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INTRODUCTION

I. Now about to hand over to a new body, ten years after the signature
of the Treaty of Rome, the Commission feels it should preface its Tenth
General Report to the European Parliament with a summary of the major
considerations which it believes should guide the Community institutions
in their work over the coming years.

One year from now, a customs union for industrial products and a single
market for agricultural products will have been established. In the years
to follow, the main objective should be to achieve economic union—a
sine qua non if the common market is to function properly. And this
is a matter of urgency, because the.intermediate. phase in which the
Community is situated—a complete customs union but only a partial
economic union—involves a definite risk of imbalance, perhaps even of
disintegration.

Once an economic union has gradually been built up, the Community will
have at his disposal a suitable framework within which its own activities,
those of the Member States and those of economic transactors can proceed.
But it is only a framework. How it should be filled in, how Community
life should be guided, these questions will remain. The success of the
Community will ultimately depend on ‘what use the Community’s institu-
tions make of the instruments at their disposal—on the nature of the
policy they are able to plan and implement.

Completion of the economic union and determination of the broad lines
of Community policy will therefore be the two themes of this summary.

COMPLETION OF THE ECONOMIC UNION

II. Economic union means all the measures required to create on the
territory of the Community conditions similar to those obtaining on a
domestic market. These are: :

a) Free movement of goods;

b} Free movement of persons, services, and capital;

¢) Implementation of the common transport policy;

d) Arrangements to protect competition from distortion;

e) Provisions. to guarantee that the economic policies of the Community
and the Member States share the elements needed to secure conditions
similar to those obtaining on a domestic market.

13



Free movement of manufactures and farm produce

III. Over the last nine years considerable progress has been made
towards completely open markets. On 1 July 1968 internal customs
duties will disappear altogether, market organizations will be set up and
a common level of prices will be fixed for the major farm commodities.

Between 1958 and 1966 the value of merchandise trade between the
member countries more than trebled—rising from. 6 800 million to
22900 million units of account.

Nevertheless, there is as yet no real common market: Intra-Community
trade is still subject to a number -of restrictions that obstruct the movement
of goods, result in hold-ups and checks at frontiers and involve firms in
useless expense. Trade between the member countries has not yet become
genuinely “domestic™.: Apart from customs and quota frontiers, which
will disappear on 1 July 1968 for all manufactures and nearly all farm
produce, there are other. !‘frontiers” impeding the free movement of
goods—tax frontiers, patent frontiers, monopoly frontiers, the frontiers
raised by customs legislation. The opening or elimination of such frontiers
is one of the main tasks for the coming years. The Commission has done
a substantial amount of preliminary work. In a number of cases proposals
have already been submitted to the Council. Others will follow in the
course of the year.

The chief objectives are as follows:

Establishment of the remaining common organizations
for agricultural markets

IV. The Commission considers that by 1 July 1968 free movement of
all agricultural products should be introduced, or at least a deadline should
be fixed. Common organizations need to be set up for liquid milk and
fishery products, quality wines and ordinary table wines, tobacco, hops,
cut flowers and the like, linen and flax, ethyl alcohol, mutton and lamb,
and potatoes.

Removal of the last remaining charges equivalent in effect to. customs
duties and of measures equivalent in effect to quantitative restrictions.
End of the isolation of certain markets

V. Of 365 cases of charges equivalent in effect to customs duties known
to the Commission at the beginning of June, 261 have -been settled and
26 others are being settled.

As regards the 78 cases still to be dealt with—46 of which are charges
for health, plant-health, veterinary and quality controls—the Commission
will have to establish whether they really are charges with equvalent
effect, and, if they are, an attempt must be made to eliminate them by
1 July 1968, , ‘

14




Difficulties persist in respect of measures equivalent in effect to quantitative
restrictions. The Treaty does not:define the concept and:hence .cannot
list these measures. A Community standpoint can-only by worked: out
gradually. © Work in this field will also have to be speeded up if the
1 July 1968 deadline is to be met. ' L

The Commission has also- been particularly concerned with the problem
of the gradual adaptation of certain industries to the common market
economy. It should be possible, for instancé, to introduce freedom of
movement for sulphur, lead and zinc by 1 July 1968. The problem of
Ttalian raw silk will have to be solved at the end of the transition period
100, . B CE . B

Harmonization of customs legislation

VI. Once Community goods can cross frontiers within the Community
duty free, it must be expected that any substantial disparity between the
laws of the various member countries will constitute an incitement to
import into the member country with the most favourable . legislation.
Similarly, such disparities may obstruct the movement of goods because
a member country deeming its interests harmed by the diversion of trade
might try to put a stop to it by invoking the safeguard clauses in the Treaty.

The customs union is scheduled to come into effect:on 1 July 1968;-and
prompt and vigorous action will be required if the customs legislation
of the member countries is to be aligned as quickly as possible; the bulk
of the work must be completed in advance of the above date. o

The first matter to be tackled is to draw up the joint rules needed for
application .of the common” customs tariff. A great deal of work has
already been done on this; specific items being dealt with are:

) Joint provision for the admission of goods to: free circulation;

5) Explanatory notes for the customs tafiff; ' ’ ‘

¢) Uniform application of the concept of customs valuation; o
d) A Community procedure for the settlement of disputes, particularly
in respect of the classification of goods and the determination of value;
e) A procedure administering Community tariff quotas; T

) Joint customs regulations governing the construction and repair of
ships and aircraft; ’ o — ' o
g) Harmonized rules for outward processing traffic. .

Customs legislation also includes avariety of arrangements for ‘the.tem-
porary importation into the Community of goods from non-member coun-
tries without the duties in the common customs tariff (or the agricultural
levies) being applied to them. These arrangements must be reviewed
in the light of the customs union, for disparities might causé business to
be transferred from one membet country to another or léad to a distortion
of the conditions in which Community firms compete on external markets.

15



The Commission has begun to study the various temporary import arran-
gements. Proposals- are being drafted for joint provisions on inward
processing traffic, bonded warehouses and temporary admission.

Work on the removal of obstacles to merchandise trade should include
arrangements enabling goods to be despatched from one point to another
within the Community without any formality or control at frontiers.

Lastly, on a more general plane, the gradual establishment of a single
customs territory in the Community raises the acute problem of co-operation
between the customs authorities of the six Member States.

First of all, the principle will have to be accepted that measures adopted
by any authority are recognized by its counterparts. Next, action to
prevent or punish fraud and to recover debts will have to be co-ordinated.

Community rules for external trade

VII. Until there is a common commercial policy for all products, there
can be no common market with the characteristics of a domestic market.

It is already illogical, of course, for the Community to fix ~— sometimes
with considerable difficulty — a common customs duty for a given product
when the member countries are still free to liberalize or ‘restrict imports.
But the main factor that is prejudicial to the Common Market itself is
the effect on internal trade. As long as import regulations still differ,
it is not only products ( photographic equipment or sewing machines, say)
from outside the Community which are checked and perhaps refused
freedom of movement: all products of a particular kind, even those
originating in the Community, have to be checked at the frontiers between
member countries so that it can be established that they do not come
from non-member countries or contain parts manufactured in those coun-
tries. Now the differences between the various member countries’
regulations often do not have sufficient economic justification to offset
the harmful consequences they have on free movement of goods within
the Common Market.

The Community is completely free to pursue whatever commercial policy
it considers best. The important thing is that there should be a common
policy. National regulations that result in controls and restrictions on
the free movement of goods between the member countries are not
compatible with a common market.

Before common regulations can be applied to external trade, two conditions
must be fulfilled: basic agreement must be reached on the measures to
be taken for the various products, and legal provisions defining and
guaranteeing these measures must be adopted. ' '

The basic agreement depends as much on industrial policy as on commercial
policy. Over 90 % of the Community’s external trade is now liberalized.
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The 10 9% or less still subject to special regulations are mainly products
considered “‘sensitive” by the member countries. - The Community will
have to examine these products individually before determining what policy
should be followed for each of them and how the national regulations
should gradually be aligned on that policy.

- The creation of the legal bases for the gradual introduction of common
external trade regulations requires, apart from the measures to align
customs legislation: :

a) A decision to consolidate the present degree of liberalization;

b) A procedure whereby other products can be put on the liberalization
- list or, if need be, products already liberalized can be deliberalized;

¢) The opening of Community quotas and an agreement on the admin-
istration of these quotas; :

d) Procedures governing the application of the safeguard clauses provided
for in international agreements; ' '

e) The adoption of Community anti-dumping and anti-subsidy regulations.

Obviously, these measures will only be really effective if they are not in
conflict with contractual obligations under bilateral or multilateral agree-
ments between the Member States and other countries or international
organizations.

The necessary provisions have been adopted {the EEC clause, limitation
of duration) for the adaptation of bilateral agreements, so that a future
commercial policy will not conflict with such treaties. As regards multi-
lateral agreements, the measures needed should also be taken as quickly
as possible so that the ‘obligations incumbent on Member States under
such agreements do not stand in the way of the adoption and implemen-
tation of the common policy at the end of the transition period. However,
it should be realized that these measures will only have a practical effect
if—in due course—they are actually implemented (i.e. negotiations are
begun to adapt the agreements in question).

The Commission believes that thought should be given at this stage to
instituting a Community procedure to facilitate the task of transferring
to the Community the numerous bilateral and multilateral agreements to
which the Member States are party.

Harmonization of legislation on food and animal feed, seeds and stock
breeding, and on veterinary, plant-bealth and forestry matters

VIII. Harmonization of legislation in these fields, i.e. the elimination
of “frontiers” resulting from differences in the law relating to agriculture
from one country to another, is indispensable if the creation of market
organizations and the related -elimination of customs duties, quotas,
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monopolies, minimum price systems, levies and other obstacles to intra-
Community trade are to have their full effect on the free movement of
farm produce. o :

The volume of work to be done in these fields is appreciable. Sixteen
directives have already been adopted by the Council on Commission
proposals, and twenty-three others have been drafted and are now before
the Council. Even when these proposals are adopted, however, the
programme will still be far from complete. Before farm produce can
really cross frontiers freely, the Community institutions will have to
make special efforts in the coming years to eliminate those frontiers
constituted by differences in legal provisions. :

Removal of technical obstacles to trade

IX. The expression “technical obstacles to trade” embraces all the
obstacles to merchandise trade that result from the differences between
member countries’ laws and regulations on quality. and composition,
packaging and inspection. S

These provisions are designed to protect the public interest and in particular
human life and health. They are indispensable in the Common Market.
The problem is not that such provisions are on the ‘statute books but
that they vary from country to country; certain products which comply
with the regulations of the exporting country do not satisfy those of the
importing country and cannot therefore be admitted for sale or utilization.
Consequently, there are often as many markets for these products as
there are national legislations. They cannot be mass produced on a
European scale, and their adaptation to the requirements of the importing
country often forces up the price.

As these laws: and regulations cannot be abolished, adequate harmonization
is the only means of eliminating the obstacles resulting from the discrepan-
cies between them. The Commission has already submitted to the Council
a number of proposals for directives in this field. - However, this task
is a highly technical one which will take years to complete:” most of it
has not yet been tackled. A practical programme establishing priorities
and deadlines and determining the best method of harmonization for each
sector will shortly be submitted to the Council, account being taken of
past experience. :

Elimination of tax frontiers

X. “Tax frontiers” are the obstacles to free movement of goods resulting
from differences in indirect taxation' and especially the practice of granting
refunds and levying countervailing charges in international trade. Their
elimination presupposes not only the harmonization of tax structures but
also a good deal of alignment of tax rates. :

18




The Commission is aware of the great difficulties- in the way of rapid
harmonization of tax structures and in particular tax rates.- About 52 %
of the total tax revenue of the member countries come frofm indirect taxes,
and rates sometimes differ considerably. - The process: of harmonization,
therefore, will necessarily involve substantial changes in the tax revenue
of the member countries. ‘Now these will only be tolerable if the member
countries still have enough room for manoeuvre in tax- policy to.offset
the effects of harmonization on their budgets without. producing undesirable
economic social consequences. '

Of the indirect taxes, turnover tax occupies a special position in that it
is charged on nearly all goods and therefore obstructs the wole range of
merchandise trade between the member countries. The elimination of
turnover tax frontiers must therefore be considered a priority aim.

As regards excise duties, the most serious obstacles to merchandise trade
are the tobacco taxes, either because a very high minimum rate makes it
difficult to sell the cheaper brands of cigars and cigarettes or because
the tax is not degressive enough—given the rate of tax—and this prices
the dearer brands out of the market. The Commission will shortly submit
to the Council its proposals for harmonizing the pattern of taxation on
tobacco as part of an overall scheme to establish a real common market
in tobacco.

Duties on beer, sugar, spirits, wine, and fuel oil and other oil products also
have an appreciable influence on merchandise trade. For these taxes, as
for tobacco tax, structural harmonization cannot be deferred. Alignment
of rates could be left until later. : '

Adjustment of govermment monopolz'és

XI. There are currently in the Member States about fifteen government
monopolies affecting some ten groups of goods. Economically the most
important are the French monopoly in petroleum and oil products, the
French and Italian tobacco monopolies and the German and French spirits
monopolies. The other monopolies with less of an impact on the economy
as a whole nevertheless involve restraint and distortions of competition
in the industries where they operate. Their adjustment is therefore as
much a problem of competition as a problem of free movement of goods.

As regards a number of Italian monopolies of limited Ae_conomic importance
(salt, cigarette paper, lighters), the measures shortly to be adopted should
make substantial progress towards freedom of movement. possible.

For others, such as the French and Italian match ‘monopolies and the
French powder and explosives monopoly, the recommendations sent to
Member States concerned should facilitate appreciable progress.

Specific proposals for the reorganjzaﬁon of the French and Italian tobacco
monopolies are to be laid before the Council in the next few weeks. -
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The situation as regards the monopolies in oil products, natural gas and

spirits is more complex. The adjustment of these monopolies is lagging
behind the elimination of quotas within the Common Market because the
solution of the economic problems raised by adjustment is closely tied up
with the common policy to be pursued in these industries. This applies
chiefly to energy policy and the joint regulation of the market in spirits.
One of the immediate tasks facing the new Commission will be to draft
proposals on these matters,

Free movement of persons, freedom of establishment
and freedom to supply services

XII. Free movement of workers has in fact already been widely
introduced throughout the Community. Definitive regulations to enter
into force on 1 July 1968 will remove the few remaining obstacles. The
Commission will supplement existing provisions, or provisions still to
be adopted, by measures which will make it possible for workers to
stay on in the country where they have been in paid employment.

The movement of workers within the Community can, however, still be
made easier. The machinery for clearing vacancies and job applications
should be improved. The social and human problems raised by freedom
of movement for workers have not all been solved satisfactorily: more
still needs to be done to facilitate the adaptation of migrant workers and
their families to their new circumstances of life and work. Finally,
procedures for granting social security benefits to migrant workers should
be further simplified and improved.

These measures should give full effect to freedom of movement by ensuring
optimum employment prospects for all while guaranteeing the fullest use
of manpower within the Community.

XIII. Freedom to supply services and freedom of establishment have
not yet been introduced in the Community to the same extent as freedom
of movement for workers. The timetable in the General Programme for
freedom of establishment and freedom to supply services, adopted by
the Council in December 1961, has proved somewhat ambitious. Technical
difficulties -have made it impossible to maintain the pace originally
envisaged. However, - after getting off to a relatively slow start, the
Commission is submitting proposals and Community decisions are being
reached more speedily, and there is now some hope that the aims of the
Treaty in this field will also be attained by the end of the transition
period. Moreover, the need for fair conditions of competition in the six
countries and for harmonious development of the Community make the
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“early introduction of freedom of establishment and freedom to supply
services a necessary counterpart to the introduction of a customs union.

Seventeen directives on the right of establishment were in force at the
beginning of June 1967. Twenty-two other proposals. for directives are
now before the Council, having already been considered by the European
Parliament and the Economic and Social Committee. )

Much the same degree of progress has been achieved on freedom to supply
services, since the Council’s General Programme of 1961 covers both fields
together. Most of the directives cover both establishment and services,
but three of those already adopted are concerned with services only
(payments for services, the film industry and agriculture).

Results to date should not, however, disguise the fact that considerable
efforts still have to be made. The extensive research needed to prepare
the earlier directives will doubtless facilitate the preparation and adoption
of those to come.

Various questions of principle have already been settled but sustained effort
is needed in the fields of company law and the professions particularly.
The elimination of differential treatment is only part of what has to
be done. The coordination of regulations affecting the professions,
particularly conditions for entry to and practice of the professions, together
with the recognition of degrees, certificates and the like, is still to be
accomplished, and this will be a substantial task for the Community institu-
tions and the member countries. The various professions in each country
will have to be defined, equivalences worked out, the regulations applying
to them listed, and appropriate measures of co-ordination selected. And
efforts will also have to be made to inform and win the support of the
professional people involved. :

As well as implementing the Council’s programme, the Commission and
the Member States must also ensure the application of the directives
already in force. The Commission, as guardian of the Treaty, has respon-
sibilities in this field. For unlike other fields, where regulations directly
enforceable in the member countries are the instruments normally employed
by the Community, freedom of establishment and freedom to supply
services are governed by directives, which bind the Member States to
achieve the specified results but leave them free to decide what form
and legal means of implementation should be employed. The range of
measures used by the member countries to give effect to directives can
extend from the general delegation of powers by a national parliament
to the government through special laws, government decrees, depart-
mental or other orders, and government circulars to local authorities, to
mere instructions issued by public boards. Over a hundred such measures
have already been adopted, The number. will increase:considerably in
the years to come. It is for the Community institutions to verify the
compatibility of these measures with the letter .of the Treaty and the
directives adopted in each case.
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Free movement of capital

XIV. The progress made in -introducing an economic union call for
equivalent advances in -freedom of movement for capital. Numerous
obstacles to -the mobility of capital still persist .within the Community.
The first liberalization measures approved by the Council in 1960 and 1962
enabled certain exchange restrictions to be removed, particulatly those
concerning direct investments, transactions in listed securities, and medium-
and long-term loans and ‘credits connected with business transactions.

A proposal for. another directive currently being discussed in the Council
is designed to establish a better balance in -respect of liberalization of
exchange controls between the member countries and at the same time
to eliminate a number of legislative and administrative obstacles, parti-
cularly concerning access of issuers from other member countries to the
various capital markets and the listing of securities from other member
countries. ' '

The elimination of exchange controls cannot be the sole basis for a
capital market on a Community scale. The remaining obstacles in the
legislative, administrative and tax fields must also be removed and certain
changes made in the institutional framework and in the economic policies
affecting capital markets. * To remove these obstacles the Community
will have to eliminate their causes, either by the co-ordination of policies
or by the harmonization of institutional provisions.

XV. The Commission considers, on the basis of the work it has done,
that the following measures should be taken: '

a) The remaining exchange restrictions should gradually be abolished;

b) Institutional investors, such as life-assurance companies or savings
banks, should be given wider scope, particularly for investment in other
member countries; : :

¢) If free movement of capital is to be as effective as possible, constructive
measures will have to be adopted—both in respect of market organization
and in co-ordination of the policies pursued by the member countries;

d) Some alignment of the institutional and legislative framework of the
various markets is needed to facilitate the free movement of capital,
particularly as regards information for the public, guarantees and security,
rules governing the issue of securities and arrangements governing the
operation and control of financial institutions.

In order to prevent movements of capital that are abnormal or cannot be
justified by economic considerations, . :

@) A harmonized.system of withholding taxes will have to be arranged
for the interest on negotiable bonds and for dividends, with tax paid being
set off against the beneficiary’s total liability and rebates where too much
tax has been paid; :
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) Certain procedures for the application of tax credits in Belgium and
France will have to be adjusted, since these are discriminatory in nature,
and a single method will have ‘to be found to relieve the overall tax
burden on the distribution of dividends (relief either for the company
or for the shareholder}; S - ‘

¢) The tax consequences of the operations of investment companies will
have to be adjusted and harmonized so that investments made through
these' companies are not taxed more severely than direct investments.

The customs union should be supported by the integration of capital
markets and the freedom of capital movements—both medium- and short-
term. - If the Community process is not brought to'this logical conclusion,
there is a risk that progress already made may.be prejudiced, for a
European capital market will be a basic element in a competition policy
designed to ensure for firms equivalent.conditions as regards the cost
of and access to funds; it will also be a determining factor for the establish-
ment of monetary union within the Community. ,

The establishment of a common transport -i)olicy »

XVI.  Serious difficulties have so far hampered the establishment of a
common transport policy. - It is a pity that the Commuriity has lost ground
in a sector so closely linked with the achievement of the customs union.
The implementation of the common policy can now no longer be deferred.

On several occasions the Commission has stated what principles it believes
should lie behind the Community’s policy in this field:

i) The economic frontiers between the Member States must be abolished
in respect of transport, and the transport market must be organized at
Community level; ' : N _

{i) Transport must be in a position to respond satisfactorily to the needs
of those engaged in business and of consumers in all parts of the
Community; I o

iii) Measures must be taken to enable transport to work at the Jowest
overall cost for the community as a whole. '

In view of these objectives; the transport market must be based on com-
petition, the purpose of which is to ensure optimum distribution of traffic
between types of transport and transport firms. This means that arbitrary
allocation of traffic between the various types of transpott and firms cannot
be allowed. On the other hand, it does not rule out certairi official
intervention measures justified by the “special aspects” of the market.

The aims of official intervention shc;uld be:

i) Competition on equal terms for the different types of transport and
transport firms as a result .of harmonization of competition conditions;
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ii) The prevention of abuse of competition, whether through the improper
exploitation of dominant positions or through cut-throat competition;

iii) Assistance towards the aims of regional and social policy.

On the basis of this general approach, the Commission has drafted
proposals, some of which—mainly on the harmonization of conditions of
competition—have already been adopted by the Council. Others are still
being discussed. The main difficulty concerns the choice of measures to
be implemented to counter the risks of abuse of dominant positions and
cut-throat competition. The measures originally proposed by the Com-
mission constituted a balanced and internally consistent whole, the gradual
application of which should lead to the progressive elimination of these
dangers. The Council’s agreement of 22 June 1965 had given some
measure of priority to rules concerning rates and fares. But the Com-
mission’s proposal for the implementation of this agreement aroused lively
opposition on the part of some Member States. A package-deal solution
to the problem is now being sought through the simultaneous adoption
of measures affecting a number of different fields.

With a view to the introduction of a common transport policy in,phase
with the introduction of the common market as a whole, the Commission
proposed a plan of action in its last memorandum to the Council. The
common transport policy would be introduced in two stages: the first
would last until the end of the transition period—31 December 1969—
and would deal mainly with transport between the Member States; the
second, beginning on 1 January 1970, would also affect domestic transport
arrangements.

XVII. In the first phase the folloﬁring measures would be adopted:

Harmonization of conditions of competition

Proposals have already been submitted to the Council concerning the
abolition of double taxation in connection with motor-vehicles, the stan-
dardization of regulations on the duty-free entry of fuel contained in the
tanks of road vehicles, aids granted to road, rail and inland water transport
firms, and the harmonization of working conditions in road transport.
These four proposals will probably be adopted in the near future. A fifth
proposal concerning the measures adopted by the Member States with
regard to obligations inherent in the notion of public service has just
been submitted. :

Other proposals will be presented‘ by the Commission in the very near
future: they concern normalization of the accounts of railway undertakings
and uniformization of the bases of calculation for motor-vehicle taxes and

for the tax on vessels using inland waterways.
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Apportionmerit of infrastructure costs

The fair apportionment of infrastructure costs between users is one of -
the conditions on which balanced competition between the various types
of transport depends.. However, this raises complex problems which
cannot be solved quickly. - In the meantine, the Commission is proposing,
as a provisional solution, harmonization of the structures of taxes on
utility vehicles, revision of arrangements to cover the infrastructure costs
of inland waterways and uniformization of “methods 'of aocountmg for
infrastructure expenditure,

_Rules of competition

The provisional situation under which the application of Community
regulations on restrictive agreements and dominant positions has been
suspended in respect of road, rail and inland water transport must be
brought to an end. A Commission proposal is now being examined by
the Council and a decision is expected shortly. While bringing transport
under the cartel regulations, it provides for the exempnon of certain
types of restrictive agreement.

Access to the market

Control in thls field has mcreased in importance because of the difficulties
which have arisen with regard to the control of transport rates and fares;
capacity control will be the main weapon against anti-economic competition,
and the use of tariff measures is to be confined to the residual cases.
The Commission will shortly submit its proposals on access to the market,
capacity control and the admission of non-resident carriers to domestic
transport services for both road and inland-waterway freight transport.

There is already an agreement on the constitution of a Community quota
and the adaptation of bilateral quotas for road freight transport.

A similar proposal is to be presented for freight transport by inland
waterway.

The aim of capacity control is to ensure a proper balance between transport
supply and demand by preventing the development of capacity surpluses
and deficits. This objective can be achieved through the introduction of
a licensing system.

Measures are also to be taken to ensure freedom of establishment in
respect of transport.

Tariff control

The Commission is maintaining its proposal for the introduction of a
bracket-rate system for fre1ght transport. However, in view of the
regulations planned concerning access to the market, certain clauses in
this proposal may be deleted or relaxed. :
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-~ Market supervision

The impact of all-thesé measures on the transport market is not fully
foreseeable. This is a further argument for the creation of an organ to
supervise the market. The Commission intends to propose that, when
these regulations enter into force, a transport market supervisory com-
mittee should be set up, with the task of assisting the Commission and
with résponsibilities covering the implementation of all arrangements under
the common transport policy.

In the second stage, which will begin on 1 ]anuary 1970, the rules and
regulations already in force will be extended to domestic transport services
and the regulations applying to transport bétween the Member States
developed. Measures to harmonize conditions of competition and work
on the apportionment of infrastructure charges will be completed, arrange-
ments concerning both ‘access to the market and tariff control extended
to domestic transport services, ‘and the scope of the reference tariff system

widened.

Taken’ together ‘the. measures described above constitute a balanced pro-
gramme. None the less, the new rules and regulations must be imple-
mented cautiously and gradually. There is no way of predicting with
certainty the impact of liberalization on an industry which has for many
years been restricted and controlled almost everywhere. Doubtless adjust-
ments will prove necessary as experience is gained. '

The establishment of a system ensuring that competition
is not distorted in the Common Market

XVIII. Competition policy in the Common Market has two objectives:

it is designed to contributé to the effective establishment of the Market,
i.e. to eliminate restrictions on intra-Community trade and, secondly, to

ensure the smooth working of the Market through the elimination of

measures restricting or distorting competition, since these are liable to

prevent the optimum combination of the factors of production and,

consequently, optimum growth of the economy as a whole.

The first objective of competition policy is of special importance in the
period prior to the full establishment of economic union, particularly
while freedom of movement for goods and setrvices is being introduced.
The abolition of tax frontiers and the elimination of distortions and
restrictions hampering the free movement of capital have already been
mentioned above. Restrictive agreements also need regulation, for it
would be hardly worth the considerable labour involved in eliminating
obstacles to-trade created by governmental measures if private restraints
of competition-were to be allowed to prevent the opening and interpene-
tration of the markets. The Commission has therefore given .priority to
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work on practices ‘whose object or effectvis to share out or wall off
domestic markets within the EEC. It will- continue :this. work i the
coming years.

With regard to vertical exclusive. deahng agreements the décisions rendered
by the Commission. are based on the principle that absolute territorial
protection is illegal. They have been endorsed by ruhngs of the Court
of Justice. For certain types of exclusive dealing contract, block exemption
arrangements will establish what agreements qualify for exemption under
Article 85(3) of the Treaty. The first decisions have already been. taken
by the Commission.

Before 1 January. 1970, correspondmg arrangements are to be made with
regard to the main horizontal restrictive agreements, which are admittedly
few in number but of an economic unportance it would be a m1stake to
underestimate. :

XIX. As customs duties, quotas and the other obstacles to ‘trade are
gradually disposed of, the second objective of competition policy—the
creation and the maintenance of conditions allowing of 0pt1mum economic
development—is acquiring greater importance.

Aids are the most important of the governmental measures \Vthh dlstort
competition. . Those granted to certain  industries (e.g. shipbuilding,
textiles, paper) have particularly serious effects on the working of the
Common' Market. If the Community decides against an aid policy. for
these industries, national arrangements are to be. progressively abrogated
in' coming years, except where regional considerations..are paramount.
The development of general aid systems also remains a source of concern
for the Commission; their legal basis is often so comprehensive that there
is no way of estabhshlno their economic significance solely by reference
to the actual wording: of the regulations.” Hence the’ Commission will
in future have to carry out a pract1ca1 examination of the. most important
actual cases.

Monetary, financial and short-term economic policy

XX. As the completion of the.customs union draws nearer and as Com-
munity policies are introduced in various fields, the need has arisen for
ever closer co-ordination of the economic, monctary and  financial policies
pursued by the Member States. Co-ordination is yital for the maintenance
of the degree of cohesion already reached within the Common Market
and is also indispensable if the Community economy is to go on developing
harmoniously. ‘As economic trends within the 'Com”munity in the last
four years have shown, co-ordination not only:serves to preserve the
degree of market integration already achieved; - by~ protécting the Com-
munity from any changes in exchange rates as- between. the Six, but also
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provides the basis for further progress, notably with regard to the har-
monization of legislation and the liberalization of capital movements.

The Community has achieved a number of new objectives in the - field
of short-term eéconomic policy. These include the preparation of economic
budgets by the Member States and their “confrontation” in the Short-term
Economic Policy Committee. The main lines of the -budget policies of
the Member States are now discussed and compared within the- Budget
Policy Committee. Improvements have also been made to the EEC
Business Survey. : :

Thanks to this forecasting and co-ordination work, the Commission has
been able to lay specific proposals before the Council and the appropriate
Community institutions whenever the economic situation of the Com-
munity called for vigorous combined action by the Member States. On
Commission proposals, the Council made three short-term economic. policy
recommendations to the Member States—in April 1964, April 1965 and
December 1966.

The integration of short-term economic policies has special importance
for the cohesion, stability and expansion of the Community economy,
and the Commission is therefore very anxious that further progress should

be made in this field.

It hopes that the Member Governments will adopt more precise—if
possible, quantitative—criteria for the appraisal of their short-term
economic policies, both when the economy is overheating and when there
- is a danger of a tecession. The Short-term Economic Policy Committee
and the Monetary Committee have been asked to study this matter jointly.

The Commission feels that in particularly serious circumstances—which
still have to be defined—the Council should be in a position to take
decisions applying to all or part of the Community. This is in fact
provided for by Article 103. It would also be particularly valuable if,
in accordance with what has now become a tradition, the Council continued
to hold regular discussions twice a year on short-term economic policy
questions.

In brief, the Community institutions should be in a position, at the end
of the transition period:

i) To identify clearly, at any moment, the economic pohcy objectives of
each of the Member States and of the Commumty,

ii) To iron out quickly any incompatibilities between the pohmes pursued
by the several member countries;

iii) To take prompt action, with policy instruments at a proper state of
readiness;

iv) To elicit active co-operation from local and regional authorities in
policies agreed jointly in the Community interests;

v) To use legal instruments enabling Community decisions to be imple-
mented without delay in serious or unexpected situations.
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XXI. The Commission has always stressed the importance for the har-
monious development of the Community of maintaining fixed relationships
between the parities of Member States currencies. In fact, the parities
of the Community countries have not been changed since early in 1961.
This is partly because economic policies have been more closely co-’
ordinated. The integration of the markets is making the economies of
the member countries increasingly dependent on oné arother and it is
important that the Community should reach a situation in which the
hazards of shifting exchange rates will have disappeared, i.e. in which
the devaluation of the currencies of one or more Member States would
be both useless and impossible. The entry into force of the common
agricultural prices expressed in units of account is not only an important
step towards monetary solidarity among the Member States, but yet another
reason for maintaining fixed exchange rates between them.

This objective can be achieved with certainty only if further substantial
progress is made in co-ordinating the monetary and financial policies of
Member States. Appreciable progress along this road has already been
achieved. The Community has acquired a whole range of instruments.
A Committee of Governors of Central Banks has been set up to keep
the Community’s specific monetary problems under constant review. The
Budget Policy Committée and the Medium-term FEconomic Policy Com-
mittee are also helping in this task. In addition, the Monetary Com-
mittee’s terms of reference have been extended, notably in the field of
international monetary relations. Consultations have been provided for
in the event of one or more of the Member States wishing to alter
exchange rates.

If the Community’s work is to be effective, it is-essential that consul-
tations, both in the short-term economic policy field and in the monetary
and financial field, should be held before the Member States take their
decisions. A discussion, at Community level, of measures already adopted
at national level is of little value and makes reciprocal adjustment of the
various policies impossible. The Commission believes that Community
discussions should precede, more svstemancally than in the past, all changes
the Member States are contemplating .in their economic policies.

Increased co-ordination of the budget policies of Member States will need
to be achieved in the Budget Policy Committee. .This Committee’s work
and the experience acquited by the Member States show that it is impossible
to make public spending really flexible when estimates are adopted
annually. Expenditure policy should therefore be increasingly established
on the basis of programmes covering several years and adequately co-
ordinated between the various Member States. Public revenues are also
an important anti-cyclical element in budget policy. Revenues are already
subject to automatic variations, which have a built-in-stabilizer effect in
tempeting cyclical fluctuations. Any stronger stabilization policy envisaged
should also .include measures affecting taxation and the other revenues
of the central government, and as far as necessary, of the local authorities
as well.
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In the monetary field, it- will doubtless prove necessary to establish
quantitative standards governmg the admissible growth rate of liquidity in
any specific penod

Lastly, a Commumty pohcy on capxtal markets, and freedom of capltal
movements within the’ Community, will make a major contribution to the
Community’s progress in the field of monetary and financial policy. This
question has already been referred to above.

COMMUNITY POLICY: THE GUIDELINES -

Medium-term economic policy

XXII. As soon.as the Treaties entered into. force, the . institutions
attempted to fix certain objectives which should guide Community action.
During the period of the establishment of the customs union, when. ways
and means. of applying the common policies were being worked out, it
was none the less difficult to obtain any overall view of the development
of the Community or of the action to be taken. After the progress now
made, it has become reasonable to attempt to define the general guidelines
of Community policy. This was what the Commission had in mind when,
in 1963, it proposed that a medium-term economic policy for the Com-
munity be established. :

The objective’ of the medium-term economic policy: must be the steady
improvement of living and working conditions in thé Member States.
This is in fact the main objective of the Treaty of Rome. For this purpose,
it must, over a long period, reconcile growth requirements with the need
for stability and must provide the authorities with a géneral chart to
which they can refer as 4 guide for the co-ordinated implementation of
the various national'and Community policies. However, with international
competition growing keener, the achievement of rapid and balanced growth
is likely to be more difficult than could be foreseen some years ago; when
the. Community might: well have seemed to be trading from a position
of strength with the rest of the world: the Community has to cope with
competition from countries’ with more developed . technologies and the
advantages of a definitely superior capacity for industrial -change, and
with competition from a few countries with lower wage levels, producing
certain ‘articles- of comparable quality at lower .prices. - If the Commumty
is to face up to competition of this kind, it must lose no time in carrying
out a number of operations of a structural nature.. The' purpose of the
medium-term’ economic policy ‘is ‘to determine thé general direction of such
operations and to see that they do not overlap or conflict. As for the
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progressive transformation of the customs union into an economic union,
provided for by the Treaty, this also affects the Community’s structures,
and, for this reason, it is becoming more and more obvious that. ob]ecmres
must be defined and a work schedule fixed within the framework of the
medium-term economic policy. :

Thxs policy is thus the privileged setting within which the general guidelines
of Community action are to be worked out, whether in the social, industrial,
agricultural or commercial fields. Those responsible for the conduct of
the Community’s economic. policy must show sufficient imagination to
cope with the novelty of the problems raised in each of the six countries
by the construction of the Community. They must take as many liberties
as prove necessary with old habits of thought and must not hesitate, should
the need arise, to reject them outright: one of the aims of the medium-
term policy is to prepare men’s minds for the major changes—both
inescapable and salutary—which sooner or later will have to be made.

Medium-term eccnomic policy is also being discussed among the various
non-governmental circles professionally involved. Their participation in the
preparation of this general policy should be maintained and strengthened.

When they adopted the first medium-term economic policy programme
on 8 February 1967, the Council and the Member Governments embarked
on a process of co-ordination and guidance which had been made possible by
the Council decision of 15 April 1964. The Commission and the Medium-
term Economic Policy Committee are to ensure further progress in this
field, not only by elaborating new programmes, but also by monitoring
actual economic. trends, so as to compare them with . the developments
previously forecast, verifying the compatibility of the economic policies
pursued with the guidelines laid down in the programmes, and, as
necessary, rendering opinions designed to advise the competent Community
institutions and the Member States on the pursuit of -the policies
contemplated. '

Social policy -

XXITI. The various tasks entrusted to the Community by the Treaty
of Rome have a2 social significance, as is made clear in the Preamble and
in Article 117, where the need to improve the living and working con-
ditions of labour “so as to permit the equahzatlon of such condmom in
an upward dLrectlon s afflrmed :

Since the entry into, force of the Treaty of Rome, consuierable progress
has been made along this road: an undeniable improvement in the social
situation of the member countries can be discerned and living and working
conditions have at the same time been brought more into line. Thus,
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until the recent economic slowdown, unemployment had for several years
virtually disappeared in five member countries and there had been an
improvement -in the sixth. Real wages have increased more vigorously
than in most of the other industrial countries; an appreciable reduction
in the number of hours worked may also be noted: the working week
is shorter and paid holidays longer. Considerable progress has also been
made in social security by widening its scope or raising the level of
protection.

This achievement undeniably owes something to the creation of the
Common Market and to the specific action of the Community in the social
field—action which must be extended and improved in two important
fields: employment and living and working conditions.

In coming years the Community will have to treat employment as a
matter of major importance. An active and modern employment policy
must cope with two problems: first, in the medium term, a heavy demand
for manpower, particularly skilled manpower, which is liable to engender
strain on the labour market; and, secondly, the emergence or the extension
of difficulties in certain areas and certain industries due to major structural
changes, be they in industry, agriculture, or services.

It is therefore very important for the Community to pursue and to improve
the arrangements under which full and up-to-date information on the
current underlying trend of employment is obtained. Longer-term forecasts
in the framework of the medium-term economic policy constitute an
extension of this work: this is indispensable if the disappearance of old jobs
and the creation of new ones are to be pin-pointed without delay. These
analyses will have to be diversified and developed in greater depth to
keep track of the trend of employment by industry, trade, level of skill
and area. '

This work should make it possible to establish guidelines and to take
appropriate action in good time to meet actual or expected situations.

The need has already emerged for an improvement of the efficiency of

. manpower services in the Community, especially with regard to placing,
information and advice for workers. Vocational guidance must be provided
on as broad a basis as possible.

This analysis and forecasting work should also render more effective the
Community’s endeavours in the field of vocational guidance within the
framework of the General Principles and of the action programmes already
adopted. It will provide valuable information in connection with the
training of adults and the re-adaptation and further training measures
which are a response to the requirements of occupational and geographical
mobility and to the need to ensure jobs for all prospects of social better-
ment. The problem of the training of young people also calls for the Com-
munity’s attention: training ofacilities and methods must be studied and
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compared, the current and foreseeable demand for skilled personnel kept
under review, and work done on teaching methods, on the alignment of
training levels, and on the problem of multi-skills training.

Wider powers of intervention should be conferred on the European Social
Fund, so that it can play an increased role in an active employment policy.
Similarly, one of the vital elements:in the policy will be completely free
movement of workers; facilited by the simplification and improvement
of social security procedures for migrant workers and further lrnprovements
to social services. :

The amelioration of living and working conditions must be the second
main objective of Community social policy.

In' this field too, fuller information is needed. The Community must be
able to monitor as accurately as possible the trends of wages in the six
countries, with details on costs, social charges and workers” actual “take-
home”. These matters must be reconsidered as to how they fit into the
wider framework of an incomes policy; and .this will entail joint study
of problems such as wage drift, shdmg scales and policy on workers
ownership of assets.

The analysis and comparison of the laws and regulations governing paid
employment and actual working conditions in the member countries must
also be’ continued: the Iength of the working week, Sunday work and
night work, protection against dismissal, co-management, collective
bargalmng, etc., are all important aspects of the problem. The Com-
mission will continue to promote close co-operation between the Member
States m this field with a view to the ‘“harmonization of the social
systems” referred to.in the Treaty, in the light of Community requirements,
the attitudes of Governments and the views of emponers and workers’
organizations. :

' The same applies for health protection arrangements, medical serv1ces and
safety at work.

In the general settmg of the harmonization of the soc1a1 systems social
security represents a particularly important factor for the improvement
of living standards. Work wundertaken on -the harmonization of. the
concepts and " definitions used at national level will provide criteria for
bringing the different systems more into line. Here, the studies put in
hand on the economic and fmanc1al aspects of socxal secutity will be
spec1ally useful. . o

These general . social pohcy gmdehnes must also be taken into account in
the Community policies: in the common policies—on agriculture and
transport, for example—and in the other policies such as the short-term
economic policy, regional policy, etc. In the definition and implementation
of the medium-term' economic policy, the Community possesses an instru-
ment for information and for action which will make optimum social
progress possible in all areas.

©
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Industrial policy

XXIV. The objective of the Community’s industrial policy must be to
enable industry to make a maximum contribution to the improvement of
overall productivity, the maintenance of a high degree of employment and
the strengthening of the international competitiveness of firms. This
clearly means that industry itself must take advantage of the opportunities
and facilities provided. The task of the authorities is confined to
estabhshmg a general framework and in certain cases facilitating the adap-
tation of firms to the development of economic and technical conditions
by specific measures.

As the national markets gradually merge in the Common Market, this
task cannot be carried out in the national setting alone. The new frame-
work for industrial activity is that of the Community; it is therefore
for the .Community to review its industrial structures and to co-ordinate
the operations of Member States or even to adopt the measures required
itself.

Here, the authorities must bear three main facts in mind:

First of all, while the generally favourable business trend has, up to the
present, facilitated necessary adaptations of structure, the general expansion
has not. completely concealed. the increasing dlfflcultles experienced by
certain industries, which are in relative decline as a result mainly of
structural changes arising from the development. of new techniques and
modifications of demand. 4 - :

The difficulties in the coal-mines, which have been hit by the radical change
in Europe’s pattern of energy supply, extend to most of the Community’s
iron, sulphur lead, zinc and other mines.

Industrles whlch were born of the industrial revolution in the nineteenth
century, and which only a few decades ago constituted the basis of the
Community’s economy (iron and steel, shipbuilding, textiles, paper), have
now entered a stage of slower growth and are finding it very hard to
adapt’ themselves. This applies particularly to the medium-sized firms.

Though the causes of ‘this trend (technological progress and automation,
utilization of new -materials, industrialization of new countries, etc.)
cannot be analysed here, it appears that the problems are comparable in
all the Community countries. This clearly shows that they are not the
effects of the business cycle, nor are they accidents due to errors of econo-
mic polidy, but arise from profound changes of structure affecting all
long-mdustrlahzed countiies.

A second point calls for examination of the competitive capacity of Com-
munity industry. "It concerns the wave of investment from non-member
countries, mainly the United States, which has ploughed into all the
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Community countries despite the d1vers1ty of policies towards such
investment. :

The benefit derived by European economies is substantial. It takes the
form not so much of contributions in capital—very limited since- the
measures taken to protect the American balance -of payments—as of new
industrial techniques and production methods which American investors
provide, often in growth industries. The gains. to productivity are
considerable, not only in factories newly set up, but also in existing
European flrms which are obliged to modernize their management methods
in order to meet competition from the newcomers. :

Nevertheless, the extent of such investment arouses some concern in
business circles and, in certain countries at least, among the pubhc
authorities.

The problem of maintaining certain European firms arises in industries
such as the oil industry, in which firms from non-member countries have
held an important position for a long time now.

In other industries, such as the motor industry, it is léss a question
of technology—the excellence of European techniques here is béyond
question—than of finance and the size of fitms. The considerable funds
the non-European parent companies can place at the disposal of their
European subsidiaries, either for further investment or even to win a
market, is a cause of concern for European firms which often have only
relatlvely modest funds and which are frequently less profitable than
their American competitors.

Industries based on advanced technology, such as electronics and aircraft
construction, in which competitive capacity depends above all on the
money available for research, pose even more difficult. problems. The
scattered. European firms are too often outclassed by the subsidiaries of
powerful American firms which have been able to recoup very considerable
research expenditure in a large domestic market and which, in addition,
benefit indirectly from technolog1cal progress due to research financed
by the US Government.

Tt would certainly be a good thing 1f stricter dlsc1p11ne were observed by
the Member States regardmg advantages granted to firms from non- -member
countries, particularly in' the shape of direct or indirect regional aid
(infrastructure, industrial estates). It would seem, nevertheless, that one
of the most effective methods of preventing such investment from becoming
excessive, without harming the general progress of the economy, would
be to develop in Europe firms with sufficient technological and financial
means to compete on equal terms with firms from non-member countries.

There is yet a third factor which will greatly affect Community industry:
the tariff negotiations just concluded in Geneva and the problems arising
from the establishment of a common commercial policy. Owing to.the
size of the agreed tariff reductions, the Geneva agreement will have wide
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repercussions on European industry. It is therefore urgently necessary
to draw the conclusions from the commitments undertaken.

The tariff reductions obtained from certain countries may be expected
to result in an appreciable development of industrial activity. But it is
no less true that the tariff reductions granted will impose on firms in
sensitive industries, particularly in certain member countries, a distinctly
faster pace of adjustment in a less favourable general business situation.

Subsequently, the establishment of the common commercial policy will
entail similar problems, for the main difficulties to be resolved, particularly
in relations with Japan and the low-wage countries, concern sensitive
branches of Community industry.

When we examine the means at the disposal of the Community to improve
its industrial structures and generally to strengthen its competitive capacity,
we have to note first and foremost that the creation of a large, dynamic
market, offering the conditions of a domestic market, is in itself a factor
of great importance. If industry is to align itself spontaneously on
this market and seize the chances open to it, it must be certain that the
goal of creating conditions similar to those of a domestic market will be
achieved effectively. Interruption of free movement and barriers
preventing it, monétary expedients and other sudden changes in the
conditions of competition, affect the climate of investment and hold up
adjustment to the conditions of the enlarged market. And so imple-
mentation of the programme set out in Section I above is in itself an
essential element of industrial policy.

XXV, Furthermore ‘a number of specific measures will be necessary; they
are outlined bnefly below

Creation of a legal ‘zmd fiscal framework suited to the requirements
of a large market

Company law and a European-type company: freedom to set up companies
in the unified market will involve, on the one hand, uncertainty as to
*the legal situation due to the heavy increase in economic relations between
natural and legal persons subject to-six different systems of law, and,
on the other hand, a risk of abnormal transfers of activity encouraged
by the differing degi'ees of certainty as to the law offered by the six
systems- of legislation.

The right of establishment therefore calls for a counterweight, which
according to the Treaty (Article 54), must take the form of co-ordination
of the guaranteés given to members of companies and third parties, this
being the essence of company law. The importance of this task, which con-
sists in smoothing out the most perceptible divergences between the six
systems of company law, is obvious. By its nature the work is slow and
difficult, as experience of reforming such law in individual countries has
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shown. Despite great efforts, therefore, some delay has been inevitable.
The Community must see that no more time is lost. In particular, the
Council will have to reach a quick decision on the first directive on com-
panies and pertnerships, submitted by the Commission, concerning the
system of publication of particulars, nullity of .association, and the powers

of boards.

Other specific measures will have to be taken in the form of conventions
between the Member States (Article 220 of the Treaty) on reciprocal
recognition of companies, the possibility for companies to transfer their
registered offices while maintaining their legal personalities, and the merger
of companies coming under the legislation of more than one Member State.

The draft convention on the reciprocal recognition of companies has been
submitted to the Governments of the Member States. The draft con-
vention on international mergers of companies coming under different
systems of domestic legislation is being discussed extensively by a working
party of government experts. The Commission will urge that the work
be completed as soon as possible. This convention must also contain
provisions on the transfer of registered offices. ' :

During the last few years it has, however, become apparent that harmon-
ization of company law within the Community is not sufficient to satisfy
the needs of firms expanding outside the Common Market. and extending
their activity to other Member States.

The Commission has therefore accepted the French Government’s
suggestion that European industry should be given the opportunity of
forming “European joint-stock companies”. It sent a memorandum on
the subject to the Council and, at the beginning of this year, submitted
the preliminary draft of a Statute for a European-type joint-stock company
which had been drawn up by Professor Sanders of the Netherlands School
of Economics in Rotterdam in co-operation with a panel of experts. The
Commission hopes that substantial progress will be made in this directior
in the next year.

Fiscal obstacles to structural adaptation of firms: adjustment to. the larger
market and the need to meet, inside and outside Europe, competition
from the big international concerns, in particular US firms, has set in
motion in all the Member States a marked tendency to form larger firms.

It must be noted, however, that this tendency hardly goes beyond the

national framework as yet. The reasons for this are-many. One of the
most important is certainly the fact that the fiscal provisions of the Member
States still present serious obstacles to international industrial combination.

This applies, in particular, to the merger of companies situated in different
Member States and, to a lesser degree, also to the acquisition of holdings.
As regards mergers, the fiscal costs of the operation itself prevent inter-
national mergers at present. These costs result from the manner of taxing

the appreciation of capital assets (declaration of hidden reserves), and
from double taxation under the head of company tax.
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In the case of acquisition of holdings, it is not the procedure of combination
itself which puts a brake on combinations, but taxation on the activity
of newly set up groups of firms. Often the burden on two interdependent
companies is heavier| than that on a single company making the same
profits. Here the Community should aim at:

1) Preventing double. taxation at European or national level of transfers
of profits between parent and subsidiary companies, where large holdings
are concerned;

ii) Removing the difficulties atising for interdependent firms from the
practice of tax deductions at source, by limiting such deductions to subsi-
diary companies. P ;

Obstacles of a legal nature: an industrial policy aimed at establishment
of a common market would be incomplete without alignment of all
legislation which may have a decisive influence on the business activity
of companies. The draft convention on European patent law has been
ready for a long time., A draft convention on the international competence
of courts and the enforcement of judgments given abroad will be submitted
to the Governments shortly. The Commission also aims at completing
this year a draft convention creating a European system of bankruptcy law.

- Policy on restrictive agreements and industrial combination

XXVI. Stated simply, the objective of the common industrial policy is
to strengthen the competitive power of European industry. The main-
tenance and strengthéning of competition within the Common Market
undoubtedly play a substantial part in achieving this objective. The point
has been confirmed by the experience of the past nine years, which have
seen the opening of frontiers within the Community while tariff and quota
protection against non-member countries has also been reduced. Conse-
quently, the competition policy pursued by the Community will have to
be taken further during the next few years.

It has, however, been found that in a number of industries many firms
are not big enough to make full use of the possibilities offered them by
the Common Market;and to compete effectively. The Commission has
drawn two conclusions: obstacles to the external growth of firms caused
by company and fiscal law must be removed as soon as possible; and
co-operation agreeméents concluded between two or more firms for purposes
of specialization, joint research or rationalization should be approved on
condition that they still permit effective competition on the markets in
question. Over the next few years the Commission will have to specify
the conditions on which these classes of agreement may be considered
permissible. '

Regarding external growth and combination, work on company and fiscal
law is advancing satisfactorily, as has been shown above. However, in
this sphere too, care should be taken to ensure that the combination
process does not impair effective: competition or lead to monopoly
situations. 1 :
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Increasing firms’ funds

XXVII. If European firms are to be structurally adjusted, and rendered
more competitive, their financial base must be broadened and, in numerous
cases, their financial structure must be reorganized. The “European”
character-and scale of a firm depend not only on the possibility of buying,
manufacturing or selling at will on one market or another, but also on
the firm’s right to establish itself financially on.a multinational basis.
Firms must be free to choose the most favourable tetms and the most
convenient procedures for obtaining funds, on a European-scale capital
market, if their movement towards structural adaptation is to
maintained. ' '

On the demand side, an examination of the structure of capital markets
in the Community shows that, narrower profit margins have led to a
rapid growth of firms’ needs for external finance (the public authorities’
demands on the market are likewise growing). On the supply side, the
liquidity preference of savers is too strong and there is some reluctance
to invest in shares or bonds. These two factors have led inevitably to a
reduction in the ratio of own capital to total funds mobilized by firms.

A European capital market would facilitate solution of problems common
to the capital markets of the Member States. Saving for financing purposes
would certainly be encouraged if savers were offered new opportunities
for investment and the machinery of the markets were improved. The
present resources of the six markets would then no.longer merely exist
side by side but be developed to a large degree, and the very fact of
integration should mean that the Community’s total financing capacity
would exceed the sum of the resources of the individual domestic markets.
As a result of the widening of the markets and the consequent reduction
of risks, the institutions “transforming” short- and medium-term deposits
into long-term investments would be able to increase their investments.
And the narrowness of the domestic stock markets, which is ‘the source
of their main operating defects, would be remedied to a certain extent.

During the next few years, certain improvements will therefore have to
be made in the structure of domestic capital markets so as to promote
indirectly the reorganization of the financial structure of firms and to
allow better, use of available capital.

The main policy aims of the public authorities in the Member States
should be to: A :

i) Enable European firms to place themselves financially on a multi-
national basis by progressively putting firms from the partner countries
on the same footing as domestic firms with regard to access to the capital
market and the purchase of their securities by institutional investors;

ii) Remove fiscal obstacles to capital movements and to the movement
of securities among member countries (differentiation between treatment
‘of diseributed profits and profits put to reserve; wide -divergences in
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rules on the basis of taxation, particularly regarding amortization and
investment incentives; differing provisions governing fiscal relations
between parent and subsidiary companies; international double taxa-
tion, etc.); , . . )
iii) Encourage the continuous adjustment of security issues to-the pattern
of savers’ demand (improvement of placing and dealing techniques);

iv) Increase substantially the fund collection and employment facilities of
institutions that build up and centralize savings funds and distribute
them for the benefit of the economy. '

Industrial structure policy

XXVIII. Specific measures favouring certain industries must be under-
taken only if circumstances urgently call for them, and must be limited to
what is strictly necessary. Such measures must aim not at maintaining
structures outstripped by economic progress but at facilitating essential
adaptation in declining industries and above all at strengthening industries
based on advanced technology. :

In industries with adaptation problems, action at Community level consists
firstly in guiding the decisions of the Governments and Community
institutions by viewing the problems of each of these industries as a
whole. For this purpose studies must be made of the business outlook
in industries threatened by technical developments.

The current programme of studies on industrial structure must therefore
be continued and stepped up. ‘

Above all, measures taken by the Member States and the Community’s
institutions in the various branches of industry must be co-ordinated.
The preparation of the next medium-term programme will provide an
occasion for dealing with problems in textiles and shipbuilding. Next
it will perhaps be useful to study the paper industry, which will be
particularly affected by the consequences of the Kennedy negotiations, and
the lead zinc industries. Lastly, there is the problem of the industries
where scientific and technical research play a decisive part. The Com-
mission has undertaken various studies on the electronics industry and
has suggested to the Medium-term Economic Policy Committee ways of
developing scientific and applied research in it, in particular by developing
research centres. :

Similar studies will have to be undertaken in other branches of industry.

Implementation of a common energy policy

XXIX. In this field, the construction of “economic Europe” is undeniably
lagging behind. The Community has not yet succeeded in working out
the guidelines and ways and means of implementing a common energy
policy.” Numerous obstacles still impede the movement of energy products.
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Despite the co-ordination work of the Inter-Executive Working Party on
Energy, the division of responsibilities between the three Communities
undoubtedly remains one of the causes of this situation. Another reason
is the disproportion between the legal machinery provided by the Treaties
and the objectives to be attained.

. The adverse consequences for Community industry of this division of
the energy markets are self-evident. Price disparities place user industries
on unequal competitive terms. Investments are influenced by these
situations of inequality in such a way that they do not always meet the
requirement of maximum economic profitability.

The single Commission will take over the wotk undertaken in the field
of fuel and power by the High Authority, the Euratom Commission and
the EEC Commission, and must lose no time in trying to formulate an
overall policy for energy. General discussions on the common energy
policy have not been held in the Community since the ECSC Special
Council adopted the resolution of April 1964 on energy policy. Two tasks
can no longer be delayed:

The first is to establish the objectives of the common energy policy and to
work out procedures for attaining them. The problems here are not
unlike those the Community has already encountered in agriculture and
transport. But the present Treaties do not contain provisions for energy
similar to those for agriculture and transport.

The merger of the Treaties will enable this defect to be remedied. It is
. not, however, desirable to wait until then before adopting a number of
provisions indispensable to the functioning of a common energy market.

On the basis of the work already done in the three Communities, in
particular the Commission’s first memorandum, of 1966, on a Community
policy for oil and natural gas, the immediate objectives of the energy
policy are already clear:

i) To make the Community’s oil and natural gas supplies more secure.
In 1970 nearly 60 % of the Community’s total fuel and power needs will
be covered by these products, and the fact that they will mostly have to
be imported obliges the Community to take all measures necessary to
guarantee-its supplies;

ii) To strengthen the position of the small and medium-sized firms in-
the Community so that they can compete with the big international oil
groups. In particular, their access to crude-oil resources of their own
must be facilitated by granting certaip fiscal advantages or aids, and they
mfust be encouraged to form groupings so as to benefit from economies
of scale;

iii) To see to it that a certain output of energy raw materials, in particular -
coal, is maintained in the Community territory. Efforts must be made
_to organize the necessary -adjustments of production so that the closure
of production sources does not have detrimental economic and social
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consequences. An important step in this direction is a system of aid to
the coal-mines organized by the ECSC High Authority;

iv) To keep prices to the consumer low.

The second task is to ensure that energy products can circulate freely in
the Community. The High Authority and the two Commissions have
already taken a considerable number of measures to facilitate free move-
ment in the fields for which each is responsible. Numerous obstacles still
exist, however, in the shape of regulations, quotas and fiscal provisions.
The Community’s enetgy policy must include completely free movement
of energy products. :

The adoption of a number of measures for coal, and the strengthening
of the competitive position of Community firms producing or distributing
oil and natural gas, should permit the establishment of a common energy
market sufficiently open to the outside world.

But the ways and means of implementing the future common energy policy
stil have to be specified, particularly as regards coal and reinforcement
of the competitive position of Community oil companies. The new Com-
mission will have to submit proposals as soon as possible, so that. Com-
munity decisions can jbe taken quickly and a true common energy market
established by 1 January 1970. : :

Co-ordination of regional policies

XXX. Regional policy is an integral part of the overall economic policy
of each Community country. Lack of co-ordination at Community level
can have serious consequences. Co-ordination of regional policies is the
best means of maintaining solidarity in the Community in the face of the
very difficult problems raised by technical progress, industrial conversion
and location of investment. There is the danger that towns, regions and
States in difficulties will endeavour simply to shift their burdens to others.
There could be an unbridled run on regional aid and the conditions of
competition could be radically distorted. Such an exaggerated boom in
the supply of aid—the true beneficiary from which, whether a region.or
a branch of industry, could hardly be known—would mean that some
aspects of the customs union would inevitably be jeopardized.

The past nine years have shown that the Common Market is a powerful
factor for progress in the economy of the member countries as a whole;
but they have also shown that the existence of the Community restates
the problem, in different and sometimes more difficult terms, of regions
whose economies are already weak ¢r unstable. Although the inadequate
statistical data on the subject hardly allow a true evaluation to be made,
it would appear that the gap between the various regions has not been
reduced appreciably since 1958. This is very likely because the better
placed or better equipped regions have benefited fully from the boom
of recent years, while those that are backward or more particularly hit
by technical developments have benefited less.
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Regional problems have therefore lost none of their gravity in the Com-
munity. The Member States are well aware of this. In the last few years
each of them has increased, diversified and intensified its measures to aid
areas where development is lagging behind because of insufficient
industrialization or is hindered by conversion difficulties. Nor have the
Community institutions remained idle. Experience has shown that these
problems should be analysed not only in the national context but also
at European level and that remedies would be all the more effective if
they were agreed upon in common. The Community can no longer put
off the work to be done in this field.

The Treaty has given the Community institutions certain powers in the
matter of regional policy: powers of assessment vested in the EEC Com-
mission concerning~the compatibility of regional. aids and preferential-
transport rates with the rules of competition; ECSC and European Social
Fund subsidies for retraining workers; substantial subsidies from the
Guidance Section of the EAGGF for reorganizing agricultural structures;
ECSC and European Investment Bank loans. In addition, the elaboration
and implementation of the common policies by the Community institutions
have considerable regional implications, direct and indirect;. it is sufficient
to quote agricultural and transport policies here.

These powers have already been used widely, but rather to tackle im-
mediate difficulties empirically than to try to solve the problem of
regional imbalances in the Community as a whole. As in past years, the
Community institutions must continue to give all the support they can
to action by the individual countries. However, dedisions must be taken
in the light of an overall concept. How can the vast annual programme
of subsidies for agricultural structures be administered one hundred percent
‘efficiently without a comprehensive view of developments in the Com-
munity’s agricultural regions ? How can ‘the legitimacy of the different
systems of regional aids be assessed without a common definition of the
objectives to be attained ? Unless such a global view has been worked
out, the common policies, which it is the job of the Communities to
implement, cannot help to correct regional imbalances, and national or
Community action to do so is likely to be ineffective. It is from co-
ordination of the Member States’ policies, here as in other economic fields,
that we hope for greater efficiency of the Governments’ efforts and for
the most balanced growth of the Community’s economy.

The details of such co-ordination have still to be decided. Joint exam-
ination of regional programmes, which should be drawn up for the
greatest possible number of regions, would certainly give the best oppor-
tunity for developing co-ordination. Other means, however, must be used,
as was stressed by the Commission’s first memorandum to the Council
on the EEC’s regional policy. These means are:

Preparation of regional statistics: it is indispensable to have comparable
regional statistics in order to know the problems and decide on the action
required.  The present data are still far from uniform.  The Commission
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would like to receive from the Member States, at regular intervals, regional
statistics on a sufficient number of indices in the same way that it is
supplied with data on economic trends.

Examination of regional aids: in order to achieve maximum efficiency at
Community level, it is necessary to reconsider regional aids from the points
of view of their nature, necessity, geographical area of application, and
effect on industries.

Regional studies: the Commission has already had a hand in studies of
particular interest to the Community: the Taranto-Bari development pole;
the northern Lorraine-southern Luxembourg frontier region; the Eifel-
Hunsriick region. Other studies could be carried out in the years to come.

‘Regional orientation of economic policies: the Community must take into
consideration: the needs of regional development in shaping common policies
at Community level. ' Here the following two aspects must be stressed:

i) EAGGF: in conformity with the medium-term economic policy pro-
gramme, financing by the Guidance Section of the EAGGF must take
regional policy into account and give priority to regions for which there
is an overall development programme;

ii) Transport infrastructure: a priority list must be drawn up of transport
routes which can make a decisive contribution to the development of
regions hitherto without a modern transport network.

Scientific and technological research

XXXI. Last February, the High Authority of the ECSC, and the Euratom
and EEC Commissions submitted to the Council a joint memorandum
containing guidelines for action within the Community to cope with the
problems posed by technological progress.

This question is decisive for European enterprises. In the modern world,
industrial research and innovation play the same role as the possession
of raw materials in the last century. Without them, Community industry
would be condemned to seeing' its competitive position steadily and
irrevocably decline.

The main cause of the Community countries’ technological lag is the
structural weakness of European enterprises, and in particular their inade-
quate financial resoutces. The completion of the European Economic
Community is calculated to change the terms of this problem. It may be
hoped that more powerful industrial corporations will emerge in the
Community, with large funds at their disposal and research and technology
infrastructure far in advance of that at present available to companies in
the Six. This is why it is essential that the Community rapidly produce
its effects on the organization of economic life; the technological progress
of the Community—and consequently its'economic and social development
too—depends very largely on the re-organization of enterprises.
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However, European firms cannot carry the research burden unaided—any
more than can their American counterparts—and Governments must
continue to participate actively in this field. The problem of co-operation
between the Member States within the Community then arises and—on
a more ambitious level—the problem of a common research policy.

Co-operation between Member States in this field has so far been more
_or less confined to the atomic sector. Complete economic union must
lead to a fresh organization of Community action with regard to scientific
research, taking in new economic and technological fields and creating Com-
munity solidarity for action in other settings. Existing co-operation with
non-member countries should be pursued and intensified.

At the present stage of the Community’s development, it is still difficult
to forecast what form this scientifi¢ co-operation within the Community
will take. It is certain, however, that it must create flexible and varied
procedures to deal with the complex situations posed by technological
progress, the special situation of Community enterprises, and international
competition. Side by side with joint projects financed and directed by -
the Governments, other research incentives could be provided, for example
research contracts to which the Member States and the Community would
both contribute, and for which Community enterprises would compete.
Such contracts would have the special advantage of encouraging these
enterprises to undertake the spontaneous research necessary to tender for
them. The advantages flowing from such contracts would encourage
co-operation and the interpenetration of Community firms. '

It would therefore seem desirable to make certain funds available to the
Community institutions. In most cases aid should only be supplementary
and act as a catalyst for action by the States and the firms.

Finally, a scientific reséarch -policy implies the existence at Community
level of procedures for laying down general policy, choosing the industries
to benefit from Community aid-and deciding on the schemes or contracts
to-be financed. _ :

Common agricultural ‘policy

XXXII. The common agricultural policy has been at the hub of Com-
munity activity for many years. As the first common policy to be
implemented, it served as a test bench for Community methods and
machinery. Its success is the guarantee of future progress in other sectors
of Community activity. . T o

Now that single markets for agricultural products have been established,
the tasks facing the Community are of two kinds: -the management of
these agricultural markets and the modernization of the pattern of European
farming. ' '
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The Community must see to it that the markets are effectively managed,
using all the means at its disposal. Within the Community, fair conditions
of competition between producers must be guaranteed, while farmers are
assured of satisfactory remuneration thanks to increased productivity and
the arrangements for market intervention and support.

Management of the markets should also take into account the Community’s
responsibilities in intérnational trade. Neighbouring countries in Furope
and in the Mediterranean area, and African countries too, are already -
trying to secure unproved tradmg arrangements with the Commumty for
their agricultural produce. In the longer run, however, a better organ-
ization of internationil markets will not be p0551b1e unless discipline is
achieved in domestic agricultural policies and in the commercial policies
of the world’s principal producing and importing countries. This necessity,
combined with the need for food aid on a large scale, 'will call for the
gradual formulation of an international agricultural policy.

Agricultural production will be guided in the first place by the fixing
of single prices each year. Before 1 August 1967, the Council will take
this decision for the first time, on a proposal of the Commission and in
the light of the report on the state of agriculture and agricultural markets
in the Community. . ;In future, the content of this annual report will
be amplified, in parncular by data obtained through the information
service on farm accounts, so as to arrive at the most rational price
decisions in the Comrnumty context. Other factors which will determine
the fixing of these prices are the agricultural situation and the trend of
production and consumption within the Community, the financial cost
of market support, and the situation on international markets,

Farm incomes will not, however, be entirely dependent on the Com-
munity’s market and price pohcy "Tts structural and aid policies will
also play a decisive role in determining the living standard of Community
farmers. The Community’s second task will therefore be to define those
aids still necessary. to overcome certain structural or social deficiencies
remaining or likely to emerge within the Community, and to implement
a policy on structures. Co-ordination of national policies in this matter
. has already been put in hand. Over and above this, however, the Com-
munity, which has the necessary funds at its disposal, should direct its
attention to Community - measures for the improvement of structures.
"Through its structural policy, it should help te modernize the economic
and social pattern of farming by increasing productivity, developing rational
forms of co-operation in. production and marketing, and by constantly
adapting production to demand from consumers inside and outside its
botders. Structural policy should also .aid—and even give priority treat-
ment—to bdckward areas, whose mainstay is indisputably farming, so
that with the Community’s help they can overcome the handicaps which
have so far condemned them to lag behind economically. The adoption
of Community programmes extending over several years is the main way
to achieve this, and 'the Commission will submit a first set of - such
programmes to the Counc:l in the very near future.
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Commercial policy

XXXIII. In 1966 the Community's imports from non-member countries
represented almost 10 % of its gross product and its exports to these
countries 9 %. The Community is therefore far mote dependent on
foreign trade than is the United States, The high level of its foreign
trade, which passed the $ 60 000 million mark for the firts time in 1966,
is a key -factor in its economic expansion.

The highly sophisticated economy of the Commumty is, in partlcular far
more dependent on outside sources for its supplies of raw materials and
energy than are other large economic blocs. The Community today
accounts for one third of all the West's 1mports of raw materials and
energy. This burden is all the heavier since, with economic growth,
dependence on certain external supphes necessarlly becomes more and
mote marked.

In order to obtain the funds necessary to pay for these imports, the
Community must have free access to the markets of non-member countries
for its industrial products. This will only be possible if it is prepared
in turn to follow a liberal import policy.

In these circumstances the Commumty cannot withdraw into ifs shell.
Under the Treaty, it must:

a) Contribute to the harmonious development of world trade by liberal-
izing imports and exports as far as possible; .

b) Aim at the lowering of tariff barriers by means of negotiations with
the principal non-member countries;

¢) Act for the abolition of restrictions on international trade and the
creation of normal conditions of competition. :

As regards liberalization, the Council decision of 10 May 1959 already
held out the prospect of an early end to all quantitative restrictions vis-a-vis -
the Community’s GATT partners. - The Commission proposed binding
the level of liberalization reached at that time and establishing a common
liberalization list. These proposals should be implemented betweén now
and 1 July 1968 and extended in some appropriate form to trading partner%
who are not members of GATT.

In the field of customs duties, the Kennedy Round made decisive progress
which seems to represent the maximum attainable for some years to
come—at least as far as trade with the mdustnahzed countries is concerned.

With the new international anti-dumping code, effective from 1 July 1968,
the Kennedy Round also made progress as regards non-tariff barriers which
distort competition and hinder trade. By that date at the latest, the
Community must have its own anti-dumping rules. The Commission’s
proposal on this subject has been before the Council since 1965.

It would be of great importance for the “transparency” of world trade
if the United States signed the Brussels conventions on nomenclature for

47.



the classification of goods in customs tariffs and in the valuation of goods
for customs purposes. Certain assurances have been given in this regard.

Finally, the Community will continue to do all in its power, through
the international organization of markets in agricultural products-and raw
materials, to have all measures eliminated which hinder trade in this sector.

However, the Community must keep in mind that—apart from imports
of goods and services—its payments balance will be burdened during the
years ahead by additional charges resulting from development aid and
increased investment abroad. Continuous expansion of expotts to non-
member countries is therefore essential. One of the principal tasks of
Community policy should be to ensure this expansion. It should therefore
bring its full weight to bear in negotiating trade agreements with non-
member countries to obtain this result. But it should also create optimum
conditions for export financing and agree a common policy on export
credit guarantees.

XXXIV. These general principles which dictate the Community’s
approach to commercial policy should naturally be adapted to meet special
situations in certain sectors of the economy and. in some non-member
countries, :

International competition and the situation in-certain sectors
of the econgmy

The sector mainly concerned is agriculture. Despite a relatively high rate
of self-sufficiency, the Community’s purchases make it the world’s largest
importer of farm products. This is of particular importance with regard
to- trade with certain non-member countries which, for their part, are
large importers of the Community’s industrial goods. Experience in the
. past, and the common agricultural policy as framed and applied, indicate

" that Community imports of agricultural products will continue at the
same high level they have already reached, and might even increase further.
This does. not rule out the. possibility that their composition may change.
Such changes have been noted in the past and may occur again in the
future, particularly as a result of technological developments affecting
producmon and a shift in the composition of demand for farm products
from Community consumers. However, since demand is continually
increasing, it will be possible to parry any commercial policy difficulties
which might result in certain instances from changes in the composition
of imports. |

In the industrial sector, protective measures under commercial policy must
remain an exception. These. will concern, on the one hand, growth
industries which are not sufficiently developed but are essential for the
Community’s economic expansion and, on the other, particularly weak
industries which are experiencing difficulties in adaptation. As a
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temporary measure, these ‘industries must be given adequate tariff
protection combined, where necessary, with quota protection until such
time as industrial pohcy measures have brought them to the level of
development considered necessary, or the essential structural reform has
been completed. The sensitive industries have already been enumerated
in the list of exceptions presented by the Community for the' Kennedy
Round. In the cotton textiles sector, Member States’ commercial policy
has been fully co-ordinated during recent months. Furthermore, during
the spring of 1967, the Commission submitted detailed proposals to limit
or control imports of sensitive products into the Community at abnormal
prices.

In this connection, particular importance should be ‘attached to the
elimination of measures distorting competition in world trade and—if this
cannot be achieved—to protection against abnormal trading practices, like
dumping and subsidies, and against the risks of market disturbances
resulting from low-pnced imports; this protection will be assured in part
by measures taken independently by the Community and by others negotia-
ted with non-member countries and guaranteeing, by mutual agreement,
the regular expansion of trade in certain goods.

Trade relations with developing countries and state-trading countries

XXXV. Developing countries: In its commercial policy vis-a-vis' devel-
oping countries, the Community has attempted to establish a satisfactory
balance between the responsibilities conferred on it by obligations under
the association arrangements and the interests of non-associated developmg
countries. :

Community trade has developed in a way which has beneflted the Yaounde
countries—in 1966 their exports to the Community represented approxi-
mately 4.3 96 of all imports from non-member countries—and other devel-
oping countries“too whose share of Community imports was 32.5 %. -

Because of its rapid economic growth, Community imports from developing
countries have grown much more rapidly than those of other advanced
countries, or its”own exports to developing countries. As a result, the
Commumty has since 1961 been the main customet of developing countries,
which find outlets for approximately a quarter of their exports on’ its
market. There has been a heavy deficit on its trade balance with devel-
oping countries since 1962; the deficit in 1965 was $1 420 ‘million (fob),

The Commumty is” conscious of the responslblhtles towards developing
_countries conferfed on it by its position in world trade. It shares the
anxiety of these countries to step up the growth rate of their exports,
and consequently, to increase their import capacity, particularly as regards
capital goods.

In view of this, the Community is bound to attach special importance to
the harmonization of rules governing. trade; it sees this as an appropriate
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means of improving its relanons -with these countries, partlcularly in-com-
megcial matters.. S . :

Attennon should be focused in the ﬁrst instance on ba51c products which
still ‘constitute the hard cote of ‘the developing countries’ exports.

In- thls regard ‘the gradual dlsmantlmg of trade ‘barriers is a first factor
which could stimulate the consumption and import of such commodities
by the advanced countries. It should be. remembered, however, that the
bulk of these products already enter the Community duty free.

Agam since the stabilization: of world commodity prices should improve
and give a firm foundation to the capacity of the developing countries to
import, the Community should do all in its power to promote the
organization of international markets for individual commodities. ~Since,
however; ¢conomic and technical factérs also limit action in this sphere,
_efforts to arrive at ‘international comrnodity agreements should be accom-
pa.med B measures axmed at diversifying production and eXpOrt structures
in the developmg countries and thus makmg them less vulnerable to
fluctuations in world prices. ,

The Commu.mty should therefore attempt gradually to ensure that devel

oping countries participate increasingly in world trade in manufactures
and - semi-manufactures, which constitute: the most dynamic element in
international trade. To this end, the implementation by the Community
and other industrialized. countries of a world system of tariff preferences
. for manufactures. and ‘semi-manufactures from developing “dountries in
general would be .an' important ‘step on the way “to an organization of
world trade better adapted to the special conditions ‘of developing countries.

The granting of tariff preferences to all these countries could partly offset
their initial competitive handicap with regard to manufactures and semi-
manufactures and thus contmbute to a better mternatlonal specrahzamon
of productton '

All these questlons will be dlscussed at the next. World Conference on
Trade and Development (UNCTAD) in New Delhi in the spring of 1968.

The' Commumty s place in world trade and the political importance of
the UNCTAD conference should encourage Member States and the Com-
munity institutions to lose no time in elaborating and adopting a common
approach to the main items on the New Delhi agenda.

XXXVI. - State-trading countries: In recent years, Community trade with
East bloc countries has grown, proportionately, more rapidly than its
trade with the West. However, it does not exceed 6 % of the Com-
munity’s overall external trade, and this is not a fair reflection either of
the close economic links which existed in the past nor of the present level
of development of national economies both West and Est. Subject to
satisfactory concessions in return, the Community should therefore pursue
a policy of all-round import hbera.llzauon although tl’llS could, of course,
operate..only with certain guarantees. %
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The Commission is well aware-of the difficult nature of this task.  .Trade
between countries with free matket ecofiomies and state-controlled eco-
nomies cannot be influenced on both sides by the same methods. Under
the state-trading system, customs duties, quotas anid liberalization measures
have a different meaning than in the West: ‘If Western countries accord
most-favoured-hation treatment,” or liberalize their imports’ from state-
trading countries, they are necessarily making an advance concession. - In
view of the limited influence of the laws of the market on the imports of
East European countries, only subsequent analysis can- show whether the
state-trading partner has in fact kept his part of the bargain and reserved
an adequate place on its market for exports from the West.

Given the Community’s stature as.a trading partner—provided it decides
to make the best use of its position by presenting a united front—there
is no cause for excessive alarm in this connection. Then again, trade
with East bloc countries is not at present suffering from a lack of import
demand in those countries but rather from a lack of means of payment.
It is true that export credit guarantees given by western countries partially
bridge ‘this:gap. The difficulties have not, however, disappeared; - they
have merely been postponed. The Commission- trusts” that closer co-
operation between West European exporters of plant and equipment and
appropriate financial co-ordination will put an end to the diﬂicul’ties caused
by competition between the Member States of the Community in this area.

Outlook for the- Association between rbe-Comf;»zé;nity ‘
and. the African States and Madagascar '

XXXVII. The Yacundé Convention governing the present association
arrangements is due to expire on 31 May 1969. But it is stipulated that
one year before this, i.e. from 1 June 1968, the contracting partiés must
consider future arrangements. : o S

The preparatory work for ‘negotiating a new Association Convertion is
therefore among the important tasks to be tackled by the Comrhunity in
the near future. : - - o

Aid for the development of certain overseas countries is embodied in
the principles of the Treaty of Rome and-even in the body of the Treaty
itself. - o
After 1958, aid had been -organized and built up under a form of
association governed initially by the Implementing Convention annexed
to the Treaty and later; from'1 June 1964, by the Yaoundé Convention.
The association -has ‘been a success both for the Associated States and for
the Community. ' oo

It has made possible an overall increase-in ‘trade, a gradual elimination
of discrimination—in the AASM—between the Member States,  their
nationals and companies as regards establishment and the supply of services,
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and has above all greatly helped the economic and social development
of the AASM through growing technical and financial co-operation.

From the political angle, the association has created or strengthened a
climate of friendly relations both at the institutional level and between
the participating States. It has contributed to a coherent Community
policy in an important area of external relations. It has also facilitated
efforts by the AASM o set up between themselves common organizations
at various inter-African levels. It has kept a reasonable balance between
the interests of the various parties vis-a-vis other areas of the world.

Applications from other African countries wishing to establish closer links
with the Community iare further evidence .of its success. An agreement
{also due to expire on 31 May 1969) has been signed with Nigeria and
negotiations are in train with the group comprising Kenya, Uganda and
Tanzania.

The Community’s pohcy in this field should be maintained.

All the guidelines of this policy cannot yet be outlined but from experience
some points can be emphasized.. : .

With regard to trade, a number of surveys have thrown light on problems
requiring solution. Thé contracting parties should now draw practical
conclusions conforming with the spirit and aims of the association, and
make a fair appraisali of possible conflicts between the interests of the
different parties. - In! the Associated States, efforts should be made to
ensure that all signatories participate without discrimination in economic
development, :

Financial and techmcal co-operation should:

a) Be increasingly focused on productive schemes covering organized inter-
African groupings; '

5) Benefit from ever stronger practical co-ordination with bilateral aid
from. the Member States to the Associated States, and also with other
multilateral aid; :

¢) Ensure a close, programmed relationship between the various types
of training for supervisors and personnel on the one hand and investment
and economic development measures on the other.

As regards the association institutions, although practical considerations
counsel against any over-extensive and over-complex machinery, it is never-
- theless important entirely to retain the equal and democratic characteristics
which have lent to EEC-AASM association policy an image and prestige
exceptional in relations between unequal economic partners.

XXXVIII. The Commission has been chiefly concerned with develop-
ments within the Community, but this does not mean that it has neglected
other problems referred to the institutions.
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The widening of the Community, which has been under discussion
since 1961, has been a matter of prime concern to them and to the
Member States since the-Governments of the United Kingdom, Ireland and
Denmark re-applied for membership of the Communities on' 10 May 1967.

The Commission has always favoured the accession to the Community
of other democratic States of western Europe, in particular Great Britain,
It has expressed its opinion on this matter on many occasions in the past,
more particularly before the European Parliament. Its basic position
was recalled in the introduction to the last General Report! and it has not
altered in the meantime. .

The Council decided on 5 June 1967 to initiate the proceduré laid down
in Article 237 of the Treaty, a procedure in the course of which the
Commission will give its opinion, and the Commission feels that no useful
purpose would be served by publishing further statements here.

XXXIX. Apart from the membership applications which have been sub-
mitted, the Community is pursuing an active association pohcy, partlcularly
in Africa and the Mediterranean area. Quite apart from its economic
implications, the establishment of association links inside and outside
Europe is of great general significance.

The association with the African States and Madagascar has already been
discussed in this Introduction. The success of the association with Turkey
was highlighted by the recent visit to the Community ‘of the Turkish
Prime Minister, M. Suleyman Demirel. The association with Greece
functioned normally until the spring of 1967. The Commission cannot
however conceal its concern about developments in Gieece and their
possible impact on association’arrangements. The  Commission recently
informed the Council that it favoured the signing of an association agree-
ment with Tsrael. Special agreements are also planned with other coun-
tries. The negotiations and studies so far undertaken augur well for the
conclusion of an agreement with Austria; preliminary discussions have
begun with Algeria, Morocco and Tunisia, and negotiations with Spain
may be expected to start in the near future.

XL. At the end of its period of office, the Commission reiterates its
conviction that the constitutional order of the Community remains, in
spite of difficulties and crises, the essential foundation for the Eutopean
edifice; has been the key to progress already achieved; and is the best
guarantee of future success.

The members of the Commission who took office on 10 January 1958
following the entry into force of the Treaty were already convinced of
the soundness of the Community constitution. Nin€ years later their faith

! Ninth General Report, Introduction, paragraph XII.
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remains -intact, indeed strengthened by the. test of experiente—and the
Commission believes that this experience has helped to spread confidence
in the Community far and wide among the peoples both inside and outside
the six countries. :

XLI: The rules chosen by the Commission to guide its work can be
summarized in a few, words: to assume all the responsibilities laid upon
it' by the Treaty, without compromising on any -of them; to ensure that
the Treaty is executed completely, to its fullest extent and with all its
consequences; to guarantee respect for the constitutional order established
by the Treaty and to see that the institutions function properly. The Treaty
itself makes all these demands. It may have been difficult from time to
time to comply wtih them, but how much an institution gains in authority,
security and confidence when it is founded on the Treaty, that is on a
Charter ratified in the name of the peoples of six countries!

In its work the Commission has followed the example of the European
Parliament, and the Parliament’s vigilance has supported and sustained it
tbroughout its whole period of office. It therefore believes that 'these
same rules can be recommiended as a guide for acnon in future

XLII. Itis not, however, sufficient to maintain the present constitutional
order—that “‘ever. closer union among the European peoples” the found-
ations for which were laid by the Treaty, remains to be achieved. The
Member States themselves pointed the way to this by expressly providing
in the Treaty for elections to the European Parliament by direct universal
suffrage, with all that this implies in terms of increasing the authority
and extending the powers of the Parliament.

The Commission has consistently supported a policy of conferring increased
powers and influence on the Parliament. The Treaty clauses on this
subject have never been abrogated and the 1nst1tut10ns wdl ensure that this
objective is mamtalned

XLIII. 1In the Commission’s eyes, the Community has always been a
political union in the economic and social fields. Its institutions—the
Parliament, the Council, the Commission—are political institutions.. If
further proof of the Community’s political character were needed, it would
be found in:the clearly expressed will of the peoples of the six countries
and their Governments to maintain and advance the Community despite
the most severe strains and difficulties. The extensmn beyond the eco-
nomic and social spheres of those areas where “ever closer union” of the
peoples of Europe is being achieved is, if not the corollary, at any rate
a natural extension of the existing Communities.

The Commission has always taken an interest in efforts to extend the
Community, It must repeat its view that initiatives of this kind can
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succeed only if they lead to the establishment of a European constitutional
order in the other spheres, an order wich, whatever its structure, would
include “iustitutions capables d'orienter un destin désormais partagé”.

XLIV. Ten years after the signature of the Rome Treaty, 17 years after
Robert Schuman’s historic declaration, the merger of the institutions is a
useful and necessary change. We may be permitted to look back to the
work and the ideals of these who were the Community’s sponsors and
pioneers, Jean Monnet, Paul-Henri Spaak, Alcide de Gasperi, Robert
Schuman, Konrad Adenauer... What has been done, despite imperfections,
despite set-backs, is not unworthy of the original design. A new team is
taking over. A clearly marked, straight road lies before it as it looks to
the future. :
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- CHAPTER I

THE COUNCIL’S DECISIONS OF 11 MAY 1966,
26 JULY 1966 AND 9 FEBRUARY 1967

1. The decisions taken by the Council on 11 May and 26 July 1966
make this year an important one for the Common Market as a whole and
not only for the common market in agricultural produce. They provide
for all customs duties on industrial goods to be abolished between the
Member States by 1 July 1968, and for the common customs tariff to
be introduced on the same date. They supplement the previous decisions
establishing market organizations for most farm products, and fix the
common level of agricultural prices, thus making it possible to ensure
that from some time in 1967/68 the main farm products will be able
to move freely, the precise date for each product depending on the date
when its marketing year begins. On the same dates, the Council fixed
the details of joint financing for the periods from 1 July 1965 to

30 June 1967 and from 1 July 1967 to the end of the transitional period,
" and arrangements were made to ensure that, as far as possible, the other
agricultural products listed in Annex II of the Treaty can circulate freely
within the Community at latest by 1 July 1968.

Conscious of the need for balanced development in the Community, the
Council at the same time accepted firm commitments guaranteeing that
progress. would soon be made in several other important sectors which
fall within the competence of the Community, the first of these sectors
being the harmonization of turnover taxes in order to abolish distortions
of competition and as a step towards eliminating fiscal frontiers. These
commitments led on 9 February 1967 to decisions on turnover taxes
which constitute a substantial advance in translating the objective of a
Common Market into reality. The Council also accepted commitments
on the creation of a European patent and of a European type of company,
and on commercial policy, social policy and regional policy.

This internal progress has been matched by progress in the Community’s
external relations, which in the last few years have frequently demanded
a great deal of attention: a2 number of decisions have been taken supple-
menting the instructions given to the Commission, in connection with
the Kennedy Round negotiations. There has also been closer intra-
Community co-operation over credit insurance for exports to state-trading
countries and the Soviet zone of Germany.

Not only do these decisions settle several important economic problems;
their scope goes far beyond these problems and makes it possible to take
a fresh and extremely important step forward. Details will be given in
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the relevant chapters of this Report, but it seems advisable to give a
synoptic picture of the decisions at this point, in order to bring out their
full significance.

2. The abolition of intra-Community customs duties and the introduction
of the common customs tariff are, as has often been pointed out, events
of great political and psychological importance. Sirice transactors every-
where, in industry, agriculture and trade, now know precisely what to
expect, they can adapt themselves to the new market conditions and have
been given the necessary incentive to do so. :

These decisions were. backed up by a Council resolution in which the
Member States signified their will to take in due course the action needed
to harmonize their customs regulations; harmonization here is an essential
pendant to the abolition of customs duties if the customs union is to be
complete (problems concerning the classification of goods, valuation for
customs purposes, processing traffic, etc.). The Commission is to report
to the Council, at latest by the time intra-Community customs duties are
abolished, on any deflections.of customs revenue caused by the abolition
of intra-Community customs duties, to suggest any measures that should
be taken and, in particular, to say whether there should be a distribution
of customs receipts among the Member States.

3. The decisions in the agricultural sector come under four headings:

1) New common organizations of markets, by which the common agricul-
tural policy is rounded off; the Council has adopted the regulation relating
to the organization of markets in vegetable oils (olive oil and oleaginous
seeds). It has adopted supplementary provisions that appreciably strength-
en the market organization for fruit and vegetables. Lastly, it has fixed
the principles on which the organization of the sugar market will be based.

ii) Community financing has been established. Although Regulation
No. 25/62 had laid down the principles of Community responsibility and
the main rules on Community financing, a large number of the arrange-
ments for implementing these principles were left for subsequent decision;
arrangements valid until the end of the transitional period have now been
settled by the Council; one stipulation is that the Community fund shall
accept full liability for the expenditure required to operate, from
1 July 1967, on the market for any product for which there is already an
organized market on that date, and for other products as soon as the
market organizations for them are established. Agreement has also been
- reached on the means of feeding the Community fund. The money will
continue to come from national contributions, but from 1 July 1967 these
will consist of two eléments, one being equal to 90 9% of the levies
charged on imports from non-member countries, the other being calculated
according to a fixed scale. ‘ . ‘ o
iii) The Council has fixed the common price level for the more important
products,- and .the- dates on which the common :prices will become
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applicable; these vary from ‘November 1966 (olive oil) to July 1968
(sugar). Thus not only has the Council laid down an exacting time-table
for. establishing .freedom of movement for the main agricultural products,
but it has also given.effective guarantees that it will be observed.

iv) As an essential supplement to these decisions on free movement and
common prices, the Council has adopted a resolution on the arrangements
applicable toaid for agriculture; by doing so it has extended the foundations
on which a comprehensive competition policy can be built in the agricul-
tural sector. . : ‘ S -
This ties in with what has been agreed concerning the sums to be
allocated to the Guidance Section of the Agricultural Guidance and
Guarantee Fund, and with the special measures to improve the structure
of agriculture in the least-favoured regions, especially in Italy.

4. In its resolution on the balanced development of the Community, the
Council stresses that completion of the Common Market implies the
removal of all barriers to trade, and that the Community and the Member
States will take the successive measures necessary.to achieve this aim.
In order to eliminate tax frontiers, the Council gave an undertaking that
by 31 January 1967 it would take a decision on the proposals that had
been submitted to it on turnover taxes.

This undertaking Jed on 9 February 1967 to the adoption -of the first
two directives in this field. The introduction of a common system of
taxation on value added is a decisive step towards the attainment of an
internal market. It creates the necessary conditions for a common market
within which there will be no tax frontiers, i.e. where there will be
no levying of taxes on imports, no refunding of taxes on exports and
where the attendant frontier formalities will be abolished; 'this is an
objective that cannot be attained until a later directive brings value-added
tax rates into line throughout the Member States. On 1 January 1970,
then, a common TVA system will take the place of the various taxes at
present in force in the Member States. .

This new system will mean that in international trade it will be possible to
offset the fiscal charges resulting from turnover taxes. '

These measures create conditions essential for the achievement of
completely free movement of industrial products within the Community.

In the resolution of 11 May the Council also declares that it wishes to
examine, as a matter of priority and at the level of commercial policy,
the present practice of the Member States on credits granted in connection
with exports to state-trading countries and to the Soviet zone of Germany.

Lastly, the Council declares that it wishes to speed up work in the social
field and, in particular, to take an early decision on the proposals at
present before it concerning the European Social Fund. The Commission
is invited to submit' proposals under which- free movement of. workers

59



can be achieved by 1 July 1968.! Moreover, the Council will, as soon
as possible, examine material on ‘regional policy submitted by the Com-
- mission and, together with the Governments of the Member States, will
study the problems involved in establishing a European patent law and
a “European” form of company.

5. The decisions relating to the Commission’s terms of reference for the
Kennedy Round negotiations are the remaining element in this broad
picture of what has been done by the Council. On 26 July 1966 it
agreed on detailed instructions to the Commission for almost all agricultural
products other than cereals. Between March and July 1966, the Council
has also adopted a number of provisions supplementing or clarifying the
instructions” previously given to the Commission for the industrial part
of the negotiations. The Community’s offer was thus completed; it was
then possible to make an overall comparison between this offer and those
made by the other parties to the negotiations, and to speed up the
negotiations generally, '

These decisions gave the Kermedy Round fresh impetus in September 1966,
and with the talks now in their final phase the Council has been
increasingly occupied by this subject.

In addition to these decisions, the importance of which is evident, the
increased co-operation as regards the common commercial policy, the
principle of which was accepted in July 1966, is a fitting pendant to the
provisions on free movement of goods. :

This brief review shows the number, variety and scope of the decisions
taken by the Council during this short period. In addition to con-
solidating the results achieved in previous years and, in certain cases,
making up for past delays, they have laid the foundations for further
progress towards the éstablishment of a complete union. These decisions
call for similar progress in a large number of sectors not explicitly affected
by the measures of May and July 1966, in order that the balance of the
Treaty may be respected and economic efficiency assured within the
framework of the commitments undertaken.- To give practical effect to
all the commitments accepted in 1966 will be one of the major- tasks for
the Community institutions in the coming months.

1 The__ p_rbposed teguhdqn was submitted to the Council }a_‘t the beginrﬁng of April.
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CHAPTER I1

ESTABLISHMENT OF THE COMMON MARKET

Free movement of goods

TARIFF DISARMAMENT .

Abolition of remaining customs duties between Member States

6. Under the terms of the agreements reached in the: Councﬂ on
11 May 1966 and of the decision taken on 26 July 1966, the free movement
of industrial goods will be achieved by the 5 9% reduction of intra- .
Community duties on 1 July 1967 (bringing them down to 15 % of the
basic duties) and by their complete abolition on 1 July 1968. This decision
also confirms the prohibition on quantitative restrictions between Member
States and the implementation of the common customs tariff by
1 July 19682 for all products other than those hsted in Annex II of the
Treaty.

As regards agriculture, tariff disarmament will take place at the pace laid
down by the regulations already enacted to establish common market
organizations or soon to be enacted (sugar). For the other Annex II
products the Commission proposed to the Council on 21 February 1967
that the latter should issue a directive for the implementation on
1 July 1967 of a reduction which will bring the duty on each product
down to 25 % of the basic duty.® There still remains a certain number
_of Annex II products for which no specific common market organization
is envisaged and on which the Commission considers that the dutles

should be abolished by 1 July 1968.

The changes which have occurred since 1 April 1966 therefore concern
only certain sectors of agriculture. The state of customs disarmament as
described in the Ninth General Report has not changed. The Member
States reduced customs duties on unmanufactured tobaccos to 25 %
of the basic duty on 1 July 1966 and to .20 96 of the basic duty on
1 January 19672 On 1 April 1966 they reduced by 109 the duties
which they continue to levy between themselves on the products covered
by the regulation for a common organization of the market in beef and

veal.

1 Official gazette No. 165, 21 Scptcmber 1966.
2 Sec. 10. o . 5
3 Sec. 170.

4 Official gazette No. 69, 19 April 1966,
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Under the regulation making further arrangements for a common organi-
zation of the market in fruit and vegetables, on 1 January 1967 the
Member States abolished intra-Community duties on the products covered
by this regulation.! Simultaneously, the common customs tariff became
applicable to these products. -

Finally, implementation of the regulation on a common organization of
the market in oils and fats® resulted in-the abolition of customs duties on
olives, olive oil, olive-oil cakes and derived products, on 10 November 1966.

Elimination of charges with effect equivalent to customs duties

7. The Commission continued its examination of existing charges liable to
be considered as equivalent to customs duties, and also continued its
investigations to discover charges of this nature.

By 31 March 1967 the Commission had noted 362 charges which are
neither customs duties nor. ‘‘internal” charges.

Of these:

258 have been definitely settled (charges abolished, charges in process
of being abolished, charges transformed in such a way that they no longer
have an effect equivalent to customs duties, and a few which examination
has shown not to be charges with such equivalent effect);

23 other charges are also being regularized (the Commission has already
taken the necessary measures to abolish them but the Member States still
have to incorporate these measures into their legislation);

There still remain:

81 charges which are bemg examined 1nd1v1dually in ‘detail in the light of
Articles 12, 13 and 16 of the Treaty. Most of these cases have no
important economic implications but present difficult legal problems.

Efforts to find new cases of ché_rges with effect equivalent to customs
- duties have never ceased, but it should be clearly realized that here the

Commission’s departments mainly depend on complaints made to them.

THE COMMON CUSTOMS TARIFF3

Implementation
8. On 1 ]uly 1966 an end was put to the specxa.l swuatlon" \v}nch the

L Sec. 175. .

2 Official gazette No. 172, 30 September 1966.

3 The “Customs Tariff of the European Communities” (July 1963 edition) has bcen
regularly kept up to date by amendment sheets containing the modifications and
suspensions of duties decided on by.the Council. The thirteenth series of these
sheets consisted mainly of a new list of suspensions of duties with effect from
1 January 1967.

4 See Ninth General Report, sec. 26.
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Commission had reported to the Council concerning the second approxima-
tion of national tariffs to bring them nearer the common customs tariff
(CCT) for industrial products on which duties had not been reduced by
at least 20 9 at the 1960/61 GATT Conference; ~In accordance with the
Commission’s proposal to apply Articles 26 and 28 of the Treaty, the
Council suspended 20 % of the CCT duties on about 500 tariff headings
under Article 28.! As a result, those national duties which had been
approximated to the common customs tariff less 20 9% were regulatized
when they were below those of the common customs tariff for the headings
concerned. When they were above the CCT duties, many of these national
duties. underwent a reduction which in. some cases brought them down
t6 the CCT level less 20 9.2 On the other hand, an upward adjustment
—generally very small—was made in conformity with Article 23 of the
Treaty for the CCT headings (about 800) in respect of which special
treatment (total or partial exceptions, disparities) was envisaged in the
framework of the multilateral GATT negotiations. But some national
duties were not affected by these upward and downward movements, for
the Commission, acting under Article 26, authorized certain Member
States to postpone raising or lowering duties under their tariff?® In
addition, certain special arrangements were made in favour of Germany
(aluminium, etc.) and Benelux (manufactured tobaccos).

On 26 July 1966 the Council also decided* that the common customs
tariff for industrial products would be implemented on 1 July 1968, ie.
at the same time as the intra-Community duties on these products are
abolished. For agricultural products, the CCT will become applicable at
various dates up till 1 July 1968, in accordance with the calendar adopted
by the Council on 11 May 1966 for the achievement of free movement in

this field.? :

The table below compares the national duties at present in force vis-a-vis
non-member countries with the corresponding duties in the comrhon
customs tariff, and gives an idea of the effort the Member States will still
have to make in the industrial secfor in order to align themselves on the
common customs tariff. - '

1 Official gazctte No. 114, 27 June 1966.

2 This reduction in certain national duties which were higher than the CCT duties
tesults from a new calculation of _thé apprdximatiqn‘whic}i no longer takes account of
the “buffer” or level of the CCT below which these national duties could not fall,
nor of the “neutral zone” between the' CCT duties and the same duties less 20 %
within which the sfazur quo had been observed for the national duties. :

3 Official gazette No. 115, 25 August 1966; No. 9, 17 January 1967; and No. 133,
22 July 1966.

4 Official gazette No, 165, 21 September 1966.

8 Sec. 169.
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TABLE 1

National duties and corresponding duties in CCT

. Duties
Member States . . 1
Equal to those Lower than those | Higher than those
of the CCT of the CCT “of the COT Total
Germany 11371 (41.4 %) | 1 935 (58.4 %) 9 (0.2 %) |3 315 (100 %)
Benelux 845 (23.5 9%,) | 1 948 (58.3 9 545 (18.2 9) | 3 338 (100 %)
France 766 (19.8 %) | 335 (8.7 %) | 2766 (71.5 %) | 3 867 (100 %)
Ttaly 1431 (32.29%) | 579(13  9%) [ 2439 (54.8 9,) | 4 449 (100 %)
. , | .

Table 2 brings up to date the one in the previous General Reports
showing the calendar for implementation of the customs union and the
pace achieved in introducing the common customs tariff and abolishing
intra-Community duties.

Modifications of the common customs tariff and suspension or
temporary reduction of duties (Art. 28 of the Treaty)

9. On 22 December 1966 the Council decided to make certain modifica-
tions in the common customs tariff.! These affect four headings—among
them heading No. 31.05, concerning “‘other fertilizers”—the duties on
which have not undergone any change but where it was essential to use
a nomenclature better adapted to present international trade usage. The
same decision also made minor corrections in the wording of some other
headings, to eliminate certain defects or drafting errors in one or more of
the official versions of the common customs tariff.

As regards the suspension or temporary reduction of duties, in addition
to the decision of 14 June 1966 concerning the 500 headings mentioned
above? two decisions were taken on 22 December 1966. The first of these
suspended until 31 December 1967 duties on basic materials which are
imported from non-member countries and the .production of which is
insufficient or nil in the Community,! and the second prolonged for one
year the suspension of duties on natural uranium fuel elements.?

1 Official gazette No. 246, 31 December 1966,
2 Sec. 8.
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One suspension whose importance must be emphasized concerns products
used for maintaining or repairing aircraft of a tare weight of more than
15 000 kg {22 December 1966).! This decision, which is valid-for three
years and is renewable by tacit agreement, is meant to regularize a
situation and make uniform throughout the Community the different tariff
systems governing import of this category of aeronautical equipment into
the Member States.

Three other suspension decisions in the aeronautical sphere were taken
on 22 December 1966.2 CCT duties on aircraft of a tare weight of more
than 15 000 kg are suspended for thiee years; those on flight simulators
for the said aircraft for two years; and those on certain equipment used
with such aircraft (wooden panels, escape ramps, floating rescue apparatus)
for one year.

Finally, Article 28 has been applied to suspend or temporarily reduce the
CCT ‘duties on products important to the economy of the developing
countries. These are sliced grapefruit® - and dihydro-extoxy-trimethyl-
quinoline (a product derived from quinine),* for which Israel requested
easier access to the Community, and -typical Indian products, on which
duties were suspended for a further year.> The Council likewise prolonged
for a year the suspension of duties on tea, maté and tropical hardwoods,’
and at the same time renewed. the tariff arrangement on these products
between the Community and the United Kingdom.

Application of the common customs tariff

10. - The introduction on 1 July 1968 of the common customs tariff in
the place of the four national tariffs inevitably raises certain problems
which the Commission is endeavouring to resolve. First of all, in order
to avoid distortions of competition and diversions of trade, it is necessary
to see that the tariff nomenclature is interpreted. uniformly. Remarkable
progress has been made in drawing up explanatory notes on the subheadings
of the tariff.® More than 50 chapters out of 99 have been examined by
the competent working party. However, this work is fraught with scrious
difficulties because of the complexity of the subject and the economic,
fiscal and administrative repercussions which the jointly-agreed texts may
have at national level. These explanatory notes also cover the customs
nomenclature for farm products, which is developing as-the new agricul-
tural regulations come into force, The regulations refer to the customs
subheadings, but break them down further to meet the needs of the

Official gazette No. 241, 28 December 1966.
Ihid. No. 246, 31 December 1966.
Ibid. No. 204, 9 November 1966.
Ibid. No. 218, 28 November 1966.
Ihid. No. 10, 19 January 1967.
Ninth General Report, sec. 28.
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common agricultural policy, and it goes. without saying that the customs
services cannot apply them uniformly unless they are accompanied by an’
explanatory text. '

The application of certain agricultural regulations in trade with non-member
countries also brought up urgent tariff problems. Committees of national
experts, with the Commission in the chair, endeavoured to resolve these
expeditiously by giving opinions on classification similar to those they have
continued to formulate in numerous specific interpretations of the sub-
headings of the common customs tariff. These opinions were promptly
implemented by the national customs administrations.

Tariff quotas

11. As the table on the following page shows, the number of requests
for tariff quotas went on declining in 1966/67. Thanks to the Commis-
sion’s efforts, and in conformity with the wishes of the European Parlia-
ment, the number of quotas granted is also decreasing. This is due
especially to Community solutions such as suspension or temporary
reduction of duties. The proportion of trade coming under the tariff
quota system remained less than 3 .95, as last year.

- In most cases the Council and the Commission link the quotas with
increased, and no longer with nil duties. The level to which these quota
duties are to be raised is fixed after study of the special situation of each
product concerned. It generally amounts to 60 9% of the adjustment
towards the common customs tariff already made by the applicant Member
State.

These regular examinations by the Commission of the tariff quotas granted
have not revealed that the quota volumes have been exceeded or that
there has been any other infringement. '

On 6 June 1966 the Commission sent the Council a general memorandum
on how the Community tariff quotas should be administered. The system
proposed for the remainder of the transition period provides for allocation
of part of the requested volume to Member States for a period shorter than
the quota period, and the building up of a Community reserve, to be
shared out later between Member States, in order to.cover their require-
ments during the rest of the quota period.

CUSTOMS VALUE

12. The Council resolution of 11 May 1966 provides for harmonization
of the rules on determination of customs value. Work on Community
"rules in this field has advanced sufficiently to enable the Commission to
submit a proposal to the Council in the first half of 1967. =~

All the Member States are contracting parties to the Brussels Convention
of 15 December 1950 on the Valuation of Goods for Customs Purposes,
~ which includes a Definition of Customs Value and Interpretative Notes.
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But not all the States have applied this definition and these notes in their
law in the same way, because of the possibility of adaptation open to them
under Article IV of the Convention. On the other hand, the establishment
of a complete customs union between the Six necessitates the adaptation
of certain provisions of the Definition of Value.

This situation, and the amendments agreed in the Customs Co-operation
Council, will be taken into account in the Commission’s proposal in order
to eliminate certain divergences between the French and English texts,
which are equally authoritative. :

Customs legislation

13. The Council resolution of 11 May 1966 on the harmonization of
national laws whose divergences could give rise to diversion of customs
receipts, and the prospect of the customs union for 1 July 1968, oblige
the Commission to make greater efforts to draw up Community customs

TABLE

Applications for tarif
(Under Article 25(1)

1961 1962
Para.|Para.|Para.| List | Tot. |Para.|Para. Para.| List | Tot.
1 2 ] G 1 2 3 G
Number of applications 55| 58| — | 46 (159 | 58| 92| 85| 43 278
Withdrawn
4) by the Member State applying 131211 —| 2] 36|17} 41| 221 1| 81
b) after a Community solution had been found 12119 —| 9] 40| 13| 32| 5] 5] 55
Total | 25| 40| — | 11| 76| 30| 73| 27| 6136
Applications left to be dealt 30 18| — | 35| 83| 28| 19} 58| 37 |142
with ‘
~ Refused ; : o4 T —| 112 —]| 9| 28| 1} 38
- Granted . ' 26 11| — | 34| 71 (28| 10| 30| 36 |104
Applications which have'ceased to be effective :
Applications submitted for 1967 | 11| 5| 33]27]| 76
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'

legislation and attain the objectives laid down in the action programme it
established in 1963. ' )

Free entry on economic grounds

14.  As regards duty-free entry, part of the work on unification has been
completed and certain related studies will shortly be terminated. The
adoption by the Council of the decisions to suspend duties-on certain
aeronautical equipment? is the. concrete result of long harmonization work

in this field.

The Commission also took measures as regards duty-free entry of products
for building, repairing, converting and equipping ships. The initial
discussions have shown that an early solution is possible here.

1 Sixth General Report, Ch. T and Ch. 11, sec. 15.

2 Sec. 9, third and fourth paragraphs.

quotas (1961 to 1966)
2), (3), or List G)

1963 1964 196.')' 1966
’;llr:i.. Pagm. Para. Ligst- Tot. Palra,. Pazl‘a. Pngra. Ll(ft Tot. Pa]ra. P{ga. Pasrzl. LiGst- Tot. Paira. Pz]ga. Pu;a. L(i?t Tot.
291 29| 471 36141 | 21| 7] 34| 37| 99| 23| 8|32 37/100| 11| 4| 39| 35| 89
sl 20| 8| —!33| 3| 20 3/ —| 8! 21 .2 4 3|11 —| 2| 4| 6|12
2| 6| 6] —| 14| 8| — — —| 8|11 1] 1| —| 13|~ —| 3| —| 3
RO O
22| 3| 33|36 94| 10| s|31137 83|10 5|27| 34 76 1| 2| 32| 29| 74
S S Y N PR PR O PR S P N P O ) P
22! 3|29 36|97 10 527-37-792_5?_312'22232;%
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The preparatory studies and consultations with Member States to work out
common rules on bonded ‘warehouses are almost completed, and a proposal
will be submitted to, the Council in the second half of 1967. At the
same time, action is being taken to draw up common rules on the terms
under which goods from non-member countries may be stored in customs
warehouses. other than bonded warehouses or in free ports or free areas.

The problem of credit with fegard to customs duties, which is closely
linked with that of watehouses and affects the free circulation of goods,
is also being discussed with the national administrations.

Although the studies on inwards processing traffic with non-member
. countries have not yet produced a solution, work is already well advanced
on a draft for a Community system, which the Commission is preparing
in co-operation with the Member States. ' :

Miscellaneous provisions

15. Studies on a Community system for goods in transit are being
actively pursued. Under this system, national customs territories would
be merged at administrative level, and formalities and controls at intra-
Community frontiers could be simplified.

As regards a Community definition of the concept of the origin of goods,
the Commission’s proposal has been amended in the light of certain
comments made on it by the European Parliament and the Economic and
Social Committee! and it should be submitted to the Council in the course
of 1967.

MEASURES WITH AN EFFECT EQUIVALENT
TO QUANTITATIVE RESTRICTIONS

16. As it does every year, the Commission scrutinized measures taken to
increase certain remaining agricultural quotas in order to make sure they
were in conformity with Article 33 of the Treaty.

But the chief emphasis has been on tracing measures with effect equivalent
to quantitative restrictions. Here the Commission is faced with two
difficulties: on the one hand, it has to trace measures of all kinds likely
to be measures with equivalent effect, and on the other it has to establish
under what conditions they actually have this character. Only after
establishing this can the Commission apply the Treaty (adoption of .
directives under Article 33(7) for measures existing when the Treaty came
into force, and procedure under Article 169 for measures introduced after
that date). '

1 Official gazette No. 96, 28 May 1966.
? Ninth General Report, sec. 33,
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The Commission. has already noted that the following-should be considered
as measures with equivalent effect: '

4) Measures which make import of a product of Community origin con-
ditional on the export, purchase or sale of an identical or another domestic
product;

b) Measures which prohibit use of all or part of a product imported from
other Member States, or which impose use of all or part of a domestic
product, or make eligibility for an advantage (other than an aid) condi-
tional on such use: o o

These measures were therefore dealt with in two directives issued-on
7 November 19661 for the purpose of eliminating differences in treatment
between domestic products and products imported from other Member
States. E . S

With the help of the Member States’ experts, the Commission continued
work on another directive concerning supplies to the State, its local
authorities, or other public corporations. This directive stipulates that
all laws, regulations and administrative practices which totally or partially
preclude or render more difficult or costly the supply of imported products,
or grant a preference to domestic products, shall be adjusted in such a way
as to eliminate all differences in treatment between domestic and imported
products. :

FORMALITIES AT FRONTIERS

17. On 6 December the Commission submitted to the Council a proposed
decision concerning the formalities required by the Member States in trade
between them. This proposal is to prohibit making import and export
subject to such formalities as licences, visas, authorizations, etc. Provision
is made for -exceptionsjustified by the state of progress of the common
market. The proposal is a first step towards the abolition of these
formalities, which are capable of hindering intra-Community trade. The
Commission will submit new proposals to the Council for the elimination
of similar measures. '

The Commission. is .also continuing its work for the lifting of: controls at
frontiers, with due regard to the fact that the progress being made in
approximating domestic laws can nullify these controls: anyway. - In
particular it is endeavouring to define categories of classification for all
the types of control at the Community’s internal frontiers and to ascertain
their raison d’étre in the light of the impending full customs union.
The Commission is first trying to pinpoint those controls (apparently
few) whose removal would raise serious problems for the Member States,
" whether in the field of fiscal disparities, technical regulations, health |

provisions, or rules concerning public policy and safety. After this is

1 Official gazette No. 220, 30 November 1966.
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done, it would be reasonable to expect rapid agreement.on the other
controls.

GOVERNMENT MONOPOLIES

18 The Commission has made a number of recommendations to the
Member Srates concerning different monopolies.

As regards the Italian salt monopoly, since hardly any use has ever been
made of the import quotas opened in 1961 and increased each year
thereafter, the Commission has recommended their abolition. . This sug-
gestion has been welcomed by the Italian Government. Under the new
Italian law on the matter, industrial users of salt can import it direct
from Member States or non-member countries without restriction. In
addition, all fiscal discrimination here has been eliminated. As to salt for
use in food, the Commission requested the Italian Government to study
the possibility of abolishing this monopoly whose only purpose is to prevent
the tax authorities from being defrauded as a result of varying tax treatment
according to the destination of the salt. The Italian authorities will
examinie the Commission’s request in the course of their current studies on
the general structure of these monopolies.

Regarding the French’ explosives monopoly, the Commission sent a recom-
mendation to the French Government suggesting gradual opening of the
market by the grant of unrestricted import permits to private individuals
and a price formation system which would rule out any possibility of tax
discrimination.!

In support of a recommendation which it sent to the French Government
on 12 April 1962 concerning the potash monopoly,? the Commission
carried out a study of the European market for this product. It seemed
advisable to look for. parallel solutions taking account. of the problems
posed by the French .monopoly on the one hand and by the existing
agreements between French and German industries on the other.

In the case of tobacco the Commission has endeavoured to determine the
possible basis for a common market. The many difficulties in this
field—monopolies and tax systems which prevent free movement, the
French and Italian national market organizations for tobacco in leaf to
encourage preducers, maintenance of cultivation at prices far above the
world market level and in qualities which have little chance of being
consumed in the other Member States—have led the Commission to cast
around for solutions which would achieve a balance between burdens and
benefits for each of the six partners. The aim continues to be a genuine
common market for this branch, extending from raw material to manufact-
ured product. :

! Official gazettc No. 154, 24 August 1966 and No. 22, 4 February 1967.
% Ibid. No. 48, 23 June 1962 and No. 65, 27 July 1962. :
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Thus the Commission is preparing for the Council a number of proposals
on the establishment of -a common organization of the market for unmanu-
factured tobacco; the adjustment of tobacco trade monopolies; and
harmonization of the tax systems for manufactured tobaccos.!

As regards the alcohol monopolies (France and Germany), the problems
are not dissimilar since they also concern the agrlcultural aspect, the fiscal
aspect and the monopoly aspect in the strict sense.” A comprehensive
approach therefore seems to be called for here too, and it is on these lines
that the Commission is working.

MISCELLANEOUS WAIVERS

Processed agricultural products

19. In pursuance of the Council decision of 4 April 1962 based on
Article 235 of the Treaty,? the Commission has taken 27 decisions con-
cerning a specific good or a particular member country, and three general
decisions concerning all the goods in question and all the Member States,
granting or refusing permission to levy charges or varying their amount.
Three requests submitted by Italy, Benelux and France, for application of
the 4 April 1962 decision to further goods, were granted. Al the
Member States have thus been authorized to levy countervailing charges
under this decision, which was extended, first by Council decision of
28 June 1966 and a second time by Council Regulation No. 160/66 of
27 October 1966.°

This regulation, on which the Parliament gave- a favourable opinion on
22 January 1965, sets up a trading system for certain goods resulting from
the processing of farm products. These outline provisions, which are due
to come into effect on 1 June 1967, will govern trade between Member
States, and between Member States and non-member countries, in certain
goods which are not listed in Annex IT of the Treaty but result from
processing agricultural raw materials and particularly cereals, certain dairy
products and sugar. The outline: regulation will be supplemented by
implementing regulations of an essentially technical nature.

This new system provides a general solution to the many problems in
producing industries where the price of the agncu[tural raw material
accounts for a considerable part of costs. . It gives a new structure to
traditional tariff protection. . Two elements replace the customs duties and
charges with equivalent effect hitherto applicable:

a) A fixed ad valorem element to proctect the processing mdustrles

1 Sec. 184.
? Ninth General Report, sce. 35,
3 Official gazette No. 195, 28 October 1966.
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b) A variable element representing the difference between the costs of the
raw materials used in rnakmg the goods concerned. :

The regulation also contains provisions on the grant of refunds by the
Member States when these goods ate exported.

The new system will’ place Commumty processing industries on. an equal
competitive footing as régards obtaining agricultural raw materials. Tt
will also” enable them to compete with similar industries in non-member
countries, thanks to protection adapted to the fluctuations of world-market
prices of agricultural raw materials.

Simultaneously with this regulation, the Council approved two other
Commission proposals concerning: '

a) The definition, for these goods, of the amount of protection to be
given the processing industry on the entry into force of the above-men-
tioned trading system, and the amount of the offer which can be made in
the Kennedy Round negotlatlons with respect to protectlon of the processmg
industry; - :

b) A resolution on the Community’s financial respon51b111ty when agri-
cultural raw materials are exported to non-member countries, in the form
of certain goods. not listed in-Annex II of the Treaty and in particular of
goods covered by the new trading system !

Finally, on 7 March 1967 the Council adopted a regulatlon estabhshmg a
common- trading system for ovalbumin and lactalbumin.

For white of egg unconnected with Annex II of the Treaty, this regulation
lays down a system similar to that existing for yolks, a product subject to
a system of agrlculrural levies and sluice-gate prices (Regulatlon No. 21).

White of egg is protected by only a small customs duty if marketed
separately from the yolk, and this anomaly creates difficulties.

Saféguard measures (reconrse to Article 226)

20.  The measures previously authorized for the reorganization of certain
basic' sectors (sulphur, lead and zinc, silk) have been extended or
modified.? ‘ o o

As regards lead and zinc a Commission decision of 6 July 1966 grants
degresswe safeguard measures until 31 December 1967 to enable Italy
to adapt its market by degrees from its present “isolation” to integration
in the economy of the common market. This decision includes certain
measures concerning Iead waste and scrap taken at the request of other

Member States.

1 The resolution and the! list of goods were published in official gazctte No. 195,
28 October 1966.
¢ Ninth General Report, sec. 36.
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‘The: Commission -decision granting " Italy - safeguard measures for silk
and certain silk : products until 30 September 1966 was extended to
31 March 1967 pending the conclusion of the Council’s study of the
situation under -the terms "of Protocol VIII to the Agreement of
2 March 1960 (List G).

In the matter of sulphur, contacts have continued between the Commission
and the Italian authorities, who have expressed their readiness to enact
as early as possible measures that will ‘enable Italian users to import this
material direct. Furthermore, reorganization of the industry has advanced
duting 1966, and it is expéected that from the end of 1967 onwards all
the sulphur produced in Sicily will be used in new industrial plants now
building. Th first ‘unit for extracting phosphoric acid from sulphur will
begin to operate in June 1967, _

By two Commission decisions dated 27 June 1966 and 7 March 1967,
Ttaly was authorized until 30 June 1967 to make imports of sulphur of
any kind from Member States and non-member countries conditional upon
the purchase of one ton of home-produced sulphur per ton of imported
sulphur. . C :

Moreover, as the supply price of sulphur for Italian producers of carbon
disulphide is higher- than that of their competitors in the other Member
States the Commission, by a decision of 27 June 1966, has granted Italy
the right to maintain a 10 9 duty vis-3-vis these States. :

The social aspects of these measures (aids to Italian workers) are dealt
with in Chapter ITT:1 ' ' ' '

By.-a decision of 1 February 1967, the Commiséion authotized France to
adopt measures to encourage the stockpiling of poultrymeat by individuals.

In conclusiori, the Benelux countries have asked the Commission that
Article 226 be applied in the interest of the Dutch carded wool fabrics
industry. The case is being examined.

Freedom of establishment and freedom to supply services

GENERAL

21.. The gradual replacement of bilateral establishment agreements by
new rules (provided for in Articles 52 to 66 of the Treaty) has continued.
In most sectors of industry and trade firms may already set up subsidiaries,
branches and agencies in another Member State or carry out individual
commercial transactions there. These new facilities for Community firms
wishing to set up in one or-other of the six countries—without any sort
of de jure or de facto restrictions and without any condition being imposed

1 Sec. 237.
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by the receiving State!—are a particularly important contribution to the
economic development of the Community in general and of dynamic firms
in particular. Restrictions on freedom of establishment and freedom to
supply services should be completely abolisked in all fields by 1970.

22.  Directives adopted before 1 April 1966. Fourteen concern industry,
trade or agriculture; in conformity with Article 189, paragraph 3 of the
Treaty the Member States have begun to implement them by measures of
domestic law. The object of some of these directives is to remove obstacles
to establishment and: the supply of services; the object of others is to
co-ordinate the conditions under which the relevant activities are carried
on, and the rules governing immigration and residence.

As regards industry and crafts, six directives are in force in the Member
States. They concern mining, the processing industries, films and the
electricity, gas, water and sanitary services (here the Council has embodied
amendments proposed by the Economic and Social Committee and the
European Parliament). :

As regards trade and services, in addition to the above-mentioned direc-
tives relating to the film and electricity industries (which also have to do
with trade), five directives are being implemented in the Member States.
These directives concern wholesale trade (medicaments, drugs, toxic
products and coal are'not affected); intermediaries in trade, industry and
crafts (in the first two sectors transitional measures are in force); insurance
(reinsurance and retrocession), and payment for services."

As regards agriculture, three directives are being applied in the Member
States: freedom of establishment on derelict or uncultivated land, establish-
ment of former farm workers in the host country, supply of services in
agriculture and horticulture. - :

23.  Measures by Member States. The general obstacles to establishment
and the supply of services were abolished in Germany by the law of
13 August 1965. Legislation on crafts was amended by the implementing
regulation of 4 August 1966 (VO Handwerk EWG).

In Belgium ten royal decrees have been published.

In France several decrees concerning agricultural occupations and sworn
brokers have been issued pursuant to the above-mentioned directives; a
number of ordinances to. implement the diréctives are also being drafted
(in application of the law of 6 July 1966).

In Italy a decree. was puBli_shed on 30 December 1965.

Finally, all Member States have facilitated the general application of the
directives, particularly ias regards entry and residence? (conditions of entry

L The system for capital is covered by other provisions. Sce sec. 132.
2 Seventh General Report, sec. 47.
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and residénce in the territory of a Member State for a national of another
Member State, regulations concerning foreigners, co-ordination of motives
which may justify expulsion, etc.).

24. Proposals submitted by the Commission to the Council. In the
industrial sector, ten proposals concern: public works contracts (one pro-
posal, amended in ‘accordance with the Parliament’s opinion and submitted
28 June 1965); the food and beverage industries (two proposals); self-
employed activities in retail trade (two proposals, submitted 30 March 1965
and 13 April 1965); personal services in restaurants, cafés and hotels
(two proposals, submitted 8 and 9 April 1965); banks and financial
establishments in general (one proposal, submitted 30 July 1965);
transport auxiliaries—travel agents, warchousemen and customs agents
{two proposals, submitted 21 December 1965).

In the agricultural sector,® five Commission proposals still under examina-
tion concern forestry (8 AprLl 1965), farm leases (20. January 1965), the
right of farmers already established to move from one farm-to another in
the host country (21 January 1965), and the access of such farmers to
credit and their right to join agricultural co-operatives (21 December 1965).

25. With the expansion of trade, co-ordination of national systems of
law is claiming more and more of the Commission’s attention, though
only a few directives have been issued so far.

For the sake of effectiveness, the directives to date have provided only
for “transitional measures” pending fuller co-ordination, as authorized by
the General Programmes. Two directives are already being implemented
in the Member States; four proposals are before the Council; and five
draft proposals should be submitted to it in 1967. These transitional
measures regulate equivalence in qualifications to exercise professions and
activities in another country, subject to certain conditions and where
appropriate after further tests. They will apply until co-ordination has
been achieved, but this is progressing more slowly than expected. Further-
more, in some cases the diplomas needed to exercise certain professions
will have to be recognized before the obstacles to freedom of estabhshment
can be removed.

LAW .ON RIGHT OF ESTABLISHMENT

Directives agreed by the Council

26. On 12 January 1967 the Council adopted a directive . concerning
self-employed activities in the real estate sector (ISIC Group 640) and
in certain services supplied to firms (ISIC Group 839). This abolishes
all provisions stipulating that the persons concerned shall possess the

! The timetable as laid down in the General Programme for agriculture does not
follow the same pattern of progress as in the other sectors.
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nationality of the country in which it is desired to carry on the activity,
or that they must hold a professional or foreign trader’s identity card, and
enables them to join professional organizations on the same terms and with
the same rights and duties as nationals of the host country.

Reference to the Parliament and the Economic and Social Committee

27. During the period under review the European Parliament and/or the
Economic and Social Committee rendered favourable opinions on six
proposed . directives. ' “These concern transport auxiliaries (abolition of
restrictions and transitional measures—Parliament on 21 October 1966,
Economic and Social Committee on 29 November 1966); banks and
financial establishments (Parliament on 21 October 1966, Economic and
Social Committee on 27 October 1966); the guarantees required of com-
panies {Parliament, 11 May 1966); freedom for farmers who are nationals
of one Member Staté and established in another to join co-operatives and
have access to credit (Parliament on 21 October 1966, Economic and
Social Committee on 30 November 1966). On 11 May 1966 the Parlia-
ment adopted a resolution concerning self-employed activities in forestry
(the Economic and Social Committee had given its opinion on 28 Octo-
ber 1965). The proposed directive on the press is still being examined
by the Parliament (opinion of the Economic and Social Comrmttee on
28 ]anuary 1965).

New ‘proposals submitted by the Commission to the Council

28. These concern insurance, and exploring and drilling for oil and
natural gas.

As regards insurance companies, the removal of restrictions on establish-
ment of agencies or branches is made subject to the co-ordination of
conditions of access to and pursuit of the insurance profession. On
17 June 1966 the Commission sent to the Council a proposal for a first
directive on the co-ordination of laws and regulations governing activities
in direct insurance other than life assurance, which will be dealt with in
a later proposal. The proposed directive endeavours to define as precisely
as poss1b1e the aim and ‘methods of controls exetcised over insurance
activities; with a few exceptions, all insurance enterprises are to be subject
to control by the competent authority of the Member States in which their
head office is situated. The directive organizes this control and specifies
the financial resources which insurance companies in the Community have
to possess. However these regulations only partially regulate the matter;
other co-ordination directives will be needed to.complete them.

3 The practical consequences of the proposed rules are being surveyed under the
direction of an expert engaged by the Commission. A draft directive to abolish
obstacles to establishment will also be sent to the Council. :

78



A proposal for a second directive, on casualty insurance, was submitted
to the Council on -2 February 1967.! Tt lists those rules or regulations
in the Member States which.must be abolished in order to achieve freedom
of establishment after implementation of the first directive.

The General Programme further makes the abolition of restrictions
conditional upon the co-ordination of laws and regulations governing the
insurance contract where the existing disparities are prejudicial to the
insured and to third parties. Preparatory studies have begun, notably
regarding the rules of international private law which govern the law of
contracts.

29. A proposal for a directive on exploration and drilling for oil and
natural gas was submitted to the Council on 17 March 1967. Tt lists the
restrictions on self-employed actwltles in th1s sphere wh1ch must be

abolished by the Member States

Proposals at present being prepared

30. The Commission is preparing draft proposals on the wholesale trade
in toxic substances and medicaments and on intermediaries in the pharia-
ceuticals trade; and two draft directives on the manufacture of medicines
and pharmaceunca]s

31. A comparatlve study of the arrangements governmg exercise .of the
banking profession in the six Community countries will also be completed
at the end of this year and will enable the Commission to determine where
co-ordination should be carried. out.

CO-ORDINATION OF COMPANY LAW

32. Freedom of establishment of companies entails, on the one hand, a
risk of legal insecurity owing to the greater number of business relations
between individuals and corporations subject to d1ffer1ng legal systems,
and on the other a risk of abnormal transfers of activity as long as the
guarantees for members of companies and third parties are not co-ordinated
in municipal legislation. The right of establishment therefore requires a
corrective, in the shape of co-ordination of guarantees. The aim of this
is not, as is often believed, to remove this or that impediment to freedom
of establishment, but to eliminate the most important divergences between
the systems of company law in the Member States.

The Council is also examining a proposal for a first directive on the
co-ordination of provisions concerning the publication of particulars, the

1 Official gazette No. 62, 1 April 1967.
2 Sce also sec. 155.
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validity of commitments and causes of nullity of joint stock companies,
partnerships and limited liability companies.! . Some amendments were
made to this proposal after the Parliament’s opinion was given on
11 May 1966. A draft concerning only joint stock companies, in particular
their capital, has been practically completed. The studies on harmonizing
the presentation of company accounts have also made good progress.

THE LIBERAL PROFESSIONS AND MUTUAL RECOGNITION OF DIPLOMAS

33. Although no proposal for a directive in this field has yet been
submitted to the Council, work has made considerable headway and about
forty proposals are in a very advanced stage. Some are waiting for the
directives on the recognition of diplomas to be adopted,? or for progress
to be made in co-ordination, before being submitted to the Council.
Studies in this sector are particularly complex because of the importance
of the existing rules for the liberal professions, and also because of the
waiver articles in the Treaty (Article 55 in particular).

For certain technical professions such as engineer (self-employed research
and advisory activities, etc.), mutual recognition of diplomas is too
complicated a matter to be achieved in the immediate future, and hence
transitional measures are envisaged here. In the case of other professions,
however, including the medical professions, the abolition of restrictions
poses the problem of use of the title in the host country. The co-ordination
measures for these professions will concern the level of specialists’ training,
reputability, and the period of adaptation in the host country. Drafts
are well on the way to completion as regards the para-medical professions,
particularly opticians, nurses (abolition of restrictions, recognition of
diplomas, co-ordination) and dispensing chemists.

As regards the legal professions, studies concerning tax consultants are
well advanced, and others concerning industrial property consultants and
lawyers are progressing.

Progress of work on the press and cinema has been reported above?® A
proposal for a directive on the film industry w1ll shortly be submitted
to the Council.

Recreational services: draft directives are being drawn up in this field
(activities chiefly concerning the various sports and in particular trainers
and instructors).

1 Seventh General Report, sec. 53.
2 See below, scc. 268.
3 Secs. 22 and 27.
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THE TRANSFORMATION OF DIRECTIVES INTO RULES
OF DOMESTIC LAW

34. The “form and means” of enforcing the Council’s directives are. left
to the Member States (Article 189 of the Treaty). National instruments
must therefore ensure companies the right, for example, to set up branches
or agencies, to transfer their registered office, or to. carry out trading
operations in another Member State. Because of the growing number of
directives, the diversity of the economic sectors they cover, and their varied
objects, the Member States are sometimes obliged to amend a considerable
number of texts. The Commission supervises implementation in conformity
with Article 155, paragraph 2 of the Treaty.

Despite the number of measures already taken by the Member States,
work is still behindhand in some fields. This is because the juridical
nature of the texts to be amended (often laws) requires that certain
Parliaments delegate the necessary powers to their Government, and
because the time-table provided for by the General Programmes does not
always accord with the pattern of the national texts needing adjustment.

35. Supervision of implementation by the Commission. The Commission
keeps a general watch and, if necessary, uses its powers under the Treaty .
(Article 169), to ensure that the measures taken by the Member States
really give full effect to the Community rules which are the object of the
directives, and more particularly that these measures do guarantee for
beneficiaries the same conditions as nationals of the host country when
restrictions are abolished. This role represents an increasing patt of the
Commission’s activities now that seventeen directives are in force. The
Commission sees to it that the nature of the national laws and regulations
is such as to enable beneficiaries to avail ‘themselves of their rights under
the directives, and if necessary vindicate them' before the courts in the
host country. ' ‘ o '

Common competition policy
GENERAL

36. The adoption of the two directives on the introduction of and the
implementation measures for a common value-added tax system in all
Member States constitutes a decisive step forward towards the creation
in the Common Market of conditions similar to those on a domestic
market. The Common Market has now-in a large measure become a
reality for the industrial field ds well as for agriculture. After eight years
of effort the Commission’s competition policy has now achieved its most
remarkable success. In the first place, unlike the cumulative turnover
tax system, .the new value-added ‘tax system does not in.any way affect
competition in the Common Market between enterprises that are integrated
and those—generally smaller .or medium-sized firms—that are not.
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Secondly, specialization of production will no longer be artificially impeded,
which is particularly important for ancillary and service industries. Thirdly,
the new system will allow of an exact equalization of the burden of
turnover taxes in international- trade. The cumulative turnover tax
systems-at’ present in force permit of only general and therefore inexact
equalization, which frequently leads to distortions of competition and
facilitates manoeuvres for the benefit of special industries. These distor-
tions of competition have acquired increasing economic importance as the
customs union -advances towards completion. Fourthly, another practical
advantage of thé common system is that, for intra-Community trade,
businessimen. will in future have to cope with only one turnover tax
system instead of with six different ones as in the past. Fifthly, the
introduction of the common value-added tax system constitutes an essential
step towards a Common Market in which tax frontiers will have ceased to
exist—in which taxes will not be refunded on exports or imposed on
imports, and there- will therefore be no need for the relevant. frontier
formalities. : -

37. These objectives of the-harmonization of the turnover tax provisions
would, however, be attained only incompletely if the provisions on the
major excise duties were not harmonized at the same time. In the year
under review the Commission, following several years of preparatory work
carried out by experts of the Commission and of the Member .States,
therefore- drew up a ‘corresponding programme and incorporated it into
the overall. programme for the harmonization of tax provisions, also
prepared in the year under review.

38. But even these measures.do not suffice: as long as direct taxes, which
are not subject. to equalization at the frontier, have not been harmonized
there will be a disparity in the tax levels in favour of the Member State
with the lowest direct taxes. The enterprises of this Member State enjoy.
a tax advantage over their competitors in the other Member States. This
makes for artificial movéments of capital representing an obstacle to the
optimum utilization of the factors of production. Finally, a number of
tax provisions prevent enterprises from adjusting themselves to new market
conditions by amalgamating. In the year under review the Commission,
using material prepared by its own experts and those of the Member States
over several years, therefore drew up a programme for the harmonization
of direct taxes and submitted it to the Council on 8 February 1967 as part
of its overall programme for the harmonization of taxation.

39. The year under réview was- not only marked by the introduction
of the value-added tax system but also by substantial progress in the
development of the European law on restrictive agreements. The Court
of Justice of the European Communities confirmed the Commission’s
interpretation of the aims, the significance and the application of law on
restrictive agreements as part of the competitive system to be set up in
the Common Market pursuant to the Treaty.
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The Court pointed out that “Article 85 is a constituent of Part Three of
the Treaty (the ‘Policy of the Community’); this article lays down the
rules of competition applicable to enterprises and is intended to implement
the provisions of Article 3 on the ‘activities of the Community’, particularly
with fegard to ‘the establishment of a system ensuring that competition
shall not be distorted’, these provisions in turn-being designed.to help
‘establish a common market’, one of the main objectives of Article 2.
The clauses of Article 85—seen as a whole—must therefore be read in
the light of the principles set out in the preamble to the Treaty and must
be interpreted accordingly; this applies in particular to the ‘removal of
existing obstacles’ and the guaranteeing of ‘fair competition’, both of
which are necessary if a single market is to be established.” :

The Court of- Justice thus endorsed the Commission’s view that agreements
between enterprises designed to re-establish national barriers to trade
between Member States conflict with the fundamental objectives of the
Community. The Court stated that the Treaty, of which the preamble and
main text included the objective of eliminating the barriers between States,
and which included many strict rules designed to combat moves to build
them up again, could not allow enterprises to reintroduce such barriers.
This was the aim of the ban on agreements and practices in restraint of
competition. - )

40." The third noteworthy event in the year under review was the
adoption of the Commission regulation on the block exemption of exclusive
dealing agreements from the ban of Article 85(1). A large proportion of
the agreements notified to the Commission fall under this regulation,
which represents a completely novel approach by the Commission,
departing very considerably from the procedure, generally  applied so far,
of dealing with each case individually. The regulation is the outcome of
more than four years of difficult preparatory work. The Commission
hopes that it will Be able to adopt additional measures following this
first general measure designed to encourage types of co-operation between
enterprises which qualify for exemption. Work is in-hand on a list of
unobjectionable forms of co-operation and on the preparation-of test
decisions on unobjectionable agreements between medium-sized and small
enterprises in the fields of research, specialization, purchasing, and
marketing. o ' - o

41, The fourth important competition measure adopted in the year under
review was the Commission proposal for the creation of a legal type of
European incorporated company. The intention is to remove the obstacles
under company law which stand in the way of amalgamations of enterprises
of different Member States. Enterprises would be enabled to combine
their resources in the fields of personnel, technology, research and finance
to form European companies, so as to meet the requirements of the large
common market and of international competition. -
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RESTRICTIVE -AGREEMENTS AND DOMINANT POSITIONS

. Individual cases .®

42, Table 4 A shows the number. of individual cases pending before the
Commission and the stage reached. As can be seen from this table,
552 new individual cases were submitted in the year under review.
425 cases were settled, 192 of which before and 233 after the opening of
the investigations. o

43.  Exclusive dealing agreements. Of a total of some 37 000 notifica-
tions, about 31 400 concern exclusive dealing agreements. Such agreements
also accounted for the bulk of the new cases submitted and the cases
settled. The Commission expects that the adoption of the block exemp-
tion regulation! will go far to solve this. problem completely. However,
a definition was needed of the type of exclusive dealing agreement which
normally neither escapes. the ban of Article 85(1) nor qualifies for
exemption. Two judgments handed down by the European Court of
Justice? have provided this definition. According to the Court, exclusive
dealing agreements without absolute territorial protection, although not
automatically falling under the ban of the Treaty, may nevertheless be
caught by it if there are special circumstances or if they feature particularly
severe provisions to protect the exclusive dealing right. Absolute
territorial protection is as a rule not admissible. Enterprises can therefore
be expected to adjust exclusive dealing agreements entailing absolute
territorial protection to the requirements of the block exemption regulation.

44. Contracts concluded with commercial agents. ~ The decision of
the Court of Justice in Case 32/65® endorsed the Commission’s view
that agreements concluded with commercial agents are not caught by
Article 85(1). Where notifications or applications showed that the
agreements concerned a commercial agency relationship, the parties were
therefore referred to the Commission’s notice on exclusive agency agree-
ments concluded with commercial agents® and were informed that their
notifications or applications were considered as not requiring further
action. In Table 4 A these cases (187 in number) are classified under the
heading “‘proceedings closed for other reasons”,

45, Licensing contracts. As in the case of exclusive dealing agreements,
it is intended to use test cases to create a body of Commission case-law
in the field of licensing contracts. Several indiv%dual cases are being dealt

I Sec. 60. . L . _

? Casc 56/65, see secs. 59 and 424 and Joint Cases 56/64 and 58/64, sce secs. 59 and 423,
3-Sec. 423. S S : :

4 Official gazette No. 139, 24 December 1962.
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 TABLE 4 A
Individudl cases dealt with between 1 April 1966 and 31 March 1967

1. Total number of individual cases

Notiflcations and | Proceedings based on
clearance - complaints or opened on
applications the Commission’s own
. received initiative
1g)n‘thef Pro-
n:gs;iige On the | Com- Re- - cieggs Total
clearance| basis of | plaints | quests | on the
applica- | notifi- from from |Commis-
tions cations | enter- | Member| sion’s
and/or on priges | States own
notifi- | Form Bl ini-
cations : tiative
Total number of individudl cases om | - |
1 April 1966* 24984 |11 7751 81| — |- 47 | 36887
Number of new cases submitted in :
the year under review + 301 | 4+132| + 9 — 20 | 4+ 552
Number of cases settled in the year g :
under review by
i) Withdrawal before opening in- :
vestigations?® ' . —172|— 20| — — — | —192
it) Number of cases settled by deci- : .
sion, of which — —_ — — —_ —_
a) Orders to desist under Article 3, .
Reg. 173 . — — el —_ —
b) Exemption and application of i :
Article 7, Reg. 17 — — —_ - —_ -
c) Negative clearance under Arti-
cle 2, Reg. 17 — — — — —_— —
d) Rejection of a complaint under | . o : . '
Article 3, Reg. 17 o — — - | — — —
iii)Number of cases closed without :
decision after opening of investi- | ~ : - ' '
gations - . —212) — | —12} — | —9|—233
of which: :
1) Withdrawal of applications, noti~
fications or complaints, or cases
lapsing because Commission de- : .
cision no longer needed* 16| — 10| — | 6 32
ii) Cases of parties terminating re-
straints of competition® 8 —_ 2| - — 10
iii)Investigations suspended® — — — — 1 1
iv)Proceedings closed for- other | - i
reasons’ - L 188 —_— = — 2 190
Total number of individial cases on .
30 March 1967 24 991 | 11 887 78| — 58 | 37 014

1 This fgure is the total number of the individual cases of the Ninth General Report minus the 1410 cases
settled by 31 March 1966,

* Withdrawal of notifications and negative clearance applications due to termination of contracts.

* Tn some cases coupled with refusal of exemption under Article 85 (3). R :

¢ Including tacit withdrawal of complaints through failure of complainant to answer questions addressed
to him. . - : .

& Voluntary termination, after the opening of investigation, of restraint of competition challenged by the
Commission, in some cascs after the despatch of a communication under Article 15 (8) or of a recommenda-
tion to partics to desist under Article 3 (3), Reg. 17.

* Tnsuflicient evidence of infringement, no direct need for Cominission decision.

* Lack of competence, closure of own initiative procedure (and opening of notification procedure) after -
notification of the restraint challenged, commercial agency contracts. :
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TABLE 4B

Individual cases dedlt with between 1 April 1966 and 31 March 1967

2. Proceedings: numbers and stage reached

Situation | New cases |Cases settled| Situation
on entered in in the on

1 April 1066] the year year under | 31 March
under review| review 1967

Number of individual cases for which )
i) The Commission opened proceedings
pursuant to Article 9 (3) of Reg. 17,

of which: ) 225 15 5 . 235
" a) on the basis of complaints 40 3 — 43

b) on its own initiative 1 — —_— 1
ii) Investigations! were undertaken, of

which : 376 255 186 445

a) on the basis of complaints 81 9 — 90

b) on the Commission’s own initiative 47 28 9 66

! Investigation measures of all kinds to establish the facts of the case, mainly requests for information
and investigations under Article 14. :
|

with which refer to clauses in restraint of competition contained in patent
or trade-mark licensing contracts or in agreements covering the granting
of know-how. The terms usually agreed upon when licensing contracts
are concluded have been ascertained by analysing a sample of such
contracts notified to the Commission. In the light of the role played by

, licensing contracts in a competitive system and the rules enforced by the
Member States, a definition was worked out of the terms of contract
liable to restrict competition. The Court of Justice held! that Articles 36,
222 and 234 do not exclude Community law from all influence on the
~exercise of industrial property rights. Consequently the Community’s
rules of competition must also be observed when national law is applied
in this field; in particular the claims derived from the trade-mark laws of
the several States must not be abused for purposes which are alien to the
Community’s law on restrictive agreements.

46. Horizontal agreements. Most of the restrictive agreements concluded
between enterprises at the same stage of the economic process are now
being examined. Some aspects of this work reached a very advanced
stage. The number of new cases submitted was negligible.

! Joint Cases 56/64 and 58/64, see secs..59 and 423.
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47. Time-limit for notification of certain “old’” agreements. The time-
limit for notification laid down in Article 7(2) of Regulation No. 17
expired at the end of 1966. This time-limit was only important for certain-
“old” agreements, i.e. for agreements which were already in existence
on 13 March 1962, the date on which Regulation 17 came into force,
and which were not subject to compulsory notification. They will not be
subject to compulsory notification in the future either. Only if the
parties concerned wished to apply for retrospective exemption and
immunity from fines was it necessary for these agreements to be notified
by 31 December 1966. The Commission did not feel there was a case
for again extending this time-limit, already extended once by Regulation
No. 118/63/CEE.I 1In a notice in the official gazette? and in a handout
to the press the Commission drew attention to the expiry of this time-limit
and stressed that on this date notification of the following categories of
agreements, among others, would be advisable or necessary: -

1) Collective obligations to buy exclusively from certain manufacturers or
dealers or to deliver exclusively to certain buyers within one "Member
. State. Such obligations may lead to particularly serious cases of market-
sharing depending on groups of customers. "

2) Agreements on aggregated rebates, without the inclusion of purchases
from other Member States. Failure to include such purchases constitutes
an incentive to buyers to give the bulk of their business to manufacturers
in their own Member State. _ '

3) Horizontal agreements on the resale prices of imported products:
Such agreements are made between importers in order to eliminate price
competition between them, and between importers and producers in order
to regulate imports.

As was to be expected, only relatively few cases (26) were notified.
Most of these refer to bilateral licensing agreements (18). The others
refer to agreements between enterprises of one Member State and cover
purchasing conditions and terms of sale, prices, rebates, and joint commit-
ments regarding purchases and sales between producers and wholesale
dealers in one Member State. ' o

48. Complaints. In the period under review nine complaints were
received, bringing the total to 90. All complaints were dealt with
immediately. Three of the new complaints referred to cases for which
. notifications had already been received and in each case the two proceedings
were combined. No further action was taken on the complaints, the
complainants having desisted. In two cases the parties concerned
terminated the restraint of competition challenged. :

In many cases the enterprises believing themselves aggrieved by restraints
of competition prefer that they should not be publicly identified, for fear

1 Official gachtc No. 162, 7 November 1963.
2 Ibid. No. 158, 1 September 1966.
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of business repercussions. Many firms therefore approached the Com-
mission and requested an investigation without filing a formal complaint.
In these cases the Commission carried out investigations on its own
initiative. '

49.  Proceedings on 'the Commission’s own initiative. The markets
served by the various industries are being observed with a view to securing
and maintaining workable competition. This is done by a study of
internal reports and other documents and by market surveys. = At the
beginning of the period under review 47 investigations of this type were
in hand a further 20 investigations were opened during the period.

The own-initiative investigations established that international agreements
in some industries were amended n 1962, after Regulation No. 17 had
entered into force, to, exclude markets within the Common Market or to
delete clauses conflicting with Treaty compétition rules (e.g. a clause
forbidding the setting up of agencies in other Member States). Agree-
ments thus altered had in many cases not been notified to the Commission.
In some of these cases it was however found that the old practices had
been continued in the countries of the Common Market, although without
contractual obligation on the enterprises. Examples are market-sharing,
the allocation of quotas, restrictions on establishment’ and ‘agreements on
prices.

In several of these cases the investigations reached a very advanced stage.
In two cases the enterprises concerned notified the agreement after the
investigations had been opened. Work on these cases was continued on
the basis of the notification as far as it appeared proper under the
programme of priorities. In six cases the investigations were discontinued
when the presumption of infringement proved groundless. In some other
cases sufficient corroborating evidence for the suspected infringement was
not found. o )

50. Measures taken as part of investigations of individual cases. Table 5
outlines the measures that had to be taken in the course of investigations.
In the period under review new investigations were instituted in 255 cases
(see Table 4B). Checks were carried out in 167 enterprises in all
Member States in connection with 29 individual cases. No binding
Commission decisions were necessary.

In 5 cases the competent authorities of Member States were requested to
carry out investigations:on behalf of the Commission. In the remaining
cases the investigations were undertaken by the Commission’s services.

Article 14(6) -of Regulation No. 17 requires the Member States to adopt
the measures. necessary to enable them to lend assistance to servants of the

! See Ninth General Report, scc. 50.
2 Ibid., sec. 52. )
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Commission engaged in an investigation. The necessary legislation is
already in force in Italy and Luxembourg.! Consultations with Germany,
France ‘and the Netherlands have been completed. The Dutch and the
German bills are before.the Parliaments of these countries. '

51.  Engquiries by economic sectors. The general enquiry into the
margarine industry? decided upon by the Commission under Article 12(1)
of Regulation No. 17 has been continued in enterprises in Belgium,
Germany, France, Luxembourg and the Netherlands.- The first stage
of the investigations' was' completed in the year under review. Early
results sufficed to show: that one of the reasons why there is so little trade
in margarine between the Member States is the differences in the Member
States’ regulations on the composition, packaging and taxation of margarine.
The Commission took appropriate steps. The Commission is also
investigating how far the rules of competition are being infringed.

52, Individual cases closed in the course of investigations. About
30 individual cases were closed after the opening of the investigations
either because the application had been withdrawn or for other reasons
of procedure or because the parties had, in compliance with the Com-
mission’s recommendation, deleted the clauses in restraint of competition
contained in the agreements involved. Several exclusive dealing agreements
with territorial protection ( prohibition of exports by authorized dealers),
about which complaints had been sent in, were for instance modified by
the parties concerned so’as to meet block exemption requirements; these
exclusive dealing agreemerits concern products of the electrical engineering
industry, of the optical industry and the precision tool industry, ‘motor
" spares, etc. o ’

Among the additional individual cases which were settled amicably at the
Commission’s suggestion, mention must be made of four trade-mark
licensing and exclusive dealing agreements on the importation, packaging,
marketing and sale of cosmetics concluded between a producer in one
Member State and his exclusive dealers in the other Member State. The
following clauses were deleted:

i) Prohibition of sales to wholesale dealers and retailers;
ii) Prohibition of re-exports;
iii) Common fixing of sales prices.

53.  Publication of the intention to grant exemption or give negative
clearance. When the ‘Commission intends to give negative clearance or
to issue a declaration of inapplicability of the ban of Article 85(1), it is
required to publish thé essential content of the relevant application or
notification, inviting all interested third parties to submit their observa-
tions.

In the period under review it adopted this procedﬁre in six cases:
- 1) Decisions of the European Committee for Co-operation of the Machine- .
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tool Industries! on the organization of the European machine-tool exhibi-
tions, and particularly on the terms and conditions for participation. The
Committee represents the national associations of the machine-tool manu-
facturers of the EEC countries and of Denmark, Great Britain, Austria,
Sweden, Switzerland, Spain and Portugal. Machiné-tools for the working
of metal are the items shown at the exhibitions. Exhibitors must be
either designers and manufacturers, designers and dealers, or manufacturers
and dealers. The exhibiting firm must be resident in one of the member
countries of the Committee and must manufacture the products it deals
with, or have them manufactured, in one of these countries. Manufacturers
“exhibiting machine-tools must undertake not to exhibit their products
during the same year, either directly or indirectly, in any other fair, exhibi-
tion or salon in any member country of the European Committee. Failure
to observe these requirements may lead to exclusion from the next exhibi-
tion and the loss of any advance payments made as a guarantee to cover
costs. Applications to exhibit are submitted to an admissions sub-
committee of members of the main Committee, who have discretion to
accept or reject the application without appeal and who are not required
to give reasons for their decision. The allocation of stand space is decided
on by the organizing national assqciation in agreement with the admissions
sub-committee. This association also fixes rent for the stand space.

2) An agreement on technical co-operation and joint research concluded
between the firm Ateliers de Constructions Electriques de Charleroi
(ACEC) of Brussels and Automobiles M. Berliet of Lyons.? The two
firms have agreed to develop further and market an-ACEC invention of an
electric drive system for motor vehicles, particularly buses. Berliet will
plan the production of a prototype with an eye to the manufacture in
series of buses using the ACEC drive. As to sales outside Belgium, ACEC
‘has undertaken to supply this drive system in France solely to Berliet and
"in the Common Market possibly to a single German and a single Italian
.manufacturer only. Berliet will' in turn procure electric drive systems
‘only from ACEC; Berliet will be free to sell the vehicles thus equipped

without territorial or other restrictions.

3) A licensing agreement by which the American Harbison-Walker
Refractories Company of Pittsburgh, Pennsylvania,?® undertakes to make
available to the Dutch company Basref N.V. of Geldermalsen, which is a
50 9%-owned subsidiary, all its technical know-how concerning.the manu-
facture of basic refractory products and the installation of these in blast
~ furnaces, ovens, etc., and to programme or plan the building of plants
for the profitable manufacture of these products or procure the necessary
materials and equipment therefor. For the duration of the contract
Harbison-Walker has undertaken not to grant any other producer in the

1 Official gazette No. 103, 10 June 1966.
2 Official gazette No. 42, 7 March 1967.
3 Ibid. No. 25, 15 February 1967.
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TABLE 5 -

Measures taken as part of current investigations'

Notifications Proceedings based on .
and clearance complaints or opened
applications on the Commission’s Total
received own initiative
On the Pro-
basis of ceed-
negative | On the | Com- Re- ings
clearance| basis of | plaints | quests | on the
applica- | notifi- from from | Commis-
tions cations | enter- | Member| sion’s,
and/or on prises States own
notifi- [FormB1 ini-
cations tiative
Investigations (Art. 14) 2 - 1 — 1 14
i) Individual cases concerned 2 — 1 — 21 - 24
ii) Enterprises involved ' 4 — 1 - 124 129
Investigations (Art. 13) - - - — 2 2
1) Individual cases concerned — — — — 5 5
ii) Enterprises involved . — — — — 38 38"
Decisions to call for information and instilute
investigations [Art, 11 (5} and Art. 14 (3)] — — — - — —
. i) Individual cases concerned e — — - —
ii) Enterprises involved - — s - —_ — -
Recommendutions to parties Lo desist [Art. 3
EN| : - — — — — — -
i} Individual cases concerned . - —_ . — — —_ —
ii} Enterprises involved — — — —_ - —
Communications [Art. 15 (6)] — — — — — —
i) Individual cases concerned . . - 4 - - — —_ —
ii) Enterprises involved _— —_ — - - —
Fines and periodic penalty payments (Art.
15 and 16) . — — — —_ -—. =
Hearing of parties concerned and of third
parties
i} Notification of provisions or arrangements
challenged [Art. 19 (1)] : 9 — — —_ .- 9
e} Individual cases concerned 10 —— — - — 10
b) Enterprises involved 156 — — R 156
ii} Publication of applications or notifications
TArt. 19 (3)] [ — — —_ — 8
a) Individual cases concerned 6 — —_ — — 6
iiiy Oral hearings 4 | —, _— — — 4
a) Individual cases concerned 10 — 1 —_ — 11
Consultation of Cartels and Monopolies .
Committee prior to decisions under Artiele 10 1 — — — — 1
i) Individual cases concerned 1 [ . e — 1

! The table gives the number of specific measures '(other than those coneluding the procedure) taken in
the year under review. Requests for Information under Article 11 of Regulation No. 17, which are made
in almost every case, are not included.
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Netherlands any licence for the use of this or similar know-how. Sale of
the products manufactured under licence is not sub]ect to any restriction
of a territorial ot other nature.

In one of these cases certain observations submitted by interested third
parties led to a re-examination of specific clauses of the agreement.’

54. In a memorandum on industrial combination in the Common Market
issued in January 1966, the Commission discussed the specific contribution
that can be made by small businesses to attaining effective, undistorted
and fair competition—one of the aims of the EEC Treaty. The Commis-
sion stressed that small firms should not be put at a disadvantage in respect
of purchasing, distribution and market research in competition with big
ones and that the conclusion of rationalization and co-operation agree-
ments on joint purchasing and joint research should be facilitated so that
these firms can operate effectxvely on the market. This is the background
to Commission announcements in three additional cases of its intention to
issue declarations of inapplicability or grant negative clearance:

1) A purchasing association, the Société c¢ommerciale et d’études des
Maisons d’alimentation et d’approvisionnement 2 succursales, Paris.! This
trading and research company was established in 1959 by the majority of
the French food stores; its task was to study the French and foreign
markets, to do business on these markets and in some cases to purchase
certain products for the association for resale by its members to their
customers.

2) A specialization and distribution agreement of the ‘Alliance de construc-
teurs francais de machines-outils, Paris,?2 whose shares are at the moment
owned by nine French manufacturers of machine-tools. FEach of these
nine shareholdets entrusts the Alliance with the exclusive right to sell its
products in all countries except France and undertakes to refrain from
manufacturing or selling machines which might compete against those
manufactured by another shareholder. The Alliance in turn undertakes
not to market products manufactured by a competitor.

3) An association based on an agreement for co-operation in research and
_distribution, The Transocean Marine Paint Association,® with headquarters
in the Netherlands. This association comprises eighteen medium-sized
marine paint manufacturers from eighteen countries, including five of the
Common Market countries. The purpose of the association is to enable
members to develop special paints, in addition to those manufactured and

1 Official gazette No. 78, 29 April 1966.
2 Ibid. No. 137, 27 July 1966.
3 Ibid. No. 164, 17 September 1966.
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sold by them individually, by .drawing on their common know-how, to
-manufacture them from standard formulas, to'rationalize sales by using
identical packaging and a single trade-mark through a world-wide network
of distributors and thus to compete from a.stronger. position with the
major international marine paint manufacturers.

55. Notification of provisions or .arrangements challenged, bearing of
parties concerned. Before adopting an unfavourable decision, particularly
where this entails a finding that there is an 1nfr1ngement of Articles 85
or 86, the Commission is required to notify the enterprises concerned of
the provisions or arrangements challenged which it.intends to take into
consideration in the decision. The parties concerned are thus given an
opportunity of expressing their views and, at the conclusion of the investi-
gations carried out by the Commission, of once again expounding all con-
siderations and facts in support of their defence. In the period under
review, the Commission foIlowed this procedure in nine cases affectrng
156 enterprises.

Enterprises and associations of enterprlses express their views in writing
on the provisions-or arrangements challenged. They may also ask for an.
opportunity to develop their arguments orally if they can show that they
have a sufficient interest to be heard. In the period under review, the
Commission conducted oral hearings of the enterprises concerned in four
cases.

'56.  Adjustment of agreements in the course of ‘investigations. Further
to notification by the Commission of the provisions or arrangements chal-
lenged or to discussions held with the parties concerned, a number of
agreements were amended so that they are now likely to meet the require-
ments for a favourable decision or require only minor adjustments in
order to meet them.

For example, in two agreements concerning a joint selling agency, the
following provisions or arrangements adversely affecting intra-Community
trade and restraining competition were discontinued. .

1) The inclusion of the other Member States in the territory from which
. the agency enjoys the exclusive right to effect joint sales;
2) The clause binding the agency always to give priority treatment to-the
sale of a linked product produced by certain enterprises;
3) The granting of an average standard price for this linked product equal
to the general average price obtamed by the agency on its total turnover
in all the products it sells; '

4) The cession by an enterprise party to the agreement of the delivery
right for a certain product on the home market to another party, which in

return surrenders a cornspondrng r1ght for another product on the export
market;
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5) The prohibition ‘imposed by the agency on its buyers on the home
market to sell the product outside this market without its prior consent;-

6) The granting of loyalty bonuses only to those agency customers who
do not purchase abroad.

In the case of the Transocean Marine Paint Association (sec. 54 above,
last paragraph), the Commission was also able to envisage the adoption of
a favourable ‘decision, after the enterprises concerned had discontinued
or very considerably weakened the following restraints in the agreement:

1) The principle that each party is prohibited from exporting the products
concerned to the territory reserved to the other parties;

2) An absolute prohibition to-manufacture the products concerned for the
account of third parties;

3) An obligation to advise the agency in detail as to transactions

concluded;

4) The limitation of the right of the parties to withdraw from the
agreement.

" 57. Supervision of the termination of restraints of competition. The
problem of enforcing decisions prohibiting restrictive agreements did not
arise in the period under review. The firms Grundig and Consten
complied with the decision. In several cases it appeared to be expedient
to carry out checks i order to establish with certainty that agreements
which had beén reported as terminated had in fact ceased to be operative.
In-general it was found that this had been the case.

Examination of the economic aspects of questions connected with
restrictive agreements

58. In, connection. with the work done on individual cases,” several
questions connected with restrictive agreements were examined from a
general economic point of view. The problem of joint selling agencies
and, closely related to it, that of the fertilizer market headed the list.
An examination was made for instance of the restraining effects on compe-
tition exercised by the uniform distribution of proceeds among the members
of such an agency. In addition a study was made of how the central
control of orders by the agency has to be judged with regard to the saving
of freight costs. Criteria were moreover worked out on how to assess,
from the angle of competition policy, delivered prices, delivery points and
freight compensation between enterprises. The problem of graduated
prices applied by the agencies was also examined.

The economic effects of aggregated rebate agreements were also considered.
The aim was to throw light on the problems posed by these types of
agreements in order to ensure that individual decisions fit into the overall
framework of an economically well-founded competition policy.
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Interpretation of the Community’s law of restrictive agreements

59. Judgments of the Court of Justice of the European Communities.
By three decisions dealing with exclusive dealing agreements the Court of
Justice clarified not only questiofts of exclusive dealing arrangements but
also important questions of principle—in particular concerning the inter-
pretation of Article 85 of the Treaty—and commented on- the relationship
between industrial property rights under national law and the rules of
competition of the Treaty.! In its decisions the Court of Justice endorsed
“the Commission’s views in all essential points; special mention must be
made of the following principles, which are important for competition
policy-and European law on restrictive agreements:?

1) Article .85 is applicable to agreements between parties operating - at
different stages in the economic process as well as to parties operating at
the same stage. Nevertheless these agreements are not caught by the ban
of Article 85 merely becaise of their legal nature. The only criterion is
whether, in the particular circumstances of the individual case, they
objectively fulfil the conditions listed in Article-85(1).

2) It is sufficient for an agreement to have as its object the prevention,
restriction or distortion of competition. In this connection, the economic
circumstances accompanying the implementation of the agreement must also
be considered. The restraint of competition must be a consequence of the
sum or of one or more of the provisions.of the agreement. Only if an
examination of these provisions does not show competition to be affected
sufficiently, has an examination of the effects of the agreement to be
carried out. There must then be circumstances which as a whole result
in actual fact in appreciable prevention, restriction or distortion of
competition. These effects must be measured by the yardstick of competi-
tion as it would exist if there were no agreement of the type challenged.
Article 85(1) protects not only competition between the rparties to the
agreement but also competition between these and third parties. The
“principle of freedom of competition applies to all stages in the economic
process and to all types of competition.

3) An agreement is liable to impair trade between Member States if it
is such as to jeopardize, directly or indirectly, actually or potentially,
freedom of trade between Member States in such a way as might hamper
attainment of a single market between States. This must be predictable
with sufficient certainty on the basis of a set of objective legal and
factual circumstances considered -as a- whole. :

1 Société Technique Mini¢re v, Maschinenbau Ulm GmbH (Case 56/65), Italian
Government v. EEC Council and Commission (Case 32/65), Grundig-Consten v.
Commission (Joint Cases 56 and 58/64), official gazette No. 170,29 September-1965.
2 See also secs. 39, 43, 44 and 57 above and sec. 60 below. .
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4) Tt is inconsistent ‘with the basic principles and the implications of the
system of competition of the Common Market that the rights flowing
from the trade-mark laws of the several States should be abused for
purposes which run counter to the Community’s law on restrictive agree-
ments. Article 36 does not limit thes scope of Article 85. Nor does
Article 222 conflict with Article 85, since the latter does not entail a
limitation of industrial property rights but only of their exercise.

5) Only those parts of the agreement are automatically null and void which
are caught by the ban; the agreement as a whole is invalid only if these
parts cannot be separated from the other parts of the agreement.

6) Not every advantage accruing from the agreement for the production
and distribution activities of the parties to the agreement can, in the
light of the objectives of. Article 85, be interpreted as an improvement
of the production of distribution of goods ,such as is required for
exemption under Article 85(3): the improvement must involve appreciable
objective .advantages such as may offset the disadvantages it entails for
competition. : :

On 15 March the Court of Justice handed down its judgment in the Joint
Cases Cimenteries CBR and others v. Commission. It annulled the Com-
mission communication' of 14 December 1965, regarding the application
of Article 85(1) and (3) to the Noordwijk Cement Accord (NCA).2 In
this communication the Commission had declared that after a preliminary
examination it had arrived at the conclusion that the conditions governing
the application of Article 85(1) of the Treaty obtained and that the
application of Article 85(3) to the agreement in question was not
wartanted. ' '

The Court ruled that the act challenged was not a mere notice but a
decision: the Commission had unequivocally taken a step having legal
effect, affecting the interests of the enterprises concerned and compulsorily
applicable to them. As a result of the action the enterprises were no longer
exempt from fines but henceforward lay under that threat.

Co-operation, industrial combination and. international competition

60. Co-operation. In its jugdment in the suit filed by the Italian Govern-
ment,? the Court of Justice found as follows on the admissibility of block
exemption:

“Authorizing the Council to grant block exemption, Article 85(3) binds
the Council to use this power only for such classes of agreement as may

! The communication was made under Regulation No. 17, Article 15 (6).
2 Official gazette No. 65, 6 April 1967, see sec. 423 below.
3 Ibid. No. 170, 29 September 1966, see sec. 423 below.
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be caught by paragraph 1: thé Council regulation would be pointless it the
agreements coming within the classes specified therein could "not be
prohibited under paragraph 1 anyway. :

“The definition of a class, however, is intended to provide a framework
only and does not in any way signify that agreements coming within this
framework are all caught by the ban. Nor is an agreement coming within
the exempted class but not fulfilling all the requirements of the definition
necessarily prohibited under Article 85(1). The fact that block exemption
has been granted consequently cannot imply—directly or indirectly—that
any given individual agreement is caught by the ban.”

This cleared the road for block exemptions.'_

After consulting the Cartels and Monopolies . Committee, the Commission
published a draft regulation on block exemption -for exclusive dealing
agreements! inviting all interested parties to express their views by
31 October 1966. Fifty-one comments were received, 12 from European
associations, 12 from Belgium, 11 from Germany, 8 from France, 7 from
Italy, 8 from the Netherlands and 3 from non-member countries. ‘The
. Internal Market Committee of the European Parliament considered the
draft at its meetings on 3 October and 25 November 1966. After again
consulting the Cartels and Monopolies Committee on the draft, amended
in the light of the comments received, the Commission adopted, on
22 March 1967, Regulation No. 67/67/CEE on the application of
Article 85(3) of the Treaty to certain classes. of exclusive dealing agree-
ments.* . ‘ -0

The regulation applies to a very large number of notified agreements
between a seller and a dealer and granting the dealer the exclusive right
to resell goods in a certain area of the Common Market. Exclusive
dealing agreements to which only enterprises from one Member State are
parties are not covered by the new regulation because they impair intra-
Community trade only in exceptional cases.

Exclusive dealing agreements which fulfil the conditions of the regulation
need now no longer be notified.

In accordance with the requirements of the Treaty (Article 85(3)), block
exemption from the Treaty ban on restrictive agreements was granted for
the following reasons: :

In the present situation exclusive dealing agreements in international

trade improve distribution, because the entrepreneur can concentrate his
sales operations, is not obliged to maintain business connections with

1 Official gazette No. 156, 26 August 1966.
2 Jpid. No. 57, 25 March 1967.
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numerous dealers and, by dealing with only one dealer, can more easily
overcome difficulties which stem from linguistic, legal or other differences.
Exclusive dealing agreements make it easier to promote an article and
lead to intensive cultivation of the market and regularity of supply, backed
up by more rational distribution. In addition, the appointment of a single
dealer who, on behalf of the manufacturer, takes over the costs of sales
promotion, the introduction of new products, after-sales service and
warehousing, offers an opportunity to many small and medium-sized
enterprises to compete on the market. It must be left to the contracting
parties to decide whether and to what extent they wish to write into the
agreement obligations' designed to promote sales. There will, however, be
an improvement of the distribution of goods only if no competitor is
charged with the marketing of the goods.

As a rule such exclusive dealing agreements also reserve to consumers an
equitable share in the benefits resulting therefrom, because the more
efficient distribution is a direct advantage to them, and their economic or
supply situation is improved by it, as they can obtain products manufactured
abroad more swiftly and conveniently.

In addition to the exclusive dealing clause the following provisions in
restraint of competition may be agreed on:

1) An undertaking neither to produce nor to sell goods competing with
the goods covered by, the agreement during the period of validity of the
agreement or up 'to ‘one year after the termination of the agreement
(ban on competition );

2) An undertaking not to prospect for customers, nor to set up branches
or maintain depots outside the exclusive sales territory in respect of
products covered by the agreement (ban on prospecting).

If the agreement contains additional undertakings in restraint of competi-
tion, it does not qualify for block exemption. For example, manufacturers
of competing goods are not allowed to transfer sales operations between
themselves, nor must it be made difficult to obtain the goods elsewhere
in the Common Market. This provision is designed to make sure that
parallel imports are feasible in actual practice and that there is no con-
tractual obstacle to'them. Industrial property rights or other rights must
not be abused in order to prevent parallel imports. Enterprises which
have agreed upon such clauses in restraint of competition may modify
these agreements to bring them into line with the requirements of the
regulation. '

A set of general rules like a block exemption regulation inevitably also
extends to some agreements which have effects that are inconsistent with
the Treaty requirements for exemption. :
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The regulation therefore provides that the Commission shall in future
institute normal proceedings with a view to withdrawing the benefits
of block exemption in cases, for example, where it must be assumed that:

1) The products covered by the agreement are hot in competition’ with
like products in the area concerned;

2) Other dealers are prevented by exclusive deaﬁng arrangements from
operating at the trading level of the exclusive dealer;

3) The exclusive dealer abuses the block exemption by excluding groups
of customers from supply without legitimate reasons or by selling goods
coevered by the agreement at disproportionately high prices.

61. In the period under review the Commission also dealt with other
problems of co-operation, particularly from the angle of small and medium-
sized enterprises and from the angle of joint research. Three specific
cases are dealt with in sec. 54 above. :

The problem of small and medium-sized enterprises was discussed in the
light of the Commission memorandum on industrial combinatiori and of
Professor Woitrin’s report,! at first bilaterally with the several Member
States and subsequently at a conference of experts on 14 September 1966.
On that occasion it “was agreed that the Member States will inform the
Commission of the' measures taken in their States for the benefit of
small and medium-sized enterprises. - ' '

62. Industrial combination. On the basis of the memorandum on
industrial combination in the Common Market, which has since been
published by the Commission,? detailed discussions were held in the
Medium-term Economic Policy Committee. These were followed by an
examination of individual problems with the competent government
experts. In general, the memorandum met with approval.

The applicability of - Articles 85 and 86 to amalgamations of enterprises
was discussed with government experts on restrictive agreements. The
cases of mergers which have so far come to the Commission’s knowledge
have not entailed the application of Article 86. Preliminary investigations
were carried out, however, in a number of cases. In addition, work on
clarifying legal questions was continued. '

In order to elicit further information on the trend towards industrial
combination, the Commission had carried out an anonymous survey, which
was evaluated iri the year under review. The results proved -unsatisfactory,
particularly with regard to the effects of industrial combination on the
economy and on competition. The Commission therefore instructed a

1" Studies—Competition series, No. 4/67.
¢ Studies—Competition series, No. 3/66.
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group of independent experts. to devise practical ways and means of
carrying out a survey on the effects of industrial combination within the
Common Market. This methodological -work includes the establishment
of practical methods for ascertaining the behaviour of enterprises on the
market and for evaluating the effects of amalgamations on business mana-
gement. The Group started its work in January 1967. The tax aspects
- of industrial reorganization and combination, which are the subject of the
Commission notice to the Council of 8 February 1967, are-dealt with in
section 86 below. Company-law aspects of amalgamation are discussed in
sections 97 and 98 below. : :

DUMPING

63. In the period under review the Commission received a request for
the application of ‘Article 91(1) of the Treaty to a case which referred to
alleged dumping by a firm manufacturing beverages in a Member State.
On investigation the Commission found that the firm concerned had for
some time been engaged in harmful dumping on the market of another
Member State ‘but had apparently discontinued this practice when the
Commission intervened for the first time. In the circumstances there
were no longer any grounds for making a recommendation under
Article 91(1) of the Treaty to the firms calling upon it to desist. The
case was therefore closed subject to further observation of the develop-
ment of the situation on the market concerned. This is the 25th case of
dumping in intra-Community trade which the Commission has had to deal
with since the EEC Treaty entered into force.l

STATE AIDS

64. During the period under review the Commission issued findings on
15 general-aid cases and 24 cases of specific aids.. The mostimportant
cases are described below. ‘ :

In order to facilitate the examination of aid schemes, which, under
Article 93(3) of the Treaty, have to be notified to the Commission before
their introduction, a proposal was submitted to the Council on 4 April 1966
for a Council regulation under Article 94 of the Treaty.

The proposal fixes certain conditions and procedures for the prior examina-
tion of these aid schemes. It starts by specifying those categories of aid
which, in view of their characteristics, may be exempted from examination
pursuant to Article 93(3). For all aids—including those exempt under
the regulation from the notification procedure of Article 93(3)—the
- Member States concerned are required to inform the Commission im-
mediately of the implementation of each individual scheme and to submit
the final versions of relevant laws and regulations.

! For the earlier cases, see Eighth General Report, sec. 72.
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The proposal provides for .a basic time-limit for the examination of schemes
to institute or modify aids; the time-limit may-be suspended should a more
detailed examination be required. Failing suspension, expiry of the time-
limit would mean that the Commission does not raise any objections to
the implementation of the schemes involved. “This simplification of the
procedure would apply to all aid schemes whose probable effects: call for
a summary examination only. The possibility of suspension—for instance,
in order to obtain relevant information from the Member States con-
cerned—could consequently be used in a way which- would take into
. account the real importance of the concrete cases to be ‘examined in
accordance with Article 93(3).

The Council submitted the proposal to the European Parliament and to
the Economic and Social Committee for information when consulting
these institutions on the Commission proposal for a.regulation amending
Regulation No. 26 (application of certain rules: of competition to the
production of, and trade in, agricultural produce).

.General aid schemes

65. By adopting aid schemes in the shape of outline laws, the Member
States take measures in support of national and particularly of regional
economic expansion. Examination of the outline laws by themselves does
not always suffice for an assessment of their effects from the angle of
compatibility with the Treaty, so that in some cases the examination must
be extended to cover details of actual implementation. A round of
meetings with government experts provided an opportunity to compare
all these arrangements and to examine their application both statistically
and in the light of some concrete cases. The main features of a system
for assessing general aid arrangements based on ‘the body of decisions
already taken by the Commission in this field "and a procedure for the
scrutiny of their application are to be established shortly. - ‘

66. The Commission also stated: its views on several géneral aid schemes
notified to it in accordance with Article 93(3) of the Treaty. In view
of the benefits provided and the areas helped, four of these schemes deserve
special attention: - _ ,
1) A Netherlands scheme to assist in the industrial reorganization of
southern Limburg. The benefits-granted, which take the form of premiums
or price reductions for the acquisition of -industrial sites, are mainly
designed to ensure employment for the miners thrown out of work by
pit closures in Limburg. ’ c

2) A French decree extending and modifying the arrangement which had
expired on 31 December 1965 (premiums for industrial development and
for industrial reorganization). The measures concerned are mainly those
designed to promote the economic development of . the west and south-
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west -of France and to combat the reorganization difficulties in old
industrial areas (particularly in the north and north-east of the country).

3) Special measures taken by the Italian Government to assist the less
developed regions in northern and central Italy. In order to achieve a
balanced economic development of these regions, the Italian authorities
have preferred to concentrate support on certain regions with inadequate
infrastructure and redundant farmworkers and to abandon the earlier
system whereby aid was spread more widely but in quantities ‘too small
to be really effective, ‘ '

4) A Belgian law temporarily introducing special aids to speed up the
reorganization and economic development of the coalmining areas and of
other areas facing acute -and urgent problems. Although they were
originally designed only to combat the difficulties arising out of the
coalmining crisis, these new aids finally came to supersede in part the laws
on economic revival of 1959, particularly the laws of a specifically regional
nature.

Aids for exports to other Member States

67. Some of these aids (which also affect relations with non-member
countries) were examined by the Group for the co-ordination of policy on
credit insurance, guarantees and financial credits.!

As to the measures which have been examined pursuant to Article 93(1)
in respect of their effects within the Community, the Commission sub-
mitted to the Member Statés in 1966 proposals for their abolition or
modification. In general these proposals have been complied with. The
arrangements for state-guaranteed medium-term credits and for the
exchange-rate guarantee, for instance, will no longer be applied to trans-
actions within the EEC as from 1 July 1968 at the latest.

No solution has®yet been found to the question of the preferential
rediscount rate for trade bills from export transactions and to that of
the guarantee arrangements for extraordinary economic risks in export
transactions. Under the procedure with regard to these arrangements,
which was instituted in 1965 by the Commission? pursuant to Arti-
cle 93(2), the Governments concerned advised the Commission of altera-
tions, and these are now being studied in detail. The system of price
guarantee, which is practically no longer applied in intra-Community trade,
may be abolished on 1 July 1968; the solution of the question of the
preferential rediscount: rate depends in part on whether a solution can be

1 See also sec. 133, . : .
* See Ninth General Report, sec. 80.
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found to the more general problem of the organization of the capital and
money ‘markets of ‘the Community. S

- Aids to specific industries

68. Shipbuilding. The Commission and the member Governments con-
tinued their work in this field. On the lines of the Geddes report in the -
United Kingdom, two inquiries were made in the Community—the
Keyzer report in the Netherlands and the Caron report in Italy. ‘These
reports reveal that because of structural weakness the industry is at a
dangerous disadvantage in competing with non-EEC yards.

The proposal for a directive which the Commission had submitted to the
Council ‘on 13- April 1965! therefore lost nothing in importance. This
proposal was dealt with at several meetings of the Council’s Working Party
on economic questions. The discussions showed that the measures as
such are in principle likely to meet with approval of the Member States,
although certain reservations are made regarding the way they are to be
applied. The Commission had proposed a compulsory system, but there
seems to be a tendency to prefer a discretionary system of aid.

In collaboration with the Member States, the Commission continued its
examination of new measures to promote the competitiveness of shipyards
in the EEC or to convert certain yards to other activities. '

On 30 December 1966 the Italian Government notified the Commission
of a new draft law on shipbuilding aids which is intended to supersede the
transitional arrangement expiring on 31 December 1966. ‘This draft law
was prepared in connection with a programme for the definitive reorganiza-
tion of this Italian industry, a reorganization scheme worked out by the
Ttalian Government on the basis of conclusions reached by a special com-
mittee within the Interministerial Economic Planning Committee. At the
moment the bill is being studied by the Commission under a procedure it
has arranged.

On 1 August 1966 the Commission instituted the formal procedure
pursuant to the first paragraph of Article 93(2) in respect of French ship-
building aids. The French Government ‘declared its .readiness .to .scale
down the maximum rate of its aids to 10 % of the contract price of the
vessels built, by 1 July 1968. The examination of the various technical
provisions of this aid scheme (adjustment coefficient, scope) was adjourned
pending the completion of an official inquiry into the competitive position
of this inddstry. In the meantime the procedure initiated rémains open.

On 9 December 1966 the Commission informed the German Government
of its decision to raise no objections to the proposed alteration of the aid
arrangement for exports of ships to non-member cotintries.

1 See Ninth General Report, sec. 82.
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The ship-repairing industry, which is closely connected with shipbuilding
proper and which in France and in Italy also qualifies for aid under the
same aid arrangements, formed the subject of an inquiry in which the
Commission, together with the Member States, investigated its competitive
position. The results suggest that for this type of activity competition
between yards in the Mediterranean basin and other Community yards is
almost negligible. Conseqnently aids to this industry in the North Sea part
of the Community would not at present be justified; by contrast, Com-
munity ship repairing in the Mediterranean is apparently under particularly
heavy competitive pressure from non-member countries. There therefore
seems to be a case for maintaining these aids for the time being, subject to
their harmonization as between Italy and the French Mediterranean yards.

69. Textile industry. In the past year measures already taken in this
field were supplemented by a new initiative by France, which provides
that the revenue from a “parafiscal” charge introduced on 31 Decem-
ber 1965 and imposed on all textile products will be used for reorganizing
manufacturing and marketing arrangements and for carrying out joint
research in the textile industry. -The French scheme was dealt with at
a multilateral meeting held on 20 June 1966 and is being examined by
the Commission at the moment. The Italian law mentioned in the Ninth
General Report! has not yét entered into force,

70.  Film industry. The Commission continued its work on harmonizing
the existing systems of aid.2 1In this respect the similarity of the aid
arrangements which Have been in existence in France and Italy for one
year (in Italy a new law entered into force on 4 November 1965)
toreshadows a general understanding among the Member States in the
field of aids to the film industries: the intention behind the French and
Italian provisions is to allow that certain national aids also be granted for
films—particularly shorts—produced in the other Member States.

The Commission examined the French legal provisions prolonging aid
arrangements for feature film production and for cinemas ( modernization,
replacement and construction of new cinemas).

In addition, the French Government notified the Commission of new
regulations reorganizing aid arrangements for the short film to make them
more selective and to facilitate production.

71.  Gliders. The French system of granting premiums on the purchase
of gliders built in France was the subject of a Commission decision of
23 September 1966 taken in conformity with the first paragraph of
Article 93(2).3 This decision calls upon the French Government to

! Ninth General Report, sec. 84.
% Ibid. sec. 83. ) ‘
3 Official gazette No. 182, 12 October 1966,
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discontinue the practice challenged, either by abolishing the existing aid
arrangement or by extending its scope of application to gliders manufac-
tured in the other Member States. In case of non-compliance, the Com-
mission would have to institute the proceedings provided for in the Treaty.

72.  Italian exports of marble and decorative laminated board. Belgian,
German and French trade associations and—in respect of decorative lamin-
ated board—the French '‘Government complained to the Commission of
heavy imports into their countries from Italy at unusually low prices
endangering the domestic industries concerned. :

The Italian Government was asked to submit details on the structure and
the activity of this Italian sector and on any aids that ate granted so that it
can be established whether they are compatible with the Treaty.

73.  Reduction of Italian transport rates to users of special railway trucks
manufactured in Italy. The Commission asked the Italian Government
to discontinue its practice of discriminating against the manufacturers of
railway trucks from other Member States and to state reasons for any
continuation of the reduced rates at present in force.

74.  French paper-pulp industry. The Commission again carried out the
annual examination of the premiums granted in this branch of industry
as authorized—up to 31 December 1966—by the Council decision of
19 December 1960' taken in view of the existence of exceptional cir-
cumstances. The Commission found ence more that the premium- rates
for 1966 do not appear to be liable to affect trade to an extent conflicting
with the common interest; nevertheless it drew the Council’s attention to
the fact that the principle of degressivity it laid down in 1960 had not so
far been complied with: At the same time the Commission advised the
French Government that any prolongation of the validity of the aids would
have to be examined in the framework of the provisions of Article 93(3).

On the basis of the Council decisions in connection with the GATT tariff
negotiations (it is probably on account of these decisions that the premium
rates were not lowered), the French Government applied to the Council
directly for further authorization under the third paragraph of Article 93(2)
to maintain its aid to the paper-pulp industry throughout 1967. At its
meeting of 20.February 1967 the Council agreed to a one-year extension.

75. Aids to industries processing agricultural products other than those
listed in Annex II to the Treaty. The Commission: proposals for reorgan-
izing the aids in this field® were adopted and were translated into concrete
measures by .the Member States concerned. : ' :

1 Official gazctte No. 84, 31 December 1960; see Ninth General Report, sec. 85.
2 See Ninth General Report, scc. 86. : o : .
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As to the measures requested by the Commission in application of
Article 23(4) of Council Regulation No. 19/62 (organization of the
cereals markets), two of the four Member States concerned have alteady
taken the measures required. Against the two other Member States the
Commission opened the procedure provided for in the first paragraph of
Article 93(2). .

76. Fuel and power. In the petiod under review the German Govern-
ment adopted additional aid measures. In May 1966 it submitted  the - -
draft of a law designed to ensure the sale of coal to the electric power -
industry (second Verstromungsgesetz). This law, which has since entered
into force, provides—through Government aids—for a price reduction for
the additional consumption of coal by power stations. The law is also
designed to forestall a reduction of the proportion of coal used: at the
moment in the electric power industry and an increase in the use of fuel
oil. The Commission reached the conclusion that the subsidies to coal-
fired power stations provided for in the law cannot be considered as aids
incompatible with the Common Market; it therefore raised no objections

to the draft law. :

The German Government also notified the Commission of the draft of a
fourth law to amend the law adjusting taxes on mineral oils. The draft
provides that the aid scheme for the regeneration of used oils is to be
extended by two years until 31 December 1968 and that the rate of aid is
to be reduced by 15 % tot DM 19.50/100 kg. The regeneration of used
oils is also encouraged in three other Member States, and in view of the
neéd to eliminate water pollution and in the hope that it will be possible
in the foreseeable future to arrive at a Community solution to the problem
of the harmless disposal of used oils, the Commission raised no objections
to these changes either. . :

Aids in the fields of - agriculture and transport. - The Commission’s
proposals for regulating aids in the fields of agriculture and transport are
described in secs. 190 and 224 of Chapter III.

. TAXATION
Handling of individual cases

77. Turnover taxes. On 16 June 1966 the Court of - Justice of the
European Communities' ruled that Article 95(1) of the Treaty produces
immediate effects and engenders rights for individuals which must. be
upheld by the courts of the Member States. The Court ruled in addition
that pursuant to the third paragraph of Article 95, the first paragraph of

1 Case 57/65, official gazctte No. 170, 29 September 1966.
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this article is applicable to legal provisions which were in-existence when
the Treaty entered into force only from the beginning of. the second stage
of the transition period- onwards. :

The Court of Justice thus endorsed the opinion of the Commission. The
judgment is of great importance in so far as it is. now clear that Article 95
is not only addressed to the Member States but also confers rights on
individuals. They may invoke these rights before the courts in the
Member States and thus make an important contrtbunon to compliance with
the Treaty by the Member States. -

78. In the field of turnover taxes, the Commission exannned in addition
to a large number of requests for information, 13 new individual cases
and continued the examination of 28 cases aIready pending where an
infringement of the Treaty is suspected or was established. In eight cases
the Commission asked the Member States concerned to modify the turnover
tax arrangement involved to bring it in line with the provisions of
Articles 95 to 97.

Several Member States have already complied with this request.. For
example, the Netherlands terminated the discriminatory taxation of
imports of processed petroleum products. “Germany lowered the turnover
tax drawback granted on major ship repair contracts from 7 to 5 %.
Traly declared that it was prepared to amend law No. 1309, which sus-
pended the production tax on woollen yarns for two years but replaced it,
in addition to the turnover tax rate, by a.surcharge of 4 or 7.8 %; the
Commission had ruled specific clauses of this law incompatible "with
Articles 95 and 96.

Under the prior consultation procedure instituted by a decision of the
member Governments taken in the Council on 21 June 1960, Italy, the
. Netherlands and Germany submitted to the Commission draft proposals
designed to adjust countervailing charges on imports and tax drawbacks
on exports. These drafts were examined by the government expetts. The
Commission informed the States concerned of its views on these adjust-
ments with regard to their compatibility both' with the decision and with
Articles 95 to 97 of the Treaty. The Commission takes the view that
none of these adjustments complies fully with the principles of- the
decision mentioned (adjustment for technical reasons only). In respect
~of certain. tax rates, the adjustments envisaged by Italy were also ruled
by the Commission to be 1ncompat1ble with Articles 95 sqq. With regard
to the adjustments which entered into force in Germany on 1 January 1967,
the Commission holds that for certain tax rates there is no adequate
guarantee that they do not exceed the upper lunits entailed in Artlcl-e 97.

Italian Law No. 639 (previously No. 103 ). In compliance Wlth the
]udgment of the Court of Justice of 1 December 1963 ! the Italian

1 Ninth General Report, sec. 100.
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authorities submitted corroborating data to show that the tax drawbacks
maintained.under this law did not exceed the limits laid down in Article 26
and defined in greater detail by the Court of Justice. The Commission
made checks in Italian enterprises in order to verify these calculations and
to arrive at a better understandmg of the methods of calculation used.

Further checks are to follow. As soon as these. inquiries have been
concluded, the Comtmssmn will issue a finding.

79. Excise dutzes ‘In the field of excise duties the Commission
completed a list of 1all cases where duties on imported products differ
from those on domestic products. The list reduces the discriminatory
practices—some of whlch are pursued in more than one Member State—
to 22 cases. ‘

The discriminatory practices consist mainly in:

1) Reduced rates (or exemptions) if certain materials are used in the
manufacturing process of a domestic product subject to excise duty:
Example: wine from fresh home-grown grapes, etc.; :

2) Reduced rates (or exemptlons) depending on the use made of the
domestic product is put which is subject to excise duty. Example: sugar
for the manufacture of jams, etc.;

3) Reduced rates designed to- grant preferential treatment to small
businesses (small alcohol dlstlllemes small and medmm sized breweries,
etc.);

4) Flatrate taxation of imports (or occasionally of domestic products)
ignoring the actual duty basis. Example: imported sugar products charged
on the basis of overall sugar content.

The elimination of discriminatory practices in' the field of excise duties very
often gives rise to dlffxcult problems, either:

1) Because the excise duties -are closely connected with the agncultural
policy of the Member States; :

2) Because the excise duties also involve ald to. small busmesses

3) Because the system by which the excise duties are levied at -home
makes it difficult ro calculate the exact duty to be levied on imports, as for
instance in cases. where at home the excise duty on beer is levied accordmg
to a progressive scale.

4) Because similar dlscnmmatory practices exist in several Member States
and it therefore appears expedient to work out harmomzed elimination
procedures; = |

5) Or because there are fiscal monopohes in certain Member States
(Article 37 of the Treaty).
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In the year under review the Commission dealt with a number of requests’
for information. and examined 17 individual cases with a. view to the
elimination of excise duty discrimination against imported preducts or to
establishing that discriminatory practlces exlsted The following ‘cases
deserve special mention: o :

\Wlth regard to excise duty on beer, Belglum Gerrnany, Lu‘cembourg and
the Netherlands declared their readiness to adjust the. duties so that a
more differentiated scale is applied to the types of beer imported. On
29 July 1966 the Commission therefore addressed a recommendation to
these Member States requesting them to put the reform ‘into effect by
1 April 1967 at the latest. v

With regard to excise duties on spirits and wine, the Commission opened
on 2 February 1967 the relevant Treaty procedures against all Member
States in otder to ensure the elimination of a series of discriminatory excise
duties on imported preducts.

With regard to excise duty on cocoa, the. Commission instituted on
19 July 1966 the procedure of Article 169 against Italy alleging an
infringement of Articles 95 ‘and 96; on 17 January 1967 the Commission
rendered a reasoned oplmon on the matter.

With regard to excise duty on sugar, Belglum Italy and Luxembourg
agreed to adjust their arrangements applicable to imported sweets to
conform with the provisions of the Treaty. In the Netherlands. the regula-
tions have already been amended. In Belgium and Luxembourg reform
is'still in progress. Negotiations are still being conducted with Italy.

With regard to the Italian excise duty on the production of yarns, Italy
promised to review the figures which form the basis of the flat-rate duty
levied on domestic products

. Approximation of the provisions on indirect taxes

80. Turnover taxes. On.9 Febfuary 1967 the Council. '1d0pted the
first two directives on the harmonization of the legal provisions relating
to turnover taxes.! : ‘

. In its resolution of 8 March 1966 on the amended proposal for a first

.directive, the European Parliament had endorsed the proposal, though .
moving amendments to paragraphs 6, 7 and 8 of the preamble. =The
Commission and the Council, however, did not endorse these amendments.

Of the nine amendments moved by the Parliament to the second directive,
the Council accepted those referring to the 9th paragraph of the preamble,

1 Official gazette No. 71, 14 April 1967; see s.cc. 36 above.
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"to sections 13 and 21 of Annex A and to section 8 of Annex B. A general
rearrangement of the preamble accounted for the proposed amendment to
the first paragraph. -

The Commission regrets having been unable to submit within the time-
limit prescribed the, proposal for a third directive on the application of
the value-added tax to agriculture. The delay is due to new developments
in the field of agricultural policy and to other unforeseen complications.
In the circumstances, the Council was unable to take into consideration .
the amendments to Amcles 11 and 12. The Commission will, however,
not fail to take the' opinion rendered by the European Parliament into
account when drafting the proposal for a directive. The European Par-
liament will also be consulted on this proposal.

Under the first directive, the cumulative turnover tax system at present
in force in Belgium, Germany, Italy, Luxembourg and the Netherlands
will be replaced by a common TVA system, and the TVA system already
existing in France will be brought into line with the common system. The
first directive also |defines the essential principles on which the new
system is to be based. Before the end of 1968, the Commission will be
required to submit to the Council proposals mdlcatmg how and by what
date the harmonization of turnover taxes is to achieve its ultimate aim,
the abolition of all taxes levied on .imports and of all tax drawbacks on
exports in trade between Member States. The Council will, if possible, .
take its decision on these proposals before 1 January 1970. .

The second directive concerns the implernentation measures for . the
common TVA system, which each Member State is to incorporate into its
tax laws. The followmg are the main pomts of the directive:

The TVA is a general tax on consumption levied, in principle, at all stages
of the economic process and in such a way that it falls only on the value
actually added at each stage. The method of collection is as follows: the
tax for the total turnover is calculated, and from this amount the total
tax on purchases of ‘goods and services (previous tax) is subtracted, the
difference being pmd over to the tax authormes :

TVA is to be paid on merchandise and services supphed within the country,
and on merchandise unports

In principle, TVA \vdl be charged on deliveries of goods up to and
including the retail stage. Until the date on which fiscal frontiers are
abolished, the Member States will, however, be free to limit the TVA
to stages up to and including the wholesale stage.

The services which are compulsorily subject to the payment of TVA are

set out in a list. This includes the assignment of patents and trade-marks,
freight ‘transport and warehousing, but not banking services.. It is left
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to the Member States to-impose such taxes as they ray deem appropriate
in respect of the large group of services not included in the list (e.g. those
supplied by doctors, hairdressers and others who usually supply services
only to private 1nd1v1duals)

Prev1ous taxes imposed on deliveries of merchandlse on services or on
merchandise imports are deductible from the TVA payable on the relevant
turnover. Normally, previous taxes may be deducted in full and directly.
In order to alleviate difficulties connected with the changeover .to the
new system, Member States may, however, during a transitional period,
make partial -deductions for capital goods each year (deductions pro rata
temporis) or exclude capital goods either wholly or partially from the
deduction system. In addition; the Member States are free, after consul-
tation within the Community, to bar deductions in respect of capital
goods, either wholly or in part, for reasons connected with the current
business situation, or to apply to these goods the method of pro rata
temporis deduction.

Although Member States are free, until fiscal frontiers are removed, to
determine .tax rates and exemptions independently, the directive sets
certain limits to their discretion in. this field.. Where exemptions are
concerned, deduction of previous tax will normally. not be .allowed.
Reduced rates may not be cut below a specified minimum. Until fiscal
“frontiers are removed, both these rules may, however, be waived for
precisely defined social reasons for the benefit of final consumers. The
“total effect of these waivers may, however, not exceed the total effect
of reliefs granted under the present system.

The directive prov1des for a special procedure in exceptional cases where
a Member State considers it necessary to introduce special measures
des1gned to simplify the collection of taxes or prevent certain types of tax
evasion.

Each Member State may at its discretion and subject to prior consultations
apply to small firms in respect of which application of the normal TVA
system would encounter difficulties such special arrangements as it may
deem most suitable in the light of national requirements and resources.

81. With regard to taxation of agriculture, the Commijssion is instructed
to submit to the Council ‘as soon as possible proposals for common proce-
dures relating to the application of the value-added tax to turnover in
agricultural products. Consequently, the Commission is now preparing
the draft for a third directive on this subject.

82 Excise duties. Article 99 provides expressly for the harmonization
of excise duties. These duties often show structural differences (assess-
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ment basis, incidence of the tax burden, preferential arrangements, etc.)
which may distort the conditions of competition. Only the harmonization
of excise duties will make possible general and full elimination of the
discriminatory effects and distortions due mainly to disparities between
the structures, but sometimes also to disparities between the actual rates,
of these taxes in the Member States.

The Commission’s work on excise duties on beer, sugar and manufactured
tobacco, for instance, revealed that the d1scr1m1natory effects of these
duties against impotted products can only be eliminated completely if the
duties are harmonized. Similarly, it is only by harmonization of the
excise duties on mineral oils that the distortions—due mainly to differing
rates within the Common Market—can be removed which these duties
create with regard to production and transport costs. The harmonization
of excise duties will provide a general oppottunity to solve the problem of
distortions spreading from one industry to others as a result of a disparity
in excise duties.

As customs duties in intra-Community trade will be abolished completely
from 1 July 1968, the effects of these discriminatory practices ot distor-
tions will take on added importance. This explains why harmonization
has become a matter of urgency. In addition, the objectives of the
harmonization of turnover taxes would be attained only incompletely if
the excise duties were not harmonized at the same time. Finally, the
requirements of the common agricultural policy, the common transport
policy and the energy policy are such that harmonization of some excise
duties is an immediate need.

On the basis of the work carried out by the Commission in co-operation
with the Member States, the existing excise duties and similar taxes were
divided into four classes:

1) Excise duties to be harmonized (manufactured tobacco, alcohol and
alcoholic beverages, petroleum products and the like, sugar);

2) Excise duties on which a decision can only be taken following a more
detailed examination- (mainly excise duties on beverages other than
alcoholic beverages and on products substitutable for sugar);

3) Excise duties which can be maintained without harmonization (for
instance certain local taxes and certain excise duties which do not affect
intra-Community’ trade);

4) Excise duties to be abolished (i.e. which may be built into the added-
value tax system, as for instance the excise duties on -certain tropical
products, on salt, matches and playing cards).

The Standing Committee of Heads of Revenue Departments attached to
the Commission approved the main lines of this classification and decided
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on 16 and 17 June 1966 that the work on the harmonization of the excise
duties of the first class was to-be given priority. The Standing Committee
also agreed that the work to be given .priority treatment was also’ to
include the examination of those questions which arise with regard to
the excise duties of the second category where there is a relationship
between these excise duties and those of the first class. . .

As in the case of turnover taxes excise. duties can be harmomzed in two
stages: first structures and then rates (with elimination of the tax
frontiers). Harmonization here shouldalso be timed to, f_1t in with har-
monization of turnover taxes.-

A draft ditective is being prepared at the moment, in connection with
future proposals in the fields of agricultural policy and the réotganization
of state trading monopohes which deals inter alia with the structural
harmonization of excise duties on manufactured tobacco.!

Work was also started in the year under review on the harmonization of
the excise duties on alcohol and alcoholic-beverages.

83. Indirect taxes on insurance .contracts. Having completed a draft
directive on the application of these taxes according to the territoriality
rules, the Commission started work on actual harmonization. Whether
this should be effected by bringing insurance. operations within.the scope
of the future common value-added tax or by introducing a special Com-
munity tax on insurance,contracts is a question now under study.

'

84. Road taxes on private cars. The Commission started studying the
scope for harmonizing the criteria used in fixing the -basis of assessment
of road taxes on private cars, whether levied annually or at shorter
1ntervals : : : :

The aim of harmomzatlon would be to place motor. manufacturers in the
Community on an equal competitive footing in this respect and at. the
same time to meet the interests of some Member States with regard to
modernization of the tax. :

Approximation of provisions on direct tazes

85.. General programme.. In the .year undér review the Commission
worked. .out a general programme for the harmonization of taxes and
transmitted it to the Council on 7 February 1967. - This programme

1 Sec. 184.
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provides in particular for concrete measures to approximate certain pro-
visions governing' direct taxation. In June 1966 the proposals had been
approved in principle by the Standing Committee of Heads of Revenue
Departments attached to the Comm1551on

When drawing up this programme, the Comrmssmn started from the
principle that harmonization must be limited to what is really necessary
either for the establishment or for the functioning of the Common Market.

In this respect the date of 1 July 1968—on which the last customs barriers
between the six States will disappear and the common agricultural market
will have been fully established—marks an important stage. It therefore
appears that this time-limit must be obsetved as the latest date by which
certain fiscal measures must have been adopted by the Member States.

Consequently, the programme makes a distinction between those measures
which would have to be taken before 1 July 1968 and those which would
have to be carried out only later.

86. The programme provides that in the field of direct taxes the following
work must be carried out before 1 July 1968:

A.  Capital movements. The aim is the removal of international double
taxation of dividends and interest and, in general, the removal of all the
causes—distortions or, discriminatory practlces—hkely to engender abnor-
mal capital movements, to keep capital markets segregated from each
other and to curb the expansion of savings.

With this in view it is important:

a) To work out a harmonized withholding tax system on interest on
negotiable bonds and on dividends which would provide for the amount
withheld to be set against the beneficiary’s total liability and for rebates
where too much tax has been paid;

b) To adjust in Belgium and France certain procedures for the application
of tax credit which are of a discriminatory nature;

¢) To find a single method for relieving the total tax burden on distributed
dividends (tax relief for the company and for the shareholder);

d) To adjust and harmonize the tax consequences of the operations of
investment companies. (including unit trusts) with a view to eliminating
any tax discrimination against investments through such -companies- or
trusts as compared with direct investment;

e) To harmonize the tax arrangements applicable to holding companies and
to amend certain regulations.
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B. Structural changes in'industry and industrial combination. The aim
is to ensure that structural changes and amalgamations. at Community level
which may appear necessary if the Common Market is to be developed
further are not made too: costly and as a consequence acrually prevented
by tax regulations.

To this end it would be necessary:

a) To i 1mprove the functlomng of the tax atrangernents apphcable to parent
companies and subsidiaries where these are companies ‘set up in “different
Member ‘States; the same apphes to both corporatlon tax and taxatxon at
source; N

b) To 1ntroduce ‘with a view to faclhtatmg inter alia the creation. of
European companies, acceptable tax arrangements for mergers and transfer
of assets as between companies in differenit Member States.

C. Establz:bment of rougbly equal conditions of competztzon wzt/a regard
to investment. To this end it would-be appropriate: .

a) To define in.more detail the obligation on the Member States under
Articles 93 and 102 to consult the Commission on.all fiscal measures
concerning the basis of assessment of such taxes on corporate profits as
are liable to constitute incentives and engender distortions of competition.
Subject to prior consultation, any fiscal measures liable to constitute
investment incentives should also be harmonized;

b) To effect a first ahgnrnent of the bases of assessment of profits tax
and to lay down certain basic rules for depreciation.

87. After 1 July 1968 the efforts towards an. approxunatlon of direct
taxes should concentrate .on: . .

a) Some measuré of structural alignment, particularly of schedular taxes,
and of the present taxes on company assets, which would probably have

to be abolished;

b ) The . uniform defmmon and . calculation of taxable corporate profits.
To this end the provisions-now planned would have to be supplemented
with regard to :depreciation, and new . provisions would have to be
introduced regarding the tax treatment of the application in value of fixed
capital gains, the valuation of:stocks, the -carrying over of losses to sub-
sequent years, ‘and tax-exempt general and special reserves. Measures
adopted as incentives and departing from these provisions would then only
be permissible if they were fully-coordmated to comply thh general
economic policy;

¢) Sufficient alignment of the rates of corporation tax in the six countries;

115



d) Co-ordination of -the methods of -control and collection, w1th0ut which
harmomzanon would not have the desired effect.

Lastly, measures should be taken to eliminate permanently those cases of
international double . taxation which harmonization itself would not
eliminate. '

88. Double taxation. In this context the Standing Committee of Heads
of Revenue Departments attached to the Commission arrived at the con-
clusion. that a convention against double taxation signed by the Member
States would be feasible and of definite value. In the year under review
work was carried out, inter alia, on the concept of permanent establishment
and the scope of withholding tax on dividends, interest and royalties.
The ‘internationalization of -the special arrangements for parent companies
and subsidiaries: (the tax-exempt receipt of earnings from a major holding
of a company establishéd in one Member State in another compary
established in another Member State) and a system of co-operation between
the revenue departments to cover pending or doubtful cases of double
taxation were also discussed and clarified.

The préliminary draft of a convention between the Member States was
then read for the second time.

APPROXIMATION OF NATIONAL LEGISLATION
AND THE CREATION OF EUROPEAN LAW

General

89. In its work on the approximation of legislation the Commission
took as its point of departure the Treaty provisions which specify approx-
imation of legislation as one means of attaining the objectives of the
Common Market. This principle has found its expression not only in
the approximation measures which, under Treaty rules on the establish-
ment or the functioning of the Common Market, have already been
prepared or implemented! but also in a series of special approximation
programmes.? . The Commission is now drawing up a general programme
for the approximation of municipal laws and regulations affecting the
Common Market. - In doing so the Commission intends, as stated in its
reply to Written Question No. 53 (3 June 1966),% to develop further
the information mustered so far.and to give a general survey of approxima-

! Eighth General Report, Table 7, Ninth General Report, Table 8, and the table

below.
2 Official gazeétte No. 72, 14 April 1967.
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tion aims, fields, means and methods and of the measures to be taken in
the next few years,

The following table summarizes the work carried out in the period under
review and brmgs up to date the tables pubhshed in the two previous
General Reports.! :

The table shows:

1) The progress made in the work already referred to in the Eighth and
Ninth General Reports;

2) The state of work begun in the period under review.?

The table shows that during the period under review (1 April 1966 to
31 March 1967) 3 regulations, 11 directives, 1 decision and 4 recommen-
dations were adopted. During the same period 4 .draft.regulations,
16 proposed directives® and 2 proposed decisions were laid before the
Council. Six new questions were also tackled.

This -means that from 1 January 1958 (date of entry into force of the
Treaty of Rome) to 31 March 1967, 8 regulations, 29 directives (of
which 2 are Commission directives), 3 decmons, 22 recommendations and
1 opinion were adopted. Of the 29 directives 16 are based on Article 100
(of which 2 are also based on Articles 99 and 155, 2 on Article 227(2)
and 6 on Article 43), 5 on Article 43, 2 on Articles 57 and 66, 2 on
Article 6(2), 2 on Articles 67 and 69, 1 on Article 48 and 1 on
Article 56(2). ' )

On 31 March 1967, 2 draft conventions, 11 draft regulations, 44 proposed
directives, 2 proposed decisions and 2 proposed recommendations were
before the Council awaiting approval. On the same date, the Commission
was dealing with 1 regulation, 107 directives, 4 recommendations and
24 approximation measures for which a legal form had not yet been
decided; 9 conventions were in the stage of dxscussmn and 1 conventlon
in the prehmmary draft stage.

The Commission intends to publish shortly a complete tabular summary
of all approximation work undertaken since 1 January 1958 with an
indication of the references and a tabular summary of approximation
measures adopted by the Member States in implementation of the Com-
munity regulations and directives.

1 Table 7 in the Eighth Genetal Report gives a summary of the work undertaken
between 1 January 1958 and 31 March 1965. Table 8 in the Ninth General Report
covers the additional work carried out up to 31 March 1966,

? The table includes some corrections to the two previous tables.

3 Proposals for the amendment of draft directives or draft rcgulatlons are- not
included.
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TABLE 6

Approximation of legislation

This table brings Table No. 8 of the Ninth' General Report up to date and ‘covers
work begun between 1 April 1966 and 31 March 1967 -

Object

Legal
bagis

YLegal nature of
the approximation
.measure and
state of progress

1. CUSTOMS LEGISLATION —
EXTERNAL TRADE. .

Progressive establishment of 2 common
procedure for administering quantltanve
EEC import quotas

Duty-free entry of aircraft

Building, repair, converslon and equipping
of ships

III. FREEDOM OF ESTABLISHMENT
AND SERVICES T

2. Access to and pztrﬂdt of ‘economic activities
Wholesale trade in pharmaceutical products
4, Bar{king and insurance professions

Direct insurance -

IV. CAPITAL MOVEMENTS
Abolition of discrhﬁination in conncction

with the issuing ond placing of foreign
securities

V COMPETITION
1. Tecbmml obstacles ia irade

Measurmg instruments
Medical thermometers

5 to 50 kg block ﬁzeights in the medium
limit of error category

Arts. 28,111,113,

114

Atrt, 2'8'

| Art: 28

Art. 57 (3)

Art. 57(2) -

Ve

Arts. 67, 69

Art. 100
Art, 100

Art. 100

amdt." pro. reg.
sub. 28 Sept. 1966
form und. 1965
form und. 1965

Cl. dit. prep. 1965

pro. CL dir. sub.
17 June 1966

amdt. pro. CL.
dir. sub. 8 Feh.
1967

pto. Cl. dir. sub.
14 April 1966

pto. CL dir. sub.

14 April 1966

pro. Cl. dir. sub.
14 April 1966

N.B. For the abbreviations, see p. 124,
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TABLE 6 (cont.)

Legal nature of

o t spproximation
state of progress
1 g to-10 kg cylindrical weights in the | Art, 100 pro. Cl. dir. sub.
medium limit of error category 14 April 1966
3. Pharmaceutical products '
Marketing of branded pharmaccuticéls Art. 100 amdt. CL, dir, No.
: 66/454 - ad. 28
. July 1966
Control of branded pharmaccuticals Art, 100 pro. amdt. CL
: dir. sub. 10 June
. 1966 ‘
Colouring matters in pharmaceutical pro- | Art. 100 pro. ClL dir. sub.
ducts 10 June 1966
8. Elimination or prevention of distortions of '
competition in specific cases
Italian draft law No. 792 relating to the | Art. 102 Prior ex. under

matketing of edible oils

17th Federal German turnover-tax amend-
ment law relating to the increase of the
countervailing charge on imports of certain
goods

Decree No. 16 of 12 February 1965 of the
President of the Ttalian Republic on the use
of spirit vinegar

Law of the Region of Sardinia to promote
economic and social reform in Sardinia
pursuant to Art. 13 of the Constitutional
Law No. 3 of 26 February 1948

Arts, 101, 102

Art. 101

Art. 102

Art. 102 com-
pleted — danger
of distortions —~
letter to Italian
Government
drawing  atten-
tion to commit-
ments under Art.
102

Prior ex. under
Art. 102 - danger
of distortions . —
Com. rec: law
entered into force
ex. under Art,
101

ex. under Art.
101 completed
1966 — no distor-
tions

prior ex. under
Art. 102 com-
pleted 1966 — no
distorsion

N.B. For the abbreviations, see p. 124.
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TABLE 6 (cont.)

Object

Legal
basis

Legal nature of
the approximation
measure and
state of progress

French decree No. 24873 of 12 September
1963 on producer prices for manufactures
(price of sulphur)

Italian draft law amending the rates of
countervailing charges on imports and of
refunds on exports ‘

German law (of 9 September 1965) for the
protection of copyrights

8. @) Notifications pursuant 1o the recommenda-
tion of 20 September 1965 concerning prior
commaunication of certain provisions in draft form

Prior communication to the Commission of
certain laws, regulations and administra-
tive provisions in draft form :

German draft law on industrial appliances

German draft Jaw on weights and measures
(calibration law)

German draft law on weighing and meas-
uring units '

Belgian draft of 2 Royal Decree introducing
a'general arrangement concerning the tech-
nical standards to be met by motor vehicles
and their trailers

Belgian draft of a Royal Decree laying
down safety standards for screwed lamphol-
ders = - .

Belgian draft of 2 Royal decree laying down
safety standards for cables

German draft law on explosives

German draft of a fifth regulation amending
the regulation on fruit treatment

Art, 101

Art. 102

Art. 99, 100, 155

Arts, 5, 155

‘ex. under

Art.
101 begun 1966

prior ex. under

Art, 102 com-
pleted 1966 — no
distortion

ex. under Art.
101 begun 1966

Com. rec. 20
Sept. 1965

notified 16 May
1966 - Commis-
sion  opinion
1 March 1967

notified 16 June
1966 — ex. started

notified 16 June
1966 - ex. started

notified 29 Nov.
1966 — ex. started

notified 30 Nov,
1966 — ex. started

notified 30 Nov.
1966 — ex. starded

notified 12 Feb.
1967 — ex. started

notified 13 Feb.
1967 — ex. started

N.B. For the abbreviations, see p. 124.
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TABLE 6 {cont.)

Object,

Legal
basis

Legal nature of
the approximation
measure and
state of progress

German draft law on wine, dessert wine,
sparkling wine, beverages containing wine,
and spirits distilled from wine (wine law)
14, Taxation law

Turnover taxes (introduction of TVA)
TVA structere and implementing . pro-

cedures

VI. SOCIAL LAW (for other measures
connected with social law, see Transport)

1. Conditions of work and pay

Protection of young people at work

2, Social ;rerztr:'t)l

Social security for migrant workers

Rules for compensation for occupational
diseases

4., Industrial medicine

Health surveillance of workers exposed to
special hazards

5. Vecational guidance

Development of vocational guidance

VII. AGRICULTURE
1. Food Jegisiation

Colouring matters

Arts. 99 100, 155

Arts. 99,100, 155

Arts. 117, 118,
155

Art. 51

Ars. 117, 118,
155

Arts. 118, 155

Arts. 118, 155

Arts. 100, 227 (2)

notified 28 Feb.
1967 — ex. started

dir,
1967

ad. 9 Feb.

dir. - ad. 9 Feb.
1967

Com. rec, ad.

31 Jan. 1967

‘amdt, pro. teg.

sub. 3 Dec, 1965
pro. teg. sub.
11 Jan. 1966

Com. rec. ad.

20 July 1966

Com. rec. ad.
27 July 1966

Com. rec. ad.
18 July 1966

pro. amdt. CL
dir. sub. 22 Nov.
1966

N. B. For the abbreviations, see p. 124.
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TABLE 6 (cont.)

Object

Legal

Legal nature of
the approximation

basis measure and
state of progress
Preserving agents Art. 100 amdt. Cl. dir. No.
' : ‘ 66/722  ad.
14 Dec. 1966
Purity standards for prcsérving agents Art. 100 pro.amdt. Cl. dir.
. . sub, 22 Nov. 1966
Flavourir;g and essences Art. 100 Cl. dit. prep. 1967
Methods of analysing macaroni, spaghetti, | Art. 100 Cl. dit. prep. 1966
and similar products
Matrgarine Art, 43 ¢ -Cl. dir. prep. 1966
Sampling Art. 100 Cl. dir. prep. 1966

Institution of a Standing Commxttec for
food

2. Veterinary legislation
Health requirements for, mtra—Commumty

trade in cattle and pigs

Health requirements for intra-Community
trade in fresh meat

Health requirements and inspection for
imports of cattle, pigs and fresh meat from
non- membcr countries

Instltunon of a Standmg Commlttce for
veterinary questions

Transit of fresh meat, plgs and cattle
3. Fore.rh_’y Jegisiation

Marketing of forestry reproductive material

Arts. 43, 100

Arts, 43, 100

Art.

Art.

Art.

43

43

43

pro. dec. sub.
20 Scpt. 1965

amdt. CL. dir. No.
66/600 ad.
25 Oct. 1966

amdt, Cl. dir. No.
66/601 ad.
25 Oct. 1966

pro. Cl. dir. sub.
20 Sept. 1965
rop. dec. sub.

15 Sept. 1967
Cl. dir. prep. 1967

Cl. dit. No. 66/
404 ad. 14 June
1966 -

N. B. For the abbreviations, sée Dp.124.
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TABLE ¢ (cont.)

Legal nature of

state of progress
4. Legislation relating to seeds and seedlings
Marketi