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PREFACE

On October 13, 1988, the United States International Trade Commission (Commission)
received a joint request from the House Committee on Ways and Means and the Senate
Committee on Finance (presented as app. A) for an investigation under section 332(g) of the
Tariff Actof 1930 (19 U.S.C. 1332(g)), to provide objective factual information on the ECsingle
market and a comprehensive analysis of its potential economic consequences for the United
States. The committees requested that the Commission providea reportby July 15,1989, with
followup reports as necessary. In response to the request, the Commission instituted
investigation No. 332-267 on December 15, 1988. The report was issued in July 1989, and the
first fol%owup report was issued in March 1990.

In their letter of request, the committees stated that the form and content of the policies,
laws, and directives that remove economic barriers and restrictions and harmonize practices
among the EC member states may haveasignificantimpacton U.S. business activities within
Europe overall and in particular sectors, and further, the process of creating a single market
may also affect p and results in the ongoing Uruguay Round of GATT multilateral
trade negotiations. The committees requested that the Commission study focus particularly
on the following aspects of the EC’s 1992 program:

1. The anticipated changes in EC and member-state laws, regulations, policies, and
practices that may affect U.S. exports to the EC and U.S. investment and business
operating conditions in the EC.

2. Thelikely impact of such changes on major sectors of U.S. rts to the EC and on
U.S. investment and business operating conditions in the EC.

3. The trade effects on third countries, particularly the United States, of particular
elements of the EC’s efforts.

4. The relationship and g:ssible impact of the single-market exercise on the Uruguay
Round of GATT multilateral trade negotiations.

The committees also stated in their letter that “Given the great diversity of topics which
these directives address, and the fact that the remaining directives will become availableon a
piecemeal basis, the Commission should provide the requested information and analysis to
the extent feasible in an initial report by July 15, 1989, with followup reports as necessary to
complete the investigation as soon as possible thereafter.” The initial report contained
background, introductory, definitional, and descriptive material related to the EC 1992

ro§ram. It also discussed the institutional framework and procedures for the
implementation of the EC 1992 program. The bulk of the initial report, however, consisted of
the discussion and analysis of changes expected from the implementation of those directives
issued prior to January 1, 1989, grouped into key categories, and information and analysis of
the EC 1992 program and its relation and impact on the GATT, the Uruguay Round, and other
EC member-state obligations and commitments to which the United Statesisa party. The first
followup report essentially followed the format of the initial report, with summaries of each
of the initia lzrort’s chapters and discussions of developments since January 1, 1989. That
report included expanded coverage of local-content requirements, rules of origin, directive
imrlementation by member states, and the social dimension of integration. This second
followup report follows the same format and covers developments since January 1, 1990.

Copies of the notice of the second followup report, including the schedule of a public
hearing, were posted at the Office of the Secretary, U.S. International Trade Commuission,
Washington, DC. The notice was published in the Federal Register (55 F.R. 12566) on April 4,
1990, and is included in appendix B of this report, along with the original Federal Register
notice and first followup report notice.
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EXECUTIVE SUMMARY

The European Community (EC), as it is known today, was created b the merging of three
original communities, the European Coal and Steel Communities (ECSC), the European
Economic Community (EEC), and the European Atomic Energy Community (Euratom). The
Treaty Establishing a Single Council and a Single Commission of the European Communities
signed in 1965 effectively completed the formation of the EC.

Although the EC has had no internal customs duties and has had common external
duties, internal as well as external trade has encountered numerous nontariff obstacles.
These barriers principally developed as EC countries attempted, from time to time, to insulate

rticular industries or products after internal duties were eliminated. These measures were
usually effective for the pu devised, but they did have costs. Whereas the costs were
tolerable in the 1950s and 1960s, they became more onerous in the late 1970s as most European
economies slowed and a general “Eurosclerosis” developed that also reduced the
competitiveness of the EC nations in the world market.

A recognition of these costs and the desire to complete the internal market, begun with
the formation of the EC and the elimination of internal duties, were at least ially
responsible for the White Paperissued by the EC Commission in June 1985. This White Paper
contained broad goals for the integration program and set a date of December 31,1992, for the
complete elimination of physical, fiscal, and technical barriers to trade. This was to be_
accomplished through the issuance of approximately 280 directives dismantling barriers.

The initial USITC report, issued in July 1989, contained three sections. The first section
addressed (1) the genesis of and prospects for the 1992 program, (2) the institutional
framework and procedures for implementation of the 1992 program, (3) the descriptive and
definitional asR:;ts of the 1992 program, and (4) U.S. trade with the EC. The second section
analyzed the changes expected from the implementation of each of the 261 measures issued
or priortoJanuary 1,1989, groupes into key categories. The third section contained
information on and analysis of the implications of the 1992 program for GATT, the Uruguay
Round, and other EC ‘member-state obligations and commitments under bilateral or
multilateral agreements and codes to which the United States is a party.

The first followup report issued in March 1990 followed the same format as the initial
:;port. A brief summary of each of the initial report’s chapters was followed by a discussion
new developments in the chapter area primarily for the period January 1, 1989, through
December 31, 1989. The report also contained expanded coverage of the social dimension of
integ;::.ion, local-content requirements, rules of origin, and directive implementation by
member states.

This second followup report follows the previous format and covers the period since
December 31, 1989. In addition, this report contains chapters on research and development
and thrf: industry sectors — automobiles, telecommunications, and chemicals and pharma-
ceutica

A public hearing was held on June 21, 1990, in connection with the second followu
report of this investigation. The calendar of the public hearing is presented asa ixC.
list of EC 92 initiatives addressed in this investigation is presented as a ix D, and an
index gf itéc.iusu-y/commodity analyses contained in chapters 4 through 12 is presented as
appendix :

The highlights of this investigation are summarized below, by report section.
Introduction and Background

Introduction to the Europe 1992 Program

®  Under the Irish presidency of the EC Council of Ministers during the first half of 1990, the EC
continued to pass the legislation needed to te the 1992 integration program.

At the end of that presidency, all of the 282d.[.)lanned internal market measures had been

issued by the EC Commission as proposals to the EC Council, which had formally adopted
164 of the measures.



®  The EC is planning significant changes to its institutional framework.

Political union is the most notable development, along with the creation of new agencies
such as a central bank and an environmental agency. However, in addition, the EC
institutions are discussing their existing relationships in such debates as the current one over
the EC Commission’s use of article 90 to enforce member-state compliance with EC law.

Article 90 of the Treaty of Rome applies the treaty’s rules on competition to public
undertakings, i.e., business entities run by member-state governments, and undertakings
that are granted special or exclusive rights.” The article also empowers the EC Commission to
issue directives and decisions to EC member states to enforce those rules. By lssumg
directives itself under article 90 rather than proposing directives to the Council an
Parliament under article 100A, the EC Commission avoids the more complicated cooperation
procedure and may prompt the other institutions and the EC member states to suspect that
the EC Commission is claiming more power for itself than is appropriate.

®  The EC 92 process may well be the first step towards wider European integration.

The EC and EFTA nations recently approved mandates to negotiate a European
Economic Space (EES) that would enable the free movement of goods, persons, services, and
capital between the 18 EC and EFTA countries as well as Liechtenstein. At the same time, the
countries of central and Eastern Europe as well as the U.S.S.R. are forging closer ties with
both the EC and EFTA. By July 1,1990, the EC had concluded a network of bilateral trade and
economic cooperation agreements with all of the Euro Council for Mutual Economic
Assistance (C. ) countries except Romania. The E Elans to negotiate more extensive
association agreements with these countries in the near future.

®  Although German reunification and the reforms taking place in central and Eastern Europe
are morx;xhentow events, the EC, including West Gerngany, appears determined to meet the
goals of the single-market process on time.

. The prevailing opinion is that these char;ﬁ: have in fact spurred the EC integration
process in order to anchor Germany firmlg within the EC, to better meet the demands of the
reforming countries, and to ensure the EC’s role as a model for these countries.

®  Overall member-state implementation of 1992 measures continues to proceed slowly.

The pace of implementation differs from member state to member state. The United
Kingdom, West Germany, and France have generally good records, but on occasion
encounter difficulties in implementation. Spain is a newcomer to the EC and needs to catch
up with member states of longer standing,

Overall, asof Jan 17,1990, o::{ 14 of the 86 single-market directives that should have
already been trans; into national law had been fully transposed by all member states.

The EC Commission, charged with monitoring implementation, is using court action and
other means when n to force member states to implement measures. The success of
the EC 92 exercise is contingent on member-state implementation of EC legislation.

Review of Customs Union Theory and Research on the 1992 Program

®  The EC1992programwill expand trade within the EC. However, customs union theory alone
cannot predict whether trade with nonmember countries will increase or decrease.

Reduction of internal trade barriers under the 1992 integration program will create trade
between EC member countries, although at the expense oﬁ:s efficient domestic producers
in those member states. The internal trade liberalization will also tend to increase trade
among EC countries at the expense of existing trade with more efficient producers in the
United States and other nonmember countries. Producers in nonmember countries will
benefit if the EC 1992 program boosts growth in the EC.

®  Certain recent economic research on the EC 1992 program is skeptical about the estimates
reported in the Cecchini Report.

Certain research studies on the EC 1992 program conclude that certain economic
assumptions, limitations, and omissions made in the Cecchini Report result in estimates of



welfare gains that are too optimistic. Moreover, the Cecchini Report does not specify the
distribution of the welfare gains among the EC nations and assumes that the gains flow to
consumers. Also, proj gains in employment by the EC Commission are regarded as
ambitious. Itis noted that the EC Commission’s estimate does not allow for the fact that part
of the output growth is due to productivity gains that result in lowering employment.

®  Other research studies, however, conclude that the Cecchini Report underxtimat@ the
benefits of the EC 1992 program because dynamic-effects are not accounted for in the
estimates.

The research studies conclude that the greatest benefits of market liberalization are notin
the one-time effects on resource allocation but rather in the dynamic effects of more
innovation, faster productivity gains, and higher érowth rates for outputand income. In fact,
it is argued that the 1992 program impact on EC Gross Domestic uct —including the
dynamic effects — could be een 40 and 3,900 percent greater than current static estimates.
Furthermore, the estimates suggest that the proposed market integration could permanently
add between one-quarter and one full percentage point to the EC growth rate. )

Overall, it is still too early in the EC 92 process to know whether the estimates in the
Cecchini Report are pessimistic, optimistic, or realistic.

U.S. Trade and Investment in the EC

® The EC program could affect LS. trade and the trade balance with the EC.

The EC has been the largest export market for the United States since 1987 and the
second-largest source of U.S. imports since 1985. The EC has consistently supplied about 19
percent by value of total U.S. imports and has accounted for about 23 percent of the total U.S.
export market during 1987-89.

® EC imports from Eastern Europe were virtually unchanged between 1984 and 1987. EC
exports to Eastern Europe increased steadily, at an average rate of 9 percent per year.

EC imports from these countries amounted to $28 billion in 1987, representing a declineof

1 percent from the 1984 figure. Imports in 1985 and 1986 were lower than in 1984 and 1987.

Exports to Eastern Europe amounted to $22 billion in 1987, representing an increase of 27

tover the 1984 figure. Exports to the Soviet Union reached $10.6 billion — 48 percentof

all EC exports to Eastern Europe, and imports from the Soviet Union amounted to about $15
billion, or about 53 percent of total EC imports from Eastern Europe.

® U.S. investment in the EC increased in 1989.

Cumulative U.S. investment in the 12 EC member states in 1989 was $150.0 billion,
ting an increase of 14 percent in overall cumulative investment from 1988. U.S.
investment in the EC made up 40 percent of total U.S. foreign investment in 1989.

® The EC investment in the United States in 1989 totaled $2.34.8 billion.

The EC 12 member states had direct investment in the U.S. totaling $234.8 billion in 1989,
about 58 percent of the total $400.8 billion of foreign investment in the United States. EC
investmentin the United States in 1989 represented an increase of 21 percent over the level of
$194 billion recorded in 1988.

Anticipated Changes in the EC and Potential Effects
» on the United States

Standards, Testing, and Certification

® The EC continued to make progress during 1990 on developing the regulatory and other
requirements for products to be sold in the European market afteg; 1992..81‘1‘x i

_ A large portion of the standards directives for the EC 1992 program have been at least
initially introduced. While the pace of EC work in the area of animal and plant health
accelerated in 1990, progress remained slow. Mechanisms put into place in 1989 to improve



viii

transparency of the drafting processand provide U.S. suppliers with some influence over the
standards-drafting process appeared to be working reasonably well. Reportedly, there was
also some evidence that environmentalists, consumers, and workers were exerting greater
influence on the EC’s standards-development process.

® During 1990, the focus of interest in the standards-developments area shifted from the
legislative front to Europe’s private regional standardsmaking institutes.

Growing concern was voiced over the slow rate of progress by the regional
standardsmaking institutes —the European Committee for Standardization (CEN), the
European Committee for Electrotechnical Standardization (CENELEC), and the European
Telecommunications Standards Institute (ETSI). These bodies are behind schedule in the
creation of standards that are essential to the elimination of technical barriers in the EC.
Largely as a result of these concerns, the EC Commission released a draft of its Green Pa

on standardization. This paper laid outa number of recommendations to bring a higherlevel
of coordination, power, and resources to the regional standardsmaking bodies and to expand
participation by affected interests. -

®  Useofcommon standards in bid speczfcations has long been recognized as key to the EC's goal
of a more open environment for public purchasing.

On May 21, 1990, a working document on EC rolicy towards use of harmonized
European standards in public procurement was released. The paper reaffirmed the
obligation imposed by EC law on public purchasers in the member states to use harmonized
European standards, technical specifications, technical approvals, and quality-assurance
schemes in their procurement specifications, even though compliance with such standardsis
normally vohmtar{. This obligation is expected to play a major positive role in future U.S.
access to the public sector market in the EC for products such as telecommunications
equipment, power-generation equipment, water supply equipment, and public works
construction.

® Testingand certification remained a prominent issue in 1990, as the EC Commission worked
to refine its policy towards the acceptance of test results from outside the EC.

U.S. companies and associations generally support the development of a transparent EC
approval process that is fair, equitable, nondiscriminatory, not overly burdensome, and
enhances trade. However, some are concerned that the EC’s proposed testing and
certification policy may Elace them at a competitive disadvantage relative to firms ucing
in the EC should the EC fail to accept tests generated outside the EC for purposes of
demonstrating conformity with EC requirements.

The EC continued to refine its “Global Approach” to testing and certification, notably the
conditions under which it would accept tests generated outside the EC for purposes of
regulatory enforcement. During the first 6 months of 1990, EC officials took pains to reassure
the Community’s trading partners that foreign suppliers will continue to be accorded
national treatment in product-approval schemes consistent with the Community’s
international obligations. EC officials have said that they will encourage the arrangements
between EC and non-EC parties on the mutual recognition of test muft:.

®  Several factors, including the strengthening of the EC’s environmental authority in the
Single European Act, response to environmental catastrophes, the increased influence of the
Green Party, and increased public awareness of environmenal issues, have contributed to the
EC's growing emphasis on environmental themes as it moves towards market unification.

EC and member state legislation in the environmental area is among the most active,
including pro or recently adopted directives on the establishment of a European
Environmental Agency; freedom of environmental information; disposal and transportation
of hazardous waste; civil liability for damage caused by waste; water quality; air pollution;
biotechnology; and chemical labeling. These directives undoubtedly will increase costsand
affect business planning and operations for all businesses operating in the EC, includin,
U.S.-owned firms. However, the increase in EC environmental legislation has, and wi
continue to create opportunities for environmental consultants, attorneys, and engineers, as
well as environmental control firms —fields in which U.S. firms have a leading expertise.
These directives are also likely to open opportunities for U.S. exports of pollution control
systems.



® In the standards area, labeling requirements, advertising restrictions, and standards for
service have been employed in an to ensure that consumers’ “right to know” is protected
and to prevent fraudulent or misleading claims by suppliers.

The original Treaty of Rome did not explicitly establish consumer protection policy asan

EC goal. However, the interests of consumers have been protected by such longstanding EC

ms as EC competition law, which forbids unfair practices that can drive up consumer

prices. Article 100A(3) of the Treaty of Rome, added by the Single European Act, states that

the EC will in its consumer protection measures take as a base a high level of protection, in
order to ensure consumer confidence in the functioning of the internal market.

The EC’s consumer protection policy has directly resulted in the proposal of only a small
number of EC 1992 directives, which mainly aim at protecting economic interests. Thereare,
however, other EC 1992 measures that involve consumer gtotection even though they
mainly address other concerns, such as safety and health, and insurance.

® The EC’s public health and safety policy is one that is still in the early stages of development
and, thus, is still evolving. oy -

The EC aims to eliminate to the fullest extent possible technical barriers preventing the
free movement of goods among its member states, while recognizing national differences in
ucing the goods that may affect their safe use in other member states. However, whatis
considered to be a health or safety problem in one country is not necessarily considered to be
a problem in another. This is particularly true in the animal and plant health area.

The most important issues in the public health and safety arena pertain to foodstuffs and
pharmaceuticals. The EC'’s free trade in foodstuffs program aims to set general food safety
and hygiene standards and establish a more informative system of labeling.

Financial Sector

®  The 1992 program for financial services has raised interest and concern in the United States.

Liberalized and open financial and capital markets in the EC should create tial
business opportunities for U.S. financial-services firms. EC capital markets and financial
firms are likely to become relatively more competitive and efficient, thereby benefiting EC
consumers. The liberalization of the EC’s financial sector has prompted further
consideration of whether reform of the U.S. regulatory system is necessary or appropriate to
maintaining or enhancing the global competitiveness of the U.S. financial sector.

® Legislative ess with the 1992 banking measures and the liberalization of capital
movements and mutual funds has been followed, albeit more slowly, in the securities and
insurance area.

In June 1990, the EC Council reached a common lposition on the amended fora
Second Life Insurance Directive. The directive would gemit a life insurance firm to sell life
policies on a cross-border basis to groups and individuals. In the securities area, the EC
Commission has issued the proposed Capital Adequacy Directive, after considerable debate
within the EC. Like the Own Funds and Solvency Ratio Directives in the banking area, the
proposal would set capital requirements for investment firms that undertake investment
services throughout the Community.

®  Market access by third-country financial firms will be subject to the Community's reciprocity
policy, which is based on "nat:zyonal treatment and eﬁecti{:e- market access.” Y

The EC could seek to negotiate with the United States in order to obtain “comparable
competitive opportunities,” which could be defined by the EC to include the right of an EC
or securities or insurance firm to sell a wide range of financial services throughout the
United States under a single authorization. In other words, the EC might seek to receive
better than national treatment in the United States.

Public Procurement and the Internal Energy Market
®  Thegoal of the 1992 program i‘r;fublic procurement is to remove longstanding barriers at the

member-state level by establishing rules to encourage more open public procurements,
transparency, and nondiscrimination in all phases of public purchasing.



®  The most noteworthy development in the area of public procurement during the first half of
1990 was an agreemyent for a common position on the directive covering tﬁe four som&ed
excluded sectors of water, energy, transport, and telecommunications.

The major changes incorporated into the common position covering the excluded sectors
raised the threshold value for supplies contracts above which the directive applies and
introduced conditions allowing entities involved with the exploration for or extraction of oil,
gas, coal, or other solid fuels to%e exempted from the directive’s requirements. Although the
most controversial provision of the directive for non-EC firms—the 50- t content
rule — remained unchanged, the common position established a new rule of origin based on
the last substantial transformation.

® The EC Commission outlined a strategy to increase the participation of small and
medium-sized enterprises (SMEs) in public procurement markets.

The EC Commission proposed a variety of initiatives to help SMEs win public contracts
withoutimposing higher costs on the purchaser or discriminating against larger firins. These -
proposals include (1) facilitating access of SMEs to award p ures by dividing larger
contracts into lots, by promoting association among SMEs to reach a scale appropriate to
participation in public contracts, by encouraging subcontracting, and bg; eliminating
unnecessary qualification requirements; (2) minimizing administrative and financial costs
for SMEs by simplifyinz procedures and accelerating the flow of bidding information; and (3)

ing SMEs for ive garticipation in contract-award gmcedum through training,
technical support, and expanded use of electronic bidding i tion services and public . .
procurement data bases. : '

® U.S. industry claims that the EC’s public procurement markets are not likez)-to open
significantly in the short run. ULS. suppliers are particularly concerned that the 50-percent
content rule in the excluded-sectors directive will place U.S. firms at a disadvantage.

Evidence indicates that the public procurement sector is the area thatshows the strongest
potential for increased investment in the EC. Some U.S. companies recommend
accommodating their concerns over the 50-percent content rule by strengthening the GATT
Code on Government Procurement to cover the excluded sectors.

® The four directives constituting an important part of the EC’s internal encr%mrket
program are aimed at reducing price opacity and market compartmentalization in the energy
sector.

The EC Council adopted a directive covering the transparency of gas and electricity
prices and reached a common position on the directive covering the transit of electricity
through transmission grids. Two measures were delayed —the regulation requiring
notification of investment ng’ects of Community interest to the EC Commission and the
directive covering the transit of natural gas through the major systems. The first was delayed
because of concerns over unnecessary EC Commission intervention in investment planning,
and the second, because of concerns over applying the principle of common carriage to the
gas sector.

®  The creation of an internal energy market is likely to increase competition among energy
suppliers and cause restructuring of the EC energy sector.

U.S. companies supplying coal and energy equipment, as well as U.S. firms operating in
the EC, shox‘;l?in benefﬁpfr)t,)‘mgme internal energ uga:-lket program. The more competi%ive
environment will likely permit more third-country suppliers of coal and energy equipment
to participate in the energy market and will eventually lower operating expenses for a.lf?i‘rms
established in the EC.

Customs Controls

® The EC is attempting to complete the task of eliminating internal customs formalities,
replacing them with controls at the external boundaries of the Community, and to achieve
freedom of movement and employment for persons residing in the EC.

The resulting reduced costs and delays are likély to benefit both EC and foreign firms.
The EC Commission’s goal is that all regulation of external trade will eventually occur at the



member states’ borders with other countries and at other points of initial entry into the EC.
Important efforts were also made toward free movement of persons, mutual recognition of
professional and vocational qualifications, and expansion of the authority of EC institutions
to ensure that places of work in the EC will be safe and healthy. All of these initiatives were
favorably received by interested parties outside the EC, although concerns were raised on
other aspects of EC customs administration and trade policy.

®  Thelevel of EC legislative activity in the area of customs controls has abated, because relevant
proposals have been issued if not adopted.

The most significant development, in the area of free movement of_l%oods, is the issuance
of the EC Commission’s proposed Common Customs Code for the EC. This regulation would
include existing customs measures and those relating to the integration process in a sinil’e
document, adding new procedures for obtaining and appealing customs rulings and for
placing goods in free circulation. In addition, amendments to several other proposed
directives were submitted by the EC Commission. -

®  Free movement of persons (whether or not they are workers) continued to receive attention as

a important aspect of integration, but no new directives concerning the recognition of
pr?fgsional and vocational qualifications occurred. -

The effort to achieve German unification pmm‘fted greater interest in EC measures and
licies relating to employment opportunities and social benefits, as East Germans would
gcome able to move &e{;‘thmugggut the EC. The EC institutions continued to monitor
changes in Eastern Europe as well as efforts within the member states to work toward
harmonized EC policies on immigration, asylum, and related issues.

Transport

®  Transport directives-are desi i thion into the air-, water-, road-, and
passenger-transport industries within the EC.

These directives do not deal directly with third-party rights covered under existing
bilateral agreements, and uniform implementation of the directives by individual member
states may not be achieved. , :

®  The United States supports the aviation liberalization measures being undertaken by the EC
and anticipates;that these measures will lead to increased opportunities for U.S. and EC air
carriers across the North Atlantic.

The United States has urged thatairline services, such as computer reservations systems,
slot allocations, and air cargo, be made available to U.S. air carriers on a fair and
nondiscriminatory basis. L ' ’

®  InMarch 1990, the EC Transport Minister indicated that the EC had started a process aimed
: Mafgﬂly replacing member-state bilaterals with third countries with Community
erais. ’ B

A U.S. Government transport official indicates, however, that the current bilateral
air-carrier agreements existin: een the United States and the EC member states are not
likely to be changed in the foreseeable future. The official did indicate that whenever
bilaterals are negotiated in the future, both EC officials and officials from the affected
member states must be present at the negotiations. o

®  The EC issued a proposal covering safeguard mechanisms in the event a crisis occurs in the
road-transport sector. ‘

The proposal defines a crisis as a serious and lasting imbalance between supply and
demand that results in a clear excess capacity and that threatens the financial stabi ity of a
significant number of road-haulage firms. ~ Solutions offered to solve the crisis include
temporarily limiting capacity, encouraging firms to convert to other lines of business, or
encouraging haulers to engage in other road-transport markets where there are no
imbalan ‘



xii

Competition Policy and Company Law

®  The EC Commission has issued draft documents to explain the difference between cooperative
and concentrative joint ventures and to define ancillary restrictions to clarify confusing

aspects of the Merger Regulation. }
In preparation for the u ing effective date for the Merger R tion passed by the
Commission on December 21, 1990, the Commission has Implementing Regulations

and a Notification Form CO, which set forth the procedures for notifying the Commissionon
a proposed merger. :

The Commission has also issued two notices; a Notice on Ancillary Restictions and a
Notice on Concentrative and Cooperative Joint Ventures. These Notices clarify how the
Commission will interpret these terms as it applies the Merger Regulation.

®  The EC Commission is moving forward in trying to eliminate barriers to takeovers in the EC.

A new draft Thirteenth Company Law Directive on Takeovers may be submitted to the
EC Council before the end of the year.

° ﬂwEwnondcandSoathmumitfee(ESC)hassubndudtoﬂwECComnﬁssioﬁits
comments on the European Company Statute. ,

Although the ESC generally su the statute, it recommended some procedural
changes to clarify the statute as well as substantive changes to increase the efficiency of a

European company and to effectuate employee participation provisions.
Taxation

®  ECtaxinitiatives related to the 1992 program have focused on three areas: (1) harmonization
%nindirxtm(mlue-adddm(VADmmm), (2)‘:‘;:g)nonthz
estandin 1 directi fine in ers, bl
mgionrsulﬁnggfmm thelibemliutionojmp%tal movements.

The focus of EC tax harmonization efforts has been in the area of indirect taxes, because
these taxes are applied at member-state borders. Tax harmonization has been one of the most
difficult issues facing the EC 1992 effort because changes in rates and coverage can have
significant revenue, political, and social implications for individual member states.

® The EC continued to move forward on taxation matters during the first half of 1990.

With regard to VAT, discussions were held in February concerning the scope of a lower
rate VAT, and in May the EC Commission &t:senﬁed proposals for the transitional
arrangements for the collection of VAT during the interim peniod January 1993-December
1996. In April, a compromise proposal was advanced for a phaseout of VAT-related
restrictions on out-of-state purchases by travelers, which must occur by January 1, 1993, but
no agreement was reached. With regard to company taxation, in ?Kn the EC Commission
issued a major communication on company taxation, and in june the Council a all
three of the_l%mrmed corporate tax directives after a compromise was reached with West
Germany. The liberalization of EC capital movements became effective as scheduled on
July 1, 1990, without final action on any of the proposed anti-tax-evasion measures.

Residual Quantitative Restrictions

® The EC Commission intends to eliminate existing, or residual, national quantitative
restrictions (QRs) by the end of 1992 because they will be unenforceable in the single,
integrated market. '

The EC Commission has not indicated how itintends to address national QRs in sensitive
sectors other than automobiles. In the automobile sector, the EC Commission is seeking an
EC-wide voluntary restraint arrangement with Japanese producers for an undetermined
transition period beginning no later than January 1,1993. EC Commission officials claim that
the plan for an EC-wide restraint on automobiles would not be extended to other sectors.



‘ Intellectual Property
®  The issue of intellectual property rights in the EC is an important one for the United States.

Many U.S. ucts sold in the EC are or can be protected by some intellectual property
right. Suchrightsareespecially wm for firms selling high-technology productssuchas
biotechnol and computer are, because of the considerable investment often
‘required to develop such products (e.g., biotechnology), the ease in copying such products
(e.g., computer softwate) or both.

° ’Ihcproposedregulatzononthecraatwnofasupplemcn protection certificate for
wouldcraateanewmstrumttoextendthetermofpatmtsformedzaml

products thenmrketmgofwhzdzhasbeenddayedduetorquxredregulatovyapprowl
The maximum extension would be for 10 years. The additional period of exclusi

would permit more time for firms owning such patents to recoup theirinvestmentin
and development. -

Implications of EC Market Integration for GATT, the Uruguay
Round, and Other International Commitments

EC Integration, the GATT, and the Uruguay Round

° WUMSmsmmmmmMﬁeECl”zprogmmmgmmIt
in increased protectionism or discrimination against their exports.

. concerns include reciprocity, transparency, transitional measures on autos and

t:xhlsoﬁu‘\dshndudsandmﬁcatt)l'onmes. Also, the EC trading partners are

pprehensive over limits on national treatment, requirements for third countries to continue
tradmg in the EC, local-content rules, and quantitative restrictions.

® The EC 1992 program may have an impact on the Uruguay Round of GATT multilateral

The Uruguay Round of multilateral trade negotiations, which are scheduled to end in
December 1990, may be affected by the EC l992pmg:m. However, because negotiations are
still ongoing there is little definite information on the impact of the EC program in this area.

EC Integration and Other EC Commitments

° lnﬂwgevmeSITCreportsontheECQZ , this chapter discussed agreements other
onTanjfsand (GA‘I'I),towmdtthUmtedStammme
EContsnwmberstatcsmapaﬂy with which the 1992 program might conflict.

The first followup report discussed three specific areas in which such conflicts might
arise: (1) various international human rights treaties and the Broadcast Directive, (2) the
OECD Codes and reciprocity requirements in the Second Banking Directive and other

directives, and (3) bilateral Memoranda of Understanding (MOUs) and certain aspects of the -

EC standards program.

] Smﬂneﬁrstfdlaoupreporiumspubhshd therehawbeenfewnewdwdopnxntsmanyd
the three areas discussed.

Anticipated discussions in the OECD regarding the best method of reconciling the
Second Banking Directiveand the OECD Codes have not yet taken place and there have
few new deve ts in the standards area relating to intergovernmental agreements.
Developments regarding the EC’s “Global A to Certification and Testing” are
discussed in chapter 4, Standards, Testing, and Certification.
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Other Policies and Special Topics

The Social Dimension

®  In the first half of 1990, the EC Council adopted several labor directives, all of which address
worker safety and health.

The Council has adopted three more directives falling within the Framework directive for
worker safety and health. The newly adopted directives address visual disp% units (VDUs),
the handling of heavy loads, and worker exposure to carcinogens. The VDU standard is
likely to require changes in many work places, given the prevalence of this type of
equipment. Industry representatives object to this directive because they believe it
presupposes a risk without scientific evidence of such risk.

®  The EC Commission has presented proposed directives on two of the subjects included in the
social dimension action program and is in the process of drafting directives on several other
action program measures.

The EC Commission has presented a cpackage of three proposed directives addressing
temporary and part-time wori. The EC Commission has also proposed a directive setting

uirements for shift and night work and establishing daily and weekly rest periods.
Industry representatives believe these directives reach into areas that should be left to
collective bargaining.

®  The social dialog between management and labor has been ongoing in 1990.

~ The Social Dialogue Steering Committee met in January and July and will meet again in
September. It has adopted a joint ogion on education and training and has progrmsegf)n an
option discussing the European job market.

Research and Development

® In 1987, the Single European Act included a provision for the formation of a multiyear,
cooperative R&Dg;ro am, the Framework Program, that gave science and technology policy
equal status in the EC with social and economuc policy.

For the period 1987-94, the EC has allocated 11.1 billion ECU to these research and
development programs and matching funds from private and government sources have
increased this amount by more than 75 percent. The principal focuses of the Research and
Development (R&D) programs are information and communications technologies; industrial
and materials technologies; and energy, especially nuclear fusion. The goal of the EC
research and development policy is to maintain and increase the international
competitiveness of European industry, especially in high-technology markets.

® ULS. firms have complained that thrzeare relegated to a second-class role in EC R&D
programs because no U.S. firm is on the program-selection boards or the program advisory
committees, which control the direction of the major projects.

In reply, EC officials have stressed the openness of their research system, stating that
“every natural or legal person under public or private law who is resident or established in an
EC member state” is eligible to participate. The Framework programs require non-EC
companies to have what is called an “integrated presence” in Europe, which means that a
company wishing to participate must engage in production, marketing, and research
operations in the EC. For example, U.S. organizations with EC research facilities have
g:rticipated in the ESPRIT program; however, outside Farticipation by non-EC members has

primarily as subcontractors rather than principal researchers. -

Reciprocity
®  The European Com}nunity's reciprocity policy has raised concerns that access to the sin
market could be unduly restricted in certain sectors for third-country firms. e

. Reciprocity provisions have been incorporated in various 1992 measures, including
directives that cover financial services, tsﬁnf and certification, government procurement,
merger control, and intellectual property. In general, reciprocity provisions effectively



provide for conditional national treatment, making nondiscﬁminato?_'h market access
contingent upon how EC firms are treated in the third country concerned. The United States
has continuing concerns about the Community’s reciprocity policy and is monitoring its
interpretation and implementation.

®  The United States maintains that the Community’s reciprocity policy is inconsistent with the
Community’s international obligations, including the OECD and bilateral Friendship,
Commerce, and Navigation (FCN) agreements, and may undermine multilateral trade
liberalization.

The EC’s reciprocity policy makes market access and national treatment in the single
market conditional on the treatment of EC firms in the United States. In each area where a
1992 directive contains a reciprocity provision, there is a potential risk that U.S. firms will not
benefit from unconditional national treatment and will not be able to compete on an equal
and nondiscriminatory basis.

Rules of Origin and Local-Content Requirements

®  The related issues of EC rules of origin and local-content requirements have frequently been
cited as having a significant negative impact on U.S. manufacturers and exporters.

While these measures are not the sole subject of directives involved in the integration
process —and according to EC officials, will not be used to restrict trade and investment after
1992 — they are of great importance to non-EC countries and their firms.

®  The proposed Common Customs Code reiterates the existing EC standards for determining
the origin of goods in trade, which are based on the principle of “last substantial
transformation.”

No content-related criteria were included, and no changes in rules relating to
antidumping/anticircumvention cases were proposed.

®  The EC agreed to the adoption of the adverse r of the GATT panel evaluating Japan's
challenge to EC anticircumvention and “screwdriver plant” policies.

The report has not yet been published, and to date the EC has given no indication that it
will make significant legal changes in response to the report.

Anticipated Changes in the EC and Potential Effects on
Certain U.S. Industries

Industry and Company Action and Reaction

® Significant differences in the strategies employed by U.S. companies to re for an
integrated European market make it dzﬁ‘iculog tobZﬁer genera’l” conclust}:ncsp‘x abo:fzr the
pergmnnce of a given industry in gearing up for 1992.

In each of the three industry sectors analyzed in this report, U.S. involvement in the EC
market has been largely confined to a relatively small number of U.S. companies. However,
even in industries dominated by larger firms, variation exists in corporate strategy and

preparedness for EC 92.

®  Small and medium-sized firms, which account for a large and growing share of UL.S. output
and employment, can also expect to bencfit from the EC 92 process if s%eps are taken early to
formalize a European market presence.

Despite the existence of many size-related obstacles that have historically limited small
business activity in overseas markets, the EC 1992 program appears to have prompted many
smaller firms in the United States to explore new opportunities for participation in the single
European market. Particularly in emerging technology sectors, many barriers to market
entry for smaller U.S. firms are being lowered substantially by the single-market program.
Most small U.S. firms continue to serve the EC market rough direct exports, but joint
ventures with European firms are gaining favor.
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Automotive Sector

®  The overall impact of EC economic integration on U.S. automobile producers appears to be
beneficial.

The removal of national quotas will allow for increased competition and will likely
provide U.S. automakers with?he opportunity to expand sales in some of the currently more
protected countries, such as Spain, Italy, France, and Portugal. Standards harmonization and
one-stop regulatory approval will likely reduce costs and administrative burdens.

®  Overall, U.S. auto parts firms are relatively well positioned for the changes resulting from the
EC integration.

US. parts firms in the EC have a strong international focus, are technologically
innovative, and have experienced the same restructuring in the United States that is now
largely being replicated in the EC auto sector. The adoption of EC-wide emissions standards
for autos similar to those in place in the United States is expected to stimulate demand for

rts, such as catalytic converters, in which the United States is highly competitive.
Elaowev , the increasing competitiveness of the EC market for parts and U.S. industry
concerns regardiné the harmonization of parts standards may serve to limit U.S. exports of
auto parts to the EC. _

Telecommunications Sector

®  Overall, the impact of EC economic integration on the ULS. teleccommunications industry
appears to be beneficial. Standards will be one of the key areas where integration can improve
U.S. access to the EC market.

In the area of standards, the harmonization of type-a&proval for terminal equipment is

to reduce the costs U.S. firms incur in marketing their products in the EC. Similarly,

with harmonization of the conditions of usage, tariff principles, and network interfaces, the

Open Network Provision (ONP) directive is expected to aid in the development and
provision of transfrontier telecommunication services.

®  The opening up of public procurement is expected to benefit LL.S. firms.

For example, about $5 billion of the approximately $8 billion in telecommunications
equipment purchased in West Germany in 1989 was purchased by the Bundespost, West
Gem::y’s telecommunications authority. Similar procurement levels exist for other
member states.

Chemicals and Pharmaceuticals Sector

® US. chemical companies with investments in the EC market, either by affiliations,
s’t:eb?idiaﬁes, or joint ventures, will probably greatly benefit from the EC 1992 program over
the long term.

Although no change is expected in the overall structure of the U.S. chemical indust‘?fs
resence in the EC, it is expected that there will be an increase in both the number of U.S.

involved in the EC and in the size of the average U.S. investment in the EC chemical
industry. Nevertheless, most U.S. firms currently active in the EC foresee that entering the
EC market may become more difficult as the economic unification pmgx&es, primarily
because of the increased attractiveness of entering the EC market and the corresponding
increased level of competition that would result.

®  Continuing pharmaceutical industrywide restructurin 2 and an increasing number of joint
ventures are expected as a result of increasing R&D costs, the need to continue innovation in
gnxgectation of growth in the generic market, and the continued internationalization of the
tndustry. ' ’

The industry has undergone a significant amount of restructuring in recent years and
such activity is continuing, aithough not necessarily driven by EC 92. ﬁ has been suggested
that the industry could eventually be dominated by a small number of larger multinational
R&D-based companies. These companies would re rtedly be better placed to fund
development of innovative products and, because of their multinational nature, to secure



better access to local markets. Currently, the industry shares its domestic market with U.S.
subsidiaries of foreign firms and has developed facilities in foreign markets in an effort to
overcome any barriers related to transportation, regulations, or import restrictions.

e Althou erally positive about the EC 92 process, pharmaceutical industry
represeﬁlzatx%:c'; have uigizﬁed certain aspects of the process that are of concern to them.

Twoissues important to the industry that are still under consideration in the 1992 process
are the existence of disparate national pricing/reimbursement systems and the creation of a
single-market authorization procedure for pharmaceuticals. Both effectively impact the EC
and the U.S. industry and are, to some degree, interrelated, since, according to indus
sources, a free market and free circulation need free pricing. Other issues identified as
particularly important to the industry include patent-term restoration and new guidelineson
the granting of duty suspensions for certain EC imports. The industry is also watching
developments in regard to the directive on advertising,
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CHAPTER 1
INTRODUCTION TO THE

EUROPE 1992 PROGRAM

The EC has embarked on an ambitious program
designed to stimulate growth and international
competitiveness through further integration of the
EC’s internal market. This integration program is
scheduled for completion by yearend 1992.

Developments Covered in the
- Previous Reports

Background and Outlook for EC 1992

The EC plan to create a single internal market
was envisaged over 30 years ago in the EC founding
charter, the Treaty of Rome, signed in 1957. The
Treaty of Rome established a customs union and
required member statess to eliminate
intra-Community quantitative restrictions and all
measures having an equivalent effect. The actions
called for in the Treaty of Rome as originally
adopted had been largely implemented by the
mid-1960s. Over the next 20 years Community
membership doubled but few additional internal
barriers were eliminated. Stagnating growth, high
memFloyment, and increased import competition
rai domestic pressures for protectionist
measures and reduced the momentum towards
further integration among the member states. Not
until the early 1980s did “Eurosclerosis,” reduced
European competitiveness, and the increasing
ineffectiveness of the EC institutions prompt
member-state governments to seek greater
cooperation among themselves.

In June 1985, the EC Commission issued a White
Paper entitied “Completing the Internal Market”
that outlined a detailed plan to remove all obstacles
to the free movement of goods,g)eople, services,and
capital by December 31, 1992. EC leaders recognize
that not all sensitive issues are likely to be resolved
by 1992 and that a barrier-free Europe by thatdate is
unlikely. Certain measures—such as those in the
area of tax harmonization — have prompted strong
member-state resistance.

Progress on the EC single-market program and
the development of E’.Cg relations Pwith third
countries have become inextricably linked. The
rapid changes in Eastern Europe and German
reunification have encouraged efforts to “deepen”
the EC 1992 process by intensifying cooperation
among the existing 12 EC member states in all
spheres — political, social, monetary,and defense, as
well as economic. Some non-EC lI'E);twcpean nations
are seekinF membership in the Community in order
to take full advantage of the benefits of the internal
market. The six European Free Trade Association
(EFTA) nations, concerned that their special
relationship with the EC is being challenged,

agreed with EC leaders in December 1989 to begin
formal negotiations. These negotiations aim to
create a European Economic Space and to realize the
free movement of goods, services, people, and
capital between the two blocs. Further, the recent
renegotiation of the Lome Convention with
developing countries guarantees that these
countries will continue to receive the same or
expanded preferential access to the EC market after
1992. Finally, the EC Commission argues that the
external effects of integration will be positive.
However, some third countries—including the
United States—are concerned that increased
competition among the 12 member states could
induce certain sectors of EC industry to seek
Emtection against imports, thus forming a “Fortress
urope.”

Implementation

Under the French pmidenci\\' of the EC Council
of Ministers during the second half of 1989, the EC
made substantial p: toward passing the
legislation needed to effect 1992 integration. As set
out in the White Paper, 279 internal market
measures will form the integration m. Of
these, the EC Commission had tabled (formally
proposed) 261 as of January 1, 1990. Also as of that
date, the EC Council had formally adopted 142 of
these measures, or about 60 percent of the program.
Within the EC Council, the presidency changed
hands according to treaty provisions, with Ireland
assuming the chair for the first half of 1990. Within
the EC’s judiciary, the Court of First Instance of the
European Communities, newly created to take some
of an increasing caseload from the Court of Justice,
held its first plenary session in December 1989.

As the EC Commission, Parliament, and Council
complete more and more of their work on
single-market measures, implementation of those
measures by EC member states assumes greaterand
greater importance. Some internal market measures
are recommendations and decisions, which take
effect immediately upon their issuance in all
member states, but the vast majority of measures are
directives, which take effect only upon their
transposition into member-state law. However, as
of January 17, 1990, only 14 of the 86 single market
directives thatshould have already been trans
into national law had been fully transposed by all

member states.

The EC Commission is the agency responsible
under the Treaty of Rome for ensuring that
directives are implemented by the EC member
states, and it is attempting to enforce the
implementation requirement. Both the European
Parliament and the EC Council of Ministers have
also recognized the importance of increasing the

ce of implementation and have determined to
increase their role in promoting implementation.

Technical standards form a special case, in that
the EC Commission works closely with private
European standards bodies to produce European



standards. Although the EC Commission drafts
mandatory technical requirements in its standards
directives, it issues mandates to the private bodies to
issue voluntary standards.

Although Italy is one of the most strongly
ro-EC member states, it has the worst
implementation record. Slow implementation in
Ita J is a problem both of inefficient administration
and of parliamentary delay. Problems remain,
although the Italian Government has recently taken
significant steps to cure its noncompliance with EC
law, notably by passing the so-called “La Pergola”
law to streamline implementation. Greece has
hampered in implementation by frequent changes
of Government as well as bureaucratic inefficiency.
Certain member states have devolved considerable
er on autonomous states, provinces, Or regions.
is situation raises e possibility of
imgementation by some regions and not by others.
Although West Germany appears to deal relatively
well with decentralized implementation, Belgium
has encountered problems. Spain faces both the
problems of decentralization and of catching up
with other member states in implementing
measures issued prior to Spain’s entry into the EC.

Developments Since the First
Followup Report

Introduction

Under the Irish presidency of the EC Council of
Ministers during &e first half of 1990, the EC
continued to the legislation needed to
effectuate the 1992 in tion program. As set out
in the Wlf\(i,te Paper, 279 internal market mfeﬁsug&é
were to form the integration program. The

Commission had transmitted tg the EC Council
proposals covering all of those measures, as well as
supplementax%' gmposals,‘as of July 18,1990.2 As of
that date, the EC Council had formally adopted 164
of the measures.3 The EC Council issued 20 internal
market measures during the 6 months of the Irish
presidency, and has estimated that two-thirds of the

1992 measures have been passed.+
On April 6, 1990, the EC Commission noted that
1,000 days remained until the p: m deadline of

January 1, 19935 The EC is confident that the

' Such additional measures raised the total to 282. EC
Commission, “Fifth R of the Commission to the Council
and the European Parliament concerning the Implementation
of the White Paper on the Completion of the Internal Market,”
Com (90) 90, Mar. 28, 1990, p. 6.

2 Ibid.; EC Commission data base Info92, July 25, 1990.

3 EC Commission data base Info92, July 25, 1990. The
Council had as of July 18, 1990, also partially adopted five
measures, and reached common positions on nine more. Ibid.

4 The EC summit in Dublin on June 25 to 26, 1990, noted
the need to accelerate on stockbroking, insurance, and
corporate take-overs; road transport; taxes; and health and
séiety s(tér&cllgﬁs lCosmmon Market Report, Comu\errq:e Clearing

ouse , July 5, 1990, p. 1; European Report No. 1598
(June 27, 1990), Dc);cumentg. 2

$ Boodle Hatfield, C&M International Ltd., and Crowell

and Moring, EC-US Business Report, May 1, 1990, p. 4.
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integration program is irreversible and will be
virtually completed by the deadline, although some
small measures will still remain to be done.
Currently, some “quite controversial” issues arestill
outstanding, notably the treatment of taxes, which
is politically sensitive, free circulation of persons,
and the fate of Japanese automobile imports into the
EC.8 The EC Commission is pressing the Council to
maintain its current adoption rate of one directive
per week.?

Within the EC Council, the presidency changed
hands according to treaty provisions, with Italy
succeeding Ireland to the chair for the second half of
1990, effective as of July 1, 1990. Luxembourg will
assume the presidency at the beginning of 1991.8
Jacques Delors was confirmed-as EC Commission
President for another 2 years.®

Political Union

The EC institutions are moving toward a

ible major restructuring within the framework
of the planned political union of the EC. In April
1990, French President Francois Mitterand and
West German Chancellor Helmut Kohl jointly
called for political union to be placed on the agenda
of EC summits; however, British Prime Minister
Maréaret Thatcher termed the move premature, and
EC Commission President Jacques Delors urged
caution in the move toward political union, stating
that the political discussion should not cut across
progress toward monetary union.'?

On May 17, 1990, representatives of the EC
Commission, the Council, and the Parliament met to
coordinate plans for an in vernmental
conference on political union scheduled for theend
of 1990. At their summit in Dublin on June 25-26,
1990, the EC Heads of State and Government
confirmed that the conference would begin on
December 14, 1990, in Rome.'! The conference aims
to issue pro amendments to the Treaty of
Rome by the end of 1991, but no blueprint for the:
restructuring has yet been agreed on.'2 Belgium
proj that the EC should increase the number of
decisions, notably those involving social policy, tax,
and the environment, to be governed by the ingle
European Act cooperation procedure that provides
for majority rather than unanimous decisionmaking
in the Council of Ministers.’® Belgium also

® Ambassador Andreas van Agt, Head of the EC Mission to
the United States, address to “1992 in Europe, A Practical and
Legal Guide to Doing Business in the Single European
Market,” American Bar Association-EC conference, New York,
June 7, 1990 (ABA-EC conference, “1992 in Europe”).

7 EC-US Business Report, May 1, 1990, p.4.

® Common Market Reporter (CCH), July 5, 1990, p. 8.

® European Report, No. 1598 (June 27, 1990), Document

. 10.
P Mo Financial Times, Apr. 27, 1990, p. 1.
' Common Market Reporter (ccrf), July 5, 1990, p. 1;
Eu n Report No. 1598 (June 27, 1990), gocument p.1
2 Ambassador Andreas van Agt address to ABA-EC
conference, “1992 in Europe,” June 7, 1990.; European Report,
Nci 1588 (May 19, 1990), Institutions and Policy Coordination,

p-
990“' Italy also favors this change. Financial Times, May 16,
1990.




roposed that Parliament be given more authority
ﬁ\ decisionmaking and the power to elect EC
Commission presidents, that the Court of Justice’s
authority be strengthened, and that the EC
coordinate security policy.'4

The EC Commission also has considered and
rejected a suggestion that Parliament be split into
two houses; opposes, as does Parliament, an
increase in the decisionmaking powers of the
Council; and seeks greater executive powers for
itself, such as the right of initiative in political
cooperation matters.’S Although some had
predicted that foreign policy and security measures
would be brought within the EC's sphere of
competence, the Council does not seem to
contemplate such an extension of EC authority.'8

Although the EC appears to be moving toward
increasing the authority of its institutions over the
member states, the EC remains committed to the
grinci le of “subsidiarity.” EC Commission

resident Jacques Delors endorsed the definition of
that principle as indicating that “European union
assumes only the tasks that it can perform more
efficiently than the Member States acting on their
own, or that are vital to European Union.”'?
President of Parliament Enrique Baron Crespo
necolgnized that national parliaments must continue
to play an important role in the EC, but pointed to
the need for action at the Community level in such
matters as dealing with pollution of the Rhine, the
North Sea, and the Moselle.

Other Institutional Changes

The EC Commission seeks to increase its
authority by becoming the executive body for the
Economic and Monetary Union (EMU), implying a
reduction of the powers of the Council of finance
ministers. Although the EMU is not strictly a part of
the 1992 program, the EMU will consolidate the
work of integration, and is a highly delicate
operation because it involves transfer of a
significant amount of sovereignty from member
states to the EC.'® The EC Commission also seeks to
draw Parliament further into the functioning of the
EMU by having Parliament monitor member-state
com'gliance. The other principal institution of the
EMU would be the European System of Central
Banks, g:pularly styled E‘t)xex:)fed, an independent
central bank. Eurofed would comprise 16 members,
including the governors of the member states’
central banks, and a four-person directory. The
body’s responsibiliies would include the
formulation of common monetary policy, the
issuance of Ecus (European currency units), and the
coordination of banking surveillance.'®

!4 Financial Times, Apr. 28, 1990.

'S Ibid. pp. 3, 5. :

'® Common Market Reporter (CCH), May 24, 1990, p-7

'7 European Report, No. 1572 (Mar. 17, 1990), Institutions
and Policy Coordination, p. 2

'* Ambassador Andreas Van Agt, address to ABA-EC
conference, “Europe 1992,” June 7, 1990.

'° Ibid. Economic and Monetary Affairs, pp. 2-3.

The EC’s institutions have engaged in a long
debate about the functions of the planned European
Environment Agency. On May 7, 1990, the Council
of forei2§n ministers approved setting up the
agency. Although e Council rejected
Parliament’s call for a grant of inspection and
control powers to the agency, Parliament has
threatened to block funding for the agency if its
wishes are not respected2' There is also
disagreement over where to put the headquarters of
the agency. Various sites have been suggested,
including Brussels, Berlin, Strasbourg, and
Karlsruhe.22

The EC also plans to set up a European
Medicines Agency, a centralized body for
reviewing the safety of medicines? and a
European Organization for Standards and Testing
(EOTO)2*

Parliament appears to have resolved, at least
temporarily, its internal debate over the seat of its
operations. Although Strasbourg—the traditional
headquarters of Parliament — and Brussels had each
hopeg to play host to all Parliament sessions,
Parliament ﬁas decided to hold all 12 of its ordinary
annual plenary sessions in Strasbourg, and any
extraordinary sittings in Brussels. In addition,
Parliament ~will retain certain offices in
Luxembourg.25

German reunification might have led to a debate
over whether to change the structure of the EC
institutions had not West Germany moved to scotch
any dispute. The West German Government
assured the EC that a united Germany would not
seek greater representation in the European
Parliament, the EC Commission, or the Council of
Ministers in spite of the growth in population
resulting from reunification.28

Disagreements Between the Institutions

EC Commission President Delors recently
acknowledged that the relationship between the EC
Commission and Parliament has grown strained. In
an address to Parliament, he suggested that a “code
of conduct” be set up to govern Parliament-
Commission relations, under which the EC
Commission would improve its procedures for

20 Council Regulation (EEC) 1210/90 of May 7, 1990, O{jicid
]ggoml of the European Communities (OJ ) No. L 120 (May 11,
, p-1.
! PEuropean Report, No. 1586 (May 12, 1990), Internal
Marzkzet, p-13.
European Report, No. 1566 (Feb. 24, 1990), Document,
pp- 9-10. Copenhagen has also been suggestecg, in order to
reward Denmark’s advanced level of environmental protection,
as has Madrid, to encourage Spain to increase its own level of
protection. Euraqfann Report (Apr. 4, 1990), Internal Market, p. 5.
23 Financial Times, May 21, 1990.
24 The latter organization should be in place by the end of
1990. EC Commission, “Fifth Report,” Com (;0) 90, p. 17.
23 European Report, No. 1583 (May 3, 1990), Document p- 14.
2 Irmgard Adam-Schwaetzer, West German Deputy
Foreign Minister, interviewed in Europe, No. 296 (May 1990),
g. 30. West Germany currently has 81 members in Parliament,
seats on the EC Commission, and 10 votes in the Council of
Ministers. Ibid.



informing Parliament of Council decisions,
consulting Parliament on the choice of legal bases
for new initiatives, and explaining disagreements
with Parliament amendments to EC Commission
proposals. In return, he requested that Parliamen
speed up its issuance of opinions.?’ :

One particular source of controversy has been
the EC Commission’s use of article 90 of the Treaty
of Rome. Article 100A of that treaty, as amended b
the Single European Act, provides that the EC will
issue most directives designed to effectuate the 1992
integration process according to a cooperation

rocedure that gives each of the three principal EC
institutions, i.e., the EC Council of Ministers, the EC
Commission, and the European Parliament, arolein
decisionmaking. However, the EC Commission has
recently engendered controversy by issuing
directives on its own without reference to the other
institutions. The EC Commission based its actions
on authority granted by article 90 of the Treaty of
Rome. Article 90 applies the treaty’s rules on
competition8 to public undertakings, i.e., business
entities run by member-state governments and
undertakings that are granted special or exclusive
rights. The article also empowers the EC
Commission to issue directives and decisions to EC
member states to enforce those rules.?® By issuing
directives itself under article 90 rather than
ing directives to the Council and Parliament
under article 100A, the EC Commission avoids the
more complicated cooperation ure and may
prompt the other institutions and the EC member
states to suspect that the EC Commission is claiming
more power for itself than is appropriate.

The dispute over the EC Commission’s use of
article 90 surfaced most recently when the EC
Commission issued under article 90 a directive on
May 16, 1988, requiring the liberalization of the
telecommunications terminals market.3 On July 22,
1988, France challenged the validity of the directive
in a suit before the Court of Justice of the European
Communities.3! France argues that the EC
Commission exceeded its authority under article 90
inissuinga directive thatis allegedlr overbroad and
that concerns an area that is so politically charged
that the EC Commission should not have issued
such a directive on its own.32

%7 European , No. 1566 (Feb. 24, 1990) Document p. 4;
Eurone, Feb. 15, m 13. P
The rules are contained in arts. 85-102 of the EEC
Treaty. Art. 90 also imposes on public undertakings the

ibition set out in art. 7 against discrimination on the

nds of nationality. )

2 EEC Treaty, art. 90(3).

2 Commission Directive on Competition in the Markets in
Telecommunications Terminal Equipment, May 16, 1988, Of
No.L 131,p.73.

3" France v. EC Commission, Case 202/88, 31 O] No. C 216
(1988), p. 6.

2 fFalvey, “France v. the Commission of the European
Economic Community: the Power of the Commission to Issue a
q.ilmgﬁvegg;der Article 90, Virginia Journal of International Law,
vol. 3, p. 937.
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The Court of Justice has in the past upheld the
wer of the EC Commission to issue directives
under article 9033 Nevertheless, the EC
Commission’s use of its authority in this case has
caused concern within the EC. Even before the
directive was issued, the ministers of France, the
United Kingdom, and West Germany expressed
displeasure with the EC Commission’s directive ata
Council of Ministers meeting on April 28, 1988. The
ministers were concerned that the EC Commission
was extending its authority too far and infringing
on the powers retained by member states. They
suggested that the EC Commission proceed under
the cooperation procedure established by article
100A, which gives a role in decisionmaking to the
Council and the European Parliament as well as to
the EC Commission.3* The “Governments of
Belgium, Greece, West Germany, and Italy have
expressed support for France’s suit, and Spain has
threatened to bring an action on its own.3 On
January 18, 1990, Parliament discussed the
telecommunications undertakings directive and
opined that the cooperation procedure “is a more
appropriate legal basis for adopting directives
relating to such enterprises.” Parliament also called
on the EC Commission to afford Parliament the
opportunity to deliver an opinion before the
ommission takes action under article 90.38

The Court of Justice has not yet issued its
opinion.3” However, whether it upholds the EC
ommission’s action in this case or not, the Court’s
legal judgment may not end the political debate
over how power is to be shared among the EC’s
institutions.38

The remainder of chapter 1 is devoted to two
issues of importance to EC integration. First, the fact
that the vast majority of integration measures being
issued by the EC are directives that member states
need to implement by transposition into national
law is bringing the issue of implementation into
increasing prominence. Second, the question of
how the EC conducts its external relations has
assumed great importance in view of the significant
changes occurring in the world.

2 Re Public Undertakings, 1982 E. Comm. Ct. ]. Rep. 2545,
[1982] Common Market Lawgzpon, vol. 3, p. 144.

34 J. Falvey “France v. the Commission”, p. 937. See also R.
Wainwright, “Public Undertakings Under Article 90,” 1992 and
EEC/US. Competition and Trade Law, Fordham Corporate Law
e srope. Feb. 15,199, . 14; European Report, N

urope, Feb. 15, , p- 14; European Report, No. 1599
(June 30, 1990), Business Brief, p. 8.

% European Parliament Document A3-08/89, a resolution
on the 18th of the EC Commission on competition
polig, 0J No. C 38/109 (Feb. 19, 1990).

1992 — The External Impact of Euro%n Unification, vol. 2,

lgo:lﬁ (June 15, 1990), p. 9. On Feb. 14, 1 2 Advocate General
. Tesauro i an opinion su| ing France. Europe,
Feb. 15,1990, p. 14. P pporing P

% |n a similar vein, the Court ruled on May 22, 1990, that
the European Parliament is permitted to bring suit to chall
the legal basis for a Council measure. European Parliament v. EC
Council, Case No. 70/88. In that case, Parliament argued that the
Council should have acted under art. 100A of the EEC Treaty
rather than art. 31 of the Euratom Treaty to pass a regulation
on levels of radioactive contamination of foodstuffs and animal
feed. Common Market Reporter (CCH), June 7, 1990, p. 1.



Implementation

As the EC Commission, Parliament, and Council
complete more and more of their work on single
market measures, the issue of implementation of
those measures by EC member states assumes
greater and greater importance. Some internal
market measures are lations and decisions,
which take effect immediately upon their issuance
in all member states, but the vast majority of
measures are directives, which take efZect only
upon their transposition into member-state law.3¢

The Status of Implementation

As of July 13, 1990, only 19 of the 1084
single-market directives that should have already
been transposed into national law had been full
trans by all member states4' The E
considers that there has been “insufficient”
implementation in some member states, and expects
that member states will accelerate their
implementation efforts.42 At the Dublin summit on
June 25-26, 1990, the Council stressed the
importance of timely implementation, and urged
the EC Commission to increase its supervisory
procedures.«

The EC Commission, the agency responsible
under the Treaty of Rome for ensuring that
directives are implemented by the EC’s member
states, considers 1990 to be a pivotal year in that the
emphasis must shift from the creation by the EC of
the framework for integration to the enforcement of
EC rules against noncomplying member states.*
The framework cannot lead to integration in
practice without member state compliance, and

[tloo often in the past, good EC law on paper has
had less effect in practice.”4$

According to the EC Commission’s March 28,
1990, report, implementation of plant and animal
health controls measures at that time left much to be

3 Termin: in this area is sometimes confusing. The
term “implementation of a directive” is used in this section and
elsewhere as a synonym for the by which member
states transpose, or translate, EC directives into their national
law. However, on occasion “implementation” is used to mean
the carryu:g out, usually by the EC Commission, of directives
i by the EC Council, often involving the issuance by the
EC Commission of directives of its own. EC Council directives
are often couched in general terms, necessitating the issuance
by the EC Commission of more specifically w measures.
See, e.g., EC Commission, “Fifth Report,” Com (90) 90, p. 18.

49 This number is less than the total of directives issued
because most directives provide a period of time between
issuance and the deadline for implementation.

4' U.S. Department of State el?gm, July 19, 1990,
Brussels, Message Reference No. 11035, p. 1; EC Commission,
“Fifth Report,” Com (90) 90, p. 4.

42 Ambassador Andreas van Agt, address to ABA-EC
conference, “Europe 1992, June 7, 1990.

3" European Report, No. 1598 (June 27, 1990), Document,

p.3.

¢ EC-US Business Report, Apr. 1, 1990, p. 3.

® Peter Allgeier, Assistant United States Trade R t-
ative for Europe and the Mediterranean, testimony betore the
House Foreign Affairs Committee Subcommittee on
International Economic Policy and Trade and Subcommittee on
Europe and the Middle East%eb 20, 1990, “EC 1992: An
Update on U.S. Views,” p. 10.

desired.*¢ The EC Commission’s report also stated
that member states had failed in their obligations
with res to technical harmonization, as
evidenced by the fact that only two member states
had trans the toy directive into national law .47
With respect to foodstuffs, some measures remained
unimplemented by any member state, and France,
Portugal, and Ireland were the most dilatory,
according to the EC Commission’s report.48
Pharmaceuticals measures had been implemented
by all member states except Spain, Italy, Ireland, and
Portugal. Most chemicals directives had been
satisfactorily trans , according to the EC
Commission,*? and implementation of measures on
customs and tax formalities, motor vehicles and
tractors, had been satisfactory.5® In the area of
public procurement, the EC Commission stated that
all member states except Italy and the Netherlands
had trans the public su;gaeli&s directive into
national law.5! Belgium, West Germany, Italy, and
the Netherlands were behind schedule with respect
to the two directives on securities transactions.
Except for Italy, all eight of the affected member
states had taken significant steps toward
implementing the measures on the liberalization of
capital movements. Finally, the report noted that
the European Economic Interest Grouping had
been introduced in all member states except Spain,
Greece, . Italy, Luxembourg, and Portugal. All
member states but Greece had transposed into
national law the two extant measures on intellectual
property.52

The EC Commission has stepped up its
monitoring efforts. Whereas previously the EC
Commission only required that member states
notify it of implementing measures, now member
states must also provide a detailed table showing
when and how each provision of EC law is
transposed into national law.53

¢ Thirty percent of implementing measures remain to be
taken, with Portugal having fallen behind on more than half of
girecﬁves. EC Commission, “Fifth Report,” Com (90) 90,
. 1
Pe The toy safety directive is the first such measure to have
reached its implementation deadline. Consequently,
member-state performance with respect to that measure is seen
as an indication of how they will do with subsequent
enactments, such as the measure on re vessels. EC
Comnmission, “Fifth Report,” Com (90) 90. Since the report’s
issuance, the number of implementing states has risen to five,
consistill\g of Denmark, Greece, France, Portugal, and the
:Jgr;i(;ed ngdom. EC Commission data base Info92, July 25,

“* Ibid., pp. 17 and 18. This poor showing on foodstuffs has
led the EC Commission to call for an investigation by the EC
Commission’s Advi Committee on Foodstuffs. Ibid., p. 18.

® The liquid-fertilizer directive had been tra only
by West Germany and Denmark, and eight member states had
failed to implement the measure on laboratory practices.

lbldéJ) 19.
Greece and to a lesser extent Belgium are behind
schedule with respect to emission standards. Ibid.

®' The EC Commission warned that transposition must be
followed by continued compliance with the rules, such as the
proper use of tender notices, and noted that four cases of
noncompliance have already been referred to the Court of
Justice. Ibid., p. 20.

52 Ibid., pp. 24 and 25.

83 Martin Donnelly, Advisor to EC Commissioner Brittan,
address to ABA EC conference, “1992 in Europe,” June 7, 1990.



When a member state fails to implement a
directive, the EC Commission can take the member
state to court under article 169 of the Treaty of Rome.
This right of action is an important tool in the EC
Commission’s effort to achieve full implementation,
although the Court of Justice has no
enforce a judgment against a_member state. On
more than one occasion, the Court has issued a
judgment thata member state had violated its treaty
obligations by failing to transpose a directive, then
had to issue a second judgment holding that the
violation of treaty obligations was now double,
based both on the failure to trans and the
failure to obey the firstjudgment. This suggests that
suing a member state under article 169 is a useless
endeavor. However, once a member state has been
found in violation of treaty rules, the other member
states bring political pressure to bear to encourage
obedience to the treaty, and the noncomplying state
eventually implements the directive. us,
although the Court of Justice has several times had
to issue a second judgment to a member state in a
single case, instances of a third judgment have been
very rare.54

As of December 1989, the EC Commission was
conducting 60 infringement proceedings against
member states for failure to implement directives.>
The increasing number of article 169 infringement
actions is straining the ability of the Court to issue
prompt decisions. This suggests to some that
member states are deliberately using the fact that
infringement procedures are lengthy to delay the
effect of EC measures they do not agree with.5
According to the EC Commission, however, most
failures to implement are due to administrative
difficulties, political interests, and _economic
Kam;blems57 evertheless, the European Parliament

warmned that some member states have
attempted “rearguard actions” to modify the thrust
of a directive by incorrect transposition into
national law.58

34 Sir Gordon Slynn, Judge, BnrovunCourtoflusﬁce,
address to ABA EC c&nemmgf #1992 in Europe,” June 8, 1990.

68 Ibid., p. 4. The EC Commission delivered to member
states in 1 z42waminglettexsand76masomdzpinions
concerning member-state noncompliance, and the Court of
Justice issued 44 opinions on the subject. European Report,

No. 1562 (Feb. 10, 1990), Internal Market, p. 5.

%8 Financial Times, June 6, 1990, p. 18.

57 For example, in the case of directives relating to the
mutual ition of diplomas, the EC Commission stated that
the delay in lmgmtaﬁon “appears in ...due Etgl the
lengthy nature legislative ures involved.”
Commz;sioner Martin Ban

answer to written Zuesbon
Nol.783?/89 by Francois de Donnea, O] No. C 125 (May 21, 1990),
p-17.

8 European Parliament Directorate-General for Research,
Fact Sheet on the European Parliament and the Activities of the
European Community, En IIVD/10, p. 2 Pressure to block
implementation of a controversial measure can also come from
outside a member state. In the case of the broadcasting directive
that sets guidelines for minimum EC content, the United States
hasu member states.on a bilateral basis not to imy t
the guidelinzs. Peter Aligeier, Assistant United States Trade
Representative for Europe and the Mediterranean, testimony

ore the House Foreign Affairs Committee Subcommittee on
International Economic Policy and Trade and Subcommittee on
Europe a::d the Middle East, Feb. 20, 1990, “EC 1992: An
Update or: U.S. Views,” p. 10.
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The EC Commission seeks to improve
implementation by a variety of means. The EC
Commission has warned that funding may be
withheld for member-state projects that are not in
line with the public procurement directives and the

1 of abolishing border controls5® EC

ommissioner Carlo Ripa di Meana, who is
responsible for environmental matters, has
complained about the low level of member state
compliance with EC environmental measures, and
has suggested that the EC Commission should also
consider withholding EC funding for
environmental egrojects as a lever to force
implementation.

EC Commission Vice President Martin
Bangemann, who is in charge of internal market
matters, warned member states that failure to
transpose a directive into national law does not
preclude the directive from having effect. Where a
directive leaves a member state little room for
maneuver, as in technical harmonization,
companies and individuals can directly invoke the
targets set by the directive even if a member state
has failed to timely transpose the directive.%!
Indeed, the EC Commission encourages private
parties to bring actions in national courts for
member state noncompliance with EC measures, in
order to speed implementation and relieve some of
;he bacel;log of cases before the European Court of

ustice.

The EC Commission intends to rely more on
ublic opinion to speed implementation both by
Eeeping Parliament informed of infringement
actions and by encouraging a wider knowledge of
EC law.83 The EC Commission has undertaken to
provide public access to “precise details of all
national transposition measures” in its public
databank Info 92.84 That data base, which
working on January 1, 1990, lists the national laws
that trans EC directives by title, number, and
date of publication, although it does not contain the

actual text of the laws.8®> The EC Council has

2 EC Commission, Fifth Report” Com (50) 0, p. 10.
U " Rw‘t, 0. . 3V, 4 ternal
Market, p. 5 e

o L&m Bangemann, EC Commission Vice-President,

Target 1992, EC Commission newsletter on the single internal
t, February 1990, p. 2 ‘

6 EC-US Business , Apr. 1, 1990, p. 3. In a recent
example of successful private action, six women forced to retire
a: ritish public utility obtained a ruling that the British

overnment had violated an EC anti-sex-discrimination
directive, even though the Government had never
thezgirecﬁve into Bntish law. Financial Times, July 13, 1990,
p-

® U.S. Department of State Telegram Mar. 5, 1990,
Message Reference No. 03499, p. 2.

¢4 EC Commission, “Application of Instruments for
Co;npletmg the Internal Market,” Sec (89) 2098, Dex. 4, 1989,

e EC Commission, “Implementation of the | Acts
R:schired to Build the Single Market,” Com (89) 7,
1989, p. 11; EC Commission official, interview by USITC staff,
Brussels, Jan. 10, 1990.



expressed satisfaction that Info 92 is online.s8
However, examination of Info 92 reveals that the
databank has been far from complete, with
implementation data on only some of" the
directives.6? :

Implementation in Individual Member States

The status and pace of implementation varies
- widely from member state to member state. Figure
- 1-1 shows the status of implementation in each
member state. Member states such as the United
Kingdom generally im(?lement rapidly, whereas
Spain, Portugal, and Greece continue to obtain
derogations that permit delay in implementation,
with some deadlines pushed back as far as 1997.68

® Europe, No. 5160 (new series), Dec. 23,1989, p. 1. .
Jul ‘;gal\uhon based on USITC staff use of Info 92, May to
uly, . .
ly. European Report, No. 1581 (Apr. 25, 1990), supplement,
p1 . ,

Figure 1-1
Breakdown of lmplomonutlon by member state

Ireland will not fully implement the EC nonlife
insurance directive until the late 1990s.69 Methods
of implementation also vary among member states.
For example, France has on occasion come into
conflict with the EC Commission by implementinga
directive using an interpretation of the text that the
EC Commission does not share?0 The Irish
Parliament tends to transpose EC directives rather
more directly, by issuing a law the text of which is
identical to that of the directive with references to
the “EC” crossed out and replaced with “Ireland.”?

% Financial Times, Feb. 19, 1990.

7 One example concerned the directive on the
of birds. Official of French Secretariat of State for the
Environment, interview by USITC staff ,Neuilly-sur-Seine,
June 8, 1990.

7' The European Parliament has expressed a al of this

method. Staff of Chairman, European Parliament Environ-
mental Committee, interview by {’e

SITC staff , June 4, 1990.
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US. firms have on occasion encountered
difficulties due to unequal im%ementation among
member states. For example, U.S. toys have been
blocked at the Italian and French borders because
Italian and French customs officials have refused to
recognize certifications of conformity to standards
issued by other member states, argimbly inviolation
of the toy directive.” In France, officials also require
documentation to be in French, but only for
products originating outside the EC.7® The EC
Commission has asked France to clarify its position
and has warned that French procedures may be in
violation of the directive.?4

As in the past, an EC member state’s success at
implementation continues to show little correlation
to the amount of support the state’s citizens have for
membership in the EC. According to a recent
survey,’s Denmark and the United Kingdom rank
first in implementation of 1992 measures,’®
although they rank lowest in public enthusiasm for
the EC. In contrast, Italy, Greece, and Belgium score
high in public support for EC membership, yet rank
low in success at implementation.”” Italy and to

72 Wendell Wilkie II, General Counsel, U.S. Department of
Commerce, address to ABA-EC conference, * 1992°
June 7, 1990. U.S. producers complain that in the United
Kingdom large retailers and w| lers are insisting that toys
be certified by a third-party organization rather than accepting
the producer’s self-certification. This insistence leads to
increased expense and delays, particularly because no

recognized U.S. certification bodies exist. rently, the
British firms fear they will lose product-liability suits because of
their failure to seek-third-party certification. ial of the Toy
gggufactums Institute, interview by USITC staff, July 13,

7 Some affected U.S. producers are ing to this by
abandoning the French market or trying to “get in the back

door” through other EC countries. In the United Kingdom
lar?e retailers and wholesalers are not accepting
self-certification but have rather insisted b:son receipt of
third-party certification from a notified body. This is not illegal,
since it is not the British Government, but rather private
purchasers who are doing so. However, U.S. suppliers have
complained about delays and the addedﬁ:!peme involved,
particularly since there are no U.S. notified bodies (i.e., none
are permitted to issue the required marks). It was because the
British retailers fear lawsuits in the event a product is found
unsafe if they relied upon manufacturers’ assurances
(manufacturers’ declaration of conformity) alone. They thought
such a course would open them up to claims that they had not
exercised due dil:g::;ce by obtaining a third-party certification
of conformity. Official of the Toy Manufacturers Institute,
T 1957 The Exteral It f Earopean Unifcation, vol
1992 - n Unification, vol. 2,
No. 8 (July 13, 1990), p. 3. i
78 The Economist,gune 23, 1990, p. 48.
7 EC Environment Commissioner Carlo Ripa di Meana has
dubbed Denmark the EC’s environmental “vanguard” for its
top record in implementation of environmental measures,
although even mark faces 5 infrin t proceedings
(eom%ared to Spain’s 57). He suggested that this record would
help openhafen'sbidtobethe rters of the Eul
tal Agenc{;\Eumpam Report, No. 1562 (Feb. 10,
19902_,, Focus, p. 1, and Internal Market, 45 S.

The Economist, June 23, 1990, p. 48. According to The
Economist, the ranking of member states by implementation
record is as follows, starting with the most successful and with
some states tied for the same rank: Denmark and the United
Kingdom, West Germany, France and Ireland, the Netherlands,

. Luxembourg, Spain, Belgium and Greece, Portugal, and Italy.
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some extent Belgium are among the member states
most frequently brought before the Court of Justice
for failure to implement directives.?®

The previous USITC report focused on the
im entation efforts of certain member states, i.e.
Italy and Greece, because of their r
implementation record; and federal states, where
decentralization can be a lem for consistent
implementation.”® In this report, we continue our
survey of member state implementation by looking
g_t the United Kingdom, Spain, West Germany, an

rance.

United Kingdom i

In the United Kingdom, each ministry is
responsible for the implementation of directives
wi rd to its area of com .80 The
responsible ministry drafts implementing
legislation and ts it to Parliament. To be
enacted, a bill must through both Houses of
Parliament (Commons and Lords), after hearings
have been held, and is then sent back to the
Commons to take into account the changes made by
the Lords. The system is unlike that in the U.S. in
that the Commons need not take into account the

Lords’ changes, as these are only “suggestions.” In
general, Members of Parliament vote the party line
except with to such issues as the death

penalty and abortion. In essence, the Government
m if it has a large enough majority. The

Gazette, a daily publication, publishes the
laws enacted by Parliament.

Although the central Government handles most
as of implementation, some responsibilities are
delegated. In particular, the British Government has
traditionally placed such responsibilities as
consumer tection in the of local

authorities a‘:tt?\e county level.®!

™ Sir Gordon Slynn, Judge, European Court of Justice,
address to ABA EC conference, “1992 1n ,” June 8, 1990.
™ USITC, of EC Integration USITC Publication 2268,
March 1990, ch. 1. In a new t concerning
i jon by federal states, the Court of Justice ruled
against Belgium for failure to im) t several waste di 1
directives in EC Commission v. Ki of Belgium, Joined
Nos. 27-230/85. Belgium argued that certain provisions of the
directives fell within the competence of regional authorities
that the Beigian Government had no power to force into
implementation. The Court held against Belgium on the basis
oftheanblkhedmletl\atamemgtmtemynotpleadd\e
circumstances of its internal legal system to justify a failure to
lo:lm y1 %th trest? obligations. Common Market (CCH),
Y Fore&mple, the Ministry of Agriculture, Fisheries, and
Food deals with the implementation of measures relating to
public health and safety in those areas. Each Government
inistry is composed of up to five junior ministers, who hold
no cabinet rank. Each t has a permanent secretary, a
deputy secretary, and un%e:ecmhﬁesand @:vrw
There are legal at the undersecretary level (under
legal mﬁgm), which determine if imp! tation
is proceeding correctly. Public analyst, Lyne, Martin & Radford,
interview by USITC staff, London, June 5, 1990.
® Under the Central Government are 36 counties
(Oxfordshire, Devonshire, etc.). Below the county level are
districts (usually four to five within each county). Recently,
itan counties were abolished, with entities such as
London, Birmingham, and Manchester becoming metropolitan



The United Kingdom has one of the best records
for implementation of the member states.22 While
reluctant to cede sovereignty to the EC, and willing
to contest the issuance of unpopular directives, the
United Kingdom will generally, and rapidly,
implementa directive once it has been issued.® This
leads some to express concern that if a country is
fairly diligent in enforcing its laws, whereas other
countries are not, the diligent country discriminates
against its own companies. For example, the British
rarely set standards without having already put in
place enforcement measures, in contrast with Italy,
where, for instance, there are many laws on food
additives, but little routine testing.84

On occasion, obstacles can block imple-
mentation even in the United Kingdom. In the area
of meat hygiene, for example, slaughterhouses that
have operated under a system of livestock slaughter
and meat distribution largely unchanged during
this century must now comply with ive new

uirements set by EC legislation. It is expected
that by 1993 hundreds of firms will have to ?eoutof
business. One reason is that meat must be kept
refrigerated at all times, including during
transportation to the point of sale. This requires a
large economic outlay for refrigerated vans and the
like for retailers, wholesalers and sandwich bars.
Lack of funding also affects enforcement, whichcan
b&uﬁm at thfi local level where m is lacking

uent and adequate inspections. Parliament
is consideri i i ify thi
pmbmzmgpasmgnewleg:slammomhfyﬂus

Lack of financial resources also provides an
obstacle to British im tation of the EC
directive on water quality. The United Kingdom has

been reluctant to expend the sa;ruﬁm t funds
necessary to privatize the water industry.%®

Spain
Eachbles i Government mi& tioi:
h : ‘ng into national legi
_ directives relating to its agaofexpeniseﬁ Within

the Ministry of Foreign Affairs, the Secretariat of
State for the EC coordinates implementation and
maintains contacts with the other ministries. As
discussed in the previous report, the autonomy of
provincial governments can ham effective
implementation.®8 In theory, the local governments
must report to the central administration. However,
they “sometimes” do not follow this practice. When
EC representatives from Brussels come to check on
the status of Spanish im%laemenmion, the Forei,
Affairs Ministry tries to have them meet with
autonomous authorities.8®

Competing interests between ministries and
between industry and consumer groups can cause
delays in the legislative process,® but Spain
a to have a record in implementation.

ough the number of its failures to implement is

ter than that of such member states as the

nited Kingdom, Spain does significantly better

than Italy. Spanish im tation of the
value-added tax, for example, was rapid and
efficient. Prime Minister Felipe Gonzalez is strongly
committed to EC integration, as in general is
Spanish public.®

The fact that Spain is a relative newcomer to the
EC does cause ems. Spain has had to rewrite
almostallofitscommercialle%aﬁon to comply
with EC law. Aside from the 1992 program, Spain
already had to adoptseveral thousand new piecesof
legislation pursuant to its 1986 entry into the
Community. Sgain has just about completed this
initial

Spanish judges do not always a EC
mmemalpam laiw i%\sa comprehensive y:vay, 4 use
me&r\havenothadﬁmembeoome fully acquainted
with it Moreover, Spanish institutions sometimes
burden i ts, as i
Mercanti that i iw required il the accoupls
all Spanish companies, but that has lacked the
resources to accomplish the task %

In themeenvim%x?enhl area, Spain sbeeks to
a t level . " i ;
membershws,owaDenmark‘sﬂ\e , but

—Continued

matters); labor and social security; and agri , fishing and
ﬁ:xl(”ﬁﬁﬂciSpnnih(Mﬁer:Chczszzg:::ﬁﬂldu
European Community, Secretariat of State for the ure
Community, Foreign Affairs Ministry, interview
staff, Madnd, June 12, 1990. >
® USITC, Effects of EC Integration USITC Publication 2268,
o id

% 1992 — The External ification, vol.
hkm?dunezzl9%?gzlfmpthqsmmp"lbm&“‘m b

8 Officials of .EnﬁxnﬁrﬁMwnﬁaw USITC staff
Madnd,z id, June 12, 1990; Financial Times, May 29, 1990, sec. IV,
p-

% Officials of U.S. Embassy, interview by USITC staff,
Madrid, June 12, 1990. by
. ® Financial Times, May 29, 1990, sec. 4, p. 2. The situation is
improving, however. The register recently installed a
pmgtenudsystemﬂutdeathoabout“hountheﬁme
it to obtain the certificate required to found a company.
aniouﬂyitcouidukenptoﬁdays.DoingBusiming:‘mpe
(CCH), June 21,1990, p. 3.
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must work hard to catch up® As a possible
indication of its resolve, Spain apparently hired a
Dane to write its hazardous waste lation.%s
Even some U.S. multinationals in Spain who were
pioneers in environmental matters are having
difﬁcuelg' comﬂying with EC standards. Spain has
received complaints from the EC and has itself been
fined for failing to fine companies for
noncompliance.%

West Germany -

Implementation in West Germany is;ﬁ‘enerally
done by parliamentary legislation. en the
Government receives a directive from the EC, the
responsible ministry®? consults with industry and
examines the directive from a general golitical view,
which is sometimes in conflict with industry’s view.
The Cabinet then determines whether
implementing legislation is needed. There are a
number of hearings, during which foreign
ermnments have a chance to provide their input.
the hearings have been completed and the
ministry has finalized a draft, the parliamen
rocess begins. The Cabinet ts its draft to the
t house of Parliament, the Bundesrat, which is
composed of representatives of the West German
regions, the Linder. The Bundesrat makes a
recommendation, to which the ministry must
respond, and the draft then to the second
house of Parliament, the Bundestag. There are then
more discussions and more hearings. The draft then
returns to the Bundesrat. When by beth
houses, the legislation is enacted.” The
Bundesgesetzblatt publishes each law, which comes
into when published. It is available only in
German.%

It can take anywhere from 1-1/2to 10 or 15

to prepare EC legislation. Generally, the ﬁmetaﬁgz
2 to 3 years. Sometimes the West ministries
act to establish national tion when thereis no
governing EC legislation. Sometimes they re
national legislation to influence EC legislation. This
was the case with the seventh amendment to the

basic EC chemical directive. The West German

- Ministry of the Environment wanted to push
Europe towards better protection of the
environment.%

4 Officials of American Embassy, interview by USITC staff,
Madrid, June 12, 1990.

hai OfﬁdalsomeMamiement,inmiewbyUSlTC
staff , , London, June 4, 1990.

bad ial of Spanish Office for Coordination with the
European Community, Secretariat of State for the
Community, Foreign Affairs Ministry, interview by US|
staff, Madnd, June 12, 1990.
deperuding on sabject matier For st the My of e

ing on subject matter. For instance, ini

Envimnmsentwould take the lead on chemical directives and
the Ministry of Health would handle pharmaceuticals and
dm% for human and animal use.

Das Parliament, a weekly ication, publishes what
occurs in Parliament; it too is i only in German.
Official of the West German Federal Ministry for Youth,
famil ; V{lmomen, and Health, interview by USITC staff, Bonn,

une 11, 1990.
% Official of the West. Gesman Chamber of Industry and
E&omm(ﬂﬁﬂ), interview. by USITC staff, Bonn, June 12,

German unification is of concern in the area of
implementation. Althouﬁh it is likely that what is
now East Germany will adopt West Germany’s
laws, discussions are under way between the

Germanies regarding transitional legislation, which
would be in from several months to a year or
so. Consequently, the new German Government

ight need to seek derogations from the deadlines
of EC directives in order to protect East German
agriculture, many sectors of which have been
tected by import quotas.’® The West German
ernment these d tions to be
temporary and does not consider that unification
with East Germany will materially slow efforts to
comply with the 1992 program’s mzndates. 10!

France

‘In France, each Government ministry is
responsible for implementation in its own sector.
Under French law, a minister can delegate
significant responsibility for implementation to
local authorities. However, the EC Commission

refers for France to implement by ministerial
ecrees, which become national law. problem
with this a ch is that the issuance of a
ministerial decree involves a lengthy approval
102 French implementation is overseen by
the SGCI (Secretariat General de la Comite
Interministeriel Pour Les Questions de Cooperation
Economique Europeenne). That body is France’s
inter-ministerial committee on EC affairs. It is
similar to a U.S. government task force, and is
composed of people on loan from the various
ministries of the French Government. Its members
maintain close contact with the French members of
the various working groups in Brussels, and liaise
between the French ministries and the working
mumﬂ)a ‘

France does not always manage to fully
implement EC law. According to a issued on
July 10, 1990, by the French Council of State, France
ranks fourth among member states in the
transposition of EC directives into French law, but
ranks much lower, along with Italy and Greece, in
the actual application of EC law.!% The
found that most French civil servants are ignorant
of EC law and recommended that they be given
better trainin ’edginsuchmatters.’l'hereportalso
recommended that each ministry create an EC
section reporting directly to the minister, and that
each new French ’‘implementing law be
accompanied by the corresponding EC text and a

190 Tbid.
19! Officials of the West German Federal Ministry for
ics, interview by USITC staff, Bonn, June 12, 1990.

192 Official of French Secretariat of State for the
Environment, interview by USITC staff, Neuilly-sur-Seine,
June 8, 1990.

'% Official of American Embassy, interview by USITC staff,
L

- of Eui n Unification, vol.
No. 8 (July 13, 1990), p. 4. / d z



Fuide to the situation in the other member states. 105
n the environmental area, for example, the EC
Commission is currently prosecutingn 47
infring}ement actions against France. Of the 47
cases, 7 are before the Court of Justice, and 3 are

imands. In early 1990, however, the French
Council of State issued a ruling that all French high
courts must ensure the direct effect of EC law, a
development that may improve France’s
implementation record. %

Such disputes do not always involve a simple

failure to implement. In the case of the directive for

the protection of birds, for example, France
interpreted the directive differently from the EC
Commission, finding that the directive was not as
specific as the EC Commission claimed. The

ommission brought an infringement action before
the European Court of Justice.'” The
environmental areas in which France is having
difficulty passing decrees are water %:xality, marine
 life, and water analysis techniques.!

External Relations

Countries around the world are responding
with interest and apprehension to the challenges
posed by the EC’s quest to createassingle, in ted
market. The nations of the European Free Trade
Association (EFTA),'® which represent the EC’s
largest trading partner, are pursuing a more
structured hip with the Community
through negotiations to establish a European
Economic Space (EES). Certain EFTA countries, as
well as other third countries, are seekin
membership in the EC in order to take
advantage of the benefits of the internal market
m agnse officials are wary that the EC’s

i ird countries will remain unchanged or

1992. Developing countries,
icularly those benefiting from the Lome
onvention, continue to be concerned that the EC
will abandon its commitments to them as the EC’s
attention is redirected toward the EC 92 process as
well as events occurring in central and Eastern
Europe. Indeed, German reunification is adding a
new dimension to EC in tion. However,
although both German reunification and the
reforms taking place in central and Eastern Europe
are demanding EC attention, the Communi
remains determined to meet the goals of the single
market process on time.

Central and Eastern Europe and the U.S.S.R.

EC relations with the countries of central and
Eastern E and the U.S.S.R. intensified rapidly
during the first 6 months of 1990 with the
qonclusion of bilateral trade and economic

108 Thid,

108 EC Commission, “Fifth Report,'Com 90) 90, p. 4.

197 Official of French Secretanat of State f(ot)tl\e P

Environment, interview by USITC staff, Neuilly-sur-Seine,
]une‘ g‘ 1990.

100 EFTA countries include Austria, Finland, Iceland,
Norway, Sweden, and Switzerland.

cooperation a ents with all of the European
nations of the Council for Mutual Economic
Assistance (CMEA)'1® except Romania. This
network of ageements isonly the first step towards
building relations between the two blocs of
countries. During a special summit meeting in
Dublin in April, EC leaders agreed to begin
negotiations for second-generation association
agreements that would offer more extensive -
cooperation and trade concessions, as well as an

institutional framework for political dialog.""!

Status of Trade and Economic Cooperation
Agreements

By the end of 1989, the EC had concluded
bilateral trade and economic cooperation
agreements with Hungary, Poland, and the Soviet

nion.''2 These a ents entered into effect in
1988 for Hun%a , 1989 for Poland, and on April 1,
1990, for the .gS.R. During the first half of 1990,
the EC signed additional agreements with Bulgaria

and East y,and upgraded an existing accord
with Czechoslovakia. A bilateral agreement with

Romania was initialled on June 8, but political
de1v§lopmenls have prevented the EC from signing
it

The aEreemenls with Bulgaria, East Germany,
and Czechoslovakia were signed in early May and
are similar to the a ent concluded with
Hungary in 1988. They cover trade in both
industrial and agﬁcnal-mral uclséaxgxl"th a few
exceptions, over a 1 r period. coun
agreedceph to grant the %:er most-favored-natigny
status. Under these accords, the EC will suspend or
eliminate national quantitative restrictions im
on their to the EC in exchange forimproved
market access for EC products and investment
guarantees for Community firms. The agreements
also improve economic cooperation in a wide range
of areas.

The EC-East Germany accord will “retain its
validity as long as German unification has not been
finalized.”1'¢ Furthermore, the agreement would

119 CMEA (also abbreviated as COMECON) consists of the
U.S.S.R., Czechoslovakia, Hungary, Poland, Romania, East
Germany, m Mongolia, Cuba, and Vietnam. The

an indudes all of the CMEA countries except
Mongolia, Cuba, and Vietnam.

m Delegationofd\eCommisioaofmeEurgg:n

Communities, Office of Press and Public Affairs,
Eumran Community Welcomes German Unification,
Reintorces Guidelines for Internal and External Activities and
Confirms Commitment to Political Union,” European Community
Neu:f;: 2 Sg,c1990 lim

signed more limited agreements with Romania
in 1980 and Czechoslovakia in 1988. For more information on
all of these a ents, see U.S. International Trade
Commission, The Effects of Greater Economic I ion Within
the European Community on the United States— First Follow-Up
Report (Investigation No. 332-267), USITC Publication 2268,
March 1990, pp. 1-7 to 1-8. .

113 “EE(/Romania: Doubts Thrown on Trade A t
and Extension of PHARE,” European Report, No. (June 16,
1990), sec. 5, p. 10, and EC Delegation official, telephone
conversation with USITC staff, Washington, DC, july 19, 1990.

114 “GDR, EC Sign Trade and C: tion Agreement,”
The Week in Germany, May 11, 1990, p. 5.
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not affect the special trading arrangements between
the two Germanies outlined in the 1957 Protocol on
inter-German trade,''s which provides for the
duty-free entry of East German goods into West

Germany.

German Reunification

The rapid pace of German reunification during
the first 6 months of 1990 culminated July 1 in the
economic, monetary, and social union of the two
Germanies. Negotiations for political unification
are now taking place.

At the special Dublin Summit on April 28, 1990,
originally convened for the purpose of analyzing
the implications for the Community of German
reunification, EC ministers announced that the
integration of East Germany into the Community
will become effective as soon as unification is
legally established, subject to the necessary
transitional arrangements. EC summit leaders
confirmed that East Germany will not be required to
formally apply for membership in the EC, nor will
revision of &e treaties of Rome and Paris be
required.!'®

President of the EC Commission Jacques Delors
outlined a pro three-stage process for
integrating East Germany into the Community. He
stressed the importance of requiring East Germany
to meet its obligations to the EC from the beginning
of the reunification process. In the first phase—the

iod prior to unification—East Germany will

ocus on adapting its laws to those of the EC. In
particular, the EC aims to monitor state aid policies,
state monopolies, and public rement
operations. EC ministers also made available loans
from the European Investment Bank and other EC
institutions as East Germany introduces a market
economy. The second phase that begins after
unification has taken place foresees the gradual
application of EC rules during a transition period, as
well as the implementation of forei policy thatis
compatible with the EC’s external commitments.
Those internal rules that East Germany should
apply include the Common Agricultural Policy,
competition policy, and policies covering fisheries,
trade, transport, and the environment.''” The third
phase calls for the full application of EC laws in East
Germany. Community leaders at the regular
summit meeting on June 25-26 announced the EC
Commission’s intention to submit in September
proposals for transitional arrangements for East

1990‘ 18 EC Council, press release 6249/90 (Presse 58), May 8,
n Economic

116 These treaties established the Europea
Community and the Eu Coal and Steel Community.
Delegation of the Commission of the European Communities,
Office of Press and Public Affairs, “The European Community
Welcomes German Unification, Reinforces Guidelines for
Internal and External Activities and Confirms Commitment to
Political Union,” Eurogan Community News, Apr. 30, 1990.

117 “German Unification: Commission Proposes
Three-State Process for Integrating East Germany Into EEC,”
European Report, No. 1580 (Apr. 19, 1990), sec. 1, p. 1.
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German entry into the EC following official German
unification.

On June 28, the EC Council adopted a regulation
establishing a customs union between the
Community and East Germany as of July 1, 1990.
The customs union will remain in until
Germany reunifies, at which time East Germany
will automatically become a member of the EC. The
customs union provides that both East Germany
and the EC lift all tariffs and quantitative
restrictions on industrial imports originating in the
other trading partner. At the same time, East
Germany must introduce measures to implement
the EC’s Common Customs Tariff on trade with
third countries, which should ent the flow of
third-country into the EC through the open
inner-German border. '8 Both sides are permitted to
invoke sa rd measures should a domestic
industry be adversely impacted by imports. The EC
Commission also pro lifing  similar
restrictions on farm and fish products.

Aid to Central and Eastern Europe

The two most notable developments in the area
of aid to central and Eastern Europe were the
extension of the PHARE m to new countries
and the establishment of the European Bank for
Reconstruction and Development (EBRD).
PHARE — Poland Hungary Aid for Restructuring of
Economies—is a special pn‘)fram established to
coordinate economic aid to Hungary and Poland
from the group of 24 industrialized nations. The EC
is coordinator of the program. On July 4, ministers of
the Group of 24 agreed to extend the G-24 assistance
to East y, Czechoslovakia, Bulgaria, and
Yugoslavia based on progress in political and
economic reform.

On May 29, officials from 40 countries and 2
Furopean institutions'*® signed a charter
establishing the EBRD that will provide financial
assistance to the countries of central and Eastern
Europe. The target date for operation is early 1991.
The 12 EC member states and European institutions
hold a majority stake of 51 percent in the new bank,
whereas the United States is the single largest
shareholder, with a 10-percent share.'20

118 The EC will not lift its restrictions im on East
German imports until a special committee established lx the
whﬁon verifies that East Germany has complied with its

igations. These obligations include the introduction of the
Common Customs Tanff and other EC common commercial
Folié{mmum, as well as measures guaranteeing free access
or EC goods. Council tion No. 1794/90 on Transitional
Maeasures Concerning Trade with the German Democratic Republic,
OJ No. L 166 (June 29, 1990), p. 1.

ne Thepafrtm tsindudeﬁ\e%mﬁ%t%:‘f’the
Organization for omic Cooperation an elopment; the
8 countries of central and Eastern Europe, including the Soviet
Union and Yugoslavia; 2 institutions including the%C
Commission and the European Investment Bank; as well as
%gs, Malta, Egypt, Israel, Liechtenstein, Morocco, South

and Mexico.
120 Overseas Dev ent Council, “The European Bank
for Reconstruction and Development,” Policy Facus, No. 3, 1990,

pp-1to2and5to 6.



The bank, which is intended “to align
development with democracy,”'?' is the first
international financial institution to stipulate that
its borrowers commit themselves to the principles of
multiparty democracy, pluralism, and market
economics.'2 Other unique features are its explicit
commitment to environmental protection and that
the majority of its exposure will be to the private
sector, through loans and equity investments. At
least 60 percentof its 10 billion ECU of capital willbe
lent annually to private-sector borrowers.'2

Future Relationship ‘

In April 1990, the EC Commission ted a
pro on the future development of EC relations
with the countries of central and Eastern Europe by
establishing association agreements. Eligibility to
negotiate and the timeframe for imﬂlementing such
an agreement would depend on whether a country
meets certain conditions of a market economy and
democratic principles. Association agreements
would provide an institutional framework for
political dialogue; intensify economic, scientific,
and technological coo tion; and would aim for
free trade through further reforms in areas such as
taxation, pricing systems, subsidies, and monetary
policy.¢" Although the association agreements
drawn up with Greece, Portugal, and %pain
explicitly offered ultimate accession to the C, a
similar statement will not be included in the
a ents to be concluded with the European
CMEA countries.'25

Certain Euro CMEA members including
Poland, Hungary, and Czechoslovakia have
ahead& announced a desire to become members of
the EC. Although the plan to draw up association
agreements does not refer to the possibility of these
countries eventually joining the EC, Community
officials have indicated that the agreements could
act as stepping stones toward EC membership.'2
The Community has hinted, however, that
negotiations foran association agreement — the next

closer to membership—could be easier for
Hungary and Czechoslovakia than Poland because
their economies are stronger.'?’ East Germany, a
special case, will become an EC member upon

1 Comment by French President Mitterrand. Bureau of
National Affairs (BNA), “New East n Dev t
Bank Formally Launched with Paris Signing,” 1992:

External I of Euﬂmn Um'ﬁciuion,?.u':e 1,1990,p. 1.

'22 Lafayette Publications, “New Bank Head Aims for
Quick Start,” Europe-1992, June 13, 1990, p. 678.

Dev'a “The Eum%ean Bank for Reconstruction and

elopment," . 3.

"8 EEC/Eastern Europe: Commission Prepares Talks on
Closer Cooperation,” European Report, No. 1578 (Apr. 10, 1990)

sec.5,p.8.

. o Bureau of National Affairs (BNA), “EC Economic and
mealssoopenmm&sk&naﬁrm' 199%’3_’17!22:%
Impact ropean Unification, 3 , pp- 13-16.

‘ "'a%umu of National Affang (BNA), ggn Brief,” 1992: The
External I of Eu n Unification, Apr. 20, 1990, p. 9.
127 Lafayette Publications, “Poland Eventual E.C.
Membership,” Europe 1992, June 27, 1990, p. 694. :

reunification of the two Germanies. Yugoslavia,
which is not a CMEA member, has also announced
its goal to replace the current EC-Yugoslavia
cooperation agreement negotiated in 1980 with an
association a, ent with the view of becoming a
full member of the EC.128

Options other than EC membership are
available, however. For example, on June 13 the
EFTA signed three joint declarations of cooperation
with Czechoslovakia, Hungary, and Poland. These
accords cover a range of topics—subject to change
in the future—including trade promotion;
economic, industrial, technical, and scientific
cooperation; and issues such as tourism, transport,
and environmental protection. Joint commi
will implement in practical forms the cooperation
outlined in the agreements. Also, provisions in the
declarations call for joint examination later this year
of the ibilities of establishing free-trade areas
with the three countries.'?® These cooperation
cacts, as well as an existing a ent with

ugoslavia, reflect the “harmonization of relations”
between EFTA and Euro CMEA countries with
a view to future negohations,'® although EFTA
nations have not yet discussed the possibility of any
Euro) x}mCM countries becoming an EFTA
member.

Furthermore, central and Eastern European
countries may aspire tojoin the European Economic
Space (EES) currently under negotiation between
the EFTA and EC nations. Indeed, on June 22 the
Soviet ambassador to the EC called for EFTA and the
EC to include central and Eastern European
countries as well as the Soviet Union in negotiations
to establish a EES.'32

Relationship to EC 92

Fears have been strong among the member
states that rapid German reunification and the
reform in Eastern and central Europe are
diverting the EC’s attention away from the 1992
integration 133 However, it is unlikely that
these events will sidetrack the EC from meeting its
goal to create a single market by 1992. In fact, even
side issues to the core 1992 process, such as
economic and monetary union and political union,
are progressing smoothly. ,

Some observers argue that the scale of potential
gains in trade with Eastern and central Europe are
not sufficient to turn the EC from its path towards

129 “EEC/Yugoslavia: Membership Application in
'{;;8 or Th;ee Y?.eaxs’ Time,” European , No. 1586 (May 9,
, sec. S, p.
2" EFT{ Press and Information Office, Press

Information on the Signing of Joint Declarations
C tion With Czechoslovakia, Hungary and Poland,”

"A Information, June 13, 1990. Finland has already concluded
free- a ts with some East European countries.
1% “EEC/USSR: Soviet Union Wants Inclusion in EES,”

Eumrea rt, No. 1598 (June 25, 1990), sec. 5, p. 1.
A 'lﬁond Sees Eventual E.C. Membership‘," p. 6%4.
Eu 132 "EEC/US:‘R: Slggtsea Uniog W;;\ot)s Indtgsion in EES,”
n Report, No. une 25, 1990), sec. 5, p. 1.
kS “European Integration: Member States &ll for EEC of
Twelve To Be Strengthened,” European Report, No. 1574
(Mar. 22, 1990), sec. 1, p. 2
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ater EC integration.’3 Frans Andriessen, Vice
resident of the EC Commission, has reconfirmed
that “However breathtaking the events in Eastern
Europe and however urgent the need for mronse
to these events have been, we have not allowed
them to deflect us from our internal objectives.”13
The success to date of the single market initiative on
the EC’s economy is likely to set a standard to be
pursued bg; the Central and Eastern European
countries.'38 Indeed, Frans Andriessen stated that

“The role model the EC has provided for Eastern-

Europe has been an instrumental factor in
triggering economic reform in these countries.”¥

Another EC Commission official has argued that
the EC would not deviate from its path towards a
single market because the strength of the integrated
market would be the best source for aid and
technical assistance to the nations of Central and
Eastern Europe. Sir Leon Brittan, Vice President of
the EC Commission, claims that the economic
efficiencies created by the single market will offer
Eastern and Central European producers a more
attractive market and will be the source of more
official resources to aid these same countries. 38

Indeed, it is argued that—

The changes in Central and Eastern Europe and
the corresponding commitment of the EC can also
act as a spur to the EC integration process.
Energetic steps towards deepening the EC are
now to the good, in order to ensure the lasting
incorporation of Germany, in order for the EC to
enhanceits sco&e S{ar itive action relative to the
USA and the USSR, and not least, to meet the
demands which the Central and Eastern
European sphere has imposed on the
Community.'3® :
The intergovernmental conference recently
planned for December 1990 to discuss political
union “is a clear indication of the stronger political
dynamics of the integration process resultin
largely from the recent events in Central an
Eastern Europe.”40

Concerns that German reunification would
slow the momentum towards the single market
have been &arﬁally addressed by West German
Chancellor Helmut Kohl, who has been quick to
reaffirm his support for EC integration. Indeed, “For
the German Government, the ultimate objective of
European integration has always been political
union. In that regard, the single market . . . is

134 National Association of Manufacturers, Update on
EC-92, April 1990, p. 11.

136 Frans H.I.J;.,Andriessen, “Europe 1992: The U.S. Role in
a United Eulwe," speech before the Columbia Institute
Confehr)ence, ashington, DC, Feb. 23, 1990 (Andriessen
speech).
138 National Association of Manufacturers, Update on
EC-92, April 1990, p. 10.

37 Andriessen s, .

138 Keith M. Rockwell, “E. Europe Reforms Won't Delay
‘92 Program, EC Official Says,” Journal of Commerce, Mar. 23,

1990, g 3A.
'® Rudolf Hrbek, “The EC and the Changes in Central and

Eastern Europe,” Intereconomics, May/June 1990, p. 139.
140 [bid, S.‘" 132 y P
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considered a further step toward the much more
ambitious goal of a politically united Europe.”'*! In
a joint statement issued with French ident
Francois Mitterrand, he urged that progress toward
economic and monetary union be accelerated as
well as political integration, which ultimately
resulted in the decision to convene the
intergovernmental conference on political unionin
December 1990.142

Fears about EC integration taking a back seat to
German unity have somewhat subsided since the
earlier part of the year when the reunification
process remained unsettled.

The speed of European integration has not been

sloweffe as gfome fgg::d. In f:ﬁ:rt it appears to have

been speeded up. The Germans want to
demonstrate that they are not so preoccupi

with absorbing East” Germany that they are

turning their backs on the rest u]y Europe. And the

other Europeans seek to bind Germany even more
tightly in a strong Western European economtic
and political network.43 ‘

Some observers feel that progress towards
European monetary union may have been
accelerated by German reunification because of the
desire to anchor Germany with the EC.'¢4
Furthermore, recent polls of West Germans indicate
strong su%port for EC integration. For example, a
May 22 poll of 597 West German business executives
showed that 63

rcent rate the EC single market
more important

an German unification.45

Patterns of Trade and Investment

The increased cooperation amon% EC, EFTA,
and the European CMEA countries to build a large
European economic sphere is likely to increase
intra-European trade in the long run. As border
restrictions continue to ease among these nations,
trade and investment flows will increase.

The potential for increased trade and
investment with Eastern and Central Europe is
enormous. In addition to large domestic markets,
the workforces of the European CMEA countries
demand relatively low wages and are generally
more skilled and literate than those in other
developing countries. The proximity to the EC is
also particularly attractive to potential investors,
especially with the creation of the EC single market
in 1992. The network of bilateral trade and economic
cooperation agreements, soon to be replaced by
even more wide-ranging association agreements,
dismantle EC trade restrictions on imports from the
European CMEA countries and provide a backdoor
to the EC market. '

14! Carola Kaps, “A United Germany in the New Europe,”
Europe, ]uly/Aug.\st 1990, %p 19-21.

142 *Dublin European Coundil, June 25/26, 1990,” European
Report, No. 1598, supplement (June 27, 1990), p. 1.

143 Robert D. Hormats, statement before Sue Joint
Economic Committee, June 21, 1990.

144 C. Michael Aho, statement before the Joint Economic
Comx:\‘itteNe!, June 21, 1990.

146 “Managers: EC More Important than Unity,” The Week
in Germany, Mag; 25,1990, p. 5. g



However, these effects will not emerge
significantly in the short run. Most companies,
including those of West Germany, are responding
cautiously to events in the European CMEA.
Because of the lack of adequate infrastructure as
well as severe structural problems, large amounts of
Western exports or investment in the short run are
imﬁmbable. Of particular concern is the European
CMEA'’s chronic shortage of foreign exchange that
will limit their ability to finance imports or allow
repatriation of profits earned from investment.'4¢

East Germany presents a special case. In
addition to those benefits attributed to all of the
Central and Eastern European countries—a large
untapped domestic market and a low-wage and
highly skilled labor force—East Germany also
provides guaranteed access to the EC’s market and
g::spects for a more short-term infrastructural

m.'47 Most observers are very optimistic about
trade and investment opportunities in East
Germany. “Once a large volume of West German
capital begins ﬂowiné into the eastern part of the
country, today’s East ny could become what
South Korea and Taiwan have become for Southeast
Asia: a dynamic engine of export driven th.”148
One U.S. observer claims that “East Gemnantﬁ' will
add an immediate boost to U.S. rt growth....
Especially as East Germany will be fully integrated
in the EC and endowed immediately with a stron
and convertible currency, U.S. industry will fin
many direct and indirect export opportunities.” 149

Although the imtﬂlicaﬁons for trade and
investment flows to the region as a whole are
limited in thel short run, foreign investors are

imistic over long-term “Anticipatinga
gf;h‘zr‘sml rate of rgeturn mmoney inpt:e efst
than in the west, firms are already flocking in.
Double-digit economic zzwth in East Germany is
possible in the next Cyears," with growth
prospects in neighboring CMEA countries only
slightly less optimistic.'50 A survey of t(:E U.S. and
Euro companies conducted by the KPMG
consulting firm indicated that 90 percent of all
companies questioned see potential new business
opportunities in central and Eastern Europe and are
willing to exploit them.s! Eighty percent of the U.S.
firms believe German reunification will provide
new commercial opportunities. 152

14¢ Other structural obstacles to trade and investment
include cultural differences, questions surrounding private
ownership, and an uncertain legal environment. See
ts, Statement, June 21, 1990.
'47 “Europe’s Horn of Plenty,” The Economist, June 2, 1990,

p-72

14 John J. LaFaice (Democrat of New York), “The U.S.
Shk‘e znsmﬁon," N;w York Tbg::, Aptt;tel'] 1990.

, Statement before oint

Committee, June 2‘;??:&1.

190 Aho, Statement, June 21, 1990.

'®! “Eastern Europe: KPMG Study Investigates Potential
Business Investment,” European Report, No. 1586 (May 10, 1990),

sec. 3‘,‘;’. 3.
'¢? Leader Publications, Europe 1992, vol. 1, No. 5
(May 1990), p. 1.

The pects for exports in general to the
Eumpeanprg:sMBA countries will begelri‘mited until
economic reforms are implemented.'S3 However,
exports to West Germany are likely to increase in the
nearer term in order to satisfy increased demand
from East Germans.'54 Efforts to rebuild the broken
economies of Central and Eastern Europe will
increase the demand for capital goods in
particular.'ss Exgzrts of capital are likely to
increase most to West Germany but also directly to
the Euro CMEA countries or through certain
other nations with traditional ties to Eastern Europe
such as Austria.'5é Because reforms are not likely to
increase the purchasing power of the Euro
CMEA countries in the short run, exports to these
nations are likely to outweigh imports over the next
few years.157

Certain member states of the EC remain
concerned that increased competition from the
European CMEA countries will adversely affect EC
producers, particularly in the ions where
there are strong similarities in production.'sé These
less developed EC member states could find
themselves in competition with central and Eastern
European countries for export markets and in
attracting new investment and aid funds.'s?
Furthermore, certain member states on the
periphery of the Community may be disadvantaged
as the EC’s center of gravity shifts towards Eastern
Europe. 160

Developing countries have similar concerns.
They fear that increased economic aid and
investment to the Euro CMEA nations will
reduce the EC’s commitments to them, atleast in the
short run.'®! Furthermore, there are long-run
implications as well. Once the infrastructure for a
market system is installed, the nations of central and
Eastern Europe could become serious competitors to
third-world producers. 162

Many third countries are wary of the EC’s
response to dislocation within the Community that
is likely to emerge from a number of events —the
internal-market process, increased imports from
Central and Eastern Europe, and competition foraid
funds.'® Should serious dislocation result, the

193 “Europe’s Hom of Plenty,” p. 72
14 Ibid. In order to satisfy increased demand, West
Germany is likely to divert some of its exports to the domestic

market and increase imports.
:: %%rmats, Statement, June 21, 1990.

167 'Eu;?e's Hom of Plenty,” p. 72
198 USITC, Effects of EC Integration, USITC Publication 2268,
Marh O péll;jg'uuﬂn Eu A
uer, Europe 1992, An American
Perlsgxtive‘x‘iashington: The Brookings Institution, 1990),
p-

' Hrbek, “EC and Central and Eastern Europe,” p. 139.
18! “The Big Switch,” South, April 1990, p. 13.
. '%2 Overseas Develment Council, “The European Bank
for Reconstruction and Development,” Policy Focus, No. 3, 1990.
'8 Hufbauer, Europe 1992, p. 18.
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EC may limit its trade-liberalizing measures to the
rest of the world.’® Third countries are also
watching West Germany to determine whether its

pation with German reunification will
decrease its economic activities elsewhere in the
world. 165

EFTA

Since the EC and EFTA are each other’s largest
trading er, EFTA is concerned about any
aspect of the EC’s internal-market process that
could erode its privileged position relative to the EC
and adversely affect bilateral trade flows after 1992.
EFTA nations are particularly concerned that EC 92
could disadvantage its companies in relation to EC
firms and that the EC could me a trade fortress.
Evidence already shows that investment flows by
foreign as well as EFTA firms are being redirected
away from EFTA to the EC.'¢8

Currently, the EC and EFTA are negotiating a
more structured relationship based on the creation
of a EES. 87 The purpose of the EES is “to enable to
the test possible extent, the free movement of

: ns, services and capital”1¢8 between the
18 EC and EFTA countries, as well as
Liechtenstein. ¢ An EFTA statement issued on May
18 declared that establishment of the EES would
create more jobs, increase global competitiveness
between Europe and the rest of the world, and
enable European business and industry to plan and
invest within a predictable trade policy framework
within a short time. 170 EFTA nations hope that such
a structured partnership will ensure that they
uE\éigt?in their privileged position relative to the

Last December, EC and EFTA foreign ministers
agreed to begin formal negotiations aimed at further
economic integration and eventual creation of the
EES envisioned in the Luxembourg Declaration.?
Between January and March 1990, the EC and EFTA
conducted exploratory talks to clarify the possible
scope, content, and form of a future EES treaty. The

topics discussed included the four freedoms and

18 bid

108 Richard Lawrence, “’Export Offensive’ Looms as West
Takes Aim at East,” Journal of Commerce, Mar. 19, 1990, p. 11B.

'8 Peter Montagnon, “Why EFTA Is Worried,” Financial
Times, July 2, 1990, p. 5.
187 For a hi e of the EES, see USITC,

. 1-11t0 1-12.
108 “EEC/EFTA: Joint Declaration Calls for Launch of EEC
Nesgoﬁah’ons,' European Report, No. 1550, (Dec. 18, 1990), sec. S,

p-8.

1% EFTA countries agreed in April to include Liechtenstein

ﬁ;ﬁtﬁytotheﬁﬁs iations with a view to

tenstein’s beeoming;:ontrachn‘ g Wrz on the EFTA side.
EFTA, “Liechtenstein To Reinforce Ties With EFTA,” EFTA
News, No. 3, May 10, 1990, pp. 34.

170 “EFTA-EC Relations: EFTA Paper Outlines Stance on
Relations with Community,” 1992-The External Impact of
Eurorenn Unification, June 1, 1990, £ 6.

7 Montagnon, “Why EFTA 1s Worried,” p.5.

172 For further information, see USITC, Effects of EC

Integration, USITC Publication 2268, March 1990.

Eflcts of EC 1nzegm¢ion,%sﬁc Publication 2268, March 1990,
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flanking policies such as education, research and
development, environment, consumer protection,
and the social dimension. Such issues as the legal
basis for the EES and the decisionmaking process
were also covered. A common body for EFTA
rliamentarians and representatives of the
uropean Parliament is foreseen.'”

At an informal EFTA ministerial meetinf in
April, EFTA ministers declared themselves ready to
beEn formal negotiations with the EC without
delay.’7# They also a to seek certain
exceptions, although the EC has indicated that itis
unwilling to honor exceptions and derogations
except on a very limited basis. Some of the
exceptions listed by EFTA officials cover the areas of
free movement of capital; immigration; agriculture;
fisheries; the right to buy private, commercial, and
financial property; and lorry transit. EFTA ministers
also cited the need to create a mechanism for joint
decisionmaking so that EFTA interests are taken
fully into account.'?s

On June 18, the EC Council approved a
negotiating mandate outlining the EC'’s objectives
in talks with EFTA countries. The EC’s mandate
states that special exceptions and transitional
measures for EFTA countries should be limited to
possibly agriculture and fisheries.'?¢ The mandate
also requires EFTA to create a supranational
structure capable of implementing competition and
state aid policies and “enabling it to speak with one
voice.”17? The EC also insists that it will retain its
autonomy over internal decisions but foresees
consultation and joint decisions by consensus over
matters concerning the EES.178

On June 20, the EC and EFTA launched formal
m;gotiaﬁons to establish the EES. However, the two
es only agreed to a schedule of talks and a
orking m. Real negotiations are not
to start until the next meeting at the end of
July.'?® Both sides aim to reach an agreement by
1991 so that the EES can enter into effecton ]anuar'y
1, 1993, the deadline for the completion of the EC’s
internal market initiative.'8
Three major obstacles to the creation of the EES
have been cited ll):y President of the EC Commission
Jacques Delors. First, he argues that EFTA needs a
supranational structure “which would enable it to

si
wi

1 EFTA, “HLS':G Meeting Concludes Satisfactory
Exploratory Phase,” EFTA News, No. 2, Mar. 26, 1990, pp- 1-2
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speak effectively with one voice with the

ommunity.”'8! Second, Delors opposes EFTA’s
numerous requests for exemptions from
Community rules.'®2 Lastly, lors cited
disagreements over the level of participation b:
EFTA in the decisionmaking process.'s2 On May 4,
Delors said that “EFTA should join the EC if they
want to have direct influence and take part in its
decision-making process.” 184

Several EFTA countries are considering
membership in the EC, although Community
officials have indicated that the EC 92 process must
be co:éplete before new members can join. Austria
agpl' for membership in 1989 and noted on May
18, 1990, that it was not unrealistic to anticipate
Austrian accession by 1994.185 According to a public
opinion poll taken earlier this year, the majority of

orwegians favor joining the EC for the first time
since 1972.'88 Although the ruling party in Sweden
opposes EC en?, both of the leading opposition
rties support EC
witzerland'® continue to object to full EC
membership on grounds that they could not
maintain their politically neutral position.

The liberalization of Eastern Europe has placed
an added burden on EC/EFTA talks. Many East
European countries view EFTA membership as a
stepping stone to full EC membership. Both the
U.SS.R. and Huniary have approached EFTA for
possible membership.'% However, EFTA officials
are concerned that negotiations to create an EES
would be hindered should East European countries
join EFTA. 91

Japan

The Japanese are largely mpondinmthe EC
integration with apprehension. y firms
fear that EC 92 will bring dramatic changes within
the Community itself, but that external barriers will
remain unchanged or will increase against third
countries.'® Japanese officials often cite the

' “EEC/EFTA: Gloom Deepens Over ?«mm
Pms?ects,' E n él%on, No. 1582 (Apr. 26, 1990), :ec 5,p.7.
. - A: EFTA Defines Ne§oﬁ|ﬁng Platform,”

Em?:"lbﬁiq””' No. 1578 (Apr. 5, 1990), sec. S, p. 3.

Eu ‘“.WN%:ISM(N&O“SW;S;)TO&ST on EFTA”
, No. 3 , sec. 5, p. 6.

e
e rt, No. ay 4, ,sec. 1, p. 1.

v 'Em«way: Su yforAewasion to EEC Growing,”
Eumran Report, No. 1565 (Feb. 19, 1990), sec. 5, p. 2

®? David Buchan and Robert Taylor, “Talks With EC Will
Mean all Change at EFTA,” Financial Times, June 11, 1990, p. 4.

1% David Buchan, “Finland Sees P of EC
Membershi Recedét;e’ Financial Times, May 14, 1990, p. 2

' “EFTA-EC tions: Swiss Government Committed but
Businesses Waver on EES,” 1992-The External Impact of European
Unification, May 18, 1990, p. 4.
Turopean Expmomic Spac EC 113 s R vol 2

omic ,"” EC- usiness , vol. 2,

No. 2, Feb. 1, 1990, p. 13.

19! Rene Schwok, “EFTA Is No Answer for Europe,” The
Journal o£°Ctommerce, Mar. 22, 199oi_f. 8A.

82 For example, Fujitsu and Hitachi officials, interviews by
USITC staff, Tokyo, June 4 and 8, 1990.

membership.'87 Finland'®8 and.

automotive sector as an example of rising protection
against third countries.’® As a result, many
Japanese firms are setting up local subsidiaries in
the EC. In the field of public procurement, Japanese
officials are concerned that the EC will invoke the
principle of reciprocity, which will hamper the
ability of Japanese firms to access the EC’s public
procurement market.'® Most Japanese firms agree
that the harmonization of standards across the EC
will benefit those doit;g business in more than one
Community country.’

According to the results of a Keidanren poll'9¢
conducted in September 1989, Japanese firms have
mixed feelings about the EC 1992 integration
P . Some feel that the EC might take
discriminatory action against Japanese firms. Of
particular concern are rules of origin, local content
requirements, reciprocity, and antidumping
measures. Others feel that in tion will benefit
their European operations ugh standards
harmonization and simplification of customs
clearance procedures and documents. Corporations
in general feel that recovery of the EC economy will
benefit them positively, either directly orindirectly,

although lesfndens predicted  increased
competition with EC en ises. According to the
survey, the majority of Ja firms are

responding to the EC 92 process b nding their
loaplo basags or stabﬁghing nZwexpta)nes. g'I'heir
responses indicate, however, that their plans for
gﬁanizaﬁonal expansion and reform are aimed not

y at responding to EC market integration but
also at ting ongoing localization and
globalization of their operations.

A more recent survey of Japanese
manufacturing companies in Euro was
conducted by the Japan Trade
Organization.'%” This survey found that the
number of Japanese manufacturers in the EC and
EFTA countries more than ?eu:dmpled over the last
year. According to the poll, few Japanese companies
cited EC integration in 1992 as the primary reason
for greater investmentin Europe. The mostcommon
reason cited for the sudden increase in Japanese
investment was a eral nsion in global
business strategies. However, the EC feels that the
increase in the number of Japanese manufacturers

'® The EC is currently negotiating a new EC-wide
voluntary restraint arrangement on automobiles with Japan.
Formminformaﬁon,seech.mofthisrﬁon

'®4 Hitachi officials, interview by USITC staff, Tokyo,
June 8, 1990.

108 bid

1% The Japan-EC Committee of Keidanren conducted a
Il of 925 member rations on the 1992 EC market
n tion m. “How Japanese Business Looks at EC
Market Integration — A Report on Results of Keidanren Poll,”
Keidanren Review, No. 120, ber 1989, pp. 4-7.

197 This survey was conducted between ber 1989
and January 1990. See Roy Gamer, “Japanese Investment:
Pn:s)mpted by a Global Outlook,” Financial Times, June 5, 1990,
p-5.
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in the EC is due to the Community’s measures taken
against Japan, which include stringent lations
on cut-gsnce dumping, local content, and rules of
origin.!

Schengen Countries

‘The Schen, Agreement was signed in June
1985 by five cog::tris‘“ togeta hugd“start on the
other EC member states in formin &olici&s and
judging the workability of the E Pro|
integration measures.20 Its aim is to eliminate all
controis at their common borders oovem2\§ the
movement of peopie, , and services.20! On
April 27, 1990, the Schengen countries met for the
first time since December 15, 1989, to negotiate a
treaty to abolish border controls.2%2 Negotiations
had “broken dowr in December when West
Germany refused to sign an ;greementunl&s East
Germany was covered by it.

In late November 1989, West Germany insisted
that a provision be included to ensure that East
Germany’s 18 million citizens have free circulation
thrg:ﬁhout the entire Schengen Community.2%¢
Initi d\;,rtltl:::ther Schengen countries op the
West demand, but with the announcement
that East Germany would become a member of the
EC upon reunification with Wast Germany, the
Schengen countries changed their position. At a
May 17, 19990, meeting, the rest of the Schen
countries joiied West Germany in allowing East

German nationals free movement in aii of the

Schengen countries as of June 1. However, the
agreement does not it East Germans to take
residence in France, ium, the Netherlands, or
Luxembourg.205

198 “EEC and Japan: Set Up or" ©Out,” The Economist,.
Feb.ls,1989,p.52.m por Sty

1% The Schengen t was si by France, West
Gemuna,Bel jum, the Netherlands, :

200 {J.S. &p&rﬂnﬂtdswm’ﬂ\c gen
Agreement: The EC Trendsetter for 1992,” Nov. 14, 1988.
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East German Visa Question Resolved,” 1992-The External Impact
of Eu‘gam Unification, Maﬁ‘l:, 1990, p. 1.

i “Free Movement: Sd\enFﬁFmSullHave

Reservations About Eastern Europe,” Ex:ropean Report, No. 1583
(Ma& 1993)(:&@4. . 4.
USITC, The Effecis of EC integration, USITC Publication

2268, March 1990, p. 1-14.

204 Ibid.

208 & Convention: The Five Assimilate
En;tGetmany, European Report. No. 1588 (May 18, 1990), sec. 4,
p-8.

The decision to allow the free movement of East
Germans was made contingent upon three clauses
to be attached to the treaty. The first clause will
define the area of free movement to include the
current territory of East Germany. The second
requires East Germany to guarantee the
“watertightness” of its borders with Poland and
Czechoslovakia. The third requires West Germany
to keep the other Schengen countries informed
about the progress of German reunification.2¢
Only 24 hours after this announcement, East
Germany abolished its visa requirements for
nationals from France, Belgium, Luxembourg, and
the Netherlands, to take effect on June 1.27 These
nationals can stay up to 3 months in East Germany
without a visa. For longer visits, visas will be
required.

On June 19, the five Schengen countries signed-
the accord. Ratification by all five National
Parliaments is expected by the end of 1991.206 Under
the agreement, the Schengen members undertake to
abolish all checks on people travelling across their
common borders and to enforce controls to a
common standard at their frontiers with third
countries. In return, the convention provides for
legal and police cooperation as well as the creation
of the Schengen Information System (SIS).2%® The
issue of bank secrecy for Luxembourg, which
stalled negotiations in December 1989, seems to be
settled21®© Luxembourg has agreed to reveal
depositors if they are suspected of organized
crime.2"

298 Thid.
27 “Schen, t: East German: Its
Borders to the ive,émw,hb.ls% y 28, 1990),

aec.:ar.l.
*Bonn Signs Accord Ending Border Checks for Five
States,” The Week in Germany, Iune%?. 1990, p. 2.
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CHAPTER 2
REVIEW OF CUSTOMS UNION
THEORY AND RESEARCH ON
THE 1992 PROGRAM

Introduction

This chapter reviews recent economic research
that focuses on the impact of completing
the integration of the EC internal market by
December 31, 1992. Before this review the chapter
discusses the underlying economic theory of market
integration —customs  union theory —and
highlights the results of early research on the
probable effects of the 1992 program.

Customs Union Theory

Customs unions are geographical trading areas
wherein the member states reduce trade barriers
among themselves and adc_)m common barriers
against the rest of the world. The 1992 EC economic
integration m contains elements of both
reduced internal barriers and harmonized border
policies against other, nonmember countries.

Economists have long assessed the effects of
customs unions. As internal trade barriers are
lowered, consumers in each member country find
that imports from other member countries are now
less expensive than both domestic products and
imports from nonmember countries. Thus,
consumers in each country may buy more imports
from other member countries and decrease
consumption of domestic products and nonmember
imports. On the other hand, the creation of a
customs union may result in an increase in trade
with nonmember ” countries if the harmonized
barrier against nonmember countries is lower than
the average individual national barriers prior to the
formation of the union. This increase in trade with
nonmember countries will be at the expense of
domestic production intended for domestic
consumption.

The two ry trade effects of a customs
union are (1) trade creation: the shift away from
production for domestic consumption toward
member imports and uction for rt to other
member countries; and (2) trade diversion: the shift
away from consumption of nonmember im
and from rts to nonmember countries in favor
of trade with member countries.

This conventional dichotomy serves to
highlight the gains to efficiency arising from trade
creation, which shifts production toward low-cost
producers, and the o ing losses to efficiency
arising from trade diversion, which shifis
woduction away from low-cost producers.

hether, on balanice, economic welfare increases or
decreases depends on the relative strength of the
two effects and has to be assessed empirically.

Finally, customs unions tend to enhance
competition by creating a larger market under
liberalized trading rules. By allowing production to
migrate to relatively efficient locations, economies
of scale and learning-curve effects are more readily
realized in select industries—in particular, those
industries that tend to have high fixed costs. The
achievement of size-related economies is one of the
chief rationales offered for the EC integration plans.
Moreover, to the extent the customs union spurs
additional economic growth related to scale or
location economies, the member countries will
become wealthier. This increase in wealth may, in
turn, increase imports from nonmembers as EC
consumers spend their additional income.

Since the United States is outside of the EC,
measures that reduce internal barriers but leave
external barriers unchanged cause trade diversion,
that is, increased trade among EC member states at
the ex of trade between the United States and
the EC. Diversion hurts both U.S. export producers,
who lose export markets in the EC, and U.S.
consumers, who must compete against increased
internal EC demand for European rts. U.S.
import-substitution industries, however, benefit
from trade diversion because European rts are
diverted, to some extent, for internal EC
consumption. On the other hand, measures that
reduce the harmonized EC barriers against
nonmember countries, including the United States,
lower the price of U.S. goods in Europe and thus
benefit U.S?:xportets.

Early Research on the
1992 Program

Early research conducted for the EC
Commission, commonly referred to as the Cecchini
Report, predicts that the totaldgains from completion
of the internal market would be an increase in EC
GDP of between 3.2 and 5.7 t, a reduction of
inflation of between 4.5 and 7.7 percent, and an
easing of domestic budget balances and trade
balances of betnéeen 1.5and 3.0 pis tof GDP axlud
between 0.7 and 1.3 percent of , respectively,
over the medium term (5 to 10 years). It is als)t')
estimated that the labor market would improve,
with the creation of between 1.3 million and 2.3
million jobs in the EC as a whole over the medium
term. = However, it is expected that the
unemployment rate would fall by only 1 to 2 percent
in the medium term.

Recent Research on the
1992 Program

This section presents a review of recent
economic research on the EC 1992
market-integration program. Much of this research
focuses on the assumptions and results reported in
the Cecchini Report. Several of the authors,
Dornbusch, Grilli, and Peck, are skeptical about the
magnitude of the projected welfare gains from
completing the EC internal market. On the other
hang, some researchers, such as Baldwin, believe
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that since dynamic economic effects are ignored, the
estimates presented in the Cecchini Report are too
low. though researchers disagree on the
magnitude of the ex welfare gains from EC
1992, they all a that completing the internal
market will lead to positive real effects in the EC
economy.

Merton Peck

In the paper “Industrial Organization and the
Gains from Europe 1992,” Merton Peck reviews the
Cecchini Report. First he examines how the
arrives at its empirical estimates, and second, how it
handles the looming problem of litical

tion among the EC member states. Peckalso
examines the impact of the EC 1992 program on U.S.
firms operating in Europe.

Peck reviews the general methodology used in
estimating the partial equilibrium results for the
various sectors in the rt. He does not dispute
the fact that a single European market will raise real
incomes in the EC. However, he believes that
certain economic assumptions, limitations, and
omissions make the Cecchini Report’s estimates of
the gains optimistic. To illustrate his apprehension

regarding the magnitude of the gains projected for
the 1992 : ,glr"eck examinesgathe results for the
automobile sector.

Peck ll|::oints out that the estimates for the
automobile sector are significantly influenced by
two economic assumptions. These assumptions
include whether the behave as Cournot or
Bertrand oligopolists and whether the market is
assumed to be segmented or integrated.! (A
Courmot oligopolist sets its output while taking the
other firms” output as given; whereas a Bertrand
oligopolist sets its price while taking the other firms’
prices as given.) Given these two assumptions, Peck
notes the wide range of estimates possible
depending on which two assumptions are paired
. If the estimates are made assuming
Cournot behavior and in ted markets, then the
welfare gains are 12 billion ECU; for Cournot
behavior and ented markets the welfare gains
are 1.33 billion ECU; for Bertrand behavior and
in ted markets the welfare gains are 0.89 billion
ECU; and for Bertrand behavior and ented
markets the welfare gains are 0.88 billion ECU. Peck
is critical of the fact that the largest gains are
rted given the wide range of estimates arrived
at with different unde%vin assumptions.
Moreover, he notes that the ini Report does
not specify the distribution of the welfare gains
among the EC nations and assumes that the gains
lf{ow to consumers. Hteh concludg ﬂtl:at the Cecchini
rt overestimates the gains e 1992 program
b;;;o factor of two or threeg.al P

! If markets are assumed to be segmented, then firms will
retain their market positions in their national markets.
Alternatively, if markets are assumed to be integrated, then
consumers are assumed not to prefer goods produced in their

Peck questions the assumptions concerning the
litical xstacls of completing the 1992 program.
eck notes that a major source of the gains is the
reorganization of European industry to take
advantage of economies of scale. He argues that
some nations will be losers in this process. For
example, the simulations project that the United
Kingdom will lose 46 of its 65 footwear firms, 31 of its
52 carpet firms, and 1 of its 3 automobile firms. Peck
es that an examination of industrial policy in
Europe will reveal that National Governments do
not sit idle while firms close, but rather initiate
efforts to save some of the losers. Although the 1992
m has made efforts to restrain or forbid state
subsidies, Peck believes that once one nation falters,
others are likely to follow. He is also skeptical about
the EC’s ability to resolve the many ditferences in
technical lations and standards, and the
likelihood of EC governments procuring from
nonnational sources.
Peck notes that U.S. firms o
European Community should also benefit from the
, integrated market. He points out that the
elimination of border formalities should mean
Community nations will not be able to single out
products of U.S. firms manufactured in the EC from
those manufactured by Community firms. In fact,
many U.S. firms are already selling in most of the EC
states and have Europewide marketing and
g::ducﬁon strategies. Peck contends that due to
is European prominence, U.S. firms may actually
be mt’ter positioned to take advantage of the single
ma

Peck points out that U.S. firms may be at a
disadvantage relative to EC firms in two areas:

ting within the

public ent and research support. He
contends that liberalization in public procurement

is usually formulated to favor Community firms.

Peck believes that given the difficulty an EC
government has in ring from a firm in a
neighboring EC member, it is even more difficult to

imagine them procuring from a non-EC firm, such
asone from the United States. In thearea of research
and development, Peck notes that EC firms are also
likely to be given tl?amce for research supﬁort.
He points out that the objective of EC R&D

ding is to improve European competitiveness
in high-technology industries relative to the United
States and Japan.

Peck concludes his paper by making several
observations. He believes that the Cecchini Report
overestimates the microeconomic welfare gains of
the EC 1992 p. m. He notes that the estimates
are predicated on a certain set of assumptions that
are unlikely to be implemented. Also, he points out
that the Cecchini Report assumes that there will be
no dramatic changes in the world economy as the
EC implements its 1992 proﬁam. Even given these
reservations, Peck believes that the central points of
the Cecchini Report are accurate. Namely, that real
incomes will rise, that some reorganization to
realize economies of scale will occur, and that
increased competition will result in many EC
industries. Finally, Peck argues that the primary



obstacles to completing the market integration are
political and if the members of the EC are committed
to changing their past behavior, then the EC 1992
program might just succeed.

Rudiger Dormbusch

In the article “Europe 1992: Macroeconomic
Implications,” Rudiger Dornbusch examines the
macroeconomic implications to the 1992 program
estimated by the EC Commission. His assessment
focuses on the sources of improved macroeconomic
performance in the EC. Other areas explored in his
paper are the prospects for European protectionism,
the imFlications of financial integration, and the
fiscal effects of the present exchange-rate system.

Dornbusch notes that the direct effects of the EC
1992 program, as estimated by the EC Commission,
show a significant fiscal improvement. However,
he wonders if these projections are plausible. For
instance, he asks, Will EC governments be willing to
use these additional resources for infrastructure or
environmental improvements or will they use them
to contain the buildup of public debt? He notes that
in most Euro, countries debt ratios have not
stabilized and in some cases they are quite high.
Therefore, he concludes that the assumption of
increased government spending on such png'ects or
tax reductions resulting from the benefits of EC 1992
may be optimistic.

Dombusch also has ldoubts about $e

jections concerning employment gains in the
EEO, He notes that t.ée Eg &';misgn:n projects
employment gains of between 1.8 million and 5.7
million jobs in the EC depending on
macroeconomic policies. Dornbusch sees even 1.8
million new jobs, approximately a 1-percent gain in
total empltt)ﬁ'ment, as an ambitious projection.2
Moreover, the EC Commission’s estimate does not
allow for the fact that part of the output ﬁrowth is
due to productivity gains that result in owering
employment. Hence, he believes that the proj
employment gains reported by the EC Commission
are too optimistic.

Dornbusch addresses the question of whether
the 1992 program will result in a more protectionist
Europe. Or, more generally, he asks, Is EC 1992

good or bad for the rest of the world, in particular,
the United States? Even without overt protectionist

measures, Dornbusch ex EC1 will have
some adverse effects on the rest of the world. For
example, he notes that when border lations are

liberalized, the ease of shipping within the EC will
bring about trade diversion at the exgznse of
non-EC suppliers. He also wonders about the
opening up of public procurement in the EC. He
points out that it is one thing to allow cross-border
competition in Europe, but it is quite another to
open procurement to outside suppliers. Dornbusch

3AnestimatebyDombusd\fortheECoverﬂ\eperiod
1961-88 found that a 5-percent increase in output is necessary
for a 1-percent increase in employment.

argues that multinationals are currently making
preemptive relocation decisions. The effect of these
investments is to move production away from the
rest of the world. He notes that once plants have
located inside the EC, production has been
relocated to the EC whether or not trade barriers are
present.

Dornbusch believes that the “social dimension”
of the 1992 program may ultimately lead to a higher
level of protection. The social dimension of EC 1992
involves a harmonization of labor market
arrangements. Currently, notes Dornbusch, cost
disparities, unadjusted for productivity, are quite
large. If these disparities are significantly reduced
by increases in labor costs in- the low-wage
countries, then he believes that the low-wage
countries will become uncompetitive relative to
outsiders and will likely call for protection.
Domnbusch that European protection, if it
does occur, will be directed primarily at Asia rather
than the United States.

Dornbusch argues that the formation of a
European financial block will have a major impact
on world financial markets because it will create a
viable and ]ierha attractive alternative to the U.S.
capital market. rmbusch is concerned what a
convenient market for a mark (or equivalent) money
market instrument will do to the dollar. He believes
that the relative demand for dollar-denominated
assets will decline. He also believes that the creation
of a viable European asset competing in world
financial markets portends significant depreciation
for the value of the dollar in the 1990s.

Richard Baldwin

In the paper “On the Growth Effects of 1992,"3
Richard Baldwin argues that the greatest benefits of
market liberalization are not in the one-time effects
on resource allocation, but rather in its dynamic
effects of more innovation, faster productivity
gains, and higher growth rates for output and
income. He notes that studies such as the Cecchini
Report ignore these dynamic effects.  Baldwin
aftempts to estimate the total impact of the EC 1992

on EC Gross Domestic Product §GDP) by
taking into account the above dynamic

Baldwin notes that the theoretical portion of his
model is relatively straightforward, whereas the
quantitative part poses more problems. He points
out that many results involve factors that are
unobservable or have data that are unreliable. To
alleviate this problem, Baldwin uses empirical
methods introduced in recent economic research to
estimate these parameters. Thus, he warns that his
calculations are rough at best. Given these caveats,
his analysis suggests two main points:

1. The Cecchini Re&ort numbers significantly
underestimate the economic benefits of

3 This paper and the following one, also by Baldwin, are
quite technical in nature; therefore a brief review of this
research is given here highlighting the basic results. See the
text of these pa for a complete explanation of the
theoretical models and accompanying econometrics.
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1992, perhaps by as much as an order of
magnitude; and

2. The long-term growth effects of 1992 could
be very significant, adding between two-
tenths and nine-tenths of one Sercentage
point to the EC’s long-term GDP growth
rate.

Baldwin asserts that broad-based liberalization
makes investment more profitable and leads to an
endogenous rise in the ilibrium capital-to-
output ratio. Therefore, he argues that incomes rise
above and beyond the rise due to the initial static
gain. He terms this indirect effect as a medium-term

growth bonus” since its size is proportional to the
size of the static gain.

- Baldwin argues that by ignoring the
medium-term growth effects of EC 1992, previous
studies have seriously underestimated the potential
impact on EC GDP. His analysis suggests that the
impact on EC GDP due to the 1992
p m—including the medium-term dynamic
effects—could be between 40 and 3,900 Ppercent
greater than current static estimates. urther-
more, his estimates suggest that the market
integration could ently add between
one-quarter and one full percentage point to the EC
growth rate. Baldwin concedes that the high ends
of these ranges may be unrealistic, but he asserts
that they reflect the fact that even small dynamic
effects can lead to far larger gains than those when
only static effects are investigated. He concludes by
noting that the largest effects of liberalization
programs, such as EC 1992, are likely to be dynamic
not static.

In a related paper, “Measuring 1992's
Medium-Term Dynamic ,” Baldwin attempts
to measure the gains to EC GDP due to one type of
dynamic effect. The source of dynamic gain is
straightforward. According to Baldwin, the rise in
overall EC efficiency due to EC 1992 will raise the
marginal product of capital in the EC. This willlead
to an endogenous rise in the equilibrium capital
stock. Hence, he argues that output rises more than
the static effect. He finds by ignoring this dynamic
effect that existing empirical estimates of the rise in
EC GDP due to %.C 1992 are between 30 and 136
percent too small. Thus, he estimates that 1992 will
raise EC GDP between 3.1 to 254 t over the
medium term if this dynamic effect is taken into
account.

Vittorio Grilli

In the article “Financial Markets and 1992,
Vittorio Grilli explores the impact of the 1992
initiative on financial markets. He notes that the
Cecchini Report estimates the gains from

4 This translates into a percent rise in EC GDP over the
medium term (including the * bonus”) of 2.86 to 9.29
nt as a lower bound and 80 to 260 percent as an upper
und. Baldwin bases these calculations on an EC Commission
estimate of an increase in EC GDP of 2to 6.5 percent over the
medium term.

integrating financial markets are quite large,
ranging from 11 billion ECU to 33 billion ECU. Heis
skeptical about these gains because the financial
directives contain “safeguard clauses” that allow
member states to suspend temporarily their
obligations to liberalize their financial markets.
Moreover, he notes, member states are also allowed
to take protective measures in case of an emergency.
He regards the decision to include safeguard
measures as unwise for two reasons. First,
uncertainty is generated about the commitment of
the member states. Second, the temporary
reintroduction of capital controls may not protect
the monetary authorities against the speculative
flow of funds. -

Grilli questions the accuracK of the welfare
ins estimated in the Cecchini l'e?ort. He notes
t the welfare gains are measured by calculating
the increase in consumer surplus that results from
the equalization of the prices of financial services
within the European Community. Grilli is skeptical
that liberalization will result in a convergence of
Eric&s for financial products as assumed in the
ecchini Report. He points out that countries (such
as West Germany and the United Kingdom) thatare
supposed to be large beneficiaries of the EC 1992
p due to increased competition already have
the most liberalized financial markets in the
Community. He argues that liberalization will not
necessarily result in price equalization. In fact, he
continues, financial markets may remain segmented
and geographically separated even without formal
controls and trade barriers. He contends that
cross-country price comparisons ma{qnot be very
meaningful. He notes that many banking products
are bundled, so that it would be misleading to
interpret the price differences of single products as
evidence for potential tiains from trade. Therefore,
he argues, assuming the conwv: ce toward the
lowest prices in the EC would result in an
overestimation of the consumer gains. He does not
doubt that there will be gains, however, he believes
that the available data are not sufficient to make
reliable forecasts as to the size of the gains.

Grilli sees other problems that have yet to be
resolved by the EC. They include banking secrecy,
withholding taxes on bank deposits, and the level o
bank reserves. Withholding tax rates on interest
earned and dividends paid to nonresidents varies
substantially by country in the EC. To further
complicate ‘matters, EC residents are treated as
nonresidents in some EC states. Similarly, banking

laws vary widely across the Community.
Grilli ‘points out that the EC is at a complete
deadlock on the issues of taxation and ,
which raises further doubt about the extent of the
benefits of the 1992 program. He also points out that
a common level for bank reserves has not been
agreed to for banks in the Community. He notes
that cross-country disparities in the deposit and
loan interest rates are partly due to the variation in
reserve requirements across the Community.



Grilli concludes by noting that financial markets
in Europe are hig};z regulated and distorted. He
believes that the 1992 program will eliminate some
of these distortions but that others will remain in
place. He argues that an unambiguous evaluation
off;he welfare effects of the 1992 initiative is quite
difficult.

Dieter Helm and Stephen Smith

In the paper “The Assessment: Economic
Integration and the Role of the European
Community,” Dieter Héelm 'and Stephen Smith
consider the implications of the EC 1 tKnogram in
the context of policy functions between the member
states and the EC. They divide the issues into areas
concerning microeconomic  policy and macro-
economic policy. The microeconomic issues they
examine include competition policy, capital-market
integration, and labor mobility.
macroeconomic perspective, they review issues
from an overall viewpoint. :

Helm and Smith contend that the removal of
physical and governmental barriers to competition
may not, for example, be sufficient to encourage
new entry into an industry. They note thatin many
markets characterized by oligopolistic structure,
strategies exist for firms to deter entry and inhibit
competiion with or without economic
liberalization. Moreover, they point out, in several
markets firms have been merging with con;getitors
ahead of complete implementation of EC 1992

Helm and Smith note that capital-market
integration would a to imply a need for
uniform tax treatment of the products in the
financial sector. However, it is not clear to them
whether the objective of such tax treatment is to
achieve neutrality in investment decisions or to

revent tax evasion. On the issue of neutrality in
investment decisions, they believe that "the
application of taxes on investment income should
be according to the place of residence of the
investors. On the other hand, if the objective is to
prevent tax evasion, then they advocate a system of
notification between EC revenue authorities in
which theauthorities are supplied with information
concerning the amount of bank interest earned by
EC residents. Helm and Smith advocate a system
such as this as opposed to some sort of withholding
arrangement.

On the issue of labor mobility in the EC, Helm
and Smith argue that in the short-to-medium term,
cultural and linguistic differences and diverse
influences such as housing and labor unions
effectively make labor in the EC a fixed factor. They
point out that with fixed labor factors, the near term
resultof EC 1992 may be that production migrates to
the cheapest source of labor supply. They note that
high-cost labor countries such as West Germany
may experience a loss of locational advantage to
low-cost labor countries such as Greece or Spain.

In terms of overall macroeconomic policy, Helm
and Smith tg‘oint out that there are generally two
schools of thought on the issue. The first school

- imposed as the first step

From a-

argues that monetary integration should be
in the integration process.
The monetary union would then constrain domestic
macroeconomic licy, encouraging wider
economic union. The second school argues that
economic integration through completion of the
internal market and coordinated macroeconomic

licy must precede monetary integration.

ezfom, they note that the first sch%%tiais a
Community-legcollusive approach, and the second
relies on the effects of the 1992 m to
eventually work their way through to monetary

integration.

Peter Isard

In the article “Corporate -Tax Harmonization
and European Monetary Integration,” Peter Isard
considers the question of how the success of
monetary integration in Europe may depend on
harmonizing the taxation of business profits. More
specifically, he focuses on how fiscal conditions
influence the choice of where to locate production
facilities, and how other macroeconomic variables
must change to be consistent with trade flows that
are counterpart to net movements of physical
capital. In the context of EC 1992, he notes that the
dismantling of internal barriers to trade in goods
and services could provide strong incentives, other
things being equal, for firms to make direct
investments in expanding markets and that the
differential in corporate tax rates may strengthen or
weaken these incentives.

Isard notes that the concept of harmonization is
difficult to define precisely but has the general
connotation of setting tax rates at levels that do not
provide strong incentives for tax bases to shift from
one tax jurisdiction to another. Hence, tax
harmonization does not necessarily mean the
absolute equality of tax rates among countries.
Similarly, Isard continues, harmonization does not
mean invariant tax rates, since adjustments to
exogenous events may have different implications
for different countries. Therefore, what may be
required, in Isard’s view, is an agreement on a set of
broad understandings relating to the conditions
under which, and the amounts by which, countries
may adjust their tax rates to affect the relative
attractiveness of locating productive facilities
within their boundaries.

Isard concludes that the location of physical
capital is affected by changes in fiscal conditions.
For examEle, he points to changes in the
differentials among the rates of corporate income
taxation im different countries or by
divergent fiscal budget imbalances that fuel
expectations of change in relative tax rates. He
argues that this implies that it may be important for
the EC to consider guidelines intended to
discourage unharmonized changes in tax rates and
undisciplined budget positions. Moreover, Isard
sees this as an opportunity to promote internal
stability in the EC by differentiating fiscal policies
across countries to offset any destabilizing
influences of exogenous shocks.
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CHAPTER 3
U.S. TRADE AND
INVESTMENT IN THE EC

Developments Covered in the
Previous Followup Report

Trade

The U.S. trade balance for all commodities
traded between the United States and the EC was a
deficit of $1.5 billion during 1989. This figure
compares favorably with a deficit of $12.7 billion
recorded in 1988 and indicates a substantial
reduction of the U.S. trade deficit with the EC in
1989.

The individual SITC divisions that provided the
largest impact on the current trade balance were
U.S. exports of Office Machines and Automated
Data Processing Equipment (SITC division 75), as
well as various other SITC divisiorf\s (79,87, and 22)
encompassin, rimarily manufactured
Exportspa:?O cg Machiyr'\es and Automategol‘)):t
Processing Equipment, which exceeded imports by
about $8.0 billion, provided the test trade
surplus with the EC during 1989. Road vehicles
(SITCdivision 78) provided the greatest trade deficit
gg’marily as a result of U.S. imports of automobiles
Italm West Germany, the United Kingdom, and

y.

EC imports from Eastern Europe, as defined by
the country grouping of Bulgaria, Czechoslovakia,
East Germany, Hungary, Poland, Romania, and the
Soviet Union, fluctuated between 1984 and 1987. EC
imports from these countries decreased from $28.3
billion in 1984 to $25.0 billion in 1986 before
increasing to the 1987 level of $28.0 billion. The
overall decrease recorded in imports for 1984-87 was
about 1 percent. The largest supplier in this country

uring was the Soviet Union, which accounted

r slightly more than 53 t of total imports.
The next largest supplier was Poland, which
sEupplied 12 percent of total EC imports from Eastern
urope.

EC exports to the Eastern European countries
amoun to $17.3 billion in 1984, rising
significantly to $22.1 billion in 1987. Exports
increased by 27 percent during this period, or by an
average of about 9 percent per year. In 1987, exports
to the Soviet Union made.up 48 t of total EC
exports to Eastern Europe. Hungary, Poland, and
Czechoslovakia each received 11 to 13 percent of
total EC exports to Eastern Europe.

Investment

As a result of investment growth, EC member
states as a group experienced a GNP growth rate of
3.5 percent in 1989. Studies sponsored by the EC
Commission indicate that the elimination of
physical, technical, and fiscal barriers within the EC
will resultin GNP growth, the creation of new jobs,
and consumer price decreases. As economies
throughout the EC grow, governments are expected
to spend more on telecommunications, power
generation, and transport, with the largest growth
and investment expected in the electrical and heavy
engineering sectors.

Overall, U.S. direct investment in Europe made
?)P approximately 47 percent ($126.5 billion) of total
.S. direct investment abroad in 1988. U.S. direct
investment in other industrialized nations made up
a sizable proportion of total foreign direct
investment, including Canada (18 percent, or $61.2
billion) and Japan (5 percent, or $16.9 billion).
Foreign investment, then, does not seem largely
limited to developing countries as a means of
shifting production to lower cost areas of the world.
Total US. direct investment in developing
countries, as designated by the Bureau of Economic
Analysis, amounted to 24 percent, or about $76.8
billion, in 1988.

U.S. direct investment in the 12 EC member
states, $131.1 billion (revised) in 1988, represented
an increase of 9 percent from $120.1 billion in 1987.
Growth in U.S. direct investment in the EC was
slightly less than the overall U.S. direct investment
growth rate of 6 percent. The largest levels of
investment were in the United Kingdom
($49 billion) (revised), West Germany ($22 biﬁion),
and the Netherlands ($16 billion) (revised). The U.S.
direct investment position in the EC was the
greatest in the area of manufacturing, reaching a
level of $68 billion (revised), about 1 t higher
than the 1987 position. Direct investment in
manufacturing in 1988 made up approximately 52
gment of total U.S. direct investment in the EC,

llowed by Finance and Insurance ($22.8 billion
(revised), 17 percent of total), and Petroleum
($15.5 billion (revised), 12 percent of total).

Direct investment in the United States by the 12

EC member states attained a level of $193.9 billion in
1988, or 59 percent of total foreign direct investment
in the United States. Among the EC member states,
the largest foreign direct investment position was
held by the United Kingdom ($101.9 billion, or 53
Klercent of total EC investment), followed by the
etherlands ($49 billion, or 25 t of total EC
investment) and West Germany ($23.8 billion, or 12
percent of total EC investment). The foreign direct
investment position held by the EC in 1988 was over
three times the position held by Japan ($53.4 billion,
or 16 percent of total foreign direct investment) and
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over seven times that of Canada ($27.4 billion, or 8
percent of total).

Developments Since the First
Followup Report

Trade With the EC

Introduction

Two significant trends both in current and
future development of trade in the EC are changes
in internal EC trade and EC trade with Eastern
Europe. Altho:gh internal EC trade is continuing a
trend observed in the last 5 years, other
developments external to the EC could have
significant impact on this trend. One such trend is
trade with Eastern Europe, that may become a more
significant factor in overall EC trade, depending
uron EC directives which may aid the development
of economic Kolicy and infrastructure in Eastern
Europe which would in turn promote a market
economy.

Analysis of Trends in EC Trade

Internal EC Trade

A recent study analyzing effects of integration
of the European market examined the issues and
developments surrounding patterns of intra-EC
trade and the resulting gains from such trade.
Producers who specialize in certain sectors of
industry within member countries would cause
greater levels of intra-country trade for that
industry sector. Areas where the ?mat&st ins
would likely occur are in the highly specialized
electronics and pharmaceuticals sectors.!

The historical trends of intra-EC trade as a
rcentage of EC world trade were covered in the
irst followup ITC report.2 In a discussion of the
likelihood of a “Fortress Europe” arising as a result
of an increasing percentage of intra-EC trade, a
recent stud7y has stated that intra-EC trade has risen
to about 57 percent of total EC trade, largely as a
result of a reduced share of EC oil imports since the
OPEC oil frice decline. Overall EC trade rose
during the 1980s largely due to increased EC import
penetration by rapidly growing sectors of
manufacturing, as well as continuing penetration
by slower growing manufacturing sectors. it has
been speculated that over a much longer period of
time a rise in import penetration by faster-growing,
higher technol industries may lead to an
increasing external import dependence on such

! Luigi Bocconi Commercial University President Fabrizio
Onida, paper presented at the Conference of the American
Enterprise Institute for Public Policy Research at Washington,
DC, Mar. 5-8, 1990.

2U.S. International Trade Commission, The Effects of Greater
Economic Integration Within the European Community on t
United States — First Follow-Up rt (Investigation No.
332-267), USITC Publication , March 1990, pp. 34 to 3-5.

higher technoldgy products, and thus reduce the
likelihood for a “Fortress Europe.”3

Further, the study suggests that the idea of
“Fortress Europe” is wanted by only a few
European producers. These producers, often in
infant industries, may seek protection against
imported products that compete directly with their
own while attempting to lower costs for any basic or
intermediate required for their production
processes. The result for many sectors of industry is
an unstable set of conflicting interests of protection
against end-product competition but ease of

taining basic or intermediate materials used to
make the final product.¢

EC Trade Relations With Eastern Europe

EC experts recently completed an economic
assessment on reforms that are currently under way
in Eastern and central Europe. A of the
assessment was some of the specific problems
arisin§ as Eastern Europe moves away from a
centrally planned economy towa to a
market-oriented system. The EC has advocated that
Eastern and central Europe implement some broad
policy reforms that would ensure economic
progress. These policy reforms form part of a
recommended in ted package dependent on
establishing relationships with Eastern European
governments and concentration of resources in
certain areas to attain central objectives.

Some policy recommendations were based on
the need for Eastern European countries to improve
their access to the international market. The EC
noted that stabilization of the economies of Eastern
Europe could be achieved in some through
improving budgetary controls and eliminating
financing through expanding the money supply.
Fiscal reform through the administration of taxes
and subsidies was also suggested. Also noted was
the possibility of establishing exchange rates
between Eastern European currencies and the ECU
as part of a wider stabilization program.5

Investment
U.S. Direct Investment in the EC

U.S. direct investment abroad, as a measure of
U.S. private assets held in foreign markets, was ata
level of $333.5 billion in 1988 (tagi\e 3-1). Increasesin
the direct investment position in 1988 totalled
nearly $40 billion, resulting in a cumulative total of
$373.4 billion in 1989, or an increase of almost 12
percent. The 1989 rate of increase was greater than
that recorded in 1988, particularly due to sustained
economic growth overseas, especially in Europe
and in the Far East. Overseas interestrates also rose,
narrowing the gap between U.S. and

-3 Fabrizio Onida r.
4 Ibid. pape

8 “EEC/Eastern Europe: Commission Experts’ Economic
Analysis on Reform Process Sees Central Role for ECU,”
European Report, No. 1585 (May 9, 1990), pp. 2-3 to 24.



Table 3-1

U.S. direct investment position' abroad, by partner and by industry sector, at yearend 1988 and 1989
(In millions of dollars) ‘

Whole-
All Petro- Manu- sale Bank- Fi- Real Other
Partner industries leum facturing trade ing nance  estate  services
19882 .
European Community:
Berglum ....... ruty . 7,448 513 3,917 1,791 427 569 195 36
France ........... 13,150 957 8,749 2,132 241 598 184 288
taly .............. 9,540 496 6,933 1,144 262 477 170 56
Luxembourg ....... 850 3 552 5 204 85 0 0
Netherlands ....... 16,017 2,306 6,163 2,312 173 3,529 1,102 432
West Germany . ... 21,742 2,296 14,018 1,140 1.372 2,155 (29) 791
United Kingdom . . .. 49,274 8,628 19,739 2,246 3.036 13,499 1,351 774
Other EC ......... 13,094 338 8,181 1,430 716 1,928 1,736 120
Total, EC ....... 131,115 15,537 68.252 12,200 6,431 22,840 - 3,358 2,497
Canada ............ - 62,610 11,679 28,859 3.516 778 10,868 1,272 5,638
Japan .............. 17,927 3,356 8,941 3.485 263 1,291 224 366
All countries ........ 333,501 57,745 139,584 33,812 19,072 60,477 7,786 15,025
1989
European Communit
elpgium ......... y . 8,290 502 4,407 1,945 335 796 267 38
France ........... 14,747 1,050 9,490 2,531 211 872 275 318
Italy .............. 10,634 574 6,830 1.417 281 1,085 189 288
Luxembourg ....... 904 5 543 6 253 97 0 0
Netherlands ....... 17,168 1,907 7.541 2,471 177 3.798 1,088 185
West Germany 23,059 2,600 14,430 1,285 1,456 2,515 (46) 820
United 60,810 10,063 22,097 2,464 2,884 20,599 1,748 955
Other EC ......... 14,363 333 9,555 1,611 889 1,445 408 122
Total, EC ....... 149,975 17,034 74,893 13,730 6,486 31,177 3,929 2,726
Canada ............ 66,856 10,912 32,333 3,917 945 11,680 1,385 5,684
Japan .............. 19,341 3,194 9,959 3,381 214 1,981 248 363
All countries ........ 373,436 57,945 155,704 37,735 19.875 77,112 8,812 16,253

' Direct investment as measured by valuation adjustments plus capital outflows. Capital outflows are defined as

the net equity capital pius reinvested e

pius net intercompany debt. The overall position is aiso
regarded as the book value of U.S. direct investors’ equity in, and net outstanding loans to, their foreign

afﬂ:zes .

A foreign affillate is a foreign business enterprise in which a single U.S. investor owns at least 10 percent of the

vo securities, or the e alent.
t‘.;mF«Msw. v

Source: Official economic data compiled from U.S. Department of Commerce BEA statistics.

foreign interest rates. Because of the strong
economic growth, higher overseas eamnings were
available to many overseas affiliates of U.S. parents,
allowing for a higher percentage of foreign
affiliate’s earnings to be reinvested.

Overall, U.S. direct investment in the EC made
‘t?:'ap roximately 40 percent ($150.0 billion) of total
-S. direct investment abroad in 1989. U.S. direct
investment in other industrialized nations made up
a sizable proportion of total foreign direct
investment, including Canada (18 percent, or $66.9
billion) and Japan (5 percent, or $19.3 billion). U.S.
direct investment in Canada and Japan as a
pencenmge of total investment did not change
appreciably from 1988 levels.

U.S. direct investment in the 12 EC member
states of $150.0 billion in 1989, represented an
increase of 14 percent from $131.1 billion in 1988,
Growth in US. direct investment in the EC,
therefore, was slightly greater than the overall U.S.
direct investment growth rate of 12 percent. The
largest levels of investment were in the United
Kingdom ($60.8 billion), West Germany ($23.1

billion), and the Netherlands ($17.2 billion). The
U.S. direct investment position in the EC was the
greatest in the area of General Manufactures,
reaching a level of $75 billion, an increase of about
10 percent from the 1988 position. Direct
investment in General Manufactures in 1989 made
up approximately 50 percent of total U.S. direct
investment in the EC, followed by Finance and
Insurance ($31.2 billion, 21 t of total), and
Petroleum ($17.0 billion, 11 percent of total).

Foreign Direct Investment in
the United States

New forei%g direct investment in the United
States in the form of capital outlays by foreign
countries increased by 11 percent from $65ybillionin
1988 to §72 billion in 1989, according to statistics
reported by the BEA. The strong growth in new
outlays primarily reflected the large number and
size of acquisitions of new U.S. affiliates, and
repayment of loans to U.S. financial affiliates b
foreign parent companies. The existing U.S.
affiliates of foreign companies also experienced
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improved performance, further contributing to the
increase.

The total foreign direct investment position in
the United States in 1989 was at a level of $400.8
billion for all industries (table 3-2). Of this figure,
direct investment by the 12 EC member states was
$234.8 billion in 1989, or 59 percent of the total.
Among the EC member states, the largest foreign
direct investment position was held by the United
Kingdom ($119.1 billion, or 51 percent of total EC
investment), followed by the Netherlands ($60.5
billion, or 26 percent of total EC investment) and
West Germany ($28.2 billion, or 12 percent of total
EC investment). The foreign direct investment
position held by the EC in 1989 was over three times
the position held by Japan ($69.7 billion, or 17
percent of total foreign direct investment) and over
seven times that of Canada ($31.5 billion, or 8
percent of total).

The largest areas of investment by the EC in the
United States continue to be in manufacturing,
wholesale trade, and petroleum. The foreign direct
investment position attained by the EC in
manufacturing was $79.5 billion in 1988 and
increased by 40 percent to $106.4 billion in 1989. The
investment position held by the EC in the area of
wholesale trade increased by 33 percent from a level
of $32.9 billion in 1988, to $36.5 billion in 1989. The
investment position in petroleum reached $30.2
billion in 1989, decreasing by 3 percent from the
1988 figure of $31.2 billion. Changes in the major
industrial categories as compiled by the BEA aredue
primarily to increased equity capital flows into the
United States by the United Kingdom and the
Netherlands, although reinvested earnings
declined, particularly in the petroleum and
chemicals manufacturing sector.

Table 3-2
Foreign direct investment position' in the United States, by partner and by industry sector, at yearend
1988 and 1989
(In millions of dollars)
' Whole-
All Petro- Manu- sale Bank- Fi- Insu- Real  Other
Partner industries leum facturing trade ing nance rance estate services
1988
Europesan Community:
elgium ......... 4,024 (2) 989 695 34 56 (® 12 ®
France ......... 11,364 (2) 9,908 5§20 687 (764) 139 95 ()
italy ............ 667 (2) 107 515 446 (] ®) ®) (2
Luxembourg .. ... 525 (?) 346 (2) 12 15 0 10 4
Netherlands .. ... 48,991 (2) 17,183 5,183 2,729 3,190 4,685 3,340 (2)
West Germany .. 23,845 172 13.268 6,851 293  (626) 1,776 1,079 1,034
United Kingdom . . 101,909 18,779 37.021 18,647 3.669 870 6,863 5,323 10,737
Other EC ....... 2,587 (2) 733 (2) 935 ® (2 (&) (2)
Total, EC ..... 193,912 31,169 79,525 32,898 8,804 1,745 13,535 10,016 16,220
Canada .......... 27,361 1,614 9,391 3,513 1,458 600 2,993 4,169 3,624
Japan ............ 53,354 (79) 12,222 18,736 3,895 2,863 () 10,017 (2)
All countries . ..... 328,850 34,704 121,434 64,929 17,453 2,124 20,252 31,929 36,024
1989
European Community:
igium ......... 4,534 (3) 1,205 872 35 26 ) 28 (2)
France ......... 16,375 (2) 13.916 763 870  (468) 134 73 (2)
aly ............ 1,586 (3) 264 494 506 (2) ?) (53) (2)
Luxembourg . .... 935 (2) 94 89 8 198 0 512 (2)
Netherlands .. ... 60,483 10,660 24,101 5,550 3,148 4,507 5,266 3,410 3,842
West Germany .. 28,223 250 16,232 7,393 699  (351) 2,089 1,173 1,737
United Kingdom .. 119,137 16,811 50,704 21,013 3,748 822 7,222 5,234 13,584
Other EC ....... 3,519 73 896 373 1.405 ) (2 209 2
Total, EC ..... 234,794 30,244 106,411 36,548 10,420 4,903 14,787 10,586 20,896
anada .......... 31,538 1,679 11,586 3,189 1,493 876 3.483 3,921 5,310
Japan ............ 69,699 68 17,285 21,005 4,441 5,830 (2) 14,294 (3)
All countries ...... 400,817 35,089 160,216 71,350 19,581 11,403 22,713 35,853 44,611

! Direct investment as measured by valuation adjustments plus capital outflows. Capital outflows are defined as
the net equity capital plus reinvested earnings plus net intercompany debt. The overall position is also generally
re?arded as the book value of U.S. direct investors' equity in, and net outstanding loans to, their foreign affillates.
A foreign affiliate Is a foreign business enterprise in which a single U.S. investor owns at least 10 percent of the

voting securities, or the equivalent.

2 Suppressed to avoid disclosure of data of individual companies.

3 Less than $500,000.

Source: Official economic data compiled from U.S. Department of Commerce BEA statistics.
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EC member states as a group are forecast to
experience a nominal GNP growth rateof 3 percent
in 1990.8 Although somewhat lower than growth
rates of 4 to 6 percent recorded in prior years, this
rate is still higher than the average level recorded
during 1982-84. Due to some tightening of policies
and some deceleration of demand, investment is not

ed to increase as in prior years. However,
investment is to continue growing at the
rate of about 5 t during 1990. In addition,
rts are expected to increase by about 6 percent
over 1989.7

Analysis of Trends in Investment

Trends in EC Direct Investment

Recent reports® indicate that the EC experienced
an improved economy in 1989 and continues to
experience more rapid economic growth than in the
past 20 years. Total intra-EC investment averaged a
drop of about 0.1 percent from 1982 to 1984. The
average increase in investment during 1985-87 was
3.6 percent per year, followed by an increase of 8.4
percentin 1988 and 7 ntin 1989. Investment is
expected to grow by 4.75 percent during 1990.

A recent study on the in tion of the
European market discussed the role of intra- and
extra-EC direct investment® The industrial
restructuring in preparation for 1992 is believed to
have caused ter flows of intra-EC direct
investment. Although the EC is and likely will be
more integrated than in the past, many physical
barriers, such as national borders and language still
exist. Firms in the EC presently place greater
emphasis on strengthening marketing positions. A
greater effort to coordinate marketing efforts will
tend to lower operations of diversified or multiplant
operations in the EC. This slowdown in operations
results in faster flows of information and ultimately
reduces any cultural and national barriers to trade.
The recent prospect of the consideration of other
non-EC-member countries, especially Eastern
European nations, for some preferential treatment,
is believed to spur growth in areas where local
resources, such as low-cost labor, abound.

In addition to increased intra-EC direct
investment, greater investment would likely occur
from outside the EC. U.S. and other foreign
multinational firms are typically well-established in
the EC, and U.S. parent companies may relocate EC
production to exploit certain local advantages.

® Council Decision of 21 December 1989 Adopting the 1989 to
1990 Annual on the Economic Situation in the Community
and Economic Policy Guidelines To Be Followed in the Community
for 1990, Com(89) 685, pp. 5-7.

7 *Total Foreign Investment in US Tops American
Investment Abroad,” EC Business Report, vol. 2, No. 4, pp. 19-20.

szg:ouncil Decision Adopting the Annual Report, Com(89) 685,
pp 5-7.

? Luigi Bocconi Commercial University President Fabrizio
Onida, paper presented at the Conference of the American
Enteﬁnse Institute for Public Policy Research at Washington,
DC, Mar. 5-8, 1990.

. the sco

Government Support for Investment

- Investment Support

Government-supported financing within the
EC in 1989 reached a total of nearly 14.9 billion ECUs
($12.9 billion). This level represents a change of 33
percent from a total of 11.1 billion ECU lent in 1988.
Approximately 7 billion ECU were_distributed
under the Regional Development EC program
objective in 1989. Other EC program objectives,
such as Community Infrastructure (2.7 billion ECU),
Environment and Quality of Life (1.7 billion ECU),
and Energy (1.7 billion ECU) also were major
development categories in 1989.10

The activity of the European Investment Bank
(EIB)'' increased during 1989 and for the first part of
1990. The Bank, which funds development projects
in the EC and in other countries, distributes
principally within the EC and other associate
countries located in the Caribbean, African, and
Pacific areas of the world. The activity of the EIB,
measured both in terms of the number of loans and
of lending, increased to an all-time high of
1225 billion ECU, resenting a 20 percent
increase from 1988. The Bank now ranks among the
world’s largest lending and borrowing
institutions. 12

Of the 12.25 billion ECU lent out by the EIB,
?épmximately 11.6 billion ECU was received by the

and 612 million ECU was loaned to associate
countries. Development of small- and
medium-sized businesses, the so-called Small and
Medium Enmsa and Small and Medium
Companies (S and SMCs) continue to be a
gionty for the EIB, as 36 tof monies destined

r regional development were made to SMCs and
SMEs.

The EIB is currently working on rations
for the creation o% the gEumg:ﬁa Bank
Reconstruction and Development Bank (EBRD).
This bank will be used to ide financing to
Eastern European countries in order to boost or to
help restructure the market economy. In the short
term, officials of the EIB expect that much of the
Bank’s activities will concentrate on the EC member
states, with some consideration given to associate
countries and sustained support for Eastern
European countries.

The maximum lending capacity of the EIB ma
not exceed two and-one half times its capital.
Because the lending activity of the EIB has
increased rapidly over the past few years, the
Finance Ministers of the EIB have approved capital
increases. On Feb 20, 1990, the vice president
of the EIB indicated that it is currently necessary to
make the EIB more effective in EC developmentand

19 “*European Investment Bank: Record Lending Activity in
1989,” European Report, No. 1562 (Feb. 10, 1990), sec%, p-3.

1 For a discussion of the history behind the European
Investment Bank, see “Trade and Investment,” ch. S%ﬁm of
EC Integration, USITC Publication 2268, March 1990.

1989'2 3ropean Investment Bank: Record Lending Activity in

" p-3.
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to allow for increased lending activity. Finance
Ministers are to raise the bank capital from
28.8 billion ECU to 57.6 billion ECU. With the
additional capital, lending activity may increase to
the EC and to associate African, Caribbean, and
Pacific countries, as well as to Eastern Europe.'3

Programs for Investment

The recent adoption of proposals concerning a
new framework p! fordeggls:pmentofthe %C

has placed additional emphasis on research and

.

technological development. As a result, six sreaﬁc
programs related to research and technol %n:al
development were identified for investment. These
include information and communications
technologies (3 billion ECU), industrial and
materials technologies (1.2 billion ECU),
environment (700 million ECU), life sciences and
technologies (1 billion ECU), energy (1.1 billion
ECU) and human capital and mobility (700 million
ECU). The pro new framework m is
scheduled for implementation during 1991-94.14

The EC Commission recently adopted a list of
regions under an objective of gmmoting the
development of rural areas. The EC is to
adopt a series of projects to fund rural development.
The Euro Social Fund, E n Regional
Development Fund, and the EACGF-Guidance
were granted with 2.943 billion ECU for the period
1989-93 in order to fund development. Targeted
areas include the development of primary
agriculture, forestry, and fisheries industries by
assisting in the diversification of uction. Other
areas include assisting the development of small
and medium-sized firms in rural areas, tourism, and
recreational activities, as well as the development of
rural infrastructures. 'S

The EC has also introduced a new program to
label private European financial investment firms
as “Eurotech Capital,” so that the firms may gain
recognition in the EC as an EC-backed and
“approved” company. The qualifications of the
investment firm are based on certain requirements.
The privileged label “Eurotech Capital” is assigned
to a financial company that has a minimum
investment capability of 50 million ECU and is
willing to invest at least 20 percent of this in firms
involved in high technology projects. Preferably
the firms should be transnational small or
medium-sized. A financial firm that has the
“Eurotech Capital” label can effectively invest more
in the high-technology, higher risk projects because
of additional backing by the EC. Yn addition, the
firm is entitled to use two high-technology product

'3 “European Investment Bank: Bank Capital Set to
Douﬁl;,’ European Report, No. 1566, (Feb. 24, 1990), sec. 2,

'4 European Communities, Economic and Social
Committee, Economic and Social Consultative Assembly Bulletin,
No. 11, 1989, ﬁ:—ﬁ.

'8 “Rural Development: 2.5 Billion ECUs for Rural Areas,”
European Report, No. 1581, (Apr. 25, 1990), sec. 4, p. 9.

information databases, Eurotech Project and
Eurotech Data. ¢

Support for Eastern Europe

In a recent EC economic assessment,!? the
necessity of certain economic policies that would
encourage investment was asserted. A vital point
stressed by the EC was the establishment of a strong
independent central banking system to avoid rising
inflation in Eastern Europe. As Eastern Europe is
introduced to a market-based economy, restraints
on the money supply would stimulate savings and
maintain positive interest rates. The central bank
would also establish efficient financial services to

‘accompany newly established money and capital

markets.

A conclusion of the assessment was the
recommendation of the introduction of a
‘sequencing’ system, which would aid the
establishment of market economies by staging the
liberalization of economic reforms. Some ?\amful
side effects such as a high inflation rate and
distorted income levels could be avoided or
reduced. The report warned that long-term goals of
economic reform should not be sacrificed to obtain
short-term objectives.

The study also noted that the EC and other
western countries could play a vital role in the
conversion of Eastern Europe to a free economy.
Involvement of western governments would
ultimately attract private investment, the study
maintains. The EC has already laid some
foundation for assistance to Eastern Europe with
the administration of loans through the Euro,
Bank for Reconstruction and Development. Such
funding extends to areas such as improved medical
aid, food, and agricultural project assistance. The
EBRD is also supportive o; ject loans in areas
such as the environment and industrial renovation,
as well as direct assistance dealing with
exchange-rate difficulties and balance of payments.

Mergers, Acquisitions, and Joint Ventures
A recent compilation of data shows the number
of m and acquisitions that have resulted
imarily due to the international integration of the
C market (table 3-3). Among the top 1,000
European firms, total mergers and acquisitions
reached 383 during 1987, representing an increase
of 26 percent from 1986 and an increase of 68 percent
from 1985. The greatest number of acquisitions
during 1987 was in the chemical industry,
amounting to a total of 85, followed by acquisitions
in the industry (51) and metal manufacturing
(40). Other important sectors of industry that
experienced fairly large numbers of acquisitions
among the top 1,000 European firms were the
electrical and electronics (36); machinery (38);

'8 “SMES: European Commission Issues First ‘Eurotech
Cap;mi’ Il.albel," European Report, No. 1573, (Mar. 21, 1990),
sec.3,p. 11.

’7EEEC/Eastem Europe: Commission Experts’ Economic
Analysis on Reform Process Sees Central Role for ECU,”
European Report, No. 1585 (May 9, 1990), pp. 2-3 to 24.



Table 3-3

Mergers and aquisitions in the EC, involving the top 1000 European firms and firms with sales over

1 billion ECU, by industry, 1985-87

Mergers and acquisitions
involving the top 1,000
European firms

Mergers and acquisitions
involving firms with
sales over 1 billion ECU

Industry 1985 1986 1987 1985 1986 1?87
Food .......ccciiiiiiiniiiiiiinn, 34 51 17 35 40
......................... Y4 85 33 51 §7
Electrical and electronics ............ 13 41 36 9 12 23
Machinery ......................... 29 38 17 20 26
Computers ......................... 1 K] 0 1 3
Metal manufacturing ................ 17 40 4 11 32
Vehicles ........................... 10 15 3 11 14
w::n%. paper, and furniture .......... % ?‘2‘ ; - g 13
Textiles, ciothing, and footwear ...... 9 14 2 2 4
b . c .......................... 14 33 8 1 29
Other ..............cciiiviiinnunn. 6 22 3 5 13
Total ....... ... .. 227 303 383 108 171 268

Source: EEC, 1989.

wood, paper, and furniture (34); and construction
(33) industries.
Of a total of 268 m and acquisitions in 1987

involving EC firms with sales over 1 billion ECU, 57,
or 21 percent were in the chemical industry sector,
with a somewhat smaller number of acquisitions in
the food industry (40) and metal manufacturing
industry (32). Together, these three industry sectors
made up approximately ;lépercent of all mergerand
acquisition activity in 1987.18

Recent data indicate that the total number of
EC-Eastern Europe joint ventures currently
numbered about 2,760 in 1989.'° Over 1,000 joint
ventures were created between EC-based firms or
subsidiaries and the Soviet Union. Approximately
12 percent of these EC-Soviet ;oint ventures were
above the equivalent of $7 million, and 65 percent
were below $1.4 million. Large numbers of joint
ventures were also recorded in that year for
Hungary (608) and Poland (411). The EC-based
firms with highest rates of participation were those
based in West Germany, which formed 15 tof
total joint ventures, and Italian-based firms, that
formed 5.7 tof total joint ventures. Firms that
operate in the EC but are U.S.-based formed 9.3
percent of total EC-Eastern Europe joint ventures,
and those that are subsidiaries of Austrian firms
formed 5.7 percent of the total.

Analysis of Effects of Integration on Private
Investment

A recent study of the impact of the 1992
integration on investment analyzed short-term

'® Fabrizio Onida paper. »

'® European Communities Communications Corporation,
“Joint Ventures with Eastern Europe...,” Europe 92, vol. I,
issue4, p. 2.

effects associated with reactions of firms to the
integration of the EC market, as well as some
medium-term  effects resulting from the
implementation of directives related to
investment.2 In the short-term analysis, 31 percent
of industrial firms surveyed expected that
completion of the internal market would have
favorable effects on investment. Rapid increases in
investment occurred in 1988 and 1989 over pri
g:;s, leading to speculation that this may have

caused by anticipation of passage of EC
directives related to investment. increases
in total private investment due to an internal market
effect were compared with increases using
the investment function of the Compact model. The
results suggest that anticipation of 1992 by
businesses accounts for a 17-percent growth in
private investment.

Medium-term effects were measured using -
simulation based on the assumptions that (1%
abolition of frontier controls and the removal of
controls on public procurement would not have an
effect before 1993, and that (2) the effects of financial
services would be felt from 1990 onwards. Lastly,
the reactions of firms in the new environment was
assumed to be in p Based on the EC
Compact model, the macroeconomic effects of the
integrated market should aid in the growth of
private investment by 5.6 percent in 1993. The
average annual wth in private investment
should be about 6.3 percent. Based on comparisons
between investment with and without the effect of
1992 integrations, the resulting forecasts call for a
growth in private investment by at least 1 percent
per year during 1990-95.

# European Communities, Directorate-General for
Boonzc;mg;.nd Financial Affairs, European Economy, No. 42, 1989,
pp- 201-
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CHAPTER 4
STANDARDS, TESTING, AND
CERTIFICATION

Developments Covered in the
Previous Reports

Elimination of standards-related barriers is a
key component of the 1992 program. The standards
framed as part of the process are likely to be a
important variable in future competition, not only
in the EC market, but in the Eu:rean Free Trade
Area (EFTA) countries, a unified Germany, and
Eastern Europe. While strongly supporting the
overall thrust of the EC standards agenda, U.S.
business has expressed concern about a lack of
timely information during the EC standards-setting
process and the potential for mischief in product
approval. Actions taken in the first 6 months of 1990
appear to warrant optimism that the United States
and the EC will resolve at least some of these
problems before the regulatory changes being
proposed are actually implemented.

Background and Anticipated Changes

There is general consensus that divergent
national standards in the EC member states have
held back the competitive potential of U.S.
sugpliers. In practice, these difterences mean that
U.S. firms may need to supply different products to
the 12 national markets or abandon some markets
altogether. Even where standards are similar, lack
of mutual recognition of testing and certification
can result in delays and higher costs.

To a large extent these differences reflect
divergent approaches by member states to social,
environmental, and consumer concerns, as well as
diverse regulatory philosophies and historical
circumstances. Up to now, each member state has
arrived at different answers to questions such as:
must governments prevent quality-related
problems, or can the market decide? How are
responsibilities for the safe use of products divided
between government, employers, consumers, and
workers?  What is an acceptable environmental
risk? How much and what type of information must
consumers have before making purchasing
decisions?

In its fundamental approach, the 1992 standard
agenda represents a major break from the past. Inits
1985 White Paper, the éC Commission proposed to
systematically eliminate technical barriers in the

C, based on two guiding principles: (1) mutual
recognition of existing member-state standards
when possible, and (2) harmonization in those
exceptional cases in which there are legitimate but
conflicting views among the member states on
essential public policy matters. The harmonized
standards developed as part of the 1992 program

will be used to pursue key EC poli Is. The EC
is committed lpta:) settix):g hgghcys%):dards for
protecting the environment and consumers and for
safeguarding public health and safety. Common
standards will also contribute to the liberalization of
public procurement, the deregulation of services,
and the creation of commercially viable markets for
new technologies.

The process involves hundreds of legislative
and other actions, covering everything from
product-labeling requirements to product liability.
Of the 279 directives Froposed in the 1985 White
Paper, more than half pertain to standards. The
scope of some directives is far reaching. A single
directive on safety affects an estimated 55,000
of machines. At the end of the process, the EC will
have moved closer to creating EC-wide regulatory
agencies similar to the US. Food and Drug
Administration (FDA), Environmental Protection
Agency (EPA), and Consumer Product Safety

- Commission (CPSC) and will have eliminated a host

of legal and technical barriers that have effectively
segmented member-state markets from one another.

The stakes for the United States are high.
Banner U.S. export industries —such as machinery,
auto  parts, computers, pharmaceuticals,
telecommunications, chemicals, and medical

uipment — may be fundamentally affected by the
EC’s 1992 standards agenda. These manufacturing
industries alone represented more than $40 billion
in U.S. exrorts in 1988. Potentially affected exports
of agricultural commodities and processed toods
loi;ether accounted for another $1 billion in U.S.
sales.

Where it believed EC-level lation was
warranted, the European Community shifted most
of its legislation from directives defining all
characteristics of particular products toward
directives that define broad features that whole
categories of products are to have. Notonly were 12
different sets of regulations to be fairly rapidly
replaced by one, these “new approach” directives
would be much more flexible, because
manufacturers would only be legally required to
meet the key objectives of the legislation, i.e., user
safety, as spelled out in so-called “essential
requirements.” Producers were to be allowed to
choose among standards developed in the private
sector to achieve conformity with them, and to test
innovative products directly against the essential
requirements.

Product approval would also be simplified.
Manufacturers were to have several options for
proving conformity to EC regulations, often being
allowed to use "a simple self-declaration of
conformity. Once a product was approved in one
member state, the manufacturer would have a ticket
good for entry in all of the 12 national markets.

Because EC-level harmonization was already
well advanced, the EC decided to continue
regulating some major industries—such as
agriculture and autos—differently. Such “old
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approach” directives contain binding technical
specifications and testing protocols.  Products
subject to such requirements must be approved by
government authorities, and thus private testing
and approval is not an option.

Possible Effects

Because divergent standards and testing
requirements dampen U.S. sales now, the
neggulatory harmonization envisaged as part of the
1992 program holds enormous potential for
benefiting U.S. firms. Scale economies gained by
the accecftability of a single product throughout the
EC, and reduced inventory storage costs could
provide an immediate, positive boost to these U.S.
suppliers.  If such standards and approval
chedures are biased against U.S. suppliers,

owever, the United States could experience and
erosion of its competitive position and a'drop in
actual EC sales levels, as time is lost retooling
production lines and securinf necessary clearances
~and a vaals. Lack of timely information durinq

the EC’s standards-setting process and the potentia
for delays and discrimination in })mduct approval
have been a source of concern for U.S. business.
Others worry that the growing influence of
environmentalists, consumers, and unions could
result in stricter EC regulations in areas such as
emissions and product safety. In the United States,
the EC’s unified approach has led some to question
the adequacy of the present U.S. standards, testing,
and product-aﬁproval system. Despite these
concerns, most U.S. suppliers expect to benefit from
the EC’s move to a single set of regulations and
standards and a more coherent system of conformity
assessment, believing it will be an improvement
over the present fragmented regime.

Part 1. Overall Developments in
Testing and Standards During the
irst 6 Months of 1990

Introduction

The previous rts provided background on
the nature of technical barriers in the EC,
presented a flowchart of the so-called “new
approach” to standards harmonization,? discussed
in detail the EC “global approach” to testing and
certification,® provided an overview of the EC’s
overall regulatory thrust in key industries* and

' U.S. International Trade Commission, The Effects of Greater
Economic Integration Within the European Community on t
United States, (Investigation No. 332 267), USITC Publication
2204, ]ul¥l}989, . 6-8.

UL C?,gqxts of Greater Economic Integration, USITC
Publication 2204, July 1989, g 6-11.

3U.S. International Trade Commission, The Effects o/’ Greater
Economic Integration Within the European Community on the
United States — First Follow-up Report, (Investigation No.

332-267), USITC Publication 2268, March 1996, pg. 6-17t0 6-32 -
i

* USITC, Effects of EC Integration, USITC Publication 2204,
July 1989, p. 6-19 and USITC, Effects of EC Integration, USITC
Publication 2268, March 1990, pp. 6-15 to 6-16.

presented detailed analyses of some 43 directives
that appear to be the most likely to affect U.S. firms.
This report summarizes actions taken in the first 6
months of 1990 on the cross-cutting issues of
transparency in standards development and
nondiscrimination in testing and certification. It
also examines the legal, institutional, and policy
framework for technical harmonization in the EC.
Finally, the report updates the status of directives
viewed as having the greatest impact on nine major
U.S. industries—agriculture, processed foods,
chemicals, pharmaceuticals, medical devices,
automobiles, machinery, telecommunications
equipment, and miscellaneous manufactures. The
following section provides an overview of the major
themes covered in greater depth laterin the chapter.

Overview

In 1988 and 1989, U.S. Government and business
responded to the EC standards agenda by looking
outward to gauge the extent of reéulatory changes
being contemplated within the EC, the size of the
potential prize to be won, and the shifts in the
competitive landscape likely to occur. By yearend
1989, the broad outlines of the EC’s policies were
fairly clear, and a number of specific measures
finalized. The first 6 months of 1990 saw an
intensification in the United States of internal
efforts to prepare for such changes, and in the EC, of
the difficult and rather daunting task of drafting the
thousands of technical standards that will underpin
the success of the EC’s “new approach” to
regulatory harmonization. The EC also took a
number of steps to refine its policies towards testing
and certification.

The EC continued to make progress during 1990
on developing the tory and other
requirements for froducts to be sold in the
European market after 1992. A large portion of the
directives have been at least initially introduced.
While the pace of EC work in the area of animal and
plant health accelerated in 1990, remained
slow. The mechanisms put in place during 1989 to
improve transgarency and provide U.S. suppliers
with some intluence over the standards-draftin
process appeared to be working reasonably well,
although a few spot Fmblems were reported. The
entry into force of the first “new approach”

directive—that on toys— highlighted the practical

difficulties that could await U.S. suppliers as 1992
standards directives are implemented. There was
also some evidence that environmentalists,
consumers, and workers were exerting greater
influence on the EC’s standards-development
process, resulting, in the view of one EC official, in
more “political” decisions in sensitive areas:S Partly
because of this tendency, the EC’s evolving policy

8 See, for example, remarks of Vice President of the EC
Commission for Internal Market and Industrial Affairs Martin
Bangemann, as reported in U.S. Department of State Telegram,
July 16, 1990, Brussels, Message Reference No. 10811.



towards biotechnology and growth-promoting
hormones has been watched with increasing U.S.
concern. ~

Success of the EC’s new approach depends to a
Ereat degree upon the availability of harmonized
uropean standards.  Moreover, a workin
document released in May 1990, links the success o
the EC’s efforts to liberalize public procurement to
the availability of common European standards.

The slow rate of progress in developing volunta
standards by Europe’s private regional standards
bodies was one of the factors prompting the EC
Commission to issue during the period a
preliminary draft of its Green Paper on standards.
Among other things, the paper «calls for
streamlining the process for drawing up such
standards and for a widening of participation, both
key U.S. goals.

The unfolding events in Eastern Europe during
1990 hei htenef the prospects that standards
developeg by the EC would become the language of
commerce in most of Europe and other parts of the
world as well® EFTA appeared to not only be
adopting the voluntary standards being developed
as part of the 1992 process, but the legal
requirements of EC directives.” During the period
under review, the EFTA countries adopted
legislation substantially the same as the EC’s

achine?' Safety Directive, according to one
report.8 The fact that EFTA, Eastern Europe, and a
unified Germany will be following the same
standards may, in the view of some ana ysts, enable
U.S. exporters to “enjoy the fruits of a truly single
European Economic Space encompassing over two
dozen countries.”?

Testing and certification remained a prominent
issue in the period under review, as the EC
Commission worked to refine its policy towards the
acceptance of test results from outsiz the EC and
continued to develop legislation to further

¢ U.S. Department of State Tele, m, Mar. 9, 1990, Brussels,
Mesage Reference No. 03823. The Erg Mission in Brussels,
reporting on a February conference on 1992 and standards, said
that “representatives from Poland and Czechoslovakia, amon.
others, indicated their interest in adapting to CEN/CENELE
standards in the future. This suggests the future of the
European omic Space in standards terms will encompass
tEhe C 12 the EFTA and possibly the whole of Eastern

urope.

In a paper presented to a Nov. 15-16, 1989, CEN seminar
or: the European harmonization of machinerv-safety standards,
Nick Blomquist of the EFTA Secretariat stated that, “The EFTA
countries follow, whenever possible and suitable for them, the
princirle to align themselves with decisions taken by the EC as
part ol its process of harmonizing technical rules and
regulations. This pn'ncifle is of course valid for the machines
field... The policy is to align the national legislation in the EFTA
countries and other EFTA conditions to the rules of the EC and
to take active part in the European work on harmonization.”
(p- 2) He continues on p. 6, "EE‘?‘A is preparing itself for this by
working on sectoral agreements to be compatible to new ,
approach EC directives.”

® USITC staff interview with representative the Association
for Manufacturing Technology (NMTBA), Washington, DC
June 27, 1990.

° U.S. Department of State Tele m, Apr. 13, 1990,
Brussels, Message Reference No. os§§az

harmonize  conformity-assessment procedures
among the member states. The EC Commission
began to work with the private sector to build
confidence and cooperation in the nonregulatory
sphere. In April a Memorandum of Understanding
on a new, privately run European Organization for
Testing and Certification (EOTC) was signed, a step
in the direction of greater coherence in private
sector product-conformity schemes.

The prospect of substantially reducing
testing-related barriers between the United States
and the EC prompted government and private
industry on both sides of the Atlantic to intensify
efforts to develop negotiating strategies. The EC
Commission went to work in earnest on the
negotiating “mandates” it will need in order to
conclude agreements with third countries on the
mutual recognition of test results. The mandatesare
important because they could open the door to
acceptance of U.S.-generated tests, a key U.S.
objective. The United States, meanwhile, began to
evaluate the institutional and legal underpinnings
for such agreements. The two engaged in several
fact-finding meetings to discuss their respective
approaches to product aggroval. Moreover, the

nited States and the both participated in
discussions taking place in the context of the
Standards Code to strengthen multilateral
commitments on conformity-assessment

rocedures. In the private sector, the American

ational Standards Institute (ANSI) explored the
opportunities for cooperation with the EOTC and
other private bodies in the testing and quality
assurance spheres.

In the United States, the 1992 program was a
catalyst for evaluating the operation of the U.S.
standards system in today’s increasingly global
economy. Ata series of hearings on the matter, U.S.
industry representatives expressed strong supﬂort
for the privately run, consensus-based U.S.
standards system. However, a number of experts
called upon such bodies to make greater efforts to
include smaller firms; to avoid infighting,
duplication of work, and conflicting standards; and
to participate in and adopt international standards.
Moreover, there was widespread agreement on the
desirability of developing a more coherent U.S.
approach to conformity assessment. A pressing
need for greater public-private cooperation was
identified, with the Government being called upon
to lend more technical support to the voluntary
standards system, underwrite greater private
participation in international standards, and
develop a coherent strategy for working with the
private sector to advance U.S. commercial interests
abroad.

Standards Development

In the last reports, it was noted that U.S.
suppliers have complained that they have
inadequate information about the EC’s 1992-related
work and few channels to make their interests
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known. Moreover, they had little confidence that
their comments will be sympathetically
considered.’ A number of improvements were
made in 1989. Among other things, the EC began to
issue a monthly upgate on standardization work,
agreed to accept comments on draft standards from
third-country suppliers, and renewed its pledge to
base European standards on internationally
developed ones. However, U.S. suppliers still do
not have an opportunity to participate directly in
the EC’s standards-drafting process, and the United
States is behind its competitors in adoption of the
international standards that will be the starting
point for EC standards.!' In 1990, the EC issued a
preliminary draft of its “Green Paper on Standards,”
a think piece on the mechanisms for developing
harmonized standards in the private sector. Italso
held bilateral discussions on the
standards-development process and released a
working document on the use of common standards
in public procurement.

The Green Paper on Standards

During the course of 1990, the focus of interest
in the standards-development area shifted from the
legislative front to Europe’s private regional
standardsmaking institutes. Growing concern was
voiced over the slow rate of progress by these bodies
in developing standards associated with the 1992
pmg;am. At present, the regional standards bodies
are badly behind in the creation of standards that
are essential to the elimination of technical barriers
in the EC.'2 Though technically “voluntary,” these
standards are crucial to the success of the EC’s “new
approach” to standards harmonization. Conformity
with such standards will often provide a
“presumption of conformity” with mandatory
essential requirements, making it possible for
manufacturers to exploit the least time-consuming
and easiest methods of obtaining product approval.
The EC Commission fears that with p
moving at the current rate, only a small number of
the standards needed will have been develog:gnby
1992.13 As noted in the previous report, the absence
of relevant standards also been a source of
uncertainty and concern by U.S. businesses seeking
to prepare for 1992.14

Largely as a result of these concerns, the EC
Commission released in May 1990 a draft of its
Green Paper on standardization. Though viewed
by many analysts as an opening salvo in what

o USITC, ngts of EC Integration, USTTC Publication 2204,
July 1989, p. 6-18.
. " Fora discussion of improvements made in 1989, their
mSﬁd on the United States, and outstanding U.S. concerns, see
USITC, Effects of EC Integration, USITC Publication 2268, March
1990, pp. 6-32 to 6-36.

'Z See, for exargg'e, Lucy Kellaway, “EC Behind Schedule
on S‘tgrllgzrds for 1992," Financial Times, May 4, 1990, p. 1.

id. ‘

14 USITC, Effects of EC Integration, USITC Publication 2268,

March 1990, p. 6-12.
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romises to be a lively internal debate within the

C, U.S. firms have an interest in the outcome.
Among other things, the proposals under
discussion could pave the way for wider U.S.
participation, improved access to information, and a
more rapid pace of European standardization
work —all key U.S. objectives. On the other hand,
they may signal a more unified European position
in international standards bodies and the
preeminence of European standards in the
emerging East European market, a move that would
up the ante in the 1992 standards debate and
increase the urgency of steps under way to improve
U.S. influence in international standards bodies.

Background

As mentioned earlier in this réport, in the
mid-1980s a new approach to the development of

standards was adopted by the EC. This approach

was based on the principle of mutual recognition. It
succeeded in reducing the EC Commission’s
workload by obviating the need for EC-level
directives on some three-fourths of the goods
entering intra-Community commerce.'s utual
ition, however, did not work well for
measures addressing fundamental concerns such as
public health and safety, and so these kinds of
member-state regulations became the focus of the
{Xg\islative program spelled out in the EC’s 1985
ite Pafer. A further breakthrough of the “new
approach” is that it separated the political work
involving the setting of minimum safety levels -
through directives or other legislation from the
more technical process of developing specifications
to ensure that products actually meet them. For
many ucts, that task was left to the private
regional standardization institutes — the European
Committee for Standardization (CEN), the
European Committee for Electrotechnical
Standardization (CENELEC), and the European
Telecommunications Standards Institute (ETSI).

In 1990 it became apparent that the result of this
action has been to merely shift the bottleneck to
removal of technical barriers in the EC from the
E:vemmental to the private sector level. Officials

ve reportedly admitted, “No thought went into
-trhe stnlnctuvle orkwcf)rkload of standards bodies.”'¢
he political task of agreeing to changes in EC law
eed}:l to complete thgerie:ter%\al markgtets’y 1992 has
moved along fairly rapidly since the “new
approach” was initiated in 1985; nearly 80 percentof
the work on directives has already been completed
by the Council, according to the EC Commission.
owever, around 2,000 technical standards still
need to be developed by the more than 250 technical
committees operating under the aegis of Europe’s

'¢ US. General Accounting Office, European Single Market:
Issues of Concern to U.S. Exporters, Report to the Chairman, U.S.
Senate, Committee on Finance, Subcommittee on International
Trade, GAO/NSIAD 90-60, February 1990, p. 23.

'8 See, for example, Kellaway, “EC Behind Schedule on
Standards for 1992, p. 1.



three regional European standardization bodies if
the dream of a unitied EC market is to become a
practical reality.'?

Recommended Changes

The Green Paper laid out a number of
recommendations to bring a higher level of
coordination, power, and resources to the regional
standardsmaking bodies and to expand
participation by affected interests.'® The EC
Commission called for greater coordination and
improved information throughout the system by
the creation of a European Standardization
Organization (ESO), which would be responsible
for overseeing the standardization process. In
particular, this organization would supervise rules
of the system, allocate work between different
technical bodies, and manage publications and
information policy. It was suggested that ESO
should endeavor to provide interested parties with
more information on the development of standards.
Bodies such as CEN, CENELEC, and ETSI would
continue to do the technical work on developing
future standards and then transfer their results to
ESO for formal adoption.'?

The EC Commission also asserted that
procedural changes need to be made to improve the
efficiency of the standards-drafting process. Such
changes would most likely include %1 the formation
of “project teams” (small groups of qualified
experts) to accelerate the drafting of documents, (2)
direct input and “fast track” adoption of standards
developed by EC-wide industry associations, (3) a
shift away from a commitment to consensus to one
of majority voting, (4) shorter public enquiry and
response to comments periods, and (5) the direct
applicability of adopted European standards.20

resently, regional standards do not exist in their
own right and must be trans into national
standards before they can take effect. The EC
Commission also called for changing the present
policy, which prohibits the regional bodies from
making direct sales of published standards.2! U.S.
suppliers have complained about serious delays in
obtaining 1992-related standards because it is often
6 months before such standards become available as
national standards in the member states. A mark of
conformity to European standards was suggested as
one mechanism to achieve greater ition of the
cor(\jtrigution of regional standards to intra-EC
trade.

'7 EC Commission, Draft Commission Green Paper on the
TDevdxh nm %Eumpan Stangardimtxn: Action [og Faster
onvergence in Europe, Workpaper, Brussels,

May 21, 1990 (hereinafter 'Gmemrl’aper’), pl.’:

'* Ibid. It should be emphasized that the paper has still not
been officially released and is likely to undergo some revision
in the months ahead as the EC Commission gathers and
considers the views of interested parties, notably, the
Ln:aprer-state standards institutes and the regional standards

ies.

' Ibid., p. 32

2 1bid., pp. 4-27.

2 Ibid,, pp. 28-30.

22 ]bid., p. 34.

A second major theme sounded by the EC
Commission was that a greater openness of the
system would be necessary to encourage wider
public interest and confidence. Participation in the
work and management of the system should be
offered to more parties, including consumers and
unions.2> The EC Commission also made it known
that the standardization process will need to
include more participation from both nonmember
central and tern European countries and
international trading partners.2¢ With the rapid

litical and economic developments in central and

tern Europe, questions have arisen as to the
direct participation of these countries in Euro
standardization bodies. In the future, technical
assistance in standardization to these countries will
be a high priority for European standardization
bodies, the EC Commission said, and therefore,
their pendin% membership has been closely
considered.? Itis highly unlikely though that these
countries will be admitted into the system in the
near future, because of fear of compromising the EC
Commission’s primary obz're\:tive of sustaining the
pace of standardization. I[nstead, the Green Paper
suggested that these nonmember European
countries should be closely associated with the
regional bodies’ work so they may quickly adapt to
new standards and obtain economic benefits from
their use.?® The Green Paper acknowledged that
there are policy problems associated with providing
preferential access to Eastern European countries,
since the GATT Standards Code obligates the EC to
ensure nondiscrimina treatment to code
signatories, including the United States2? One
option under consideration is provisional
membership for such bodies or a change in
CEN/CENELEC rules that would grant observer
status to countries with formal applications for
membership pending.28

The EC Commission also urged the regional
bodies to consider admitting member bodies of
international standards organizations such as the
International Standards Organization (ISO), the
International Electrotechnical Commission (IEC),
and the International Telecommunications Union
(ITU) to particispate as observers in their work.?® To
this extent, U.S. firms, through active involvement
in ISO/IEC technical committees, would have access
to the European standardization process. The
presence of members from international standards
organizations would also be helpful for the
European bodies that have made a policy of taking
international standards as a basis for their own, the
EC Commission said.3® Furthermore, it has

21bid,, p. 3.
24 Ibid., p. 37.
2 Ibid., p. 37.
2 Ibid., p. 38.

. p.38.
>» USlTé’ field interview with CEN official, Brussels,

-Belgium, July 19, 1990.

2 [bid., p. 39.
» [bid., p. 39.
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been suggested that international standards bodies
take on some of the standards work being done at
the European level. Closer coordination might, the
paper og:rved, ensure that the international
process is responsive to the EC’s internal needs.3

The EC Commission admitted that in the
development of international standards, there may
be some reluctance on the part of countries such as
the United States and Japan to participate in
international forums because they may view the 18
member countries of the European standardization
system as having too great an influence on the
process. The EC Commission suggested that such
countries are only likely to agree to participate more
actively if the whole of the European
Community —i.e., all of the 12 member states’
national standards institutes —would agree to vote
as one.2 It is unclear whether this statement
represented tacit EC Commission recognition of the
legitimacy of U.S. efforts to shift current voting and
funding procedures in international bodies such as
lSO/‘lEg gom a one-country-one-vote system toone
more closely tied to overall economic interests or,
alternatively, resented a call for greater
bloc-voting by the 12 national standards institutes
of the EC. Bloc voting reportedly has not develoged
in ISO/IEC® but is a source of concern to U.S
industry. Under the present rules, the U.S.
delegation, with one vote, could be easily outvoted
by the representatives of the 12 national standards
ifnstita\‘xts, who each participate and vote in these
ora.

Other measures are being proposed to ease the
burden on the regional standards bodies. A meeting
is planned in October 1990 to review the status of
CEN/CENELEC's standardization mandates, at
which it is expected that priorities will be
rearranged. There is some preliminary evidence
that the EC Commission may reduce the scope of
work formally assigned to CEN/CENELEC in
connection with 1992 directives. It is unclear
whether the move is largely cosmetic or will
ultimately reduce the actual burden on
CEN/CENELEC.3s

EC Reaction

Reaction to the preliminary draft of the EC
Commission Green Paper has been varied.
Member-state standards institutes are reported to be
vehemently opposed to many of the measures
pro , partly because they imply a shift in
authority and money from the member-state bodies
to the regional standards institutes and partly
because they could representa fundamental clEange

¥ Ibid., p. 40.

32]bid., p. 40.

» USng field interview with representative of ANSI
Brussels office, July 18, 1990.

3¢ See USITC, Effects of EC Integration, USITC Publication
2268, March 1990, p. 6-38 for a discussion of this issue.

%8 USITC field interview with CEN official, July 19, 1990.
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in the process for achieving consensus on proposed
standards. Moreover, many in the standards-
development community who are sympathetic to
the need for greater efficiency in the process
uestion the wisdom of making organizational and
?unding changes now, given the press of work that
must be completed by the 1992 deadline. The
process is, they say, working as well as can be
expected under the circumstances but could get
derailed if a major overhaul of the system is
undertaken. Furthermore, both the regional and
member-state standards institutes believe that there
isa fundamental tension between the Green Paper’s
stated goals of ensuring wider participation and
speeding the pace of standards development.3¢ The
EC Commission, meanwhile, reportedly remains
committed to most of the proposals contained in the
Green Paper,3 although one official speculated the
goal of improved efficiency in standards
development was probably the EC Commission’s
paramount objective in the near term.38

U.S. Reaction

Because of a desire for greater predictability and
wider access to the work of CEN/CENELEC, initial
U.S. reaction to the Green Paper has been favorable.
However, this assessment is tempered by some
concern that if the EC Commission exerts too much
pressure to produce standards by the 1992 deadline,
the European standards bodies might be even less

. willing to consider foreign comments and

articipation in the future. Such pressure also flies
in the face of U.S. hopes that the European bodies
will await the outcome of international
standards-development work in areas such as
medical instruments and machinery, where the

United States has recently initiated work in the
hopes of influencing the 1992 process.® All
representatives in the standa evelopment

community contacted by USITC staff were of the
view that caution should be observed to ensure that
quality of standards produced by CEN/CENELEC
not suffer as a result of pressure to pick up the pace.

Next Steps

The preliminary draft of the Green Paper has
stimulated debate and focused discussion on the
guestion of how European standards are

eveloped. Recent reports suggest that tne draft
will undergo some revision before being cfficiall
released by the EC Commission sometime in the fall

3 USITC field interview with CEN/CENELEC officials,
July 19, 1990.

37 USITC field interview with staff of the U.S. Mission to
the EC in Brussels and the U.S. Department of Commerce,
Office of EC Affairs, July 20, 1990.

% USITC field interview with staff of the EC Commission,
July 20, 1990.

¥ Based on July 15, 1990, USITC field interview with U.S.
EC Mission officer participating in July 16, 1990, meetings
between the U.S. Food and Drug Administration and staff of
the European standards institutes and the EC Commission.



of 1990.40 The elements considered most likely to
change are those calling for establishment of ESO as
a new umbrella body and permitting participation
by international bodies in standards-drafting work.
Thereupon, the Green Paper could prove a source of
leverage for the EC Commission in its dealings with
the private standards bodies and a vehicle for
pursuing U.s. interests in the
standards-development sphere. Indeed, the EC
Commission invited representatives from the U.S.
Department of Commerce to attend a conference in
Sardinia at which the first major internal discussion
of the paper took place (see below), perhaps because
of the United States’ substantial stake.
Nevertheless, if the Green Paper and initial reaction
to it are any guide, the debate on these issues is
likely to be driven more than anything else by
internal dynamics in the EC and by a desire to

exploit opportunities for Western European -

suppliers in the emerging Eastern European
mariet.“

Bilateral Discussions

ANSI Meeting

On March 12, 1990, a private sector delegation
led by the American National Standards Institute
held consultations with CEN/CENELEC. The
meetings we;gart of an effort to promote mutual
cooperation and communication within the private
sector on standatds-fth related issues. The three
primary results of the meeting were agreements to
exchange information at angearlier stage of the
standards process, a reinforcement of the
commitment to work primarily through ISO/MEC,
and the validation of the ad hoc arrangements made
in 1989 that enable U.S. firms to comment on
CEN/CENELEC standards work.

Sardinia Meeting

On July 7-8, 1990, officials of the U.S.
Department of Commerce met with the
representatives of the EC Commission and
Euro regional standards institutes to discuss
the Green Paper on standards and to review the
functioning of arrangements made in 1989 to
imrrove transparency in the development of
voluntary European standards.

40 USITC field interview with staff of the U.S. Mission to
the EC in Brussels, July 20, 1990.

' While it seems to be a “done deal” that Eastern European
countries will adog: CEN/CENELEC standards as their own, a
key question will be whether such standards will only replace
current “export” standards — those for use when domestic
producers in Eastern seek to export to third
countries —or “import” and “domestic” standards as well.
Reportedly, many Eastern European nations maintain three

- sets of standards, one for export, one for imports, and one for
domestically produced and consumed goods. Western
iers have an interest in ensuring that im

Eur?enn su port

standards in Eastern Europe are replaced with ones developed
by CEN/CENELEC. USl’!’(?e field interview with representatives
of CEN/CENELEGC, July 19, 1990.

U.S. Views 0

Assistant Secretary of Commerce Thomas
Duesterbery said that despite improvements over
the past year, arrangements made in 1989 for
sharing information, for allowing indirect input by
affected U.S. interests, and for closely coordinating
European and international standards work did not
appear to be working in selected instances.
Particular concern was voiced about areas where
U.S. industry had initiated international work in an
effort to influence CEN/CENELEC standards.

According to Deusterberg, U.S. industry was
concerned that in their drive to complete
1992-related supporting standards before the entry

into force of EC directives, CEN/CENELEC would
either not wait for the outcome of international
work or would be unwilling to transfer the relevant
ions of their work to the international arena.42
e resource constraints of CEN/CENELEC and the
national standards institutes essentially mean that
there is often not enough staff or money for
member-state experts to participate in international
and regional standardization efforts simul-
taneously.*3

Assistant Secretary Deusterberg offered several
ideas on improving U.S.-EC cooperation in the
standards-drafting area. Among other things, he
called for joint U.S. Government-EC Commission
efforts to identify sectors where the two parties had
a strong mutual interest in the furtherance of
international standards work.  More
meetings of ISO/IEC subcommittees and working
grours could, Deus said, speed the

evelopment of international standards in these
areas. The Assistant Secretary noted that there was
an urgent need not to rebalance the voting and
funding structure of ISO and IEC, where Euro
currently account for a disproportionate share
relative to the United States. He also urged
CEN/CENELEC to permit nonmembers to
participate as observers in their work —including in
the working groups and project teams charged with
developing first drafts—and to more widel

distribute working documents to affected U.S.
interests. Assistant Secretary Deusterberg urged
the European bodies at a minimum to extend
observer status to ISO and IEC secretariats and
preferably to extend that frivilege to ISO/EC
member bodies, such as ANSI.+4

EC Views

The European standards institutes offered a
mixed response to the Deusterberg overture. The

42 U.S. Department of State Telegram, July 16, 1990,
Bruseels, Message Reference No. 10811. Y

43 A March cable from the U.S. Mission in Brussels notes
that “in the standards area, there are concerns about the fast
pace of CEN/CENELEC activity which could detract from
efforts at the international level. There are also some spot
situations where CEN/CENELEC seems to be working at odds
with ISO/IEC activity.” U.S. Department of State Telegram,
Mar. 17, 1990, Brussels, Message Reference No. 04266.

44 U.S. Department of State Telegram, July 16, 1990,
Brussels, Message Reference No. 10811.
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European Telecommunications Standards Institute
said thata change in its internal rules was presently
under consideration that would permit
non-Europeans to join the body as “associate
members.” Mechanisms had been put in place
earlier in 1990 to link the work of ETSI more closely
with that of the International Telecommunications
Union, and along with U.S. and Japanese standards
bodies, ETSI had agreed to table its work items in the
ITU first before proceeding at the regional level.
Nevertheless, the ETSI representative said, the
more decentralized standards structures in the
United States and Japan made it difficult to
undertake more cooperative efforts at this time.4$

CEN and CENELEC do appear to be drawing
upon existing international standards as the basis
for regional standards under development and
have established liaison at both the planning and
working group level with their international
counterparts.*¢ However, the two bodies have thus
far not agreed to refer pro European work to
the ISO and IEC first betore actually proceeding
with regional standards development4’ A
representative of CENELEC said the [EC usually
proceeds too slowly for 1992-related work, pointing
to the particular case of electromagnetic
comﬂatibility (EMC) standards, where difficulty in
reaching consensus on the U.S. side had until
recently put the brakes on an IEC effort.4® Some 600
IEC standards on EMC have been slated for review
by CENELEC for purposes of ensuring that
products meet the essential requirements of the EC
directive, and the EC has particular
concern about the slow pace of European standards
development in this area.+®

Taking note of more recent U.S. forays into the
international arena in specific uct areas,
tatives of CEN and ISO criticized the

United States of being a “free rider” in the paston
the international standards system, contnibuting
relatively little in the way of funding and expertise,
consistently ignoring international standards back
home, and placing tog_hpriority on domestic
standards development. This indifference — rather
than the lack of transparency in regional standards
development and irrelevance of international
standards—was the reason why U.S. industry
seemed to be fnequent[l})‘/ surprised by standards
being proposed at both the European and the
international level, the representatives said. Atthe

8 Ibid.

“¢ CEN a resolution in 1990 urging “its Members
and TCs (technical committees) to do their utmost to su
international standardization” and suggested that the

riat should “consider a possible revision of the existing
reporting secretariat mechanisms for information and
rticipation in TC work to strengthen further collaboration at
mwe) technical level.” CEN, Resolution CA 8/1990.

:: gSSlTC field intervife;v wit_? efEN’ July 19, 1990.

.S. Department of State m, July 16, 1990,
Brussels, Message Reference No. 102%?. Y

4@ USITC field interview with staff of the EC Commission,
July 20, 1990.
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same time, the EC Commission officials present
welcomed greater U.S. participation and suggested
that future meetings among the U.S. and regional
standards bodies might serve as a forum for airin
specific concerns.5? For example, CEN/CENELE
has complained that the work programs and other
documents submitted by U.S. standards institutes
through ANSI are virtually unusable because of
their widely different formats and timing.5?

Muiltilateral Discussions

EC Views

Perhaps to deflect U.S. criticisms about the
nontransparency of the EC’s gmoss for developing
1992-related standards, the EC also stepped up its
criticisms of the US. standards-development
process on the multilateral frontin the first 6 months
of 1990, complaining that the large number of
organizations and jurisdictions involved in
development of U.S. standards makes it difficult for
all but the largest EC firms to garhb’gngate.sz
Specifically, the EC challenged U.S. ies to
improve the transparency of their work, notably by
agreeing to submit semiannual work plans, in a
common format, to the [SO’s information network.
The EC is also seeking formal assurances that such
bodies will provide adequate notice of standards to
be adopted, will allow reasonable time for affected
parties to submit comments, and will use
international standards unless there are compelling
reasons for not doing so.

In an apparent effort to achieve these aims, an
EC p for a voluntary “Code of Good
Practice” for nongovernmental standards-drafting
bodies has been submitted to the GATT Standards
Code for consideration as an annex to the
agreement. The EC saysitis ared within the
context of the nonbinding Code ot Good Practice to
provide similar assurances to U.S. suppliers with
to its regional (i.e., CEN) and national
standards institutes. The EC argues that even
though CEN/CENELEC decided in 1989 to notify
ISO of new work items, draft standards, and finally
adoglted standards, firm assurances of such accessin
the future might enhance predictability by formally
codifying these practices and subjecting them to
vernmental review in the context of the
tandards Code.

U.S. Views

Although they accept the principles of due
process and transparency, U.S. standards
developers have expressed vehement opposition to
the EC proposal, largely out of fears that it will lead

% Unless otherwise indicated, all information in this
ragraph is based on U.S. Department of State Telegram,
r:ly 6, 1990, Brussels, Message Reference No. 10811.
! USITC field interview with CEN, July 19, 1990.
52 For a summary of these concemns see, for example, report
by the EC Commission on U.S. Trade Barriers, 1990 edition.



to greater U.S. Government oversight of their
activities, thatit will move the U.S. standards system
towards centralization, and that it will subject them
to significant, prescriptive administrative burdens.
The prospect for payoff is questionable, they say,
because the proposal falls short of ensuring
participation in the early stages of standards
preparation work, a key to meaningfully
influencing the final outcome of CEN/CENELEC
decisions.> Moreover, the EC proposal could
actually weaken the code’s present requirements
for national and nondiscriminatory treatment in
standards development by removing standards
from the present body of the code and allowing
(indeed, explicitly encouraging) such bodies to
ignore the views of bodies not formally signing onto
the Code of Good Practice, even if they have a direct
and material interest in the outcome of such
standards work. '

The U.S. Government, meanwhile, questioned
the wisdom of the EC’s proposed policy of formally
preferring adoption of unified national and
international standards in all cases. Whereas the EC

has apparently decided in launching ‘its 1992 -

program that coherence could provide a means to
achieve economies and facilitate internal trade, the
United States has traditionally favored diversity
and competition as a means to drive the market to
higher levels of efficiency and technical
achievement.5* The nature of the process for
developing standards is the key variable in
determining the actual openness of a standards
system, according to this perspective, not the degree
to which the system results in uniform standards.

Observers had anticipated U.S. manufacturers
themselves to weigh in on the debate, particularly
given the strong interest of U.S. exporters in
improving current access to CEN/CENELEC. It
remains unclear, for example, whether a plethora of
standards and other technical requirements in the
United States is a real concern of U.S. business or
whether a move towards more systematic adoption
of international standards could be in their
long-term strategic interests. Faced with slowing
domestic demand, some U.S. suppliers have turned
their focus to foreign markets as an avenue for
future sales growth.” Many of the more promising
markets, such as Eastern Europe, Mexico, and the
Pacific Rim, are increasingly relying upon
international and European standards as a basis for
their commercial transactions. A hearing held by
the U.S. Department of Commerce in April served as
a starting point for the domestic debate (see below).

Domestic Considerations

In the last report it was observed that the 1992
program was serving as a catalyst in the United

%3 USITC field interview with representative of the U.S.
Industry Functional Advisory Committee on July 16, 1990.
¢ USITC staff interview, July 13, 1990.

. Government should be

States for rethinking how standards should be
developed, how they relate to overall industrial
competitiveness, and what role governments
should play in ensuring that they do not become
unnecessary obstacles to trade.5* Some analysts
suggested that the privately run, highly
decentralized U.S. standards system was iil

uipped to serve U.S. commercial interests in
today’s challenging international environment.
Others voiced a need for greater cooperation
between the U.S. Government and private sector in
responding to external events such as the EC 1992
program. During the period under review, the U.S.
Government ard private sector began a formal
dialog on the domestic ramifications of the EC’s
standards agenda.

The U.S. standards system is essentially divided
into two key segments — public and private. The
U.S. Government has written more than half of the
standards in existence in the United States today,
most of them for use in procurement. The
remainder have been drafted by a privately funded,
voluntary standards system com of some 250
active organizations. The American National
Standards Institute is the umbrella body for that
system. It sets ground rules as to how standards
should be developed and represents the United
States in the ISO and IEC. It has also been the

rimarys'6 liaison with Europe’s regional standards
ies.

On April 3-5, 1990, the U.S. Department of
Commerce’s National Institute of Standards and
Technology (NIST) conducted a hearing to discuss
US. participation in international standards
activities and the extent to which the U.S. Federal
involved in those
activities.5?” Points that were addressed included
stnerégths and weaknesses of the current U.S.
standards system, proper roles of the Government
and private sector, and important global challenges
to the U.S. standards system in the future.

The 1992 proiram served as a catalyst for, and
backdrop to, the hearing, which generated a high
degree of interest. Oral presentations were made gy
65 organizations and individuals; written
submissions were received from 257 others. A
sizable majority of witnesses at the hearing
exfnessed strong support for the United States’
voluntary process for developing standards,

%@ For a full discussion of this issue, see USITC, Effects of EC
Integration, USITC Publication 2268, March 1990, pp. 6-36 to
6-41

® See USITC, Effects of EC Integration, USITC Publication
2268, March 1990, p. 6-37 for a more detailed profile of the U.S.
standards system.

°7 The hearing was announced in the Nov. 27, 1989, Federal
Register. A subsequent communication on Dec. 20 suggested
that thought was being given to strengthening the role of the
U.S. Government in promoting U.S. standards overseas; in
funding U.S. participation in international and regional
standards forums; and in accrediting testing laboratories,
certification bodies, and quality system assessors. See USITC,
Effects of EC Integration, USITC Publication 2268, March 1990,
p- 6-40 for a discussion of events leading up to the
announcement.
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believing it to be reflective of the United States’ free
enterprise es'(?'stem and culture because it is
decentralized, pluralistic, and market driven.s®
Nevertheless, the hearing revealed certain
problems with the present system and su¥ested a
number of areas in which Government and private
sector could take steps to improve it. The hearing
underscored a neecfs for greater cooperation in
dealing with international issues and for a more

coherent U.S. approach to testing and
certification.s®
Strengths of the U.S. System

The United States’ private, voluntary standards
system was credited with creating numerous
higllgguality standards within a relatively short
a' of time, at virtually no cost for the U.S.

vernment. “No other nation is able to produce as
many quality standards at such a low cost,” stated
Tony O’Neill, of the National Fire Protection
Association (NFPA).80 Underwriters’ Laboratories
said that the current system is highly flexible,
facilitating the introduction of new and innovative
products.  ANSI accreditation requirements ensure
openness and due process in the development of
standards, witnesses said. Divergent views are both
allowed and encouraged.®' A ter Government
rolein the os‘ystem would, some speakers said, result
in a loss of efficiency in terms of time, cost, and
responsiveness.&2

Shortcomings of the U.S. System

While supporters outnumbered detractors by a
large margin, some sgeakets called for changes in
the current system® The present structure is
suffering from a shortage of resources and a lack of

coordination, some believed.® U.S. industriesoften

find it difficult financially to extend credible
representation in standardsmaking forums—

especially internationally.ss Moreover, the
- fragmented nature of the U.S. system means that
smaller businesses often do not have the time,
money, or people to participate$® and standards

% NIST, “Government’s Role in Standards Related -
Activities: Analysis of Comments,” July 16, 1990, draft, p-6
‘hc:l“ tar twmo-third; Ofdevelo;?\o cow}falf of tl\ethe
“volun * for ing sta
su t”yofthevolm\my 8alsoea( ressed support for
ANSI; onl%.two standards developers actually did so, however.

9 NIST, “Government’s Role in Standards-Related
A e Tk of proceedings for Day 1, p. 9

ranscri ings for 1,p.91

" uUs. Degﬂment of Constsmem, }'mnsl:’ript of Haaring on
Improving Participation in International Standards Activities, first
day, Apr. 3, 1990, p. 11.

whid’ p. 92

© NlST,eGovemment’s Role in Standards-Related
Activities: Analysis of Comments,” July 16, 1990, draft, p.8 -
states, “Slightly more than 60 percent of those who commented
on the standards drafting process identified specific problem
areas and needs for improvement.”

¢ U.S. Department of Commerce, Transcript of Hearing on
Improving Participation in International Standards Activities, first
day, Afr. 3, 1990, p. 65.

% Ibid., p. 21.

* Ibid., p. 206.
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writing is, for the most part, the realm of big
business.®” Mel Green, associate director of the
American  Society for - Mechanical Engineers
(ASME), found that due to the dominance of the
system by a few players, ANSI has been unable to
present an objective and fair forum.88 Moreover,
greater coordination was considered a priority so as
to ensure a unified U.S. position and true
representation: of U.S. interests in international
standards activities.®® Others called for greater
efforts to adopt international standards and to
harmonize domestic standards with international
ones.”0

Mr. Wilgus of the American Council of
Independent Labs (ACIL) found that the United
States’ present system for testing, certification, and
accreditation was not working, “Testing
laboratories are faced with the necessity of
obtaining multiple certifications—each of which
has limited utility because each has limited
acceptance.””! A lack of Government coordination
has resulted in a variety of terms, approaches,
lecﬁitements and accreditation procedures, he said,
making it difficult for the U.S. system to interface
with other national systems. A more coherent
approach domestically, as well as a unified and
systemic U.S. response to worldwide developments,
is a priority if testing-related obstacles to U.S.
exports are to be eliminated.”

The Roles of the Private Sector
and Government

Various opinions on the roles of the private
sector and Government were given. Although
admitting that the presentsystem may have “warts,”
most witnesses believed that the “private sector
should be trusted to deal with them.” There was
general agreement that it would be
counterproductive for the U.S. Government to
supplant ANSI as an accreditor of - national
standards—an action that would not,onl?' Create
more bureaucracy, inefficiency, and confusion,”
but would open the door for greater Government
regulation. The voice of the private sector in
international standards should be, furthermore,

#7 NIST, “Government’s Role in Standards-Related

Activities” Iull!elé, 1990, draft, p. 10, su ts that of the
participants identifying problems with t system, 10
percent “complained about domination of the process of
standardization by large companies.” ,

8 See transcri proceedings, p. 35.

o us. Depanupxtent of Commgcg Transcript of Hearing on
Improving Participation in Intcrnational Standards Activities, first
day, Aﬁ‘. 3, 1990, p. 210-211.

7 NIST, “Government’s Role in Standards-Related
A:tnyr:t]lgs" July 16, fl‘)‘?O draft, p. 10. -

ranscript of proceedings, p. 187.

72 Transcript of proceeding, g 188.

7 U.S. Department of Commerce, Transcript of Hearing on
Improving Participation in International Standards Activities, first
day, AB:'. 3,1990, p. 122,

7 U.S. Department of Commerce, Transcript of Hearing on
Improving Participation in International Standards Activities, %itst
day, Apr. 3, 1990, pp. 15-16.



reserved and enhanced, witnesses said.”s Mike

iller from the Association for the Advancement of
Medical Instruments (AAMI) argued that “the
management and technical knowledge necessary
for effectively directing and coordinating
international standards exists inherently within the
private sector.””® A greater commitment on the part
of U.S. industry, in terms of both participation and
financial support was considered necessary,
however.

A number of witnesses urged the Government
to play a greater role in funding standardsmaking
activiies. Due to financial constraints, it has
become increasingly difficult for U.S. standards
makers to maintain their membership in
international organizations and participate in
meetings held abroad.”” The Government could
support the voluntary system by contributing its
fair share of money for the standards that it uses,
some witnesses said.’® P ms to provide
funding for attendance by U.S. experts at
international meetings and the s rship of
projects would also be beneficial.”® Tax incentives
could further encourage participation.%° Finally,
the Government could "increase funding for
participation by Government experts in
standardsmaking committees.8'

The Government has a vital role to play in
negotiating increased access for U.S. participation
in standardsmaking activities worldwide, man
witnesses said.2 The Government could also wo
with industry to encourage the use of private sector
standards.®3 This involvement could include taking
a proactive role to promote U.S. standards critical to
the advancement of U.S. industry overseas and
relying more extensively on private standards in
public rement.8 Otherssaid the Government
should assist in educating corporate America about
the strategic importance of standards.®s

Looking towards the future, many witnesses
recognized the importance of the formation of an

. 7 U.S. Department of Commerce, Transcript of Hearing on
Improving Participation in Intcrnational Standards Activitics, first
day,,::‘ .3, 19”,5‘.68.
ranscri| proceedings, p. 104.
mus. Dep‘:rtment of Cou?;ngm, Tmn:c’j’pt of Hearing on
Improving Participation in Intcrnational Standards Activities, tirst

day, Apr. 3, 1990, p. 118.
Yol p. o5.F

™ Ibid., p. 3.

% Ibid., p. 165.

*' NIST, “Government’s Role in Standacds-Related
Activities,” p. 8, states that, “One third of those making
substantive comments on the [standards] process favored
Govemment subsidies throu ?unb to participants or
payment of dues to internationa) organizations. Almost
one-fourth of those commenting on improvement needs
proposed tax credits or other tax incentives to organizations
that gorticipate in international standards.”

Ibid,, p. 12 :

®Us. &pnrtment of Commerce, Transcript of Hearing on
Improving Participation in International Standards Aclivitia,%m
day, OQY;. d3, 1990, p. 26.

*° As stated by Mr. Lanphier of American Society of
Agricultural Engineers, Transcript of proceedings, p. 81.

effective working partnership between the present
voluntary system and the Government. The U.S.
voluntary system is pressed with the continuing
need to remain competitive in a changing world
economy—the most immediate concem being
Europe 1992. It will be imperative to obtain access to
and information about actions being taken abroad
SO as to protect U.S. interests, witnesses said.6
U.S.-EC governmental as well as private sector
ANSI/CEN and CENELEC relationships will have
to be strengthened and public-private coordination
improved.8” Perhaps more importantly, the United

 States must reduce testing-related barriers to U.S.

exports, % working towards the acceptance by major

US. trading partners of US. test data and
recognition US. labs and accreditation
schemes.8?
Prospects

A number of witnesses suggested that a more
cooperative relationship between the Government
and private sector would improve the United States’
ability to address international standards issues.
Unfortunately, the hearing was viewed by many as
a referendum on the viability of the U.S. system, in
K:rticular whether the U.S. Government should

ve a greater role in contmll‘:\gait,” nota firststep
ina of constructive tion.?' In the
words of NIST, “The magnitude of the response and

the intensity of expression of sentiments. clearly

indicates that the private sector an
significant changes tg?he current [u.osf.’] standa

development system. "2

There are indications that ANSI and the U.S.
Government are attempting to be responsive to the
needs expressed at the Aprif hearing. However, itis
unclear how well they are coordinating their
efforts. A high-level private advisory groupon 1992
standards, in February 1990% was
formally established but had yet to meet at press

sys. Department of Commerce, Transcript of Hearing on
Improving Participation in International Standards A::!tivitia, rst

, Apr. 3, 1990, p. 217.
S
* Ibid., p. 192

., p-
 Of the participants expressing views about conformi
menmt,ns:dyh?lfuidﬁutd\ecwmmtshouldpl?ya

n:;gor role, particularly in improving coordination back home
and promoting Iﬁ!ﬂ!\eﬁb on the nce of U.S. tests in
foreign markets. NIST, “Government’s in Standards
Re%:)ted dAetnlrghes Analysis of Comments,” July 16, 1990, draft,
. 10 and p. 15.
Ple NIST, “Government’s Role in Standards-Related
Activities,” p. 6, states, “[T]here is considerable evidence that a
lacge number of commenters participated in what the
perceived to be a plebiscite on whctK:r the U.S. standardization
u remain voluntary or be taken over by the
ernment.”

9! See, for exaudple, Donald L. Peyton, “Conduct and
Administration of U.3. Participation and Leadership in
International Standardization, Testing, and Certification in the
Decade of the 1990s,” NIST-GCR-

2 NIST, “Government’s Role in Standards-Related
Activities,” p. 14.

b committee’s formation was announced in the Feb. 1,
1990, Federal Reyister, vol. 55, No. 22, p- 3440.
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time for this report. In June testimony, Assistant
Secretary for International Economic Policy
Thomas Duesterberg said that—

U.S. as well as European manufacturers deserve more
coherence and uniformity in the United States
regulatory system for “product approval and
acceptances. There is a need to examine how these
differing U.S. systems undercut the competitiveness
of U.S. industry in the U.S. market, as well as in the
international market For example, a more uniform
and coherent approach to U.S. Federal Government
reliance on one consistent set of standards and a
unified accreditation program for products regulated
by the Federal Government may be a very positive
contribution to U.S. competitiveness.% -

Duesterberg also expressed concern that “we
have given scant attention in the United States to
the consistence and strength of our quality
assurance and quality accreditation system.”
Noting that quality systems inspections will
“become the basis for international trade with the
EC in construction products, medical devices,

nal protective equipment, and telecom-

munications products,” Duesterberg stated that, -
“we need todevelopap m in the United States
that responds directly to this need.”%

Standards for Public Procurement

Use of common standards in bid specifications
‘has long been recognized as key to the EC’s goal of a
more open environment for public purchasing. On
May 21, 1990, a working document on EC policy
towards use of harmonized European standards in
public procurement was released.%
document points out, “Transparent procedures
alone are not sufficient to ensure the opening of
procurement markets if the technical specifications
used in the purchasing procedures are in practice
discriminatory. That is why the use of standards
plays a crucial role in the effectiveness -of any
measures for opening-up procurement markets and
in the realization of economies in the
marketplace.”??

Among other thinis, the paper reaffirmed the

obligation imposed by EC law on public purchasers
in the member states to use harmonized European
standards, technical specifications, technical

approvals, and quality-assurance schemes in their
procurement  specifications, even though
compliance with such standards is normally
voluntary.?8 This obligation is expected to play a

4 Statement of Thomas J. Duest Assistant Secretary
for Intemational Economic Policy, U.S. Department of
Commerce, House Science Committee Hearings on
International Standardization, June 26, 1990, p. 1S.

% Ibid., p. 16.

9 Advi Committee on the Opening up of Public
Procurement, CCO/90/33 and Advisory Committee for Public
Procurement, CC/90/29, Eur(raxn Standards for Procurement,
(wo::;iﬁ,g docu;:\ent), May 21, 1990

id.
% This o%ligation is contained in the “supplies,” “works,”
and “excluded sector” (or “utilities”) directives, and thus applies
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" CEN/CENELEC for the

As the

major role in future U.S. access to the public sector
market in the EC for products such as
telecommunications equipment, power-generation
equipment, water supply equipment, and public
works construction. The working document
explains that requiring products to conform with
the essential requirements of EC directives, which
are legally binding, would not be sufficient to meet
this obligation.?® Although derogations areallowed
in certain circumstances, the document notes that
“contracting entities which use this derogation
must inform the competent standardizing
organization or body of the reason why they
consider the standard inappropriate and request its
revision.” 100 R
In addition, the paper outlined an action
Erogram for standardization work in this area. The
C Commission went on record as_hoping for
“substantial p in a time horizon of three to
five years,” 19! with priority placed on standards that
either do not pose a particular problem or are of
particular importance for European industry. The
document notes that mandates have been given to
establishment  of
inventories of standards in the sectors of water,
energy, and transport and that CEN/CENELEC are
now in the process of developing detailed
standardization and of assigning
priorities to the work items envisioned. A reporton
the appropriate characteristics of such standards
has apparently been tabled by CEN/CENELEC and
will be debated shortly, to be followed by formal
standardization ~mandates from the EC
Commission. ETSI has been asked to develop the
standards needed in the telecommunications field.
The EC Commission indicated a willingness to
assess whether further Community-level
legislation is required to achieve its harmonization
objectives in the “excluded sectors” and to urge
wider ogartir:i tion in European standards
efforts.’2 In the meantime, in a 1990 resolution,
CEN confirmed that it intends to consider
international standards as “the primary source of
European standards for public procurement

purposes.”103

% _Continucd
to entities at the central, regional, and local government levels

when purchasiniomcst and public works construction
services. It will also apply to public utilities throughout the EC,
whether or not owned or operated by the government, in the

fields of telecommunications services, power generation,
drinking water, and trans tion. See ch. 6 of this report on
public procurement for a brief description of these directives,
also see USITC, Effects %f EC Intcgration, USITC Publication
2204, July 1989, pp. 4-17 fora descnstlon of this obligation.

% Advisory Committee on the Opening up of Public
Procurement, CC0O/90/33 and Advisory Committee for Public
Procurement, CC/90/29, Europcan Standards for Procurement,
{working document), May 21, 199, p. 4.

100 Igid., p-2

101 Ibid,, p. 9.

102 [bid., pp. 9-10.

103 CEN, Kesolution CA 8/1990.



Testing and Certification

Previous reports have indicated that U.S.
companies and associations generally support the
development of a transparent EC approval process
that is fair, equitable, nondiscriminatory, not overly
burdensome and that enhances trade. However,
some are concerned that the EC’s pro testing
and certification policy — formally set out in its July
1989  “Global Apgmach to Testing and
Certification —may place them at a competitive
disadvantage relative to firms producing in the
Community. In 1989, U.S. business expressed
strong concern about the EC’s unwillingness to
accept tests generated outside the EC for pu
of demonstrating conformity with EC
requirements. Failure to do so, nearly all agreed,
would expose foreign suppliers to higher
compliance-related costs, greater uncertainty, and
lost sales in the EC market. :

In the early months of 1990, the EC backed off
from its initial refusal,
circumstances in  which it would accept
non-EC-generated test results for gu of
regulatory approval. In the nonregulated sphere,
the final arrangements for setting up a Eum(gean
Organization for Testing and Certification (EOTC)
were made, paving the way for greater internal
cooperation in testing-related matters in the
nonregulated sphere. The EC also continued to
refine its “Global Approach” to testing and
certification, notably the conditions under which it
would accept tests generated outside the EC for
purposes of regulatory enforcement. 104

The evolving policy was being framed in the
context of a policy statement issued by the EC
Council on December 21, 1989, recognizing the
desirability of accepting foreign-generated tests in
order to promote international trade.'% During the
first 6 months of 1990, EC officials took pains to
reassure the Community’s trading partners that
foreign suppliers will continue to be accorded
national treatment in product-approval schemes
consistent with the Community’s international
obligations under the Tokyo Round Standards
Code. According to one spokesperson, the EC “is
firmly committed to equal and nondiscriminatory
access toall its conformity assessmentsystems in the
regulated or nonregulated area. Put at its simplest,
the same rules will apply whatever the origin of the
product.”1% EC officials have said that they will

'%¢ See USITC, Effects of EC Inl?'mtion, USITC Publication
2268, March 1990, pp. 6-17 to 6-32 for a detailed analysis of the
EC’s Global A, ch to Testing and Certification, formally
released by the EC Commission in July 1989.

1% See USITC, Effects of EC Integration, USITC Publication
2268, March 1990, p. 6 28 for a discussion of the Council
resolution, “Council Resolution 90 on a Global A h to
Conformity Assessment,” passed Dec. 21, 1989, O] No. C 20
(Jan. 16, 1990%.

1% John Farnell, Head of Division DGIII/B/4 (Internal
Market and Industrial Affairs), Feb. 13, 1990, speech at a
conference in Brussels entitled 1992 Eu n Standardization in
the International Context, as reported in U.S. Department of State
Telegram. Mar. 9, 1990, Brussels, Message Reference No. 03823.

identifying certain

encourage the arrangements between EC and
non-EC parties on the mutual recognition of test
results. Such agreements could reduce
testing-related barriers between the United States
and the EC and could provide material benefits toall
signatories.

Nonregulaied Products

On April 25, the EC and CEN/CENELEC signed
a memorandum of understanding (MOU)
establishing the European Organization for Testing
and Certification. The EOTC will be a focal point for
all testing and certification matters in the EC,'97
although its main aim will be to eliminate
testing-related barriers among the member states in
the nonregulatory sphere.'% Such barriers will be
removed by building confidence among all affected
interests —consumers, users, producers, public
authorities, testing laboratories, product certifiers,
etc. —through the establishment of common
criteria, encouraging the sharing of technical
information, and improving coordination. The
ultimate objective is to minimize the need for
multiple inspections and product tests by buyers,
users, and consumers in the EC.

Structure

In terms of structure, the body—which xi
technicall ivate'®—is to comprise a centra
council ax)\’d pseanetariat, specializej’r;;umittea of
test labs, quality assurance bodies, and product
certifiers, sectoral committees, and agreements
groups. The functions of each of these components
are discussed below.

The council

The council is to provide the superstructure for
the various components of the nization.
Amongother things, itis to ensure thatallinterested
parties are properly involved in conformity-
assessment processes, and to develop and ensure

the coherent application of “principles and

processes in the field of conformity

' The body is also to assist “the Commission of the
European Communities and the EFTA countries regarding
conformity assessment in the regulatory sphere” including
"asistinx the Commission of the Eur:retn Communities and
the EFTA countries in the definition of the techical conditions
for furtheri?i a ts, including those with third '
countries. “Memorandum of Understanding Between the
Commission of the European Communities, the European Free
Trade Association (EFTA) and CEN/CENELEC for the Setting
Up of the Eu n Organization for Testing and
Certification,” XEr. 25, 1990, (herein after “MOU"), par. L.

'% The MOU states that the objectives of the organization
include: “encouraging, fostering, and managing the
development of European certification systems and of mutual
recognition agreements for test reports and certificates on the
basis of coherent principles and which will attract the
confidence of all interested parties.” MOU, par. I.

1% As discussed later, CEN/CENELEC is to provide
administrative support for the new body, and the EC
Commission intends to underwrite the EOTC financially for its
initial 3 year startup period.
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assessment.”1'0® The councii is the eicment of the

organization that brings in the broadest spectrum of
affected interests. It will include representatives of
European industry organizations, consumer
groups, unions, government (the EC Commission
and EFTA), and the European standards
institutions, as well as one representative of the
conformity-assessment community nominated by
each of the member states and a representative from
each sectoral and specialized committee.

Specialized committees

The nature of the EOTC’s specialized
Committees apparently changed somewhat from
that depicted in our previous report.’’! Rather than

being coequal to the sectoral committees, and
having an ongoing and fundamental interaction -

with them, the specialized committees will be
strictly advisory to the sectoral committees and
agreements groups and will only render advice
upon request. On the other hand, the specialized
committees may have more of a role in the regulated
sphere than previously thought e EC
ommission reportedly plans to draw upon the
specialized committees’ expertise as it grapples with
conformity-assessmentissues in EC regulationsand
directives. Such a relationship should, the officials
said, minimize the degree of conflict between
conformity-assessment ures and uire-
ments in the nonregulated and ted
spheres.'2 In addition, the EC Commission has said
t it may utilize EOTC expertise to. assess the
competence of foreign laboratories seeking to have
their test results and product certificates accepted
under mutual recognition agreements. '3

Moreover, the specialized committees are
charged in the MOU with helping to ensure the
coherent application of the basic standards of
comlpetence and conduct for laboratories and
qlt;a ity-assurance schemes and for updating and

~ elaborating upon those standards.'* Member
states have been asked to ensure that the bodies
designated (“notified”) by them to conduct

procedures required by particular 1992 directives
conform with these basic standards. The specialized
committees will also promote and review

agreements on mutual recognition in various
disciplines, such as testing, certification, etc.!'s

"o MOU, par. I1.1.

41 USITC, Effects of EC Integration, USITC Publication 2268,
March 1990, pp. 6-21 to 6-22.

n2ys. rtment of State Tele
Brussels, Message Reference No. 10157.

"MIys. Dement of State Telegram, Brussels, Message
Reference No. , Mar. 16, 1990, reporting on a meeting held
on Mar. 13 between representatives of the American National
Standards Institute and an official of the EC Commission.

14 The MOU (par. I1.4) states that agreements groups are
also responsible for “identifying specific needs for the
development of standards, either for products, or for the
EN and 45000 series.” .

'8 MOU, par. 11.2

m, July 3, 1990,

4-20

Sectoral committees and agreements groups

The sectoral committees will represent “large
sectors of industrial activities” and be set up
according to the needs of the economy upon a
proposal by interested parties.''® As of July 1990,
exploratory discussions on the formation of sectoral
committees were taking place in some 12 areas.''?
Even though non-EC interests cannot formally

participate in the sectoral committees,''® the

committees may prove a reasonable vehicle for U.S.
industry input into the EC’s future testing regime.
The sectoral committees are formally charged in the
MOU with “maintaining dialogue with similar
organizations in other countries and regions, witha
view to reaching an appropriate state of
coordination at the international level.”"'®
Agreements Groups are to be “made up of those
interested parties who have established or intend to
establish under the auspices (}f EOTC, a mutugg
recognition a ment or certification system.”!
In meetin v%:fhe U.S. officials in June, g?ﬁcials of
the EC Commission stated that the EOTC structure
placed most decisionmaking within the agreements
groups.  Sectoral committees are to ensure
uniformity across agreements groups in the same
sector. 12!

- Operation

The EOTC is to be set up in three stages and
should be in full operation by the beginning of
1993.122 The first stage will be the ratory stage,
culminating in the first formal meeting of the EOTC
Council. The second or experimental stage will end
on December 31, 1992, and will provide an
opportunity for necessary changes to be made in the
structure and operation of the EOTC and its various
components.  During this period, the EC

‘Commission and CEN/CENELEC will provide both

organizational and financial support to the EOTC.
The third, or mature, stage will be characterized by a
stabilized and fully operational EOTC operating
under the independent control of its council.

116 MOU, par. I11.1.3.

117 Preliminary activity has been reported in the following
areas: (1) information technology, (2) steel, (3) low-volta
electrical equipment (including electromagnetic compakiglity),
(4) high-voltage electrical equipment, (5) medical equipment,
(6) gas appliances, (7) aerospace, (8) building products, (9)
machinery, (10) electrical components, (11) water s: ply, and
(12) chemicals. As reported by American National Stan
Institute, ANSI Global Standardization Report, vol. 3, p. 25.

'1¢ The MOU (par. lI1.1) states that sectoral committees
shall be composed of a delegation from each of the member
states and that this delegation shall be representative of
interested parties (i.e., manufacturers, users, and third parties),
as well as a representative from each agreement group falling
within the product sector.

"% MOU, par. I1.3.

120 MOU, par. !1.1.

12! U.S. Department of State Telegram, Brussels, Message
Reference No. %,157, July 17, 1990.

122 “New European Body for Certification and Testing,
Europeun Report, No. 1588 (May 19, 1990), sec. 5, p. 5; “News in
Briet,” 1992 — The External Irnpact of European Unification, vol. 1,
No. 22 (Feb. 23, 1990), p. 11.



Organizational steps were taken during the
period under review in an effort to get the EOTC u
and running by late 1990. On June 1, a small EOT
staff was established within CEN/CENELEC.'23 [n
mid-July, a director of the new organization was
selected),' and the first meeting of the EOTC Council
was scheduled to take place in London in late
November 1990.'24 1t is expected that the council
will elect the EOTC’s president at that time.

Foreign Participation

US. industry is very interested in forging
bridges to the emerging EOTC system. During the
period under review, ANSI urged the EC (1) to
encourage sector and specialized committees to
develop close working relations with counterpart
organizations in the United States, (2) to urge
agreements groups to include non-European

ies on a nondiscriminatory basis, (3) to promote
international agreements on mutual recognition
that are open, transparent, and equitable.'25

The EC Commission has said that the EOTC’s
sectoral committees would be free to establish
informal ties with counterparts in other countries 2
and that a ents groups of the EOTC could
include non-EC firms as full-fledged
participants,'?? provided they meet the criteria for
such agreements.'?® Both statements were well-
received in the U.S. private sector, since they could
pave the way for elimination of the currently
overlapping and duplicative testing requirements
imposecf by private purchasers in the EC. However,
no foreign representation in the EOTC Council, the
sectoral committees, or the functional committees is
foreseen, EC Commission officials have said. 2

U.S. trade associations and test houses have
been working behind the scenes to establish
informal links with the new organization in the
hopes of facilitating the acceptance of U.S. tests and
certificates after 1992 In March, an ANSI-led
delegation discussed possible future cooperation in
the conformity-assessment sphere. ﬁeAu t,
another ANSI delegation met with leaders of the
European Quality System to assess the EC’s
evolving activities in the field of quality assurance.

'® U.S. Department of State Telegram, July 3, 1990,
Brussels, Message No. 10157. Y

‘24 USITC interview with CEN officials, July 19, 1990,

'8 American National Standards Institute, “ANSI Views on
Relationships Between the United States and Europe on
Testigg and Certification,” July 23, 1990, p- 1.

=us. Dement of State Telegram, Brussels, Messa,
Reference No. , Mar. 16, 1990, ing on a meeting held
on Mar. 13 between tatives of the American National
Standards Institute and an official of the EC Commission.

27 ys. Defartment of State Telegram, Brussels, Message
Reference No. 10157, July 3, 1990.

_ '2% The MOU (par. I1.4) does state that members of
agreemezr;(t;ﬁroups should satisfy the criteria of the EN45000
and EN seres as appropriate.

12 U.S. Department of State Telegram, Brussels, Message
Reference No. 10157, July 3, 1990.

Further meetings are scheduled for October 1 and 2,
1990.130

U.S. industry has expressed great interest in
learming about emerging sectoral committees and
agreements groups so that they may channel their
information-gathering efforts.” An official of CEN
reported that no existing mutual recognition
arrangements in Europe will be directly transferred
into the EOTC structure. All of them, including the
ECITC program  for  certification  of
information-technology equipment, will need to
undergo changes in order to totally fulfill the
criteria set forth in the MOU. Two certification
agreements have been established, however, and
both include U.S. test labs, the CEN official
stated. 13!

Regulated Products

In the case of regulated products, the EC
Commission has said that acceptance of
non-EC-generated tests would depend on several
factors. .ffegxe EC directive governing the product
permits suppliers to issue a manufacturers’
declaration of conformity, suppliers are free to work
with the testing lab, quality-assurance assessor, or
rroduct certifier of their choosing, whether or not
ocated in the EC. For pmgincts for which
intervention of a third party is actually required by
EC standards directives, however, acceptance of
non-EC ted tests, reports, or certificates
would, EC Commission officials stated, only be
permitted under two circumstances: (1) when they
were generated by a foreign firm acting as a
subcontractor to an EC-basedgf’\noﬁﬁed body,” and
(2) when the EC has concluded a formal agreement
on the mutual ition of test results. Such
agreements are needed, . according to a
representative of the EC, in order “to ensure, on the
one hand, that the competence and responsibility of
the non-EEC body concerned is adequate and will
be maintained by some form of officia ly recognized
surveillance. It is also needed to make sure (to putit
gluxl\tly) that the Community is getting a fair
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In 1990, the United Stat&sfooontinued to lobby
against a reciprocity criterion for such agreements.
Other key U.S. goals include (1) ensuring that U.S.
suppliers are able to choose “a means for showing
contormity that will not place them at a competitive
disadvantage [relative] to Eu n or other
suppliers in getting products to the market,” )

'% George T. Willingmyre, Vice President, American
National Standards Institute, letter to the Honorable Tim
Valentine, Chairman, Subcommittee on Science, Research, and
Technology,<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>