P230 Session 9:  Lobbying in the European Union

Summary

EU is taking landmark steps toward economic and political integration.  It has 370 million consumers in single market.  Also - common currency, independent central bank, and is moving toward greater commonality in defense and foreign policy.  All this despite diverse economies (widely different unemployment, inflation, growth, etc.)

Structured pluralism framework is useful in EU nonmarket environment.  Also, the market is characterized by four I’s (issues, interests, institutions, and information).

A History Lesson

1957 – Treaty of Rome provided basic framework for EU of today.  Developed objective of common market.

1979 – European Monetary System established to provide fixed, adjustable exchange rater for currencies of member states.

1970’s & 1980’s – “Euroscelrosis” – really high unemployment and slow growth in Europe.  Business leaders recognized that competitiveness internationally was inhibited by a set of barriers that limited trade and increased costs.

1987 – SEA – Single European Act amended Treaty of Rome.  Increased power of EU government relative to member state governments.  Limited use of unanimity rule that was slowing the merging.  Goal to remove physical, technical, and fiscal barriers.  Approach is harmonization and mutual recognition.

1991 – Maastricht Treaty – established timetable for common currency and independent European Central Bank.  Moving toward establishing joint social policy and joint defense policy.

Non Market Issues in Europe

Should be considered from an individual country perspective as well as an EU perspective.

Important issues to EU

· Political integration

· Antitrust policy

· Unemployment

· Common Agricultural policy

· Trade policy

· Defense

· Fiscal policy

Important issues to member states

· Harmonization of pharmaceutical price controls

· Tax policies to attract business

· Product liability law

· Opening of govt procurement among states

Much of the nonmarket action at the industry level is conducted by EU-wide associations.

Example – Data Privacy.  Europeans are really concerned with privacy and they have enacted different standards for data privacy than US.  US Department of Commerce is in negations to provide “safe harbor” arrangement under which companies that agreed to follow specific policies would be held harmless.

In Europe people don’t trust companies, they trust govt.  Opposite of US.

Institutions of EU

1. European Commission – Executive and administrative body of EU.  Monitors implementation of EU legislation, ensures member states comply.  Does trade negotiations, manages budget.  Only body that can initiate legislation.  Made up of 20 commissioners obliged to serve EU interests not member state interests.  All serve on DG’s (directorate generals) – like congressional committees.  Atmosphere is collegial – no vote publishing.

2. Council of Ministers – Executive and highest authority of the EU and only institution that can enact law.  Council members are individual member states – one from each.  Some decisions (foreign policy, admission of new states) require unanimity, others do not.

3. European Parliament – 626 members directly elected by voters in member states for 5-year terms.  Only popularly elected institution in EU.  EP and EC share legislative authority.  EP cannot enact laws but plays a role in process.  Has budgetary authority.

4. European Court of Justice – Supreme judicial body and has authority to overturn decisions of the Council of Ministers that conflict with EU treaties.  15 justices, one for each nation.  Court has final word on EU law.

5. Economic and Social Committee – 222 members represent labor, business, farmers, trades, and others.  Interest groups interact with the ESC through the representation of home states.  The opinions of ESC are important b/c they reflect the concerns of interest groups.

EU Legislative Process

Three basic procedures:

· Consultation – EC through a DG formulates proposal sent to Council of Ministers, which seeks opinions from EP and ESC.

· Assent – EP has veto over council action.

· Co-decision – EP has greater role and more power relative to EC and Council of Ministers.  In practice EP generally goes along with EC and Council.

Please see page 456 diagram of “how a bill becomes a law” in EU.

Economic and Monetary Union

EMU commenced in 1998 with formation of ECB (central bank) to conduct single monetary policy for members.  Being phased in through 2002.  Primary objective is to maintain price stability.

Competition Policy

Antitrust policy is the center of this.  Member states have own laws.  EU antitrust law is different from US.  Both aim at promoting competition, but EU law allows for defenses, such as economic consequences not provided for under US law.  Hence, no per se offenses.  

· Enforcement is by DG of EC, which investigates practices, initiates proceedings, serves as prosecutor, decides cases, and imposes fines.

· Private lawsuits not permitted.

· Cannot use structural remedies (e.g. divesting) only fines.

· EU active in reviewing mergers.

· 1991 DOJ and ED signed agreement to cooperate on antitrust investigations.

Privatization and Market Opening

Has been slow because of political opposition from state-owned firms.  Both airline and telecom industries have been opened to competition recently.

State Aids (i.e. Subsidies to Companies)

Harmonization of laws is a concern in this area.  States practice differently and this may give one firm an unfair advantage.  Generally, countries give more aid than US does.

Social Charter and Labor Markets

Adopted Social Charter that provides a vision for the free circulation of labor and the rights to fair wages, improvement of living and working conditions, social security, free association and collective bargaining, vocational training and education, equal treatment for men and women, information, consultation and participation for workers, health protection and safety in the workplace, protection for children, adolescents, and the elderly and protection of the disabled.

· Workweeks are shorter in Europe than US or Japan.

· Unemployment rates of 10% or above continue to persist.

Competition Among States

All states have incentive to favor own citizens, firms, and interests.  Firms make location decisions based on market and nonmarket considerations including taxes, state aids, and cost of business.  Similar to US, states compete for industries to locate there.  

· Trying to harmonize environmental policy to remove incentives for companies to locate in lax environmental policy countries.

· EU has been criticized for being protectionist from non-EU competition.

Interests and Their Organization

Pluralistic, like US, but organization of interests in Europe is different.

National associations join to form EU-wide associations that implement political strategies directed at the EU institutions.

Most EU firms participate in industry associations that are EU-wide.

Unionization is much more powerful and extensive than US.  Unions have strong links with socialist parties.

Non Market Strategies in EU

Both representational and informational strategies are important in the EU. 

· Important points of access to Council of Ministers is COREPER – Committee of Permanent Representatives.  It represents member states before the council.

· Lobbying is principal political activity for using representational and informational strategies.  Lobbyist strategy is to demonstrate the interests of firm are aligned with those of the person or office being lobbied.  These are generally economic efficiency, social objectives, and sectorial interests.

· Much of action takes place behind closed doors and the emphasis is longer term than US.  Firms rarely criticize or confront government openly.

· Lobbying structure similar to US.

Information Strategies center on the strategic provision of information to EU officeholders.

Lobbying also takes place within each member state.

European Commission (EC) is the most important body because it is the agenda setter for legislation and administers policies.  Because the commission has a relatively small staff, it needs and seeks information and expertise for legislative and regulatory activities.

Interests may contact EC directly through its DGs but frequently states represent interests through EP or ESC.

Most important to affect agenda of legislation early.

Although Council of Ministers has final authority on policy, it is difficult to influence directly because it operates in private.

Some firms undertake independent political action or form ad hoc coalitions with other firms to advance their agenda.

Nonmarket issues and strategies are complicated by national concerns.

“The most important lessons we’ve learned so far are for American interest to get in early; get in a European, not American, way: and demonstrate from the start that American interest are compatible with European interests”

Aldessa and the EU Duty Free Abolition

Aldessa’s nonmarket objective should be to delay the implementation of the abolition of duty free stores in the EU.  The chances of them stopping this proposal altogether are slim to none – duty free stores are in direct conflict with the objectives of the EU (integration of economic and social environments across countries).  The best they could do is delay.

In 1996 Aldessa is still state owned by Spain, and given the propensity for countries to foster the interests of their companies/people the Spanish government is a very good ally. Aldessa should get Spain to work with them and influence the ESM (Economic and Social Committee).  Recall that this is the branch of EU body that represents interests through local governments.  The ESM has some ability to influence policy decisions.

Aldessa should also capitalize on the IDFC (International Duty Free Confederation) which has historically campaigned for maintaining tax-free status quo.  IDFC can organize duty free storeowners across Europe to increase the magnitude of their lobbying effect.  The focus of the IDFC should be information gathering.  They need to present data to the European Commission that shows how abolishing duty-free shops is not economically efficient.  Perhaps the tax rates across European countries are not aligned enough to make abolition an efficient solution.

The reasoning behind targeting the EC for lobbying efforts is that the EC sets the policy agenda.  They are the body that begins legislation.  If Aldessa can influence the agenda, and perhaps delay the abolition, they are executing an effective nonmarket strategy.

The EC is also a small branch – they have limited staff members and are dependent on lobbyists to provide information related to the decisions they are considering.  Aldessa must make sure the information they provide is in line with the overall objectives of the EU (i.e. they must be selective about the data that they present).

Potential Ally – Airports.  The Airline industry in Europe was recently deregulated and both airlines and airports are suffering from decreased profit margins.  Airports generated 19% of their total revenue from retailers within the airport.  If sales or margins at duty free stores drastically decreases, the airports will suffer as well.  This will increase the magnitude of their effort and according to a pluralist framework will increase their chances of success.

Applying a pluralist framework for this – it looks as if the duty free stores have historically been well organized, so their cost of organization may be low.  Their objective should be to ally across as many countries in Europe as possible, bring in the airports, and approach the EC as a single body.  There is not a clear opponent in this case (except the broad goal of tax harmonization).

While Aldessa is pursuing this nonmarket strategy, they must also pursue a rational market one – continue international expansion (maybe their best opportunity for continued operation in this field) and diversification.  They should use any delay time they get to investigate the pros and cons of their margin strategy vs. their volume strategy to ensure they can operate most profitably once the abolition takes place.

Finally, related to the last study question, Aldessa should continue to keep close relation s with AENA (they operate the airports in Spain).  Obviously a natural ally.
