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I Introduction

The European financial common market as a cornerstone of the
single European market programme

The European Community has seta new deadline for the achievement of one of its prin-
cipal objectives. A single frontier-free market for goods, services, capital and persons is
to be established by the end of 1992, Although the four basic principles of free movement
of goods, free movement of workers, freedom to provide services and free movement of
capital were enshrined from the start in the 1957 Treaties establishing the European Com-
munities, their achievement was hampered by internal and external crises, in particular
as regards the establishment of a European capital market and the freedom to provide
financial services,

In recent years continued unemployment and the growing pressure of international com.
petition, together with moves towards political reform in the Community s twelve

Member States, have served to sharpen awareness of the benefits which Europe s firms

and its 320 million consumers could draw from a single large market in which goods, ser-

vices, capital and persons are able to circulate freely. The European Commission s 1985

White Paper on completing the internal market and the revision of the Treaties
establishing the European Communities, which entered into force on 1 July 1987 as the
Single European Act, provided the basic programme and the legislative and procedural
framework required to achieve the aims set for 1992.

The European financial common market is an essential part of the frontier-free single

European market, and encompasses not only the free movement of money and capital
for all citizens but also freedom of establishment and the freedom to provide services for
brokers and financial undertakings. If the Community succeeds in its objectives, citizens
in all Community Member States will be free to invest their money, open accounts and
take out loans and insurance policies as and where they choose. Banks and insurance
companies will be free to offer their 'financial products' without restriction and securities
will be quotable on all stock exchanges and issuable in all Community countries.

The Community is still a long way from achieving these objectives. In contrast to the free
movement of goods, on which substantial progress could be made from an early stage
the integration of money and capital movements and the freedom of banks and insurance



companies to provide services are proving harder to achieve. For better or for worse
money and capital movements are matters of national economic policy and are extremely
sensitive (especially when speculative and divorced from trade in goods) to changes in in-
terest and exchange rates, which are in turn instruments ofthe monetary policies pursued
by individual governments or central banks. Movements of capital can therefore vitiate
important ecohOmic objectives such as balance-of-payments equilibrium, price stability
or growth.

The very specific nature of financial services is a further reason for particular difficulties
in the integration of financial markets. In contrast to trade in goods, insurance and bank -
ingservices in the individual Member States are strongly influenced by varying traditions
of company supervision and investor and consumer protection.

Full attainment of a European financial common market therefore implies not simply
that financial institutions and insurance companies enjoy complete freedom of establish-
ment and the freedom to provide services, and that consumers are free to open accounts
purchase securities and take out insurance policies or bank loans in any Member State,
but also that money and capital are able to circulate freely.across intra-Community fron-
tiers. And finally it implies a common monetary policy capable of providing a stable
framework, secure against external disruption, within which the benefits of such a finan-
cial common market may unfold,



II The benefits of a European financial common
market

Prospects for the financial services sector (Cecchini report)

Financial services such as banking and insurance will be among those to benefit most
from the removal of all barriers and the completion of a large internal market. A report
prepared for the European Commission on the economic consequences of the internal
market (Cecchini report) talks of the pivotal role of financial services within the economy.
Basing its figures on a survey conducted on the three main areas of financial services ac-
tivity (banking and credit, insurance, and brokerage and securities), the report forecasts
gains of ECU 22 000 million for the eight Community countries Belgium, France, Ger-
many, Italy, Luxembourg, the Netherlands, Spain and the United Kingdom. It points to
enormous price differences (50 % and over) in this sector, with margins at their widest
in the prices charged for motor insurance, home loans, consumer credit and securities,
Prices are , it seems, likely to fall furthest in Belgium , France, Italy and Spain, although
substantial drops can also be expected on the British , German and Luxembourg markets.

The report supplies a number of figures to illustrate the central role played by financial
services. For example, the value-added generated by the credit and insurance sectors
alone accounted for some 6.5 % of the Community s gross domestic product in 1985
and although these sectors employ a mere 3 % of the Community s workforce, their share
in overall Community compensation amounted to approximately 6 %, In the eight Com-
munity countries studied, insurance premiums amounted to 5 % of GDp, while bank
loans and stock market capitalization accounted for 142 % and 116 % respectively.

The benefits would be even greater if the freedom to provide services within a European
financial common market could be linked immediately to a common currency, since ex-

change costs would disappear and businesses and individual consumers could achieve
substantial savings. Finally, the liberalization of capital movements and the freedom to
provide financial services would enhance the attractiveness of Europe as a location for
financial business and help to channel a greater proportion of existing savings into Euro-
pean businesses and investment projects, The harmful effects of the compartmentaliza-
tion of capital markets in the Community were noted by the Commission in a report on
financial integration dating back to Aprill983, For example , although gross savings in
the Community amounted in 1980 to ECU 430 000 million compared with ECU
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Additional growth likely to be generated
through achievement of the 1992 objectives
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340 000 million in the United States, the Commission observed that only a fraction of
this amount was mobilized by the national financial markets, and that the overall issuing
volume for securities on the five leading markets (France, Germany, Italy, the
Netherlands and the United Kingdom) was far lower than that on the US market (ECU
142000 million compared with ECU 212000 million). The disparity was apparently even
more glaring in equity capital, with the market value of the shares quoted on stock ex-
changes throughout the Community not even amounting to 40 % of the market value
of shares quoted on the New York stock exchange alone. As the Commission commented:
Generally speaking, financial flows between the Community countries have grown far
less rapidly than movements of goods and services. The astonishing fact is that long-term
capital movements between the Member States are 20 times lower in value terms than
movements in goods, The compartmentalization of the Community s financial markets
appears even less explicable when one considers that non-EEC countries float loans on
the same markets for higher amounts - and for an only marginally smaller percentage
of their requirements - than the Community countries, In 1981 intra-Community loan
issues amounted to USD 2 200 million, while non-EEC issues attained USD 10 000
million:

As recently observed by banking experts, a European capital market could easily with-
stand comparison with the financial markets of Japan and the United States as regards



both depth and variety, provided the existing fragmentation were overcome. For example
in purely arithmetical terms the total fixed-interest yield of the major EC markets
(Belgium, Denmark, France, Germany, Italy, the Netherlands, Spain and the United
Kingdom) amounted to more than ECU 1 800 million at the end of 1987.

This corresponds to approximantely two-thirds of the US market yield and, on these
figures, exceeds the volume of fixed-interest returns in Japan. With a market capitaliza-
tion of approximately ECU 1 000 million, the stock markets of these EC countries are
approximately two-thirds the size of the US market and around half the size of the
Japanese market. With an integrated European capital market these ratios would shift
even further in Europe's favour.

Commercial and financial integration
in the Community

(1986)

57%
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External liabilities in national and foreign
currencies of Community banks1 and other banks
reporting to the Bank for International Settlements

USD 1000 million
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1985 1986 1987

Vis-a-vis banking and non-banking sectors in the Community (EUR 12).

Vis-a-vis banking and non-banking sectors in Japan,

Vis-a-vis banking and non-banking sectors in the United States,

Vis-a-vis banking and non-banking sectors in rest-of-world,

Source: BIS .
1 Community banks reporting to the BIS: B, DlC , D, E, F, I, IRL, L , NL , UK.



The European Parliament too, in its opinion on the Commission s May 1988 proposals
on the establishment of a European financial common market pointed out that it was
crucial for Europe to gain worldwide recognition as a financial centre. Europe's status
on the international capital market was not, it observed, commensurate with its
economic and trade potential. Savings in Europe should be spent primarily on European
products. The opening up of capital markets should benefit citizens and business in-
vestors alike and was therefore to be seen as a force for growth and economic and social
cohesion in Europe, Three"quarters of international financial business was, it observed
currently conducted outside the Community.



III Previous developments

(a) Legal framework

Since the establishment of a European financial common market encompasses numerous
individual fields, the corresponding provisions of the EEC Treaty are extensive, These in-
clude the provisions on right of establishment (Article 52 etseq,

), 

the freedom to provide
service (Article 59 et seq. and capital movements (Article 67 et seq,

Under the terms of the Treaty, freedom of establishment and the freedom to provide ser-
vices should in fact already have been achieved by the end of the 12 year transitional
period in 1969, and the Commission did indeed submit for both areas the required general
programmes, which were adopted by the Council in December 1961. On the other hand
the Treaty s provisions on freedom of establishment and the freedom to provide services
made clear reference to capital movements, which, as the Treaty in turn stipulated, were
only to be deregulated ' to the extent necessary to ensure the proper functioning of the
common market' (Article 67).

The Treaty states that freedom of establishment encompasses the taking up and carrying
out of own -account gainful activities such as the founding and management of undertak-
ings, in particular companies

, '

subject to the chapter on capital movements ' (Article 52).
The link with capital movements is made even clearer in respect of services, Here the Trea-
ty stipulates that the freedom of banks and insurance companies to provide the services
linked with capital movements is to be 'established in step with the gradual liberalization
of capital movements' (Article 61).

Admittedly, the actual provisions on capital movements repeatedly call upon the Member
States to adopt a positive attitude towards integration, requiring them to 'be as liberal as
possible in granting exchange authorizations' (Article 68) and to ' endeavour to avoid in-
troducing within the Community any new exchange restrictions on the movement of
capital and current payments connected with such movements' (Article 7l). On the other
hand, the Treaty s provisions allow equal scope for the application of protective measures
if circumstances require. Such circumstances include disruptions in the functioning of
the capital market in any Member State (Article 73) and balance-of-payments difficulties
(Articles 108 and 109). Also of importance are the provisions on conjunctural policy,
which the Treaty describes as ' a matter of common concern' (Article 103). In overall
terms, the provisions of Articles 103 to 109 provide the framework for the economic and



monetary coordination central to the establishment of a European financial common
market.

Article 70 provides for the coordination of exchange policies in respect of third countries
and was supplemented by a number of new provisions through the Single European Act.
For example, the Member States are called upon to attain the highest possible degree of
liberalization in this field, and unanimity is required for any measures representing a
backward step in the liberalization of capital movements.

Article lO2a, which was introduced via the Single European Act, marks a wholly new
addition to the Treaty. In order to ensure the convergence necessary for the Community
further development, this Article requires the Member States to draw on the experience
acquired in cooperation within the framework of the European Monetary System (EMS)
and in developing the ecu, and to take account of existing competences. It is expressly
stated that any institutional changes affecting the future conduct of economic and
monetary policies require a conference of government representatives to be called in ac-
cordance with Article 236,

(b) Initial measures

In 1960 and 1962 respectively, the Council of Ministers adopted two Directives setting
out initial obligations for the lifting of restrictions on capital movements in the Member
States. Priority was given in these Directives to the deregulation of capital transactions
associated with the other basic freedoms of the common market, 1. e. short-term and
medium-term credits in respect of commercial transactions, investments, personal capital
movements and trade in quoted securities (Lists A and B), Other operations were
deregulated conditionally. These included the issuing of bonds and longer-term loans
(List C). However, these predominantly financial transactions were to remain deregulated
in those Member States in which restrictions had already been lifted, 1. e, Belgium, the
Federal Republic of Germany and Luxembourg. Deregulation was not extended to short-
term capital movements (List D), which are chiefly associated with currency speculation
and which national governments are therefore particularly anxious to control via
monetary policy.

The Commission in fact submitted a proposal for a third Directive in Aprill964. This
was intended to remove the remaining discrimination in national legislation as regards
the issuing and placing of securities, stock exchange listing and the acquisition of
securities through financial institutions. However, the proposed Directive was rejected
by the Council of Ministers.



Directive

A Directive is a Community act adopted by the Council or the Commission, Direc-
tives are binding on any Member State to which they are addressed as regards the
result to be achieved but leave the choice of form an methods to the national
authorities. They state the reasons on which they are based, are communicated
to the countries to which they are addressed, and take effect on the date of their
communication. They generally lay down a time-limit for implementation. They
are published in the Official Journal of the European Communities.

For a long time liberalization remained at - or even below this level. Even a full-scale
report on the development of a European capital market, prepared for the Commission
by a committee of experts in 1966 (the Segre report), failed to generate any new impetus,

(c) Reasonsfor delay

World economic circumstances were largely behind not just the early successes of 1960
and 1962 in the gradual liberalization of capital movements but also the subsequent long
period of standstill and setback. Following a period of positive and harmonious economic
development in the first half of the 1960s came a succession of international crises trig-
gered initially by the leading reserve and key currency, the US dollar, and subsequently
exacerbated by the oil crises. These resulted not only in the reintroduction by numerous
Member States of controls on capital movements but also, in the 1970s, in the failure to
implement the phased plan for economic and monetary union first agreed by the Hague
Summit in March 1969 (see Chapter IX, p. 43) and adopted by the Council of Ministers
on 22 March 1971.

The major factor influencing developments was the loss of confidence in the dollar, which
led to massive flows of capital to Europe. On l5 August 1971 US President Nixon
suspended the unrestricted dollar-gold convertibility. The subsequent international
agreement on a new exchange rate stability, with a fluctuation margin against the dollar
of approximately 2.25 % (Smithsonian Agreement) brought only temporary respite, and
continued lack of confidence in the dollar soon resulted in renewed and substantial
speculative flows of capital to Europe, This in turn led to the floating of exchange rates
with the Community countries endeavouring to maintain their currencies within a

25 % margin of fluctuation via block floating against the dollar, By late 1973 the first
wave of oil price increases had led to economic difficulties and balance-of-payments pro-
blems in most countries, and in 1979 a second wave of oil price increases began.



(d) Use .of safeguard clauses

During this period of crises the EC countries were again obliged to resort to exchange
controls, which may be authorized by the Commission in the event of balance-
of-payments difficulties (Article 108 of the EEC Treaty). Such measures may also be in"
troduced autonomously by a Member State as a precautionary measure, but must subse-
quently be approved by the Commission (Article 109). France had already been obliged
in 1968 to reintroduce substantial restrictions on capital movements, amounting virtual-
ly to a curtailing of all capital movements subject to deregulation. Italy too, in the wake
of the first oil crisis in 1974, was authorized to introduce obligatory deposits in respect
of capital investments held abroad. From May 1971 measures were even taken in the
traditionally liberal-minded Federal Republic of Germany, albeit in this case to restrict
capital flows (cash deposits). These measures did not, however, make use of a safeguard
clause - or else concerned capital movements to which the obligation to deregulate did
not apply - but were based instead on a Community Directive of March 1972 on the
regulation of international financial flows and the counteraction of their adverse effects
on internal liquidity. When Denmark, Ireland and the United Kingdom joined the Com-
munity in 1973 , they too brought with them strict controls on capital movements, which
they were initially allowed to maintain by virtue of the transitional provisions of the
Treaties of Accession and authorizations granted by the Commission,



IV A fresh start

(a) International challenges

The early 1980s saw signs of a new awareness and the chance of a fresh start. In his 1977
Jean Monnet lecture to the European University Institute in Florence, the Commission
President Roy Jenkins had already paved the way for new initiatives in monetary policy.
These were given substance in the European Monetary System (EMS), which entered in-
to force on 13 March 1979 (see Chapter IX (a), p, 43).

The need for new measures was dictated partly by shared experience of the United States
dollar policy, which took little account of the other industrialized countries ' interests
and partly by the burgeoning of the international financial markets,

Substantial international financial flows had already been triggered during the 1970s not
only by the United States' economic policy but also by the recycling of oil revenues , and
had helped to give rise to the Euromarkets, which remained largely outside the national
supervisory systems. This was followed in the early 1980s by further changes in the struc-
ture of international capital markets, representing a challenge to the Community, Due
chiefly to a shift towards securitization, a new expansion of the financial markets now
began, bringing with it numerous innovations such as currency swaps, interest-rate
swaps, options, forward-rate agreements and zero bonds. Advances in information
technology and communications led very rapidly to worldwide, round-the-clock stock-
exchange dealing, a development helped along by increased deregulation aimed at
eliminating government intervention.

The new information and communication technologies and the globalization of capital
markets led to a considerable increase in the number of financial transactions. A Euro-
pean Parliament report of the time noted that the volume of such transactions exceeded
turnover in world trade in real terms by a factor of 25. Thus, while the international
dollar-payments handled by the major New York banks ' computer-aided clearing system
amounted to USD 300 000 million daily, turnover in world trade did not exceed a daily
total of USD l5 000 million. In the light of this rapid international integration of the
financial markets, the continued compartmentalization of the Community s individual
financial markets appeared increasingly out of step with the times.



There was, furthermore, growing awareness that exchange controls and restrictions con-
ceal rather than solve basic economic problems. The success of the EMS exchange rate
mechanism, which was introduced in 1979, also acted as a spur to new initiatives. In the
Member States themselves, economic policies of consolidation and stabilization began
to command increasing support, thus facilitating closer links and agreement between the
partners. This was accompanied by a renewed and powerful awareness of the need for
reform, since international competition was becoming more acute and the United States
and Japan were increasingly able to exploit the benefits of their large internal markets.
Unemployment in the Community remained an ever-present challenge. Finally, the
Community s increasingly acute financial crises, caused by its unsolved agricultural pro-
blems, gave added impetus to the new desire for reform.

(b) The European Commission's White Paper

In mid-l985 the Commission presented its White Paper on completing the internal
market, which contained concrete plans for the removal of all remaining physical
technical and fiscal barriers between the EC countries by the end of 1992 , as well as
related proposals for approximately 300 individual decisions.

The White Paper also outlined what remained to be done in the field of capital
movements and financial services in order to bring about a European financial common
market and called for new and stricter criteria for application of the EEC Treaty
safeguard clauses and closer monitoring of exchange controls, It also announced an ex-
tension of the hitherto scarcely amended 1960 and 1962 Directives on the liberalization
of capital movements,

As regards financial services, i. e, the free movement of financial products, the Commis-
sion aimed at a new policy. The exchange of financial products such as insurance policies
home-ownership savings contracts and consumer credit was to be governed by three ma-
jor principles, 1. e, minimum coordination of individual national rules, mutual recogni-
tion and home-country control. In setting out these principles, the Commission drew on
the successful approach adopted for the movement of goods, which was based on the
European Court of Justice s 'Cassis de Dijon' judgement of 1979. This judgement pro-
hibits restrictions on the free movement of any product within the Community (except
in those cases specifically mentioned in Article 36 of the EEC Treaty), provided it has
been manufactured in due compliance with the appropriate regulations in its country of
origin, Strict application of this principle is , however, less possible in the field of financial
servIces,



(c) The Single European Act

The legal and procedural bases to enable timely achievement of the single European
Market by 1992 were provided by a revision of the EEC Treaty, which entered into force
on 1 July 1987 as the Single European Act. Where not already provided for in the Treaty,
majority decisions were introduced for numerous decisions facing the Council of
Ministers, in particular those affecting establishment of the single European Market and
the European financial common market. The role of the European Parliament was also
strengthened. However, decisions on fiscal matters, which are also central to establish-
ment of the financial area, remained subject to unanimity. The objective of economic and
monetary union was endorsed, although institutional decisions in this area remained sub"
ject to unanimity and ratification in the Member States. The Heads of Government also
declared their continued support for the objective of European political union. The green
light for implementation of the decisions on the single European market ~ and hence
the financial common market - was finally given by the Heads of Government on 11-
February 1988 in Brussels , when they adopted together with far-reaching agricultural
and financial reforms - Commission President Jacques Delors' plan 'The Single Euro-
pean Act must succeed', which set out the major prerequisites for achievement of this ob"
jective.



V The programme for the liberalization of capital

movements

(a) The gradual lifting of restrictions

The extentto which the climate in the Community had shifted in favour of new initiatives
was reflected not only in more rapid decision-making in the Council of Ministers butalso
in voluntary measures taken by the Member States. Since the Federal Republic of Ger-
many had removed all temporary controls on capital movements by 1981 (having already
begun the process in 1974/75) and the United Kingdom had lifted all restrictions at a
stroke in 1979 , the chief concern was to ensure that decisive steps were taken in other
EC countries. France and Italy, for example, had stepped up their protective measures
in the wake of the second oil crisis in 1981 , and Denmark and Ireland still operated strict
exchange controls.

As a result of the Commission s initiatives on the liberalization of capital movements
which were first expressed in a communication in 1983 on financial integration , 1984 saw

the start of a gradual, broad-based process, resulting in the virtual elimination of ex-
change controls in most EC countries by the end of 1988. The starting point was a new
Commission policy pursued alongside the planned liberalization of capital movements,
Thus, while the Commission authorized France, Ireland and Italy to prolong the applica"
tion of certain protective measures in December 1984, it restricted their scope and limited
their extension to two years in the case of France and three years in the case of Ireland
and Italy, At the same time , an earlier authorization granted to Denmark was revoked
while an initial limit of three years was set for special measures taken by Greece in
November 1985 in response to a balance-of-payments crisis. Other exceptional ar-
rangements associated with the accession of Spain and Portugal to the Community were
maintained until the end of 1990 and the end of 1992 respectively.

The Member States themselves also encouraged the gradual lifting of controls on capital
movements, and by May 1987 the Commission was able to welcome the progress made
in France and Italy, France s renewed authorization to apply certain protective measures
which had been granted in December 1984, was revoked in June 1986 and that granted
to Italy at the end of July 1987. Only Ireland' s authorization to apply particular measures
was again extended until the end of 1988. Thus, with the exception of the transitional
arrangements applying to Spain and Portugal, which had joined the Community in 1986
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as well as a renewed extension in favour of Greece until the end of 1989, all protective
measures applicable solely by virtue of special authorizations - and hence at odds with
the degree of liberalization already achieved - had been abolished by the end of 1988.

(b) The first stage in the new liberalization programme

In May 1986 the Commission presented an initial programme for the further liberaliza-
tion of capital movements. It was approved by the Council of Ministers as little as six
months later, in November of the same year, and entered into force on 28 February 1987
as the Directive amending the First Directive of 11 May 1960 for the implementation 
Article 67 of the EEC Treaty, The capital transactions fully deregulated under this initial
measure were chiefly those essential to the smooth functioning of the common market
and the integration of the national securities markets (List C under the previous Direc-
tives, (see Chapter III (b), p, 14), This list comprises the following three categories oftrans-
action:

- long-term credits relating to commercial transactions;

the acquisition of unlisted foreign securities (shares, bonds or units issued by under-
takings for collective investment in transferable securities (Vcits), 1. e, by investment
funds);

the admission to the capital market of one Member State of securities issued by a com-
pany in another Member State, This concerns shares and bonds traded on, or recently
admitted to, a Community stock exchange, as well as units in undertakings for collec-
tive investment in transferable securities (investment funds), whose free movement
was already covered by the harmonization rules adopted by the Council (see Chapter
VIII, p. 39)

The new Directive also brought the dual-exchange market system operated by Belgium
and Luxembourg into line with liberalization, providing for its gradualabolition by 1992.

(c) The June 1988 decisions on the full liberalization of capital
movements

A few months later, in October 1987, the Commission forwarded to the Council of
Ministers a communication on the establishment of a European financial common
market, the cornerstone of which was the removal of all remaining controls on capital
movements by mid-1990 in most Member States (Greece, Ireland, Portugal and Spain



having been given until the end of 1992). A corresponding Directive was adopted on 24
June 1988.

In its communication on the establishment of a European financial common market the
Commission not only listed the required legal texts but also set out in full the conditions
to be met if the project was to succeed. These include important basic prerequisites for
the harmonization of bank supervision rules, e. g. protection for savers and depositors
(see Chapter VI, p, 27), the alignment of taxes on capital yield and corporation taxes, the
removal of certain discriminatory measures at national level and problems of capital
movements with non- EEC countries. The Commission also noted that in order to achieve
full liberalization of capital movements, parallel progress would have to be made in
cooperation on monetary policy within the European Monetary System (EMS) (see
Chapter IX, p. 43 et seq.

Liberalization of the remaining controls on capital movements was provided for in the
Council Directive of 24 June 1988 for the implementation of Article 67 of the EEC
Treaty. ! The movements covered by this Directive are chiefly transactions of a monetary
or quasi-monetary nature, 1. e. mainly short-term transactions, and include financial
credits, operations in current and deposit accounts, the opening of accounts abroad and
transactions in money-market instruments,

The Directive contains a special safeguard clause which , however, leaves the already ex-
isting safeguard clauses (Articles 73 , 108 and l09 of the EEC Treaty) intact. The purpose
of this specific safegurad clause is to allow the Member States to take protective measures
against short-term capital movementes, for a period not exceeding six months, in cases
where their monetary and exchange-rate policies are disrupted as a result of the liberaliza-
tion programme, The Directive lists those measures which Member States may
themselves take on grounds of urgency, stipulating, however, that the Commission and
the other Member States must be informed. The Commission then decides, after con-
sulting the Monetary Committee and the Committee of Governors of the Central Banks
whether or not the Member State concerned may continue to apply these measures.
Under the terms of the Directive, Belgium and Luxembourg undertake to abolish their
dual-exchange market system by the end of 1992.

The Directive contains an important special provision reflecting the fact that, in the
absence of a common European currency, monetary policy remains the responsibility of
the national authorities, The Member States may therefore continue to take measures
to regulate bank liquidity which have a specific impact on capital transactions carried
out by credit institutions with non-residents. They must, however, restrict such measures
to what is necessary for the purposes of domestic monetary regulation and must inform
the Committee of Governors of the Central Banks, the Monetary Committee and the

) Council Directive 88/361/EEC



Commission, at the latest by the date on which the measures enter into force. The two
Committees then provide the Commission with opinions on the cases concerned. The
provisions on relations with non-EEC countries and on tax questions are described in
Chapter X (b), p. 55 and Chapter IX (b), p. 51.

In addition to the decision on full liberalization of capital movements, the Community
finance ministers agreed on a new facility for medium-term financial assistance. This was
intended not only to help Member States to overcome balance-of-payments crises - as
was hitherto the case ~ but also to facilitate the implementation and continued obser-
vance of decisions concerning the liberalization of capital movements. The two existing
assistance mechanisms were amalgamated through Council Regulation 1969/88 of 24
June 1988, The aim here was not simply to ensure that financial assistance was available
at times of crisis but also to use the now more flexible arrangements to underpin the
liberalization of capital movements.

The first of the previously separate assistance mechanisms was the medium-term finan"
cial.assistance introduced in March 1971 in the wake of the dollar crisis, In accordance
with the mutual assistance provided for in Article 108 of the EEC Treaty, Member States
could, under this system, grant a partner country medium-term credits (1. e. of between
two and five years) to carry it through periods of sustained balance-of-payments dis-
equilibrium,

The second assistance mechanism, the system of Community loans, was introduced in
February 1975 in order to offset the substantial balance-of-payments deficits caused in
a number of Community countries by the oil crisis. Under this system, whose various
arrangements were adjusted after the second oil crisis in February 1981 , the Community
used its high credit-rating to raise funds either on capital markets or directly from non-
Community countries and credit institutions. These funds were then passed on to a given
Member State in the form of a loan, Under both systems, recipient countries were re-
quired to establish economic recovery programmes, and this requirement is maintained
in the new combined facility. The overall ceiling for loans granted is ECU 16000 million
in addition to which there are a number of subsidiary ceilings.

Funds raised by Community loans on the capital markets carry an upper limit of ECU
l4 000 million (previously ECU 8 000 million), while the ceiling for Member States ' total
direct contributions remains unchanged from the previous medium-term assistance
facility at ECU 13 925 million, However, priority is given to fianance through loans, and
the Regulation stipulates that use should only be made of Member States ' contributions
if the terms available on capital markets or with financial institutions are unsatisfactory
or the leeway provided is insufficient.

Generally speaking, these arrangements represent a marked improvement in financing
capacity. The Regulation also sets out details concerning economic monitoring and com-
pliance with requirements,



VI The liberalization of banking services

(a) Previous legislation

The foundations for a European common market in banking services were already laid
in 1973 with the Council Directive on the abolition of restrictions on freedom of establish-
ment and the freedom to provide services in respect of self-employed activities of banks
and other financial institutions. In essence , however, this Directive achieved little more
than the freedom of establishment based on non-discrimination between nationals
and non-nationals called for in the EEC Treaty.

The first steps towards harmonizing the rules governing credit institutions - and hence
towards establishing a common market for banking services - were taken in 1977 with
the First Council Directive on the coordination of laws, regulations and administrative
provisions relating to the taking up and pursuit of the business of credit institutions.
Home-country control (1. e, the overall supervision of a credit institution operating in
several Member States by the competent authorities in the Member State where it has
its head office), which was later to be regarded as a yardstick for further progress, was
already mentioned in this first Directive on banking, Although the Directive introduced
a system of authorization of credit institutions, it provided for subsequent further har-
monization of the authorization criteria as and when the Member States had reached
agreement on supervision requirements. The Directive also stipulated that a credit in-
stitution should possess 'adequate minimum own funds ' , while a further important provi-
sion prohibited the refusal of an authorization on the grounds of insufficient economic
need (abolition of the needs-related examination), A further important feature of the
Directive was the establishment of an Advisory Committee composed of three represen-
tatives from each of the bodies responsible for bank supervision in the Member States,

The Council' s next step was to issue a Directive on consolidated accounts in 1983. This
was not only important for the establishment of a common market for banking services
but also reflected both the growing internationalization of banking business and similar
moves towards coordination taken by the G-10 Group of most developed countries. The
Directive extended the supervision of individual credit institutions to banking groups , in-
cluding their domestic and foreign affiliates and their accumulated overall credit risk, For
the purposes of such broader banking supervision, the Member States were required to
remove all legal barriers restricting the exchange of information between the often



multinational banking groups and the supervisory authorities. The Directive was
however, restricted to essential principles , leaving the Member States free to decide
whether this extended system of banking supervision should also encompass minority
holdings in banks and holdings in credit institutions of a special nature, such as mortgage
banks.

A further step towards harmonization was taken in December 1986 with the Council
Directive on the annual accounts and consolidated accounts of banks and other financial
institutions ! which sets out special rules applying the general provisions on the annual
accounts of joint-stock companies (fourth and seventh company-law Directives) to the
banking sector, Under the Directive, credit and financial institutions are required at the
end of each financial year to publish harmonized statements of their economic and finan-
cial situation and results in the form of a balance sheet , profit and loss account, financial
report and corresponding annex, In order to ensure the comparability of annual accounts
~ and hence of the information provided to creditors, debtors and shareholders ~ the
Directive provides for harmonization of the layout and content of balance sheet and pro-
fit and loss account items, nomenclature, terminology and valuation rules.

The rules on annual accounts are supplemented by the Council Directive of February
1989 on the obligations of branches established in a Member State of credit institutions
and financial institutions having their head offices outside that Member State regarding
the publication of annual accounting documents.2 Broadly speaking, the main implica-

tion of the obligations set out in the Directive is that it is sufficient for the branches of
institutions having their head offices in other Member States to publish the annual ac-
counting documents of their institution as a whole.

At the end of 1986 the European Commission issued two recommendations to the
Member States, Although these were non-binding, the Commission s programme of work
for 1989 makes clear that they are to be transposed into the binding form of a harmoniz-
ing Directive. The recommendations concern the supervision and monitoring of large-
scale credits issued by credit institutions and the establishment of savings protection
schemes.

The aim of the recommendation on the supervision and monitoring of large-scale credits
is to restrict the scope of banks to overconcentrate their credits on a single client or group
of clients, The recommendation defines a large risk as a totality of risks in respect of the
same beneficiary amounting to l5 % of the bank' s own funds. In addition, no single large
risk in respect of the same beneficiary may exceed 40 % of own funds, nor may the
cumulative amount of all large risks exceed 800 % of own funds, Large risks must be
reported to the supervisory authorities at least once a year,

) Council Directive 86/635/EEC,
e) Council Directive 891117/EEc.



The recommendation on the establishment of savings protection schemes is aimed at en-
suring that such schemes are introduced in those Member States in which they do not
yet exist. As well as containing a timetable which reflects the situation in the various
Member States, the recommendation sets out a number of minimum requirements for
savings protection.

(b) New initiatives and decisions pending

The fresh start marked by the Commission s White Paper on the internal market (see
Chapter IV (b)) is reflected in the field of banking services by a proposal of February 1988
for a second Directive on the coordination of laws, regulations and administrative provi-
sions relating to the taking up and pursuit of the business of credit institutions (subse-
quently referred to as the Second Directive on banking).

In this proposal the Commission sets out all the conditions still to be met if restrictions
on trade in financial services in the Community are to be fully removed, The basic princi-
ple is that referred to in the 1977 First Directive, 1. e. that any credit institution duly
authorized in its country of origin should be allowed to take up establishment and offer
its services anywhere in the Community without requiring further authorization in the
other Member State(s) concerned. Previous harmonization measures had left three major
restrictions untouched, 1. e. that banks wishing to establish a branch in another Member
State required authorization from the supervisory authority of the host country concer-
ned, that host countries could still apply legislation restricting the activities of such bran-
ches and, finally, that the initial capital required of branches in most Member States was
equivalent to that usually required of new banks.

Underpinning the proposed new Directive is the issue of a single authorization, covering
a range of precisely defined activities , valid for all Community countries. These activities
were set out by the Commission in a list based on the liberal all-purpose bank model, and
the Commission attaches particular importance to the inclusion of all transactions in
securities, including trade in securities, participation in the issue of securities and port"
folio management and consultancy.

In addition to the proposed Second Directive on banking, which is described as the 'cor-
nerstone of banking liberalization' , the Commission has outlined the individual areas in
which further harmonization is required in order to achieve a free market for banking
services. In this regard, the Second Directive itself provides for a minimum initial capital
of ECU 5 million for banks, supervision of the principal shareholders of credit institu-
tions and a limit on their holdings in non-bank undertakings,

Thus, credit institutions may not maintain non-bank holdings in excess of 10 % of own
funds, nor may the overall value of such holdings exceed 50 % of own funds. Further



provisions concern the requirement to provide information on the distribution of equity
capital, cooperation between the supervisory authorities in the various Member States
and an embryonic Community procedure vis-ii-vis non-Community countries aimed at
ensuring reciprocal access (see Chapter X (b)). The Directive also provides for the two-
stage abolition of the initial capital previously required of branches.

In addition to the provisions of the Second Directive itself, the Commission considers
that four further measures are required in order to achieve a free market in banking ser-
vices, These would comprise two Directives ~ one on own funds and one on the solvency
of credit institutions ~ and the two abovementioned 1986 recommendations on the issue
of large-scale c~edits and savings protection.

Common standards for the own funds of credit institutions were already agreed upon in
principle by the Council of Ministers in February 1988. Because own funds are crucial
to the activities of credit institutions, the protection of savers and bank supervision, the
Directive finally adopted on l7 April 19891 is of particular importance, Own funds not
only serve to cushion losses but also provide supervisory authorities with an important
yardstick by which to assess the solvency of credit institutions. Minimum harmonization
is necessary, since divergent rules in the Member States could lead to substantial distor"
tions of competition.

The Directive sets out in numerous individual provisions the items attributable to own
funds, distinguishing between original own funds and additional own funds of lesser
status, Thus, subject to a number of conditions set out in the Directive, own funds com-
prise paid-up capital reserves, revaluation reserves, funds for general banking risks, value
adjustments, the commitments of the members of credit cooperatives, cumulative
preferential shares and subordinated loan capital. Additional own funds must not exceed
the amount of original own funds. The Directive specifies sample criteria for particular
items of own funds, leaving the Member States free to apply stricter criteria if they see fit.

The definition of own funds is also central to the Commission s Aprill988 proposal for
a Directive on solvency ratios, which is again important for the achievement of a free
market in banking services. Solvency is the capacity of a bank to meet the risks incurred
through lending to its customers, and the Commission s corresponding proposal sets out
common definitions and methods for its calculation based on a provisional 8 %
minimum for capital and reserves, Both the above Directives are not only of importance
to harmonization within the Community but also reflect broader international
agreements concluded within the G-IO Group of most developed countries (Cooke Com"
mittee).

The new programme for liberalization of the banking sector is completed by a proposal
of December 1988 on liberalization of the services offered by brokers, investment advisers

('), Council Directive 89/299iEEc.



and securities administrators. As in the Second Directive on banking, the aim is to base
the freedom to provide services on a single authorization valid in all Community coun-
tries, and the proposal therefore goes some way towards harmonizing rules on supervi-
sion. It also sets out requirements regarding the minimum capital of brokerage firms, as
well as the establishment of a guarantee fund in each Member State to protect investors
against any losses they may incur as a result of such firms' insolvency.

The Commission s programme for what it regards as essential minimum harmonization
in the banking sector encompasses a number of earlier proposals on which the Council
of Ministers has not yet reached agreement. These include the December 1984 proposal
for a Directive on freedom of establishment and the freedom to provide services in the
field of mortgage loans. This proposal supplements the 1977 First Directive on banking
and aims to ensure that the freedom of establishment and freedom to provide services
required by this Directive are indeed achieved. Because the field of mortgage loans in par-
ticular has developed its own very divergent traditions, there are still numerous rules im-
peding achievement of this objective, and the Commission s proposal therefore aims to
open up the Member States' markets to the different types of mortgage loan,

In December 1985 , the Commission issued a proposal for a Directive on the coordination
of laws, regulations and administrative provisions relating to the reorganization and the
winding up of credit institutions, This proposal sets out the necessary conditions for the
recognition and application in other Member States of reorganization procedures in-
stituted in the home country of a credit institution on the basis of that country s legisla-
tion. The proposal further describes the role of the competent authorities in instituting
winding-up procedures, as well as the conditions for withdrawal of an institution
authorization, It also contains rules to protect investors against the winding up of a credit
institution established in more than one Member State,

A number of the Commission s proposals concern not only credit institutions but also
the interests or rights of citizens. In January 1987 the Commission proposed several
measures aimed at ensuring that every citizen was able to use his bank card throughout
the Community. One such proposed measure was the establishment ora European code
of conduct for the undertakings concerned, together with the formulation of common
standards and measures to ensure consumer protection.

Acting on a Commission proposal, the Council of Ministers had already adopted in
December 1986 a Directive for improving consumer protection as regards credit
agreements. The Directive s main provision is the requirement to state an annual percen-
tage rate of charge, whose precise method of calculation is, however, contained in an addi-
tional proposal yet to be adopted by the Council. The Directive also contains provisions
on the form and terms of credit agreements, as well as rules on early repayment, the
repossession of goods, means of payment, securities, joint and several liability and the
supervision of creditors. The Member States themselves are, however, free to apply
stricter regulations.



Also in December 1986 the Commission put forward a measure covering both the in-
surance and the banking sectors with its proposal for a Regulation on the guarantees
given by credit institutions and insurance companies. Under this proposal, the public
authorities in all Member States are required to accept all guarantees given by a duly
authorized bank or insurance undertaking, thus making such guarantees valid in all
Member States.



VII The liberalization of insurance services

As with the banking sector, early moves were also made to achieve freedom of movement
and the freedom to provide services in the field of insurance, However, delays were even
greater here because the Member States ' widely differing arrangements for insurance
operations, supervision and consumer protection hampered the formulation of adequa-
tely coordinated rules, It was not until December 1986, when the European Court of
Justice delivered a significant judgment on these questions and forced the issue of further
liberalization, that the way was opened for new initiatives.

(a) Previous legislation

Efforts to achieve a common market for insurance services began with the entry into
force in August 1964 of a Directive on the abolition of restrictions on freedom of establish-
ment and freedom to provide services in respect of reinsurance and retrocession. Basically
this Directive did little more than confirm the existing situation, since this activity (the
insurance of insurers) was subject to only limited restrictions in the Member States.

This was followed by two further Directives on property insurance. With the entry into
force on 1 February 1975 of the Directive on the abolition of restrictions on freedom of
establishment in the field of direct insurance other than life insurance, Member States
were required to remove numerous obstacles. Above all, the Directive firmly established
the right of insurers to take up establishment in a host country under the same conditions
and with the same rights as residents of that country, Other provisions concerned
evidence of professional repute, the right to belong to a professional organization and a
prohibition on subsidies likely to distort competition.

A further closely related measure, which entered into force on 1 February 1976, was the
Directive on the coordination of laws, regulations and administrative provisions relating
to the taking up and pursuit of the business of direct insurance other than life insurance.
This Directive provided for a certain minimum harmonization encompassing the legal
form of insurance companies, restrictions on their activities, supervision, cooperation
between supervisory authorities, technical reserves, balance sheet values and solvency
margins.



The basic 1975/76 Directives on property insurance were later supplemented by a number
of individual provisions. In December 1984 the Council issued a Directive incorporating
in the first Directive, which had entered into force in February 1975, certain insurance
services for tourists. In June 1987 the Council approved two further additions. These con-
cerned credit and suretyship insurance (Council Directive amending, as regards credit in-
surance and suretyship insurance, First Directive 73/239/EEC on the coordination of
laws, regulations and administrative provisions relating to the taking up and pursuit 
the business of direct insurance other than life insurance) and legal expenses insurance
(Directive on the coordination of laws, regulations and administrative provisions relating
to legal expenses insurance). The main objective .of both initiatives was the removal .of
the Federal Republic of Germany s prohibition on the simultaneous undertaking of the
various types.of insurance activity, which restricted the freedom of establishment of com-
panies from other Member States. To offset this removal, the Directives provided for addi-
tional guarantees in the field of credit insurance and for measures to preclude any conflict
of interests between insurer and insured in the context of legal expenses insurance.

The activities of insurance agents and brokers were covered in a Directive on measures
to facilitate the effective exercise offreedom of establishment and freedom to provide ser"
vices in respect of the activities of insurance agents and brokers, which entered into force
in June 1978. This Directive requires Member States with rules governing the taking up
of such activities to recognize as sufficient qualification the pursuit of these activities
over a reasonable and sufficiently recent period of time, Ithas since been largely superse-
ded by the mutual recognition of diplomas, certificates and other formal qualifications.

May 1978 saw the adoption of a Council Directive on the coordination of laws, regula-
tions and administrative provisions relating to Community co-insurance, ! This Direc-
tive concerned risks requiring the participation of more than one insurer. Until the Euro.
pean Court of Justice delivered the judgment referred to above (see following paragraph),
it remained unclear whether the leading insurer had to be established in the country in
which the risk is covered.

On l5 September 1980 the First Council Directive on the coordination of laws, regula-
tions and administrative provisi.ons relating to the taking up and pursuit of the business
of direct life insurance2 entered into force. The implications of this Directive match
those of the two above mentioned Directives on property insurance. A special Directive
on the lifting of restrictions on freedom of establishment was no longer thought to be
required, sInce the removal of such restrictions had since been endorsed by a judgment
of the European Court of Justice (Case 2/74 Reyners).

Two Directives on motor insurance were of particular importance to the free movement
of persons. The First Directive on the approximation of the laws of Member States
relating to insurance against civil liability in respect of the use of motor vehicles, and to

) Council Directive 78/473/EEC,
) Council Directive 79/267/EEC,



enforcement of the obligation to insure against such liability, I which entered into force
on 1 January 1974, removed the requirement for drivers travelling to another Communi-
ty country to carry the green insurance card. Thus, the validity of third-party insurance
in all the Member States was extended to cover the entire Community territory with a
view to removing the need for corresponding frontier controls. The agreement was subse"
quently supplemented by a Second Directive on the approximation of the laws of
Member States relating to insurance against civil liability in respect of the use of motor
vehicles, which came into force at the end of December 1988. The purpose of this Direc-
tive was to align the sometimes widely varying cover afforded by insurance policies in
the individual Member States.

(b) The European Court of Justice's judgment of December 1986

The European Court of Justice s judgment of 4 December 1986 gave fresh impetus to
the waning efforts to achieve a free European insurance market. In response to the Com-
mission s legal action against four Member States (Denmark, France, the Federal
Republic of Germany and Ireland), the judges declared that the restrictions placed by
these Member States on the authorization of insurance companies from other Communi-
ty countries were in part illegal but also in part justified. Such restrictions were, the judges
said, in principle compatible with the EEC 1Ieaty provided they fulfilled certain re-
quirements. The judges were referring here mainly to consumer protection, which is of
particular importance in the field of insurance. On the other hand, the judges excluded
from such restrictions all companies or parties for which the question of such protection
does not arise. These mainly include well-known companies, leaders in their branch
whose contracts are mostly large-scale and whose expertise renders special consumer pro-
tection unnecessary, This at least opened the way for further progress towards a
deregulated insurance market for large industrial risks, although comprehensive har-
monization of supervision and protection provisions was still required for general in-
surance business.

The beneficial effects of the Luxembourg judgment were soon felt. In June 1988 the
Council of Ministers adopted the Second Council Directive on the coordination of laws,
regulations and administrative provisions relating to direct insurance other than life in-
surance and laying down provisions to facilitate the effective exercise of freedom to pro-
vide services and amending Directive 73/239/EEc.2 This Directive reflects the Court of
Justice s judgment by attaching initial priority to the achievement of a free insurance
market for large industrial risks in which the principles of home-country control and

) Council Directive 72/166/EEC.
e) Council Directive 88/357/EEC,



mutual recognition of supervision rules by the Member States apply. On the policy
holders' side , large risks are defined in such a way that policy holders engaged profes-
sionallyin an industrial or commercial activity must meet at least two of the following
three criteria: a workforce of more than 500 employees, turnover in excess of ECU 24
million or a balance sheet total in excess of ECU 12.5 million. These values are to be halv"
ed after 1992. The Directive also provides for special transitional arrangements for
Greece, Ireland, Portugal and Spain, As regards general risks, i. e. the insurance typically
held by the average citizen, the Directive provisionally leaves control and supervision
rules in the hands of the Member State where the risk is situated. Further harmonization
is required here in order to achieve the principles of home-country control and mutual
recognition set out in the Commission s White Paper on the internal market.

(e) Other subsequent decisions and proposals and matters to be
settled

The programme for the achievement of a free insurance market is completed by a small
number of earlier proposals for Directives (still to be adopted by the Council of Ministers)
and by new Commission initiatives taken in response to the European Court of Justice's
judgment. A December 1986 proposal, which draws on the general provisions applying
both to the annual accounts of joint-stock companies and to the banking sector, sets out
special rules also applicable to the insurance sector (Directive on the annual accounts 
insurance undertakings). Also in December 1986, the Commission presented a proposal
on the compulsory winding up of direct insurance undertakings (Council Directive on
the coordination of laws, regulations and administrative provisions relating to the com-
pulsory winding up of direct insurance undertakings). This proposal sets out rules gover-
ning the role of supervisory authorities and the distribution of assets in the event of com-
pulsory liquidation.

The Commission s most recent proposals concern Directives on the liberalization of the
Community s life assurance market, as well as two further Directives on motorinsurance.
Under the proposal on life assurance presented in December 1988 , all Community
citizens would be free to take out a life assurance policy on their own initiative in a
Member State other than that in which they are resident, but would have to accept the
degree of protection and supervision prevailing in that country, This would therefore
mean that the principle of home-country control aimed at by the Commission would
come into play, If, however, an agreement is concluded outside the country of residence
on the insurer s initiative, the provisions applicable would be those of the country where
the risk is situated. This Commission proposal again reflects the European Court of
Justice s judgment referred to above. As with the Second Coordinating Directive on direct
insurance other than life assurance, further harmonization of the individual Member



States' provisions will be necessary if the Commission s White Paper objective of home-
country control based on mutual recognition for all insurance risks is to be given a real
chance of success.

Both of the Commission s December 1988 initiatives on third-party motor insurance con-
cern increased harmonization of the existing legal provisions and the incorporation of
this field in the Second Coordinating Directive on direct insurance other than life
assurance, from which it had been excluded due to a large number of special problems.

The proposal for a Third Council Directive on approximation of the Member States' legal
provisions on third-party motor insurance aims to reduce what are still, despite the two
earlier Directives, substantial variations in cover in the Member States. Its chief objective
is to ensure that the victims of road accidents are treated as uniformly as possible
regardless of the Member State in which the accident occurred. In particular, the cover
of passengers under third-party insurance is still subject to wide variations in a number
of Member States,

The proposal for a Directive on the freedom to provide motor insurance services, which
also dates from December 1988 , aims to extend application of the principles formulated
by the European Court of Justice (and included by the Commission in its proposal for
the Second Directive on direct insurance other than life assurance) to compulsory third-
party motor insurance and comprehensive insurance. This entails a distinction between
large and general risks. Under the proposal, the motor insurances of major industrial.and
commercial concerns are fully subject to home-country (or country-of-origin) control. In-
surers do not require authorization in the country in which the risk is situated and may
constitute and invest their provisions in accordance with the rules of the country 
origin. Among the still unresolved problems dealt with in the Directive are the operation
of national guarantee funds for the indemnification of victims of accidents caused 

uninsured or unknown vehicles, operation of the green card system and, in general terms
the safeguarding of road-accident victims ' interests.



VIII A single European market for securities

A European financial common market without restrictions requires .a single securities
market where investors can issue and trade securities across national borders freely and
without hindrance. The removal of the numerous national restrictions still existing has
become all the more urgent with the rapid internationalization of securities markets and
the need for the Community to achieve a dimension in this area equal to that of other
major financial markets, such as those of the United States or Japan.

The Community began early with its efforts to harmonize at least to a minimum degree
the different regulations of the Member States on the admission of securities to stock-
exchange listing and the information to be provided to investors, and thus the protection
of investors. As early as 1972 , in a proposal for a first Directive in this area, the Commis-
sion stated that the omissions and differences in the information provided to the public
regarding securities constitute a ' second barrier' for capital movements between the
Member States which prevents the capital markets benefiting in full from the advantages
already achieved by the partial removal of currency restrictions. The second considera-
tion, in addition to the provision of information for the public and the protection of in-
vestments, was the operation of a single securities market. Since 1979 the Council of
Ministers has adopted a series of important Directives in this area, The first stage was
the adoption on 5 March 1979 of a Directive coordinating the conditions for the admis-
sion of securities to official stock-exchange listing. ! The Directive sets out the condi-
tions that must be met by issuers of securities, including the minimum issue price, the
company s period of existence, free negotiability, sufficient distribution and the provision
of appropriate information for investors. However, the Member States were free to impose
stricter requirements.

Closely connected is the Directive adopted by the Council on 17 March 1980 coor-
dinating the requirements for the drawing up, scrutiny and distribution ofthe listing par-
ticulars to be published for the admission of securities to official stock-exchange listing)
The Directive lays down the many items of information which must be published when
shares, debt securities and certificates representing shares are admitted to stock -exchange
listing,

) Directive 79/279fEEC.
tZ) Directive 80/390fEEc.



The third stage followed on 15 February 1982 with the Council Resolution on the Direc"
tive on information to be published on a regular basis by companies whose shares have
been admitted to official stock-exchange listing. ' Under the Directive companies listed
on a stock exchange must publish half.yearly reports on their activities and profits and
losses.

A milestone decision was taken by the Council on 18 November 1985 with two Directives
on the free marketing of units issued by investment funds (undertakings for collective in-
vestment in transferable securities). Both Directives implement for the first time in the
securities sector the 'new approach' called for in the White Paper on completing the inter-
nal market, namely the principle of mutual recognition of the legal provisions of the
Member States based on a minimum level of coordination of national provisions and con-
trol by the country of registration or country of origin (see Chapter IV (b), p. 18). A coor-
dination Directive sets out the framework for the approximation of legal provisions so
as to achieve approximately equal conditions of competition and effective protection for
investors in all EC countries. Under a liberalization Directive the Member States are re-
quired to remove all restrictions on the free marketing of units, The provisions of the coor-
dination Directive cover the field of application, the admission conditions, the structure
of investment funds and their investment policy. The provisions also cover the informa-
tion to be supplied to unit-holders, the general obligations of funds, such as the ban on
borrowing, the observance of the laws of the Member State in which the units are
marketed, the rights and obligations of the supervisory authorities and the creation of
a Contact Committee consisting of persons appointed by the Member States and of
representatives of the Commission.

The 'new approach' set out in the White Paper resulted in a further decision by the Coun-
cil of Ministers. This was the Directive of 22 June 1987 amending Directive 80/390/EEC
coordinating the requirements for the drawing up, scrutiny and distribution of the listing
particulars to be published for the admission of securities to official stock -exchange
listing.2 The aim of the Directive is to ensure that listing particulars compiled in accor-

dance with the earlier Directives and approved in one Member State are automatically
recognized on the stock exchanges of other Member States without the need for addi-
tional approval.

The Council took two further steps towards greater transparency in the latter half of
1988. On 12 December it reached agreement in principle on a Directive on the infonna-
tion to be published when a major holding in a listed company is acquired or disposed
of.3 The aim of the Directive is to ensure that investors and the public are informed of

major shareholdings, changes in holdings above or below certain thresholds and changes
in voting rights for listed companies in the Community. The requirement comes into ef-

) Directive 82/121/EEC,
e) Directive 87/345/EEC,
e) Directive 88/627/EEc.



fect when a holding reaches 10 %, 20 %, 1/3 , and 50 % and 2/3. The Member States may
apply a single threshold of 25 % in place of the 20 % and 1/3 thresholds, and 75 % in
place of the 2/3 threshold.

On 17 April 1989 the Council adopted a Directive coordinating the requirements for the
drawing up, scrutiny and distribution of the prospectus to be published when transferable
securities are offered to the public. I This Directive is a further major supplement to the
above mentioned 1982 and 1987 Directives on transparency and investor protection on
the securities markets. In addition to numerous individual provisions, the Directive in-

troduces for securities offered to the public for the first time a similar obligation to provide
information to that contained in the 1980 general prospectus Directive for listed
securities,

Also aimed at transparency on the securities markets and equality of opportunity in in-
dustrial restructuring was a Commission proposal of December 1988 for a Directive on

public takeover bids. The Directive is important mainly because with the completion 
the internal market and increasing deregulation of capital movements merger . and

takeover activity has grown substantially and is expected to grow further. The aim of the
Directive is to approximate the very different legal provisions on takeovers in the Member
States in order to ensure fairness of business dealings and equality of opportunity. The
main provisions are directed at banning partial public takeover bids, obliging a partial bid-

der (from 30 %) to extend his bid to all the stock and ensuring that a bidder states in ad-
vance his intentions regarding the assets and activities of the company concerned. Fur-
ther provisions cover defence measures by companies for which public bids have been
made, the retention of securities by a supervisory authority in each Member State and
reciprocity arrangements with non-Community countries (see Chapter X (b)),

Four further initiatives by the Commission complete the programme for the .creation of
a single European securities market. The proposal for a Council Directive relating to in-
direct taxes on transactions in securities of l4 Aprill987 is aimed at abolishing indirect

taxes on such transactions, following the failure to reach agreement on an earlier 1976
proposal on harmonization in this area, The fact that taxes on stock-exchange transac"

tions on major financial markets, for example in the United States and Japan, have been

removed or are to be reduced is a further argument in favour of abolition. Investor protec-
tion, the removal of distortions in a single European financial common market and the
combat of fraud are the subjects of the proposal for a Directive of 28 April 1987 coor-

dinating regulations on insider dealing. Insider dealing is the use of confidential stock"
exchange information available only to certain persons through their jobs. The use of
such confidential information is generally prohibited. The Directive is aimed at har-
monizing the different codes of behaviour in the Member States. Growing abuse and
spectacular cases have increasingly concentrated international attention on insider
dealing.

) Directive 89/298/EEc.



Finally, mention must be made of efforts to link EC stock exchanges. Since 1984 the
chairmen of the stock exchanges of the Member States, in collaboration with the Com-
mission, have been working on a stock -exchange link -up system known as the ID IS (Inter-
bourse data information system). The Commission itself has completed examination of
how links can be created or improved between the national clearing systems for securities
transactions.



IX Basic prerequisites for the European financial
common market

(a) Monetary policy

Financial and capital flows are much more volatile than goods flows and are the subject
of government financial and monetary policy, As capital moves increasingly freely be-
tween Member States, governments become more restricted in their ability to pursue an
independent monetary policy and it also becomes all the more important, for the purpose

of maintaining stable exchange rates as agreed by eight Member States in the European
Monetary System (EMS), to work together and coordinate economic policies.

The Single European Act reforming the EEC Treaty, which entered into force on 1 July
1987 , specifically confirms the objective of an economic and monetary union, but makes

clear at the same time that institutional changes in this field require unanimous approval
and ratification in the Member States, An economic union means that exchange rates
will be tied irrevocably. While there is now a broad consensus that the creation by the
end of 1992 of an internal market without frontiers for goods, services, capital and per-

sons does not necessarily require immediate monetary union, there is .also clear agree-

ment that the establishment of a European financial common market with totally free
capital movement requires a higher degree of monetary cooperation between Member
States than currently exists,

1. Previous developments

The first step towards the progressive creation of an economic and monetary union was

taken by the Member States on the basis of the decisions of the 1969 Hague Summit.
On 22 March 1971 the Council of Ministers adopted the Werner Plan, named after the
former Luxembourg Prime Minister, for the progressive creation of an economic and
monetary union. The Plan foundered on the dollar and oil crises of the following years
(see Chapter III (c), p. 15). What remained was essentially only an exchange-rate system
in which the rates could fluctuate up or down by up to 2,25%, with the participating
countries jointly allowing their currencies to float against the dollar (block floating or
snake). The system was unstable in so far as several Member States temporarily withdrew
from it. Non-Community countries such as Sweden and Norway also participated for a
time.



It was not until 13 March 1979 that a new system with many new binding agreements
and mechanisms came into force in the shape of the European Monetary System. The
margin of fluctuation remained 2.25%, but a margin of 6% was granted to Italy because
of special economic difficulties. The United Kingdom did not join the system. The main
new feature was the creation of the European Currency Unit, the ecu (the name of a
French coin from the Middle Ages). The ecu is defined as a basket of weighted amounts
of the Member States' currencies , including the UK pound, although the United
Kingdom is not a member of the system. The ecu is used as a reference point for several
aspects of the new system. Its role in the EMS is that of a reserve unit and instrument
for the settlement of central-bank balances resulting from joint exchange-rate support
operations on the currency market (intervention), It serves as a reference for setting the
central rates in the exchange-rate mechanism, and for the divergence indicator. The latter
serves as a warning system for Member States to initiate economic measures if their cur-
rencies deviate from the central rate by a specified percentage. EMS transactions are con"
ducted via the European Monetary Cooperation Fund (EMCF), founded as long ago as
1973 , which is managed by the governors of the central banks. The Member States have
transferred 20 % of their gold and dollar reserves to the EM CF in exchange for ecu, which
are used as a non-cash means of settlement between central banks.

The EMS exchange-rate system was extremely successful in its first 10 years of existence.
In spite of numerous crises on the world currency markets and a number of parity
changes within the EMS, exchange rates remained far more stable overall than in the rest
of the world. Inflation rates in the Member States were reduced substantially and brought
closer together. Economic policies in all the Member States converged towards greater
stability. On the other hand, the plan to move the EMS to a second stage after only two
years and to provide it with an institutional basis with the creation of a European
Monetary Fund failed. The time was not yet right.

2. The EMS reforms of Palermo and BasleJNyborg

The finance ministers and central bank governors nevertheless succeeded twice in the
past few years in agreeing on major reforms of the system. The first series of measures
was adopted in Palermo in Aprill985. The interest payable on the ecu held by the central
banks was made more attractive and tied to market rates instead of average discount rates.
The possibility was created for non-Community central banks and international bodies
such as finance organizations to acquire ecu (other holder status). Also new was the rule
that the central bank of a Member State could obtain dollars or other currencies from
the EMCF in exchange for ecu for use in currency-support operatins (ecu mobilization),
And lastly, a higher acceptance quota for ecu was introduced for settlements between cen-
tral banks.

A second package of technical reforms was agreed by finance ministers and central bank
governors in Basle and Nyborg inSeptember 1987. The period of very short -term finance



granted for exchange-rate support operations was extended and the ceiling raised for the
duration of the extension. The possibility was created of making use of very short-term
financing even before the agreed intervention rates had been reached, under the intra-

marginal intervention scheme. The limit for the acceptance of official ecu by the central
banks was raised to 100%. And lastly, coordination of economic and monetary policy
was improved by closer monitoring in the EC Monetary Committee and the Committee
of Governors of the Central Banks with the aid of economic and monetary indicators.
The first positive effects of these reforms included several concerted interest-policy

measures by governments and central banks.

3. The private ecu market

Over the years a private ecu market has grown up alongside the offical ecu market , with

brisk interbank trade in ecu deposits and loans. These transactions were made easier
technically when, in October 1986, several of the banks in the ecu bank association
created, with the support of the Commission, a settlement system at the Bank for Interna-
tional Settlements (BIS) in Basle. The value of the transactions processed daily is
estimated at some ECU 10 000 million,

The ecu has become particularly important on the bond market where, well behind the

dollar and after the German mark, Swiss franc and yen, it has become the fifth most im-
portant currency. The European institutions, including the Commission and the Euro-
pean Investment Bank, have played a major role in the development of the ecu bond
market. The total international ecu bank loan and deposit market exceeds ECU 80 000
million, According to Commission figures, total ecu issues of fixed"interest securities on
the international markets amounted to ECU 9 200 million in 1988. ECU 3 900 million
of that total was accounted for by non-Community issuers. The ecu s attractiveness for
the bond markets resides in the fact that as a basket currency representing the average
value of its individual constituent currencies, including interest, it provides greater stabili-

ty than a single curency. As a result, in the initial stage of the ecu bond market, investors
were mainly from hard-currency, low-interest countries, whereas participants from weak-
currency, high-interest countries tended to be borrowers.

The rapid development ot the ecu on the bond markets has temporarily slowed, The Bank
for International Settlements (BIS), in its February 1989 quarterly report, concluded that
expansion had waned following the dynamic growth in the first half of the 1980s. Accor-

ding to the BIS , ecu bank lending between the end of 1985 and the end of September 1988
increased by 62 % to ECU 104000 million. However, ecu bond activity has recently again
acquired substantial momentum.

Less widespread, although decreasingly so, is the use of the ecu as an invoicing currency
in external trade and as a clearing unit in multinational companies. Attempts to make
the ecu also more accessible to the general public, by means of ecu savings accounts and



ecu traveller s cheques, have so far been of a pioneering nature and remained limited, not
least because of the charges involved.

However, support for the private ecu is growing. This applies not only to the Community
institutions and their borrowing activities. The Commission also wishes to use the ecu
in future for disbursements under the reformed Structural Funds (Regional, Social and
Agricultural Structural Funds), as well as for the creation of a harmonized card payment

system in the. Community. The European Parliament has backed the further develop-
ment of the ecu, and the Member States themselves are becoming more actively involved.
The ecu is now recognized by all as a currency, even if the Deutsche Bundesbank refuses
to rediscount ecu bills. The ecu is quoted on many Community stock exchanges, Belgium
has minted gold and silver ecu coins which are legal tender but are not used as such
because oftheir excessively high issue price. Since October 1988 the British government
has been regularly issuing ecu treasury bills. This initiative has helped to develop an.ecu
money market and give a boost to ecu markets in general. The Italian government
regularly raises short and medium-term funds through the sale of government debt in-
struments. The French government joined this initiative in April 1989 and issued a large
government loan denominated in ecu.

Growing support is also coming from private industry. An association of leading in-
dustrialists with a rapidly growing membership has been calling for some time for the
strengthening of the European Currency Unit.

Although the official ecu in the EMS and the private ecu are strictly separate, they are
also interlinked, The exchange-rate stability in the EMS, as evidenced by the fact that
there were no parity adjustments between 1983 and 1986, and none since early 1987,
reinforces the stable nature of the private ecu. This also applies to every step towards the
extension of monetary cooperation between the Member States because it bolsters con"
fidence in the European Currency Unit.

4, The mandate issued by the Heads of Government in June 1988

The debate on further improvement of monetary cooperation between the Member
States was triggered by recognition that the complete liberalization of capital movements
agreed for most Member States for mid-l990 could substantially increase monetary flows
particulary speculative flows, reduce the scope for national monetary and exchange-rate
policy and render it more difficult to retain the desired exchange-rate stability in the EMS.
But it is just such a minimum level of exchange-rate stability that the planned single Euro-
pean market requires in order to function, For these reasons , a group of experts appointed
by the Commission concluded in Aprill987 that during a transition from a restricted
to a free system of capital movements, greater adherence to binding principles of agreed
monetary policy was required if the EMS was to function effectively. According to the
group s report, the removal of exchange controls would be a critical test for the weak in-



stitutional structure of the system. However, the Member States remained divided on the
scope and nature of greater monetary cooperation. Many held the view that the planned
internal market requires major progress towards a monetary union, including the creation
of a European central bank. Others considered that the existing rules and institutions
were sufficient. Discussions were made more difficult by the fact that the pound sterling,
a major EC currency, is not a member of the EMS exchange"rate mechanism. ProblemsI also arose because the 

German mark, an international reserve currency, carries an ex-
traordinary weight in the EMS with the result that the participating countries are often
literally obliged to adopt the same economic priorities as Germany, even if they do not
consider those priorities to be appropriate in the context of their own economic situation.

Following numerous contributions to the debate from the Member States, the EC Heads
of State and Government agreed at their Summit in Hanover on 27 and 28 June 1988
to have the question of greater monetary cooperation examined by a Committee chaired
by Commission President Jacques Delors. The governors of the twelve Community cen-
tral banks were asked to serve as experts on the Committee, together with a second
member of the Commission and three additional experts.

On 12 and 13 April 1989 in Basle the Delors Committee successfully completed its work
and finalized a report on .economic and monetary union in the European Community.
The Committee not only redrafted the political, economic and institutional conditions
for an economic and monetary union but also put forward a concrete three-stage plan
for its realization and developed a precise concept for a federally structured, independent
European System of Central Banks (ESCB) and for the reform of existing procedures used
for coordinating economic policy. Other major features of the Delors Report include em-
phasis on the unavoidable need for further amendment of the basic Rome Treaties
parallel economic and monetary development, acceptance of the principle of subsidiarity,
under which only as many functions as absolutely necessary would be transferred from
the national to the Community level, and the importance of further regional and struc-
tural policy measures for eliminating imbalances between the Member States, Reference
is made to the possibility of Member States progressing at different speeds in the integra-
tion process (this is frequently referred to as the two-speed or variable-geometry Europe),
The Report begins with a general description of the aim of economic and monetary
union, experience to date with the European Monetary System (EMS) and ecu (European
Currency Unit), and new Community activities stemming from the Single European Act
and the single European market programme (see also previous chapters),

The stage-by-stage plan proposed by the Delors Committee contains a precise timetable
for stage one, which is to begin on 1 July 1990 at the same time as the liberalization of
capital movements already agreed in principle for most Member States. No date is
specified for the end of stage one, nor for the end of stages two and three. However, it
can be deduced from the programme proposed that stage one will certainly encompass
the completion of the European financial area with the complete liberalization of capital



movements and the implementation of the single European market programme planned
for the end of 1992. Further steps towards coordinating the economic policies of the
Member States are considered necessary,

Stages two and three are described only as regards content. Whereas stage three largely
describes a completed economic and monetary union, the decisive qualitative advances
under the plan are due to take place in stage two. Before stage two can begin, the Member

States must agree and ratify the appropriate Treaty amendments at Community level as
well as the legal adjustments at national level. The creation of the proposed European
System of Central Banks would also be initiated during stage two. It is contended that
the ecu will ultimately be able to become the planned single Community currency. In

contrast, the experts do not consider it appropriate to develop a parallel currency to the
ecu that would progressively replace national currencies. Opinions of the Committee

members differ on whether a separate European Reserve Fund (ERF) should already be
created during stage one and foreshadow the future European System of Central Banks.

Although the Committee sets no specific date for the implementation of the individual
stages and mak~s them dependent on previous achievements, it emphasizes the integrated
nature of the process to be initiated and the importance of a rapid start. One of the major
political .recommendations is the immediate commencement of preparatory work for

negotiations on a new treaty, The responsible Community bodies are to work out pro-
posals for stages two and three of the economic and monetary union which are to form
the basis for negotiations at a Government Conference to be called by the Council of
Heads of State and Government. A similar approach was adopted by the Community
for the Single European Act, the latest reform of the Treaties.

The second political recommendation of the Delors Committee is to combine the deci-
sion on stage one with a clear.commitment to the final phase. This is an unequivocalstate-
ment that the decisions in stage one will not only be useful per se but will represent a

decisive first step towards economic and monetary union.

The principal steps proposed by the Delors Committee for phase one, which is to start
on 1 July 1990 at the latest, are:

removal of physical, technical and fiscal barriers, in line with the single European
market programme, and strengthening of Community competition policy;

implementation of the reform of the structural Funds and the doubling of their
resources;

stengthening of the rules applicable to date regarding economic and fiscal policy coor-
dination (based on a 1974 Council Decision on economic convergence) by a new pro-
cess of multilateral economic surveillance based on agreed indicators;

full implementation of the European financial common market;



\'"" inclusion of all Community currencies in the EMS exchange-rate mechanism, with
the same rules applying to each;

-\ removal of all lroJ?ediments to the private use of the ecu;

\redefinition of the mandate of the Committee of Central Bank Governors set out in
\he 1964 Council Decision, with the strengthening of the coordination function and
tl;1esetting up of sub-committees for monetary policy, foreign-exchange policy and
banking supervision.

The Committee's proposals for stage two include:

review and consolidatioh of the results achieved through the implementation of the

single market programme;

enlargement of the resources for structural policies and research and infrastructure
investments;

stengthening and extension of the new procedure for the coordination of economic
policy introduced in stage one, with the adoption of policy guidelines by majority
decision;

setting up of the European System of Central Banks (ESCB);

recourse to exchange-rate realignments only in exceptional circumstances;

transition from the coordination ofindependent national monetary policies to a com-

mon monetary policy formulated and implemented by the ESCB itself, with a gradual

transfer of decision-making power to a Community institution;

pooling of part of the exchange reserves for intervention on the currency markets;

narrowing of the margins of fluctuation within the exchange-rate mechanism ' as cir-

cumstances permitted and in the light of progress made in the process of economic
convergence'.

The Committee qualifies its remarks by stating that it does not consider it possible to pro"

pose in advance a detailed blueprint for the transfer of decision-making power from na-
tional authorities to a Community institution, as this would depend on progress achieved
during stage one, the provisions of the Treaty, .and on decisions to be taken by the new
institutions,

The principal steps in stage three include:

irrevocable locking of exchange rates;

if necessary, further strengthening of structural and regional policies;

rules and procedures of the Community to be made binding, in particular as regards
constraints on national budgets and transfers of resources for structural policies, and

to be applied by the Council of Ministers, in cooperation with the European
Parliament;



~ new form of representation and assumption of the full role 01' the Community in thl
process of international policy cooperation;

decisions on exchange-market intervention in third currencies to be made on the s~le
responsibility of the ESCB Council;

maintenance of official currency reserves at the ESCB;

transition and change-over to a single currency.

The centrepiece of the institutional changes proposed by the Delors Committee IS the
creation of a European System of Central Banks (ESCB), which would be given the full
status of an autonomous Community institution. In the experts' view, it would operate
in accordance with the provisions of the Treaty and could consist of a central institution
(with its own balance sheet) and the national central banks. At the final stage the ESCB

acting through its Council ~ would be responsible for fbrmulating and implementing
monetary policy as well as managing the Community s exchange-rate policy vis- vis
third currencies, The national central banks would be entrusted with the implementation
of policies in conformity with guidelines established by the Council of the ESCB and in
accordance with instructions from the central institution, The Delors Committee s detail-
ed proposals for the ESCB are as follows:

Alandare and funcdons

~ The System would be committed to the objective of price stability;

subject to the foregoing, the System should support the general economic policy set
at Community level by the competent bodies;

the System would be responsible for the formulation and implementation of
monetary policy, exchange-rate and reserve management, and the maintenance of a
properly functioning payment system;

the System would participate in the coordination of banking supervision policies of
the supervisory authorities.

Policy instruments

~ The policy instruments available to the System, together with a procedure for amen-
ding them, would be specified in its Statutes; the instruments would enable the
System to conduct central banking operations in financial and foreign-exchange
markets as well as to exercise regulatory powers;

while complying with the provision not to lend to public-sector authorities, the
System could buy and sell government securities on the market as a means of conduc-
ting monetary policy.

Structure and organization

~ A federative structure, since this would correspond best to the political diversity of
the Community;



establishment of an ESCB Council (composed of the governors of the central banks
and the members of the board, the latter to be appointed by the European Council),
which would be responsible for the formulation of and decisions on the thrust of
monetary policy; modalities of voting procedures would have to be provided for in the

\Treaty;
establishment of a board (with supporting staff), which would monitor monetary
developments and oversee the implementation of the common monetary policy;

national central banks, which would execute operations in accordance with the deci-
sions taken by the ESCB Council.

Status

Independence: the ESCB Council should be independent of instructions from na-
tional governments and Community authorities; to that effect the members of the
ESCB Council, both governors and the Board members, should have appropriate
security of tenure;

accountability: reporting would be in the form of submission of an annual report by
the ESCB to the European Parliament and the European Council; moreover, the
chairman of the ESCB could be invited to report to these institutions, Supervision
of the administration of the System would be carried out independently of the Com-
munity bodies, for example by a supervisory councilor a committee of independent
auditors.

At almost the same time as the Delors Committee was completing its work, the European
Parliament also adopted a plan for economic and monetary union.

In presenting a draftstatute for a European central bankand rejecting a parallel currency,
the plan has much in common with the Delors Committee s Report but specifically calls
for completion of the monetary union by 1 January 1995.

(b) Fiscal problems

In a deregulated financial area distortions would occur in the relationship between sa-
vings capital and investors without a minimum degree of tax harmonization. The gravity
of the problem was demonstrated in 1988 in the Federal Republic of Germany when the
mere announcement of the introduction of a law for the automatic deduction of a tax
prepayment on income from capital investments (withholding tax) led to major capital
outflows. For these reasons, the Commission, in its communication on the European
financial common market, set out those sectors in which a minimum degree of fiscal har-
monization is needed, .and presented initial proposals on 8 February 1989. These pro-
posals related to the taxation of interest income from savings capital. In the case of



company taxation, the Commission wishes to supplement a proposal for a Directive 

the harmonization of corporation tax systems of August 1975 by a proposal for the h?r-monization of the tax base. 
The proposal for the taxation of interest on savings capital put forward by the ComJnis-
sion on 8 February 1989 provides for a single rate of withholding tax of not less than J5 %.
The proposal is combined with a proposal for a Directive strengthening cooperation bet-
ween the tax authorities in the Member States in order to limit tax evasion. The rate of
15% applies to all interest payments made to EC residents, The Member States may ex-
empt from withholding tax residents of non-member countries, as well as interest income
from Eurobonds. The Commission justifies both measures on the grounds that the attrac-
tiveness of the Community for financial business must be maintained in an international
context. Further exemptions include the savings of small savers, provided that the latter
are not subject to tax, interest in Member States which require banks to notify
automatically to the tax .authorities details of interest paid, transactions between com-
panies, and interest paid by private individuals.

The Commission considers that the growing tendency in the Member States to encourage
the acquisition of domestic securities and bonds is also contrary to the requirements of
a free European financial common market. This also applies to the practice of some
Member States of prohibiting or restricting the purchase of foreign securities by resident
pension funds, The Commission wishes to start discussions on the subject with the
Member States,

(c) Other prerequisites

A further important prerequisite which the Single European Act also specifically states
must be met if the planned common single European market and European financial
common market are to succeed, is the economic and social cohesion of the Member
States. Less developed countries on the edges of the Community can only participate in
a fully integrated financial common market if they are able to attain the Community
average through financial solidarity. The Heads of State and Government of the Member
States therefore decided in February 1988 in Brussels, at the same time as adopting other
major reforms, to double in stages the appropriations for the Community s structural
Funds (regional, social and agricultural) to an annual level of approximately ECD 13 000
million by 1993, Adaptation was also the aim of the development of a social dimension
in the internal market, the combination of the systems of providing assistance with the
balance of payments (see Chapter V (c), p. 25) and the deadlines for the liberalization of
capital movements (see Chapter V (c), p. 24), which are designed to help these countries
improve their less advanced financial systems.



X Outlook

(a) Relations with the EFTA countries

The new dynamism generated in the Community by the plans for the completion of the
internal market by 1992 has had a major impact on other West-European countries
notably those in the European Free Trade Association (Sweden, Norway, Finland
Iceland, Switzerland and Austria), Relations within this group of countries, which had
originally been created as an alternative to the Community but with less pronounced
political aims, have always been influenced by the development of the Community. This
is the result of the accession to the Community of a number of former EFTA members
(United Kingdom, Denmark and Portugal) and the almost-accession of Norway. Norway
and Sweden also participated for a time in the period after 1971 in the first Community
exchange-rate system, known as the 'currency snake' (see Chapter IX (a), p, 43).

Recognizing that in view of their multifarious economic links with the Community the
EFTA countries could not be excluded from efforts to reach economic unification in
Europe, the Community and EFTA, at a ministerial conference in Luxembourg, signed
on 9 April 1984 a Joint Declaration on cooperation which has since become increasingly
important through numerous working parties and several individual agreements. The
aim is for the Community and EFTA jointly to create a single European economic area
of some 350 million inhabitants. This of course involves extension of the Community
financial common market to the EFTA countries.

The way in which and the extent to which this can be achieved, however, depends on
developments in individual EFTA countries and their mostly politically motivated and
totally disparate attitudes towards the Community. Switzerland has so far made it un-
mistakably clear that Community membership is out of the question for the foreseeable
future, whereas it cannot be excluded that Austria will apply to join the Community, Nor-
way had already negotiated the conditions for accession to the Community before the
United Kingdom, Ireland and Denmark became Members in 1973 , but withdrew its app-
lication following a referendum. There is continuing debate in Sweden and Finland on
the shape of future relations with the Community,

Switzerland and Austria occupy a special position in relation to the Community as
regards monetary policy. Both countries have for many years maintained close contacts



as regards exchange-rate policy and the necessary coordination with their neighbour, the

Federal Republic of Germany, whose monetary and economic policy is of special impor-
tance for relations within the Community because of the standing of the DM as an inter-
national reserve currency. In practice, this has meant a close parallel development of the
exchange rates of these countries and the DM. In principle, the European Monetary
System provides for European countries with particularly close economic relations with
the European Community to participate on an associate basis in the Community s ex-

change-rate and intervention mechanism. Finland, Norway and Sweden pursue a
monetary policy which links their exchange rates within certain margins to a currency
basket in which the Community currencies have a certain weighting.

The wide range of monetary relations between the EFTA countries and the Community
is matched by the disparity of their interest in the freedom of capital movements and
financial services. Following their Luxembourg Declaration , the Community and EFTA
have jointly created a group of experts on financial services, as well as a working party
on capital movements. As regards the freedom to provide financial services, the aim will
be to achieve a similar level of harmonization and mutual recognition of supervisory
regulations for banks and insurance companies as that agreed between the Member
States as a precondition for the completion of the free financial market.

Two developments could help accelerate the process of creating a European economic
common market and a European financial common market extending beyond the con-
fines of the Community, The first was the launching by the Commission President, Jac-

ques Delors, of a debate on new forms of closer cooperation with EFTA which led to the
creation of joint decision-making and administrative bodies, However, the effectiveness
of such closer cooperation will depend on the manner in which cooperation is organized
internally by EFTA itself, The second element is the fact that individual EFTA countries
have voluntarily and independently embarked on a course of harmonization with the
Community Member States, The number of examples of such harmonization is growing.
Towards the end of 1988 , the Swiss National Bank acquired the status of other holder
of official ecu, something that was made possible by the EMS reforms at Palermo in 1985
(see Chapter IX (a) 2 , p. 44). In January 1989, Austria loosened many of the restrictions
in its rigid foreign-exchange law that had applied for many years. Efforts towards
liberalization were also made in the Scandinavian EFTA countries in the latter half of
1988. In December 1988 , Norway allowed businesses to obtain loans abroad without the
prior authorization of the central Bank. In Sweden, there were ever clearer calls for the
loosening of existing currency restrictions following the removal of all remaining controls
in Denmark on I October 1988, There is also discussion in Sweden of the possibility of
linking the Swedish krona to the EMS and adapting economic policy accordingly, A fur-
ther example of a common economic policy in a European financial area was the con-
certed increase of bank rates on 19 and 20 January 1989 in the Federal Republic of Ger-
many, France, the Netherlands and Belgium , as well as in Switzerland and Austria, which
are EFTA members,



(b) Relations with other non-Community countries

The creation of a European financial area also raises major problems for relations with
other non-Community countries such as the USA and Japan, as well as for relations with
the EFTA countries. On the one hand, the management of parities with the dollar, still
one of the world' s key currencies with its effect on the stability of European money and
capital markets, is of crucial importance (see Chapter III (c), p. 15). On the other hand
the Community must ensure that the planned internal market, and especially the in-
troduction of the right of establishment and provision of services in the financial sector
do not give exclusive privileges to companies from non-Community countries, including
EFTA countries, without those countries granting similar access to economic operators
from the Member States. The Community has taken both these important elements into
account in its basic decisions on and proposals for the European financial common
market. When taking the decision on 24 June 1988 on the complete liberalization of
capital movements (see Chapter V (c), p. 23 et seq,

), 

the Member States reaffirmed their
intention of applying the same degree of liberalization in respect of capital movements
to or from non-Community countries as that applied to operations between Member
States (known as the erga omnes rule), At the same time, however, they agreed a pro-
cedure for counteracting external monetary or financial shocks of the type already occa-
sioned many times by United States dollar policy. The Directive on the liberalization of
capital movements states:

Where large"scale short-term capital movements to or from third countries seriously
disturb the domestic or external monetary or financial situation of the Member States
Qt of a number of them, or cause serious strains in exchange relations within the Com"
munity or between the Community and third countries, Member States shall consult
with one another on any measure to be taken to counteract such difficulties, This con-
sultation shall take place within the Committee of Governors of the Central Banks and
the Monetary Committee on the initiative of the Commission or of any Member State:

In addition, it was decided that the Monetary Committee would examine at least once
a year all regulatory measures concerning credit which could have an impact on interna-
tional capital movements, and submit a report to the Commission, These measures
replace a 1972 Directive on measures vis-a-vis third countries adopted because of the in-
ternational capital movements and dollar crisis at the time, In the long term, a stable
European currency area based on the European Currency Unit could be a major factor
in a new international currency system including the US dollar and Japanese yen,

The Community s second major stance in the financial sector vis-a-vis third countries
was set out in the Commission proposal for the total freedom of banks to provide services
(Second Directive on banking, (see Chapter VI (b), p. 29 et seq,

)). 

The Commission s pro-
posal is that when banks from third countries seek establishment for the first time checks



should be made to ensure that market access is indeed reciprocal in order to guarantee
Community undertakings fair access and equal treatment. If Community undertakings
are found to be discriminated against in a third country, the Commission should be .able
to order suspension of the settlement authorization of a bank from the third country. This
rule, which has raised many fears of Community protectionism, is closely linked

however, with the Uruguay Round international trade negotiations currently in progress
within the General Agreement on Tariffs and 'fiade (GATT). Negotiations are still conti-
nuing on the inclusion of services in GATT, which applies throughout the world. The
Directive of 24 June 1988 on the liberalization of capital movements (see Chapter V (c),
p, 23 et seq. specifically states that the endeavour to attain the same degree of liberaliza-
tion vis-a-vis third countries as that which applies to operations between the Member
States shall not prejudice any reciprocal conditions 'concerning operations involving
establishment, the provision of financial services and the admission of securities to
capital markets

(c) Europe as an attractive financial market

Success in achieving a European financial common market and removing existing bar-
riers will ultimately determine whether Europe remains attractive as a financial market
compared with other trade and finance centres. This thinking already played a role in the
Commission s proposal to introduce a withholding tax, albeit at a low rate, on interest
income (see Chapter IX (b), p. 52), as well as in the work on a Community-wide stock-
exchange link-up system (see Chapter VIII , p. 42). Many major stock exchanges (london
Paris and Frankfurt) have already recognized the signs of the times and have im-
plemented or are preparing radical stock -exchange reforms. In the final analysis, however
as revealed in a study conducted by eminent private experts on stock exchanges and
capital markets in January 1989, no single European country will have the infrastructure
to survive alone. A major European capital market can only be created by the develop-
ment of common standards and the integration of national trade and settlement systems
at European level.



Annex I

Completion of the internal market

A, Initiatives and proposals adopted by the Commission and the
Council

(situation at end of May 1989)

Banks, insurance, transactions in securities and capital movements sectors

The following list shows the proposals presented in the context of the completion of the
internal market which have been adopted by both the Commission and the Council.
Numbers refer to the total number of decisions taken by the Council.

NB: In the 'Comments' section , the term 'implementation date' means the date on which
the Member States are expected to apply the legislation concerned

Subject Adoption date

Part one: The removal of physical barriers
Part two: The removal of technical barriers
Section IV - Common market for services

1. Financial services
Banks

I. Accounts of banks adopted
8. l2. 1986
Dir. 861635
OJ L 372, 31. 12. 1986

Comments:
Implementation date: 31 December 1990
(facility for Member States to apply implementing rules for the first time for financial year
accounts beginning 1993)



2. Foreign accounts: banks adopted
13. 2. 1989
Dir. 8911l7
OJ L 44, l6. 2. 1989

Comments:
Implementation date: 1 January 1991

(facility for Member States to provide that provisions shall apply for the first time to an-
nual accounts for the financial year beginning on 1 January 1993 or during the calendar
year 1993)

3. Own funds of credit institutions
- banks

Comments:
Implementation date: 1 January 1993.

2. Commission recoIl1IIlendations:
- Recommendation on the setting up
of a guarantee system of deposit
within the Community

Comments:
Implementation requirements do not apply,

- Recommendation on control of large

exposures

Comments:
Implementation requirements do not apply,

Insurance
4, Coordination of laws relating to legal

expenses insurance

Comments:
Implementation date: 1 July 1990,

adopted
l7. 4. 1989

Dir, 89/229
OJ L 124, 5, 5, 1989

adopted
22. l2, 1986

Com. Rec,
87/63
OJ L 33 , 4. 2. 1987

adopted
22. l2, 1986

Com. Rec, 87/62
OJ L 33 , 4, 2. 1987

adopted
22, 6. 1987
Dir. 87/344
OJ L l85
4. 7. 1987



5. Credit insurance

Comments:
Implementation date: 1 July 1990.

6, Non-life insurance

Comments:
Implementation date: 29 June 1990

1.3, Transactions in securities
7. Collective investment undertakings

for transferable securities

adopted
22. 6. 1987
Dir. 87/343
OJ L 185/87 4, 7. 1987

adopted
22. 6. 1988

Dir, 88/357
OJ L 172, 4. 7. 1988

adopted
20. l2. 1985

Dir. 851611

OJ L 375 , 31. 12. 1985
Comments:
Implementation date: 1 October 1989
(Member States may grant additional period of l2 months to comply with those rules
for Ucits existing on that date; facility for Greece and Portugal to postpone application
up to 1 April 1992.

8. Ucits Directive: special measures con-
cerning certain investments

adopted
22, 3. 1988

Dir. 88/220
OJ L 100, 19, 4, 1988

Comments:
Implementation date: 1 October 1989
Derogation for Greece and Portugal up to 1 Aprill992 with the possibility that the Com-
mission may suggest an extension of the derogation.

9, Information to be published when
major holdings are acquired or dis-
posed of

Comments:
Implementation date: 1 January 1991.

adopted
12. 12. 1988
Dir. 88/627
OJ L 348, l7. 12, 1988



10. Prospectus to be published when
securities offered for sale to the
public

coordination of requirements on
drawing up, scrutiny and
distribution

Comments:
Implementation date: l7 Aprill991.

Section V Capital movements
l1. Liberalization of units in collective

investment undertakings for
transferable securities

adopted
l7. 4. 1989
Dir. 89/298
OJ L l24, 5. 5. 1989

adopted
20, l2. 1985

Dir. 85/583
OJ L 372, 31. 12. 1985

Comments:
Implementation date: 1 October 1989
Derogation for Portugal up to 31 December 1990.

adopted
l7. 11. 1986
Dir, 861566
OJ L 332, 26, 11. 1986

l2, Liberalization of operations such as
transactions in securities not dealt in
on a stock exchange, admission of
securities on the capital market and
long-term commercial credits

Comments:
Implementation date: 28 February 1987

Spain and Portugal may, in connection with the Act of Accession, postpone liberalization
until respectively:

- I October 1989 and 3l December 1990 for transactions on units in collective invest-
ment undertakings in transferable securities
31 December 1990 and 31 December 1992 for other transactions liberalized

NB:
It was announced on 25 February 1987 that Greece, Italy and Ireland have been allowed
to extend derogations in this field (in accordance with Article 108 of the Rome Treaty)

to some of the newly liberalized operations up to: end 1987 for Italy and Ireland and end
1988 for Greece. However, operations representing inflows of capital and long term com-
mercial credits are liberalized as from 28 February 1987

13, Liberalization of capital movements adopted
24, 6, 1988

Dir. 88/36l
OJ L l78 , 8. 7, 1988



Comments:
Implementation date: 1 July 1990
Derogations possible for Spain, Portugal, Greece, Ireland, Belgium, Luxembourg.
The Commission shall submit to the Council by 3l December 1988 proposals aimed at

eliminating or reducing risks of distortion, tax evasion and tax avoidance linked to the
diversity of national arrangements for taxation of savings.
The Council shall take a position on these Commission proposals by 30 June 1989,

Total number of proposals finally adopted by the Council in the financial services and
capital movements sectors: 13

Banks:
Insurance:
Transactions in securities:
Capital movements:

R Proposals submitted by the Commission to the Council in the
context of the completion of the internal market which still
require Council adoption

(situation at end of May 1989)

Banks, insurance, transactions in securities and capital movements

Proposals marked with an asterisk (*) were presented since the publication of the
White Paper (l4 June 1985)

Proposals marked with two asterisks (**) await European Parliament opinion or first
reading

- Where the cooperation procedures applies:
- FR indicates that Parliament has completed its first reading
- CP indicates proposals upon which a common position has been reached
~ SR indicates that Parliament has completed its second reading (second readings

are delivered on common positions - common positions exist until final adoption
by the Council)

Voting procedures are indicated in the Council column thus:
U = unanimity
QM = qualified majority
SM = simple majority



Subject

Part ()ne: The rem()val ()f physical barriers
Part !w(): The rem()val ()f technical barriers
Section IV - ClJmm()n market f()r services
1, Financial services

Banks
I. Freedom of establishment and freedom to sUpply services in

the field of mortgage credit
- COM (84) 730
COM (87) 255

2, Reorganization and winding up of credit
institutions
COM (85) 788,
COM (88) 4

3, Second Directive on coordination of credit institutions
COM (87) 715

4, Directive on solvency ratios

COM (88) 194

Insurance
5. Insurance contracts

COM (79) 355 and
COM (80) 854

6, Annual accounts insurance undertakings
COM (86) 764

7, Winding up of insurance untertakings
COM (86) 768

8, Motor liability insurance
COM (88) 791

9, Third Directive concerning motor liability insurance
COM (88) 644

10. Life insurance: freedom to supply services
COM (88) 729

Date ()f
ClJmmission

pmp()sal

1985

1985

1987*

1988

1979

1986

1986

1988

1988

1988

Pmjected date ()f
ad()pti()n by

C()uncil as per
White Paper

1988

(QM)

1987

(QM)

1989

(QM)

1989

(QM)

1988

(QM)

1989

(QM)

1989

(QM)

1989

(QM)

1989

(QM)

1991

(QM)



1.3 Transactions in securities
11. Directive on insider trading

COM (87) 111

COM (88) 549

1987 1989

(QM)

1989

(QM)
12. Investment services

COM (88) 778

1988
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