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PREFACE

This report is one in a series of reports that the U.S. International Trade Commission (USITC)
has prepared in response to a congressional request. On October 13, 1988, the Commission
received a joint request from the House Committee on Ways and Means and the Senate Committee
on Finance (presented as appendix A) for an investigation under section 332(g) of the Tariff Act of
1930 (19 U.S.C. 1332(g)) to provide objective factual information on the European Community’s
(EC’s) single-market initiative and a comprebensive analysis of its potential economic
consequences for the United States.

The committees requested that the USITC study focus particularly on the following aspects of
the EC's 1992 program:

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

2. The likely impact of such changes on major sectors of U.S. exports to the EC and on U.S.
investment and business operating conditions in the EC;

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

4, The relationship and possible impact of the single-market exercise on the Uruguay Round
of General Agreement on Tariffs and Trade Multilateral Trade Negotiations,

The committees also stated in their letter that “Given the great diversity of topics which these
directives address, and the fact that the remaining directives will become available on a piecemeal
basis, the USITC should provide the requested information and analysis to the extent feasible in an
initial report by July 15, 1989, with followup reporis as naoe.smgrrcmmplem the investigation as
spon as possible thereafier.” In response to the requoest, the U instituted investigation No.
332-267 on December 15, 1983. The report was issued in July 1989, and the first, second, third,
and fourth followup reports were issued in March 1990, September 1990, March 1991, and April
1992, respectively.

Followup reports have essentially followed the format of the initial report and discussed
developments during the period under review. In addition, the first followup report contained
expanded coverage of the social dimension of integration, local-content requirements, rules of
origin, and directive implementation by member states Subsequent reports have continued to
address both the social dimension and member-state implementation. The second followup report
contained special chapters on research and development and three industry sectors—automobiles,
chemicals and pharmaceuticals, and telecommunications. The third followup report included a
special discussion of the effects of the EC 1992 program on the U.S. wvalue-added
telecommunication and information services industry, The fourth followup report contained a
special chapter on the implications for the United States of economic and monetary union in the
EC.

This report is the fifth followup report. It covers developments during 1992 and assesses EC
progress in completing its internal market by the self-imposed deadline of December 31, 1992. A
sixth followup report will provide more complete information on the status of efforts by the
member states with res to implementation. This sixth and final report is expected to be
completed in the fall of 1993,

Copies of the notice of the fifth followup report were posted at the Office of the Secretary,
U.5. Intemnational Trade Commission, Washington, DC. The notice was published in the Federal
Register (57 FR. 46195) and is included in appendix B of this report, along with the original
Federal Register notice and previous followup report notices.






SUMMARY OF CONTENTS

Partl. Introduction and background

Chapter 1,  Introduction tothe EC 1992 Program . .. .. ...vvueunnneiennurnneiorrasnsnrnennoens
Chapter 2.  Review of recent research on the 1992 program .............cviicieiicniiinnninnnas
Chardet 3. IMpIeOEEtMBON .. 5 o e e e i s S e e e B e

Part II. Anticipated changes in the EC and potential effects on the United States
C]mpterd» Standards, testing, and Certification .........cceviersnsaniansransssniriansnassrnns
Public procurement and the internal energymarket . . ... ..o iiiiiiiiiii i
ﬂnpu:rﬁ Financial sector ....... B B L B M L e e e
Chopler T, . CoPomE COMMOEE . o o o mwsm oo i s u;aasm sas b n e o i o e
Chapter 8.  TrEDSPOTE .. .o vvve v v e srronneanenssnssnnesesssesessssosssssssanssssasnsnssnns
Chapter 9.  Competition puhc;.rmdcumpmy O i i e i R R B A R s R
Chiapter 10, Tl .o i e i i SR e T ae v et e s e e e e W b e
Chapter 11. Residual quantitative TestriCionS . . .. .....vcvvesivsrssassrnassssssasssassnsnssnns
Chapter 13. The social diMension .......c.cciiimererinniierosiirasnsassasssasnsnssasennssns

Part III. EC integration and commitments in the Uruguay Round and OECD ....................

Appendixes
A. Requestletter ............
Bl Foderal REGISET DOBOBE . . o v i miaw s wovs s 0 0 5o, 0 5 o o 8 o i o

i



ANALYTICAL TABLE OF CONTENTS

Page

PartI. Introduction and background
Chapter 1. Introduction tothe EC 1992 Program ............ccoiiiiiiiiiniiinnnininanaaanns 3
1992: Ths crtCAl PR .. .0 s i st b ai s b siaii o R AR R TSR 3
Widening and deepening: the broader ECagenda .............ccovivniiinnninnnnirenasaninnss 4
Widening ...... s 4
INEES s v a6 B A N e s e P A 5
The futore of the internal market ..........cco0oiiviiarisrasrssrnssrsrassrssasrssnsssonnss 5
g T T v e R M R el e R S i S L e 5
Internal market coordinating COMMIEBE . .. ......covirannrreiorarannnrssrannsanseranns 7
Trade: andd SIVeRbIIOIE . oo ot a8 i T o SR o R W T
BORORMIBEIINN o o0 o T o W o B A G S e 7
Tronde M LS =BOMMRIE oo aevw s own i me s dan s S W SIS & S BT SRS e R e 8
THEUTS. TR0 DAIBICE: . . o v v mm s st om0 T S 00 0 g
g o oy 9
TS IO s i s e e S e e R R S T R B S R e e e 9
-8 =B e o e s, o i R L S R R 10
Trends in EC trade with the world .................. R SR G 11
BT TS .o a0 a0 0 0 0 R S M R S 11
Intra-ECtrade ........ e M N I 13
BOORIIENENE o, s o el e i B e R B BN e R e S R TR S 14
US. dictinvestment i the BC ... ..ol ciiiviiininiiiiiiniiimnii v vaaie 14
EC direct investment in the United States ... ........c.ciiiiiiiiniiieairinaraneaans 18
s T TETEREINIE . oo s e w0 o B S e 20
ORI RCMIRIENIY . o < oo o i o0 R R R A A 20
Chapter 2. Review of Recent Research on the 1992 Program ..............ccciieiiiineens 23
VIO ADBEER . o ois 0005 mnin i s me e ximiensmses ey R R 23
Sven Armndt and Thomas Willett . ... ....0ovirinern i rearararsassrarnsnenararannsns 24
e T L SRR et CERe e e o SR DS e R o R L 24
s Hmr T L e T e S S e S 25
Dkt (RO & oo s b b iy S G B i B S e 25
A B R M B S M R B A RS S M SR A 27

Chapter 3. Implementation

General stats of implementaBion . .........coiiiiiiiviiiiisicisiasiianiiiasiaiassiraias 29
The role o G T CORMEBBNUON -4 1« 50 i 000000 e N0 0 0 B D W 30

BN - o ¢ .55 w8 o 9 e A8 LA 8 W, A W B L W BN AW e e 32
Peoeeiil L e G T e g e Al s i B e 33
RO o e e T L o R s B S R e e R e L Bl e 33
CRBIMARINY. i b A W R R s DA O B S e . 4
ORI s i B A et o N O A M4
Portugal .. ...ttt i et st ia et ea i aa e 35
B e R S S I e 35
ot srvmriher sbade 2 L e e e e e T 35



ANALYTICAL TABLE OF CONTENTS—Continued

Part I1. Anticipated changes in the EC and potential effects on the United States

Chapter 4. Standards, Testing, and Certificalion . ... .........ccviiiviirirnrririsensiinsnnanns
Developiitetts duhilg TOOX . . .o o oo mowscnmimm i oo s s m ok i o 5 = 5 e S P R
SRR DEVCIOPIINEII .. o o o cmm om0 3, W
Standards and intellectual property ... ..ot iieiiiiitaie i i i e e
Background ..............................................................

T TBEI: i o A B B A N R
Iutallactualpmpertym:lanuu‘usx
Anticipated ChanBES . ... .ouiii it it it st .
ETSIpolicy ..ovvvvvnvnnncnnnnenns Y. | ey S, |
ECCnmmmsmmmunmmm ..........................................

Fﬂllﬂmlp by Ghe BC Conumieslon. ..ot viviiiiliivisa e ev edwaidiis

Revised BUSLPRODOGAL: .. .vivvniivmirion b brastio s s S v s i b a0
Possible effBcts .. couvvivismivmniasrsnan s iseain s SRR
Council resolution on standardization ... ....c.oevsiivrisisensssissisrssiransssnsnas

ﬁnucnpatedclmlgm SR SR e i S

Dizlog with ths U SIS . oo v iorin s sns oams ansed weinsamies o seeisesssss
Standards development pmgmss and lmplemutttm ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,
Standards for procurement . .
SODRIIANIY . e i i e o T A
lmn]icaﬁcmsfurlheUuitndStnm
Testing and CorEMAON .. . ..o e s 88 F AT RS TR E5 E B B TR R
Mumalremgmumageunmts .............................. R A s AT
SBCOBMERCIN - o s s e e e R R R e s e R
CE Gt 1RmIBON. s i s e v B b a5 o s o B o ¥ b T W e B 5
European organization for testing and certification ................
Bolstering the EC’s conformity assessment infrastrocture . ..............oviniiiiiinnes
Implications for the United SIates . ..........oeuiiiminunrrnueernrerrrsnnrerennas
Eonronmeatal PIOBSCHINL .. oo v xn ve.sws i wiinesse imsns o a e sias & oo ba s s s e essi
e T R S AR R e e R R P R e e G SR e D
Developmenis dorng FOUD oo s i o e S i S 00 e i W
The fifth environmental action program . .......oovees
Beo-20tlil . o oum v simimm i b o i o A T .
7 T
Packaging and DECKAEIG WaBIE .. ..o .ooivsionrvssnaisansassesss o saaensass
Integrated pollution prevention and control ......... ... ..ot
T e e R e R R I e e L

*

Procme:dfmdsmdhndmdpmdmts .............................................
Certificates of specific CharaCEr . . . . .. vive i cicinar e resanasn st
Background and anticipatedchanges . .............coiiiiiiiiiiiiii i,
Pl aeeds - s e A S ST
Drgmmproducumuffmdsmﬂ‘s

Page



ANALYTICAL TABLE OF CONTENTS—Continued

Page
Chapter 4. Standards, Testing, and Certification—Continued
Developments during 1992—Continued
Industry analysis—Continued
Processed foods and kindred products—Continued
Organic production of foodstuffs—Continued

Possibleeffects .......... 58

PHOE MR -+ . ¢ o b B AR A RV RS S F R A B AT B8 IR S S AR by Fh 58
Background and anticipated changes . ... .............c.ciiiiiiiiiiaanaiaaans 58
Posgibleetbecly i e e e e SRR R deek A e e 59
Labeling of ODBCCO PIOGUCES . . ...« . e eeennnee s e e s e ee e ann s eeemnnneees 59
Advertising of tobaccoproducts .......cciiviniiiiaiiriiiiiiiiaaiisaaasasianas 59
Materials and articles in contact with foodstuffs ........... ... .ccoiiiiiiiiaiian 59
Background and anmlpﬂted cll.mges ....................................... 59
Possibleeffects ...... 59
Chemicals and related products . ... ...coovvvnirnsriisinrirrsnrabssirsrrersecnis 60
Background md anb:tpatnd chnngn:s ....................................... 60
POBEIBID OIRECEE 1:i5.i & i i o i W o B A 60
USiexpofta O BB - .« oo vwinivmu s pwmsm v ehmmermaseimsmysiairsenm 60

Diversion of trade tothe USmarket .......coviiiiirrirerirrrrnnronns 60

1U.5. investment and operating conditions inthe EC .............coovvunn.. 60

TS IETRERCT DRI - . v o o = v s o i 6 e BB o A A e 60
Restrictions on dangerous subSIADCES ., ... ... oivriinrretrnnrrannsrrrrnersnnnss 60
Export and import of certain dangerous chemicals and preparations . ..., ............. 62
Background and anticipated changes . ........iviiniiiiivin i r e 62
L e 62
Pharmaceuticals and other medicinal products . ... ..o 63
BIOOA PIOGUCIS . . . .. .« v e e e e e e e e e e e e e e e e e e e e e e el 63
Background and anticipated changes . . ......... .00 i i i e 63
Ponable ety | o s R L e R A e N e 63

RIS ICHRRITY DORPNMNOR. .o v L A P R 64
Medical i 0 SR N 8 B S 64
Active implantable medical devices . ......cooiiiiiiiiii i e 4
Medical devices . .. ... ..oiiiiniiieiiriiiiianisasnesraas i 4

I Vitro QiRg0Ct GRVICEE .. iviivinvneinyaineiiaie semva et sk e e R AT e frt

M D NI . L e o adaba b W o b b m i 4
158 sty OODBBITIE. 0 Ju s it i b s Ha a5 S e i e s 65
BAOROE VERICION i i oo i W R B A A R A 66
Type-approval of motoc vehicles ... ..ccvvernrsuscrnransisasrsssnnsssvesssssns 66
Background and anticipated changes . ... .. oo et i iiii i 66
POSSDIBEIIECE . nonvimmmnngrsnoninyssnvesoninvisaaarssorinssons ey 67

Hessryr Bk o i i i e e R B L L e N N T 67
Background and anticipated chmg;es ....................................... 67

Possible effects .......... R S S R S R S S S e I AT R 67
Eniismnons Toons Sobor VeRICIES ... o o v o mm s s o e s & 55650 45068 -0 0min 8 67
Background and anticipated changes . ... ..coovieirivinreraiiiranrareennns 67
Possibleeffects . .........cciiiiiiniiiiiiiiianiiiineieiiiiciiiaiiie e, 67

BT TITE 11 b o R S ey et K A it i S L 68
Permissible sound levels and the exhaust system of motorvehicles .................. 68
Background and anticipated changes . . .. ... ...ccviniinniiiii it 68
PosslbieoBOE. ..o ovnvnimmns wnma oy S R R R R R 68

L AT TORINMIOD . o oo o W 0 A R 68



ANALYTICAL TABLE OF CONTENTS—Continued

Chapter 4. Standards, Testing, and Certification—Continued
Developments during 1992—Continued

Industry analysis—Continued
Motor vehicles—Continued
Motorcycles, mopeds, and other two-or three-wheeled
A T e A e s D A R s S
Background and anticipatedchanges . . ........coiiiiiiiiiiiiiiii i i e
Possible IR i R S S N A M A B s W SO R

VOoR CRIRPRON .o i v it e o A e R
Background and anticipsed changes . . . ..o cvismsssinsrasassssssasssnsins
s

Mutual recognitionof licenses ...........cc.corevviinrnnanianss A PR

Background and anticipatedchanges . ...........cciiiiiiiiiiiiiiiiiiiiiiana
Possibleeffects .............coiiiiiiiiiiiii

Background and anticipated CHADEES . .« v v vvrvurssinsoniinsscnasesnsonasioe
Possibleeffects . .......cciiiiouiomnersrrnenraiieaninannanaananenrnn

Alr traffic coOntrol BYSIEMIE . . .. i vy vienun s imnissmanasnsnatsnasenen e R
Backyumdmﬁannmpatedchanges .......................................
Possibleeffects .............

u.5. nxpummd:eEC ..............................................

U.S. investment and operating conditions inthe EC .. ......0ovivvivevinins

TS b o TEATMONINE . «v s pooinin wimomio 4 sommin min e s mome mn Som e o A
Satellite television transmission standards ..........eviiiie e e e

Background and anticipated changes . . ........ ..ot i
Fosmiblle 6HRCH: . coiiavinimiamiin w e v ke s S TR

ORI POORPOIORN: - .- e i imios oo i SR 3003 4 R o
Possibleeffects .. ......ooiiiiiiiiiiiiiiii ittt
S A R . e A S e e e b e A

Electrosragnetic compaiibility .o i Daiiini i i s i e e L b

Background and anticipated changes . . .......coiiiiiiii i
PossibIR BIBRCIE . . oo vnmasvis voe bt e S N R R

T M MO . .o o e B R B MR AR

Standards, Testing, and Certification . .. ......oovviinuiiaeriiernrerenriremrnrssnanins

i n iy T L R ey et gt R S S g A N
Implications for the TInTted SIS . ...\ i e e vt s s adis s sn s s s ios

Prug;mss on and implications of standards-related measures affecting particular sectors . ........

..................................................................

ngressmdate ...........................................................

Page

vii



ANALYTICAL TABLE OF CONTENTS—Continued

Chapter 4. Standards, Testing, and Certification—Continued
1993 and beyond—Continued
Progress on and implications of standards-related measures—Continued
Processed foods and kindred products .. ... ..o it

Prosmn BRI s s e S e R T e e W e A e

Progress to B e R R R e e R
PR RCEIECAIE - i o o e e B i e i e e S e e D R

------------------------------------------------------------------

Prop‘esstudaln ...........................................................

PIORTCEE POMIMIE. i-siu iavacs w5 5w o s i R A B R R B e e
Implications forthe United States . . ........ccoiviiiinniiiiiiiiinnaiiiienannnnas

Automobiles and antomobile parts . . .......ccoiiisriiiirisiinsrrsiansiranaies
ETOBER . ... . oovhonim misisinin Ao om0 B L A L B

Laas o S A O RS Ach yc  M E N L A EA g

rrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrr

Progress todate . . ... T L F T T T PR TP
W | T e S R R

IRORRREE L0 DR -4 oo o o o S R 0 0 e e
Implications for the United States . . ... ccviviiiiiinnaninarisnirssnssasnsss
(Goals AN MEANS . . ... ne e v rees s nnnae s naensnnsnnas e

|l 101 e g oty N s g el Sy NI s St

Chapter 5. Public Procurement and the Internal Energy Marked - ocoiaman SisiniBinnmiis
Public procurement . . T L P R e S
D:velnpmemsdunnglm
The Public Services Directive -

The Utilities Remedies Du'ea:twf.
The ‘-[Iuhues Dlmc:uve

viii

Page

ERV 2B BBBEE3



ANALYTICAL TABLE OF CONTENTS—Continued

Page

Chapter 5. Public Procurement and the Internal Energy Market—Continued

Public procurement—Continued

I3t BowOEl - i e e R R e P e e 89
Pregea DO NI . e e e e S A A A A e W 39
T acternil ey TOREKIE - o oo s b e s e W M s 20
Developrments doning 1997 ..o v o it s i whins s e i s e f i s e e 20
Common rules for the internal market inelectricity and gas ..............cocviueninn.. o0
Trans-Europeanmetworks ... ......c0ciiiinuniiiiieieiana - . o o e o2
Ther Eyduncarbene TRESCHVE iy s i s e soacs b s s acn b s o w5 a0 e o 92
Teansovission METASTICIIRE « .. iooioiciiiiaaivesvse s o an b s ais e s dra baarrsasa 93
Import-export monopolies . .. ....ovevirvnvrnnrannn e e e T T 93
RO IR DEWORECE i 4 oo b B e S 3 I B N T 0 I 93
Progress todate ......... 93
Implications for the United Stnt&s ............................... e 04
Chapler 6. Financial ServiCes . ... coviviumssnramsasnsssssanssnasasshesnasssssssssssssisss 95
Developments duting 1992 .. . ... .uiiiiiuiiiiisisiioresosessaessssesansssencssaranannsss 95
Banking SBIVIORBSE ... .uoviuuuuniaeaseeentnstanaaaitn ntanttataaotttiaaaattanaannn 95
Proposed directive on deposit-guarantee schemes ... ...........ccoiiiiiciaiaienanaens 95
Backproemd - o e e N e R R R T R R SR NS N S 95
Fogtible efeClS .:is coviivitiss i el S 96
Directive on supervision of credit institutions on a consolidated basis .................... 06
PRACKEIOUNM o o e m o o o B W A A W 96
Possible effects ... ... .oouit ittt 26
Ty e R e M e e e R S e P S P NP e o S 97
SECIRSESEIVICEE - i i a i s b o S WA R B AL A ST TR A AR v et e 97
P‘mpmcddumuwmupztaladaquacy of investment firms and credit instittions . ......... 97
Background . . o7
Posmbleeﬂ'ﬂcts o8
Pmpﬂuddlm:ﬂmmmmﬂhmnlmmﬂnmnmﬁdd ........................ 98
.............................................................. 08
Pusmbleeﬁ'ecu . oA . . . . 98
1993 and beyond . . . . . R R R e e R e R T 98
Progress todate ..... i3 4 f 98
Baoks .........0 5 o8
L e T —— 99
Securities . wr . 99
Implications for 1he Ummd Stam ................................................... 99
Chapter 7. CostomRe COBIOIE . <« «omm o s s o i o s e e v i e s e e 101
Developments during 1992 .. ... .cocciiiiiiiiiniisasnasnanais AT A S M Y R 101
Overview ........c.ccvenvnuvennnnns T e L 101
T e R o O P B el S R AP 101
Other doniflcait BYeRIS .. oo s i R e e e R e e e e 101
Maastoiedt TRV oo cuimi s mns s ey o e T e s e e R T 101
ACtons reganding CAXBION .« .« «oqvvsssesanssvnssssssnnesdnesissssesssss i 102
Froses ittt OE BOOBE .. ., o0 ranrecarmnes camm i g i B kA AT 7 102
Measures adopted . ... ....cvunscuisrersranrisrannmrr s e e 102
CORIMEY CUBORE COMB . + o« wosm s mess s snin b oo ns dumnentmmiessnssmsonsssss 102
Comnnaitty Enm SOOCOIIIE. . c) (o i e e e e e A e e A e b 103
Single Administrative DOCHIDEAL . .« v i ivn s voissasiniesos s vioeissnasssnts 103



ANALYTICAL TABLE OF CONTENTS—Continued

Fage
Chapter 7. Customs Controls
Developments during 1992—Continued
Free movement of goods—Confinued
Measures adopted—Continued
Other internal controls . o S ey M 2 P S S A P T s Tt s S | -
SECTTIRY SORMPONS: -, e w mmrw v e Ve S 0 S S S S TR 105
ArculEurdl COBITORS o « oo sivimaie inne s m s soices i e e T WS 3 e 106
Free movement of persons 106
Measures adopted 106
DRBCIECPORNIN . . - oo o w5 A 106
Free IOwreiment OF WORKETR & .o oo os oo vian sk sue ais an s oaie s sie S0 6o e s b0 aas b i 107
Professional qualtiEamons ... ool i sraah svi duisi b s e e dikds 107
OO KRMIEED - s vt R  L  , B m 108
TG Ry WO VI . - .o vinin i oo om0 R R 108
Sty off non-—FC SRIOBAIE ... « v .con g naimnvonimnin e o s e M b s 108
1993 and beyond 108
PrORTOEm IO RIS (oot s s T R e b A B R e e e b B e e ik e A 103
Pree movemnent of goods . oo il S ss s i s e s s e ws 108
Free movement of PEISONS . ....ouisiinivesussuivaiisdonaauin R e R R 109
Implications for the TIDiBed STAIEE . ... v ousvisrssivasnossssisssanssssnssiossntesssess 109
et ORI OF ROOE . - oo s s mm 5w i 109
Free movement of PErsomns .. ..........ovueirnnnirrnnnennrrnnonransassnssnsnns wo. 110
Chapter 8. Transport .................... T e S g s S 111
Develommente ADE IO0Z -, . oo st diie consiis s s i D s e R e 111
Thés An=trinaparE BEChOE & & 5w o b i e e S T e S T T e o s 111
VBRI e w0 e R 6 A i L R e 111
Third liberalization package for air transport SEIVICES .. ..o oovvvin e nnninnnanriioennns 111
B B T e i R B B B L B 111
Access to intra-Comonmity SIf TOUIES .. .....ccvvuveerirranrsionscnsansrsnaanss 111
J BT e S S e e Byt ot el ey e P el 112
Rkt OF COMPORMION oo oo i iiom s oms em smsm s a4/ 0 s o s 112
Proposed revisions to the Code of Conduct for computerized reservation systems .......... 112
Anthorizad JolOt BEHVIIEE . ... c.. oo omommmsmm s sm s s ma s s e 112
Technical harmonization .. .............cceieeeuiinorneonmeneeasensononansennns 113
AR ARG COBIOL . ... ovvrirrsmirnsommens e s e 55 & o 58 & 5w 113
T N e e R R R T R R R e PN G P 113
The surEace—trAEDORt SECEOE ... u i it e e e i G S S i S e i S 113
CINBEVIB, o i b v B B R v i il M T R AR A R A S SR R S 113
Common carriage of passengers by road .. ............cooiiiieineiaaniacaaiananns 114
Carriage between member Sta8s . . . . ..oooivvnursinnsssisosranssnnranassssnnsss 114
CRDORDIE. . i i o A B A 0 R 114
Access to market in carriage of goods byroad ........... ... i 114
25 e e R N P i SR e Y Ay s R N e S e 115
Theocemm=traneportimbedon- - o o L s L e 115
YO el DR i e A R B e B A W T e 115
EOOEHREE TOMMBRE . oo v 0 S o A BB e i 115
AN TANSPOME & . o v v e e ee s s vt ae e an s s s amae e e s s e s s s sa e s amnnsranasssssnnnns 115
Surface transport 116
B e e S e R A e e S A 116
Implications forthe United StBEE . .. ... ..couvurerieieraeess s asectonsrasanssnnnnss 116



ANALYTICAL TABLE OF CONTENTS—Continued
Page

Chapter 9. Competition Policy and CompanyLaw . ...................cooiiiiiiiiiiene... 119
Developments dumng 1992 . . .« ¢ coomaossssmsmsinnesns s sy b es vimes yws e e s e eiw 119
BT R S S R A e R S S 119

EC leginlafion . , -« v« cvidavisasiaig A R Ao A R N R R R R R 119

Policy considerations ...........coneuuraa0s R S B R R N RS 120
CDBDEIY LW 00 0w 60 T R BN M8 8 MR o D —— 121

1993 and BEyOomd . . . ovvvinneesn e nre s rt e e e e 121

PrOgIeiS S0 QIS o vovverronnsrrnmmnsrrssnssvrwssssosssansvassasnanessesrvanos s rmyony 121

Cnmpeuumpulicy ............................................................ 121

Company law :
Implications for (e TIHEA SEAES .. ..o v v v s s e es e s e e e e 124

R R T N e S S SN T Y RS S e 124
Cmpmy]aw lllllllllllllllllllllllllllllll L O R BB B RN B BN A BN CBE R B B BN R R BN R BN AR BN B BN O 1'26

Chimpber 0. TRERBOR 500 eauin v e e Ca R n s e Lk

Deve:l-:rpmxsdunnglm ............................................................. g;
TR TIN5 i s A W A W A M P A T S T

BRI . . oo sorcnno s s SR TR A A e A e A R S e C P B 127

n e S PP 128
Value-addedtax ....... B R e L L N S TR o 2 128

e e s o S R B AR S R R R R T R 129
COMBDEY DIOURMEMIN i i A e e S s e o e 130
Taxation of savings interest ... .. A K A B N e R S 132

1993 and beyond . . ...ttt e e e e e 132
PRODTORE DO DM . o ocosssiim sas wminrarion diwer a0 3w B s i B A b B i B B £ 4w BRI W e e e 132

Emplications fior the United SU8S . . . .ol iiviiiiiiniviisivdiessdaras ivasids sna i ve 132

Chapter 11. Residual Quantitative Restrictions . . Ty e s S A, AP SR ' -
Developments during 1992 . . b SR S s A S e e, e
ﬁmhllﬁmmmmm—&:mmqm“ R A T e R e Rt Y |- 1
Devclnpmmtx ............... R M R R W BN 0 M B RN 134

Residual abional QRS ... ovvevuranuranrsrssssensranssesssnstsassssesssssssnsiseenns 134
Textilas mnd appal . . _ . ... et s A e R e e o e e 135

TN RO covs, o STt e S o TR RS B e B A A e 136



ANALYTICAL TABLE OF CONTENTS—Continued

Page

Chapter 12. Intellectual Property ...........ciiviiiianiiiiiniinioiinrisnirasassisisassesnas 143

Ikvelopmlsd\mnglm ............................................................. 143
KOODVIERIE ' i i o o w0 0 0 0 143
BRI -« o v 3 a0 W M 6 A 143
DEVEIODIERIS -« « o« vicvvmm w8 mm 83 T8 48 0B TS T i A R 143
Rental, lending, and neighboring rights . ............. ... ... 143
Backgrontll . o e R e e e e e e R e e 143

POSEIS SIS s s b e i e b B T SeS S 144
Harmonization of the term of copyright protection .............c.ccviiierenneennas 144
DIBCKRIOUIME -y 5 v v o A B N S, WL 144

Posgible effects .......coivieiaiiiniaiareeniisnicsivesasennrseasnansrns 144

Us. mdusn-ympunse .................................................. 145
Harmonization of legal protection fordatabases _ .. ... .................ccoiunnnn 145
Backrotintl . . oo i v e e A e Y e e 145

POSSIS CIRCIE oo g s oot S s G e A R e e 145

XIS IR DOMPONIE 5o o e s 0 W B R A 146

Satellite broadcasting and cable retransmission .............cciiiiiiiiiiiiiiiann 146
TPRIBIER o w6 A 00 0B W W 0 A 146
B T R A Rl e e e T P S A I 146
Supplementary protection certificate .. ... .......... i iiiiieii i raranae 146
BEOMCHIVOMORY o ool n s o d s b e A B i o a3 B 146

TIRIE VRERREY PUDIOCHRON. s i i b B B A e S 147
Comomnity patent CODVEBHON . .....coavississasssaisssssssssssssasssssssasaa 147
SEaCONABCTON TOBIE WOHIE v ¢ » v wiars w0 won: w00 0 R 00 A 147
Backgromnd .. ......cccciiniiecieniinranrrasrrtanrsssarrarsassssannsasrrarrens 147
DevelOpIIBALS . . . ..o i ittt it i e e et e 147

b oy o R N R R R A ar s e SISk 147
1R A WA e i A e e B O S 147

3 s e S e o g i e P LR K B T 148
Protected designations of origin and geographical indications ... ............c00vevnn 148
1900 ] DONMIRE 5 i i i O B A AR A W R R R A 148
ORI RO T -0 o e 0 R N B S 6 S A R AT R 148
Implications Tor the Uniled SUMEE: . ...oonvomrsnmmermyesvimsrvsesnsenssyssasna s sy s s s 148
Chapter 13. The Social Dimension . .............cccviivinrrisnsssronrsssnsrsssnrerssnnanns 151
Developments duning 1992 . . . cuvvvimaiiinsamnssnsmns v s s s o s vass ey i ey 151
CORRSCHVE TRURMRDEREE . o 5550w w00 0 AT T W 3 151
European Works Council . .. .......c0vrieinmosrrnarnssnrsrssssnrssssmrnrsssnassnnsesss 152
Organization of working time .......ccviiiiinriiiinsrsinssissrsrasasrsrsnassssnssnsa 153
Tonmeber of podsrtaligs: ., o L N s R s L A R 153
ORI i s i s i A o e S e e e e B e R 153
Worker safety and Dealth OioactiVOB . ... v oo s simsuviac o mws ane s v e e 154
Protection of pregnant women at work . .........c.ciiiiiiiiiiiiaiiiiiieiaaaaaaas 154
Other worker sufety and health direCtives ............ccvvevrinnnrrnneesirennerannnns 155
Progmsstudnw. .................................................................. 155
Iinpications-for e Uimted SIMeR . .o i re e e e e ek e A e 156



ANALYTICAL TABLE OF CONTENTS—Continued

Page

PART IIL. EC integration and commitments in the Uruguay Round and OECD .................. 159
PRI, o s e s B T R R Tk B B o B T R S B R B W 159
EC internal market and GATT Uruguay Round .................. ... Ay P R o 159
Bour arean of LLS CORCBIN oo s s st o e i S i e e o 159
BRECEEOCHNY .o 00 i s e S o A A A R S R B AR A K 159

IR ORI om0 160

0 v 7L 160
Gy S e R A S 2 160

U.S. focus on multilateral Degolabons . ... .........ccuoiiiineriiinniancniansnsssnannn 161

1 Dol apiemle - e R e R R AT N e e i e I
POOCTOORIMIE v st W A A B A R A 161

B POOCTBBEISEE DECKDIOTERY. o o = 5 o6 30 o 0 04 B R B B R S 88 161

U.S. il VI DrocntBenb TEVAEW ..o conicnmn i mmin v mnw mam s ansce oot anwnopsie waasmicnuais o 161

GATT procurement DEGOHAIONS . . . ..o v v v ntousnnnrsmrmnsenenneeneenmennensenson 163
Prvaln Ve DUDBE IR v v s s wsins s S u e N B by e e R e 163

Subceitral OVEITHRENY ...\ vt s i b e n e s e sia i er e 163

Telecommunications goods negotiations 164

SEOVICER i v o 3] Mo 4 e o W N A R R S SR R S KRR 164

TEISCOMOMMACEENG SEEVICEE . o <o cn v 000w v w0 som s im0 B o W w8 8 164

Section 1374 telecommunications investgation .. .. .. ........vviveinrrennearronss 165

Possible extmsiﬂn of GATT telecommunications talks ..................0ceveuuenn 165

Gﬁﬂ'rﬁuamm]mmdevelomnls ........................................ 166

190 CROBOIME CRMMDBIONIE i 8 o R S R W 0 R AR O R W S W A 167

TOMMMMRMEIENE ., ..o 00 A A 0 A 6 MR 3 167

BroadCast QUOLA . . . .o vvvevnnsessnnssenmnssnnnssnsssssnssnsessssennssssssssassssnns 167

BAanANA TERIMIE . . . . ottt ut e s ettt e e m et b e a s et e e et baa e s e e e s s ben e aaes e 167

EC-Tapan SUBMOOUIS QOB ... cvesoson st o suin e nesne o sk siesss o p e sims i s 167

St e e s R e L e g e S I R S e L v e e i 168

Tntallectunl TOOPEELY o ioi il s S b e i i el e 168

TRARIOR O OERRRY & i oo W B BB W B e 168

Tables

A Summary of progresson the EC 1992 program . .........cc.uiiniiiniininerracaionninnns xvi
1-1.  All commodities; SITC based U.S. exports to the EC and

rest of world, by leading markets, 1988-92 .. ......cciviiianiiiisniiisssarsisssnasns 7

1-2.  All commodities: SITC based U.S. imports for consumption

from the EC and rest of world, by leading sources, 1938-92
1-3.  U.5.-EC bilateral trade in services, by sector, 1986-91 ... ... ....cciviiiiiiiiniiiinniainns 10
1-4. Mlmmmodxma EC exporis to the European Community

member states and rest of world, by leading markets, 1987-91 .................cciiinn 12
1-5. Aummndiths:ﬁﬂimpnmfrmn the Furopean Community

member states and rest of world, by leading markets, 1987-91 ..............ccoivenninnn 14

1-6.  U.S. direct investment position abroad, by partners and

by industry sectors, at yearend 1990and 1991 ... ... .. iiiiiiaii s 16
1-7.  Foreign direct investment position in the United States,

by partners and by industry sectors, at yearend 1990 and 1991 . ..........ccoviiiiiininns 19
1-8. Mergers and acquisitions in the EC, involving the top 1,000

European firms, by industries, fiscal years 1987-91 .. 21
11-1.  Article 115 resirictive measures on intra- Cummumtyn-ui:mfm ......................... 133



ANALYTICAL TABLE OF CONTENTS—Continued

Page
Figures
1-1. US.tradewithhe BC, I1988-892 . ... .. ciuvinavovivaiannnnnssssaanasccsssssinasasanss 9
1-2. ECtadewiththe wordd, 1987-91 ... ..o viiiivimrimnvirisansindanassanassssisesessos 11
1-3.  ECexports to the world, by sources and by major markets, 1991 ...........cciiiiiianiinns 13
1-4.  EC imports from the world, by markets and by major sources, 1991 ..........coocvvveiiianns 15

1-5.  Mergers and acquisitions in the EC: national, intra-EC
and international, fiscal years 1987-91 . .. .. .. ... iiiieiiiia i 21

3-1.  Major directives with delayed implementation .............c.ccvvvenrrenrensnrrrsssnerans 31
4-1.  Progress in attaining single market goals in the standards and conformity
assesmment sphewss, 197D . it i i e e R i b A 77

xiv



EXECUTIVE SUMMARY

Initially, the European Community (EC) established itself as a customs union, eliminating
internal customs duties and establishing common extemal duties as of July 1, 1968. However,
internal trade continued to encounter numerous nontariff obstacles. Some of these barriers to trade
predate the formation of the EC, and others have ansen as EC countries have attempted to insulate
particular industries or products after internal duties were eliminated. These protective measures
and the costs associated with them contributed to “Eurosclerosis,” or economic stagnation, and
affected the global competitiveness of EC nations.

A recognition of these costs and the desire to create a truly integrated internal market in the EC
were at least partially responsible for the White Paper, which launched the 1992 program. Issued
by the EC Commission in June 1985, the White Paper contained broad goals for the integration
program and set a date of December 31, 1992, for the complete elimination of physical. fiscal. and
technical barriers to trade among the member states, Dismantlement of these barriers was to be
accomplished through the issuance of approximately 282 directives.

This report, which covers developments during 1992, is the fifth update and sixth in a series of
USITC reports that has monitored the issuance of these directives and assessed their impact on
U.S. trade and investment. Each report addresses three major areas: (1) a background on, and

tion of, the operation of the 1992 program and a review of U.S. trade patterns with the EC;
{E}mf ation on, and an analysis of, the possible effect on the United States of directives
proposed or adopted since the last report; and (3) an analysis of the implications of the 1992
program for the Uruguay Round and other member-siate obligations and commitments to which
both the EC and the United States are parties. In addition, this report assesses for each of the
categories of directives (e.g.. standards, public procurement) the progress the EC made in meeting
its goal to complete its internal market by December 31, 1992.

The highlights of the report are summarized below.

Introduction and Background

Introduction to the EC 1992 Program

Although a new Europe did not emerge on January 1, 1993 with the establishment of the single
internal market, the EC market has evolved significantly since the EC 1992 program was first
launched by the White Paper in 1985. As of December 31, 1992, the EC Council had adopted 261
of the 282 White Paper measures. About 233 of these measures were in force at the end of 1992,

As shown in table A, the EC has largely completed the EC 1992 program by adopting the
magmityufﬂwECIMmmsummlgefullowmgmu industrial standards, public
procurement, the banking and insurance sectors, movement of goods, transport. competition
policy, indirect and company taxation, and quantitative restrictions. The internal energy market,
the social dimension, and environmental standards—which were not part of the White Paper—are
not yet complete. Veterinary and plant health standards, the securities sector, movement of people,
company law, savings taxation, and intellectual property rights also lag behind schedule.

The EC is now focusing its attention on ensuring the successful functioning of the internal
market. A report requested by the EC Commission (the Sutherland Report) recommends ways to
ensure effective and consistent application of EC laws. The report also includes guidelines for
taking the concept of subsidiarity into account when issuing legislation. The report acknowledges
that subsidiarity—which permits the EC to have authority only when lower levels of government
would be ineffective—is important for preserving diversity and avoiding “heavy-handed” EC
legislation, but also warns that the “principle of the internal market itself may be put in doubt.”



Table A
Summary of progress on the EC 1992 program

(A = Substantially Completed: B = Partially Completed: C = Limited Completion)

Subject area

Comments

Securities ....... i Ak
Customs controls;

The EC has made good progress in harmonizing member—stale
technical riquumm'lshrmduﬂnal products. Processed foods and
construction products lag behind.

Several controversial directives have yel 1o be proposed. However,
notable rﬁmmﬂnmﬂ&ﬂnpﬂ:::xm hg:slﬂm
int other key measures needed 1o new animal and plant

Environmental measures were not part of the White Paper
Environmental ives ware :pnnﬁnd in the 1987 S!ﬁh European

MN!MFW nwnm-mnl amme. Although much of the
has been moderatle progress has been
1nn'n.'|lly'ldnpt o environmental rules.

reached fo “l-lbhih a Eumpcm Environmental Agency with imited
rogul.ulnry pnwnm and to implement international environmental
agreements

1

The internal energy market was nol part of the White Paper. The EC
Council has adopted the first of a three-stage pmgmmm

1
1

The core securities directives have not been adopted.

E icinnnimmlgminn residence, asylum, firearms, and illegal
ng still required

Only broad goals are listed in the White P The Hu-qw ulation
is generally considered to be the major pu:cpn“ of legislation g

Worker participation provisions have del adoption of the Eu
Company Statute and other company law .r;gnﬂh“ T

1
1

No measures have been adopled.
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Table A—Continued
Summary of progress on the EC 1992 program

(A = Substantially Completed; B = Partially Completed; C = Limited Completion)

Subject area EC action

Comments

Most of tha over 1,000 national ORs in forca in 1985 have been
eliminated, either through unilateral action, agreements with third
countries, or replacement with a common EC regime. A 1991
EC—Japan agreemant permits some national “ceilings” on imports of
Japanesa autos to remain in force through 2000,

Community Trade Mark and Community Patent nol enacted; goals of
Copyright Paper and Followup partially complate.

The social dimension was not part ol the White Paper, but in 1989-50,
the EC Commission listed 47 initiatives. All but one have baen
proposed. Nearly all worker salety and health directives have been
adopted. Measures addressing worker consuliation and paricipation
remain controversial,

' EC Council adoption of measures in this subject area is largely complete.

Source: EC Commission, Seventh Report of the Commission to the Council and the E Parfiament
Completion of the Internal Market, Com (92) 383, Brussels, Sept. 2, 1992, and compiled by USITC staff,

Concerning the implementation of the White Paper on the



EC efforts to forge new ties with other countries, such as those of the European Free Trade
Association under the European Economic Area agreement and of Central and Eastern Europe, are
spreading the reach of the EC's single-market program. Similarly, the Maastricht Treaty, which
deepens EC integration economically and politically, is expected to create a more influential EC in
the world arena if it is implemented. The treaty was scheduled to enter into effect on January 1,
1993, but was delayed because ratification by member states is not yet complete.

Initially, the U.S. Government registered concern that the EC 1992 program would increase
competition among the 12 member states and cause EC industry to seek more protection against
imports from non-member countries. Although U.S. fears over the development of such a
“Fortress Furope” have now largely dissipated, certain issues remain a source of U.S. concern,
such as standards, broadcasting, public procurement, and intellectual property rights.

The EC is an important market for U.S. firms. Taken as a single entity, the 12 member states
of the EC accounted for just under 20 percent of total U.S. trade in 1992, making the EC the
largest U.S. trading partner. Nearly $100 billion of U.S. exports headed to the EC in 1992, making
the Community the largest destination for U.S. exports. The United States registered a trade
surplus of $5.5 billion with the EC in 1992, compared with a surplus of $12.5 billion in 1991. The
decline in the bilateral U.S. trade surplus in 1992 is largely due to recessionary conditions in the
EC countries; U.S. exports to the EC remained flat, whereas U.5. imports from the EC climbed by
almost & percent compared with 1991,

The EC was not immune to the overall slowdown in U.S. foreign direct investment in 1991.
Cumulative U.S. direct investment in the 12 member states, which accounted for roughly 42
percent of total U.S. investment overseas, increased by only $11.1 billion, to $188.7 billion, in
1991 compared to 1990. Although sizable in absolute terms, this $11.1 billion increase
represented only a 6.2-percent growth rate for U.S., direct investment in the EC—roughly on par
with the growth of U.S. direct investment in all countries. This was the first time since 1988 that
the growth in U.S. direct investment in the EC did not exceed the growth rate of U.S. investment
worldwide, although at least part of the slowdown is traceable to exchange-rate variations.

Review of Recent Research on the 1992 Program

Recent research on the EC 1992 program suggests that the potential benefits for U.S. exporters
are based on the higher economic growth in the EC, which is expected to result from market
integration and the reduction of trade barriers within the Community. If EC growth does increase,
the demand for both European and U.S. goods should increase. It is also asserted that EC 1992
should provide expanded investment opportunities for U.S. firms already established in Europe. In
fact, U.S. multinationals with longstanding ties in Europe may even have advantages over EC
firms, because the U.S. firms tend to be more diversified and less dependent on a single national
market. To the extent U.S. firms are already operating across the EC, these firms may be better
poised to capture scale economies in production and distribution than many national EC firms. In
addition, it is noted that U.S. firms exporting to the EC will benefit from the harmonizing of
national standards and streamlining of distribution channels.

Recent research on the EC 1992 program also finds that although the EC's external trade
policy is not explicitly featured in the EC 1992 program, completion of the internal market will
have far-reaching effects on the ultimate shape of the Community's trade policy, It is argued that
there are two broad possible scenarios for the EC: a more protectionist (fortress Europe) or a more
liberal (free Europe) outcome. The potential instruments that could lead to a more protectionist
Europe include EC-wide restraints, discriminatory use of standards, aggressive reciprocity
provisions, and more vigorous emphasis on rules-of-origin and local-content requirements.
However, it is argued that the probability of a more protectionist EC will depend in part on the
speed with which benefits are realized and the distribution of those benefits, the speed at which
adjustment occurs and the distribution of adjustment costs, the strength of the protectionist lobbies,
the trade policies of other governments, and the outcome of the Uruguay Round of multilateral
trade negotiations.



Implementation

Most of the measures that constitute the 1992 integration program are directives that require
implementation by member states to become fully effective. Member states implement a directive
by transposing it into national legislation and administering their laws in accordance with the
directive's requirements. In the past, the EC Commission has expressed concern at the slow pace
of implementation, suggesting that failure to quickly implement could limit the effectiveness of
integration. More recently, the pace of implementation has accelerated, so that by the end of 1992,
according to the EC Commission, the EC had achieved an implementation rate of 75 percent.

According to the EC Commission, the member states are implementing at an acceptable pace
measures such as those on the internal energy market and motor vehicles. The EC Commission
has wamed of problems in the implementation of such measures as those on pew approach
standards, public procurement, securities, the right of establishment, and the supply of audiovisual
services. The failure of member states to transpose is in general not due to a lack of political will,
but rather due to a lack of administrative resources and complex legislative processes in many
member states.

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

Standards, Testing, and Certification

The EC has made considerable headway in its efforts to transform divergent national
standards, and product inspection and approval (conformity-assessment procedures) into a single
set of requirements. The new rules will affect EC trade in a wide variety of agricultural and
industrial goods. In 1992, the EC continued to put in place the standards and
conformity-assessment procedures that support the regulatory harmonization effort. The EC also
put the final touches on measures affecting the pharmaceutical and automobile sectors, made
considerable headway in the telecommunications and agriculture fields, and continued progress on
directives affecting medical devices and machinery. Progress in certain areas, notably veterinary
and plant health, processed foods, and construction products, has lagged considerably.

Several EC policies were a source of U.S. concem in 1992, including a proposed policy on
intellectual property embodied in standards. U.S. firms fear that the quasi-compulsory nature of
the licensing scheme could result in a loss of remuneration for leading edge technologies. EC
restrictions on imported meat and blood products continued to be a source of contention, given the
loss of U.S. e such measures are expected to cause. The link between standards-related
measures and industrial policy was also increasingly evident in areas such as information
technology and television broadcasting, where 1.S. suppliers have a recognized lead.

EC activity in the environmental area accelerated in 1992, Restrictive member-siate actions
prompted Community-level proposals on matters such as packaging waste and eco-labeling.
International environmental agreements and commitments made during the 1992 “Earth Summit"
also prompted new measures. The environment area will continue to be a major aspect of the EC’s
technical work in the years ahead.

The benefits of a unified market will likely take some time to materialize, however. Many of
the supporting standards associated with industrial products are still being drafted. Testing and
inspection infrastructures are not yet in place. Delays in implementation and difficulties in the
functioning of new procedures are widely anticipated. These problems are not seen as likely to
result in major setbacks on the road to a single Furope. Instead, they will defer expected gains.

U.S. firms look forward to the cost and time savings movement towards a single set of
standards and conformity-assessment procedures could potentially offer. Their biggest concern
has been ensuring that standards and conformity-assessment requirements not put them at a time or
cost disadvantage vis-a-vis EC companies. The EC’s insistence that testing be done in the EC for
some products has been the major source of concern in this regard since local testing is often more



convenient and less expensive. The EC and its regional standards institutes have taken a number
of measures to ease these worries, and most U.S. suppliers now hope to realize the full benefits of
an integrated market—if not in 1993, fairly soon thereafter.

Public Procurement and the Internal Energy Market

Almost all public contracts in the EC are now subject to procurement rules designed to remove
national barriers by increasing transparency and introducing nondiscrimination in all phases of
public purchasing. All of the seven directives comprising the EC’s single-market procurement
program have been adopted by the EC Council, with the exception of the Utilities Services
Directive, which extends the provisions of the Utilities Directive to cover services. Five of the
directives had entered into effect by January 1, 1993, for most member states: supplies, works,
utilities, and two remedies measures. The Public Services Directive is scheduled to enter into
effect in July 1993, and the Utilities Services Directive, which awaits a second reading by the
European Parliament, is scheduled to be effective as of July 1994,

U.S. suppliers generally believe that the EC's procurement markets will eventually open, but
that in the short run, public authorities will continue to favor local suppliers. The key concern of
U.s. p‘odumrsmmmrheSﬂ-pemmtECnmmnﬂnmmeUuhuesp%mm This rule would
msu]tmanunpmdmtablef hdmﬂgsﬂuﬂmﬂfﬂmﬂqumUS firms to invest in the EC to win
public contracts for equipment. Because discriminatory provisions in the Utilities Directive,
the U.S. Government threatened to impose sanctions on the EC. However, on April 21, 1993, the
United States announced an agreement with the EC that would remove the discrimination against
U.S. suppliers of heavy electrical equipment. Consequently, the United States announced it would
proceed with sanctions commensurate with the remaining discrimination.

During 1992, the EC Commission proposed the second stage of a three-stage plan to create an
internal energy market. The first stage. which was implemented by January 1, 1993, improved the
transparency of gas and electricity prices and created the right of transit of gas and electricity
through networks across member-state borders. The second stage liberalizes the electricity and gas
sectors further, primarily through the introduction of third party access (TPA) to large energy
consumers. TPA gives such entities as large industrial customers and energy distributors the right
to use energy networks currently controlled by the EC’s large gas and electricity producers at
reasonable rates. Because of opposition to TPA, the second stage directives covering electricity
and gas were not adopted by the EC Council in 1992 as originally planned. The third and final
stage is scheduled to begin in Janvary 1996 and will extend TPA to small consumers.

The creation of an internal energy market is likely to increase competition among energy
suppliers and cause restructuring of the EC energy sector. U.S. suppliers of coal as well as
mmﬂmmmmmmumdmbmeﬁtﬁmmehMmm
In addition, all firms established in the EC, including U.S. subsidiaries, are likely to benefit from
increased purchasing flexibility and lower operating expenses,

Financial Sector

During 1992 the EC put the finishing touches on the formation of a unified banking market;
meCmmuadupmdaduecummmmMmdhmkmgsupuvmmdmfmedanmnhemfdhu
directives intended to promote efficiency and protect depositors. The EC’s wholesale banking
market has effectively been harmonized for a number of years, and as of January 1, 1993, the retail
banking market was harmonized as well. The EC also made progress on a single market for
securities services by reaching significant compromises on key brokerage and investment
directives. Harmonization of the Community’s securities market is likely to occur in 1996.

Both the Third Nonlife and Third Life Insurance Directives were adopted in 1992, completing
the EC framework program for a single market in insurance. These core insurance directives will
take effect July 1, 1994. As in banking, a common passport and home-country regulation will
form the basis of the future EC single market in insurance. The lack of harmonization of
member-state tax laws, however, may constitute a serious obstacle to the effective implementation
of the core directives, perhaps especially in life insurance.



The EC 1992 program continues to be a factor in the rise of merger and acquisitions activity
throughout the EC. Financial institutions in the EC are increasing in size and entering new
markets. EC capital markets and financial firms are likely to become relatively more competitive
and efficient.

Liberalized and open financial and capital markets in the European Community should create
potential business opportunities for U.S. financial services firms, particularly banks and insurance
companies. With respect to brokerage and investment services, the outlook is less positive. The
core securities-related directives are not expected to be adopied and implemented at the national
level until at least the mid-1990s—perhaps as late as 1995 or 1996,

Customs Controls

Mlhrhemjupumuflthummumg(hsmCudemdmlmudmsm'm 1992, the EC
Commission has put into place the legal framework for the barrier-free movement of goods among
the member states. However, the implementation and interpretation of these measures at the
member-state level is still unclear. For third-country goods that enter into the EC customs territory
under specific customs procedures, free circulation within the EC without border checks should
soon be a reality. The various measures relating to such issues as taxation and standards that
customs officials previously enforced at member-state borders have been restructured. Depending
on whether the movement of goods is between the EC and non-member countries or between
member states, the measures will apply at external frontiers or at commercial facilities throughout
the Community, respectively, thereby obviating the need for internal border formalities. Of
particular benefit to third-country firms will be the availability of binding customs rulings,
supported by EC-wide databases to permit the sharing of information and statistics and to help
ensure consistent application.

However, free movement of persons within the EC has yet to be achieved in all respects.
Progress was made in the area of mutual recognition of professional and vocational credentials by
the member states, and the basic elements of the legal framework have been adopted at the
Community level. Work continues on the harmonization of training curricula and areas of
specialization in many vocational fields, andthcmunbmsmmmustgmnexpcmmmmgﬂmm
new practitioners who enter their borders and compete with their own nationals,
d:spuﬁumhnuemmgmﬂymdamdtumqmma&mmumtyﬂy such as
immigration, residence, asylum, and illegal trafficking; some of these matters are the subject of
draft conventions, which eventually might be open to accession by nonmember states as well.
Some member states have expressed concerns over national security or the transfer of control in
critical areas to Community institutions (despite underlying agreement on the legal doctrine of
subsidiarity.) In view of the uncertainty regarding the eventual implementation and interpretation
of the Maastricht Treaty, the ministers of the member states continue to address several aspects of
these politically important issues relating to free movement of persons.

Transport

During 1992, the EC took a number of actions to implement the single-market program
concerning transportation services. In the air-transport sector, the EC Council substantially
completed the single-market program by adopting the “third liberalization package” of regulations.
These regulations restrict member states’ ability to regulate fares for passenger transportation,
provide uniform standards for the licensing of air carriers within the EC, and address EC airlines’
right to engage in cabotage. Other significant activity during 1992 included the publication of
proposed regulations by the EC Commission specifying revisions to the code of conduct for
computerized reservations systems (CRSs) and indicating the types of joint activities between

carriers that will be granted categorical, or “block,” exemptions from the anticompetition
- provisions of the Treaty of Rome, the EC’s founding treaty.

In the surface-transport sector, the EC Council adopted regulations concerning carriage of
pasnggmx by coach or bus. The regulations address licensing of carriers and cabotage operations.
Council also adopted a regulation providing a permanent means for controlling access to



the market of international carriage of goods by road. The mlesmgla-markﬂmhpcuvepmmmng
to surface transport on which final action had not been taken by the end of 1992 concerns cabotage
rights for trucking companies.

The EC Council addressed a major single-market objective in the ocean-transport area by
adopting a regulation on cabotage rights. The EC has not taken any final action, however, on
creation of an EC-flag ship register.

Most of the EC's initiatives concerning economic regulation of transportation issues do not
address third countries and have no direct impact on U.S. firms. EC initiatives concerning the
rules of competition and joint activities in air transport do, however, affect U.S. airlines that
operate in the EC, and the U.S. Government has informally expressed concerns to the EC about the
impact initiatives on slot allocation and CRSs may have on U.S. airlines. There are also
outstanding proposals that the EC Commission be given authority to conduct air-transport relations
with third countries that, if adopted, could have a significant long-term impact for U.S. airlines
operating in the EC.

Competition Policy and Company Law

During 1992, in the area of competition policy, the EC Commission continued to maintain the
quick time limits established for reviewing deals under the Merger Regulation. In addition, in
January 1993 the EC Commission published guidelines with respect to cooperative joint ventures
to accelerate the EC Commission's review of those joint ventures falling outside the scope of the
Merger Regulation. Further, in 1992 the EC Council adopted amendments expanding the block
exemption regulations for specialization agreements, research and development agreements, patent
licensing agreements, and know-how licensing agreements.

Overall, the goals for competition policy that were set forth in the White Paper have been
rigorously pursued by the EC Commission. The EC Commission has used Articles 85 and 86 of
the Treaty of Rome and the Merger Regulation as vehicles for combatting anticompetitive
behavior such as the granting of state aids to noncompetitive industries, excessive state-
cartels, price fixing, and monopolistic activities. In general, both U.5. and EC firms report that
they are pleased with EC competition policy, because it fosters a more level playing field for all.

During the last year, very little progress was made in the area of EC company law. The EC
Council adopted amendments to the Second Company Law Directive regarding the rules on
company takeovers. The amendments extend the application of certain takeover provisions to
subsidiaries. In addition, in 1992 the EC Commission proposed three new regulations establishing
European statutes for associations, cooperatives, and mutual societies.

Nonetheless, company law has not accomplished one of the major goals set forth for the
internal market—the promulgation of the European Company Statute. Lack of progress on
adopting the European Company Statute, which creates an organizational structure for companies
on the basis of EC laws, is attributable to the controversy over the worker participation provisions.
This gridlock, in turn, has delayed progress on the Fifth and Tenth Directives, which also have
worker participation provisions,

Taxation

EC tax initiatives under the 1992 program have focused on harmonization of the areas of
member-state taxation regarded as most likely to give rise to economic distortions after frontier
controls were abolished at the end of 1992. The principal focus has been on the “approximation™
of indirect tax rates (value-added tax (VAT) and excise taxes), which differed widely in terms of
structure and rate level at the time of the drafting of the 1985 White Paper. Because VAT is paid in
the member state where the good is produced but is owed to the member state where the good is
consumed, under the pre-1993 system taxes were adjusted at the border. This involved
considerable paperwork and delay and added to the cost of trade among the member states. A
second focus has been on the elimination of double taxation of certain intracompany transfers of
companies with multistate operations, and measures to minimize tax evasion as a result of the
liberalization of capital movements.



Achieving agreement on tax issves has proven difficult for at least two reasons. First, as
recognized in the White Paper, changes in rates can pose “severe problems™ for member states,
since changes in rates, particularly in the case of the VAT, can have an important revenue effect
and because the rate levels themselves often reflect important local social and industry policies.
Second, reflecting these national sensitivities, the Single Furopean Act requires that actions
involving taxation continue to receive unanimous approval. This has permitted individual member
states 1o block actions even when there was broad agreement.

In October 1992 the EC Council adopted the VAT and excise duty directives regarded as
necessary for the removal of frontier controls. As of January 1, 1993, the new transitional VAT
system was in place. Member states are now required to maintain a minimum standard VAT of 15
percent and are permitted, in addition, to maintain one or two reduced rates of 5 percent or more
on certain specified necessity items such as food and drugs. In addition, exceptions were carved
out for several member states. For example. member states that had been zero-rating certain goods
are permitted to continue to do so. The transitional system for the administration of VAT,
including the rate structure, will expire at the end of 1996, but will be replaced in 1997 with a
definitive system.

The agreement reached on excise rates among other things permits southern member states to
continue to exempt wine from excise duties. A directive providing for a “definitive” system for
the collection of excise duties was adopted by the Council in early 1992 and implemented as of
January 1, 1993, It provides for the establishment of a system of authorized warehouses, regulated
by the member states, to allow the duty-free trading among member states of goods subject to
excise duties.

With regard to company taxation, the three intracompany transfer measures identified in the
White Paper were adopted by the EC Council in 1990 and were still in the process of being
implemented by member states at the end of 1992; two new proposed directives relating to
company taxation were introduced in late 1990 and are still under review. Also, the long-awaited
Ruding Committee report reexamining company taxation issues was released in early 1992 and its
recommendations are under review. By yearend 1992, agreement had not been reached on a
directive that would impose a minimum withholding tax on savings interest.

The new taxation measures are expected to have minimal impact on U.S. firms exporting to, or
operating within, the EC. It is expected that the removal of frontier controls will, on an overall
basis, benefit U.5. firms operating in the EC on a multistate basis by facilitating and reducing the
cost of shipping goods across member-state borders.

Residual Quantitative Restrictions

Pressed by the December 31, 1992, deadline for the single market, the EC Commission
significantly reduced the number of residual national quantitative restrictions (QRs) during 1992 to
achieve uniformity of its trade regime. The EC also curtailed recourse to article 115 restrictions in
intra-Community trade. A few QRs and article 115 measures were not lifted in time for the
single-market deadline or were extended past the deadline. EC Commission officials have stated
Mmeywhwmw-ﬁngmmr&ksﬂlhawﬁdh&am&hwmﬂ
border controls.

Effective January 1, 1993, the EC Commission abolished national QRs on imports of textiles
and apparel under the Community's Multifibre Arrangement (MFA) regime. The EC Commission
continued to remove QRs on products of Central and Eastern European countries under so-called
association agreements. The EC Commission began this process in 1990 and plans to phase out
remaining QRs by 1998,

National QRs on bananas and article 115 safeguards restricting intra-Community trade in
bananas will remain in effect until a new EC banana regime becomes effective on July 1, 1993,
The proposed new banana regime envisions EC-wide duty-free access for traditional African,
Caribbean, and Pacific producers and an EC-wide impori-licensing system goveming imports from
other banana producers.

Although the EC agreed in 1991 to replace national QRs on Japanese automobiles with an
EC-wide voluntary restraint agreement, during 1992 the EC and Japan failed to negotiate an



annual import ceiling for Japanese automobiles. OQRs implemented under the Community's
Generalized System of Preferences remain in force after the single market deadline pending a
Uruguay Round agreement. QRs also remain on products of non-Eastern European nonmarket
economies (China, North Korea, and Viemam) affecting products such as footwear, pending the
adoption of EC-wide restrictions.

Intellectual Property

The goal of the 1992 program in the area of intellectual property was primarily to harmonize
EC member-state laws with respect to trademark, patent, and Cg‘pyngh protection and, where
Communitywide regimes were viewed as necessary to the goals of the internal market, to create
such regimes. Additionally, the White Paper proposed legislation to protect rapidly developing
technologies such as those in the computer and biotechnology fields.

The EC had not met its goals in the area of intellectual property by December 31, 1992. The
EC was most successful in the copyright field, where significant progress was made in 1992. Two
primary 1992 program measures—ratification of the Community Patent Convention and creation
of a Commumnity Trademark system—were not achieved.

In 1992 the major developments in the copyright field were the adoption of a directive on
rental and lending rights and proposals for directives on a harmonized copyright term and
protection of computer databases. The EC also adopted a resolution regarding accession to the
Rome Convention and the Paris Act of the Berne ention.

In the patent and patent-related fields, legislation extending the term of protection for
pharmaceutical products was adopted. and proposed measures extending protection to
biotechnological inventions and to plant varieties received initial Parliament approval. Little
cmﬂtmmwa&maﬂemﬂﬁt&d&mﬂmdm u'adamark-hkelegmlanoumng
to the protection of geographical indication and designations of origin was adopted.

In general, harmonization and strengthening of the copyright, trademark, patent, and related
laws in the European Community is expected to benefit U.S. business interests. Communitywide
trademark and patent regimes are expected to simplify the acquisition of rights in these areas;
harmonized copyright laws will standardize the term of protection in the EC; and legislation
extending protection to new or rapidly developing technologies—computer and biotechnology—is
expected to increase trade with the EC in high-technology products.

The Social Dimension

By the end of 1992 the EC Commission had completed drafting all but one of the 49 measures
falling under the Social Charter action program. The Council had adopted 19 of these measures.
Most of the measures adopted address worker safety and health matters, and were adopted under
the qualified majority provisions of EEC Treaty Article 118a. Several worker safety and health
directives were adopted in 1992, including the directive on the protection of pregnant women at
work. Also in 1 the Council adopted a directive amending the 1975 directive concerning
collective redundancies (layoffs and reductions in force). Other more controversial directives,
such as those addressing worker consultation and information, European Work Councils,
subcontracting, atypical work, and organization of work time, remain stalled at the Council level,
and the projected timing of their passage is uncertain.

Rising unemployment in EC member states has drawn much of the focus in the labor area
way from the social dimension measures and towards unemployment issues. In addition, the
reinforcement of the subsidiarity principle in the Maastricht Treaty has lessened the impetus
towards adoption of Communitywide social dimension measures.

Although labor measures have taken less prominence in the past year or two, U.S. industry
representatives have been particularly concerned about any extraterritorial effects that such
directives could have on U.S. firms. For the most part, however, the concerns of U5 -owned firms
operating in the EC parallel those of EC-owned firms. Generally, the social dimension directives



create high standards for all firms operating in the EC in relation to the standards imposed on firms
operating elsewhere in the world, but they %Etl:ﬁﬂ_'lf have few anticompetitiveness effects for
1U.S.-owned firms with regard to EC-owned firms,

EC Integration and Commitments In the
Uruguay Round and OECD

The United States as well as other countries have expressed concem that the EC 1992 program
could result in increased EC protectionism. While the EC has made efforis to secure bilateral
“reciprocal” treatment in areas such as public procurement, financial services, standards testing,
and intellectual property rights, where no multilateral rules yet exist, the United States has also
addressed such issues in the multilateral context of the General Agreement on Tariffs and Trade
(GATT) and Uruguay Round trade negotiations. Such a multilateral venve permits the broadest
possible consideration of such questions and application of multilateral principles such as
most-favored-nation, national treatment, and transparency.

Given similargmlsﬂfumncmicmduadalib:fmﬂza&mﬂmEC 1992 program and the
Uruguay Round overlap in certain areas. In the area of public procurement, the EC is pressing for
changes in the GATT Government Procurement Code that the EC has already included in
Community-level legislation. In financial services, EC member states have largely agreed to
further liberalization of capital movements under the OECD Codes of Liberalization because of
similar moves towards liberalization under the EC 1992 Capital Movements Directive; other single
market legislation helps underpin financial services negotiations in the Uruguay Round. In
standards, the EC is seeking to extend the GATT Standards Code bevond central government
obligations to cover “subcentral” governments in regions and States, as already covered in
Community rules, as well as to cover private-sector standards bodies. Several intellectual property
issues embodied in Community legislation, unfinished at the EC 1992 deadline, are likely to be
discussed in the Uruguay Round negotiations on trade-related intellectual property rights, the first
effort to cover intellectual property trade issves in a multilateral forum.
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CHAPTER 1
INTRODUCTION TO THE
EC 1992 PROGRAM

In 1985 the EC embarked on an ambitious program

designed to stimulale growth and international
competitiveness through further in ion of the EC
internal market by yearend 1992,
1992 is now virtually complete. Although a
“new " did not emerge with the establishment
of a single internal market on January 1, 1993, the EC
market has evolved significantly since the program was
first initiated.

The EC plan to create a unified internal market was
foreseen more than 30 years ago in the EC founding
charter, the Treaty of Rome. This treaty established a
customs union and required the elimination of
quantitative resirictions between the member states and
all measures having an equivalent effect. These
objectives were largely accomplished by 1968.
However, stagnating growth, high loyment, and
increased import competition later raised domestic
pressures for protectionist measures and reduced the
momenium towards further integration among the
member states. Not until the early 1980s did economic
stagnation (“Eurosclerosis”), reduced European
competitiveness, and the increasing ineffectiveness of
EC institutions prompt member-state governments to
seek greater cooperation among themselves.

In June 1985, the EC Commission issued a White

Paper report entitled “Completing the Internal Market,”
which outlined a detailed plan for the removal of all

obstacles to the free movement of people,
services, and capital by December 31, 1 . The White
Papammﬂedaspectﬁchmﬂmhlzfmmplmenmg

nearly 300 separate measures or directives that would
abolish all physical, technical, and fiscal barriers to
trade between the member states,

g of o Singl Ewopoan Ack, whkch chasgal e
pBSS-B&E the Single Low

oting procedures established under the Treaty of
Rﬂnm Instead of unanimity in Council voting, the
Single European Act allows certain decisions relating
tndnmmaimukﬂemmmbemadebya
qualified majority.! The majority voting provision
applies to approximately two-thirds of the directives
called for in the 1992 program; the remaining
one-third, which fall primarily in the areas of taxation,
professional qualifications, and the rights and interests
of employees, require unanimous approval. The Single
European Act became effective on July 1, 1987, and
represented the final critical step in the launching of
the internal market program.

! The qualified majority procedure wugl‘us the
votes of the member states according to population and
ECONOMIC sire For more details, see U.S. International
Trade Commission, The Effects of Greater Economic
Integration Within the European Community on the United
States (investigation No. 33’; 267), USITC publication 2204,
Tuly 1989, p. 1-13.

Initially, the U.S. Government registered concern
that the EC 1992 program would increase competition
among the 12 member states and cause EC industry to
seeck more protection against imports from third
countries, However, such US. fears over the
development of a “Fortress FEurope™ have nearly
dissipated. Since 1988, consultations between the
United States and the Community have been largely
successful in resolving U.S. concerns over particular
EC proposals. However, certain issues—such as
standards, broadcasting, public procurement, and
intellectual property rights—remain a source of
concern and will continue to be monitored by the U.S.
Government and the private sector.?

1992: The Critical Year

December 31, 1992, marked the EC self-imposed
deadline for the completion of its internal market. The
European Council meeting in Edinburgh on December
11-12 noted in its communique that “the White Paper
programme for creating the Internal Market will in all

essential ts be successfully completed by 31
December 1 'I'h:s:sahmmumentfornhc
Community, marking the fulfilment of one of the

fumi::1:111*.|:mllrl.';b;n'.\t.':m'm:1::lfll:||!=Tl'ﬁ':a,t:f,fﬂf!‘!.!:m:lt‘.u‘"Er

At the end of December, 261 of the 282 White
Paper proposals had been adopted by the EC Council *
The Council had reached common positions on another
three directives, bringing the total number of
subsmuhallycmgulﬂed measures to 264, or 94 percent

ldthercmmnglﬁ“’hmPap:r

proposais awaiting adoption, the
considers 13 to be priorities:

® (Company tax regime for loss accounting;
® Special value added tax (VAT) schemes for
small businesses,

EC Commission

¢ Amendment of the seventh VAT directive on
second-hand goods;

Harmful organisms (financial liability);

Plant breeders” rights;

Food irradiation;

The European Company Statute;

Community trademark (4 proposals):

Legal protection of biotechnological inven-
tions; and

Modification of the regulation and directive on
the freedom of movement and abolition of
restrictions on movement and residence of
workers and their families,

2 Timothy J. Hauser, *“The Eur
Market and 1.5, Trade Relations,”
Mnr 3 1993, pp. 2-5.

ropean Council, conclusions of the Presidency,
E-:h.nl:Engh Dec. 12, 1992,
Cna:unmun DG I A2, “Internal Market Brief,”
Jan. 6, 1993,

Community Single

usiness America,



The EC Commission also considers a priority to be
the proposal for a company tax regime on interest
payments and royalties, which was not part of the
original White Paper Furthermore, the EC
Commission cited as priorities additional decisions
considered essential to the removal of all internal
border controls on goods and persons, including the
following” —

Controls on export of dual-use goods;

& VAT applied to gold and passenger transport
services;

® Rabies quarantine rules for pets;

® Precious metals (marking); and
Health controls on transfer of radicactive
substances.

The most notable gap is the area of free movement
of people, where disagreement about border controls
on individuals continues® Some member states,
particularly Great Britain and Ireland, are concerned
about the implications for terrorism, drug trafficking,
and illegal immigration, but have agreed to “lighten
controls at borders on nationals of Member States of
the Community.”” Other areas that are lagging behind
schedule include veterinary and plant health standards,
company law, and intellectual property.

About 233 of the 261 White Paper measures
adopted by the Council were in force as of the end of
1992.% Although member-state transposition of EC
measures into national laws is behind schedule,” the
Treaty of Rome states that member states that have not
implemented measures are still bound by them and are
themfme?enmlnwuimifﬂmy do not apply the rules
correctly.!

In addition to controversial directives stalled in the
EC legislative process, there are a variety of reasons
why the internal market program is not completely in
place. As mentioned above, member-state
implementation of EC directives, which involves
transposition of EC laws into national legislation, is
behind schedule. In addition, some measures come into
effect only after long transitional periods. Also, certain
member states have obtained derogations from
particular directives. Finally, topics outside the White
Paper but now considered part of the internal market

51bid., and U.S. Department of State, " "EC 1992 Update:
Sr:}otmrdp?n anlﬁngun nnd[mplmgtaum message
erence No, repared by U.S. Mission to the EC,
Eruw:ls Dec. 28, lﬁ “
& For more information on this topic, see chapter 7 of

this repm't Cm
ncil, conclusions of the Presidency,
Edmhggh 12, 1992,
Cmmmmnn.DGI]IM “Internal Market Brief,"”

Jan. 6, 1993,

? For a detailed discussion of the status of
implementation, see chapter 3 of this r%l

101J.S. Department of State, “EC Updm
Scorecard on Adoption and lementation,’
reference No, 16149, ared by U.S. M‘.ussmn to the EC,
Brussels, Dec. 28, 1

process, such as emergy and social policies, are still
incomplete.

Despite these delays, the effects of the EC 1992
program have already been felt throughout the
Furopean market. Since 1985, the EC has been
implementing the single market program step by step.
This process will continue as transition periods and
derogations end and as the EC adopts the remaining
legislation and the member states transpose it into
national laws.

Widening and Deepening: The
Broader EC Agenda

The vision of a more unified Furope has moved to
a new economic and political level, expanding the
onotion of EC 1992 both geographically and
conceptually. On the one hand, EC efforts to “widen”
the Community by forging new relationships with the
Free Trade Association (EFTA)!! and
Eastern and Central European nations have extended
the reach of EC 1992 measures geographically. On the
other hand, the Maastricht Treaty has “deepened” the
concept of EC 1992 from merely economic infegration
to political, social, and closer economic and
institutional ties among the member states. Both of
these efforts will likely create a larger, more influential
EC in the world arena and will expand the implications
of EC integration for the United States.

Widening

On May 2, I?‘H,Ihetgounhies of the EC and EFTA
signed an agreement to form the Economic
Area (EEA). The of the EEA is to enable, to
the greatest possible extent, the free movement of
goods, persons, services, and capital between the 19
EC and EFTA countries. The realization of these “four
freedoms™ will be made on the basis of the EC existing
legislation, known as the acquis communautaire,
subject to some exceptions and transitional periods.

The EEA agreement will cover most of the EC
1992 measures, except those on indirect taxation. Upon
implementation, the agreement will remove almost all

obstacles to the free trade of goods. For
example, the EEA accord removes technical barriers to
trade, creates a common market in public procurement,
simplifies border controls governing goods irade,
prohibits quantitative restrictions, and provides for an
exemption from antidumping measures in intra-EEA
trade except under certain conditions. The EEA
agreement provides that EEA nationals can move
freely to seek and hold employment and have the right
of establishment anywhere in the EEA, and that
diplomas and other qualifications are equally valid
throughout the EEA.

11 EFTA member countries are Austria, Finland, Iceland,
Leichtenstein, Norway, Sweden, and Switzerland.




The FEA agreement was supposed to enter into
effect on Janvary 1, 1993, concurrently with the EC
single market, but Swiss volers rejected participation in
LheEE&mamfm:ndumtakenoanemhuﬁ
Following revision of the agreement in February 1993
to accomodate lack of Swiss participation, the EEA is
now scheduled to enter into effect on July 1. 1993.

In addition to participating in the EEA, some
EFTA countries have applied to the EC for
membership. Formal enlargement negotiations began
on February 1, 1993, with Sweden, Finland, and
Austria. Norway began enlargement negotiations with
the EC in April 1993, following receipt of a favorable
opinion by the EC Commission on its application to
join.  Although Switzerland’s application for
membership still stands, the EC Commission will take
into account in its opinion the particular problems
raised by the country’s lack of participation in the
EEA. Switzerland has indicated it will not call a
second referendum.

Countries of Central and Eastern have also
been negofiating closer ties with the that aim
toward eventual EC membership. The EC has
negotiated bilateral trade and economic cooperation
agreements with Latvia, Lithuania, Estonia, and
Albania and more extensive “Association” agreements
with Poland, Hungary, the former Czech and Slovak
Federal Republic, Romania, and DBulgaria. The
Association agreements call for the gradual application
of EC law, notably in competition policy, and the
harmonization of the laws of the associated countries
with those of the EC, especially in such areas of law as
customs policy, banking, and financial services;
intellectual property; worker and consumer protection;
environmental law: and standards,

Deepening

The Treaty on FEuropean Union, commonly
referred to as the “Maastricht Treaty” for the city in the
Netherlands where it was approved in December 1991,
is designed to create more binding economic, political,
and institutional ties among the member states. Among
its objectives are econmomic and monetary union
(EMU), leading to a common cumency in 1999, and
political union, including a common foreign and
security policy. The treaty would also expand the
power of the Furopean Parliament, provide for
Community citizenship, and extend EC powers in such
fields as consumer protection, public health, and
environmental policy.

The treaty was scheduled to enter into effect on
January 1, 1993, but ratification by EC member states
is not yet complete. By the end of 1992, eight member
states had ratified the treaty, and two wene expected to
follow shortly. Only the outcome of votes by Denmark
and the United Kingdom remained uncertain. Denmark

12 EC.I"EFI'A EC Hopes To Conclude Swiss Issue
March 1993," European Report, No. 1823 (Dec. 24, 1992),
External Relations, p, 1.

voted “no” in a referendum taken June 2, 1992, However,
at the subsequent Edinburgh summit in December,
Denmark negotiated a compromise, which will exempt
thecmnuy&mn;mvmmoftheu‘eatyunmmc
and monetary union, the common fum§n and security
policy, and common EC citizenship.!” Although rhe
compromise will be legally binding, it will not require
re-ratification of the treaty. Denmark plans to hold a
second referendum in April or May of 1993 and the
United Kingdom, where treaty support has been weak, is
expecied to vote during the first half of 199314

The Future of the Internal
Market

In its recently announced work program for
1993-94, the EC Commission reconfirmed the
importance of a successful single market. “The
frontier-free area offers considerable potential for
growth and is a vital factor for economic recovery. It is
also the most immediate, practical, and visible
manifestation of what European integration has to offer
the businessman, the worker and the man in the
street.”!5 Accordingly, the EC Commission announced
plans to push the remaining White Paper measures
through the legislative process and to devise a strategy
to remedy the “thorniest problem [of] abolition of
personal checks.” In addition, the EC Commission
announced that it would litia.jr particular attention to the
day-to-day management of the intemal market and to
resolve problems quickly. Several “practical measures”
will likely be taken in line with the findings of the
Sutherland Report, which recommends ways to ensure
a successful internal market.

The Sutherland Report

With the adoption of most of the White Paper
directives, EC attention has now focused on their
implementation and enforcement. The EC Commission
has expressed concemn that ineffective and inconsistent
application of EC laws could limit the benefits of the
single market and undermine public support for it.1®

13 Buropean Council, conclusions of the
Edinburgh, Dec. 12, 1992, With respect to EMU, 'Denmark
will not participate in the single currency, will not be bound
by the rules concerning economic policy which apply only to
the Member States participating in the third stage of EMLUI,
and will retain its existing powers in the field of monetary
policy sccording to its national laws and rcg:datinns." With
respect to defense, Denmark shall not participate “in the
elaboration and implementation of decisions and
actions...which have defence implications,”

M US. Department of State, “EC Edinburgh Summit
Success: Community "Back on Track,"" message reference
No. 00177, prep LS. Cmsulatc, Edinhulgh. United

Km?!om Dec. 13,1
EC Commnmm “The Commission’s Programme
1993-94 " press release, Feb. 10, 1993,

1611 5, Department ‘of State, " "Subsidiarity on the
Ground: Has the Commission Changed its Ways?"
reference No. Iaﬂwgmm hy 1.5, Mission to the EC,
Brussals, Nov. 6, |



In April 1992, the EC Commission established a
high-level group, led by former EC Competition
Commissioner Peter Sutherland, to study ways to
improve the performance of the intemal market. On
October 28, this group presented its study, commonl
known as the “Sutherland Report,” to the Eg
Commission. !

The Sutherland Report makes 38 recommendations
on how to meet the challenge of the internal market,
For example, it recommends guidelines for issuing
legislation taking into account the principle of
subsidiarity. The subsidiarity principle states that the
EC “shall take action, only if and in so far as the
objectives of the proposed action cannot be sufficiently
achieved by the member states and can therefore, by
reason of the scale or effects of the action, be
better achieved by the Community.”'®* The report
acknowledges that this concept has been examined
extensively since the Maastricht ratification process
uncovered strong citizen concern over the burgeoning
EC bureaucracy. The concept remains important for
preserving diversity and avoiding “beavy-handed” EC
legislation. However, the report warns that “If the
protection of diversity amounts to the application of
separate rules at local, regional, or national level, the
Eﬁngiple of the internal market itself may be put in

oubt.”

With respect to subsidiarity, the report identified
five ml'gteria to consider before taking legislative
action:

* The necessity for EC action (required when
national solutions are inappropriate);

¢  The effectiveness of the possible measures;

*  “Proportionality” to ensure that EC solutions
are directly related to the objective desired,
going no further than is necessary, thereby

minimizing disruption to existing practices
within member states;

*  Consistency to ensure that the new measures fit
in as closely as possible with existing
Community measures;

* (Communication to ensure that the details of a
proposal are discussed at as early a stage as
E?m_sihlﬂ with those who will be most affected

1L

Challeager” Repeet b the HAC Commmnsioe oy S 1
- to mission '
“I,E?Tlggzmp on the Operation of the Internal ]E'[a.rku L
18 Council of the European Communities (EC Council)
and Cummissmn of the Communities (EC
Commission), Treaty on Enropean Union (Luxembourg;
Office for Official Publications of the European
Cunununmns, 1992) ("Maastricht Treaty™), art. 3b.

9 *The Internal Market After 1992: Meeting the
malkngc *Report to the EEC Commission by the High
Level Group on the D|:|-|:mt|m of the Internal Market,

Oct 28, 1 . pp. 7-8.

The report issued recommendations in a variety of
other areas. First, it states that the EC must instill
confidence in the intemal market in consumers and
firms through improved communication. This
communication should take the form of both improved
information flows to the public about the instruments
of the single market, how to use them, and how to
obtain redress, as well as increased transparency of the
legislative process and the laws themselves. The latter
requires increased emphasis on the legislative
consolidation of EC laws, whereby the initial text of a
law is combined with all subsequent amendments into
a single text. The report also urges consideration of the
role of domestic courts in applying EC laws and of
achieving greater equivalence of legal procedures and
sanctions across the Community. Finally, to ensure
consistent and effective enforcement of internal market
legislation throughout the Community, the report
advocates active cooperation and training programs
between national govemnments and the EC
Commission.

The Internal Market Council responded favorably
to the Sutherland Report by adopting a resolution that
generally tracked the recommendations made in the
report. The more concrete proposals presented in the
resolution request the EC Commission to publish an
annual report on progress of the internal market,
analyze the implications of the program for the EC
economy and competitiveness of EC firms in 1996, and
consult member states before proposing legislation, 0

On December 2, 1992, the EC Commission issued
a communication as an initial response to the
Sutherland Report. The communication reconfirms the
Sutherland Report’s conclusion about the importance
of the EC Commission and member states sharing
responsibility in managing the internal market. It
argues that implementation of EC law will depend less
on the legislative instruments than on “monitoring
arrangements, assessment measures and  direct
communication.” Member states must ensure that “EC
legislation is applied in a consistent manner, that
procedures for the recognition of approvals and
conformity certificates are adapted, and that
nppmpriatel:rain.ingisprmi:iad for the monitoring and
implementing bodies.” The EC Commission said that
it welcomed the proposal for an annual report on the
internal market to improve transparency of EC rules
and their implementation. In 1993, it plans to publish a
more detailed communication that will likely contain
more concrete proposals.®!

0.5, Department of State, “November 10 Internal
Market Council,” message reference No. 14303, prepared by
U.S. Mission to the EC, Belgium, Nov. 13, 1992,

2 EC Commission, “Operation of the Internal Market:
Commission Communication in Response to the Sutherland
Report,” press release, IP (92) 986, Dec. 2, 1992,



Internal Market Coordinating
Committee

On December 22, 1992, the EC Commission
approved a proposal by the Internal Market Council to
set up a committee to resolve problems arising from
the abolition of controls at EC internal borders on
January 1, 1993. The committee will be composed of
member-state  officials and chaired by the EC
Commission. The purpose of the committee is to
ensure rapid communication between the EC
Commission and member states to quickly resolve
problems associated with implementation of the single
market.22

22 *Cpordinating Committee for the Internal Market,”
European Report, No. 1823 (Dec. 24, 1992), Institutions and
Policy Coordination, p. 3.

Trade and Investment

Introduction

Considered as a single entity, the 12 member states
of the European Community remained the largest 11.5.
trading partner in 1992, ing for roughly 20
percent of total U.S. trade (tables 1-1 and 1-2). In
terms of U.S. exports, the EC ranked first in 1992, a
rank it has held since 1987. Canada and Japan ranked
second and third, respectively. In terms of U.S.
imports, the EC ranked third in 1992, with Canada and
Japan ranking first and second, respectively. The EC
consistently accounted for between 17 and 19 percent
of total U.S. imports during 1988-92,

Table 1-1
ﬁl commodities: SITC-based U.S. exports to the EC and rest of world, by leading markets,
{1,000 doltars)
Market 1988 1989 1990 1991 1992
European Community
United Kingdom . ........ 17,255,779 19,642,736 22,236,156 20,911,121 21,379,529
West Germany ......... 13,207,099 16,069,190 17,635,380 19,960,954 19,935,370
France ................ 9,572,988 10,918,097 12,957,924 14,561,206 13,812,333
............ 9,504,410 10,876,043 12,280,559 12,723,730 13,110,063
Belgium/Luxembourg 7,131,084 8,376,121 9,869,932 10,072,172 9,506,087
| R 6,457,502 6,928,581 7,641,529 8,173,521 8,291,077
S| P 3,931,387 4,702,732 5,087,853 5,308,216 5,249,453
Irsland v Sl 2,104,344 2,389,077 2,436,350 2,567,120 2,741 421
Danmark .. .o iesisaisin 877337 1,016,577 1,270,067 1,533,851 1,446,618
PORMIgAl .o iininiiiii 718,383 907,894 895,335 762,649 995,925
£, " e 545312 696,662 748,401 1,023,049 876,857
TobAl osernumimas 71,305,625 82,524,708 93,059,526 97.597.59 97,344,734
Rest of World
Camada ................ 68,243,191 74,977,469 78,217,958 78,711,789 83,217,528
JEDAN . 36,041,575 42,764,273 46,138,436 46,144,069 45,849,575
Mexico ................ 19,853,345 24,117,255 27,467,595 32,279,218 39,604,899
TRIWEN . 11,598,286 10,974,696 11,141,956 12,718,074 14,533,478
South Korea . 10,381,436 13,207,742 14,073,883 15,211,008 14,220,431
ma .............. 5,423,053 7,001,752 7,597,516 8,277,534 8,049,292
. [ —— 6,671,722 8,130,170 8,304,492 B,206,686 8,693,798
HongKong ............. 5,356,076 5,892 622 6,081,398 7,358,398 8,113,566
China ........oooonvvns 5,004,317 5,775,478 4,775,734 6,238,054 7,338,594
Saudi Arabia ........... 3,534,532 3,495,164 6,441,524 7,023,635
o e attome e oy 4,106,260 4,636,110 4 876,461 5,945,134 5,441,571
Venezuela .. 4,429,959 2,944,651 3,020,301 4,509,725 5,178,436
Malaysia ............... 2,052,982 2,710,708 3,169,302 3,777,593 4,034,077
Switzerdand ............ 3,276,890 4,119,530 4,069,927 4,896,123 4,002,218
Thailand ............... 1,644,229 2,216,927 2,853,297 3,535,903 3,769,910
o [ G 51,421,848 53,943,694 55,730,822 58,993,890 67,654,963
VOB v i m s 239,040,700 266,908,242 281,477,118 303,244,811 827,625,9M
Grandtotal ........... 310,346,325 349,432,947 374,536,647 400,842,402 424,970,707

Note.—Due to rounding, figures may not add to totals shown.

Source: Compiled from official statistics of the U.S. Department of Commerce.



Table 1-2

All commeodities: SITC-based U.S. imports for consumption from the EC and rest of world, by
leading sources, 1988-92

{1,000 deflars)
Source 1988 1989 1990 1991 1992
Euwman Community:
estGermany ......... 26,491,655 24,774 389 28,035,442 25,631,567 27,584,760
United Kingdom ......... 17,752,304 17,924,428 19,928,916 18,152,227 19,616,638
Frante .....oesvvnnviee 11,910,300 12,666,411 12,794,916 13,231,284 14,725,301
| R B 11,459,798 11,785,957 12,576,638 1.617,897 12,093,709
MNetherands ............ 4,532,008 4,734,241 4,935,263 4,826,206 5,266,193
Belgium & Luxembourg 4,492 624 4,541,556 4,563,714 4,105,343 4,682,349
T T R A e 3,145,993 3.253,897 3.259,100 2.812,527 2,904,642
I i 1,362,264 1,558,928 1,735,927 1,969,265 2,261,755
Denmark..........oo.00 1,665,879 1,526,625 1,668,701 1,654,219 1,661,592
J 785,637 822,203 702,721 662,783
472,283 478,037 394,818 365,846
84,025,352 90,798,947 85,098,074 91,825,568
87,987,651 91,198,308 90,923,823 98,242,500
91,841,766 88,834,279 90,468,823 94,799,563
26,556,570 29,505,962 30,445,131 33,934,561
11,859,172 15,119,852 18,855,041 25,514 328
24,203,285 22,566,115 22,941,568 24,530,788
15,566,725 18,336,960 16,862,383 16,523,160
8,886,073 9,784,855 9,903,329 11,234,294
7.081,853 9,964,557 10,960,525 10,293,645
9,668,914 9,400,255 9,194,611 9,684,327
4,668,791 5,223,815 6,073,511 8,176,072
8,483,765 7,762,112 6,760,533 7,587,882
6,492,623 9,132,322 7,758,434 7,563,941
4,363,400 5,280,317 6,069,677 7,487,188
4,669,555 5,263,422 5,443,186 5,033,153
5,228,107 5,978,803 5,373,703 5,071,201
62,428,420 66,402,855 59,895,526 66,369,228
383,986,670 399,754,789 397,929,804 432,545,832
Grandfotal ........... 437,140,185 468,012,021 490,553,739 483,027,878 524,371,400

Note.—Due to rounding, figures may not add to totals shown,

Source: Compiled from official statistics of the U.S. Department of Commerce

Trends in U.S.-EC Trade

The U.S. Trade Balance

There is a high degree of interdependence evident
in U.5.-EC trade. In general terms, transatlantic trade is
broadly based, with no one sector playing a clearly
predominant role. The size and significance of the U.S.
market means that it is important to virtually all
export-related industries in the EC. This is in stark
contrast to the United States’ transpacific trade with
Japan, where two categories of goods (automobiles and
consumer electronics) accounted for over half of
Japan's exports to the United States in 19915

Macroeconomic factors, such as the depreciation of
the dollar, have apparently had a positive effect on the

23 Based on official statistics of the U.S. Department of
Commerce.

U.S. trade balance vis-a-vis the EC.2* Experiencing a
deficit of roughly $12.7 billion in 1988, the United States
registered a trade surplus of $5.5 billion with the EC in
1992, compared with an overall trade deficit of $99.4
billion during that year (figure 1-1). This strong U.S.
trade performance with the EC has been fueled in part by
the depreciation of the dollar, as well as strong import
demand from the EC during 1990-91. The surplus
declined relative to the 1991 figure of $12.5 billion,
however. This phenomenon is likely due to the recession
in the EC countries, with U.S. exports to the EC
remaining almost stagnant, and U.S. imports climbing by
7.9 percent compared with those of 1991. Given the
expected U.5. recovery relative to the ECin 1993, and the
consequent rise in imports, the U.S. trade balance with
the EC could decline further in the coming year.

24 EC Commission, Panorama of EC Industry, 1991,
p- 4.



Figure 1-1
U.S. trade with the EC, 1988-92
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Source: Official statistics compiled by the U.S. Department of Commerce.

U.S. Exparts

Table 1-1 shows that U.S. exports to all markets
amounted to $425.0 billion in 1992, representing an
increase of $24.1 billion or 6.0 percent over that of
1991. Exports to the EC during 1992 amounted to
$973 billion, ﬂrabmnizgpﬂmlnflualll&
expmx.USexpoﬂs to the EC were virtually stagnant
in 1992, a growth rate of 8.5 percent
Ma”andil}?pmmt to Mexico and Canada (5.7

B

GtmthemsmmmmanyECmmnber
estimated EC growth rate of only llpe:mtm
199226 the slowdown in shipments from the United

States is not unexpected.

The largest categories of exports from the United
States to the EC during 1992 were transport equipment,
including rail cars and airplanes; office and
automated data processing equipment; miscellaneous
manufactured articles; electrical machinery, apparatus
and appliances; and power-generating machinery and
Eqmpmm::l ?%ﬂvumé?& ﬁ%?e 77, and 71,
respectively exports categories (o
the EC amounted to $38.7 billion or roughly

23 Data for Asia in this section include China, Taiwan,

Si Hong . South Korea, Indonesia, Thailand,
ﬂrﬂl.mﬁﬂml’h' ines.
US. tufSuh.”ECCummjssimmmm

Pessimistic Forecasts for the EC Economy,” message
reference No. 15179, prepared by ULS. Mission to EC,
Brussels, Dec 4. 1992

39.7 percent of the value of all U.S. exports to the EC in
1992, Primary markets for U.S. exports among EC
member states in 1992 were the United Kingdom,
accounting for 5.0 percent of U.S. exports to the world;
Germany with 4.7 percent; France with 3.3 percent; and
the Netherlands with 3.1 percent.

U.S. exports to the EC have climbed an average of
8.1 percent per year since 1988, This rate of growth is
just below that of U.S. exports to the world as a whole,
which averaged 8.2 percent over the same period. In
comparison, U.S. exports to Asia during 1988-92
averaged 106 percent, an estimated 8.7 percent to
Mexico and Canada, and 6.2 percent to Japan.

U.S. Imports

Table 1-2 shows that U.S. imports from all
countries amounted to $524.4 billion in 1992, an
memufﬂﬁpﬂnmmdmlﬂlmpmkveld
$483.0 billion. Imports from the EC showed a sizable
increase in 1992, rising by 7.9 percent from the 1991
total of $85.1 billion to $91.8 billion in 1992,
Shipmemsfmnthc]iﬂmmad for roughly 17.5
percent of total U.S. imports from all countries in
1992. The E hasded slightly as a source of U.S.
5 years, dropping from a high
of the total in 1988,

The five largest SITC commodity groupings of
1.5. lmpumﬁmﬂwEleﬂﬂZwmmadﬁhs
power-generating  machinery
mmhmyqnmnhmdfupnﬂnﬂxmdmhws,mb
laneous  manufactured articles; and electrical
machinery, apparatus, and appliances (SITC divisions



78, 71, 72, 89, and 77, respectively). These five
groupings accounted for $30.9 billion, or 33.7 percent
of total U.S. imports from the EC in 1992, The most
important sources of TU.S. imports within the
Community in 1992 were Germany, which accounted
for 5.3 percent of total US. imports. the United
Kingdom with 3.7 percent, and France with
2.8 percent.

Growth of U.S. imports from the EC, averaging 2.2
percent per year during 1988-92, lagged behind the
4.7-percent average growth rate for U.5. imports from
all countries. Average growth in imports from the EC
during 1988-92 was also behind that of U.S. imports
from other major trading partners such as Canada with
5.1-percent growth, and Mexico with 10.7 percent. The
composition of U.S. imports from the EC has not
changed dramatically over the past 5 years, although

imports of power-generating machinery have risen in
ImpOrtance.

U.S.-EC Trade in Services

Services is an important sector of the U.S.-EC
trade relationship. Total cross-border’” trade in
services between the United States and the EC in 1991
amounted to roughly $95.5 billion, with a surplus of
over $11.5 billion for the United States (table 1-3).28
In 1991, the EC accounted for 35.1 percent of
cross-border U.S. exports, and 42.0 percent of
cross-border U.S. imports of services worldwide.

s o e o peros by st gty
services to jori
owned foreign affiliates of LS. i ies, and to .S’fr
persons by nonbank ma.jt:u-it;;--oﬂfﬂﬁ",gfs affiliates of
companies.
U.S. Department of Commerce, Bureau of Economic
Analysis, Survey of Current Business, Sept. 1992,

Table 1-3
U.S.-EC bilateral trade in services, by sector, 1986-91
(Million dollars)

Sector 1986 1987 1988 1989 1990 1991
TEAVEI ..o 4,646 6,140 7,396 8,393 9,439 11,178
Passengerfares.............. 1,711 2.472 3,225 3,531 5,004 5,230
Other transportation .......... 4,084 3,928 4 415 592 5921 5,795
Royalties & licensefees ....... 3,846 4,835 57N 6,215 8,306 8,951
Othersemnvices .........ccoeees 496 7,748 8,454 10,733 10,762 13,048
Cther private services

affiliated .. .....c00eeeinenes 3,004 3,357 4,208 5,724 6,255 6,589
INBUFANGCE ........0cvuannarusn 147 499 64 -98 -427 -148
Telecommunication ........... 537 623 688 773 760 M
Business and professional

services, unaffiliated T a1 1,134 1,273 1,504 2881

Toll, BG . .owvvisvivaiaing 25,228 30,493 35,365 42136 47,524 53,524
Total, World . ............. 77,097 86,802 100,683 117,966 138,136 152 252
I -
?rmral ....................... ggl; gﬁ 1033;; 13.% 1}% ?13?_9;
O e roniation 222 004 426 Sus  Ssw  ee  giz
ies & license fees ....... 690 . b ; ; £
ouwmm“ b mm N | 6,486 6313 6,448 7.602 9622
Wu;’?a‘&“ e N 1,555 2,349 477 3,333 3,991 4,665
INSUMANGCE ......cccneavacasss 631 1,282 Ti2 -396 -144 596
Tel : G 767 910 1,164 1,286 1,321 1,445
Business and essional
services, D 369 430 677 637 625 957
TRE B oo v nvinssaniisi 23,680 28,829 30,731 32,516 38,756 41,979
Total, World . . ............ 64,475 73,432 80,366 84,079 97,013 100,029

.S, services trade balance—

..................... 1,548 1,664 4,634 9,620 8,768 11,545
Withword .......oovieeiennns 12,622 13,370 20,317 33,887 41,123 52,223

1 Suppressed to avoid disclosure of data of individual companies.
Source: Official statistics of the U.S. Department of Commerce.
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Table 14

All commodities: EC e _ﬁwhhmwcmnm member states and rest of world, by

leading markets, 1987
(Million dollars)
Market 1987 1988 19&_ 1990 1991
European
R R L) . 116,010 126,401 132,359 175,363 194,214
R S 105,746 119,019 130,220 157,115 154,987
United Kingdom . ............ 77.088 91,568 97,308 108,277 100,623
% ....................... 76,019 82,005 g% %.Eg
jium/Luxembourg ........ 61,514 68,956 71,562 y
erands ................ 63,627 69,720 73,105 BB, 8BTS 87,205
e et 28,950 35,775 41,856 53.514 58,410
Portugal ............ovuuns 8,671 11,258 12,946 16,299 18,409
Dok .....coniin e 13,553 14,198 14,356 17,134 17,633
Ireland . ..........covvunn . 9,520 10,798 11,837 14,308 14,309
Greecs .....ccooonevivinnns 8,084 9,387 10,525 12,737 12,667
[ o RN o S e L o 560,187 633,079 678,079 828,183 845,655
EFTA:
Switzedand ................ 37,869 41,603 43,576 51,801 48,951
e e 23,243 26,765 27.804 34,321 704
AN e 23,337 24,947 zs 466 30,022 27,008
R 10,964 10,097 11,740 11,810
Bl 8,137 9,197 1u 3&4 11,619 9,533
................... 789 742 810 837
[« | R St g 104,339 113.351 118,267 140,313 133.843
Eu'lgm" .............. 17,812 19,116 21,870 30,298 30,007
FormerUSS.R ......ooounnn. 10,640 11,943 13,734 19,169 17,670
o O 28,452 31,059 35,604 49,467 47,677
Rest of world
North America .............. 455 99,108 101,048 113,017 105,190
of which United States ..... 82,905 84,576 85,678 96,472 ET,TQE
....................... 460 47213 52,040 £1,300 63.666
..................... 15,749 19,867 23,162 28,695 27.316
Latin America and
Caribbean ............... 18,070 17,409 17,715 20,510 21,873
i B33 103,524 109,592 124 822 122,859
TR s 264 567 287,121 303,557 348,344 340,904
Worldtotal . ............... 957 545 1,064,610 1,135,507 1,366,307 1,368,079

1 Eastern Europe includes Poland, East Germany (up until 1990), Hungary, Czechoslovakia, Yugoslavia, Bulgaria,

and Romania.

Note.—Because of rounding, figures may not add fo the totals shown.
Source: International Monetary Fund, Direction of Trade Stafistics Yearbook, 1992

The EC member states imported from other
member states, as well as from third couniries, a total
of $1,456 billion worth of merchandise in 1991, an
increase of 3 percent or $42.7 billion over 1990 (table
1-5). The most important individual suppliers outside
the Community in 1991 were the United States, Japan,
Switzerland, Sweden, and Austria. Combined, these
five countries accounted for roughly 45.1 percent of all
EC imports from outside the Community. The largest

importers among the 12 member states in 1991 were
(.‘:-t-,ﬂ:mau:n_.I with $390.1 bﬂhm,ﬁmwnhml‘?
billion, and the United with ﬂmghllhm.

Stateshwemg:medtﬁelammuﬂgmnammg
the most important non-EC suppliers, growing by

12

roughly 13.8 percent per year. In terms of year-to-year
growth in EC imports during 1987-91, the United
States was followed by Japan and Austria with 11.8
percent, and Switzerland and Sweden with 7.9-percent

growth.

On a regional or trade group basis, the EC's
sources of im were the EFTA countries,

North America (the United States, Canada, and
Mexico), and Asia (not including Japan) (figure 1-4),
Import patterns on a regional basis have remained
relatively stable over the past 5 years. Despite EC
concerns over ri imports from Japan, the
Community has actually increased its imports from the
rest of Asia at a far more rapid rate. EC imports from



Figure 1-3

EC exports to the world,! by sources and by major markets, 1991

Member states’ share of total EC exports

EFTA Asia
0% 4 %

Major markets

' To other EC member states and to countries outside the European Community.
Source: International Monetary Fund, Direction of Trade Statistics Yearbook, 1992,

Asia (excluding Japan) grew by an average of 17.5
percent per year between 1987 and 1991, compared with

13 .0 percent per year for North America, 11.8 percent for
Japan, and 11.3 percent per year for total extra-EC
imports.

The EC trading relationship with EFTA is
particularly significant given the plan to go ahead with
the creation of the Furopean Economic Area. The EC
and EFTA have developed an expansive web of
economic links, and are highly interdependent. Both
regions have displayed a high degree of homogeneity
in terms of economic structure and performance. Taken
together, these two account for nearly 30
percent of the world’s gross domestic product (GDF)
and will, upon completion of the EEA, represent the
largest global trading bloc. Taken as single entities, the
EC and EFTA are each other's most important trading
partners. The EFTA region was the destination for
roughly 25.6 percent of extra-EC exports, and the
source of 22.3 percent of total EC imports from outside
the Community in 1991, Total EC-EFTA trade (exports
plus imports), was only $21.5 billion short of total EC
trade with the United States and Japan combined in
1991. This level of interdependence is likely to
increase when the EEA enters into effect, as well as
because of the breakup of the Soviet Union—formerly
a key market for Finland. Trade between the two
regions is heavily concentrated on manufactured
products, becanse trade in such products was

completely liberalized in the 1970s. There is also
strong evidence that a large proportion of EC-EFTA
trade is intra-industry trade since 7 of the 10 most
important product divisions appear in both imports and
exports.’!

Intra-EC Trade

Customs union theory generally predicts that
economic integration will shift trade away from
nonmember countries to trade with member
countries.32 However, the share of EC trade with the
world occupied by trade between the 12 member states
(intra-EC imports and exports) has remained relatively
stable in recent years despite the approaching
completion of the single market Although
there was a jump in intra-EC trade from 53 percent of
EC total trade in 1985 to 57 percent in 1986 when
Spain and Portugal joined the Community, the share
occupied by intra-EC trade subsequently rose only
about 2 percentage points to 59.6 percent in 1991,

31 EC Commission, European Economy, supplement A,
Recent Economic Trends, No. 2, Feb. 1992,

32 For a complete discussion of customs union theory
and the concept of trade diversion, see U.S. International
Trade Commission, The Effects of Greater Economic
Integration Within the European Community on the United
States: Fourth Followup Report (investigabon 332-267),
USITC publication 2501, Apr. 1992, p. 2-3.

13



Table 1-5

All commodities: EC Im_rurts from the European Community member states and rest of world, by

leading markets, 1987-9
(Million doliars)
1988 1989 1990 1991
167,330 176,711 207,340 203,101
102578 110,120 135812 143,462
80,296 85.725 105,677 107 834
72,097 77,582 97,469 100,013
'762 71,543 90,246 95.984
68,465 72,550 88,382 89,656
26,359 28,813 200 42639
13,638 14,450 18,470 19,629
13,537 14,443 17138 17.263
8,089 9,447 12,585 12,824
5.145 5712 6148 6,039
624,496 667,096 817,467 838,444
34,105 34,750 43,124 41,938
26,385 28.240 32,509 31,657
20.015 860 26,788 27456
14,831 17,148 21,041 22275
10,880 11,159 13.594 13,195
886 851 1184 1151
107,102 113,008 138,240 137.672
19,930 21,872 30,558 28,024
11.943 13,734 19169 17,670
31,873 35,606 49,727 45,694
92,574 105,224 121,149 127,775
79.441 91220 105,034 112,197
58,240 62,676 75,933 90,181
50,201 '534 60,781 65.706
= 25,342 27,454 30,683 30,426
BRI o isaoivsiosionin 89, 92,962 103,685 119,745 120,539
O 277,694 319,319 351,573 408,291 434,627
Wordtotal ................ 956,764 1,082,790 1,167,283 1,413,725 1,456,437

1 Eastern Europe includes Poland, East Germany (up until 1990), Hungary, Czechoslovakia, Yugoslavia, Bulgaria,

and Romania.

Note.—Because of rounding, figures may not add to the totals shown.
Source: International Monetary Fund, Direction of Trade Siatistics Yearbook, 1992,

In 1987 approximately 58.5 percent of total EC
exports Wﬁ 2 bmdeC for other Ecmdmmm auThe
rcentage of intra-EC exports incre ually to
f:st over 61.8 percent in 1991 (figure 1-3). Intra-EC
exports grew at an average of 10.8 percent per year
during 1987-91, surpassing the 7.l-percent average
annual growth rate for EC exports to countries outside
the Community during the same period.

Intra-EC imports, as a share of EC imports from all
countries, have been relatively stable in recent years.
Between 1987 and 1991, the share of total EC imports
occupied by intra-EC imports varied from a high of
57.9 percent in 1987 to a low of 57.2 percent in 1989,
rebounding slightly to 57.6 percent in 1991 (figure
1-4). Not surprisingly, the average year-to-year value
of extra-EC imports grew faster than that of intra-EC

14

imports during the same period. The growth of
intra-EC  imports averaged 109 percent during
198791, compared with an average 11.3-percent
anoual growth for imports from ouiside the
Community.

Investment

U .S. Direct Investment in the EC

Compared with recent years, U.S. foreign direct
investment worldwide didn't keep pace in 199]. Due in
large part to the recession in the United States and
other major industrialized countries, the growth rate of
U.S. overseas investment in 1991 was the lowest since
1984. The total stock of U.S. foreign direct investment



Figure 1-4

EC imports from the world,! by markets and by major sources, 1991

Member states’ share of total EC imports

! From other EC member states and from countries outside the European Community.
Source: International Monetary Fund, Direction of Trade Statistics Yearbook, 1992,

grew by only $26.1 billion or 6.2 percent in 1991,
compared with 13.9 percent in 1990 and 10.9 percent in
1989,

The EC was not immune to the overall slowdown
in 1.5, foreign direct investment in 1991. Cumulative
U.S. direct investment in the 12 member states
increased by only $11.1 billion to $188.7 billion in
1991, accounting for roughly 42 percent of total U.S.
investment overseas (table 1-6). Although sizable n
absolute terms, this $11.1 billion increase represented
only a 62-percent growth rate for U.S. direct
investment in the EC—roughly on par with the growth
of U.S. direct investment in all countries. This was the
first time since 1988 that the growth in U.S. direct
investment in the EC did not exceed the growth rate of
U.S. investment worldwide, although at least part of
the slowdown is attributable to exchange-rate
variations. Countries and regions that exceeded the
average rate of U.S. direct investment included the
Middle East with 18.7- growth, Asia with 10.0
percent, Japan with 9.2 percent, and Latin America and
the Caribbean with 8.0 percent. This slowdown in U.S.
direct investment in the EC could reflect (1) a levelling
off of the rush to gain presence in the EC before the
end of 1992, (2) a lack of confidence in sagging EC
economies, or (3) shifting priorities on the part of U.S.

investors due to NAFTA and high growth rates in East
Asia?? as well as a desire to diversify investments. 34

Analysts have often speculated whether the fear of
a “Fortress Europe™ beginning Janunary 1, 1993,
prompted increased foreign investment in the EC in the
years leading up to 1993. Our analysis of U.S. data
suggests such a trend, but other factors could also have
affected investment flows. The structure of U.S. direct
investment in the EC has changed in several respects
during the last 5 vyears. Annual flows of direct
investment can be broken down into three categories:
(1) equity capital outflows or “new” investment; (2)
reinvested earnings of U.S. finns operating abroad; and
(3) intercompany debt flows. Of particular interest are
the yearly equity capital outflows insofar as this
category might be taken as an indicator of where U.S.
investors would like to expand their business presence.
In 1987, for example, U.S. equity flows tothe EC as a
share of total direct investment outflows to the EC
measured only 16.1 percent—relatively low compared
with regions such as North America (Canada and

33 Henny Sender, “Guns for Hire: U.S. Investment
Bankers Swarm to Hongkong,” Far Eastern Economic
Review, Oct. 29, 1992, p. 78.

3 “Foreign Direct Investment Flows: Recent
Developments and Prospects,” Financial Market Trends,
June 1992, pp, 13-29,
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Table 1-6

U.S. direct Investment position® abroad, by partners and by industry sectors, at yearend 1990 and 1991
{Million dollars

)
All Manu- Whalesale
Partner Iindustries Petroleum facturing trade Banking Finance Sarvices Other?2
European Community in 1990;
United Kingdom ........ 68,224 10,598 21,803 2167 2,704 27,191 2,209 1,462
Gormany .......ccoeeee 27,259 2.901 16,275 1,456 1,520 3.83 279 9ag
Netherlands ............ 1.541 6,801 1,091 149 11,203 1,425 448
France ........ccoueees 18,874 11,338 3,033 157 2.198 549 ‘Q
R Y 13,117 8,442 1,749 61 1,016 304
............... 9,050 368 4129 2,042 3 2,107 196 Q
DO iinsveaameva e 7,704 ii6 5124 1,017 -} i5 3582 1
e S e 6,880 41 5,032 5@ 4 1,531 a3
Denmamk .......oo0n0ee 1% g %ﬁ 3‘[]31:1 % Bg
Luxembourg . ...... 1 )
Portugal ....... Gadun 598 F} 292 1 3) g )
GroSCE .....vevsvacnans 288 1 B6 Fi| i
Total, EC ........ 177,642 17,732 B0,508 13,308 6,413 49,653 5,954 4073
Coanill ....ccomvenrnsnnss 67,033 11,388 31,790 4,138 1,032 11,378 1,927 5379
e N o 20,697 3,800 9,910 3,969 222 2,343 azs
Latin America &
cene 11,508 4,140 23,733 2684 6,387 29,440 1,832 3577
MiddleEast ............... 3,973 1,476 807 380 108 )] =15 286
Other Asla......ccn0eue 22,880 5114 7,933 . 3,496 2,746 2,281 266 1,055
All countries e 424,086 56,957 164,466 sy 19,783 112,374 11,401 20,888
9,540 20,851 2,940 1,813 28,362 2867 2,087
3621 20,086 2,008 1,466 4,289 430 1,042
1,8 7.715 1,560 1 11,028 1,754 720
J 11,952 3,769 5_'] 2170 47 513
5 8,730 2173 1 1,325 403 488
294 4,002 2,145 9@ 1,778 438 3
40 5,436 831 ? ass i“
159 5,258 & 2 1,7 257 3
fg 313 816 2@ 306 {32 -
39 437 1 165 12 3)
26 101 34 93 3 4 @
Vol BO i sinaanaas 188,710 17.810 85,664 16,243 5,200 51,486 7.258 5,048
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Table 1-6—Continued
U.S. direct investment position’ abroad, by partners and by industry sectors, at yearend 1990 and 1991
(Million doltars)

All Manu- Wholesale
Partner industries Petroleum facturing trade Banking Finance Services  Other?
CONBOA . .:cssinisisssiiine 68,510 10,847 32,360 4,388 1,047 12,208 2,206 5,455
o R T R ——— 22918 4195 10,437 4,851 30 2,555 401 449
Latin America &

Hemisphere .... 772342 4,339 25,687 3,381 6,838 29,888 1.741 5,467
MiddleEasl ............... 4,715 1,928 1,192 201 121 820 -12 365
OthorAsla . ........000000s 25,180 5,965 9,104 4,062 2,855 2,097 297 800
Mlcountries .............. 450,196 59,160 175413 43,218 18,756 117,064 13,368 23,187

‘Dnﬂ‘ investmaent as measured by nﬁmmmmid Capital outllows are defined as the net equity capital plus reinvested eami phn

debl. The overall as the book valua of U.S. direct investors® aquity in, and nel outstanding loans to, thair
Hﬂ’fu A m:.i:lhrl:‘: umumrmﬂmghuﬁ investor owns at least 10 parcent ﬂnmmmﬂm?ﬂwmﬂm
Includas insurance, estate other industries

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



Mexico) with 25.9 percent, or Asia with 60.9 percent. In
1990, however, equity capital flows to the EC jumped toa
45.9-percent share of the total —leading all other major
world regions. The EC slipped to last place again in 1991,
but nevertheless maintained a comparatively high rate of
equity capital investment from the United
States—measuring approximately 362 percent of the
annual total.

The largest levels of U.S. direct investment in the
EC in 1991 were in the United Kingdom with $68.3
billion, Germany with $32.9 billion, and the
Netherlands with $24.7 billion. Taken together, these
three countries represent roughly 66,7 percent of the
total stock of U.S. direct investment in the EC and
nearly 28 percent of U.S. direct investment worldwide.
In terms of growth rates, however, the stock of foreign
direct investment climbed more rapidly in some of the
smaller EC economies in recent years. Between 1987
and 1991, Grmaudlmmnbwrgledlheﬁ(:memb&r
states in terms of annval growth im U.S.
mvesanwuagngI‘illpenantdmmglhs ud
These two countries were followed with

15.9 percent average annual growth, France with 14.6
percent, and Denmark with 14.4 percent.

Other significant locations for cumulative U.S.
foreign direct investment in 1991 were Canada with
152 percent of the total, Latin America and the
Caribbean with 172 percent, Asia (not including
Japan) with 5.6 percent, and Japan with 5.1 percent.
The U.S. direct investment position in the EC was
greatest in the area of manufacturing, reaching a level
of approximately $85.7 billion in 1991, an increase of
roughly 6.5 percent over the 1990 level of 3805
billion. 1.5. direct investment in the manufacturing
sector accounted for 45.4 percent of total cumulative
investment in the EC in 1991, followed by the financial
sector with 27.3 percent, the petroleum industry with
9.4 percent, and wholesale trade with 8.6 percent.

In terms of trends, the EC has consistently been a
favorite location for U.S. investors over the past 5
years. The stock of U.S. direct investment in the EC
grew by an average of 11.1 percent per year during
1987-91, compared with an average of 9.4-percent
annual growth for U.S. direct investment worldwide.
The greatest increase in the stock of U.S. direct
investment in the EC occurred in 1990, when the
cumulative total jumped by 18.9 percent over the 1989
level to $177.6 billion. This mirrored a large increase
in U.5. direct investment worldwide in 1990, but still

exceeded the 13.9-percent average growth rate by a
substantial margin.

In comparison to the United States, Japanese direct
investment in the EC has shown a much higher level of
year-to-year growth. Although the cumulative direct
investment position of Japan in the EC is much smaller
than that of the United States, S the stock of Japanese

35 Due to differences in the method of reporting U.S. and
Japanese foreign direct investment, data for the two
countries are not directly comparable,
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investment in the EC grew by an average of 40.8 percent
per year during the period 1987-91, compared with a
31.7-percent average annual growth rate for Japanese
investment worldwide.’® Among the reasons suggested
for the surge in Japanese investment in the EC are the
need to establish a strong manufacturing presence in the
region to benefit from the single market, and concern
mmEEo:ia?mb:myofmumdmummmthepm
of the

At the end of Japanese fiscal year (JFY) 1991, the
stock of reported direct investment in the EC amounted
to $64.0 billion or roughly 18.2 percent of Japan's
global stock of direct investment, second oaly to that
of the United States with 42,2 percent. The structure of
Japanese investment in the EC is markedly different
from that of the United States, however. Unlike their
counterparts in the United States, Japanese investors
have concentrated their efforts on nonmanufacturing
sectors, particularly finance and insurance. According
to statistics provided by the Japanese Ministry of
Finance, cumulative totals for notified Japanese direct
investment in FEurope's nonmanufacturing sector
(351.1 billion) was over three times that of the
manufacturing sector ($15.2 billion) by yearend 1991,

EC Direct Investment in the United States

Foreign direct investment in the United States in
the form of capital outlays by foreign countries
amounted to 3407.6 billion in 1991, an increase of
roughly 2.7 percent over 1990 (table 1-7). The stock of
direct investment in the United States by the 12 EC
member states amounted to $232.0 billion in 1991, or
approximately 57 percent of direct investment in the
United States by all countries. Although the stock of
EC direct investment in the United States climbed by
34 percent from the 1990 level, the investment
position of the EC in the United States relative to all
countries remained virtually unchanged. The United
Kingdom remained first among all countries in its
direct investment position in the United States,

ing for 26 percent of the world total and 45.7
percent of EC total direct investment in the United
States in 1991, Other significant EC investors in the
United States were the Netherlands with 27.5 percent
of the EC total, and Germany with 12.1 percent. The
total stock of EC direct investment in the United States
in 1991 measured over two and a half times that of
Japan and nearly eight times that of Canada.

Ughsﬁmmufmmmbymeﬁcmme
ni les wene mamﬁacmrmg petroleum,
wholesale/retail trade, and insurance. The foreign
direct investment position of the EC in the U.S.

%6 Japan Ministry of Finance.

37 Francine Lamoriello, “Bast Is West: Japanese
Investment in Europe,” Jowrnal of European Business, vol. 3
{Jan.-Feb. 1992).
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Table 1-7

Foreign direct investment position? in the United States, by partners and hy industry sectors, at yearend 1990 and 1991

{Miflion dollars
All Manu- Whlllﬂlﬂ'
Partner Industries Patroleum facturing retail trade Banking Finance Services  Other?
European Community in 1990:
I..Ini-dﬂlgmdom ........ 102,790 15,841 47,304 7.669 1,983 3,739 8,430 17,824
Netherlands ............ 63,938 12,686 24717 6,356 2,381 2,057 5,732 10,029
Gormany .............. 151 15,685 7,735 772 -1,125 196 4,885
Frante ..........cc0uus 18,665 ) 13,669 1,047 1,218 -3,223 1,983 385
Belgum ....oovsiiianns 3,866 1,366 970 -83 3 g0
Luxembourg............ 2,118 9 56 -7 E 547
Raly ........ POTPITY A 1.869 768 359 675 74
eland ................ 1,208 7 215 115 sg g ; q
T R A e b 790 ) 123 165
Denmak .............. 819 203 248 | 161 1
Portugal ............... -?: 13; g‘ ‘ g;

Total, EC ............. 224 447 33,153 104,068 24,740 7.955 2417 16,751 35,361
Japan . ........iieniiann. 81,775 1" 17.153 26,389 5931 8,605 7,393 16,292
Canadl ......ccoinneivanns 7 1.394 9,652 1,309 1,762 1,887 579 13,352
Allcountries .............. 306,702 42,165 157,411 59,627 13 it 10,129 31,557 77,061
European Community in 1991:

United Kingdom ........ 106,064 14,238 50,120 7.257 2,269 2,445 11.033 18,702
............ B3, 12,254 24137 5532 1,833 3,186 5,502 11,302

GOrmany .......o.vuues 28,171 559 16,546 7.613 B3B8 -4,193 213 6,595

E.wmml ................ 223.?40 2.9?,1] 14:322; ﬁ 1, -aﬁg 2.2?!15 E.Iﬂ

MY addiimaasianaadies ! 1

Luxembourg .. .......... 974 43 38 74 z; 175 [;g 5‘3

| IR SR R 2.859 -88 2.428 480 Bﬁi -

u:zns ................ 1,292 5 217 134 e& Il' (3 (12

BRI i asee 1,161 0 108 167 -

gnnmuh .............. 1.219 ﬁ 560 232 6‘3 5 179 161

T iiviviiianasenas

i 21 ‘ [1} 4 {4 { “ {1}

Total, EC ............. 232,007 31,733 110,198 23,281 8,387 -1,434 19,361 40,481
AR oo o b e 86,658 113 18,657 28,037 6,797 9,120 7574 16,359
Canada ..........co0i0000 002 913 9,662 2M 1,978 2,462 939 13,778
Alcountries ..........c000 407 577 39,955 162,853 59,692 X 9,196 31,51 83,715

1 Direct investment as nts plu Gapiﬂnuﬂbw:und-ﬁﬂuﬂum reinvested eami
nat d-bl,Thewlrﬂhr hnhinﬂ.mt.mrﬂ mpT:llubunkvahnufUS direct investors’ nit.ﬂdm%m li‘HHr
d'll;lu affiliate is a bluln-:mhrprhan ich a single U.S. m'murnwmnhlﬂmnﬂ;:la voting securities, or the

Includes i uw.lrm real astate, services, and other indust
3 Suppressed 1o avoid disclosure of data of individual companies.
4 Data not available.

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



manufacturing sector in 1991 was $110.2 billion, an
increase of 6 percent over the 1990 level of $104.1
billion. EC direct investment in the T.S. petrolenm
industry continued to decline in 1991, dropping 4.3
percent from 1990 to $31.7 billion. EC direct investment
in wholesale/retail trade dropped by 5.9 percent to $23.3
billion, while EC direct investment position in the U.S.
insurance industry increased by 38.3 percent to $19.7
billion.

The trend of EC direct investment in the United
States has largely mimored that of total direct
investment in the United States by all countries during
the past 5 years. Between 1987 and 1991, the stock of
EC direct investment in the United States grew by an
average of 9.6 percent per year, or roughly two points
below the 11.5-percent annual growth rate of direct
investment in the United States by all countries. The
structure of EC investment in the United States has
also been similar to worldwide trends. Reinvested
earnings have consistently been overshadowed by
equity cap mlmdmmmumpanydebtﬂuwsﬁ-m&
ECmﬂ:neUmIadSmasdmng 1987-91.

Intra-EC Investment

Like all major industrial countries, the EC suffered
relatively low economic growth in 1992, continuing
the recessionary trend that began in early 1990. Real
GDP in the Community is estimated to have increased
by only 1.1 percent in 1992, compared with 1.4 percent
in 1991 and 2.8 percent in 1990. Unemployment for
1992 is estimated to have increased to roughly 9.5
percent or above, while inflation dropped to 4.5
percent. The forecasts for 1993 suggest little change in
mgmaﬁm.wimGDPexpemdmgmwbs’yml}'ﬂT
percent in 1993 and 1.7 percent in 1994.3
Commission’s slow fmmmdmlaa
number of factors, mludmgtheumxpemd] high
cost of German reunification, the fall in the valve of
the dollar, a.ndme.mmarymdmmamnﬂu
developed countries. In addition, consumer and
investor confidence has reportedly been shaken by
uncertainty over the Maastricht Treaty ratification

and the possible failore of the General

process,
Agmement on Tariffs and Trade (GAIT) Uruguay
Round.??

Precise data on the amount of intra-Community
direct investment that occurred in 1991-92 are not
available. According to a recent report by Eurostat (the
EC statistical collection agency), however, the EC
invested more inside its borders than outside during
1988 and 1989. The report indicated that intra-EC
investment rose from European currency unit (ECU)
22 billion (526 billion) in 1988 to ECU 33 billion
($36.4 billion) in 1989, or 50 percent, France was the
leading exporter of capital within the EC in 1989.

38 “EC Responds to Economic Challenges,” Ewropean
Community News, Feb. 3, 1993,

3 “Economic Outlook: Commission Sees Mo Recovery
Before 1994, European Report, No, 1817, Dec. 2, 1992,

Other significant intra-EC investors were the United
Kingdom, Germany, Denmark, and the Netherlands.
Banhngmdfmmwmmp:mdljrﬂmmmwt
Sectors fl:l‘ intra-EC investment, attracting 30 percent of
the total *

Mergers and Acquisitions

The prospect of the single market program and
increased intra-EC competition, combined with the
possible gains to be made from economies of scale, has
apparently been a factor in motivating companies (o
strenglhmtteupomhunmﬂlmtheﬂﬂnmumty The
number of mergers and acquisitions in the EC
increased rapidly during the mid-to-late 1980s, with a
growing proportion of this kind of activity taking place
on an intra-EC and intemational level. The boom in EC
mergers and acquisitions never became as big as that in
the United States, but the process has begun to reshape
Furope's fragmented and sometimes protected
industries.*! Merger activity appears to have leveled
off somewhat in 1990-91, with the most probable cause
beingdt%:le economic slowdown in the largest member
states.

and acquisitions that have taken place in the EC since
1986. Among the top 1,000 firms, the total number of
national, Community, and international mergers
(including maumty acqmmums} was 596 in 199091, a
decrease of roughl Fmantfrumﬂn&ﬂmﬁgersm
1989-90 (table 13}4 Of the 596 mergers and
acquisitions that took place in 1990-91, just over
three-quarters occurred in the industrial sector, with
combined intra-EC and international activities (as
opposed to strictly national mergers) accounting for
roughly 59 percent of these industrial sector mergers.
The trend towards “big” mergers and isitions in
excess of ECU 5 billion ($6.4 billion) of earlier years
continued in 1990-91. Most mergers and acquisitions
took place in France and Germany, which together
accounted for about half of all cases in the industrial
sector. Takeovers in the United Kingdom, the leader in
merger and acquisition activity in 1989-90, dropped by
51 percent in lmgl—largely due to the severe
recession in that country.*

On a sectoral level, the greatest number of mergers
and acquisitions in 1990-91 occurred in the chemical
m;ug;m::fl[ﬂm This represented a

4 percent from the previous period.
Chemicals were followed by the food industry, with 71

40*Economy: Intra-Community Investment Up in
15*3':1i European Report, No. 1751, (Mar. 11, 1992),
's Sale of the Cmmry " The Economist,
Iul;f 4,1992 p. 57.
2EC Commission, XX/st Report on Competition Policy,
published in conjunction with the XXVth General Report on
ﬂle Acf.iviﬂe: of the European Communities—I991, 1992,

43 New investment activities reported in EC
Commission, XXIst Report on Competition Policy, are based
ondm for fiscal years June to May.

HEC Commission, XXlst Reparr on Competition Policy,
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Table 1-8

Mergers and acquisitions in the EC, involving the top 1,000 European firms, by industries, fiscal

years, 1987-91
Sector 1986/87
Manutacturing
FOIOE] v v s st i e el o 52
Chemicals .............ccc00ieiiananas T
Electrical and alaclmnlcs ................. 41
Machinery . 31
s .. .. 2
Metal manufacturing . .......cccvinininn 19
Vehicles .......... 21
Wood, paper and furniture 25
Textics and appasel :
es appar
ConEBucton . ... .cociiiaeiaiinnisinss 18
Othermanufacturing . ......cocoviiiaines 7
DRSO = via v st s mae s e b 49
BRI = o i S e e as
Insurance . 2B
[, | BN R P e e, N p et L 415

mlm___ 1988/89 1989/90  1990/91

51 76 102 T
85 107 148 100
36 49 46 48
38 55 a2 25
a 4 2 7
40 35 64 47
15 14 32 21
34 81 79 49
12 19 19 13
14 20 13 12
a2 39 39 47
22 13 26 15
57 58 s2 38
78 a3 113 TS
40 a3 46 28
558 666 833 596

Source: EC Commission, XXist Report on Competition Policy.

cases; the wood, furniture, and paper industry with 49
cases;, the electrical and electronic engineering sector
with 48 cases; and the metals and constroction sectors
with 47 cases each.

Despite the drop in the number of mergers and
acquisitions involving foreign firms (both within the
EC and with third-country companies) these

Figure 1-5

Community and international operations still
outnumbered purely national mergers in 1990-91]
(figure 1-5). This contrasts sharply with 1937, when
national operations were more than twice as numerous
as international ones*® Owerall, national merger and

43 1bid, p. 417.

Mergers and acquisitions in the EC: National, Intra-EC, and International, fiscal years 1987-91

Percent share

R

Mational
Intra-EC
Intermnational

1987 < 1988

1989 ~ 1990

Note: Fiscal years displayed are from June of the previous year to May of the current year.
Source: EC Commission, XXlst Report on Competition Policy.
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acquisition operations accounted for 47 percent of the
total in 1990-91, while Community and international
operations accounted for 33 percent and 20 percent,
respectively. Among the foreign buyers, the most active
countries were the United States (which alone accounted
for more than 40 percent of all third-country operations),
Switzerland, Sweden, and Japan.

Strengthening of market position, expansion of
commercial activities, and synergy effects continued to
be the main motives cited by firms active in EC merger
and acquisition activities in 199(-91—accounting for
90 percent of all operations where motives were
specified. The emphasis on strong market position
saemxmb-efurtherpmﬂfihmﬁrms arl:cunumungtn
prepare intensively for greater competition and larger
geographical markets within the “borderless”
Community. It should be noted, however, that the
overall decline in merger and acquisition activity in
1990-91 could be a return to a more moderate level of
activity after a flurry of operations in the previous year

22

prompted by the adoption of the Merger Control
Regulation in December 1989. Observers have
speculated that a desire by EC and foreign firms to avoid
an examination under the new regulation might have
resulted in an unosvally high level of merger and
anquisiﬁmmﬁvityiulﬂg'?- 6

Other observers, however, have suggested that
merger and acquisition activity in the EC might
increase again in the coming vear. Among the reasons
cited for another “boom period” are the need to
complete the restructuring begun in the late 1980s, and
changes in stockmarket rules that will make friendly
mergers more expensive, but hostile takeovers less
complicated. A study conducted by a U.S. consulting
firm, for example, indicated that cross-border
u;gmnm in Furope during the first 3 months of

mbyamb-stanna] margin.47

46 Thid.
47“Eyrope's Sale of the Century,” p. 57.



CHAPTER 2
REVIEW OF RECENT
RESEARCH ON THE 1992
PROGRAM

This chapter reviews recent economic research'
that focuses on the expected impact of completing the
integration of the internal market within the
Community by December 31, 19922 In the first
article, Ahearn (1992) examined the consequences of
the EC 92 program for U.S. exports, investments, and
competitiveness. Next, Amdt and Willett (1991)
dmcussﬂmnmphcaumsnfﬂnEC?ﬂpmgrmfcr
ouiside indusiries and firms and for outside economic
welfare generally, Sapir (1992) examined the external
dimension of the EC 92 and contends that the
completion of the internal market will impose changes
on the extenal trade policy of the EC. Hanrahan
(1992) examined the effects of the EC 92 program on
future U.S. and EC production, processing, and trade
of food products and agricultural commodities. Finally,
Greenaway (1992) examined the potential
consequences of EC 92 for non-EC countries. For an
in-depth discussion of the issues raised in this
review—such as  standards harmoniration or
quantitative restrictions—refer to part II of this report.

Raymond Ahearn

In his article, “11.5. Am&slntheEC—QZMuket
Opportunities, Concerns, and Policy
Aheam examined the consequences of the R
market integration program for US. exports,
investments, and competitiveness. He points out that
recently the United States has been experiencing a
trade surplus with the EC and that the EC is also the
most important destination for U.S. foreign direct
investment, accounting for over 50 percent of the total
of all U.5. manufacturing investment abroad.

Ahearn notes that the potential benefits for U.S.
exporters are based on expected higher economic
growth in the EC as a result of market integration and
the reduction of trade barriers within the Community.
He states that if EC growth does increase, the demand

! Full citations for the ressarch reviewed in this section
amgmsmmd at the end of the chapter.
See earlier reports for a review of the basic tenets of
cuﬂmmunmn theory and their implications for the EC 92
rogram. Also, see the first report, 1.8, International Trade
Cv:lmnusmn The Effects of Greater Economic Integration
Within the E Community on the Unired States
(investigation No. 332-267), U publication 2204, July
1989, for a nmr.w of Directorate-General for Economic and
Financial Affairs, “The Economics of 1992: An Assessment
of the Potential Economic Effects of Completing the Interal
Market of the European Community,” E Economy
m%ﬂﬁﬂ] mch mi‘tlgl,* referred mmﬂﬁiﬂmhmllh e
research was the rt that the
Commission used to predict uﬁ:ﬁm the EC 92
program.

for both European and U.S. goods should increase.
However, he notes that internal trade liberalization will
also increase trade among EC member states at the
expense of more efficient producers in third countries. He
points out that most research indicates that the trade
creation effects of EC 92 will outweigh the trade
diversion effects. Ahearn focuses on two aspects of EC
92 thatcould affect U.S. exporters: unified standards and
more open government procurement.

Ahearn notes that uniform standards across the EC
will allow goods to circulate freely within the EC
market. He points out that U.S. exporters will benefit
from adhering to only one standard as opposed to 12
different national standards. Ahearn also notes that the
government procurement market in the EC is estimated
at approximately 3! wrillion but has been heavily
protected in the past. He asserts that a single, more
open EC market could provide greater
opportunities for US. firms. However, he notes,
opening this market will require tough national
implementation by member states. In addition,
potential benefits will be limited by the utilities

directive that covers waler, energy, (ransport, and
telecommunications.

Aheamn asserts that EC 92 should provide
expanded investment opportunities for 1.5, firms
already established in Europe. In fact, be notes that
U.S. multinationals with longstanding ties in Europe
may even have advantages over EC firms, because the
U.S. firms tend to be more diversified and less
dependent on a single, national market. In addition,
expects U.S. financial firms operating in the
beneﬁtﬁmtbaECﬂpmgnm.Hemﬂm
t the “single passport” concept, once a financial
established and licensed in one member state,

can offer financial services throughout the
pmntsmtlhalﬂ:eﬁthadpassedmﬁ‘
ion to establish the single market
of 1992 but that the legislation for
i ent and insurance services lags far behind
s:'he-dulﬁ

Ahearn asserts that if the EC 92 program bolsters
the competitiveness of European firms, U.S. firms
could face increased competition in the world

In particular, he notes, EC 92 has resulted
in a large number of mergers, acquisitions, and joint
ventures among European firms. He notes that large
firms have advantages in having the resources to
support research and development, in absorbing
short-term losses in hopes of long-term gain, and in
launching relatively high-risk activities. However, he
also notes that size alope is no guarantee of
competitiveness in world markets. He points to the
slowness with which large enterprises can react to
changing market conditions.

Ahearn concludes by noting that many aspects of
the EC 92 program are more in fune with the pressures
of the global marketplace than certain U.S. policies. He
points out that by liberalizing areas such as financial
services and govemment procurement, the EC has
relied on concepts that limit the ability of national

EEEHEE’EHE
EE‘&EEE
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policymakers to insulate their states from the
international economy.

Sven Arndt and Thomas Willett

In their article, “EC 1992 From a North American
Perspective,” Amdt and Willett discuss the
implications of the EC 92 program for non-EC
industries and firms and for nonmember economic
welfare generally. In particular they examined the
direct effects of internal liberalization, the effects of

ible changes in the level of ion against
mmbers, and the reactions that changes may
produce.

Arndt and Willett contend that the major sources of
gamﬁuntheECﬂprcgramamhkelymﬂnwﬁam
increased competition and increased economies of

scale. To the extent that the forces of EC 92 make
European firms more competitive, they point out, these
firms will be more competitive within the EC as well
as in the global market. They note that such changes in
competitiveness will enhance the efficient use of
resources in the Community. In addition, ouiside firms
exporting to the EC will benefit from the harmonizing
of national standards and streamlining of distribution
channels. In fact, they assert that, to the extent U.S.
firms are already exporting to several EC countries and
U.S. multinationals are already operating across the
EC, these firms may be better poised to capture scale
economies in production and distribution than many
national EC firms.

Amdt and Willett assert that a major uncertainty,
from the perspective of nonmembers, is the effects of
EC 92 on EC trade policy. They question whether the
effective rate of protection will come down and more
competitive European firms emerge, or whether the EC
92 program will result in a transfer of inefficiency and
lack of competitiveness from the national to the
regional level. They contend that the outcome will
depend on the transition from the present to the new
proposed system. They point out that the transition
may cause much dislocation, especially in the labor
markets. Consequently, if high unemployment results
in politically influential industries, there will be
ﬁmﬂx government polices to cushion these

ts.

Amdt and Willett contend that such cushioning
will likely be a key determinant of the effects of the EC
92 program on third parties. They assert that if
short-run losses in output and employment during the
transition outweigh efforts to mutigate their effects,
there will be strong pressures for increased trade
restrictions during this time. They fear that if European
industry fails to become globally competitive, its
demands for continved subsidies and protection will be
formidable. For example, they note that the EC has
given indications that it may flex its muscles on issues
like reciprocity in services trade, rules of origin, and
local content. They wam that protectionist pressures
remain high in the United States and if the EC turns

substantially protectionist it will likely push TL5.
policies in that direction as well.

Andre Sapir

In his article, “Furope 1992: The External Trade
Implications.” Sapir examined the external dimension
of the EC 92 program. He contends that the completion
of the internal market imposes changes on the external
rade policy of the EC. In addition, he views the
Uroguay Round of the General Agreement on Tariffs
and Trade (GATT) negotiations as a crucial factor in
shaping these changes.

Sapir asserts that although the EC's external trade
policy is not explicitly featured in the EC 92 program,
its completion will have far-reaching effects on its
ultimate shape. He points out that since the EC 92
program will ensure the free circulation of goods and
services within the Community, national external trade
policies will have to be harmonized. He focuses on the
main barriers on intra-EC trade to be liberalized,
including border controls and technical barriers.

Sapir points out that the abolition of border
controls will directly affect several areas of
commercial policy, including the EC's current import
regime. He notes that quantitative restrictions by
member states on imports from third countries could
become nonbinding given the principle of free
circulation of goods within the EC. He notes that
currently, under article 115 of the Treaty of Rome,
member states can request that the EC Commission
suspend the free circulation of imports from third
countries, He contends that the elimination of border
controls is, in effect, an abrogation of article 115 and
necessitates that the member states adopt a common
stand on quantitative restrictions. He argues that the
most likely outcome will be Communitywide
restrictions for the particularly sensitive product
categories of textiles and clothing covered by the
Multifibre  Arrangement, automobiles, footwear,
consumer electronics, and bananas. His concern with
this outcome is that an equivalent Community quota
would not only raise prices in previously open markets,
but would also raise the average price in the
Community if foreign producers have some degree of
markel power,

On the issue of technical barriers, Sapir notes that
the mutval recognition of standards within the EC will
directly affect imports from outside the EC. For
example, he points out that technical regulations could
still hamper imports from nonmembers. Sapir suggests
that the EC could adopt strict health and safety
standards, could introduce  standards  for
high-technology products designed to exclude foreign
suppliers, or could eliminate the principle of mutual
recognition for direct imports that would apply to
indirect imports. However, he states that, on balance,
suppliers from third countries will likely benefit from
the mutual recognition of standards in the EC.

Sapir examines the EC 92 program in the context
of the GATT and the Uruguay Round of Multilateral



GATT, such as services, the Community is free to seek

full reci hmnﬁtsﬁ-mimlndm‘g' partners either

bilnuaﬂnc?l multilaterally. He notes n:mn:lut:uml“]= services

as an example, Sapir also points to a possible conflict
# & ]lll Il Ii- .mE

Charles Hanrahan

In his article, “European Integration: Implications
for 1U.S. Food mdgiculm"ﬂmﬂlmnmimd
the effects of the EC 92 program on future U.S. and EC
production, and trade of food products and
agricultural He begins by pointing out
that EC 92 is not an effort to reform the EC's
agricultural policies, nor is it directed at the EC's

E
%
i
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E

effects include:
* Reduced prices for agricultural commodities
due to reform of the monetary system;
¢ Increased food consumption attributable to
such macroeconomic effects as increased
* A possible weakening of the EC farm lobby and

consequent loss of for the Common
Agricultural Policy (CAP),

ﬂluECﬂmmrmu]tiniﬂme
Community and therefore to benefit producers who
export income-elastic to the EC* He asserts

3Hmmmrﬁc'&£rgmhlhcmﬁumhipmf
changes in income anges in the quanti anded for
u.ﬁnincm-uhsti:pmduclismuvmm urchases
increase more rapidly than income. For example, if the
income elasticity for stereos is 1.5, then the implication is
that & 1-percent rise in income will lead to a 1 5-percent
increase in the purchase of stereos.



on market access for nonmembers through the manner in
which national restraints are eliminated and standards are
harmonized. He points out that there is pressure to
replace national restraints—such as quantitative
restrictions on automobiles, footwear, and other
goods—with Furo-restraints because some argue that
third-country producers should not benefit from EC 92 as
much as member firms do, and transnational
arrangements are needed so that member firms can more
easily adjust to the new market conditions. He asserts that
for the following reasons it is the standards issue that
nonmember firms fear most First, since nearly all
non-EC firms are excluded from the i

recognition applies to most sectors in the member states,
it does not apply o goods of non-EC onign.
Consequently, more arduous certification procedures
could pertain to non-EC producers. Third, harmonization
nuﬂdh:madeulﬁshﬁhvﬂrﬁmlhmm
with more stringent requirements are 1o,
Finally, since certain sectors are excluded from mutual
recognition requirements, these rules can be used to
restrict movement within the EC even though access may
have been granied in a single member’s market.

On the issue of services, Greenaway focuses on
financial services, governmeni procurement, and
transportation. He notes that the creation of a common
financial market in the EC is essential for the success
of EC 92. Consequently, he notes that a number
of directives pertain to this sector, and their primary
effect on nonmember financial firms is their reciprocity
provisions, He points out that the EC Commission is
moving away from mirror image reciprocity and
towards equal treatment and fair access for member
institutions in third countries. However, he contends
that there is still the potential for aggressive use of the
reciprocity provisions. In the area of government

more protectionist fashion will depend on several
factors, including—

The speed with which gains are realized;

The distribution of those gains;

The speed at which adjustment occurs;

The distribution of adjustment costs;

The strength of the protectionist lobbies;

The trade policies of other governments; and
The outcome of the Uruguay Round of
Multilateral Trade Negotiations.

Greenaway concludes that if the full benefiis of the
EC 92 program are to be realized, the program should
be implemented with an open external trade policy,
which is critical to maintaining competitive pressures
on European firms.

4 Cabotage is a term used in the transpost industry to
indicate the carrisge of products or people between two

points within a country—such as between Miami and New
York in the United States.
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CHAPTER 3
IMPLEMENTATION

General Status of Implementation

As the EC Commission, Parliament, and Council
complete more and more of their work on
single-market nwmres implementation of those
measures by EC member states assumes greater

importance.  Some internal-market measures are
recommendations and decisions, which take effect
immediately upon their issue in all member states. The
vast majority of measures, however, are directives,
whmhmhnﬁeutmlywhmﬂ:eymmndmw
“transposed.” into member-state law.!

The implementation process can be complicated.?
A member state generally an EC directive in
one or more of three ways: (1) legislation passed by
the national parliament; (2) a decree issued by the head
of govemment or a govemment minister; and (3) a
circular issued by a government minister or
department®  The between EC
language and national language need not be exact,
because an EC directive is binding only in the result to
be achieved and leaves the exact ing of an
implementing law to each member state.? some
CAases a state may consider the measure it has
passed to be a proper way (o implement, but the EC
Commission disagrees. This disagreement is most
acute in the case of administrative circulars, which
often lack legally binding effect, thus leading the EC
Cummmmmfmdﬂ:ﬂnmadequammmple—
me.ntaimmsurea

Once the basic law or decree is issued, it must
often be supplemented by administrative regulations
that aid in enforcing the law. Moreover, government
officials at the central, regional, nndlucallwelsmust
.carry out the laws, decrees, and regulations properly.
The EC Commission is becoming concerned about the
stage beyond im tation. .whmhcmhecdind
application, in which member states actually apply the
implementing laws they have passed® Some member

1 A sixth followup report will provide more complete
information on the status of efforts by member states with
respect to implementation. This sixth and final report is
expected to be completed in the fall of 1993,

2 See, for le, case studies on the implementation of
selected directives in U5, International Trade Commission,
The Effects of Greater Economic [nte frmmn Within the
European Community on the United States: Fourth Followup
Repan ation 332- 215‘1"} USITC publication 2501,

1992, pp. 3-8, 5-23, and 6-
EECoﬂun.r.wnn official, DG]II interview by USITC
staff, Brussels, Jan. 21, 1991,

4 See, for example, Commission . ftalian Republic, Case
No. 262/85, [1987-88 Transfer Binder] Common Market
Repaﬂer (CCH), par. 14,518, p. 18.963 (1987).

5 EC Commission official, DG XV, interview by USITC
staff, Brussels, Jan, 21 1991.

6 Member states “must not only adopt the necessary

I:ranm-uszmn measures but, above all, ensure that the
umt;;e are complied with,” EC Commission,
Report of the Commission fo the Council and the European

states may formally implement but not enforce measures
they find inconvenient. although under the Treaty of
Rome member states who have not implemented
measures are still bound by the obligations imposed on
ﬂmmhydumhmmdmdm&mgpm to lawsuits if
they ﬂmmhemles Application must be uniform across
the EC.#

Failure at any point in that chain of implementation
to carry out the letter and spirit of the EC’s directives
can call into ion the effectiveness of the 1992
program. One ndustry source suggested that the single
market will not be totally complete until 2003.

ing to another source, it will take two
generations to truly lulpleme.uiﬂieﬂngle market,
because so many lex problems and disputes will
need working out.? Commission uses such
instrumenis as infringement proceedings
169 of the Treaty of Rome and information
dissemination to encourage implementation. The
European Parliament has wamed that failure of
member states to ensure the completion of the
mlegrmmmgrmbythcendufl “will have

repercussions on the Community’s future
wmmndsu&rwemﬂm“m

By January 1, 1993, 233 internal market measures
issued by the EC Council had entered into force, mt&
the 282 con lated by the White Paper program
e

mp ¥
member states. The EC Commission considers that the
resulting implementation rate has reached 75 percent,
hﬂcmm: the EC Commission’s implementation rate
figure takes into account the many directives that have
Iﬁ:‘ﬁ implemented by some member states but not

Some directives contain transitional periods to ease
the burden of implementing the new requirements.
While they do not relieve member states of the
obligation to implement EC directives via passage of
necessary laws,  tramsitional periods for certain
standards directives permit existing member-state rules
and new EC i to exist side by side until
such time as the European standards bodies CEN and

&—Continuod

wamm on the Implementation of Measures for
lp-k!mg the Internal Market, SEC (91) 2491, Dec. 19,

. 6.5 Department of State, message reference No.
iglaiﬂ ar by E{Slismn to l%euﬁculf!;uwels .Pu:

' : gment European Court ustice, June
2, 19‘33. case 103/88, Frarelli Constanzo.

¥ EC Commission official, DG III, interview by USITC

staff, Brussels, Jan. 22, 1991,

SUS. Department of State, message reference No.
i??mplmﬂdbyﬂﬁ Mission to the EC, Brussels, Dec.

10 Parliament, Resolution on the Sixth Annual
Report 1o the European Parliament on Commission
Monitoring of the Application of Community Law— [958,
%ﬁcﬁm 700 the European Communities (OJ) No. c

), p. 232,

Commission official, DG [, interview by USITC
staff, Bmh.lm 12, 1993; EC Commission, DG 1T A2,
“Internal Market Brief,” Jan, 6, 1993,




CENELEC" develop supporting standards. These
standards will facilitate compliance by manufacturers
with directives. There is no guarantee, however, that
standards will actually be forthcoming by the time the
transition period ends and EC-level rules come fully into
force.!* The standards bodies have a substantial backlog
to complete all the standards necessary. Out of about a
total of 1,000 standards required, approximately 800
were still not complete by early 1993, with top priority
going to the new approach directives.!* Business sources
indicate that several member states also have been slow
to name notified bodies who can conduct conformity
assessments, !’

Other directives give rise to member state
obligations even before they are effective. For
example, the directive on harmonization of
requirements for marketing and control of explosives
furcwﬂusewﬂlnmem:rmmfmbylﬁ3 but the
EC Council agreed on a declaration establishing a

ration procedure member states to
mge the mﬁmaﬂm to control
shipments of explmwes after the removal of border
controls on January 1, 1993.16

As shown in figure 3-1, a number of directives will
be implemented on a delayed schedule in certain
member states because those states have obtained
derogations permitting such delay.

The Role of the EC Commission

Under the Treaty of Rome, the EC Commission is
assigned the task of monitoring the progress of
implementation. A declaration to the effect that the EC
continues to view implementation as one of its chief
concerns was appended to the Treaty om an
Union signed at Maastricht on February 7,
Desp:lehgsmmamas,lhﬂECCunmmm
ot Ras of D k] metst b e
most  aspects o
functioning in 1993, EC customs experls are
optimistic that the program will proceed more or less
&Wnrdlngmplmﬂfmumbhmﬂmﬂymkﬂ
some time to manifest themselves. '8

12 The acronyms stand for Comité Européene Des
Normes and Comité Européene des NMormes
Electrotechniques.

13 U8, Department of State, m reference No.
%gﬂ?ﬂgggmpm by UL.5. Mission to the EC. Brussals, Dec,

4 BEC Commission official, DG ITI, interview by USITC
staff, Brussels, Jan, 12, 1993,

1517.8. Department of State, message reference No.
igd?;mpmpmnd by UL.S. Mission to the EC, Brussels, Dec,
1611 S. Department of State, message reference No.
%gﬂl;ﬁgggmpucd by U.5. Mission to the EC, Brussels, Dec,

17 Ninth Annual Report on Commission Monitoring of
the Application of Communiry Law—1991, COM (92) 136,
May 12, 1992, pp. I-11 (Ninth Repori),

18]S, Department of State, message reference No.
;gl?‘gggmpar:d by ULS. Mission to the EC, Brussels, Dec.
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Martin Bangemann, until recently Vice President
of the EC Commission with special responsibility for
the internal market, indicated that the member states
have given a very sharp boost to the transposition rate
of Community directives.!® He stated that insuring
effective implementation will remain a key job for the
EC Commission in the future. He added, however, that
such control could only be exercised if the EC
Commission is given the necessary budget.®

The EC Commission carries out its monitoring role
in a number of ways. It holds bilateral discussions
with member states that have a poor implementation
record, and holds regular meetings with the senior
internal m:mmdmrm for the member states.
The latter mchnmdbyﬂ:eDemnmeu
General of DG III. The EC Commission publishes
transposition tables that list member states’
implementation rates, thereby putting pressure on those
that have made poor progress. There is also an
exchange of officials program that allows officials
from one member state to go and work in another
administration to foster mutual confidence between
member states. The EC Commission has found very
useful its increasing contacts with national authorities
and measures to increase awareness of Community
law. A high level group chaired by ex-Commissioner
Sutherland has published a report that highlights
problems concerning the internal market including lack
of transposition! In December 1992, the EC
Commission responded to this report, indicating the
mmuummcar?mtmmyufmmmmﬂaumsm
the near future 2

Under article 169 of the Treaty of Rome, the EC
Commission can bring suit against a member state in
the European Court of Justice for failure to implement.
This course of action is rarely undertaken, however,
because the EC Commission understands that such
failure to transpose is in general not due to a lack of
political will, but rather due to a lack of administrative
resources and complex legislative processes in many
member states. The EC Commission will begin
proceedings against a member state if it has not
transposed a directive by the due date. There are so
many stages before an actual case is filed at the Court
of Justice that pormally a member state has come into
compliance before the case reaches the Court.>

19 BC Commission database Info92, Aug. 25, 1992,
20 11.S. Department of State, ence No.
ljsiwglmmdbyus Mission to the EC, Brussels, Dec.

3 The Internal Market After 1992, Meeting the
Challenge, report to the EEC Commission by the High Level
on the Operation of Internal Market, Oct. 1992

EC Commission official, DG III, interview by USITC
staff, Brussels, Jan. 12, 1993; EC Commission, The
Operation of the Community's Internal Market Afrer 1992,
Follow-Up ro the Sutherland Report, communication to the
Council and to Parliament, SEC (92) 2277, Dec. 4, 1992,

B EC Commission official, DG I, interview by USITC
staff, Brussels, Jan. 12, 1993,



Figure 3-1
Major directives with delayed implementation

Derogation until Directive Member states
Jan. 1,1984 ... .......... Harmonized requirements on commercial agents Ireland
United Kingdom
June1,1994 ............. 1989 value added tax (VAT) directive Portugal
Jan. 1,1995....cc0iinuins Cabotage in inland waterways' France
Germany
Jan. 1,1996.............. Public procurement: utilities directive Spain
Jan A 1998 s e Banking: solvency ratios for morigages (gannan
an
Greece
Jan.1,1996.............. Motor vehicle insurance Greece
n
Portugal
Jan. 1,199 .............. Life insurance Spain
mid-1996 ....._ .. ........ Common taxation of parent companies and Germany
subsidiaries
mid-1996 ................ Banks allowed to become members of stock Belgium
exchanges France
Ireland
Jan. 1,1887 . ..o Nonlife insurance Spain
Jan.1,1998.............. Public procurement: utilities directive Greece
Portugal
Jan.1,1999 .............. Nonlife insurance Greece
Portugal
Jan.1,1989 .............. Banks allowed to become members of stock Portugal
exchanges Greece
Spain
Dec.31,2000 ............ Taxation of corporations and subsidies Portugal
Dec. 31,2001 ............ Own funds directive applies to mortgage credit Denmark
i i

1 Ports in certain German LAnder are exempt from even that deadiine.
Source: U.S. Department of State, message reference No. 15494, prepared by U.S. Embassy Brussels,

Dec. 10, 1992

Implementation in Selected Sectors

mﬂﬁﬁ EC Commission reports on the
Progress ite Paper program. The latest report
discusses implementation in a number of sectors.?
For example, according to the EC Commission, the

24 Seventh Report of the Commission to the Council and
the European Parligment Concerning the Implementation of
the White Paper on the Completion sg;he Internal Market,
COM (92) 383, Brussels, Sept. 2, 1992 (Seventh Repori).

effort to remove frontier controls has made “‘clear
progress,” but the member states still need to put into
place national administrative measures to insure that
controls are removed. The first stage of the internal
energy market program, consisting of directives on the
transit of electricity and gas and the transparency of
prices for consumers, has been transposed by almost all
member siates. The planned EC measures on veterinary
conirols are almosi all in place, but transposition has been
considerably delayed in several member states,

3l




necessitating the imposition d:rlnslumd measures 1o
allow gradual implementation, ™
The EC Commission’s figures show a rate of
implementation of more than 71 percent for measures
on the removal of technical barriers, with the most
progress occurring in the areas of public procurement
and financial services, and the longest delays occurring
in the areas of new approach standards, securities, the
nﬂdmﬂ:mwﬂnwpplydmmﬂ
services. The EC Commission characterizes
wsiadd M m
those Emission as
mmmdfMme
and Belgium have adopted the necessary transposition
measures, whereas Germany is the member state
against which the most infringement proceedings have
been brought. pharmaceutical

wdmmmmu-m
to the EC Commission with respect to the

right of residence directives, but has pund fewer

problems as to the harmonization measures.2®

As to public procurement, transposition has not
been without delays. Mdihedundunﬁc
Commission's report, no member siate had
implemented the directive applicable to the water,
energy, transport, and (lelecommunications sectors.
Greece, Spain, and had not transposed the
public supply and public w directives; the latter
had also not been transposed in Portugal, Greece,
Germany, and Luxembourg had not implemented the
directive on appeals procedures. The EC Commission
emphasizes that, in public procurement as in other
sectors, implementation requires more than
transposition of a directive into national law; the EC
Commission, public buyers, and tendering firms must
cooperaie 1o insure that the law is properly applied.?”

Businessmen reporiedly are concerned over the
lppmmlfmmdanumh:rdmmﬂmmmm

transpose  important
prmuduus Many large firms are reportedly behind in
installing software and procedures to deal with the new
VAT system. Some smaller businesses reportedly
to avoid cross-border sales in the short term until the
situation is clarified.?®
mmhpﬂmum]ymdlhmﬂ'
whole, the body of EC
Cmmmpublnhumfmmmmpmm
of EC law as a whole on an annual basis. The Ninth
Annual Report on Commission Monitoring of the
Application of Community Law—199]% listed EC

Bhid.. pp. 2, 11, 15-16.
% Ihid.. pp. 22, 25, 26, 28-29.
¥ Ihid., pp. 27-28.

BUS. of State, message reference No.
lﬁlﬂwgtpuadhyus Mission to the EC, Brussels, Dec.
28,1

= COM (92) 136, May 12, 1992
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progress in implementing directives in a variety of areas.
The EC Commission gratification as (o
mapphuhhmth:cum;umm{lmpmunmf
all applicable directives had been implemented);
financial institutions, direct taxation, and company law
(83.8 percent, with backlogs in Greece, Italy, and
hmhmg}:hﬂh!clmilm@gpﬂmﬂ:m
(93 percent); transport (93 percent); environment (85
percent, with delays in ltaly and Greece giving concem);
energy (91 percent); and statistics (98.5 percent, with
Iialy experiencing a slight delay). The EC Commission
expressed concern about the implementation of measures
on telecommunications (62.6 percent mphmened]md
public procurement (85 percent, wuh Ttaly parly to
blame). to the EC Commission, the EC had
achieved a rate of transposition of 91.6 percent with

mmwwmmm.mth

mphmlmmfwmﬂmmndmulpﬂq
mwu&&pum,ndfuqnmtumlm

93 percent ¥

Implementation in
Each Member State




but must be applied at the regional and local levels. Other
EC measures, such as those relating to sanitation, are
transposed directly at the regional level. 3 The regions of
Flanders, Wallonia, and Brussels have significant
autonomy in implementation, and some regions have
been better at it than others, For example, the EC
Commission has noted that the Brussels-Capital Region
hmexpe:wmeds:gmﬁcamdelaysmmm but has
made up for much of that lost time.35

Certain EC measures fall exclusively under the
jurisdiction of the “communities,” of which there are
three, structured according to the three languages in
Belgium—Flemish, French, and German. These
communities have jurisdiction over cultural issves, and
transpose EC directives in this area, such as the
broadcasting directive. As with the regions, one
community u;.loght implement a directive and another
fail to do so.

Even at the federal level, implementation can be
complicated  and  time-consuming,  requiring
consultations with various commissions, approval by
the Belgian Council of Ministers, advice from the
Council of State, and approval by the Parliament. Each
region also has its own legislative system.?’

Another reason cited for Belgium's difficulty in
transposing directives is the fact that, vnlike some
other member states, Belgiom does not transpose
directives virtually word for word into national law.
Rather, the Government seeks to harmonize EC law
with preexisting Belgian law in many areas affected by
EC measures. Belgium finds it easier to transpose EC
W when there is no local legislation already in

ace.

As of August 15, 1992, the EC Commission had
commenced infringement proceedings agamstB&lgmm
for failure to implement measures on velerinary and
plant health controls (21 measures), new approach
standards (3), foodstuffs (2), pharmaceuticals (6),
chemicals (5), construction products (1), lawn mowers
{2), public procurement (1), labor and professions (6),
banking (2), transport (1), I:madcastmg (1), company
law (2), and motor vehicles (2).%°

Denmark

By the EC Commission’s reckoning, Denmark has
retained first rank among member states in
implementation, having implemented 88.2 percent of
;HHWWEMPMWH&DWM
1.1

H Belgian Government official, interview by USITC
staff, Brussels, Jan. 13, 1993 (Belgian Government
interview).

A5 Ninth Reporr, p. 210,
36 Thid,

37 Thid,
38 Thid,
» Seumh Report, Annex IIL
M EC Commussion, DG T A2, “Internal Market Brief,”
Jan. 6. 1993,

One aspect of implementation particular to
Denmark is its concern for its fellow Nordic country
Norway, which is interested in EC membership and
which must apply EC directives under the
Economic Area Agreement Denmark has sought
postponed implementation and repeal of certain
provisions of an EC directive on hydrocarbon licensing
in part because Denmark has its own problems with the
directive, but also because Norway has concerns. The
timing of implementation is particularly difficult in this
case because it is scheduled for the spring of 1993,
dln‘mglhebunhpmdmcyﬂfrheECﬁmNnml The
press has quoted unofficial sources in ian
Gwemmemasmingthauheyfear:hehywbm
directive may cost Norway EC membership.!

As of Avgust 15, 1992, the EC Commission had
commenced infringement proceedings  against
Denmark for failure to implement measures on

i and plant health controls (9 measures), new
.nppmu:hstmdards{!l} broadcasting (1), chemicals
(1), and labor and professions (1).42

France®?

As of December 31, 1992, France had, according
mrh:ECCmmmmunphmﬁnwdﬁﬂApﬂmluf
all lmnb White Paper directives. This rate put
France in second place behind Denmark.** The EC
Commission the past has faulted France for

transposing d.lm: by administrative circular
because in the EC Commission’s view such measures
lack the clarity and certainty required by EC law. The
EC Commission has noted that France is replacing
most of the offending circulars with decrees or orders,
but that not all circulars have yet been so replaced.*3

The French Government often implements by
decree rather than by legislation, which can be a
cumbersome process in France. However, a
constitutional amendment in July 1992 may streamline
the process. The amendment requires that the French
Parliament be informed as soon as the EC Commission
proposes a directive that may require French
legislation. This allows Parliament to advise the EC
Commission on the proposal before it is actually
passed by the EC Council 46

4115, Department of State, message reference No.
07928, prepared by U.S. Embassy, Copenhagen, Dec. 2,
1992,

'“ Sﬂﬁﬂh Report, Annex IIL.
tation in France was extensively discussed
in 'L| . The Effects of Greater Economic Inlegration
Within the European Community on the United States: Third
Fa.’lowup R%on [mmt: mTul l332 -267), USITC
l.p
UEC Cnnumssmn DG II A2, “Internal Market Brief,”
Jan. 6, 1993,
45 Ninth Report, p. 221,
46 Officials of SGCI (Secrétariat Général du Comité
Intm‘nuusténd pour les Qtnanms de ation
), interview by U staff, Paris,
Jan. 8, 1&3 interview); Loi constitutionelle 92-554
of June 25, 19'92. Journal Officiel de la République
me;airc, Tune 26, 1992, p. 8406.
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Mﬂfﬁugust 15, 1992, the EC Commission had
commenced i t proceedings against France
for failure to implement measures on veterinary and
plant health controls (7 measures), foodswuffs (2),
pharmaceuticals (6). mislabeling (1), lawn mower
noise (1), transportation (2), broadcasting (1), motor
Ere;!:cies (1), chemicals (1), and labor and professions
1

Germany®

According to the EC Commission, by the end of
1992, Germany had implemented 72.9 percent of all
applicable White Paper directives.*” The unification of
Germany continues to pose difficulties for German
implementation. Since October 3, 1990, the five new
Linder of the Federal Republic of Germany and the
reunified city of Berlin have formed part of the EC. but
their integration into the EC is a gradual process
involving transitional measures aimed at economic,
legal, and social adaptation. The number of
derogations or transitional adjustments is being kept to
a minimum. Most of these derogations thus had a
limited period of validity, up to December 31, 199250
However, others persist, so that, for example, EC water
quality standards will not be met in the eastern part of
Germany before the end of 199551

Although Germany has a federal system in which
the Linder or regions have significant autonomy,
Belgium's problem of uneven implementation among
the regions has not often arisen in Germany. However,
the directive on general medical practice reportedly has
not been implemented by four of the five Eastern
Linder as well as by the Saarland.52

As of August 15, 1992, the EC Commission had
commenced infringement proceedings against
GE:rmany fur failure to implement measures on

velerinary and plant health controls (7 measures),
foodstuffs (5). chemicals (4), procurement (3), labor
and professions (1), banking (1), securities
(1), bmaﬂcasung (1). company law (1), and pharma-
ceuticals (1).33

Greece™

The EC Commission’s figures show that, as of
December 31, 1992, Greece had implemented

47 Seventh Report, Annex II1.

Implementation in Germany was extensively
disc in USITC, EC Integration: Third Followup,
US-ITC publication 1368 Mar. 1991, p. 1-12.

4 EC Commission, DG I A2, "ﬁl.tﬂrnxl Market Brief,"
Jan, 6, 1993,

3 EC Commission database Info92, Sept. 15, 1992,

31 Ninth Report, p. 216. The applicable directive is
90/656/EEC.

32 Sevenrh Report, p. 29,

53 E.ewm‘h Report, Annex II1,

5 Implementation in Greece was extensively discussed
in USITC, The Effects of Greater Economic [ntegration
Within the Enropean Community on the United States: First
Follow-Up Report (investigation No, 332-267), USITC
publication 2268, Mar. 1990, p. 1-24.

74.1 percent of all applicable White Paper directives.
Although transposition is proceeding faster than before,
Greece has continued to experience difficulty in
notifying the EC of its actions on a timely basis. 5%

As of August 15, 1992, the EC Commission had
commenced infringement proceedings against Greece
for failure to implement measures on veterinary and
plant health controls (8 measures), new approach
standards (3), motor vehicles (3), pharmaceuticals (1),
construction (1), chemicals (1), procurement (1), labor
and professions (2), banking (3), insurance (1),
securities (1), new technologies (1). company law (2),
and laboratory practices (1). Greece is the only
member state that the EC Commission has not
proceeded against for failure to implement the
bmadcasﬂ.ngdmlwe 57

Ttaly

The EC Commission's figures show that by the end
of 1992, Italy had achieved an implementation rate of
69 permnt with respect to applicable White Paper
directives.® According to the EC Commission, Italy
hmmmeputshmmewmtpmfmmmﬂmﬂ:

at transposing directives into national law. However,
Italy's implementation rate has improved, in large part
acmnmdﬁrbythenmﬁcahmmﬂwECufthﬁ
implementation of around 100 directives at the end of
February 1992, under Italy’s legislative system that
groups and passes directives in yearly batches %

On December 22, 1992, Italy enacted a
mini-omnibus bill which encompasses 33 directives.
The bill delegates immediate authority to the
appropriate parliamentary committees and regulatory
bodies for the drafting of implementing legislation or
regulations within 20 days, Another 43 directives were
slated for full implementation into the Italian legal
code in early 1993. For most of 1992, after a flurry of
activity in Januvary and February, Italy had been
preoccupied with a succession of internal crises and
had made little progress towards the goal of
implementing all directives by the start 1993, The
passage of the mini-omnibus bill was an attempt to
circumvent the cumbersome legislative/consultative
process and move directly parliamentary
recognition of the 33 directives to implementation
without further review by Parliament. The bhill
includes directives covering such important and
complex areas as software protection, (elecom-
munications, regulation of credit institutions,

55 EC Commission, DG I A2, “Internal Market Brief,"
Jan. 6, 1993,
HMnlh Report, pp. 216-217.
Sevemh epan Annex ITT.
lementation in Italy was extensively discussed in
USITC C Integration: First Follow-Up, USITC
puhhmnn , Mar. 1990, p. 1-20.
SEC Cnmn-umm DG I A2, “Internal Market Brief,"
Jan. 6, 1993.
60 Ninth Reporr, p, 1L
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wholesale distribution of pharmaceuticals, labeling of
pharmaceuticals, and job safety standards. !

As of Avgust 15, 1992, the EC Commission had

(3). mew approach standards (3), foodstuffs (5),
construction (1), chemicals 1‘2}, labor and

Portugal

The EC Commission's December 31, ﬂ'ﬂ.ully

shows an implementation rate for
??pumnufﬂlmﬁnbbﬂhh?wm
bhas had difficulty in i ing EC
legislation because, according to the EC Commission,
Portugal suffers from an absence of adequate
infrastructure that hampers effective application of EC
law™ However, Portugal's end-of- implemen-
tation rate for White Paper directives put that member

state among the best implementers in the EC.

As of August 15, 1992, the EC Commission had
mmmdmmm“mw
for failure to implement measures on velerinary and

plant health controls (11 measures), new approach
standards  (5), foodstuffs (4), phlmmﬁca!s

(1), construction (1), (1), labor and pro-
fessions (1), (n, company law
(1), motor vehicles (2), and chemicals (1).

for failure to implemen! measures on veterinary and

&1 115, Department of message reference No.
23139 by US. Enhnm_r Rome, Dec. 31, 1992,
mth Report, Annex [I1

“Nl.nl.hﬂe m, m
Smu.\ﬂn o
& EC cnmmmmu “Internal Market Brief.”
Jan. 6, 1993.
::"rj.;uu 13nmggmt L1992,
15166, prepared by U5, Embassy,

reference No.
Dec. 4, 1992,

plant health controls (20 measures), new approach
standards (3). motor wvehicles (2), foodswuffs
(3), pharmaceuticals (5), construction (1), chemicals
(6). procurement (2), transportation (2), banking
ﬁ;m(ﬂ company law (1), and broadcasting

Other member states
According to the EC Commission, by December
3l lmmumxmmw?as

percent of all applicable White Paper directives.
This rate places it in the lower half of member states
for implementation, which is a change from previous
years when the United Kingdom was among the most
m:ﬁﬂmphm:" As of August 15, 1992, the
EC Commission commenced infringement
against the United Kingdom for failure to
mmmwmudpmm

mplement
controls (14 measures). new standards
mwwmﬂm

(5). labor and professions (1), banking (1), snmnm
(1), broadcasting (1), and company law (1)."2

EC Commission figures show that, by December
31, 1992, Ireland had implemented 73.8 percent of all
applicable White Paper directives.”® As of August 15,
1992, the EC Commission had commenced
infringement proceedings against Ireland for failure to
mphm&mmmvmmmdplmt health
controls (20 measures), new standards
(4), foodstuffs (2), ticals (2), construction
(1), chemicals (5), cosmetics (1), labor and professions
(1), securities (2), htmdcnstmg (1), company law
(2), and transportation (2

By December 31, 1992 the Netherlands had
implemented 75.5 percent of all applicable White
Paper directives, among the top half of member states
for implementation.™ As of August 15, 1992, the EC
Commission had commenced infringement
proceedings against the Netherlands for failure to
implement measures on veterinary and plant health
@, foodsufs (D). “‘mm"”‘“"”“"‘ wegror,

. A (5), labor and
professions (2), banking transportation
(0. blu-dustmatll mmpmth{l} and motor

[nmbutgmedlm:mhnmphmum
rate of '.-'0.3 percent for applicable White Pq:u-
directives.” According to the EC Commission, where

-Sevmhk?on
¥ :BICM DGIIIH
an.

“Su.f:rﬂnﬂn USITC, EC Integration: Fourth
.Faibmp USITCpnhhuhmtll?ﬁl P38

EC Commission, DG I A2, “Internal Market Brief,"

ln._g 1993, -

7SEC ommiesion. DG 1 A2, “Iternal Market Brief
Mﬁmx@n Annex IT1.
. :%CMCMEMDGEIAE “Internal Market Brief,"
an,
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ble, Luxembourg transposes directives literally. As
I‘.hc smallest state in the EC, Luxembourg reportedly
encounters difficulties in implementation primarily
because of its limited administrative infrastructure.”® As
of August 15, 1992, the EC Commission had commenced
proceedings against Luxembourg for
failure to implement measures on veterinary and plant
health controls (19 measures), new approach standards
(1), foodsmffs {1} ph.arm.amuucah (1), construction
(1), chemicals (5). procurement (2), labor and
gufmms(l] I:mlungm securities (1),
), broadcasting (1), company law {2} motor vehicles
(2). and technological progress (1).™

8 Ninth Report, p. 226.
™ Seventh Report, Annex IM1,
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PART 11
ANTICIPATED CHANGES IN THE EC AND
POTENTIAL EFFECTS ON THE UNITED STATES
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CHAPTER 4
STANDARDS, TESTING AND
CERTIFICATION

The EC is translating hundreds of member-state

ions intended to protect human, snimal, and
plant health, and the environment into Communitywide
standards. It also seeks to eliminate the need for
mmtmﬁmﬂmmdhspwﬁmbymﬁn;\%;
one-stop product approval system. By yearend 1 _
the EC had achieved many of the objectives set out in
the 1985 White Paper, although in sectors

limit their willingness to
technology to the Furopean
expanding its so-called information
national

8
g
g
g
g
:
E
g
g
:
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mutual

acceplance of test reports and product approvals. The

positive tenor of the exchange fueled hopes that these

?lu:mmwmhdprmeaviablenpﬁmfwhdpmﬂ
S. firms fully exploit the opportunities presented

:
8
:
i
E

stimed controversy in the environmental
finished most of its work in the pharmaceuticals area
and put in place a single type-approval system for cars
It also acted mn:.lmm matters in the
spheres.

Standards Development

Standards and Intellectual Property
The prime U.S. interest in the standards
area has been to ensure that US. firms
have tmely access to information about standards
being drafted and reasonable opportunities for input in
that process. In 1992 U.S. concem about access to the

concerns raised within the EC about the policy's
potential implications for EC competition and
property objectives. Meanwhile, EC
External Relations Commissioner Frans Adriesson

members are ted to sign the document
November l.?ﬁuﬁm uptdsiunﬁumﬁ
organization.
Background
ETSI's Role in Standards
ETSI is technically a private body and participation
is voluntary. However, is telecom-
munications standards to support new EC requirements
on matters such as } terminal
i and procurement. ETSI's members



users, as well as equipment and service providers.
Membership and voting in the organization is still
dominated by the TAs and leading FEuropean
manufacturers or national champions, however,
because of their major financial contributions to
ETSI's operating budget. Indeed, U.S.-based multi-
nationals with subsidiaries in Europe account for less
than 4 percent of ETSI votes under its weighted
majority voting rules.

ETSI's standards are an integral part of the EC's
industrial policy towards the telecommunications
sector, as laid out in the so-called Green Paper on
Telecommunications issved in 1987. In that paper the
EC decided that it made more sense for the member
mmmmmaunglemtnfmndudsmdmhu
requirements for emerging telecommunications
products and services than to continue the practice of
letting national regulators decide on them after costly
and often duplicative product development for
segmented markets. The purpose of ETSI setting
standards in these fast-moving fields is to create
EC-wide markets for new products and to assure
possible entrants about the requirements they will face.
It is important that the most advanced and technically
feasible technology be chosen for uwse in ETSI
standards, because a standard tends to perpetuate a
given technical solution.! In addition, the standards
being developed are significantly more prescriptive
than those used in other sectors, since interoperability
with the existing phone network must be ensured.?

Up until now U.S. firms have been fairly satisfied
with their access to ETSI standards drafting
ing 1992-related standards— the European
Committee for Standardization (CEN) and the
European Committee for Electrotechnical Standardi-
zation (CENELEC)—its membership is open to direct
participation by manufacturers. Many major U.S.
telecommunications and computer firms with
subsidiaries in the EC are members of ETSI and have
directly participated in ETSI's work. However, U.S.
companies have made little headway in shaping a
policy on licensing intellectual property rights that they
say could result in a loss of remuneration for leading
edge technologies, among other things.

The Issue

The field of telecommunications and information
technology is both fast moving and knowledge-
intensive, Nearly all of this technology is protected as
infellectual property (patents, trademarks, copyrights,
etc.), which gives inventors and innovators specific
rights, notably a limited monopoly on the use or
copying of their invention and the exclusive right to
grant permission to others for such purposes. The idea

! EC Commission, Intellectual Property Rights and
Standardization, communication from the Commission to
the Council and the Parliament, Oct. 1992, pars. 2.1.11,
2.1.14,, and 2.1.15.

21bid.,, par. 4.8.6.

utu“mmmnmdﬂdmm“hunmandusenfmﬂfﬂ!
intellect in society as a whole” while at the same time
allowing full recuperation of the cost in terms of
stlﬂ‘-hw:rr. and other aspects of research and
development so as to adeguately reward firms
undertaking these expenditures.

Less than a dozen firms account for much of the
latest technology in the telecommunications and
information technology sphere, and many of them are
multinational in character, not exclusively European.
U.S. firms such as IBM, Motorola, and AT&T are
among the leaders in this industry. Thaaﬁrmshme
achieved success in Europe and elsewhere as a result of
Iheadvmwdmmditnwpudm&mdm.m
their intellectual property right (IPR) portfolios are
quite extensive.

Two mmmwhm it comes to the
incorporation of by IPR into
standards. First, the standards must ensure
that the IPR holder is willing to Li use of the

for purposes i tion in the

incorpora
standard. , it must ensure that firms wishing to
use the standard for the manufacture of products are
able to license the technology from the IPR holder on
fair and reasonable terms.

Inreh‘ecmal Property and Aruum.n‘

dmmmtpmzhmasaselhr&dmmchmlmmd
thus may be able to command a higher price than the
market would otherwise bear® This possi is

SThid., 5.1.10.

wm::hldr;fup:rdi;.ﬁ muﬂ:qmm&mcmtm

a ar to allow Mcl'ﬂwlniym
become the basis for a standard would be anticompetitive. In
order to demonstrate abuse of dominant position it would be
necessary to establish that the relevant market was the
technological solution in question and that the owner of
:&:ﬁlﬂtﬁumhﬂdmmyiadapwithnﬂMMh

to that market."”



particularly strong in the EC because adherence to the
standard may be legally required or may creale a
presumption of conformity with legal requirements,
leaving manufacturers and users with little choice but to
e.mplo:.r it in their procurement and product specifi-

cations.”

On the other hand, the willingness of EC regulators
mmmmﬂfbl:m“MMImmbmg&mmfww
ETSI and its members in a stronger position
in negotiations on royalties with IPR holders. Since
adherence to particular standards is being mandatedil.;z
EC regulations and rules, the effect of |
selection of competitor’s technology for i
in a standard would be to exclude other suppliers or
impede their access to member state markets.
Furthermore, ETSI has in essence been Ewmlhe
Mﬂpﬂl mstandardssetnnngmupe m
telacmnm;maums sphere as a result of official
actions by the Furopean Community. Thus, the EC
Commission has . a standards body could be
mﬂnmhlemdmgesnfahmufdommmtpmnmxf
they attempt to terms and conditions on the
Lu:e.nsmg:i[PRﬂmdunOtappmpmml}rmpensm
rightholders.®

Although antitrust authorities in both the EC and
the United States have paid close attention to standards
seiting activities because of their potential to entrench
particular suppliers to the detriment of others, the issue
of IPR in standards has not been a major issue in other
standards forums. International standards (and to a
lesser extent, American National Standards) tend to be
more general in nature than those now being drafted by
ETSI. Also, standardization is typically not launched in
fields until technology and markets are somewhat
stable (and thus readily available)” The non-
compulsory M%dﬁlﬁ:ﬂwm
reported to work or purposes. However,
there apprently was sentiment in the EC that these
guidlines were not sufficient for ETSI work.

The factors leading ETSI to develop a more
elaborate IPR policy could arise in other European
standards institutes. They too are developing standards
that will directly or indirectly find themselves written
into Community law, sometimes in new or growing
fields, such as electromagnetic immunity and medical
devices. Perhaps because of this ibility, the EC
Comm:ssmnmusnenemberl 1 followup to the
“(reen Paper” on standards, stated that it would
“welcome the development of clear conditions for the
inclusion of intellectual property rights in standards,”
andw?t.ﬂd:measuhsaqimcmmunmumcfdn
matter.

7Ibid., par. 5.1.11 states that, “If the standard in question
had been adopted, implemented, and made mandatory by a
Community instrument, refusal to license the Iﬂ:hm%
necessary to use the standard would, a fortiori, create
difficulties.”

5 Ibid., par. 4.8.10.

9 I]:ud .par. .82,

10 Standardization in the European Economy, COM (91)
521, Official fournal r.'nz Euray Communities (OJ),
MNo. C96 (Apr. 15, 1992), par. 71, p. 16

Anticipated Changes

ETSI Policy

ETSI thus issued a detailed proposal dealing with
IPR consisting of two basic parts: (1) a legally binding
undertaking, and (2) a policy setting down basic
principles and actions by ETSI itself.

The proposed ETSI policy would require that all
current and future members sign an undertaking that
commits their firm as well as all of its affiliates
worldwide to follow ETSI policy and to license
technology needed for ETSI work. Failure to sign the

BIST for i o 1 St wod
sought by or Incorporation in a s Wwou
be grounds for loss of privileges in ETSI, including
suspension of membership and withdrawal of
commitments by other ETSI members, The scope of
apphcabmhty of the ETSI policy would reach beyond

Community to EFTA and much of
{.‘antrul and Eastemn (the 39 countries falling
within the so-called Standards Application Area) as
well as to those countries that adopt ETSI standards or
in which a major telecommunciations operator
procures equipment to the standard.

Unlike other standards bodies, the proposed ETSI
policy does not ensure that all comers will be able to
license IPR embodied in standards on fair and
reasonable terms. Instead, the proposed policy focuses
on ensuring that ETSI members get preferred licensing
conditions. Firms which have not signed the
undertaking would not be entitled to licenses to supply
the Euvropean market unless their country adopted the
ETSI standard.

Under the proposed ETSI undertaking, the right to
withhold licenses would no longer be absolute. Instead,
an ETSI member would be obliged to grant licenses to
other parties unless it notified ETSI within a prescribed
time limit of its unwillingness to license them. An
ETSI member would be expected to monitor standards
development in ETSI and to identify any
IPRs it holds that fall within the scope of the standard
for which it is unwilling to issve licenses. This
provision contrasts with typical practice, in which the
onus falls on the standardization body for identifying
IPR. within the scope of standardization work and then
seeking a commitment from such IPR owners that they
are willing to license the technology on fair and
reasonable terms.

If the license is refused, the ETSI Technical
Assembly would be required to evaluate whether there
is a satisfactory alternative. If a viable alternative is not
found, the ETSI director is empowered to ask the firm
to reconsider and the firm is obliged to explain in
writing its reasons for refusing to license within 3
months. ETSI would then pass the information on to
the EC Commission for examination on antitrust
grounds,

The terms of licenses would be subject to a number
of constraints and would be more favorable for ETSI
members and firms resident in the Standards
Application Area. For example, ETSI members who
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agree in principle to license a technology are expected
to notify ETSI of the maximum royalty rate they will
demand for the grant of licenses to a party within 90
davs of receipt of a request from ETSI. Disagreements
on licensing terms would automatically be referred to
binding third-party arbitration with the third party
arbiter selected by ETSI. Once licenses are granted, the
IPR holder would be expected to notify other ETSI
members holding licenses whenever it offers more
favorable terms for the licensing of the technology.
These licenseholders would be entitled to demand
similar terms.

EC Commission Conmunication

On October 27, 1992, the EC Commission issued a
communication on intellectual property rights and
standardization.!!  The document reflected the
evolution of EC thinking since beginning consultations
with ETSI on its proposed policy in April 1992, as well
as objections raised wmmigmﬂ
trading partners such as the Uni tates.
communication highlighted the Community’s inter-
national obligations to ensure nondiscriminatory access
to European standards. At the same time it seemed to
signal a swing towards a greater role for competition
authorities in examining IPR licensing decisions.

In the document the EC Commission states that
although standards development is a vital “tool of
industry policy,”? it is not seeking to regulate
voluntary standardsmaking activities, As “private”
bodies, the Furopean regional standards institutes are
free to set their own membership rules and
organizational procedures, the EC Commission says.
However, it states, “if certain principles are not
respected by standards bodies the Community will not
be able to use their standards and even less to make
them mandatory.”!® Furthermore, the EC Commission
said, “if a Furopean standardization body consistently
fails > ensure non-discriminatory access to its
standards, the status of the standardization body itself
under Community law would have to be reviewed."!*

The EC Commission makes it clear that it is not
convinced of the need for special rules for a particular
sector (e.g., telecommunications)'® nor of the need o
deviate from accepted international practice, since
these procedures have not proved deficient.!® The EC
Commission then sets forth a series of principles that
should form the basis for internal rules in standards
bodiess. The EC Commission emphasizes that

. L1

14 Thid., par. 6.3.

15Thid., par. 4.8.8.

16 Ibid. J::r. 6.1.1. An international standards body
working in the telecommunications field, the International
Telegraph and Telephone Consultative Committee (CCTTT),
reexamined its patent policy in July 1988, but found no need
to set up detailed arrangements.
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standardization activity must cooform with the
Community's laws and its international obligations and
should encourage “the voluntary contribution by
industry of its best technology towards the standards-
making process.”!” The EC Commission stresses that
European standards should be accessible to all users on
fair, nondiscriminatory, and reasonable terms.

Similarly, the actions of holders of intellectual
property rights must not violate the Treaty of Rome or
other Community legislation.!® Refusal to license a

when it is the only viable technology
available or after it has already been incorporated into
a com; standard would “create difficulties,” the
EC Commission said.'® “Excessive prices asked for
by a dominant firm could amount to a de facto refusal
to license,” the EC Commission added.?®

At the same time, the EC Commission emphasized
its desire to encourage long-term investment in
research and development and to avoid creating
disincentives for introducing advanced technology in
the Community market. The EC Commission
confirmed that IPRs “cannot tly be
ex i unless there are overriding public interest
or public safety considerations to be taken into account
and no other technical solution could be devised."™!
Any decision to seek action against rightholders for
refusing to license would thus be weighed against the
possible negative implications such action could have
for the EC’s ambitions in technology-intensive fields.?
The EC Commission suggested that the Community
has a more pressing interest in access to standards
permitting interoperability than those for which other
technical solutions might be possible.

The EC Commission implicitly accepted the
premise that IPR holders have been given sufficient
notice of the possibility their [PR may be incorporated
in a standard if they are ETSI members and if ETSI
announces in normal fashion the start of standards
work (ie., the burden is on the manufacturer)
Indeed, it stated that in industries where a high degree
of standardization is taking place, manufacturers
should know that “some of their new technology ma
eventually form the basis of an industry standard.’
However, the EC Commission acknowledged that for
firms with extensive IPR. portfolios 90 days may not be
sufficient, and it wurged flexibility in %nnn&ng
exceptions to that limit on a case-by-case basis.*® The
EC Commission also accepted the need for binding
arbitration in the case of disputes but noted that such
arbitration in no way prejudiced rights under
Community law.2”

171bid., par. 6.1.8.

18 Thid., par. 1.1.4.

191bid., par. 5.1.11.

207Thid., par. 5.1.14.

21 Thid.. par. 235

221bid., par. 5.1.16.

B hid.. pars. 4.8.3 through 4.8.6
% 1bid.. pars. 4.2.5 and 4.5.1.,
S 1hid., par. 2.1.3.

26 Thid., par. 4.5.1

¥ Ibid., par. 4.3 4



.8, Concerns

The EC Commission communication did not fully
respond to the United States’ concerns, and it raised
others. In particular the Commission's
statement fueled suspicions that the EC was moving
closer (o compulsory licensing in fields such as
computers, phmmnﬂt.ndnmmmwhﬂ

i
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cross-licenses and could discourage firms from
engaging in research and development, the United
States warned.

The United States
conform as much as ible to the accepted IPR
practices of existing international standards bodies and
to limit the scope of its IPR policies to the EC market.
The United States also proposed that ETSI should be
rendered responsible for identifying IPR that must be
in a standard and then for requesting from

members information conceming specific,
defined IPR. ETSI members would then be obliged o
respond within a designated timeframe. Furthermore,
the United States suggested, ETSI should be held
accountable for researching IPR beld by non-ETSI

i

Followup by the EC Commission

The EC Commission issved a letter o ETSI on
November 25, 19923 The letier objecied to several

993“ USTR official, interview by USITC staff, Feb. 15,

Hardy,
Cummmm.Nw 19, 1992,
30R. Perissich, Director General, Internal Market and
Industrial Affairs, and M. tier, Director General for
Information ustries, and
Telecommunications, o A. Gnetti, Chairman of the
General Assembly, ETSI, Nov. 25, 1992,

obligations under international law, notably the Tokyo
Rmmdnhgm on Technical Barriers to Trade

other issues that the United States considers important
such as the extra-territorial scope of the ETSI policy
and the provision for binding arbitration in disputes,

Revised ETSI Proposal

comments and expressed significant
proprosed policy and undertaking at its semi-annual
meeting with its EC counterparts and EC Commission
officials held on Jamuary 13, 1993

2 1b b 3.5.3
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“EISIFM&MF@: .{gﬂuF and
Undertaking (Version Resulting with the
E‘Cmm}]milm h 101, annex to
ETSI Collective Letter No. 629
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The U.S. Department of State, the American
National Standards Institute, and a wvarety of
U.S.-affiliated associations and firms attended the
March 16-18 General Assembly meeting scheduled to
resolve the matter. The State Department representative
read a statement on behalf of the U.S. Government

opposing adoption of the ETSI policy based on several
concemns, notably:

® its departure from accepted international
standards-setting practices;

® its failure to provide a practical method for

notifying signatories whether their IPR. may be
included in an ETSI standard;

® its potential applicability to standards adopted
by other bodies, notably international standards
organizations such as the International
Telecommunications Union;

e ils inclusion of a mechanism for placing
artificial ceilings on royalty rates;

® its automatic referral to binding third-party
arbitration, which the United States said“would
probably lead to a compulsory licensing
regime;”

@ ity applicability outside Europe; and

® its absolution of ETSI members from liability
for infringements which would have been
actionable ow to the signing of the

undertaking 36

Several changes to the policy and undertaking were
made prior to submitting the documents to the General
Assembly for decision. The period in which members
can inform ETSI of refusal to make IPR available for
use in a standard was extended from 90 to 180 days,
and the event triggering the time clock was clarified.
The clause stating that the policy is an interim one
subject to renewal in two years was changed so that the
policy is permanent unless a weighted majority vote o
terminate it. The policy will be reviewed no sooner
than two years and no later than four years after it
enters into force.

Most significantly, the provision which had been
introduced during npegotiations with the EC
Commission providing non-ETSI members located in
the EC with access to licenses for IPR
embodied in ETSI standards was removed. A voluntary
code of conduct committing ETSI members to act in a
nondiscriminatory manner towards third countries
consistent with the Community’s obligations under the
TBT Agreement was also withdrawn from
consideration. Thus, non-ETSI members no longer are
assured access to the licenses they would need to
conform with ETSI standards, even if they produce in
the EC or are required to conform to ETSI standards by
EC legislation. Instead, the telecommunications
administrations adopted a declaration stating that the

361).5. Department of State, {/.5. Position on the
Proposed ETSI IPR Policy and Undertaking, Mar. 16, 1993,

EC Commission would discuss the interpretation and
implementation of the TBT Agreement, and that if the
ETSI policy or undertaking were found to be in conflict
with it or any other international agreement, ETSI must
hermd}rtncmmdnrmnkmg the changes needed to bring
them in conformity.”

The General Assembly adopted the revised policy
and undertaking by an §l-percent weighted majority
vote. U.S. multinationals with affiliates in Europe were
virtually the ouly dissenters (along with NEC and
Phillips). FEuropean telecommunications admini-
strations, equipment manufacturers, and Japanese firms
with affiliates in the EC (except NEC) voted in favor
of the two documents. The policy went into effect on
Apnl 1, 1993. ETSI members will be expected to slg;n

within 6 months, or by November 1
1993 or face expulsion from the organization.

Possible Effects

US. firms say that ETSI's proposed policy
amounts to expropriation of their investment in
research and development in a bid to breathe life into
Europe’s flagging (telecommunications industry.
Antitrust authonties and industrial policy proponents in
the EC have long sought to reduce the dominant
position of leading US. firms by, for example,
requiring that they make available sufficient infor-
mation about their products so as to permit other
manufacturers to make equipment that can interface
with it. Moreover, technological “have nots™ in the EC
are said to be eager to obtain IPR, receive technology
transfer, and purchase state-of-the art equipment at
lower-than-market rates. Not only is the ETSI policy
significantly more onerous than needed to attain the
desired end, US. suppliers complain, it is
extraterritorial in application and in
effect. The American National Standards Institute, lha
Computer and Business Equipment Manufacturers
Association, the Telecommunications Industry Associ-
ation, and the EC Committee of the American
Chamber of Commerce in Brussels have all registered
ﬂm:lrnh_pcumsmlhaEI'SI policy, as have a number
of leading manufacturers3® saying it is in essence a
compulsory license scheme. U.S. manufacturers also
mplainﬂmtthﬁirimﬂlfcm]prmtyﬁghum?nm
particularly meaningful if they are subject to de facto
or de jure expropriation. One U.S. firm stated that the
effect of the policy is to set a ceiling worldwide on the
refurn they could expect to receive from the sunk costs
of substantial research and development expenditures
made over a number of years.

Furthermore, the fact that the ETSI policy differs

from accepted international and is broader
than needed to attain the desired end could lead to

37 Buropean Telecommunications Standards Institute,
“Declaration of Administrations to be annexed to the
minutes of the 15th General Assembly,” Mar. 17, 1993,
'I“:msus Doc. 16, Rev. 1.

Among them, IBM, Apple, AT&T, Digital Equipment,
and Motorola.



confusion and constrain the ability of U.S.-affiliated
firms to participate in ETS1 standards development work,
U.S. business interests say. The preferential treatment
accorded to ETSI members and to firms from countries
accepting ETSI standards create an artificial incentive to
use.ET‘ilstan:lardsmmaduf say. U.S. or international
. As a result, European standards may come to
dnmmmmhcmmunmmmsmm outside the EC,
some analysts wam. The ESTI policy may also
proliferate—finding followers in CEN and CENELEC,
and giving cover to developing countries that have seen
little reason to offer compensation to innovators by
seeking licenses for IPR on commercial terms,

Some ETSI participants are ¥ unsym-
pathetic to the concerns voiced by U.S. interests. Many
ﬁuunpmlsmmm]nwdusﬂmdumawnm
l.'. and communication services

also want to avoid being put in a
Lgvy to iovest heavily in
mplementmngTSImndmdml to have IPR
owners hold up standards development work or charge
unreasonable licensing fees. Other members are closel
comnected with the national TA or are
manufacturers wishing to benefit from easier access to
IPR. Finally, the principal customers for telecom-
munications products major participants in ETSI
work—the telecommunications mﬁlmtm—ma}rbem
a somewhat disadvantageous position in negotiating
licensing terms with IPR. holders. Their IFR portfolios
ane ofmnbnot such that they cmf: reduce royalty
payments by offering cross-licenses for other products.
Private competitors to the TAs, on the other hand, often
have sufficient IPR portfolios so as to avoid licensing
fees altogether.”® Some ETSI members are said to be
annoyed and frustrated by what they see as
high-handed and ill-timed U.S. cnucmnl; of \re;*ni
proposed policy, and unimpressed by threats by se
U.S. manufacturers to withdraw from ETSI in protest.

ETSI and European regulators, meanwhile, say
they are simply trying to strike a reasonable
compromise between their goal of using the best
technology to frame a coherent European market for
cutting-edge equipment and services while avoiding a
situation in which the market thus conferred will
heahmed.SumeEﬂrEvm point to problems
encountered in the digital cellular communications
standardsetbyETSlspredmmmthnCmfmnf
European Post and Telecommunications admini-
strations (CEPT), which incorporated IPR. owned by
Motorola. When CEPT demanded free, worldwide
licenses of the relevant IPR, Motorola refused.
Motorola, for its part, says it was not to the

tion of its ogy in the standards
and did not consent to their use. Nevertheless, it has
offered (o license on fair, reasonable, and
nondiscriminatory terms for the market CEPT had

mdmmﬁmmmm:mbﬁd
i agreements, %0

¥ Representative of European affiliate of U.S. firm,
meeting with USITC staff, Brussels, Dec. 1992,

#0UJSITC, informal communication with Motorola
official, Apr. 16, 1993,

The U.S. Government and U.S. industry are now
considering next steps. With substantial investments in
research and development at stake and corporate
strategies aimed at reaping the rewards, however,
major multinationals perceive themselves as facing a
difficult choice: giving up control of the fruits of their
corporate innovation or being shut out of tele-
commlmicﬂlmsmatkﬂtsmtheECmdelsewluedm
mlacl:nf}: articipation in, and influence over, ETSI
standards.*' Smaller U.S. suppliers and those without
facilities in the EC are said to be in an even more
disadvantageous position. In an April 15, 1993 letter,
the Computer and Business Equipment Manufacturers
Association (CBEMA) wrote to the EC Commissioner
in charge of competition policy, Karl Van Mient,
formally requesting that the ETSI policy be reviewed
for consistency with EC competition rules, and other
options are reportedly being explored.

Council Resolution on Standardization

Background

Part of the EC's “new approach” to standards was
the notion of relying on private regional standards
bodies to translate broadly stated regulatury goals
known as “essential requirements” into technical
standards. This approach has made it easier to achieve

m&mmmtrwadepmdmtm;uhmand
thereby quicken the process of removing technical
barriers to trade among the member states. However, it
did not obviate the need for supporting technical
standards, and the bodies charged with developing

ECUummsmmmpmduoea “Green Paper” on
standardization containing proposals for ways to
streamline the process, m:mmmwdmaummung
the standards bodies, and to incorporate greater input
from affected consumer and other interest groups.

The EC Commission's paper launched
considerable debate. In particular, the EC Com-
m:mmspruposaimmatenewwemghtbudmwas
puu:wcdhy the standards institutes and business
community as unnecessary and unwanted government
interference in a largely private activity. At the same
time, the EC Commission's call for greater
transparency and efficiency in the process was widely
supported. The consensus was that opening up the
process to greater pﬂ'ts::pat:m improving the
accessibility of Furopean standards, and quickening the
pace of standards development were all urgently
needed. A somewhat less prescriptive version of the
“Green Paper” was released in early 19924 Among

41 USITC staff, informal communication with U.S.
izlecommunication industry representatives, Apr. 16, 1993,

42 Green Paper on the Deveiupmem European
Standardization, O No. C 20 (Jan. 28, 1991), p. 1.

43 Standardization in the European Economy, OJ No. C
96 (Apr. 15, 1992), p. 2. This document also summarizes
reactions fo the onginal Green Paper.
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other things, the paper called on the Council of Ministers
to reaffirm the importance of standardization in the
Cmmumt{lltd:dmthrmghpnssageufaMunmm
June 1992.

Anticipated Changes

The Council noted the importance of Europewide
standards to achieving numerous Community
objectives: removing technical barriers to trade among
the member states, opening up public
MMMM&MMOMM.&W&
industrial policy objectives, and ensuring ter-
operability of trans-European networks. The Council
underlined its desire for a coherent and responsive
Furopean and international standards dmrelopmmt
system. However, it did not endorse
Commission's call for creation of a European
Standards Council to guide the activity of private
standards bodies. Instead, it expressed sympathy for
the need to avoid creating new bureaucratic structures
and fragmentation.

mmxﬂmuwhdmdmpﬁhmgukmby
openness, trnnspmncys ;nﬂm o Thd:urd

Wl

countries and international standards bodies and
expressed its interest in seeing them pursued further.*3
The Council also emphasized the urgency of
completing standards development work for the
implementation of various EC directives and policies.
The European standards organizations should endeavor
to strengthen coordination and optimize work flow so
that high-quality slam:lards are available for these
purposes, the Council said

r&glmdmdmhmalmdudsbodiﬂm
encouraged to work together to ensure that regional
standards attain more visibility and are readily
accessible throughout the Community. The Council
also expressed support for one option intended to
achmelhmennds—mau.ugamarkofnmformmrm
European standards. Financial support and active
participation by the private sector was welcomed, as
was the organization at the European level of discrete
interest groups so as to provide more effective input
into standards development work.

For its part the Council reaffirmed its intention to
continue employing the new approach to standards in
Communitywide technical rules. It also pledged to
continue providing financial support to European
standards activity.

“Cma.’ﬂem.‘mmc{f&'mﬂe 1992 on the Role of
Standardization in the European Economy, OJ No,
C ':-‘ {ul:.r? 1992), p. 1.
standards institutes have taken a variety
&mmmmmmdm:ﬂhhrgmmlnmpmym
wider representation. In early July, for example, CEN
announced that industry, consumer, and union
representatives would be itted to become associate
members. They will now be able to participate in CEN's
mmmwbcudundwmcnmnuwmmﬂ
matters. “Wider tion in CEN," European Report,
No. 1782 (July 4, 1992), Business Brief, p. 12.

Possible Effects

U.S. business has expressed interest in
that the standards needed to implement the EC 1992
product safety directives are available in a timely
fashion. The European standards institutes are working
on about 2,000 standards, which form the core of this
work.* Steps to expedite the process and improve its
accessibility are thus welcomed in the United States.
At the same time, U.S. standards developers and the
1U.S. business community generally had registered
disapproval of the EC Commission’s effort to exert
greater management and regulatory control over the
mgmnalsmndardsmshtutes The concern was that
unnecessary governmental interference could set a bad
pmwdentmdweakennaumal standards institutes,
which are a wvital link to the international
standardization process. The U.S. Government has
been largely silent on the matter, while urging the EC
to avoid doing anything that would impair existing
channels of access.

Expanded Information Procedure

Background

An integral part of the Community's effort to
reduce standards-related barriers in the EC is the
so-called information procedure. Contained in
Directive 83/189, the procedure calls for constant
communication between the member states and the EC
Commission concerning voluntary standards and
compulsory technical regulations for industrial
products developed at the national level. The goal is to
prevent the imposition of new barriers to trade among
the member states by ensuring that authorities and
businesses in the Community have adequate notice of
and input into national standards. In 1988 the directive
was amended to include regulations and standards
pertaining to agrculture, food products, and
pharmaceuticals.

During 1992 the EC Commission completed an
investigation of the pmgmss of the 83/189 directive
over the years 1990-91.#" The survey revealed that the
pace of standardization activity in the Community has
increased dramatically. Moreover, there has been a
reversal in the relationship between the amount of
standardization activity at the national level and that at
the European level. In 1988 20 percent of standardi-
zation was performed at the European level and 60
percent was performed at the member-siate

46 A breakdown of these standards by sector follows:
pressure vessels, 42; toys, 7, construction products, 484,

I:w:?zlﬂ personal pmm:mr: equipment, 102; medical

appliances, 54, electromagnetic

ﬂﬂmpltlblhl.‘j’ ‘23 information mclu\ulngy 257;
telecommunications, 30; public procurement, 216; European
building codes, 27; steel, 129; advanced ceramics, 42;
aerospace, 300. As reported in “Technical Standardization:
Communication from the Commission,” European Report,
No. 1734 (Jan. 11, 1992), Internal Market, p. 1.

47 COM (92) 565, Dec. 18, 1992, as reported in Reuters
Newsfile, “Commission Reviews Standards Information
Procedure™ (Jan, 4, 1993).



level. The percentages reversed by 1991, and the
majority of standardization activity now rests at the
European level. The EC Commission deemed
implementation of Directive 83/189 successful, noting
that the number of technical regulations reported to the
EC Commission sobstantially increased, from 386 in
1990 to 435 in 1991. However, practice revealed certain

of the procedure, the EC Commission
observed, notably difficulty in sorting through the variety
of information submitted and uneven notification of
policies having similar effects as technical regulations
but falling into a grey area.

Anticipated Changes

In November 1992 the EC Commission proposed a
directive modifying the information procedure.*® It
reaffirms the basic rights contained in the original
directive, including the right to participate in the
standardization activities of other member countries,
the right to request that a European standard be
developed instead of a national standard, and the right
to obtain all necessary information on national
activities. However, the proposed amendment would
eliminate the need to report certain national measures,
would add other types of measures to those that must
be reported, and would extend the so-called “standstill
period,” during which member states may not enact
legislation while EC-level rules are being voted on,
from 12 months to 18 months. The latter change
reflects a more realistic timetable for passage of

Systematic notification will now be required only
whennaﬁmu]memsluamplet&lymwﬁeldd’
activity are envisioned or when the national measures
could reasonably be expected to have an impact on the

of the internal market. Moreover, the
procedure for providing such notification is being
made more flexible and less cumbersome. Standards
bodies will need to notify only the subjects of those
standards and whether it (a) transposes a European or
international standard, with modifications, into a
national standard; (b) will be a new national standard,
or (c) will amend a national standard. ETSI is included
among the bodies to be notified for the first time. The
EC Commission will provide for the regular
publication of titles of notified drafts in the Official
Journal in an effort to improve ncy. It will
also study the possibility of developing rules for the
consolidated presentation of the information so as to
improve its usefulness.

The requirement to notify is broadened beyond
standards and technmical specifications per se to two
other categories: other requirements that may affect
the free movement of that product and de facto
requirements. The term “other requirement” is defined

48 Proposal for a Council Directive Amending for the
Second Time Directive 83/139/EEC Laying Down a
Procedure for the Provision of Information in the Field of
Technical Standards and Regulations, COM (92) 491, OJ
No. C 340 (Dec. 23, 1992), p. 7.

as “‘a requirement, other than a technical specification,
imposed on a product for the purpose of protecting, in
particular, consumers or the environment and which
affects life cycle after it has been placed on the market,
such as conditions of use, maintenlme, recycling, re-use
or disposal.™? “De facto ts” were defined to
include standards made mandatory by reference in laws,
regulations, or administrative provisions of member-
state law and those for which compliance is encouraged
through fiscal and financial measures.

These changes were apparently a response to the
problems surrounding adoption by several member
states of environmental measures. In particular,
Ge:mmyﬂ:aﬂeﬂm:lmdsmﬂLumbwrgd&cxhdm
1991 to adopt tax incentives for the purchase of
“environmentally clean” wehicles. Subsequently,
Germany and the Netherlands have adopted programs
on packaging and ing waste aimed at
mmmvuhnmymydmgmdmhcﬂhd
mm“prmusmmmbusmamnbu
within the scope of the proposed directive. ™

Several new obligations are added. Standardization
bodies are required to inform bodies of the disposition
of their comments. Member states are to ensure that
their national standards bodies do not publish new or

harmonized European standards.
Possible Effects
The revised should offer some indirect

benefits to U.S. firms. The environmental area has
been one of growing interest and concem to U.S. firms
selling in the EC market, and the expanded procedure
may improve the chances that they will receive
adequate notice of and opportunity to influence

track member-state standardization activity. “The United
States and the EC have discussed the desirability of
improving the usefulness of each others’ standards
information. To the extent that the directive spurs the
Community to improve member-state information, it
may offer bepefits to U.S. suppliers and spur U.S.
standards bodies to follow suit.

Dialog with the United States
_ The United States has initiated a two-tiered dialog

meamngfulUE participation in European standards
development work. At the governmental level the
United States launched a dialog with the EC
Commission commonly referred to as the Mosbacher-
Bangemann agreement in the name of the two
principals involved in the dialog’s initiation in July
1989. Through this dialog the EC committed to rely on
international standards as much as possible in its

49 Article 1 of directive,
50 Rewrers Newsfile, “Commission Reviews Standards
Information Procedure,” Jan, 4, 1993,
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regulation-related standards and commitied to a joint
effont to improve participation in international standards
forums. A subcabinet-level meeting was held in Brussels
on October 19, 1992, between Deputy Under Secretary of
Commerce Thomas and his EC
Commission counterpart,

mmmmummmm
of concern to U.S. industry and potential followup on an
carlier effort to improve the of the
international standards system. At the private sector level
the American National Standards Instimte began

formally included in this dialog for the first time in early
1992. Another was held in mid-January | lmm

of intellectual property to standardization, the negoti-
ation of mutual recognition agreements, and the EC's
expanded information procedure.”!

Standards Development Progress and
Implemeniation

Many of the directives associated with the 1992
program cannot become fully operational until (1)
standards institutes have developed standards
and/or (2) the member states have named “notified
bodies"—that is, testing labs, ploductnuuﬁm and
quality sysiems assessors formally designated by the
member states as capable of
mwmmmﬁcm
Uncertainty has surrounded those directives

mit -assessment procedures, until such time as notified

ies and standards are in place. In essence, then,
manufacturers and regulators are given breathing room
to meet the new requirements, but the benefits of a
single market are deferred as the status quo continues.

by the
u‘:ml];.r published 11 reference
standards for the EMC directive in the Official Journal.

51 American National Standards Institute, “Agenda for
Meetings With Representatives of Standards and

Conformity Assessment Organizations, January 11-15
1993 " Dec. 7, 1992. g

MWMMMMM
fummm:hummmm:pm
Another example is the personal protective equipment
directive which entered into force on July 1, 1992. The
aﬂyﬂﬂuﬂsnﬂﬁhnﬂ:ﬂnm:ﬂpﬂmmﬂm
notified bodies have been named. An amendment to the
directive has been proposed to add a transition period, as

the directive does not currently provide for one.

Telecommunications Terminal Equipment (TTE) is
another example of this deferral of hu::ﬁts The
directive was slated to become effective on November
6, 1992. The directive covers all equipment capable of
being connected to the public ielecommunications
network and sets seven essential requirements such
mmmmb&mnmhﬁndmum
market or connected to the public network. Mandatory
common technical regulations (CTRs) are being
dnmlapodbyﬂu&pprmﬂs Gumm:umfntTennmnl
Equipment, based on technical standards drafted by
Erﬂmmﬂmwydmmmumm
into product standards. The TTE directive cannot
become fully operational until the necessary CTRs are
finalized. Work on CTRs reportedly is behind
mduh.m:hnguﬁhﬂythulhnprmnmd
existing harmonized standards, national standards, and
national type-approvals will continue to regulate the
uhmdu:fﬂ'ﬁ.

Standards for Procurement

purchasing authorities to use harmonized European
standards if are available and appropriate. U.S.
firms in the unications and epergy sectors

have been particularly keen to gain a foothold in these
previously protected markets petwork equipment
and services. However, many of these firms see their
niche in ing state-of-the-art or propriety
technology items, and some U.S. suppliers already sell
equipment to European authorities on this basis. These
wm;ﬁmmmhmmmmbt
possibili specifying in pu
Fvnuugmmmﬂcm[nlﬁuﬂs oil and gas
expressed particular interest in having the
in the

Subsidiarity
At the Edinburgh Summit in December 1992 the



Commission concluded that “some proposals were not
fully warranted in terms either of value-added by
Community action or of comparative efficiency in
relation to other possibilities of action in national or
international contexts.™> As a result, the EC
Commission withdrew several standards-related
directives (compulsory labeling of nutritional values of
food and radio frequency allocations for land-based
communications with aircraft and for remote
processing facilities in road transport). The EC
Commission is also considering withdrawal of
measures related to allocation of radio frequencies for
the coordinated introduction of digital short-range
radio communications. The EC Commission is also
planning to revise the -:inm-pmtﬁ:um dlmchwz to make
i tuff: o . streamlining and
on foodstuffs with an eye towards

replacing excessively detailed specifications. It
announced its intention to scrutinize directives relating
to machinery safety to determine whether areas of
overlap with other directives can be clarified. Finally,
the EC Commission announced that it will abandon
certain planned initiatives, notably harmonization of
technical standards on used inery, playground
equipment, dietary foods, and fasteners.

I'mplications for the United States of
Standards Policy Developments in 1992

Actions taken in 1992 standards
development in the EC should help alleviate U.S.
concerns about the slow pace of standards development
work. Thus far the uncertainty in implementing
standards directives in the absence of standards and
notified bodies has not actually slowed the flow of U.S.
goods to the EC. However, U.S. industry may
experience delays as an option for centification
contained in directives on machinery safety and active
implantable medical devices becomes mandatory by
1995. Moreover, the ETSI IPR policy has been
transformed from an issue of fairly narrow impact to
one with implications for other aspects of standards
development work, as well as trade and IFR policy
geoerally. US. industry and US. Government
representatives will continue to monitor the situation
closely.

Testing and Certification

The EC's new conformity-assessment structure
envisions the establishment of uniform conformity-
assessment procedures. Manufacturers will be required
to follow these procedures before they can place a
productmﬂrECmarket Manufacturers will
generally be itted to self-declare conformity with

European standards for low risk products such as toys.

SIEC Cmnnuss aﬁmﬂ to the Council ar the
f]i: h Summit Regarding Subsidiarity, annex 2 to pt. A

”EC Commission, Report to the Council at the
%{mﬂ Regarding Subsidiarity, annex 2 to pt. A

For riskier products, however, product testing or
production monitoring and control will be
usually by atesting laboratory or quality control firm that
is deemed competent and impartial by one of the member
states. As a matter of EC policy, these “notified bodies”
must be located on EC territory. Once the required
procedure is satisfactorily completed, however, there
should be no need to repeat tests and approvals to gain
entry into different national markets within the EC. This
uniform conformity assessment system offers potential
time and cost savings to sellers. However, since the new
must be followed to sell products in any of the
12 markets, the proposed cooformity assessment
structure also raises the prospect of losing access to the
entire EC market should difficulties associated with the
procedures make it impractical or financially unre-
warding to continue serving the EC,

Firms seeking to serve the EC through exports
from their home markets, including those from the
United States, have been eager to find ways to have
products tested and inspections conducted by qualified
domestic third-party labs. Two options are being
pursued: (1) negotiation of formal government-to-
government agreements on the mutual recognition of
test results and (2) subcontracting of certain functions
to U.S. facilities by EC-based labs. There was action
on both fronts in 1992, as well as other testing and
mufﬁm developments of potential relevance to
U.S. 5.

Mutual Recognition Agreements

On September 21, 1992, the Council of Ministers
finally approved the negotiating mandate permitting
the EC Commission to launch negotiations with third
countries on the mutual recognition of tests and
approvals. The mandate was virtually unchanged from
previous iterations, leaving in place the EC's insistence
that such agreements result in “a balanced situation,” a
requirement for foreign government involvement in
assuring the continued competence of designated
bodies, and a new twist—a requirement that the
agreements be limited to goods “originating” in the
parties. The United States had urged the EC to avoid
setting unworkable preconditions for such negotiations.

With mandate in hand the EC Commission agreed
to meet with the U.S. Government for exploratory talks
on possible mutual recongition agreements (MREAs).
The meeting, which took in Brussels on October
20, 1992, clarified a of issues associated with
the EC's negotiating mandate.> Among other things,
the EC appeared willing to consider a range of possible
models for governmental tees of competence
and to share the T.S. view that the negotiations should

>4 This section is based upon U.S. artment of State,
“Highlights of Exploratory Discussions With the
Commission of the European Communities on Mutual
Recognition Agreements (MRA's),” prepared by U.S.
hl!i!gszsinn to the European Communities, Brussels, Nov. 3,
1992,
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proceed on a sector-by-sector approach rather than the
narrower, directive-by-directive . The two
exchanged thoughts about sectors that might be ripe for
negotiation. Reportedly, telecommunications and
information technology may be early candidates.

One area of disagreement was the origin clause
included in the EC’s negotiating mandate. The U.S.
Government says that an origin requirement is
unnecessary and could impede, rather than promote,
international trade. The EC justified its insistence on an

means of discouraging “free riders.” The EC clarified
that the U.S. labs would not be required to certify the
origin of the product; instead, EC customs officials
would be charged with enforcement. The United States

ﬂngmm;rmtwelghdmbﬁnﬁﬁldeRAStuU.S.
The U.S. side suggested that the EC
dvae an alternative method of addressi
COoncerns

mng

Another issue addressed was the role that the
Government would play in MRAs. The EC has

insisting on direct Government involvement. In light
the very different way the U.S. Federal Government
regulates products and relates to the private sector and
local governments (compared with the EC), the U.S.
Government has urged that the EC be flexible in the

types

expects the U.S. Government to sign the agreement, to
be responsible for handling complaints and resolving
issues, and to ensure the continued competence of
designated bodies. While a tal guarantee of
competence is a prerequisite from the EC perspective,
the EC assured the United States that it has no
intention of asking the United States to set up new
structures or to do more than the EC member states are
being asked to do. (Some EC members do not have
formal accreditation schemes, and in others private
accreditation schemes are relied on. The United States
has a variety of lab accreditation schemes, both
Government and private.) The EC thus appeared
flexible concerning the required role of government in
administering and implementing MRAs,

The U.S. side also explored the EC's concept of
how it will determine whether an MRA will result in a
“balanced situation,” another condition the EC has said
must be satisfied before an MRA can be concluded.
The U.S. Government has expressed concern about the
EC’s insistence on a “balanced situation” for two main
reasons. First, it rejects as a matter of policy the notion
that agreements on technical matters should include
trade policy criteria. Second, to the extent that they
accept test results from private sector bodies, U.S.

55 Jssues associated with the EC's rules of origin and
local-content requirements are described in UL.S.
International Trade Commission, The Effects of Greater
T Obed Sate s Fofiow.Up Report Gawabigsocn,

! nited States—First Fi p Report mﬂshglum:
No. 433;1 -267), USITC publication 5268, Mar, 1990, pp. 14-3
to 14-9,
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regulators are constrained by law to do so on a
nondiscriminatory basis. The relative openness of the
U.S. market could thus make it difficult to achieve
balance. The EC Commission suggested that it will
consider balance to be based on egqual competitive
opportunities in a given field. There is no need for an
agreement to cover strictly balanced volume of trade, and
in fields where access is already unfettered, a simple
declaration that it will remain so will suffice, EC officials
suggested.

The EC also transmitted a model MRA document
to the United States for its consideration. Followup
talks are tentatively planned for the first half of 1993,

Meanwhile, the U.S. Department of Commerce and
the Office of the United States Trade Representative
have been working closely with U.S. regulatory
agencies and the U.S. private sector to determine
priorities and how the U.S. Government will ensure the
competence of its assessment bodies. The challenge is
mfamul.ueapmpmalrhnlwdjappea]mdmus
private sector and instill confidence in the EC,

The U.S. Commerce Department’s National
Institute for Standards and Technology (NIST) has
proposed to devise an “assurance program” for U.S.
businesses that could facilitate EC acceptance of U.S.
test results. The proposed program is known as
NVCASE, for National Conformity
Assessment Systems Evaluation P&-ogmm.“ NVCASE
would, upon request, evaluate domestic conformity
assessment activities related to laboratory testing,
product certification, and quality system mgwu-aum
Those activities which satisfy all applicable criteria
would be provided with a U Government
recognition of competency. The NVCASE nl ls
currently under review by NIST
comments were offered on NIST’s {H'I:I].I.l
Some 1.5, hmmasmsexpmssadth:vmwthmmeus
Government should avoid establishing new structures
that add little value to, or actually duplicate, functions
being performed satisfactorily in the private sector.

Subcontracting

U.S. industry had hoped that it could get around
some of the expected difficulties associated with bei
required to test and certify products in the EC if the
Commission would allow “notified bodies™ there to
subcontract tests and inspections to labs in the United
States. The EC policy on subcontracting was
mmﬂyappm@dm&pmherlm This policy is

to be contained in a document providing
mfnl:l:lu] guidance on cooformity assessment. At this
writing, the guidance document is expected to be
finalized by mid-1993, and no changes in the policy
from the September 1992 version are currently
predicted.

657 ER. 10620-10621 and 57 FR. 18121,

5T NIST, informal communication with USITC staff
(telefax), Mar. 9, 1993,




The EC has adopted a fairly liberal attitude towards
subcoatracting, permitting it not only for routine tasks
but for certain aspects of quality systems registration.

This ammde was welcomed by U.S. producers,
pammlarl}r who must demonstrate that their
production process meets quality system standards (the
EN 29000, denve.dfromtbeISD?lJDD} The process of
“registering” one's quality system is a time-consuming
and expensive one, even more so if it is being done
long distance, and the concern was that if all aspects
had to be performed by EC-based bodies, costs and
delays could be prohibitive,

CE mark regulation

A key element of the EC’s standards agenda is the
creation of a single mark of conformity to Community
requirements. Once secured, this mark will provide an
entry ticket into all EC markets. In May 1991 the EC
Commission proposed a regulation formally
establishing the “CE mark" as the official mark of
conformity to EC new approach directives and setting
forth the conditions for its application and use.
However, confusion continued to persist regarding how
and when the mark could be applied, what it would
mean, and whether it would in fact be sufficient to
secure entry into member-state markets. Among other
things, this confusion reflected the fact that numerous
directives had already been passed calling for use of a
CE mark, and they varied considerably from one
another. Parliament proposed a number of amendments
to the EC Commission’s proposal at its first reading in
April 1992; the EC Commission accepted most of them
and submitted a revised proposal to the Council on July
10, 1992.

After examining the EC Commission's proposal,
the Council decided to take a different approach. In an
cffort to make legal requirements and limits clear for
all parties, the Council decided that it would be best to
formally amend the prior directives. It also decided that
it would be useful to incorporate the rules about use
and meaning of the {Emarkmmu.';pnmdﬂcmm
establishing conformity assessment “modules”

The Council of Ministers thus asked the EC
Commission to translate the earlier CE mark proposal
into 2 proposals: a directive and a decision, both of
which went forward for Council consideration on
December 7, 199277 The directive would amend the
directives already passed in accordance with the new
approach so as to make their rules on the application,

58 EC Commission, 'E-l? Memorandum” to
Modification of the Proposal for a Council Regulation
Concerning the Affiving and Use of the CE Mark of
Conformity on Industrial Products, COM (92) 499, SYN 336
A-B,Dec. 7, 1992, p. 2,

$ COM (92) 499, SYN 336 A-B, Dec. 7, 1992 (not
published in the OJ at this writing).

use, and meaning of the CE mark uniform.®® In certain
cases the mark would have to be accompanied by the
identification number of the notified body supervising its
application and the date of product manufacture. U.S.
firms had argued against these requirements on the
grounds that they might undermine the usefulness of the
mark by making it possible for member-state officials or
purchasers to discriminate against nonnational goods.
The proposed directive would also convert the so-called
Low-Voltage Directive into a new approach directive, for
which products must bear the CE mark.®! Many U.S.
suppliers have successfully sold products covered by the
Low-Voltage Directive, and they had been concerned
that conversion of the directive to the new approach
format might disrupt current access routes, However, the
EC proposal would seem to relieve that worry, as it
permits self-declaration of conformity. The decision
would amend an earlier decision setting forth thevarm
conformity-assessment procedures to be wused in
Community legislation (the so-called “modular
approach”).%2 Passage by the Council is not expected
until mid-1993, mlhlmphementaumm mid-1994,63

European Organization for Testing and
Certification

Besides requiring that rmember states accept the CE
mark of cooformity i sued by notified bodies
regardless of location iu the EC, the EC is hoping to
ease the burden of multiple testing and inspection
requirements in the nonregulated sphere. The European
Organization for Testing and Certification (EOTC) was
established in 1990 to create the foundation of
confidence that undergirds mumal acceptance of tests
in the private sector. The organization will also serve as
a source of information and advice to the EC
Commission on conformity-assessment matters. The
EOTC comprises sectoral committees and agreements
groups, and as of yearend 1992 two sectoral
committees, covering testing and certification for the
information technology and electrotechnical sectors,
had been established and two more were in
process—one for water supply and ooe for fire and

ity alarms. There are now 10 agreements groups,
and another 5 are being set up.® U.S. industry has

&0 The directives being amended deal with simple
pressure vessels, toys, construction products, machinery,
personal protective equipment, electromagnetic

atibility, non-automatic wei instruments, active
implantable medical devices, gas app
telecommunications terminal equipment, hot water boilers,
and electrical equipment designed for household use.

&1 The low vo dJm:u-.ra is directive 73/23/EEC, OJ
No. L 77 (Mar. 26, 1973),

62 Council Decision dl:}j' December 1990 Concerning
the Modules for the Various Phases of the Conformiry
Assessment Procedures Which Are Intended To Be Used in
the Technical Harmonization Directives, Q0/683/EEC, OJ
No. L 380 (Dec. 31, 1990), p. 13,

63 Matt Shears, 1.5, Mission to the EC, interview by
USITC staff, Dec. 14, 1992,

®US. Depumntufﬁmn “The EQTC 1992
Symposium,” m reference No. 15822, prepared by
U.S. Mission to the EC, Brussels, Dec. 17, 1992.
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been working through ANSI 1o establish dialogs with
among relevant parties in the context of ANSI's January
1993 semiannual meeting with EOTC o the information
equipment, medical device, and water treatment sectors.
These consultations could smooth the way for U.S.
access in affected fields.

Bolstering the EC’s Conformity
Assessment Infrastructure

On April 29, 1992, the EC Council passed a
. ﬁeﬁd e
technological development in the measurement
andlnﬁna.'“'fhe is to run through 1994,
Among other things, the EC will evaluate the
efficiency and competitiveness of Community testing,
inspection, certification, and quality assurance services
and identify infrastructure needs. Passage of the
program bolsters the EC's efforts to ensure that
EC-based conformity-assessment bodies are in a
position m;&aﬁvﬂy lh::tﬂﬁ and monitor
manufactorers 1o
Wmmmmmmmm
support efforts to negotiste mutual recognition
with third countries such as the United
Stnt:&Totheexte:fﬂmhmmmlmmn
further upgrading tﬁ'h?
however, it could disadvantage U.S.-based
offering such services.

Implications for the United States of
Testing-related Policy Developments in 1992

Whatever benefit could be derived by the
harmonization of standards could be more than offset if

( am makes it more difficult for U.S.
suppliers to get products approved and placed
the EC market. U.S. suppliers strongly advocate
option of having their products tested here in
United States for sale in the EC. This option would

EEEE

several sectors and could substantially improve U.S.
access in the medium term.

85 Council Decision of 29 April !Wlddopmg Spcrﬁ'
Research and T gd Drd':ed
Field of Instruments and Testing (1 .fﬁ'ﬂ. 1/EEC,
0J No. L 126 (May 12, 1992), pp. 12-19.
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Environmental Protection

Introduction

With the passage of the Single European Act
(SEA) in 1987, the EC gained explicit authority to
enforce mumbtr state unlﬂmnmnm of its
environmental i added a new title
on the environment miheEECTmty“ Central to the
theme of this new title is the mandaie that,
“Environmental protection shall be a component of the

Community's ~ other policies.®” Coupled with

Summit, there has been an increased emphasis on
C itvwid - N i

Developments During 1992

The Fifth Environmental Action Program

In December 1992 the Council approved the Fifth
Eurapem&nmmtyﬁwmuf icy and action
Fifth Action
Hﬁmmhmlmmmnfm

main sectors in which pollution needs to be
reduced: industry, transport, energy. tourism, and
agriculture, The report notes that several areas still are
mmddbgﬂmmumﬁy air pollution, water
pollution, soil quality, nature conservation, urban
environment, and waste management. The program
emphasizes the use of economic and fiscal instruments
to influence environmental behavior.

Eco-Audit

Environmental auditing refers to “a management
ool comprising a systematic, documented, periodic
ndubpmveevalnmdﬂn perdformance of the
organization, management system and equipment
designed to protect the environment with the am of:

(I}ﬁuhuﬂ management control of environmental
{u]mngmplmmthmu!pmgr
including observance of the exis

mhmmqmmenm'“ In March 1992 the E
Commission presented its draft proposal for a
regulation  allowing MWMWIE
companies in a Community eco- sy

has been discussed extensively by
the Council and the European Parliament.”’ At a
December 1992 meeting the environmental Ministers
agreed on a text largely based on the EC Commission
proposal but including some technical amendments.”

66 EEC Treaty, pt. 3, title VII, added by SEA, art. 25.
67 REEC , art. 130r, par. 2.
e e e
P ra wlation wing
Voluntary Participation by Companies in the Industrial
Sector in a Community ECO-Audit Scheme, COM (91) 459,
ﬂ.fl;lgi&?ﬁm- 27, 1992), p. 2.. art. 2(h).

T BC Commission official, interview by USITC staff,
anm. 12, 1992




euhubyhm.plnysnﬂm if the y has
set up its own appropriate system, for within
the of CEN/CENELEC's EN 29000 quality

lﬂmugfuthﬂ
use of thelm (hnpmﬂ may instead include in
Mrdvuﬂsmmliwﬂ in the

™ BC Commission official, interview by USITC staff,
Bms'ﬂuh..]'m 12, 1992,

loyers' Association,
interview by USITC staff, Paris, Jan. 8, 1993 (CNPF
interview).

WWMMMmmmm

Larger firms, which account for the great majority
of U.S.-owned companies operating in the EC, for the
most part already have environmental mmw
tools and audit procedures.”™

will be to publish not the actual audit report
but only hmﬂwiﬁcﬁmdihem”

auditing < '

and government.*! The chemical industry is
likely to be the first to see widespread use
eco-audit system®>  That industry I.|.I'E-H:|]I' has
ﬂm\"ﬂ

Eco-Label

On March 23, 1992, the Council adopted a
regulation on a Community eco-label award scheme.™
The regulation became effective on adoption. As
explained in the previous USITC report on EC 92.%
the regulation establishes a voluntary Communitywide

77 Thid.
T8 Thid ; of AmCham Environment
Commitiee, interview by USITC staff, Brussels, Jan. 11,

I inlerview).

”;, Ibid.; EC Committes of the American Chamber of
Commerce in Balxrmn[ﬁmﬂlm} Business Guide o EC
Initiarives EC Committee, AmCham,

(Brussels
Wm%lm:i p- 38; UNICE, lester to Mr. C. Ripa de

EC Commission official, interview by USITC staff,
Bnmh..‘lnﬂ.l??l

mmﬁmmmfmms 38

B2 EC Commission official, interview by staff,
an:h..lll_ll.lm

4 ';Eiumlkquhmmﬂm OJ No. L. 99 (Mar.
1
, The Effects of Greater Economic Integration
Within the Ei Community on the United States:

Fourth Fol Report (investigation 332-267), USITC
publication 2501, Apr. 1992, p. 5-29.
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The regulation covers all consumer producis other
than food, drink, or pharmaceuticals, which are
covered by other directives. The regulation does not
affect existing EC legislation on labeling and
packaging of dangerous substances. The regulation
requires that the criteria for awarding the eco-label will
be the same t the Community. Products
imported into the EC will be eligible for the eco-label
subject to the same stringent requirements as products
manufactured in the Community.

The regulation directs the EC Commission to adopt
specific environmental criteria for each product group.
As part of this process, the EC Commission is directed
mumsu]tafuumcmmmgnfmpmmmwesni
indusl:r:.nremihm.mumm u'ganu:mms.mum
mental organizations, and i t scientists. The
regulation further provides that the EC Commission
will be assisted by an advisory committee of
member-state representatives chaired by an EC
Commission representative.

The advisory mmmttmtee.hm designated thirty-five
product categories assigned them to various
member states, The assigned member state is
responsible for setting the standards for the product
line it was given charge of. The first group discussions
of relevant criteria began in April 1992 and are
continuing. Progress has been slow, largely due to the
range of questions that must be addressed within each
product category. Furexample.thﬂglwpmustdﬂﬁm
the most environmentally sound production over the
hfenfthe.pmdmtandmustaMnamwh:ﬂ:erduhﬁ:
cycle should focus on the front-end

s or on the of the t at the end
of its use.? At best, discussions for the first series of
product categories may be completed early in 1993.%7
These categories include several paper categories,
detergents, laundry and dishwashing mac:hmes paints
and varnishes, and packaging materials 58

U.S. industry representatives recognize that
defining criteria that are fully relevant will require
substantial efforts and time®  Assuming the
establishment of objective and scientifically sound
criteria for awarding the eco-label, the larger U.S.
firms, wheihr:mmmmfxﬂ:tmsmiheﬂ:w
exporting products to the EC, are unlikely to

experience competitive disadvantages. However, for
small 11.5. firms intending to export to the EC, it may
not be cost effective to go through the paperwork of
applying for the eco-label, even if they use clean
uachmlogy”lnaddmm,ﬂme:smgiobdm
that the eco-label scheme could serve as a trade barrier
to imports of products, especially textiles, from

%6 Official of U.S. Embassy, Paris, interview by USITC
staff, Paris, Jan. 7, 1993,

47 mnd(:hnm Business Guide to EC Initiarives, p. 37.

82 AmCham, Business Guide to EC Initiatives, p. 37.

9 Official of U.S. Embassy, Paris, interview by USITC
staff, Jan. 7, 1993.

developing countries.® Although meeting eco-label
requirements is not particularly problematic for the
Ummd States, the eco-label scheme could create the
Eamua]fcr the diversion of such exports to the United
lates.

Packaging and Packaging Waste
As detailed in the previous USITC report on EC

92,92 gver the past 2 years the EC Commission has
muedmmddrﬂmnfmecmmmml&amwmk

environmental impact of packaging waste and
encourage lower consumption of raw materials and
energy. In August 1992 the EC Commission issued its
fifth draft proposal for a directive on packaging and
packaging waste.” It is expected that this latest draft
will be forwarded to the Parliament for a first
reading.™ The Danish EC Presidency has indicated
that it will make the packaging waste directive a
priority.

Like the earlier versions of the proposal, the latest
proposal would apply to all packaging placed on the
EC market and all packaging waste, whether it is used
or released at industrial, commercial, office, shop.
service or household level, but would not apply to
packaging exported from the EC. The current proposal
continves to set a l0-year target of recovering
90 percent by weight and recycling 60 percent by
weight of the packaging waste. Under the current
proposal each member state can meet the 90-percent
objective by whatever means it chooses. Unlike the
previous drafts, the fifth draft allows for incineration of
some of the waste.

Theaechangeswcmopposedbyﬂmmy whose
own recycling laws do not permit incineration.”> The
proposal closely reflects the new French laws, which
allow incineration.?® The proposal is not yet firm, and
several member states disagree as to the targets. Some
member states, such as Portugal, believe the proposal
is too restrictive, whereas other member states, such as
Denmark, do not believe it is restrictive enough.”’
Some countries may have a problem meeting the
currently proposed targets, because the requirements
make no distinction among different types of
packaging. Further changes to the proposal may be
necessary to  establish different percentages for
different types of materials.?®

The current proposal is based on article 100a of the
Treaty of Rome, as added by article 18 of the SEA.
This article applies to measures adopted to complete

; 1;;3017![,1] official, interview by USITC staff, Paris, Jan.
9 USITC, EC Integration: Fourth Followup, USITC
publication 2501, Apr. 1992, p. 5-30.
”CGM(PE] 278, OJ No. C 263 (Oct. 10, 1992), p. 1.
% AmCham, Business Guide to EC Initiatives, p. gﬁ
:hmﬂwn interview,

""'Ihu.d
% Ibid.



the internal market and aims at undistorted conditions of
competition. Adoption under article 100a will require
qualified-majority approval, but only after adherence to
the SEA’s ion and consultation procedures,
which give the Furopean Parliament a greater role in the
process. It is possible Hlateuvmmema] lobbyists will
challenge this authority,” on the grounds that the
regulation should be adopted under EEC article 130s,

to measures relating fo the environment,
Article 130s allows member states to maintain or
introduce more stringent measures than those contained
in the Communitywide environmental measure, Article
130s would require unanimous approval of the directive.

Whatever the content of the final directive as
adopted, it will inevitably have a major impact on the
uction, marketing, and distribution of most
products. 100 Essentially, any producer who sells
pmdlrtsmmuEC wl::ﬂlﬁ:rmanufacmred there or
. will need to know at the time of manufacture

how the product will be disposed of at the end of its
life cycle. Some industry representatives believe the
mgqﬂaumofvniumammghtmdshapedpack@ngls
unduly restrictive, reduces market flexibility, and
creates trade barriers. 101 For some firms adoption of
the directive, or derogation to member states under the
directive, may require major new investments in
production and recycling equipment. For example,
EuroDisney produces many tons of waste per day,
some of which is transhipped from France to Germany
for disposal. However, it does not have the equipment
to sort waste, as required by German law. If the final
EC directive likewise requires the sorting of waste, or
permits member states such as Germany to impose
such a requirement, companies such as EuroDisney
may have to change all of their waste disposal
equipment.!®? The directive as currently proposed,
however, differs from the German law in that it places
the burden for taking back the packaging waste on the
waste management system, not on the manufacturer,

The Department of Commerce recently solicited
comments from U.S. industry on the proposed EC
packaging directive. Most responding U.S. companies
npplmdedﬂ:ehmmizin,ggoalufdnmai but

recovery targets set by the EC
Commmmasmmﬂmucm All survey

recycling is always the preferable method of recovery.
levels are unreasonable low, particularly in light of
current incineration technology.

% AmCham interview.

:g':’iﬂmﬂhm Business Guide to EC Initiatives, p. 26.

102 EyroDisney official, interview by USITC staff, Paris,
Jan. 8, 1992,

1311.5. Department of Commerce, Office of European
Community irs, Business America, “Commerce
Department, U.S. Industry Analyze EC's
l:‘ﬁging Waste Directive,” by Catherine Vial, Jan. 25,

The Commerce Department is concermned with
assuring that U.S. companies, particularly those that
:xpcﬂpmducmtolheEC have access to member
states’ national waste management 104
Commerce seeks to avoid the possibility that US.
firms could have their applications delayed either
through reduced access to the member state’s

The pote:lmal problems associated with the
proposed packaging directive are further compounded
when viewed in the context of the EC Commission’s
proposal for a European Waste Catalogue. That
proposal uses an exhaustive list approach to define
both hazardous and nonhazardous waste for the
purposes of dealing with the 1991 waste framework
directive and hazardous waste directive. These
directives, in tumn, mmmdamdmmepm

hmdmﬁnm waste m;fld play

important in the ori ackaging of a product.
U.S. industry representatives ﬂave wamed that close
attention should be paid to the waste catalog and that
the catalog as currently proposed contains items that a

batteries as hazardous waste. A computer manufacturer
who used computer screens with built-in cadminm
batteries would be required to assure that the product
could meet hazardous waste disposal requirements. If,
however, the manufacturer used a screen with snap-out
batteries, the problem would be avoided. For these
reasons, U.5. industry and Government representatives
following EC environmental measures are closely
monitoring the waste catalog proposal. 08
Integrated Pollution Prevention and Control
The EC Commission is actively working on a

Control (IPC). Thepmpm&]hasbeeumdrsﬂforwer
a year and is nearly ready for presentation.!”” The

107 AmCham interview; U.S. Department of State, U.S.
Mission to the EC (USEC) official, interview by USITC
stxffl_ngrtl:mls. Jan. 11,1993,

id.

109 BC Commission staff, interview by USITC staff,
Brussels, Jan. 12, 1993,
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proposed directive will address emissions of air, water,
and solid waste in the same legal instrument. Permits will
be granted by competent authorities through a process
that takes an integrated approach towards prevention of
all three types of pollution in the same permit framework.
The objectives of TPC, as stated in the explanatory
memaorandum to the current draft proposal, are to prevent
or solve pollution problems rather than transferring them
to other parts of the environment; to make pollution
controls more efficient for industry and effective for the
environment; to increase the ability to set priorities; and
to encourage consistency in environmental law.,

Under the proposal best available techniques
(BAT) must be applied to prevent or minimize the
pollution from air, water, and land sources. BAT refers
to technology that is available anywhere in the world.
The current version of the proposed directive does not
require that any particular piece of technology must be
used but sets guidelines for the levels to be achieved by
whatever technology or techmiques chosen. The
proposal incorporates a certain amount of flexibility to
allow for local environmental conditions to be taken
into account. The proposal specifically states that a
cost-benefit analysis is required.

The proposal incorporates the emission levels and
quality standards already in existing directives or
national laws. The competent authorities must assure
that all existing quality standards under national or
Community legislation are adhered to, even if the
levels set by these standards are stricter than what is
achievable with BATs. If there is no existing quality
standard, then the BAT would set the floor in the first
instance. At present there are only three EC-wide
substance- mdmumaddmsnnganpollum
and 8 to 10 quality standards for water pollutants.!10

‘I]:epmponadd:recuvewmﬂdapplylopllmsm!hs
following industries: epergy, metals, cement, glass,
asbestos, refractory, chemicals, waste disposal, and
paper and pulp manufacturing. Prescribed industries
operating existing plants would have 10 years to come
into compliance. New installations in those industries
would be required to obtain a permit before beginning
operations. The local permitting authoriies will
examine applications and decide on whether to grant
the permit. A permit may include one or more
processes or activities on the same site.

Adoption of an IPC directive is not likely to result
in major changes in existing laws, although some
tailoring may be needed to meet the directive.!!! Six
EC countries already have integrated pollution
legislation. Denmark m:l France have had such
legislation for 20 years, and IPC laws recently have
been passed by the United Kingdom, Ireland,
Luxembourg, Flanders, and Portugal.

Industry in general, including companies of U.S.
parentage, have not conclusively passed judgment on

HO Thig,
11 Thid.
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the draft IPC directive but have reacted positively to the
initiative of using one single permit and controlling
authority to regulate all ﬂ:l:l.lSSll:llsuz Industry
representatives have, however, voiced a number of
mmwnslhmthsubmdthedmuve,lmludmg
t questions and the appropriate reference
criteria 113 groups are advocating the use of
fixed, harmonized control parameters to avoid
controversies with the local authorities.' !

Because the BAT concept refers to technology
available anywhere in the world, state-of-the-art
technology, which is often manufactured in the United
States, would become the norm. As such, adoption of
theIPCdimcmldpmvldaamumtmm&r
leading U.S. pollution control technology.

Carbon Tax

In 1992 the EC Commission presented a proposal
for a directive on the EC strategy to reduce carbon
dioxide emissions and improve energy efficiency.!!’
The proposed strategy involves research and
development to improve energy efficiency, legislation
setting vehicle emissions standards, fiscal measures
mhsmmpuwmlymmdmﬂmobﬂﬂ.ami
introduction of a carbon dioxidefenergy tax Thl.'.tax
wﬂ]gmduu]lym:mtoﬂﬂmahﬂm] oil by the

The tax will be divided 50 percent as an
mudﬁﬂpmmuiaucarbm-mmtuxm
stated that the tax will be fiscally
wutm] mtlmuml]nnt,remﬂtmmmemedtn
burden for the consumer but will be offset by tax
compensation in other areas. To prevent the creation of
a competitive disadvantage to industries with high
energy consumption which compete in  the
international market (such as steel, chemical, and glass
industries), the proposal provides a partial exemption
for such industries that will apply unless trading
partners impose a similar levy.

Prior (o the Earth Summit in Rio de Janeiro in June
1992, the environment Ministers openly favored a
unilateral EC tax, regardless of action or inaction by
other OECD countries such as the United States and
Japan. In the latter half of the year, however, the
Cmncusngemedthnntm]lmunpmeaunﬂmal
mhhnymdustryrepmsemmw.sstrmgl

of the directive, pammlarly:f:heUmwd
Smesmdmhermdmgpmmdomukemmﬂar
measures.''® These industry organizations believe the
tax will cause severe economic problems in an
alreadyvmﬂmng mjr without achieving the

r]wuv reducing carbon dioxide
T'I'I:Bjralm:mte'rhﬂatnlwwdmﬂm

112 AmCham, Business Guide to EC Initiatives, p. 29,
113 Representative of U.S. law firm, interview by USITC
staff, Brussels, Jan, 12, 1993,
114 AmCham, Business Guide to EC .:mm.m p.29.
"50.:"1'50 C 196 (Aug. 3, 1992),
16 CNPF interview; Business Gum to EC Initiatives,
" 3?“ Thid.



EC and not in its trading parmer countries would
inevitably hinder the competitiveness of any firms doing
business in the EC.!!#

The French employers’ association. CNFF, has
proposed a third option to taxation or regulation of
energy. That proposal calls for the use of voluntary
agreements by which certain industries set a timetable
over which they will reduce emissions.''® A voluntary
agreement of this sort is under negotiation between the
French Government and the French chemical industry.
To date. only France has tried this approach. but France
may try to institutionalize it at the European level. 120

Industry analysis

Agriculture

The agriculture secior generally comprises
farm-based products at a primary or intermediate level
of processing, such as live animals and plants, fresh or
frozen meat, fruits and vegetables, and feedstuffs. As
such, the EC directives affecting this sector generally
are under the general categories of animal and plant
health and involve such issues as disease control, feed
safety and quality, and meat inspection regimes.

On November 13, 1992, the EC and the United
States, reached an agreement that will help resolve
disputes stemming from the EC's Third Country Meat
Directive.!2! The directive requires third-country meat
producers wishing to export meat to the EC to comply
with specific technical standards and to undergo
inspection of their ion facilities by EC

inspections S.
Agricolture.'22 EC i of most pork and beef
from the United States have been prohibited since

Act of 1974, The USTR initiated a section 301
investigation on January 10, 1991. A series of bilateral
consultations ensved, but several interim settlements
broke down and failed to result in the relisting of U.S.
meat plants to export lo the EC.

118 Thid.

119 CNPF interview.

120 Thid,

121 Office of the United States Trade Representative,
press release 92-63, Nov. 13, 1992,

122 Bor a more detailed discussion of the dispute see
USITC, EC Integration: Fourth Followup,
publication 2501, Apr. 1992, pp. 5-34 to 5-36.

123 1.8, exports of pork and beef to the EC were
relatively minor prior (o the implementation of the directive,
for further background, see USITC, EC fnrgrzaﬁm: Fourth
;'%Jéoww, USITC publication 2501, Apr. 1992, p. 5-35 to

The new agreement reached has a target date for
full implementation of December 31, 1993. The
agreement involves a two-stage process, the first of
which resulted in the review and relisting of U.S.
plants to expori to the EC.!** The second stage
involves establishing the equivalency of the EC and
US. inspection systems.!” In the interim the EC

to provide a more clearly defined basis for EC
approval of U.S. meat-exporting plants and to consider
acceptance of meat from plants certified by the U.S.
Department of Agriculture’s Food Safety and
Inspection Service (FSIS) as meeting EC import
requirements. The agreement will allow for EC
approval of additional U.S, meat plants for export prior
to full implementation of the new agreement. The
agreement also states that the U.S, will accept the EC's
regionalization for control of animal disease,
consequently will be prepared to amend its own import
regulations,’?® and will fashion a greater role for the
FSIS in approving U.S. meat plants for export to the
EC.'?7 The United States also recognizes the need to
apply uniform standards to all EC member states. With
the agreement imminent, the section 301 investigation
was terminated by USTR on October 16, 1992128

The American Meat Institute (AMI) has expressed
doubts about the agreement reached between the
United States and the EC and has criticized the
termination of the section 301 trade petition by USTR.
The AMI stated that the section 301 petition was filed
to encourage complete settlement of the issue, but the
settlement only commits the United States and the EC
“to undertake to endeavor to complete all the necessary
procedures to achieve a final solution by December 31,
1993." Without the threat of certain retaliation in the
absence of a timely agreement provided by the section
301, the AMI believes that the incentive for a final
resolution to the dispute has been significantly
lessened. 129

134 According to the Food Safety Inspection Service of
the USDA, as of Feb. 2, 1992, 42 U.S. plants were eligible to
export red meat to the EC. Of these, 11 were eligible to
export horsemeat and had not been affected by the Directive,
and 31 had been relisted to export beef andfor pork.

135 USDA, Food Saftey Inspection Service, Mear and
Poultry Inspection: 1991 Report of the Secretary of
Agriculrure to the U S. Congress, Dec. 1992, p. 24,

126 Regionalization allows for different disease status
among BEC member states. The major concern regarding U.S.
imports is that some EC members have an increased
incidence of animal disease or weaker inspection regimes.

127 The EC has agreed to allow “pre-listing," whereby
FSIS approval will be accepted prior to site inspections by
EC inspectors.

128 57 FR. 47508-47509. The USTR announced that it
would monitor the implementation of the agreement and
would continue action under section 301 if the agreement
was not completed within a reasonable period of time.
1992“" American Meat Instifute, press release, Oct. 13,
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Processed Foods and Kindred Products

The processed foods and kindred products sector
generally comprises agricultural products pcmcewed
beyond primary and intermediary stages,
packaged foods, tobacco products, mdbeva‘ﬂgﬁ The
bulk of EC directives pertinent to this sector are under
the general category of food law and involve such
issues as labeling, product standards, and food claims.

Certificates of Specific Character

Background and Anticipated Changes

Council Regulation (EEC) No. 2082/92 of July 14,
1992190 gpeks to that certain agricultural
products and foodstuffs derive market value from their
inherent characteristics, which distinguish them from
similar products.!?! The regulation provides the
methods by which such products may be registered
with the EC and may display a special Community
symbol. Additionally the regulation calls for the
uniform inspection of such products throughout the
Community and includes provisions allowing trade
with third countries that offer equivalent measures in
their markets.

Possible Effects

Though ostensibly the ability to obtain and carry a
Community symbol showing the specific characier of a
product would be an indication of a uniqueness of that
product that would differentiate it from competing
products, the carrying of a Community symbol has the
potential to become associated by consumers with
Community approval of the product—a type of “Good
Housekeeping” seal. Provisions are made in the
regulation for the ing of such Community
symbols to agricultural products and foodstuffs coming
from third countries. The regulation stipulates that the
third country must be able to provide identical or
equivalent certification of products from the EC and
must have equivalent protection and inspection
arrangements. Products from third countries without
equivalent certification systems may find it more
difficult to compete in the EC market with similar
products carrying the Community symbol.

Data on U.S. exports to the EC of products that
could be eligible for certificates of specific character
are not available. Although U.5. trade and investment
in agricultural and processed food products with
respect to the EC are not expected to be significantly
affected by this regulation, uncertainty regarding its
implementation are a cause of concern to U.S.
agricultural interests.

'”GIN:- L 208 (Jul. 24, 1992}, p. 9.
For example, some foodshaffs specified by the
dua:tm: include beer, chocolate, pasta, soups, and ice
cream,
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Organic Production of FoodstufTs

Backgrﬂuﬂd and Anticipated Changes

EC Council in July 1992 approved a regulation
(MBBEE}"“ post until Janvary 1, 19%;13 the
lmphmeumum a mgulauml on the maﬂmung and
labeling of m:gm products.!*® The new regulation
also provided for a 3-year transitional system allowing
importers to mqueat appmval of the importation and
distribution of u&uu: products before the
inclusion of a -:mmtry official equivalence list.

Possible Effects

The United States currently does not have Federal
standards for certifying food as “organic.” In the
United States 15 organic certification programs are run
by State and independent organizations, and the quality
of U.5.-produced organic foods is generally recognized
as equal or superior to that required by the EC. The EC
plans to accept the various U.S. programs as meeting
its new certification requirements but will still require
review through a Federal agency.'** The new 3-year
transitional period should allow time for the
finalization of U.S. Federal organic certification
standards by the U.S. Department of Agriculture.!3
The U.S. organic foods industry reportedly views the
eventual Federal standards as a positive marketing tool,
both for domestic and export sales.'¥ According to an
industry survey, U.S. retail sales of organic food
products totaled an estimated $1.25 billion in 1991,
including approximately $40 million in exporis
(mainly to the EC and Japan).!”

Food Additives

Background and Anticipated Changes

The purpose of the food additive directive
(Commission Directive 89/107/EEC)'*® was to
establish a framework for the use of food additives in

the manufacture, pmssmg treatment, packaging, and
storing of food in ”'Thmespm:ﬁcdmcum

132 0 No. L 208 (Jul. 24, 1992}, p

133 USITC, EC Integration: Semmd Fdﬁuuw USITC
pul:lmmnn 2318, Sept. 1990, p, 4-52.

M In response to the reg aunn the USDA submitted
dossiers of the existing U.S. organic certification
aHigamuuons for EC approval. However, some individual

members are requiring that additional spplications be
submitted for approval of UL.S. of organic foodstuffs
to their markets. USDA, official, telephone conversation with
USITC staff, Feb. 11, 1993,

133 The National Organic Standards Board, established
in January 1992, is currently drafting recommendations for
federal certification standards. Details of the standards are
not yet available. According to officials of the 1.5,
Department of Agriculture, these standards are not likely to
be enacted for at least a year.

136 Official of the USDA, Agricultural Marketi
Service, conversation with USITC staff, Feb, 4, 1993,

137 Ken Murgentine, New Communications,
Boulder, CO, conversation with USITC staff, Feb. 11, 1993,

138 07 No. L 40 (Feb. 11, 1989), p. 27.

19 USITC, EC Im-tfmnon First Follow-Up, USITC
publication 2268, Mar. 1990, p. 5-56.



(92/C 12005, 92/C 206/03, and 92/C 206/02) within the
framework established by the original Food Additive
Directive have been proposed on sweeteners, colors, and
other additives. The EC continues to use the “positive
list” approach to the regulation of food additives,
meaning that use of any additive not on the list is strictly

ibited. The use of the positive list h has been
Eﬂhmme of concern for somcme.S, il:bd:wmmsn‘ie&which find
this approach exceedingly restrictive.

The original 1989 Framework Directive and the
draft sweeteners and additives directives have been
revised following controversy over a footnote in the
sweetener directive proposal that ibited the use of
sweeteners in low-alcobol beer.'*" As a result of the
controversy, a modified draft Framework Directive has
been proposed that integrates the footnote into the
overall text, allowing member states to forbid the use
of certain food additives in the production of
traditional products within that member state, provided
that trade from other member states continues o move
freely and production of non-traditional products is
permitted. The draft directive on food colorings was
rejected by the European Parliament's Committee on
the Environment, Public Health and Consumer
Protection, which found that the directive interfered
with national legislation.

Possible Effects

The continuing revisions of the draft directives, as
well as the controv over the definition of what
constitutes a “traditional product” and the protection of
national legislation,'#! have scuttled the possibility of
meeting the original 1989 Framework Directive
requirement for the details on the use of specific
classes of food additives to be laid out before 1993,
The uncertainty caused by this situation makes
assessment of the potential effect on the U.S. industry
difficult to determine. Virtwally all processed food
would be affected by the three directives.!42

Labeling of Tobacco Products

On May 15, 1992, the EC's Council of Health
Ministers gave final approval to the directive on the
labeling of tobacco products (Commission Directive
92/41/EEC)'3, In addition to obligations concerning
health information, the directive also prohibited the

marketing of certain oral-use tobaccos beginning

140 The footnote was in response to concerns by the
German beer industry about the need to retain strict purity
standards for traditional German beers.

1411 epislation establishing standards, such as the
Gu.rmmmmty standards for beer.

142 Although precise data are not available on U.S.
cxpomofmcpmmdfmdsmn would be covered by
these directives, it is believed that they would affect a
substantial share of overall 1.5, agricultural exports to the
EC, which totaled $6.9 billion in 1991.

143 OJ No. L 158 (Tune 11, 1992), p. 30.

July 1, 1992, The directive has been a source of concern
to U.S. indusiry, '

Advertising of Tobacco Products

An amended proposal resulting from earlier draft
direc&mmsuicuugmbmpmﬁmadvm“m
1989 and 1990 was approved by Eﬁe&n
Parliament on February 11, 1992 (92/C 129,
However, the EC Council of Health Ministers, which
must give final approval to the controversial directive,
failed to approve the direcive in the July and
November sessions. The directive remains on hold.
The directive is intended to prohibit all direct and
indirect tobacco advertising except inside anthorized
tobacco-selling establishments from January 1, 1993,
The directive also would prohibit the free distribution
of tobacco. Whereas the ban could have little effect on
consumption of U.S. products that are well known to
EC consumers, it could hamper the introduction of
U.5. tobacco is to new markets and make the
introduction of new product lines more difficult.

Materials and Articles in Contact With
Foodstulffs

Background and Anticipated Changes

Commission Directive 92/39/EEC of May 14,
1992,146 amends Directive 90/128/EEC by nllmrl.ng
monomers and other starting substances listed in its
annex II to be used for the manufacture of articles
coming into contact with food following January 1,
1997. The amendment also states that member states
should permit trade in and use of the plastic materials
and articles that comply with this directive by March
31, 1994, and should prohibit trade in and use of those
that do not comply by April 1, 1995, These directives,
92/39/EEC and 90/128/EEC, are two of the more
product-specific (vertical) directives outlining the
specifics of the Framework Directive 89/109/EEC
adopted on December 21, 1988,

Possible Effecis

Similar to the situation with food additives, the EC
directives on materials and articles intended to come
mwﬁmfmwﬁsumameﬁﬂ“
approach in which the EC Scientific ittee for
Food formulates a list of substances that are
acceptable. The EC’s approach is inherently more
restrictive than the one employed by the U.S. Food and
Drug Administration and thus could result in trade
discrimination for certain U.S. exporters. Among the
potentially affected U.S. interests are makers of pul
and paper, chemicals, plastics, glass, ceramics, me
and alloys, and a host of other miscellaneous products
associated with food and beverage packaging and

144 For further round, see USITC, EC Integration:
Fourth Followup, U publication 2501, Apr, 1992,
p. 5-40.

145 Ror further und, see USITC, EC Integration:

Fo;:g Followup, USITC publication 2501, Apr. 1
146 O] No. L 168 (June 23, 1992), p. 21.



Chemicals and Related Products

The primary developments in the chemicals and
related products sector in 1992 dealt with cosmetics
and dangerous substances. A significant change to
cosmetics manufacture surfaced in an amended
proposal that would regulate allowable ingredients and
approval processes for new ingredients. Further, all
unnecessary animal testing of cosmetic ingredients
would be eliminated over a 5-year period. The EC also
continued to update restrictions trade in,
marketing, and use of certain dangerous chemical
substances and preparations.

Cosmetic Products

Background and Anticipated Changes

Directive 76/768/EEC, as amended, describes the
procedures and the regulations that will be permitted
by the EC for the manufacture and marketing of
cosmetic products. The directive describes the

ts that are allowed to be included in cosmetic
products, as well as the procedures for approval of new
mgmdlcnu; The current amendment, Directive COM
(92) 364 — SYN 307,47 significantly changes the
regulations described in the original directive, by
requiring the elimination (over a 5-year period) of all
unnecessary animal testing of cosmetic ingredients.
The meaning of term “uonecessary™ is not clearly
spelled out, however.

Possible Effects

As there is no equivalent U.S. Federal provision,
this directive could eliminate a significant number of
U.S.-produced cosmetic products from eligibility for
sale within the European Community. U.5. firms lag in
phasing out animal testing. However, there is a
significant consumer trend within the U.S. marketplace
that is providing an impetus for the U.S. indusiry to
consider implementing similar changes on their own.
Also, at least one U.S. state has enacted legislation that
is similar, though not equivalent, to the proposed EC
regulation. Although many believe that similar
regulatory changes are inevitable in the United States,
the deve t of the EC regulations may accelerate
the timetable for such regulation in the United States.
As there is also an associated cost with such a
changeover, a significant cost to the U.S. industry can
be anticipated related to this directive in terms of
achieving compliance both in the EC market and in the
U.S. market.

U.5. Exporis to the EC

The value of exports of U.S.-produced cosmetics to
the EC increased from approximately $159 million in
1989 to more than $231 million in 1991. This steady
increase is expected to continue with no real slowdown
associated with the directive in question, as a result of

147 EC Commission, OJ No. C 249 (Sept. 26, 1992),
pp. 5-15.

two principal factors. European consumers are becoming
more familiar and interested in typically U.S. products.
Also, the globalization of the cosmetic industry has
allowed for rationalization of production of certain
products in single locations instead of multiple locations
throughout the world.

Diversion of trade to the U.S. market

The majority of the cosmetics produced worldwide
are produced in Western Furope and in the United
States. The nations in these regions are also the world’s
major exporters. It would be very unlikely to have
third-country exports diverted from the EC member
nations to the United States, as the EC is a net exporter,
and imports from non-U.S. sources capture only a
minor share of the EC market for cosmetics.

LS. investment and operating conditions in the EC

There will have to be a large investment
throughout much of the EC cosmetics industry during
the next 5 years to prepare for the changes associated
with this directive. The globalization of this industry
has in many ways ignored intemational boundaries,
and a significant pew investment will probably be
made by U.S.-owned firms in their facilities in the EC
for this reason alone. However, conversely, there will
probably be a reciprocal flow of investment from
EC-based firms to their subsidiaries and other
associated firms in the United States in an effort to
remain equally competitive with the U.S.-based
counterparts because of globalization,

U.S. Industry Response

There has been no formal response by the domestic
industry to the directive; however., the domestic
industry sumgiy favors the continuation of animal
testing when necessary.

Restrictions on Dangerous Substances

EC Council Directive 91/173'%® reswricts the
marketing and use of pentachlorophenol (PCP).!4
Potentially affected U.S. exports of this substance to
the EC amounted to approximately 14,000 kilograms,
valued at S$41.000 in 1991, compared with
28,000 kilograms, valved at $40,000, in 1990.'%0
According to an industry source, U.S. exports of PCP
to the EC increased to 46,000 kilograms in 1992,
valved at $484.000, to supply European wood
treatment companies prior to the effective date of EC
regulation 2455092 (discussed below). Most of the
remaining UJ.S. exports are used for purposes permitted
in the proposed EC directive. The proposal would also
allow each member state to maintain health and

148 EC Council, OJ No. L 85 (Apr. 5, 1991), pp. 34-36.
149 Allowable uses are to treat wood for construction, to
impregnate fibers and heavy-duty textiles not intended for
clothing or decorative furnishings, or to synthesize or
industrial chemicals in the EC.
13 Compiled from official statistics of the U.S.
Department of Commerce,




environmental protection measures that are stricter than
the EC legislation under certain conditions. %!

EC Commission Directive 91/659'52 prohibits the
marketing and use of magnesium silicates in certain
highly diversified products.'S* U.S. exports of this
substance to the EC were valued at $1.5 million!>* in
1991155 compared with total U.S. exports of this
substance valued at $17.1 million!® in 1991157
Two-thirds of U.S. exports of magnesium silicates to
the EC ceased as a result of this directive and business
conditions in the EC.

Under the EC Commission proposal submitted to
the EC Council and the Parliament under
COM (92) 195—SYN 414,'5% each member state
would uniformly restrict the marketing and use of
substances (and preparations containing them) that
canse (category 1) or probably cause (category 2)
cancer, genetic mutations, or birth defects under the
provisions of EC Council Directive 67/548,'5% as
amended, unless they fall into certain exempted
categories.!® Uniform restrictions on the marketing

151 If the stricter national law preceded the EC directive,
or if the Member State voted against the directive. Passage
of the directive is contingent upon France, Greece, and Italy
resolving their doubts as to the availability of substitute
products, so that any impact on trade will be limited and will
not amount to national discrimination. “Single Marlket:
German Ban on PCP [sic] Within EEC Rules,” Ewropean
Report No. 1760 (Apr. 11, 1992), Internal Market, p. 9-10.

152 BC Commission, OJ No. L 363 (Dec. 31, 1991),

pp- 36-38.

153 Toys; sprays; powders; tobacco holders; catalytic
heaters using liquc:anu ; puints and varnishes; filters for
gir, liquids (this prohibition will not apply to filters for
medicinal use until January 1, 1995) or natural gas; certain
road surfacing material (the material may not contain
magnesium aﬂmmﬁﬁme&.ﬂWﬂ
mnmrs,pmtecnuemu.ngs. H’S.m }mm
compounds, mastics, glues, and decorative finishes; certain
insulating materials (material with a density less than lﬂm
per cubic centimeter); underlays for plastic floor and w
coverings; finished textiles not treated to avoid silicate
release (such textiles may be marketed and used as
diaphragms for elecirolysis until Janvary 1, 1999); and
rmﬁn&fr.ltiuﬂmEC.

I3 Composad of 57,000 kilograms valued at $563,000
?gglm additional $964,000 in unweighed goods to the EC in

15% Compiled from official statistics of the U.S.
Department of Commerce.

156 Composed of 133,000 kilograms valued at $8.6
million and an additional $8.5 million in unweighed goods to
all markets in 1991,

157 Compiled from official statistics of the U.S.
Department of Commerce,

158 EC Commission, OJ No. C 157 (June 6, 1992),

pp. 12,
15 EC Council, 0J No. L 196 . 16, 1967),p. 1.
Directive as last amended by Directive 7983 11EEC, OJ

No. L 259 (Oet. 15, 1979), p. 10.
160 Meadicinal i (Directive

or veterinary
65165/EEC, OJ No. 22 (Feb, 9, 1065), p. 369), cosmetic
products (Directive 76/768/EEC, OJ NI;, L 262 (Sept, 27,
1976), p. 169), motor fuels (Directive 85/2INEEC, OJ No. L
96 (Apr. 3, 1985), p. 25), waste (Directive 75/4422EEC, OJ
MNo. L 194 I:Iul:f?.{l!??i}. p. 39), hazardous waste

of certain wood-treatment substances and pre-
parations ' would also be established. %2 Wood treated
with these products would be banned from certain
uses.!®3 TS, exports of these substances and
preparations to the EC amounted to approximately 1.1
million kilograms, valued at $5.6 million in 199],164
Total U.S. exports of these substances in 1991 were 2.7
million kilograms, valved at $66.9 million.'® Even
though most of the exported U.S. products are not used in
these situations, 1U.S. exports are expected to cease as a
result of U.S. implementation of EC Regulation 2455/92
discussed below.

Under another amendment proposed in 1992,166
preparations containing more than 0.1 percent, by
weight, of certain chlorinated hydrocarbons'®” would
be restricted from sale to the general public and
indelibly marked “Restricted to professional users,™! 5%
EC producers and importers would have 5 years after
this proposal enters into force to restrict sales of
nonexempted products specifically containing more
than (.1 percent 1,1,1-trichloroethane to professional
users and to mark their packaging thus. U.S. exports of
these substances and preparations to the EC amounted

16— Cominusd

(Directive 781319/EEC, OF No. L. 84 (Mar. 31, 1978), p. 43),
or other substances or ations ed under
Directive TaIT6WEEC Council, O No. L 262 (Sept. 27,
1976%. p. 201), as amended.

181 Anthracene oil, CAS No. 90640-80-5; coal tar acid
oil, CAS No. 65996-85-2; coal tar distillates, naphthalene
oils, CAS No. 84650-04-4; coal tar distillates, upper, CAS
No. 65996-91-0; creosole, CAS No. 8001-58-9; creosote,
wood, CAS No. 8021-39-4; creosote oil, CAS
No. 61789-28-4; creosote oil, acenaphthene fraction, CAS
No. 90640-84-9; and tar oil, low-temperature, alkaline
extracted, CAS No. 122384-78-5.

162 If these products contain more than 0.005 percent
benzo-a-pyrene or more than 3 pereent waler-extractable
phenols, by weight, or both; however, such products
containing less than 0.05 percent benzo-a-pyrene may be
placed on the EC market in packaging with a capacity of at
least 200 liters, which would be indelibly marked “For use in
indusirial installations [such as railways, electric power

market may be used for other nonindustrial uses.

1% Compiled from official statistics of the U.S.
Depariment of Commerce,

165 Compiled from official statistics of the U.S.
Department of Commerce.

166 EC Commission, COM (92) 195, SYN 414, OF No.
C 157 (June 24, 1992), pp. 6-12.

167 Carbon tetrachloride, CAS No. 56-23-5; chloroform,
CAS No. 67-66-3; 1,1-dichloroethylene, CAS No. 75-354,
pentachloroethane, CAS No. 76-01-7;

1,11 2-tetrachloroethane, CAS No. 630-20-6;
1,12 2-tetrachloroethane, CAS No. 79-34-5; and
1,1 2-trichloroethane, CAS No. 79-00-5,

168 Such products regulated as medicinal, veterinary,
cosmetic, waste or hazardous waste products would be
exempt from regulation under this proposal,
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ly 15.3 million kilograms, valved at
$lﬂﬂmﬂ1mn in 1991169 with total
US.exports of these substance of 116 mil-
lion kilograms, valved at $56.9 million.!™ These
exports are expected to decline as aresult of this proposal,
since most are used by nonprofessionals.

Export and Import of Certain Dangerous
Chemicals and Preparations

Background and Anticipated Changes

TthCandﬂ:eUmtadStamampammpmm
an international information-sharing progr.
mdbyﬂheUmmdNahmsﬂJN}calJedHur
Informed Consent (PIC) procedures. EC Regu-
lation 2455/92'7! implements these PIC procedures by
identifying all substances considered severely
restricted under EC directives on dangerous substances
and preparations and on plant protection products and
placing them on its list of domestically prohibited
goods for which prior informed consent would be
required. This action would effectively ban the import
of listed products unless the member state concerned
gives its consent.

Nigeria and Cameroon have called for the
voluntary guidelines on dangerous chemicals and
preparations! 7 and on plant protection pmduc:s”3m
be adopted by GATT. U.S. acceptance of the PIC
procedures was announced by the U.S. Environmental
Protection Agency (EPA) on December 9, 1992.174
The U.S. EPAs inventory of banned and severely
restricted pesticides was (transmiited to the
International Registry of Potentially Toxic Substances
on April 27, 1992, The EPA inventory of such
chemicals for industrial or consumer uses was
transmitted on May 27, 1992. The next step is for the
U.N. Environment Programme (UNEP) and Food and
Agriculture Organization (FAD) to decide whether the
candidate chemicals submitted by the EC and the
United States will be entered into the international PIC

procedures,

Possible Effects

EC Council Regulation 2455/92'75  extends
controls to trade in certain goods that are banned or

162 Compiled from official statistics of the U.S.
Depﬁgi:em of Commerce.,
& 1.'27' EC Council, OJ No. L 251 (Aug. 29, 1992), pp.

172 United Nations, United Nations Environment
Programme, London Guidelines for the Exc
Information on Chemicals in fnternational {Nairobi,
K:n?ra UNEP, 1989),

73 United Nations, Food and Agriculture Organization,
International Code of Conduct on the Distriburion and Use
af Pesticides (Rome: FAQ, 1989),

174 57 ER. 58390

7S EC Council, OJ No. L 251 (Aug. 29, 1992),
Pp. 13-22,
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severely restricted for use in the EC market.!™
U.S. exports of these products to the EC amounted to
approximately 16.3 million kilograms, valued at $90.2
million, in 1992 compared with total U.S. exports of
these substances of 41.8 million kilograms, valued at
$246.9 million. All of these exports could be affected by
the regulation, because PIC by the member state
concerned will be required before imports into the
Community are permitted. Proposed Directive 92/195
(discussed above) significantly expands the scope of
substances considered severely restricted in the EC. If
this directive is passed, another $5.6 million in TU.S.
exports would be affected by this regulation, as imports
of these goods would be banned unless prior nformed
consent was secured.

Under the proposal'’’ each member state must
enact identical sanctions for violations of the proposed
regulation and must notify the EC Commission within
one year of the entry into force of these sanctions.
Authorized uses of severely restricted substances and
preparations must be clearly identified. The
EC Commission shall immediately forward to the
member states decisions of third countries subject to
PIC procedures. Such decisions must ban or severely
restrict both foreign and domestic supplies of the
chemical. If a country imports a product notified under
the PIC procedures, EC exports of notified products
may not be refused in order o source imports
elsewhere. Further, for example, if no U.S. company is
currently importing a product subject to PIC, then a
15-day waiting period is required by the EC on its
exporters to allow the 11.S. EPA to decide whether or
not to restrict imports of this potentially hazardous
product. Each year the EC Commission shall compile a
report on EC participation in international notification
systems, on the coverage provided by such systems,
and on how they are complied with by third countries,
The list of chemicals banned or severely restricted by
the EC shall be reviewed by the Committee on the
Adaptation to Technical Progress!'’® when further
chemicals, which are subject to similar information
procedures applied by any member state wishing to
trade with third countries, are banned or severely
restricted in the EC within the framework of the
Organization for FEconomic Co-operation and
Development, the UNEF, and the FAQ. International
traders in the substances subject to PIC in the EC must

176 The U.5. products which are severely restricted are
aldrin, alkyl mercury compounds, asbestos, endrin, mercuric
axide, mercurous chloride or calomel,
heptachloro-tetrahydro-endo-methanoindene, and
polybrominated biphenyls (PBB). EC Council, 0J No. L 155
(June 22, 1988), pp. 2-6 (EEC Regulation No. 1734/88).

177 EC Commission, O No, C 6 (Tan. 10, 1992),
pp. 5-20 [COM (91) 468].

178 The Committee on the Adaptation to Technical
Progress of the Directives for the Elimination of Technical
Barriers to Trade in Dangerous Substances and Preparations.



specify the major use category of each entry as a plant
protection product, industrial chemical, or consumer
product chemical. The EC Council Council
Regulation 2455/92 on July 23, 1992, effective
November 29, 1992.

Pharmaceuticals and other Medicinal
Products!”

The original legislative program for pharma-
ceuticals as mapped out in 1985-86 with the issuance
of the White Paper is almost mmplete foll
adoption of several pieces of mefm
Included among the adopted Ieg.lslamn were directives
and regulations pertaining to the advertising of
pharmaceutical products, wholesale distribution of
medicinal products, labeling and information on
medicinal products, homeopathic medicines, and the

first marketing authorization in the Furopean
Community. The duration of the SPC cannot exceed 5
years. Provisions have also been made for patented
drugs that have received marketing approval after
January 1982, :lmgasﬂmSPCapphcanm:smnde
within 6 months of the date that the regulation is
implemented, or by July 2, 1993,184

179 A separate discussion concerning blood products is
also included in this section.

150 More specifically, Council Directives 92/28/EEC,
REMMMSIEEC {%’Eﬁcﬁﬁﬁd 92/73/EEC; and Council

181 The directives introduced in 1992 included two
dealing with the import of certain raw materials for the
phumnmuuul'ﬁmmmg industry, coming from certain
third countries that appear on the list established by Council
Decision 79/542/EEC (92/1833/EEC) or do not appear on said
list WISTJ'EEC'}

82 According to a representative of the Pharmaceutical
Manufacturers Association (FMA),

183 The SPC is more limited than a patent in that the SPC
protects only the pharmaceutical product for which an EC
marketing authorization was granted and not the larger
numbser of usually covered by a patent.
Additionally, the SPC only protects the authorized
uses ofthapmductmd not any other

184 Individual countries chose t reference dates
for the grant of the first m authorization in the EC.
The United Kingdom, Ireland, Luxembourg. France, and the

tial uses,

Blood Products

Background and Anticipated Changes

Directive 89/381!%5 ‘“extended” the general
pharmaceutical product directives to cover human
blood products, incorporating by reference guidelines
to be developed by the World Health Organization
(WHO), the Council of Europe, and the European
Pharmacopeia. Among other things, this directive
encourages self-sufficiency in blood products and
discourages use of paid blood donors. The directive is
intended to establish a consistent set of Community-

wide practices with respect to these products,'®6

The international bodies whose guidance was
sought completed their deliberations in 1992 and are
issuing their guidelines, which reportedly are
minimally reflective of U.S. practices. Several
countries have introduced implementing legislation,
which is still under consideration. The proposed
legislation treats the goals presented as requirements
but allows waiver for necessity. Several countries
reportedly are pressing the Council to adopt more
slrmamlm;delm:s EC-wide, reducing the scope for

nal variation of standards with respect to
mm.

Possible Effects

U.S. blood products are largely (80 percent)
from blood plasma obtained from paid
donors. Blood products, primarily plasma but including
higher valued manufactured . represent a $400
mllmanm:nluxputmm'ketmﬂmECfmUS
producers. If self-sufficiency were achieved, or blood
derived from paid donors were banned. at

least half this export market would be jeopardized.

U.S. firms are now operating in the EC. Their
operations or access to EC blood supplies is not
expected to change. However, all EC manufacturers,
public and private, may face a shortage of supplies if
this directive is implemented in such a way as to make
mandatory its most stringent goals.

184—Continsied
Netherlands, for example, chose January 1, 1985, Germany
and Denmark chose January 1, 1988; mdlul:,rmdBeIgmm
chw:.lmuu'yl 1982, Moreover, hmmﬁrm Spain,

and Portugal implemented national laws in 1992 that
allowed for the patenting of medicinal products (as
compared with only the processes), the regulation will not
take effect in these countries until 5 years after
unplunnntlum to allow these countries time to gauge the
anges associated with the new laws. According to a note
bylhclc;al ent of the European Federation of

Industries’ Amclmmsmhﬂ:d A Reading
:#'ﬂie{hum:Tbﬂx.ECRngulah the Creation
of aSupplumcmurmelecmnCcmﬁum for icinal

'“ -‘J.J’Nu L 181 (June 28, 1989).
see USITC, The Effects of Greater
Ecamm Integration Within the E an Community on
the United States: First Follow-Up Report, (inv
No. 332-267), p. 6-80. The information in this section was
provided by U.S. industry sources,
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U.S. Industry Response

The U.S. industry has been lobbying to encourage
implementation on a basis that takes into account U.S.
practices and that treats self-sufficiency and use of only
unpaid blood donors as a goal rather than a
requirement. The U.S. industry is more concerned now
that the process of national i is
beginning, because their hoped-for “watering down™
through the guidelines has not been successful.

Medical Equipment

The EC is striving to harmonize various member
country standards and conformance procedures for
medical devices and to establish a single reguhtﬂry
approval system for such equipment. The previous
USITC reports discussed proposed directives on active
(electronic) implantable medical devices (AIMD),
medical devices (MDD), in vitro diagnostic devices
(IVD), and conformity-assessment issues.!¥’ This
report updates the stams of those directives and U.S.
industry views about recent developments on
conformity-assessment issues.

Active Implantable Medical Devices

The AIMD directive went into effect on January 1,
1993 188 a¢ scheduled. There is a 2-year transitional
period ending December 31, 1994, in which
manufacturers can either continue to meet existing
national requirements to put their devices on the
market or declare conformity to essential requirements
directly after obtaining third-party approval from a
notified body. Although no country had vet transposed
the directive into its own national law, the Netherlands,

themquu'ememsafthnduecuve.smlhelmmd
the directive is very similar to current requirements.
Implementation by other countries is not expected
before the end of 1993,

Medical Devices

The EC Commission published a proposed
amendment to the Medical Device Directive in

V8T USITC, Effects of EC Integration, USITC publication
2204, July IQ‘E‘JJ 6-7 and 6-17; USITC, EC Integration:
First Follows publication 2268, Mar. 1
gp 6-71, 6-72, and 6-31 o 6-84; USITC, EC Ir!egmfm

cond Followup, USITC publication 2318, Sept. 1990,

pp. 4-62 to 4-64; USITC, EC Integration: Third Followup,
USITC publication 2368, Mar, 1991, pp. 4-38 and 4-39; and
USITC, EC Integration: Fourth Followup, USITC
publication 2501, Apr. 1992, pp. 5-55 to 5-57.

158 Council Directive of 20 June 1990 on the
Approximation of the Laws of the Member States Relating to
Active Implantable Medical Devices, 9y385/EEC, O] No. L
189 (Jul. 20, 1990), p. 29.

189 EC official, interview by USITC staff, Brussels,
Dec. 14, 1992,

September,!™ The most significant provisions relate to
reimbursement and to devices for administering
drugs.!®! Based on industry recommendations, the EC
added language to make it easier for manufacturers to
predict that devices determined to be in compliance with
the directive would be reimbursed under member-state
health and sickness insurance schemes. With respect to
drug-administering devices, language was softened in
Ihedumwsu:huImmtnfthﬁedwmwmﬂdmbe
ject to additional directives related to medicinal
pmdu:tsm All of the other changes were minor
clarifying language that should make the directive easier
to understand by notified bodies, testing houses, and
companies. Both U.S, and EC industry officials believe
these changes will benefit the competitiveness of their
companies in the EC market.!”

In Vitro Diagnostic Devices

The IVD Directive remains in the first drafi
stage.!%* EC officials indicated in December that it
would take at least one more year before the draft
would be ready for initial proposal to the Council as a
directive.!5 The IVD directive is expected to become
effective sometime in 1995 and to contain a 3-year
transition period.

The TVD directive is expected to follow the same
princi of the AIMD and MDD directives.
Specifically, it will reportedly take into account

postmarket surveillance requirements inserted into the
other two directives after they were first proposed.
These requirements will require producers and users to

trackdemmaftﬂlharnmap;nmedandplmedmﬂu
market. Because many researchers leam more about
the effectiveness of in vitro devices after they have
been on the market for some time, EC officials beli
ﬂmtﬂ:esedwimsmaquuimevmmmofthis%w
of control than will many other medical devices.!

Conformity Assessment

Many of the larger U.S. and EC medical device
manufacturers indicate they have prepared themselves
to meet the new requirements of the AIMD directive
andwmidpmfertumilmECrmhmd:mnnﬁmﬂ
conformity-assessment re?yu%mmem place their
products on the market. The only remaining

190 Amended Proposal for a Council Directive Relating
to the Medical Devices, COM (92) 356, 5YN 353, OI No. C
25 mz (Sept. 28, 1992), p. 40.
9 “Reg Affairs,” Medical Device and
ﬂ;aqmmc‘ Industry, Sept. 1992, p. 32,
" EC official, interview by USI‘I‘C staff, Brussels,
Dec. 11, 1992,
193 1.5, and EC medical industry officials, interviews by
USITC siagfgzdunng fieldwork in the United States and
In vitro diagnostic devices covered by the IVD
chnw cover chemical tests and analytical instruments
that are used in medical laboratories for diagnostic purposes
h:tlhﬂ: are not directly used on the human body.
#5“EC Commission Round-Up,” Pharmacewtical
.Busuw.ﬂ News, Oct. 9, 1992,
96 EC official, interview by USITC staff, Brussels,
Dec, 11, 1992,
19718, and EC industry officials, interviews by USITC
staff during fieldwork in the United States and Europe, 1992,



obstacles to implementing full conformity assessment
under the new directive are finalization of necessary
standards by CENELEC, transposition of the directive
into member-state legislation, and establishment of
notified bodies in at least some EC countries.

EC officials indicate that standards development
for the AIMD directive is 6 months behind schedule.
Even though they were supposed to be ready on
January 1, 1993, when the directive went into effect,
suudmﬂ&wﬂlnmhemglﬁedunu!ntlﬁmdw
middle of 1993. EC officials indicate mhaﬁ
persuaded the relevant standards groups to
number of standards for the AIMD directive from 150
to 6 as a result of taking a broader and less detailed
approach to standards development.

As of January 1, 1993, no member state had yet
um%mdmmmmmmmm

vcrjrclmem 50, and the remaining ones were
expected to do so before the end of the year.
Another factor implementation of the

Ammmrecuvewdlbeﬂmwaunmerofnmﬁnd
bodies deemed competent with respect to the
requirements of the directive. The first notified bodies
mexpecwdmbeﬂwﬂemunmmmﬁumm
State Government bodies, and BSI United

pammah'.rs

U.S. Industry Concerns

The U.S. industry supports EC efforts to harmonize
mqmmmmtsfmplacmgm&d:c&lmmﬂwEﬁ
market and to establish a single regulatory approv
E,istemfmsmhdwmmmmw?behewslhm
gy bl Yy Sy s

5i t or
P@mpmmmdmﬂmnﬁtmtb&ﬂm&dym

trends in the EC medical device market. The
lliligl(]:::]l'jl"ﬁ mtmt:]mms are :l;ldll:llz:bfem of
su trac m mmgumm, achions
and pohmu;gﬂmt toward
mmmauma!stmdardlmumnndnppmnmmfnruﬁ
manufacturers in the EC market.

Just prior to EC finalizing EC policies with regard
mmﬁedbodymbcmtmmgu . industry officials
had urged U.S. trade officials to raise the sub-

198 BC official, interview by USITC staff, Brussels,
Dec, 11, 1992,

199 Thid.

200 Alan Magazine, “Global rtunities and Global
Cooperation,"” ¢l remarks at the Third Annual Global
Medical Device . Nice, France, Sept. 30-Oct. 2,

1992 officials of U.S. medical uqmpmﬂﬂpcmdwm
California, New Jersey, Connecticut, and Massachusetts,
interviews by USITC staff, Apr. 1992 and Sept. 1992,

contracting issue with relevant EC officials to lock in
what industry officials believe is a favorable EC policy
and to ascertain that EC discussions on mutual
ition remain on schedule 2! S y, they
asked that the United States seek the EC's continved
commitment to allow EC notified bodies to subcontract
for both quality system inspections and product tests.
Industry officials were thus satisfied when the flexible
policy was formally adopted by the EC.
The U.S. medical equipment industry would like to
eventually see the establishment of U.S. notified bodies

that could products for sale in 202
Having U.S. bodmswuﬂd he-lpﬂnmtlmely
as well as

to the EC m‘mLauMRAbem-nentthmtadSmm
and the EC for medical devices would help foster
confidence in private-sector-driven approaches and
certification bodies for regulating medical devices.
To alleviate EC concerns with regard to the
competence of foreign certification bodies, U.S,
industry officials believe that some form of
{\llmc:pmmhyﬂwmﬁmhkelymbcmadedmﬂ:ﬂ
accreditation process for npotified bodies
Development of such an accreditation system would
not only provide assurances that U.S. private sector test
houses are competent to test products to EC
requirements, but would also foster mutual ition
of equivalent standards. 1.5. industry officials beli
that one benefit the United Staies may be able to offer
the EC involves mutual recognition of quality system
audits,. The FDA and EC are already exploring this
possibility, but U.S. industry officials believe that a
%Dﬂﬂnﬂlmmmmmﬁwmddbe

could diminish opportunities that would otherwise
accrue to US. producers as a result of the EC
pmgumm‘* Both U.S. and EC medical industry trade
associations have expressed concern that a forthcoming
FDA rule on medical dmoew-m]lmcempam?

welihe:ymdlinprmrmms by U

ation and the forthcoming directive on
mmmngmmng frequency and
reportable content.?%5 In addition, the EC associations

201 Health Industry Manufacturers Association (HIMA),
“BC-11.5. Mumﬂkmgmhmﬁg:ummtxmmm}lﬁ
Issues for the Medical Device Industry,” Oct. 14, 1992,

202 Thid,

203 Thid.

204 HIM A, letter to Commissioner of Food and Drugs,

UsS, Fulud.lnd{hlg.‘idm.mlslrmm .6, 1992,
205 Safe Medical Devices Act of 1990, Pub. L. 101-629,
104 Stat. 4511; Coordinating Committee of the Radiological

and Electromedical Industries (in ), letier to the
113;51:5! Director General, DG III, EC Commission, Apr. 1,
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believe that present FDA practices conceming
noncompliance mlhtheuregulaumsputECmdmhe.r
foreign manufacturers a disadvantage to U.S.
manufacturers by hanmng the import of without
advanced notice. Meanwhile, U.5, manufacturers only
receive a warning letter allowing correction of the
noncompliance before any further regulatory action
takes place.

There was also concern by EC industry officials
about differences of interpretation between the FDA
and the EC with respect to quality assurance
standards, 206 cheralyearsnguﬂ)ﬁbe revi
their current good manufacturing (G
regulation for medical device man acmm
design controls, The revised GMP mmummm is

to be more stringent than the
international ISO 9001 standard and the related
European EN 29001 standard. An FDA official
reportedly indicated that the likelihood that the GMP
revision will be more stringent than ISO 9001 will give
US manufacturers who want to sell medical devices

an adv “because U.5. firms will be
nhhmmeer.ECmr%umuauu while the reverse may
not be the case. However, industry officials
hehwethatﬂmdmcrepmcymsmdscuﬂdmm

a problem for efforts to harmonize the regulatory
regimes of the EC and the United States.

Although U.S. rade association officials have tried
to commect some of what they believe to be
misinformation in the EC regarding current FDA
activities, they believe that there is more than a little
validity to the EC concerns.?™ The U.S. industry
suggests, therefore, that the FDA—

1. Seek to eliminate premarketing and

postmarketing requirements that appear to be
or redundant in implementation of
the Safe Medical Devices Act of 1990,

2. Coordinate with foreign ators in the EC
and in other countries before mphmmung
regulations designed to achieve the s
regulatory objective,

3. Provide greater certainty with regard to product
approval times for products and ensure that such
approval times are comparable with those in
other developed countries,

4. Support the development and utilization of

international standards to the maximum extent
possible to foster harmonization,

5. Make a concerted effort to harmonize the

proposed U.S. GMP regulations with the
pending quality system requirements of Europe
and Canada,

206 EC official and EC medical industry officials,
iﬁ;fg\ficwby USITC staff during fieldwork in Europe, Dec.
207 The p revised GMP regulation was expected
to be in the Federal Register in early 1993,
iff Henke, “I50 9000: or Necessity,”
Mednml Device & Diagnostic Industry, Oct. 1992, p. 46,
AP HIMA letter.

6. Consider Europe's plans to privatize parts of the
testing and inspection process to generate
regulatory efficiency, and

7. Take steps to ensure that FDA regulations and
practices do not discriminate against firms that

manufacture some or all of their devices
overseas,

By taking these steps. U.S. industry officials
believe that the establishment of mutual recognition
agreements between the United States and the EC for
medical devices will be greatly facilitated and will
enable U.5. companies to take advantage of many of
the opportunities ex to result from EC
harmonization efforts.2'?

Motor Vehicles

Under the EC 1992 program the EC is harmonizing
member states’ laws on motor vehicle standards and
developing a single EC approval procedure, referred to
as whole-type approval. The EC has adopted a broad
range of technical standards for motor vehicles and
motor vehicle parts in this effort. U.S. motor vehicle
industry tatives have expressed their support
for harmonizing member states” technical standards, 21!
but some are concerned about the test procedures and
the certification process that will be used to ensure
conformity with them 22

Type-Approval of Motor Vehicles

Background and Anticipated Changes

ﬁ'amlgfu;ukwf QEJEEJEEC provides the overall
or W type approval for passenger
automobiles and light-duty trocks.213 Vehicles that
meet the technical standards provided for in 44
separate directives listed in annex IV of the directive
(annex XI for special-purpose vehicles) will be eligible
for sale in all member states. The proposal marks the
culmination of a decades-long effort o adopt
Communitywide technical rules for cars and a single
approval procedure, The directive describes the
administrative procedures to be followed for
conducting whole-type approval. Until December 31,
lﬂi.mmberstmxhﬂiapp]ywhohtypeappmn]
only at the request of the manufacturer, giving
manufacturers the option of seeking national
type-approval (to EC or national standards) until that
date. After December 31, 1995, whole-type approval to
the EC requirements will be mandatory.

0ys, | and trade association officials,
conversations with USITC staff, Jan. 1993,
IWUSITC, EC Integration: Second Followup, USITC
publication 2318, Sept. 1990, ch. 20, pp. 7, 10-11.
2121J S, industry officials, interviews by USITC staff;
USITC, EC'.'M ration: Second Followup, USITC
bhc:.tlunHl ZSQTL 1990, ch. 20, pp. 7, 10-11.
23 Of No. L (Nov. 8, 1992), p. 1.



Possible Effects

Heavy Trucks

Background and Anticipated Changes

irecti and dimensions of the
vehicles. The EC 91/C 31323 amending
i /EEC on the i

extend the deadline for manufacturers 10 meet cenain

1“1.?51'[1?,;1}'1!: %ﬁ:ﬂ:.{ﬁﬂdﬂd& , USITC

publication 2318, Sept. L ch. 20, pp. 7. 10-11.

h;‘;lmmﬁmhﬂmwﬁdﬂlﬁnd
21

! wdm
o , EC Integration: Second Followup, USITC
publication I'MZSIE.SupL 990, ch. 20, p. 10,

17 i
N8 0J No. C313, (Apr. 12, 1991), p. 14-17.

9.5 tons to avoid certain technical requirements. Council
Directive 92/7/EEC was February 10, 1992, and
also amends Directive JEEC (cited above) in a
similar manner.2'® The directive allows heavy trucks
fitted with tandem axles and air suspensions to meet a less
stringent set of certain technical standards, whercas
trucks under 9.5 tons are not required to meet these
standards.

Possible Effects
The U.S. about $54 million of heavy
trucks to the in 1992, less than 2 percent of

Background and Anticipated Changes

Directive 91/441/EEC, the latest EC directive
related to motor vehicle emissions, was introduced on
June 26, 1991, to amend Directive 70/220/EEC (the
limit valves as defined by Directive 70/220/EEC for
from motor vehicles were subsequently reduced,
broadened, or amended by Directives 74/290/EEC,
TINOUEEC, T8/665/EEC, 83/351/EEC, 88/76/EEC,
88/436/EEC, 89/458/EEC, and 91/441/EEC. In 1992
the EC Commission accepted a proposal makms;nd
further adjustments to limit valves, test procedures,
implementation dates.?! These regulations do not pose
a technical challenge to U.S. automobile
and should not affect U.S. automobile exports to the
EC. The most significant element in these new
i to U.S. suppliers is for
to the EC's

relates
refusal to accept the U.S. FPA testing cycle as of
October 1996 as an alternative to European testing
procedures.
Possible Effecis

Us. of catalytic converters 1o the EC were
valued at million in 1992, or 17 percent of total
U.S. exports of these products to the world. The EC's
future refusal to accept the EPA certificate could slow
imu.s.mﬂmmmuu

219 0 No. L 57, (Feb. 3, 1992), p. 29-32.
220 USITC staff estimates using official statistics of the

US. of Commerce.
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Air Pollution by Emissions From Motor Vehicles, (

100/05), COM(92) 66—SYN 398 (submitted by the

Commission on March 20, 1992),
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U.S. Industry Response

Once implemented, EC restrictions related to
motor vehicle emissions, such as those restrictions
included in this new directive, may cause an
administrative cost burden to U.S. automakers. U.S.
industry sources cited a ing lack of
reciprocity?22 between U.S. and European limit values
and test procedures as the major cause for the EC's
planned refusal to accept the EPA cycle. However,
asule from the additional cost burden imposed by
separate European testing, which is viewed as a
relatively significant nontariff barrier, U.S. industry
officials do not anticipate any technical difficulties in
complying with European regulations. U.S. industry
representatives claim that the United States is the
leading worldwide supplier of mobile-source control
technologies.

Permissible Sound Levels and the Exhaust
System Of Motor Vehicles

Background and Anticipated Changes

Directive 70/157/EEC set forth limit values
pertaining to the sound level of motor vehicles. These
requisites were su y made more stringent by
Directives 77/212/EEC and 84/424/EEC. In 1992 the
EC proposed to amend these prior directives to further
lower permissible noise emission levels emitted by
motor vehicles.?”> Most noise emission from motor
vehicles is generated by the interaction of motor
vehicle tires and the road surface. The effects of these
mandated noise reductions are particularly significant
in the case of buses and trucks, because these larger
and heavier wvehicles may have more difficolty
mmgmmpﬂuuhmgmﬂﬂedb}rﬂnmmw&
e their large size tires and various European road

Aces.

Possible Effects

U.5. exports of new passenger automobile and
light truck tires to the EC amounted to $125 million in
1992, U.S. exports of new truck and bus tires to the EC
were valved at $30 million in the same year. In 1992,
U.S. exports of motor vehicle tires to the EC accounted
for 14 percent of U.5. exports of these products to the
world. U.S. tire manufacturers expect European road
conditions to improve, thereby mitigating some of the
compliance concerns that have arisen with regard to
more stringent noise emission requirements. Currently,

21 Eyropean automobile exporters indicate that 1.5,
EPA regulations have long served as a nontariff barrier to
Eurﬁm exports of automobiles to the United States,

Amendment to the Proposal for a Council Directive
Amending Directive 70157/EEC on the Approximation
the Laws of the Member States Relating to the Permissib
Sound Levels and the Edmumm of Motor Vehicles,
(92/C 179/06) COM(92) 263—SYN 337 (submitted by the
n on June 11, 1992),

there are no Federally mandated noise pollution
requirements in the United States. There are, however,
certain noise-level requirements set at the State level that
closely emulate EC standards.

The new EC sound-level valves could present a
challenge to U.S. tire manufacturers, as they are not
accustomed to constant monitoring of sound-level
emissions from tires as part of their quality control
procedure. Implementation of the new EC requirement,
however, should not be a concern to the U.5. industry,
becanse 1J.5. manufacturing technology is on par with
world class standards.

US. Industry Response

us. mdusuysmrmsmdmmﬂmﬂmyplanm
continue monitoring European noise-level require-
ments to ensure that U.S. tire manufacturers remain in
compliance with EC standards. In a related matter of
noise emitted by exhaust system components, as
referenced by the title, U.S. industry representatives
noted that the increased use of exhaust silencers
(mufflers) in the EC should pose no difficulties to U.S.
suppliers, because the U.S. industry is already strong
and export-competitive in this field.

Motorcycles, Mopeds, and Other Two- or
Three-Wheeled Motor Vehicles

Background and Anticipated Changes

During 1991-92 the EC Council adopted various
proposals and directives designed to ensure the safe
operation of motorcycles, mopeds, and other two- or
three-wheeled motor vehicles. These proposals and
directives were deemed necessary because disparities
among the 12 EC markets regarding national technical
regulations forced manufacturers to provide numerous
versions of their basic models. This legislation marked
the latest in a series of ions on these types of
vehicles under the 1992 program. Previously, U.S.
industry sources expressed concern about one of these:
a proposal for a Council Directive on statutory
markings for two- or three-wheeled motor vehicles,
which was adopted during June 1992,

Possible Effects

US.-owned manufacturers still have many
concerns about this legislation. For example,
Harley-Davidson and other U.S.-owned producers are
not sure if they will be able to meet certain standards
required under this directive—primarily noise
standards. The present noise directive mandates that by
October 1993 the noise level of motorcycles over 175
cubic centimeters capacity be lowered from 82 decibels
to 80 decibels. Another proposal also has been drafted
that would mandate that the level be decreased to 78
decibels by October 1996. After investing $37 million
in research and development to redesign and retool its
engines, Harley-Davidson claims that some, but not all,
of 1ts models will be able to meet the 80-decibel target,
but that they definitely do not believe that they will be
able to meet the 78-decibel target. Harley-Davidson



and other US.-owned manufacturers are also
concerned about the exterior projection, tailpipe
emission, and tire standards required under this
directive. However, the above-mentioned standards are
still proposals and therefore may be modified before
the type-approval directive is implemented. The
majorily of Japanese-owned producers in the United
States do not appear to have any significant difficulties
conforming with any of the above-mentioned proposals
or directives.

In addition, U.S. industry sources are uncomfort-
able with the type-approval directive because many of
the procedures required to test for conformity to certain
standards have not been developed. This directive also

that conformity testing for some standards be
done by EC-approved third-party laboratories in
Europe. However, EC labs will be able to conduct
onsite tests and inspections, and the concern by U.S.
officials may be unwarranted. Lastly, Harley-Davidson
is concerned that since motorcycles are typically a
“fringe” or lwxury product, which attracts only a
limited number of consumers, many of the EC
mmwﬂmublﬂmngfmhmfmmstﬂph
products, such as automobiles, before comstructing
testing facilities for motorcycles. The U.S. motorcycle
maker fears that motorcycle manufacturers will thus be
required to send their prototypes to the one or two
testing facilities in the EC, These facilities are likely to
get backlogged. Harley-Davidson has expressed
concern that U.S. manufacturers may experience
considerable delay in marketing their products in the
EC as a result of these backlogs.

Other Machinery

The EC has attempted to standardize health and
safety protection among the EC member states and to
harmonize regulations and conformity-assessment
procedures for machinery.22* The main focus of these
{:g?ramm)hm been the Machine Safety Directive

In 1992 the EC adopted a directive to require
labeling of household appliances with consumer and
energy consumption information (92/75/EEC).22 The
directive covers labeling of refrigerators, freezers,
washing machines, dryers, dishwashers, ovens, water
heaters, lighting appliances, and air-conditioners. U.5.
industry sources anticipate that the EC will adopt
standard test procedures to harmonize methods to

evaluate energy consumption of appliances and to

234 USTTC, Effects of EC Integration, USITC publication
2204, Iu] 1939' '5-31 te 6-33; USITC, EC Integration:
First F.-:-.f w-Up, publication 2268, Mar. 1990, pp.

6-89 to 6-97;, USITC, EC Integrarion: Second F
USITC publication 2318, Sept. 1990, pp.4-65 to 4-67;
USITC, EC Integration: WMFB-I%CUSHC publication
2368, Mar, 19'9!. 4-41 to 4-43 EC Integration:
Fourth Foll %ﬂmpﬁlmﬁm pp. 5-2%:::5 26
and 5-50 to 5-

mﬂjﬂo C 271, (Oct. 20, 1992), pp. 9-11.

create uniform, energy-related &ﬂ%n standards,
minimum efficiency standards, or both

The directive is not of major concern to U.S.
producers of household appliances, because the
directive does not actually set energy-efficiency
standards. One U.S. manufacturer believes that energy
consumption and noise levels of its products are the
same as or lower than those of EC producers, and thus,
the finn perceives that the directive will have little or
no effect on the U.S. industry. However, since this
information is being required for the first time in the
EC market, its publication may influence consumers to
purchase an appliance that is more energy efficient and
could therefore work to the advantage of U.S.
producers.2?’

The EC Council published proposed directives on
protective systems (principally unﬁe:grmwi and
surface mining equipment) for use in zg
explosive atmospheres (COM (91) 516—SYN 3'}'5}2
and on elevators, or “lifts” (COM (92) 35—SYN
394).22° The U.S. industries producing these products
have indicated lhat the proposed directives are not of
major concern, 20

In late 1992 the U.S. construction and agricultural
machinery industry began discussions with the EC
ion to urge that the remaining divergent
national standards for off-road construction equipment
and agricultural i be harmonized 23!
Harmonization could be accomplished by amending
the Machinery Safety Directive or by adopting a new
directive. The areas of concern are requirements for
speedometers, suspension, and mechanical steering
features due to vehicle travel speeds; vehicle weight
load limits for travel on bridges and roads; limits on
vehicle dimensions for travel on roads; and
requirements for safety lighting and signaling
equipment on vehicles. Caterpillar Corp. has indicated
that it markets three basic types of construction
equipment configurations for 12 different EC countries
due to road travel restrictions, with those of
Italy and Germany being the most costly to implement,
If the EC Commission does not harmonize the
differences among countries, firms like Caterpillar will
have to continue marketing different versions of its
equipment for certain member states,™*

226 Official of Maytag Co., telephone interview by
USITC staff, Jan. 11, 1993.

227 Thid,

228 ) No. C 46, (Feb. 20, 1992), pp. 19-49,

229 0] No. C 62, (Mar. 11, 1992), pp. 4-22.

230 Official of the Office of European Community
Affairs, 11.5. Department of Commerce, interview by USITC
staff, Jan, 12, 1993,

31 Officials of the U.5. Mission to the Eu
Communities, Brussels, interview by USITC staff, Dec. 14,

1992,
B2S. ent of Commerce, “Meetings With
Caterpillar and DGIII on the Machine Directive,” Nov, 18,

1992, Brussels. message reference No. 12356.



During 199253 three Commission communi-
cations were published relating to the machine safety
directive and to machinery in general. In June 1992 the
EC Commission published communication 92/C
157/03, which lists the appropriate CEN standards that
would apply to machine safety.™* In August 1992 the
EC Commission published communication 92/C
210/01%3 pursuant to Council Directive 73/23/EEC of
February 19, 1973,7° relating to electrical equipment
dnmgnedfmusewuhmmrtamvdmgﬁhmﬂ This
communi- cation lists member-state administrative

organizations that cover the standards relating to the
directive, the logo marks drawn up by such bodies, the
standards as January 1992 that pertain to the

directive, and models of the certificates issued by the
national administrative bodies. In October 1992 the EC
Commission published communication 92/C 271/04,
which lists the French certification bodies that can
carry out “type examinations” as mandated in the
machine safety directive for certain types of
machines 237

progress in implementing the machinery safety
directive and in allowing both EC and U.S. industry to
access the appropriate standard and administrative
authority,

Construction Products

The Construction Products Directive was
implemented on June 27, 19915 with an indefinite
transition period. Progress on imp i the
Construction Products Directive {394"1 ? has
been slowed by a failure of some member states to pass
required legislation and by difficulty in mmluzn‘ﬁ
agreement on the six interpretative documents.
These documents are being developed to help member
state regulators and manufacturers interpret and apply
the directive’s essential health and safety require-

ments.?*! The documents will also serve as

33 The machine safety directive was amended to
incorporate essential health and safety protection against
workplace risks associated with machinery for lifting
persons (other than elevators). OF No. C 25 (Feb. 1, 1992),

B-11, and O No. C 252 ( 29, 1992), p. 3.

PP- 354 67 No. ClS?Hunem ’

235 01 No. C 210 (Aug. 15, 1992), pp 139

236 0 No. L. 77 (Mar. 16 1973), pp. 2933

237 0J No. C 271 (Oet. 20, 1992), pp. %-11.

mTh:EChnsnuuamdhgnl to enforce the
adoption of the directive by Greece, Spain, Portugal, France,
mdB:lglum mnfwhmhhndmtdmmunfﬂmnhw

“’-"'ﬂ.fNo L 40 (Feb. 11, 1989), p. 13,
Thf.EChunutmmdltgalmpstuerEum&n
transposition of the directive by Greece, Spain, Portugal,
France, and Belgium into national law,

241 The essential requirements in these documents are as
follows: (1) safety in case of fire;, (2) mechanical resistance
and stability; (3) Iduqumhﬂlm health, and
environmental protection a list of substances
legally banned or restricted; (4) safety in use; (5) protection
against noise; and (6) energy economy and heat retention,

70

guidance to CEN and CENELEC committees involved in
developing product-specific standards. Completion of
interpretative documents has been delayed by internal
disagreements, especially over fire safety. Member states
have been unable to agree on common (testing
requirements for fire safety, and recently agreed to
undertake a research program to resolve this problem.
Recommendations by the research group are due in three
to four years, The five other interpretative documents are
expected to be published in 1993, facilitating ongoing
standards work. The EC Commission has issued 33
provisional mandates for standards to CEN and
CENELEC, covering most of the standardization
requirements under the Construction Products Directive,
CEN and CENELEC have reportedly addressed some 75
percent of these requirements to date 242

Products for which there are no existing or planned
standards may be submitted to an authorized body for
approval. This European technical approval (ETA),
which is valid for 5 years after issuance, permits the
manufacturer to affix the CE mark. Currently, technical
approvals issued by the European Union of Agrément
(UEATc) are being honored until ETAs are issued.?*?
The issuing body of ETAs, the European Organization
for Technical Approvals, was officially established in
October 1990. Since then, seven areas for ETAs have
been proposed, and include liquid waterproofing for
roofs; external insulation with thick and thin rendering;
systems for structural glazing; prefabricated partitions;
and anchor bolts for concrete. ETAs cannot be issued
until the interpretative documents have been agreed on
and published, however.

Telecommunications

The EC Commission considers the harmonization
of telecommunications to be an essential precondition
to the completion of the internal market. To this end
the EC has introduced a series of measures designed to
create a unified, Communitywide telecommunications
structure, During 1992 the Council adopted directives
on leased lines and satellite television broadcast
standards and the EC Commission issued new or
amended draft directives concemning data protection
and transport communication systems standards,

242 Mary Saunders, U.S. Department of Commerce,
International Trade Administration, "Is There a Single
Market for Construction Products?” Europe Now, Jan. 1993,
p. 3.

243 Mary Saunders, “Is There a Single EC Market for
Construction Products?" p. 3. The UEAT: was established in
1978 to facilitate trade in construction products through a
series of bilateral agreements between national member
bodies. Greace and Luxembourg have not yet established
programs.



Packet-Switched Data Services and Integrated
Services Digital Networks

Background and Anticipated Changes

In accordance with the open network provision
(ONP) directive®** the EC Council adopted
recommendations that would establish the criteria for

minimum service offerings and umd:smmmxtcr;
access to packet-switched data and ISDN offerings.*
The objective of these directives is to ensure that end
users and unaffiliated service iders have equal
access to the telecommunication suthorities'(TAs)
networks on which these services are provided. In
addition, these directives seek o guarantee fair
conditions between the TAs and other entities that
provide value-added services.

Possible Effects

US. fims do not export value-added
telecommunications services to the EC. Rather, they
provide these services through foreign direct
mvestment. These directives establish competition
guidelines for 1.S. and other firms providing
value-added services in competition with TAs in the
Community.

In general, U.S. industry welcomes these directives
as measures that ensure equal access for end users and
private service providers. However, there is concern
that the TAs may be able to bundle their monopoly
voice lelephony services with packet switched data
services (PSDS) and ISDN, which are nonreserved,
competitive services,24¢

Voice Telephony

Background and Anticipated Changes

In August 1992 the EC Council
pmp-usalfnradnﬂdumuvemﬁnwhmofﬂm
principles to the voice telephony sector?¥’ This
dlrecﬁvewmldestub]ishﬂwrighsufendumrﬁth&

mﬁmprwmusdismmimnfm ONP directive, sce
EC Integration: First Follow-Up, USITC
uhhl:nunn . Mar. 1990, p. 6-106, and USITC, EC
ntegration: Second Followup, USITC publication 2318,
Sq:n 1990, p. 4-67.

M5 Council Recommendation on the Harmonized
Provision of a Minimum Set of Packet-Switched Data
Services (PSDS) in Accordance With Open Network
Provision (ONP) Principles, OJ No. L 200 (July 18, 1992),
p. 1 and Council Recommendation on the Provision of
Harmonized Integrated Services Digital Network (ISDN)
Access Arrangements and a Minimum Ser of ISDN Qfferings
in Accordance With Open Network Provision fGHPJ
Princi :iaks Of No. L ﬁ) (July 18, 1992),p. 1

Official at the 1.5, Mission to the EC, mmmwhy
USITC staff, Brussels, Dec. 9, 1992,

M7 Propasal for a Council Directive on the Application
of Open Network Provision (ONP) to Voice Telephony, OF
No. C 263 (Oct. 12, 1992), p. 20.

public telephone network with regard to the TAs and
improve private service providers' access to the public
telephone network infrastructure. If adopted. this
directive will be implemented on January 1, 1994,

Possible Effects

This directive will improve the ability of both U.S.
and EC non-TA service providers to operate in the
European Community. U.S. service providers are
concerned about vague language in the
directive that does not sufficiently distinguish between
reserved and competitive services, and they believe
that national regulatory authorities may use this
ambugmytnpmmmvmnpemmfrmprwm
noareserved value-added services. 24

There is also concern that the proposed directive
does not contain adequate nondiscrimination
provisions. Though the directive conotains a
nondiscrimination requirement, there is no specific
provision prohibiting the TAs from offering favorable
inferconnection terms to their own value-added service
divisions or subsidiaries. In addition, the goal of
transparency is compromised by the lack of an
obligation to publish the interconnect agreements that
the TAs conclude with other operators.*® Finally,
U.S. service providers are concerned that the proposed
directive appears to abandon the principle of
cost-based pricing for reserved services, a situation that
may allow TAs to subsidize their competitive service
offerings with revenues from their reserved
services 250

Mutual Recognition of Licenses

Background and Anricipared Changes
In August 1992 the EC Commission proposed a
directive that would establish procedures allowing a
service provider licensed in one EC member state to
provide those services throughout the Community,>!
The proposal also establishes a procedure whereby
recognition may be granted to certain categories of
lon service providers, thus eliminating
the need for individual applications for recognition.

Possible Effects

This proposed directive will improve the ability of
US. service providers to operate throughout the
Community. Mutual recognition of licenses will
facilitate the development of a Communitywide

248 EC Committee of the American Chamber of
Cum.um in Belgium, Final Draft Position Paper on the
7‘!ﬂrar a Council Directive on the Application of ONP
kphm}'. Dec. 7, 1992,

35‘ Pmpam?jbra Council Directive on the Mutual
Recognition of Licenses and Other National Awherizations
To Operate Telecommunications Services, Including the

ishment of a Single Community Telecommunications
License and the Setting Up of a Community
{';g.gfﬂm:nirmﬁam Committee, OJF No. C 248 (Sept. 25,
w P- C
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marketplace for telecommunication services by enabling
service providers to introduce new offerings without the
delay and inconvenience of applying for licenses in each
EC member state.

US. Industry Response

U.S. industry welcomes the EC Commission’s
pmpmaisfot{:ummumtymdehmmmguftdm
munications service providers. However, there is
concern that much of the information required of
lmenseapphcantsdmmtmlnmm!h:hamg
condition of “compliance with essential requirements”
and is business-sensitive.>2

Television Programming

Background and Anticipated Changes

In June 1992 the EC Commission proposed an
action plan to accelerate the development of advanced
television services delivered by satellite and cable. >
D2-MAC, the new European television transmission
standard, will supplant the cument, mutually
incompatible national standards, D2-MAC will allow
transmmﬂnnnipmgrmmgmthllﬁ'ﬂmpﬂct
ratin” In time D2-MAC will be replaced by
HD-MAC, which is Europe's proposed high-definition
television (HDTVY) transmission standard. As noted in
a previously adopted directive, ™ the EC would
provide funding to assist in the transition from the
existing standards to D2-MAC and HD-MAC. The
proposed action plan specifies that the funding will go
to broadcasters, cable companies, and program
producers,

The action plan discussed in this proposal would
assist in the implementation of Council Directive
9238/EEC on the adoption of standards for satellite
broadcasting of television signals, by pw-rldmg
funding for those companies introducing
developing advanced satellite broadcasting mmesfa
television programs using the D2-MAC and HD-MAC
standards. However, at a meeting in December 1992,
the United Kingdom again blocked EC funding for the
plan. % The British believe that the proposed funding
is not justified, because new technologies such as
digital television are being developed that could

252 Propasal for a Council Decision on an Action Plan
Jor the Introduction of Advanced Television Services in
Eungg:. OJ No. C 139 (June 2, 1992), p. 4.

United States Council for International Business,
“Statement on the Draft Proposal for a Council Directive on
the Mutual ition of Licenses and Other National
Jlﬁ.;gﬂzmrimthns for Telecommunications Services,” June 3,

23 The t ratio is the ratio of picture width to
Mggrvﬁn:MmmtbrmdcmWamp ratio is 4:3, M

ratio will be 16:9.

255 C’mﬂ Directive on the Adoption of Standards for

Sarellite Brmdm.ﬂmg of Television Signals, OJ No. L 137

{Mah 1992).p. 1
Andrew Hill, “Britain Blocks Funding for
HDTV," Financial Times, Jan. .1993.::,2.
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su the HD-MAC standard promoted by the
57 The British did, however, support a compromise
that calls for only ECU 80 mullion for HDTV in
!.993msludd’nmplemannnga5 year, ECU 850 million
plan. In addition, the British propose that the prospects
for digital HDTV be reviewed before investing
additional funds in analog (HD-MAC) HDTV.>8

Possible Effects

11.S. television program producers do not recoup
their entire costs from the networks, but rely instead on
selling programming into syndication and into foreign
markets for profits. Any additional restriction imposed
hyttnECﬂ:atwmﬂdaddmihemnfpmﬂuclim
makes the payback period longer. Although the
pmpusalspnmﬁesﬂmﬁpumntoﬂiﬂmrdmswﬂl
be reserved for program production and conversion, it
remains to be seen whether U5, program producers or
rightholders will be subsidized by the EC.

If funding for advanced television productions is
reserved for EC producers, then the restrictive
definition of an EC producer could prevent U.S.
producers in joint ventures from receiving funding for
performing the same function that EC producers
perform,

ThnUniwdSmmEésthelalgestfmignsupplﬂg
programming to the EC. Video programming is one
the few U.5. industries with a positive balance of trade.
The Motion Picture Association estimates that U.S.
exports of TV programming to the EC were nearly
$1.3 billion in 1990.

U.S. Industry Response

The association representing the U.S. industry
mmrﬂadjmﬂppomummmyrﬁtn:uonmlhe
marketing of and trade in programming ¥

Air Traffic Control Systems25?

Background and Anticipated Changes

Air traffic control (ATC) systems in the EC have
been developed in accordance with national and local
specifications that are often technically  and
operationally incompatible. This incompatibility has
hindered the transfer of controlled flights between
traffic-control bodies, thus contributing to air traffic

mThc]upmkﬂiT\'smn uses an analog video
signal and a digital audio signal, as does the HD-MAC
system planned for implementation in the EC. The systems
under consideration I::r the United States use digital signals
for both audio and video.

258 Philip Stephens and Lionel Barber, “Compromise
Sm% on HDTV Rnw."Fimmia.‘ Times, Dec. 19720, 1992,

Industry representative, Motion Picture Association
nfﬂmammtmuw by USITC staff, Jan. 1993,

260 Ajr traffic control (ATC) systems are a combination
of equipment and procedures used to mi.n%mmmﬂtmel
aver a relatively small
primarily developed using systems integration mmes
software, and equipment. A large portion of this
consists of “off-the-shelf” computers, telecommunications
apparatus, navigational aids, and sensors.




congestion in the Furopean Community. 261 The
proposed directive®* seeks to reduce this congestion by
requiring EC member states to harmonize and integrate
some of their air traffic management capabilities and to
standardize some of their equipment specifications.

The proposed directive sets forth specific ATC
management capabilities, such as interoperable radio
and data transmission equipment, that EC member
states must have in place by 1994, 1996, and 1998. The
directive also authorizes the EC Commission, assisted
by an advisory committee composed of representatives
of the EC member states, mmakemandatmy
Euroconirol technical standards conceming certain
communications, mlgatlcu. and surveillance equip-
ment used for ATC.26-

Possible Effects

U.S. Exports to the EC

Demand for ATC systems in the EC has risen over
the past few years and is expected to continue to grow
because existing ATC installations are inadequate for
handling current air traffic volumes, given the rapid
increase in EC air traffic2® U.S. firms supply most
EC software support and systems integration
services” In 1991, sales of ATC systems in the EC
were estimated at $22 billion, with US. firms
accounting for as much as 25 percent of these sales.?5¢
The principal U.S. suppliers of ATC systems are
Westinghouse Electric Corp., Raytheon Co., Hughes
Electronics, IBM, Paramax, AT&T, and Harris Corp..

Overall demand for U.S. exports of ATC systems
will likely increase as EC member states upgrade their
ATC capabilities to meet the directive’s mandate.
Moreover, the harmonization of standards required in
the directive will likely enhance the ability of U.S. and
other producers to supply ATC products and services
by reducing nonrecurring costs and the
complexity of bidding for contracts. Small U.S. firms

361 “ A Groundswell for European ATC Upgrades,”
Ti'u.-;;ﬁpoﬂ World, Tuly 1992, pp. 77-90.
2 sal for a Counci Directive on the De,
me h{f; quO ampaﬂbiej‘ec;l}mmf ?’pcrﬂfmg SpaEc rcu'.‘ms
or i racurement ir lIL' meni q'mpmnr
andﬁg.ﬂm 04 No. C 244 (Sept. 2%} p. 3
Eurocontrol was established about 30 years ago to
il fhhsmmmjmggmﬁds' ™
serve as a vehicle for harm integrating
systems in Europe. The organization is sm to the 1.5,
Federal Aviation Administration (FAA) but historically has
had s&mfmlly less regulatory authority than the FM
g "A Groundswell for European ATC Upgrades,” pp.
265 11,8, indu resentatives, interviews by USITC
staff, Jan. 1993, ol "
LmEa’l:immderSITCstaﬁbmd on the size of certain
major ATC contracts awarded to U8, firms during 1992 and
estimates of LS, market share in certain EC member states.
Data on U.S. exports of software and systems integration
services are generally not collected, and most other 1S,
exports of ATC products are classified along with other
computer and telecommunications equipment,

are particularly likely to benefit from this harmonization,
In the past such firms often did not pursue sales in the EC,
deciding that the volume of business in the Community
did not warrant maintaining the capabilities needed to
meet the EC's numerous standards.

However, certain factors could also limit sales
opportunities for U.S. firms in the EC. Major contracts
for ATC systems in the EC are often awarded on the
basis of political and cost considerations rather than
standards.? In addition, standards could be used to
exclude suppliers of certain equipment needed to fulfill
these contracts. This possibility is particularly
threatening because Eurocontrol, which is responsible
for developing the standards in the directive, has
allegedly pursved policies in the past favoring the
purchase of products made by firms from
Eurocontrol-member countries over those produced by
firms from other countries.?®®

EES' Investment and Operating Conditions in the

U.S. investment in the EC will likely increase and
operating conditions will improve if, as the directive
mandates, the oumber of standards specifications is
reduced. U.5. investment would also likely increase to
meet the additional demand for ATC systems generated
by the directive's mandate for developing additional
ATC capabilities, However, it is difficult to separate
the directive's effect on U.S. investment from that of
the ATC systems upgrades currently taking place in the
EC due to increased air traffic and the present
inadequacy of many ATC installations in the
Commumnity,

1.5, producers will likely increase their investment
in the EC to better service additional business there and
to meet the local procurement requirements of certain
member-state  governments that  favor domestic
producers over foreign suppliers.

U.S Industry Response

The U.S. indu