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Referat af rddsmodet (ECOFIN) den 21. januar 2003

Dagsordenspunkt 1: Formandskabernes og Kommissionens ar-
bejdsprogram for 2003

Det greske formandskab og Kommissionen prasenterede hovedpriorite-
terne for arbejdsprogrammet for ECOFIN 1 forste halvar af 2003. Radet
hilste arbejdsprogrammet velkommen. Der var stotte til formandskabets
prioriteter.

Dagsordenspunkt 2:  Stabilitets- og vaekstpagten

Vurdering af opdaterede stabilitets- og konvergensprogrammer
Ridet vedtog vedlagte udtalelser om stabilitetsprogrammerne for Tysk-
land, Frankrig, Grekenland og Finland samt konvergensprogrammet for

Sverige. '

Proceduren for uforholdsmaessigt store-underskud vedr. Tyskland

Radet vedtog en beslutning om eksistensen af et uforholdsmassigt stort
underskud i Tyskland samt vedlagte henstilling til Tyskland om at bringe
situationen med et uforholdsmassigt stort underskud til opheor.

Proceduren for ’early warning’ vedr. Frankrig

Rédet vedtog vedlagte henstilling til Frankrig om at treffe de nedvendige
tilpasningsforanstaltninger i retning af en budgetsaldo tzt pa balance eller
1 overskud, idet et enkelt medlemsland afstod fra at stemme.

Dagsordenspunkt 3:  Skattesporgsmail

Skattepakken
Der blev pé grundlag af det danske formandskabs forslag til radskonklu-

sioner til ECOFIN den 11. december 2002 og dreftelserne herom opniéet
politisk enighed om skattepakken (rentebeskatningsdirektivet, adferdsko-
deksen for erhvervsbeskatning og rente-/royalty-direktivet), jf. védlagte
radskonklusioner.

For sa vidt angar rentebeskatning fastholdes det endelige mal om
informationsudveksling p4 et si bredt grundlag som muligt i
overensstemmelse med konklusionerne fra Det Europziske Rad i Feira.

D:\Documents and Settings\lenhof\Lokale indstillinger\Temporary Internet
Files\OLK108\Referat til FEU.doc



Hovedindholdet af aftalen er indferelsen af automatisk informationsud-
veksling mellem 12 EU-medlemslande fra 1. januar 2004 med en szrord-
ning for Dstrig, Belgien og Luxembourg, der ligesom Schweiz vil indfere
kildeskat, startende med 15 pct. fra 1. januar 2004 og stigende til 20 pct.
fra 1. januar 2007 og 35 pct. fra 1. januar 2010. De tre lande skal skifte
kildeskatten ud med automatisk informationsudveksling, hvis og nar EU
indgar aftale med Schweiz og de ovrige tredjelande (USA, Liechtenstein,
Monaco, San Marino og Andorra) om at udveksle oplysninger efter an-
modning som defineret i OECD-aftalen.

En formel vedtagelse af skattepakken ventes at finde sted inden Det Eu-
ropziske Rads forirstopmede i marts 2003.

Energibeskatning
Punktet blev udskudt til ECOFIN den 18. februar 2003.

Admigistrativt samarbejde om moms
Punktet blev udskudt til ECOFIN den 18. februar 2003.

A-punkter R ] .
Rédet vedtog uden droftelse fxlles holdning om edb-registrering af
punktafgiftspligtige varers bevaegelser og kontrollen hermed (EMCS).
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Bilag

Ridets udtalelser om stabilitetsprogrammerne for Tyskland, Frank-
rig, Grekenland og Finland samt konvergensprogrammet for Sveri-

ge

FINLAND - Council Opinion on the updated Stability Programme,
2002-2006

THE COUNCIL OF THE EUROPEAN UNION,
Having regard to the Treaty establishing the European Community,

Having regard to Council Regulation (EC) No 1466/97 of 7 July 1997
on the strengthening of the surveillance of budgetary positions and the
surveillance and co-ordination of economic policiesz, and in particular Article
5 (3) thereof,

Having regard to the recommendation of the Commission,
After consulting the Economic and Financial Committee,
HAS DELIVERED THIS OPINION:

On 21 January 2003 the Council examined Finland's updated stability pro-
gramme, which covers the period 2002-2006. The Council notes with sat-
isfaction that the general government balance, which exceeded projec-
tions in 2001, is expected to remain clearly in surplus throughout the
programme period. Furthermore, in spite of the higher than expected out-
come in 2001, the general government debt to GDP ratio is projected to
continue to decline, unlike in the previous programme, virtually every
year during the programme period. The Council considers that the
updated programme is consistent with the Broad Economic Policy Guide-
lines (BEPG).

The macroeconomic scenario presented in the 2002 updated stability
programme projects a strengthening of economic activity in 2002 and
2003 which appears warranted on the back of most recent data. Subse-
quently, GDP growth is expected to decelerate slightly to below its trend
rate, in the face of constraints on labour supply. Given the assumption of a
favourable external environment, the projected deceleration of GDP growth
in the later years of the programme represents a rather cautious view.

The Council notes that the programme projects a substantial decline in the
general government surplus from 4.9% of GDP in 2001 to just above 2% in
20043 and a return to close to 3% is expected for the later years of the pro-
gramme owing to assumed expenditure control. The Council notes, that all
levels of government appear to be responsible for the weakening of the fi-
nancial position between 2002-04, with only the social security funds,
preparing for the coming age-related expenditure pressures, upholding



the surplus at the general government level. The projected decline in the
cyclically adjusted balance by 1%z percentage points of GDP between 2002-
04 is also partly due to the decline from the exceptionally high level re-
corded in 2000 in corporate taxes; however, the decline in the cycli-
cally adjusted surplus seems to come at the time when the economy
should be strongly gathering momentum, suggesting, thus, a pro-cyclical
stance of fiscal policy.

The Council notes that, apart from the cyclical adjustment from excep-
tionally high starting point of 2000, the expected decline in the government
surplus is mainly due to higher than originally planned income tax cuts
between 2000-03 and higher than planned discretionary spending at
central government level in 2001-02. Even though the previous high sur-
pluses have created some additional room (for fiscal manoeuvre), the Coun-
cil takes note of the apparent customary tendency of deviating from the
medium-term spending guidelines which represent the governments’
key fiscal policy instrument. These slippages raise some concern, since, in
order to maintain high surpluses in coming years, the programme assumes
tight restraints on spending - but also a decline in the revenue-to-GDP ratio.
Therefore, the Council renews its recommendation from last year . along
also the lines of 2002 BEPGs - that the Finnish government reinforces its
commitment to firmly control central government outlays over the medium-
term.  ° T ~ .

The Council also notes the somewhat slow pace of debt reduction over the
programme period, in the light of the comfortably high primary surpluses,
but recognises that this follows mainly from net accumulation of financial
assets and, furthermore, that the general government financial assets ap-
pear to exceed the sectors” gross debt. Nevertheless, in light of
Finland.s above-average exposure to expenditure pressures related to
the ageing of the population, the Council encourages the Finnish gov-
ernment to maintain the current high surpluses over the medium term to al-
low a continuous decline in the government gross debt ratio.

The Council notes that the projected surplus in the government accounts
throughout the programme period is fully in line with the requirements of the
Stability and Growth Pact. This is almost entirely due to a surplus in the
accounts of statutory social security institutions preparing for the age-
related expenditure pressures. In addition, in spite of expected deficit

in central and local government finances, the estimated cyclically adjusted
government surplus of at least 2% of GDP should provide a sufficient safety
margin against a breach of the 3% of GDP reference value for the govern-
ment deficit in normal cyclical fluctuations.

The Council welcomes the measures recently adopted to improve fi-
nancial stability at the local government level over the medium term.
The Council recommends, in line with the 2002 Broad Economic Policy
Guidelines and the updated stability programme, to ensure that the envis-
aged aims are achieved; in this respect, the introduction of a surveil-
lance mechanism underpinning legislation requiring local governments to
balance their budgets within a three year period would be welcome.



The Council welcomes the attention given in the stability programme to
the sustainability of public finances. The Council considers that on the basis
of current policies, public finances appear to be on a sustainable footing to
meet the budgetary costs of ageing populations, benefiting from the sus-
tained running of budget surpluses, and a reformed pension system that has

a high degree of pre-funding.

The Council also takes note of reforms, both planned and underway, which
aim at raising employment rates of older workers, and encourages the
Finnish authorities to proceed with their implementation according to the
time frame indicated in the stability programme.

The Council notes that the tax ratio in Finland is high compared with other
industrialised countries. A major challenge will be to carry out the planned
tax reforms, while safeguarding the achievements of the past decade of
placing public finances on a sustainable path.

SWEDEN - Council Opinion on the updated Convergence Pro-
gramme, 2002-2004

THE COUNCIL OF THE EUROPEAN UNION, -

Having regard to the Treaty establishing the European Cormmunity,

Having regard to Council Regulation (EC) No 1466/97 of 7 July 1997
on the strengthening of the surveillance of budgetary positions and the
surveillance and co-ordination of economic policiess, and

in particular Article 9 (3) thereof,

Having regard to the recommendation of the Commission,
After consulting the Economic and Financial Committee,

HAS DELIVERED THIS OPINION:

On 21 January 2003 the Council examined Sweden's updated convergence
programme, which covers the period 2002 - 2004. This update provides de-
tailed information, including the analysis of the long-term sustainability of
public finances, which is broadly in line with code of conduct. The lack
of detailed information for 2005 in the programme is not in line with the code
of conduct. However, the Council recognises that the government.s
Budget Bill for 2003 did not include budgetary plans for 2005 as a result of
prolonged negotiations with respect to forming a government in autumn

2002.

The Council considers that the updated programme is consistent with the
previous Council Opinions and the Broad Economic Policy Guidelines.

The Council notes with satisfaction that the updated Programme envis-
ages continued government surpluses throughout the period to 2004 as



Sweden maintains its medium term objective of a budget surplus of 2% of
GDP on average over the business cycle. The strategy of maintaining sound
public finances is supported by a commitment to continue to adhere to
the ceilings for central government expenditure, which has been instrumen-
tal in strengthening the credibility of sound public finances in recent years,
and a balanced budget constraint for local governments. This has been ac-
companied by tax cuts, of which the third step out of four was implemented
in 2002. The Council further notes with satisfaction that the debt ratio re-
mains below the reference value of 60% of GDP, and is projected to con-
tinue on a downward trend over the remainder of the programme period.

The macroeconomic scenario presented in the programme, with GDP
growth of 2.1% in 2002 and 2.5% in 2003 appears somewhat optimistic
and the Council considers that there are downside risks to growth. Indeed,
the Commission.s autumn forecast is for growth of 1.6% in 2002 and 2.2% in
2003, suggesting a more subdued economic recovery, as there are signs of
some fragility both externally and domestically. Economic growth can
therefore be expected to return only gradually to the potential growth
rate.

The Council considers that Sweden continues to fully respect the Sta-
bility and Growth Pact.s requirement of a fiscal position .close to balance
or in surplus. over the programme period. Indeed, continued surpluses in
the underlying budgetary position in each year over the period underpin that
the public finances should remain sound. However, the Council notes
that, on the basis of the Commission.s analysis, the underlying budgetary
_ position is expected to remain in surplus but below Sweden.s 2% of GDP
fiscal rule in the years to 2004. This results from the fact that the consider-
able fiscal stimulus in 2001 and 2002 is only partially reversed in the
following years. Moreover, some restraining measures may be necessary
in order to ensure adherence to the expenditure ceilings.

The Council welcomes the attention paid to the sustainability of public
finances in the convergence programme, and considers that prudent as-
sumptions should be used as regards the potential evolution of non-age
related spending. The Council considers that on the basis of current
policies, public finances appear to be on a sustainable footing to meet
the budgetary costs of ageing populations, benefiting from the sus-
tained running of budget surpluses and the ambitious reform of the
pension system implemented during the 1990s. The Council welcomes
the budgetary objective of running budget surpluses of 2% of GDP up to
2015 with a view to running down public debt at a fast pace. This may
however prove difficult for such a sustained period. A challenge will be to
complete the tax reform while safeguarding the achievements of the
past decade of placing public finances on a sustainable path.

Inflation in Sweden fell back towards the inflation target of 2% in the
spring of 2002. The Council notes that Sweden continues to fulfil the
convergence criterion on price stability and is expected to continue do so
in the years to 2004. Long-term interest rates in Sweden over the past year
have been in line with the trend in the international bond and equity markets.



Sweden continues to fulfil the long-term interest rate convergence criterion.
Regarding the exchange rate, the krona has not participated in the ERM2
and it has exhibited some volatility since the submission of the previous
update. Hence, Sweden does still not fulfil the exchange rate convergence
criterion. The Council considers, as stated in its previous Opinions, that
"Sweden needs to demonstrate its ability to stay in line with an ap-
propriate parity between the krona and the euro over a sufficient pe-
riod of time without severe tensions. To this end, the Council expects
Sweden to decide to join the ERM2 in due course."

In order to obtain high and sustainable economic growth, the strategy
of previous programmes is continued and structural measures in this re-
gard have been implemented and proposed, in line with the Broad Economic
Policy Guidelines. To this end, the Council considers that completing the tax
reform and efforts to reach the key policy objectives regarding em-
ployment, social security recipients and days of sick-leave should be
given high importance within the framework of sound public finances.

GREECE - Council Opinion on the updated Stability Programme,
2002-2006 .

-

THE COUNCIL OF THE EUROPEAN UNION,
Having regard to the Treaty establishing the European Community,

Having . regard to Council Regulation (EC) No 1466/97 of 7 July 1997 on
the strengthening of the surveillance of budgetary positions and the
surveillance and co-ordination of economic policiesz, and in particular Article

5(3) thereof,

Having regard to the recommendation of the Commission, after con-
sulting the Economic and Financial Committee,

HAS DELIVERED THIS OPINION:

On 21 January 2003 the Council examined the 2002 update of the
stability programme of Greece, which covers the period 2002-2006. The
programme conforms with the requirements of the Code of Conduct on the
content and format of the programmes endorsed by the ECOFIN
Council on 10 July 2001. The programme partly conforms with the recom-
mendations of the BEPGs.

In 2002, real GDP growth decelerated somewhat, as a result of deteriorating
external environment, but remained robust, at 3.8%, as projected in the 2001
stability programme. Inflation pressures under the impact of second round
effects from the oil prices hike and other transitory factors, such as
bad weather conditions, although easing in recent months, are still
persisting with the inflation rate remaining high: the HICP was increasing
by an annual rate of 3.9% in November 2002.



The 2002 update of the stability programme projects annual real GDP
growth at around 3.8% in yearly average for the period 2003-2006, and mar-
ginally lower rates than the 2001 update for the period until 2004. The Coun-
cil considers the projected real GDP growth as attainable, particularly until
2004 as economic activity will be underpinned by high private and public
investment related to the preparation of the Olympic Games and sustained
by the inflow of financial resources from the 3ra Community Support
framework. However, for growth to be sustained it is essential that fiscal pol-
icy remains tight and wage increases are based on labor productivity

changes.

The Council notes that the general government accounts deteriorated
in 2000 and 2001, when compared with the estimates of the 2001
update, due to a large extent to the revisions of the government ac-
counts figures, in order to ensure compliance with ESA national accounting
rules. As a consequence, the starting point of the budgetary projections
changed considerably as compared with the 2001 update: according to the
2002 updated stability programme a general government deficit of 1.1% of
GDP is estimated for 2002 instead of a surplus of 0.8% of GDP as
projected in the 2001 update. Similarly, the government debt ratio is
estimated at 105.3% of GDP in 2002 in the current update, to be com-
pared to 97.3% of GDP in the previous update.

The Council considers that the budgetary developments as portrayed in the
revised data, in particular the slow pace of reductian in the government debt
ratio, in a period when the Greek economy has been growing at high rates,
is a matter of serious concern.” .

.

The Council notes that the 2002 update projects the government balance to
turn from a deficit equal to 1.1% of GDP in 2002 to a surplus of 0.6% of
GDP in 2006; at the same time, the government debt ratio is expected to
decline from 107% of GDP in 2001 to 87.9% of GDP in 2006; in particular,
during the period 2001-2004, from a higher initial level, the debt ratio
is projected to decline by 10.9 percentage points of GDP instead of 9.6
percentage points as projected in the 2001 update.

The Council notes that the improvement in the government balance in the
period from 2002 to 2006 relies both on the reduction in interest pay-
ments and on the retrenchment in current primary expenditure. How-
ever, the Council considers that, taking into consideration recent experience,
fast and continuous reductions in primary current expenditure are diffi-
cult to achieve. Up to now, the programme does not include clear binding
norms for current primary expenditure. The Council takes note of the initia-
tive of the Greek government to introduce a code of fiscal stability, in re-
sponse to the recommendation in the Council opinions on the 2000 stability
programmes and on the 2001 updates. The Council urges the Greek authori-
ties to accompany this new law by the introduction of appropriate mecha-
nisms to ensure expenditure control. Setting binding norms for some
categories of current public expenditures, such as the public sector wage
bill, will contribute to the effective implementation of this code.



The Council considers that further budgetary adjustment effort is nee-
ded. Since the budgetary adjustment projected in the 2002 update is
back-loaded, a heavy burden falls on later years of the programme. In
2006 there may still be a small cyclically adjusted government deficit.
However, the Council considers that the level and recent developments
in the government debt ratio require a stronger and more robust me-
dium term budgetary adjustment, by at least 0.5% of GDP per year in
underlying terms. This is also required given the perspective of increasing
budgetary costs stemming from the ageing population. The Council urges
the Greek government to take advantage of the current favourable macro-
economic situation to undertake determined effort in order to implement
a durable budgetary adjustment leading to an improvement in the un-
derlying budgetary position and a satisfactory pace of debt reduction.

The Council notes that strengthening structural reforms is a key eco-
nomic policy objective of the updated programme; it considers that al-
though progress has been made in recent years in this area, implemen-
tation of structural reforms must continue in the product, services and
labour markets in order to ensure the efficiency in the markets and the
competitiveness of the economy; the Council encourages the government
to proceed to the necessary reforms rapidly and welcomes the intention of
the government to implement reforms in the area of budgeting and man-
agement of expenditure in the public sector.

The Council welcomes the information provided in the updated pro-
gramme on long-term sustainability of public finances. The Council consid-
ers that on the basis of current policies there is a serious risk of budgetary
imbalances emerging in the future due to the ageing population. In
this context the Council notes the information provided in the updated pro-
gramme on the "second phase" of the reform of the social security system
introduced in 2002 as recommended in its opinion on the 2001 updated
stability programmeio. If debt reduction is to make a noticeable contribu-
tion towards meeting the budgetary cost of ageing populations, then reach-
ing a balanced budget position by 2006 is essential; this should be part of an
ambitious three-pronged strategy to meet the long-term budgetary conse-
quences of ageing and may have to include the running of surpluses.
Running sound public finances over the long run will allow to achieve a
significant reduction in the debt ratio prior to the budgetary impact of
ageing populations taking hold. The Council considers that further re-
forms are required to the pension system to avoid an unsustainable in-
crease in public spending.

Furthermore, the Council encourages the Greek authorities to promote sup-
plementary privately-funded pension schemes and to take measures to raise
participation rates and to control the evolution of age related expenditures.

ITALY - Council Opinion on the updated Stability Programme,
2002-2006

THE COUNCIL OF THE EUROPEAN UNION,
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Having regard to the Treaty establishing the European Community,

Having regard to Council Regulation (EC) No 1466/97 of 7 July 1997
on the strengthening of the surveillance of budgetary positions and the
surveillance and co-ordination of economic policies11, and in particular Article

5 (3) thereof,

Having regard to the recommendation of the Commission,
After consulting the Economic and Financial Committee,

HAS DELIVERED THIS OPINION:

On 21 January 2003 the Council examined ltaly's updated stability
programme, which covers the period 2002-2006.

The new update broadly complies with the data requirements of the revised
Code of Conduct on the content and format of stability and convergence
programmes. However, the lack of Information on the additional measures
foreseen to achieve the budgetary targets beyond 2003 is not in line
with the requirements of the code. - :

The Council considers that the economic policies as re,flécied in the planned
measures in the updated programme complies partly with the recom-
mendations” of the 2002 Broad Economic Policy Guidelines.

The Council welcomes ltaly.s goal of keeping high primary surpluses
throughout the programme period, while allowing for some easing in
the tax burden. The Council notes that according to Commission fore-
casts, the cyclically-adjusted deficit improved by 0.6 percent of GDP in 2002,
largely due to one-off measures. It notes that, following a much worse deficit
in 2001 than estimated in last year.s programme and the delayed re-
covery in the economy, and in spite of corrective measures adopted in
the course of the year, the projected deficit for 2002 significantly ex-
ceeds the original objectives. In turn, this implies that the .close-to-balance.
position would be reached, according to the government.s own projections,
in 2004 rather than in 2003. The Council regrets that the decline in the debt
ratio has slowed down considerably since 2001, in a context of weak
growth and slower-than-envisaged progress in the privatisation pro-
gramme due to the conditions in financial markets. The reduction of the
debt ratio below 100% of GDP is now envisaged by the government to occur
in 2005 two years later than in the commitment made by ltaly in 1998.

The programme.s macroeconomic scenario assumes a pick-up in economic
activity, which in the short term reflects the expected recovery of the
world economy and in domestic demand and then the assumption that
the output gap will be closed. However, in light of the more recent develop-
ments, the recovery is likely to be slower than anticipated, and growth as-
sumptions, both nominal and potential, appear to be optimistic. Also, in the
medium-term, a growth assumption of 2%2% per year seems to be more



11

plausible, which, together with a downward revision of the potential growth
rate to 2%, would result in an underlying deficit of 1.1% in 2006. This
would imply that, under this scenario, the medium-term objective of
close to balance or in surplus would not be reached in the pro-
gramme period. However, the Council takes note of the commitment of Italy
to reach the objective of close to balance in 2004.

The programme projects the cyclically-adjusted budget position in 2003
to improve by 0.7%. The Council observes that the budgetary target for
2003 relies heavily, as in the previous year, on one-off measures. According
to Commission calculations based on the ltalian programme update,
the cyclically-adjusted deficit will remain at 0.9% of GDP in 2003, still
not complying with the requirement of the Stability and Growth Pact to
achieve a budget position close to balance or in surplus. Even assum-
ing that such one-off measures yield the expected results, the cyclically-
adjusted budget position may fail to improve as planned on account of
the risks to the trend budgetary projections, thus putting in jeopardy
the attainment of the minimum adjustment of 0.5% of GDP. While the
Council welcomes the recently introduced measures for stricter control
on public expenditures, it urges Italy to ensure the full implementation of the
measures planned for 2003, so that, as a minimum, an improvement in
the underlying balance of 0.5% of GDP is ensured. The Council notes that
attainment of the budgetary targets for 2004 and beyond, including the
achievement of the close-to-balance objective, hinges strongly on the
replacement of the main one-off measures implemented in 2003 by
measures of a more permanent character together with corrections in order
to achieve the reduction of at least 0.5% in underlying terms.

The Council considers that, in order to implement a sustained path of
consolidation, ltaly should replace one-off measures with structural ones
on the expenditure side. The Council notes that ltaly undertakes to set
out as a matter of urgency in its 2003 medium-term budgetary planning
process the broad measures of a permanent nature that would ensure
that a minimum improvement in the cyclically-adjusted balance of 0.5%
of GDP per year until the close-to-balance objective can be considered
achieved. More in general, the Council invites Italy to clarify its fiscal strat-
egy, particularly in the light of the goal of reducing the tax burden, which the
Council shares, but which can be safely and effectively achieved only
within a comprehensive reform plan on both the expenditure and the
revenue side.

The Council considers that in the light of italy.s very high debt ratio the pace
of its reduction should be significantly faster than is the experience of the
past years. It notes the slowdown in the rate of debt reduction projected to-
ward the end of the programme period also in connection with some .below
the line. operations. The Council is especially concerned that the risks to
the programme deficit targets might imply too slow a pace of reduction in
the debt ratio. The Council therefore urges ltaly to act on all the factors un-
der the government.s control to ensure that debt is sufficiently diminish-
ing. In this respect, it recommends that measures of transitory nature,
particularly sales of assets through securitisation operations, be consid-



ered as a means to accelerate the reduction of the debt and not as a substi-
tute for corrective action on the deficit side.

The Council recalls that the achievement of a position of underlying budget
balance in the medium term is critical to placing public finances on a sus-
tainable footing. On the basis of current policies, the risk of unsustainable
public finances in light of ageing populations cannot be excluded. Given It-
aly.s high debt, primary surpluses in the order of 5% of GDP will have to be
maintained for many years.

The Council notes that ltaly.s ability to cope with the budgetary conse-
quences of ageing is based on implementation of the major pension re-
forms adopted in the 1990s and a large increase in the participation
rate. In line with its Opinion on the previous updated programmes and
the Broad Economic Policy Guidelines for 2002, the Council encour-
ages ltaly to adopt further measures to promote supplementary privately-
funded pension schemes and to address the outstanding critical issue in the
public pension system, namely, the long transition period to the new
contributions-based system. This should be coupled with the measures nec-
essary to raise participation rates and to control the evolytion of age-related

expenditures.

GERMANY - Council Opinion on the updated Stability Pro-
gramme, 2002-2006 - y

THE COUNCIL OF THE EUROPEAN UNION,
Having regard to the Treaty establishing the European Community,

Having regard to Council regulation (EC) No. 1466/97 of 7 July 1997
on the strengthening of the surveillance of budgetary positions and the
surveillance and co-ordination of economic policiesiz, and in particular Article

5(3) thereof;

Having regard to the recommendation of the Commission;
After consulting the Economic and Financial Committee;

HAS DELIVERED THIS OPINION:

On 21 January 2003 the Council examined the updated stability pro-
gramme for Germany, which covers the period 2002-2006. The up-
dated programme projects general government finances to improve
from a deficit of 3 %% of GDP in 2002 to a balanced position in 2006.
Government gross debt is expected to decrease from 61% of GDP in 2002
to 57 ¥2% in 2006.

The Council notes that the new update broadly complies with the require-
ments of the revised .code of conduct on the content and format of stability
and converge programmes., although there is still some need for improve-
ment, notably concerning the degree of precision of the quantitative

12
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information provided. While the deficit targets set in the Broad Economic
Policy guidelines (BEPGs) have not been achieved, the adjustment path
planned in the programme is broadly consistent with the Broad Eco-
nomic Policy Guidelines (BEPG).

The Council notes that the projected deficit outcome for 2002 (334% of
GDP) is clearly higher than projected in the lower-growth scenario of the
December 2001 update (2% % of GDP). The Council regrets that it has
proved not to be possible for the German authorities to fulfil their commit-
ment of 12 February 2002 and the BEPG Recommendation for 2002 not to
breach the 3% of GDP reference value for the general government deficit in
2002. The Council notes that the rise in the nominal deficit from 2001 to
2002 cannot be explained only by the unexpected slowdown in growth,
and that there have once more been expenditure overruns in the health
sector which contributed to a deterioration of the underlying balance.

The Council decided on 21 January that an excessive deficit exists in
Germany and issued a recommendation to Germany according to Art.
104(7) of the Treaty. According to this recommendation, (i) the German
government should put an end to the excessive deficit situation as rap-
idly as possible in accordance with Article 3(4) of Council Regulation (EC)
No 1467/97; (ii) the German authorities should implement with resolve their
budgetary plans for 2003 which, on the basis of a GDP growth projection of
1 % % in 2003, aim at reducing the general government deficit in 2003 to 2
34% of GDP. In addition, the Council noted the commitment of the German
authorities to ensure that the momentum of- budgetary consolidation is
maintained throughout the period covered by the updated stability pro-
gramme, namely through a reduction of the underlying budgetary deficit by
more than 0.5% of GDP per year which in turn requires the introduction of
structural reforms.

The Council notes that in the light of the weakening of economic indi-
cators in recent months, the 1%z % growth rate expected for 2003 appears
optimistic. It requires an early restoration of economic confidence, not
least through implementation of a consistent budgetary adjustment pro-
gramme. Furthermore, the average growth rates of 2% % assumed for
the years 2004 to 2006 are above the estimated long-term growth po-
tential of the German economy, which reflects the programme assump-
tion that the output gap will be closed.

However, the level of growth potential in Germany is currently low. It is in the
hands of the German government to raise it significantly through coher-
ent reforms, notably of the labour market. The Council strongly urges
the German government to undertake the necessary steps. '

The Council considers that there is a non-negligible risk that the general
government deficit in 2003 may again exceed the 3% of GDP reference
value. Therefore, the German authorities should ensure a rigorous budget-
ary execution and a thorough implementation of the measures announced in
the budget for 2003.
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The Council acknowledges the projected improvement in the underlying bal-
ance by more than 0.5% of GDP per year up to the new programme.s
horizon, with the exception of 2005 due to the introduction of tax re-
forms; it notes that in underlying terms the government accounts would at
least be close to balance by 2006. It is recalled, however that this
adjustment path hinges on the full implementation of the announced
measures, the respect of agreed expenditure targets for 2003 and
2004 and an agreement on ambitious expenditure targets for 2005 and
2006. The Council urges the German authorities to ensure that the imple-
mentation of the next steps of tax reform in 2004 and 2005 is compatible
with a continuous adjustment path towards overall budget balance.

The Council notes that this should lead to a balanced budget by 2006, al-
though this is two years later than planned in last year.s update of the stabil-
ity programme. The Council welcomes the confirmation of the 2006 target
by the German Finanzplanungsrat (financial planning council) of 27 No-
vember 2002. It urges the federal and regional authorities to agree on ambi-
tious expenditure targets for 2005 and 2006 and to ensure strict budget-
ary implementation at all levels of government. As shown by budgetary
developments in the past, this will be crucial in order to attain the projected
deficit targets, especially once growth recovers. While the Council welcomes
the recent (advanced) implementation of the revised law on budgetary
procedures (.Haushaltsgrundsétzegesetz.), the-Council reiterates its view
that the mechanism enshrined therein is not yet sufficient to guarantee com-
pliance with mutually agreed objectives by all levels of government.

The Council takes note of the German authorities. intentions to bring the
debt level down below the Treaty.s reference value by 2005 but notes
that these intentions are subject to a number of risks. Therefore the
development of the debt ratio remains a source of concern given the need to
ensure the sustainability of public finances. On the basis of current poli-
cies, the risk of unsustainable public finances in light of ageing popula-
tions cannot be excluded. If debt reduction is to make a noticeable contri-
bution towards meeting the budgetary cost of ageing populations, then
reaching a balanced budget position by 2006 is essential; this should be
part of an ambitious three-pronged strategy to meet the long-term budgetary
consequences of ageing and may have to include the running of sur-
pluses. Running sound public finances over the long run will allow to
achieve a significant reduction in the debt ratio prior to the budgetary im-
pact of ageing populations taking hold.

The Council considers it to be indispensable that fiscal consolidation, in
order to prove sustainable, should be underpinned by far-reaching re-
forms to raise Germany.s very low growth potential. The Council
stresses again that the German economy, despite its large size, remains
highly vulnerable to external shocks and unable to generate an endoge-
nous and durable growth process. While acknowledging that this still par-
tially reflects the economic consequences of German unification, the Council
reiterates the need for urgent reforms not only in the labour market, but also
in social security and benefit systems in general, and for a reduction in the
regulatory burden of the economy.



FRANCE - Council Opinion on the updated Stability Programme,
2004-2006

The Council, with France abstaining, adopted the following Opinion:
THE COUNCIL OF THE EUROPEAN UNION,
Having regard to the Treaty establishing the European Community,

Having regard to Council Regulation (EC) No 1466/97 of 7 July 1997
on the strengthening of the surveillance of budgetary positions and the
surveillance and co-ordination of economic policies1s, and in particular Article
5(3) thereof,

Having regard to the recommendation of the Commission, after con-
sulting the Economic and Financial Committee,

HAS DELIVERED THIS OPINION:

On 21 January 2003 the Council examined the updated stability pro-
gramme of France which covers the period 2003-2006. This update is the
first programme prepared by the new government, which took office in
June 2002; it provides a budgetary strategy designed to support a
strong and lasting improvement in economic and employment growth. The
programme complies with the requirements of the revised Code of Conduct
on the content and format of stability and convergence programmes. The
Council considers that the programme complies partly with the recom-
mendations of the 2002 Broad Economic Policy Guidelines.

The Council, having identified a significant divergence in 2002 budget-
ary developments from the projections of the 2001 update of the stability
programme, and considering that this divergence is not corrected in the
plans for 2003, adopted on 21 January 2003 a recommendation with a view
to giving early warning to France in order to prevent the occurrence of an
excessive deficit. According to this recommendation: (i) The French gov-
ernment should take all the appropriate measures in order to ensure
that the general government deficit does not breach the 3% of GDP
threshold in 2003; (ii) Adopting measures apt to improve the cyclically-
adjusted budgetary position by at least 0.5 percentage point of GDP would
not only reduce the risk for the general government deficit to breach the 3%
of GDP threshold in 2003, but also contribute to resuming a budgetary con-
solidation path towards a close to balance position as from 2003; (iii) Con-
tinuous adjustment in the underlying budgetary position by at least 0.5% of
GDP per year should be pursued also in subsequent years in order
to achieve the medium-term budgetary position of close to balance or in
surplus by 2006.

General government finances deteriorated markedly in 2002. The up-
dated stability programme estimates the 2002 general government deficit at
2.8% of GDP, a level higher than that recommended in the early warning
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and well above the 1.4% of GDP planned in the previous update. The
Council notes that a large part of the slippage in 2002 is due to a deteriora-
tion in the underlying balance, which mainly reflects an overrun in expen-
ditures. The budget for 2003 projects the general government deficit at
2.6% of GDP; this projection is consistent with a decrease in the cyclically-
adjusted by 0.2% of GDP in 2003 to 2.6% of GDP1a.

The macroeconomic assumption underlying the budget of an increase in real
GDP by 2.5% in 2003 is to be considered as optimistic. Therefore, there is
a danger for the government deficit to breach the reference value in 2003.
A further deterioration in the 2002 position, which cannot be excluded, or an
eventual slippage in the 2003 budget could also bring the general go-
vernment deficit above 3% of GDP in 2003. In its Autumn forecast, the
Commission projected an increase in the government deficit by 0.2 percent-
age point between 2002 and 2003 under the assumption of real GDP
growth at 2.0%. Finally, a risk exists that the government debt breaches the
60% of GDP reference value in 2003.

For the period 2004-2006, the macroeconomic projections of the 2002
update are based on two.scenarios: a .cautious. scenario, with real
GDP growth at 2.5% a year over the period, and _ a favourable. sce-
nario where real GDP growth reaches 3% per year. The projections of
the .favourable. scenario encompass downside risks, and the .cautious. sce-
nario should be taken as the reference one for assessing -budgetary
developments. In the .cautious. scenario, the government deficit is pro-
jected todecline by 0.5 percentage point of GDP per year as from 2004 to
reach 1.0% of GDP in 2006, which implies that the medium-term objective of
close to balance or in surplus would not be reached in the programme pe-
riod. In the .favourable. scenario, the government deficit would reach a
close to balance position in 2006.

The Council notes that the budgetary consolidation mainly takes place from
2004 onwards. The effort planned for 2003 reaches 0.2 percentage point of
GDP, and between 2004 and 2006, the underlying budgetary position im-
proves by 0.5 percentage point a year. The Council urges the French au-
thorities to seek an improvement in the underlying budgetary position of
at least 0.5% each year in order to reduce the risk for the general govern-
ment deficit to breach the 3% of GDP threshold and to reach a close to bal-
ance position by 2006.

The slow budgetary adjustment is partly due to the implementation of
tax cuts from 2003 worth 0.2/0.3 percentage point of GDP per year, in a
context where expenditures are projected to increase at the same rate as in
the 2001 update. Although considering that a reduction in the tax burden is
to be welcomed in so far as it contributes to strengthen potential output
growth, the Council regrets that the current update does not confirm that any
reduction in the tax burden after 2003 is conditional on the attainment of a
close to balance budgetary position.

The budgetary strategy of the 2002 updated stability programme remains
based on defining norms for general government expenditure increases in
real terms. This strategy has already been commended by the Council in its
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opinions on the previous updated programmes. Over the period 2004-
2006, real expenditures are planned to increase by 3.9% in real terms.
The Council considers, in particular in view of recent economic and
budgetary developments, that ambitious reforms should be rapidly
implemented in order to ensure that this objective is achieved. The Coun-
cil welcomes the structural measures designed to curb expenditures in the
health sector taken recently and the actions aiming at improving the control
of budgetary execution in the State sector. It also welcomes the commitment
to implement corrective infra-annual measures in the social security sector in
the event of an evidence of overspending. The Council considers that
these reforms should lead to a better adherence to the ex ante defined
pluri-annual expenditure norms.

On the basis of current policies, the risk of unsustainable public finances in
light of ageing populations cannot be excluded. If debt reduction is to
make a noticeable contribution towards meeting the budgetary cost of
ageing populations, then reaching a balanced budget position by 2006 is
essential; this should be part of an ambitious three-pronged strategy to
meet the long-term budgetary consequences of ageing and may have
to include the running of surpluses. Running sound public finances over
the long run will allow to achieve a significant reduction in the debt ratio
prior to the budgetary impact of ageing populations taking hold. The
Council welcomes the intentions of .the French authorities to reform pen-
sion and health care systems in light of ageing populations and urges them
to proceed rapidly with these reforms given the limited window of opportu-

niy. _



Radets henstilling til Tyskland om at bringe situationen med et
uforholdsmaessigt stort underskud til opher

The Council also adopted the following Recommendation to Ger-
many with a view to bringing an end to the situation on an excessive
government deficit - Application of Article 104(7) of the Treaty:

THE COUNCIL OF THE EUROPEAN UNION,

Having regard to the Treaty establishing the European Community, and in
particular Article 104(7) thereof,

Having regard to the recommendation from the Commission under Article
104(7) and Article 104(13),

Whereas in stage three of Economic and Monetary Union (EMU), Member
States according to Article 104 of the Treaty shall avoid excessive govern-
ment deficits.

Whereas the Stability and Growth Pact is based on the objective of sound
government finances as a means of strengthening the conditions for price
stability and for strong sustainablé growth conducive to employment crea-

tion.

Whereas the Amsterdam Resolution of the European Council on the
Stability and Growth Pact of 17 June 1997 soleimnly invites all parties,

- namely the Member States, the Council and the Commission, to implement
the Treaty and the Stability and Growth Pact in a strict and timely manner.

Whereas the Council has decided, in accordance with Article 104 (6),
that an excessive deficit exists in Germany.

Whereas having decided on the existence of an excessive deficit in
Germany, the Council, in accordance with Article 104(7) of the Treaty and
Article 3(4) of Regulation EC 1467/97, shall adopt a Recommendation estab-
lishing a deadline of four months at the most for effective action to be taken
by Germany to correct the excessive deficit position; whereas the Council
takes note of the budgetary measures announced in November 2002,
which aim at reducing the deficit level to 2 %% of GDP in 2003, as well as
those planned for 2004; whereas the Council welcomes the measures
announced by the German authorities but shall establish a deadline of
21 May 2003 at the latest for the German government to take measures to
bring the existence of an excessive deficit to an end within the deadline es-
tablished by this Council Recommendation.

Whereas Article 3(4) of Regulation EC 1467/97 requires that the Recom-
mendation adopted by the Council in accordance with Article 104(7) also
establishes a deadline for the correction of the excessive deficit, which
should be completed in the year following its identification.
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Whereas the German government adopted a federal budget aiming at a ge-
neral government deficit of 2 34% for 2003; whereas on 18 December,
the German government adopted an updated Stability Programme aim-
ing at a balanced budget in 2006 in a central scenario.

Whereas, in accordance with Article 104(12) of the Treaty, a Council
decision under Article 104(6) on the existence of an excessive deficit
will only be abrogated if the excessive deficit, in the view of the Coun-
cil, has been corrected; whereas the Council will take into account
compliance with the recommendation made under Article 104(7)
when taking decisions in accordance with Article 104(12),

HEREBY RECOMMENDS:

- the German government to put an end to the present excessive deficit situ-
ation as rapidly as possible in accordance with Article 3(4) of Council
Regulation (EC) No 1467/97;

- the German authorities to implement with resolve their budgetary plans for
2003 which, on the basis of GDP growth projections of 1 ¥%2% in 2003, aim at
reducing the general government deficit in 2003 to 2 %% of GDP; in particu-
lar, the German authorities should ensure a rigorous budgetary execution
and a thorough implementation of the measures announced for 2003
amounting to 1% of GDP. The Council establishes a deadline of 21 May
2003 at the latest for the German government to take such measures. If
some of these measures are not implemented, the German government
should adopt and implement compensatory measures to ensure a reduction
of the government deficit in 2003 as planned. In addition, the Council rec-
ommends the German authorities to ensure that the rise in the debt ratio is
brought to a halt in 2003 and reversed thereafter.

In addition, the Council notes the commitments of the German authorities:

- to implement structural reforms which should vigorously address the need
to raise the growth potential of the German economy and, in this way,
also be conducive to the achievement of a medium-term budgetary posi-
tion of close to balance or in surplus, and to a debt ratio brought back to
a declining path;

- to ensure that the momentum of budgetary consolidation is maintained
throughout the period covered by the December 2002 update of the
Stability Programme, namely through a reduction in the underlying
budgetary deficit by more than 0.5% of GDP per year, with the exception of
2005 due to the introduction of tax reforms, which in turn requires the intro-
duction of structural reforms;

- to reinforce the co-ordination mechanisms of budgetary policy in Germany
and to secure the process of budgetary consolidation. In this regard, the
Council notes with satisfaction the approval and implementation of the
new §51a Haushaltsgrundséatzegesetz (.law on budgetary procedures.)
aimed at strengthening budgetary co-ordination and fiscal discipline among
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the constituent sectors of general government, thereby assisting in the
management of fiscal policy; the Council welcomes the efforts that are
being made by the German government to reduce the government deficit on
a permanent basis and encourages the German government to implement
these policies with determination.

This recommendation is addressed to the Federal Republic of Germany.

Germany decided that the Recommendation should be made public.
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Ridets henstilling til Frankrig om at treffe de nogdvendige tilpas-
ningsforanstaltninger

The Council adopted, with France abstaining, the following Recom-
mendation with a view to giving early warning to France in order to
prevent the occurrence the an excessive deficit:

THE COUNCIL OF THE EUROPEAN UNION,

Having regard to the Treaty establishing the European Community, and in
particular Article 99(4) thereof,

Having regard to the Council regulation (EC) No 1466/97 of 7 July
1997 on the strengthening of the surveillance of budgetary positions
and the surveillance and co-ordination of economic policiesiz, and in
particular Article 6(2) thereof,

Having regard to the recommendation of the Commission,

Whereas: .

(1) Article 6(2) of Council Regulation (EC) No 1466/97 of 7 July -
1997 on the strengthening of the surveillance of budgetary posi-
tions and the surveillance and co-ordination of economic policies as
part of the Stability and Growth pact establishes an early warning
system for alerting a Member State at an early stage to the need to
make the necessary budgetary adjustment to prevent a govern-
ment deficit becoming excessive. An early warning shall be given
when the Council identifies actual or expected significant divergence
of the budgetary position in a Member State from the medium-term
budgetary objective, or the adjustment path towards it, set in the
Member State.s stability programme for the government balance.

(2) In the Resolution on the Stability and Growth Pact adopted in
Amsterdam on 17 June 199718 the European Council invited all
parties to implement the Treaty and the Stability and Growth Pact
in a strict and timely manner.

(3) Inthe 2001 updated stability programme of France, on which the
Council delivered an opinion on 12 February 200219, the French au-
thorities aimed at a 1.4% of GDP general government deficit in 2002
and 1.3% of GDP in 2003. The projections for the 2002 general gov-
ernment deficit were rectified to 1.8% of GDP in February by the
French authorities, when they revised the projections for the 2002
real GDP growth from 2.5% to 1.5%.

(4) The general government deficit in France in 2002 is now- pro-
jected at 2.8% of GDP by the French authorities and at 2.7% of
GDP by the Commission, thus 1.4 percentage point above the initial
target set in the 2001 updated stability programme. According to
Commission services calculations, less than one half, i.e. 0.5 per-
centage point of GDP, of the total slippage in the general govern-
ment deficit in 2002 can be attributed to cyclical factors. The
remaining part represents a deterioration in the cyclically-
adjusted balance.
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(5) As a consequence of this slippage, the French budgetary position in
2002 is far from close to balance, in actual and cyclically-adjusted
terms. Indeed, the cyclically-adjusted deficit is estimated by the
Commission services to have increased from about 2% of GDP in
2001 to 2.7% of GDP in 2002. This level is clearly too high to ensure
that the general government deficit does not breach the 3% of GDP
reference value under normal cyclical fluctuations.

(6) The draft budget for 2003 presented in September projects a
slight reduction in the general government deficit at 2.6% of GDP,
in the context of an expected acceleration in real GDP growth to
2.5%. The Broad Economic Policy Guidelines for 2002 recom-
mended that France should .aim at a sufficient decline of the
2003 deficit to ensure that a close to balance position in 2004
can be achieved.. According to Commission calculations based
on the French programme update, the cyclically-adjusted budget-
ary deficit will decline slightly by 0.2% to 2.6% in 2003.

(7) Taking also into account significant downward risks surrounding the
macroeconomic perspectives, the budgetary position foreseen in the
2003 draft budget is at a level which could lead to the occurrence of
an excessive deficit,. should the recovery be less pronounced than
assumed in the budget or in case further slippage in the 2003

’ budget would occur. The Commission Autumn forecasts project

. anincrease in the general government deficit from 2.7% in 2002 to
2.9% of GDP in 2003, in a context where real GDP growth acceler-
ates from 1.0% in 2002 to 2.0% in 2003.

(8) In-view of these elements, the risk for the general government

~deficit to breach the 3% of GDP threshold has not been removed.
Moreover, this divergence influences medium term commitments, as
the attainment of a close to balance position is now postponed.

(9) On the basis of information provided by the French authorities and
of the assessments made by the Commission, the Council identi-
fies a significant divergence in terms of Article 6(2) of Council
Regulation (EC) No 1466/97.

(10) There is a need for an early warning to be given alerting
France in order to prevent the occurrence of an excessive deficit.

HEREBY RECOMMENDS:

1. The French government should take all the appropriate
measures in order to ensure that the general government
deficit does not breach the 3% of GDP threshold in 2003.

2. Adopting measures apt to improve the cyclically-adjusted
budgetary position by at least 0.5 percentage point of GDP
would not only reduce the risk for the general government
deficit to breach the 3% of GDP threshold in 2003, but also
contribute to resuming a budgetary consolidation path to-
wards a close to balance position as from 2003.

3. Continuous adjustment in the underlying budgetary position
by at least 0.5% of GDP per year should be pursued also in
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subsequent years in order to achieve the medium-term budg-
etary position of close to balance or in surplus by 2006.

This recommendation is addressed to the Republic of France.

The Council adopted a Decision making the early warning recommen-
dation public.



Radskonklusioner vedr. Skattepakken

1. The Council reaches political agreement as follows and commits
itself to formally adopt the Tax Package before the European Council

in March 2003.
With regard to the Directive on the Taxation of Savings

2. The Council sticks to the Feira European Council conclusions

that the exchange of information, on as wide a basis as possible, is

to be the ultimate objective of the European Union in line with in-
ternational developments.

The Council recalls the conclusions of the Feira European Council
that sufficient reassurances should be obtained from certain third
countries on the application of .equivalent measures. To those pro-
vided for in the draft directive. Based on the Commission.s report, as
submitted to the ECOFIN of 3 December, the Council considers that

this condition is effectively satisfied in the case of the United States
of America and that it would be satisfied in the cases of Switzer-

land, Liechtenstein, Monaco, Andorra and San Marino if these
countries offered to enter into agreements as outlined below.

3. The Council agrees that the EC should, c;n the basis of unanimity,

- enter into an agreement with Switzerland based on the following
package:

- Retention and Withholding: Switzerland will apply the same

rates of retention and withholding as Belgium, Luxembourg

and Austria - 15% during the first three years of the transitional

period starting on 1 January 2004, 20% as from 1 January
2007 and 35% as of 1 January 2010. The scope of the agree-
ment shall also include, inter alia, the definition of the paying
agent, definition of interest, including interest paid on fiduciary
deposits and by Swiss investment funds. In cases where a
taxpayer declares his interest income obtained from a Swiss
paying agent to the tax authorities in his Member State of
residence, that interest income should be subject to taxa-
tion there at the same rates as those applied to interest

earned domestically. The 35% withholding rate will remain also

after Switzerland has adopted exchange of information on the
OECD standard.
- Revenue sharing: Switzerland will share the revenue of the re-
- tention tax and will accept the 75/25 division applied within the
Community and may even be prepared to reduce the percent-
age of 25 depending on the "overall balance of the

agreement". However the revenue sharing provisions will only
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apply to the new retention tax and not the existing withholding
tax.

- Voluntary disclosure of information Review clause stating that
.The Contracting Parties shall consult with each other at least
every three years or at the request of either Contracting Party
with a view to examining and . if deemed necessary by the
Contracting Parties . improving the technical functioning of
the Agreement. In any event when Belgium, Luxembourg
and Austria change from withholding tax to automatic ex-
change of information, in accordance with the Directive, the
Contracting Parties shall consult each other in order to
examine if changes to the agreement are necessary taking into
account international developments.

Switzerland grants exchange of information on request for all
criminal or civil cases of fraud or similar misbehaviour on the
part of taxpayers. This part of the agreement may be
implemented through bilateral agreements between Member
'States and Switzerland.

4. The Council agrees that the European Community should enter into
similar agreements with Liechtensteir, Monaco, Andorra and San
Marino. -

5. The Council asks the Commission . in extension of its Council con-
clusions of 4 June 2002 . to continue negotiations, in close con-
junction with the Presidency of the Council, with Switzerland and
the other third countries, and to press for the exchange of information
as the EU's ultimate objective and to report back to the Council before

2007.

The Council invites the Commission to enter into discussions during
the transitional period as provided for in the Directive with other impor-
tant financial centres with a view to providing the adoption by those
jurisdictions of measures equivalent to those to be applied within
the EU.

6. The Council agrees that . in extension to its conclusions of 13 De-
cember 2001 . the directive on the taxation of Savings based on
exchange of information as the ultimate objective, will contain
provisions ensuring that:

- 12 Member States will implement automatic exchange of in-
formation from 1 January 2004, the date of implementation
of the directive, and of the agreements with third countries
as well as with the dependent or associated territories.
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- Austria, Belgium and Luxembourg will from the date of
implementation of the directive and of the agreements with third
countries as well as with the associated or dependent territories
operate a (transitional) withholding tax, with 75/25 revenue
sharing and will

- implement automatic exchange of information,

= if and when the EC enters into an agreement by unanim-
ity in the Council with Switzerland, Liechtenstein, San Mar-
ino, Monaco and Andorra to exchange of information upon
request as defined in the OECD agreementzo , applying
simultaneously the withholding tax rate defined for the corre-
sponding period, for the purposes of the directive ; and,

= if and when the Council agrees by unanimity that the
USA are committed to exchange of information upon request
“as defined in the OECD agreement; for the purposes of the di-
rective. ,

By the end of the first.full fiscal year following the entry into
force of that agreement, Austria, Belgium and Luxembourg will
cease to apply a withholding tax with revenue sharing,

- set the withholding tax at 15% during the first three years
of the transitional period starting on 1 January 2004, 20% as
from 1 January 2007 and 35% as of 1 January 2010.

The Council assesses that sufficient reassurances have been
obtained with regard to the application of the same measures
applying the same procedures as the 12 Member States or as
Austria, Belgium and Luxembourg, in all relevant dependent
or associated territories (the Channel Islands, Isle of Man, and
the dependent or associated territories in the Caribbean) and asks
the Member States concerned to ensure that all relevant de-
pendent or associated territories will apply those measures from
the date of implementation of the Directive.

With regard to the Code of Conduct:

7. The Council takes note of the progress achieved by the Code
of Conduct Group (Business Taxation) as set out in the report
(14812/02 FISC 299).

8. Notes that the descriptions in Annex 1 to this report now
form an agreed basis for the evaluation of rollback. Asks the
Group to consider the proposed revised or replacement meas-
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ures against the established criteria of the Code of Conduct and re-
port back to Council in March 2003.

9. Agrees that, the Council, in March 2003, assesses all the measures
of Member States and of dependent or associated territories listed in
Annex C of SN 4901/99 and if any proposal for a revised or replace-
ment measure is considered by the Council to be inadequate to
achieve rollback of all the harmful features of a measure, then
the Council will seek commitments from the Member States and the
dependent or associated territories concerned that additional changes
will be implemented as of 1 January 2004.

10. The Council agrees that, at the final adoption of the tax
package and in the context of an agreement on the assessment of
the results reached on the rollback of the harmful measures, exten-
sions beyond the end of 2005 of benefits of the following measures
are granted:

- Belgium: Co-ordination Centres, extension to 31 December 2010,
- Ireland: Foreign Income, extension to 31 December 2010,

- Luxembourg: 1929 Holding Companies, extension to 31 December
2010, ,

- Netherlands: International Financing, extension to 31 December
2010, - ’ .

- Portugal: Madeira.s Free Economic Zone, extension to 31 Decem-
ber 2011.

At that stage, the Council will also consider the one further request
which is being processed.

11. Asks the Group to monitor standstill and the implementation of
roliback and report to Council before the end of the year.

With regard to the Directive on Interest and Royalties:

12. The Council confirms the agreement on all pending issues at
its meeting on 26 and 27 November 2000 and the revised ver-
sion of the proposal (8697/01 FISC 82) reflecting the conclusions
of this meeting.

13. At the final adoption of the Tax Package the Council'will
agree that the length of the transitional period for Spain shall be
extended to 31 December 2009.



On that occasion, the following statement was made:

"Austria states that the implementation of an automatic exchange of
information requires and the implementation of a withholding tax
of 35% might require the modification of the Austrian Constitu-
tion. Therefore the agreement of Austria to the relevant provi-
sions in the present conclusions is subject to an approval by the
Austrian Parliament."
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