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“European Gompanies™

EC Commission Proposal Would Encourage Transnational Business and Worker Participation

EDMUND FAWCETT, Brussels correspondent for The Economist

You may think that “SE” stands for “stock exchange” or ‘“‘stand-
ard error,” but if the EC Commissioner for internal market af-
fairs, Finn Olav Gundelach, has his way, these initials could be
appearing on the letterheads of Europe’s biggest companies by
the end of next year in place of “Ltd.,” “SA,” “AG,” and other
familiar symbols of incorporation among the EC “Nine.” The two
letters “SE” in fact stand for “Société Européenne,” or in Eng-
lish “European Company.” When tacked on to names like Shell,
Honeywell, or Unilever, they should be read as a sure sign that
these giants have quit the chaos of the Nine’s separate business
codes for the purified heights of the European company statute
(ECS).

At the end of April after almost five years of reappraisal, the
EC Commission came out at last with a fresh and, it is gener-
ally hoped, final draft of the ECS, which runs to around 800
pages (with comments). Legal experts in EC capitals are now
scrutinizing its 284 articles to prepare ministers for a first round
of discussions in the Council later this year. Once given the
Nine’s collective nod, this brave new plan will offer companies
(American subsidiaries included) doing business in at least two
EC countries the option of registering as a “European com-
pany” under the EC statute instead of under existing national
laws.

The plan is not compulsory: Firms will be free to take up the
offer or leave it as they wish. This is a marked change of ap-
proach from the stalled “fifth directive” on company law which
seeks to impose common company structure as a matter of EC
law. By itself the ECS will bring no tax advantage since different
branches of new “European companies” will still be taxed by
the countries where they register. Disputes under the ECS
would be settled in the European Court of Justice. The bait with
which Gundelach hopes to lure early takers is the assurance of
freedom from frequent and often unpredictable changes in na-
tional law that can scramble well-laid investment plans. The
hook on which he wants to draw them towards greater “indus-
trial democracy” is worker participation.

FIZZ WITH EXCITEMENT

When first proposed in June 1970 as part of a general campaign
to align the company laws of the original EC “Six,” the ECS was
touted chiefly as a device to ease the birth pangs of European
multinationals. The proposal to give workers a minority say
against shareholders in boardrooms was reckoned by many to
be overbold at the time if not visionary. For the main aim of en-
couraging industrial mergers among the Six, large firms were
offered the security of a single, EC-wide code and thoroughly
simplified merger rules. Giving reluctant European companies
such legal stilts to step over national barriers was, and still is,
politically uncontroversial, although tax accountants and com-
pany lawyers will often fizz with excitement over some of the
details.
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Worker representation aside, the bulk of the draft statute re-
mains much as it was: a coherent alternative body of company
law complete with common accounting procedures, disclosure
rules, minimum capital requirements (slightly reduced under the
new proposal), and provisions for mergers and takeovers. Many
changes were made to accommodate the three new EC mem-
bers, but political heat is now coming from the revised propos-
al’s suggestion that workers should share equally the taking of
all strategic decisions in a “European company” as part of a
troika with shareholders and independent board members.

In ironing out the many creases in the old proposal with over
60 interested pressure groups (including all the major union or-
ganizations and the bosses’ federations) as well as with commit-
tees of the European Parliament, the Commission spent most
time on the articles covering worker participation. Under the re-
vised ECS, as before, the running of a “European company”’ will
be split between a management board which takes week-to-
week decisions and a supervisory board with power to hire and
fire the management. The big change has come over who sits on
the supervisory board. Under the original Commission proposal,
shareholders could always count on two-thirds of the seats on
the supervisory board, leaving the workers to make do with the
rest.

Now, on the advice of the European Parliament, the Commis-
sion is seeking a three-way split: Shareholders and workers will
start off on an equal footing with a third each, and will have to
play for the other third. To elect these “independents” (who
must be neither shareholders nor employees), a two-thirds ma-
jority is needed of workers and shareholders voting together.

However arcane it may sound, this is political arithmetic. Most
companies view the troika as creeping socialism or worse. Many
unions reckon it still does not go far enough, and some reject
“participation” altogether. In Germany, where Mitbestimmung
(codetermination) was first dreamt of, the Deutsche Gewerk-
schaftbund (DGB, the German Union Federation), demands a
straight 50-50 split between shareholders and workers of the
kind the German coal and steel industry has had since 1951. The
German Government, worried lest foreign investors be scared
away from Germany if workers there share boardroom power, is
looking for some way to squeeze out of its reluctant backing of
the union demands. The troika idea of Gundelach could be just
what the German Government needs, and indeed, critics of the
EC proposal suggest it is a neat way of pleasing the Germans by
locking the Nine into a moderate position in advance, which un-
ions will then find it hard to exceed.

Since 1970—when Germany was the only EC country with
workers assured of a say, however small, in management—the
fashion for a moderate degree of worker participation has
caught on among the Nine’s governments. In 1971 Holland wrote
into law a requirement for workers in all large public companies
to have a say on advisory boards. In its Companies Act of 1973,



Denmark followed by giving workers the right to elect at least
two board members in firms with over 50 employees. Luxem-
bourg slipped aboard the bandwagon last year by demanding a
third of board members in large companies {(which in practice
means the Arbed steel firm) be elected by workers. Even in
France, once cold, the idea now has the backing of President
Valéry Giscard d’Estaing, who believes that worker participation
should be one of the cornerstones of the “advanced liberal so-
ciety” he wishes France to become. The report on French com-
pany law reform, submitted in February by French industrialist
Pierre Sudreau, recommends the innovation for France of a two-
tier board with a third share of the votes on the supervisory
board reserved for workers.

UNCONVINCED UNIONS

By no means all unions are convinced of the virtues of having
workers in the boardroom. With its legalistic distinctions and
complicated voting apparatus, Mitbestimmung is seen by many
union critics as a sop to organized labor’s demand for more
power. Worker participation (the word was carefully chosen)
does not mean worker control. France’s communist-led Con-
fédération Générale du Travail and ltaly’s Confederazione Gen-
erale ltaliana del Lavoro are both wary of giving workers a voice
with management, officially because they dismiss this as a re-
formist move, but more radical French and Italian workers com-
plain that the real reason for this coolness is that the commu-
nist-led unions get on too well with management already.

Many British unions reckon their main task is to stick to the is-
sues of wages and work conditions and not to get diverted into
arguing over how the plant is run. Worker participation is rare
(the John Lewis clothes chain is an exception). The main objec-
tion in Britain is that the presence of more than one unionin a
single industry would make common stance by workers on the
board hard. The British Trades Union Conference (TUC), like its
Irish counterpart, does back worker participation so long as the
split on the board is haif-and-half with the shareholders, but a
basic suspicion is widespread among individual unions. British
Chrysler’'s subsidiary experienced this for itself when its offer of
worker participation to end a recent strike was rejected as an
attempt to buy the workers off. ’

Gundelach is convinced of the danger of making the ECS pro-
posals for worker participation so radical that it “will become a
house in which few decide to live.” On paper the supervisory
board he is suggesting looks tough. Although insulated from
regular wage bargaining (and all matters traditionally reserved
for the clash of management and labor), the supervisory board
would get regular reports on the company’s state of health and
would take the final say on takeover bids and plant closures. But
the suggested voting rules are so drawn up that the balance of
power will be held by the “independents,”” and unless more than
two-thirds of the shareholding voters are asleep when the ballot
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takes place, these can be guaranteed to be moderates.

The unions have other demands to which the Commission has
turned away. Employees that object to worker participation '
in principle would not be obliged to take seats on the board of a
European company, but Gundelach is insisting that where there
is a clash among the employees of a European company the
workers in favor of taking up seats on the board need only carry
their point by a straight 50 per cent majority. Some unions want-
ed a required majority of two-thirds, to make it easier to block
worker participation in principle. Unions have no veto power
over a company wanting to register under the ECS. If the em-
ployees do muster the necessary majority to reject taking seats
on the board, the firm can go ahead and become a European
company all the same. Besides the quite general fear that board-
room workers will start thinking for the benefit “‘of the company
as a whole,” unions wish to have spelt out that management re-
mains legally responsible for the actions of the company. They
fear, above all, dilution of union strength in the creation of Euro-
pean work councils and the eligibility of non-union employees
both to vote for worker representatives and to sit themselves on
the supervisory board.

The power in European companies of work councils—an en-
tirely separate body from the supervisory board, representing
interests of all employees—has been expanded since the orig-
inal Commission proposals were framed. Looking after the in-
terests of all the firm’s workers—union and non-union—the work
councils would have to be consulted by the management over
closures, mergers, and mass redundancies. Work councils in
theory are not meant in any way to interfere with collective bar-
gaining, the preserve of the unions. Equally as serious are ob-
jections from the German unions and the British Labor Party to
the idea of enfranchising non-union employees and allowing
them to represent workers on the board.

The range and detail of union criticism and hesitations such
as these tend to bear out the view that the Commission’s aim is
as much to fix clear limits to how far worker participation should
go as it is to act as a pace-setter for governments of the Nine.
The European Employers’ Federation (UNICE), while welcoming
most of the ECS, is hostile to the plans for greater “industrial de-
mocracy’ and believes the Commission has already gone much
too far.

“CONVERGENCE” VERSUS “HARMONIZATION”

Gundelach is caught in the middle, not only between labor and
management, but between the industrial democracy front-run-
ners among the Nine like Germany and the laggards like Britain,
Ireland, and Italy. Well aware of the failure of previous attempts
to impose common solutions by EC law, Gundelach wants the
Nine to move closer together by shared example instead and by
gradual acceptance of common standards of industrial democ-
racy. He has prepared a “green paper,” due out shortly although



circulating already in early drafts, spelling out the patchwork
of varying labor relations and the role, if any, that workers al-
ready have in boardrooms in each of the Nine. The aim is for all
future EC-wide plans in this area to be much more “flexible”
than in the past and to take full account of national differences.
Not that the European Community is wholly free of its over-rigid
past habit of wishing to have the Nine all marching abreast to
the same destination. Even under the more “pragmatic’ ap-
proach of Gundelach, the European Community’s hands will still
be tied. By proposing the ECS in its present form, the Commis-
sion has already committed itself firmly to a middle course over
worker participation. The ECS may find no companies willing to

Who sits on the board . . .? The boardroom of the Pirelli Rubber Corporation, Milan, Italy.

o
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accept its provisions of course, and it may sink like a rock in a
pool. But workers, employers, and governments have been right
to take its preparation seriously all the same. Even without the
force of law, it marks a compromise and so carries weight as a
result. A still more basic question is whether worker participa-
tion in any variety is the best common denominator for improv-
ing labor relations throughout the Nine, or indeed whether there
is really a need for shared standards of industrial democracy at
all.

At root here is a clash between the European Community’s
stated goal of removing barriers to industrial efficiency within
the Community and its ambitions to create a progressive social
policy. Smooth and predictable labor relations throughout the
Nine would ease long-range investment planning for large firms
but might undermine unions. An example cited is the position of
the German coal and steel industry: If it were to register under
the ECS, could it by so doing contrive to give workers less rep-
resentation (a third) on boards than they now have (a half)?

Questions like this will become acute if the fifth directive on
company law is ever agreed to by the Nine. Proposed in Novem-
ber 1972, this seeks to achieve by EC law much of what the ECS
aims to achieve voluntarily. (Commission officials point out,
however, that to equate the two, the ECS proposal and the fifth
directive, is like mixing apples and oranges. While the optional
ECS would encourage transnational business operations, the
fifth directive’s compulsory “harmonization”” of member states’
company law would mean greater competition in a true common
market.) The fifth directive would oblige all joint stock compa-
nies to have split boards (management and supervisory) and to
put workers on the supervisory boards if the firm’s work force is
over 500.

The future of the fifth directive will be a test of whether “con-
vergence,” to use the EC slogans, really is replacing ‘“harmoni-
zation” in Brussels. At the moment, early passage seems unlike-
ly. Of the four earlier draft directives on company law, only the
first was written into EC law (1968). The others are still blocked
awaiting an okay from the Nine. The whole idea of sweeping
away the differences between member states’ business codes
with a compulsory EC alternative is cast into doubt by the Nine’s
failure to agree how this should be done.

AMERICAN QUESTIONS

Part of the difficulty of harmonizing was the entry of Britain,
which brought its own habits of accounting, along with ils own
bankruptcy rules (slated less to protect creditors, as among the
Six, than shareholders). But much more importantly, it is recog-
nized that without common tax treatment of companies’ operat-
ing in the Nine, alignment of company laws by itself is really of
secondary importance. The tax obstacles to companies in the
Nine forming cross-frontier mergers can be formidable: A com-
mon requirement is to make foreign mergers a two-step affair



in which the company taken over must be liquidated firstin its
home country, risking heavy capital gains tax on the difference
between actual and book value of its shares. If an amalgamation
takes the form of a parent in one country and a subsidiary in an-
other, there is the risk of double taxation of dividends.

Businessmen are not pioneers. The companies most attracted
to the ECS are those that will have to change least when regis-
tering as European companies. The statute is tailored close to
German requirements, where two-tier boards are the rule and
where workers are pressing for an even greater share of board-
room power than they would get under the ECS. Although some
large British firms like ICI have expressed theoretical interest,
the overall attitude of the Confederation of British Industry (CB!)
is “wait-and-see.” Two-tier boards and worker participation are
both thoroughly foreign to Britain and meet scepticism from
management and labor.

Company lawyers in Brussels are hard put to see in the draft
ECS any great threat so far to the European subsidiaries of
American companies. They have gotten used to “how slow the
grass grows in Brussels,” as one American EC watcher put it,
and are likely to wait until they see the draft passed by the Nine

before leaping to conclusions (or looking for new jobs). Among
notable technical advantages mentioned is the comparative
ease with which a European company could change its regis-
tered office from one EC country to another. Like the Europeans,
they find tax obstacles more burdensome than the in-and-outs of
various company laws in the Nine, and the Americans question
why so much fuss is made about them. Lack of federal company
law in the United States has not deterred companies there from
operating nationwide.

American subsidiaries in Europe are as nervous as European
firms about taking workers on to the board. Since registration
under the ECS is optional, Americans question whether the
handful of small advantages really outweigh this single heavy
cost. What alarms them most is the danger that the ECS may
merey be softening companies up for the imposition of worker
participation if and when the compulsory fifth directive is
passed. The more far-sighted American businessmen long ago
accepted workers in boardrooms as becoming the rule through-
out the Nine and that all companies will have to follow the lesson
of subsidiaries operating in Germany by learning to live with
worker participation.

flndelach On Record

The EC Commission’s revised proposal for a European company
statute is now under consideration by the nine member states
(see page 3). Here the Commissioner responsible for internal
market affairs, and thus for the European company statute, an-
swers questions from John Robinson, editor for the Brussels
newsletter European Report. Gundelach visited the United
States June 24-29 (see page 16).

What do you see as the major significance of the revised Euro-
pean company statute?

Gundelach: Its importance is twofold: It provides the basis, so
far lacking, for Community firms to establish in two or more
member states without the usual legal impediments associated
with operating in different countries, at the same time it does
this in a way which gives workers a meaningful say in the way
in which an international, or indeed multinational, enterprise is
run.

So the revised European company statute, once it is adopted

mension to enterpreneurial activity in the European Community.
In this sense it should provide a response to two of the major
problems facing European business today, namely: the need to
operate competitively in a broad international framework, and
the need to do so in a socially acceptable way—particularly in a
climate of economic recession when jobs are at risk.

The European company is an optional legal form. It is a new
possibility. It will not be forced upon companies against their
will, and the provisions for workers’ participation will not take
effect against the will of the majority of the employees.

For many people, the European company plan is synonymous
with a very advanced—some would say daring—form of work-
ers’ participation in the running of a company. What are the
main characteristics of this codetermination system in the re-
vised statute?

Gundelach: Well, the European company is much more than just
a formula for worker participation, you know: It deals with every
aspect of law affecting the firm. But | agree that the industrial
democracy component is of special significance, although |
don’t think “daring” is the word to describe it. Certainly it's in-
novative, because the Commission has seen it as its job to pro-
vide a legal framework able to meet the social demands not just
for today, but for tomorrow and beyond. But it's not ““daring” any
longer to believe that workers’ rights to have a say in the deci-
sions affecting them should be formally recognized.

The European Parliament recognized this when a large ma-

by the “Nine,” will simultaneously give a European and social di- jority of its members—representing the full European political
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spectrum—gave its backing to a system where a company’s su-
pervisory board, whose job would be to control the decisions
taken by the management board and nominate directors, should
be made up of one-third of shareholders and one-third of work-
er representatives, with the remaining third jointly appointed by
them to represent general interests. In addition, the Parliament
called for—and the Commission has recommended to the Nine
—a single set of election rules for worker representation in the
European company, and greater say for the European work
councils in matters which affect the daily lives of the employees.

But do you think Europe—its governments, businessmen, and
workers—are ready for this sort of initiative?

Gundelach: We're no longer in 1958, at the start of the Common
Market, when only Germany of all the EC countries had rules for
an enterprise-level industrial democracy. Times have changed
a lot since then, so have attitudes. Support for worker participa-
tion has gathered strength, particularly in the last decade, with
new legislation in several member states. Even in countries—
like Belgium and the United Kingdom—where statutory provi-
sion for enterprise-level industrial democracy constitute a rela-
tively new idea, much progress has been made in terms of sen-
sitizing opinion.

This process of course has been quickened and strengthened
by the discussion and debate on the European company plan it-
self during the five years since it was first proposed in 1970. So
the Commission’s latest proposals are the logical culmination

Finn Olav Gundelach in his EC Commission office.

of these trends and discussions. My extensive consultations with
unions, industry, and governments prior to the new proposal
have convinced me that the Community as a whole is ready for
the European company plan. My colleagues in the Commission
share this view.

But we also recognize that European trade unions and Euro-
pean businesses do have their misgivings about some of the
provisions in the proposals. | am aware of business uncertainty
about operating in a new corporate framework, but business is
also aware of the changing social and economic climate in
which it is operating. Unnecessary industrial conflict and con-
frontation is a fact of the modern industrialized world. It is far
better for employers and employees to attempt to resolve their
differences in a common structure—however new it may seem—
than continue in conflict.

The European company provides such a structure. Of course
I’'m not pretending that it is the miracle solution for economic
society, but it does represent part of that answer—and one
which, as | have said, has the broad backing of most European
political parties as represented in the European Parliament.

What is the link between the company statute and other com-
pany law work being undertaken in the European Community?

Gundelach: Well, that link is best seen by looking at the differ-
ences. The European company statute is nothing less than a
complete body of European company law. It contains provisions
concerning every aspect of company activity, including worker
participation, company structure, corporate accounting, mini-
mum capital, and so forth. In this sense it's a real innovation but
not one which involves any direct change in national laws.

In both these respects—its optionality and its completeness—
the company statute differs from the Commission’s on-going
work aimed at harmonizing individual aspects of the Nine's na-
tional company laws. We already have four proposed directives
before the Council—on things like company disclosure and ac-
counting, minimum capital, and the so-called “fifth directive” on
worker participation and company structure—and these direc-
tives, when adopted by the Nine, would directly change national
legislation. This is something that the European company plan
does not intend to do.

But the Commission is currently preparing a ‘“green paper”
which discusses the problems involved in bringing about greater
convergence between national company laws on precisely the
issues of employee participation. Of course we realize that be-
cause of differing social and legal traditions such harmonization
has to be attempted in a flexible framework—more flexible than
was at first envisaged in our original proposal for a fifth directive
back in 1972. The European company provides a model for fu-
ture developments in company law, without imposing a fixed set
of solutions on national legal traditions.



RaW Malerials

European Community and United States Confront “‘the Issue of the Year”

SARAH KEMEZIS, Brussels correspondent for McGraw-Hill World News Service

If the energy crisis and petrodollar recycling were the “in” is-
sues last year, that dubious honor will surely fall to raw materials
and creation of a new world economic order in 1975. As seen
from Brussels the two questions are far from unrelated, with the
failure of the recent French-inspired oil producer-consumer
conference in Paris providing the vital link.

The Community’s disproportionately high level of dependence
on imports for its metals and other basic commodities has long
been an accepted feature of the European economic scene.
Despite growing threats from developing producer countries
prior to the Paris conference, the European Community—like
the less vulnerable United States—clung to the half belief, half
hope that the “Third World”” would never unite long enough to
force basic changes in international economic relations.

Isolated instances of producer country cooperation such as
formation of the copper producers’ grouping (CIPEC) and other
metal exporters’ associations failed to shake European confi-
dence that they were in control of the situation. Even the de-
mands for fundamental change jointly sponsored by oil produc-
ers and other developing countries at the conference of non-
aligned countries in Dakar last winter had little effect.

But the refusal of the Organization of Oil Exporting Countries
(OPEC) to talk about energy in Paris unless the whole system of
relations between industrialized and developing countries is re-
viewed opened European eyes—and to a degree American ones
—to the power inherent in Third World solidarity. The result has
been a scramble to come up with a policy which will meet legiti-
mate developing country demands without irreparably damaging
West European economies.

The Community depends on imports for 80-100 per cent of
most major metals, nearly 100 per cent of its phosphates, and 60
per cent of its paper and related products. But actual or poten-
tial sources in other industrialized countries such as the United
States, Canada, and Australia as well as the wide geographical
dispersion of most of these products had convinced EC experts
that the possibilities for effective OPEC-style action by develop-
ing world producers was very limited.

The April Paris conference showed, however, that the oil pro-
ducers are well aware that they can provide the leverage to

force reorganizing the structure of international commodity trad-

ing. The result has been a major review of raw materials on both
sides of the Atlantic that is likely to continue throughout most of
this year.

EC MODEL FOR ACTION

This said, it is necessary to back up and admit that the European
Community has not been totally inactive in this field in the past.
In preparing its mandate for the General Agreement on Tariffs
and Trade (GATT) talks now underway in Geneva, the EC coun-
tries agreed that concessions should be made on tariffs on semi-
processed and processed raw materials. The European Com-
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munity also has a generalized preference plan for the develop-
ing countries, which was the first of its kind and which goes well
beyond its US counterpart in opening markets to Third World in-
dustrial products.

Probably most importantly in terms of providing a model for
broader action, earlier this year the Community adopted a sys-
tem of export earning stabilization for the African, Pacific, and
Caribbean countries with whom it has special ties within the
framework of the Lomé Convention (see European Community
No. 184, pages 5-10). This precedent-breaking agreement as-
sures these countries compensation when world prices for many
of the products on which their export receipts heavily depend go
below a standard level. A similar but more broadly applicable
plan is likely to form a major plank in any general raw materials
policy resulting from the current review within the European
Community.

Nonetheless, as late as this February the Commission brought
out a paper on the Community’s raw materials situation which
retained the traditional viewpoint of commodities questions as
merely a matter of meeting supply needs. Only in the last few
months has the Commission changed its perspective to take ac-
count foremost of the needs of the developing countries. No
mention was made in the February paper of an extension of a
Lomé-style income stabilization plan. The possibility of further
individual commodity agreements was suggested but not in an
integrated context, such as that proposed by the United Nations
Conference on Trade and Development (UNCTAD) Secretariat,
in what now is considered a basic demand of developing world
producers.

The major new concept broached in this Commission paper
was that the Community itself should provide finance and guar-

““The April Paris conference showed that the oil producers are well aware that they
can provide the leverage to force reorganizing the structure of international commodity
trading.” Here Messaud Ait Challal, Algerian delegation head to the conference, makes
a point to a questioning reporter.




The Organization for Economic Cooperation and Development (OECD) energy committee meets at the Kleber Conference Center in Paris prior to the April oil producer-
consumer conference, which ““would open European eyes—and to a degree American ones—to the power inherent in Third World solidarity.”

antee funds to encourage investment by private European indus-
try in developing countries where investors normally hesitate to
go because of fears of nationalization. The Commission also
suggested decreasing the threat of such nationalization by help-
ing developing country governments obtain stocks in European
firms working within their borders.

This paper was never discussed in detail by the EC member
states, though initial responses generally were positive. It did
not include concrete proposals and has since been overtaken
by new Commission documents whose titles reflect the basic
change which has taken place in European thinking.

Instead of “The Community’s Supplies of Raw Materials,” the
title of the February document, the Commission now is talking
about “Raw Materials in Relations with the Developing Countries
Which Export Raw Materials.” A document so titled was adopted
by the Commission in May and now is providing the basis for
discussions among the EC member states at expert, Council of
Ministers, and European Council level in attempts to reach a
joint position for upcoming international conferences on the
issue.

The basic starting point for the Commission’s suggestions is
in many ways as significant as the concrete ideas themselves.
The Commission says the EC member states must develop a raw
materials position which gives “‘an open and constructive an-
swer to the preoccupations of the developing countries as set
out in the integrated program proposed by the UNCTAD Secre-
tariat.”
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DIFFERING EC AND US APPROACHES

This reflects a general willingness on the part of the Community
to accept Third World demands at least as a basis for discus-
sion, which is a clear divergence from the US approach. Another
example of this difference was provided in the opening positions
taken by the Europeans and Americans in preparatory talks in
New York in June for the approaching seventh special session
of the UN General Assembly on a “New World Economic Order.”

The European Community came to these discussions ready to
accept a provisional list of discussion items drawn up by the de-
veloping countries as the basis for debate on deciding a final
agenda for the main meeting in the fall. The United States re-
jected this idea and brought out its own more limited sugges-
tions for an agenda dropping such controversial points as index-
ation on which developing and industrialized countries are miles
apart.

Whether this difference in EC and US approaches is merely
strategic or fundamental remains to be seen, however, and will
depend not on the issues both are willing to discuss but how far
they are willing to go in practice.

Tackling this question head on, the Commission suggests in
its latest paper first that all the various aspects of raw materials
policy and developing country relations be seen as a whole and
worked out in parallel fashion. This includes trade and industrial
cooperation, commodity agreements to limit price fluctuations,
export income stabilization plans, and special efforts for devel-



oping countries which have no substantial raw material exports.

What makes this linkage important is that it means taking the
jump from viewing raw materials policy as simply a question of
assuring supply while giving away as little as possible to seeing
it as foremost a response to the needs and desires of developing
countries. The Commission has by and large made this jump,
and with the notable exception of the Germans initial talks indi-
cate most of the member states gradually are following the
Commission’s lead.

In the view of many Europeans, American policy still is not
taking this change in the world situation into account despite
the substantial concessions made by US Secretary of State Hen-
ry A. Kissinger in his recent Kansas City and Organization for
Economic Cooperation and Development (OECD) speeches. In
the first place Europeans realize that Kissinger does not speak
for the entire Ford Administration, much less for a Congress
which would ultimately rule on any agreements made.

Secondly, the attitude taken in practice by the United States
at the UN conference and in private discussions indicates to the
Europeans that the Americans still are hoping to trade off iso-
lated concessions for progress on the energy front, which is the
real heart of the issue. One high Commission official recently de-
scribed the US stance as “‘retreat tactics and not a real change
of mind.”

The Americans aren’t the only ones balking at any suggestion
of a new world economic order, however. In debates within the
European Community the Germans are taking a hard line against
anything smelling of radical change and are staunchly maintain-
ing their opposition both to proposals likely to prove expensive
and to moves interfering with operation of the free market.

The only idea which has inspired a positive response from the
Germans so far has been an expansion of the International Mon-
etary Fund (IMF) soft loan fund similar to what Kissinger pro-
posed in Paris. While the other EC member states are not op-
posed to this idea—with the possible exception of the French
who might object if gold were involved—the others see this as
only one part of a much broader plan.

The Netherlands goes the furthest in calling on the European
Community to meet developing country demands. The Dutch
have even hinted they might accept moderate indexation, some-
thing which remains taboo in all the other EC member countries.
The French, on the other hand, have brought their traditional
dirigiste approach into the debate and are pushing for accept-
ance of far-reaching commodity agreements involving not only
price control but market organization in the form of quotas and
buying and supply commitments.

Such accords are, and are likely to remain, total anathema to
the free-market-minded Germans. The most they are considered
likely to accept along these lines would be a very low floor price
for a limited number of commodities involving financial supports
but no stocks.
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Irish Foreign Minister and EC Council President Garret FitzGerald (left) and Senegalese
Finance and Economic Affairs Minister Babacar Ba, who led the developing countries’
negotiators, during the February 28 signing of the Lomé Convention. “‘This precedent-
breaking agreement assures these developing countries compensation when world
prices for many of the products on which their export receipts heavily depend go below
standard level.”

THE POOR AND THE POOREST

EC member state discussion on commodity agreements is still at
a very general level, but the Commission has come out with a
detailed study on which commodities might be adaptable to
such accords and what type of agreements would be practical.
Besides the three tropical products (coffee, cocoa, and tea) and
tin, which already are or probably will be subject to international
accords, and five products which the European Community pre-
viously agreed to discuss in GATT (wheat, maize, rice, sugar,
and butter fats), the Commission singles out five additional raw
materials which might lend themselves to commodity agree-
ments. These are copper, zinc, lead, cotton, and wool.

The Commission suggests various approaches which might be
taken to limiting price fluctuations for these commodities, some
involving internationally controlled stocks as suggested by the
UNCTAD Secretariat and others not. Such commodity agree-
ments have the basic advantage of going the furthest of any pos-



sibly acceptable programs toward meeting the demands of de-
veloping countries.

Such agreements have severe disadvantages as well, how-
ever. The main two being that they could prove expensive and
that they involve a level of interference with market forces dis-
tasteful to the Germans as well as to the United States.

The Commission admits that Lomé-style income support plans
and/or an expanded IMF lending facility are more likely to get a
sympathetic hearing from the EC member states, and discus-
sions to date bear this out. The Commission has outlined two
alternate concepts in income stabilization—one which would
cover a large number of countries but only a few products and
the other which would limit itself to the poorest countries but
cover all products important for these countries’ economies.

The EC member states are a long way from reaching a deci-
sion on this issue, since the concept itself has not been whole-
heartedly accepted, but indications are that the latter approach
will be closer to what finally emerges. The idea that the poorest
countries should receive the major benefit from new measures
has been generally agreed upon in preliminary discussions.

This policy raises two major problems, however. First, many
of the poorest countries—with the Indian subcontinent the most
obvious example—simply don’t have many raw materials to ex-
port. Thus neither commodity agreements nor income stabiliza-
tion plans based on raw materials export-earnings is likely to do
them much good. Expansion of food aid programs and other tra-
ditional forms of assistance will probably be used to fill this gap.
The second problem with this stance is that it may not satisfy
oil-producing and other developing countries’ demands for a to-
tal reorganization of world trade and economic patterns.

In fact both Commission and EC national government officials
freely admit that numerous contradictions remain in their think-
ing on raw materials policy. Not the least of these stems from the
fact that it is still unclear whether this policy is being prepared
for the seventh special session of the UN General Assembly, for
arenewal of the producer-consumer dialogue, or for a special
UNCTAD session on raw materials scheduled for May 1976 in
Nairobi.

The diverse nature of developing country demands has further
clouded the picture. Their shopping list drawn for the UN debate
contains no less than 12 agenda items ranging from an integrat-
ed plan for regulation of raw material and commodity markets,
to indexation, to reform of the international monetary system.

To this can be added the need to coordinate EC and US posi-
tions so that the industrialized world does not face an increas-
ingly united Third World in a state of total disarray. Widely dif-
fering supply situations and the fact that the liberal end of US
Government thinking tends to meet only the conservative end of
EC thinking will not make this task simple.

Not that the Europeans have suddenly become more gener-
ous. If that were the case drawing up a policy would be much
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simpler. The crux of the matter is that, with the possible excep-
tion of the Germans, most European governments now feel that
united pressure from oil producers and other developing coun-
tries is going to force them to accept substantial sacrifices given
their weak oil and raw materials supply position.

The problem becomes how to do the most for the developing
world while inflicting as little damage as possible on already
weakened domestic economies. That is a tough question even
for the economists, let alone the politicians.

United Nations (UN) Secretary General Kurt Waldheim, General Assembly President
Leopoldo Benites, and Undersecretary General for Political and General Assembly Af-
fairs Bradford Morse (left to right) bow their heads for a moment of silence at the close
of the last special session on raw materials and development, May 1974.




Europe; (e Smail and e Big

Ethnic Expression Grows With European Integration and East-West Détente

DAVID BINDER, dip/lomatic correspondent in The New York Times Washington bureau

World history appears on the verge of a new era in which the re-
lations and relationships between small and big powers are
changing. There are sufficient examples to argue that the new
era has already begun.

The main reason for the change, it would seem, is the achieve-
ment of nuclear parity between the two superpowers, the United
States and the Soviet Union. The strategic balance between
these two giants has also been strengthened by the emergence
of China as a thermonuclear power, positioned to distract some
of the attention of the Soviet military machine from its other
global interests. This is the backdrop for the process of détente
witnessed over the last six years. And it is also the setting which
has some consequences for the larger and smaller nations of
Europe.

It has been the fate of small nations since the beginning of na-
tionhood more than 1000 years ago to become either the clients
or the slaves of larger nations. To a degree this is still true today.
But it can probably be safely said that at no time in history have
small nations enjoyed so much independence and freedom. Not
all small nations, to be sure. Nevertheless a steadily growing
number of nations in Latin America, Africa, Asia, as well as in
parts of Europe.

Independence and freedom of action on the part of small na-
tions is manifest both in positive and negative senses. Consider,
for a moment, the case of Greece and Turkey with relation to Cy-
prus. No amount of suasion or influence by the United States
or Britain prevented the Turks from landing an invasion force on
Cyprus to secure the future of th<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>