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IMTERMATIDMAL REPORT 

U.S. DECLINES to EMTER INTO ENUIROHMENTfa. AGREEMENTS AT PARtSSIEyiNG 

Citing public opinion and budgetary constraints brought on by the 
current recession, delegates fron the United States declined to go 
along uith enuironnental agreenents made at the Paris neeting of the 
Organization for Economic Cooperation and Deuelopnent (OECD). 
Representatiues fron the renaining Z3 OECD nenber nations agreed to 
connit additional foreign aid to conbat enuironnental degradation, and 
to stabilize their C02 enissions at 1990 by the end of the century. 

Despite concern by other delegates that the cooperation of the United 
States on these natters uas crucial, delegate chief and Enuironnental 
Protection Agency adninistrator Uillian Reilly explained that such 
connitnents uere not possible at the nonent. 

"There are strong uoices in the Anerican public and in Congress 
against naking additional foreign connitnents," said Reilly. "Fron' 
this perspectiue, this is not the tine or place to make such 
connitnents. Uhen ue don't connit ourselues to neu and additional 
resources, it doesn't nean ue uon't." 

(AP, REUTER 12>'3) 1204-A.INT 

LACK OF DATA, RESEARCH, HAMPERS OZONE DEPLETION STUDV IN CHILE 

Reports of blindness in sheep and increased cases of sunburn and skin 
allergies in children are the result of increased ultrauiolet 
radiation due to depletion of the ozone layer, say Chilean 
scientists. They haue urged the Chilean gouernnent and private 
businesses to fund a progran to measure radiation leuels that uould 
support research into the dangers of further depletion. 

The depletion of the ozone layer ouer the Antarctic, which occurs 
annually, uas larger this year than euer before. Because of the 
hole's shape, regions in southern Chile were affected more than other 
near-Antarctic areas in Australia and Neu Zealand. 

In addition to effects on hunans on liuestock, researchers also 
noticed this year a drop in algae growth. Many Chilean scientists 
belieue this too has been caused by ultrauiolet radiation, and could 
haue far-reaching consequences for Chile's world-leading fish neal 
exporting business. But, due to a lack of data-gathering instrunents 
(Chile has no ultrauiolet radiation neasuring deuice), scientists say 
they cannot yet nake realistic conclusions. 

"Hunan suruiual is at stake, and for nou ue are the guinea pigs," 
said researcher Bedrich Magas. 

(REUTER 12/2) 1204-B.INT 
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Solicy StatafflMit 

.gT»cie3, and a Coinnd̂ eiionex cf th« European Comuflity- at the OECD 
in Paria 2-3 Decer^r, to consider a co-op*rative " ^ j , , , 
acbiaving sustainable develop««at on the " J " ^ * ^ fJrst by 
level* they w«re joined during the aomxng aesaion oi the tirsr 3 
l Z \ l c r Z % - V . . r l l of the united K^tiona Conference on Env.roj-^^ jnd 
Development and Heads o£ the United ««Aona OeveXcp««nt ?rogta^ and t^^ 
Wflited^tiona Environment Progran«« a, wU a. a ̂ ^ J ^ ' ^ ' ^ i ^ ^ J ^ / ^ f ' ' * 
World Bank. The meeting wa« chaired by Ma Edvixge '̂ îf®' 
Co-operation and Devdopinent afld nr. Brice Lalonde, uiftiater o£ 
to^i?o«i»*nt, France. Vice-Chairmen vere »*ae. ̂ '^^^^'''^'SH I t ^ ^ J 
state *or Environment, Canada, Kr. Toimi Kankaanaiem, f 
Development co-operation, and Ma. Sixpa pietikainen. Minister or 
EnviroSneat, Finland; and Mr. Carlo, Alberto ^ ^ J f ^^^JJJ' 
Miniater of Environment and Natural Reaourcea, and Mr. Jo»e Manuoi pura^ 
Barroio, Secretary of State for Foreign Affairs and CC-operatlon. 
Portugal. Miniaters ca«a to the following ooncluaxona: 

Suataiaable oevelopuaat «• a Shared attd Ccwncm Objective 

2. The meeting waa convened in rooognition of the fact that contributing co 
auatainable development world-wide ia one o£ the OECD'a central 
objectives. Over the past two decades, CBCD Members and other countries 
have made major investiaonts in the concurrent pursuit of economic growtn, 
higher living standards and a healthy envixronaent, Yet, the quality o£ 
the human condition in large parts of tbe world and hopes for a bettor 
future continue to be diminished by the interactions of poverty, 
illiteracy, malnutrition, unenployment, increased population pressures, 
uncontrolled urbanisation, pollution of the air, freshwater, seas and 
oceans^ wasteful use of energy and natural resources, and degradation of 
arable land. This vicious circle must be broken through sound national 
ooonomio and aoeial policies, supported by international development 
oo-operation. Furthermore, the growing recognition of regional and 
global scale environxaental problems, such as osone layer depletion and 
climate change, deforestation and desertification, loss of biological 
diversity/ degradation of water resources and acid rain, calls for 
collective action by all nations to protect the basic life support 
systems of the Earth. 

All aubsoquent references to "Ministers" also include Heads of Agencies 
and Commissioner of the European Contwunity. All subsequent references to 
OECO Member countries, OECC governments, etc., include the European 
Community. 
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AA InterdepexudSrtlt world »©oao«y 

3 During recent year, an interdependent world economy 5»» 
J^crSasJngiy oi democratic political - ^ i " ^ ' I t 
markets. This trend provides new hope and opportunities tor tn 
:;t:ess£ul pursuit of sustainable fvelop^^nt ^ J j f . ^ ^ ^ ' ^ ^ ^ S t , 3 h l 
beyond. It is clear, however, that whxle *''°"?̂ i«xibility, 
thrnecessary power and dynamism to promote 
market forces, if left to themselves. «^**^V!L?t!JJ^^il problems. 
urgent need to contoat widespread poverty and environmental proDiems 

Government action ia also needed. 

X ttrengtheoed Paxttvership 

d Ministers of the OECO countries, reccgni.ing the interdependence of all 
nations, therefore commit tbeir ©overrments to use the unique 
opportunity of the united tfations Conference on Enviromnent ana 
l l l l T ^ r H : in 1992 as a catalyst to build a ^^'J'^^^i^^f^^J^.jntJIn 
for sustainable development with non-Member countries, particularly in 
the developing world. This partnership should be based on mutual 
eoLSSInt; by all countries in the light of their relative capacities 
and responsibilities. 

Msponaibilities o£ OBCP Countries 

S Ministers acknowledge the responsibility that OECD countries bear in the 
. 6 . international pursuit of austainable development in view of the 

i . ^ pressures their societies place on the global en-ri»oM«*nt and et tne 
iex.'<<-̂ '̂  teahnologies and financial resources they oowwnd. xn this 
^ Ministers encourage the use of national environmental strategies to set 

j îX) " priorities, to review policies and to monitor progress towards 
^ austainable development. They emphasise that management of the 

' environment requires the efficient and c<>«t-effectiye integration^and 
\ coherence of economic, social and environnontal policies in a l l aspects 

^ ^ of national and Intemational policy-making, such as in industry, 
energy, transport, forestry and agriculture. 

^ 

6 Ministers fully recognise in particular that OECD countries must 
domonotrate international leadership and continued commitmont to achieve 
more efficient use of energy and raw materials and to work towards the 
elimination of human and environmental exposures to highly toxio and 

^ persistent chemicals as well as « reduction in the release of waste 
^ products into the environment, la this context, Ministers commit 

^ themselves to substantial action on the enhancciwsnt and protection of 
r iv/»\ A w • greenhouse gas sinks and limitation of emissions of greenhouse 

' 6^ lim-xig in particular, as a first step st a stabilisation, individually 
''̂  / or colleotively, of COj emissions and a phasing-out as aoon as possioie 

/ of CFCs controlled by tho Montreal Protocol. Ministers further take 
^ note that most OBCD countries have committed themselves to stabilise 

j \ A emissions, individually or collectively, in general by the year 2000 at 
n 1990 levels, taking into account the differcnoos in their starting 

points and approaohes, and that those countries make a strong appeal to 
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other OECD countries to do the l̂ '̂̂ ^̂ f̂ '̂̂ ^̂ ^̂ ^̂ ^ by the 
further steps towards an early phase " =^ Contracting Parties 
Montreal Protocol at the ««'t^^^'»^'^r'^f,ft.!j'J%hrOE?D to initiate 
to that protocol in coponhagon. f % 
work on mechanisms to facilitate joint " ^ ^ ^ ^ " J ^ i ' ^ S ' 
oost-effactive manner, of commitments on greenhouse gases. 

7. Achieving sustainable development - i l l require a J J - ^ f ^ ^ ^ ^ j ^ ^ J , ,he 
patterns of both consumption and production. It *'^'*'^^7^'' 
CitrpLn^rpoliciH^necessary f̂ ^̂ ^̂ ^̂ ^̂ ^ 
development. This will include the f^re^rciv 
and the setting of technical standards, for " ^ ^ ^ i f use of 
efficiency and recycling. It will also ̂ '̂'̂ '̂̂ /̂ ^ 
environmeJtal impact assessments and public P";^'^^"^^^^".,^^^ .nd 
decision-making. Furthermore, continued J^jor 
diffusion will be needed. Ministers in this context 
role of economic instruments in stimulating policy integration in a 
cost'SBving manner. 

8 Progress and performance of individual OECD countries in meeting domestic 
e"i,o^ntal'1olicy objectives and intemational " ' ^ ^ " J f ' ^ ^ J . f 
monitored in part through the peer review 
policies within the OECD launchci by Environmental Ministers f'^^JJ^ 
1991 as well as in the ongoing peer review process of the International 
Energy Agency (3EA> and the Development Assistance Committee. 

Mspenslliilitiea of N̂ Mi-OBCD-covAtries 

9 Non-OBCD countries are urged to join OECD countries in their commitment 
to sustainable development. This would include good governance, tne 
effective integration of economic, social and environmental policies, ana 
participatory approaches which involve accountability and broad-based 
involvement in the formulation and implementation of govemment policies. 
This would also involve making full use of the potential of market-based 
economic policies as well as an efficient private sector for the 
increased mobilisation of domestic resources. While acknowledging the 
complex relationship among the environmentally damaging use of natural 
resources, population growth and development, they note the growing 
global eonsensas on the need to slow population growth in those many 
countries where i t is too high to permit sustainable development. 
Ministers strongly support the action taken by many countries aimed at 
msstering population growth. Recognising that only with economic and 
social development will mora sustainable growth rates be attained, they 
stand ready to support measures to improve women's economic and social 
conditions in developing countries and to help establish, fund and 
implement effective population strategies and programmes. 

£0-d I09Tt̂2St̂T££: 0030 3030 S^'iT T66T-£T-?0 
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Partners ia Cooperation: Resources 

10. For developing countries to achieve ^^^^^i^J^nleded tt t ^ a t 
position to address pressing problem, of economic 9̂ °̂;'̂ .??! *!K'! « ^ 
poverty and to improve environmental management domestxcally, they must 
have access to the financial resources necessary to "̂ •̂ ^̂ ''•»* . , ^ . 
oSallengea. while domestic resource, - i U have " P«f 
Ministers pledge their support to ensure that external ' ' ' ^ J ^ ; " 
available from both the public and private sectors and P^^^if'^^^J^J^j;^^ 
e^tisting bilateral and multilateral channels should be i""*^*"*? " " J ^ " * 
JffeUively and efficiently. Jn this context, Ministers recognise the 
importance of equitable burden sharing. 

11. For developing countries to play their full part in «̂ P̂ "9 ' i ^ f ^ 
environment problems. Ministers consider that appropriate additional 
financial resources must be made available to them as part of a 
stcengthened partnership. In this respect, J j ^ 
innovative financial mechanisms, such as «a«'̂ -«<»*-*«̂ "''"̂ ;'̂  
coziBdtment of OECD countries to finding the means to »»PP^f ̂ J^^Lanr 
co-operation in protecting the environment is manifested by the recent 
creation of a special fund under tho Montreal Protocol and the 
establishment of the Global Environment Facility <«EF). Ministers 
underline that a modified GEF under appropriate governance should piay a 
leading role as the multilateral mechanism to provide additional 
financial resources to developing oountrie* In the resolution of 
environmental problems of global aignificance. Xn this regard, most OECU 
countries will provide new financial resources. 

Veehnology 

12. Technological innovation and diffusion will be critical determinants of 
the pace and character of future economic growth.and environmental 
management. All countries should create propitious conditions to 
encourage the private sector to innovate, market and use the technologies 
that contribute to sustainable development. Ministers note tbe important 
contribution that tho private sector can juake toward technology 
innovation, co-operation, tbe transfer of "clean" technology and 
environmental management information. Ministers thus commit their 
governments to expand technology co-operation with noo-Mertber countries, 
to provide technology aaalBtanoe and to address barriers to technology 
transfer, with a view to improving their access to environmentally-sound 
technologies, to facilitate the transfer of such technologies to 
developing countries and to enhance their scientific, technological and 
administrative capacities to use and develop technologies, byi 

— aesisting the development of appropriate incentive structures, 
policies, legislation and institutions; 

— providing information on technology availability and options; 



December 5, 1991 

Mr. E. Patrick Coady 
United States Executive Director 
The World Bank 
1818 H Street, N.W. 
Washington, D.C. 20433 

Dear Mr. Coady: 

I understand that you w i l l lead the United States delegation at 
a meeting to be held on December 7 and 8 in Geneva, Switzerland to 
discuss the Pilot Program for the Conservation of the Brazilian 
Rainforest. I am concerned that the success of that Program i s now in 
jeopardy, and I am therefore writing to urge you to work with the 
Brazilians in Geneva to carry the Program forward. 

As you know, the Brazilian govemment developed the Program at 
the request of President Bush and the other leaders of the Group of 
Seven nations at the 1990 Houston Summit meeting. This i n i t i a t i v e i s , 
of course, of tremendous importance to efforts to preserve the 
incredibly rich Amazon ecosystem. But i t s importance extends far 
beyond the bounds of the Brazilian rainforest. Signifying the 
willingness of the industrialized countries to work in partnership 
with the developing world to preserve and protect the environment, the 
Program i s also c r i t i c a l l y important to the whole host of 
international environmental discussions that are now taking place in 
anticipation of the 1992 United Nations Conference on Environment and 
Development. Nevertheless, President Bush — alone eunong the G7 
leaders — refused to endorse the effort when the i n i t i a l outlines of 
the Program were presented at the 1991 London Siimmit meeting. 

The Brazilian government has expended a great deal of time and 
effort in responding to the i n i t i a l G7 request and in modifying the 
Program after the London meeting. Moreover, in deciding recently to 
demarcate the Yanomami and Kaiapo Indian lands. President Collor has 
clearly demonstrated his determination to move ahead. I t i s now our 
turn. 

I would appreciate i t i f you could keep me apprised of progress 
on the Pilot Program and of the efforts of our delegation to 
contribute to i t . I would be particularly interested in substantive 
analyses and critiques that are being done, and in financial 
assessments and coiranitments that are made in support of the Program. 
I look forward to hearing from you on this extremely important matter 
at your earliest convenience after the Geneva meeting. 



F i n a n c i a l Resource 



European Community s 
No. 33/91 
December 11, 1991 

SUCCESS AT MAASTRICHT: A LANDMARK SUMMIT 

In the early morning hours of December 11, the European Community heads of state and govemment emerged 
from a marathon two-day summit in Maastricht, Netherlands having agreed to major revisions of the EC 
founding treaties that will forge closer economic, monetary and political ties within the Community, 
including a single currency before the end of the decade, and a frameworit for a common foreign and security 
policy. 

On the economic and monetary union (EMU), the EC leaders reached an accord that will intnxluce a single 
currency, the ECU, establish a European System of Central Banks (ESCB) and a European Central Bank (ECB). 
The coordinated economic policies will follow guiding principles of stable prices, sound public fmance and 
monetary conditions, a sustainable balance of payments and avoid excessive govemment deficits.. 

On the political side, the treaty improves the present cooperation on foreign policy matters by setting 
down rules for joint action. It also creates the embryo of a future common European defense policy which 
must be compatible with the NATO alliance. 

In addition, the summit covered cooperation among the Twelve on matters ranging from immigration and asylum 
policies to the Tight against organized crime and drug trafTicking. 

EUROPEAN COUNCIL PRESIDENCY CONCLUSIONS 
Maastricht, December 9 and 10,1991 

Mr. BARON (TRESPO, President of the European Parliament, put to the European Council his Institution's views on 
the draft Treaties on Political Union and Economic and Monetary Union. 

The European Council welcomed all Ihe contacts which had been established with the European Parliament during 
the preparation of these drafb and, in particular, the inter-institutional meetings which had made for a better 
understanding of the respective opinions. 

TREATY ON EUROPEAN UNION 

The Intergovemmental Conferences on Political Union and Economic and Monetary Union, meeting at the level of 
Heads of State and Government, reached agreement on the Draft Treaty on European Union based on the texts 
conceming PoUtical Union and on the Draft Treaty text conceming Economic and Monetary Union. The necessary 
fmal legal editing and harmonization of the texts will be completed with a view to signature of the Treaty in the 
beginning of February 1992. 

EC OFFICE OF PRESS AND PUBLIC AFFAIRS 
Washington: 2100 M Street NW Seventh Floor Washington DC 20037 / telephone (202) 862-9500 / telex 64215 EURCOM-UW 
New Yofl<: 3 Dag Hammarskjold Plaza 305 E 47th Street New Yor1< NY 10017 ,' telephone (212) 371-3804 / telex 661100 EURCOM-NYK 



Widi particular reference to social policy the European Council confirms that the present provisions of the Treaty 
can be considered an acquis communautaire". 

The European Council notes that eleven Member States desire to conUnue on the path laid down by the Social 
Charter m 1989. To this end it has been agreed to annex to the Treaty a Protocol conceming social poUcy which will 
commit the Insutuuons of the Community to take and implement the necessary decisions while adapting the 
decision-making procedures for application by eleven Member States. 

ENLARGEMENT 

The European CouncU recaUs that the Treaty on European Union which the Heads of State and Govemment have 
now agreed, provides that any European State whose systems of Govemment are founded on the principle of 
democracy may apply to become members of the Union. 

nie European Council notes that negotiations on accession to the European Union on the basis of the Treaty now 
a g ^ can start as soon as the Community has tcmiinated its negotiations on Own Resources and related issues in 

nie European Council notes that a number of European countries have submitted applications or announced their 
intenuon of seeking membership of the Union. The European Council invites the Commission to examine those 
quesuons mcluding die implications for the Union's future development and with regard to the European Council in 
Lisbon. 

URUGUAY ROUND 

The European CouncU notes that the trade Uberalization negotiations have entered a conclusive stage It has been 
informed about the progress of the negotiations, both in Geneva as well as in the Transadanuc Summit at The 
Hague on November 9,1991. 

The European Council reiterates its firm commitment to a substantial, balanced and global package of results of the 
Uniguay Round by the end of the year. This package should cover GATT rules and discipUnes. market access 
agnculmre, textUes. services. Trade Related Intellectual Property Rights (TRIPs) and the institutional reinforcement 
of the GATT system, excluding any recourse to unilateral action by any partner. It urges other paruiers in the 
Uraguay Round to join m its efforts to finalize the negotiations on this basis. 

The European Council invites the Commission to elaborate a good negotiated outcome of the Round encompassing 
substantial and credible results in all major areas, consistent with the objectives of the European Communities. 

It asks the Commission to keep the CouncU ckwely infonned of the results obtained. 

CO-OPERATION IN THE SPHERES OF JUSTICE AND HOME AFFAIRS 

Free movement of persons, immigration and asylum 

A. The European CouncU noted the reports on immigration and asylum drawn up at its request by the Ministers 
responsible for immigration. It considered that they constiuited an adequate basis for measures to be taken in 
those areas. 

It agreed on die program of woric and the timetables laid down and invited the Ministers for Immigration to 
implement them. 

.̂ 
B. The European Council took note of the report by the CoK)rdinators' Group on Free Movement of Persons and 

approved the recommendations made in it 



C. The European Council regretted lhat it had not yet been possible to resolve the last problem preventing the 
signing of the Convention between the Member States of the European Communities on the crossing of their 
extemal frontiers. The European Council invited the Presidency to coUaborate with the two Member States 
concemed in actively seeking a solution for tiiis problem. 

D. The European CouncU requests tiie Co-ordinators to examine what tiie structure of the European Information 
System should be and to take care that die technical and legal provisions - including the protection of personal 
privacy - are being taken to build the system. 

In view of die need for a speedy conclusion of tiiese activities, it is desirable in tiie first place to establish whetiier 
the arrangements already existing between certain Member States may also apply lo all die Member States. 

Europol 

The European Council agreed on tiie creation of a European police office (Europol) tiie initial function of which 
would be to organize the exchange of information on narcotic drugs at die level of the Community's twelve Member 
Slates. The European CouncU instructed tiie TREVI Ministers, in coUaboration witii tiie Commission, to take such 
measures as were needed to allow Europol to be set up at an early date. 

Drugs 

The European Council took note of die report by die European Committee on die Fight Against Drugs (CELAD). 

It invited die Institutions of the European Community to employ aU means to ensure that the act setting up die 
European anti-drug monitoring body could be adopted before June 30,1992. 

In die context of the widest possible information on drug problems the European Council supported the 
organization, during tiie second half of 1992, of a European Week to promote tiie prevention of drug use. 

The European CouncU invited CELAD to continue its function of co-ordination and to ensure diat the various 
responsible bodies lost no time in implementing the European program for die fight against drugs adopted by die 
European CouncU in Rome on December 14,1990. 

Consequences of the draft Treaty on European Union 

The European Council instructed die competent Council bodies and die Coordinators' Group on Free Movement of 
Persons to collaborate widi die Commission on tiie examination of tiie consequences of die draft Treaty on 
European Union on proceedings in diese areas, so tiiat die relevant provisions of die future Treaty might be 
effectively applied as soon as duu Treaty entered into force. 

FOOD SUPPLY SITUATION IN MOSCOW AND ST. PETERSBURG 

The European Council expressed its preoccupation with the critical food supply situation in Moscow and SL 
Petersburg, and agreed that the Community should take concrete rapid steps to help die populations of diese cities. 

The Member States will respond positively to requests from the Commission for making logistic experts available. 

It asked the Commission to come forward widi specific proposals and die Economic and Financial Council of 
Ministers to examine at its session on December 17, 1991 die specific fmancial aspects of a Community action, 
including die question of credit guarantee. 



EUROPEAN POLITICAL COOPERATION 

Middle East 

- The European Council adopted die declaration on die peace process in die Middle East in Annex 1. 

- The European CouncU welcomes die release of furdier hostages in Lebanon. It expresses its gratiuide to die 
Secretary General of tiie United Nations for his efforts in tiiis respect. 

The European Council deplores tiiat die German nationals Heinrich Striibig and Thomas Kempuier are stiU being 
detained in Lebanon. 

The European CouncU urges aU govemments and personalities who are able to contribute to die solution of die 
hostage problem, to continue tiieir efforts towards an unconditional release of all persons who are detained widiout 
legal procedure. 

The hostage question in Lebanon wUl not be resolved until all hostages have been released. 

The European Council welcomes die fact diat die Secretary General of die United Nations has declared his readiness 
to continue his efforts. 

Developments In the Soviet Union 

The European Council discussed recent developments in die Soviet Union and adopted die declaration in Annex 2. 

Policy regarding new European states 

The European CouncU asked Ministers of Foreign Affairs to assess developments in Eastem Europe and in die 
Soviet Union witii a view to elaborating an approach reganling relations widi new States. 

Racism and xenophobia 

The European Council adopted die declaration in Annex 3. 

Enquiries in the bombing of flights PAN AM 103 and UTA 772 

Recalling die declaration issued by die Community and its member States on December 2. die European CouncU 
takes a most serious view of accusations against Libyan nationals in connection widi die bombings of flight Pan Am 
103 in December 1988 and of flight UTA 772 in September 1989. The European Council reaffirms its 
condemnation of all acts of terrorism, wherever and by whomever committed. 

The European CouncU has noted die demands made of die Libyan audiorities by die Govemments of France, tiie 
United Kingdom and the United States on November 27. It fully endorses diese demands and caUs upon die Libyan 
audiorities to comply promptly and in full. 

ANNEX 1 

DECLARATION ON THE PEACE PROCESS IN THE MIDDLE EAST 

The European Council attaches great significance to die Middle East Peace Conference in Madrid, which has 
launched a process of negotiations on die basis of UN Security CouncU Resolutions 242 and 338 which should lead 
to a just and comprehensive solution to die Arab-Israeli conflict and die Palestinian question. On die basis of die 



principles which have long governed tiieir position, die Community and its member Stales are deiemiined to 
continue to undertake aU possible efforts alongside tiie United States and die Soviet Union to support tiiis process. 
In Madrid tiiey pledged dieir consmictive partnership in all phases of die negotiations. 

The European Council considers it of vital importance tiiat die momentum gained at Madrid is not dissipated on 
procedural matters. It noted diat die second round of bilateral negotiations has been convened in Washington. These 
negotiations should be pursued in good faidi by aU parties. Only dien may die way be opened to movement on 
substance and meaningful confidence building measures. The European CouncU considers a halt to Israel's 
settiement activity in die Occupied Territories an essential contribution to creating tiie stable environment which 
progress in tiie negotiations requires. Renunciation of die Arab trade boycott is anodier. 

Widi regard to die siniation in die Occupied Territories, it is important diat bodi sides show restraint and diat Israel 
abide by die provisions of die Fourth Geneva Convention. The European CouncU looks forward to a tangible 
improvement in die situation in diese territories, even before die putting in place of interim or odier arrangements. 
In tiiis respect it noted reports indicating diat since die Conference in Madrid, die level of violence diere has 
diminished. Indeed, tiiis Conference has led to an atmosphere of hope, bodi in die Occupied Territories and 
elsewhere, which should not be disappointed. 

The European Council reaffirms die commitment of die Community and its member States to make an active 
practical contribution to progress in tiie multilateral phase of die negotiations on regional cooperation. It expresses 
die hope diat all parties in die region wUl participate in diese negotiations. The European Council considers tiiat die 
bUateral and multilateral agendas should go hand in hand, each one reinfwcing die otiier. However, regional 
cooperation cannot progress faster dian movement towards a political settiement. Given its close ties witii all die 
parties involved, die Community and its member States are determined to remain in close contact witii aU 
participants and to do aU diey can lo promote significant steps in die direction of a comprehensive, just and lasting 
settiement 

ANNEX 2 

DECLARATION ON DEVELOPMENTS IN THE SOVIET UNION 

The European CouncU took note of die decision of die Republics of Byelorussia, Ukraine and Russia to form a 
"Commonwealdi of independent States", which odier Republics have been invited to join. It also took note of 
President Gorbachev's statement on December 9,1991. 

The European CouncU underlines die necessity for a constructive dialogue among all parties concemed to ensure 
diat die process of transformation of die Soviet Union, which has entered a crucial phase, continues in a peaceful, 
democratic and orderly manner. 

The European Council wekomes die fact diat die diree Republics engaged in diis comprehensive process of change 
have declared diat tficy muhially recognise and respect each odier's territorial integrity and die inviolability of die 
borders existing in die context of dieir Commonwealdi. 

The European CouncU is pleased to note duit diese Republics have at die same time reaffmned dieir readiness to 
respect die intemational commitments of die Soviet Union and to ensure single control of nuclear weapons on tiieir 
territory. 

The European Council recalls die importance which die Community and its member States attach to respect for and 
implementation by all Republics of aU provisions of die Helsinki Final Act, die Charter of Paris and odier relevant 
provisions of die Conference on Security and Cooperation in Europe (CSCE) regarding human rights and die rights 
of persons belonging to national minorities. It also recalls tiiat according to diese provisions, die frontiers of all 
States in Europe are inviolable and can only be changed by peaceful means and agreement. Furthermore, die 



Community and its memba States attach particular importance to necessary measures being taken without delay at 
die level of die Republics concemed to put into effect die agreements in die field of arms control, nuclear non-
proliferation and die effective control and security of nuclear weapons. The Community and its member States also 
subscribe to die principle diat Republics acceding to sovereignly should, for tiieir part, respect die obligations 
deriving from die extemal debt of the Soviet Union. 

At a moment when diese Republics express democratically and peacefully their wiU to accede to fuU sovereignty, 
die Community and its member States wish to open with diem, in a spirit of cooperation, a dialogue regarding die 
development of dieir mutual relationship. 

The European CouncU also expresses die wish dial diese Republics develop among themselves the structures of 
cooperation required to facUitate dieir insertion in die intemational community under conditions appropriate to 
ensure the security, stability and legitimate fulfdment of all. 

ANNEX 3 

DECLARATION ON RACISM AND XENOPHOBIA 

The European Council notes widi concem that manifestations of racism and xenophobia are steadUy growing in 
Europe, bodi in die member States of die Community and elsewhere. 

The European CouncU stresses the undiminished validity of intemational obligations with regard to combating 
discrimination and racism to which die member States have committed diemselves widiin die framework of die 
United Nations, die Council of Europe and die CSCE. 

The European CouncU recaUs die Declaration against racism and xenophobia issued by die European Parliament, 
CouncU and Commission on June 11, 1986 and, reaffirming its Declaration issued in Dublin on June 26, 1990, 
expresses its revulsion against racist sentiments and manifestations. These manifestations, including expressions of 
prejudice and violence against foreign immigrants and exploitation of them, are unacceptable. 

The European Council expresses its conviction tiiat respect for human dignity is essential to the Europe of die 
Community and that combating discrimination in aU its forms is dierefore vital to the European Community, as a 
community of States governed by die rule of law. The European CouncU dierefore considers it necessary diat die 
Govemments and Parliaments of the member States should act cleariy and unambiguously to counter die growth of 
sentiments and manifestations of racism and xenophobia. 

The European CouncU asks Ministers and die Commission to increase their efforts to combat discrimination and 
xenophobia, and to strengthen die legal protection (or diird country nationals in the terriû ries of the member States. 

Lastiy. tiie European Council notes diat, in connection witii die upheavals in Eastem Europe, simUar sentiments of 
intolerance and xemqihobia are manifesting themselves in extreme forms of nationalism and ethnocentrism. The 
policies of die Community and its member States towards the countries concemed wiU aim to distourage strongly 
such manifestations. 



DECLARATION OF THE MEMBER STATES OF THE WESTERN EUROPEAN UNION 
ISSUED ON THE OCCASION OF THE 46TH EUROPEAN COUNCIL MEETING ON 

DECEMBER 9 AND 10 1991 AT MAASTRICHT. 

The member states of Westem Economic Union (WEU) welcome die development of die European security and 
defence identity. They are determined, taking into account die role of WEU as die defence component of die 
European Union and as die means to strengdien die European pillar of die Atiantic Alliance, to put die relationship 
between WEU and die odier European states on a new basis for die sake of stability and security in Europe. In diis 
spirit, diey propose die following: 

States which are members of die European Union are invited to accede to WEU on conditions to be agreed in 
accordance witii Article XI of die modified Brussels Treaty, or to become observers if tiiey so wish. 
Simultaneously, odier European member states of NATO are invited to become associate members of WEU in a 
way which wiU give diem die possibility to participate fully in die activities of WEU. 

The member states of WEU assume diat titties and agreements corresponding witii die above proposals wUl be 
concluded before December 31,1992. 

Contacts: Peter Doyle EUaKrucoff 
Tel: (202) 862-9530 Tel: (202) 862-9540 
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Maastricht, 9 and 10 December 1991 

PRESIDENCY CONCLUSIONS 

Mr. BARON CRESPO, President of the European Parliament, put to the European 
Council his I n s t i t u t i o n ' s views on the d r a f t Treaties on P o l i t i c a l Union and 
Economic and Monetary Union. 

The European Council welcomed a l l the contacts which had been established with 
the European Parliament during the preparation of these d r a f t s and, i n 
pa r t i c u l a r , the i n t e r - i n s t i t u t i o n a l meetings which had made for a better 
understanding of the respective opinions. 

TREATY ON EUROPEAN UNION 

The Intergovernmental Conferences on P o l i t i c a l Union and Economic and Monetary 
Union, meetin<g at the level of Heads of State and Government, reached agreement 
on the Draft Treaty on European Union based on the texts (doc. SN 252/1/91) 
concerning P o l i t i c a l Union and on the Draft Treaty text concerning Economic and 
Monetary Union. The necessary f i n a l legal e d i t i n g and harmonization of the 
texts w i l l be completed with a view to signature of the Treaty i n the beginning 
of February 1992. 

With p a r t i c u l a r reference to social policy the European Council confirms that 
the present provisions of the Treaty can be considered an "acquis 
communautaire". 

The European Council notes that eleven Member States desire to continue on the 
path l a i d down by the Social Charter i n 1989. To t h i s end i t has been agreed to 
annex to the Treaty a Protocol concerning social policy which w i l l commit the 
I n s t i t u t i o n s of the Community to take and implement the necessary decisions 
while adapting the decision-making procedures for application by eleven Member 
States. 

ENLARGEMENT 

The European Council recalls that the Treaty on European Union which the Heads 
of State and Government have now agreed, provides that any European State whose 
systems of Government are founded on the p r i n c i p l e of democracy may apply to 
become members of the Union. 

The European Council notes that negotiations on accession to the European Union 
on the basis of the Treaty now agreed can st a r t as soon as the Community has 



terminated i t s negotiations on Own Resources and rela t e d issues i n 1992. 

The European Council notes that a number of European countries have submitted 
applications or announced t h e i r intention of seeking membership of the Union. 
The European Council i n v i t e s the Commission to examine those questions 
including the implications for the Union's future development and with regar 
to the European Council i n Lisbon. 

URUGUAY ROUND 

The European Council notes that the trade l i b e r a l i z a t i o n negotiations have 
entered a conclusive stage. I t has been informed about the progress of the 
negotiations, both in Geneva as well as in the Transatlantic Summit, at 
The Hague on November 9, 1991. 

The European Council r e i t e r a t e s i t s firm commitment to a substantial, balanced 
and global package of results of the Uruguay Round by the end of the year. This 
package should cover GATT rules and d i s c i p l i n e s , market access, ag r i c u l t u r e , 
t e x t i l e s , services, TRIPs and the i n s t i t u t i o n a l reinforcement of the GATT 
system, excluding any recourse to u n i l a t e r a l action by any partner. I t urges 
other partners i n the Uruguay Round to j o i n i n i t s e f f o r t s to f i n a l i z e the 
negotiations on t h i s basis. 

The European Council i n v i t e s the Commission to elaborate a good negotiated 
outcome of the Round encompassing substantial and credible results in a l l major 
areas, consistent with the objectives of the European Communities. 

I t asks the Commission to keep the Council closely informed of the results 
obtained. 

CO-OPERATION IN THE SPHERES OF JUSTICE AND HOME AFFAIRS 

Free movement of persons, immigration and asylum 

A. The European Council noted the reports on immigration and asylum drawn up 
i t s request by the Ministers responsible for immigration. I t considered 
that they constituted an adequate basis for measures to be taken in those 
areas. 

I t agreed on the programme of work and the timetables l a i d down and i n v i t e d 
the Ministers for Immigration to implement them. 

B. The European Council took note of the report by the Co-ordinators' Group on 
Free Movement of Persons and approved the recommendations made in i t . 

C. The European Council regretted that i t had not yet been possible to resolve 
the l a s t problem preventing the signing of the Convention between the Member 
States of the European Communities on the crossing of t h e i r external 
f r o n t i e r s . The European Council i n v i t e d the Presidency to collaborate with 
the two Member States concerned i n actively seeking a solution for t h i s 
problem, • 

D. The European Council requests the Co-ordinators to examine what the 
structure of the European Information System should be and to take care that 
the technical and legal provisions - including the protection of personal 
privacy - are being taken to b u i l d the system. 

In view of the need for a speedy conclusion of these a c t i v i t i e s , i t i s 
desirable in the f i r s t place to establish whether the arrangements already 
exi s t i n g between certain Member States may also apply to a l l the Member 



States . 

^ Europol 

The European Council agreed on the creation of a European police o f f i c e 
(Europol) the i n i t i a l function of which would be to organize the exchange of 
information on narcotic drugs at the l e v e l of the Community's twelve Member 
States. The European Council instructed the TREVI Ministers, i n collaboration 
with the Commission, to take such measures as were needed to allow Europol to 
be set up at an early date. 

Drugs 

The European Council took note of the report by the European Committee on the 
Fight Against Drugs. 

I t i n v i t e d the I n s t i t u t i o n s of the European Community to employ a l l means to 
ensure that the act s e t t i n g up the European anti-drug monitoring body could be 
adopted before 30 June 1992. 

In the context of the widest possible information on drug problems the European 
Council supported the organization, during the second h a l f of 1992, of a 
European Week to promote the prevention of drug use. 

The European Council i n v i t e d CELAD to continue i t s function of co-ordination 
and to ensure that the various responsible bodies lost no time i n implementing 
the European programme for the f i g h t against drugs adopted by the European 
Council i n Rome on 14 December 1990. 

Consequences of the d r a f t Treaty on European Union 

The European Council instructed the competent Council bodies and the Co­
ordinators' Group on Free Movement of Persons to collaborate with the 
Commission on'the examination of the consequences of the d r a f t Treaty on 
European Union on proceedings i n these areas, so that the relevant provisions 
of the future Treaty might be e f f e c t i v e l y applied as soon as that Treaty 
entered into force. 

FOOD SUPPLY SITUATION IN MOSCOW AND ST. PETERSBURG 

The European Council expressed i t s preoccupation with the c r i t i c a l food supply 
s i t u a t i o n i n Moscow and St. Petersburg, and agreed that the Community should 
take concrete rapid steps to help the populations of these c i t i e s . 

The Member States w i l l respond p o s i t i v e l y to requests from the Commission for 
making l o g i s t i c experts available. 

I t asked the Commission to come forward with specific proposals and the Council 
(ECO/FIN) to examine at i t s session on 17 December 1991 the specific financial 
aspects of a Community action, including the question of c r e d i t guarantee. 

EUROPEAN POLITICAL COOPERATION 

Middle East 

- The European Council adopted the declaration on the peace process in the 
Middle East i n Annex 1. 

- The European Council welcomes the release of further hostages i n Lebanon. I t 
expresses i t s gratitude to the Secretary General of the United Nations for his 



e f f o r t s in t h i s respect. 

The European Council deplores that the German nationals Heinrich Str?big''and 
Thomas Kemptner are s t i l l being detained in Lebanon, 

The European Council urges a l l governments and personalities who are able to 
contribute to the solution of the hostage problem, to continue t h e i r e f f o r t s 
towards an unconditional release of a l l persons who are detained without lega. 
procedure. 

The hostage question i n Lebanon w i l l not be resolved u n t i l a l l hostages have 
been released. 

The European Council welcomes the fact that the Secretary General of the United 
Nations has declared his readiness to continue his e f f o r t s . 

Developments in the Soviet Union 

The European Council discussed recent developments i n the Soviet Union and 
adopted the declaration i n Annex 2. 

Policy regarding new Eeuropean states 

The European Council asked Ministers of Foreign A f f a i r s to assess developments 
in Eastern Europe and i n the Soviet Union with a view to elaborating an 
approach regarding relations with new States, 

Racism and xenophobia 

The European Council adopted the declaration i n Annex 3. 

Enquiries i n the bombing of f l i g h t s PAN AM 103 and UTA 772 

Recalling the' declaration issued by the Community and i t s member States on 2 
December, the European Council takes a most serious view of accusations again 
Libyan nationals i n connection with the bombings of f l i g h t Pan Am 103 i n 
December 1988 and of f l i g h t UTA 772 i n September 1989, The European Council 
reaffirms i t s condemnation of a l l acts of terrorism, wherever and by whomever 
committed. 

The European Council has noted the demands made of the Libyan au t h o r i t i e s by 
the Governments of France, the United Kingdom and the United States on 27 
November, I t f u l l y endorses these demands and c a l l s upon the Libyan authorities 
to comply promptly and in f u l l . 

ANNEX 1 

DECLARATION ON THE PEACE PROCESS IN THE MIDDLE EAST 

The European Council attaches great significance to the Middle East Peace 
Conference i n Madrid, which has launched a process of negotiations on the basis 
of UN Security Council Resolutions 242 and 338 which should lead to a just and 
comprehensive solution to the Arab-Israeli c o n f l i c t and the Palestinian 
question. On the basis of the p r i n c i p l e s which have long governed t h e i r 
p o s i t i o n , the Community and i t s member States are determined to continue to 
undertake a l l possible e f f o r t s alongside the United States and the Soviet Union 
to support t h i s process. In Madrid they pledged t h e i r constructive partnership 
in a l l phases of the negotiations. 

The European Council considers i t of v i t a l importance that the momentum gained 



at Madrid is not dissipated on procedural matters. I t noted that the second 
round of b i l a t e r a l negotiations has been convened in Washington. These 
^negotiations should be pursued in good f a i t h by a l l parties. Only then may the 
way be opened to movement on substance and meaningful confidence building 
measures. The European Council considers a halt to Israel's settlement a c t i v i t y 
i n the Occupied T e r r i t o r i e s an essential contribution to creating the stable 
environment which progress i n the negotiations requires. Renunciation of the 
Arab trade boycott i s another.. 

With regard to the s i t u a t i o n i n the Occupied T e r r i t o r i e s , i t i s important that 
both sides show r e s t r a i n t and that I s r a e l abide by the provisions of the Fourth 
Geneva Convention. The European Council looks forward to a tangible improvement 
in the s i t u a t i o n i n these t e r r i t o r i e s , even before the p u t t i n g in place of 
interim or other arrangements. In t h i s respect i t noted reports indicating that 
since the Conference i n Madrid, the level of violence there has diminished. 
Indeed, t h i s Conference has led to an atmosphere of hope, both i n the Occupied 
T e r r i t o r i e s and elsewhere, which should not be disappointed. 

The European Council reaffirms the commitment of the Community and i t s member 
States to make an active p r a c t i c a l contribution to progress i n the m u l t i l a t e r a l 
phase of the negotiations on regional cooperation. I t expresses the hope that 
a l l parties i n the region w i l l p a r t i c i p a t e in these negotiations. The European 
Council considers that the b i l a t e r a l and m u l t i l a t e r a l agendas should go hand in 
hand, each one re i n f o r c i n g the other. However, regional cooperation cannot 
progress faster than movement towards a p o l i t i c a l settlement. Given i t s close 
t i e s with a l l the parties involved, the Community and i t s member States are 
determined to remain i n close contact with a l l participants and to do a l l they 
can to promote s i g n i f i c a n t steps i n the d i r e c t i o n of a comprehensive, just and 
la s t i n g settlement. 

ANNEX 2 

DECLARATION ON DEVELOPMENTS IN THE SOVIET UNION 

The European Council took note of the decision of the Republics of Byelorussia, 
Ukraine and Russia to form a "Commonwealth of independent States", which other 
Republics have been i n v i t e d to j o i n . I t also took note of President Gorbachev's 
statement on 9 December 1991. 

The European Council underlines the necessity for a constructive dialogue among 
a l l parties concerned to ensure that the process of transformation of the 
Soviet Union, which has entered a c r u c i a l phase, continues i n a peaceful, 
democratic and orderly manner. 

The European Council welcomes the fact that the three Republics engaged in this 
comprehensive process of change have declared that they mutually recognise and 
respect each other's t e r r i t o r i a l i n t e g r i t y and the i n v i o l a b i l i t y of the borders 
e x i s t i n g i n the context of t h e i r Commonwealth. 

The European Council i s pleased to note that these Republics have at the sarrie 
time reaffirmed t h e i r readiness to respect the international commitments of the 
Soviet Union and to ensure single control of nuclear weapons on t h e i r 
t e r r i t o r y . 

The European Council r e c a l l s the importance which the Community and i t s merrber 
States attach to respect for and implementation by a l l Republics of a l l 
provisions of the Helsinki Final Act, the Charter of Paris and other relevant 
provisions of the CSCE regarding human rights and the rights of persons 
belonging to national m i n o r i t i e s . I t also recalls that according to these 
provisions, the f r o n t i e r s of a l l States in Europe are inviolable and can only 



be changed by peaceful means and agreement. Furthermore, the Community and i t s ' 
member States attach p a r t i c u l a r importance to necessary measures being taiken . 
without delay at the level of the Republics concerned to put into effect the 
agreements in the f i e l d of arms control, nuclear no n - p r o l i f e r a t i o n and the 
ef f e c t i v e control and security of nuclear weapons. The Community and i t s member 
States also subscribe to the p r i n c i p l e that Republics acceding to sovereignty-
should, for t h e i r part, respect the obligations deriving from the external d 
of the Soviet Union. 

At a moment when these Republics express democratically and peacefully t h e i r 
w i l l to accede to f u l l sovereignty, the Community and i t s member States wish to 
open with them, in a s p i r i t of cooperation, a dialogue regarding the 
development of t h e i r mutual relationship. 

The European Council also expresses the wish that these Republics develop among 
themselves the structures of cooperation required to f a c i l i t a t e t h e i r i n s e r t i o n 
in the in t e r n a t i o n a l community under conditions appropriate to ensure the 
security, s t a b i l i t y and legitimate f u l f i l m e n t of a l l , 

ANNEX 3 

DECLARATION ON RACISM AND XENOPHOBIA 

The European Council notes with concern that manifestations of racism and 
xenophobia are steadily growing i n Europe, both i n the member States of the 
Community and elsewhere. 

The European Council stresses the undiminished v a l i d i t y of int e r n a t i o n a l 
obligations with regard to combating discrimination and racism to which the 
member States have committed themselves within the framework of the United 
Nations, the Council of Europe and the CSCE, 

The European Council recalls the Declaration against racism and xenophobia 
issued by t h i European Parliament, Council and Commission on 11 June 1986 anc 
reaffirming i t s Declaration issued i n Dublin on 26 June 1990, expresses i t s 
revulsion against r a c i s t sentiments and manifestations. These manifestations, 
including expressions of prejudice and violence against foreign immigrants and 
exp l o i t a t i o n of them, are unacceptable. 

The European Council expresses i t s conviction that respect for human d i g n i t y i s 
essential to the Europe of the Community and that combating discrimination i n 
a l l i t s forms i s therefore v i t a l to the European Community, as a community of 
States governed by the rule of law. The European Council therefore considers i t 
necessary that the Governments and Parliaments of the member States should act 
clear l y and unambiguously to counter the growth of sentiments and 
manifestations of racism and xenophobia. 

The European Council asks Ministers and the Commission to increase t h e i r 
e f f o r t s to combat discrimination and xenophobia, and to strengthen the legal 
protection for t h i r d country nationals i n the t e r r i t o r i e s of the member States. 

Lastly, the European Council notes that, in connection with the upheavals i n 
Eastern Europe, similar sentiments of intolerance and xenophobia are 
manifesting themselves i n extreme forms of nationalism and ethnocentrism. The 
pol i c i e s of the Community and i t s member States towards the countries concerned 
w i l l aim to discourage strongly such manifestations. 
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DESIRING to s e t t l e , in accordance with the general objectives of t h i s Treaty 
certain p a r t i c u l a r problems e x i s t i n g at the present time, 

taking into account that. 

The Danish Constitution contains provision which may imply a referendum in 
Denmark p r i o r to Danish p a r t i c i p a t i o n i n the t h i r d stage of Economic and 
Monetary Union, 

HAVE AGREED on the following provisions which sh a l l be annexed to t h i s Treaty: 

1. The Danish Government shall notify the Council of i t s position concerning 
participation in the third stage of the Economic and Monetary Union, before 
the Council makes i t s assessment under Article 109 F paragraph 2 of this 
Treaty, 

2. In case of a notification that Denmark wil l not participate in the third 
stage, Denmark shall have an exemption. The effect of the exemption is that 
a l l a r ticles and provisions of the Treaty and the Statute of the ESCB 
referring to a derogation shall be applicable to Denmark. 

3. In such case, Denmark shall not be included among the majority of Member 
States which f u l f i l the necessary conditions mentioned in Article 109 F 
paragraph 2, second indent and paragraph 3, f i r s t indent of the EEC Treaty. 

4. As for the abrogation of the exemption, the procedure referred to in Arti 
109G, paragraph 2 shall only be initiated at the request of Denmark, 

5. In case of^abrogation of the exemption status, the provisions of this 
Protocol shall no longer be applicable. 

PROTOCOL 
ON 

FRANCE 

THE HIGH CONTRACTING PARTIES, 

DESIRING to take into account a particular point relating to France, 

HAVE AGREED upon the following provisions, which shall be annexed to this 
Treaty: 

France wi l l keep the privilege of monetary emission in i t s overseas territories 
under the terms established by i t s national laws, and w i l l be solely entitled 
to determine the parity of the CFP franc. 

DECLARATION 
ON TITLE I I I AND VI OF THE EC TREATY 

The Conference affirms that the Council referred to in Part Three Title I I I 
Chapter 4 on capital and payments and Part Three Title VI on Economic and 
Monetary Policy of the EC Treaty i s considered to be the Council in the 
composition of Economic and Finance Ministers. 

DECLARATION 
ON TITLE VI OF THE EC TREATY 

The Conference affirms that the President of thp Ei]rnDe;in ronnrn .c;h;in invl^(= 



.SIRING to s e t t l e , in accordance with the general objectives of t h i s Treaty 
certain p a r t i c u l a r problems e x i s t i n g at the present time, 

taking into account that, 

The Danish Constitution contains provision which may imply a referendum in 
Denmark p r i o r to Danish p a r t i c i p a t i o n i n the t h i r d stage of Economic and 
Monetary Union, 

HAVE AGREED on the following provisions which s h a l l be annexed to t h i s Treaty: 

1. The Danish Government shall notify the Council of i t s position concerning 
participation in the third stage of the Economic and Monetary Union, before 
the Council makes i t s assessment under Article 109 F paragraph 2 of this 
Treaty. 

2. In case of a notification that Denmark w i l l not participate in the third 
stage, Denmark shall have an exemption. The effect of the exemption is that 
a l l a r t i c l e s and provisions of the Treaty and the Statute of the ESCB 
referring to a derogation shall be applicable to Denmark. 

3. In such case, Denmark shall not be included among the majority of Member 
States which f u l f i l the necessary conditions mentioned in Article 109 F 
paragraph 2, second indent and paragraph 3, f i r s t indent of the EEC Treaty, 

As for the abrogation of the exemption, the procedure referred to in Article 
109G, paragraph 2 shall only be initiated at the request of Denmark, 

5. In case of/abrogation of the exemption status, the provisions of this 
Protocol shall no longer be applicable. 

PROTOCOL 
ON 

FRANCE 

THE HIGH CONTRACTING PARTIES, 

DESIRING to take into account a particular point relating to France, 

HAVE AGREED upon the following provisions, which shall be annexed to this 
Treaty: 

France w i l l keep the privilege of monetary emission in i t s overseas territories 
under the terms established by i t s national laws, and w i l l be solely entitled 
to determine the parity of the CFP franc. 

DECLARATION 
ON TITLE I I I AND VI OF THE EC TREATY 

«e Conference affirms that the Council referred to in Part Three Title I I I 
ipter 4 on capital and payments and Part Three Title VI on Economic and 
hetary Policy of the EC Treaty i s considered to be the Council in the 

composition of Economic and Finance Ministers. 

DECLARATION 
ON TITLE VI OF THE EC TREATY 



PROTOCOL 
ON CERTAIN PROVISIONS RELATING TO 

THE UNITED KINGDOM 

THE HIGH CONTRACTING PARTIES,' 

RECOGNISING that the United Kingdom shall not be obliged or committed to move 
to the t h i r d stage of economic and monetary union without a separate decision 
to do so by i t s government and Parliament, 

NOTING the practice of the government of the United Kingdom to fund i t s 
borrowing requirement by the sale of debt to the private sector, 

HAVE AGREED the following provisions, which s h a l l be annexed to the EEC 
Treaty: 

1. The United Kingdom shall notify the Council whether i t intends to move to 
the third stage of economic and monetary union before the Council makes its 
assessment under Article 109 F paragraph 2 of the EEC Treaty. 

2. Unless the United Kingdom notifies the Council that i t intends to move to 
the third stage, i t shall be under no obligation to do so. 

If no date is set for the beginning of the third stage under Article 109 F 
paragraph 3 of the EEC Treaty the United Kingdom may notify i t s intention to 
move to the third stage before 1 January 1998. 

Articles 3 to 9 of this Protocol shall have effect i f the United Kingdom 
notifies the Council that i t does not intend to move to the third stage. 

3. The United Kingdom shall not be included among the majority of Member 
States which f u l f i l the necessary conditions mentioned in Article 109 F 
paragraph 2, second indent and paragraph 3, f i r s t indent of the EEC Treaty, 

4. The United Kingdom shall retain i t s powers in the fi e l d of monetary policy 
according to national law. 

5. Articles 3 A paragraph 2, 104 B paragraphs 1, 9 and 11, 105, 106 paragraph 
3, 106 paragraph 7, 107, 108 paragraphs 1-3, 109, 109 A paragraph 4 and 109 
H paragraphs 4-5 of the EEC Treaty shall not apply to the United Kingdom. 
In these provisions references to the Community or the Member States shall 
not include the United Kingdom and references to national central banks 
shall not include the Bank of England. 

6. Articles 109 C paragraph 4 and 109 E bis of the EEC Treaty shall continue 
to apply to the United Kingdom. Article 109 B paragraph 3 shall apply to 
the United Kingdom as i f i t had a derogation. 

7. The voting rights of the United Kingdom shall be suspended in respect of 
acts of the Council referred to in the Articles l i s t e d in Article 5 of this 
Protocol. For this purpose the weighted votes of the United Kingdom shall 
be excluded from any calculation of a qualified majority under Article " 
G paragraph 5 of the EEC Treaty. 

The United Kingdom shall also have no right to participate in the 
appointment of the President, the Vice-President and the other members of 
the Executive Board of the ECB under Articles 109 A and 109 H paragraph 1 of 
the EEC Treaty. 



PROTOCOL 
ON CERTAIN PROVISIONS RELATING TO 

THE UNITED KINGDOM 

THE HIGH CONTRACTING PARTIES,' 

RECOGNISING that the United Kingdom sh a l l not be obliged or committed to move 
to the t h i r d stage of economic and monetary union without a separate decision 
to do so by i t s government and Parliament, 

NOTING the practice of the government of the United Kingdom to fund i t s 
borrowing requirement by the sale of debt to the private sector, 

HAVE AGREED the following provisions, which s h a l l be annexed to the EEC 
Treaty: 

1. The United Kingdom s h a l l n o t i f y the Council whether i t intends to move to 
the t h i r d stage of economic and monetary union before the Council makes i t s 
assessment under A r t i c l e 109 F paragraph 2 of the EEC Treaty. 

2. Unless the United Kingdom n o t i f i e s the Council that i t intends to move to 
the t h i r d stage, i t s h a l l be under no oblig a t i o n to do so. 

I f no date i s set for the-beginning of the t h i r d stage under A r t i c l e 109 F 
paragraph 3 of the EEC Treaty the United Kingdom may n o t i f y i t s in t e n t i o n to 
move to the t h i r d stage before 1 January 1998. 

Ar t i c l e s 3 to 9 of t h i s Protocol s h a l l have e f f e c t i f the United Kingdom 
n o t i f i e s the Council that i t does not intend to move to the t h i r d stage. 

3. The United Kingdom s h a l l not be included among the majority of Member 
States which f u l f i l the necessary conditions mentioned i n A r t i c l e 109 F 
paragraph 2, second indent and paragraph 3, f i r s t indent of the EEC Treaty. 

4. The United Kingdom s h a l l r e t a i n i t s powers i n the f i e l d of monetary policy 
according to national law. 

5. A r t i c l e s 3 A paragraph 2, 104 B paragraphs 1, 9 and 11, 105, 106 paragraph 
3, 106 paragraph 7, 107, 108 paragraphs 1-3, 109, 109 A paragraph 4 and 109 
H paragraphs 4-5 of the EEC Treaty s h a l l not apply to the United Kingdom. 
In these provisions references to the Community or the Member States shall 
not include the United Kingdom and references to national central banks 
sh a l l not include the Bank of England. 

6. A r t i c l e s 109 C paragraph 4 and 109 E bis of the EEC Treaty s h a l l continue 
to apply to the United Kingdom. A r t i c l e 109 B paragraph 3 sh a l l apply to 
the United Kingdom as i f i t had a derogation. 

7. The voting r i g h t s of the United Kingdom s h a l l be suspended i n respect of 
acts of the Council referred to i n the A r t i c l e s l i s t e d i n A r t i c l e 5 of this 
Protocol. For t h i s purpose the weighted votes of the United Kingdom shall 
be excluded from any calculation of a q u a l i f i e d majority under A r t i c l e 109 
G paragraph 5 of the EEC Treaty. 

The United Kingdom sh a l l also have no r i g h t to p a r t i c i p a t e i n the 
appointment of the President, the Vice-President and the other members of 
the Executive Board of the ECB under A r t i c l e s 109 A and 109 H paragraph 1 of 
the EEC Treaty. 



The c r i t e r i o n on the convergence of interest rates as mentioned i n A r t i c l e 109 
F paragraph 1 fourth indent of t h i s Treaty shall mean that observed over a 
period of one year before the examination a Member State has an average nominal 
long-term interest rate that does not exceed that of at most the three best 
performing Member States in terms of price s t a b i l i t y by more than 2 percentage 
points. Interest rates shall be measured on the basis of long term Government 
bonds or comparable securities, taking into account differences i n national 
d e f i n i t i o n s . 

Article 5 

The s t a t i s t i c a l data to be used for the application of this protocol shall be 
provided by the Commission. 

Article 6 

The Council shall, acting unanimously on a proposal from the Commission and 
after consulting the European Parliament, the EMI or ECB and the Committee 
referred to in Article 109 B of this Treaty, adopt the appropriate provisions 
to lay down the details of the convergence c r i t e r i a as mentioned in ar t i c l e 109 
F of this Treaty which shall then replace this Protocol. 

PROTOCOL 
ON THE PRIVILEGES AND IMMUNITIES OF THE 

EUROPEAN CENTRAL BANK AND THE 
EUROPEAN MONETARY INSTITUTE 

THE HIGH CONT̂ IACTING PARTIES, 

CONSIDERING that, in accordance with Article 40 of the Statute of the European 
System of Central Banks and of the European Central Bank and in accordance with 
Article 21 of the Statute of the European Monetary Institute, the European 
Central Bank and the European Monetary Institute shall enjoy in the territories 
of the Member States such privileges and immunities as are necessary for the 
performance of their tasks, 

HAVE AGREED upon the following provisions, which shall be annexed to this 
Treaty: 

Article 1 

The Protocol on the Privileges and Immunities of the European Communities, 
annexed to the Treaty establishing a Single Council and a Single Commission of 
the European Communities, shall be supplemented by the following provisions: 

"Article 23 
•This Protocol shall also apply to the European Central Bank, to the members v 
i t s organs, to i t s staff, without prejudice to the provisions of the Protocol 
on the Statute of the European System of Central Banks and the European Central 
Bank. 

The European Central Bank shall i n addition be exempt from any form of taxation 
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System of Central Banks and of the European Central Bank and in accordance with 
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HAVE AGREED upon the following provisions, which shall be annexed to t h i s 
Treaty: 

A r t i c l e 1 



HAVE AGREED upon the following provisions, which shall be annexed to t h i s 
Treaty: 

A r t i c l e 1 



of the kind covered by the obligation of professional secrecy. 

20.2 Persons having access to data covered by spe c i f i c secrecy Community 
l e g i s l a t i o n shall be subject to such l e g i s l a t i o n . 

A r t i c l e 21 - Privileges and immunities 

The EMI shall enjoy i n the t e r r i t o r i e s of the Member States such priv i l e g e s and 
immunities as are necessary for the performance of i t s tasks, under the 
conditions l a i d down i n i n the Protocol on the p r i v i l i g e s and immunities of the 
European Communities annexed to the Treaty establishing a Single Council and a 
Single Commission of the European Communities. 

A r t i c l e 22 - Signatories 

The EMI shall be l e g a l l y committed v i s - - v i s t h i r d parties by the President or 
the Vice-President or by the signatures of two members of the s t a f f of the EMI 
who have been duly authorized by the President to sign on behalf of the EMI. 

Article 23 - Liquidation of the EMI 

23.1 In accordance with Article 109 H of this Treaty, the EMI shall go into 
liquidation on the establishment of the ECB. The liquidation shall be 
terminated by the beginning of the third stage of EMU. 

23.2 The mechanism for the creation of ECUs against gold and US dollars as 
provided for by Article 17 of the EMS Agreement shall be unwound 

by the f i r s t day of the third stage of EMU in accordance with the provisions 
of Article' 20 of the said Agreement. 

23.3 All claims and l i a b i l i t i e s arising from the very short-term financing 
mechanism and the short-term monetary support mechanism, as provided for 
by the Agreements referred to in Article 6.1, shall be settled by the 
f i r s t day of the third stage of EMU. 

23.4 A l l remaining assets of the EMI shall be disposed of and a l l remaining 
l i a b i l i t i e s of the EMI shall be settled. 

23.5 The proceeds of the liquidation described in Article 22.4 shall be 
distributed to the national central banks in accordance with the key as 
referred to in Article 16.2. 

23.6 The Council of the EMI shall, acting by a qualified majority of two-thirds 
of the Members, take the measures necessary for the application of 
Articles 23.4 and 23.5. 

23.7 Upon the establishment of the ECB, the President of the EMI shall retire 
from office. 

PROTOCOL 

ON THE EXCESSIVE-DEFICIT PROCEDURE 

THE HIGH CONTRACTING PARTIES, 
DESIRING to lay down the details of the excessive-deficit procedure as referred 
to in Article 104 B of this Treaty, 
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20.2 Persons having access to data covered by spe c i f i c secrecy Community 
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European Communities annexed to the Treaty establishing a Single Council and a 
Single Commission of the European Communities. 

Article 22 - Signatories 

The EMI shall be legally committed v i s — v i s third parties by the President or 
the Vice-President or by the signatures of two members of the staff of the EMI 
who have been duly authorized by the President to sign on behalf of the EMI. 

Article 23 - Liquidation of the EMI 

23.1 In accordance with Article 109 H of this Treaty, the EMI shall go into 
liquidation on the establishment of the ECB. The liquidation shall be 
terminated by the beginning of the third stage of EMU. 

2 The mechanism for the creation of ECUs against gold and US dollars as 
provided for by Article 17 of the EMS Agreement shall be unwound 

by the f i r s t day of the third stage of EMU in accordance with the provisions 
of Article' 20 of the said Agreement. 

23.3 A l l claims and l i a b i l i t i e s arising from the very short-term financing 
mechanism and the short-term monetary support mechanism, as provided for 
by the Agreements referred to in Article 6.1, shall be settled by the 
f i r s t day of the third stage of EMU. 

23.4 A l l remaining assets of the EMI shall be disposed of and a l l remaining 
l i a b i l i t i e s of the EMI shall be settled. 

23.5 The proceeds of the liquidation described in Article 22.4 shall be 
distributed to the national central banks in accordance with the key as 
referred to in Article 16.2. 

23.6 The Council of the EMI shall, acting by a qualified majority of two-thirds 
of the Members, take the measures necessary for the application of 
Articles 23.4 and 23.5. 
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23.7 Upon the establishment of the ECB, the President of the EMI shall retire 
from office. 

PROTOCOL 

ON THE EXCESSIVE-DEFICIT PROCEDURE 

THE HIGH CONTRACTING PARTIES, 
DESIRING to lay down the details of the excessive-deficit procedure as referred 
to in Article 104 B of this Treaty, 



Before the end of 1992, the decision where the Seat of the EMI w i l l be 
established shall be taken by common accord of the Governments of the Member 
States at the level of Heads of State or of Governments. 

A r t i c l e 14 - Legal capacity 

The EMI, which in accordance with A r t i c l e 109 D paragraph 1 of t h i s Treaty 
shall have legal personality, shall enjoy i n each of the Member States the most 
extensive legal capacity accorded to legal persons under t h e i r laws; i t may, in 
par t i c u l a r , acquire or dispose of movable or immovable property and- may be a 
party to legal proceedings. 

A r t i c l e 15 - Legal acts 

15.1 In the performance of i t s tasks, and under the conditions l a i d down in 
this Statute, the EMI shall: 
deliver EMI opinions; 
make EMI recommendations; 

- take EMI decisions and adopt EMI guidelines which shall be addressed to 
the national central banks. 

15.2 Opinions and recommendations of the EMI s h a l l have no binding force. 

15.3 The Council of the EMI may adopt guidelines laying down the methods fo: 
the implementation of the conditions necessary for the ESCB to perform 
functions in the third stage of EMU. EMI guidelines 

shall have no binding force; they shall be submitted for decision to the 
ECB. 

15.4 Without prejudice to Article 3.1, a decision of the EMI shall be binding 
in i t s entirety upon those to whom i t i s addressed. Articles 190 and 191 
of this Treaty shall apply in a l l respects to EMI decisions. 

Article 16 - Financial resources 

16.1 The EMI shall be endowed with i t s own resources. The size of the resources 
of the EMI shall be determined by the Council of the EMI, acting by a 
qualified majority, with a view to ensuring an income deemed necessary to 
cover the administrative expenditure incurred in the performance of the 
tasks and functions of the EMI. 

16.2 The resources of the EMI determined in accordance with Article 16.1 shall 
be formed out of contributions by the national central banks in accordance 
with the key as referred to in Article 29 of the Statute of the ESCB and 
paid up at the establishment of the EMI. 

16.3 The Coupcil of the EMI, acting by a qualified majority of two- thirds of 
the Members, shall determine the form in which contributions shall be p' 
up. 

Article 17 - Annual accounts and auditing 

17.1 The financial year of the EMI shall begin on the f i r s t day of January and 
end on the last day of December. 
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7.1 Once a year the EMI shall address a report to the Council on the state o*' 
the preparation for the t h i r d stage of EMU, These reports s h a l l include 
assessment of the progress towards convergence i n the Community, and cove-
in p a r t i c u l a r the adaptation of monetary policy instruments and the 
preparation of the procedures necessary for carrying out a single monetary 
policy i n the t h i r d stage of EMU as well as the statutory requirements to 
be f u l f i l l e d for central banks to become an in t e g r a l part of the ESCB, 

7.2 In accordance with the Council decisions referred to in A r t i c l e 109 D 
paragraph 7 of t h i s Treaty, the EMI may f u l f i l other tasks for the 
preparation of the t h i r d stage of EMU. 

A r t i c l e 8 - Independence 

The members of the Council of the EMI who are the representatives of their 
institutions shall act, with respect to their a c t i v i t i e s , according to their 
own responsibilities. In exercising the powers and performing the tasks and 
duties conferred upon them by this Treaty and this Statute, the Council of the 
EMI may not seek or take any instructions from Community institutions or bodies 
or Governments of Member States. The Community institutions and bodies as well 
as the Governments of the Member States undertake to respect this principle and 
not to seek to influence the Council of the EMI in the performance of i t s 
tasks. 

Article 9 - Administration 

9.1 In accordance with Article 109 D paragraph 1 of this Treaty, the EMI sha 
be directed and managed by the Council of the EMI. 

9.2 The Council of the EMI shall comprise the President, Vice-President and 
the Governors of the national central banks. I f a Governor i s unable to 
attend a meeting he may nominate another representative of his 
institution. 

9.3 The President shall be appointed for a period of three years, by common 
accord of the Governments of the Member States at the level of Heads of 
State or of Government on a recommendation from, as the case may be, the 
Committee of Governors or the Council of the EMI and after consulting the 
Council and the European Parliament. The President shall be selected from 
among persons of recognized standing and professional experience in 
monetary or banking matters. Only nationals of Member States may be 
President of the EMI. The Governors shall appoint a Vice-President from 
among themselves for a period of three years. 

9.4 The President shall perform their duties on a full-time basis. He shall 
not engage in any occupation, whether gainful or not, unless exemption is 
exceptionally granted by the Council of the EMI. 

9.5 The President shall: 
prepare and chair the meetings of the Council of the EMI; 

- present without prejudice to Article 22 the views of the EMI externally; 
be responsible for the day-to-day management of the EMI. 

In the absence of the President, his duties shall be performed by the Vice 
President. 

9.6 The terms and conditions of employment of the President, in particular his 
salary, pension and other social security benefits, shall be the subject 
of contracts with the EMI and shall be fixed by the Council of the EMI on 
a proposal from a Committee comprisina three members aooointed bv the 
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of contracts with the EMI and shall be fixed by the Council of the EMI on 
a proposal from a Committee comprising three members appointed by the 



competent aut h o r i t i e s for the conduct of the monetary policy within the 
respective Member States. 

3.2 The EMI shall act i n accordance with the objectives and principles stated 
i n A r t i c l e 2 of the Statute of the European System of Central Banks (in 
t h i s Statute called "ESCB") and the European Central Bank (in t h i s Statute 
called "ECB"). 

A r t i c l e 4 - Primary tasks 

4.1 In accordance with A r t i c l e 109 D paragraph 2 of t h i s Treaty the EMI 
s h a l l : 

- strengthen co-operation between the national central banks of the Member 
States; 

- strengthen the co-ordination of the monetary p o l i c i e s of the Member 
States with the aim of ensuring price s t a b i l i t y ; 

- monitor the functioning of the European Monetary System (in t h i s Statute 
called "EMS"); 

- hold consultations concerning issues f a l l i n g w i t h i n the competence of the 
national central banks and a f f e c t i n g the s t a b i l i t y of f i n a n c i a l 
i n s t i t u t i o n s and markets; 

- take over the tasks of the EMCF; i n p a r t i c u l a r i t s h a l l perform the 
functions referred to i n A r t i c l e s 6.1, 6,2 and 6.3; 

- f a c i l i t a t e the use of the ECU and oversee the development, including the 
smooth functioning, of the ECU clearing system; 

- hold regular consultations concerning the course of monetary policies and 
the use of monetary policy instruments; 

- normally be consulted by the national monetary a u t h o r i t i e s before they 
take decisions on the course of monetary policy i n the context of the 
common framework f o r ex ante coordination. 

4.2 At the latest by 31 December 1996 the EMI sha l l specify the regulatory, 
organisational and l o g i s t i c a l framework necessary for the ESCB to perform 
I t s tasks in the t h i r d stage of EMU, respecting the p r i n c i p l e of an open 
economy with free competition. This framework shall be submitted for 
decision to the ECB at the beginning of the t h i r d stage. 

In accordance with A r t i c l e 109 D paragraph 3 of t h i s Treaty, i t shall i n 
p a r t i c u l a r : 
- prepare the instruments and the procedures necessary for carrying out a 

single monetary policy i n the t h i r d stage; 
- promote the harmonization, where necessary, of the conditions governing 

the c o l l e c t i o n , compilation and d i s t r i b u t i o n of s t a t i s t i c s i n the areas 
w i t h i n i t s f i e l d of competence; 

- prepare the rules for operations to be undertaken by the national central 
banks i n the framework of the ESCB; 

- promote the eff i c i e n c y of EC cross-border payments consistent with the 
requirements of the t h i r d stage; 

- supervise the technical preparation of ECU bank-notes. 

A r t i c l e 5 - Advisory functions 

5.1 In accordance with A r t i c l e 109 D paragraph 4 of t h i s Treaty, the Council 
of the EMI may formulate opinions and recommendations on the overall 
o r i e n t a t i o n of monetary poli c y and exchange rate policy as well as on the 
respective measures introduced i n each Member State. The EMI may express 
opinions and recommendations to Governments and to the Council on policies 
which might affect the i n t e r n a l and external monetary s i t u a t i o n in the 
Community and, i n p a r t i c u l a r , the functioning of the EMS. 
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A r t i c l e 48 - Transitional provisions for the c a p i t a l of the ECB 

In accordance with A r t i c l e 29,1 each national central bank w i l l be assigned 
weighting in the key for subscription of the ECB's c a p i t a l . By derogation f 
A r t i c l e 28,3, central banks of Member States with a derogation s h a l l not pay 
th e i r subscribed capi t a l unless the General Council, acting by a q u a l i f i e d 
majority as defined in A r t i c l e 10,3, decides that a minimal percentage has to 
be paid up for covering the operational costs of the ECB. 

A r t i c l e 49 - Deferred payment of c a p i t a l , reserves and provisions of the ECB 

49.1 A central bank of a Member State whose derogation has been abrogated, 
shall pay up it s subscribed share of the capital of the ECB to the same 
extent as the other central banks of Member States without a derogation, 
and shall transfer to the ECB foreign reserve assets in accordance with 
Article 30.1. The sum to be transferred shall be determined by 
multiplying the ECU value at current exchange rates of the foreign reserve 
assets which have hitherto been transferred to the ECB in accordance with 
Article 30.1, by the ratio between the number of shares subscribed by the 
national central bank concerned and the numbers of shares already 
subscribed by the other national central banks. 

4 9.2 In addition to the payment to be made in accordance with paragraph 1, the 
central bank concerned shall contribute to the reserves of the ECB, to 
those provisions equivalent to reserves, and to the amount s t i l l to be 
appropriated to the reserves and provisions corresponding to the balance 
of the profit and loss account as at 31st December of the year prior to 
the subscription of i t s share in the capital of the ECB. The sum to be 
contributed shall be determined by multiplying the amount of the reser 
as defined above and as stated in the approved balance sheet of the ECi. 
by the ratio between the number of shares subscribed by the central 

bank concerned and the number of shares already subscribed by the other 
central banks. 

Article 50 - I n i t i a l appointment of the members of the Executive Board 

When the Executive Board of the ECB i s being established, the President, the 
Vice-President and the other members of the Executive Board shall be appointed 
by common accord of the Governments of the Member States at the level of Heads 
of State or of Government, on a recommendation from the Council and after 
consulting the European Parliament and the Council of the EMI. The President of 
the Executive Board shall be appointed for 8 years. By derogation from Article 
11.2 of this Statute and Article 109 A paragraph 4 of this Treaty, the Vice-
President shall be appointed for 4 years and the other members of the Executive 
Board for a term of office of between 5 and 8 years, and the EMI instead of the 
Governing Council shall be consulted. The mandate shall not be renewable. The 
number of members of the Executive Board may be smaller than provided for in 
Article 11.1 of this Statute, but in no circumstance less than four. 

Article 51 - Derogation from Article 32 

51.1 I f , after the start of the third stage of EMU, the Governing Council, 
acting by a qualified majority, decides that the application of Articl 
of this Statute results in significant changes in national central bar 
relative income positions, the amount of income to be allocated pursua.. 
to Article 32 shall be reduced by a uniform percentage which shall not 
exceed 60% in the f i r s t financial year after the start of the third stage 
of EMU and which shall decrease by at least 12 percentage points in each 
subsequent financial year. 
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immunities as are necessary for the performance of i t s tasks, under the 
conditions l a i d down in the Protocol on the p r i v i l e g e s and immunities of the 
European Communities annexed to the Treaty establishing a Single Council and a 
Single Commission of the European Communities. 

CHAPTER V I I I - AMENDMENT OF THE STATUTE AND COMPLEMENTARY LEGISLATION 

A r t i c l e 41 - Simplified amendment procedure 

41.1 In accordance with Article 106 paragraph 5 of this Treaty, Articles 5,1, 
5,2, 5,3, 17, 18, 19,1, 22, 23, 24, 26, 32,2, 32.3, 32.4, 32.6, 33,1(a) 
and 36 of this Statute may be amended by the Council, acting by a 
qualified majority on a recommendation from the ECB and after consulting 
the Commission and after receiving the assent of the European Parliament, 
or, acting unanimously on a proposal from the Commission and after 
consulting the ECB and after receiving the assent of the European 
Parliament. 

41.2 A recommendation made by the ECB under this Article shall require a 
unanimous decision by the Governing Council. 

Article 42 - Complementary legislation 

In accordance with Article 106 paragraph 6 of this Treaty, immediately after 
the decision on the date for the beginning of the third stage the Council 
sha l l : 

- acting by a qualified majority on a proposal from the Commission and after 
consulting the ECB, or, acting on a recommendation from the ECB and after 
consulting the Commission and after consulting the European Parliament, adopt 
the provisions referred to in Articles 4.1, 5.4, 19, 20, 28.1, 29,2, 30.4 and 
34.3 of this Statute. 

CHAPTER IX - TRANSITIONAL AND OTHER PROVISIONS FOR THE ESCB 

Article 43 - General provisions 

43.1 A derogation as referred to in Article 109 G paragraph 1 of this Treaty 
shall entail that the following Articles of this Statute shall not bestow 
any rights or obligations on the Member State concerned: 3, 4.2, 6, 9.2, 
12.1, 14.3, 16, 18, 19, 20, 22, 23, 26.2, 27, 30, 31, 32, 33, 34 and 52, 

43.2 The central banks of Member States with a derogation as specified in 
Article 109 G paragraph 1 of this Treaty shall retain their powers in the 
field of monetary policy according to national law. 

43.3 In accordance with Article 109 G paragraph 4 of this Treaty, "Member 
States", shall be read as "Member States without a derogation" in the 
following Articles of this Statute: 3, 11.2, 19, and 34.2. 

43.4 "National central banks" shall be read as "central banks of Member Statv 
without a derogation" in the following Articles of this Statute: 9,2, 
10,1, 10.3, 12.1, 16, 17, 18, 22, 23, 27, 30, 31, 32 and 52. 

Article 44 - Transitional tasks of the ECB 
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application of t h i s A r t i c l e , 

A r t i c l e 33 - Allocation of net p r o f i t s and losses of the ECB 

33.1 The net p r o f i t of the ECB shall be transferred in the following order: 
(a) an amount to be determined by the Governing Council, which may not 

exceed 20% of the net p r o f i t , s h a l l be transferred to the general 
reserve fund w i t h i n the l i m i t of 100% of the c a p i t a l ; 

(b) the remaining net p r o f i t shall be d i s t r i b u t e d to the shareholders of ECB 
in proportion to t h e i r subscribed shares. 

33.2 In the event of a loss incurred by the ECB, the s h o r t f a l l may be offset 
against the general reserve fund of the ECB and, i f necessary, following a 
decision by the Governing Council, against the monetary income of the 
fi n a n c i a l year concerned i n proportion and up to the amounts allocated to 
the national central banks i n accordance with A r t i c l e 32,5. 

Chapter V I I - GENERAL PROVISIONS-

A r t i c l e 34 - Legal acts 

34.1 In accordance with A r t i c l e 106 paragraph 7 of t h i s Treaty, the ECB sha l l : 
issue ECB recommendations and ECB opinions; 
take, under the conditions l a i d down i n t h i s Statute, ECB decisions 
necessary for carrying out the tasks entrusted to the ESCB under t h i s 
Treaty and t h i s Statute; 

- adopt, under the conditions l a i d down i n t h i s Statute, ECB regulations to 
the extent necessary to implement the tasks defined i n A r t i c l e 3.1 f i r s t 
indent. A r t i c l e s 19, 22 or 25.2 and i n cases which s h a l l be l a i d down in 
the acts of the Council referred to i n A r t i c l e 42. 

The ECB may liublish i t s reconunendations and opinions. 

34.2 An ECB decision s h a l l be binding i n i t s e n t i r e t y upon those to whom i t is 
addressed. 

An ECB regulation s h a l l have general application. I t s h a l l be binding in i t s 
e n t i r e t y and d i r e c t l y applicable i n a l l Member States. ECB recommendations 
and ECB opinions s h a l l have no binding force. 

A r t i c l e s 190 to 192 of t h i s Treaty s h a l l apply i n a l l respects to ECB 
regulations and ECB decisions. 

34.3 Within the l i m i t s and under the conditions adopted by the Council under 
the procedure l a i d down i n A r t i c l e 42, the ECB sha l l be e n t i t l e d to impose 
fines and periodic penalty payments on undertakings f o r f a i l u r e s to comply 
with obligations with respect to ECB regulations adopted and ECB decisions 
taken on the basis of t h i s Statute. 

1 The content of t h i s A r t i c l e w i l l be added to A r t i c l e 106, paragrar"-
7. 

A r t i c l e 35 - Judicial control and related matters 

35.1 The acts or omissions of the ECB shall be open to review or interpret a t i o n 
by the Court of Justice under the conditions l a i d down for the legal 
control of the acts or omissions of Community i n s t i t u t i o n s . The ECB may, 
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29.1 When in accordance with the procedure mentioned in A r t i c l e 109 H paragrc 
1 of t h i s Treaty the ESCB and the ECB have been established, the key for' 
subscription of the ECB's cap i t a l s h a l l be established. Each national 
central bank s h a l l be assigned a weighting i n t h i s key which shall be 
equal to the sum of: 

50% of the share of i t s respective Member State in the population of the 
Community i n the penultimate year preceding the establishment of the 
ESCB; 
50% of the share of i t s respective Member State i n the gross domestic 
product at market prices of the Community as recorded i n the l a s t f i v e 
years preceding the penultimate year before the establishment of the 
ESCB; 

The percentages shall be rounded up by 0,05% points. 

29.2 The s t a t i s t i c a l data to be used for the application of this Article laid 
down by the Commission in accordance with the rules adopted by the Council 
under the procedure provided for in Article 42. 

29.3 The weightings assigned to the national central banks shall be adjusted 
every five years after the establishment of the ESCB in analogy to the 
provisions laid down in Article 29.1. The adjusted key shall apply with 
effect from the f i r s t day of the following year. 

29.4 The Governing Council shall take a l l other measures necessary for the 
application of this Article. 

Article 30 - Transfer of foreign reserve assets to the ECB 

30.1 Without prejudice to the provisions of Article 28, the ECB shall be 
provided^by the national central banks with foreign reserve assets, other 
than Member States' currencies, ECUs, IMF reserve positions and SDR's, up 
to an amount equivalent to ECU 50.000 million. The Governing Council shall 
decide upon the proportion to be called up by the ECB at the 
implementation of this Statute and the amounts called up at later dates. 
The ECB shall have the f u l l right to hold and manage the foreign reserves 
that are transferred to i t and to use them for the purposes set out in 
this Statute. 

30.2 The contributions of each national central bank shall be fixed in 
proportion with i t s share in the subscribed capital of the ECB. 

30.3 Each national central bank shall be credited by the ECB with a claim 
equivalent to i t s contribution. The Governing Council shall determine the 
denomination and remuneration of such claims. 

30.4 Further c a l l s of foreign reserve assets beyond the limit set in Article 
30.1 ma-y be effected by the ECB, in accordance with the provision of 
Article 30.2, within the limits and under the conditions set by the 
Council in accordance with the procedure of Article 42. 

30.5 The ECB may hold and manage IMF reserve positions and SDRs and provide for 
the pooling of such assets. 

30.6 The Governing Council shall take a l l other measures necessary for the 
application of this Article. 
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A r t i c l e 21 - Operations with public e n t i t i e s 

21.1 In accordance with A r t i c l e 104 of t h i s Treaty, overdrafts or any other 
type of credit f a c i l i t y by the ECB or by the national central banks to 
Community i n s t i t u t i o n s ox bodies, Central Governments, regional or local 
authorities, public au t h o r i t i e s , other bodies governed by public law, or 
public undertakings of Member States and the purchase d i r e c t l y from them 
of debt instruments shall be prohibited. 

21.2 The ECB and national central banks may act as f i s c a l agents for the 
e n t i t i e s referred to i n paragraph 1. 

21.3 The provisions under t h i s A r t i c l e s h a l l not apply to publicly-owned credit 
i n s t i t u t i o n s , which in the context of the supply of reserves by central 
banks shall be given the same treatment by national central banks and the 
ECB as private credit i n s t i t u t i o n s . 

A r t i c l e 22 - Clearing and payment systems 

The ECB and national central banks may provide f a c i l i t i e s , and the ECB may 
issue ECB regulations to ensure e f f i c i e n t and sound clearing and payment 
systems within the Community and with other countries. 

A r t i c l e 23 - External operations 

The ECB and the national central banks may: 
- establish relations with central banks and f i n a n c i a l i n s t i t u t i o n s in other 

countries and, where appropriate, with i n t e r n a t i o n a l organisations; 
- acquire and s e l l spot and forward a l l types of foreign exchange assets and 

precious metals; the term "foreign exchange asset" s h a l l include securities 
and a l l other assets i n currency of any country or units of account and i n 
whatever form held; 

- hold and manage the assets defined above; 
- conduct a l l types of banking transactions i n re l a t i o n s with t h i r d countries 
and intern a t i o n a l organisations, including borrowing and lending operations. 

A r t i c l e 24 - Other operations 

In addition to operations a r i s i n g from t h e i r tasks, the ECB and the national 
central banks may enter into operations for t h e i r administrative purposes or 
for t h e i r s t a f f . 

Chapter V - PRUDENTIAL SUPERVISION 

A r t i c l e 25 - Prudential supervision 

25.1 The ECB may off e r advice to and be consulted by the Council, the 
Commission and the competent au t h o r i t i e s of the Member States on the sc^ 
and implementation of Community l e g i s l a t i o n r e l a t i n g to the prudential 
supervision of credit i n s t i t u t i o n s and to the s t a b i l i t y of the finan c i a l 
system. 

25.2 In accordance with the Council decision referred t o i n A r t i c l e 108 
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12.4 The Governing Council shall exercise the advisory functions referred to in 
A r t i c l e 4. 

12.5 The Governing Council shall take the decisions referred to i n A r t i c l e 6, 

A r t i c l e 13 - The President 

13.1 The President, or, in his absence, the Vice-President s h a l l chair the 
Governing Council and the Executive Board of the ECB. 

13.2 Without prejudice to Article 39, the President or his nominee shall 
present the.positions of the ECB externally. 

Article 14 - National central banks 

14.1 In accordance with Article 108 paragraph 2 of this Treaty, each Member 
State shall ensure, at the latest at the date of the establishment of the 
ESCB, that i t s national legislation including the Statutes of i t s national 
central bank is compatible with this Treaty and this Statute. 

14.2 The Statutes of the national central banks shall in particular provide 
that the term of office of a Governor of a national central bank shall be 
no less than 5 years. 

The Governor may be relieved from office only i f he no longer f u l f i l s the 
conditions required for the performance of his duties or i f he has been 
guilty of serious misconduct. A decision to this effect may be referred to 
the Court of Justice by the Governor concerned or the Governing Council. 

14.3 The national central banks are an integral part of the ESCB and shall act 
in accordance with the guidelines and instructions of the ECB. 

The Governing Council shall take the necessary steps to ensure compliance 
with the guidelines and instructions of the ECB, and shall require that any 
necessary information be given to i t . 

14.4 National central banks may perform functions other than those specified in 
this Statute unless the Governing Council finds, by a majority of two-
thirds of the votes cast, that these interfere with the objectives and 
tasks of the ESCB. Such functions shall be performed on the responsibility 
and l i a b i l i t y of national central banks and shall not be regarded as being 
part of the ESCB. 

Article 15 - Reporting commitments 

15.1 The ECB shall draw up and publish reports on the a c t i v i t i e s of the ESCB at 
least quarterly. 

15.2 A consolidated financial statement of the ESCB shall be published each 
week. 

15.3 In accordance with Article 109 A paragraph 3 of this Treaty, the ECB shaii 
address an annual report on the activities of the ESCB and on the monetary 
policy of both the previous and the current year to the European 
Parliament, the Council and the Commission, and also to the European 
Council. 
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most extensive legal capacity accorded to legal persons under t h e i r lav-
i t may, in p a r t i c u l a r , acquire or dispose of movable and immovable 
property and may be a party to legal proceedings. 

9.2 The function of the ECB shall be to ensure that the tasks conferred upon 
the ESCB under A r t i c l e 3 are implemented either by the ECB's a c t i v i t i e s 
pursuant to t h i s Statute or through the national central banks pursuant to 
A r t i c l e s 12.1 and 14. 

9.3 In accordance with A r t i c l e 106 paragraph 3 of t h i s Treaty, the decision­
making bodies of the ECB are the Governing Council and the Executive 
Board. 

Article 10 - The Governing Council 

10.1 In accordance with Article 106 paragraph 3 of this Treaty, the Governing 
Council shall comprise the members of the Executive Board and the 
Governors of the national central banks. 

10.2 Subject to Ar4ijle 10.3, only members of the Governing Council present in 
person shall have the right to vote. By derogation from this principle, 
the Rules of Procedure referred to in Article 12.3 may lay down that 
members of the Governing Council may cast their vote by means of 
teleconferencing. These rules shall also provide that a member of the 
Governing Council who i s prevented from voting for a prolonged period m 
appoint an alternate as a member of the Governing Council. 

Subject to Articles 10.3 and 11.3 each member shall have one vote. Save as 
otherwise provided for in this Statute, the Governing Council shall act by a 
simple majority. In the event of a tie, the President shall have the casting 
vote. 
In order f'or the Governing Council to vote, there shall be a quorum of two-
thirds of the members. I f the quorum i s not met, the President may convoke 
an extraordinary meeting at which decisions may be taken without regard to 
the quorum referred to above. 

10.3 For any decisions to be taken under Articles 28, 29, 30, 32, 33 and 51, 
the votes in the Governing Council shall be weighted according to the 
national central banks' shares in the subscribed capital of the ECB. The 
weights of the members of the Executive Board shall be zero. A decision by 
a qualified majority shall be approved i f the votes cast in favour 
represent at least two thirds of the subscribed capital of the ECB and 
represent at least half of the shareholders. I f a Governor i s unable to be 
present, he may nominate an alternate to cast his weighted vote. 

10.4 The proceedings of the meetings shall be confidential. The Governing 
Council may decide to make the outcome of i t s deliberations public. 

10.5 The Governing Council shall meet at least ten times a year. 

Article 11 - The Executive Board 

11.1 The Executive Board shall comprise the President, the Vice-President and 
four other members. 

The members shall perform their duties on a full-time basis. No member shall 
engage in any occupation, whether gainful or not, unless exemption i s 
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Chapter I - CONSTITUTION OF THE ESCB 

A r t i d e 1 - The European System of Central Banks 

1.1 The European System of Central Banks (i n the Statute called "ESCB") and 
the European Central Bank (in t h i s Statute c a l l e d "ECB"), sha l l be 
established i n accordance with A r t i c l e 4 A of t h i s Treaty; they shall 
perform t h e i r functions and carry on t h e i r a c t i v i t i e s i n accordance with 
the provisions of t h i s Treaty and of t h i s Statute. 

1.2 In accordance with A r t i c l e 106 paragraph 1 of t h i s Treaty, the ESCB shall 
be composed of the European Central Bank and of the central banks of the 
Member States (in t h i s Statute called "national central banks"). 

The I n s t i t u t Mon?taire Luxembourgeois w i l l be the central bank of 
Luxembourg. 

Chapter I I - OBJECTIVES AND TASKS OF THE ESCB 

A r t i c l e 2 - Objectives 

In accordance with A r t i c l e 105 paragraph 1 of t h i s Treaty, the primary 
object ive of the ESCB sha l l be to maintain price s t a b i l i t y . Without prejudicp 
to the objective of price s t a b i l i t y , i t s h a l l support the general economic 
policies in the Community with a view to co n t r i b u t i n g to the achievement of tu ^ 
objectives of the Community as l a i d down i n A r t i c l e 2 of t h i s Treaty. The ESCB 
shall act i n accordance with the p r i n c i p l e of an open market economy with free 
competition, favouring an e f f i c i e n t a l l o c a t i o n of resources, and i n compliance 
with the p r i n c i p l e s set out i n A r t i c l e 3 A of t h i s Treaty. 

A r t i c l e 3 - Tasks 

3.1 In accordance with A r t i c l e 105 paragraph 2 of t h i s Treaty, the basic tasks 
to be carried out through the ESCB s h a l l be: 
to define and implement the monetary p o l i c y of the Community; 
to conduct foreign exchange operations consistent with the provisions of 
A r t i c l e 109 of t h i s Treaty; 
to hold and manage the o f f i c i a l foreign reserves of the Member States; 
to promote the smooth operation of payment systems. 

3.2 In accordance with A r t i c l e 105 paragraph 3 of t h i s Treaty, the t h i r d 
indent of paragraph 1 sh a l l be without prejudice to the holding and 
management by tha*TK_.//W>hK4uY{er States of foreign exchange working 
balances. 

3.3 In accordance with A r t i c l e 105 paragraph 5 of t h i s Treaty, the ESCB shall 
contribute to the smooth conduct of p o l i c i e s pursued by the competent 
authorities r e l a t i n g t o the prudential supervision of credit i n s t i t u t i o n s 
and the s t a b i l i t y of the f i n a n c i a l system. 

A r t i c l e 4 - Advisory functions 

4.1 In accordance with A r t i c l e 108 paragraph 1 of t h i s Treaty, the ECB: 
-sh a l l be consulted regarding any proposed Community act within i t s 
f i e l d s of competence; within the l i m i t s and under the conditions set cut 
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4, I f by the end of 1997 the date for the beginning of the t h i r d stage has n 
been set, the t h i r d stage w i l l s t a r t on 1 January 1999. Before 1 July 1996, 
the Council, meeting i n the composition of Heads of State or of Government, 
af t e r a re p e t i t i o n of the procedure provided for i n paragraphs 1 and 2, with 
the exception of the second indent of paragraph 2, taking i n t o account the 
reports as referred to in paragraph 1 and the opinion of the European 
Parliament, sh a l l , acting by a q u a l i f i e d majority, and on the basis of the 
recommendations of the Council referred to i n paragraph 2, confirm which 
Member States f u l f i l the necessary conditions for the adoption of a single 
currency. 

Article 109 G 

1. - In the case that the decision has been taken to set the date i n accordance 
with Article 109 F paragraph 3, the Council shall, on the basis of the 
recommendations of the Council as referred to in Article 109 F paragraph 
2, acting by a qualified majority on a recommendation from the Commission, 
decide whether any, and i f so, which Member States w i l l need a derogation 
as defined in paragraph 3 of this Article. Such Member States w i l l in this 
Treaty be called "Member States with a derogation". 

- In the case that the Council has confirmed which Member States f u l f i l the 
necessary conditions for the adoption of a single currency, in accordance 
with Article 109 F paragraph 4, those Member States that do not f u l f i l th*-
conditions will need a derogation as defined in paragraph 3 of this Artie 
Such Member States w i l l in this Treaty be called "Member States with a 
derogation". 

2. At least once every two years, or at the request of a Member State with a 
derogation, the Commission and the ECB shall report to the Council following 
the procedure of Article 109 F paragraph 1. After consulting the European 
Parliament and after discussion in the Council, meeting in the composition 
of the Heads of State or of Government, the Council shall, acting by a 
qualified majority on a proposal from the Commission, decide which Member 
States with a derogation f u l f i l the necessary conditions based on the 
cr i t e r i a set out in Article 109 F paragraph 1, and abrogate the derogations 
of the Member States concerned. 

3. A derogation as referred to in paragraph 1 shall entail that the following 
Articles do not apply to the Member State concerned: Articles 104 B 
paragraphs 9 and 11, 105, 106 paragraph 7, 108 paragraph 3, 109 and 109 A 
paragraph 4. The exclusion of the rights and obligations within the ESCB is 
laid down in Chapter IX of the Statute of the ESCB. 

4. In Articles 105, 108 paragraph 3, 109 and 109 A paragraph 4 "Member States" 
shall be read as "Member States without a derogation". 

5. The voting rights of the Member States with a derogation shall be suspended 
for the Council decisions referred to in the Articles of this Treaty 
mentioned in paragraph 3. In that case, by derogation from Article 149, 
qualified majority shall be defined as two thirds of the weighted votes o 
the Member States without a derogation and unanimity of those Member States 
shall be required for an act constituting an amendment to a proposal from 
the Commission. 

6. The provisions of A r t i c l e 109 E bis w i l l remain v a l i d for a Member State 



I f by the end of 1997 the date for the beginning of the t h i r d stage has not 
been set, the t h i r d stage w i l l s t a r t on 1 January 1999. Before 1 July 1996, 
the Council, meeting i n the composition of Heads of State or of Government, 
a f t e r a r e p e t i t i o n of the procedure provided for i n paragraphs 1 and 2, with 
the exception of the second indent of paragraph 2, taking i n t o account the 
reports as referred to in paragraph 1 and the opinion of the European 
Parliament, s h a l l , acting by a q u a l i f i e d majority, and on the basis of the 
recommendations of the Council referred to i n paragraph 2, confirm which 
Member States f u l f i l the necessary conditions for the adoption of a single 
currency. 

Article 109 G 

1. - In the case that the decision has been taken to set the date i n accordance 
with Article 109 F paragraph 3, the Council shall, on the basis of the 
recommendations of the Council as referred to in Article 109 F paragraph 
2, acting by a qualified majority on a recommendation from the Commission, 
decide whether any, and i f so, which Member States w i l l need a derogation 
as defined in paragraph 3 of this Article. Such Member States w i l l in this 
Treaty be called "Member States with a derogation". 

- In the case that the Council has confirmed which Member States f u l f i l the 
necessary conditions for the adoption of a single currency, in accordance 
with Article 109 F paragraph 4, those Member States that do not f u l f i l the 
conditions w i l l need a derogation as defined in paragraph 3 of this Article. 
Such Member States w i l l in this Treaty be called "Member States with a 
derogation". 

2. At least once every two years, or at the request of a Member State with a 
derogation, the Commission and the ECB shall report to the Council following 
the procedure of Article 109 F paragraph 1. After consulting the European 
Parliament and after discussion in the Council, meeting in the composition 
of the Heads of State or of Government, the Council shall, acting by a 
qualified majority on a proposal from the Commission, decide which Member 
States with a derogation f u l f i l the necessary conditions based on the 
cr i t e r i a set out in Article 109 F paragraph 1, and abrogate the derogations 
of the Member States concerned. 

3. A derogation as referred to in paragraph 1 shall entail that the following 
Articles do not apply to the Member State concerned: Articles 104 B 
paragraphs 9 and 11, 105, 106 paragraph 7, 108 paragraph 3, 109 and 109 A 
paragraph 4. The exclusion of the rights and obligations within the ESCB is 
laid down in Chapter IX of the Statute of the ESCB. 

4. In Articles 105, 108 paragraph 3, 109 and 109 A paragraph 4 "Member States" 
shall be read as "Member States without a derogation". 

5. The voting rights of the Member States with a derogation shall be suspended 
for the Council decisions referred to in the Articles of this Treaty 
mentioned in paragraph 3. In that case, by derogation from Article 149, 
qualified majority shall be defined as two thirds of the weighted votes of 
the Member States without a derogation and unanimity of those Member States 
shall be required for an act constituting an amendment to a proposal from 
the Commission. 

6. The provisions of A r t i c l e 109 E bis w i l l remain v a l i d for a Member State 



c o l l e c t i o n , compilation and d i s t r i b u t i o n of s t a t i s t i c s i n the areas withir. 
i t s f i e l d of competence; 

- prepare the rules for operations to be undertaken by the national central 
banks in the framework of the ESCB; 

- promote the e f f i c i e n c y of EC cross-border payments; 
- supervise the technical preparation of ECU bank-notes. 

At the l a t e s t by 31 December 1996 the EMI shall specify the regulatory, 
organisational and l o g i s t i c a l framework necessary for the ESCB to perform i t s 
tasks i n the t h i r d stage. This framework shall be submitted for decision to 
the ECB at the date of i t s establishment. 

4. The EMI may, acting by a qualified majority, formulate opinions, or 
recommendations on the overall orientation of monetary policy and exchange 
rate policy as well as on the respective measures introduced in each Member 
State. The EMI may express i t s opinions or recommendations to Governments 
and to the Council on policies which might affect the internal or external 
monetary situation in the Community and, in particular, the functioning of 
the European Monetary System. The EMI may also, acting by a qualified 
majority, make recommendations to the national monetary authorities of the 
Member States concerning the conduct of their monetary policy. 

5. The EMI may, acting unanimously, publish i t s opinions and i t s 
recommendations. 

6. The EMI shall be consulted by the Council regarding any proposed Community 
act within i t s field of competence; within the limits and under the 
conditions set out by the Council, acting by a qualified majority on a 
proposal from the Commission and after consulting the EMI and the European 
Parliament, the EMI shall be consulted by the authorities of the Member 
States on 'any draft legislative provision within i t s field of competence. 

7. The Council may, acting unanimously on a proposal from the Commission and 
after consulting the EMI and the European Parliament, confer upon the EMI 
other tasks for the preparation of the third stage. 

8. In such cases where this Treaty provides for a consultative role for the ECB 
in the second stage, references to the ECB shall be read as referring to the 
EMI. 

9. During the second stage, the term "European Central Bank" used in Articles 
173, 175, 177, 180 and 215 shall be read as referring to the EMI. 

ARTICLE 109 E 

The currency composition of the ECU basket shall not be changed. 

From the start of the third stage the value of the ECU shall be irrevocably 
fixed in accordance with the provisions of Article 109 H paragraph 3. 

ARTICLE 109 E bis 

Articles 108 and 109 of the EEC Treaty w i l l in this Treaty be renumbered as 
Article 109 E bis paragraphs 1 and 2. 

ARTICLE 109 F 



c o l l e c t i o n , compilation and d i s t r i b u t i o n of s t a t i s t i c s i n the areas within 
i t s f i e l d of competence; 

- prepare the rules for operations to be undertaken by the national central 
banks i n the framework of the ESCB; 

- promote the e f f i c i e n c y of EC cross-border payments; 
- supervise the technical preparation of ECU bank-notes. 

At the l a t e s t by 31 December 1996 the EMI shall specify the regulatory, 
organisational and l o g i s t i c a l framework necessary for the ESCB to perform i t s 
tasks i n the t h i r d stage. This framework sh a l l be submitted for decision to 
the ECB at the date of i t s establishment. 

4, The EMI may, acting by a q u a l i f i e d majority, formulate opinions, or 
recommendations on the overall o r i e n t a t i o n of monetary policy and exchange 
rate policy as well as on the respective measures introduced i n each Member 
State. The EMI may express i t s opinions or recommendations to Governments 
and to the Council on policies which might affect the. i n t e r n a l or external 
monetary s i t u a t i o n i n the Community and, i n pa r t i c u l a r , the functioning of 
the European Monetary System. The EMI may also, acting by a q u a l i f i e d 
majority, make recommendations to the national monetary a u t h o r i t i e s of the 
Member States concerning the conduct of t h e i r monetary po l i c y . 

5. The EMI may, acting unanimously, publish i t s opinions and i t s 
recommendations. 

The EMI s h a l l be consulted by the Council regarding any proposed Community 
act w i t h i n i t s f i e l d of competence; w i t h i n the l i m i t s and under the 
conditions set out by the Council, acting by a q u a l i f i e d majority on a 
proposal from the Commission and a f t e r consulting the EMI and the European 
Parliament, the EMI shall be consulted by the authorities of the Member 
States on 'any d r a f t l e g i s l a t i v e provision within i t s f i e l d of competence. 

7. The Council may, acting unanimously on a proposal from the Commission and 
aft e r consulting the EMI and the European Parliament, confer upon the EMI 
other tasks for the preparation of the t h i r d stage. 

8. In such cases where t h i s Treaty provides for a consultative role for the ECB 
in the second stage, references to the ECB shall be read as r e f e r r i n g to the 
EMI. 

9. During the second stage, the term "European Central Bank" used i n A r t i c l e s 
173, 175, 177, 180 and 215 shall be read as ref e r r i n g to the EMI. 

ARTICLE 109 E 

The currency composition of the ECU basket shall not be changed. 

From the s t a r t of the t h i r d stage the value of the ECU sha l l be irrevocably 
fixed i n accordance with the provisions of A r t i c l e 109 H paragraph 3. 

ARTICLE 109 E bis 

A r t i c l e s 108 and 109 of the EEC Treaty w i l l i n t h i s Treaty be renumbered as 
A r t i c l e 109 E bis paragraphs 1 and 2. 

ARTICLE 109 F 



A r t i c l e s h a l l cease to ex i s t . The Economic and Financial Committee shall 
have the following tasks: 

- to deliver opinions, at the request of the Council, the Commission, or on 
i t s own i n i t i a t i v e , for submission to these i n s t i t u t i o n s ; 

- to keep under review the economic and f i n a n c i a l s i t u a t i o n of the Member 
States and of the Community and to report regularly thereon to the Council 
and the Commission, in p a r t i c u l a r on f i n a n c i a l relations with t h i r d 
countries and in t e r n a t i o n a l i n s t i t u t i o n s ; 

- without prejudice to A r t i d e 151, to contribute to the preparation of the 
work of the Council referred to i n A r t i c l e s 73 E, 73 F, 103 paragraphs 2, 3, 
4 and 5, 103 A, 104 A, 104 B, 106 paragraphs 5 

and 6, 108 paragraphs 3 and 4, 109, 109 E bis, 109 G paragraph 2, 109 H 
paragraphs 3 and 4, and to carry out other advisory and preparatory tasks 
assigned to i t by the Council; 

- to examine, at least once a year, the s i t u a t i o n regarding the movement of 
cap i t a l and the freedom of payments, as they result from the application of 
t h i s Treaty and of measures of the Council; the examination s h a l l cover a l l 
measures r e l a t i n g to cap i t a l movements and payments; the Committee shall 
report to the Comm-ission and to the Council on the outcome of t h i s 
examination. 

The Member States, the Conunission and the ECB sha l l each appoint no more than 
two members of the Committee. 

The Council s h a l l , acting by a q u a l i f i e d majority on a proposal from the 
Commission and a f t e r consulting the ECB and the Committee referred to in this 
A r t i c l e , lay down detailed provisions concerning the composition of the 
Committee. The President of the Council shall inform the European Parliament 
about the decision taken. 

3. In addition to the tasks set out i n paragraph 2, i f and as long as there are 
Member States with a derogation as referred t o i n A r t i c l e 109 F and 109 G, 
the Co.mmittee s h a l l keep under review the monetary and f i n a n c i a l s i t u a t i o n 
and the general payments system of those Member States and report regularly 
thereon to the Council and to the Commission. 

ARTICLE 109 BB 

For matters w i t h i n the scope of A r t i c l e s 103 paragraph 4, 104 B with the 
exception of paragraph 14, 109, 109 F, 109 G and 109 H paragraphs 3 and 4 the 
Council or a Member State may ask the Commission to make a recommendation or a 
proposal. The Commission examines t h i s request and submits i t s conclusions to 
the Council without delay. 

CHAPTER 4 : TRANSITIONAL PROVISIONS 

ARTICLE 109 C 

1. The second stage for achieving economic and monetary union s h a l l begin on 
January 1994. 

2. Before that date, 

a. Each Member State s h a l l : 
- adopt where necessary appropriate measures to comply with the prohibiti:ns 



A r t i c l e s h a l l cease to e x i s t . The Economic and Financial Committee shall 
have the following tasks: 

- to deliver opinions, at the request of the Council, the Commission, or on 
I t s own i n i t i a t i v e , for submission to these i n s t i t u t i o n s ; 

- to keep under review the economic and f i n a n c i a l s i t u a t i o n of the Member 
States and of the Community and to report regularly thereon to the Council 
and the Commission, i n p a r t i c u l a r on f i n a n c i a l relations with t h i r d 
countries and i n t e r n a t i o n a l i n s t i t u t i o n s ; 

- without prejudice to A r t i c l e 151, to contribute to the preparation of the 
work of the Council referred to i n A r t i c l e s 73 E, 73 F, 103 paragraphs 2, 3 
4 and 5, 103 A, 104 A, 104 B, 106 paragraphs 5 

and 6, 108 paragraphs 3 and 4, 109, 109 E bis, 109 G paragraph 2, 109 H 
paragraphs 3 and 4, and to carry out other advisory and preparatory tasks 
assigned to i t by the Council; 

- to examine, at least once a year, the s i t u a t i o n regarding the movement of 
ca p i t a l and the freedom of payments, as they result from the application of 
t h i s Treaty and of measures of the Council; the examination shall cover a l l 
measures r e l a t i n g to c a p i t a l movements and payments; the Committee shall 
report to the Comm.ission and to the Council on the outcome of t h i s 
examination. 

The Member States, the Commission and the ECB sh a l l each appoint no more than 
••wo members of the Committee. 

a Council s h a l l , acting by a q u a l i f i e d majority on a proposal from the 
Commission and a f t e r consulting the ECB and the Committee referred to in this 
A r t i c l e , lay down detail e d provisions concerning the composition of the 
Committee. The President of the Council shall inform the European Parliament 
about the decision taken. 

3. In addition to the tasks set out i n paragraph 2, i f and as long as there are 
Member States with a derogation as referred to i n A r t i c l e 109 F and 109 G, 
the Committee s h a l l keep under review the monetary and f i n a n c i a l situation 
and the general payments system of those Member States and report regularly 
thereon to the Council and to the Commission. 

ARTICLE 109 BB 

For matters w i t h i n the scope of A r t i c l e s 103 paragraph 4, 104 B with the 
exception of paragraph 14, 109, 109 F, 109 G and 109 H paragraphs 3 and 4 the 
Council or a Member State may ask the Commission to make a recommendation or a 
proposal. The Commission examines t h i s request and submits i t s conclusions to 
the Council without delay. 

CHAPTER 4 : TRANSITIONAL PROVISIONS 

ARTICLE 109 C 

] ''he second stage for achieving economic and monetary union shall begin on 1 
anuary 1994. 

2. Before that date, 

a. Each Member State s h a l l : 
- adopt where necessary appropriate measures to comply with the prohibit::ns 



issue. The Council may, acting by a q u a l i f i e d majority on a proposal fron 
the Commission and af t e r consulting the ECB and i n cooperation with the 
European Parliament, adopt measures t o harmonize the denominations and 
technical specifications of a l l c i r c u l a t i o n coins to the extent necessary t -
permit a smooth c i r c u l a t i o n of coins w i t h i n the Community. 

4. The Council may, acting unanimously on a proposal from the Commission and 
afte r consulting the ECB and af t e r receiving the assent of the European 
Parliament, confer upon the ECB sp e c i f i c tasks concerning p o l i c i e s r e l a t i n g 
to the prudential supervision of c r e d i t i n s t i t u t i o n s 

and other f i n a n c i a l i n s t i t u t i o n s with the exception of insurance undertakings. 

ARTICLE 109 

1. The Council may, acting by unanimity on a recommendation from the ECB or 
from the Commission, and a f t e r consulting the ECB i n an endeavour to reach a 
consensus consistent with the objective of price s t a b i l i t y , a f t e r consulting 
the European Parliament, i n accordance with the arrangement procedures of 
paragraph 3 conclude formal agreements on an exchange rate system for the 
ECU v i s — v i s non-Community currencies. The Council may, acting by a 
q u a l i f i e d majority on a recommendation from the ECB or from the Commission, 
and after consulting the ECB i n an endeavour to reach a consensus consistent 
with the objective of price s t a b i l i t y , adopt, adjust or abandon the ECU 
central rates of the ECU w i t h i n the exchange rate system. The President o*' 
the Council shall inform the European Parliament on the adoption, adjustr 
or abandonment of the ECU central r a t e . 

2. In the absence of an exchange rate system v i s - - v i s one or more non-Community 
currencies as referred to i n paragraph 1 of t h i s A r t i c l e , the Council may, 
acting by a q u a l i f i e d majority on a recommendation from the Commission and 
aft e r consulting the ECB, on a recommendation from the ECB, formulate 
general orientations for exchange rate policy v i s — v i s these currencies. 
These general orientations s h a l l be without prejudice to the primary 
objective of the ESCB to maintain pr i c e s t a b i l i t y . 

3. By derogation from A r t i c l e 228, i n case agreements concerning monetary or 
foreign exchange regime matters need t o be negotiated by the Community with 
one or more States or in t e r n a t i o n a l organizations, the Council, a f t e r 
consulting the ECB, s h a l l , acting by a q u a l i f i e d majority on a 
recoitunendation from the Commission, decide the arrangements for the 
negotiation and for the conclusion of such agreements. These arrangements 
shall ensure that the Community expresses a single p o s i t i o n . The Commission 
w i l l be f u l l y associated i n the negotiations. 

Agreements concluded i n accordance with t h i s paragraph s h a l l be binding on the 
ECB, on the i n s t i t u t i o n s of the Community and on Member States. 

4. Subject to paragraph 1 of t h i s A r t i c l e , the Council s h a l l , acting by a 
q u a l i f i e d majority on a proposal from the Commission and a f t e r consulting 
the ECB, decide on the pos i t i o n of the Community on the int e r n a t i o n a l l e v 
as regards issues of p a r t i c u l a r relevance to economic and monetary union 
acting unanimously i t s representation i n compliance with the all o c a t i o n OL 
powers l a i d down in A r t i c l e s 103 and 105. 

5. Without prejudice to Community competence and Community agreements as 
regards EMU, Member States may negotiate i n i n t e r n a t i o n a l bodies and 
conclude international agreements. 



issue. The Council may, acting by a q u a l i f i e d majority on a proposal from 
the Commission and a f t e r consulting the ECB and i n cooperation with the 
European Parliament, adopt measures t o harmonize the denominations and 
technical specifications of a l l c i r c u l a t i o n coins to the extent necessary tc 
permit a smooth c i r c u l a t i o n of coins w i t h i n the Community. 

4, The Council may, acting unanimously on a proposal from the Commission and 
af t e r consulting the ECB and af t e r receiving the assent of the European 
Parliament, confer upon the ECB sp e c i f i c tasks concerning p o l i c i e s r e l a t i n g 
to the prudential supervision of c r e d i t i n s t i t u t i o n s 

and other f i n a n c i a l i n s t i t u t i o n s with the exception of insurance undertakings. 

ARTICLE 109 

1. The Council may, acting by unanimity on a recommendation from the ECB or 
from the Commission, and after consulting the ECB in an endeavour to reach a 
consensus consistent with the objective of price s t a b i l i t y , after consulting 
the European Parliament, in accordance with the arrangement procedures of 
paragraph 3 conclude formal agreements on an exchange rate system for the 
ECU v i s — v i s non-Community currencies. The Council may, acting by a 
qualified majority on a recommendation from the ECB or from the Commission, 
and after consulting the ECB in an endeavour to reach a consensus consistent 
with the objective of price s t a b i l i t y , adopt, adjust or abandon the ECU 
central rates of the ECU within the exchange rate system. The President of 
the Council shall inform the European Parliament on the adoption, adjustment 
or abandonment of the ECU central rate. 

2. In the absence of an exchange rate system vi s - - v i s one or more non-Community 
currencies as referred to in paragraph 1 of this Article, the Council may, 
acting by a qualified majority on a recommendation from the Commission and 
after consulting the ECB, on a recommendation from the ECB, formulate 
general orientations for exchange rate policy v i s — v i s these currencies. 
These general orientations shall be without prejudice to the primary 
objective of the ESCB to maintain price s t a b i l i t y . 

3. By derogation from Article 228, in case agreements concerning monetary or 
foreign exchange regime matters need to be negotiated by the Community with 
one or more States or international organizations, the Council, after 
consulting the ECB, shall, acting by a qualified majority on a 
recommendation from the Commission, decide the arrangements for the 
negotiation and for the conclusion of such agreements. These arrangements 
shall ensure that the Community expresses a single position. The Commission 
w i l l be fully associated in the negotiations. 

Agreements concluded in accordance with this paragraph shall be binding on the 
ECB, on the institutions of the Community and on Member States. 

4. Subject to paragraph 1 of this Article, the Council shall, acting by a 
qualified majority on a proposal from the Commission and after consulting 
the ECB, decide on the position of the Community on the international level 
as regards issues of particular relevance to economic and monetary union and 
acting unanimously i t s representation in compliance with the allocation of 
powers laid down in Articles 103 and 105. 

5. Without prejudice to Community competence and Community agreements as 
regards EMU, Member States may negotiate in international bodies and 
conclude international agreements. 



d e f i c i t i n the Member State concerned has been corrected. I f the Council 
previously has made public recommendations, i t w i l l , as soon as the 
decision has been abrogated, make a public statement that an excessive 
d e f i c i t i n the Member State concerned no longer e x i s t s . 

13. When taking the Council decisions referred to i n paragraphs 7 and 
following, the Council shall act on a recommendation from the Commission by 
a majority of two thir d s of the weighted votes of the Member States, 
excluding the votes of the Member State concerned. 

14. Further provisions r e l a t i n g to the implementation of the procedure 
described i n t h i s A r t i c l e are set out i n the Protocol on the excessive-
d e f i c i t procedure annexed to t h i s Treaty. 

The Council shall adopt, acting unanimously on a proposal from the Commission 
and a f t e r consulting the ECB, and the European Parliament, the appropriate 
provisions which sh a l l then replace t h i s Protocol. 
Subject to the other provisions of t h i s paragraph the Council s h a l l , before 1 
January 1994, acting by a q u a l i f i e d majority on a proposal from the 
Commission and a f t e r consulting the European Parliament, lay down detailed 
rules and d e f i n i t i o n s for the application of the provisions of t h i s Protocol, 

CHAPTER 2 : MONETARY POLICY 

ARTICLE 105 

1. The primary objective of the European System of Central Banks sh a l l be to 
maintain price s t a b i l i t y . Without prejudice t o the objective of price 
s t a b i l i t y , the ESCB shall support the general economic p o l i c i e s i n the 
Community ^ i t h a view to contributing to the achievement of the objectives 
of the Community as l a i d down i n A r t i c l e 2. The ESCB sh a l l act i n accordance 
with the p r i n c i p l e of an open market economy with free competition, 
favouring an e f f i c i e n t allocation of resources, and i n compliance with the 
pri n c i p l e s set out i n A r t i c l e 3 A. 

2. The basic tasks to be carried out through the ESCB sh a l l be: 
- to define and implement the monetary policy of the Community; 
- to conduct foreign exchange operations consistent with the provisions of 

A r t i c l e 109; 
to hold and manage the o f f i c i a l foreign reserves of the Member States; 

- to promote the smooth operation of payment systems. 

3. The t h i r d indent of paragraph 2 sha l l be without prejudice to the holding 
and management by the Governments of Member States of foreign exchange 
working balances. 

4. The ECB shall have the exclusive r i g h t to authorize the issue of bank-notes 
wi t h i n the Community. The ECB and the national central banks may issue such 
notes. The bank-notes issued by the ECB and the national central banks sh 
be the only such notes to have legal tender status w i t h i n the Community. 

5. The ESCB shall contribute to the smooth conduct of po l i c i e s pursued by the 
competent authorities r e l a t i n g to the prudential supervision of credit 
i n s t i t u t i o n s and the s t a b i l i t y of the f i n a n c i a l system. 



d e f i c i t i n the Member State concerned has been corrected. I f the Council 
previously has made public recommendations, i t w i l l , as soon as the 
decision has been abrogated, make a public statement that an excessive 
d e f i c i t i n the Member State concerned no longer exists. 

13. When taking the Council decisions referred to i n paragraphs 7 and 
following, the Council shall act on a recommendation from the Commission by 
a majority of two t h i r d s of the weighted votes of the Member States, 
excluding the votes of the Member State concerned. 

14, Further provisions relating to the implementation of the procedure 
described in this Article are set out in the Protocol on the excessive-
deficit procedure annexed to this Treaty. 

The Council shall adopt, acting unanimously on a proposal from the Commission 
and after consulting the ECB, and the European Parliament, the appropriate 
provisions which shall then replace this Protocol. 
Subject to the other provisions of t h i s paragraph the Council s h a l l , before 1 
January 1994, acting by a q u a l i f i e d majority on a proposal from the 
Commission and a f t e r consulting the European Parliament, lay down detailed 
rules and d e f i n i t i o n s for the application of the provisions of t h i s Protocol. 

CHAPTER 2 : MONETARY POLICY 

ARTICLE 105 

1. The primary objective of the European System of Central Banks shall be to 
maintain price sta b i l i t y . Without prejudice to the objective of price 
stabi l i t y , the ESCB shall support the general economic policies in the 
Community ^ i t h a view to contributing to the achievement of the objectives 
of the Community as laid down in Article 2. The ESCB shall act in accordance 
with the principle of an open market economy with free competition, 
favouring an efficient allocation of resources, and in compliance with the 
principles set out in Article 3 A. 

2. The basic tasks to be carried out through the ESCB shall be: 
- to define and implement the monetary policy of the Community; 
- to conduct foreign exchange operations consistent with the provisions of 

Article 109; 
to hold and manage the o f f i c i a l foreign reserves of the Member States; 

- to promote the smooth operation of payment systems. 

3. The third indent of paragraph 2 shall be without prejudice to the holding 
and management by the Governments of Member States of foreign exchange 
working balances. 

4. The ECB shall have the exclusive right to authorize the issue of bank-notes 
within the Community. The ECB and the national central banks may issue such 
notes. The bank-notes issued by the ECB and the national central banks shall 
be the only such notes to have legal tender status within the Community, 

5. The ESCB shall contribute to the smooth conduct of policies pursued by the 
competent authorities relating to the prudential supervision of credit 
institutions and the stability of the financial system. 



ARTICLE 104 AA 

Any measure, not based on prudential considerations, establishing a privileged 
access by Community i n s t i t u t i o n s or bodies. Central Governments, regional or 
local a u t h o r i t i e s , public a u t h o r i t i e s , other bodies governed by public law, or 
public undertakings of Member States to the f i n a n c i a l i n s t i t u t i o n s shall be 
prohibited. The Council s h a l l , before 1 January 1994, acting by a q u a l i f i e d 
majority on a proposal from the Commission and i n co-operation with the 
European Parliament, specify d e f i n i t i o n s for the application of the prohibition 
referred to i n t h i s A r t i c l e . 

ARTICLE 104 A 

1. The Community sh a l l not be l i a b l e for or assume the commitments of Central 
Governments, regional or local a u t h o r i t i e s , public a u t h o r i t i e s , other bodies 
governed by public law, or public undertakings of any Member State, without 
prejudice to mutual f i n a n c i a l guarantees for the j o i n t execution of a 
spec i f i c project. A Member State shall not be l i a b l e for or assume the 
commitments of Central Governments, regional or local a u t h o r i t i e s , public 
a u t h o r i t i e s , other bodies governed by public law, or public undertakings of 
another Member State, without prejudice to mutual f i n a n c i a l guarantees fo-
the j o i n t execution of a specific project. 

2. I f necessary, the Council may, acting by a q u a l i f i e d majority on a proposal 
from the Commission and i n co-operation with the European Parliament, 
specify d e f i n i t i o n s for the application of the prohibitions referred to in 
A r t i c l e 104 and i n t h i s A r t i c l e . 

ARTICLE 104 B 

1. Member States s h a l l avoid excessive government d e f i c i t s . 

2, The Commission s h a l l monitor the development of the budgetary s i t u a t i o n and 
of the stock of government debt i n the Member States with a view to 
i d e n t i f y i n g gross errors. In p a r t i c u l a r i t s h a l l examine compliance with 
the budgetary d i s c i p l i n e on the basis of the following two c r i t e r i a : 

- whether the r a t i o of the planned or actual government d e f i c i t to gross 
domestic product exceeds a reference value and, i f so, 

- whether the r a t i o has not declined substantially and continuously and 
has not reached a level that comes close to the reference value; 

- or, a l t e r n a t i v e l y whether the excess over the reference value i s only 
exceptional and temporary and the d e f i c i t remains close to the 
reference value; 

- whether the r a t i o of government debt to gross domestic product exceeds a 
reference value, and i f so, whether the r a t i o i s not s u f f i c i e n t l y 
diminishing and not approaching the reference value at a satisfactory pace. 

The reference values are specified i n a Protocol on the excessive-deficit 
procedure annexed to t h i s Treaty. 



ARTICLE 104 AA 

Any measure, not based on prudential considerations, establishing a privileged 
access by Community i n s t i t u t i o n s or bodies. Central Governments, regional or 
local a u t h o r i t i e s , public a u t h o r i t i e s , other bodies governed by public law, or 
public undertakings of Member States to the f i n a n c i a l i n s t i t u t i o n s shall be 
prohibited. The Council s h a l l , before 1 January 1994, acting by a q u a l i f i e d 
majority on a proposal from the Commission and i n co-operation with the 
European Parliament, specify d e f i n i t i o n s for the application of the prohibition 
referred to in t h i s A r t i c l e . 

ARTICLE 104 A 

1. The Community s h a l l not be l i a b l e for or assume the commitments of Central 
Governments, regional or local a u t h o r i t i e s , public a u t h o r i t i e s , other bodies 
governed by public law, or public undertakings of any Member State, without 
prejudice to mutual f i n a n c i a l guarantees for the j o i n t execution of a 
spe c i f i c project. A Member State shall not be l i a b l e for or assume the 
commitments of Central Governments, regional or local a u t h o r i t i e s , public 
a u t h o r i t i e s , other bodies .governed by public law, or public undertakings of 
another Member State, without prejudice to mutual f i n a n c i a l guarantees for 
the j o i n t execution of a specif i c project. 

^. I f necessary, the Council may, acting by a q u a l i f i e d majority on a proposal 
from the Commission and i n co-operation with the European Parliament, 
specify d e f i n i t i o n s for the application of the prohibitions referred to in 
A r t i c l e 104 and i n t h i s A r t i c l e . 

ARTICLE 104 B 

1. Member States shall avoid excessive government deficits. 

2. The Commission s h a l l monitor the development of the budgetary s i t u a t i o n and 
of the stock of government debt i n the Member States with a view to 
i d e n t i f y i n g gross errors. In p a r t i c u l a r i t s h a l l examine compliance with 
the budgetary d i s c i p l i n e on the basis of the following two c r i t e r i a : 

- whether the ratio of the planned or actual government deficit to gross 
domestic product exceeds a reference value and, i f so, 

- whether the r a t i o has not declined substantially and continuously and 
has not reached a level that comes close to the reference value; 

or, a l t e r n a t i v e l y whether the excess over the reference value i s only 
exceptional and temporary and the d e f i c i t remains close to the 
reference value; 

whether the r a t i o of government debt to gross domestic product exceeds a 
reference value, and i f so, whether the r a t i o i s not s u f f i c i e n t l y 
diminishing and not approaching the reference value at a satisfactory pace. 

The reference values are specified i n a Protocol on the excessive-deficit 
procedure annexed to t h i s Treaty. 
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A r t i c l e 73 E 

Where, i n exceptional circumstances, movements of cap i t a l to or from t h i r d 
countries cause, or threaten to cause, serious d i f f i c u l t i e s for the operation 
of economic and monetary union, the Council, acting by a q u a l i f i e d majority on 
a proposal from the Commission and a f t e r consulting the ECB, may take safeguard 
measures v i s - - v i s t h i r d countries of l i m i t e d duration for a period not 
exceeding six months i f such measures are s t r i c t l y necessary. 

A r t i c l e 73 F 

1. I f , i n the cases envisaged i n A r t i c l e 228 A, action by the Community i s 
deemed necessary, the Council may, i n accordance with the procedure provided 
for i n A r t i c l e 228 A, take the necessary urgent measures on the movement of 
cap i t a l and on payments as regards t h i r d countries concerned. 

2. Without prejudice to A r t i c l e s 223 and 224 and as long as the Council has not 
taken measures pursuant to paragraph 1, a Member State may, for serious 
p o l i t i c a l reasons on grounds of urgency take measures on i t s own i n i t i a t i v e . 
The Commission and the other Member States s h a l l be informed of such 
measures by the date of t h e i r entry i n t o force at the l a t e s t . The Council 
may, acting by a q u a l i f i e d majority on a proposal from the Commission, 
decide that the Member State concerned sh a l l amend or abolish the measures. 
The President of the Council s h a l l inform the European Parliament about the 
decision taken. 

TITLE VI - ECONOMIC AND MONETARY POLICY 

CHAPTER 1: ECONOMIC POLICY 

, ARTICLE 102 A 

Member States s h a l l conduct t h e i r economic p o l i c i e s with a view to contributing 
to the achievement of the objectives of the Community, as defined i n A r t i c l e 2 
and i n the context of the broad guidelines referred to i n A r t i c l e 103 paragraph 
2. The Member States and the Community s h a l l act i n accordance with the 
pr i n c i p l e of an open market economy with free competition, favouring an 
e f f i c i e n t a l l o c a t i o n of resources, and i n compliance with the principles set 
out in A r t i c l e 3 A. 

ARTICLE 103 

1. Member States s h a l l regard t h e i r economic po l i c i e s as a matter of common 
concern and s h a l l coordinate them w i t h i n the Council, i n accordance with the 
provisions of A r t i c l e 102 A. 

2. The Council s h a l l , acting by a q u a l i f i e d majority on a recommendation from 
the Commission, formulate a d r a f t f o r the broad guidelines of the economic 
pol i c i e s 'Of the Member States and of the Community, and s h a l l report i t s 
findings to the European Council. 

The European Council s h a l l , acting on the basis of t h i s report from the 
Council, discuss a conclusion on the broad guidelines of the economic poll'-
of the Member States and of the Community. 
On the basis of t h i s conclusion, the Council s h a l l , acting by q u a l i f i e d 
majority, adopt a recommendation s e t t i n g out these broad guidelines. The 
Council shall report i t s recommendation to the European Parliament. 

3. In order to ensure closer coordination of economic p o l i c i e s and sustained 
convergence of the economic performances of the MendDer States, the Council 
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Vatican City and Monac 90 

Declaration on A r t i c l e 73 91 

CONFERENCE 
OF THE REPRESENTATIVES OF THE GOVERNMENTS 

OF THE MEMBER STATES 
- ECONOMIC AND MONETARY UNION -

PART ONE - PRINCIPLES 

ARTICLE 3 A 

1, For the purposes set out i n A r t i c l e 2, the a c t i v i t i e s of the Member States 
and the Community shall include, as provided for i n t h i s Treaty and in 
accordance with the timetable set out therein, the adoption of an economic 
policy based on the close coordination of Member States' economic p o l i c i e s , 
on the i n t e r n a l market and on the d e f i n i t i o n of common objectives, and which 
is concluded i n accordance with the p r i n c i p l e of an open market economy with 
free competition. 

2. Concurrently with the foregoing, and as provided for i n t h i s Treaty and in 
accordance with the timetable and the procedures set out therein, these 
a c t i v i t i e s s h a l l include the irrevocable f i x i n g of exchange rates leading to 
the introduction of a single currency, the ECU, the d e f i n i t i o n and conducts 
of a single monetary policy and exchange rate p o l i c y the primary o b j e c t i v ^ ^ 
of both of which shall be to maintain price s t a b i l i t y and, without p r e j u d T ^ 
to t h i s objective, to support the general economic p o l i c i e s i n the 
Community,, i n accordance with the p r i n c i p l e of an open market economy with 
free competition. 

3. These a c t i v i t i e s of the Member States and the Community s h a l l e n t a i l 
compliance with the following guiding p r i n c i p l e s : stable prices, sound 
public finances and monetary conditions and a sustainable balance of 
payments. 

ARTICLE 4 A 

A European System of Central Banks (in t h i s Treaty c a l l e d "ESCB") and the 
European Central Bank (in t h i s Treaty c a l l e d "ECB") s h a l l be established i n 
accordance with the procedures l a i d down i n t h i s Treaty; they s h a l l act within 
the l i m i t s of the powers conferred upon them by t h i s Treaty and the Statute of 
the ESCB and the ECB annexed thereto. 

PART THREE - POLICIES OF THE COMMUNITY 

TI'TLE I I I - FREE MOVEMENT OF PERSONS, SERVICES, CAPITAL AND 
FREEDOM OF PAYMENTS 

CHAPTER 4: CAPITAL AND PAYMENTS 

ARTICLES 67 TO 73 
Unchanged 

ARTICLE 73 A 

From 1 January 1994, A r t i c l e s 67 to 73 shall be replaced by A r t i c l e s 73B, 53, 
C, D, E and F. 
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P O L I T I C A L U N I O N 

The Presidency proposes the following modifications to i t s text 
(doc CONF-UP 1850/91 + COR 1 + COR 2): 

COMMON PROVISIONS 

A r t i c l e A 

By t h i s Treaty, the High Contracting Parties establish among 
themselves a European Union, hereinafter called the "Union". 

This Treaty marks a new stage i n the process creating an ever 
closer Union among the peoples of Europe, where decisions are taken 
as closely as possible t o the c i t i z e n s . 

The Union sh a l l be founded on the European Communities, 
supplemented by the p o l i c i e s and forms of co-operation established 
by t h i s Treaty. I t s task s h a l l be to organize, i n a manner 
demonstrating consistency and s o l i d a r i t y , r e l a t i o n s between the 
Member States and between t h e i r peoples. 

SN 252/1/91 " EN 

- 2 -

A r t i c l e B 

The Union sh a l l set i t s e l f the following objectives: 

- to promote economic and social progress which i s balanced and 
^ sustainable, i n p a r t i c u l a r through the creation of an area 
without i n t e r n a l f r o n t i e r s , through the strengthening of economic 
and social cohesion and the establishment of economic and 
monetary union u l t i m a t e l y including a single currency i n 
accordance with the provisions of the present Treaty, 

- to assert i t s i d e n t i t y on the int e r n a t i o n a l scene, i n par t i c u l a r 
through the implementation of a common foreign and security 
policy which sh a l l include the eventual framing of a common 
defence policy, 

- to strengthen the protection of the righ t s and interests of the 



nationals of i t s Member States through the introduction of a 
citizenship of the Union, 

- to develop close co-operation on j u s t i c e and home a f f a i r s , 

- to maintain i n f u l l the "acquis communautaire" and b u i l d on i t 
with a view to considering through the procedure referred to in 
A r t i c l e W 2 to what extent the po l i c i e s and forms of co-operation 
introduced by t h i s Treaty may need to be revised with the aim of 
ensuring the effectiveness of the mechanisms and the I n s t i t u t i o n s 
of the Community. 

The objectives of the Union s h a l l be achieved as provided i n t h i s 
Treaty and i n accordance with the conditions and the timetable set 
out therein while respecting the p r i n c i p l e of s u b s i d i a r i t y as 
defined i n A r t i c l e 3b of the Treaty establishing the European 
Community. 

SN 252/1/91 * * *̂  " *EN 

- 3 -

A r t i c l e s C, D 

unchanged 

A r t i c l e E 

Replace "specific provisions" by "other provisions". 

/ A r t i c l e F 

unchanged 
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PROVISIONS AMENDING THE EEC-TREATY WITH A VIEW TO ESTABLISHING THE 
EUROPEAN COMMUNITY 

A r t i c l e 3 

Paragraph (d): Add "as provided for i n A r t i c l e lOOC". 

add indent: "- contribution to the strengthening of consumer 
protection" . 

A r t i c l e 3 b 
(page 13) 

Replace by the following: 

"The Community shall act within the l i m i t s of the powers conferred 
upon i t by t h i s Treaty and of the objectives assigned to i t 
therein. 

In the areas which do not f a l l w i t h i n i t s exclusive j u r i s d i c t i o n , 



the Community shall take action, in accordance with the pr i n c i p l e 
of subsidiarity, only i f and insofar as the objectives of the 
proposed action cannot be s u f f i c i e n t l y achieved by the Member 
States and can therefore, by reason of the scale or effects of 
proposed action, be better achieved by the Community, 

Any action by the Community shall not go beyond what i s necessary 
to achieve the objectives of the Treaty." 
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A r t i c l e 4 
(page 14) 

1st paragraph add: Court of Auditors 

A r t i c l e 87 
(page 24) 

Present EEC Treaty te x t unchanged. 

A r t i c l e 99 

Delete: "Without prejudice to A r t i c l e 101," 

A r t i c l e 100 C 
(page 26) 

Replace by the following: 

The Council, acting by unanimity on a proposal from the 
Commission and a f t e r consulting the European Parliament, s h a l l 
determine the t h i r d countries whose nationals must be i n 
possession of a visa when crossing the external borders of the 
Member States. 

2. However, i n the event of an emergency s i t u a t i o n i n a t h i r d 
country posing a threat of a sudden inflow of nationals from 
that country into the Community, the Council may, acting by a 
qu a l i f i e d majority on a recommendation from the Commission, for 
a period not exceeding 6 months, introduce a visa requirement 
for nationals from the country i n question. The visa 
requirement established under t h i s provision may be extended 
according to the procedure referred to i n paragraph 1. 
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3. From the 1 January 1996, the Council shall act by a q u a l i f i e d 
majority on the decisions referred to i n paragraph 1. The 
Council s h a l l , before the same date, acting by the same majority 
on a proposal from the Commission and aft e r consulting the 
European Parliament, adopt the measures related to uniform 
format for visas. 



4, In the spheres referred to in t h i s A r t i c l e the Commission sh a l l ex-t 
any request made by a Member State that i t submit a proposal to ' 
Council. 

5, This A r t i c l e shall be without prejudice to the exercise of the 
responsabilities- incumbent upon the Member States with regard to tr. 
maintenance of law and order and the safeguarding of i n t e r n a l secur 

6, The provisions of t h i s A r t i c l e shall apply to other subjects i f so 
decided persuant to A r t i c l e I of the provisions of the Treaty on th 
Union which relate to co-operation i n the f i e l d of j u s t i c e and hcrr.e 
a f f a i r s . 

7, The provisions of the conventions i n force between the Member State 
governing issues covered by t h i s A r t i c l e shall remain i n force unti 
t h e i r content has been replaced by directives or measures adopted 
pursuant thereto. 

T i t l e V I I I - Chapter 1: Social provisions 

Present EEC Treaty provisions unchanged, ( c f . Annex I I I ) . 
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Chapter 3 : Education 

(Page 38) 

Add at the end of the f i r s t paragraph of A r t i d e A: 
"and t h e i r c u l t u r a l and l i n g u i s t i c d i v e r s i t y " . 

A r t i c l e 123 
(page 37) 

Replace "adaptation to i n d u s t r i a l changes" by "adaptation to 
i n d u s t r i a l changes and to changes i n production systems". 

T i t l e X - Economic and Social Cohesion (page 43) 

Add the protocol i n Annex I , 

A r t i c l e 130 D 

Change the last paragraph with the following: 

"•phe Council, acting i n accordance with the same procedure, shall 
before the 31.12.1993 set up a Cohesion Fund providing f i n a n c i a l 
contribution to projects i n the f i e l d s of environment and trans-
European networks i n the area of transport i n f r a s t r u c t u r e . " 

T i t l e XI - Research and technological development 

A r t i c l e 130i (framework programme) 

189 B procedure with unanimity. 
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A r t i c l e 130 s (Environment) 
(pages 52-53) 

Read paragraph 2 as follows: 

"By way of derogation from the previous paragraph and without 
prejudice to A r t i c l e 100a, the Council^_acting unanimously on a 
prjjposal—fri)m the Commission and after colTgli'ltlug the European 
Parliament,—sha_LL_adopt ~~ 

- provisions p r i m a r i l y of a f i s c a l nature; 

- measures concerning_town and countr;^_p]^anning, land use with the 
exception of waste management and measures^Q-f^a^general nature, 
and man a g e m e nt _ojF_ w ate r resources; 

- measures s i g n i f i c a n t l y a f f e c t i n g a Member State's choice between 
d i f f e r e n t energy sources and the general structure of i t s energy 
supply. 

The Council may, acting unanimously on a proposal from the 
Commission and a f t e r consulting the European Parliament, define 
those matters referred to i n the present paragraph on which 
decisions are to be taken by a q u a l i f i e d majority." 

Paragraph 3, f i r s t alinea, read as follows: 

"In other areas general action programmes setting out p r i o r i t y 
objectives to be attained s h a l l be adopted by the Council, acting 
i n accordance with the procedure referred to in A r t i c l e 189b." 
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Read paragraph 5 as follows: 

"Without prejudice to the p r i n c i p l e that the p o l l u t e r should pay, 
i f a measure based on the provisions of paragraph 1 involves costs 
deemed disproportionate for the public authorities of a Member 
State, the Council s h a l l , i n the act adopting that measure, lay 
down appropriate provisions i n the form of: 

I 

- temporary derogations and/or 

- f i n a n c i a l support from the Cohesion Fund to be set up no later 
than 31.12,1993 pursuant to the provisions of A r t i c l e 130 D," 

Add the following declaration of the Member States. 

" Changes i n Community l e g i s l a t i o n cannot undermine the 
derogations accorded to Spain and Portugal u n t i l 
31 December 1999 under d i r e c t i v e .., (large combustion 
pl a n t s ) . " 
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T i t l e X I I I - Trans-European Networks 

A r t i c l e B 
(pages 54-55) 

Read the t h i r d indent of the f i r s t paragraph as follows: 

"- may support the f i n a n c i a l e f f o r t s made by the Member States for 
projects of common interest financed by Member States; which are 
i d e n t i f i e d i n the framework of the guidelines referred to i n the 
f i r s t indent, p a r t i c u l a r l y through f e a s a b i l i t y studies, loan 
guarantees or interest rate subsidies; the Community may also 
contribute f i n a n c i a l l y through the Cohesion Fund to be set up no 
l a t e r than 31.12.1993 pursuant to the provisions of 
A r t i c l e 130 D, to specific projects i n Member States i n the area 
of transport i n f r a s t r u c t u r e . " 

A r t i c l e C 

Add a new alinea 2; 

"Each Member State s h a l l approve the guidelines and projects of 
common int e r e s t r e l a t i n g to i t s own t e r r i t o r y . " 

T i t l e XIV - Industry (page 56) 

Read the last sentence of paragraph 3 as follows: 

"The Council, acting by unanimity af t e r consulting the European 
Parliament and the Economic and Social Committee, may decide on 
s p e c i f i c measures i n support of action taken i n the Member States 
to achieve the objectives set out in paragraph 1." 
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Add at the end of paragraph 3 : 

This t i t l e does not provide a basis for the introduction by the 
Community of any measure which may d i s t o r t competition. 

T i t l e XV - Public health (page 58) 

1st paragraph second alinea: add after "health scourges" 
"including drug dependence" 

New T i t l e XVIII - Consumer protection 

1. The Community shall contribute to the attainment of a high 
l e v e l of consumer protection through : 

(a) measures adopted pursuant to A r t i c l e 100a i n the context 



of the completion of the internal market ; 

(b) s p e c i f i c action which supports and supplements the policy 
pursued by the Member States to protect the health, safety 
and economic interests of consumers and to provide 
adequate information of consumers. 

2. The Council, acting i n accordance with the procedure referred 
to in a r t i c l e 189 b and a f t e r consulting the Economic and 
Social Committee, shall adopt the specific action referred to 
in paragraph 1(b). 

3. Action adopted pursuant to paragraph 2 sh a l l not prevent any 
Member State from maintaining or introducing more stringent 
protective measures. Such measures must be compatible with 
t h i s Treaty. The Commission sh a l l be n o t i f i e d of them. 
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A r t i c l e 138 
(page 70) 

(second paragraph of the EEC Treaty unchanged) (1) 

A r t i c l e s 157 

(present EEC Treaty unchanged) (1) 

T i ; l e XVI : Culture 

189 B procedure with unanimity 

A r t i c l e 158 (Length of the mandate of the Commission) 
(page 73) 

Add new paragraph l a ) : 

"From 1 January 1995 the term of o f f i c e of the Commission shall be 
fi v e years." 

(1) 
Declaration: 

The Member States agree to examine the questions r e l a t i n g to 
the number of members of the Commission and the number of 
members of the European Parliament no l a t e r than at the end of 
1992, with the view to reach agreement which w i l l permit the 
establishment of the necessary legal base for the f i x i n g of the 
number of members of the European Parliament in good time for 
the 1994 elections. The decisions w i l l i .a. be taken i n the 
l i g h t of the need to establish an overall size of the European 
Parliament i n an enlarged Community. 

The German Delegation has made an oral statement to the 
protocol on the question of the number of German Members of the. 
European Parliament,SN252/1/91 EN 
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(Consequential changes w i l l have to be made for e x i s t i n g t r e a t y 
provisions on the duration of the term of o f f i c e of the Commission 
to be appointed in January 1993 and on procedure for dismissing the 
Commission ( a r t i c l e 144), I t w i l l have to make clear that the 
Commission appointed to replace a dismissed Commission would only 
serve u n t i l the regular renewal date and not for a f u l l term of 
of f i c e , ) 

A r t i d e 161 

Delete second alinea (Deputy Commissioners) 

A r t i c l e 167 (Election of President of the Court) 
(page 76) 

Present EEC Treaty a r t i c l e unchanged. 
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COMMON FOREIGN AND. SECURITY POLICY 

A r t i c l e C 
(page 107) 

Replace f i r s t sentence i n paragraph 2 by: 

"The Council s h a l l , when adopting the j o i n t action and at any stage 
during i t s development, define those matters on which decisions 
are to be taken by a q u a l i f i e d majority." 

Add declaration of the Conference: 

"Member States w i l l , with regard to Council decisions requiring 
unanimity, to the extent possible avoid to prevent a unanimous 
decision where a q u a l i f i e d majority exists i n favour of that 
decision". 

Paragraph 6: Replace present t e x t by 

"In cases of imperative need a r i s i n g from changes i n the s i t u a t i o n 
and f a i l i n g a Council decision. Member States may take the 
necessary measures as a matter of urgency having regard to the 
general objectives of the j o i n t action. The Member State concerned 
s h a l l inform the Council immediately of any such action." 

A r t i c l e D 
(page 109) 

1. The common foreign and security policy s h a l l include a l l 
questions related to the security of the European Union, 
including the eventual framing of a common defence policy, 
which might i n time lead to a common defence. 

,.,/,.. 
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2. The Union requests the Western European Union, which is an 
integ r a l part of the development of the European Union, to 
elaborate and" implement decisions and actions of the Union 
which have defence implications. The Council s h a l l , in 
agreement with the i n s t i t u t i o n s of the WEU, adopt the 
necessary p r a c t i c a l arrangements, 

3. Issues having defence implications dealt with under t h i s 
A r t i c l e s h a l l not be subject to the procedures set out i n 
A r t i d e C. 

4. The policy of the Union in accordance with the present Article 
shall not prejudice the specific character of the security and 
defence policy of certain Member States and shall respect the 
obligations of certain Member States under the North Atlantic 
Treaty and be compatible with the common security and defence 
policy established within that framework. 

5. The provisions of this Article shall not prevent development 
of closer co-operation between two or more Member States on a 
bilateral level, in the framework of the WEU and the Atlantic 
Alliance provided such co-operation does not run counter to or 
impede that provided for in this T i t l e . 

6. With a view to furthering the objective of this Treaty, and 
having in view the date of 1998 in the context of Article 12 
of the Brussels Treaty, the provisions of this article may be 

, revised as provided for in Article W (2) on the basis of a 
report to be presented in 1996 by the Council to the European 
Council, which shall include an evaluation of the progress 
made and the experience gained until then. 
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Article G 
(page 110) 

Replace 1st paragraph by the following: 

"The Presidency shall consult the European Parliament on the main 
aspects and the basic choices of the common foreign and security 
policy and shall ensure that the views of the European Parliament 
' are duly taken into consideration. The European Parliament shall 
be kept regularly informed by the Presidency and the Commission 
of the development of the Union's foreign and security policy," 

Footnote to A r t i c l e K 
(page 113) 

Replace by the following t e x t : 

"Use of languages shall be i n accordance with the rules of the 
European Community, 



For COREU communications, the current practice of European 
P o l i t i c a l Co-operation w i l l serve as a guide for the time being. 

A l l Common Foreign and Security Policy texts which are submitted 
to or adopted at meetings of the European Council and of the 
Council as well as a l l texts which are to be published are 
immediately and simultaneously translated into a l l the o f f i c i a l 
Community languages." 

Declaration by the Member States which are members of the WEU 

(page 114) 

(see Annex V) 
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PROVISIONS ON CO-OPERATION IN THE SPHERES OF JUSTICE AND 
HOME AFFAIRS 

Article A 

(page 116) 

Add new point 2. which reads as follows: 

"The rules governing the crossing by persons of the external 
, borders of the Member States and the exercise of controls 
thereon" 

The present point 2 becomes point 3 with deletion of the words: 
"for long periods of residence" in subparagraph (a), 

Points 3, 4, 5, 6, 7 and 8 of Article A become respectively 
points 4, 5, 6, 7, 8 and 9. References to this points are to be 
adapted. 

Declaration re a r t i c l e A(l) 
(page 122) 

In paragraph 1 replace "by the end of 1993" by "by the beginning 
of 1993". 

In paragraph 2 replace "by the end of 1994" by "by the end of 
1993". 

Declaration re a r t i c l e A(8) 
(page 124) 

In last paragraph change "during 1995" to "during 1994". 
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FINAL PROVISIONS 

A r t i c l e W 
(page 127) 

Read paragraph 2 as follows: 

"A Conference of representatives of the governments of the 
Member States shall be convened in 1996 to examine those 
provisions of t h i s Treaty for which revision i s planned, in 
accordance with the objectives set out in A r t i c l e A and B of the 
Common Provisions," 
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ANNEX I 

PROTOCOL ON 
ECONOMIC AND SOCIAL COHESION 

The Commission and the Member States, 

Recalling that the Union has set i t s e l f the objective to promote 
economic and social progress i,a. through the strengthening of 
economic and social cohesion; 

Recalling that the EC Treaty, A r t i c l e 2 includes the task of 
promotion of economic and social cohesion and s o l i d a r i t y between 
Member States and that the strengthening of economic and social 
cohesion figures among the a c t i v i t i e s of the Community l i s t e d in 
A r t i c l e 3, 

Recalling that the provisions of t i t l e X on economic and social 
cohesion as a whole provide the legal basis for consolidating and 
further developing the Community's action i n the f i e l d of social 
and economic cohesion including the p o s s i b i l i t y of creating new 
funds, 

Recalling that the provisions of t i t l e X I I on Environment X I I I and 
on Trans-European Networks provide for a cohesion Fund to be set up 
before the 31.12.1993, 

Stating t h e i r b e l i e f that progress towards Economic and Monetary 
Union w i l l contribute to the economic growth of a l l Member States, 

Nbting that the Community's Structural Funds are being doubled in 
real terms between 1987 and 1993, implying large transfers 
especially as a proportion of GDP of the less prosperous Member 
States, 
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Noting that the EIB i s lending large and increasing amounts for the 



benefit of the poorer regions, 

Noting the desire for greater f l e x i b i l i t y i n the modalities for 
allocations from the Structural Funds, 

Notingthe desire for modulating the levels of Community 
p a r t i c i p a t i o n in programs and projects i n certain countries, 

Noting the proposal to take greater account of the r e l a t i v e 
prosperity of Member States i n the system of own resources, 

• • 

Reaffirm that the promotion of social and economic cohesion i s 
v i t a l to the f u l l development and enduring success of the 
Community, and underline the importance of the inclusion of social 
and economic cohesion i n the a r t i c l e s 2 and 3 of the Treaty, 

Reaffirm t h e i r conviction that the Structural Funds should continue 
to play a considerable part i n the achievement of Community 
objectives i n the f i e l d of cohesion. 

Reaffirm t h e i r conviction that the EIB should continue to devote 
the majority of i t s resources to the promotion of social and 
ecoriomic cohesion,. and declare t h e i r willingness to review the 
ca p i t a l needs of the EIB as soon as t h i s w i l l be necessary for t h i s 
purpose. 

Reaffirm the need for a thorough evaluation of the operation and 
effectiveness of the Structural Funds i n 1992, and the need to 
review, on that occasion, the appropriate size of these funds in 
the l i g h t of the tasks of the Community i n the area of social and 
economic cohesion. 
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Agree that the Cohesion Fund to be set up before the 31.12.1993 
w i l l provide Community f i n a n c i a l contributions to projects i n the 
f i e l d of Environment and Trans-European Networks i n Member States 
with a GNP per capita of less than 90% of Community average who 
have a programme leading to the f u l f i l l m e n t of the conditions of 
economic convergence as set out in A r t i c l e 104 B of the Treaty, 

Declare t h e i r intention to allow a greater margin of f l e x i b i l i t y in 
al l o c a t i n g financing from the Structural funds to spe c i f i c needs 
not covered under the present structure Funds regulations. 

Declare t h e i r willingness to modulate the levels of Community 
p a r t i c i p a t i o n in the context of programs and projects of the 
Structural funds, with a view to avoiding excessive increases in 
budgetary expenditures i n the less prosperous Member States, 

Recognize the need to monitor regularly the progress made towards 
achieving social and economic cohesion and t h e i r willingness to 
study a l l necessary measures i n t h i s respect. 



Declare t h e i r intention to take greater account of the contributive 
capacity of individual Member States i n the system of own 
resources, and to examine means of correcting for the less 
prosperous Member States degressive elements exi s t i n g in the 
present own resources system. 
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ANNEX I I 

REFERENCE IN THE TREATY TO EUROPEAN PARTIES 

The Conference agrees that an appropriate reference wi l l be made in 
the Treaty to the consideration that European parties are important 
as a factor for integration within the Union. They shall contribute 
to forming consensus and to expressing the wi l l of the citizens of 
the Union. 

The precise formulation and place in the Treaty wi l l be determined 
later. 
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> ANNEX I I I 

PROTOCOL 
ON SOCIAL POLICY 

The High Contracting Parties 

noting that eleven Member States wish to continue along the path 
laid down in the Social Charter of 1989; that they have adopted 
among themselves an Agreement to this end; 

1. Agree to authorize those eleven Member States to have recourse 
to the Institutions, procedures and mechanisms of the 
European Community for the purposes of taking among themselves 
and applying as far as they are concerned the necessary 
decisions. 

2. The United Kingdom shall not take part in the deliberations on 
and the adoption of Commission proposals relating to fields 
covered by the above-mentioned Agreement. 

By way of derogation from Article 148(2) of the Treaty 
establishing the European Community, acts of tl^e Council which 
are made pursuant to this Protocol and which must be adopted by 
a qualified majority shall be deemed to be so adopted i f they 
have received at least forty-four votes in favour. Unanimity of 
a l l members of the Council, with the exception of the 
United Kingdom, shall be necessary for acts of the Council which 
must be adopted unanimously and for those amending the 



Commission proposal. 

Acts thus adopted by the Council and any f i n a n c i a l consequence 
of measures taken i n application of *the last indent of 
A r t i d e 118(3)@ s h a l l not be applicable to the United Kingdom, 

. . ./ 
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ANNEX IV 

AGREEMENT 
CONCLUDED BETWEEN THE MEMBER STATES OF THE EUROPEAN COMMUNITY 

WITH THE EXCEPTION OF THE UNITED KINGDOM 

The undersigned eleven HIGH CONTRACTING PARTIES, WISHING to 
implement the 1989 Social Charter on the basis of the "acquis 
communautaire", TAKING INTO CONSIDERATION the Protocol on social 
policy: 

Have AGREED as follows: 

Article 117 

The Community and i t s Member States shall have as their objectives 
the promotion of employment, improved living and working 
conditions, proper social protection, dialogue between management 
and labour, the development of human resources with a view to 
lasting high employment and the combating of exclusion. To this 
enfi the Community and i t s Member States shall implement measures 
which take account of the diverse forms of national practices, in 
particular in the f i e l d of contractual relations, and the need to 
maintain the competitiveness of the Community economy. 

Article 118 

1. With a view to achieving the objectives of Article 117, the 
Community shall support and complement Member States' acti v i t i e s 
in the following fields: 

- improvement in particular of the working environment to 
protect workers' health and safety; 

- working conditions; 
- the information and consultation of workers; 
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- equality between men and women with regard to labour market 
opportunities and treatment at work; 

- the inte g r a t i o n of persons excluded from the labour market, 
without prejudice to the provisions of A r t i c l e B of Chapter 3. 

2, To t h i s end, the Council may adopt, by means of d i r e c t i v e s , minimum 
requirements for gradual implementation, having regard to the conditions 
technical rules obtaining i n each of the Member States. Such directives 



avoid imposing administrative, f i n a n c i a l and legal constraints in a way 
would hold back the creation and development of small and medium-sized 
undertakings, 

The Council shall act i n accordance with the procedure referred to in 
A r t i c l e 189c a f t e r consulting the Economic and Social Committee, 

3. However, the Council shall act unanimously on a proposal from the Commiss 
after consulting the European Parliament and the Economic and Social 
Committee, i n the following areas: 

- social security and social protection of workers; 
- protection of workers where t h e i r employment contract is 

terminated; 
- representation and collective defence of the interests of workers and 
employers, including co-determination, subject to paragraph 6; 

- conditions of employment for third-country nationals legally residing i 
Community territory; 

- financial contributions for promotion of employment and job-creation, 
without prejudice to the provisions relating to the Social Fund. 

4. A Member State may entrust management and labour, at their joint request, 
the implementation of directives adopted pursuant to paragraphs 2 and 3, 

In this case, i t shall ensure that, no later than the date on which a 
Directive must be transposed in accordance with Article 189, management a 
labour have introduced the necessary measures by agreement, the Member St 
concerned being required to take any necessary measure enabling i t at any 
to be in a position to guarantee the results imposed by that Directive. 
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5. The provisions adopted pursuant to this Article shall not prevent any Mem 
State from maintaining or introducing more stringent preventive measures 
compatible with this Treaty. 

6. The provisions of this Article shall not apply to pay, the right of 
association, the right to strike or the right to impose lock-outs. 

Article 118a 

1, The Commission shall have the task of promoting the consultation of manag 
and labour at Conununity level and shall take any relevant measure to 
fac i l i t a t e their dialogue by ensuring balanced support for the parties. 

2, To this end, before submitting proposals in the social policy field, the 
Commission shall consult management and labour on the possible direction 
Community action. 

3, I f , after such consultation, the Commission considers Community action 
advisable, i t shall consult management and labour on the envisaged propos 
Management and labour shall forward to the Commission an opinion or, wher 
appropriate, a recommendation, 

4, On the occasion of such consultation, management and labour may inform th 
Commission of t h e i r wish to i n i t i a t e the procedure provided for i n 
A r t i c l e 118b, The duration of the procedure sh a l l not exceed nine months 



unless the management and labour concerned and the Commission decide joir. 
to extend i t . 

A r t i c l e 118b 

1. Should management and labour so desire, the dialogue between them at Comr. 
level may lead to contractual re l a t i o n s including agreements, 
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2. Agreements concluded at Community level s h a l l be implemented either in 
accordance with the procedures and practices s p e c i f i c to management and 1 
and the Member States or, in matters covered by A r t i c l e 118, at the j o i n t 
request of the signatory p a r t i e s , by a Council decision on a proposal fro 
Commission. (1) 

The Council shall act by q u a l i f i e d majority, except where the agreement i 
question contains one or more provisions r e l a t i n g to one of the areas ref 
to i n A r t i c l e 118(3), i n which case i t sh a l l act unanimously. 

A r t i c l e 118c 

With a view to achieving the objectives of A r t i c l e 117 and without prejudice 
the other provisions of t h i s Treaty, the Commission s h a l l encourage co-opera 
between the Member States and f a c i l i t a t e the co-ordination of t h e i r actio- ' 
social policy f i e l d s under t h i s T i t l e . 

A r t i c l e 119 

1. Each Member State shall ensure that the p r i n c i p l e of equal pay for male a 
female workers for equal work i s applied. 

(1) Declaration i n the Final Act of the Conference 
" The Conference declares that the f i r s t of the arrangements for 

application of the agreements between management and labour 
Community-wide - referred to i n A r t i c l e 118b(2) - w i l l consist 
in developing, by c o l l e c t i v e bargaining according to the rules 
of each Member State, the content of the agreements, and that 
consequently t h i s arrangement implies no o b l i g a t i o n on the 
Member States t o apply the agreements d i r e c t l y or to work out 
rules for t h e i r transposition, nor any o b l i g a t i o n to amend 
national l e g i s l a t i o n i n force to f a c i l i t a t e t h e i r . . . / . . . 
implementation."SN252/1/91 EN 
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(a) that pay for the same work at piece rates s h a l l be calculated on the 
of the same unit of measurement; 

(b) that pay for work at time rates shall be the same for the same joh 

3. This A r t i c l e shall not prevent any Member State from maintaining or adopt 
measures providing for s p e c i f i c advantages i n order to make i t easier for 
women to pursue a vocational a c t i v i t y or to prevent or compensate for 
disadvantages in t h e i r professional careers. 



A r t i c l e s 120 and 121 

Deleted 

A r t i c l e 122 

The Commission shall draw up a report each year on progress i n achieving the 
objectives of A r t i c l e 117, including the demographic s i t u a t i o n i n the Commun 
I t shall forward the report to the European Parliament, the Council and the 
Economic and Social Committee. 

The European Parliament may i n v i t e the Commission to draw up reports on 
parti c u l a r problems concerning the social s i t u a t i o n . 
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ANNEX V 
Declaration of the Member States of Western European Union which 
are also members of the European Union on the role of WEU and i t s 
relations with the European Union and with the A t l a n t i c Alliance 

Introduction 

1. WEU Member States agree on the need to develop a genuine 
European security and defence i d e n t i t y and a greater European 
re s p o n s i b i l i t y on defence matters. This i d e n t i t y w i l l be 
pursued through a gradual process involving successive phases. 
WEU w i l l form an i n t e g r a l part of the process of the 
deirvelopment of the European Union and w i l l enhance i t s 
contribution to s o l i d a r i t y w i t h i n the A t l a n t i c Alliance. WEU 
Member States agree to strengthen the role of WEU, i n the 
longer term perspective of a common defence policy w i t h i n the 
European Union which might i n time lead to a common defence, 
compatible with that of the A t l a n t i c Alliance. 

2. WEU w i l l be developed as the defence component of the European 
Union and as the means to strengthen the European p i l l a r of 
the A t l a n t i c Alliance. To t h i s end, i t w i l l formulate common 
European defence policy and carry forward i t s concrete 
implementation through the further development of i t s own 
operational role. 

WEU Member States take note of A r t i c l e D r e l a t i n g to the 
common foreign and security policy of the Treaty on European 
Union which reads as follows: 

"'l. The common foreign and security policy shall include a l l 
questions related to the security of the European Union, 
including the eventual framing of a common defence policy, 
which might i n time lead to a common defence. 

2. The Union requests the Western European Union, which i s an 
inte g r a l part of the development of the European Union, to 
elaborate and implement decisions and actions of the Union 
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which have defence implications. The Council s h a l l , in 
agreement with the i n s t i t u t i o n s of the WEU, adopt the 
necessary p r a c t i c a l arrangements. 

3, Issues having defence implications dealt with under t h i s 
A r t i c l e shall not be subject to the procedures set out i n 
A r t i c l e C. 

4, The policy of the Union in accordance with the present 
A r t i c l e shall not prejudice the specific character of the 
security and defence policy of certain Member States and 
shall respect the obligations of certain Member States 
under the North A t l a n t i c Treaty and be compatible with the 
common security and defence policy established within that 
framework. 

5. The provisions of t h i s A r t i c l e shall not prevent 
development of closer co-operation between two or more 
Member States on a b i l a t e r a l l e v e l , i n the framework of 
the WEU and the A t l a n t i c Alliance provided such co­
operation does not run counter to or impede that provided 
for i n t h i s T i t l e . 

6. With a view to furthering the objective of t h i s Treaty, 
and having i n view the date of 1998 i n the context of 
A r t i c l e X I I of the Brussels Treaty, the provisions of t h i s 
a r t i c l e may be revised as provided for i n A r t i c l e W (2) on 
the basis of a report to be presented i n 1996 by the 

, Council to the European Council, which s h a l l include an 
evaluation of the progress made and the experience gained 
u n t i l then," 

A. WEU's relations with European Union 

3. The objective i s to b u i l d up WEU i n stages as the defence 
component of the European Union. To t h i s end, WEU i s prepared, 
at the request of the European Union, to elaborate and 
implement decisions and actions of the Union which have 
defence implications. 

To t h i s end, WEU w i l l take the follow)nn measures to develop a 
close working relationship with the Union: 

- as appropriate, synchronization of the dates and venues of 
meetings and harmonization of working methods; 

-' establishment of close cooperation between the Council and 
Secretariat-General of WEU on the one hand, and the Council 
of the Union and Secretariat-General of the Council on the 
other; 
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- consideration of the harmonization of the sequence and 



duration of the respective Presidencies; 

- arranging for appropriate modalities so as to ensure that 
the Commission of the European Community is regularly 
informed and, as appropriate, consulted on WEU a c t i v i t i e s i n 
accordance with the role of the Commission i n the Common 
Foreign and Security Policy as defined in the European Union 
Treaty; 

- encouragement of closer cooperation between the 
Parliamentary Assembly of WEU and the European Parliament. 

The WEU Council s h a l l , in agreement with the competent bodies 
of the European Union, adopt the necessary p r a c t i c a l 
arrangements, 

B. WEU's relations with the A t l a n t i c Alliance 

4. The objective i s to develop WEU as a means to strengthen the 
European p i l l a r of the A t l a n t i c Alliance. Accordingly WEU i s 
prepared to develop further the close working links between 
WEU and the Alliance and to strengthen the role, 
r e s p o n s i b i l i t i e s and contributions of WEU Member States i n the 
Alliance. This w i l l be undertaken on the basis of the 
necessary transparency and complementarity between the 
emerging European.security and defence i d e n t i t y and 
the Alliance. WEU w i l l act i n conformity with the positions 
adopted i n the A t l a n t i c Alliance. 

- WEU Member States w i l l i n t e n s i f y t h e i r coordination on 
Alliance issues which represent an important common in t e r e s t 
,with the aim of introducing j o i n t positions agreed i n WEU 
int o the process of consultation i n the Alliance which w i l l 
remain the essential forum for consultation among i t s 
menÛ ers and the venue for agreement on policies bearing on 
the security and defence commitments of A l l i e s under the 
Washington Treaty. 
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- Where necessary, dates and venues of meetings w i l l be 
synchronized and working methods harmonized. 

- Close cooperation w i l l be established between the 
Secretariats-General of WEU and NATO. 

C. Cfperational role of WEU 

5. WEU's operational role w i l l be strengthened by examining and 
defining appropriate missions, structures and means covering 
i n p a r t i c u l a r : 

- WEU planning c e l l ; 

- closer m i l i t a r y cooperation complementary to the Alliance i n 
pa r t i c u l a r i n the f i e l d s of l o g i s t i c s , transport, t r a i n i n g 
and strategic surveillance; 



- meetings of WEU Chiefs of Defence Staff; 

- m i l i t a r y units answerable to WEU. 

Other proposals w i l l be examined further, including: 

- enhanced cooperation in the f i e l d of armaments with the aim 
of creating a European armaments agency; 

- development of the WEU I n s t i t u t e into a European Security 
and Defence Academy 

Arrangements aimed at giving WEU a stronger operational role 
w i l l be f u l l y compatible with the m i l i t a r y dispositions 
necessary to ensure the c o l l e c t i v e defence of a l l A l l i e s , 

D. Other measures 

6. As a consequence of the measures set out above, and i n order 
to f a c i l i t a t e the strengthening of WEU's role, the seat of the 
WEU Council and Secretariat w i l l be transferred to Brussels. 
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Representation on the WEU Council must be such that the 
Council i s able to exercise i t s functions continuously i n 
accordance with A r t i c l e V l l l of the modified Brussels Treaty 
Me;nber States may draw on a double-hatting formula, to be 
worlced out, consisting of t h e i r representatives to the 
Alliance and to the European Union. 

WEU notes that, i n accordance with the provisions of 
A r t i c l e D(6) concerning the common foreign and security policy 
of the Treaty on European Union, the U;Dreview the provisions of t h i s 
furthering the objective to be set by i t i n accordance with 
the procedure defined. The WEU w i l l re-examine the present 
provisions i n 1996. This re-examination w i l l take account of 
the progress and experience acquired and w i l l extend to 
relations between WEU and the A t l a n t i c Alliance. 

SN 252/1/91 * " ^ " ' E N 



Mapping the road to 
monetary union 

TTits ii a summary of the tnaty 
on economic and monetary 
union agreed at Maastricht: 

"THE activities of the Member 
Slates and the Community , 
shall...include: 
• the irrevocable fixing of 
exchange rates leading to the 
introduction of a single cur­
rency, the Ecu; 
• the deAnitlon and conduct 
of a single monetary policy and 
exchange rate policy the pri­
mary objective of both of 
which shall be to maintain 
price stability: 
• and, without prejudice to 
this objective, to support the 
general economic policies in 
the Community, in accordance 
with the principle of an open 
market economy with free 
competition." 

"These activities of the Mem­
ber States and the Commuiuty 
shall entail compliance with 
the following guiding princi­
ples: stable prices, sound put>-
Uc finances and monetary con­
ditions, and a sustainable 
t>alance of payments." 

NATIONAL 
ECONOMIC 

POLICIES IN EMU i 

. "Member States shall regard I 
their economic policies as a | 
matter of common concem and 
shall co-ordinate them within: 
the Council." 

"The Council shall, acting by 
a qualified majority on a 
recommendation from the 
Commission, formulate a draft 
for the broad guidelines of tbe 
economic poUcies of the Mem­
ber States and of the Commu­
nity, and shall report its find­
ings to the European 
Council...The Council shall, 
acting by qualiQed majority, 
adopt a recommendation set­
ting out these broad guid*-
lines." 

"Where it is estab­
lished...that the economic poli­
cies of a Member State prove to 
be not consistent with the 

w broad guidelines referred to' 
^ above, or "risk Jeopardizing the 

proper functioning of economic 
and monetary union, the Coun­
cil inay, acting by a qualified 
majority on a recommendation 
from the Commission, make 
the necessary recommenda­
tions to the Member State con­
cemed." 

MONETARY 
POLICY IN EMU 

"A European System of Cen­
tral Banks (ESCB) and the 
European Central Bank (ECB) 
shall be established in accor­
dance with the procedures laid 
down in this Treaty." 

"The primary objective of 
the European System of Cen­
tral Banks shall t>e to maintain 
price stability." 

" Without prejudice to the 
objective of price stability, the 
ESCB shall support the general 
economic policies in the Com- ; 
munity with a view to contri­
buting to the achievement of 
the objectives of the Commu­
nity." 

Tasks of the ESCB: "The 
l)asic tasks to be carried out 
through the ESCB shall be: 
• to deflne and implement the 
monetary policy of the Com­
munity; 
• to conduct foreign exchange 
operations consistent with the 
provisions (outlined t>elow); 
• to hold and manage the offi­
cial foreign reserves of the 
Member States; 
• to promote the smooth oper-

'ation of payment systems." 
"The ESCB shaU contribyte 

to the smooth conduct of poU­
cies pursued by the competent 
authorities relating to the pru­
dential supervision of credit 
institutions and the stabiUty of 
the financial system." 

The structure of the 
ESCB:-The ESCB shall be com 
posed of the European Central , 
Bank (in this Treaty called 
ECB) and of the central banks : 
of the Member States (in this ' 
Treaty called national central ' 
banks)." ' 

"The decision making bodies i 
of the ECB are the Governing ' 
Council and the Executive 

Board. The Goveming Council 
shaU comprise the members of 
the Executive Board and the 
Governors of the national cen­
tral banks." 

"The President, the 
Vice-President and the other 
(four) members of the Execu­
tive Board shall be appointed 
by common accord of the Go?-
emmenU of the Member States 
at the level of Heads of SUte of 
of Government, on a recom­
mendation from the Councfl 
and after consulting the Euro­
pean ParUament and the Gov-
eriiing Council of the ECB. 
Their term of office shaU be 8 
years. Tbe mandate shall not 
be renewable." 

Independence of the ESCB: 
"When exercising the powers 
and carrying out the tasks and 
duties conferred upon them by 
this Treaty and the Statute of 
the ESCB, neither the ECB, 
nor a national central bank, 
nor any member of their deci­
sion-making bodies shaU seek 
or take instructions from Com­
munity institutions or bodies, 
from any Government of a 
Member SUte or from any 
other body." 

"The Community institu­
tions and bodies and the Gov­
emments of the Member SUtes 
undertake to respect this prin­
ciple and not to seek to influ­
ence the members of the deci­
sion-making txxUes of the ECB 
and of the national central 
banks in the performance of 
their tasks." 

"Each Member SUte shall 
ensure that its national legisla­
tion including the Sututes ot 
lu national central bank ia 
compatible with this Treaty 
and the SUtute d the ESCB.' 

FlNAHCiAL 



1 I^A*_ 1 i r KU.Vl 
THE STATUTES OF 

THE ESCB 

"Only members of the (Jov-
eniing Council present in per­
son shall have the right to voU.' 
although, 'members...may cast 
their vote by means of telecon­
ferencing. ' 

'Each member shall have one 
vote,..the Goveming Council 
shall act by a simple majority. 
In the event of a tie, the Presi­
dent shall have tlie casting 
vote." 

"The Executive Board shall 
comprise the President, the 
Vice-President and four other 
members. The members shall 
perform their duties on a 
full-time basis.' 

'The Governing Council shaU 
formulate the monetary policy 
of the Community includ­
ing...decisions relating to inter­
mediate monetary objectives, 
key interest rates and the sup­
ply of reserves in the ESCB. The 
Executive Board shall imple­
ment monetary policy. 

'The Govemor may be 
relieved from office only if he no 
longer fulfils the conditions 
required for the performance of 
his duties or if he has been 
guilty of serious misconduct A 
decision to this effect may be 
referred to the Court of Justice 
by the Govemor concemed or 
the Goveming Council' 

'The national central banks 
are an integral part of the 
ESCB and shall act in accor­
dance with the guidelines and 
instructions of the ECB." | 

'The statutes of the national ] 
central banks shall...provide 
that the term of office of a gov-
emor...shaU be no less than 5 
years." 

The ECB may offer advice to 
and be consulted 1̂  the Council, 
the Commission and the compe­
tent authorities of the Member 
States in the scope and imple­
mentation of Community legis­
lation relating to the prudential 
supervision of credit institutions 
and to the stability of the finan­
cial system...The ECB may ful- ; 

fil specific tasks conceming pol-
Kies relating to the prudential 
supervision of credit institutions 
and other financial institutions 
with the exception of insurance 
undertakings ' 

"Before Ihe end ef I9at the 
decision where the seat of the 
ECB WiU be established shatt be 
taken by common accord of the 
govemments of the member 
states ai the level af Heads of 
State or of Governments ' 

EXCHANGE RATE 
POLICY IN EMU I 

~ " ~ — ~ - ~ — ~ — — — — I 

The (Council may, acting by 
unanimity on a recommenda­
tion fi-om the ECB or tnm the 
Commission, and after consult­
ing the ECB... conclude formal 
agreements on an exchange 
rate system for tbe ECU vis-a-
vis non-Community curren-

exchajuje rate system vis a Ws 
one or more non romrmmlty 
currencies, the Council may 
acting by a qualiric<l m^ority 
on a rpcommendaiion from the 
Commission and after consult-
tag the ECB, on a recommen­
dation tnm the ECB, formu­
late general orientations for 
exchange rate poUcy vis a-vls 
these currencies." 
. general orlenUUona 

ShaU be without prejudice to 
"J* primary objective of the 
t.^LB to maintain price sUbU-
Ity." 

NATIONAL FISCAL 
POLICIES IN EMU 

* Member States shaU 
ensure that national proce-
f^ISf 1? budgetary area 
enable them to meet tbeir obU-
ptlons in this area deriving 
from this Treaty. The Member 
States shall report their 
planned and actual deflclU and 
the levels of their debt 
promptly and regularly to the 
Commission. 

The Treaty prohibits over­
draft facilities or any other 
type of credit facility with the 
European Central Bank or 
with the national central 
banks to Community institu­
tions or bodies. Central Gov­
ernments, regional or local 
authorities, pubUc authorities, 
other bodies governed by pub­
Uc law, or pubUc underukings 
of Member SUtes and the pur­
chase directly from them of 
debt instrumenU. 

Excessive deficits procedure: 
"Member Sutes shall avoid 
excessive govemment deficiu. 
The Commission shaU monitor 
the development of the budget­
ary situation and of the stock 
of government debt in tbe 
Member SUtes with a view to 
identifying gross errors. In par­
ticular it shaU examine compU­
ance with the budgetary disci­
pline on the basis of the 
foUowing two criteria: 
• whether the ratio of the ; 
planned or actual govemment ; 
deficit to gross domestic prod-
uct exceeds a reference value, 
and if so, whether the ratio has ' 
not decUned substantiaUy and 
continuously and has not 
reached a level that comes 
close to the reference value, or 
alternatively whether the 
excess over the reference value 
is only exceptional and tempo­
rary and the deficit remains 
close to the reference value; 
• whether the ratio of govem­
ment debt to gross domestic 
product exceeds a reference 
value, and if so, whether the 
ratio is not sufficiently dimin­
ishing and not approaching the 
reference value at a satisfac­
tory pace. 

"If a Member SUte does not 
fulfil the requlremenu under 
one of these criteria, the Com­

mission shall p.-ep.ire a report. 
The roport of the Cummi>sion 
sh.-ill also tflke into account 
whrthrr the government defi­
cit exceeds the government 
investment expenditure, and 
take into account aU other rele­
vant factors, including the 
medium term economic and 
budgetary position of the Mem­
ber State." 

"The Council shaU, acting by 
a qualified majority on a 
recommendation from the 
Ckimmission, and haung con­
sidered any observations 
which the Member Sute con­
cerned may wish to make, 

' decide after an overaU assess­
ment whether an excessive def- i 
icit exists." | 

"In cases where a Member i 
SUte persists in failing to put i 
into practice the Council's 
recommendations, the CouncU 
may decide to give notice to 
the Member Sute concemed to 
take, within a specified time 
Umit, measures for the deficit 
reduction which is judged nec­
essary by the CouncU in order 
to remedy the situation." 

"As long as a Member Sute 
fails to comply ...the Council 
may decide to apply or. as the 

case may be, intensify one or 
more of the following mea­
sures: 
• to require that the Member ; 
SUte concemed shaU pubUsh ' 
additional information, to be 
specified by the Ck)uncil, before 
issuing bonds and securities-
• to invite the EIB to recon­
sider iU lending poUcy towards 
the Member SUte concemed 
• to require that the Member 
sute concemed makes a non 
interest-bearing deposit of an 
appropriate size with the Com­
munity untU the excessive defi­
cit has, in the view of the 
CouncU, been corrected; 
• to impose fines of an appro­
priate size. 

"The CouncU shaU abrogate 
any or aU of its decisions ..if in 
the view of the CouncU. the 
excessive deficit in the Member 
SUte concemed has been cor­
rected." 

"When Uking the Council 
decisions , the CouncU shaU act 
on a recommendation from the 
Commission by a m^ority of 
two-thirds of the weighted 
votes of the Member States 
excluding the votes of the 
Member SUte concemed." 

PROTOCOL ON 
EXCESSIVE 

DEFICIT 
PROCEDURE 

The reference vabus referred 
to above are: 
• '3 per cent for the ratio of 
the planned or actual govern­
ment deficit to gross domestic 
product at market prices: , 

• 60 per Cfni /or ihe ratio ol 
guvemmeni debt to yross domes 
lie product at market prices.' 

In the treary: 
• 'Governmi'nf means Cen 
era! GovemmenU that is Cert 
tral Govemment. regional or 
local funds, to the exclusion of 
commercial operations: 
• 'Deficit' means net lending: 
• 'Investment' means gross 
fixed capital formation: 
• 'Debt' means total gross 
debt at nominal value outstand­
ing at the end of the year, 

MONETARY 
POLICY IN 

TRANSITION TO 
EMU 

"The second sUge for achiev 
ing economic and monetary 
union shaU begin on 1 January 
1994." 

Before that date, each Mem­
ber SUte shalL 
• aboUsh "aU restrictions on 
the movement of capital 
between Member SUtes, and 
between Member States and 
third countries"; 
• "adopt, if necessary, multi-

annual programmes intended 
to ensure the lasting conver­
gence necessary for the 
achievement of economic and 
moneUry union, in particular 
with regard to price subUltj-
and sound public finances." 

"The (CouncU shaU, on the 
basis of a report from the Com 
mission, assess the progress 
made with regard to economic 
and monetary convergence, in 
particular with regard to price 
stability and sound public 
finances and the progress 
made with the completion of 
the ImplemenUtion of (Commu­
nity law conceming the inter­
nal market." 

"In the second sUge Member 
Sutes shaU endeavour to avoid 
excessive govemment deficits." 

"During the second stage 
each Member State shall, as 
appropriate, start the process 
leading to the independence ol 
its central bank." 

The Ecu: "The currency com­
position of the ECU basket 
shaU not be changed Prom the 
start of the third stage the 
value of the ECU shaU be Ure-
vocably fixed." 

Functions of the European 
Monetary Institute: "At the 
start of the second stage, tbe 
European Monetary Institute 
(in this Treaty called E [) 
shaU be esublished and take 
up its duties." 

"It shall...be directed and 
managed by a CouncU, consist­
ing of a President, a Vice-F 
dent and the Govemors of the 
(Antral Banks of the Member 
SUtes. The President shaU be 
appointed by common accord 
of the Governments of the 



Member Slates at the level of 
Heads of St.ite or of Govem­
ment. on a recommendation 
from...the (Committee of CJover-
nors or the CouncU of the tMI, 
and after consulting the Coun­
cil and the European Parlia­
ment." 

" The EMI shaU: 
• strengthen co operation 
between the central banks of 
the Member Sutes; 
• strengthen the coordina­
tion of the moneUry poUcies of 
the Member SUtes, with the 
aim of ensuring price sUbiUty; 
• monitor the functioning of 
the European MoneUry Sys­
tem; 
• hold consiUUtions concem­
ing issues falling within the 
competence of the central 
banks and affecting the sUbU-
ity of financial institutions and 
markeU; 
• Uke over the Usks of the 
European Monetary Co<jpera-
tion Fund, which shaU cease to 
exist; 
• faciUUte the use of the Ecu 
and oversee the development. 
Uiduding the smooth function­
ing of the Ecu clearing sys­
tem." 

IU other duties include to: 
"prepare the instmments and 
the procedures necessary for 
carrying out 4 single monetary 
pobcy in the third stage"; "pro­
mote the harmonisatlon...of the 
coUectlon, compflatlon and dis­
tribution of sutistics In the 
areas within iU field of compe­
tence"; "prepare the rules for 
operations to be undertaken by 
tbe nationil central banks In 
the trunework of the BSCS." 

"At the Utast by 31 Decem­
ber 1996 tbe EMI shaU specify 
tbe regulatory, organisational 
and logistical framework nec­
essary for tbe ESCB to perform 
iU tasks in the third stage." 

-The EMI may, acting by a 
qualified majority, formulate 
opinions, or recommendation> 
on the overall orienUtion of 
monetary policy and exchange 
rate policy as weU as on the 
respective measures intro­
duced in each Member SUte." 

The EMI may, acting unani­
mously, publish its opinions 
and iU recommendations.' 

PROTOCOL ON 
OPERATION OF 

EMI 

'The opinions and recommen­
dations of the EMI shall have 
no binding force.' 

-The EMI shall be entitled to 
hold and manage foreign 
exchange reserves as an agent 
for and at the request of 
national central banks., trans­
actions with these reserves shall 
not interfere with the monetary 
policy and exchange rate policy 
of the competent monetary 
authority of any Member 
State.' 

'The operations of the EMI 
shall be expressed in Ecu.' 

'Before the end of 1992, the 
decision where the Seat of the 
EMS will be established shall be 
talcen by common accord of the 
Govemments of the Member 
States at the level of Heads of 
State or of Governments.' 

CONVERGENCE 
' CRITERIA FOR 

ENTRY TO EMU 

"The Commission and the 
EMI shaU report to the CouncU 
on the progress made in the 
fulfilment by the Member 
States of tbeir obligations 
reganling the achievement of 
economic and monetary 
union." 

"The reports shaU also exam­
ine the achievement of a high 
degree of sustaUiable conver­
gence by reference to the fulfil­
ment of each Member SUte of 
the foUowing criteria: 
• the achievement of a high 
degree of price sUbUity; this 
will be apparent from a rate of 
inflation which is close to that 
of at most the three best per­
forming Member States in 
terms of price sUbiUty; 
• the sustainability of the 
govenunent financial position; 
this wiU be apparent from hav­
ing achieved budgetary posi­
tions without a government 
deficit that is excessive as 

celermincd above; 
• the obse rvance of the nor­
mal fluctuation margins pro­
vided for by the Exchange Rate 
Mechanism of the European 
Monetary System, for at least 
two years, without devaluing 
against any other Member 
Sute currency; 
• the durability of conver­
gence achieved by the Member 
Sute and of its participation in 
the Exchange Rate Mechanism 
of the European Monetary Sys­
tem being reflected in the 
long term interest rate levels. 

"The reporU of the Commis­
sion and the EMI shaU also 
take account of the develop­
ment of the Ecu, the results of 
the integration of markets, the 
situation and development of 
the' balances of payments on 
current account and an exami­
nation of the developments of 
unit labour cosU and other 
price Uidlces." \ 

PROTOCOL ON 
CONVERGENCE 

CRITERIA 

The details of the convergence 
criteria art: 
• 'price stability" means that 
a Member State has a price per­
formance that is sustainable, 
and an average rate of infla­
tion, observed over a period of 
one year before the examina­
tion, that does not exceed that of 
at most the three best perform­
ing Member States in terms of 
price stability by more than 1% 
percentage poinu. Inflation 
shall be measured by means of 
the consumer price index (CPI); 
• the 'government budgetary 
position' condition means that 
at the time of the examination 
the Member Stau is not the sub­
ject af a CouncU decision..Jhat 
an excessive deficit exists for the 
Member Stale concerned; 
• converyenoe of interest rates 
means that observed over a 
period of one year before the 
examination, a Member Stau 
has an average nominal 
long-term interest rau that does 
not exceed that of at most the 
three best performing Member 
States in terms cf pries stability 
by more than 2 percentage 
points. Interest rates shall be 
measured on the basis of 
long-term Govemment bonds ar 
comparable securities. 

ccnn 



TIMING OF MOVE 
TO EMU 

"On the basis of these reports, 
the Ck)uncil shall, acting by a 
qualified majority on a recom­
mendation from the (^mmls-
slon, assess: 
• for each Member State 
whether it fulfils the necessary 
conditions for the adoption of a 
single currency; 
• whether a majority of the 
Member SUtes fulfils the nec­
essary conditions for the adop­
tion of a single currency; and 
recommend its flnduigs to the 
Oiuncil, meeting In the compo­
sition of the Heads of SUte or 
of Govemment." 

"The CouncU, meeting in the 
composition of Heads of SUte 
or of Govemment, shaU, not 
later than 31 December 1996, 
acting by a qualified m^ority, 
decide on the basis of the 
reconunendations of the Coun­
cU referred to;" 
• "whether a m^ority of the 
Member SUtes fulfils the nec­
essary conditions for the adop­
tion of a single currency; 
• whether it is appropriate 
for the Community to enter the 
third stage of economic and 
monetary union, and if so, set 
the date for the beginning of 
the third stage." 

"If, by the end of 1997, the 
date for the beginning of the 
third sUge has not been set, 
the third stage wiU start on 1 
January 1999." 

"Before 1 July 1998. the 
CouncU, meeting in the compo­
sition of Heads of SUte or of 
Govemment... shaU, acting by 
a qualified majority, and on 
the basis of the recommenda­
tions of the C>juncU, confirm 
which Member Sutes fulfU the 
necessary conditions for the 
adoption of a single currency." 

In this case, "the <:k)uncU... 
acting by a qualified nuOority 

on a recommendation from the 
Commission, shall decide 
whether any, and if so which, 
Member States wiU need a der­
ogation as defined (above). 

"At least once every two 
years, or at the request of a 
Member SUte with a deroga­
tion, the Commission and the 
ECB shall report to the Coun­
cU..(to)...decide which Member 
SUtes with a derogation fulfU 
the necessary conditions based 
on the criteria set out (above)." 

"The voting rights of the 
Member SUtes with a deroga­
tion shall be suspended for the 
CouncU decisions referred to." 
"Immediately after the deci­
sion on the date for the begin­
ning of the third stage has 
been taken...the Govemments 
of the Member States without a 
derogation shall appoint...the 
President, the Vice-President 
and the other members of the 
Executive Board af the ECB." 

"The full exercise of their 
powers wlU start from the first 
day of the third sUge...the EMI 
shaU go into liquidation upon 
the esUbUshment of the ECB." 

" At the starting date of the 
third stage, the CouncU shall, 
acting with the unanimity of 
the Member SUtes without a 
derogation...adopt the conver­
sion rates at which their cur­
rencies will be irrevocably 
fixed and at which Irrevocably 
fixed rate the Ecu shaU be sub­
stituted for these currencies, 
and the Ecu wiU become a cur­
rency In lu own r i^ t . " 

PROTOCOL ON 
TRANSITION TO 

STAGE 3 OF EMU 

This protocol declares 'the 
irreversible character of the 
Community's movement to the 
third stage by signing the new 
Treaty provisions on Economic 
and Monetary Union.' 

Therefore all Member States 
shall, whether they fulfil the 
necessary conditions for the 
adoption of a single currency or 
not, respect the will for the Com­
munity to enter swiftly into the 
third stage of Economic and 
Monetary Union, and therefore 
no Member Stau shall prevent 
the entering into the third 
stage.' 

PROTOCOL 
REFERRING TO 

THE UK (the "opt-out 
clause") 

^„7!L' /^'"Sdom shall 
not be obliged or committed to 
move to the third stage of eco-
lTk^,°'"^ monf/arv union 
wir^iour a separate decision to 

furZZt"̂  "'"̂  
„^, T'"J^*^'^ ff'ngdom ShaU 

S {//"^^ ""^ 'monetary 
1l»on before the Council makis 
f assessment under ArticUW 
^••unless the United Kir^dm 

intends to move to the third 
stage, it shaU be under no obU­
gation to do so.' 

'""if Kingdom shaU 
"Ot be included among the 
majority of Member States 

fulfil the necessary ^ , 
tfons to move to Emu' 

'The Vniud Kingdom shaU 
^ve the right to r^otTto the 
third stage provided only that it 
satisfies the necessar^ cotldl 

PROTOCOL 
RELATING TO 

DENMARK 

'The Danish Constitution 
jon'fl'nj a provision which may 
imply a referendum in Den. 
wor/c prwr to Danish partidpa 
t*on in the third stage of Eco­
nomic and Monetary Union.' 
rJl "L" "otification that 

participate in 
die third stage. Denmark shall 
nave an exemption.' 

'In such case, Denmark shaU 
not be included among the 
majority of Member States 
ahKh fulfil the necessary cxmdi 
Items.' 



r/i.'.-'i' •;j"if/<'s arc fi si/^imon/ of 
Ihr irculy on polUh'fl union 

"By this Treaty, the High Clon-
tracting Parties establish 
among themselves a European 
Union." 

""This Treaty marks a new 
stage in the process creatmg 
an ever closer Union among 
the peoples of Europe, wheire 
decisions are taken as closely 
as possible to the citizens . 

O B J E C T I V E S , 
P R I N C I P L E S 

A W C I T I Z E N S H I P 

(The phrase 'ever closer union' 
replies the words 'Union with 
a federal goal' which were m 
the last draft of the treaty by 
the Dutch presidency). 

"The Union shaU be founded 
on the European Communities, 
supplemented by the .PoUcies 
and cooperation established by 

^'^ItTu^k'shaU be to organize, 
in a manner demonstrating 
consistency and solidarity. 

A step towards 
relations between the member 
States and their peoples. 

Objectives (articles B & 2) 
"The Community shaU have 

as its task, by estabUshing a 
common market, an econonUc 
and monetary union and oy 
Implementing the common pol­
icies or activities referred 
to . .the promotion, through­
out the Community, of a har­
monious and balanced develop-
ment of economic activities, 
sustainable and non-lnflation-
aiy growth respecting the envi­
ronment, a high degree of con-
vercrence of economic 
performance, a high level of 
employment and of soaal pro­
tection, the raising of the stan-
dard and quality of livmg, and 
economic and social coheston 
and soUdarity between Member 

SUtes." , . . . 
This 'task' replaces that 

declared by the Treaty of Rome, 

namely 'to promote . . .a har­
monious and balanced expan­
sion [of economic activitves}, an 
increase in stability, an acceler­
ated standard of living and 
closer relations between tne 
States belonging to if 

Five specific objectives are set 
out: . . 
• "To promote economic and 
social progress whkh is bal­
anced and sustainable, In par­
ticular through the creaUon of 
an area without intemal fron­
tiers, through the strengthen­
ing of economic and social 
cohesion and the estabUsh­
ment of economic and mone­
tary union Including, finally.» 
single currency". 
• "To assert lU identity on 
the intemaUonal scene. In par­
ticular through the Implemen­
Ution of a common foreign and 
security policy, which shaU 
Include the eventual framing 

of a common defence poUcy". 
• "To strengthen the protec­
tion of the righte and I n t e r ^ 
of the nationals of Its Member 
SUtes. through the Introduc­
tion of a citizenship of the 
Union". , 
• "To develop a close 
co-operatlon on home affairs 
and in the judicial field. 
• "To maintain in full the 
•acquis communautaire and 
btiud on it". 

ever closer union 

Principles (articles F, 3,3b) 
"The Union shall provide 

itself with the resources neces­
sary to attain Its objective and 
carry through its poUcies , but 
with two specific Umitations: 
"The Union shall have due 
regard to the nationil identity 
of its Member States, whose 
systems of government are 
founded on the principles of 
democracy". 

"The Union shaU respect the 

rights and freedoms as guaran­
teed by the European Conven­
tion for the Protection of 
Human Righte and Fundamen­
tal Freedoms, and as they 
result from the constitutional 
traditions common to the Mem­
ber SUtes as general principles 
of Community law". 

"'In the areas which do not 
faU within its exclusive juris­
diction, the Community shaU 
Uke action, in accordance with 
the principle of subsidiarity". 

Defining subsidiarity for the 
first time, article 36 staus that, 
in such cases, "the Commum^ 
shaU Uke action . only if 
and insofar as the objectives of 
the proposed action cannot be 
sufficiently achieved by the 
Member SUtes and can there­
fore, by reason of the scale or 
effects of the proposed action, 
be better achieved by the Com­
munity. 

"Any action by the Commu­

nity shaU not go beyond what 
is necessary to achieve the 
objectives of the Treaty. 

The "activities of the Com­
munity" referred to are those 
set out in the Treaty of Rome, 
as amended by the Single Euro 
pean Act, with the following stg 
nificant additions and changes: 
• ""Measures concerning the 
entry and movement of per­
sons in the intemal market". 
• "The strengthening of eco-
nonuc and social cohesion". 
• "A poUcy In the sphere of 
the environment". 
• "The promotion of research 
and technological develop­
ment". ^ , 
• "Measures in the spheres of 
energy, consumer protection, 
civU protection and tourism". 
• "Encouragement for the 
establishment and develop­
ment of trans-European net­
works". ^ ^ , 
• "Contribution to the attain­

ment of a high level of health 
protection". 
• "Contribution to educaUon 
and training of high quality, 
and to the flowering of the cul­
tures of the Member SUtes". 
Citizenship (part II, parts A-E) 

"Citizenship of the Union is 
hereby esUbUshed. Every per­
son holding the nationality of a 
Member SUte shaU be a citizen 
of the Union. 

"Every Union citizen shall 
have the right to move and , 
reside freely within the terri­
tory of the Member States", 
and to receive consular sup­
port. , . 

Union citizens resident in 
Member States of which they 
are not nationals wUl have the 
right to to vote and stand as a 
candidates at municipal and 
European election*. 

Detailed arrangements for 
the exercise of these righte are 
to be adopted by the CouncU, 
acting unanimously, before the 
end of 1994. 

Union citizens wUl be able to 
petition the European ParUa­
ment, and apply to the new 
Community ombudsman. 



Co-Ope 'at'on 
key to relations 
with others 
"THE Union and its Member 
SUtes shaU define and imple­
ment a common foreign and 
security policy." 

"The objectives of the com­
mon foreign and security pol­
icy shall be: 
• to safeguard the common 
values, fundamental interests 
and independence of the Euro­
pean Union; 
• to strengthen the security 
of the Community and its 
Member States in aU ways; 
• to preserve peace and 
strengthen intemational secu­
rity ... 
• to promote international 
co-operation; 
• to develop and consoUdate 
democracy and the rule of law, 
and respect for human righte 
and fundamental freedoms." 

Foreign and security policy 
will be dealt with by "system­
atic co-operation" between 
member governments, and 
"'graduaUy implementing" joint 
action between them. 

It wUl not formaUy be sub­
ject to Community institutions 
or brought within the Treaty of 
Rome. 

FOREIGN AND 
SECURITY POLICY 

"Member Sutes shaU inform 
and consult one another within 
the CouncU on any matter of 
foreign and security poUcy of 
general interest in order to 
ensure that their combined 
influence is exerted as effec­
tively as possible by means of 
concerted and convergent 
action. 

"Whenever it deems It neces­
sary, the CouncU shaU deflne a 
common position. Member 
SUtes shaU ensure that their 
national poUcies conform to 
the common positions. 

"Member SUtes shaU coor­
dinate their icSion In intema­
tional organisations and at 
international conferences...at 
international conferences 
where not all the Member 
Sutes participate, those which 
do Uke part shaU uphokl the 
common positions." 

When the Council of minis­

ter decides - by unanimi­
ty - that ""an area or matter 
covered by the foreign and 
security poUcy shouU be the 
subject of Joint action, it shaU 
lay down the specific scope, 
the Union's general and spe­
cific objectives in carrying out 
such action, and if necessary 
its duration, and the means, 
procedures and conditions for 
its ImplemenUtion," and spe­
cific objectives in carrying out 
such action and the conditions, 
means and procedures for and, 
if necessary, the duration of its 
ImplemenUtion. 

"The Council shall, when 
adopting the Joint action and 
at any sUge during its develop­
ment, deflne those matters on 
which decisions are to be taken 
by qualified majority." 

However, an accompanying 
declaration adds: "Member 
States will, with regard to 
Council decisions requiring 
unanimity, to the extent possi­
ble avoid to prevent a unani­
mous decision where a quaU-
fied majority exlste In favour 
of that decision. 

"If there is a change in cir­
cumstances having a sutntan-
tial effect on a question subject 
to Joint action, the Council 
shall review the principles and 
objectives of that action and 
Uke the necessary decisions. 
As long as the CouncU has not 
acted, the Joint action shall 
stand. 

"Joint actions shaU be bind­
ing upon the Member SUtes in 
the positions they adopt and in 
the conduct of their activity." 

The presidency of tbe Coun­
cil wiU represent the Union for 
matters coming within the 
common foreign and security 
poUcy. 

It will "be responsible for the 
Implementation of common 
measures; in that capacity It 
shaU in principle express the 
position of the Union In inter­
national organisations and 
International conferences." 

In such tasks "the Presi­
dency shall be assisted if need 
be by the previous and next 
Member SUte to hold the Pres­
idency. The Commission shall 
be fully associated in these 
tasks." 
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Watchdog 
role for 
parliament 
THE European Parliament will 
be allowed to set up commit­
tees of Inquiry to Investi­
gate . . .alleged contraven­
tions or maladministration in 
the implementation of Com­
munity law. except where the 
case is already sub judice. 

INSTITUTIONS 

Parliament will appoint an 
Ombudsman to hear com­
plaints conceming Instances of 
maladministration In the 
activities of Community bod­
ies. 

It wlU also have extra pow­
ers to scrutinise Community 
finances. 

The parliament will have 
new powers to amend and veto 
cerUin CouncU acts. 
European Commission: The 
Commission's membership 
wUl be reduced from 17 to 12. 
The president shall be 
appointed by govemmente "by 
common accord, after consult­
ing the European ParUament". 
and once appointed the entire 
commission will be subject to 
a vote of confidence from the 
Parliament. 

From 1 January 199S the 
Commission's term of office 
will be extended from four to 
five years. 
Committee of the Regions: The 
committee, • new Community 
institution, will comprise rep­
resentatives of regional and 
local authorities. It was have 
an advisory role. Members will 
be appointed by their respec­
tive grvemmente for four-year 
terms. 
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Se karate 
protocol on 
the quality 
of Ufe 
A SEPARATE protocol on 
social poUcy is agreed by the U 
member states besides Britain, 
and the treaty authorises them 
"to have recourse to the insti­
tutions, procedures and mecha­
nisms of the European Com­
munity" for the purpose of 
formulating and implementing 
poUcy. 

The 11 commit themselves to 
"the promotion of employment, 
improved Uving and working 
conditions, proper social pro­
tection, dialogue between man­
agement and labour, the devel­
opment of human resources 
with a view to lasting high 
employment and the combat­
ting of exclusion". 

SOCIAL POLICY 

Action WlU be taken, by quaU-
fied majority, to "support and 
complement" governments 
activities in the following 
fields: 
• improvement in the work­
ing environment to protect 
workers' health and safety; 
• working conditions; 
• the information and consuv— 
ution of workers; 
• equaUty between men and 
women with regard to labour 
market opportunities and treat­
ment at work; 
• the integration of persons 
excluded from the labour mar- , 
ket. I 

However, directives on these i 
issues "shaU avoid imposing 
administrative, financial and 
legal constraints in a way 
which would hold back the cre­
ation and development of small 
and medium sized underUk-
ings". 

Unanimity among the U wUl 
be required for action over: 
social security and social pro­
tection; protection of workers 
where their employment con­
tract Is termmated; represenW-
Uon and coUectlve defence of 
• • " interests of workers and 

loyers; conditions or 
loyment for third-country 
bnals legaUy pr"ent in 
^unlty territory; financial 
Hbutions for the employ-
i promotion. 



'European dimension' in educa on *s enco raged 
TMF. Community will 
.-ncuurM** cuupvrution on •du-
l auon (K>licy bciwevn Member 
Mules, iupplemtrnting their 
..ciLun "while respecting the 
rrspontibility of Ihe Member 
stales for the content of teach-
I'.iH. Ihe organiulion of educa-
•. .u:t sysiems and ihelr cultural 
.incJ linguuiiC divenlty." 

The Council. artinK by quail-
rietl majbriiy. will isaue non-
iMndlng recommendatlona to 
rncouragc atudcni. teacher and 
vuuih mobility and exchaniea; 
lu encourage dlauncc laaminr. 
und to dsvrlep the "Burepaan 
dimenalon in education.* 

-'The Community ahall 
implement a vocational tnln-
inK policy which ahull tuppoft 

and auppkmant Ute action al 
the Marebar Sutee, whUa fully 
reapectlng the raaponilbUlty at 
the Member SUtae for tha con­
tent and organlxaUon of voca­
tional training.' 
Regional dereiui—it 

"The Community ahall aim 
at reducing dlaparltlaa batwaen 
the levela of development of 
the varloua raglona and the 
backwardnaea of tha laaat-
tavourad raglaaa.* 

The EC's atnietiinl Itenda. 
the European InvMOMiit Bank 
and otber eslatlnt aaaacial 
Inatrumenu wUl ba uaad to 
thla end. Kvary thraa jraus tha 
Commlaainn will report to the 
CouncU, ParlUmant and tha 
Committee at tbe Reclaee 

the progreaa made towaiVa 
achlewlng acoooailc and aocul 
oobeelon and on the manner tn 
which the varloua meana pre-
acrlbed In this Article have 
contributed to U. Thla report 
ahall. If necaaaary, be aocompa. 
niad by appropriate propoaali.-* 

Under a protocol on eco­
noniic and eodal cobealon, tha 
Twelve agree that the Cobe­
alon Fund to be eet up by Uw 
aad of ins will support envl-
roamantal and Infrastructure 
prolacu 'In Member Suiss 
with a per capiu GNP of IMS 
than M par eant ef Community 
avaraf* . 
Pablle health 

Tha Community shall ooo-
tribute towarda anaurlng a 

W.W'VI IIIKIIIUAY lUiia van den Brack: the DaUh foralgn aliuater, with ralaed glaae, and 
Cumuiuttioo pretideni Jaoquaa Delon celebrau tha end to Ihe aummlt 

high level of human health 
protection by encouraging 
cooperation between tbe mem 
ber Statea and. If necessary, 
lending support to their 
action." 

Member SUtes wUI "coordl. 
nate among themselves their 
policies and profframmes"' In 
this area." TiMre wUl be no 
direct Community competence. 
Culture 

The Community ahall con­
tribute to the flowering of the 
cultures of the Member Sutes. 
while reapectlng national and 
laglonal dlvenlty, and bring-
Ing tha common cultural herl-
la^ to tbe fore." 

Community action ahall sup­
port and aupplement naUonal 
acUon In tha fallowing araaa: 
'Improvement of the know­
ledge and dlsaemlnation of the 
culture and history of the 
European peoplea'; ''oonaerva-
tlon and safeguarding of the 
cultural heritage of European 
significance"": "cultural 
eichangea"; "artistic and liter 
ary creaUon, Including In the 
audiovisual sector". 
Beeeaicb and development 

The Community's aim shall 
ba "to atrengthen the aclentlflc 
and technological bases of 
Community Industry and to 
encourage It to become more 
competitive at International 
level." 

"A mulllannual framework 
programme, setting out all the 
actlvltlea of the Community, 
shall be adopted by the Coun­
cU", acting unanimously. 
Environment 

The Community's will act to 
'protect human health", "to 
preaerve, protect and Improve 
the quality of the environ 
ment", "to protect human 
health", "lo ensure prudent 

and rational utlUaatlon of natu-
ral reeourcae", and "to promou 
measures at International level 
to deal with regional or world-
wide environmental problems " 

Policy "ahall be based on the 
precautionary principle and on 
the prlnclplea lhat preventive 
action ehould be taken, that 
envlronmenul damage should 
aa a priority be rectified at 
source and that the polluter 
ahould pay environmental 
protection requlremenu muat 
be Inugrated Into the deflnl. 
tion and Implementation of 
other Community poUelaa." 
Energy 

Community action will be 
aimed at tha foUowlnc oblec-
Uvee "within the framework of 
a market economy": promoting 
eecurlty and regularity of sup­
plies under satisfactory eco­
nomic oondlUoru: anaurlng an 
effective Internal market In 
this sphere; ensuring a "suit-
able raacUon In the event of a 
crlals. particularly In the oil 
sector"; "promoting the raUo-
nal use of energy and the 
development and use of poten 
tially profitable new and 
renewable energy aourcea." 
Trans-European networka 

Further to integrate the 
Intemal market, "the Commu­
nity shall contribute to the 
establishment and develop­
ment \.' trans-European net 
worka In the areaa of trans 
port, telecommunlcatlona and 
energy Infrastructures." 

"Within the framework of a 
system of open and competl. 
tive markets, action by the 
Community shall aim In partic-
ular at promoting the Intercon­
nection and Inter-operabliity of 
national networka aa well̂ aa 
arteas lo such networks.' It 
»hall Uke account In particular 

of the nevd lo link Island, land 
locked and perlpharal regions 
with the central reglona of the 
Community." 

The Council may, by quali 
f\ed malority. esubllah guide­
lines "coverinK Ihc objeclives, 
priorities and broad lines of 
measures envisaged In ihe 
sphere of trana-europaan ner 
works". 
Induatry 

The Cunimunlty "ahall 
enaura lhal ihc condltlona nec 
esaary (ur the competiUveness 
of the Community's Industry 
exist ". Iu action will ba aimed 
at "apeeding up the adjuatment 
of Industry to structural 
changes: encouraging a lavour-

KQLICIES 

able environment for Initiative 
and the development of under­
ukings throughout the Com 
munity, panlcuUrly small and 
medium sized undertakings; 
encouraging a favourable envi-
ronment for cooperation 
between undertakings; foster­
ing better exploiution of the 
Inilustrial potential of policies 
of Innovation, research and 
technological development." 
Overseas development 

Community policy ahall foa 
ter "the lasiing economic and 
social development of the 
cloveloplnK countries, and most 
espi-cially the muat dlsadvan-
ugcd among ihem, the gradual 
smooth Integration of the 
developing countries Into the 
world economy, and the cam­
paign against poverty In the 
developing countries." It ahall 
also contribute to the general 
objeclivp of developing and 
consi.llilating democracy and 
the rule uf l«w " The Council. 

by qualified majority, "shall 
adopt the maaaures necessary , 
to further" these objectuwe. i 
Judicial and home affaln 

Like foreign and security 
policy, theae fields will not 
come within the formal Com­
munity structure. But member | 
stales "shall regard as matters , 
of common Interest": asylum ' 
policy: Immigration policy and 
policy regarding the enlry. 
movement and residence of 
thlrd counlry natlonala; mea. 
aurea to combat drug addle 
tion; the combat of interna­
tional fraud; judicial 
cooperation In dvU and crimi­
nal mature; customs coopera­
tion; poUca oooperatlon for the 
purposes of preventing and 
combatinf UrrorUm, unlawful 
drug traffldOnf and other 
OUS forms of International 
crime. Including the organiza­
tion of a Union-wide aysum for 
exchanging litformailon within 
a European police force." 

A common visa policy will 
be agreed by the Council act­
ing by unanimity until Janu­
ary 19%, and by qualified 
majority thereafter. In the 
event of 'an emergency situa­
tion In a third country poaing a 
threat of an Inflow to the Com­
munity of "nationals from thst 
country", the Council may 
Introduce visa requirements 
for up to tlx months. 
Future development 

Another Inter governmental 
confefence wUJ meet In 1996 to 
review the treaty. "Any Euro­
pean State may apply to 
become a Member of the 
Union." AppUcatlona will be 
decided by the European Coun-
cil. acting unanimously after 
conaultlng the Commiislon 
and after receiving the auent 
of the European Parliament. 
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CRS Congressional Research Service • The Library of Congress • Washington, D.C. 20540 

European Community: The 1992 Plan 
IP 408E 

Since the 1957 Treaty of Rome creating the European Economic 
Community, the member states have been moving slowly in the direction of 
greiater unification. In 1985 the European Economic Community (or European 
Community as it is now usually called) adopted a plan to abolish the last 
remaining internal barriers to trade among member states by 1992 and create 
a single market in Europe. While the original goal was a single market, 
conceived in terms of eliminating or reducing the regulatory differences that 
hampered the free flow of goods, capital, and people among the European 
Community's 12 member states, the aims have now been broadened to include 
both monetary and political integration. 

While many proposals relating to the single market have already been 
adopted as Community law, progress through the legislatures of member states 
has varied considerably. However, the integration of the European market 
should be seen as a continuing process, and 1992 is not regarded as an absolute 
deadline in any sense. 

The United States, while welcoming the further integration and consequent 
economic stability and prosperity of Western Europe, has been concerned that 
its interests not be compromised. U.S. political and business circles have sought 
both to be fully informed and to have input into the unification process. 

Given the potential economic and political power that the European 
Community possesses, other European countries, such as those belonging to the 
European Free Trade Association (EFTA), and the newly-emerged democracies 
of Eastern Europe, are also anxious to work out new relationships with the 
European Community. 

This Info Pack contains CRS reports and newspaper and magazine articles 
which provide historical background on the creation of the European 
Community, discuss the current situation, and assess the possible implications 
for the United States of the European single market and the newly-emerging, 
more powerful European Community. 



Members of Congress who want further information on this topic may 
contact CRS at 7-5700. Additional CRS Reports may be identified by looking in 
the current Guide to CRS Products (for congressional use only) under "European 
Economic Community" and in the latest Update under "Trade and International 
Finance." 

Constituents may find additional information on this topic in a local library 
through the use of Readers' Guide to Periodical Literature, Public Affairs 
Information Service Bulletin (PAIS), and various newspaper indexes. Books on 
this subject may be identified through the library's catalog or the most recent 
edition of Subject Guide to Books in Print. 

We hope this information will be helpful. 

Congressional Reference 
Division 
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bachground European 
Community 

United States Department of State 
Bureau of Public Affairs 

April 1990 

Official Name: 
European Community (EC) 
Also referred to as the 
European Communities 

PROFILE 

Background 

Headquarters: Brussels, Belgium. 
Established: On April 18,1951, when 

the European Coal and Steel Conununity 
(ECSC) Treaty was signed in Paris, and on 
March 25,1957, when the treaties for the 
European Economic Coinmunity (EEC) and 
the European Atomic Energy Community 
(EURATOM) were signed in Rome. 

Purposes: To build foundations for 
peace through economic and political 
cooperation and to make possible an 
eventual federation of Europe. 

Members: The Six—Belgium, Federal 
Republic of Germany, France, Italy, 
Luxembourg, Netherlands. The Nine—in 
1973, Denmark, Ireland, and the United 
Kingdom joined the Six. The Ten—on 
January 1,1981, Greece joined. The 
Twelve—Spain and Portugal joined the Ten 
on January 1, 1986. 

Official Languages: Danish, Dutch, 
English, French, German, Greek, Italian, 
Portuguese, and Spanish. 

Population (1988): 325 million. 
Gross National Product (GNP) (1968): 

$4.71 trillion. 
Average Per Capita GNP (1988): 

$14,500. 

Organization 

Principal Organs: Council, Commission, 
Parliament, Court of Justice. 

Principal Areas of Community 
Competence: Intemal and extemid trade, 
common industrial and commercial policies, 
agriculture, monetary coordination, 
fisheries, assistance, science and research, 
the environment, common social and 
regional policies. 

Budget (1990): $56 billion, financed by 
a customs duty, a 1.4% value-added tax 
collected on the goods and services 
consumed in member countries, and a 
percentage donation based on member 
countries' gross domestic product. 

Trade 

Imports (1988): WbrWiOTde—$458.6 bUlion. 
From US—$79.6 billion (23.7% of US 
exports). 

Exports (1988): WorUvnde—$430.8 
billion. To U S - i S i - i billion (19.6% of E C 
exports). 

EC and US Officials 

Commission President: Jacques Delors, 
France 

US Representative to the EC: 
Ambassador Thomas M.T. Niles, 40 
Boulevard du Regent, B-1000, Brussels, 
Belgium; Tel. 32-2-513-4450. 

EC Representative to the US: 
Ambassador Andreas Van Agt, 2100 M St., 
NW, Suite 707, Washington, D.C. 20037; Tel. 
202-862-9500. 



HISTORY 

Peaceful union of European countries had 
been a dream for centuries, but not until 
the devastation of Worid War I I was 
unity perceived as a necessity. Postwar 
econoniic chaos and the descent of what 
he called the "Iron CurUin" led Winston 
Churchill to declare in 1946: "We must 
create a sort of United States of Europe." 
Although they thought that unity was 
necessary for the reconstruction of the 
continent, national governments 
remained reluctant to cede any authority 
to a supranational body. 

The primary aim of the Paris and 
Rome treaties establishing the European 
Communities (EC) was to remove the 
economic barriers that divided the 
member countries as the first steps 
toward political unity. To accomplish this, 
the treaties call for members to establish 
a common market, a common customs 
tariff, and common economic, agricultural. 

transport, and nuclear policies. The 
institutions and policies established by 
the treaties provide a framework within 
which the 12 EC members have agreed to 
integrate their economies and eventually 
consider forming a political union. 

The Brussels Pact of 1948 created the 
first postwar European intergovern­
mental organization. Britain, France, 
Belgium, the Netherlands, and 
Luxembourg agreed to mutual military 
support and political cooperation. The 
military aspects of the pact were quickly 
overshadowed when the five signatories 
joined others in the NATO (North 
Atlantic Treaty Organization) alliance 
with the United States. 

In the political sphere, the (Council of 
Europe was organized by the pact 
members along with Ireland, Denmark, 
Norway, Italy, and Sweden. The (Council 
was designed to be more than a simple 
forum for discussion, but the British and 
the Scandinavian Governments thwarted 

federalist attempts to give the Council 
any supranational powers. All decisions 
were to be made by unanimous 
agreement of the ministers of each 
member state, effectively weakening the 
Council. 

The establishment of an administra­
tive framework for European economic 
cooperation was stimulated by US 
Secretary of State George Marshall's 
offer of vast aid in a joint recovery 
program. Federalists, led by French 
Foreign Minister Robert Schuman and 
Jean Monnet (now considered the 
"father" of a united Europe), thought that 
Europe would never regain its status in 
world affairs, effectively solve its 
domestic problems, or be able to protect 
itself unless national governments were 
integrated. They proposed a supra­
national authority to make decisions in 
the interest of the whole continent. The 
British and the Scandinavians, again 
preferring intemational cooperation 



rather than formal integration, prevented 
the incorporation of a federal element in 
this new body, the Organization for 
European Economic Cooperation 
(OEEC). The OEEC, established in 1948 
and transformed in 1961 into the 
worldwide Organization for Economic 
Cooperation and Development (OECD), 
was very effective in channeling US aid 
throughout the continent, but it had no 
supranational authority of its own. 

Continuing their effort to develop a 
federal European authority, Schunnan and 
Monnet proposed establishing the 
European Coal and Steel Community 
(ECSC) in 1950 "to place the entire 
Franco-(3erman production of coal and 
steel under a common High Authority, in 
an organization open to other European 
countries." The French and (Serman 
heavy industries urgently needed 
rebuilding, and the ECSC would faciliUte 
growth as well as make war between the 
two countries "not merely inconceivable 
but physically impossible." Ratified by 
the Govemments of France, West 
Germany, Italy, Belgium, the Nether­
lands, and Luxembourg (the Six), the 
ECSC began functioning in 1952 and was 
the world's first intemational organi­
zation with an integrated federal 
goveming body. The High Authority was 
empowered to act independently in the 
narrow but important economic fields of 
coal and steel production. The ECSC had 
limited financial independence, raising 
funds through levies on the coal and steel 
industries and the sale of bonds. 

With Europe's immediate defense 
problem solved by NATO, efforts wer« 
concentrated on political and economic 
questions. Under the direction of Belgian 
Foreign Minister Paul Henri Spaak, the 
foreign ministers of the Six met to discuss 
proposals for an integrated economic 
system and a conunon structure for the 
development of nuclear energy. In 1957, 
the Six agreed to establish the European 
Economic Community (the E E C or 
(Donunon Market) and the European 
Atomic Energy Community 
(EURATOM). The two treaties formally 
establishing the new communities to work 
with the ECSC were signed by the Six in 
Rome on March 25,1957. The E E C and 
EURATOM began operating in January 
1958. The wide-reaching E E C was given 
less supranational authority than the 
ECSC, although the economic union was 
viewed as a prerequisite for eventual 
political integration. 

British ties to its (Commonwealth and 
its desire td create a larger free trade 
area, as opposed to a customs union 
consisting only of the Six, resulted in the 
United Kingdom rejecting E E C and 
EURATOM membership. Britain, 
Austria, Denmark, Norway, Portugal, 
Sweden, and Switzerland later formed 
the European Free Trade Associati<Hi 
(EFTA). EFTA was designed to boost 
nonagricultural trade among its members 
and to provide a united platform for 
relations with the EEC. 

In the 19608, Conunonwealth ties 
were becoming less important for Britain, 
and UK economic growth was slower than 
the impressive growth rate of the Six. 
The British, therefore, decided to join the 
Community, even though membership 
would result in a substantial increase in 
British food prices. A French veto 
temporarily blocked British membership, 
but in 1973, the United Kingdom, 
Denmark, and Ireland were admitted, 
creating the EC Nine. The Govemment 
of Norway also had agreed to accession, 
but membership was rejected in a 
referendum A further enlargement took 
place on January 1,1981, when Greece 
joined the Community, making it the EC 
Ten. The most recent expansion occurred 
with the addition of Spain and Portugal 
on January 1,1986, creating the current 
EC Twelve. 

INSTITUTIONS 

The three communities—the ECSC, 
EEC, and EURATOM—had separate 
executive commissions and councils of 
ministers until their 1967 merger into the 
European C ônununities; a joint 
commission and a joint council of 
ministers were then established. The 
other major EC institutions are the 
European Pariiament, the <3ourt of 
Justice, and the Economic and Social 
Committee. 

The Commission 

The Commission, headquartered in 
Brussels, is made up of 17 conrunissioners 
appointed by common agreement cf the 
12 govemments. Each country is 
represented, with the largest five— 
France, West (Germany, Italy, Spain, and 
the United Kingdom—supplying two 
commissioners. According to the treaties. 

members of the Commission act indepen­
dently of their govemments and of the 
Council; they represent the interests of 
the (Community as a whole. 

The Conrunission's major responsi­
bility is to oversee the implementation of 
the EC treaties. It initiates EC policy by 
making proposals and steers its proposals 
through the legislative process. The 
commissioners also conduct the EC's 
negotiations with nonmember states on 
behalfof the (Community. The collection 
and disbursement of EC funds is another 
important (Commission responsibflity. 
The Commission's independence and its 
"right of initiation" of policy account for 
much of its supranational authority. To 
balance that independence, the 
Commission is subject to censure by the 
Pariiament, which can force the entir« 
Commission to resign aa a body by a two-
thirds majority vote.' A European civil 
service divided into 23 Directorates-
General plus (Conunission services assists 
the (Commission. The Commission 
president is appointed to a renewable 2-
year term by the Council. 

Tha Council 

The (Council, which has its secretariat in 
Brussels, represents the national 
govemments of the 12 member states and 
is the primary decisionmaking body of the 
Conununity. The foreign ministers of the 
member states deal with the moat 
important and wide-reaching topics, while 
more specific decisions are made by the 
respective councils of the ministers of 
agriculture, finance, industry, energy, 
social affairs, and others. The 1987 Single 
European Act created a less restrictive 
decisionmaking process by allowing tr 
voting in the Council by qualified 
majority, rather than unanimity.' 
Exceptions inchide certain health and 
safety proposals that individual states can 
veto. At the same time, the act mandated 
an increased role for the European 
Pariiament in the decisionmaking pro 

The various ministerial groups meet 
monthly. Formal biannual European 
(Council meetings discuss intra-
(Community and foreign policy issues. 
Each country assumes the (Council 
presidency for a 6-month term. The 
Committee of Permanent Represen­
tatives, consisting of member country 
ambassadors to the (Community in 
Brussels, assists the (Council. 



Tha European Parliament 

The European Pariiament (EP), the only 
EC institution that directly represents 
European citizens, has gained a greater 
role in EC decisionmaking in recent 
years. The Pariiament has significant 
power over budgetary matters (except 
agricultural spending) because it can 
amend or reject the budget and approve 
its adoption. The Pariiament also 
considers the (Commission's proposals on 
their way to the (Council of Ministers. 
Since 1987, the Parliament also has h ^ 
the right to amend or reject certain 
legislation approved by the (Council, 
which can overrule the Parliament only 
by a unanimous vote. The Pariiament 
also has gained the right to approve or 
d pprove applications of nonmember 
countries to join the (Conununity, aa well 
as new association agreements. 

The 518 deputies are elected to 5-year 
terms. The first direct elections were 
held in 1979. The Pariiament was 
enlarged to its present size in January 
1986, when 60 members from Spain̂ aiid 
24 members from Portugal took their 

:s. The members sit in tnmsnational 
political groupings ranging across the 
political spectrum, including Socialists, 
Christian Democrats, Liberals, 
Conservatives, (Communists, and Greens. 

Many of the Parliament's specialized 
committees have emphasized 
development of truly "European" polides 
in areas such as the intemal market, 
energy, industrial restructuring, and 
regional development fiinding. Direct 
elections ensure full public representation 
in the Community, and important tasks 
for the deputies include promoting the 
Community's work within their 
constituencies and increasing public 
support for an integrated Europe. 

The Pariiament meets monthly in 
week-long sessions in Strasbourg. The 
EPs Secretariat is located in Luxem­
bourg; most (Committee and Political 
Group meetings are held in Brussels. 

Tha Court of Justice 

The role of the EC (Court of Justice is 
very sinnilar to that of the US Supreme 
Court. The EC (Court is the final 
authority for the interpretation of EC 
laws, as embodied in the treaties, 
regulations, and directives. (Complaints 
about member-state treaty violations may 
be lodged by other members or by the 
Conunission. Member govemments, EC 

institutions, and individuals also can 
contest (Commission and Council actions 
and member state implementation of EC 
legislation in the Court. The Court 
resolves conflicts between (Community 
and national laws, and the Justices have 
played a major role in the process of 
removing barriers to the movement of 
goods, services, capital, and people among 
members. The (Court's dedsions are 
binding on all parties. (Court decisiona 
generally have tended to strengthen EC 
institutions and promote mtegrated EC 
policies. 

The 13 Justices are appointed by the 
EC member govemments and serve 
renewable 6-year terms. Court decisions 
are reached by a simple majority. All 
dedsions are announced unanimously, but 
votes never are announced. The (Court 
sits in Luxembourg. 

The 1987 Single European Act 
introduced a new (Court of First Instance, 
which essentially serves as a lower court. 
In addition, member state courts are 
obligated to directly enforce the 
(Community treaties, thus creating a 
multi-layered judicial system. 

The Economic and Social Committee 

This consultative body of 156 members 
represents employers and unions as well 
as special interest groups such aa 
consumers and farmers. The Committee 
enables a broad spectrum of interested 
producer and consumer groups to be 
actively involved in EC dedsionmaking. 
Through a mandatory consultation 
process, the (Conunittee submits its 
opinions to both the (Councils of Ministers 
and the (Conunission. 

BUDGET 

Initially, the EC budget was funded by 
member-state contributions based on 
varying percentages of their gross 
domestic product (GDP). In 1977, those 
contributions were supplemented by 
revenue from agricultural levies and 
customs duties on EC imports. The GDP-
based contributions were eliminated in 
1979, as each state began paying 1% of 
the value-added tax (VAT) it collected on 
manufactured goods. Starting in 1986, 
the VAT contribution increased to 1.4%. 

The Commission prepares the 
preliminary draft of each year's E C 
budget. The Council discusses the preli­

minary report and then issues a draft 
budget for EP approval. The Pariiamsnt 
can amend or reject the budget and ia 
responsible for its final adoption. 

The preliminary EC budget for 1990 
is about $56 billion. The largest budget 
item, accounting for about two-thirds of 
the total, is agricultural expenditures. 
Other mig'or budget items are energy and 
industrial programs, research, and 
development assistance to poorer regions 
of the Conununity, central and Eastem 
Europe, and Third World nations. 

TRADE 

The Customs Union 

The authors of the EC treaties recognized 
that the economic keystone of unity would 
be a customs union permitting the free 
movement of goods, services, capital, and 
people within Westem Europe. In 1958, 
the (Conununity began the difficult 
process of eliminating all trade barriers 
among its members. Ten years later, all 
member-to-member duties were 
abolished, and a conunon extemal tariff of 
the Six was established. By 1977, this 
union was extended to indude the new 
EC members—the United Kingdom, 
Denmark, and Ireland. Spain and 
Portugal, which joined in 1986, must 
dismantle their customs duties with 
other EC members before 1992 and must 
abolish their quantitative restrictions on 
intra-EC trade according to a timetable 
laid down for eacL 

The common extemal tariff is a key 
element in the customs union. Kach EC 
member charges the same duty on a given 
import from a nonmember country. 
Agricultural imports are subject to the 
(Common Agricultural Policy (CAP). The 
CAP places variable levies on agricultural 
imports to raise their prices to those of 
E(C-produced conunodities. 

Although tariffs have been eliminated 
within the (Community, several kinds of 
nontariff barriers still exist. Some 
member states maintain protectionist 
measures that the (Community has not yet 
been able to eliminate entirely, such as 
limiting public works contracts and 
adopting unilateral technical or safety 
standards that restrict trade. Numerous 
health and safety barriers to agricultural 
trade still exist. Individual firms and 
govemments can register trade restric­
tion complaints with the Commission, 
which attempts to eliminate the barriers 
through binding judidal action. 



President Bush supports European efforts, led by EC (Commission President Jacques 
Oelors, to achieve economic and politk:al integration. (Whita HOUM phoio) 

External Trade 

In 1988, trade among (Community 
members was $124 trillion, while extemal 
trade was $890 billion, accounting for 
about 16% of worid commerce, and mak­
ing the EC the world's largest trading 
unit. Its total imports from third countries 
in 1988 were $459 billion, roughly the same 
amount as that of the United States. Most 
EC imports are raw materials and 
unprocessed goods. EC exports, most of 
which are processed goods such as 
machinery and vehicles, totaled $431 
billion in 1988, compared with total US 
exports of $320 billion. 

As provided for in Article 113 of the 
Treaty of Rome, the (Community operates 
a common commercial policy adhered to by 
all member states. The (Community's 
trade policy is based on the principles and 
obligations of the (Ceneral Agreement on 
Tariffs and Trade (GATT) to which all 
Community members are contracting 
parties. EC countries are active part­
icipants in the current Uruguay Round of 
multilateral trade negotiations, which are 
scheduled to be completed with a con­
cluding conference in Brussels in Decem­
ber 1990. 

In 1972-73, the Community conduded 
free trade agreements with the member 
states of EFTA—Austria, Finland, 
Iceland, Norway, Sweden, and Switzer­
land. These agreements provide for the 
elimination of barriers to trade on almost 
all industrial products between the 

member oountries of the i.wo trading 
blocs. Only products originating within 
the free-trade area receive preferential 
treatment. EFTA members maintain 
quotas and tariffs on agricultural 
products. 

The Community has reached 
preferential trade agreements with 
Turkey, Yugoslavia, and Mediterranean 
countries and separately with 68 Afincan, 
Caribbean, and Pacific countries. Non-
preferential agreements have been signed 
with Canada, India, Romania, Sri Lanka, 
Pakistan, Bangladesh, China, and major 
Latin American countries. Most recently, 
the EC has concluded trade and commer­
cial agreements with Poland, Hungary, 
the (jerman Democratic Republic, the 
Soviet Union, and Czechoslovakia. 

The (Community is the United States' 
largest trading partner. In 1989, total 
US-EC trade was $171.7 billion. The 1989 
trade balance with the EC was in the US 
favor for the first time since 1982. In 
1988, almost 24% of all US exports were 
purchased by the EC, which, in tum, 
provided almost 24% of US imports. 

The United States and the EC are 
each other's most significant source of 
direct investment. By the end of 1988, 
the EC had $194 billion invested in the 
United States (the British are the largest 
foreign investors in America), and the 
United States had about $127 billion in 
the EC. 

SINGLE MARKET PROGRAM 

Recently, the EC has made remarkable 
progress toward achieving a goal it set for 
itself more than 30 years ago—a unified 
West European market without national 
barriers to the movement of goods, 
services, capital, and people. The 12 EC 
member states have committed 
themselves to the historically important 
policy initiative of creating a single 
market by the end of 1992. The EC is 
expected to have adopted most of its 
single market proposals by that time and 
to have made significant progress on 
related efforts toward more complete 
economic integration. 

The EC is, to a great extent, still a set 
of 12 separate markets, with different 
regulations for banks, insurance oompa­
nies, medidnal products, lawnmowers, 
and cheese, to name just a few areas. The 
single market program will create a single 
set of rules for doing business in Europe. 
Where EOwide rules are not practical, 
the single market will ensure mutual 
recognition of other members' regulations 
so that technical standards and proce­
dures no longer pose barriers to trade 
across national borders. This creates 
potentially vast economies of scale and 
should expand the size and wealth of the 
EC market 

The renewed effort to create a single 
market begim in 1985, when member 
oountries approved an ambitious plan 
outlining almost 300 legislative proposals. 
The 1987 Single European Act committed 
govemment leaders to adhere to the 
timetable and made passage of leg l̂ation 
easier. Since then, the EC (Commission 
has finished its work in proposing more 
than 90% of the proposals (now 279), and 
the EC Coundl has adopted more than 
half of them into (Community law. Mem­
ber states must pass legislation to imple­
ment the directives, usually within 2 
years of final agreement at the EC level. 

Difficult areas remain in the single 
market program, notably in attempting to 
allow the free movement of people across 
national borders and in harmonizing 
policy on indirect taxation. However, 
momentum has been sustained, largely 
because most of the European public and 
businesses strongly support the program. 
When the major proposals are fully 
implemented, the (Commission will have 
authority to control large mergers and 
acquisitions; will make a European 
company statute available throughout the 
Community; will enforce open procure-



ment, allowing foreign partidpation (with 
some limitations) in all sectors except 
defense; and will provide a host of product 
and regulatory standards ranging from 
containers to automobiles to biotechno­
logy. Many, but not all, of these 
standards will be based on existing 
intemational standards. 

Further economic integration beyond 
trade and investment issues is under 
consideration. The (Community already 
has sought or will pursue common polides 
on environmental protection, inunigra-
tion, labor law, monetary and fiscal issues, 
and law enforcement against narcotics 
and terrorism. Questions of national 
sovereignty have exacerbated tension 
among some members and EC insti­
tutions. The debate indicates the difficult 
course ahead, and it is clear that many of 
these issues will be dedded well after 
1992. 

AGRICULTURAL POLICY 

Instituted in 1962, the (Common Agricul­
tural Policy (CAP) has allowed the EC to 
become more than self-suffident in many 
agricultural conunodities and has 
provided stable incomes to the European 
farming population. The CAP, however, 
consumes about two-thirds of the EC 
budget and—through its complicated 
network of protection, price supports, and 
subsidies—has created large surpluses of 
many agricultural products. EC export 
subsidies, traditionidly used to dispose of 
some of these surpluses, have helped to 
create a distorted and unstable market in 
agricultural commodities. Over the years, 
EC products benefiting from the CAP 
have displaced some US farm exports, 
particularly grains. 

Since the EC already has a single 
agricultural market in many respects, the 
1992 program will not have as great an 
effect as in other areas. The single 
market program aims to harmonize 
agricultural health rules for animals and 
plants, thereby redudng barriers that 
have kept the EC's agricultural markets 
somewhat segmented. As the Commu­
nity eliminates border controls, it must 
act on the taxes or subsidies currently 
levied on agricultural trade at national 
borders. Further monetary harmoniza­
tion is likely to result in the elimination of 
the spedal agricultural exchange rates 
which also have served to protect 
markets from intra-EC competition. 

US Trade With E C , 1989 

us Imports US Exports 

Souran: US Oapamnani a( Commwo* 

An EC budget package adopted in 
February 1988, aimed at balancing the 
budget and reducing growth in 
agricultural expenditures over a 4-year 
period, to a great extent has removed 
agriculture as a contentious intemal E C 
issue. The agreement resolved short-
term budgetary problems by basically 
resorting to supply nuinagement 
techniques. Although the package is 
reducing somewhat agricultural over-
supply within the EC and is helping to 
limit new pressures on intemational 
agricultural markets, it does little to 
increase the market orientation of EC 
agriculture. The global reform of 
agricultural polides remains an important 
US objective and a major task of the 
current round of multilateral trade 
negotiations. 

ENERGY 

The European Conununity is sensitive to 
the need for reducing foreign energy 
dependence, particulariy on oil imports, 
through conservation and other meas­
ures. In September 1986, the Council set 

EC Urgets for 1996 which would limit oil 
consumption to 40% of total energy 
consumption and maintain net oil imports 
at less than one-third of total energy 
consumption. The Conununity has an 
active program of research into alternate 
energy sources, inchiding biomass, 
synthetic fuel, solar, and geothermal 
development. Nudear energy also is 
widely used in certain EC member states, 
but there is intense and growing public 
concem about nudear safety issues, 
particularly foUowing the Chemobyl 
acddent in the Soviet Union. 

EURATOM, established foUowing the 
first European eneiigy crisis in 1956, is 
responsible for the procurement and 
distribution of nudear fuels in the 
(Community. It also undertakes research 
in nuclear development, provides 
financing for nudear energy projects, and 
exercises safety and security responsi-
bUities over member-country &cilities. 

THE EUROPEAN 
MONETARY SYSTEM 

In 1979, the (Conununity inaugurated the 
European Monetary System (EMS). The 
EMS replaced the "snake" in an effort to 
reduce exchange fhictuations.* The EMS 
provides for fr'equent discussions among 
central bankers and for intervention in 
foreign exchange marketa to maintain the 
value of each EC currency within a 
narrow range vis-a-vis the European 
Currency Unit (ECU) and each other 
currency. All (Conununity members 
belong to the EMS. However, the United 
Kingdom, Greece, and Portugal do not 
participate in the system's exchange rate 
mechanism, which represents a com­
mitment by the partidpants to maintain 
their exchange rates within a very 
narrow band. The founders of the EMS 
maintained that exchange rate stability 
was essential to increase trade and also 
would provide impetus for better 
coordination of monetary and fiscal 
policies. In addition to currency swap 
arrangements for defense of currency 
parities, the EMS indudes a reserve fund. 
The ECU, a combination of 12 member 
currencies, is the (Community's budget 
and accounting unit* 

Jacques Delors, the (Commission 
President, has drawn up a three-phase 
plan for broadening the EMS into an 
economic and monetary union (EMU). 



Under Phase I, all EC govemments are 
committed to join the exchange rate 
mechanism, and finance ministers and 
entral bank govemors would cooperate 

more dosely on policy dedsions. Later 
phases of the Delors Plan envisage a 
central bank and a common currency, but 
several EC members, particulariy the 
United Kingdom, have opposed aspects of 
the plan. In 1989, (Community leaders 
dedded that on July 1,1990, the EC wiU 
begin implementing Phase I of the Delors 
Plan. An intergovemmental conference 
will convene in late 1990 to consider what 
changes to the EC treaties would be 
required for EMU. Treaty changes must 
be approved by all 12 of the member 
countries. 

POLITICAL COOPERATION 

(Coordination of the foreign polides of the 
EC members was not included in the 
three treaties but was undertaken 
voluntarily in 1970. In 1987, European 
political cooperation was formalized in the 
Single European Act. Recently, this 
cooperation has increased to a wider 
range of foreign poUcy issues. Topics 
included under the act are such key areas 
IS Eastem Europe, the Middle East, 
(Central America, nudear and conven­
tional disarmament, and nuclear nonpro-
liferation. A secretariat to administer the 
act has been established in Brussels. 

The 12 foreign ministers meet at least 
quarterly to discuss political coordination. 
The foreign ministers attempt at these 
meetings to coordinate the broad lines of 
the members' intemational policies and to 
issue joint statements of policy. In addi­
tion to these formal meetings, the foreign 
ministers gather informaUy twice a year, 
unaccompanied by staff. The ministers 
also discuss political cooperation during 
the twice-yearly meetings of the Euro­
pean (Council, at which the 12 EC heads of 
govemment meet. 

The meetings of the foreign ministers 
are prepared for by the EC Political 
(Committee, comprising senior officials 
from the 12 foreign ministries, who meet 
monthly to prepare spedfic issues for 
ministerial discussion. The Political 
(Committee also meets in New York in 
September at the opening of the UN 
General Assembly. 
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RELATIONS WrTH EUROPE 

The success of the European Conununity 
has encouraged other countries to seek 
membership. Turkey and Austria have 
applied, but the EC has indicated that it 
will put off consideration of new appU-
cations until after the completion of the 
single market In addition, the EC has 
association agreements with Yugoslavia, 
Turkey, and Cyprus. EC leaders expect 
to negotiate assodation agreements with 
a number of East European oountries in 
response to recent developments there. 

Recently, the EC has developed 
closer ties with the EFTA countries, 
which already have many of the same 

industrial and technical standards that 
apply in the (Conuniuiity. The two groups 
have agreed to negotiate a closer 
relationship, to be known as the Euro­
pean Economic Space. This may involve 
EFTA agreement to implement many EC 
directives while the EC would give 
EFTA a role in the development of future 
rules. 

Although EC countries have long­
standing political and economic ties vrith 
the oountries of Eastem Europe, the EC 
itself only recently has estabUshed 
diplomatic relations with most states of 
central and Eastem Europe. In 1988, the 
EC and the (Coundl of Mutual Economic 
Assistance (CEMA), an economic organ-



ization of communist countries, agreed to 
recognize each other. Trade agreements 
have been signed with Hungary, Poland, 
Czechoslovakia, Romania, Bulgarisi, and 
the Soviet Union. 

In July 1989, the EC (Conunission was 
designated by the seven economic summit 
partners to play a coordinating role for 
Westem assistance to Poland and 
Hungary. Since then, major political and 
economic reforms taking place throughout 
Eastem Europe have caused a reevalua­
tion of the Community's relationship to 
that region. The EC has been a majdr 
contributor of assistance to the region and 
has eased access to its markets for these 
countries. A European Bank for Recon­
struction and Development has been 
estabUshed to assist economy recovery 
and reform in Eastem Europe. Trade 
and investment fiows between the EC 
and Eastem Europe are expected to 
increase as market forces play a greater 
role in East European economies. The 
United States has worked with the 
European Community in mobilizing 
economic and finandal support for the 
reforming nations in Eastem and central 
Europe. 

THIRD WORLD RELATIONS 

Improving relations with the Third World 
long has been a high priority for the 
Conununity. In addition to its desire to 
contribute to the economic and social 
advancement of less developed countries, 
the Community seeks reliable supplies of 
primary products and markets for its 
exports. The Community has become one 
of the major providers of Third World 
assistance with programs such as food 
aid, rural development, and refugee reUef. 
In 1987, aid disbursements were $1.9 
billion, but EC aid commitments have 
been substantiaUy higher in 1988 and 
1989. The EC program is separate from 
assistance programs provided by the 
member states. 

The Community's most notable 
accompUshment has been the Lome 
Convention, a framework for develop­
ment cooperation with 68 African, 
Caribbean, and Pacific (ACP) countries. 
Signed in 1975 and renewed in 1979,1985, 
and 1989 for a 10-year period beginning in 
1990, the agreement provides aid for 
development projects, free access to E C 
markets for almost aU manufactured 
imports from ACP countries, and 
incentives to promote European invest­

ment in the developing states. The most 
recent agreement (Lome IV) puts greater 
emphasis on market-oriented economic 
reform in recipient countries and on 
human rights. About 65% of E C aid goes 
to the ACP sUtes. Since 1978,40% of 
ACP exports have gone to the (Com­
munity, which imports about 10% of its 
raw materials from the Lome signatories. 

One innovative aspect of the Lome 
Convention is the Stabex system. A kind 
of insurance poUcy against pow trade 
years, Stabex (export jreceipts stabili­
zation system) provides current^ 
transfers to countries heavfly dependent 
on a smaU number of conunodities for 
export eamings in years when export 
receipts drop significantly because of poor 
harvests or low worid prices. Lome IV is 
designed to encourage diversification to 
other crops. The Lome Convention 
provides a similiu* scheme, Sysmin, 
to oover mineral export earning losses. 

US-EC RELATIONS 

The United States has supported and 
welcomes European efforts to achieve 
economic and poUtical integration. As 
Europe moves toward its goal of a 
common intemal market, and as its 
institutions for poUtical cooperation 
evolve, the Unk between the United 
States and the EC wQl become even more 
important The United States wants this 
transatlantic cooperation to keep pace 
with European integration and insti­
tutional reform. 

The United States and the (Commun­
ity have a continuing dialogue on all 
poUtical and economic issues of mutual 
interest, and they engage in direct 
negotiations on trade issues. The US 
Government is following the progress of 
the EC's single market program and is 
working with the European pubUc and 
private sectors to ensure that American 
interests are not discriminated against in 
post-1992 Europe. The United States 
seeks a European Community open to 
cooperation with others. 

The US Govemment consults with 
the Commission regularly throughout the 
year, often at the (Cabinet leveL In the 
past there have been annual US-EC 
meetings in Brussels on a ministerial 
level, but there are plans to hold these 
meetings twice a year beginning in 1990. 
On February 27,1990, President Bush 
and Irish Prime Minister Haughey, 
representing the Community, agreed to 

biannual US-EC sununit meetings and to 
biannual meetings between tlie US 
SecreUry of State and the 12 EC foreign 
ministers. The United Statea also is 
enhancing its relationship with the 
European poUtical cooperation process. 

Delegations from the US House of 
Representatives and the European 
Pariiament also meet twice a year. Close 
relationships are further maintained 
through the US Mission to the European 
(Communit|ies, headed by an ambassador 
in Brassels, and through the Delegation 
of the European Communities in 
Washington, D.C, headed by the EC 
ambassador. 

DIPLOMATIC REPRESENTATION 

The US Mission to the EC is directed by 
Ambassador Thomas M.T. NQes and is 
located at 40 Boulevard du Regent, B-
1000, in Brussels, Belgium; TeL 32-2-513-
4450; Telex 846-21336. The EC 
Delegation to the United States, headed 
by Ambassador Andreas Van Agt, and its 
Information Services OfRce are at 2100 M 
Street, NW, 7th floor, Washington, D.C. 
20087; Tel. 202-862-9500. The EC 
Information Services in New York City is 
at One Dag Hammarskjold Plaza, 245 
East 47th Street, New York, NY 10017; 
TeL 212-371-3804. • 

1 This action hu never been taken. 

2 EC member statea hmve the following votes in 
the Coundl: West Gennmny (10), France (10), Italy 
(10), United Kingdom (10), Spun (8), Belgium (5), 
Greece (5), Netheriands (5), I>ortugal (5), Denmark 
(3), Ireland (3), and Luxembourg (2X TotalnTS. 
Qualified majontyBS4; bk)cking minorityaZS. 

3 The 'snake* waa a set of upper and lower limits 
of currency exchange rates; the centnl banks of the 
participating European oountnea pledged to 
intervene in the currency market to keep the value of 
their currencies within fixed limits. 

4 The ECU value againat the US dollar waa S U l 
at the end of March 1990. During 1989, the average 
ECU value againat the US dollar was SI.IOL 
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As unity date approaches, 
Europeans stand divided 

12 nations together as one 
A look at tbe Eiirojpieu Conunmuiiity: : 

• ORIGIN: As a.vray to var-
ravaged etXKKxnoiê  
tries agreed to pi^^ Indiv-
tries in 195i;'lbiiiinlngiai^:^ir«^^ 
aod Sled amununliy. Its suooeas led them 
to farm the European Eooqomlc ComnMi-
ntly. The ̂ BCt goiaL cretfijng a ''oonupiDO 
inariut" for;gD0di They noerged into die 

»>:PinuND8B::To fdim a'UjnJted Slatw 

Eun^ieby the eod of 1992 — a unified, eco­
nomic giant whose members e t ^ a 6% 
drop in priceŝ  flip to 5 niiDlofn new johĉ  ia 

W 7^ indreasein produifidyl̂ yin :; 
i^GQAIifet Â  ' ^ ^ Europe by the 
jjmdqii992^^d^ 
ilHmî  r i i n ^ ^ tradei duties and value-
vaddĉ  
i iutd ciisiotm d̂̂  
"pnoi oiireô .̂ ^̂ ^ body: the lEuropCra < 
Cqinidl, made up of m m leaders. 

Marilyn Greene 
USA TODAY 

The deadline for European 
unification looms less than 18 
months away, but the Euro­
pean Coinmunity remains di­
vided, lurching instead to­
ward a showdown over 
differences among its 12 
memt>ers. 

And while few doubt the 
community will eventually 
gel, irs also fttirly certain 

line day will be just the 
beginning of a long, rough 
road toward economic and 
political agreement 

Problems can range from 
the tough to tbe very difficult 
standardized electrical plugs, 
a single currency and Eu­
rope-wide banking. Common 
defense and legislative sys­
tems are still further off. 

Today's beginning of a cru­
cial Luxembmirg aimmit — 
designed to work out the de­
tails on political and mone­
tary treaties — promises to 
hi^light areas of dispute in 
^ le move toward a single, 

ier-free market by Jan. 1, 
1993. 

^ h i g h L 
^ B h e I 
^ ^ ^ U T i i 

Among the sticking points: 
• A single currency. Ger­

many and Britain are hesi­
tant, while large differences 
exist among the strengths of 
individual economies. 

• Power of Uie EC Psirlia-
ment (Jemany want.; more; 
France and Britain, worried 
about their own sovereignty, 
want limits. 

• Sales tax. Eleven mem­
bers agreed this week on a 
15% valueadded tax, effec­
tive Jan. 1, 1993. But Britain 
blocked l^alizing the tax by 
refusing to sign on. Tax issues 
require unanimity. 

• Use of the term "feder­
al" in describing the ECs 
longterm objectives. Europe­
an Commission President 
Jacques Delors insists it 
means only that Brussels 
would take over tasks that in­
dividual nations can't do 
more effectively. Denmark 
and Britain see it as another 
blow to sovereignty. 

Britain — a latecomer to 
the EC — remains the "least 
enUiusiastic" of the 12 mem­
bers, says analyst Gregory 
Treverton of the New York-
based Council on Foreign Re­
lations. 

under former prime min­
ister Margaret Thatcher, Brit­
ain's attitude toward the EC 
was chilly, at best Her suc­
cessor, John Major, is now 
trying to warm relations with 
Europe while soothing na­
tionalist-minded cof>jerva-
tives at home. 

Despite British complaints, 
if s not likely to leave the EC. 

"They want to stay in to 
control the process," says 
George Washington Universi­
ty's (}eorge Stambuk. 

"They want to siaw down 
the process. If they got out, 
the process of unification 
among the others would 
quicken. So the British policy 
is to stay in to share control." 

Treverton predicts a long 
haul to real unity. Monetary 
union is "inevitable," he says, 
"but slower than we'd hoped. 
My guess is it won't be before 
tiie year 2000." 

Steps toward union: 
• Treaties supposedly 

ironed out last weekend are 
scheduled for December 
signing. 

• In 1993̂  negotiations be­
gin on admitting new mem­
bers. Austria, Sweden, Nor­
way, Finland, Iceland and 
Switzerland top the list 

• After 1993 members will 
tackle the issues of defense 
and security. Almost certain: 
major clashes between those 
who want to keep security in 
die hands of NATO and indi­
vidual militaries; and those 
who want EC control. 

Meanwhile, other head­
aches are popping up. 

The very symbol of the 
union — the EC Commission 
building in Brussels — is con­
demned. Health inspectors 
say the four-winged Berlay­
mont is so steeped in aslsestos 
it has to come down. 

Until a replacement is 
built, already-scattered com­
missioners will have to make 
do with temporary quarters. 

Other troubles persist 
• Language differences. 

The EC has nine official lan­
guages, meaning all official 
documents are translated 
and copied nine times. 

® 1991 USA Today. Reproduced by the Library of Congress, Congi 
with the permission of the copyright claimant. 
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• Unrest among the 25,000 
"Eurocrats" who staff EC 
headquarters in Brussels. 
More than 90% of those civil 
servants staged their second 
48-hour strike in two weeks 
on Tuesday. They want the 
current pay system — linking 
pay raises to inflation — re­
newed for another decade 
when it expires in July. A 
third strike is planned. 

• Enforcing EC rules with­
in member nations. Members 
have a list of 279 "directives" 
that bring national laws in 
line with union rules on issues 
ranging from lawnmower 
noise to the configuration of 
electiical plu^, to labor laws 
and incorporation guidelines. 

Italy has been the biggest 
laggard, implementing only 
half of the changes required. 

• Free movement of peo­
ple across borders. Members 
are ignoring the EC's recom­
mendation to begin loosening 
border controls. Holdouts cite 
the tiireat of terrorism and il­
legal immigration as reasons 
not to move faster. 

Regardless of speed, the 
unification process is inexora­
ble, says Stambuk. 

"This date, 1992, is paid too 
much attention. It (union) is 
not going to happen very dra­
matically on Dec. 31, 1992 so 
Uiat on Jan. 1,1993 we'll have 
a European Federation. 
What's going to happen is a 

gradual negotiation of differ­
ent aspects, item by item." 

The big question, he adds, 
is one the early EC dreamers 
never envisioned: "The prob­
lem is Central Europe." 

The new democracies in 
that region want in, notes 
Stambuk, but Uiey don't have 
Uie required credentials. 

"To qualify, Uiey have to 
have liberalized economies, 
and they have to be demo­
cratic states," he says. "And 
this is somewhat doubtful; 
none of Uiem is suflicienUy 
stable. These are problems 
Uiat are not going to be solved 
easily. So I see very little 
(EC) effect on Uie new world 
order." 

Source: USA TODAY research USA TODAY 
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On the defensive 
THE Gulf crisis, a heated debate on a common 

European foreign policy and a gaggle of confer­
ences about EC political and monetary union have 
conspired to keep Projea 1992 out of the headlines. 
Now the plan to create a single European market is 
edging its way back into the news. With fewer than 
600 days to go before January 1st 1993, when the 
maiicet is supposed to be ready, the project is falling 
behind schedule. Worse, a baddash against 1992 is 
growi ng. The resistance comes from the very people 
w'.io were supposed to be the single m /̂ket's ft.m-
est friends: captains of European industry. 

That seems odd given that 1992 looked tailor-
made for business. Wisse Dekker, chairman of Phil­
ips, even helped to draft the European Commis­
sion's 1985 white paper, which laid out its plans to 
abolish EC frontier controls, harmonise product 
standards and prise open the markets for public 
procurement (the buying of goods and services by 
govemments and utilities). Other industrialists, 
such as Jacques Solvay, head of Belgium's biggest 
chemicals company, and Giovanni Agnelli, boss of 
Italy's FIAT, also lobbied hard for the single market. 

One reason for their enthusiasm was that 
Project 1992 appeared an ideal antidote to Euro-
sclerosis, a nasty European disease whose symp­
toms included relatively low levels of investment 
and rapidly rising labour costs (see chan 1 on next 
page). This was blamed for Europe's lack of clout in 
fast-growing industries such as electronics. But 
there was another reason, one which held the seeds 
of today's discontent. Many such business leaders 
assumed that European mega-projects in RSD and 
infrastructure would form part of the project. Few 
assumed that Europe's intemal openness would be 
matched by openness to competitors from outside. 

Jean-Jacques Servan-Schreiber, a French jour­
nalist, publisher and radical politician, had called 
for a European market that was Ixjth whole and 
supponive in his book "Le Defi Americain" (The 
American Challenge), published in 1967. At the 
time, Europe was being invaded by American mul­
tinationals like Ford and IBM. In Mr Servan-
Schreiber's view, this invasion was a sign of Eu­
rope's industrial weakness, not die cause of it. To 
repel the invaders, he recommended the creation of 
a common market and pan-turopean companies 
big enough to take on the Americans. 

The Cecchini report, published in 1988, prom­
ised that a single market would be a liberal bo­
nanza for business. Co-ordinated by Paolo 
Cecchini, a senior EC official, the study examined 
the costs of Europe's fragmented markets. Among 
its tantalising (if somewhat dubious) estimates, the 
repon calculated that sweeping away red tape at EC 
border posts would create one-off savings for com­
panies of some 8 billion ecus in administrative 
costs and customs delays; generate up to 15 billion 
ecus-worth of new business as a result; and save 
businesses billions of ecus more by getting EC states 
to accept one another's product standards. 

Lured by the prospect of such rewards, Euro­
pean companies have been getting ready for the 
market. Some have refbcused their businesses, sell­
ing off their stakes in marginal activities. Others 
have expanded at home and abroad. In some of the 
biggest cross-border deals, Siemens of Germany 
and Britain's GEC jointly acquired Plessey; 
Camaud of France and Britain's Metal Box merged 
to form CMB Packaging; and FIAT and France's 
Alcatel-AJsthom (formerly CGE) announced plans 
to swap shares and some businesses. 

Bt^nessmen 
lohhied hard 
for a single 
market, writes 
Martin Giles. 
Now some qf 
them wish they 
hadn't 

Exchange rates 
per dollar 

1990 1991 
n9ng% mtd-May 

Ecu 0.79 0.82 

O-cnarfc 1.62 1.70 

FFr 5.45 5.76 

© 1991 The Economist Newspaper Ltd., London. 
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6 SURVEY BUSINESS IN EUROPE 

1992 is not 
living up to some 

bwsinessmen's 
expectations 

This wheeling and dealing was the easy part of 
1992. Now they have signed on the dotted line, busi -
nessmen face the task of closing plants, axing jobs 
and cutting costs. That is hard to do at die b«st of 
times; slower economic growth and falling sales 
will make it harder now. So will stiff competition. 
"Europe is still a pretty cosy place in many indus­
tries", says Richard Giordano, die boss of Britain's 
Boc, an industrial gases company. Not for much 
longer. If Project 1992 overturns barriers according 
to plan, European businessmen are in fora shock. 

David Emst of McKinsey, a management con­
sultancy, reckons that America's airline industry 
experienced a foretaste of what is to come in Eu­
rope. After the American market was flung open to 
competition in the 1970s, over 200 new carriers 
piled into it. Of these, less than a third are still fly­
ing. Airlines that were already operating before de­
regulation suffered too, as ticket prices plunged and 
die cost of advertising skyrocketed. Less than half of 
them survived the following decade; the rest either 
went bust or were taken over by other carriers. 

Deep divisions 
Project 1992 wall make this shakeout look like a 
pyjama party. After decades of cossetting, many Eu­
ropean companies have grown fat and lazy. That 
will make them vulnerable to new firms whose 
costs and prices are a fraction of their own. More­
over, whereas American deregulation was largely a 
domestic affair, the European version promises to 
bean intemational free-for-all. Powerful American 
and Japanese firms like Philip Morris, IBM, Fujitsu 
and NEC are already limbering up to do battle. 

With chilly new draughts of competition waft-

Market failure 

JACQUES DELORS, the president of the Euro­
pean Commission, once said that it was hard to 
fall in love with a single market. He had a point. 

After all, detailed directives for pressure vessels, gas 
cookers and toys are dull. Yet after the publication 
of the commission's 1985 white paper, thousands of 
businessmen set their heans on such things. Some 
of them are already disappointed. Although the 

ing through boardrooms across the EC, some Euro­
pean companies wonder wistfully about the cosier 
other half of Project 1992. They are as keen as ever 
about the nuts and bolts of the single market-
harmonised standards, open procurement markets 
and suchlike. But a growing number want the Com­
munity to reconsider its liberal position on key is­
sues closely linked with 1992 like competition, in­
dustrial policy and trade. Their lobbying shows 
that European business has yet to cure itself of a 
craving for subsidies and support; if these cannot 
come from a national govemment, firms want 
them from Brussels. 

Govemments are divided over how to respond. 
Broadlyspeaking, thoseof France and Itaiv incline 
a sympjathetic ear to companies' cries for help, 
whereas the German and British govemments are 
usually deaf to special pleading. The L.. r: p;:.an 
Commission is split, too. A group of free-market­
eers, including Sir Leon Brittan, the EC'S British 
competition commissioner, and Martin Bange-
mann, a German in charge of industrial matters, 
think that the market should determine the fates of 
firms. Ranged against the hard men is a shifting al­
liance of French, Italian and other commissioners 
and Eurocrats who favour intervention. 

The battle between the two camps swings back 
and forth, but over the past few months the free-
marketeers have been on the defensive. Some com­
panies have ftiistrated the EC'S attempts to cut state 
aid to industiy. In April, for example, Groupe Bull, 
an ailing French state-owned computer-maker, 
won the promise of a FFr4 billion hand-out after 
losing nearly,FFr7 billion last year. 

Pressure is also mounting for an interventionist 
industrial policy to support Europe's biggest elec­
tronics companies. Some firms argue that Europe 
needs to copy Japan and America, bodi of which 
have nurtured their high-technology industries 
with huge public orders. And they say that it is up to 
the commission to think up land help pay for) am­
bitious European projects. 

Europe's commitment to free trade is also being 
tested by car-makers and semiconductor manufac­
turers. The car companies have lobbied for contin­
ued restrictions on Japanese imports for at least an­
other six years. That is the breathing space they 
claim they need to get themselves ready for battle. 
Some chip-makers want higher tariflfe. 

All of these industries claim they are special 
cases deserving exemption from the rigours of the 
single market. This survey weighs up their claims. 
But first it looks at the commission's progress on the 
nuts and bolts of 1992—or at the lack of it. 

January 1st 1993 deadline is flexible, they think that 
the EC has not moved fast enough to open up pub­
lic-purchasing markets or fix product standards. 

There are still some areas where business gives 
the architects of 1992 the thumbs-up. They include: 
• Customs controls. At the end of next year, the 
"Single Administrative Document", a straightfor­
ward questionnaire that has already replaced 
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reams of frontier-bumf, will be scrapped. From 
then on, companies will be able to ship goods any­
where in the EC with minimal delay. That is bad 
news for Europe's small army of customs officers, 
but good news for firms like Marks 61 Spencer and 
BMW that run pan-European distribution systems. 
• Freight transport. Restrictions cn cabotage—the 
right of foreign hauliers to pick up and deliver 
goods within another member state's borders-
should be abolished by the end of 1992. That could 
reduce the cost of haulage within the EC by 10-15%. 
• Exchange controls. Most countries have lifted re­
strictions on foreign-exchange transactions on or 
ahead of the schedule laid down by the Commu­
nity. Only Portugal, Ireland and Greece still have 
exchange controls in place. 

In other matters, though, businessmen fisel 
cheated. Take value-added tax. Firms grumble 
about the commission's decision to put off devising 
a VAT system that treats the Community as a single 
market until at least 1996. Instead, countries wall 
continue to collect VAT on the full price of an item 
bought inside their borders. To make matters 
worse, widely varying tax rates in Europe are still 
causing headaches for firms (see table on next page). 
FIAT says that its Alfa Romeo subsidiary has to pro­
duce two different versions of one model simply to 
avoid getting caught in luxuiy VAT bands. 

Companies also fieel that progress in Opening 
up public procurement has been slow. Worth per­
haps 15% of the EC's combined GDP—4.7 trillion 
ecus in 1990—procurement markets arc often 
closed to companies from other member states, 
thanks to a combination of chauvinism, political 
pressure and cosy relationships between contrac­
tors and bureaucrats. Only 2% of big public-sector 
contracts flow across EC frontiers. 

In the 1970s several directives were adopted by 
the EC in an attempt to prise open procurement 
markets in the fields of public works (construction) 
and public supplies (investment goods and equip­
ment). But these had several handicaps. First, there 
was no effective means of ensuring that purchasers 
played by the rules. Second, key industries like tele­
communications, energy, water and transport were 
excluded from the regime. Lastly, public authorities 
used all sorts of wheezes to ensure they could still 
favour local firms. These included splitting con­
tracts to keep them small enough to escape the 
directives, and specifying national rather than Eu­
ropean product standards in tenders. 

To put a stop to these shenanigans, the commis­
sion has revamped the old directives and produced 
some new ones. The revised versions already in 
force cover supplies and works for public authori­
ties. They insist that information about tenders be 
v«ndely publicised and that standards stipulated be, 
where possible, European ones. A supplies and 
works directive covering the previously excluded 
industries will come into eflfiect at the start of 1993 (a 
bit later for Spain, Portugal and Greece). The snag 
with all of these is that they still leave plenty of 
scope for favouritism. Buyers are required to accept 
the 'most economically advantageous bid". That 
means decisions could be made on die basis of 
price, delivery dates, after-sales service or any other 
variable that favours national bidders. 

In order to ensure fair play, the commission has 
T H E E C O N O M I S T ; U N E 8 T H I 9 9 I 

drawn up rwo compliance directives: one which is 
due to come into effect in December, covering pur­
chasing by public authorities, and another covering 
utilities, which is still in the legislative pipeline. 
These will establish uniform complaint procedures 
for companies that suspsect discrimination. Though 
the commission will not be able to freeze disputed 
contracts, it will be able to notify member states of 
clear cases of rule-breaking. If govemments ignore 
its wamings, the commission could then take theni 
to the European Court of Justice. 

This is no empty threat. Take the case of a big 
Danish bridge-building contract awarded in 1989. 
Convinced it was the victim of discrimination, 
Bouygues, a French construction firm that was one 
of the bidders, complained to the commission. The 
commission then took the case to the European 
Court, demanding that construction work be 
stopped and tenders re-opened. Faced with legal 
action, the Danes admitted they had broken the 
rules and allowed unsuccessful bidders to seek 
damages in Danish courts. 

In spite of this episode, most businessmen 
reckon that procurement will remain almost exclu­
sively a national affair. That is one reason why engi­
neering companies have been spinning pan-Euro­
pean webs of alliances. In tiyo of the biggest deals, 
Sweden's ASEA merged with Brown Boveri, a Swiss 
engineering firm, and GEC and France's Alsthom 
put together their power and railway businesses. By 
passing themselves off as insiders in as many EC 
states as possible, these companies hope to sidestep 
remaining barriers to cross-border procurement. 

Other bidders will have to put their faith in the 
compliance directives. Ĉ pmpariies are sceptical 
about whether these will have much effect. Some 
claim that it is unrealistic tp expect them to launch 
legal action against potential clients. They thinx the 
commission should have the power to suspend 
contracts on its own initiative. Others, like Germa­
ny's Siemens, which relies on procurement for a 
third of its sales, say that until local politicians are 
prevented from awarding contracts, the tempta-

The toy-standards subcommittee 
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Overrated 
Vat rates, March 1991 
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tion to give them to national firms in 
retum for pxilitical favours will be irre­
sistible. And diere are other barriers to 
Ofjen procurement: one of the biggest 
is still a dearth of European standards. 

Lowering its standards 
Sweeping away different natioiial 
product standards and replacing 
them with a set of Euro-norms would 
be a Herculean task: Germany alone 
has some 20,000 standards, France 
8,000and Britain 12,000. Instead, the 
Community is using the principle of 
"mutual recognition". According to 
this, a standard developed in one Eu­
ropean country should be accepted in 
another providing it meets certain ba­
sic requirements in matters such as 
health and safi»y. These are laid down 
in EC legislation. So far the Commu­
nity has agreed several directives on 
minimum standards for products like 

toys, pressure vessels and gas cookers. 

For some products, national standards are so 
diverse that European ones are dearly required. 
These are being thrashed out by Europe's two big 
standard-making institutes, CEN and CENELEC, 

which indude representatives ftom national stan­
dards bodies, CEN and CENELEC published 293 
standards in 1990. But many more may be needed. 
John Famdl, who heads the commission's stan­
dards office, reckons that another 1,000 Euro-
norms—an average of about two a day until the end 
of1992-arc required to create a fully-fledged single 
market 

Businessmen are doubtftil. Dr Peter-Michael 
Asam of Siemens complains that the commission is 
wasting time on unimportant standards—like 
those for medical systems, which should be set by 
healdi authorities. He reckons Eurocrats need to lis­
ten more carefully to industry's advice about what 

•-^•t^.-':^''4 
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Tomorrow the bosses will be mardiing 

is needed and what is a waste of effort. Mr Giorgio 
Bodo, the head of economics at FIAT, has another 
gripe. He argues that by taking years to come up 
with standards, the. commission makes it hard for 
European companies to plan ahead. One example: 
car firms that spent large sums devdoping "lean-
bum" engines subsequently discovered that the EC 
was woridng on an environmental standard that 
such engines cannot meet. 

The commission has listened to its critics. In a 
document published last Oaober, it outlined pro­
posals to speed up standard-setting. These indude: 
• the creation of European standsuds in dicir own 
right. At present, Euro-norms have to be translated 
into national ones before they can be used—a pro­
cess that can take more than six months; 
• die creation of a single European conformity 
mark; and 
• shorter public enquiries to mull over draft 
standards. 

Top of die list was a strong recommendation 
that European businesses become more involved 
in standard-setting. Some companies, it seems, are 
rductant to provide experts to advise the standards 
bodies. Why? Probably because tfiey fi:ar diat 
harmonised European standards will make it eas­
ier for foreign rivals to attack thdr home markets. 
The longer the invaders are ddayed, die better. 

Unsocial Europe 
Another bone of contention between businessmen 
and Eurocrats is the EC's Sodal Charter, which out­
lines basic rights for European workers. The Char­
ter itsdf is non-binding, but the commission is pre­
paring a set.ipf 47 directives which, if enacted, 
would add up to a comprehensive system of pan-
European industrial rdanons, courtesy of Brussels. 
Among the measures—which were added after the 
1985 white paper was published—are ones that 
would restrict night work, give part-time and tem­
porary workers die same rights as normal suff, and 
force EC companies to consult workers about deci­
sions like plant dosures and die sale of businesses. 

These proposed directives have met with a 
storm of protest. "Ifthey are enacted, theywill ruin 
Europe's compMinies", says Zygmunt Tyszkiewicz, 
the head of UNICE, the European employers' fed­
eration. Jean-Louis Beffa, die chief executive of 
Saint-Gobain, a French conglomerate, agrees. He 
complains that the texts are "excessively rigid" be­
cause diey have been drafted by lawyers not bosses. 
They are right to complain. One key to competitive 
advantage is a flexible labour force; the commis­
sion's plan could put companies in a straitjacket. 

Fortunatdy for business, progress on these so­
cial measures has been slow. In most other areas of 
the single-market programme, firms moan about 
delays. Yet much of the blame lies widi some na­
tional govemments that are painfully slow at trans­
lating Community dirertives into national law. At 
die end of March 1991, member states were sup­
posed to have implemented 122 EC measures. Italy, 
the worst offender, had managed just 45. This is not 
the only problem that the commission has with un­
ruly govemments. Anodier is die battle to stop 
them propping up their national industrial 
champions. 
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Pulling up the drawbridge 

rtress-lruilding is 
back infashion 

Drive-ins 
EC car market 
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WHEN Eurooe is finally open for business, . 
will it be open to foreign companies as well 

as EC ones? Given the free-market philosophy of 
Project 1992, die answer should be yes. But Europe's 
stubborn refusal to compromise in a row with 
America over farm subsidies has revived the spectre 
of a Fortress Europe. A fudged decision on Japa­
nese car imports and ralU for protection from Eu­
rope's electronics industry are signs that some btisi-
nessmen want moats and drawbridges too. 

So far, the EC'S record on trade has been mixed. 
A report published in April by the GATT dismisses 
claims of a Fortress Europe. Yet some of the GAIT'S 
criridsms of the Community suggest its verdia may 
be a trifle optimistic It accuses die EC of striking 
bilateral trade deals which delay restmcturing in 
European industry. It notes that the commission 
has been unhealdiily fond of anti-dumping ac­
tions, implementing some 256 of them between 
1980 and 1989. And it warns diat die EC's institu­
tions are not strong enough to resist demands frorn 
member states for protection of their pet industries. 

This last criticism is particularly worrying. Now 
that European companies arc dosing plants and 
cutting jobs, the commission is under increasing 
pressure to protect them. French and Italian firms 

are shouting loudest for help. That is hardly surpris­
ing. The GATT report notes that both Italy and 
France still have a wide range of national quotas on 
products. But the single market prograrnme means 
that these rnust be dismarided. So Italian and 
French companies that have grown fat and lazy 
dianks to coddling at home, now want the EC to 
protea them instead. 

The British, German and Dutch govemments 
are sceptical. But the French goverriment, which is 
unhappy with the anti-dirigiste bent of the com­
mission, backs its companies' demands. Edith 
Cresson, France's new prime minister, has already 
criticised the EC for being soft in trade talks. That 
has encouraged bosses who hope she will fight hard 
to stop the EC becoming what Roger Fauroux, 
France's former industiy minister, called "a laiid 
that is open to all the winds". 

The wind that bothers politicians and business­
men most blows from the East. Europe's trade defi-
dt with Japan now nms at about $25 billion a year. 
That makies Japanese firms the targets both of 
barbed comments and many of the Community's 
anti-dumping actions. But these have had the op­
posite effea to the one intended. Instead of dis­
couraging Japanese companies from doing busi­
ness in the Community, the anti-dumping 
measures encouraged many of them to set up fac­
tories in Europe in the hope that theywill be treated 
as locals. One sign of this trend: the stock of Japa­
nese direct investment in the Community rose 
from $6.6 billion at die end of March 1987 to $42 
billion at die end of March 1990. 

Car wan 
Much of this rfioney has been used to set up "trans­
plants" producing Japanese cars in Europe. For Eu­
ropean car-makers, that is a worrying prospect. Al­
though some transplants are not yet up and 

running, Japanese producers already control 10% 
of the European market and their exports to the EC 
have been rising fast (see chart 6 on previous page). 
They would have risen even faster were it not for 
restrictions on Japanese imports, limiting these to 
about 4% of the French market and 2% in Spain and 
Italy. In unfettered European markets like Ireland, 
die Japanese account for about two-fifths of sales. 

Faced with this threat, some of Europe's biggest 
car companies have been fighting a rearguard ac­
tion. Though German firms like BMW and 
Mercedes Benz, which export cars to Japan, were in 
favour of opening up Europe's market quickly to 
Japanese imports, others like FIAT wanted a longer 
"breathing space". Jacques Calvet, the forceful 
chairman of Peugeot, a French car firm, wanted 
Japanese imports blocked altogether. But last No­
vember, his European counterparts isolated him by 
forming a new industry lobby. Its demands for con­
trols limiting Japanese firms' share of the European 
market to 15% until 1999 still looked extreme. Yet in 
April the commission proposed a scheme that met 
most of them. Starting from 1993, those EC coun­
tries that still have quotas on Japanese car imports 
will lift diem gradually until the end of1998. Mean­
while, Japanese producers will voluntarily restrain 
sales so that by the end of the century they control 
no more than about 17% of the European market. 
After that, all barriers are supposed to come down. 

This is the worst kind of Euro-fudge. First, it sets 
die stage for anodier battle between die commis­
sion and the car lobby at die end of die century, 
when the protectionists may again try to wriggle out 
of the agreement. Second, if it includes the output 
of Japanese transplants in its calculations, the com­
mission will discourage Japanese firms from in­
vesting in Europe. And it could get into a row with 
.'merica over the thomy problem of Low to i.eat 
Japanese cars made in American transplants and 
then shipped to Europe. Third, by buying the agree­
ment of European car-makers with a promise of 
more cash for RSD, the commission has set a dan­
gerous precedent diat odier industries will remem­
ber when they ask for help. 

Japanese car-makers do not like the EC'S plan. 
However, perversely, they may benefit from it. To 
see why, look at America's experience with volun­
tary restraint agreements (VRAS). After more than a 
decade of similar protection, America's big three 
car companies—Ford, General Motors and Chrys­
ler—are still bleeding red ink. Instead of using die 
time to achieve Japanese-style eflSciency, diey have 
stayed that much more complacent. At the same 
time, Japanese car-makers have been minting 
money. For the daftest thing of all about such 
schemes is that by restricting die sale of a product 
consumers want, they push up prices and profits. 
This money then floods back to Tokyo, making the 
Japanese even more formidable competitors. 

Another reason for not coddling Europe's car­
makers is that they have already had plenty of time 
to restructure. The competitive threat posed by the 
Japanese has been around for years, yet many Euro­
pean companies are as weak as ever. Some are still 
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Staying small, and at h EC car market, 1990 

too small. Of die region's car-makers, only Volks­
wagen has more than 15% of die European market. 
And while American firms like Ford and CM went 
multinational decades ago, many European ones 
like FIAT and Renault remain dangerously wedded 
to thdr home madcets (see chart 7). 

Worse, European firms still lag far behind Japa­
nese ones in productivity. According to "The Ma­
chine that Changed the Worid", a study of die 
world car industiy by the Massachusetts Institute of 
Technology, Japanese plants can, on average, as­
semble cars in less than half the man-hours of a Eu­
ropean plant.* The Japanese also build cars with 
fewer defects than the Europeans and can put new 
models into prcxluaion faster. Other recent studies 
have shown that European car manufacturers still 
have too many suppliers, and that many of these 
have yet to masterdie technique ofjust-in-rime pro­
duction that is one of the keys to Japan's competi­
tive advantage. By shielding European companies 
with quotas, the commission will help them to pa­
per over diese weaknesses rather dian correct them. 

Chips and blocks 
Though European car-makers are still many coun­
tries' largest employers and a source of national 
pride, the strength of national electronics indus­
tries has become the new test of industrial virility. 
Nowhere is diis high-tech jingoism easier to see 
than in the semiconductor business. Dominated by 
three companies—Philips, die Italian-French scs-
Thomson and Germany's Siemens—die European 
industry is struggling. True, its share of world sales 
rose from 9.5% in 1989 to 10J% last year dianks to 
football's Worid Cup, which boosted demand in 
Europe for television sets and video recorders. But 
diis was a mere blip. Big Japanese firms like NEC 
and Toshiba, and American ones like Motorola 
and Intel, have been pinching business firom EC 
firms left, right and cennre. Philips, die hardest hit, 
has already cut back its commitment to European 
semiconductor research. 

To stop the rot, some European businessmen 
want the commission to raise semiconductor tar-

• The Machine that Changed the World. James P. 
Womack. Daniel T.Jones and Daniel Rocs. Rawson Asso­
ciates. 323 pages. S22.50. 

iflfe. At present the Community has a common 
14.9% tariff on all chip imports. Alain Gomez, die 
head of Thomson, thinks diis is not high enough. 
He wants tariffs for semiconductors and consumer 
electronics alike lifted to between 30% and 50% for 
a limited period of five years, to give the European 
industry time to recover. " I f we lower our guard 
now", he says, "the result wall be zero industiy". 

However, if die EC raised tariffs on semi­
conductors it would simply hurt itself. Remember 
that the biggest customers of Europe's chip-makers 
are European computer companies like ICL, 
Olivetti and BulL If tariffe force up the price of Eu­
ropean chips, these companies will have to raise the 
price of their computers. That in tum will lead to 
fijwer sales and, consequently, even less demand 
for locally-produced chips. Computer firms are 
worried by the prospect. "We want a worid class 
European chip industiy so we can pit it against our 
American and Japanese suppliers", says one ICL ex­
ecutive, "but we are not ready to pay 50 cents more 
per chip to get one". 

If they cannot have h igher tariflfe, Europe's chip-
makers would like the commission to insist diat 
other countries, notably Japan, open up dieir mar­
kets to European chips. At present, EC firms control 
just over a third of the European market, while Jap­
anese chip companies dominate nearly 90% of 
theirs. Calls for redprtjcity have been echoed in 
Brussels. Michel Carpentier, of the commission's 
information-technology directorate, says that there 
should be "mutual access to opportunity" for EC 
firms in foreign markets. In plain English, diis 
means that European firms should be given access 
to foreign markets, and should get the same treat­
ment as national firms. 

Reciprocity sounds reasonable. But in practice, 
it is often a protectionist ploy. Some commission 
officials point out that in public procurement, 
therc is a Buy American Act and what they call an 
unwritten Buy Japanese Act too. So, they say, the 
question of whether therc should be a Buy Euro-
p^n Act for projects like the European Nervous 
System is a legitimate topic for discussion. 

Such talk is worrying given the present fhigile 
state of the intemational trading system. Europe, 
whose share of world exports is greater than Ameri­
ca's and Japan's, has most to lose in any tussle over 
trade. So the Community should think hard before 
it gives in to the demands of a small but noisy group 
of biisinessmen that has yet to leam that protec­
tionism does not pay. 
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The Emerging Ecu 
Tracing the History of Europe's 

Future Currency 
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W O O D 

OOK UP THE WORD "ECU" IN MOST BIG Dic­
tionaries and you will find two entries, both derived 
from the French. The first is "a shield carried by 
knights in the Middle Ages;" the second, "any of 

several gold and silver coins of France from the 14th century 
onward." This monetary connotation stayed around for a long 
time. There are references to ecus in Moliere's plays and the 
term was fairly common as late as 1800. 

(C) 1990 The Commission of the European Communities 
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Fast forv,ard to 1978. The post-war 
Bretton Woods system, which linked cur­
rencies to a dollar that, in turn, was 
redeemable in gold, had been dead for 
several years. With high inflation, slug­
gish growth, and a weak U.S. president, 
the dollar was in a free fall on currency 
markets. Determined to restore mone­
tary stability in Europe, West German 
Chancellor Helmut Schmidt and French 
President Valery Glscard d'Estaing de­
vised a fixed exchange rate system for 
the European Community. 

They needed a unit of account, a de­
nominator for the weighted average of 
the currencies that would be linked and 
float tngether within a narrow band in the 
European Monetary System (EMS). What 
better name than "ecu," which had au­
thentic monetary antecedents and could 
also bean abbreviation for European Cur­
rency Unit (ECU). Thus, in 1979, the 
modem ECU was bom. Currently worth 
about $1.39, the ECU is a basket of all the 
E.C. currencies linked in the EMS. 

Nearly 12 years after its birth, how­
ever, the ECU has not yet become a house­
hold word or a bank note you can hold in 
your hand. Think of a Eiu-opean currency 
and you think of the German mark, which 
is the anchor for the EMS and comprises 
30 percent of the ECU'S value. Bundes­
bank President Karl Otto Pohl observed 
in late October that "the ECU has never 
been able to assiune the role for which it 
was originally designed." In a London 
speech, he conceded that "the ECU has 
had an impressive career, but only in the 
private fmancial markets" (ECU bonds and 
commemorative coins), and "ahnost ex­
clusively in the Euromarket and in coun­
tries with relatively high rates of inflation 

Its contribution to the proper func­
tioning of the EMS has remained negligible 
. . . [and] although there have been some 
attempts to encourage its use, the ECU is 
of very little significance today as a re­
serve and intervention instrument of cen­
tral banks." No sooner had Pohl uttered 
these remarks than the October Euro­
pean Council in Rome issued the clearest 
sign yet that the age of the ECU may be 
upon us—and soon—by agreeing to a 
starting date for Stage Two of EMU, the 
establishment of a European central bank 
on January 1, 1994 (see article, page 13). 

During this critical second stage, the 
following preconditions for monetary 
union must be met: 
• internal free trade (the 1992 single 
market program) with full freedom of 
movement of goods, services, labor, 
money, and capital; 

• a convergence of economic perfor­
mance and policies, and the stabilization 
of exchange rates—meaning inflationary 
disparities among members must greatly 
diminish; 
• the acceptance of binding rules for the 

A single currency could save 

$25 billion annually in ex­

change rate transactions and 

boost economic growth by up 

to 5 percent. 

transfer of monetary policy to the new 
central bank, which would then issue a 
single E.C. currency, the ECU. 

The 1989 Delors O^mmittee Report 
on economic and monetary union set out 
the three-stage blueprint that is to lead to 
a single, common E.C. currency. Critics 
initially chuckled at the idealistic thrust of 
the report, claiming that member govern­
ments would never abandon their mone­
tary policies and national currencies to an 
E.C. entity. Now, even Committee mem­
ber Niels Thygesen of the University of 
Copenhagen concedes that "the idea of 
monetary union has caught on faster than 
we expected." He predicts that the ECU 
will probably replace the national curren­
cies within seven years. A senior E.C. 
official thinks it possible to have a com­
mon currency in 1997 or 1998. 

Pat Choate, the author and corporate 
researcher in Washington, is even more 
optimistic. He flatly predicts a "common 
currency within five years." He adds that 
former British Prime Minister Margaret 
Thatcher's opposition was irrelevant and 
that, to safeguard London's position as a 
financial center, Britain will ultimately 
embrace monetary union just as it belat­
edly brought the pound into full participa­
tion in the EMS last October. Choate ar­
gues that, by promoting stable econoniic 
relations in Europe, the ECU is good for 
the dollar and the United States. 

But skeptics remain. One not easily 
dismissed is Nobel economics laureate 
Milton Friedmari, who asks rhetorically: 
"Do you really think that E.C. govern­
ments will hand over control of their 
economies to the German Bundesbank or 
a new central bank it would essentially 
control? It just isn't going to happen. 
When it gets right down to it, despite all 
the lofty commitments, [the member 
states] just won't give up the power. 
Those who support [monetary union] do 

so because they assume they'll control 
it." 

On the Continent, meanwhile, public 
sentiment appears to be swinging in the 
ECU'S direction. The Paris-based Associa­
tion for the Monetary Union of Europe 
recently polled 6,000 adults in all 12 E.C. 
countries and found that, of those who 
had an opinion, 61 percent favored the 
replacement of their national currencies 
by the ECU within six years. Seventy-six 
percent approved the creation of a Euro­
pean central bank. In the major countries, 
pro-ECU sentiment was strongest in 
France (73 percent) and weakest in Brit­
ain (37 percent). Germany' was divided, 
51 percent in favor, 49 percent opposed. 

So, assuming all goes according to plan, 
what will the ECU look like? There are 
many ideas. Bertrand De Maigret of the 
Association of Monetary Union says 
school children will compete to design the 
currency, which is likely to differ from 
country to country, with only one side 
identical everywhere. "The Dutch," says 
De Maigret, "can have lots of color on 
their notes, and the British can still have 
the Queen." Thygesen of the Delors 
Committee suggests that eminent Euro­
peans of the past, like Dutch philosopher 
Erasmus, adom the ECU, while Choate 
and others point to Jean Monnet as the 
most logical and least controversial candi­
date. 

There is, of course, a persuasive eco­
nomic argument in favor of the ECU. The 
recent E.C. report One Market, One 
Money argues that a single currency will 
save up to $25 billion annually in ex­
change transactions, and that economic 
growth will be boosted by 5 percent as 
investors are no longer put off by the risk 
of exchange-rate fluctuations. A single 
currency would also make it easier for the 
E.C. to weather outside economic shocks, 
like the latest oil price rise, with smaller 
fluctuations in inflation and output. 

Finally, in seeking an explanation for 
this apparent sudden msh toward mone­
tary union, experts identify the collapse 
of the Berlin Wall and the unification of 
Germany as a key impetus. It was, says 
one expert, "as if France and the others 
saw monetary union as a way to tame a 
big Germany and assure that it does not 
completely dominate Europe. We Ger­
mans—sensitive to our past—see our 
future as part of Europe and that our only 
way forward is with the Community." € 

Barry D. Wood is economics editor i t tlic Voice of 
America. His opinions arc his own and nor those of 
his organization. 
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Europeans Are Lining Up for 
Applications to Join the EC 

• Nearly every country on the Continent wants to either be 
a member or establish economic ties with the Community. 

By JOEL HA VEM ANN 
TIMES STAFF WRITER 

BRUSSELS—Sweden wants in: It 
hopes membership in the European 
Community will help cure its double-

digit inflation. Austria wants in: As a 
member of the EC, it believes it could sell 
more of its products to the 12 EC nations. 
Even tiny Cyprus wants in: Membership in 
the EC, according to its predominantly 
Greek-Cypriot government, would give it 
an added measure of security from Turkey. 

In fact, for a host of reasons, practically 
every non-EC European country from 
wealthy Scandinavia to fast-changing 
Eastem Europe is seeking to join or at least 
to establish some sort of special relation­
ship with the community. 

"More and more countries are thinking 
in terms that they shoiddn't miss the 
train," says FYans Andriessen, vice presi­
dent of the European Commission, the EC's 
executive branch. 

The end result, although it might be 
decades away, cotdd be a Continent tied 
together both economically and political­
ly—not only an econonuc colossus but also 
a major diplomatic force in the post-Cold 
War world. 

"The community, now 340 million 
strong, sees itself as the cornerstone of the 
new architecture of Europe," declares 
Jacques Delors, president of the European 
Commissioa "It is therefore forging closer 
links with the rest of Europe, tailoring its 
approach to each individual situation." 

Yet Delors worries that the EC's cum­
bersome decision-making procedures 
might become unmanageable with many 
more than the 12 current memliers. When 
Sweden applied to join on July 1, he asked: 
"Must we throw into the wastebasket of 
history an expenence that works in favor 
of a new intergovemmental organization 
that might turn out to be a disaster?" 

Delors says the EC will not even 
consider membership applications un­

til Jan. 1, 1993, the target date for turning 
its 12 member nations into a single market 
with no national barriers to the movement 
of goods, services and people. 

A further concern is the EC's painstak­
ing search for a formula allowing it to 
speak with a single voice on matters of 
foreign and defense policy. If the EC 
succeeds—and it is by no means certain 
that it will—such neutral countries as 
Switzerland and Sweden could And that 
full EC membership was not for them. 

Delors says Sweden will have to choose 
between neutrality and the European 
Community, "unless we give up the idea of 
the EC having a common defense policy. I 
am not ready to give that up." 

The EC has only itself to blame for its 
magnetic popularity. Its astonishing eco­
nomic success since it launched its single-
market project in 1986 has made it the 
envy of Europe. 

Economic growth in the EC reached 
10.4% during the three years from 1988 
through 1990, subsUntially higher than the 
U.S. rate of 8.1%. (The. 12 EC nations are 
Britain, France, Germany, Italy, Ireland, 
Denmark, the Netherlands, Belgium, Lux­
embourg, Spain, Portugal and Greece.) 

Spain, whose economy has soared since 
it joined the EC in 1986, has become a role 
model for poorer non-EC countries. 

L ikewise, the Scandinavian coimtries 
outside the EC like most of what they 

have seen in Denmark, the only one on the 
inside. Denmark, by linking the value of its 
krone to that of the other EC currencies, 
has squeezed its inflation rate from double 
digits to barely more than 2%. Its chronic 
balance-of-payments deficit with the rest 
of the woWd has turned into a surplus for 
the first time since 1963. 

"We expect that the beginning of the EC 
single market in 1993 will give economic 
growth another boost," says Joergen Bir-
ger Christensen, chief economist of Den 
Danske Bank. 

EC membership does not come cost-free. 
In Denmark, for example, the unemploy­
ment rate had been 2% before it hitched its 
star to the European Community in 1973. 
Now it is 10.3%. 

Christensen argues that Danish unem­
ployment is a product of that coiuitry's 
inefflcient labor markets and does not set a 
pattern that other Scandinavian countries 
must follow. "There is no horror story 
waiting for Sweden," he says. 

Maybe not for Sweden's overall econo­
my. But in Sweden, as in most of the other 
countries seeking a home in the Ehiropean 
Conununity, an assortment of special in­
terests is lining up on the other side. 

Swedish feminists are one. Their argu­
ment goes like this: EC membership would 
force Sweden to adopt EC-style economic 
policies. That in turn would emascidate 
Sweden's welfare-state benefits, which 
include publicly financed child care and 15 
months of paid leave for new mothers. 
Without those benefits, many women 
would have to i ve the work force. 
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"Women do not want to be sent back to 
their kitchens." says Swedish trade union 
leader Kristina Persson. 

Then there are Swedish devotees of 
chewing tobacco—an estimated 800.000 of 
them in a nation of more than 8 million. To 
their alarm, the European Community is 
CO lering banning chewing tobacco as a 
public health menace. 

"Of course we are worried," says Lars 
Kronquist. production manager for Gothia 
Tobacco in Goteborg. "There are 800,000 
consumers in Sweden who want tills 
product" 

They will have their say. Swedish Prime 
Minister Ingvar Carlsson has promised a 
nationwide referendum on EC member­
ship. 

In the other direction, there is strong 
public support within the EC for letting 
Sweden and other relatively rich nations 
join. According to the EC polling agency 
Eurobarometer, support among EC resi­
dents for Sweden is 89%, followed closely 
by that for Norway (88%), Austria (86%). 
Switzerland (85%) and Finland (85%). 

UOAYA GRnZ / L u Aii(det Tlmo 

Only Sweden and Austria have applied 
for membership so far, and they have 
grounds for hoping that they can join as 
early as 1995. "We would welcome them 
because these are Eunipean countries with 
similar history and culture," says Belgian 
Economics Minister Willy Claes. 

Norway and Finland are edging closer to 
submitting their formal applications. Only 
Switzerland, with its history of neutrality, 
still plans to go it alone—for now. 

These five countries plus Iceland (and, 
as of September, tiny Liechtenstein) con­
stitute the Ehiropean Free Trade Assn.. 
which is nearing the Hnal stages of negoti­
ating a "Ehiropean Economic Area" with 
the EC. The goal is to allow the unimpeded 
movement of goods, services, money and 
people across the entire 19-nation area. 

Negotiators have yet to resolve some 
thomy issues. Iceland and Norway are 
seeking full opportunity to sell their flsh to 
the EC. for example, and EC nations Spain 
and Portugal are demanding greater fish­
ing rights near Iceland and Norway. 

Switzerland wants to impose its strict 
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weight limit on trucks from the EC 
Austria wants EC vehicles to meet s 
antipollution tests. None of the issu5 
however, seems likely to block the estab­
lishment of a European Elconomic Area as 
early as the beginning of 1992. 

From another direction, three of the new 
democracies of Eastem Europe—Poland, 
Czechoslovakia and Himgary—are indi­
vidually seeking a sort of associate mem­
bership in the EC. They woidd be excluded 
from the EC decision-making process but 
included, to an as yet undetermined extent, 
in some sort of a lowering of barriers to the 
exchange of goods and services. 

To a surprising degree, EC public opinion 
favors eventual membership for th 
three countries—73% for Czechosiovakia 
and Hungary and 72% for Poland. 

But French President Francois Mitter­
rand is not so sure. So different are the 
Eastem European countries, he says, that 
they would impede his dream of common 
EC foreign and defense policies. "For 
decades and decades," he said in a recent 
radio interview. Eastern Europe should be 
content with economic arrangements with 
the EC that exclude them from a role in EC 
decision-making. 

Even Turkey, which has applied for full 
EC membership, is supported by 55% of, 
the EC public (although in Greece, sen " 
ment runs 99% opposed). EC rules stipi 
late that decisions to admit new members 
must be unanimous, and Greece has no 
intention of letting its enemy into the clubi 

A lso on the list of formal applicants are 
the Mediterranean island nations of 

Cyprus and Malta. Neither can look for­
ward to membership soon. 

The Cyprus govemment is looking over 
its shoulder at Turkey as it seeks entry into 
the EC. "We believe the best security is to 
be part of a bigger intemational entity," 
says Nicos Agathocleous. Cyprus' ambas­
sador to the EC. "That means a loss df 
sovereignty for us, but we gain from being 
part of a big, secure entity." 

Malta's ruling National Democratic Par­
ty has its own reason: to gain duty-fre^ 
access to Westem Ehiropean markets for 
goods that it imports from third countr 
particularly in Afirica. The opposition Lar 
bor Party, however, wants to orient th^ 
island- not toward Westem Europe but 
toward nearby Libya. 

Nor does the list of countries knocking; 
on the EC's door end there. Tiny Andorra, 
surrounded by EC members France and 
Spain, completed a customs union with the 
EC on July 1 by adopting a regime of 
import tariffs that square with the EC'q 
That allows for the free flow of 
between Andorra and the EC. 

t E C ' ^ ^ 
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A M E R I C A A N D 
T H E E U R O P E A N C O M M U N I T Y 

PRRTNERS 
OR RlURLS? 

B Y ROBERT A. POLLARD 

mid the "Europhoria" surrounding EC 
1992, many Americans have lost sight 

of a momentous and potentially dis­
turbing development: the Euro­
pean Community has become not 
only our best economic partner, 

but also one of our chief economic rivals. After World 
War II, the United States enthusiastically supported the 
rise of a strong and prosperous Europe: an integrated 
Europe underpinned the Adantic Alliance, and the Eu­
ropean Community was (and is) our best customer. Yet 
in recent years, the EC has been second only to Japan as 
a source of trade friaion with die United States, notably 
over agriculoire in the Uruguay Round of negotiations 
under the G.-VTT. Even if the Round concludes favorably, 
America and die Community are likely to see more, not 
less, conflia over trade issues in the 1990s. 

The United States generally did not press Europe on 
trade issues because of the overriding importance of 
our security relationship. For instance, the highly 
protectionist Common Agricuioiral Policy (CAP) has 
cost the United States billions of dollars in lost farm 
e.xports. With each enlargement of the EC, the figure 
grew, yet until 1986 (when Spain and Portugal joined), 
the United States did very little about it. This perhaps 
made sense when Europe was still recos ering from the 
Second World War and faced a formidable security 
threat from the East. 

Yet now that Westem Europe has become an economic 
giant—and as Cold War strucaires are crumbling—some 
skeptici-sm about the benefits of a united Europe is in 
order. Thanks in pan to congres.sional pres.sure. the U.S. 

govemment has become increasingly aggressive in de­
fending U.S. trade interests. Still, American policy is 
constrained by a reluctance to let trade disputes spoil our 
special relationship with Eurojje. as well as by a fear that 
aggressive trade action against the EC could jeopardize 
a successful outcome to the Uruguay Round. This is 
counter-productive, because the EC interprets an ac­
commodating response as weakness and rarely offers 
trade concessions in response to moral suasion alone. 
Europeans complain loudly about the "unilateralism" of 
U.S. trade policy, but they are accomplished praaitioners 
of the art themselves—and no saints when it comes to 
living up to their own GATT obligations. 

Problems that won't go away 
Conflia over trade is not inevitable, and both the 

United States and the EC have much to lose from a trade 
war. After all, both sides are committed in principle to 
freer trade and die GATT system, and the trade in 
question in most disputes is small compared with the 
overall volume of transadantic commerce. Yet continued 
friaion over trade with the EC is likely for several reasons: 

• The dollar amounts, especially on agricultural trade, 
are significant. 

• The EC tends to erea barriers to imports in precisely 
those areas—agriculture, entertainment (film), and high­
tech (aerospace, semiconduaors, telecommunications)— 
where the United States enjoys its greatest comparative 
advantage. 

• The EC, even more than the United States, 
increasingly uses non-tariff and technical barriers to trade 
in order to protect beleaguered or "infant" industries. 

Reproduced by the Library of Congress, Congressional Research Service with the permission of ii NK \W 
the copyright claimant. 
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• The GATT system has failed to pmwde a satisfactor>' 
mechanism for dispute .settlement betu een the transat­
lantic economic superpowers. 

• .Members of Congress ha\e become acutely 
sensitive to protectionism by the EC (and Japan) at a 
time when the trade deficit is threatening jobs and 
grouih in their home districts. 

Blessings of uniformity 
What, then, are the sources of tension? Happily, the 

much ballyhooed European Single Market program— 
"EC 1992"—poses fewer problems than first thought. 
By removing barriers to the free movement of goods, 
serv ices, capital, and labor, EC 1992 makes it easier for 
U.S. businessmen to enter European markets. For 
example, the EC's new system forthe muaial recognition 
of industrial and agricultural standards, covering tech­
nical norms on everything from lawn mower noise 
limits to machine safety, will make it possible for a 
manufacturer in Indiana to sell his goods in Europe 
without having to meet the specifications of 12 different 
countries. Likewise, uniform laws on banking and 
financial services will permit a U.S. (or other non-EC) 
bank, insurance company, or stock brokerage to open 
up a subsidiary in one EC country, and then set up 
branches in all the others—a system even more liberal 
than that of the United States. 

Though not formally part of the EC 1992 program, 
other related programs, notably Economic and Monetary 
Union and the proposed "Social Charter," may even­
tually establish a single European currency and central 
banking system and a common body of social legislation 
that should simplify the operations of U.S. firms based 
in Europe. At the same time, the EC Commission is 
committed to cutting massive member state subsidies to 
smokestack industries (shipping, coal, steel, autos). 
Otherwise, these "state aids" could negate positive 
benefits from the reduction of trade barriers in the 
emerging "United States of Europe." 

In addition to the trade liberalizing effects of EC 
1992. the United States supports European integration 
because, as the president has said, "A strong Europe 
means a strong America." Europe is our best ally, most 
EC members are NATO members, and the better off 
they are, the more likely it is that Europe can help 
shoulder our common defense burden. Europe is also 
our best cu.stomer. In 1990, we had a small trade 
surplus: $6.1 billion, out of two-way trade worth $190 
billion. Including sales by U.S. multinationals in Europe 
(1988: $620 billion) and by European multinationals in 
the United States, plus two-way investment, ours is over 
a SI trillion relation.ship. 

Finally, the administration has embraced the Single 
.Market because it .serves as a model for Eastem Europe. 
The EC offers leadership in funneling aid and encourag­
ing refonns in Ea.stern Europe. Since 1989. the Commu­
nity has coordinated Western aid to the region via the "G-
24" process. 

Stacking the deck 
What, then, is at the bonom of the U.S.-EC trade 

problem? First, certain aspects of the Single MLirket are 
discriminator'. Some fear that tiie EC is .setting industrial 
standards using established European nonns, in.stead of 
intemational ones, disadvantaging U.S. suppliers. EC 
testing and certification ailes, under hich U.S. goods 
qualif\ to meet European standards, could prove time-
consuming and costly for American exporters. The EC 
has also used anti-dumping laws in conjunction with 
"rules of origin" (which determine the nationality of a 
product) to send a signal to non-EC firms that they must 
invest in the Community just to do business there. In one 
case, a U.S. semiconductor maker allegedly built a big 
plant in Ireland for that very reason. In govemment 
procurement, the EC has passed legislation that, in the 
absence of a revision of the GATT procurement code, 
could be far more proteaionist than U.S. "Buy America" 
legislation. 

Our most protracted and bitter disagreements with the 
EC concem agriculture. European intransigence on agri-
culairal reform at the December 1990 Bmssels Ministerial 
almost killed the Umguay Round. The cancerous growth 
of EC price supports arid import barriers has gradually 
squeezed U.S. farmers out of both the lucrative EC market 
and third markets where the EC routinely dumps its 
surplus farm goods. Recendy, Bmssels has proposed 
replacing price supports with income supports—paying 
farmers to take land out of production rather than paying 
them to grow more and more unwanted goods—but 
even if adopted, the reforms may come too little and too 
late to save the Round. 

The expansion of the EC to include new members 
could mean the extension of pernicious agricultural 
subsidies to much of the rest of Europe in the 1990s. 
With the creation of the Common Market in 1957, and 
its sub.sequent expansions in 1973,1981, and 1986 to its 
present membership, U.S. farmers lost billions of dol­
lars of export markets in Europe. This happened even 
though GATT mles cleariy state that the creation or 
enlargement of a customs union shall not disadvantage 
third parties, and that in the event it does, such parties 
are due compensation. 

Not until 1986 (with the accession of Spain and 
Portugal) did the United States seriously seek and win 

. compensation (about $400 million) from the EC on 
enlargement, and then only after going to the brink of 
a trade war. In December 1990, when the original EC 
Enlargement Agreement expired, the U.S. government 
again was forced to threaten the EC with trade action 
(against $420 million of agricultural imports from the 
EC) just to win a one-year extension of the agreement. 
(Negotiations will resume this June.) Aside from the 
substantive elements of the case, what is disturbing 
about the EC Enlargement case is that, until we 
threatened to take action against EC trade, Bms.sels 
refused to engage in .serious negotiations. 

The list of agricultural disputes with the EC gcxis on. 
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In Januan- 1990, the GATT Council 
approved a GATT panel report finding 
that EC subsidies to oilseed caishers 
violated the EC's commitments to per­
mit imports of soybeans and other 
oilseeds to enter its market dut%--free. 
The U.S. industry estimates it is suffer­
ing up to $2.1 billion annual trade 
damage. Yet die EC, after promising to 
aa upon the GATT niling this year, so 
far has refused to do so on the grounds 
that it had conditioned implementation 
upon completion of the Umguay Round. 
Since last fall, the Community has also 
banned all imports of U.S. pork, be­
cause American slaughterhouses are 
allegedly unsanitary. This happened at 
roughly the same time that U.S. regula­
tory agencies were accelerating tesung 
of a European fungicide to permit timeh" 
imports of French Beaujolais. 

Spirited fighting 
U.S. willingness to compromise has 

not won good will, however. Since 
March 31. Bmssels no longer pemiits 
marketing of American blended whis­
key as '\vhiskey- in the EC; it must now 
bear the charming appellation "spirit 
drink." The United States protects nu­
merous European wines and liquors 
(e.g.. Bordeaux, cognac) against com­
petition in the U.S. market, yet the EC to 
date has refused to provide similar 
recognition to American bourbon and 
Tennessee whiskeys. Consultations have 
not been fmidijl. 

Perhaps the worst instances of EC unilateralism are 
new non-tariff barriers in the product approval field, 
which U.S. Trade Representative Caria Hills identified 
as one of the major trade problem areas of the 1990s. 
For years, the EC has banned imports of U.S. beef 
(worth about $90 million) treated with hormones on 
spurious health grounds: U.S. regulatory authorities 
who are generally tougher at screening health risks 
than their European counterparts, have detected no 
threat to human health from such substances. The EC 
also prohibited, pending further examination, market­
ing of a synthetically reproduced, but naoirally occur­
ring, substance called BSTthat increases milk production 
in cows. Brussels acted panly because of alleged public 
fears about BSTs healthfulness. but mostly because of 
".socio-economic" reasons: in particular, that BST may 
favor big. "factory" farmers over small, family farmers. 
(Clearly, the EC al.so fears that productiv iry- gains from 
BST could mean new additions to the ECs'htttterherg, " 
with serious implications for the EC budget.) 

What is worrisome about the EC s socio-economic 

argument is not so much the repercussions for U.S. 
manufacturers of BST, although those would be seri­
ous, but rather the implications for all new products, 
especially bio-engineered ones. Socio-economic crite­
ria could be used to ban almost anything. Washington 
favors the development of intemational norms to settle 
product approval issues. Formnately, we have allies in 
the EC Commission who understand the Pandora's box 
that could be opened if countries resort to non-
scientific e.xcuses for trade discrimination, and some 
compromise should be possible. 

Eurochauvlnism at the movies 
Not so with the EC's culoiral proteaionism. The 

Communiry's new broadcasting direaive specifically 
targets U.S. industry by requiring that at least half of 
entertainment television shows consist of EC produc­
tions. Preservation of "European culaire" is commonly 
cited as the directive's rationale, yet under the ECs 
definition, a spaghetti Westem filmed in Italy and dubbed 
in English counts as a "European work" while a drama on 
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Henry the VTII filmed in Hollywood does not. 
Clearly, the main motiv ation behind the EC's (especially 
French) offensive against American -cuitural imperial­
ism' is to shore up its troubled TV' and film industry, 
which has a dreadful track record winning over native 
audiences with its tired fare—while Hollywood's offer­
ings are enormously popular. 

The administration challenged the legality of broad­
casting direaives under die GATT, but the negotiations 
are deadlocked. (The United States claims die direaive 
violates the GATT by restricting trade in film—a good— 
but die EC insists broadcasting is a service not covered by 
die GATT; diere die matter rests.) Meanwhile, despite 
repeated assurances that the directive would have no 
praaical effect on U.S. industry, diree major EC countries— 
France, Italy, and the United Kingdom—have in place or 
are about to enaa quotas against non-EC (read: U.S.) 
films that are even stricter than the EC mandates. The 
Community has also sought a "culoiral carve-out" (ex­
emption) to the proposed services agreement of the 
Umguay Round diat would pemiit die EC to discriminate 
against Imports of virtually all "culuiral" goods. Fearful of 
losses in its most lucrative overseas market, the Motion 
Picture Export Association of America has asked USTR to 
take aaion against die EC under die "Special 301" 
provision of die 1988 Trade Act. 

The EC's culoiral exceptionaiism is profoundly dis-
tuibing because, first, die stakes are so big: U.S. audiovi­
sual exports totaled $5 billion in 1989, of which television 
programming .sales to the EC accounted for $880 million. 
The EC direaive limits die degree to which U.S. film 
producers can share in the growing European audiovi­
sual market. Consider, too, die example diat die directive 
sets for developing countries when die EC, representing 
some of the richest countries on earth, invents new 
categories of protectionism. The EC's "culuiral" argument, 
like the socio-economic criterion for produa approval, 
opens die door wide open to more and more protectionism 
on arbitrary grounds. 

High-protection 
Yet anodier area of contention is the massive subsidies 

that the EC member states give to high-tech industries, 
notably Airbus Indu.strie. Since the consortium's birth 
two decades ago, the Airbus govemments (France, 
Germany, Britain, and Spain) have offered the 
consortium's member companies $13.5 billion in grants 
and soft loans to develop civil aircraft and maintain 
European competitiveness in this cutting edge industry. 
The EC Commission, representing the Airbus govem­
ments in negotiations with the United States, argues 
that development aid is necessary for the stmggling 
European "infant industry" to compete with its giant 
American competitors. But in the international trade 
arena. Airbus behaves more like a gangling, threaten­
ing teenager than a babe in amis. 

According to the U.S. govemment. subsidies to Airbus 
pose a major long-temi nsk to the health of the U.S. civil 

aircraft industry. It is taie that neither McDonr'iell Douglas 
nor Boeing is in imminent clanger of bankmptcy. Yet 
.•\iri7us' share of new orders for aircraft over 100 .seats has 
soared from l6 per cent in 1988 to 35 percent in 1990 
woridwide, largely because govemment supports make 
it possible for Airbus to sell its products below cost. Most 
important in the longer term, die American firms cannot 
count on handouts from the U.S. govemment when it 
comes time to "bet the company" on new models to 
replace today's 747s, DC-10s, and 767s—whereas Airbus 
can, knowing diat in the end the Airbus govemments' 
treasuries will bail it out if necessary. 

Airbus representatives argue that govemment direct 
supports are necessary to counter the sizable "cross 
subsidies" that U.S. civil aircraft manufacturers receive 
from their highly profitable defense divisions. Yet the 
Airbus companies are even more dependent on military 
contracts dian Boeing and surely take advantage of such 
support at least as much as their American counterparts. 
.Moreover, to underwrite the privatization of MBB (the 
parent firm of Deutsche Airbus), the German govemment 
has so far paid exchange rate guarantees worth $262 
million to Daimler Benz—a practice that the U.S. gov­
emment is cunentiy challenging before a GATT subsidies 
code panel. 

None of this catalogue of complaints is meant to 
suggest that we face trade problems with die EC as 
serious as diose with Japan, but for friends of die Atlantic 
community, diat should be small comfort. First and 
foremost on the list of priorities for die EC should be 
quick and comprehensive agriculnirai reform. For its 
part, the United States cleariy needs to get its fiscal house 
in order; most economists associate the massive budget 
deficits of die 1980s with America's chronic red ink on the 
trade ledger. Both die United States and the EC have a 
strong interest in strengthening the GATT system, the 
dispute settiement process in particular is pathetically 
inadequate, driving the U.S. govemment to rely in­
creasingly on, various trade measures like Seaion 301 to 
protea its interests. 

In the meantime, Bmssels could improve relations by 
adopting a more forthcoming attioide toward bilateral 
consultations and negotiations on trade. Even if the U.S. 
administration were to become less demanding of its key 
European partner on trade matters—and diat is unlikely— 
die Congress surely will not. With the Cold War no longer 
looming large in transatlantic relations, and with trade 
issues receiving increasing scmtiny on the Hill, the 
prospect in die 1990s may be for even more of the 
"unilateralism" in U.S. trade policy that European leaders 
profess to deplore. • 

Robert A. Pollard bos covered EC 1992 and European 
trade issues in tbe State Department's Economic and 
Business Bureau for the last two years. The views 
expressed in this essay are solely those^tftbe author 
and do not necessarily represent those of the Depart 
ment of State or any other U.S. govemment agency. 

38 FOREIGN .̂ ERV1CE JOI R\AL • ll NE I'WI 

24 



Europe 
STRONG EXPORT GROWTH RESULTS IN 
U.S. SURPLUS WITH CHANGING EUROPE 
European Transformation Creates Wealth of New Opportunities 

By Kevin R. Boyd 

D ramatic change is under way on 
the European conunent. A wealth 
of new opportunities for U.S. 

exporters has grown out of the continu­
ing transformation within Europe. 
Reflecting these changes. Business 
America for die first time is presenting a 
single review anicle for Europe, rather 
than separate reviews for western Europe 
and eastem Europe. 

The European Community's 1992 pro­
gram continues apace, on target for the 
creation of a Single Intemal Market by 
Dec. 31. 1992. The unification of Ger­
many became a reality in October, less 
than a year after the fall of the Berlin 
Wall, and five new states are being 
assimilated into the Federal Republic. 
Profound political and economic changes 
ontinue to sweep through many of die 
ountries of central and eastem Europe, 

bringing democracy, the end of the War­
saw Pact, and t.he first steps toward the 
creation of market economies. There 
were signs of change within the Soviet 
Union as well. 

Dynamic U.S. export growth to the 
European Community (EC) overcame 
renewed import strength to bring the 
U.S. merchandise trade position with die 
EC into surplus for the second consecu­
tive year. The U.S. trade surplus with 
the EC for the year was S6 billion, a 
remarkable turnaround from the S21 bil­
lion deficit of only four years ago. The 
United States recorded a $3 bUlion defi­
cit with the EFTA countries, and a vir-
mal balance existed with the countries of 
central and eastern Europe (Albania, 
Bulgaria, Czechoslovakia, Hungary, 
Poland. Romania, and Yugoslavia). The 
U.S. trade surplus with the Soviet Union 
was S2 billion. 

U.S. exports to the EC jumped 14 per­
cent in 1990 to a record S98 billion. The 
top markets in Europe for U.S. exports 
remain the United Kingdom, the Federal 
Republic of Germany. France, and the 

Mherlands. Countries registering the 
.rgest dollar increases in imports from 

the United States were France and the 

United Kingdom, both with increases of 
more than $2 billion. U.S. exporters did 
not neglect the smaller European mar­
kets, however, as substantial percentage 
gains were evident in Iceland (30 per­
cent), Denmark (25 percent), Norway 
(24 percent), and Cypms (19 percent). 

U.S. exports of manufactured goods to 
the EC once again reached a record 
level, increasing 13 percent over 1989 to 
$81 billion. Among the top U.S. exports 
to the EC were aircraft and aircraft parts, 
computers, medical and surgical instru­
ments, and records, tapes, and other 
recorded sound media. Manufactured 
goods accounted for over 80 percent of 
U.S. exports to the region and ahnost all 
of the growth. U.S. exports of agri­
cultural goods only increased by 3 per­
cent in 1990 to just S6.7 billion. 

U.S. exports to central and eastern 
Europe were up nearly 18 percent from 
the previous year to SI.7 billion, reflect­
ing increased U.S. company interest in 
these nascent market economies. In one 
country, Romania, U.S. exports more 
than doubled! The composition of U.S. 
export growth to diis region was just the 
opposite of trends with the EC. The 
growth in manufactured imports from the 
United States was small (only S percent), 
while agricultural goods imports from 
the United States were up 67 percent, 
reflecting a severe drought in many cen­
tral and eastem European countries last 
year. 

Growth in U.S. imports from westem 
Europe showed renewed strength last 
year. Imports from the EC increased by 
nearly 8 percent last year, compared with 
less than one-half of 1 percent the pre­
vious year. U.S. impons from central 
and eastem Europe were down by nearly 
6 percent. 

European Economic Outlook 
The 12-nation European Community 

(which accounted for 87 percent of U.S. 
exports to westem Europe last year) had 
experienced several years of strong 

economic expansion, with growing lev­
els of investment and brisk employment 
creation. This expansion slowed last year 
to 2.9 percent real GDP growth, below 
the 3.3 percent level that was the annual 
average for 1988-90. Weaker than ex­
pected growth in some EC member states 
was only partially compensated for by a 
strong German expansion, a result of 
unification and tax reform. Countries 
registering the strongest growth in 1990 
were Ireland (4.5 percent), the Federal 
Republic of Germany (4.3 percent), and 
Portugal (4.2 percent). Greece (1.2 per­
cent) and Denmark (0.9 percent) ex­
hibited the weakest growth. 

The Community expects a further 
deceleration of growth and employment 
in 1991, with an acceleration of con­
sumer price inflation. EC-wide growth is 
expected to decline to 2.2 percent, but 
may regain some momentum in 1992. 
There will be significant divergences 
within the Community, however. Portu­
gal should experience 3.2 percent growth 
this year, while growth of 1 percent or 
less is forecast for Greece, Denmark, 
and the United Kingdom. The pace of 
economic growth in Germany is ex­
pected to slow from the above-trend rate 
of last year. Although now a single 
country, Germany remains in practice 
two very separate economies, a booming 
westem region mated to an eastem sector 
in recession. 

Growth in investment has made a sub­
stantial contribution to overall EC 
growth over the last five years. While 
investment growth in the EC was very 
low, or even negative, in the first half of 
die 1980s, it had reached 5.5 percent by 
1987, and was over 8 percent in 1988. 
This was the highest growth rate in more 
than two decades, and provided many 
opportunities for U.S. exporters of capi­
tal goods and related equipment. Al­
though investment growth has been 
averaging 6.5 percent over the past three 
years within the EC. it is expected to 
slow to 2.9 percent in 1991. 

The steady decrease in the unemploy­
ment rate observed in most of the EC 
countries over the past several years will 
probably halt in 1991. Employment 
growth, which had averaged over 1.5 
percent during the period 1988-90, is 
forecast to drop to just over one-half of 1 
percent in 1991. and to continue at that 
level in 1992. Unemployment, which 
had declined steadily from a 1985 high 
of 10.8 percent to 8.5 percent in 1990, 
will increase slishtlv to 8.7 percent in 
1991. 

The final quarter of 1990 saw a con­
tinued rise in consumer price inflation in 
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all major economies, largely because of 
the jump in oil prices. Inflation in the EC 
in 1990 was 5.1 percent, and had aver­
aged 4.6 percent for die period 1988-90. 
There is wide variation in inflation rates 
between the individual member states, 
with some reporting double-digit infla­
tion. Wage costs have been rising rela­
tively quickly in the larger Community 
countries over the last two years, and 
will undoubtedly be a major contributor 
to the 5.3 percent inflation rate forecast 
for 1991. 

folitical changes, accompanied by the 
oreakdown or dismantlement of central 
planning, and the first steps in die neces­
sary transformation from a planned to a 
market economy, have put heavy strains 
on the economies of central and eastem 
Europe. Output declined in all of these 
economies in 1990. Unemployment, 
almost totally unknown before, has 
begun to climb. The situation and out­
look differs in each, however, depending 
in large degree on die pace of reform. 

Poland has embarked on the most 
ambitious and comprehensive mac­
roeconomic program. The necessary 
institutions and instruments for indirect 
macroeconomic control are being put in 
place. This transition is not without cost. 
Inflation has dropped sharply, but is still 
at a higher than desirable rate of approx­
imately 5 percent per month. Unemploy­
ment is up, production is down, and tire 
exogenous shock of rising energy costs 
has further complicated the adjustment 
process. There are positive signs as well. 
The recent agreement on debt forgive­
ness will free badly needed funds, and 
private enterprise is blossoming. As 
reforms proceed, Poland will become a 
lucrative market for U.S. exporters. 

Reforms have been less rapid in Hun­
gary and Czechoslovakia, although 
Hungarv has surpassed Poland in its pri­
vatization program and foreign invest­
ment laws. Both countries face 30 
percent inflation, rising unemployment, 
and falling output. However, while they 
have not chosen to follow the ""Big 
Bang" example of Poland, both are 
committed to restmcturing their econo­
mies and should provide solid oppor­
tunities for U.S. exporters. Hungary has 
mapped out a three-year reform program, 
and its relatively small economy has ben­
efited from the most dynamic foreign 
direct investment in Eastern Europe. 
Czechoslovakia implemented a com­
prehensive economic reform effort this 
Januarv. decontrolling 85 percent of all 
prices and establishinsz partial currency 
convenibilitv. 

Stasnatini: economies and v^idelv var­

ied reform efforts characterize the south-
era tier. Bulgaria shows perhaps the best 
prospects, as the govemment moves to 
enact measures under the IMF's stmc­
tural adjustment program. The outlook 
for Yugoslavia is clouded by political 
and ethnic rivalries which complicate the 
implementation of a coherent economic 
program. Romania, one of only two 
countries in the region not burdened by 
substantial foreign debt, is haltingly 
implementing economic and political 
reforms. Albania, the other compara­
tively debt-free country in the region, is 
just now opening to the West following a 
long period of self-imposed isolation. 

The Soviet economy wil l probably 
remain in recession this year, with 
double-digit inflation also continuing. 
Only limited economic reforms have 
been adopted thus far, and there are dis­
couraging signs that the Soviet govern­
ment persists in pursuing administrative 
measures rather than market solutions. In 
addition, the continuing struggle over 
union versus republic control will likely 
diminish die effectiveness of any further , 
reform measures that are enacted. ' 

Outlook for U.S. Exports 
U.S. exports to the EC should con­

tinue to grow in 1991, though not at the 
same rapid rate as the past several years. 
A moderate U.S. trade surplus should 
continue with the EC and develop with 
central and eastem Europe. 

European Community imports in­
creased, on a volume basis, by over 
7 percent in 1990, following an increase 
of over 8 percent in 1989. Given the 
lower rate of real economic growth fore­
cast for the coming year, import growth 
is expected to continue to taper off to 
roughly 6.5 percent in 1991. 

The continued growth in U.S. exports 
to Europe last year was reflected in the 
United States regaining some lost market 
share in the European Community. The 
U.S. share of the EC market (including 
inu-a-EC trade) was 8 percent in 1983. 
Market share dropped to a low of 7 per­
cent in 1987 as deficits with the EC 
grew. U.S. market share rebounded to 
7.75 percent in 1989. however, and for 
the first five months of 1990 the U.S. 
share of the lucrative EC import market 
was 7.9 percent. 

I he countries of central and eastern 
Europe (and. to a certain extent, the 
Soviet Union) have made a conspicuous 
effort to re-orient their foreign trade 
away from traditional markets. They are 
seeking export opportunities in the 
developed market economies, and are 

opening themselves, in varying degrees, 
to trade and investment from the West as 
well. The key factor that U.S. companies 
must focus on m assessing these opr 
tunities is the commitment to. and [ 
of, the reform process. 
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EUROPE AND THE STATES: 
Free Trade, But No Free Lunch 

I llinois is betting on Europe. It is 
betting that it can seize the moment 
next year as 12 European countries 

create a continent of opportunity for 
American businesses and the states that 
depend on them. 

Last September, for instance, for the 
Automechanika show in Frankfurt, officials in Illinois put 
together a band of 18 small and medium-sized automobile 
accessory companies and subsidized up to 40 percent of their 
booth costs. The companies came home from Germany with 
sales of 53 million and projected sales of $9 million for the 
coming year. Meanwhile, from its trade mission base in 
Brussels, Illinois was sending its trade staff all over Europe 
to spread die word that it didn't just make things worth 
buying: It was a state worth investing in for the long mn. Be 
it a French heart pacemaker producer, a German automobile 
parts plant—Illinois wants them all. 

"You're either for free trade or you're not," James R. 
Thompson says. For the 14 years of Thompson's governor­
ship, which ends this month. Illinois has been. And under 
new Governor Jim Edgar. Thompson's hand-picked Re­
publican successor, it still will be. 

Illinois differs from most other states only in degree. As the 
much-heralded open h^de mles of the European Commu­
nity go into effect (half of the nearly 300 proposed mles have 
been adopted: more than a dozen have 
already been implementedi, at least 25 
states are operating h^de nii5.sions in an 
EC country. Several, like Illinois, have 
set up information networks to educate 
small and medium-sized companies. 
Califomia and Connecticut have pub­
lished workbooks that e.vplain the export 
process and detail where in-state prod­
ucts will find a market in Europe. 

Every govemor in .-Vniericu kmows that 

A year from now, it 
will be a lot easier 
for US to sell things 

in Europe. It will be 
easier for them to 
compete with us, 

too 

By Penelope Lemov 

as EC 1992 becomes a reality, the 12 
nations of the European Communitv-vvill 
have one standard for any product. They 
kmow that American products will sud­
denly be quite a bit easier to market in 
Europe. .\nd they know that the EC is a 
•S4.5 trillion economy with 325 million 

consumers in Belgium, Britain, Denmark, France, Germany, 
Greece, Ireland, Italy, Luxembourg, the Netherlands, Por­
tugal and Spain. 

Most governors and state officials may have heard as well 
tiiat the countries of the European Free Trade .\ssociation— 
Austria. Finland. N'onvay. Sweden and Switzerland—are 
harmonizing their standards with those of the EC. And that 
Eastem European countries, as they grow into economic 
viability, are likely to tune their products to EC standards. 
"You would have to be hiding in the 19th century not to 
realize what potential is there," savs Illinois Senator Richard 
Luft. 

What some free trade enthusiasts may not be focusing on, 
however, is the fact that EC 92 is not e.xactly a free lunch. It 
comes freighted with potential pitfalls and threatening 
structural changes for state and local governments—some 
immediate, others looming on the horizon. 

The most important issue in the long run is this: Europe is 
going to be not only a market for .American industry but a 

competitor. It will compete by selling 
more of its own products in places where 
.\merican companies have had an edge, 
and by attracting investment dollars that 
would not have left American shores had 
EC 92 not come about. 

In the short term, this is not a big 
problem. As the EC begins to function, 
Europe will be providing market oppor­
tunities certain to iiring significant eco­
nomic benefit to quite a few states. .Vot all 
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of them w ill he v\iniier.s—states 
dependent on agriculture can 
expect no uindfall—but many 
will be helped in some way. 

The EC countries will con­
tinue to need industrial equip­
ment, and that can onlv- be good 
news for Illinois, Indiana, 
Michigan, Ohio and Wisconsin. 
There is a long-standing market 
niche in Europe for states that 
produce high-tech electronic or 
health-related products—such 
as Califomia, Georgia, Mary­
land, -Massachusetts, .Minnesota 
and New York. 

But as European companies 
that are currently struggling 
become more potent in these 
fields, some of the states with 
companies that depend on high­
tech exports may find them­
selves displaced. The same is 
likely to be true for military 
hardware and civilian aircraft. 
"Europeans are going to begin 
emphasizing their own brand of 
products," predicts Gary 
Hufbauer, professor of intema­
tional financial diplomacy at 
Georgetown Universitv-. Down 
the road, he says, California, 
Marv'land, New York and Texas 
will find their military exports 
challenged, and Kansas, Mis­
souri and Washington state will 
experience similar pressure on 
their civilian aircraft exports. 

There are two sides as well to 
the coin of European invest­
ment. Here too, the short mn is 
verv' promising. Vlanv' states 
now have permanent represen­
tation in Europe and send their 
govemors to troll for inv estment 
in businesses and plants at 
home. .Most of these govemors 
come back excited about the 
prospects. .As European com­
panies merge, consolidate and 
become stronger in general, 
they are almost certain to take on a global perspective and 
want to enhance that image with a physical presence in the 
.American market. 

This European investment will lift a lot of boats along the 
East Coast. "There's a pro.vimitv' factor," says Hufbauer "Just 
as the economic boom in Japan and Korea was a verv' big 
contributor to Califomia's prosperity, states from Massa­
chusetts down to Georgia should benefit from the faster pace 
in Europe." Some of the Eastem states with a histon' of 
attracting European investment—such as Ceorgiaand .North 

THE STATES AND THE EC 

Siaie 1989 exports world­ Percentage ol slale s 
wide (in millions exports that go to the 

ol dollars) European Community 

Alabama 3,484 26 
Alaska 2,721 5 
Arizona 4,058 29 
Arkansas 839 23 
California 53,548 25 
Colorado 2,527 40 
Connecticut 4,473 34 
Delaware 1,231 8 
Florida 14,420 17 
Georgia 6,055 28 
Hawaii 263 4 
Idaho 836 21 
Illinois 13,160 28 
Indiana 5,414 24 
Iowa 2.583 24 
Kansas 2,032 21 
Kentucky 2,965 42 
Louisiana 17,754 21 
Maine 915 23 
Maryland 3,174 29 
Massachusetts 10,472 42 
Michigan 21,207 9 
Minnesota 5,310 32 
Mississippi 1,760 28 
Missouri 2,878 36 
Montana 346 15 
Nebraska 825 16 
Nevada 322 33 
New Hampshire 1,106 35 
New Jersey 8,643 33 
New Mexico 214 37 
New York 26,790 29 
North Carolina 8,162 31 
North Dakota 383 15 
Ohio 13,323 28 
Oklahoma 1.638 26 
Oregon 5,091 16 
Pennsylvania 8,576 27 
Rhode Island 650 33 
South Carolina 3,531 30 
South Dakota 158 35 
Tennessee 3,623 28 
Texas 38.093 15 
Utah 1,244 22 
Vermont 1.684 7 
Virginia 8,718 47 
Washington 23,965 26 
West Virginia 1,413 48 
Wisconsin 5,003 27 
Wyoming 247 6 

Source: Figures from Massachusetts Institute for Social and Economic 
Research, University of Massachusetts at Amherst, based on U S 
Census Bureau data. 

Carolina—should he among the 
first to benefit. States outside 
the East with a similar tradi­
tion—Califomia and Illinois— 
should he optimistic as well. 

The troublesome question is 
not so much what the European 
companies will do in .America, 
hut what .American companies 
maywanttodo in Europe. Some 
of the U.S. firms that seek to 
increase their trade vNith Europe 
will want to use their investment 
dollars to establish a European 
foothold rather than to expand 
in their home territorv'. It won't 
be done as a means of chasing 
cheap labor but rather as a way 
of insuring access to the EC 
market. 

"That's the $10,000 ques­
tion," concedes Luft. "Does EC 
92 have the potential of si­
phoning off corporate America's 
investment in the U.S.?" Luft 
fears it mav' be so, that growing 
American companies wi l l 
maintain plants here for do­
mestic business but build or go 
into joint ventures in Europe 
for business there. That, he 
points out, may be good for the 
companies' bottom line but not 
for the development of jobs in 
the United States. 

Not everyone buys that 
gloomy scenario. Gregory 
Mignano, who is executive di­
rector of California's World 
Trade Commission, argues that 
even if Europe siphons off some 
U.S. investment resources, 
"trade and investment isn't a 
zero-sum game. In a liberal 
business environment world­
wide, everybody gains from 
trade and investment. We don't 
really see losers." 

In recent years, many states 
have used subsidies to attract 
foreign investment, offering 

low-interest loans, low-cost land and tax breaks to attract 
Japanese automakers and other major companies. In the EC 
era, this may make less sense. The European Community has 
taken steps to prevent its member states from providing 
subsidies in competition with each other. American states 
that continue to do this mav find that thev end up spending 
public monev' unnecessarih'. 

In the opinion of Douglas Rosenthal, a trade law specialist, 
the better wav to attract European inv estors is to use these 
public monies to create good schools, a pleasant env ironment 
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and clean cities. As 
Mississippi Gov ernor 
Ro> Mabus sees it, 
states should begin to 
realize that "the 
competition for in-
\esfment in Missis­
sippi or Alabama is 
not iiecessariK' going 
to be Kentucky or 
Tennessee, but Hun­
garv' or Poland." 

Besides offer­
ing markets 
to American 
business— 

and eventually pro-
siding competition 
for it—EC 92 is likely 
in the long mn to have 
other important im­
pacts. It is likely, for 
instance, to force 
changes in the way 
American govern­
ments are regulating 
their own industries. 
States wil l have to 
consider whether their regulations preclude the ability of 
those businesses—and bv extension, the states themselves— 
to participate in the best EC opportunities. This gets down to 
the issue of reciprocity. 

One major opportunity i'" in the massive purchasing power 
of the EC govemments. EC countries may be opening more 
of their govemment purchasing to bids from American 
companies. European companies will then want to bid on 
govemment contracts in the 50 states of this country. That 
will be a sticky point for the 26 states that give purchasing 
preferences to American or local companies. 

Those 26 states (as well as numerous localities with similar 
preference laws) may find themselves under pressure to 
repeal those laws. "States that don't jettison that stuff may 
find themselves penalized" by Europe, warns Carv' Hufl)auer. 

"States have to recognize that the change is better for 
everybody in the long mn," says Douglas Rosenthal. "But I 
doubt that issue excites political support." Repealing the 
trade preference laws certainly excites no political support 
from organized labor, which sees U.S. jobs as protected by 
preference policies. 

The problem goes beyond the actual preference legislation. 
Even where buying American is not the law, it is often the 
politically correct thing to do. Indiana, for example, does not 
have a state preference statute. But there is always, says 
Lieutenant Govemor Frank O'Bannon, "pressure to buy 
from people who pay taxes in your state." When he goes to 
Europe to talk about further Indiana exports, O'Bannon finds 
himself also having to assure Indiana trade officials and 
chambers of commerce that he isn't trying to crash the 
European market while freezing them out. 

The Illinois legislature passed a buy-American preference 

WHAT THE EC BUYS FROM US 
hill during C()\ ci nor 
Thompson's regime, 
hut he \ot()t.'d it. It 
would Iia\ e been the 
w rong signal to seiul 
trading partners, lie 
savs. "Other coun­
tries vsill take stejis 
against > our goods oi-
sen ices." 

When it comes to 
free trade ill financial 
sen ices. the.issue of 
reciprocity becomes 
even more complex. 
American and Euro­
pean financial sen ice 
regulations hav e little 
iu common, either in 
pliilosopin 01 jiiac-
tice. Policies in most 
EC countries base 
long encouraged big, 
centralized banks. 
Most of these banks, 
which are regulated 
solely by theirceiitral 
governments, lia\e 
had a free hand to sell 

or undenvrite securities and insurance, as well as lend money. 
As hanking directives are implemented, banks in Europe will 
be able to branch out and offer all their sen. ices in any EC 
countiy. 

But not in America. In this coMntr>', foreign banks have to 
play hy both federal and state mles. Federally chartered 
hanks are not permitted, for instance, to sell or undervvrite 
securities (the Glass-Steagall Act) and are allowed to branch 
out in a given state only to the e.xtent that state-chartered 
hanks can legally do it (the McFadden Act). 

Under the new rules, the EC will permit U.S. hanks 
entering the European market lo engage in an\- activities 
European hanks engage in: hranchingacross national borders, 
selling securities or undenvTiting insurance. But European 
hanks that enter the U.S. market will he barred from the 
securities and insurance businesses and severely limited in 
their branching. 

For a while, the EC members were taking a hard line on 
this lack of mirror-image reciprocitv, suggesting that American 
hanks would he kept out of their countries altogether if 
something were not done about it. The EC has hacked oft that 
position for now, but it clearly could choose to revisit it at any 
time. That creates some pressure from national banking 
interests to revise or repeal both the Glass-Steagall and 
McFadden acts. 

Much of the state hanking community will resist an\ effort 
to change the McFadden Act in particular, seeing such an 
effort as a threat to the whole concept of state control. "We 
want to prevent a weakening or removal of McFadden simply 
because we need to match what U.S. banks can do overseas," 
says Robert A. Richard, vice president for regulator)- serv ices 
for the Conference of State Bank Supen.isors. 
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T he most profound efi'ect of EC 92 on state and 
local govemments may be one that is only 
beginning to surface. States may find themselves 
under pressure to unify their tax codes. 

Momentum is building within the EC to have tax rates in 
each of its 12 countries set within a restricted range of rates. 
The idea is that when the tax rates of one country are close to 
those of another, companies won't try to relocate in one 
country to avoid higher taxes across the border. "This is the 
last big hurdle in having a common market," Rosenthal says, 
adding that should it come about, it will present states in the 

U.S. with considerable pressure to unify' their lax codes. 
There is a general need to develop more uniform regula­

tions among the states if they are to remain competitive vis­
a-vis the EC, argues Robert P. Strauss, director of the Center 
for Public Financial Management at Carnegie .Mellon Uni­
versity. He suggests the states move toward common defi­
nitions of taxable bases, with tax rates set by individual states. 
"An integrated Europe with uniform regulatory and fiscal 
institutions will make our situation an historical luxury we 
can no longer afford," Strauss has written. 

On the other side are those who believe heterogeneity is 
what gives strength to individual states 
and the U.S. economy as a whole. "If we 
leam nothing else from the experience of 
what's going on in Eastem Europe, it's 
that centralization of policy is not an ef­
ficient or competitive way to go about 
things," says Robert Ebel, director of 
govemment finance research for the Ad­
visory Commission on Intergovemmental 
Relations. 

Even ifthere were agreement that state 
taxation stmctures should be harmonized, 
there is considerable doubt whether it 
would he possible. It's one thing to say 
that all states should have a sales tax; it is 
another to coordinate those sales taxes so 
that there is similarity in such aspects as 
exemptions, exclusions and definitions of 
transactions. 'To suggest that the sales 
tax in California is like the sales tax in 
Iowa is bizarre," says John .Mikesell, a 
professor at the School of Public and 
Environmental Affairs at Indiana Uni­
versity. He holds out littie hope for the 
practicalities of such standardization. 

It is too early to guess who is right. But 
it seems certain that abooming EC market 
and the competitive forces it unleashes 
will suggest greater federal preemption 
in several areas. This is an intriguing 
prospect to some of the govemors who 
have their eyes on trade. It is less attrac­
tive to some legislators who are more 
concerned about opinion at home than 
the sentiment in European capitals. 

Bringing up the subject of regulatory 
change begs the larger question that lurks 
behind the EC experiment for all 50 states: 
whether, in the long mn, it will he more 
of an opportunitv' than a threat. So far, the 
optimists like Richard Luft are doing most 
of the talking. He admits that the poten­
tial exists for the EC to surpass the U.S. in 
almost every way. Still, he says, "that 
doesn't mean our potential to compete 
and pass them is thwarted. The EC market 
can accelerate our productivity and sales. 
The only reason that wouldn't happen 
would be our inability to recognize the 
potential that exists in Europe." • 
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Staking Out Europe 
Europe and Japan have 
come a long way since 

the 1960s, when a 
French President 

dismissed Japan as a 
nation of transistor 

salesmen. It's a change 
bound to complicate 

the lives off Washington 
policy makers. 

BY BRUCE STOKES 

TOKYO— T̂herc is an old Japanese 
saying that whenever three people 
get together, two are naturally 
drawn to each other. So it has 

been for years in the triangular relation­
ship between the world's major industrial 
centers: Europe, Japan and the United 
Sutes. 

For reasons of culture, geography and 
the legacy of World War II , the United 
States has had close but distinctly sepa­
rate ties with Europe and Japan. But "the 
Japan-EC [European Community] rela­
tionship is not yet as developed as it 
should be, given the size and importance 
of the two parties," Hiroshi Hirabayashi, 
economics minister in the Japanese em­
bassy in Washington, ruefully lamented in 
a recent speech. 

Europe and Japan have come a long 
way since the 17th century, however, 
when the Tokugawa shogunate closed Ja­
pan's ports to most European ships, or 
since the 1960s, when French President 
Charles DeGaulle dismissed Japan as a 
nation of transistor salesmen. 

This city's narrow streets are clogged 
with double-parked Mercedes. Their Bur-
berTy<lad owners duck into comer bou­
tiques to buy Yves St. Laurent fashions or 
Givenchy perfume. Trendsetting Japa­
nese yuppies have discovered imports, 
and they are labeled "Made-in-Europe." 

Europeans, for their part, are thor­
oughly enamored of things Japanese 
these days. Grim eastern Germany is 
brightened by billboards extolling Pana­
sonic's virtues. And towns in England's 
Midlands clamor for Japanese invest­
ment 

Beyond these visible signs of change, a 
once-conspicuously weak link among the 
trilateral global powers is being strength­
ened in ways that are almost certain to 
complicate life for Washington policy 
makers and for American business execu­
tives, especially those in the already hard-
pressed automotive and electronic indus­
tries. 

"Having nurtured this relationship," 
said Harald B. Malmgren, a former U.S. 
government trade official and now an 
international consultant, "Washington 

will have to leam to cope with all the dif­
ficulties that will inevitably be generated 
by closer European and Japanese cooper­
ation." 

Japan's growing investment in and 
exports to Europe are already crafting 
new commercial ties between the two 
economies. European entrepreneurs, 
emboldened by Europe's recent econom­
ic resurgence, have successfully estab­
lished beachheads in the Japanese mar­
ket, not unlike the Dutch merchants who 
first opened up the Japanese port of Na­
gasaki in the 16th century. The EC's 
attempt to confront the competitive chal­
lenge posed by Japan has forced Brussels 
and Tokyo into an unprecedented dia­
logue of ever-widening scope. In the pro­
cess, many Europeans and Japanese are 
finding that they share kindred philoso­
phies about the stmcture of a modern 
economy and similar views about their 
roles as global leaders. 

The United States has long encouraged 
closer ties between Europe and Japan. 
Now, Washington must live with the 
match it helped arrange. 
• Japanese commercial airlines have tra­
ditionally bought aircraft from Boeing 
Co. and McDonnell Douglas Corp. But 
last December, after unprecedented Eu­
ropean govemment lobl^ng, Japan's All 
Nippon Airways placed a single order for 
10 European-built Airbus A-340 aircraft. 
It was a marketing coup. Up to that 
point, only 16 of the 271 planes flown by 
Japan's carriers were Eurof)ean-built 
• In what may be the most far-reaching 
European-Japanese joint venture to date, 
Mitsubishi Corp. and Daimler-Benz AG 
are considering extensive coop)eration in 
aerospace, automobile and defense pro­
duction. "It's a dagger pointed at the 
heart of Boeing, GM and Pratt & Whit­
ney," a U.S. industry analyst said. 
• In 1987,51 percent of all Japanese pur­
chases of foreign securities were Ameri­
can stocks and bonds, and 42 per cent 
were European or Euroyen securities 
(yen-denominated securities issued by 
Japanese firms in Europe). By 1990, U.S. 
securities accounted for only 16 per cent 
of Japanese buying, and the European 
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market handled 61 per cent of Japanese 
purchases. As Japan's extemal capital 
surplus dwindles, Japanese investors are 
increasingly placing their funds in Eu­
rope, exacerbating the capital cmnch in 
the United States. \ 
• With the end of the Cold War, Euro­
pean and Japanese security are less 
dependent on the United States than at 
other any time since World War I I . Dur­
ing the Persian Gulf war, Bonn and 
Tokyo often agreed more with each other 
than with Washington about the con­
flict's goals and tactics. This divergence 
of interests suggests that the Gulf war 
coalition was the last gasp of the old 
world order, not the first example of an 
America-centered New World Order 

EC President Jacques Delors's May 
22-25 visit to Tokyo symbolized the grow­
ing importance of EC-Japanese relations. 
Delors, long openly distmstful of the Jap­
anese, was making his tirst visit to the 
island nation in five years. Emperor Aki-
hito hosted a lunch for Delors. an honor 
traditionally reserved for heads of state. 
Until recently, Washington denied De­
lors this diplomatic recognition because 
his rank does not technically qualify him 
for such treatment. Tokyo, realizing the 
benefits of playing to Delors's vanity, 
shrewdly accorded him royal treatment. 

During the visit, European and Japa­
nese diplomats also worked on a joint 
statement of principles that Bmssels and 
Tokyo hope to issue before the London 
economic summit in July. This pro­
nouncement is modeled on a similar dec­
laration Washington and Brussels 
released in November. That document 
was roundly criticized as little more than 
a restatement of the obvious. The Japan-
EC declaration will be a similar pastiche 

As Europe expands 
its commercial ties 
with Japan, Ameri­

ca could lose its 
place at the head 

of the line. 

of flowery diplomatic prose. But its sym­
bolic value is far more profound. 'The 
declaration's establishment of periodic, 
high-level diplomatic consultations will, 
for example, force unprecedented inter­
action between the govemment bureau­
cracies in Brussels and Tokyo. More 
important, according to a Japanese diplo­
mat, the accord will affirm that "although 
we come from different backgrounds and 
cultures, now we share common values." 

Such declarations ignore the inherent 
difficulties that lie ahead. The differences 
between Europe and Japan have not 
been bridged in the past for good rea­
sons. Europe's cultural and economic 
diversity means that France, Germany 
and Great Britain have differing views on 
Japan. In some nations, animosity toward 
Japan mns deep. So the new relationship 
may be defined as much by its confronta­
tions as by its intimacy. Japan's continued 
self-image as America's little brother sug­
gests that Tokyo is unlikely to do any­
thing for the time being that will jeopar­

dize its psychological dependency on the 
United States. Finally, although Europe 
and Japan may share somewhat similar 
economic and diplomatic worldviews, 
both societies are in the process of eco­
nomic transformation. And they may not 
evolve on parallel paths. 

Whether Europe and Japan draw clos­
er together or merely find themselves 
involved in a more fractious relationship, 
their new rapport, contrary to the Japa­
nese adage, will not necessarily come at 
the expense of their ties with the United 
States. For some time to come, European 
and Japanese bonds with the United 
States are likely to remain the strong 
links in the trilateral relationship. Still, 
Europe's dalliance with Japan means 
Washington's dominance in relations 
with Bms.sels and Tokyo is likely never to 
be quite the same again. 

ECONOMIC TIES THAT BIND 
Until recently, commercial ties be­

tween Europe and Japan were limited. 
EC-Japanese trade is less than two-thirds 
that of U.S.-Japanese trade. Japanese 
investment in Europe is half that in the 
United States. But change is coming 
rapidly. And with it come EC-Japanese 
trade and investment frictions. Sparks 
from those confrontations could easily 
ignite new troubles in U.S.-EC and U.S.­
Japanese commercial relations. 

Since 1986, EC-Japanese trade has 
grown faster than either Japanese or Eu­
ropean commerce with the United States. 
In part, this reflects a statistical aberra­
tion attributable to the small amount of 
EC-Japanese trade up until the mid-
1980s. Nonetheless, the growth rates of 
exports and imports have been impres-
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sive. In 1990. Japan's exports to the Com­
munity grew by 11.7 per cent, while 
imports from the Community increased 
by 24.5 per cent, according to Japanese 
government data. (See table, p, 1228.) In 
the same year, Japanese imports from the 
United States grew 
by only 3.5 per Sf*A»S«a 
cent, while expor:s 
fell by 3.1 percent. 

In the first quar-
ter of 1991, the 
growth of Japanese 
imports from Eu­
rope slowed, while 
exports accelerated 
dramatically. This 
development high­
lights a precarious 
imbalance emerg­
ing in EC-Japanese I 
trade. Japan had I 
an $18.5 billion 
trade surplus with the European Commu­
nity last year, according to Japanese gov­
emment figures. (Brussels disputes these 
numbers, arguing that the imbalance was 
$27.6 billion because Japanese purchases 
of gold and paintings from Europe 
should not be counted as EC exports to 
Japan.) 

While this surplus is down from the 
$22.8 billion surplus in 1988, American 
economists think the imbalance can only 
grow. William R. Cline, a senior fellow at 
the Institute for Intemational Economics 
in Washington, estimates that from 1990-
95, Japan's trade surplus with France, 
Germany, Great Britain and Italy will rise 
from $8 billion to as much as $30 billion. 

EC-Japanese investment flows are sim­
ilarly out of balance. Across the conti-
nenL Fujitsu Ltd., Hitachi Ltd. and To­
shiba Corp. have created little Nippon 
•Valleys, Europe's response to America's 
high-technology Silicon Valley. Honda 
Motor Co. Ltd. and Toyota Motor Corp. 
begin producing cars in Great Britain 
next year, following the lead of Nissan 
Motor Co. Ltd. Japanese banks already 
control about 11 per cent of all Eurofjean 
banking assets. By the end of 1989, Japa­
nese companies owned $14.8 billion 
worth of plant, equipment and real estate 
in Europe, four times the level of Japa­
nese investment in 1986. 

But EC-Japanese investment flows 
have been a one-way street. While major 
European banks and some manufacturers 
and distributors are highly visible in Ja­
pan, Japanese investment in the Euro­
pean Community exceeds EC investment 
in Japan by a ratio of 17-1. 

These commercial imbalances directly 
affect U.S. interests. Japan's trade surplus 
with Europe is largely attributable to the 
undervaluation of the yen with respect to 
European currencies. From 1989-90. the 

yen depreciated 21 per cent against a bas­
ket of European currencies. This under­
valuation places American exporters at a 
disadvantage when competing with Japa­
nese manufacturers for a share of Eu­
rope's expanding market. 

European busi­
nesses are estab­

lishing beachheads 
in Japan • • . 

Moreover, Cline said, "if the trends 
identified materialize," and European 
deficits with Japan balloon, "there could 
be renewed rounds of anti-Japanese 
trade pressure in Europe." And such 
actions, while ostensibly aimed at Japan, 
could embroil Washington in Bmssels's 
tussles with Tokyo and affect how the 
United States conducts its own commer­
cial relations with Japan. 

MORE BAD NEWS FOR DETROIH 
This ripple effect is already being felt 

in the auto industry, where Europe is 
likely to be the main global banleground 
in the 1990s. Tlie EC car market is larger 
than North America's (11.9 million cars 
are expected to be sold in the Community 
in 1991, compared with only 9.6 million in 
North America, according to estimates by 
DRI/McGraw Hill, the Massachusetts-
based economic consulting firm) and is 
growing faster (12.3 per cent expected 
EC growth by 1995, compared with 7.7 
per cent North American growth). 

Japanese automakers have been drawn 
to this market like flies to honey. Japan's 
auto exports to the Community are 
expected to reach 1.2 million this year. 
From 1985-95. European car production 
by Japanese firms is expected to soar 

from 103.000 to 1 million vehicles, 
according to estimates by IBJ Capital 
Management Co. Ltd. As a result, Ja­
pan's 11 per cent share of the European 
auto market could easily grow to at least 
20 per cent by the year 2000, warns 

Robert Eaton, 
president of Gen­
eral Motors Corp. 
Europe. 

This new wave 
of Japanese com­
petition, washing 
over Europe dur­
ing a recession, 
threatens to drown 
European car 
manufacturers 
such as Renault 
SA, whose net 
income fell 87 per 
cent in 1990. But it 
is also undermin­

ing U.S. automakers. In the past few 
years, the profits reported by GM and 
Ford Motor Co. were largely earned by 
their extensive European operations. 
With European revenues dwindling, GM 
and Ford reported staggering losses in 
the first quarter of 1991. 

To reverse their fortunes, European 
automakers have turned to Bmssels for 
protection. Currently, each nation has its 
own policy toward Japanese cars. In Den­
mark and Greece, where competition is 
unfettered, Japanese car companies 
already hold more than a third of the 
market. But bilateral treaties restricting 
imports hold Japanese carmakers to only 
2 per cent of the Italian market and 2.2 
per cent of the Spanish market. These 
discrepancies would make a unified EC 
auto market impossible. So for the past 
year and a half, Bmssels and Tokyo have 
been negotiating a common EC import 
quota on Japanese autos. 

Nothing is final yet, but the European 
Commission, the EC's administrative 
arm, favors a voluntary plan to gradually 
permit Japanese auto market share in 
Europe to grow to 16-17 per cent by the 
end of the decade. Given Japan's plans 
for auto production in Europe, Japanese 
automakers could hit that ceiling by 1995, 
suggesting there will be severe European 
restrictions on imports of Japanese cars 
in the latter part of the decade. 

The victim of such a deal could be the 
American auto industry, which is already 
in a severe slump. Japanese cars not 
shipped to Europe could end up in the 
United States, or more likely, in other 
markets, where they will compete with 
U.S. exports. As the United States has 
ruefully learned from its own quota on 
Japanese cars, any limits in Europe on 
the number of Japanese cars that can tie 
sold there will allow Japanese auto-
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makers to charge higher prices. Increased 
profits will enable Toyota or Nissan to 
invest more to produce even better, less 
costly products to challenge Ford. GM 
and Chrysler Corp. Finally, there is the 
unresolved question of how Hondas and 
other Japanese 
cars made in the 
United State will 
be treated by any 
controls on Japa­
nese imports to 
Europe. 

Facing such a 
threat, the new 
EC-Japan auto 
pact is being close­
ly watched on 
Capitol Hi l l and 
could well serve as 
a model for fumre 
U.S. auto policy. 
House Majority 
Leader Richard A. Gephardt. D-Mo., 
backed by the United Auto Workers and 
Chrysler, says he may copy any such 
agreement and introduce it as legislation. 
" I f it's good enough for Japan in Eu­
rope," a House Democratic leadership 
aide said, "it's good enough for Japan in 
the United States." 

The United States has a similar stike 
in how Europe and Japan resolve their 
growing differences over electronics. Eu­
rope is the world's emerging market for 
information tech­
nology. By 1992, 
Europe wil l ac­
count for 31.5 per 
cent of the $649 
billion in global in­
formation technol­
ogy sales, accord­
ing to estimates by 
Price Waterhouse, 
the New York 
City-based profes­
sional services 
f i rm. Europe ac­
counted for only 
25 per cent of 
global sales in 
1984. 

But booming sales have been of little 
solace to Europe's electronics giants. The 
Community ran a $35 billion trade deficit 
in electronics products last year. Comput­
er makers and semiconductor producers, 
in particular, are desperately fighting for 
survival. France's Compaanie des 
Machines Bull lost $1.2 billion in 1990. 
and the Netherlands's Phillips NV has 
laid off a third of the workers in its com­
puter division. 

Many Europeans blame their troubles 
on Japan's recent assault on Europe's 
electronics market. This fall. Fujitsu will 
open a new chip plant in the United 

Kingdom: Mitsubishi and Hitachi are 
building facilities in Germany. Scores of 
Japanese companies are creating sales 
networks and searching for potential 
joint-venture partners in the region. 
Already. Hitachi supplies hardware to 

. . . Back in Europe, 
officials fret about 

a flood of 
Japanese imports 

Olivetti & Co. S.p.A., Fujitsu supplies 
Siemens AG with mainframes and super­
computers and Toshiba licenses comput­
er chips to Siemens. In the most contro­
versial development to date, last year 
Fujitsu bought 80 per cent of Britain's 
International Computers Ltd. (ICL). 

Reacting to these incursions. Europe­
an chip makers have tossed ICL out of 
JESSI, the EC semiconductor research 
program. Computer makers have called 
for higher tariffs on imports. Paris has 
announced plans to pump SI.5 billion 
into Thomson SA and Bull, to keep 
them, in the words of French industry 
minister Roger Fauroux. from becoming 

"a marionette in the hands of I'he Japa­
nese." And the Community seems head­
ed toward creating a package of financial 
aid and trade protection for the big 
French, Dutch, German and Italian elec­
tronics companies. 

Japanese in­
roads into Eu­
rope's electronics 
market is being 
closely monitored 
by American com­
panies. Interna­
tional Business 
Machines Corp., 
Compaq Comput­
er Corp. and 
Apple Computer 
Inc. dominate the 
EC personal com­
puter market. As 
Japanese firms 
expand their Euro­

pean business, the business they capture 
will increasingly diminish U.S. market 
share in Europe. 

Europe's response to the competitive 
threat posed by Japan's electronics indus­
try is likely to be felt on the U.S. side of 
the Adantic. A 1989 EC directive, osten­
sibly issued in an effort to harmonize 
commercial regulations by the end of 
1992 (the target date for the Communi­
ty's economic merger), but practically 
aimed at helping European chip manu­

facturers in their 
battle with their 
Japanese competi­
tors, has already 
forced a number 
of U.S. semicon­
ductor makers to 
move operations 
to Europe. (See 
NJ, 5113189, p. 
1180.) Moreover, 
the Community 
carried out 256 
a n t i d u m p i n g 
actions from 1980-
89, most conspicu­
ously against 

imports of Japanese electronics products. 
These measures have accelerated Japa­
nese investment in the Community, often 
to the detriment of American producers 
trying to sell into Europe from offshore. 

Such aggressive use of trade policy has 
not gone unnoticed in corporate board 
rooms in Tokyo and Osaka. "They have 
learned a lot from the conflict they expe­
rienced with the Americans in the last 10 
years," Takao Negishi, European director 
of the Electronic Industries Association 
of Japan, told London's Financial Times 
in March. "The main thing they want to 
do is to avoid any conflict between Eu­
rope and Japan." 
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TRADE WINDS ARE SURGING 
The following figures show trade between the European Community (EC) and 
Japan since 1986, measured in billions of dollars, according to the Japanese Min­
istry of Finance. 

1986 1987 1988 1989 1990 

Japanese exports to the EC $30.7 $37.7 $46.9 $47.9 $53.5 
Japanese imports from the EC 14.0 17.7 24.1 28.1 35.0 
Trade balance 16.7 20.0 22.8 19.8 18.5 

European willingness to drive a hard 
bargain and Japanese desire to head off a 
confrontation could enable Bmssels to 
extract concessions from Japanese elec­
tronics companies that were never 
offered when these same firms led an 
assault on the U.S. market in the 1980s. 
In particular, the Europeans are expected 
to demand more well-paying high-tech 
production jobs, more research and 
development work in Europe, new invest­
ment in depressed areas, more joint ven-
mres and broader European access to the 
Japanese market. Moreover, American 
electronics industry officials fear that in 
the fumre, they will have to match Japa­
nese promises to remain in Bmssels's 
good graces. 

NEW WAYS OF THINKING 
As momentous as these changes may 

be for the electronics and automotive 
industries, the most profound conse­
quence of the growing integration of the 
European and Japanese economies may 
be philosophical. The emerging Euro­
pean-Japanese relationship is changing 
the way Europe sees itself 

"Had there been no Japan, there might 
have been no 1992 project in Europe," 
wrote economic journalist Daniel Bur-
stein in his new book, Euroquake (Simon 
& Schuster Inc.). "A great many factors 
went into making 1992 happen. But in 
the early days, Europe's fear and envy of 
Japan were particularly visceral cata­
lysts." 

Now, the complications of dealing with 
the Japanese competitive challenge have 
triggered an even more fundamental 

reappraisal of the economic policies that 
should guide a united Europe. The 
French have long argued for a more con-

. frontational approach to Japan. The mid-
May appointment of Edith Cresson, an 
advocate of protectionism and industrial 
policy as a response to the Japanese chal­
lenge, as France's prime minister will 
strengthen the hand of those who advo­
cate such action. Until now, however, 
Germany has opposed such measures, 
and it has long been assumed that Ger­
man-style free-market philosophies 
would prevail. But Bonn may be having 
second thoughts. 

A debate about the efficacy of totally 
free markets has broken out in Germany, 
triggered by the recent publication of a 
book by Konrad Seitz, head of the Ger­
man foreign ministry's policy planning 
staff. The book argues that the techno­
logical challenge posed by Japan necessi­
tates a rethinking of the basic tenets of 
European-style capitalism. "German jxil-
icy will clearly be less confident in a liber­
al, market-led process in the future," pre­
dicted Achim von Heynitz, a senior 
economist with the German Foundation 
for Intemational Politics and Security in 
Ebenhausen, who is now working for 
Seitz. "Industrial policy will inevitably be 
on the rise." 

Industrial policy is something Japan 
understands. "We are fed up with weak 
EC industry," a Japanese government 
official said. He implied that Tokyo 
would be willing to go along with Euro­
pean auto import quotas as long as they 
were linked to a winnowing out of the 
weakest European producers and gov­
ernment support to improve the woeful 

productivity and quality of European 
automakers. Similarly, he said, public 
help in salvaging one or two European 
electronics makers would pmdently avoid 
a public backlash if they all fail. "We 
don't want to wipe out European indus­
try," the official said. 

An acceptance of a closer working 
relationship between government and 
business is not the only value Europeans 
and Japanese are finding they share. As 
creditor economies still enjoying slow but 
steady growth, Europe and Japan fear 
inflation above all else. With its reces­
sionary debtor economy, the United 
States wants lower interest rates even if 
they threaten inflation. These contrasting 
philosophies did battle at the April G-7 
meeting of the industrial nations' finance 
ministers in Washington. In a sign of 
things to come, "noninflationary growth" 
promoted by Britain, Germany and Ja­
pan prevailed over U.S.-advocated "low 
inflationary growth." 

And the rancorous public debate over 
allied burden-sharing for the Persian 
Gulf war highlighted the fact that Europe 
and Japan also do not share America's 
sense of responsibility for maintaining 
the global economic and political system. 
In their view, a superpower does not 
keep the peace by waging war. Left to 
their own devices, reflecting their prag­
matic, regional orientations, Japan, Ger­
many and possibly Italy and France 
would probably have stmck a deal with 
Iraq, rather than confront Baghdad over 
its invasion of Kuwait. Americans sneer 
at such crass checkbook diplomacy. But 
many Japanese and Germans see little 
difference between paying Saddam Hus­
sein a premium to keep his oil flowing 
and paying the United States money to 
conduct the war. 

At this eariy stage, it's hard to say how 
the EC and Japan's budding relationship 
will evolve. But Europ)ean and Japanese 
public opinion suggests that the dalliance 
may be the start of something big. When 
the Japanese prime minister's office con­
ducted its annual national poll last Octo­
ber, a record number of those ques­
tioned, 54.1 per cent, said they feel 
relations are good between Japan and 
the EC countries. And when British 
Labor Party officials visited Tokyo 
recently, they told Japanese diplomats 
that despite the party's harsh rhetoric 
about Japanese trade and investment 
practices, if Labor wins the next British 
elections, it will not be able to reverse the 
ruling Conservative Party's open-door 
policy toward Japan. 

For better or worse, from an American 
perspective, the die has been cast. The 
European-Japanese relationship is com­
ing into its own, and the trilateral rela­
tionship has entered a whole new era. • 
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1992 At a Glance 
By 1992, the European Community intends to have implemented 282 regulations to create a single intemal 
market. The following specific changes represent die major pan of the 1992 program. The EC's intended 

dates of Implementation follow each subject area. 

In standards, testing and certification 

Harmonization of standards for: 
Simple pressure vessels (1) 7/92 
Toys (1) 6/89 
Construction products (1) 6/90 
Machine safety (I) 12/92 
Aencultural & forestry ureters (I) 9/88-1/91 
Cosmetics (1) 12/89 
Quick frozen foods (1) 7/90 
Flavorings (1) 7/90 
Food emulsifiers (I) 1/85 
Food preservatives (1)12/86 
Jams (I) 12/89 
Fmit juices (1) 5/91 
Food inspection (1) 6/91 
Definition of spirited beverages & aromansed wines (1) 12/89 
Coffee extracts & chicory extracts (1) 7/88 
Food additives (I) 6/90 
Materials & articles in contact with food (1) 7/90-1/92 
Tower cranes (noise) (1) 6/89 
Household appliances (noise) (I) 12/89 
Tire pressure gauges (1) 11/87 
Hydraulic diggers (noise) (1) 1/90 
Betergents (1) 1/90 
Lawn mower (noise) (1) 7/91 
Radio interferences (1) 1/92 
Automobiles, mjcks, motorcycles and emissions (I) 7/88 
Liquid fertilizers & secondary fertilizers (1) 1989. 90.91,92 
Lifting and loading equipment (1) NA 
Measuring instmments (I) 1/92 
Gas appliances (1) 1/92 
Telecommunications (2) 7/24-12/94 
Earthmoving equipment (2) 1/89-12/93 
.Medicinal products & medical specialties (2) 1/92 
Personal protection equipment (2) 1991, 1992 
Global Approach to Testing & Certification (3) 1/93 
Medical devices (3) 1/92 
Infant formula (3) NA 

;V*w rules for harmonizing packing, labelling and processing 
requirements 

Ingredients for food & beverages (1) 5/89 
Irradiation (1) NA 
Nutritional labelling (1) 4/92 
Classification, packasing, & labelling of dangerous preparations 

(1)6/89-6/91 
Extraction solvents (3) NA 

Harmonization of regulations for the health industry 

Medical specialties (1) 7/87* 
High technology medicines (1) 7/87 
Veterinary medicinal products (I) 7/87 
Implantable electromedical devices (1) 7/92 
Pharmaceuticals (2) 12/89-12/92 
Non implantable, active medical devices (4) NA 
Non active medical devices (4) NA 
In-vitro diagnostics (4) NA 

Changes in government procurement regulations 

Coordination of procedures on the award of public works & sup­
ply contracts (1) 7/90* • 

Extension of E.C. law to telecommunications, utilities, transport 
(3) services (I) 7/92 

(1) .Adopted (2) Mostly .Adopted (3) Proposed (4) Proposal Due 
N.A—Not Applicable 
TBA—To be announced 
".Ponugal must comply by 1/91 
""Spain. Ponuiial. Greece by 3/92 
-""Ponuaal 1/90. Spam 1/92 

Harmonization of regulation of services 

Mutual Funds (1) 10/89 
Broadcastins (1) I0.'91 
Tounsm (1)'10/85. I2'92 
Air transport (1) 1988, 1992 
Electronic payment cards (1) 1/89 
Information services (2) NA 
Life & nonlife insurance (2) 1/90 
Bankine (2) 12/90-1/93 
Secunties (2) 2/87-1/93 
.Maritime transport (2) 7/87 
Road passenger transpon (2) 1/88-7/90 
Railways (3) NA 

Liberalization of capital movements 

Long-term capital, stocks (1) 2/87*** 
Shon-term capital (1) 7/90 

Consumer protection regulations 

Misleading definitions of products (1) 10/88 
Indication of prices (1) 6/90 

Harmonization of taxation 

Value added taxes (3) 1/86-12/92 
Excise taxes on alcohol, tobacco, and other (3) 12/92 

Harmonization of laws regulating company behavior 

Trademarks (2) 12/91 
Accounting operations across borders (2) 1/90 
Protection of computer programs (3) TBA 
Transaction taxes (3) TBA 
Company law (3) TBA 
Mergers & acquisitions (2) 9/90 
Copyrights (3) TBA 
Cross border mergers (3) 9/90 
Bankruptcy (4) NA 

Harmonization of veterinary A phytosanitary controls 

Harmonization of an extensive list of mles covering items such as: 

Antibiotic residues (1) 4/87-12/87 
Bovine animals and meat (1) 1/88 
Porcine animals and meat (1) 3/87 
Plant health (1) 1/85 
Fish & fish products (3) 1/93 
Live poultry, poultry meat and hatching eggs (3) 9/89 
Pesticide residues in fmit & vegetables (3) 12/89 

EUmination and simplification of national transit documents and 
procedures for intra-EC trade 

Introduction of the Sinele Administrative Document (SAD) (1) 
1/88 

Abolition of customs presentation charges (1) 1/88 
Elimination of customs formalities & the introduction of com­

mon border posts (1) 7/87 

Harmonization of rules pertaining to the free movement of labor 
and the professions within the EC 

Mutual recognition of higher educational diplomas (1) 1/91 
Comparability of vocational training qualifications (1) 7/87 
Specific training in general medical practice (1) 1/95 
Training of engineers (1) 12/92 
Activities in the field of pharmacy (1) 10/87 
Activities related to commercial agents (1) 1/90-1/94 
Income taxation provisions (3) 7/90 
Elimination of burdensome requirements related to residence per­

mits (4) NA 

Reproduced by the Library of Congress, Congressional Research Service. 36 
Business America, February 25. 1991 15 
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EC-92 AND THE UNITED STATES 

SUMMARY 

The European Community (EC) plans to uniiy the economies of its twelve 
member states into a single market by the year 1992. The 1992 plan, often 
referred to as EC-92, has raised the EC's profile and captured the attention 
of American business and govemment leaders alike. The implications of EC-
92, although only imperfectly understood, will likely l>e most widely felt in 
Europe. Many believe that for the United States, the direct economic effects 
will be small. However, EC-92 raises many questions about the role of the 
United States in the intemational economy and the direction in which the 
global economy is developing. 

CRS TRADE TEAM 

Intemational trade continues to be a priority concern for the United 
States and the Congress. The Congressional Research Service has directed an 
increasing share of its research and information resources to address this 
topic. To best meet this need, a team has been established to coordinate work 
in international economics, trade, and security issues. This CRS Trade Team 
will focus on complex, interconnected U.S. trade and intemational security 
issues and will provide a range of practical and timely products on these 
issues. 

For further information or a briefing* or consultation on trade issues, call 
the CRS Trade Team (John P. Hardt, 7-8886, or Jeanne Hamilton, 7-8924.) 
Members of the CRS Trade Team who contributed to this paper include: 

Glennon Harrison, Coordinator 
Paul Gallis 
Jeanne Grimmett 
Jeanne Hamilton 
John Hardt 
George HoUiday 
Robert Howe 
Ellen Laipson 
Alfred Reifman 



EC-92 AND THE UNITED STATES 

The European Community (EC) has set a target date of December 31, 
1992 for achieving full integration of its 12 member states' economies into a 
single, very large West European economy. With 320 million consumers and 
a gross national product that is only slightly smaller than that of the United 
States, the EC will be one of the largest economic and trading blocs in the 
world. The EC Commission (the ho&y that initiates legislation in the EC) 
launched the 1992 program in 1985 when it issued a White Paper entitled 
Completing the Intemal Market. The White Paper listed 300 directives, or 
laws, that would have to be adopted before the EC would be truly integrated. 
The 1992 program (ECJ-92) was formally sanctioned by the 12 member nations 
in 1986 with the adoption of the Single European Act. Although economic 
unification frequently seems to be the ultimate goal of the EC, according to 
the EC Treaty it is only a stage along the way to European political 
unification. 

EC-92 has as its central goal the elimination of all barriers to movement 
of people, goods, services, and capital within the EC. The directives fall into 
three main categories: elimination of physical (customs or frontier) barriers 
between countries; elimination of technical barriers (throu^ harmonization 
of standards, testing, and certification); and elimination of fiscal barriers 
(harmonization or, more precisely, closer approximation of tax rates among 
member states). The EC Commission has already adopted 46 percent (127 of 
279) of the directives, and agreement has been reached on more than 50 
percent of the directives.' 

EC-92 has generated considerable enthusiasm both in Europe and abroad. 
However, some observers believe that the easy phase of economic unification 
has just about run its course, and have raised concems about the impact of 
the program on certain industries and regions within the EC. European 
workers and unions have also expressed a concem that the benefits of 
economic integration be widely shared. The successful completion of EC-92 
will depend on a delicate balancing of the interests of European govemments, 
political parties, businesses, labor unions, and regions. 

'Commission of the European Communities. Fourth Progress Report of 
the Commission to the Council and the European Parliament Conceming the 
Implementation of the Commission's White Paper on the Completion of the 
Intemal Market. Brussels. June 20, 1989. p. 2. 
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WHAT ARE THE POUCY IMPUCATIONS 
FOR THE UNITED STATES? 

In the United States, interest in EC-92 has been high among business 
and govemment leaders. Key questions were raised during numerous 
committee hearings in the lOlst Congress about the likely effects of EC-92 on 
the United States and on U.S. business. 

The potential effects of EC-92 on U.S. economic interests are difficult to 
define or quantify - if only because the potential benefits that will accme to 
the EC cannot yet be fully or accurately measured. However, many observers 
now believe that the impact of EC-92 on the VS. economy will Ukely be 
small. EC-92 will clearly be important to individual firms as they devise 
strategies for competing in the U.S. and world markets during the 1990s, but 
because of the numerous uncertainties inherent in the EC-92 process, it is 
impossible to assess whether the overall result for the United States economy 
(or, for that matter, any particular firm) will be positive or negative. 

U.S. companies that have a stake in Europe (whether they export to 
Europe or have European operations) are keenly aware of the changes that 
are occurring in the EC and, according to many reports, are responding 
appropriately to those changes. The largest export market for the United 
States is the EC. 

Early fears of Tortress Europe" and "Europrotectionism" have not been 
borne out so far. In part, the more open trade environment stems from 
pressure applied by the U.S. Govemment and U.S. business, as well as by free 
trade advocates in the EC Commission and in some EC member states. 
However, the balance between protectionism and increased openness may yet 
be tipped by a recession, intemal politics, or some other unforeseen event. 

If, as some predict, European firms are more competitive after 1992, U.S. 
exporters will have a tougher time competing for European market share, even 
though the EC market is expanding and even if no increase in protectionism 
occurs. Two main forces will affect U.S. export performance: greater 
competition may reduce U.S. sales in Europe, while a growing European 
market will provide greater opportunities. Additionally, more competitive EC 
firms may increasingly look beyond the European market for sales, which 
might translate into increased competition for U.S. companies in the United 
States and elsewhere. 

U.S. direct foreign investment in Europe accounts for approximately 40 
percent of all U.S. foreign investment. According to one study, U.S. companies 
with European operations "have sales of half a trillion dollars and employ 2.5 
million people in Europe. To put that in context, U.S. exports to Europe are 
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only a tenth the size of sales made directly by U.S. firms located there."̂  U.S. 
firms in Europe create a market for U.S. exports and, consequently, generate 
employment in the United States. The post-1992 European (Community is 
likely to continue to provide opportunities for U.S. investment abroad. 

The key question for US. firms is whether they have a successful 
strategy for competing in Europe or with stronger European firms in the U.S. 
market. The Congress might ask whether U.S. corporate strategies for EC-
92 coincide with wider U.S. intemational and domestic economic interests. 

- EC-92 has been the subject of a number of congressional committee 
hearings during the 101st Congress. Proposed EC changes in banking, public 
procurement, and technical standards havt received considerable scrutiny and 
are likely to continue to be watched. A m ĵor theme of many Members of 
Congress during these hearings has been the need for close attention by the 
Bush Administration to EC-92. A further issue is whether the UJ5. Trade 
Representative (USTR) has the appropriate and necessary tools to monitor EC 
policies and defend UJS. commercial interests in the bilateral relationship. 

During 1990, the focus may shift to how EC-92 may affect the Uruguay 
Round of the General Agreement on Tariffs and Trade (GATT) that is set to 
conclude in December 1990. A more unified European bloc will be in a 
considerably better - and more influential - negotiating position. While the 
current GATT round will end before EC economic integration is completed, 
the fate of EC-92 may well depend on a successful GATT agreement on 
services, intellectual property, and agriculture. 

EC-92 also raises the thomy issue of what approach to trade best serves 
U.S. interests: bilateralism (trade blocs, managed trade) pr multilateralism 
(GATT and the Uruguay Round)." One response to EC-92 by Pacific Rim 
nations, particularly Japan and Austi alia, has been to initiate discussions on 
forming an institution for Pacific Rim economic cooperation. One purpose of 
such an institution would be to offset the increased economic strength of the 
more unified EC. 

^artman, David. Comparative Advantage Post-'92: U.S.-European Trade. 
Data Resource's European Review, April 1989, p. 28. 

"The evolution of U.S. trade polit y, considered in the lig>it of changing 
world economic conditions, is discussed in: U.S. Library of Congress. 
Congressional Research Service. Pacific Rim Economic Cooperation. Report 
No. 89-472 E, by Dick K. Nanto. Washington, 1989. 
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European Community: 1992 Plan for Economic Integration 

SUMMARY 

The European Community (EC) is rapidly progressing toward its goal of unifying 
the diverse national economies of its member states into one large economic bloc by the 
end of 1992. By that time, the main barriers to trade within the European Community 
will have been eliminated. The 1992 program had its genesis in a 1985 White Paper 
entitled Completing the Intemal Market by the Commission of the European 
Communities (EC Commission). That document provided a road map and a timetable 
for the integration of the economies of the 12 member-states into one of the world's 
largest economies. The leaders of the European Community member-states, through 
the ratification of the Single European Act in 1987, provided the political authority 
necessary to get the process of economic integration underway. 

The plan comprises 282 proposals for directives (i.e., new laws and regulations) 
that will eliminate nearly all of the barriers that affect the intra-European movement 
of goods, services, capital, and people. The European Community is adopting the 
directives one-by-one. Although some are more controversial than others, nearly all of 
the directives should be approved by the 1992 deadline. As of May 31,1991,193 (68%) 
of the 282 measures had entered into force (i.e., become binding on member states). 
Following adoption, each directive must be implemented by the member states into 
national law. At the end of May 1991, the member states had implemented only 73% 
of the measures adopted by the EC. 

The 1992 program calls for the elimination of most of the major barriers to 
intra-European trade, including physical (or frontier) barriers to the free movement of 
individuals and goods; technical barriers; fiscal (tax) barriers; barriers to public 
procurement, services, capital movements, and industrial cooperation; and barriers to 
the free movement of labor and the professions. In 1988, the EC Commission projected 
that the elimination of these impediments to trade will result in economic benefits of 
more than $200 billion in the medium-term, in addition to creating some 5 million new 
jobs and boosting gross domestic product (GDP) by 7%. Some economists believe the 
economic boost to European growth will exceed Commission estimates, while others are 
less sanguine about the program. Tho most recent annual economic report of the EC 
Commission projects real GDP growth of over 3% a year for 1990-94, and net 
employment creation of close to 1% a year (or 7 million new jobs created during 1990-
94). The Congressio'nal Budget Office has estimated that the 1992 program will boost 
the EC's GDP by 6% over what it otherwise would be by the end of the 19908. 

The European Community's major trading partners may be confronted with new 
economic challenges and opportunities as unification proceeds. While prospects for 
market expansion based on increasing integration appear promising for U.S. exporters 
and investors, a number of issues continue to concern the U.S. Government and 
business, including standards, testing, and certification; procurement; rules of origin; 
health and safety; and reciprocity and non-discriminatory treatment for U.S. companies. 
Concern and awareness on the part of tlie U.S. Government and business will continue 
to be important during the next 2 to 3 years as decisions about unification are made by 
the EC Commission and Council. The EC is the United States' largest trading partner, 
and the decisions that are made in Brussels and Strasbourg (respectively the homes of 
the EC Commission and the European Parliament) will be felt in the United States. 
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I S S U E D E F I N I T I O N 

The European Community is rapidly moving towards economic unification of its 
member countries by the end of 1992. Successful completion of the 1992 plan requires 
that nearly all internal barriers to the free movement of people, goods, services, and 
capital be removed. The European Community's program to achieve an integrated 
market by 1992 may have significant policy ramifications that are of interest to 
Congress. The European Community, as a bloc, is the largest trading partner of the 
United States, and it also accounts for nearly 40% of total U.S. foreign investment. 
European integration will promote economic growth, and may expand trade and 
investment opportunities in the EC. These new opportunities could be limited, 
however, i f the EC adopts measures that restrict the access of U.S. companies to the 
benefits of economic integration. U.S. policjonakers will have to pay careful attention 
to the implementation of the "1992" program. 

BACKGROUND AND ANALYSIS 

The European Community has set a target date of Dec. 31,1992, for achieving full 
integration of its 12 member-states' economies into one very large pan-European 
economy. With 345 million consumers and a gross domestic product ($6,751 billion) 
that is larger than that of the United States ($5,730 billion) and more than twice that 
of Japan ($3,256 billion), the EC is one of the largest economic and trading blocs in the 
world. In the view of the EC Commission, a united Europe will be much more 
competitive internationally and will be able to realize significant economies of scale, 
higher productivity, and increased innovation associated with the potentially vast 
European marketplace. 

The EC Commission (the body that initiates legislation in the EC) launched the 
1992 program in 1985 when it issued a White Paper entitled Completing the Intemal 
Market. The White Paper originally listed 300 proposals for directives, or laws, that 
would have to be adopted before the EC would be truly integrated; the total number 
of directives now stands at 282. The 1992 program was formally sanctioned by the 12 
member-nations in 1987 with the adoption of the Single European Act (SEA). The EC 
Commission has issued all of the 282 directives in draft form and 193 directives had 
been formally adopted by May 1991. The EC Commission predicted that 75% of the 
directives would be adopted by the end of June 1991. 

The 1985 White Paper proposed a step-by-step approach to the elimination of all 
barriers to the movement of people, goods, services, and capital within the EC. Internal 
barriers fall into three main categories: physical barriers, technical barriers, and fiscal 
barriers. The 1992 Plan will affect nearly every sphere of European economic life. 
Customs barriers and other physical limitations to free movement are to be abolished. 
The harmonization of technical standards and testing and certification requirements 
will provide a boost to the expansion of trade in goods and services within Europe. The 
EC is expected to adopt standards for products that are currently regulated by each 
individual member-state for health and safet-^ environmental protection, or consumer 
protection reasons. Barriers to trade in services will be placed on a basis of mutual 
recognition and equivalence. Finally, fiscal barriers are to be eliminated by 
harmonizing, or more closely approximating, indirect taxes among member states. 

CRS-2 
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Implications for the United States 

The United States has generaUy favored increased European integration. The 
Bush Administration, in particular, has repeatedly stressed its support for the EC's 
single market program. Deputy US Trade Representative Julius Katz has noted: "We 
are keenly interested and supportive of the 1992 exercise, provided it remains a genuine 
trade liberalizing effort open to the Community's trading partners on a non­
discriminatory basis." 

Recent progress toward the goal of an integrated European market has been 
considered generally to be a favorable development. The potential benefits for the 
United States are numerous, with expanded trade and investment opportunities 
considered to be the principal economic benefits. Given the importance of the European 
Community to the United States, numerous questions have emerged concerning U.S. 
trade and foreign investment in the EC. Will the 1992 program result in a more open 
and competitive Europe? Will U.S. companies be afforded the same competitive 
advantages as European companies? Will the EC adopt restrictive local content 
standards and expand the use of quantitative restrictions (import quotas)? These and 
many other questions may emerge as the 1992 single market becomes a reality. The 
EC is faced with a choice over whether it will erect a Fortress Europe through bilateral 
protectionism or build a single market that reinforces the existing multilateral trading 
system. 

Prospects for a favorable outcome will be greatly enhanced if the current Uruguay 
Round of multilateral trade negotiations that are taking place under the auspices of the 
General Agreement on Tariffs and Trade (GATT) are ultimately successful. The 
Uruguay Round of trade negotiations, which had been scheduled to conclude in 
December 1990, is continuing. The 1992 program and the multilateral trade 
negotiations both offer the promise of further trade liberalization. Although some 
analysts suggested that the 1992 program would divert EC attention away from the 
Uruguay Round negotiations, this has not occurred so far. 

Trade and Investment 

The European Community, with more than 345 million residents (including the 
16-17 million inhabitants of the former German Democratic Republic), is potentially the 
world's largest market. The combined gross domestic product (GDP) of the member 
countries is estimated to be $6.8 trillion in 1991, compared with a GDP of $5.7 trillion 
for the United States. Moreover, the EC is the world's largest trading bloc, accounting 
for 16.5% of world trade. When trade among the member states is included, the 
Community's share of world trade rises to 40%. 

While the United States is one of the EC's most important trading partners 
(second, in fact, only to EFTA), the European Community is the leading trade partner 
of the United States. The EC buys the largest share of U.S. exports (24.9% of the total) 
and, after Japan, sells more goods in the United States than any other trading partner 
(18.5% of U.S. imports). Since 1989, when the United States once again began to 
register trade surpluses with the EC, those t urpluses have expanded quite dramatically 
on the basis of rapidly growing exports. During the first 8 months of 1991, the trade 
surplus amounted to $11.7 billion (or, when considered on an annualized basis, $17 
billion). Between 1986 and 1991, this represents an aproximately $40 billion shift from 

CRS.3 
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a $23 billion trade deficit to a $17 billion trade surplus. 

TABLE 1. U.S.-EC Trade, 1986-90 
(millions of dollars) 

1986 1987 1988 1989 1990 

U.S. Exports 
U.S. Imports 
Balance 

52,377 
75,736 

-23,359 

59,732 
81,188 

-21,456 

74,679 
84,942 

-10,263 

86,592 
85,129 

1,463 

98,024 
91,868 
6,156 

Total (domestic plus foreign) exports. 
General imports, customs basis. 
Trade balance is exports minus imports. 
Data compiled from ofUdal statistics of the U.S. Department of Commerce. 

The importance of the EC is even more evident in terms of foreign direct 
investment. Fully 40% of total U.S. investment abroad is accounted for by investment 
in the EC. U.S. investment in the EC has increased since 1985, the year the European 
single market plan was adopted. According to CRS estimates, U.S. direct investment 
is apparently related to enhanced prospects for economic growth in the EC rather than 
to the threat of a "Fortress Europe." Japanese investment, on the other hand, may be 
related to a fear of being excluded from the single market. 

Protectionism 

Some EC member countries use import quotas to protect certain domestic 
industries, especially automobiles and textiles. The EC Commission has indicated that 
transitional measures may be adopted to provide "temporary" protection to affected 
sectors. Although such protection might be temporary, it would effectively expand 
trade restrictions from localized segments of national markets to the entire European 
Community. The Administration position is that GATT-illegal national requirements 
should not be expanded because of their possible effects on U.S. exports. The risk to 
the United States would primarily be trade diversion by countries that may find 
themselves excluded from the EC market. 

Increased protection in other areas are also a cause for concern. Concern has been 
expressed that new and greater discrimination may result from a protectionist impulse 
that may accompany the development of EC-wide commercial and industrial policies in 
the following areas: the right of establishment, mergers and acquisitions, government 
procurement, subsidies, local content requirements, and standards and certification. 
U.S. Government officials have noted that discrimination in these areas would violate 
existing obligations under the OECD, the GATT, and the Tokyo Round Codes. 

Local Content and Rules of Origin 

U.S. manufacturers have expressed fears that the proliferation, and increased use 
by the EC, of nontransparent, nontariff barriers could damage U.S. industry, forcing 
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American companies to transfer jobs and technology to Europe in order to preserve 
access to the EC market. Rules of origin and local content regulations have multiplied 
in recent years as European firms have sought and received protection from foreign 
competition. The extent to which local content and rules of origin requirements will 
play an important part in the 1992 process is not yet known, but such requirements 
may adversely affect U.S.-EC relations. 

Reciprocity 

Reciprocity is another area of concern to the United States, because of its potential 
to undermine multilateral trade liberalization in the Uruguay Round of the GATT. 
Although the EC Commission favors multilateral trade liberalization, it maybe tempted 
to pursue bilateral liberalization as a parallel process. Where agreement cannot be 
reached multilaterally or bilaterally, the EC will probably act to deny market access to 
those countries that deny access to European firms. 

Of particular interest to the United States are Community-wide rules affecting 
banking, investment services, and other areas where reciprocity provisions may be 
considered. In April 1989, the EC Commission announced that banks from countries 
that provide national treatment to EC banks would be guaranteed an EC-wide right of 
establishment and the ability to ofTer universal services. The EC Commission's position 
on reciprocity in financial services now appears to be based on national treatment and 
"effective market access." 

Standards, Testing, and Certification 

Standardization is probably the ke> aspect of the 1992 single market plan for most 
U.S. companies. In preparation for 1992, the EC is accelerating its efforts to harmonize 
widely divergent national standards, as well as testing and certification procedures, into 
a single EC-wide body of uniform standards and regulations. This will allow all 
products that comply with EC standards to freely circulate within the European 
Community. There are concerns that standardization could exclude or hinder the entry 
of some U.S. products into the European market. To date, U.S. exporters have been 
denied formal access and input into the EC standards development process. There are 
also concerns that an EC certification system may be established that could impede U.S. 
entry into the European market. On I he other hand, EC standardization could have 
a beneficial effect for some U.S. exports because products that met EC requirements in 
one member state could be marketed throughout the EC. 

In May 1989, the United States and the EC issued a joint communique agreeing 
that the principles of transparency and openness should apply in the field of testing and 
certification. The statement also noted that it would be appropriate to open 
exploratory discussions with a view to preparing negotiations for the mutual 
recognition of tests. 

Public Procurement 

The value of government procurement in EC member states has been estimated 
at approximately 15% of the EC's GDP (which for 1990 would amount to approximately 
$1 trillion). Only 20% of such contracts are subject to open tendering. The EC 
Commission has calculated that only 2% of public supply contracts and only 2% of 
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public construction contracts h." ve been awarded to firms from other EC member states. 
The long-range goal of the Commission is to open about 80% of public purchasing to 
EC-wide competition. 

A common public procurement policy, in the form of the Utilities Directive, was 
adopted by the Council of Ministers in September 1990, and covers the so-called 
'excluded sectors' (telecommunications, water, energy, and transport). Other 
procurement directives were adopted during 1989 for supplies, works, and remedies. 
The Utilities Directive, which takes effect on Jan. 1,1993, provides that any tender may 
be rejected without explanation if the proportion of non-EC products in the total value 
of the tender exceeds 50%. Additionally, bids of EC origin are granted a 3% price 
preference over non-EC bids. The directive also provides for the extension of national 
treatment to third countries with which the EC reaches multilateral or bilateral 
agreements. In a recent report to the Congress, the State Department noted that "the 
U.S. Government hopes to expand the GATT Procurement Code to include procurement 
in these sectors and, thus, to avoid the discriminatory impact of the directive" (Country 
Reports on Economic Policy and Trade Practices, p. 178.) 

Public procurement policy will define whether Europe will expand its market and 
liberalize world trade, or whether the 1992 Plan will provide nothing more than a 
limited multilateral free trade agreement among the members of the Community. 
Restrictive public procurement practices have posed a major barrier to intra-EC trade; 
have reduced international trade opportunities; and have also limited the 
competitiveness of the countries that employ systematic discrimination against 
nondomestic firms in public procurement. Competition in public procurement, which 
has been practically nonexistent at the Community level, may increase dramatically 
after 1992. 

Beyond 1992 

European Economic Area and New Members 

Few would deny that the EC has been successful in generating enthusiasm for the 
1992 program in Europe and abroad. This has translated into increased investment and 
higher growth rates. In addition, 1992 appears to have played a large role in 
accelerating the development of stronger ties with the seven member countries of the 
European Free Trade Association (EFTA): Austria, Finland, Iceland, Norway, Sweden, 
Switzerland, and Liechtenstein. These countries have negotiated an agreement with 
the EC to extend the benefits of the single market to the EFTA countries through the 
creation of a "European Economic Area." Negotiations were completed in October 1991 
and the agreement may be signed before January 1992. Individual EC and EFTA 
member states will each have to ratify the agreement before it takes effect. The EEIA 
may prove to be little more than a transitional arrangement that permits the EFTA 
countries to more closely align their economic and legal systems with those of the EC 
before individual EFTA countries become EC members. One EFTA member, Austria, 
applied for membership in the EC in July 1989, and another, Sweden, made a formal 
application in July 1991. Their applicatijis for membership will probably not be 
finalized until 1995 at the earliest. Other EFTA countries are also considering 
membership in the EC. 

CRS-6 



IB89043 11-06-91 

Agreements with Elastem Europe 

European Community economic integration also stands in stark contrast to the 
failed economic policies of the Eastern European regimes that contributed to the 
revolutions of 1989. Links between the EC and the countries of Eastern Europe have 
increased rapidly. Trade and cooperation agreements have been signed, and "association 
agreements" are being negotiated. These will allow free trade while offering a 
transitional period of protection to Eastern European countries. The EC is also serving 
as coordinator for aid efforts to Eastern Europe by the G-24, comprising the 24 
members of the Organization for Economic Co-Operation and Development. A number 
of Eastern European countries have expressed interest in joining the European 
Community, but given their relative economic backwardness it may be some years 
before EC membership is extended. 

Economic and Monetary Union 

With the publication of the report by the Committee for the Study of Economic 
and Monetary Union (the Delors Report) in April 1989, the European Community 
began a process of integration that goes well beyond that of the EC-92 program. The 
European Council of Ministers, meeting in Madrid in June 1989, agreed to the proposed 
three-stage plan for economic and monetary union (EMU), and set a date of July 1, 
1990 for stage I to start. Stage I requires the liberalization of capital movements and 
greater convergence of economic performance through closer economic and monetary 
policy coordination. No institutional changes occur during stage I. During stage II, a 
European System of Central Banks (ESCB) would become operational; responsibility 
for monetary affairs would gradually shift from the national to the EC level; and 
margins for exchange rate fluctuations would be narrowed. Stage HI would require that 
exchange rates be irrevocably locked; rules and procedures of the Community would 
become binding; the ESCB would assume responsibility for monetary policy; and the 
changeover to a single currency would occur (Report on Economic and Monetary Union 
in the European Community, pp, 34-40). 

In November 1990, the Council of Ministers agreed that stage n of EMU would 
start oil Jan. 1, 1994. They also agreed to convene an intergovernmental conference 
on economic and monetary union (IGC/EMU) to amend the Treaty of Rome. (A second 
intergovernmental conference on political union was also initiated in December 1990.) 
The IGC/EMU appears likely to produce a treaty that is ready for signing by the 
December summit of EC leaders in Maastricht (Netherlands). The most notable 
disagreements are over Britain's participation and whether the new central bank will 
start operating at the beginning of stage I I (1994) or in 1996, prior to the start of stage 
i n . The question of how autonomous the new central bank will be is also being 
debated. 
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