The EU

OVERVIEW:

Fifteen Members:  France, Germany, Luxembourg, Portugal, Finland, Italy, Spain, Sweden, Denmark, Netherlands, Belgium, Austria, United Kingdom, Ireland, Greece

Many Associated Countries with Slovenia, Poland, Hungary, Czech Republic, Estonia and Cyprus topping the list for possible full membership status in 2003.

Populations ranging from 400,000 to 80 million, unemployment from 3 to 18 % and large per capita income disparities.

BRIEF HISTORY:

1951 – France, Belgium, Italy, Luxembourg, Netherlands and West Germany signed the Treaty of Paris, providing for the European Coal and Steel Community.  ECSC reduced trade barriers and improved market efficiency.

1957 – Treaty of Rome signed which is basic EU framework.  Established the European Economic Community (EEC).

1965 – Treaty of Brussels signed which unified the EEC, the ECSC and EURATOM

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

RECENT MAJOR STEPS:

Single European Act (SEA):  Because of poor economic indicators (low growth, high unemployment) in the early 1980’s, European business leaders recognized that a set of barriers limited trade and increased costs.  European Commission (EC) Cecchini study concluded that a single market would increase GDP by 4.3 to 6.4 %.  SEA took effect in 1987 limited the use of unanimity rule (a previous impediment to progress) and set goal of 1993 for creation of a single market.  Plan to remove physical, technical and fiscal barriers to movement of goods and people.  This was done through harmonization and mutual recognition (where the former failed).  In general, there is a basic standard which member states can exceed.

Maastricht Treaty:  1991 treaty on monetary and political union.  Denmark, Sweden and U.K. opted out of part of monetary union.  Established a timetable for a common currency (ECU) and an independent European Central Bank.  In 1999, 11 member states formed a monetary union.  Political union has been established by the Western European Union (WEU) for joint defense policy – aside and in reality, not that powerful.  (not in reading:  there has been movement on Common Defense Policy – with Javier Solana as new head.  Solana was head of NATO previously.)

NONMARKET ISSUES:

EU level issues:  political integration, administration of antitrust policy, high unemployment, common agricultural policy, trade policy, defense, harmonization of fiscal policy, liberalization of telecommunications, electric, etc., new member admission.

Most nonmarket activity at EU level is conducted by ‘peak associations’ that represent business within member states.

Member State level issues:  harmonization of pharmaceutical price controls, tax policy, products liability law, opening of government procurement to non-national enterprises, subsidies to companies (AIRBUS, etc.).

Industry and firm level issues:  privatization, subsidization, implementation of EU regulations.

Activists/NGO’s (nongovernmental organizations) are also active.

Example of Data Privacy was used:  EU Directive on Data Protection took effect in 1998 and requires that a person grant explicit permission to a company to obtain personal information.  Also, an individual must be notified in advance if any personal information is to be sold.  U.S. has negotiated with EU over a ‘safe harbor’ arrangement to protect US companies if they agreed to follow specific data protection policies.

INSTITUTIONS OF EU:

European Commission (20 Commissioners who serve EU not their own countries) – located in Brussels is executive and administrative body of the EU.  Responsible for trade negotiations and policy and manages EU budget.  Power to initiate legislation, therefore it is a target for lobbying.  Staff is 30,000 – small – thus, it needs information and expertise.  Commission terms are 5 years.  Must be approved by European Parliament but appointed by individual member states.  Each commissioner has responsibility for 24 Directorate-Generals (DG’s) and one serves as President.  EU law takes precedence over national law and the Commission must try to obtain compliance if any problems.  No public record of internal proceedings.

Council of Ministers – Based in Brussels and is executive and highest authority of EU.  Can enact law.  Council members are individual member states.  Council is one minister from each state, but UK, France, Germany, Italy and Spain have two votes.  Depending on issue is what decides which Minister is a member.  E.g. ECOFIN – Economic and Financial Affairs Committee.  Prime Ministers meet twice a year as European Council.  COREPER – composed of Permanent Representatives (Ambassadors) to the Commission and serves as secretariat of the Council of Ministers.  COREPER does day to day work.  COREPER appoints working parties to investigate an issue.  COREPER considers results and forwards on to Council.  On procedural matters, majority rule.  Substantive matters, a ‘qualified majority’ equal to 62 of 87 votes to make a decision.  Unanimity is required for decisions on foreign and security policy, justice and home affairs, and enlargement of the community.

Council takes four types of action:

1. Regulations – legally binding on member states and enforced by commission.

2. Directives – legally binding with respect to result sought, national governments figure out how

3. Decisions – legally binding but pertain only to identified parties in decision

4. Recommendations and Opinions – not legally binding but provide guidance and may indicate future action.

Some disagreement over scope of EU action relative to that of member states.

European Parliament

626 members directly elected by voters in member states for 5 year terms.  Meets in Brussels and Strasbourg.  Organized by party.  Power of ‘democratic supervision.’  EP approves of the EC and can ask questions of EC  EP and Council share legislative authority, although cannot enact laws.  EP has budgetary authority.  Operates under simple majority rule.  Twenty committees which are focus of lobbying.  Individuals can petition the EP.

European Court of Justice

In Luxembourg.  Supreme judicial body and can overturn Council of Ministers decisions that conflict with EU treaties.  15 justices (one for each member state).  Presidency is rotated among five largest nations.  EC, members states and individuals can bring cases.  Workload was so great that Court of First Instance established.  Decisions can be appealed.

Economic and Social Committee

Based in Brussels.  Advisory body of 222 members who represent labor, business, farmers, trades and other interests.  Nine Committees.  Final opinions reflect concerns of interest groups.

EU LEGISLATIVE PROCESS

3 procedures:  consulation, co-decision and assent to develop directives and regulations.

Consultation – EC makes a proposal to Council of Ministers, Opinions from EP and ESC.  Council makes new proposal to EC which sends a revised proposal to Council for action.  If approved, it’s law.

Assent – EP has a veto over Council action.  Used for decisions about admission of new members, international agreements and structure of European Central Bank

Co-Decision – EP has greater role, although EP usually goes along with wishes of Council and EC.  Begins as consultation which becomes a ‘common position’ sent to EP for a second reading.  If EP likes, Council can enact with simple majority.  If not, series of votes, consultation, etc.  see page 456 for more detail.

ECONOMIC AND MONETARY UNION (EMU)

1989 Council of Ministers endorsed a series of steps to realize an EMU.  1998, European System of Central Banks conducted single monetary policy.  1999-2002 Euro being phased in as single currency.  European Central Bank modeled on Bundesbank (Germany) with objective to ‘maintain price stability.’  ECB is independent of governments.  EMU has formed Euro-11 group of finance ministers to discuss ECB policy.

EURO benefits:  

Save .4% of GDP in transaction costs

Would be a reserve currency

Would help national govts. Adhere to sound fiscal policy

Possible EURO costs:

No flexibility to deal with temporary shocks (nationally)

Increase cyclical instability

Raise cyclical unemployment

Increase risk of protectionism toward non-EMU countries

COMPETITION POLICY

Policies on structure, conduct and support of industries

Centered on antitrust law found in Treaty of Rome most of which corresponds to Sherman Act (u.s. antitrust law)

EU law does allow defenses i.e. economic consequences, not allowed under u.s. law – a firm is obligated to use least restrictive means to achieve efficiency and pass some of these gains to consumers.

Block exemptions for a variety of agreements – exclusive distributorships, exclusive purchase arrangements, patent licensing, motor vehicle distribution, specialization, R & D, franchises know how licensing

EU law less concerned with how a dominant position obtained, but whether it’s being abused.  

ENFORCEMENT

Enforced by DG IV of EC which investigates practices, initiates proceedings, serves as prosecutor, decides cases and imposes fines.  Courts play no role unless appeal.  Private lawsuits not permitted.  EC cannot use structural remedies and can only issue fines.

MERGERS

1989 – Merger Control Regulation assigning EC role to review large mergers (over 5 billion ECU’s).  Pertains to U.S. firms with EU operations in excess of 250 million ECU’s.  EU member state has review privilege if it’s two national firms with  2/3 revenue in that country.  1997, under pressure from AIRBUS, DG IV threatened to block Boeing and McDonnell Douglas merger.  Approved following concession by Boeing on its sole supplier contracts.  DOJ and EC cooperate on antitrust investigations.

PRIVATIZATION AND MARKET OPENING

EU still has large sectors closed b/c of state owned monopolies with relationships with gov’t ministries.  However, Airline and Telecommunications markets have been opened to competition.  WTO mandated this in 1998.  National gov’ts. established regulatory authorities to implement.  1997 airline industry opened resulting in many new airlines, increased passenger miles and pressure on state owned firms.

STATE AIDS

These are subsidies paid to industry or firm.  This is controversial – all book examples were 1994.  EU generally has much higher level than US and Japan

SOCIAL CHARTER AND LABOR MARKETS

Adopted a social charter which provides vision for free circulation of labor and rights to fair wages, improvement of living and working conditions, social security, free association and collective bargaining, vocational training and education, equal treatment across gender, information, consultation and participation for workers, health protection, protection for children, adolescents and elderly and protection of disabled.  (aside:  basically everything good in world.)  Not surprisingly, this has led to disagreements between business and labor and over national policy differences.

SOCIAL DEMOCRACY AND LABOR

Labor costs high, work weeks shorter, vacations longer.  EU protects individuals from risk and hardship.  Can’t fire employees.  Unemployment is over 10 % in many countries.  Rapid growth in temporary jobs.  Netherlands was bright spot due to more flexibility in labor standards, cutting unemployment benefits and gov’t no longer provides sick pay.

COMPETITION AMONG THE STATES

States compete with each other for location of firms, citizens and interests.  Differences in taxes on business have led to calls for fiscal harmonization.  Northern European countries have much higher enviro standards – there is a push for more stringent, uniform standards across all members.  I.e. EU just banned leaded gasoline resulting in significant costs in the South (Greece, Spain, France, Portugal)

FORTRESS EUROPE

This is concern that EU, while decreasing internal barriers to trade, has increased barriers to external trade.  US imports more Russian steel and Asian products than EU, although EU has 1/3 greater population.  EU seeks reciprocity in trading relations.  There are local content rules to avoid tariffs, antidumping provisions, and to qualify for preference programs and government procurement.  U.S. and Japanese semiconductor firms have been forced to build vertically integrated facilities in the EU.  France, Italy, Spain have restricted automobile imports.

INTERESTS AND THEIR ORGANIZATIONS

Interests are pluralistic, although organization is different in EU.  Some countries have National Associations (of companies) which interact with national governments, form EU wide Associations to interact with EU institutions.  Largest are the Union of Industrial and Employers Confederations of Europe (UNICE) and European Roundtable of Industrialists (ERI).  These organization take much of political action that firms and ad hoc coalitions would take in U.S.  Foreign firms are organized similarly – EU Committee of American Chamber of Commerce represents 100 U.S. firms in Brussels.  Unions have considerable power and have national federations and EU-wide umbrella associations.  Activists have formed a political party – the Greens – i.e. and have opposed biotechnology.  

NONMARKET STRATEGIES IN EUROPEAN UNION

Implemented at levels of member states and EU institutions.  Must consider constituencies of these institutions.  Important point for influence is COREPER and its issue based working groups.  

Lobbying is principal political activity for implementing representational and informational strategies in the EU.  Need to align interests with interests of official – EU level interest is economic efficiency and social EU policy, local interest in case of an EP member.  (see table on page 465)

Generally, lobbying is behind closed doors and firms do not take on government publicly.  More long term focus.  There is considerable mixing of business and government elites at various prestige universities in EU countries.  Lobbyists have same background as those in U.S.  

Informational strategies center on the strategic provision of information to EU officeholders and the nature and content of these strategies.  EC is most important body b/c it is agenda setter for legislation and it administers policies.  Because of small size, EC needs good info for its activities.  Interests may contact EC directly through a DG but also through members of the EP or the ESC.  Member gov’ts can also intervene on behalf of interests in their own countries.  Target is the commissioner and his/her cabinet.  Participation in working parties and advisory committees can be means of access as well of obtaining info.

Council of Ministers is difficult to influence because it operates in private.  Need to influence through member state governments.  Also, COREPER is required by law to consult directly with interests and industry and labor and maintain close contact.  COREPER resolves political issues on behalf of Council.  

EP has become more important because of Maastricht.  Main role is amending EC proposals.  One path to influence is the party system in firm’s home country.

Usually Associations are used but sometimes ad hoc coalitions form when effects of an action are not uniformly distributed across industries.  E.G.  France’s attempt to mandate local content in the media industry.

Philips has also been successful at lobbying to protect itself from Japanese competition and put experts in DG XIII.  CEO has been extremely successful at getting tariffs imposed on Asian electronics firms, money for R & D and a proponent of internal trade barrier reduction.

Industry plagued by problems is pharmaceuticals.  Member states have different price control arrangements and have managed to highly regulate industry.  EC has formed a roundtable of industry members to address concerns of industry decline.

EXAMPLE:  PRONUPTIA AND FRANCHISING

German Court invalidated a franchise agreement with a French franchiser mandating that only French wedding dresses be sold. Alarmed, U.S. industry hired a lobbyist who conducted a ‘teach-in’ of DG IV officials on U.S. franchise policy.  As a result, German court overturned, thus, protecting rights of franchisers to restrict the actions of their franchisees on several dimensions.  The International Franchising Association (IFA) was active in Brussels and continued to press the case.  IFA official said that U.S. interest should ‘get in early, in a European way to demonstrate that US interest is compatible with EU interest.’  U.S. franchisers obtained 96% of what was sought but were not allowed to restrict franchisees to purchase one brand exclusively.

