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Cher Geoffrey, 

Je revi ens sur notre conversati on du 14 mai et 
particulierement sur la question des taux dljntt~rets . 

Certes, les Etats-Unis ne peuvent se passer, au 
point incertain ou se trouvent leur situation economique et leurs 
perspectives budgetaires, d'une politique monetaire stricte. 
En outre leurs conceptions generales comme leur sentiment d'un 
imperieux devoir de redressement, rendraient au mieux inutiles 
des pressions rageuses, doctes, et trop visibles. Enfin, les 
faits sont la : je veux dire une inflation forte, appelant des taux 
d Ii n t e r ~ t s e I eves. 

II reste - et c'est ames yeux essentiel - que ces 
taux s~nt, par periodes,beaucoup trop eleves (merr.e au regard des 
donnees objectives que je viens de r'appeler) et, continuer;lent 
trop inStables. Peut- etre y gagnerons-nous, a I'exportation, par 
un dollar trop fort, mai s nous payons p I us cher I e petrol e et I es 
matieres premieres. Nous y perdons economiquernent et financiere
ment, par des mouvements financiers mal justifies, par un decoura
gement de Ilinvestissement, par un sentiment diffus dlinquietude, 
pour tout dire par une recession et un chOmage inuti lement 
accentues • 

Le risque d'un echec ne doi t done pas nous detourner 
d'une action, pourvu que cette derniere tienne compte a la fois 
des donnees et des convictions qui sous-entendent la politique 
americaine. Nous avons a presser :les Etats-Unis de mieux comprendre 
les problemes que leurs politiques posent a d'autr es, et d1adapter 
leurs techniques de fa~on a prendre en compte des exigences plus 
larges que celles qui s'imposent a eux seuls. 

. I. 

The Rt. Hon. Sir Geoffrey Howe 
QC; MP 
Chance II or of the Exchequer 
The Treasury 
Parliament 5tr. 
London 5. W. 1 P 3. H. E. 
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Je suis donc convaincu que nous devrions mettre 
determination ct constance: 

- a analyser puis a expliquer les consequences sur nos economies 
de taux dljnter~ts trop eleves et erratiques et ceci en termes 
politiques, et au niveau politique ; 

- a rappeler que les memes objectifs peuvent etre poursuivis en 
usant de techniques, fussent-el les proches de celles retenues 
jusqulici, qui ti ennent moins compte du tres court terme et 
reposent moins exclusivement sur les taux d'interets. 

II est imperatif que, apres une preparation 
adequate, ces prob lemes fassent I 'objet d 'un debat seri eux et 
conclusif sur Ie fond et sur la tactique au sein du Consei I des 
Ministres. Ni la discretion necessaire, ni la reconnaissance des 
preoccupations legitimes de notre grand partenaire, n'interdisent 
une action vigoureuse et eclairante. La difficulte d'un resultat 
rapide ne peut nous dispenser de defendre nos interets. 
U ne presentation commune, calme, ferme, argumentee et continue-
men t soutenue, doit etre faite. A terme, une evolution slimposera. 
N ous y aurons aide, et nous aurons fait notre devoir a Ilegard de 
nos economies, deja suffisamment perturbees pour qu1il soit 
absurde d1amplifier encore nos diffic~te~ .. , ""-'-' t".c,.q-!fw?' 

1... v~ A...-~t4 
}:~'~ ~C ........ 

Fran<;ois-Xavier ORTOLI 
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BOARD OF GOVERNORS 
SECRETARIAT 

Dear Chancellor, 

<= (. . M ~ v\ PrN~C:l \A-
n t"lS lA eo - n \ \..\.-0'\....,-

4" ·S\ b. 
EUROPEAN INVESTMENT BANK 

Luxembourg, 1st June 1981 
AG/No. 6226 

The Rt.Hon. Sir Geoffrey HOWE 
Q. C., M. P. , 
Chancellor of the Exchequer 
Governor 
of the European Investment Bank 

LONDON 

I. On behalf of the Chairman, Mr. Gene FITZGERALD, I enclose the 

I. 

draft agenda for the meeting of the Board of Governors to be held at the 
Bank's headquarters in Luxembourg, on Monday, 15 June 1981. The meeting is 
scheduled to start at 2.30 p.m. 

The restricted working lunch normally taken by Ministers on the 
occasion of EcolFin meetings will be held at the Bank at 12.30 p .m. 

I am enclosing the preparatory documents for the meeting. The 
1980 Annual Report was despatched to you on 22 May 1981. 

The chairman would like the Board of Governors' meeting to remain 
as restricted as possible and asks each Governor to limit the number of 
people accompanying him (the members of the Board of Directors will attend 
the Annual Meeting in accordance with Article 2, sub-paragraph 3 of the 
Rules of Procedure). 

In the evening the Bank will be giving a reception at its 
headquarters at 7 p.m. 

Encs. 

Yours faithfully, 

~~' 
E. Greppi 

Secretary General 

100. BOULEVARD KONRAD ADENAUER. LUXEMBOURG-KIRCHBERG 

POSTAL ADDRESS: BP 2005. L-l020 LUXEM BOU RG TELEGRAPH I C ADDRESS: BAN KEUROP-LUXEM BOU RG 

TELEPHONE: 4379-1 TELEX: 3530 BN KEU LU TELECOPI ER; 437704 



EUROPEAN INVESTMENT BANK CG/50/81 

10.30 a. m. , 

2.30 
to 

3.30 p.m. 

ANNUAL MEETING OF THE 
BOARD OF GOVERNORS 

Programme for 15 June 1981, 
at the Bank's headquarters 

meeting of the Board of Directors, 
followed by the usual lunch. 

15 June 1981 

In addition, from 12.30 p.m., restricted 
working lunch for the Eco/Fin Council (Ministers 
+ 1 adviser each + Mr. Ortoli) (1) 

meeting of the Board of Governors, (2) 
(Members of the Board of Directors are 
invited to attend the Annual Meeting) 

7.00 p.m., reception (lounge suit) given by the Management 
Committee on the occasion of the Annual Meeting 

Note 

(1) At the same time, at the European Centre, Kirchberg, 
lunch for other persons attending the Eco/Fin Council 

-meeting. 

(2) Followed by the meeting of the Eco/Fin 
Council at the European Centre, Kirchberg. 
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As to the length of time for which additional counnitment authority &hould 

be envisaged, it will be recalled that the Working Party of the Board of 

Directors on the medium-term outlook for Bank. activity was asked to look ahead 

to 1986. That was considered necessary in order to take the measure of the 

effects on the Bank of the prospective elliarbement of the Community and of the 

likely trend of activity outside the Community under a further generation of 

financial protocols. For the same reasons, the mid-1980's would appear to be the 

appropriate time horizon for considering the size of a new capital increase. 

For Pu".cposes of illustration, the tables in Annex 1, line 1, are based on 

t!le lower hypothesis adopted by the Working Party, namely an increase" in new 

conunitments within the Community averaging IS % a year. New loans outside the 

Community are maintained within the 1 600 m.u.a. ceiling decided by the Board 

of Governors on 8 June 1~80, and amortization patterns continue as in 1980. On 

these assumptions, outstanding loans and guarantees would reach about 36 000 m.u.a •• 

that is, five times the present subscribed capital, by the end of 1986 : to 

acco~ate lending on that scale would require that the subscribed capital be 

doubled. 

The Working Party did not attempt, for good reason, to distingt:ish what an 

average nominal growth rate of IS % might represent in terms of inflation rates 

and real growth. Nor was any explici t assumption made about the extent to ""hich 

lending 1n Greece, Portugal and Spain might go along with adjustments iii. the 

pattern of lending in existing Member States. Departures in practice trom the 

hypothetical trend illustrated in Annex 1 would be reflected in a larger or 

shorter interval before any given new statutory limit was reached. The Manage

ment Connnitlee considers that, for the reasons adduced in para 2.3. above, 1982 

t o 1985/86 is an appropriate period for which flew connnitment authority should 

be provided and,accordingly, recommends that the Board of Directors proposes 

to the Board of Governors that the subscribed capital be doubled. 
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The proportion to be paid in 

The continued ability to present a healthy financial profile depends 

on t he Bank's continued ability to generate an adequate income to be appro

priated to reserves whether adequacy be judged in terms of what is required 

to protect the capital from erosion or in terms of acc2ptable balance sheet 

and interest coverage ratios. So far as the notio~ of erosion is concerned, 

the accumulation of net income in the past has clearly been inadequate : in 

fact, as emerges from the estimates sumrn2rised in Annex 3, the level of re

serves plus the balance of the profit and loss account as of the end of 1980 

fell short by some 524 m.u.a. of what would have been required to offset the 

decline in the real value of the Bank' 5 paid - in-- capital up to that d'3.te. 

One of the consequences of Article 18.5 in permitting outstanding 

loans and guarantees to rise to 250% of subscribed capital is also to permit 

a progressive deterioration in the most commonly regarded financial ratios of 

the Bank between one capital increase and anothe~. The rate of deterioration 

however, is influenced by net incorue which, since the EIB operates with a ml

ni~~l spread bet~een the effective cost of borrowed funds and interest on loans, 

arises essentially from the employment of own funds, i.e., capital paid in and 

reserves. The need for periodic injections of capital is thus, in principle, 

directly related to the desired rate of increase in own funds as a whole in 

face of a prospective continued substantial increase 1.n the Bank's debt and 

loan portfolio. 

On the occasion of each oE the three previous general capital increases 

Slnce the Bank was established, 10 % of the lncrease subscribed was paid in, 

the initial proportion of 25 % of total subscribed capital paid in falling to 

12.9 % : 

Year 

1971 
1975 
1978 

Increase in capital 

Increase 

50 
75 

100 

Proportion paid 1n or 
to be aid 1.n 

10 
10 
10 

Percentages 
Total capital 

Proportion paid ~n or to 
be paid :!.n 

20 
15.7 
12.9 

Capital markets have no doubt come to think of 10 % as something of a 

benchmark for ErE suhscriptions and, from the point of view of the Management 

Committee, a propos31 to double the capital \vith 10 % paid in, as in 1978, w0u1d 

be most satisfactory. HO\vevcr, one cannot ignore the fact that new ground was 

) heen broken by the 1978 dcci s iOll on an increase in the capi tal of the Inter-American 

Development Bank, which provided for 7.5 % to be paid in, and the 1980 decision 

by the \.Jorld Bank Hhich also adopted 7.5 % as the proportion to be paid in. 

After the implementation of thp.se increases the paid-in capital of the IADB 

\vill represent 10.2 % of suhscribed capital and that of the \\forld B:ll1k S.7 %. 

j 

\ 
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I 
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I 
I 
I 
I 
I 
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I 
! 
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I 
I 
I 
I 
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The tables in Annex ) illustrate the prospective evolution of the most 
1 

commonly considered ratios that would result from the lending growth hypothesis 

referred to in para 2.4. above. (The projections in the tables, stemming from 

the assumptions adopted for the ~hole period and set out in detail in Annex 2, 

will not necessarily correspond with annual presentations to the Board of 

Directors of the outlook for individual years which take current circumstances 

into account). Each table assumes a doubling in subscribed capital. It will be 

seen that, at least through 1986, the difference between the evolution of the 

ratios in Annex 1.1., based on 10% paid in, and those in Annex !.2., based on 

7.5% paid 1n, cannot be considered significant (see Annex 1.3.). 

The prime reason why there is little di~ference between the two cases 

15 the delay, discussed further below, in the receipt of paid in capital under 

the increase decided in 1978: the last instalment is not due until October 1983 

and the tables assume that payments in respect of the increase to be decided 

will not start until 1984. 

Since the prospective ratios are not 1n themselves particularly instruc

tive, a judgement about the scale of paid-in capital required has rather to be 

based on the role ~hat the Member States have come to expect that the Bank will 

be c~le to play and hence its need to raise increasingly large amounts from 

capital markets on the best terms available. The Bank is required not simply to 

finance individual projects within the Member States but, more broadly, to pro

vide the financial backing for policies decided by the Community. Thus, 1n 

recelit years, the Bank has been able to respond to calls for an increased effort 

in financing investment to help counteract declining growth and rising unemploy

ment within the Community, for assistance in promoting economic convergence within 

the EMS and, in the last few months, for special aid to areas stricken by the 

earthquake in Italy. Outside the Member States. the E.I.B. has not only provided 

the long-term finance envisaged in various protocols signed by the Community but 

has also responded to calls for emergenLY or additional ai~. The E.l.B.'s inter

vention in these several fields was certainly not without cost to the Member 

States, but its amount, as measured by their contributions to the paid in capital ? 

wzs only a fra~tion of the result achieved. 

The generally unprom1s1ng economic outlook within the Community and 

recent signatures of new protocols with countries outside the Community as well as 

the conclusions of the Working Party of the Board of Directors may be taken as an 
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indication that the Member States' requirements of the E.l.B. are likely 

to be of the same nature as ~n the past and that the Bank will have to be 

seen by potential investors to be an equally satisfactory borrower. The 

willingness of the Member States to pay in, over and a.bove their subscribing 

to a substantial ~ncrease, will be seen as confirmation of a readiness to 

engage their own resources and a particularly significant indication of 

their attitude if ever faced with a calIon the guarantee capital. The 

arrival of Greece and potential membership of Portugal and Spain during 

the period to be covereo by the next increase would, moreover, argue 

strongly against a radical and immediate departure from previous practice 

as regard3 the proportion of c~pital paid in. However, provided that the 

subs~ribed capital is doubled as recommended, it is likely that markets 

would be less suspicious of some reduction in the proportion paid in. The 

Hanagement Committee accordingly recommends that the . Board of Directors 

propose that the paid in portion be 7.5%. When payment was completed the 

proportion of total p2id-in capital to total subscribed capital would then 

have been brought down to .10.2%. 

3.9 In its rliscussion of the vrospective need for a capital increase, 

3.10 

the Working Party of the Board of Directors suggested, inter alia,t~at it 

would be appropriate to reflect on the possibiliLY of a partial incorpo

ration of re~erves. This matter has been examined carefully within the 

Bank. Technically such an incorporation would not ~atisfy the requirement 

described in 3.2 above of assuring by means of periodic injections of paid

in capital that net inc0me from own funds, consisting of paid-in capital 

and reserves, is sufficient LO protect the ratios of the Bank: an incor

poration of reserves in paid-in capital would be a redesignation of re

sources within own funds, leaving the total amount unchanged. At the same 

time, because the incorporation would be accompanied by an increase in 

subscribed capital, the proportion of own funds withitl the balance sheet 

would decline, which might be viewed by capit~l markets as a deterioration. 

Independently of these technical considerations and on the basis 

of the legal a'dvice which it ilas r£cei ved, the Hanagement Commit tee has 

come to the conclusicn th~t the incorporation of reserves would be con

trary to the spirit and letter of Article 130 of the Treaty of Rome, decla

ring the Bank a non-profit-making institution, and of these provisions in 



/ . 

- 6 -

the Statute that define the obligations of the individual Hember States 

with respect to the capital and the purposes for which reserves must or 

may be cons~ituted. That is to say, Article 130 and the Statute taken 
r 

together are more restrictive than the charters of the Inter-American 

Development Bank, the Nordic Inve~trnent Bank and, notably, the World 

Bank, ~hich for instance is free to make on behalf of shareholders annual 

subscriptions to the IDA in the form of a partial distribution of net profits. 

3.11 In making its reconunendation that the pai_d-in portion of the propose,d, 

capital increase be 'reduced to 7.5% instead of the 10% practised on each 

previous occasion, the Management Committee has taken into account the 

impossibility for the BIB of otherwise reducing the financial burden on 

the Member States through a partial incorporation of reserves. 

4. The timetable for paylng in capital 

4.1 The last two general capital lncreases were decided at intervals of 

5. 

5. 1 

5. 1 • 1 

5. 1 .2 

5.1.3 

three years, but in each case the instalments by which payment was to be 

made were spread over four years, without overlapping. As noted above, the 

last instalment in respect of the 1978 incredse is not due until October 

1983, two years into the period to be covered by the increase to be decided 

in 1981. Unless some corrective step is tak~n on this occasion, the problem 

will become still more acute and markets could question Lhe readiness of the 

Member States to provide the Bank with the support it needs. Accordingly 

the Management Committee recommends that the Board of Directors propose to 

the Board of Governors that payment of the 7.5% portion of the incre~se In 

subscribed capital be completed in 1986. The corresponding payments i~ each 

of the three years 1984-86 are shown in Annex 4. 

Recomm?ndation 

The Management Committee recommends to the Board of Directors that 

it submit the following proposals for a general capital increase to the 

Board of Governors at its annual meeting in June 1981 : 

~ that the suoscribed capital be doubled; 

- that 7.5% of the increase in subscribed capital be paid in starting in 

April 30, 1984, to avoid overlapping with payments in respect of the 

increase in capital decided in 1978; 

that payment be completed in six equal instalments in the three year 

1984-86. 
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Annex no. 1.3. 

ANNEX 1 

PROJECTIONS OF E.I.B. FINANCIAL STRUCTURE 1980-1986 

10% paid in by means of 6 semi-annual instalments 
in the years ]984-1986. 

7.5% paid in by means of 6 semi -annual iLlS talments 
in the years 1984-1986. 

Comparison of projection of ErB ratios. 



PROJECTIONS OF E.I. B. FINANCIAL STRUCTURE 1980-1986 

1980 198 1 1982 1983 1984 1985 1986 --
I. Total annual l ending 3 125 3 693 4 181 4 727 5 355 6 077 6 908 

2. Loans & guarantees o/s* 13 173 16 236 19 679 23 472 27 793 32 538 37 725 

3 . Annual disbursements 2 855 3 491 4 065 4 646 5 288 6 005 6 825 

4. Disbursed loans o/s* 11 413 14 274 17 601 21 313 25 567 30 240 35 344 

5. I nteres t on loans 933 188 9 513 1 858 2 228 2 626 3 065 

6 . Annual borrowing 2 467 3 254 3 918 4 194 4 594 5 060 5 822 

7. Borrowings o/ s* 10 604 13 327 16 449 19 924 23 629 . 27 696 32 183 

8. I nterest paid 880 096 408 723 2 052 2 386 2 758 

9 . Net interest on loans 53 92 105 135 176 240 307 

10. Subscribed capital 7 088 14 400 14 400 14 400 15 690 IS 690 IS 690 

11. Capital paid in 645 740 835 926 221 1 515 1 794 

12 . Reserves 994 239 465 692 2 013 2 397 2 818 

13. Ovm funds 639 979 2 300 2 618 3 231~ 3 912 4 612 

14. Interes t on liquid assets 149 14/t 133 1 1 1 110 114 120 

Ratio A Subscri bed ca.pital/ 
0 . 54 0.89 0. 73 0.6 1 0.56 0.48 0.42 ----

loans & guarantees ols 

Ratio B Subscribed capitall 
0 .6 7 1 .08 0 . 88 0.72 0.66 0.57 0.49 

borrowings o/s 

Ratio C ~1 .. funds/loans & O. 12 0. 12 0" 12 O. 1 1 0.12 0.12 0.12 ---
guarantees o/s 

Ratio D Own funds/borrowings ols o. 15 0.15 0.14 O. 13 0.14 0.14 0 .14 
~---

Ratio E Interest cover age 1 .24 1 .20 1 • 16 1 • 13 1.13 1014 1 • 14 ----- I> \D 0 Z 
00 N Z 

*Outstanding at end-year .po. tzl 
l'"d ~ 

00 Pol 
~ ..... 
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..... 
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PROJECTIONS OF E.l . B. FINANCIAL STRUCTURE 1980- 1986 

1980 198 1 1982 1983 1984 1985 1986 -- -- --
I . Total annual lending . 3 125 3 693 4 181 4 727 5 355 6 077 6 908 

2 . LOd~S acd guarantees o/s* 13 1 73 16 236 19 679 23 472 27 793 32 538 37 725 

3. Annual disbursements 2 855 3 491 4 065 4 646 5 288 6 005 6 825 

4. Disbursed loans o/s* 11 413 14 274 17 601 21 313 25 567 30 240 35 344 
c: Interest 011 loans 933 138 513 858 2 228 2 626 3 065 oJ. 

6 . Arm ual b01TO\vi n g 2 ffG 7 3 25/.~ 3 918 4 194 4 663 5 134 5 905 

7 . Borrmvings o/s* 10 604 13 327 16 449 . 19 924 23 698 27 839 32 409 

8 . Interest paid 880 1 096 408 723 2 055 2 395 2 775 

9. ~~t interest on loans 53 92 105 135 173 231 290 

10. Subs~ribed capital 7 088 14 400 14 400 14 400 15 690 15 690 15 690 

1 I • Capital pB:id in 645 740 835 926 155 384 597 

12 . Reserves 994 239 1 465 692 2 010 2 385 2 789 

13 . Own funds 639 979 2 300 2 618 3 165 3 769 4 386 

14. Int erest on l i quid asse ts 149 144 133 1 11 1 10 IlL. 120 

Ratio A Subscribed capital / 
0 . 54 0.89 0.73 0.61 0 . 56 0 . 48 0 $42 

loans & guarantees o/s 

Ratio n SlJbscribed capital/ 0 . 67 1.08 0.88 0.72 0.66 0.56 0.48 - - - - borrowings o/s 

Ra t io C Own fur..ds/loans & 
0 012 0 . 12 0.12 O. 11 0.11 o. 12 0 .. 12 - - - -

guarantsps o/s 

Ratio D Own funds /borrm"ings 0/ e 0 .. 15 0.1 5 0.14 0.13 0.13 0 . 14 0.14 

Ratio E Interest coveyage 1 .24 1.20 1 • 16 1.13 1 . 13 1 • 13 1. 13 -'" J ~ \D • ex> Vt 
PM I:'lj 

*Outstanding at end-year I X 
00 "0 
Q'\~ 

~ . r 
0. N 

..,0 

=' 
~~ 



Ratio A Subscribed capital/ 
loans & guarantees o/s 

10% paid in and~ 
7.5% paid in 

Ratio B Subscribed capital/ 
borrowings o/s 

10% paid in 
7.5% paid in 

Ratio C Own funds/ 
loans & guarantees o/s 

10% paid in 
7 . 5% paid i.n 

Ratio D Own funds/ 
borrm,vings 0/ s 

10% paid in 
7.5% paid in 

Ratio E Interest coverage 

10% paid in 
7.5% paid in 

COMPARISON OF PROJECTION OF EIE RATIOS 

Capital from 1981 increase paid in 1984~1986 

1980 1981 1982 1983 1984 

0.54 0.89 0.73 0.61 0.56 

0.67 1.08 0.88 0.72 0.66 
0.67 1 .08 0.88 0.72 0.66 

0.12 O. 12 0.12 O. 11 O. 12 
O. 12 O. 12 O. 12 O. 1 1 O. 11 

o. 15 o. 15 o. 14 o. ) 3 0.14 
O. 15 0.15 O. 14 0.13 0.13 

1 .24 1.20 1 • 16 1 • 13 1 .13 
1 .24 1.20 1 • 16 1 • 13 1 • 13 

1985 

0.48 

0.57 
0.56 

O. 12 
0.12 

0.14 
0.14 

1 • 14 
1 • J 3 

1986 

0.42 

0.49 
0.48 

0.12 
0.12 

0.14 
0.14 

1 • 14 
1 • 13 

> z 
Z 
M 
X 

w 

""""' .......... 
t ... 0 



ANNEX 2 

ASSU~1PTIONS IN PROJECTIONS OF E.I.B. FINANCIAL STRUCTURE 1980-1986 

1 • General assumptions in Annexes Nos. 1. 1, 1.2 and 1.3. 

1 • 1. 1 

1 . ! .2 

1 .2. 1 

1.2.2 

1 .3. 1 

1 . 3.2 

1 .3.3 

Within the Community - annual lending is assumed to increase by 
15% a year. 

Outside the Community - for 198 1 the projection takes up 527 mil lion 
n . a., the figure used in the document 80/140, submitted to the Board 
of Directors on 21/5/80, with the addition of the extent to which the 
outturn for 1980 has fallen short of the estimate for the year. From 
1982 onwards lending outside the Community is projected at 540 mil
lion u.a. per year. 

New lending during each year is added to the total of loans and 
guarantees outstanding during the year. Repay~ents of loans now 
outstanding are expected to conform to the schedule of repayments 
as up-dated at the end of 1980. Repayments of new lending have 
been cal culated on the assumption that each new 103n has a term 
to final maturity of 13 years and has grace period of 3.5 years . 
The average interest rate on new loans (compounded annually) de
clines in steps of 0 . 5% fr om 10.4% in 1981 to 8.9% in 1984 where 
it remains for the rest of the projection. 

Guarantees outstanding are assumed t o remain constant at the end 
1980 figure of 447 million u.a. 

It is assumed that on average l oans within the Community are dis
bursed within 37 days of signature . It f ollows that the total of 
loans awaiting disbursement should rise each year by about 10% of 
the increase in annual lending . 

On average 10% of the amount of loans outside the Conmunity is 
assumed to be disbursed in the year in which the loans are signed, 
2070 the following year, 40% two years and 30% three years after 
signature. 

The schedule of l oan repayments i s the same as that used in para
graph 1. 2 .1 above. 
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1 .4. 1 

1 .5. 1 

1 .5.2 

1.5.3 

1 . 6. 1 

1 .6.2 

1 • 7 • 1 
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A simple average of loans at the beginning and end of the year is 
used. The interest rates applied are described in paragraph 1.2.1 
above. 

As a first step annual borrowing is assumed to be determined by the 
increase in disbursed loans plus repayments during the yesr of 
earlier borrowing by the Bank less the increase in the average of 
own funds (including increases from fresh injections of paid-in 
capital and contributions to reserves as well as from the operat ing
surpluses earned by the Bank). 

Certain adjustments in the Banks' liquidity affecting the amount to 
~2 borrowed would be required to cover changes in undisbursed amounts 
outstanding. As regards lending within the Con~unity, an amount 
equivalent to 10% of the increase in new lending has been added each 
year to liquid assets. For lending outside the Community, however, 
the amount of undisbursed loans calculated according to"the hypothesis 
in paragraph 1.3.2 was deducted from the balance sheet figure and the 
difference was assumed to be disbursed as to 2/9 in 1981, 4/9 in 1982 
and as to 3/9 in 1983. This has reduced the positive adjustment to 
liquidity in the three years. 

It is further assumed that any economies in the liquid cover for un
disbursed loans will be fully compensated by additions to the liquid 
assets held in the Statutory Reserve. 

Annual borrowing as described in 1.5 has been added to the total 0f 
borrowing at the beginning of the year and repayments of existi~g 
borrowing in the schedule of repayments as up-dated at the end of 
1980 have been" subtracted. 

Repayments of new borrowing have been calculated on the assumption 
that on average new borrowing has a 13 year term to final maturity, 
3.5 years grace and bears interest at an average of 10.2% in 1981 
reducing thereafter by 0.5% a year to 8.7% in 1984 where it remains 
for the rest of the projection. 

The interest paid on borrowed funds is assumed to be 0.2% less than 
the rate of interest earned ou lending by the Bank. This is equi
valent to an upward rounding of the Bank ' s theoretical interest mar
gin of 0.175%. 
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Net income from lending is derived by 'deducting interest paid on 
borrowed funds from interest earned on lending by the Bank. 

Subscribed capital, as increased by the accession of Greece to 
membership on 1 January 1981, is assumed to be doubled during 
the course of that year. On the assumption that Spain and Por
tugal become members in 1984, a hypothetical addition to sub
scribed capital has been made in that year. 

10 10 Own funds ---------
1.10.1 Own funds are taken to include capital paid in, the reserves and 

provisions of the Bank and the balance on the profit and loss 
account. They are assumed to be increased by amounts paid in 
under any future ~ncrease in capital as well as under arrangements 
concluded in the context of the 1978 increase and aJso by contri
butions of new member countries to the capital, reserves and pro
visions of the Bank. 

1.10.2 Own funds are assumed to be fed also by future operating surpluses 
of the Bank which have been calculated as the excess of net earnings 
on borrowed funds plus interest on liquid assets over administrative 
expenses. Commissions on guarantees have been assumed to be 10 mil
lion u.a. per year. 

1.10.3 In these calcula~ions adrninistrative expenses for the years 1981 and 
1982 have been taken from provisional estimates of 16 September 1980. 
For the years after 1982 they have been assumed to increase by 12.5% 
per annum. This consists of an increase in real terms of about 2.5% 
(in step with lending operations) to which a rate of inflation of 10% 
has been added. 

It 

1. 11.1 Inte¥est on liquid assets is assumed to average 11% in 1981, equiva12nt 
to a rounding down of the 1980 figul'e. It falls in the model to a 
more "normal" 75% of the rate on E.I.B. lending in 1983 (7.1%), passing 
through an intermediate rate of 9.1% in 1982. For the years after 1983 
interest on liquid assets is ass~ed to remain at 75% of the rate on 
Bank loans. 

2. Exclu3ion from the projections 

2.1 The initial additions to liquidity in the form of capitalised interest subsidies 
~nd the subsequeut reduction as the subsidies are absorbed by the Bank through 
its profit and loss account have been disregarded in constructing the projections 
of financial operations and ratios. The effect of such capitalised subsidies 
is neutral over the life of the subsidised loans. 
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NEW COMMUNITY I NSTRUM ENT (NIC) 

t1 (A,J J VM~O. L.~. 
Objectives 

,. -
~ 161~ 1 

p~ 

· 1.s, 2.. l~, e( 11 

If possible, to d e l a y agre ement until our Presidenc y. If not, 

t o ensure tha t the Commis s i on pr op osa l is sati s f ac t orily ame nded 

to incorp or a te an overal l ce iling and unanimous voting . 

2. If, a s seems likely, the Germans block thi s propo s al, we c an 

simply lie low. We might then hope to obtain some mo d e s t 

credit for securing agreement during our Presiden cy. If, on the 

other h a nd, othe r member state s including Germany were prepared 

t o a c cept t h e prop o s a l afte r s uitable modificati on, then we could 

go a l ong . 

Po ints to Make 

3. Ceiling 

Essential to have overall ceiling as ~n original decision . Matter 

of normal financial prudence. Will also allow us to review the 
~-. ~, 

opera~ ion of t h e fac i lity in the light of experience . Note ·~.t 

European Investment Bank has ceiling based on amount of capital . 

(No · need to -accept allegation thatce.iling prevents permanence 

-or continuity). 

Size of ceiling 

-Up to Commission to make the proposal, backed up by clear statement 

of their -' intentions. _ What tranches do they envisage ·? Over what 

timescal e? {If pressed! sugges~ a . remit to COREPER for further 

considepation when Commission have made this statement. (If 

further pressed and all other delegations prepared to agree on 

a particular figure) ' accept lowest figure acceptable to majority . 

5. Unanimous Voting 

Support unanimous voting. Lack of Unanimity could lead to loss 

of confidence in the exchange markets . 

Background 

6 . The NIC (or HOrtoli facilit y tf) was set up in 1978 to allow the 

commission to borrow ' i n the markets for on-lending to investment 
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projects in member stat es. The original Council De cision was 

subject to an overall fe e ling of 1000 million acres which has 

!I,., . 

now been almost reached. After a long p e riod of inaction, t he 

Dutch Presidency are now trying hard t o secure agreement on a 

Decision renewing the facility before the end of their Presidency. 

7. There is no particular interest to the UK since the loa ns we could 

obtain under it are not subsidised. Indeed we are restricting 

our foreign currency borrowing from the Community in line with 

our objective of reducing the net total of official external 

debt. 

8. The proposa l for renewal needs various financial safeguards - an 

overall ceiling and unanimous a pproval of tranches~ More radically, 

it is arguable that the NrC is unnecessary because it overlaps 

with the EIB. In the past all NIC lending has be en to projects 

already supported by the EIB. The reason .for the Commiss ion's 

enthusiasm is that they are excluded from the running of t he EIB's 

~~ ~ ordinary operations, and would like to expand their empire. 
/~~~:-~~: . : 

~): .~ :~ ~"· ;. )n the other hand, the NrC does not impose any significant cost 

; -~ ;;,. . . nn the UK or conflict with any important UK interest, whereas it 

strongly favoured by the Italians and the Irish, partly for 

l':~lance of payment s reasons and partly because it helps them to 

~· ;"lke up the benefit of the 'EMS interest rate subsidies' (with which 

they were induced to join the EMS) . The note by the Council 

Secretariat (French original and oui ~nofficial translation 

attached) suggests that the Council concentrates on the three 

issues: 

(a) whether the NrC should be renewed. (This is 

because the Germans may well oppose it completely ~ ) 

(b) The need for a ceiling~ 

(c) Whether voting on tranches under the Instrument 

should be unanimous or by majority vote .. 
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Translation of 
7352/81 Brussels 

5 June 1981 

NOTE FROM COUNCIL SECRETARIAT TO FINANCIAL COUNG'!L 

Object: 

PART 1 

Proposition f or a Council decision authorising the 
Commission t o contract loans to pr omote investment 
in the Community (UN ew Community Inst rument n ) 

1. COREPER suggests that at its meeting on 15 June, the Council 
should consider: 

a. the general observations made by delegations during 
their examination of the Commission proposal; 

b. the need for a ceiling on NIC oper ations; 

c. the voting procedure for tranches under the instrumente " 

These "points are consi dered below. 

2. COREPER suggests that the Council should r emit to "them for 
further examination the remaining outstanding points (which are 
listed in the Annex). 

PART 2 : Problems referred to the Council 

General observations 

Certain delegations (DK; D, F, NL) have expressed a certain 
reticence about the Commission proposal. They have noted that 
the decision on the r enewal of the NIC should be preceded by a 

"thorough "examination of the policy of borrowing and lending carrie.d 

out by the Community , as required by the 30 May mandate. 
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Voting procedure 

The Commission proposed that the Council should act by majority 
vote when considering tranches under the NIC. 

Three delegations CB, I, L) supported this proposition. 
Six delegations CDK, D, F, GR, NL, UK) wanted the Counc~l 
decisions to be unanimous. 

The Irish delegation also accept this procedure. 



H]it;'.rlt.L UT.t;D 

OTHER OUTSTANDING PROBLEMS 

1. Procedure for granting the loans 

The Commission proposed in Article 5 the same procedure as in 
the old NIC: that the Commission should decide on the eligibility 
of projects, but that the European Investment Bank should decide 
whether to grant the loan. 

2. Successive or simultaneous tranches 

Although the old NIC required that tranches should be successive, 
the Commission now proposed that this restriction should be 
removed so that there would be the possibility of the Council 
authorising simUltaneous tranches. 

3. Reference to small and medium-sized enterprises 

The Danish delegation asked that in the operation of the instrument 
particular attention should be given to the needs of small and 
medium-sized enterprises, and that the loan should not lead to any 
distortion of competition. 

4. Review clause 

The United Kingdom delegation suggested a clause providing for 
a review either at a specific date or when the lending had 
reached a particular level. 
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CHANCELLOR 

CONFIDENTIAL 
(~VJ~ r[teN: 

IfrW ~~LLt 

FST VVl,AMAi 
MST(C) / b 

cc Sir K Couzens 
Mrs Hedley-Miller 
Mr Kemp 
Mr Ashford 
Mr Bottrill 
Mr Edwards 

~sH;~~~re 5 /h Jq I . 
Mr Peretz 
Mr Mercer 
Mr Reid - D/Trade 
Mr Bull - B/E 
Mr Butt, - UKREP 
Mr Faulkner - FCO 
Mr Rhodes - Cabinet Office 

FINANCE COUNCIL AND BIB GOVERNORS MEETING : 15 JUNE 

This note is to give you advance warning of these two meetings. 
Detailed briefing will be submitted in the usual way at the end 
of next week. 

2. The provisional plan is as follows: 

Depart from Heathrow 
Arrive Luxembourg 
Lunch in new BIB building 
EIB Governors meeting 
Finance Council 

l5i.June: 08.20 
10.25 
12.30 
14.30 
l5.~ 
19.00 Recep~iQn . and dinner in EIB building 

16 June 08.25 Dep~rt Luxembourg airport 
08.35 Arrive Heathrow 

In addition we hope to arrange bilateral meetings with :rle~:e 'l 

Matthb~er and M Delors. 

3. The agenda for the EIB Governors meeting is: 

1. Routine business (approving annual accounts, 
re-appointing members of Audit Committee et~) 

2. Capital increase. 

4. The provisional agenda for the Finance Council is: 

1. ReneW2~ of New Community Instrument 
2. Insurance Services Directive 
3. Economic situation 
4. Export (f ~di ts 

I 
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EIB Building and Reception 

5. The EIB building was designed by Sir Denys Lasdun who also 
designed the National Theatre. It can be seen as a prestigious 
British project although much of the construction and other work 
has been carried out by a wide range of European firms. It has 
also, sadly, suffered from cost overruns. Nonetheless there may 
be the opportunity for some discreet flag-waving. 

6. I understand that you have agreed to stay for the reception 
and dinner. The Ambassador would be glad to offer you accommodation 
overnight. 

EIB Capital inerease 

7. After several discussions in the Board of Directors, we have 
I secured as a com"promise proposal for the Governors approval: 

a. a doubling of the subscribed capital 
b. paying-in 7t per cent of the increase over four years 

(beginning::,>in 1984 when the payments under the last 
increase are complete) 

c. agreement that the Board of Directors should review 
the Bank's borrowing and lending at regular intervals. 

This seems to us a good result (even though the public expenditure 
cost of (b) is about £15 million a year) and we recommend you to 
accept it. ( II:- ;5 ~ Cc._s,'sh:..vt- ~ ~ "oji,~ ~OV~ c:.p}O''OQV... a.k" 0.-.. 

~l~ J~ ~ ~ ~Qb"a,.~" .) 

Renewal of New Community Instrument (NIC) 

8. The NIC (or 'Ortoli facility') was set up in 1978 to allow 
the Commission to borrow in the markets for on-lending to invest
ment projects in member states. The original Council Decision 
was subject to an overall ceiling of 1000 million ecus which has 
now been almost reached. After a long period of inaction, the 
Dutch Presidency are now trying hard to secure agreement on a 
Decision renewing the facility before the end of their Presidency. 

9. There is no particular interest to the UK since the loans we 
could obtain under it are not subsidised. Indeed we ·~,are restricting 
our foreign currency borrowing from the Community in line with our 

objective of reducing the net total of official external debt. 

2 
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o. The Commission proposal for renewal needs various financial 
safeguards.(unanimous approval of tranches, overall ceiling etc). 
More radically, it is arguable that the NIC is unnecessary because 
it overlaps with the EIB. On the other hand, it does not impose 
any significant cost on the UK or conflict with any important UK 
interest, whereas it is strongly favoured by the Italians and the 
Irish, partly for balance of payments reasons and partly because 
it helps them to take up the benefit of the 'EMS interest rate 
subsidies' (with which they were induced to join the EMS). 

11. It seems likely that at the Council most member states will 
accept renewal subject to various financial safeguards, but that 
the Germans will be fundamentally opposed. If they succeed in 
preventing agreement we could lie fairly low and perhaps hope to 
attract some credit for securing agreement later on in our Presidency. 
On the other hand, if they withdraw their objections, we could go 
along too. 

Insurance Services Directive 

12. You will recall that this was discussed at the last Fiaance 
Council in March. The Directive would give ,- '{nsu¥',ers freedom to 
operate across frontiers within the Community. For example, a UK 
insurance company can already do business in France by setting up 
a branch in France, but the directive would allow it to cover French 
risks direct from the UK. This is particularly important for Lloyds, 
whose unusual structure makes foreign branches difficult to operate. 

13. The March Council confirmed that it attached importance to 
securing agreement on the directive and identified authori'sa~io~8 as 

the key issue. (l1Authorisationn refers to the question of what 
information the supervisory authorities in host nountries are 
entitled to receive and what sanctions are available to them.) This 
question has since been discussed extensively at working level. 
No agreement has been reached but progress may be possible at the 
Council by accepting burdensome procedures for "mass risks" 
(househol~, holidays etc) in return for relative freedom for the 
major industrial and commercial risks. This would be a satisfactory 
compromise since there is little interest in insuring mass risks 
across £rontiers. 

3 
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)Economic situation 

14. There is likely to be a discussion af, the economic situation. 
The Chairmen of the Governors' Commit~ee and of the Coordinating 
Group m~ make oral statements. In theory the Council is preparing 
the discussion of economic and financial matters at the European 
Council, but it is doubtful if it will have much role to play. 

15. There may also be some discussion of the import deposits 
scheme introduced on 28 May by the Ita1ians(depending on the out
come of Monetary Committee discussion on 10 Jun~ From the UK's 
point of view, the Italian measures are unfortunate in that although 
they do not greatly harm us in themselves, they do not appear 
justified and could lead to a snowballing of this sort of measure~ 

Export credits 

16. Little progress was made at the meeting at official level 
in Paris on 12-13 May. The UK interest is in avoiding a breakdown 
of the concensus, securing an increase in the rates and dealing 
with the Japanese problem. The French, pleading elections, have 
so far prevented the Community playing a constructive role. 

17. The Council on 15 June will have a general discussion of the 
issues. Further discussions will no doubt be necessary under our 
Presidency before the next Concensus meeting in October. 

Bilateral meetings ' 

18. I understand that you have agreed to withdraw from the 
Finance Council meeting at an approp~ate moment for a short 
bilateral meeting with Herr Matthofer. We are still trying to 
arrange the meeting with M. Delors. He is not staying for the 

!,,, t 
reception in the evening,La meeting should be possible immediately 
after the Council. 

"5 ~l~C/-t" S 
J SCHOLES 
5 June 1981 

Y . ~. 

ric . 
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Report b~COREPER ~ the Council on the Services Directive 

FOl10Wing\ ;j. ts 6_~ meeting on 16th March 1981 the Council, having 
held a disc~n on the matters under consideration with the aim 
of giving guidelines, asked the Committee of Permanent Representatives 
to review these matters and in particular to seek as a matter of 
priority a compromise solution on the question of authorisation. 

The Committee, having re-examined all the fundamental questions. of 
the draft directive, submits this report to the Council. 

a) GENERAL RESERVATION 

It is recalled that the Danish, Irish and Luxembourg delegations 
have entered a general reservation in respect of this directive 
(see document 5439/81 SURE 12 FISC 13 page 2). 

The Greek delegation has also now entered a reservation and has 
indicated, in the same way as the Irish delegation, that it will 
request a supplementary period of five years for implementing Title 
three of the directive. 

b) QUESTIONS SUBMITTED TO THE COUNCIL 

1. AUTHORISATION 

Several delegations take the view that this is the "key" problem 
of the directive and have said that if a satisfactory solution is 
adopted for the authorisation procedure, they :would be less concerned 
about the writing of services business by branches and agencies 
and agreement on this question and also the other unresolved questions 
could be achieved more easily. 

Following very detailed discussions on this problem, a new approach 
has been outlined which provides for a verification role for the 
supervisory authority of the countryo-f the service .This new approach 
is ~to be found in thetext~ of Articles 9 and 10 which are attached 
hereto . .. Some points relating to the passages in sq-gar.e brackets have yet 
to be resolved. 
The Committee decided however, in order to assist in the continuation 
of its studies, to ask the Council to what extent it considers that 
verification procedures on the lines of Articles 9 and 10 are in 
accordance with the guidelines agreed at its meeting of 16th March 
1981. {I) 

(1) It is recalled that the Council asked the Committee of Permanent 
Representatives to "give priority to seeking a compromise solution 
for the question of authorisation, while taking into account, on 
the one hand~ the principle 'of freedom laid down in the Treaty and, ' 
on the other hand, the guarantees which should be given 
to the countries where the service is carried out, within the framework 
of close cooperation between the supervisory authorities of the 
member ,states". 

. .. / .. · 
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I~ should be noted the Greek and Irish delegations continue to feel 
t hat there should be an actual procedure for authorisation by the 
author i ty of th~ country of the service. 

2 . BRANCHES AND AGENCIES 

Four delegations support t .he Commission proposal that both Head 
Off i ces and agencies and branches of undertakings established 
within the Community should benefit from the provisions of the 
Directive. 

Six delegations (I, IRL, . F, D,L and GR) are opposed to services 
business by agencies and branches for legal and pratical reasons. 
It has become apparent that the main obstacles as regards the 
granting of freedom of se~vices to branches and agencies are 
concern about the respecting of provisions in the host country 
when services business i~ written and the difficulties concerned 
wi th supervision ,'of services business . 

It should be. noted that the Legal Services of the Council, in 
the opinion which thei piovi c ocument ' ~343/81 JUR 57 SURE 11), 
supporte~ . the Commission propos~l. 

~------------------~------
The Council is asked to decide on the .possibility of agencies 
and branches benefiting from freedom of services. 

3 . COMPULSORY INSURANCES 

In the event of an overall agreement on the Directive, nine 
delegations could support the proposal of the Presidency which 
provides for the inclusion in principle of the compulsory 
insurances within the scc?e of application of the Directive but 
exclusion of motor third party insurance, third party nuclear 
liability risks, insurance for pharmaceuticals and employer's 
liability insurance, the Co~ission representatives having 
undertaken to present within a very short period a draft Directive 
on motor third party insurance (1) and to re-examine:after a period 
for consideration, the situation as regards the other exclusions. 

The French delegation 'feels that there should be identical 
treatment of all the compulsory insurances. It would prefer 
the inclusion of all these insurances within the scope of 
application of the Directive but, if exceptions are envisaged, 
it urges the exclusion of all the compulsory insurances . This 
lastpnoposal is not acceptable to the other delegations and the 
Commission representatives given that it would lead to appreciable 
differences as reqards the area of application of the Directive 
from one member state to another . ~ - -____________ 

~~et~~u~~!;i~!n~;~ed to give a decision on th~mise pro:::;l 

(1) The Italian delegation while recalling that in principle it supports 

f .. · --::¥... . ., : 

L~-I 

the inclusion of all compulsory insurances within the directiv~ laid 
particular stress on the desirability of such a draft directive being 
prepared quickl~ which it felt was an important element of the compromise 
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4 . ~ CAL PROBLEM 
-

At present, insurance operations are exempt from VAT under the 
6th VAT Directive . However , Member states are ab l e to levy a 
specific tax on insurance operations . 

This situation has led , dur i ng t he study of the draft directive , 
to the following ques t 'o ing posed: 

described above b maintaine 
it be providedtha~ ·insura e 

a) Should the 
(nine dele 
operations 
the Member 

ubject only to compulsory 'n all 
supported by the French delegation) ? 

b) Should provision be made 

for an obligation on insurance companies to have a fiscal 
representative in the Member State where the risk is situated ? 

- for mutual assistance between the fiscal authorities of the 
" Member States? 

It should be noted that the second set of questions would not 
arise if the view of the French delegation (compul sory application 
of VAT) was accepted. 

The 6th VAT Directive already provides that Member Statesrnay 
require a fiscal representative and, moreover, the Council 
has set up a . system of mutual assistance between the fiscal 
authorities of the Member States in the field of VAT. 

The Council is asked to decide the question given under a), The 
Committee of Permanent Representatives can then be asked, if 
appropriate, to resolve the question set out under b) . 
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Article 9 

1. Any undertaking which intends to provide services shall be 

bound to inform beforehand the competent authorities of the 

member state of establishment, indicating the member state 

or the member states within whose territory it contemplates 

the provision of services and the nature of the risks which 

it proposes to guarantee. 

&hese authorities shall 1ssue to the undertaking a 

certificate stating the classes which it is permitted to 

write and stating that it has the solvency margin required 

by Articles 16 and 17 of the First Directive and 

indicating the risks which it actually covers] 

These authorities may requ1re the following particulars to 

be communicated:-

t 

.(a) The scale of fees the undertaking proposes to apply; 

(b) forecasts concern1ng the costs of management; 

(c) forecasts concern1ng prem1ums or subscriptions and damages 

arising out of these new activities; 

(d) the business plan; 

z 

(e) the information which the supervisory authorities of the 

member states on whose territory the undertaking contemplates 

the provision of serV1ces require from established 

undertakings (1) . . 

_i' . 

(1) , To meet a request by the French de1egation·it 1S envisaged that 

there should be included in the Minutes of the Council a Council 

dec'laration according to which the compet.en,t authorities of the member 

state of establishment may op~ose the extension outside its territory 

of .the ~ctivities of undertakings established on its territory~ that 

any deciiion to oppose such an extension must be duly reasoned and 

communicated to the undertaking and that it is subject to judicial 

control in the country of establishment. 
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2. All undertakings referred to 1n Paragraph (1) must submit to 

the competent authorities of the member state or member states 

of the provision of services the -information referred to in 

Paragrap~ 1 , sub-paragraph ,1 (and also the certificate 

referred to in Paragraph 1 sub-paragraph :2). 

It shall also [without prejudice to the prOV1S10ns of Article 

7 of this Directiv~ submit to these authorities for prior 

examination: 

(a) the general and speci~l conditions of the 1nsurance policy 

which it intends to use; 

(b)" the scale of fees which it proposes to apply [in so - far 

as those scales are governed by the laws of the state 

concerned] ; 

(c) the forms and other documents which it proposes to use 

in its relations with policyholders; 

~d) the business plan] 

[Se) the information which the superv1sory authorities of 

the member state on whose territo~y the undertaking 

contemplates t~e provision of services requ1res from 

established undertakingsJ 

1n so far as those obligations are imposed on undertakings 

established within the territories of those member states.(t)(~) 

(1) The Commission _ r~presentative proposes the inclusion of a Council 

declaration 1n the Minutes saying that Article 9 and 1n particular 

paragraph 2 does not change in any way the current situation as 

regards insurance by correspondence. 

(2) The Com~ission representative declares that his organisation 
~ . 

attaches -great 1mportance, 1n the case where there is a single 

contract covering risks situated in several member states, to the 

general and special conditions applicable being those of the 

member state whose law is applicable to the contract under Article 

5. 
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i-The submission of general and special conditions and rates 

shall not be required insofar as Article 7 prohibits prior 

approval, in the context of operating conditions, as regards 

certain industrial or commercial risks_ In this case , the 

documents and particulars referred to in letters c), i-d) 

and e)_7 above may not be required __ 7 

3 . The competent authorities of the member state of the provision 

of services shall have a period of ~ix week~ [three m~nthsJ 
[six month~ from the date on which they receive the documents 

referred to in pa~agraph 2 to establish the [compliance 00 

non-compliance,of their contents with the provisions 1n force 

within their territory Gn so far as such prov1s10ns are 

justified by the public interest or by the need to ensure the 

protection of policyholders and are imposed on all 1nsurance 

undertakings established within the territory of that member 

state]. During that period, · the undertaking shall abstain 

from writing services business in the classes in question on 

the territory of that member state. 

4. Any decision establishing non-compliance within the meaning 

of paragraph 3 must be duly reasoned and communicated to the 

undertaking. Such decisions, which must specify the branch 

or tbe part of the branch concerned and, where appropriate, 

the specific activity conceined, shall have a suspe~sive 

effect. They shall be subject to judicial control in the 

member state of the prov1s10n of serV1ces. 

Such a decision shall be communicated to the competent 

authorities of the member state of establishment. The latter 

may initiate consultations with the competent authorities of 

the . member state of the provision of services. (1) 

(1) Some delegations · felt that the procedure provided for in this 
t· . ' 

Article should apply each time that an undertaking wishes to 

- change one of the particulars referred to in paragraph 2 (a), (b), 

and (e). 
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Article 10 

1. If a competent authority of a member state establishes that 

an undertaking providing services within its territory 1S 

not complying with the standards applicable to undertakings 

established within its territory Gnd justtfied by the public 

interest or by the need to ensure the protection of 

policyholder~, that authority may request the undertaking 

concerned to take the measures necessary to terminate ~he 

situation. 

2. If the undertaking fails to take those measures ~ithin a 

period of ... week~, the competent authorities of the 

member state of the provision of services shall inform the 

competent authorities of the member state of establishment 

accordingly. The authorities of the member state of 

establishment shall take any action {Eequired by the member 

state of the provision of service~ [w~ich .may go as far as 

withdrawal of the author--1sation referred to in the First 

Directivi} to ensure that the undertaking concerned complies 

with measures imposed by the authorities of the member state 

of the provision of serV1ces. 

3. ~f; in spite of the measures thus taken by the member state 

of establishment or where such measures prove inadequate or 

no measures have been taken by that state, the undertaking 

persists in violating the rules referred to in paragraph 1, 

the member state where the services are being provided may, 

after having informed the supervisory authority of the member 

state of establishment, take appropriate measures, which may 

go as far as a ban on operation, as are strictly necessary to 

putaniend to the situati'6nJ. 
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Any , measure adopted under the provisions of patagraphs 

2 [pnd fl of this Article, which involves penalties or 

restrictions on the exerC1se of prOV1S1on of serVlces, 

be duly reasoned a~d c~mmunicated to the undertaking 

concerned. All these measures are subject to judicial 

control in the member state where the authorities have 

taken these measures. 

1, 

must 

5. The competent authorities of the member state of 

establishment shall be bound to communicate all measures 

taken in application of Articles 20 and 22 of the First 

Directive without delay to the ' competent authorities of 

the member state or the member states of the prov;s10n of 

serV1ces. 

( 
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objet Proposition de deuxieme directive du Conseil portant 
coordination des dispositions legislatives, reglementaires et 
administratives concernant l'assurance di~ecte autre aue 
l'assurance surla vie et fixant lesdispositions destinees 
a faciliter l'exerciGe effectif de la libre prestation des. 
services 

1._. __ ........ . ...... " .• .. •• , . . •.• - ._ .. 

I ..... -...... ...... "' " . . .. . . . :. .: '.: . ':. . . ,.. ' ''\ 

A la sU:lte d.e . ~a '696eme session du 16 mars 1981, Ie Conseil, ' 
ayant procede a un debat d'orientation sur Ie dossier en objet, 

. avai t demari'der 'au Conii te des representants permanents de "le 

revoir, etnotamment de rechercher en priorite une solution de 
compromis pour la question de l'agr~ment • 

. Le Comite, ayant reexamine l'ensemble des questions fonda
mentales de la proposition de directive, soumet Ie pr6sent rapport 
au Conseil. 
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A. RESERVES .GENERALES 

II est rappele que les delegations danoise, irlandaise et 
••• I 

ltL"'( embourgeoise ont emis une reserve ~ gene ral e a. l' egard 'de cett e . : ,.r; i 
directive (cf. doc. 5439/81 SURE 12 FISC 13, p. 2). " , , : 

, "I 

Depuis lors, la delegation hellenique a egalement exprime ' 

une reservegenerale et a indique, cerrone la delegation' irlandaise, 
qu'elle demanderait un delai supplementaire de cinq ans pour la , 
mise en oeuvre du titre III de la directive. .. ' 

B. QUESTIONS SOUMISES AU CONSEIL, . .................. . 
,. -- ... .... .. " 

, , 

Plusieurs delegations sont d'~vis que c'est .' le 

probleme "cle" de la directive et ontindiqu8 que si une 

solution satisfaisante etait adoptee concernant la proce
dure d ' agrement, Ies soucis qui existent quant a 1a presta
tionde services par les HGences et succursales pourraient 
etre apaises et un accord" sur ce dernier probleme ainsi que 

sur les autres questions restent encore ouvertes 'ponrI-a.it 

plus facilement @tre atteint . 

" , 

• .•. I' 

" " • ,f. ,, ' 

~ A 18. sui t "e 'cIes""discussions tre s- approfondies sur ce p~o-

bleme, une nouvelle approche, qui prevoi t un: certain r61e -'c~e veri
fication uour l'autorite de controle du pays de services a ete 

,1: 

enqu innrJo. Cc "b"bn nouvcllo 'cqrprocho fl (~ 'brOUV8 oonc:r.8ti.fF~r~ rl on fi 
1 ' enu amble cleo t 0X"t eo des art i cl atl 9 t'rt 10, qu.i sont rcpris 

~!!_~~~. Certains points res-tient encore ouverts 

sur les passages entre crochets. 

. .. / ... 
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. .. ..... · ';Yl:" ,~;s{~:~~,~ll;t~i11;i):· 
~e Comi t e est ne8nmoins convenu, pour aider a la pour: ;;',:";}::;;\~~>,( ~( !. 

suite de ses travaux, de poser au Conseil la question de ..... ' .. :.- ':<,? .,/ _-';;:' 
- ' . :. ;.,'" ~;., 

savoir dans quelle mesure il estime gue les procedures d~ : . . , ":: .'. 

verification suivant les grffi1des lignes des articles 9 et 16. · .', "_', 
. repondent aux orientations degagees lors de sa session du - . 

" '< 

16 mars 1981 (1'). 

II . est a noter que les delegations hellenique . et 
irlandaise insistent toujours sur une veritable procedure 
.d' agrement de l' au tori te du pays de services. 

. . 

. ... " , : 

• • . ... . : •• ' - I .. 
2. AGENCES ET SUCCURSALES I 

, t:. •. . .. ' -. . ... 

Quatre delegations sont en faveur de l~ proposition de 
la Commission . qui indique en tant que beneficiaires des 
dispositions de la directive les sieges et les agences et 
succursales des entreprises etablies dans Ia Communaute . 

Six delegations (~,IRL,F,D,L et GR) sont opposees 8. la o 

pr8station de services par les agences et succursales pour 
des raisons juridiques et' pratiques. Il est apparu que ·le . . .. . . . ., 
souci du respe6t en prestation de services des dispositions 
dupays d'accueil et les difficultes d'exercice du controle 
a ce sujet constituent les obstacles principaux a ce que l'on 

' accorde la liberte de prestat.ion aux agences et succursales. 

(1) II est rappele Que Ie Conseil avait demande au Comite des 
represent8l1ts permanents 'de "rechercher en priori te tu1e 
solution de conpronis pour Ia question de I'agrement, en 
ten~~t co~pte, d'une part, du principe de la liberte inscrit 
au tr3.ite et, . d' autre .part, des garanties qui doivent etre . 
donnees aux payso-J.s' effectue la prestation, et ,ceci dens Ie 
cadre ·d 'une etroi te cooperation entre les autori tes de 
contrale des Etats membres." 

. ... / . ~ ~ 
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II ~st a noter que Ie Service tJurldique du 

dans 1 t avis qu.' il a rendu (cf. do c. 5343/8 ~ JUR 57 SURE 11), ' 

a soutenu la proposition de la Commission." 

Le ~onseil est appele a se prononcer sur la possibili te 
1 e+ su' ccursal~s de beneficier de la .liberte pour . ~s agences u ~ 

de prestation de services. 
. , ~ . , ,. . 

, " 1 . , . 

3. ASSURANCES OBLIGATOIRES 

Dans l'hypothese d'un accord global sur la directive, 
neuf delegations ont pu marquer un pre,juge favorable sur la 

propooition de la presidence ~ui prevoit l'inclusion ~n principe 
des assurances obligatoires dans Ie champ d'application de la 
directive, mais l'exclusion des assurances a responsabilite civile 
auto, responsabilite civile risques nucleaires, assurance pour 
risques concernant les produits medic~ente~~ et assurance 
concernant les accidents du ~ravail, les representants de Ii 
Commission s'etunt engages a presenter dans un delai··tres ·c·ourt 
Wle proposi ti.on de directive zpecifique sur la responsabili te 

civile auto (1)' et a reexaminer, "apres une periode de reflexion:, 
la situation en ce qui concerne Ies aut res· , exceptions. 

(1) La delegation italienne:" tout en rappelant sa position de 
principe en faveur de l'inclusion de toutes les assurances 
obligatoires dans Ia directive, a tout particulierement 
insiste sur l'opportunite d'une presentation rapide d'un 
tel projet de directive cowne etant un element important 
de ce compromis. · 

... / ... 
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La delegation franqaise a insiste sur un traitement 

idantique de toutes las assurance~ .obligatoires. Elle 
prefererait I'inclusion de toutes cas assurances dans 

. le ch~p d' application de la directive, mais, au cas ou' . 
des exceptionsdevr~ien~ ~tre prevues, elle plaiderait 
pourl'exclusion de toutes les assurances obligatoires . 
Cette dernierehy"pothese n'est pas acceptable pour les 

'autres delegations et les representants de la Commission, 

etant donne qu'elle conduirait a une variation sensible 

" du champ d'application de la directive d'un Etat membre 
a. l'autre. 

L8 Conseil est appele a se prononcer sur ' la proposition ' 

de comQromis dela pr~sidence. 

4. PROBLEfll[E FISCAL 
. . , 

Actuellement, les operations dtassurance sont exonerees 
de la TVA en vert'll. de la sixieme directive TVA. Toutefois, 
les Etats membresont la possibilite de percevoir, . sur ces 

operations d r a,ssurance, une taxe specifique. 

. .. 1 ... 
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Cette si tuation a amene, lors de .'.'};: ; ~ .: . ' 

::~~~;i ~ion de directive, a deux ordTes de questions,a : .';j~~\~i~,L~f.I~ 

a) Convient-il de maintenir Ie systeme actuel decri t ci-dessus ::' .<.,,' 
, , 

(9 delegations) ou convient-il de prevoir que les opera-
.: ..... 

tions d'assurance en question seront sQumises, a l'avenir, '-
'. 1 

obligatoirement a Ia seule TVA dans tousles Etats membres . 
(position defendue par la .delegation fre.l19aise) ? 

b) Est- ce-qu'il y a lieu de prevoir 

l ' obligation pour les compagnies d ' assurance de se 
faire representer dans l ' Etat membre au 1e risque 
est situe par un representant fiscal? 
une assistance mutuelle · entre les autorites fiscales 
des Etats mernbres ? 

·11 convient de faire remarquer que ces dernieres ques 
tions ne se posent pas dans Ie cas ou la these defendue 
par. la delegation frangaise (application obligatoire de 
la TVA) serai t .acceptee . 0; " 

En e·ffet, la sixieme directive TVA preV"'Oit deja. 1s. · · 
p os sibi lite pour les Etats membres d ' exiger un repre 
s entant f iscal et, par ai l leurs, 1e Conseil a et abli 
un systeme d ' assistance mutuelle entre les .autorites 
fiscales des Etats membres dans Ie domaine de la TVA . 

I " 1/ ,' J 

,' . f 

• • •• 0 i .. ;.. ....• 

, :' ; . ', ., ~ 

. ~ -' ' .. 

;' .. . . 

. . ' 

· 7' ,~ ,' . ., . . 

~": '. . . " 

1i~_~ .Q.2n;Qg.~.LQ.~?~_."~~12J2.(~~:~..<r:_o!l· .... !~~J~E.<?n.Q.n· c 22:~,D],~· r l!:l ..... !J22:2 .. r.1 t i..Q!! 

r~.r i. n n_....:..'1..2~-2L' . .J:ll.S2.!D.1}!2_ . .9..9!l_!f:2!() ~:2nol~ nn ~~:l_.J?2!!'~Q!:!}J! 8 -1'2.lA.Y~·n1 ·· 
Gtre charp;A, 18 C8.8 echp,8nt," dcr J 8(')' l 0:r'A onsui to les que stions 

. cxpos6es sous b). {. " 

", ' ''' ' ', 
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, " 'I ' ~ ': '\ f': J ., J 

. .... ,., ,', Article 9 
.. .. . 

Toute entreprise q~i entend effectuer des prestations . ":.: .. , ,.;;,~>~t<,: :' 

de services est tenue cl' en inforner au prealable les auto rit'e 5',: i'" , \.<' 

• I • : ._ • , , 'J . 

conpetentes de l'Etat membre d'etablissement en indiquant , ", ~ .- .~ - ~; : 

l' Etat r.1e~bre au les Etats nemares ' sur Ie t erri toir~ desquels ,: 

el1e envi~age d' effectuer ces prestations de services, ainsi : " 

que la nature des risquez qu' e11e se propose de garantir. 
" " 

!.Ces memes autori te s delivrent a' l' entreprise un cert~fi

cat attestant les branches qu' elle est ha15ili te e a pratiquer ' 

et attestnnt qU'elle dispose du minimum de la marge de solva
bili te conf~nnement aux articl es 16 et 17 de la premie re 

directive et indiquant les , risques qU'el1e garantit effec

tivementJ 

Ces au~orites peuvent exiger la communication des 
elements suivants' : 

a) les tarifs que Itentre~~ise se propose d'a~pliquer 

, " 

b) le3 11"reviEions' relatives aux fruis de gestion . , 

. " 

c) les :previsions relr.tiv'es nux primes et cotioations et au:{ 
sinistres, en raizon des nctivites nouvelles 

: ,'+ 1' '-
, ' . 

, ~, . ' 
d) 1e progr8.l:lr.1e d'activite ; 

. . . / . ~ . 

I 
i 

[ 

\ I , . 
.. / ' 

~ ;. .' 

, . 

.. 
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~1~-&'f' , H' . I I 

.. 
e) les i~formEtions que les autorites de contr~le de 

me~bre sur Ie territoire duquel l'entreprise entend 
: • ::,._ ... /' .. . . : '~I~' . '~ •. i 

-effectuer des prestations de services demandent aux entre- "'/' . 
I 

Prises etablies. (,1) .- '~~ :>:'~{"- ' : .'.~- ~ ~\?\ 
, ( '. ; ~ .. I .. 

2. 

' ,' 

Tou"te entreprise visee au prtragraphe 1 est tenue de 
,, ' .. 

trnnS:7lettre aux autori tes competent es de 1 'Etat membre ou des· 

Etnts ne::bres de 1n prestation les informations visees au ' 
.... . 

para6r[?.phe 1 alinea 1 Lainsi que 1e certificat vise au para- ': 

graphe 1 alinea~. ~ 

Elle est en outre tenue,[; saLS prejudice des dispositions 

de l' ~rticle '7 de la pres~nt~ ~irective.J de soumettre aces 
8utori tes pour eX8!nen prealable : 

n) les conditions gcneralen et speciales de police d'assurance 

qu'elle se propose d'utiliser 

'~1) Pour venir a. la rencontre d 'une demande de la delegation 
fran9aise, i1 a ete envisage d'inscrire au proces-verbal 
du qon~ei~ .~ne dec~aration du Co'nseil suivant laquelle , 
les au~or~tes competentes de l'Etat membr'e d'etablissement 
pc~vc~~ ~'OPPO~CT ~ I'extension en dehors de son territoire des 
activites des entreprises etablies sur ce territoire,; que 
toute de,cision d ' opposition doi t etre motivee et notifie e u 
l'entreprise et qU'elle est assujettie a un recours juridic
tiorillel du pays d'etablissement. 

7347/81 
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b) les tarifs qu' elle ' S8 propose d Qpp..Llqll~r[O.~uJ.tOj , l~ :;, me-.>~r~ ':::;J'~;;" :: \ ' ~·i! :~ ~r,;,' . 
au ces tarifs , sont reglemJentes par la legisl2..ti6~ \i~ ':"'l '~Etat ',':,':,~::!<:< ', . :;~~~;/~ f 

concerng ; 

,:. ! ' ,' .... , 

I c) lee for.mulaires et au~res doc~~ents qU'e11e se propose 

d'u'tiliser dans' ses relations avec les prel1eurs 

:, " _ ," ~ ".:.:: ' ; . 't' /1:: ' . 
, . ~ .. ', .', ", ' \:,1; ,", 

les in:ormations que les autori tes de contrale de 1 l!Jtat '" , '" "~~,:j / "" 

[d) Ie programme d'activite ;J 

:;~:::U:~rd~: ::::~:~~::s d~~U:~~~:::r:~~~:el:t::~ entre- ·· :i, . '~ tl ~,;· ' ·' 
prises etablieY. ',' :,;~~~, ,:, ~ ,,:,~~,, 

pour ~utm1t que ces wemes obligations sont imposees aux entre

prises etablies sur Ie territoire desdits Eto.ts memb~es. (1) (2) ' 

..~ . . ,; .. :' 
,';: 

LLa soumissi~n .des conditions generales et specialeset des , 
tarifs n'est pas exigee dans 18, mesure ou l'article 7 interdit une , 

approbation prealabie, dans Ie cadre d88 conditions ·d'exerc:lce ; ~ri 
ce qui concerne certains risques inclustriels ou commerciaux . Dans 

ce cas, les docume.nts et inf"ormations vises auCx) ·li~t~' ra(~~). 'o,}
Lei) et e27 ci-dessus ne peuvent etre exiges.j' 

.. .,. 

".(1:) Le representant de 12. Cor.unission entend proposer une decla- ,', 
ration du Conseil a inscrire au proces-verbal qui indique 

(2) 

que l' article 9 et nota~ent son paragraphe 2 ne cha..l1ge en 
rien la situation actu e11e concernant l' assura..'Ylce par 
correspondance. . , 

Le representant de la Co~rnission declare que son institution 
attache une grande i::lporta..~ce a ce que, au '~r.iS ou un seul 
contrat couvre des risqu8s situes dans plusieurs Etato 
rnenbres, =ont d'application le8 conditions gen~rales e~ 
speciales de 1 'Etat mernbrc d~nt ' 18. 10i est applicable au 
'contrat , selon les dispositions de l' article 5. ... / . ~ . 

'; ," ' ,'; ~\'~: I ;:, :;.' 
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Le::: ' autori tes co:npet ent es de l' Etat membre de la prestatiol': :' 
. . ; . :." ~. ' .. : ,,' .' ... 

diGPo~cr .. t d 'W1 delai de [Six semClj.neY 8rois moiy [Six -mo'fy a ,'.,\';';} 
partir de la date ·de r'eception des dacumentcmcntionnes ·' ;U ··; ,~' ·,L ,'i:::-.~~·~3 
paragraphe 2 pOUr constater l' eventue'lle Lc0nforni te · crg.· · · ···'r;.<;~. 
non-conformi te de leur cant enu avec les dispositions en . 

viglleur sur leur terri toire 8c.ns la mesure ou celles- ci ' sent , : "; ', 

• "J ' 

• " . 0:. \ 

justi:iees nar l' interet general ou par lanecessite dtassurer .:; ;:', 
. - . , . . . ': ; ' . " :,r :i ' ~.:~ :. ~~: 

. . la prot ection du preneur d t assurcnce et incombent a tout e " .. ' ;', , . :."~':~ ' ~'.' ~ , ,, 

entreprise d'aS8ura..'1.Ce etablie sur le territoire d.e cet Etat '. :' ..... 
me~br~. Pendru1t cette periode, l'entrepr.ise s ' abstient 

d' effectuer des prestations de services dans les' brenches 

conceInG es sur le t erritoire de cet Etat mernbre. . ~; , 

.4. Toute decision portent constat de nen-conformi te au sens 

.' ,.. ':. ~ .' 

' I " ' 0 • 

j I ~ , ' 

d~ paragraphe 3 doit etre d~~ent motivee et notifiee a l'entre

prise. Cette decision, qui doit preciser la branche ou la ' 

partie de la branche ainsi que, Ie cas echeant; l'activite .. 

specifique concernees, a un effet suspensif. Elle est assuj ettie 

a recours juridiction.nel ~ans I' Etat membre de la prestatloh • 
. , 

La de'cision est notifiee a.u:x autorites competentes de 

l'Etat membre d'etablissement. Celles-ci peuvent ' entamer d~s 
con.sul tations. avec lesa;u.tori tes. competentes de l' Etat membre 

de l .a prestation. (1) 

(~) . Quelques delebo.tions ont estime'que la procedure mise sur . pied 
dans cet 'article devrai t s' appliquer chaque fOlS que l' entre
:prise entend I:lodifier un. des elements vises au paragraphe 2 
sous a), b) et c). 

, ; 

I . , ;0<. : '. 

. ; 

" ..... ... 

' , " ,l,,' 1 1 
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ArticJ.e 10 

Si une autori te co:n~et ent 8 d tun ,Etat meobre constat e ·"';:)i;:)~,:t~ ~ ~~:~:~:; .. ~:> ., 
qu'IDle ent,reprise agicsnnt en prett2.tion de cervices sur con ~': :~(:;>:·: ~,~ ~>~~ :::: :·, 

terri toire ne resp'ecte pas les nonnes a~pli~ables aux cntre_ ' ~ , :,; ~~'ir ·.·'. "t"~,\,:~ "' , 
prises etablies sur son territoire Let qui sont jUEtifiees " I .,, ' , ~~ ': ,: , : : 
par 1 t interet general ou par la necessi te d' assurer la protec~ : ' :'" ' ~ 
tion au prc~eur d' assurancy, cett e autori te peut demander a ', ':,:,":,: 

.... . ' 
. l' entreprise conceme e ,de prendre Ies mesures approprie es ,,' ,:, ;",;:,"' , 

pour mettre fin a cette situation. 
. . ..... 

. , 
" ' . ' 

:. '" 

' . , . 

" -, 
, " 

2. Si l' entreprise ne respect e pas ces mesures LUans un 

delai de ••• sC!I1G.ineY, 188 autorites competentes de l'Etat 

membre de prestation en ' informent les autorites competentes de 

l'Etut membre d'etablisse:nen'l. Les autorites de l'Etat membre 
de l'etablissement prennent toutes dispocitions Lrequis9s par 

1 ',Etat mernbre de la :prestatioy [pouvant aller jusqu' au retrai t 
~e l'agrc:ne~t cite dans Ia premiere directiv£ pour que 

I'entreprise concernee se conforme aux mesures requises :par 

les autori tes de l' Etat meL:b're de la prestatio~. . ''\ 

3. LSi, ".en de:pi t qes mesures ainei c.r:r~tee::: 'POor l' r!tnt 

~e~bre d'etablis8ement ou si ces mesures staverent insuffi

sa."1tes ou si, a defG.ut de m.isures prises par cet Etat, 

l'entreprise persiste a violer les dispositions visees au 

paragr~phe 1, l'Etat menbre d~ ~st effectuee la prestation 

de services, apres en avoir informe I'autorite de controle 

de l'Etat d'etablissement, peut prendre les mesures appro

priecs, pouve.nt aller jusqu' a 1 t interdiction CI-:' l' activi te t 

limitees k oe qui est n~cessaire pour mettre fin ~ cette 
situationJ 

~: : , . ~ " .. ' ./ ~ .'~ , .. . 
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:: Tout e mesure adopte e dans 1e cadre des disposi tionG des 

paragraphes 1, 2 [et 17 du present article, co:nporta:r1.t des 

sanctions ou des restr~ctions a. 1 "ex erci ~ e de la prestflti6n de' 
services, doit etre dQ~ent motivee et,notifiee a l'entreprise 
canceme e. Chacune de ces mesures est 0'3SU,i ettie" a recours · 
juridicti· ol1.-~el dans l' Etat membre au les autori tes les ont 

prise~. 

5. Les autorites cowpetentes de l'Etat membre d'etablis-
0:. 

sement sont tenueG de co~~uniquer, sans delai, aux autorites 
competentes de l'Etat membre · au d~s Etats oe~bresde la 
prestation concernes toutes mesures prises en application des 
articles 20. et 22 dela premiere directive., 
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EXPORT CREDITS 

OBJECTIVES 
1. To gain general agreement that the Community should press ahead 

with the preparation of a constructive package of proposals which 
might provide the basis for agreement with the US and Japan when 

negotiations on changes in the Consensus are resumed in the Autumn. 

2. To encourage the new French Minister of Finance to take a more 
flexible line, particularly as regards increases in minimum interest 
rates and improved notification procedures for "credits mixtes". 

LINE TO TAKE 

3. General 
a. The Consensus is a valuable means of controlling 

export credit competition but changes are necessary 
if its collapse is to be avoided. 

b. A substantial increase in interest rate~ in 
October is of critical importance so as to bring 
Consensus minimum rates nearer to market levels. 

c. It is also essential to find a way to overcome 
the Japanese problem and to improve transparency 
on "credits mixtes". 

4. Interest Rate Increase 

The UK could accept a 2-2~% increase (because of prior commitments, 
an increase agreed in the Autumn would not in practice be fully 
implemented until 1982). We would prefer a flat rate increase for all 
categories of recipient, though, for the sake of EC unanimity, we 

would be prepared to consider a slightly smaller increase for relatively 
poor countries. 

5. Japanese Problem 

We could not accept that the Japanese be accorded a privileged position 
under the Consensus, but some compromise should be offered. If the 
Japanese want to offer officially supported export finance at lower than 

1 
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Consensus rates then they must pay some penalty for being allowed to 
do so. Various ideas on this are being studied by the Policy 
Co-ordination Group on Export Credits and these should be pursued. 

6. Credits Mixtes 

Given the spread of mixed credit systems the need for improved trans
parency is greater than before. We hope that the French can now accept 
the Commission proposals for prior notification of such credits. 
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) BACKGROUND 

Current State of Negotiations 
Little progress was made at the May meeting of Consensus participants 
in Paris. The Community did nothave any new proposals to put forward 
because of French unwillingness to move before their Presidential 
Election, and the EC proposal already on the table for a small increase 

in minimum rates (1% for rich and intermediate countries, 0.8% for 
poor countries) was again unacceptable to the Japanese without a 
concession to allow them to offer lower rates. 

2. The US, whose .;p~o_s~i_t;...i...;o:...n_w_a_s __ c ..... ~sely allied with Japan, did however 
put forward a possi%le package of proposals which woul~have involved 
an immediate increase in rates of the size proposed by the Community; 

further staged increases towards the SDR-weighted average of world 
market rates; and agreement that, for a trial period, low interest 
rate countries (notably Japan) should be allowed to charge their market 
rates, on the basis that other countries could also finance in those 
currencies at market rates. The Americans also made it clear that they 
intended to apply pressure on various fronts (eg. derogations on credit 
length, action in GATT) to encourage progress on Consensus reform. 

3. The Commission undertook to consider the US proposals and there 
is to be a further full meeting of the OECD Consensus group in early 
October, at which the Community will be expected to make a constructive 
response. A meeting was also tentatively arranged for mid-July, 
depending on the progress of EC discussions. This may take the form of 

r 

exploratory talks between the Commission, the US and Japan to prepare 
the way for substantive negotiations in October. 

EC Position 

4. Since the May meeting the Commission have sought to put greater 

impetus into the preparation of a Community position which might provide 
the basis for compromise agreement. The purpose of the ECOFIN dis

cussion, which is expected to take place over lunch, is not to attempt 
to agree detailed solutions, but to consider the basic problems and 
the general direction that the Community should take, and to encourage 
the momentum which is now starting to develop. It will provide an 

opportunity to sound out the position of the new French Administration. 
(There have been some indications that the French may now be prepared to 

1 
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show some movement on the size of the increase in minimum interest 
rates and credits mixtes.) If reasonable progress is mad.e in Community 
discussions this month, it will then be for the Commission to work up 
in consultation with member states a possible package which can be 
considered at the meeting of ECOFIN on 17 September. 

5. Two main problems are likely to be discussed:-

i. What increase in the interest rate guid,elines 
should be offered? 

ii. the problem of low interest rate countries, 

notably Japan. 

The opportunity should also be taken to press the French to accept the 

Commission's proposals for improved notification procedures on "credits 
mixtes tI. 

Interest Rates 
6. US pressure to bring Consensus rates more in line with the current 
level of worl'd market rates is now such as to seriously endanger the 

continued existence of the Consensus. Only a significant increase will 
satisfy the US and others that the Consensus can respond to changing 
world trading conditions and not remain an artificial and uncontrollably 
expensive mechanism for standardising export credit terms. An increase 
would of course be very welcome to us in relieving the budgetary burden 
of these subsidies, and that the French would also 
welcome such relief. 

-----====-
7. Any proposed increases should strike a balance between satisfying 

the US demand for a move towards current market rates and the need to 
avoid exacerbating the Japanese problem. A 2-2i% increase would not 
be unrealistic, given that - because of prior commitments - there is 
now no effective possibility of full implementation of any increase 
this year. The table annexed shows the effect of an increase of 2~% 
for rich and intermediate countries and ~~ for poor countries. For 
comparison, the OEeD's latest calculation of a . terest 

rates, on an SDR-weighted basis,gives a figure of 11i%. 

2 
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Japanese Problem 
8. The Consensus applies to officially supported export credits. In 
the past Japan, through its official ExIm Bank, has adhered to the 
Consensus interest rates by ensuring that the resultant blended rate 
between the 60-70% ExIm Bank share and the 40-30% commercial bank share 
respect the Consensus minimum. Japanese rates are now dropping and 
would be below the Consensus if any increase was agreed. They have 
stated they would not be prepared to apply the rules as in the past 
and would want to be able to offer ExIm Bank finance at lower than 

Consensus rates. 

9. We are not convinced that the participation of the Japanese ExIm 

Ba_nk_------_..--""'---_--------r-a-t-e-s_o~~~=-. ...-.-.--....;;.. __ ..:.e.:.,xp..:...:.o.:r...:t...:.ers wlli 
to enable them to match ~apanese 

credit offers. For this reason, the recent US proposals, whilst 
acceptable in part, do not appear to answer all the problems, 
particularly on the question of access to yen in sufficient quantities 
and at comparable interest rates. But various compromise ideas 

(including some which we have floated) are under consideration in the 

Policy Co-ordination Group (the official level EC Group- on export 

credits on which
r 

ECGD and ourselves a're represented-) and it is intended 
that these should be actively pursued when the Group meets again later 
t his month. 

AEF3 Divison 
11 June 1981 
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.lLNNEX 

00NSENSUS . ON J:0;:FORT CRE1.)I~:S 

(1) Summary of Guidelines 

(Possible changes that may be proposed by ECin October 1981 sho,·m in brackets ) 

Country 
Classification 

l1inimum 
Cash 

Payments 
% 

Maximum 
Credit 

- Period 
(Years ) 

Hinimum 
In te~-;-tRate s 

Credits 
2-5 

years 

Credits 
over: 

5 years 

I Relatively rich: 15 (20) 8~-* (5) 8.5% (11 .0%) 8e75% (1 1 05':-< ) 
\ j it 1.-- /l) 

II Intermediate: 15 ~ 8.0% (10.5%) 8. 5% ( 11 ~ 0%) 

III Relatively poor: 15 10 7. 5% ( 9.5%) 7.75% ( 9 7~o () 
e .-1 / " 

*Note At -present credits of over 5 years for sales to rich countries are sub ject 
to prior ~otification ( except for goods - eg ai rcraft, shi ps - covered by sector 
agreemen ts a,llowing longer terms ). 

other c}:~a.!l~s car:rz,ied . fo~,rd from the December 1980 .N2~ 

a Cash paytnents for trade with "rich" countries to be increased from 15 to 20% 
(except \'lhere otherwise provided f or goods the subject of specific Sector 
Agreements). 

b a strict maximum of 5 years/credit for sales to "rich" countries should 
be applied~ (except f or goods covered by Sector Agreements), 

c the maximum te r-ills for agricultural commodities should be 2 years 1 credit, 

d the maximum terms for conventional/nuclear power stations should .be 
10 years' credit, 

e official finance for local cos ts in intermediate countries should be 
withdrawD (pure credi t insurance cover may still be given). 
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CONFIDENTIAL 

ECO/FIN COUNCIL 15 JUNE 1981 

DRAFT INSURANCE SERVICES DIRECTIVE 

Brief by the Department of Trade 

References 

A Report from Coreper doc 7347/81 

B Text of draft directive doc 8788/2/80 REV 2 

C Council Legal Services V Opinion doc 5343/81 

D Letter from UNICE 

OBJECTIVES 

1. To agree that there should be a liberal regime for industrial, 
commercial and professional (IC r ) risks. 

2. To agree that VAT on insurance is neither necessary nor 
desirable - and certainly not in the timescale of this directive. 

3. To dispose of the questions of agencies and branches, and 
of compulsory insurance. 

To set a timetable to Coreper for:-

(a) dealing with anything unresolved at this meeting and 

(b) resolving, or submitting to Ministers, all other 
outstanding matters. 

POINTS TO MAKE 

General 

1. Welcome the work done by Coreper and attaches. Grateful 
especially to Commission for efforts to put forward imaginative 
and constructive solutions. Hope that these will meet with "a 
spirit of compromise on all sides. 
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2. Coreper have put few, clear, straightforward questions to 
us. We should answer them now, and open the way for adoption 
of the directive very soon . It is essential that, after so 
many years, a fundamental Treaty right be implemented without 
delay. If that means intensive work by the Council in the 
coming months, so be it. 

"Authorisation" 

1. Welcome proposed distinction between mass risks and indus
trial, commercial and professional (lep) risks. This would 
indeed meet the preoccupations of the March Council. 

2. Freedom exists under the Treaty for all insurance to be done 
across frontiers; the proposed Article 9 respects that. Only 
where the general interest or the need to protect policyholders 
justify it should that freedom be in any way inhibited by 
national controls. 

3. In spirit of compromise, we are prepared to accept that, 
for mass risks, items listed in Article 9.2 may be checked by .... . 
receiving stateVs authorities, within reasonable time-limit. 
But last indent of 9.2 essential since ICP insurance does not 
need, and must no UNICE have 
made it clear that industry 

4. This freedom must exist not only at the outset under 
Article 9 but also once insurers are operating. We must be sure 
that Article 10 does not re-impose control of terms and 
conditions, premium rates etc on ICP business. 

5. Cro$s-frontier sanctions in Article 10 present insuperable 
difficulties. Member States cannot undertake to do more than 
co- operate fully in pre enting abuse of each other's rules and 
laws. Exercise of extra-territorial jurisdiction is objection
able as well as, in effect, unworkable. Member States must surely 
trust each other to exercise their own jurisdiction re.sponsibly. 
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6. LIf Germans raise thresholds7. The distinction between 
arrangements for mass risks and for ICP risks is clear and 
justifiable under the Treaty. Thresholds are inevitably an 
arbitrary barrier to free trade. Past discussion of the 
directive has shown that it is time-consuming and almost 
impossible to agree on threshold figures. 

7.iIf others allege discrimination7. If Member States are 
worried about discrimination, they should realis~_ that it is 

·~s fa. ht(sv\ {fi(! V\ t-s 
self- imposed. They have only to accord ~~i('>'/the same freedom 
in relation to industrial and commercial risks as the directive 
gives to those doing services. 

8. Officials should now tidy up the Articles as a key to 
agreement on the directive as a whole, 

Branches and Agencies 

1. Opinion of Council Legal Services settles the matter. Any 
exclusion of agencies and branches from the provisions of the 

directive would constitute a restriction on freedom of services 
and would be invalid under the Treaty. This confirms our view 
and that of the Commission. There is nothing for us to decide; 

branches and agencies are included. 

Compulsory Insurances 

1. We see no need to exclude compulsory insurances because 
they are such. If any are to be excluded, it must be for other 
reasons. Equally, no logical reason why exclusion of one should 
entail exclusion of all. 

2. We can consider the Presidency formula, but only in the 
context of overall agre.ement; set this aside until then. 
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Taxation 

1. Officials have identifi, ed a host of objections to VAT on 
insurance, and in particular to its existence in some Member 
States and not in others. Further discussion of that is a 

waste of time. 

2. Article 15 is accepted by vast majority as a workable basis 
for ensuring collection and remission of taxes due. We see no 
reason to change matters for sake of one Member State when a 
workable alternative is already available and more generally 
acceptable. 

3. LIf ncesssary7. We can agree to exploring the establishment 
of some mechanism to meet problems of evasion_,' though this must 
not be such as to vitiate effective freedom of services. 

ESSENTIAL FACTS 

General 

1. The EEC Treaty gives freedom to providers of services, includ
ing insurers, to operate throughout the Community, and the direct 
effect of the relevant Articles (59 & 60) has been confirmed 
by the European Court. But nearly 25 years after the Treaty 
was signed, this freedom is still not fully effective; contrary 
national laws and non-discriminatory national controls eg over 
insurance prevent it. The services directive is designed to 
remove these obstacles for insurance of large industrial, 
commercial and professional non-life risks. Our insurers estimate 
that they would gain over £55 million net in a first year, and 
more thereafter, from the directive. 

2. Since 1962, the Community has had a programme for establishing 
a common market in services, including insurance. It has not 
got far. For insurance, effective right of establishment (ie 

the right of, say, a UK company to set up a subsidiary, branch 
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or agency in, say, France) is well towards completion on the 
basis of a harmonised regulatory system; but freedom of services 

(ie the right of the UK insurer to cover a French risk direct 
from the UK) is a long way from completion. 

3. The present draft directive was proposed by the Commission 
in 1975, but has made very slow progress, mainly because certain 
Member States (mainly France, Italy, Belgium and Germany in 
descending order of obstructiveness) do not want to open up 

their markets to competition and see business - and money - go 
abroad. Only the Dutch and the Commission have reasonably 
consistently fought with us for a liberal directive. Between 

1978 and 1980, it was considered a~3 two-day meeting~ at 
expert level but came no nearer agreement. In June 1980 the 
Commission finally prompted Coreper into calling for a report 
on the outstanding issues; despite heavy pressure from the UK 
and the Commission, and a co- operative Presidency, those issues 
remain the same a year later. It is clear that they will only 
be resolved at a political level. The ECO/FIN Council had a 
first look at some of the main questions in March and agreed 
that freedom of services was an important Treaty right and that 

more rapid progress should be made on the directive. Ministers 
also instructed Coreper to study the questions further, concent
rating on the question of whether insurers should need any special 

authorisation to do services business. 

4. There has been little discussion in any depth since then of 
two of the questions (branches and agencies; compulsory insurance). 
On taxation, discussion has concentrated on collection methods 
rather than on the merits and otherwise of VAT. But on the 
rules for starting up services business, and their enforcement a 
lot of work has been done and the Commission in particular have 
worked hard to produce imaginative and constructive solutions . 
These have not gone down well with the more restrictive Member 
States, but it is very much in our interests to try to ensure 
that their main elements survive, while seeking improvements (some 

of them major) and some clarifications. 
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Authorisation 

5 . This title is shorthand for two related but distinct issues: 
first, what rules insurers must comply with when starting 
services business (Article 9) and secondly, what rules, and 
sanctions for their breach, should govern the conduct of such 

\~,~ \C\-E. 10) 
businessfuereafterf Hitherto the argument has centred round 
whether or not services business should require a separate autho
risation and, if so, whether from the home (ie country of estab
lishment) or host (ie country receiving the service) supervisor. 

We have always said that it should not - from either source. 
We argue, in the light of European Court judgments, that an 
insurer authorised under the now harmonised Community regula
tory system should automatically be equally acceptable to all 
Member States. Others argue that, without special authorisation, 
they cannot exercise any control over who does what sort of 
business into their territory from outside. 

6. The Commission agree with us, though at one time they did 
concede, for the sake of making progress, that there might be 
special authorisation, by the home supervisor only. In the 
last few weeks however, the Commission have attempted to retrieve 

that by a new formulation of Article 9 which avoids requiring 
authorisation while nevertheless giving the host supervisor a 
chance to object to any proposed business methods which might 
be against the general interest or the need to protect policy
holders (Article 9.2). More recently still, at the end of 
Article 9.2, they have introduced a provision which would exempt 
those insuring only rcp risks from even that initial procedure . 

.",,-=" ~ 

This is the essential freedom; formalities relating to mass ....... - ~- -

risks do not matter in--practice. It is not yet clear whether 

the exemption extends to Article 10, ie whether insurers of such 
business risks would be immune from proceedings under that 
article over matters which they had not even had to submit when 

they started; it certainly does not do so explicitly at present . 
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7. The distinction between ICP and mass risks is a welcome one . 

Mass, ie consumer, risks are most unliekly to be covered on 
any significant scale across frontiers in the foreseeable 

futur e; and greater protection is in any case probably justi
fied in their case. It is business insurance which wi.ll bring 
in the invisible earnings and where UK insurers are successful 
because they aTe flexible in response to individual policy
holders i needs. Freedom from control over policy terms, 
premium rates etc, both at the outset and thereafter, is there

fore essential. 

8. The distinction does also meet the preoccupation expressed 
at the last Council. It avoids an explicit authorisation while 
providing for legitimate objections. Therefore freedom exists 
ab initio, bestowed by the Treaty and not by any Member State; 
but, where there is a justi$lc.ation for some watch over the 
insurer's methods, ie in the case of mass risks, the host 
country may intervene to have these corrected, under a procedure 
ultimately providing for judicial control. Where such protecti~n 
is not justified, at the business end of the market, the 
insurer's freedom would be unfettered. It is not clear that 
the present texts of Articles 9 and, especially, 10 preserve 

freedom in the ICP field sufficiently, but Ministers are at 
present asked to agree only the broad thrust of these Articles. 

9. Two main objections to the proposed distinction may be 
raised. The first is that it would "discriminate" against 
establishments which were required to submit terms and condi
tions etc to their own supervisors. On the other hand it is 
open to those supervisors to extend the liberalisation to their 
own establishments; we cannot have a harmonisation designea to 
allow the practices of the most restrictive Member States. 

The second objection, which the Germans may raise, is that it 
would be unfair on small and medium-sized firms, which do not 
have insurance expertise and need protection. They claim that 

such firms in Germany dissent from the views of UNICE 
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(Reference D) recently sent to the Council; and reject any 
ability to choose between tightly regulated German insurance 

and less regulated Community competition. They would like 
thresholds established for the size of client firm below which 
liberalisation would not apply. Thresholds were, however, ..... -

removed from the draft two years ago, in favour of the present 
<: mass versus business distinction, precisely because it had 

taken years to fail to agree on any artbitrary level. Thresholds 
are also more difficult to square with free trade under the 

Treaty. 

10. Where the provisions go badly wrong is in the sanctions 
provided by Article 10, which would purport to provide Member 
States with jurisdiction on each other's territory either by 
binding the home supervisor to do the host's bidding (10.2) or 
by giving the host supervisor power to ban the operations of 
an establishment in another Member State (10.3). The latter is 
in any case unworkable, but would be objectionable even if it 
weren't. The last Council asked for a compromise "in the 
context of close co-operation between Member States' supervisory 
authorities". In our view that means that Member States must 
trust each other's authorities to exercise their jurisdiction 

t responsibly and with due regard to other supervisorsi preoccu-
\ pations and arguments; it cannot, however reasonably be expected 

to require automatic obedience by one to another's demands. 

Branches and Agencies 

11 . The issue is whether freedom of services applies not only 
to insurers' head offices but also to their agencies and branches 
in other Member States. We, and the Commission, have always 
said that it does; Article 59 of the Treaty bestows the freedom · 
on "nationals of Member States who are established in a Sta te of 
the Community other than that of the person for whom the services 
are intended". That is precisely what, say, a UK insurer's 

branch established in France would be when insuring, say, a 
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German - or even an Englishman. The Council Legal Services 
have now conclusively confirmed that and Germany (who asked 

l.'-or .the Opind.on), France, Italy and Luxembourg ought now to 
accept it, though they have not so far done so. They may 
claim that the need for a restrictive authorisation procedure 
is greater if branches and agencies are included. We do not 
accept that: the existing supervisory regime already makes 
special provision for controlling the activities of branches 
and agencies and there is no reason why a branch or agency 
should be any more or less easy to control when providing services 
than a head office. 

Compulsory Insurance 

12. There is no logical reason why compulsory insurance should 
not be liberalised by the directive. The fact that a given 
state makes a particular insurance compulsory and even prescribes 
its essential terms does not necessarily prevent an insurer from 
another state from being capable of providing a policy which 
fulfils those prescriptions. Nevertheless, we ourselves require 
some compulsory insurances to be covered by UK insurers only., 
and subject the terms of others to Government scrutiny in 
accordance with international obligations. We would therefore .... 
not be unhappy to see the four insurances listed in section 3 
of the report excluded; but we have no reason to give them away 
"-

except as par a package. We would certainly not subscribe 
to the French idea of excluding all compulsories, which would 
soon lead to a rash of such insurances in the more restrictive 

1 countries. At this stage, therefore, our objective is to remove 
I the question from current discussion by indicating a readiness 

<! 

t the Presidenc but on on 
of a satisfactory overall package, as the opening words of 
section 3 of the report indeed suggest. 

Taxation 

13. All Member States except the UK and Ireland tax insurance 

contracts. The incidence varies widely but is highest in France 

(up to 30% of premiums) where it brings in some 8 billion Francs 
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(1.6% of total tax revenue). So the desire to prevent evasion 
is understandable . But 8 out of 10 Member States accept that 
Article 15 of the draft directive would achieve that (the 
Greeks are at present reserved). Only the French insist on 
VAT, if necessary for themselves alone pending further harmo
nisation . 

14. Eight delegations and the Commission are opposed, and a 
formidable battery of objections has been put together. On 
the one hand it would reopen the 6th VAT Directive - itself a 
frail compromise - which specifically excludes insurance, and 
would need a fresh Commission proposal and consul tat _~.~on with 

the Parliament; all that would take many months and would hold 
up the Directive in the meantime. On the other it would have 
adverse implications in the area of distortion of competition, 
deflection of trade, double tax~tion, mutual assistance arrange
ments and possibly own resources. The 6th VAT Directive's 
requirements for accountable fiscal representatives could also 
seriously undermine the principle of freedom of services 
without need for establishment. So, while the difficulties 
maynot be insuperable nor the disadvantages insufferable, there 
is no good reason for the majority to put themselves out for 
one country, especially when a more generally acceptable 

alternative can be found on the basis of Article 15. 

15. The report from Coreper asks Ministers to settle the question 
of whether a harmonisation on the basis of VAT is needed, so 
that officials can have a clear context in which to work out . 
the details. It is far from sure that, at this stage in the 
negotiations, the French will allow that to be settled. Never
theless, it should be possible to establish that, since the pros 
and cons of VAT have now been exhaustively discussed and nine 
delegations are opposed, Coreper should work on the status quo 

hypothesis . The French may claim that VAT needs further discus
sion, but they have had months in which to ask for it and have 

not done so; a request now would be blatant stalling . 
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16. The advantages of the Article 15 approach are that it 
would leave those Member States who now levy premium taxes -
or even those who do not - free to do so and that it could 
be agreed and operated straight away. We would, if necessary, 
be prepared to look at the possibility of some sort of mech
anism to meet the worries of some Member States about evasion; 

though we have strong reservations - shared by the Council 
and Commission Legal Services - as to whether the appointment 
of a fiscal representative is compati~ with the Treaty right 
to do services without need for an establi shment . 

Department of Trade 

12 June 1981 
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NEW COMMUNITY INSTRUMENT (NIC) 

Objectives 

If possible, to delay agreement until our Presidency . If not, 

to ensure that the Commission proposal is satisfactorily amended 

to incorporate an overall ceiling and unanimous voting. 

2. If, as seems likely, the Germans block this proposal, we can 

simply lie low. We might then hope to obt~in some modest 

credit for securing agreement during our Presidency. If, on the 

other hand, other member states including Germany were prepared 

to accept tlieproposal after suitable modification, then we could 

go along. 

Points to Make 

3. Ceiling 

Essential to have overall ceiling as in original decision. Matter 

of normal financial prudence. · \trill also allow us to review the 

operation of the facility in the light of experience. Note at 

European Investment Bank has ceiling based on amount of capital. 

(No · need to accept allegation that ceiling prevents permanence 

or continuity). 

4. Size of ceiling 

Up to Commission to make the proposal, backed up by clear statement 

of their intentions. What tranches do they envisage? Over what 

timescale? {If presseQ7 suggest a remit to COREPER for further 

consideration when Commission have made this statement. (If 

further pressed and all other delegations prepared to agree on 

a particular figure) accept lowest figure acceptable to majority. 

5. Unanimous Voting 

Support unanimous voting. Lack of Unanimi ty could lead to loss 

of confidence in the exchange markets. 

Background 

6. The NIC Cor "Ortbli facility") was set up in 1978 to allow the 

Commission to borrow in the markets for on-lending to investment 
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projects in member states. The original Council Decision was 

subject to an overall feeling of 1000 million acres which has 

': .. :.:i"' .. ,t-1" 

now been almost reached. After a long period of inaction, the 

Dutch Presidency are now trying hard to secure agreement on a 

Decision renewing the facility before the end of their Presidency. 

7. There is no particular interest to the UK since the loans we could 

obt~in under it are not subsidised. Indeed we are restricting 

our foreign currency borrowing from the Community in line with 

our objective of reducing the net total of official external 

debt. 

8. The proposal for renewal needs various financial safeguards - an 

overall ceiling and u~animous approval of tranches . More radically, 

it is arguable that the NIC is unnecessary because it overlaps 

with the EIB. In the past all NIC lending has been to projects 

already supported by the EIB. The reason for the Commission's 

enthusiasm is that they are excluded from the running of the EIBts 

ordinary operations, and would like to expand their empire. 

9. On the other hand, the NIC does not impose any significant cost 

on the UK or conflict with any important UK interest, whereas it 

is strongly favoured by the Italians and the Irish, partly for 

balance of payments reasons and partly because it helps them to 

take up the benefit of the ~MS interest rate subsidie~ (with which 

they were induced to join the EMS) ! he note by the Council 

Secretariat (French original and our unofficial translation 

attached) suggests that the Council concentrates on the three 

issues: 

(a) whether the NIC should be renewed. (This is 

because the Germans may well oppose it completely.) 

(b) The need for a ceiling~ 

(c) \ihether voting on tranches under the Instrument 

should be unanimous or by majority vote~ 
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ECO/FIN COUNCIL 15 JUNE 1981 

DRAFT INSURANCE SERVICES DIRECTIVE 

Brief by the Department of Trade 

References 

A Report from Cor eper doc 7347/81 

B Text of draft directive doc 8788/ 2/ 80 REV 2 

C Council Lega l Services V Opinion doc 5343/ 81 

D Letter from UNICE 

OBJECTIVES 

1 . To agree that there should be a liberal regime for industrial~ 

commercial and professional (IC ~ ) risks. 

2. To agree that VAT on insurance is neither necessary nor 

desirable - and certainly not in the timescale of this directive . 

3. To dispose of the questions of agencies and branches, and 

of compulsory insurance . 

To -set a timetable to Coreper for:-

(a) dealing with anything unresolved at this meeting and 

(b) resolving, or submitting to Ministers, all other 

outstanding matters. 

POiNTS TO MAKE 

General 

1. Welcome the work done by Coreper and attaches. Grateful 

especially to Commission for efforts to put forward imaginative 

and constructive solutions. Hope that these will meet with -a 

spirit of compromise on all sides . 

("-,,, 
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2 . Coreper have put few, clear, straightforward questions to 

u s . We should answer them now, and open the way f or adoption 

of the directive v ery soon. It i s essentia l that , after so 

many years, a fundamental Treaty right b e implemented without 

del ay. If that means intensive work by the Council in the 
coming months , so be it. 

"Authorisation" 

1. Welcome proposed di s tinction between mass risks and indus

trial, commerc i a l and profes sional Clep) risks . This would 

i ndeed meet the preoccupation s of the Ma r ch Council. 

2 . Freedom exi sts under the Treaty for all insurance t o be done 

across f r ontiers ; t he pr oposed Article 9 r espects that. Only 

where the general i nterest or the need to protect policyholder s 

justify it should that freedom be in any way i nhibi ted by 

na t ional controls . 

3 . In spi rit of compromise , we are prepared to accept that, 

for mass risks, items listed in Article 9 . 2 may be checked by 

receivin g state Ys authorities, within reasonable t i me-limit. 

But last i ndent of 9.2 essential since ICP insurance does not 

need, and -must not be hampered by, such controls. UNICE have 

made it clear that industry wants freedom of choice. 

4 . This freedom must exist not only at the outset under 

Article 9 but also once insurers are operating. We must be sure 

that Arti~le 10 does not re-impose control of terms and 

conditions, premium rates etc on ICP business . 

5 . Cro3s-frontier sanctions in Article 10 present insuperable 

difficulties . Member States cannot undertake to do more than 

co- operate fully in presenting abuse of each other ' s rules and 

laws . Exercise of extra- territorial jurisdiction is objection

able as well as, in effect, unworkable. Member States must surely 

trust each other to exercise their own jurisdiction re.sponsibly . 
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6. LIf Germans raise thresholds7. The dist i nction between 

arrangements for mass risks and for ICP risks is clear and 

justifiable under the Trea ty. Thresholds are inevitably an 

arbitrary barrier to free trade. Past discussion of the 

directive has shown that it is time-consuming and almost 

impo s sible t o agree on threshold figures . 

7. LIf others allege dis crimi nation7. If Member States are 

worried about discrimination, they shoul d realise that it i s 
~s to. hl('J~ wnt ¥\ t-s 

self-imposed. They hav e only to accord f~~i ~ J the same freedom 

in r elation t o industrial and commercial risks as the directive 

gives to those doing services . 

8 . Offic i a l s should now tidy up the Articl e s as a key t o 

agr eement on t he directive as a whol e , 

Branches and Agencies 

1. Opinion of Council Legal Servi ces settles the ma t ter . Any 

exclusion of agencies and branches from the provi s i ons of the 

dJrective would constitute a restri cti on on freedom of services 

and would be invalid under the Treaty . This confirms our view 

~~d that of the Commiss i on. There is nothing for us to decide ; 

branches' and agencies are included. 

Compulsory Insurances 

1 . vlc s ee no need to exclude compulsory insurances because 

they are such. If any are to be excluded, it must be for other 

reasons. Equally, no logical reason why exclusion of one shoul d 

entail exclusion of all. 

2. We can consider the Presidency formula, but only in the 

context of overal l agreement ; set this aside until then . 
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Taxation 

1 . Offi ci a l s have identifi~ __ ed a host of obj ection s t o VAT on 
insurance , and in particula r t o its existence in s ome Member 

State s and not in others . Further di scussi on of tha t i s a 

was t e of time . 

2 . Articl e 15 is accepted by vast majority a s a workable basis 

f or ensuring collection and r emission of taxes due. We see no 

reason t o change matters f or sake of one Member State when a 

workable a lternative is already available and more generally 

acceptable . 

3 . LIf ncesssary7. We can agr ee t o exploring the es t ablishment 

of some mechani sm to meet probl ems of evas i on,' though t his mus t 
not be such as to vitiate effective freedom of servi ces . 

ESSENTI AL FACTS 

General 

1. The EEC Treaty gives freedom to providers of services , includ

ing insurers, to operate throughout the Community, and the direct 

effect of the relevant Articles (59 & 60) has been confirmed 
#:!. .. ~ 

by t he ~~uropean Court . But nearly 25 years after the Treaty 

was sigl?-ed, this freedom is still not fully effective; contrary 

national laws and non-discriminatory national controls eg over 

insurance prevent it . The services directive is designed to 

remove these obstacles for insurance of large industrial, 

commercial and professional non- life risks . Our insurers estimate 

that they would gain over £55 million net in a first year, and 

more thereafter, from the directive. 

2 . Since 1962, the Community has had a programme for establishing 

a common market in services, including insurance. It has not 

got far. For insurance, effective right of establishment (ie 

the right of, say, a UK company to set up a subsidiary, branch 
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or agency in, say, France) is well towards completion on the 

basis of a harmonised regulatory system; but freedom of services 

(ie the right of the UK insurer to cover a French risk direct 

from the UK) is a long way from completion. 

3. The present draft directive was proposed by the Commission 
in 1975, but has made very slow progress, mainly because certain 
Member States (mainly France, Italy, Belgium and Germany in 

descending order of obstructiveness) do not want to open up 

their markets to competition and see business - and money - go 
abroad. Only the Dutch and the Commission have reasonably 

consistently fought with us for a liberal directive. Between 

1978 and 1980, it was considered at 33 two-day meetings at 
expert level but came no nearer agreement. In June 1980 the 

Commission finally prompted Coreper into calling for a report 

on the outstanding issues; despite heavy pressure from the UK 
and the Commission, and a co-operative Presidency, those issues 

remain the same a year later. It is clear that they will only 

be resolved at a political level. The EGO/FIN Council had a 

first look at some of the main questions in March and agreed 

that freedom of services was an important Treaty right and that 

more rapid progress should be made on the directive. Ministers 

also instructed Coreper to study the questions further, concent

ra~ing on the question of whether insurers should need any special 

authorisation to do services business. 

4. There has been little discussion in any depth since then of 

two of the questions (branches and agencies; compulsory insurance). 
On taxation, discussion has concentrated on collection methods 

rather than on the merits and otherwise of VAT. But on the 

rules for starting up services business, and their enforcement a 
lot of work has been done and the Commission in particular have 

worked hard to produce imag~native and constructive solutions. 

These have not gone down well with the more restrictive Member 

States, but it is very much in our interests to try to ensure 

that their main elements survive, while seeking improvements (some 

of them major) ' and some clarifications. 
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Authori sation 

5. This title i s shorthand f or t wo r elated but distinct issues : 

fir s t, what rules insurers mus t comply with when starting 

service s business (Article 9 ) and s econdly, what rules, and 

sanctions f or their brea ch, should govern the conduct of su ch 
\~r~ \c \~ 10) 

business thereaftery. Hitherto the argument has centred round 

whether or not services business should require a separate autho

risation and, if so, whether from the home (ie country of estab

lishment) or ho s t (ie country receiving the service) supervisor. 

We have a lways said that it should not - from either source . 

We a r gue , in the light of European Court judgments , tha t an 

j "il surer authori sed under the now ha rmonised Community r egul a

t ory syst em shoul d automatically be equally acceptabl e to a ll 

Member States . Others a r gue tha t, without spec i a l authorisation, 

Lhey cannot exerc i se any control ov er who does wha t sort of 

business into their territory from outside . 

6 - The Commiss i on agree wi t h us , though at one time they did 

'(;u --rcede , for the sake of maki ng progress, that there might be 

special authorisation, by the home supervisor onl y . In the 

last few weeks however, the Commission have attempted to retrieve 

'Lha t by a new formulation of Article 9 which avoids requiring 

,authorisation while nevertheless giving the host supervisor a 

chance to object to any proposed business methods whi ch might 

be ,against the general i n terest or the need to protect policy

holders (Article 9.2). More recently still, at the end of 

Article 9.2, they have introduced a provision which would exempt 

'those insuring only Iep risks from even that initial procedure. 

This is the essential freedom ; formalities relating to mass 

risks do not matter in practi ce . It is not yet clear whether 

the exemption extends to Article 10, ie whether insurers of such 

business risks would be immune from proceedings under that 

article over matters which they had not even had to submit when 

they started; it certainly does not do so explicitly at present . 
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7. The distinction between ICP and mass risks is a welcome one. 

Mass, ie consumer, risks are most unliekly to be covered on 

any significant scale across frontiers in the foreseeable 

future; and greater protection is in any case probably justi

fied in their case. It is business insurance which will bring 

in the invisible earnings and where UK insurers are successful 
because they are flexible in response to individual policy

holders~ needs. Freedom from control over policy terms, 

premium rates etc, both at the outset and thereafter, is there
fore essential. 

( J. The distinction does also meet the preoccupation expressed 
a c the last Council. It avoids an explicit authorisation while 

providing for legitimate objections. Therefore freedom exists 

ab initio, bestowed by the Treaty and not by any Member State; 

but, where there is a justification for some watch over the 

insurer 1 s methods, ie in the case of mass risks, the host 

country may intervene to have these corrected, under a procedure 

ultimately providing for judicial control. Where such protectiun 
is not justified, at the business end of the market, the 

insurer 1 s freedom would be unfettered. It is not clear that 

the present texts of Articles 9 and, especially, 10 preserve 

freedom in the ICP field sufficiently, but Ministers are at 

present asked to agree only the broad thrust of these Articles. 

-
9. Two main objections to the proposed distinction may be 

raised. The first is that it wO\lld "discriminate" against 

establishments which were required to submit terms and condi

tions etc to their own supervisors. On the other hand it is 

open to those supervisors to extend the liberalisation to their 
own establishments; we cannot have a harmonisation designed to 

allow the practices of the most restrictive Member States. 

The second objection, which the Germans may raise, is that it 

would be unfair on small and medium-sized firms, which do not 

have insurance expertise and need protection. They claim that 

such firms in Germany dissent from the views of UNICE 
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(Reference D) rec ently sent t o the Council; and rej ec t any 

ability t o choose be tween tightly regulated German insurance 

and l e ss regulated Community competition. They would like 

thresholds established for the s i ze of client firm be low which 

liber alisation would not apply . Threshol ds were , however , 

r emoved from the draft two yea r s ago , in favour of the present 

mass v ersus business di s tinction, pr eci sel y becaus e it had 

taken year s t o fail to agree on any artbitra ry l evel. Thresholds 

are a l so more difficult to s quare with free trade under the 

Treaty. 

10 . Where t he pr ovi sions go badl y wrong i s i n the sanctions 

provi ded by Articl e 10 , which woul d purpor t t o provide Member 

St ates with j urisdi ction on each other' s t erritory either by 

binding the home supervi sor t o do t he host' s bidding (10 . 2) or 

by giving the host supervisor power to ban the operations of 

an establishment in another Member State (10 . 3) . The latter is 

in any case unworkable, but woul d be objecti onabl e even i f it 

,,~ e1- 'en ' t . The last Council asked for a compromise " in the 

context of close co-operation between Member States ' supervisory 

authorities " . In our view that means that Member States must 

trust each other ' s author ities to exercise their jurisdiction 

responsibly and with due" regard to other supervisors ' preoccu

pations and arguments; it cannot, however reasonably be expected 

to require automatic obedience by one to another ' s demands. 

Branches and Agencies 

11 . The issue is whether freedom of services applies not only 

to insurers ' head offices but also to their agencies and branches 

in other Member States. We, and the Commission, have always 

said that it does; Article 59 of the Treaty bestows the freedom 

on "nationals of Member States who are established in a State of 

the Community other than that of the person for whom the services 

are intended". That is precisely what, say, a UK insurer's 

branch established in France would be when insuring, say, a 
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German - or even an Englishman. The Council Legal Services 

have now conclusively c onfirmed that and Germany (who asked 

far the Opinion), France, Italy and Luxembourg ought now to 

accept it, though they have not so far done so. They may 

claim tha t the need for a restrictive authorisation procedure 

is greater if branches and agencies are included. We do not 

accept that: the existing supervisory regime already makes 

special provision for controlling the a ctivities of branches 

and agencies and there is no reason why a branch or agency 

should be any more or less easy to control when providing services 

than a head offi ce. 

Compul sory Insurance 

12 . Ther e i s no l ogica l reason why compulsory insurance should 

not be liberalised by the directive . The f ac t tha t a given . 
state makes a parti cul ar insurance compul sory and even prescribes 

i ts essential t erms does not necessarily pr event an insurer f r om 

another state f r om being capabl e of pr ovi ding a policy which 

f ulfils those prescripti ons . Nevertheless, we ourse l ves require 

s ome compulsory i nsurances to be cov er ed by UK i nsurers onl y , 

a nd supject the terms of other s to Government scrutiny in 

a ccordance with international obligations . We woul d t herefore 

not.h~ _ unhappy to see the four insurances listed in section 3 

of the report excluded ; but we have no reason to give them away 

except- as part of a package . We woul d certainl y not subscribe 

to the French idea of excluding all compulsories, which would 

soon lead to a rash of such insurances in the more restrictive 

countries. At this stage, therefore , 'our objective is to remove 

the question from current discussion by indicating a readiness 

t o accept t he Presidency compromise, but only on the assumption 

of a satisfactory overall package, as the opening words of 

section 3 of the report indeed suggest . 

Taxation 

13 . Al l Member States except the UK and Ireland tax insurance 

con t r acts . The i nc i dence var ies widel y but i s highest i n France 

(up to 30% of premiums) where i t brings in some 8 billion Francs 
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(1.6% of total tax revenue). So the desire to prevent evasion 

is understandable. But 8 out of 10 Member States accept that 

Article 15 of the draft directive would achieve that (the 

Greeks are at present reserved). Only the French insist on 

VAT, if necessary for themselves alone pending further harmo

nisation. 

14. Eight delegations and the Commission are opposed, and a 

formidable battery of objections has been put together. On 

the one hand it would reopen the 6th VAT Directive - itself a 

frail compromise - which specifically excludes insurance, and 

would need a fresh Commission proposal and consul tat .~ ~ on with 

the Parliament; all that would take many months and would hold 

up the Directive in the meantime. On the other it would have 

adverse implications in the area of distortion of competition, 

deflection of trade, double taxation, mutual assistance arrange

ments and possibly own resources. The 6th VAT Directive's 

requirements for accountable fiscal representatives could also 

seriously undermine the principle of freedom of services 

without need for establishment. So, while the difficulties 

maynot be insuperable nor the disadvantages insufferable, there 

is no good reason for the majority to put themselves out for 

or·~ country, especially when a more generally acceptable 

:? Lsprnative can be found on the basis of Article 15. 

15. The report from Coreper asks Ministers to settle the question 

OI whether a harmonisation on the basis of VAT is needed, so 

t}I '~ct officials can have a clear context in which to work out 

tb~ details. It is far from sure that, at this stage in the 

negotiations, the French will allow that to be settled. Never

theless, it should be possible to establish that, since the pros 

and cons of VAT have now been exhaustively discussed and nine 

delegations are opposed, Coreper should work on the status quo 

hypothesis. The French may claim that VAT needs further discus

sion, but they have had months in which to ask for it and have 

not done so; a request now would be blatant stalling. 
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16. The advantages of the Article 15 approach are that it 

would leave those Member States who now levy premium taxes -

or even those who do not - free to do so and that it could 

be agreed and operated straight away. We would, if necessary , 

be prepared to look at the possibility of some sort of mech

anism to meet the worries of some Member States about evasion; 

though we have strong reservations - shared by the Council 

and Commission Legal Services - as to whether the appointment 

of a fiscal representative is compati~ with the Treaty right 

to do services without need for an establishment. 

Department of Trade 

12 June 1981 
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ECO/FIN COUNCIL, 15 JUNE 1981 
ITEM / • ITALY. IMPORT DEPOSIT SCHEME 

General 

Item of the agenda refers to the decision of the Italian 
authorities, on 27 May last, to set up an import deposit scheme 
for a period (initially) of 4 months. It is important as a matter 
of principle that this first opportunity should be taken for 
Finance Ministers to discuss the Italian action. It has generally 
been ill-received. 

2. A note on the scheme is attached to this brief. The effect 
on UK exports to Italy will probably not be very great. 

3. The objections to what the Italians did lie elsewhere. They 
were discussed in the ' Monetary Committee (Sir Kenneth Couzens in 
the chair, in the absence of the French Chairman M. Haberer) on 
Wednesday 10 June. A statement (copy also attached) on behalf of 
the Committee will be made by M. Haberer to ECO/FIN on Monday. 
This statement is quite hostile, as these things go, and was 
unanimously endorsed. 

Line to Take 

4. The Chancellor need not take a prominent part in any 
discussion. There may be a disposition among Ministers to rest 
on the Monetary Committee statement and let the Italians off on 
this occasion without further criticism. But the Germans and 
Dutch might wish to speak quite sternly (see below). The 
Chancellor could :-

CONFIDENTIAL 
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- endorse the views expressed by the Monetary Committee 

add his voice to those who express sympathy for the 
Italian authorities, who do face great difficulties in 
restoring better balance to the Italian economy 

but add his voice also to those who regret the decision, 
which lies awkwardly with Community objectives, and who 
believe that the measures must, at worst, last no longer 
than the 4 months originally specified. 

Discussion to Avoid on 15 June 

5. There is an issue which the Commission must wrangle with, 
about whether the Italian measures are to be tljustified" under 

Articles 108 or 109 of the Treaty (copies attached). The Italians 
say 109 - tlsudden crisis in the balance of payments tt

• ECO/FIN 

will have to look at this, probably in July, but all being well 
only in order to rubber stamp an agreed procedural solution. 

It would be a great mistake to bother with any of this on Monday. 
The point about Monday is that Ministers must not let the Italian 
measures go by on this first occasion after they were adopted 
without taking some notice of them. But the legalities at this 
moment are a side-issue. 

Background 

6. ProcedurallY,the Italians have been behaving badly. There 

was no proper consultation about their recent devaluation : it was 
absurd to seek to do this by telephone. Now insult is added to 

injury because there was no consultation at all about this import 
deposit scheme. This has gained them bad marks and added to the 

general displeasure. 

7. In substance,whether designed (as the Italians say) ~ primarily 

as a device to mop up domestic liquidity or (as the Germans say) 
also to have some of the effects ! of an exchange rate change, the 

scheme conflicts with the principle of intra-Community free trade; 
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is doubtfully consistent with the good behaviour in the EMS; 
protectionist; and sets a bad precedent. 

is 

8. To say nothing of the fact that it is hopelessly inadequate 

91 

to deal with Italy's deep-seated ills : a public sector deficit which 
is virtually out of control, with monetary consequences; and a 
highly indexed wages system (the scala mobile). 

9. The Italian defence for their action is likely to be that:-

a. the balance of payments has deteriorated sharply 

this year; 

b. speculation against the lira intensified in the second 
half of March, requiring heavy intervention (~1 billion), and 

with the fall of the Government, threatened to become a fully 
fledged foreign exchange crisis. 

c. further devaluation of the lira would have been 
inappropriate; 

d. domestic liquidity creation is admittedly too rapid. 
Measures have been taken to restrain this (by decree, pending 
Parliamentary approval). These will take time to bear fruit; 

e. expectations of continuing inflation threatened enhanced 

spending, including spending on imports; 

f. so the import deposit scheme, which mops up liquidity, 
is a bridging operation until the other measures bite. 

10. It is possible that Germany, Holland, and possibly Denmark, 
will speak quite severely - though in sorrow more than anger and 

with understanding that the Italians have severe problems. Some 
or all of the following points are likely to be heard ~-

CONFIDENTIAL 
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i. The Italians should have consulted. 

ii. The Italian balance of payments deficit is not worse 
than about average for the Community. 

iii. Their action is not within the spirit of Community 
co-operation, or consistent with Community principles and 
policies. 

iv. All Community countries are having considerable 
difficulties with their economies, but are not using measures 
which are bad for the Community. 

v. The effects of the measures are in some ways like those 
of a lir a devaluation. This should have triggered consultation 
in the l ight of the EMS obligations. 

vi. Mopping up liquidity is certainly necessary. But the 
measures are no substitute for the more drastic measures 

the Italian economy needs to counter excessive domestic 
liquidity, monetary financing of public sector deficits, and 

the effects of wages indexation. 

vii. The prime purpose may be to mop up some domestic 
liquidity, but the measure must affect intra-Community trade, 

is protectionist, and sets a bad precedent. 

viii. Not only does this cure not match the disease, but it 

will be counter productive in its effects on domestic liquidity 
when the measures end and the deposits are unwound. 

ix. The Italians are always asking for time. This is 

the third time in 7 years that the Italians have tried an 
import deposit scheme "as a purely temporary mechanism" 
bridging the gap towards more permanent restructuring to bring 
more stability to the economy. 

CONFIDENTIAL 
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x. The Italians could have used up more of their 6% 
margin in the EMS. 

11. The Belgians are as concerned as everyone else but may be more 
muted. The Irish and Greeks may express rather more sympathy with 

the Italians, and the French may not want to sound too severe. 

12. But there is unlikely to be any desire to quarrel with the 
Monetary Committee's statement, reflecting displeasure at the lack 
of consultation, doubts about the justification for the measures, 
the relevance and their efficacy, or with the proposition that 
they must end after 4 months. 

MEH-M 
12 June 1981 
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AT THE R::: QUEST OF 'ViR. Dl t~ l. At\.tD IN PREPARATIOi\ 0= THE DI SQJ3S1 Q1\: 
TO B~ HE LD AT THE E COF IN COUNCI L OF 15 JLJ.\..IE f ~ LEAS=: F r N) Be LO\r~\ 
THE TEXT OF HIS I NTER\,£NTI ON AT THE ,v40NETARY COt'I"',I TlEE "'EETI NG 
OF 10 Jt.J1\E 'YT\' TI1E 9ACKGROUND TO THE I NTRODUCTI ON BY THE I TALI AN 
GOVCRNtrc:NT OF A CO r"PULSORY DEPOSI T ON FOHE I GN EXO-tANGE PURa-lASES. 

I 

TEXT BE GI NS 
1. SINCE THE: BE GINNING OF 1981 THERE HAVE BEEN ~~SS I \IE I NTER
VENT! ONS IN THE EXCHANCE l'iiARKET WHI Q-I HAvE RESULTED - IN A 
WORRI SOlvE REDUCTlON OF otFI CI AL R:SERVES. RESER\ES IN CQt\j\£R
TIBLE CURRENCIES, wHl CH STOOD AT ABOUT 11 BJ LLJ ON DOLLARS AT . 
THE END OF 1980 LECLINED TO 5.4 BI LLI ON DOLLARS AT THE EN) OF 
tv,AY 1981. OVER THE SAtirE PERt 00. THE OJR~NT ACCOUNT BALANCE HAS 
DETERIORATED AND SDEQJLATI \IE Jltl0V~r\E:NTS HAvE B~COl\'E I NCREASI NGL Y 
FRE QUENT. ESDE CI ALLY . I N REGARD O? SHORT-TERh CQiIfi"ERCI AL CREDI TS. 

!)URj NG JAf\UARY-APRI L 1981 THE BALANCE OF PA Yl"'ENTS RE CORDED ~N 
C\.ERALL DE F J CI T OF LI T 3 500 BI LLI ON. DE SPI TE A t'ET I NFLO\'\l OF 
'-JE DI Ulv.- AND LONG- 1£ Rf'.~ CAP 1 TA LE ST f i\<jA TE D AT AE OUT Ll T 2 5]0 
Sf LLI ON. THEREFORE , ON A CASH BASI S, TH~ UJRRENT ACCOUNT 
. HOY-lED A DE F f CI T OF LJ T 6 000 BJ LLI ON, OR ABOUT T\'ll CE THAT 
R~CORDED IN THE CDRRE SP Ot'>lDJf\1(; ?ERIOD CF 1980. THESE DE\ELOP
~t£NTS ARE NOT J N L I t\E WI TH THE 1981 TARGE T FOR THe UJRRENT 
ACCOUNT OCF I CI T . WHI cH HAD BEEN SE T AT NO iVIORE TI-iAN LI T :1 800 
B J LLI ON FOR THE '£ AR AS A WHOLE • . 

I N "",,AY, 'SuPPORT! NTER\ENTI ONS EXCEEDED L I T 1 300 8 1 LLI ON, 
\\'H I LE l\'E D I U~'..'i- AND LCf\JG-TE Ri"i LOANS RESULTE D I N A NET J NF LOW OF 
FUNDS OF ABOUT LIT 400 BI LLJON. J N PART} aJLAR . I N THE PERIOD 
twtAy '15-27. TOTAL I NTERVENTi ONS HAD Al"'JOUf\rrED TO t 81 LLI ON D_OlL
ARS. OR A80UT ~lO PER CENT OF LJ QUI D RESER\I£S. I N THE FIRST Nt f\E 
DAYS FOLLO'#J NG 'THE J NTRODUCTI ON OF THE OEPOSI T Sa-tE fit£ ON JvtA Y 
28, INTERY.::NTi GNS HAVE CONSIDERABLY SLOA'ED J FR(lVi A DAf LY 
AVERAGE OF SOI'tE 120 Mf LLt ON DOLl.ARS J N THE SECOND HALF OF /)tJAY 
TO AN AV£RAE OF·-.20 MtLLION DOLLARS. THE DEPOS1T SDiEt€ HAD IN 

( TURN RESUlTED t !'i AN AVERAGE DAI LY ABSORPTJ ON Of" ' LJ QUIDI TY CF 
ABOUT 70 BILLi ON LI RE. J 



~. THE STRENGTHENING OF TrlE DOLLAR, I N A SITUATION OF U~SETTLED 
INTERNATIONAL FINANeJ AL ,"IARKETS, N~T ONLY HAS HAD AN 1~~I.j'\EDIAE 
IlY,;:>ACT ON THE BALANCE OF PAY1\'ENTS THROUGH Tf-£ DETERt DRATI ON 
OF THE TE RlvJ5 OF TRADE. J T HAS ALPO 1 NCREASED UNCERTAI NTY AND 
FOSTE RED THE EXDECTATION OF RI SES IN II"PORT COSTS . THEREBY 
ENCOURAGING F ORE I GN EX CHANG=: PUROiASES AND ADVANCE PAYivE NTS Cf" 
A 0RECAUTIONARY AND SPEDJLAT( \E NATURE. THE GRO\dNG VOWt"E OF 
fviARKET I NTER VE NTI ONS I N THE S~COf\jD HALF OF tviA Y RE F LE CTS ALS O 
SUCH TENS! ONS. 

BEYOND THE~ DEVELO?t-'ENT5 , m E SUDDEt\: RE S I GNAT I ON OF THE 
1 TALI AN GO\t£RNt-ENT HAS BROU(};T ABOUT A eRI SIS \\!HI CY, 1 N ThE 
ABSE NCE OF PRotvl?T AND EFFECTI \E ~EA5URES, COULD HA\E RESULTeD 
IN PN ACCE LERATJ ON OF S ?ECULATI \E JV~O\IEtv£NTS AND HENCE IN A FULLY 
FLEDG:D FOREt GN EXQ-iANGE CRI Sf S. THI S ' WAS AN UNACCE?TA3L.:: RI SK 
FOR THE ITALIAN AUTHORITIES. 

3. SPE ruLATI VE ·ATTACKS AGAINST THE LI RA HAVE BEEN POSS} BLE. 
DE SPITE A SUCCESSI VE TIGHTENING OF CREDIT POLICIES AND Rl S !NG 
INTEREST RATE S . BE CAUSE ·OF THE LIQjIDITY CREATION RESULTING FROJV. 
·A GROWl NG PUBLI C SECTOR DEF J CI T. I N THE FIRST FI VE NONTH5 or-
138 1 Tt£ t-'iONTHLY TRE ASURY FJNANCING REQUIREtvEl\rr HAS BEEN OF THE 
ORDE R OF LI T 4 200 81 LLJ ON . COiVl?ARE D VJ! Tn ABOUT LI T 2 100 BilLION 
DURING THE SAt"E PER ) 00 OF . 1980 . 

3. 1 THE J\Ew eE l L I NGS ON DOfv'ESTJ C SHORT-TERM LEND I NG BY BANKS 
ANNOUNCED I N JANUARY 1981 , SET FOR T1-E PERI OD lViARQi-DECEiV13ER 1981 , 
8E 51 DES RF: OUCI NG SHARPLY CREDI T OPERAT( ONS EXEivlPTED FROM THE 

- CEILI NG, P}IDVIDED FOR AN £XPANSION o~ sua; LENDING OF A8OUT ' 13 
:= PER <ENT t- oR THc· ENTI RE 19£1 1 • 

. _- INTEREST RATES"H-AVE RISEN CONSIDERABLY DURING 1981 l THE YIELD 
~. ON 6-t>riONTH5 ' TRE ~SURY SI LLS HAS tv'lO\£D FRrnvj 16.9 PER CENT TO , 19 . 8 

, : PEH CENT AND TH ,~.T ON BONDS t SSUES BY SPECI AL CREDI T 1 NSTI TUTJ ONS 
'''_ FROt', 16.3 PE R ,CENT TO 20.3 PER CENT. ON fw'AROi 22 • TOCETh'ER WITH 

ll-E REAL' GNftENT OF THE C£NTRAL RAlES FOR THE LI RA, THE DI S-
COUNT RATE WAS RAJ SED FRCWI 16~5 TO 19 'PER CENT A"lD THE JVARGJ NAt 
RESERVE RE ~J REMSNT FOR BANKS FROt/j15. 75 TO 20 PER CENT. INTEREST 
RATES ON BANK LENDING HAvE RISEN TO ABOUT 25 PER CENT--

AlTHOUQ-t AVA ·! LABtE .!\FOR"'~ATION SHOIIS THAT IN APRIL DEt-'.At\O FOR 
CREDIT \I..I AS STJ Li.- ', 3UCYANT AND THAT THE ANNUAL RATE OF INCREASE 
OF BANK LENDING DURJN3 TrE FIRSTH 4 · MONTHS OF :TIiE )EAR ViAS 
AROUND 18.5 PER ·CENT-. Tl£ MQt\ETARY POLl Cy jYEASURES SO FAR _ 
INTRODUCED wt LL ~ i N ALLLt KELt HOOD . PRODUCE CONSI DERABl£ RE STRJ e
Tf ON ON CREDI T AVAJ LABJ Lt TY FOR ENTERPRI SES OUR' NG THE CONI NG 
MONTHS., THE) R INI T( AL I j\lPACT wAS f'£(ESSARf LY LI fVH TED, ALL THE ' . 
Jl'iORE 'so AS THEIR EFfECT .'HAD BEEN PARTLY OFFSET BY THE EXPANDING 
TREASURY DEFJ CJ T. . ..... ---. ,. -

{,,;;.' 
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3 • ~ ON f..'lA. Y 28. THE OUTG 0 I NG GO \E RNiVE NT I N-I-R ODU 'x D BY DE C~ E LA\~f 
A SET OF "",:::ASURE S OC S I Gt\ED TO CURTAI L THE PUBLf C S:::CTOR DEFJ Cf T t 
f..'t-'c ASUREO 
READ-ED. THES=: - tvE ASURE S . f NCLUCE THE FOLLOV': I NG : AN INCREASE 
IN SOCI AL5£OJR( TY AND HEALTH COt\ITRf BUT! ONS , AND I N SCHOOL AND 
UNIVERSITY FEE S •• THE CONTAI~ENT OF THE EXPENDITURE FOR PUR
CriASES o~ GOODS AND SE RVJ CES B Y THE GOVERf\.UVENT. AND FOR QJRR=:NT 
TRANsFERS TO OTHER PUBLI C E f\ITJ TI E S . PART. OJLARLY TO REGJ ONAL 
GC'£RNf'JENTS. I TI S STI LL DIFF I aJLT TO QUANTIFY n-E O\ERALL EFFECT 
W n£~ tiE ASURE S . BUT THE EXPENDIllJRE QJTS \fif II UNDOUBTc: DLY 
CONTR I Burr TO RE STRA I NTH!:: F ( NANCl NG RE QJI RE~ENT OF THE TRE A
SURY .. AND THE RE SULTI NG ' LIQUIDITY CR~ATJON MAINLY FRO'\', me 

. i 

LAST QUARTE R OF THE 'yE AR. 

4. Tt-EREFORE. TO PR!::V~NT THE SI TUATI ON FROj\i, DcG£NERATI NG I N A 
lvAJOR CRISIS. EFFECTIVE l"iAY 28.1381. THE AUTHORITI ES INTRODUCED 
AN E ~IERG:NCY !\CEASURE : ALL PURa-tASES OF FORE I GN EXD-iN-.JCE \rJEFE 
fV,ADE SUB£ CT t FOR A PE RJ 00 OF F OUR ~4ONTHS. TO THE RE QJI REl"Ef\rf OF 
A 90-DAY NOh.'-INTEREST BEARING DEPOSIT AT THE BANKK OF ITALY 
EQUI vALENT TO 30 PER CENT (W THE Atv.OUNT J N Ll RE OF THE TRANS
ACTr ON. TI1E DEPOSI T REQUI REfYENT DOE S N OT APPL Y TO F>AYivENT5 
RELATING TO ItviPORTS OF GRAJN AND CRUDE OI L AND TO CERTAIN lNVI -
51 BLE S SP~CJ F l ED I N THE DECREE . 

BE AfvtOUNT OF LI QtJl Df TY ABSORBED BY THE DEPOSI T CAN BE ESTI tvv\ 
TED AT AB OUT LIT 1 800 Bl LLf ON A l\i,ONTH DURING THE Fl R5T THREE 
1vIONTHS OF OPE RATJON~ THI S wi LL HA VE THE EFFECT OF BRINGING 
F ORW ARD THE LI QUI DI TY ABSORPTION THAT vJ I LL RE SULT F RON THE FI S
CAL twE ASURf S RECENTLY I NTROOUCLO. 

THE ADDITIONAL COST OF 1l'iIPORTS DLE TO. THE DEPOS IT RE QUJ RE~ENT 
IS ESTI NATF. D: .t. T AROUND 1. 8 PER CENT. 

5. THE AUTH ORJ TIES COULD HAVE ENVI SAGED A DEPRECI ATI ON OF THE 
EXCHANGE RATE wi THIN THE PRESENT E tw5 t'tARG)NS. HOVvE\€R. UNDER 
SPEOJLATI \IE PRE:SSURE, EXOiANGE RATE OVERSHOOTING COULD HAVE 
~SULlED .CREATING DIFFICULTIES FOR THE DEFENCE OF Tf-E CENTRAL 
RAlES. 
THE·REFORE . IN THE 'VIEW OF THE ·, t TALIAN AUTHORITIES THERE wAS NO 
VIABLE ALTERNATI\€ TO THE INTRODUCTION OF THE DEPOSIT sa-IEiVc. 
A TEtvPORARY ~EASURE \J.JHI crt WAS TAKEN NOT WI THOUT REALI SATl ON OF 
ITS DRAWfrACKS AND ADVERSE I JVPLI CATIONS FOR THE EEC. ITt 5 THE 
Ff RM RESOL\£ ' U~ " 'THE AUTHOR I TIES' TO DO AWAY \vl n; . THIS 
~ASURE AT AN EARLY DATE · /lND AS SOON AS THE DOt'ESTI C CI RQ..Uv' .... 
STANCES PERMI T • 

A. KEE 5 --cDtiEUB 
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(UKREP) 
( UKREP) 

EUROPEAN COMMUNITY 1981 RECTIFYING BUDGET 
AND 1982 PRELIMINARY DRAFT BUDGET 

I. The Main Policy I ssues 

I attach a not e on the main policy i s sue s raised by the 
proposal s that the Commi ssion outlined on 26 May. I t is 

more tent ative than I would have wished , but t he Commission 
have not yet produced their r equested j ustification for the 
Recti fying Budget; nor has t here so far been any s i gnificant 
COREPER discussi on, except, briefly, on the problem of 

nomenclature . The Budget volumes, containing the Commission's 
explanations, are promised next week, after which we will make 

a further report as necessary (NB. activity in Brussels, both 
in Councils and in general operations, is currently significantly 

reduced as a result of industrial action by the staff of the 
Institutions. There are major interruptions in the interpretation 

and translation services, and in the provision of documents. 
The interruptions could well last into our Presidency and may 
have adverse effects on the approach to the 23 July Budget 

Council). 

2. Our examination so far suggests that, while there may ,well 
be a number of tricky issues for the Council, and European 

Parliament, to sort out, there should , with one important 
exception, be no great difficulty about the line that the UK 

should adopt in its national interest. Our Presidency role 
may in some cases require us to try to seek compromises between 

the attitudes of the various Member States, but it is as yet too 

early to consider this. 
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CONFIDENTIAL 

3. The exception is our attitude to the Commission's proposals 
for 1981 and 1982 budgetary provision for FEOGA Guarantee 
expenditure; at official level, the MAFF have so f ar taken a 

different s tance from ourselves and the Foreign Office. Mr 

Fitchew ha s provided paragraphs 20-23 in our note commenting 

on this and emphasising the importance of knowing the German 
position. In the meantime we will in Budget Committee di scussions 
emphasi se the r el evance of the very important de claration made 

at the April Agricultura l Council. 

4. For the re st, our pre sent conclusion s about our nationa l 
aims, agreed with other Departments, are as follows. (it 
is too early to know to what extent there may be differences 
of view between Member St a t es) . Sub j ect t o your endorsement 
they will gui de UKREP i n init i a l di scussi on s , commencing next 
we ek, in t he Budget Committee . 

( a) 1981 Rect ifying Budget 

(i) FEOGA Guarantee: We should support the proposed r eduction . 

(ii ) UK Advances: We should seek an addit ional 50 mi llion 
ecus on top of the 50 proposed, i.e . a net increase in 

commitments and payments of 28 million ecus instead of a 
net reduction of 22. 

(iii) Regional Fund: Subject to Commission justification, 
we -- should support the proposed inclusion of 250 million ecus 

additional Regional Fund payments and 50 million ecus in 
payments for aid to Non- Associates, in order to meet outstanding 

commitments. 

(iv) FEOGA Guidance and Food Aid: We need to await Commission 
explanations before reaching any views. 

(v) Maximum Rate: We should be prepared to agree to a new 
maximum rate for non- obligatory payments to accommodate the 
increased provision. 

- 2 .:. 

." 



CONFIDENTIAL 

(b) 1982 Preliminary Draft Budget 

(i) Commitments: We should seek a significant overall 
reduction in commitments so as to keep well below the 

equivalent of the 1% ceiling. A major cut, if obtainable, 
in FEOGA Guarantee commitments ~ould contribute to this. 

f 
(ii) UK Supplementary Measures: We should press for at 
least a token entry for 1982 advances. 

(iii) Non-Obligatory Expenditure : We should aim up to, and 
at, the July Budget Council to restrain the growth in non
obligatory expenditure, both commitments and payments, to 

within half the maximum rate - i.e. 7.25% - in order to 
restrain the amount of additional provi s i on that the 

European Parliament wi l l be able to add . 

(iv) Regiona l and Soci a l Fund : Commensurate with i) and 
iii), and a llowing f or increas e s by the European Parliament 

in the l a t er s t ages of the Budget exer c i se , and cons i s t ent with 
our a i ms on Budget Rest ructuri ng , we should in t he UK ' s 

inte r est seek significant increases i n Regi onal and Soci al 
Fund payment s pr ovision , and a mode s t increase i n commitment s . 

(v) Aid to Non-Associat es , Food Aid and FEOGA Guidance: We 
need to await Commi ssion explanations . 

(vi) Staff Posts: We should insist on a very firm line 
on addit ional posts for Community Institutions outside of 
the language regime. We have already been taking this 
l i ne in preliminary discussions on the Budgets of the other 

Institutions. 

(vii) Budget Nomenclature: We should be prepared to accept the 
proposed changes,generally, but should continue to oppose 

the transfer of food aid restitutions from the FEOGA section 
to the aid section of the Budget. 

II . The Overall Approach to both Budgets 

5. The Council's Budget Committee will commence detailed 
examination of the Commission's proposals as soon as the 
documentation is available but we also hope that there will be 

some discussi on in COREPER (Deputies) on the overall approach ~ 

Some Member Stat es may argue t hat one cannot even consi der proposals 

for the 1982 PDB until t here is finality on t he 1981 Budget, 
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including a final decision of the Budgetary Authority on the 
1981 Rectifying Budget. But the Parliament could very well 
refuse to deal with the Rectifying Budget in isolation from the 
1982 Budget. So ther e would be a circular situation. Mr 

Tugendhat has already said that the two Budgets should be 
considered together and we will support this in COREPER 
discussion. 

III. Relevance to Budget Dispute 

6. When outlining their proposal s for the Rectifying Budget 
Mr Tugendhat said that the Commission saw this as constituting 
a political solution to the 1980/81 Budget dispute. Mr 

Christofas t old u s that he thought that f or the Parliament 
the Rectifying Budget could constitute a ba sis f or forward 
movement on the dispute . On the other hand we a t present have 
s ome difficulty in seeing how much it i s likely t o contribute 
t o a solution of the dispute . The Germans will be l ooking for 
a s i gni f i cant reduction in the 1981 Budget , but t he Rectifying 
Budget provides f or only a very small net reduct ion ; the 
Commission have not proposed to make any adjustment to the 
provision for the Social Fund; such a reduction might have 
t.empt ed the Germans . On the other hand it would appear strange 

", , :,~ ~:;:. f or the Community to cut the Social Fund in the present 
unemployment situation in ~ember States, and the Parli ament 
would almost certainly refuse to accept it. 

7 · ,-.·~-Discussion in COREPER mSiY give us further information 
about likely attitudes of those directly involved in the 

Budget dispute; so far there has not been a word from the 
Fr ench • . There may, therefore, be further developments on the 

Budget di~ute before the Dutch hand over the Presidency to 
ourselves. 

Contingency Planni ng 

8. At your request we have been trying to do some contingency 
planning on what we might do if there had been no progress at 
all by 30 June on resolving the di~ute . If any initiative 
appears to be called fo~ at the outset of our Presidency, 
rather than simply l eaving the matter in the hands of the 

European Court, we shall in any case now have to build on 
whatever has been said in the context of the Rectifying Budget. 

- 4 -
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9. We have considered the possibility of seeking at that 

time some kind of composite approach involving:-

(i) Trying to persuade the French and Germans to adopt 
the position in public that their opposition last December 
to the Commission ' s Supplementary Budget proposals was 

due to their being unconvinced of the need for the level 
of provision that was proposed and t hat, if they had been 
so convinced, they would n ot have objected to higher 

provision in the 1981 Budget. If the Commission now 
produce additional explanations on the need for the higher 

levels of payTIent appropriations we might be able to seek 
to persuade the French and Germans to state that they were 

now convinced of the need, and in consequence pay their 
~rrears of contributions as the Commission have requested. 

They might couple this with complaints about the Commission ' s 

failure to provide the necessary information earlier and a 
general complaint about the procedures adopted by the European 

Parliament. 

(ii) Additional to this, and perhaps as a condition of it, 

we might aim to secure some kind of public concensus between 

t.: ~ ~: Council, Commission and Parliament that the events of 
December 1980 were unfortunate in the context of the functioning 

and image of the Community, certainly involved unusual procedures, 
and. that all were agreed on the need to avoid a repetition. The 

statEment might then say that since the main troubles had 

arisen _in the context of handling proposals through a 

Supplementary Budget late in the year, all parties considered 

that there was a need for a thorough review of the rules 

relating to the presentation, consideration and implementation 
of Sup:f,lementary Budgets. The opportunity for such a review 

is provided within the context of consideration of Commission 

proposals - on which not very much progress has yet been made 

on revision of the Financial Regulation. 

10. Such a composite approach would have the aim of persuading 

the French, Germans and Belgians, that)having made their point 
and sustained it for a long period, and in the interests of 

Community progress and harmony, they should now make their full 

contributions to the 1980 Supplementary Budget and 1981 Budget; 
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this would remove any difficulties that uncertainty about the 

1981 base would create for 1982 non-obligatory expenditure. 

Such an approach would only have prospects of success if the 

French and Germans in particular now seemed ready to contemplate 

steps to regularise the situation without too much loss of 

face. But at present we have no indication that this is 

likely and they may well be content simply to let things 

lie and to await a Court ruling which could be a long way 

off • . 

G R ASHFORD 
IG2 Division 

':' ;_' 12 June 1981 

91 

t A. 

\ 

I 
\ 
i 

- 6 - I 
I 
I 
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1981 RECTIFyrnG BUDGET AND 1982 
PRELIMINARY DRAFT BUDGET 

POLICY ISSUES 

On 26 May the Commission announced that they will present their 

proposals for these budgets to the Council on 15 June; they 
released some advance details of their contents, but full details 

of the PDB proposals, in the Budget Volumes, will not be available 
in London until 16/17 June . It is however possible to identify 

the main policy issues likely to arise on these two sets of 
proposals. The issues, and our conclusions on them, which with 

one major exception have been agreed with the Departments 

principally concerned, are summarised below. The conclusions 

are necessarily tentative at this stage and will need t o be 
reconsidered as consideration of the proposals continues. 

1.1981 RECTIFYING BUDGET 

2 . Thi s will pr ovide f or a reduction in t ot al of 27 mi l l ion 

2CUS . Since the Commi ssi on a r e proposi ng to incorpor at e 1980 
surpl us r evenue of 82 . 4 million ecus , t he VAT own r esource 

r equirement wil l be reduced by 1 09 mil l i on ecu s . 

3. The main c hanges proposed by the Commi s sion are :-

Million ecus 
commit ments Pa~ents 

EAGGF Guarantee - 520 - 520 
Regional Devel opment Fund +250 

Food Aid +127 +127 
EAGGF Guidance + 55 + 55 
Aid to Non- Associates + 60 

UK Supplement ary Measures - 22 - 22 

The change in the provision for UK supplementary measures is 

made up of a reduction of 72 million ecus to take account of 

t he advances financed by the Open Transfer last year, and an 

increase of 50 million ecus in the provision for advances in 

respect of 1981. 
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4. The Commission have said that the reduction in estimated 

Guarantee Section expenditure i s due t o changes in world 

prices, etc ; the increased provision for f ood a id is due to 

the price fixing ; the proposed increase s f or the RDF and 

aid to non-associates are justified on the grounds that these 
payments ar e needed to meet prior commitment s . 

5. We have no problem of princi ple about having such a 
Rectifying Budget, although the French and Germans may have 

because they do not consider the existing 1981 budget t o have 
been legally adopted. The f ollowing are the main issue s 

likely to arise for the UK on individual proposals. 

The Reduction in FEOGA Guarantee Provision 

6 . Department s are agreed that we should support this. I f 
accepted by the Council and Parliament, there will be an 

important consequence for the FEOGA provi s i on in the 1982 

budget - see par agr aphs 20- 23 below. 

UK supplementary measures 

7. We cannot oppose the reduction i n the provision f or refunds 
i n ~espect of 1980; we agreed last year to accept such a 

reduction in return for the advance payments made to us in 

December. 

The increase in the provision for advance payments in respect 
of 1981 is welcome but we consider that, in accordance with 

the Council undertaking of October last year to consider the 
scope for advances in 1981 of at-least 200 million ecus, the 

increase should be 100 rather than 50 million ecus. (The 1981 

Budget as adopted includes 100 million ecus for advances). 

Increased Payments Provision for the Regional Development Fund 

8 . We have consistently, in previous rounds, maintained the 
need to make adequate payments provision to meet obligations 

created by commitment appropriations in earlier Budgets 

(it was the refusal of the French and Germans to adopt a 

similar view that led to the budgetary dispute at the end of 
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1980) . We have impre s s ed on the Commission the need to justify 

on thi s bas is the extra 250 million ecus proposed; if they 

can do so, we should support this increase (the Germans and 

French may well oppose it, u s ing their s trength t o block a 

"qualified majority in f avour of 250 million ecu s) . 

Increased Provision fo r FEOGA Guidance , Aid to Non-As sociat es 

and Food Aid 

9. We await the Commission' s justifi cations . For Aid t o Non
Associates it may, as for the RDF, be to meet accruing 

obligations on which it would be wrong for the Community to 
default. We have no information on the Commission's reasons 

for seeking an increase in the FEOGA Guidance provision. 

Implications f or the Maximum Rate 

10 . The Rectifying Budget propose s increases in non-Obligat or y 

exp enditure of between 23 and 27 million ecus for commitment s 

and 337 mil l i on ecu s f or payment s . The s i ze of mar gin for 
increasing non- obligatory expenditure which was left unused 

vlhen t he 1981 Budget was adopt ed depends on the maxi mum rate 
1;R0d ~ The ori gi nal maximum rate declared by the Commission 

f or 1981 was 12 . 2%. The Budget Council, on 24 November 1980, 
agr eed to increase the maximum rate for payments to 19.9%. 
When the Draft Supplementary Budget No. 2 f or 1980 was established 

the Council said, in sending it to the European Parli ament, that 

the maximum rate was "automatically" reduced to 14.7%. This was 
not in accordance with the Treaty but was the only way in which 

the French and Germans would agree to the Supplementary. The 

European Parliament never react~d to either of these Council 

proposals. 

11. The increases in commitments proposed by the Commission 
would be within the margin available with a maximum rate of 

either 14.7% or 19.9%. However, the increase in payments 
would be greater than the margin available with a maximum 

rate of 14. 7% (though within the available margin using a 
rate of 19.9%); a new rate would therefore have to ,be agreed 

to accommodate the actual levels of provision on which the 

two I nstitutions can agree. 
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II. 1982 PRELIMINARY DRAFT BUDGET 

12. The Commission's proposals for the various sectors of the 
1982 Budget are shown in the attached table, together with 
the corresponding f i gures f or 1981 both as in the Budget a s 
adopted and as they would become if the Rectifying Budget were 

adopted with the Commiss ion' s proposal s unchanged. 

13. Subject to the detailed explanations that will be inc luded 
in the Budget Volumes, and to attitudes adopted by other Member 
States, the main issues that appear likely to arise on the PDB 

are the overall size of the Budget, both for commitments and 
pa)TIents, in relation to the limitation imposed by the 1% VAT 

own resource limit; the implica tions in the non-obligatory 
area f or the maximum rate arrangements ; and the provision f or 
FEOGA Guarantee and Guidance, f or r efunds t o the UK, f or the 
Regional and Soci a l Funds , and Aid t o Non-Associate s and f or 

St aff Number s ; ther e wi ll a l so be difficulties over the Budget 

s truct ure ; some of these i ssues are inter- connect ed . The onl y 
significant area where t here are di fferences of vi ew be tween 

of ficials in the UK is on the level of provision for FEOGA 
~Guarantee • The main ar ea of dif fe r ence between the Council 

and:- the European Parliament appears likely to be the overall 
level of commitment in relat ion to the 1% limit. 

The Overall Size of the Budget in relation to the 1% Ceiling 

4_4:~ The Commission proposals amount to 23,921.7 million ecus 

for commitments and 22,381.5 million ecus for payments. Total 
own resources within the 1% limit are estimated at 22,998 
million ecus; this total has been considered by Member States 
and virtually all the components agreed. 

15. The payments figure proposed by the Commission is therefore 

616 million ecus below the limit, and the VAT own resource r ate 

would be 0.9533% if the Commission's proposals were adopted 
in full . The total at the end of the Budget exercise will no 

doubt be reduced, leaving a correspondingly greater margin, 

but still not far from the 1% limit. 
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16. But the figure for commitments for obligatory and non

obligatory expenditure i s 923 million ecus above the limit. 

This is legally compatible with the Own Resources Decision 
since commitments are not tlexpenditure". But commitments 
result in later payment s , and the higher the level of 
commitments in the 1982 Budget, the greater the risk that, 

when the resulting payments falling due in 1983 are added to 
the non-differentiated appropriations in that year, the total 

of payments in the 1983 Budget could exceed wha t would be 
covered by the then available total level of own resources, 
including the product of a 1% VAT rate. Moreover to agree 
to commitments exceeding the 1% limit would be bad from a 

presentational point of view. 

17. To minimi se this risk, the level of commitments in the 

1982 Budget will need to be kept not only within the 
limit (ie. 924 million ecus less than the Commission has 

proposed) , but as much further below the limit as possible. 
It will also be necessary t o ensure that the draft budget 

leaves available a margin, on non-obligatory expenditure, 

for the European Parliament . They have 
a right to their margin. Half the maximum rate applied to 
the 1981 total for non-obligatory commitments amounts to 
300 million ecus. This has implications for our attitude 

to the Commission's proposals for the Regional and Social 
Funds, as well as for other areas of the Budget.. 

UK Supplementary Measures 

18. The Commission have included 1658 million ecus for refunds 
in respect of our 1981 contribution. They have not, despite 
repeated ·· attempts to persuade them to do so, included any 

provision for advances in respect of our 1982 contribution. 
We consider that we should press for at least a token entry for 

1982 advances. 

Non-Obligatory Expenditure and the Maximum Rate 

19. The total increase in the 1982 PDB over the 1981 Budget 
as modified by the Rectifying Budget, is 15.1% for commitments 

and 15.96% for payments. On non-obligatory expenditure, the 
increases proposed, using the Commission classification, are 

26.3% for commitments and 31.9% for payments. The maximum 
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rate for 1982 is 14.5%. The Council classification differs 
significantly from that of the Commission; it will not be 
possible to calculate the increase in non-obligatory expenditure 
on the Council' s classification until full details of the PDB 

are available; but it is safe to assume that it will be 
above the maximum rate. The aim of many Member States will 

certainly pe t o contain the increase in the 1982 Budget, a s 
finally adopted, within the maximum rate; this will necessitat e 

keeping the increase in non-obligatory expenditure in the 
Draft Budget as established on 23 July to what will be permitted 
by half the maximum rate, i. e . 7 .25%, thus restricting the 
further sum that the European Parliament may add to a similar 

amount. This aim has been agreed by the Financial Secretary. 
(At Annex i s a more detailed note on what may be practicable 
within thi s constraint). 

FEOGA Guarantee Expenditure 1981 and 1982 

20. The Commission' s proposal s for Guarantee Section 

~xpenditure for 1981 and 1982 present us with a pr obl em . The 
Commi ssi on envi sage a f i gure f or FEOGA Guarantee expenditure 

in the 1982 budget - of 13 , 965 mil lion e cus . The origina l 1981 
budget provided a figure of 12.897 million ecus . But the 

Commission are now also proposing a cutback of 520 mi l l ion 
ecus t o 12,377 million ecus. Compared with the provision in 

the original 1981 budget the 13 , 965 million ecus represents 
an incj"!'~-ase of 8.3%. But if the Commission ' s proposed cutback 

for 1981 is accepted - andt neither MAFF nor ourselves see any 
.... 

reason to challenge it - then the i nc-rease between the two 
y ;=ars will rise to 12.8%. - The~e fi~es compare with a=.=;; 
.... ----estimR+o.d increase in the Own Resources base between the two 

ye ars of 11.67% • 
.. 
21. The Government ' s policy is that we want to see the rate 

of growth of FEOGA Guarantee expe:p.diture held down "markedly 
below" the rate of growth of Own Resources. This is regarded 
as one of the main planks of CAP reform. The objective was 
endorsed by OD (5th meeting) on 12 March before the price 
fixing negotiations and was then explicitly set out by the 

Minister of Agriculture and entered in the minutes at the 
Agriculture Counci l on 1 April, at which the price-fixing 

was concluded . The entry in the minutes (whi ch t he Ger man 
and Dutch Governments a l so supported) is as follows: 

- 6 -
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( /, 

liThe UK declared that in accepting the price increases 

and economy measures it had in no way changed its 
view that, beginning with the 1982 budget, the rate 
of increase in agricultural Guarantee expenditure, 
compared with the level provided for in the previous 
year should be markedly lower than the rate of 
increase in the own resources base between the two 
years: an~ that agricultural expenditure should be 
so managed as to remain within this limit". 

22. The Government's commitment to this formula was reaffirmed 
in April by OD(E) in preparation for the recent Anglo/German 

Summit. A note on CAP reform which contained the formula has 
been handed over t o both the French and German Government s . 

At the Anglo-German summit Herr Schulman likewise reaffirmed 
the German commitment t o the objective. The Chancellor in his 
speech in the Hague also said that one of the main guidelines 
for CAP reform was that CAP expenditure should be submitted to 
a comparable financial discipline to that imposed on other 
parts of the public sector. Our view, which is strongly 
supported by the FCO and Cabinet Office, is that it would 

seem difficult to reconcile the policy outlined above, and 
in particular the declaration made at the 1 April Council, 

with acceptance of an increase in agricultural expenditure 
between 1981 and 1982 as high as 12.8%. Indeed, to do so 

might cast doubt on the Government's commitment to CAP reform 
in general and financial discipline in particular. More 
positively, to seek a reduction in the Commission's figure 

would demonstrate Anglo/German .determination to achieve genuine 
and permanent savings in CAP expenditure during the budget 

restructuring exercise, and could indeed be a useful bargaining 
card in the restructuring negotiations later in the autumn. 

Moreover the Tugendhat Cabinet have told us they believe that 

the 13,965 million ecus figure has been padded by DG VI to 
contain the safety margin. Finally, the FCO strongly take the 

view (which we support) that it would be a mistake for us 

to accept the Commission's proposal, if the Germans seek 
substantial reductions in it. We must at the same time 
recognise that the imposition by the UK and Germany of the 

lower figure in the budget at the 23 July Council could create 

- 'l -

} ,~ 



CONFIDENTIAL 

acrimony with most other Member States and is unlikely to be 
supported by the Commission. The Commission could also embarrass 
us at a later stage by making proposals for savings which would 
be unacceptable to HMG, eg. another increase in the linear 

coresponsibility levy or cuts in the UK butter subsidy. 

23. In an initial interdepartmental discussion this week both 
Cabinet Office and FCO supported our view that we should be 
looking for cuts, perhaps of the order of 500 million ecus to 
bring the rate of increase back down to about 8%. MAFF contested 
this on the unconvincing grounds that the right comparison was 

that between the original 1981 budget and the 1982 PDB. However, 
they accepted that it would be reasonable to seek reductions of up 

to 200 million ecus . A final decision on what reductions we 
should seek cannot be made until we know the views of the Germans. 

With the agreement of the other departments concerned we will be 
briefing the Chancellor to broach the subject with Herr Matthoefe~ 

in the margins of the Finance Council in Luxembourg on Monday 

15 June. We would then ~im to follow this up with further discussion 
. ..::;it h German Finance Ministry officials before the end of June. If, 
after that, the differences between ourselves and the MAFF cannot 
be resolved at official level, it may be necessary for the 

Chancellor to write to his colleagues early in July before the 
final COREPER discussions and the Council itself. In the meantime 
other departments have agreed that in the initial round of 
discussions in the Budget Committee the UK representatives can 
reasonablymfer to the declaration made at the April Council 
as indicating the bench-mark against which we will consider the 
appropriate level of FEOGA Guarantee provision. 

FEOGA Guidance 

24. We await the Commission's explanations for the large increase 
proposed. 

Aid to Non-Associates 

25. We will need to know the extent of outstanding commitments 

and the payments likely to be needed in 1982. 

_ 8 _ 
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Staff Numbers 

26 . The Commission are requesting some 160 extra post s . No 
doubt many of these will be for the language regime , and may 

be acceptable to u s . But, outside of this are a , the aim of 

Treasury Ministers is t o restrain additional posts. The UK 

po s ition will have t o be that other necessary additiona l 
posts should be met by switching staff from l ow to high 
priority are as . 

Budget Nomenclature 

27. As expected, the Commission will use a new l ayout for the 
PDB. Under this the Commission's budget would be split into 

two sections; one covering pay and admini stration , the other 
covering operating expenditure . To do this r equire s an 
amendment to the Financ i a l Regula tion; the Commission are 
presenting a proposa l for thi s . The European Parliament will 
probably support the proposed changes . Since the budget 

nomencl at ure i s settled as part of t he budget procedure the 
Parliament has t he f inal word. But , unless t he Financial 

Regul ation i s amended , adopting t he Budge t i n t he new fo r m 

would be illegal. 

28 . The changes in the order of the Budget are likely to cause 
confusion and all Member States had requested the Commission 

to maintain the existing nomenclature ~ The new nomenclature 
does not however itself raise serious policy issues. In some 

respects it would be an improvement to the present layout~ 
Discussion in COREPER on how to deal with this situation was 

inconcl usive; some Member States were willing to accept a 
"pragmatic solution" (as yet unidentified). 

29. On balance we consider that the UK should be prepared to 

accept the proposed changes, particularly since Council 
opposition to them would be likely to create a further, 

unnecessary, difference with the European Parliament. 

30. The Commission will also propose one other change, separate 

from those mentioned above. This is to transfer food aid 
restitutions (export subsidies) from the FEOGA section of the 

Budget to the aid section . The change would reduce the 
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apparent size of agricultural expenditure. We have consistently 

opposed this proposal since it was first put forward in 1975 
and should continue to do so. 

- 10 -



ANNEX 

NON-OBLIGATORY EXPENDITURE AND THE MAXIMUM RATE 

J. , ·<". .. '1"''''' .• 1 . .. 
~ ~ 

The total pr ovi s i on f or non-obligat ory expenditure in the 1981 
Budget as adopt ed amounts t o 4140.1 million ecus f or commitments 
and 2645. 6 million ecus for payments. The Commission proposals 
in the rectifying budget, if adopted unchanged, would increas e 
this to 4155. 2 million ecus f or commitment s and 2969 . 8 million 
ecus for p~ents . These figures are then the base f or 
c alculating the 1982 position. 

2 . Applying the maximum rate of 14.5 per cent gives a margin 

for increases of 

Commi tments . 
Payment s 

Budget a s 
adopted 
million 

ecus 

600 . 3 

383 . 6 

1: ·"-- .1, l i~tie maximum rat e gives a margin of 
. Budget as 
~ . .. adopted 

CC.:1l!!litments 

PaJ'-rnents 

million 
ecus 

300 . 2 
191.8 

Budget including 
rectifying budge t 

million 
ecus 

602 . 5 
430 . 6 

Budget inc l udi ng 
rectifyi ng budget 

million 
ecus 

301 · 3 
215 . 3 

3. The Council will wish to keep the increase in the draft budget 
within half the maximum rate both to contain the overall Budget 

size and to limit the European Parliament ' s freedom to increase 
total non-obligatory expenditure.·, The UK shares this objective. 

4. In determining the provision for non- obligatory payment 

appropriations there are two main constrai nts: -

(i) the level of payments likely to result in 
the year from new commitments; 

(ii) the payments due in respect of prior year's 

commitments. 

Last year the UK made a major issue of t he second point . Ot her 

countries ' refusal to attach the same importance to this led to 

t he 1981 Budget dispute . We will have to maint ain the same line 
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this year, both because we regard it as an i mportant principle 

and for consistency. 

5. On commitments the Budget Authority is free to decide the 
level of new commitments. There are some exceptions, e . g. 

the financial protocols, but the amounts involved are small 
in relation to the total. 

6. The major elements of non-obligatory expenditure are the 
Regional Development Fund and the Social Fund which together 
account for 60 per cent of the total in commitments and 50 

per cent in payments. Our approach to the commitments provi sion for 
these Funds will need to be consistent with our general approach 
to restructuring. On payment s the main determinant of our 
approach will be the need to make adequate provision for the 
payments falling due in 1982. 

7. There is a further item of non-obligatory expenditure where 
we will have to pay particular attention to the level of payment 

appropriations; aid to non-associates. There is a considerable 
overhang of commitments from earlier years which have not yet 

led to payments. 

8 ~ For commitments half the maximum rate amounts to 300 million 
ecus. This would allow for an increase of between 8 and 9 per 

cent for the RDF and Social Fund with an increase for other 
non-obligatory expenditure of 5 per cent. The margin of half 

the maximum rate on payments amounts to about 200 million ecus. 
This would again allow for increas~s of 9 per cent for the RDF 
and Social Fund and 5 per cent for other non-obligatory expenditure. 
This would 3ean that, if we achieve our objective on Guarantee 
Section provision, the draft budget would provide a higher rate 

of growth for these Funds than for agriculture - a respectable and 
defensible position at this stage of the budget procedure. The 
need to provide for, outstanding commitments may, however, make 
it difficult to restrict the provision for payments in this way. 
This will only become clear when we have the full PDB. 
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EAGGF Guarantee 
EAGGF Guidance 
UK Supplementary Measures 
Financial Mechani sm 
Regional Development Fund 

Social Fund 
EMS i nterest rate subsidy 
Own r esources re f und 
Refunds to Greece 
Research, Energy, Industry 

Food Aid 
Aid to Non-Associates 
Financial Protocols 
Pay and Administration 

Other 
COMMISSION TOTAL 

Other institutions 

TOTAL 
Vat own resource r ate 

1981 Adopted 0 . 8906% 

• 
1981 inc1 
Rectifying Budget 0.8813% 
1982 PDB 0.9533% 

I 

1981 COMMUNITY BUDGET AND 1982 
PRELIMINARY DRAFT BUDGET 

COMMITMENTS 

1981 1981 incl 1981 
Adopted Rectifyin~ 1982 Adopted 
Budget Budget PDB Budget 

12870 12350 13930 12870 

624 697 770 468 

955 933 1658 955 
469 469 - 469 

1540 1540 1940 619 

963 963 1350 ·620 

2L~5 245 200 245 

875 875 962 875 

125 125 174 125 

396 396 621 297 

369 493 483 369 

150 150 210 23 

234 234 221 157 

675 677 758 675 

287 263 

20772 20434 23540 18975 

353 353 381 353 

21124 20787 23921.7 19327 

t j 

.. 

Amounts-million ecus 

PAYMENTS 

1981 inc1 
Rectifying 1982 
Budget PDB 

12350 13930 

523 760 

._933 1658 

469 -
869 1120 

620 960 

245 200 

875 962 

125 174 

297 456 

493 483 

23 130 

147 142 

677 758 
267 

18948 22000 

353 381 

19301 22381.5 

~ 

t::.~ 
~\~ 



,---,------!:..:::~:....r--O~!!i:I_ .. i~~~· ~·~-;J..---fI~e..1s ~ 
, sq .: . 

~ ~~~¥~~--~~-.~ 
(f _.--_--

--~~~~bA~_;---------

--:!~~~~ -----4'----.~-~~.s,.~ ,,c- ~ 

«-0 S~.\J...d ~ ~~~ ~ o-c.-v- fjoo-t~ 

~ ~ ~;; 
. 
"""";::5 ~c ~ 'o:'~ ~ "-4 

CelU.~"'Ci 

_ _______________ ipe ~..t 



o[ 
If 

_______ ____ _ _ -"'l.A..A.~~,CJ~.,.'"""'~--=:::oo~=----f.~ca=--JL-o L a. 
(f 

.~ &ia ¥ tis ~o c>' Sta4 .. z~k , 

»0 "'C>b- ~~ ~ ~ ~ 

.. ---_._-... ---

7 OCCs='~ 7 

, V 

... 

M ~h~;Sf::-~- t-~ --- -U..- - 1'1"' .... I:JQ.,. 

left: 
v ' 



.. 

CQrlIT.IUNAUTES EUROPEENNES 

LE CONS ElL 

ORDRE DU JOUR PROVISOIRE 

Bruxelles 1e 12 juin 1981 , 
7403/81 I 

I I RESTREINT 

OJ/CONS 26 
ECOFIN 32 

de la 710eme session du CONSElL DES COIiIliTI.nfAUTES EUROPEENNES 
(Questions economiques et financieres) 

Luxembourg, lundi 15 (15 h.30) juin 1981 

1. Approbation de l' ordre duo jour provisoire 

.

.. ,,,,' 
~ . " .. ~ 

2. Pronosi tion de deCision du Conseil habili tant la Commission 0.:.,N0c·. \ a contracter des eTIl"orl.,h""lts en vue de" pro::nouvoir les investis-
sements dans la Com.;u..iJ.aute 

doc. 7352/81 ECOFIIf 30 
+ Corr. 1 ., ., _r_. _________________ -... -.. __ .-._-_______ . 

~ 
! 

3. Proposition de deuxiese . directiv~ au Conseil portant coordination 
des dispositions .1e~isl2. ti ves, regle:nentaires et aciministrati ves 
concernant l' assurance Ci.irecte autre que sur 18. vie et fix3rJ.t 
les dispositions destinees a faciliter 1 t exercice effectif 
de la libre prestation des services 

docs 7347/81 SURE 21 
FISC 22 j) 

8788/2/80 SURE 13 rev. 2 0 : 
5343/81 JUR 57 L/~'.: .. . SURE 11 
5799/81 JUR 78 

SURE 13 

. 4. Preparation des points de caractere economique, financier 
~I':'.~ et monetaire suscentibl.es d t etre evoques lors de la prochaine 
~ relli""lion du Conseil-Europeen 

8 
7403/81 OJ/GONS 26 

ECOFlN 32 
R 

mfg , F 
.-- ... / ... 
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5. Credits a l'exportation : Amenagement de l'arrangement 
sur les 1ignes directrices . 

6. Subventions du prix doe petro1e 

7. Mesures de sauvegarde prises par 1e Gouvernement ita1ien 

8. Divers 

111) ~ . W>p~.(I)..A , '" 

,Il ~vPt""' , 1 o...,t\ ) d lJtYi -

.-
~~r~~qnd'-~'~Sv~ ~)tl t

A ~t~' 

7403/81 mfg F 
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'i. . Tne CouDcil e.nd tbe GovernorE, Meeting v..'ill be bela lr 

liGJ:e1LCc ,ur~ or~ I'JODd oJ, ..... 15 June. You v:i 11 c 1 so be b E.vinE 

bilotfr2} ~eeti~E2 ~i~b ~. De]GrE 2~~ Eerr ~attbofe~, to~~in[ 

tllE' :!Je':.' LI:2 t >-u i J cinE ~ cDC E.-:~eD:::ir:' ~ E. ~ecep7io!J cDC CiDr2E:r 

attache a E. t A~:!Jey 1. 10u ~ill be Bccompaniec b~ r~ Eanco2k, 

I GOl '" "" - r" - . - (~i- 1~ -vlr' E· l ill 0 r e, fIT ",' l gr l DEan C '.2 rt e l C \. L, ~ e d nee r Sec ret 2 r~ i L 

tbe DepartEeDt of ~Taoe oe21iD~ ¥itb tbe Insurance Services 

Dir ective .) Yll'E Hed le:y-Vlill er and tlr Rupert Rev.; (tbe retiring 

UK :Dire ctor of th e EIB) \..Jill al so be around f or tbe EIB 

:Directors meeti DE . Tne GoverDor , a ccompaDie d bJ YIT Balfour, 

~~ll b e attending th e Fi nance Coun cil in his capacitJ &E 

Chai rm an of th e Committee of Central Bank Governors. 

Annex 2 list s t he t opic s that v~ ll be discu ssed at tb e variou s 

meetings . 

Meet ing ~~tb M. Delors 

2 . The objective bere is to build on ~our earlier meeting 

witb M. Delors and establisb good personal relations witb a 

view :to future cooperation; to empbasise our desire to 

improve UK/Frencb relations, botb bilaterall~ and ~~tbin tbe 

Communi t~; a.nd to sound out tbe tbinking of tbe ne\\T Frencb 

Government on a range of economic issues, particularl~ tbose 

of immediate interest to tbe UK. 

Luncb 

3. Althougb export credits is OD tbe Council agenda, we 

understand tbat it will be discussed over luncb. Our objectives 

are to ebcourage M. Delors to take a more flexible line tba~D 

bis predecessor, particularly as regards increases in minimum 

interest rates and improved notification procedures for 

"credits mix-e.s"; and to gain general agreement tbat tbe CommuDit~ 

sbould press ahead witb tbe preparation of a constructive 

package of proposals might migbt provide tbe basis for agreement 

wi tb tbe US and Japan when negotiations on cbaDges in tbe 

consensus are resumed in the autumD. 
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C:-o tbi ~ ~ O'pi C, v.'E 1·.' OU 1 C Dot be o~~ i::.i s::i c c:b~u t tDei~ o--c.tcOL!t_ 

-" ·0 You co~}c tc1.€ tDE opportuDit~ tc t~~J2l~ to co~1eccu€s 

oi' OU : ' 

C0~~u~it~ ~E~~~E~ ~ cDuJc tEk ~ ~6~iDi Etr 6 ti~E e ct i o~ to a i ~ CO~~b;~ 

i~po~t ~ fTO!:... J c. p cD, tbe u.i \-: oulc be fruEt~'2tec iT; sucll c courSE 

by le~cl c ctiOL. 

o. ":You b ave o~re e c to have a 'WorG "~tb I'l. Ortoli ct lu!)cb 

about the handliDg of tbe US intErest rate issue. P~s letter 

of 2 7 YtBJ 1981 ana l"lI' Bottri l l' s aI'a f t rep1:y aTe att acbeo . 

-

7 . "Y ou inteDd to asl: Eerr tlott bofer an d tD e Gre e}: J'iini s teT 

if tbe:r cg:-eE v."i. tn I'IT van oer St ee ana .l"rr ];orgaard t bat i t -wou} 'o 

be b etter to have genuiDe informal discussioDs at t be regular 

CouDcil ~eetiDgs b~ going into restricted session OD seDsitive 

items , tban to have informal meetings . If tbe~ do agree , ~ou 

~nll be able to anDOUnCe "~our inteDtions at t be first l uncb 

over wbicb ~ou ~~ll preside on ~onaay , 6 Jul~ . 

EIB ~ovennors I1eeting 

.B _ - - Aft er several discussions in tbe Board of Directors \ole 

. _nave secured as 8 compromise proposal .for the Governors approval: 

(a) 

(b) 

-

a doubling of tbe subscribed capital: 

paying in ?l% ~f the ~1?crease over ~our :years 

(beginning in 1984 wben Tepayments under tbe 

last increase are complete): 
. 

(c) agreement tbat .tbe Board of Directors sbould Teview ' 

. tbe 'Bank's borr'owing and lending ' at regular intervals. 

- ~----~~c:;~~~~:ea~::;~e~~t~~~~~~:~OD----\--~~ - - -
·3 - :.year) . .. \Ie recommend :you to accept it. " 

. -2-
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l~~ if possit;} E: to celEJ aSI'f-Eu.E:nt untiJ 01::' :?:resic5eDc:v; 

if . Dot, to e~5UrE: that the CODEissic~ p~opo5El if sEtisfactoril~ 

2lIJEDGeO to ir.c: o~pCT E.t'2 ay. oV€TEll ceiJir:.s oDe UD2IJiI:.!c)"UE votiDf;. 

It seeID E 1 il<. e lJ tr.,at tbe GeTILJ2:::! E Y.~ 1] bl oc}: tbi f p:ropoSE.l ~ 

lD wbicb cas e we caL EirrpJJ lie lo~. ~e ri~1~ tbe~ bope to 

obtain some mooest credit for securiDE agreemeDt duriDg our 

Presidenc3'. If, on tbe other band~ some member states - incluGin[ 

GerffiaD~ - were prepared to accept tbe proposal after suitable 
modifiLatioD, thEn we could go aloD~. 

1}. At tbe last minute tbe ComrrrrssioD circulated G paper OD 

energy subsioies. Tbe Commission will present the paper aDd 

DelegatioDs will be free to comment if tbe3' wisb. Tbe paper 

~ll no ooubt be studied tbereafter b3' Coreper. Our objective 

is to empbasise tbe UK commitment to economic energy priciDg 

and to support tbe CommissioD work on tbe comparisoDs between 

member states. We wisb to maintain national freedom of action 

on levels of energy taxation but accept readiness to discuss 

bBrlDonisation 0 principles. 

1~ There was "a discussion in tbe Monetary Committee on 

Wedne-s.d~y, 10 June, about tbe recently introauced Italian 

importdep?si t scbeme •. Ministers will ~sb to discuss tbe 

Itali~n action; it, has generell~ been ill-received. However, 

tbe effect on UK expor~to Ital~ is probably not very great. 

1'- As we agreed at the meeting wi tb l1r Cbristofas last 

Monday, ~ou will wisbto tell.your colleagues tbat you intend 

to return to afternoon sessions for tbe Finance Councils under 

tbe UK Presidency. 
~h-k 1'- It is tbe;.::cnstom for tbe .0,:,- President!to sf?:Y a few 

words about tbe retiring President. 

\'1. 26 Herr Mattbofer bas reQuested a short bilateral meeting. 

The only time tbat it bas been possible to arrange is sometbing 

during tbe Finance Council itself. You will have to withdraw 

at an appropriate moment. It is important, bowever, that you 

.. ' ~ . . 

~oo 



. ! :: : bouJ~ be 'Pre~s:-,t IT t~ne CO"C!Jci~ :-0:-' ~~E- "v"~JC' _ E c: -:}J~ JL~"'C:-'c:-: ~: fO 

i~eL e~~ tt et you 2hou1~ bE- there 5 t thE E-~6 i~ oreer ~o say 

Jour piece about Yrr' van 6 er Stee. J:t i E like J:-' tbat Eerr 

Ylcttbofer v:ill ,·:risb to assure you of his good v-.i.sbes after he 

v:as .~ .. '(c. to ... ~~cl the earlier bilater21 meeting. YC"..A.. fC/'or'.. &.'t 
cr....a. C\('V!~l~ <:: ~'-'>(~> \,. .... ci"')~ t ~d.-("~~n~ ~cl. CAP ,-r-£o .. """ 

,~~ . lfliREP suggest tbat it would be desirable for ~ou to h2ve 

c. fev.' rr;iDutes aloDe vti tb J"1..:r TuEencbat after tbe Council, so 

tbat be caD e~~lEiD his t8cticEl difficulties witbiD tbe CommisEio~ 

OD Eudget restructuriLg, anc yo-c C2.r· cOD~irrr tbat a !Jet 

cODtribution of over c billion ecu 2. :year after 4981 is Out of 

tbe Question. 

\9 ~. \ale bave arranged for :you to be taken on a sbort tour of 

tbe building before tbe Reception in tbe evening. 

f'\ ~(to(r ( 
J. SCHOLES 

1 2 Jun e 1981 

~ .. 
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TIJ"'TETABLE 

15 June 

16 June 

08.20 

10.25 

Depart Heathrow 

Arrive Luxembourg 
- Flight LG 402 

10.45 Meeting with M. Delors 

~I'\~rx 

f - r 
if l 'tt., 

11.30 Briefing meeting with Sir Michael Butler 

12.30 Lunch in New EIB Building 

14.30 EIB Governors Meeting 

15.30 Finance Council (meeting with 
Herr Mattbofer in the 
margins) 

18.40 Tour of new EIB Building 

19.00 Reception and~dinner in new EIB Building 

07.15 

07.25 

Depart Luxembourg 

Arrive Heatbrow 
- Flight LG 401 
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TOr }CS TO EE DJSCDSSED 

1 1 LUDC h 

:-- 1.. E:>"yort credit s 

2 .. -Poland ' s debt 
7 
.,)- jChancellor to 

4. rChancellor to 

raise 

Tc..ise 

_7 Japanese trade 

_7 informal meetings 

S"- L (c~(( U'"-' ~ ~o..~ ..... ,tL, MO-'~~ ~L""'S c{ l ~ ( f... "LD f .. ' c~ (~ t ri-....u: 

III ETE Governors meetins 

1. Routine business (appro\~b annual accounts, 

appointing members of Audit Committee, etc). 

2. Capital increase 

IV Finance Council 

1. Economic situation (especially US interest rates) 

2. Insurance Services Directive 

3. ~~n~~~(of New Community Instrument (NrC) 
4. Energy subsidies 
5. Italian import deposits 

6. /qhancellor to raiseJ Returning to afternoon sessions 

under. UK Presidency 
f _ [c "0.1'\ Cc (( cu h> or o.JJU] h....-J "",OJ J../.J ~J t!...t , (. (ll ~ n:> f ~\ J -<-~ " 
V l1eeting with Herr I"latthofer budget restructuring 

CAP reform. ' 
- v~ t3o('~ ""-tcbl\s ""'\~ r\,'\Af)"'t.I'C .. c:< (; 

VIITour of new ErB building - British architects 
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INSURANCE SERVICES DIRECTIVE 

On Tuesday 9 June I accompanied Mr Reid (D/Trade) to Bonn to discuss 
in the Insurance Services Directive with the Germans. You might like 
a short report of my impressions to supplement the briefing the 
Department of Trade will be providing for Monday's Finance Council, 
at which Mr Reid will support you. 

2. The German attitude was disappointing. If anything they were 
less helpful than they have recently been in official negotiations in 
Brussels. They showed no appreciation of the wider arguments in 
favour of early liberalisation of services as an objective of the 
Community. To the extent that they were " prepared to shift their 
position it was by no means clear that they were trying to be construc
tive but rather they seemed to be looking for proposals that would 
slow down negotiations(~nd jocularly referrred to discussiom lasting 

to the year 2,OOO~~ 

3. On the details: 

(a) In official discussions in Brussels it had appeared that 

progress might be made if the directive liberalized insurance 
services for ind~trial and commercial risks only (ie not 
consumer business). This is the profitable bit of the market 
and might at some stage be anacceptable compromise to us as 
a first step. In Bonn the Germans suggested that there should 

be a threshold and only risks of large firms should be libera
lized. Th~esholds have been discussed unsuccessfully in earlier 
years and this was a retrograde step. We impressed on them 
that freedom of services was a right and should not be subject 
to thresholds. We find it easier to distinguish between 
different types of risk, as the draft directive · does at present, 

than between different sizes of client firms. 



(b) On authorisation the Germans suggest that business be 
subject to prior notification with no business done for a 
specified period of time. We object to the amount of informa
tion that must be notified under the present draft. In parti
cular we object to the idea that UK insurers trading in Germany 
should give the Qerman authorities all the information they 
require from their domestic insurers. UK firms are already 
supervised in the UK and should not also be supervised by the 
German authorities. German consumers should be free to choose 
whether they wish to do business with companies supervised by 
the German authorities or whether they prefer the flexibility and 
competitive premiums offered by other European insurers. Brokers 
are always available to advise small firms which policies suit 
their needs the best. The Germans proposed, for the first time, 
that cross-border business should be done in accordance with 
three or four principles. They had not worked these principles 
out but have promised to show them to us as soon as possible. 
This idea could well be no more than a negotiating tactic designed 
as a distraction from the existing draft text. 

Conclusion 

4. Overall, it seems that the German attitude remains disappointing. 
Their main concern is undoubtedly to protect their own insurance 
companies. However their own employers federation (BDI) and the ' 
European Federation of Employers (UNICE) support liberalization. At' 
the Finance Council on Monday 15 June other Ministers will probably 
wish to return the subject to officials as quickly as possible and 
may suggest time wasting red herrings. It will be helpful if we can 
take the opportunity to impress on the Germanskand others that we 
attach great importance to reaching an agreement on this directive 
that reflects the principle of freedom , of services. Free trade is 
a basic principle of the Community and for the UK free trade in 
services is of particular importance. 

~( L, \,LJ It l:v.. \.s f:::.t~ () J 

o~~ ~ ~ev..AJ 

:D. If· 

~."".~ \-c-3\
R M PERFECT 
12 June 1981 
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1. l'IR ~OCK cc As attached list 
2. CHANCELLOR 

FINANCE COUNCIL AND EIB GOVERNORS MEETING: 15 JUNE 

1. The Council and the Governors Meeting will be beld in 
Luxembourg on Monday, 15 June. You will also be having 
bilateral meetings with M. Delors and Herr Matthofer, touring 
the new EIB building, and attending a reception and dinner 
in the evening, .' )" The time-table is 
attached at Annex 1. You will be accompanied by Mr Hancock, 
Mrs Gilmore, Mr Wiggins and r~ Reid (the Under Secretary in 
the Department of Trade dealing with the Insurance Services 
Directive.) Mrs Hedley-Miller and Mr Rupert Raw (the retiring 
UK Director of the EIE) will also be around for the EIE 
Directors meeting. The Governor, accompanied by Mr Balfour, 
will be attending the Finance Council in his capacity as 
Chairman of the Committee of Central Bank Governors. 
Annex 2 lists tbe topics that will be discussed at the various 
meetings. 

Meeting with M. Delors 

2. The objective here is to build on your earlier meeting 
with M. Delors and establish good personal relations with a 
view to future cooperation; to emphasise our desire to 

improve UK/French relations, botb bilaterally and within the 
Community; and to sound out the thinking of the new Frencb 
Government on a range of economic issues, particularly tbose 
of immediate interest to the UK. 

Lunch 

3. Although export credits is on tbe Council agenda, we 
understand that it will be discussed over luncb. Our objectives 
are to ebcourage M. Delors to take a more flexible line tba~n 

_ _ ___ h=i-=.s-.£'p-=r--=e:....:::d~e-:....::c-:....::e=-::s=..::s=--o=-=r=--..:L, _p=-=a=-r-=-t-=i--=-c-=-u=-=l=--=a=r--=-l~y~a:::.:....s=---=r=--e-=--,g"=!..a=--r=--=d-=s--=i...::.:n:.....::c-=r:.....::e:.....::a~s:.....::e=--:.s==-------=i=n~m=l=-· n==i=m-=u=m~ __ _ 
interest rates and improved notification procedures for 
"credits mixlts"; and to gain general agreement that tbe Community 
should press ahead with the preparation of a constructive 
package of proposals might might provide the basis for agreement 
with tbe US and Japan when negotiations on cbanges in tbe 
consensus are resumed in tbe autumn. 



~ . We u~d€rst and that FraLce ~Ey r2lse the Question of further 

econor::;ic assiE:ta~ce to Poland ove:: luncb. ~Tbilst \-,'e \-.'ould be 
"" ... 11-.1 ... 8. r c:...-l 

prepared to join in any ~ . . discuEsioDE tbat 'wer e arranged 

or. th i s topic, we woule not be optir:istic about their outcome. 

t:. 
/ . You could t ake the opportunitJ to Explain to colleagues 

our in cre2sing concern ab out tbe l evel of JaD2nese imnorts. 

Tt'":lis c.oncerr r efl ects tbe fact tbat, 2ltbougb some of our 

COIDillunity partners could take administrative a ction to di scourage 

imports froTh Japan, tb e UK would be frustrat ed in sucb & course 

by legal acti on. 

6. You bave a gr eed t o h ave a word witb M. Ortoli at lUD cb 

about tbe band l ing of tbe US i nter est rat e i ssue . Hi s l ett er 

of 27 May 1981 and Mr Bot tri ll ' s draft reply are att acbed . 

7. You i ntend to ask Herr Mat t bofer and t be Greek Iftnister 

if tbey agr ee witb Mr van der Stee and Mr Norgaard tbat i t would 

be better to bave genuine informal discussions at the regular 

Council meetings by going into restricted session on sensitive 

items, tban to bave informal meetings . If tbey do agree , you 

\Ji ll be able to announce 'your intentions at tbe first luncb 

over wbich you will preside on Monday, 6 July . 

EIB ~Govennors Meeting 

Be - After several discussions in the Board of Directors we 

.:have secured as a compromise proposal for tbe Governors approval: 

(a) a doubling of the subscribed capital: 

(b) paying in 7~% of tbe ~ncrease over four years 

(beginning in 1984 when repayments under tbe 

last increase are complete): 

(c) agreement that the Board of Directors should review 

tbe Bank's borrowing and lending at regular intervals . 

· · ~Tbis seems to us a good result (even tbougb tbe 

Public Expenditure cost of (b) is about £50 million 

a year) . We recommend you to accept it . 

-2-
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Fi nance Council 

9. Under the economic situation item it is likely that 

discussi on will concentrate on the US interest rate issue. 

At last week's Coordinating Group it was generally agreed 
that the European Council sh ould consider the effect which 

US domestic policy was having on the Community. As y ou know, 

M. Delors and S. Colombo have joined Chancellor Scb~idt in 
attacking US interest rate policy. And t1. Ortoli wrote to 

you on 27 May to expre ss his concern as well, suggesting 

tbat Community countri e s should make a commOD approach to 

the US. You will want to stress the importance of the US 

su cceeding in its fight against inflati on and t o suggest 

th at careful consideration shou l d be given t o any approach 

to the US. A qui et di a l ogue is mu ch b etter t h an a publi c 

demarche. We assume t h e Presidency will r eport th e conclu sions 

of the di scu s si on to the Eur opean Council at th e end of the 

mo nth . 

10 . Th e most important item on the agenda fo r the UK i s 

the Insur ance Servi ces Di recti ve . You will r ecall th at thi s 

was discussed at the last Finance Council in March . The 

Directive would give insurers freedom to operate ~ across 

frontiers within the Community. For example, a UK insurance 

company can already do business in France by setting up a 
branch in France , but the directive would allow it to cover 

French risks direct from the UK . This is particularly important 

for Lloyds, whose unusual structure makes foreign branches 

difficult to operate . 

1~. The March Council confirmed that it attached importance 

to securing agreement on the directive. The directive has 

since been discussed extensively at working level and a report 

from Coreper is before the Council. A brief by the Department 

of Trade is included in the attached briefing. Our objectives 

are to agree as much as possible and to set a time- table to 

Coreper for dealing with any unresolved issues and reporting 

back to the Council. 
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given to e Pre~cy. 
might prov necessa~ 
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Our objective on the renewalL ~ew Community instrument 

.c· 

if possible to delay agreement until our Presidency; 
if not, to ensure that the Commission proposal is satisfactorily 
amended to incorporate an overall ceiling and unanimous voting. 
It seems likely that the Germans will block this proposal, 
in which case we can simply lie low. We might then hope to 
obtain some modest credit for securing agreement during our 
Presidency. If, on the other hand, some member states - including 
Germany - were prepared to accept the proposal after suitable 
modification, then we could go along. 

11. At the last minute the Commission circulated a paper on 
energy subsidies. The Commission will present the paper and 
Delegations will be free to comment if they wish. The paper 
will no doubt be studied thereafter by Coreper. Our objective 
is to emphasise the UK commitment to economic energy pricing 

and to support the Commission work on the comparisons between 
member states. We wish to maintain national freedom of action 

on levels of energy taxation but accept readiness to discuss 
harmonisation 0 principles. 

1~ There was a discussion in the Monetary Committee on 
Wednesday, 10 June, about the recently introduced Italian 
import deposit scheme. Ministers will wish to discuss the 
Italian action; it bas generally been ill-received. However, 
the effect on UK expormto Italy is probably not very great . 

1~ As we agreed~ tbe meeting with Mr Cbristofas last 
Monday, you will wisb to tell your colleagues that you intend 
to return to afternoon sessions for the Finance Councils under 
the UK Presidency. 

- k-hsL 
... ~. It is the -~' custom for the President 1 to say a few 
words about tbe retiring President. 

~~ . Herr Matthofer has requested a short bilateral meeting. 
The only time that it has been possible to arrange is something 
during the Finance Council itself. You will have to withdraw 

at an appropriate moment. It is important, however, that you 
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should be present in the Council for tbe whole of the Insurance 
item and tbat you sbould be there at the end in order to say 
your piece about Mr van der Stee. It is likely that Herr 
Mattbofer will wish to assure you of bis good wishes after be 

'-"""Q...~Lt a.kte"""";" 
was h - to t.. . .... tbe earlier bilateral meeting. Vcr-'\. feN'. ~'e 
ct.L Cl'ffOJ~lb..:, 6; Jv.){\..~S b'-l.tl.i.)ct (C'~t~'-r\~ ~CA. (A-P ","(OJ""""'-
!t. UKREP suggest that it would be desirable for you to have 
a few minutes alone witb Mr Tugendhat after the Council, so 
that he can explain his tactical difficulties within the Commission 
on Budget restructuring, and you can confirm that a net 
contribution of over a billion ecu a year after 4981 is out of 
the Question. 

t9. We have arranged for you to be taken on a short tour of 
the building before the Reception in the evening. 

~~! ,(,u(( f 

J. SCHOLES 
12 June 1981 



T'IMETABLE 

12 June 

16 June 

08.20 

10.25 

10.45 

11.30 

12.30 

14.30 

15· 30 

18.40 

19.00 

07 .1 5 

07.25 

Depart Heathrow 

Arrive Luxembourg 
- Flight LG 402 

Meeting with M. Delors 

Briefing meeting with Sir Michael Butler 

Lunch in New EIB Building 

EIB Governors Meeting 

Finance Council (meeting with 
Herr Matthofer in the 
margins) 

Tour of new EIB Building 

Reception and dinner in new EIB Building 

Depart Luxembourg 

Arrive Heathrow 
- Flight LG 401 



TOPICS TO BE DISCUSSED 

* I Meeting with M Delors - current relations 

II Lunch 

~ '- 1. Export credit s 
~ 2. Poland t s debt 

3. ;-Chancellor to raise-1 Japanese trade 
4. ;-Chancellor to raise-1 informal meetings 
~ 4 r cc.oJ" (t ((o..s i:::.. £t:>. ' '" .. H L-I' . 7 r J I. r ( L I-

L ~'" ~ ""'\L~ M O l ("O ~ ~u...r"g Co\., "" ~'"(...Or "'e'\.l~ {cr~ 

III EIB Governors meeting 

1. Routine business (approving annual accounts, 

appointing members of Audit Committee, etc). 
~ 2. Capital increase 

IV Finance Council 

~ 1. Economic situation (especially US interest rates) 
~ 2. Insurance Services Directive 
~ 3. ~~n~w~(of New Community Instrument (NIC) 
~ 4. Energy subsidies 

5. Italian import deposits 
6. /Chancellor to raise-1 Returning to afternoon sessions 

under UK Presidency 
f. f.~CN\(~((C1-J h:> .r0JJU.} ~-.I 'Wo-fM cJ..oJ ~ rt. hfl.(,\~ r,(..O\J~,,~. 

V Meeting with Herr Matthofer - budget restructuring 
CAP reform. 

VI (3 ( Iff f~-tc6t'\ s .,.,\ tc.. l"'v 1"\A~-{J'\.Co. J {;-

VIITour of new ErB building - British architects 



CIRCULATION 

With Attachments: 

Principal Private Secretary 

Financial Secre~ary 

Minister of State 

Sir K Couzens 

Mr Byatt 

Mr Hancock 

Mrs Hedley-Miller 

Mr Mountfield 

Mr Ashford 

Mr Bottrill 

Mr Edwards 

Mr Fitchew 

Mrs Gilmore 

Mr Hawtllin 

IvIr ·Peretz 

Mr CUlpin 

Mr Merc~r 

Mr Seebohm 

Mr Thornton 

PSIGovernor 

Mr BalfOu.r ' 

Mr Wentworth 

Mr Spreckley 

Mr Reid 

Mr Butt 

Mr Appleyard 

Mr Boyd 

Mr Anson 

Mr Adams 

(C) 

Steering Brief only: 

Chief Secretary 

Minister of State (L) 

Sir D Wass 

Mr Kemp 

Mr Ridley 

B/E 

B/E 

Cabinet Office 

FCO 

D/Trade 

UKREP (3 copies) 

Paris 

Bonn 

Washington 

Rome 




