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Subject: 
Report on the third meeting of the Transatlantic Economic Council (TEC) on Friday, 12 December 2008 in Washington

Plenary session

Summary

A successful meeting with a positive mood and frank and constructive discussions, even though it took place in the shadow of the transition between two U.S. Administrations. The US side was cooperative and forthcoming in the discussion. However critical comments were made with regard to REACH, AMT poultry, and European proposals for financial market regulation. Commissioner Kovacs reminded the US side of the EU’s concerns regarding the 100% scanning requirements for maritime cargo.
The meeting provided the opportunity to announce some concrete results, such as the EU recognition of US GAAP accounting standards and the launch of a public inquiry into the use of suppliers' declaration for certification of electrical and electronic products in the US market. Both sides welcomed the progress in work of the EC-US High Level Forum on Regulatory Cooperation.

The co-chairs agreed the TEC framework has proved to be a successful mechanism to remove barriers to transatlantic trade and investment. They stressed their strong interest in continuing with the TEC whilst noting the possibilities to improve its functioning and the effectiveness. VP Verheugen said the one-and-a-half year existence of the TEC helped to increase the understanding of problems on both sides and in this way facilitated the search for appropriate solutions. Mr Price was also convinced the EU and US represent the biggest community of like-minded people and therefore: “… if we don’t get things right, no one can!”.
 Both sides were able to agree on a Progress Report which sends a clear signal to the incoming Administration that "a strong transatlantic partnership is now more important than ever..." and that "the TEC has given a new political impetuts to EU-US economic cooperation …and has confirmed its promise as a forum for pursuing the goals identified in the (2007) Framework".

Detail

1. Report on Work of High-Level Regulatory Cooperation Forum
The TEC endorsed the Report of the US – EU High-Level Regulatory Cooperation Forum held on 15 October 2008. The TEC tasked the Forum to undertake a study in the use of standards in support of regulation.

2. Regulatory Cooperation on Import Safety and Consumer Protection Issues:  Information Sharing; Approaches to Third Countries
Ms Kuneva welcomed the additional statutory authority given to the Consumer Product Safety Commission (CPSC) for increased information sharing. In her view the joint EU-US initiative on product safety in China was a success. The cooperation among the three parties was good and therefore it would be worth exploring how far this kind of tripartite model of cooperation could be transposed also to other non-food safety issues.

As a part of a larger strategy the Food and Drug Administration (FDA) opened a new permanent office in the US Permanent Mission in Brussels on 3 December 2008, the main purpose of which is to increase information sharing. Similar offices will be established overseas (China, India, South America, Middle East) as well as two offices of Food Safety Agency offices in London and in Italy. 

The EU-US cooperation is very dynamic. Mr von Eschenbach drew the attention to three priorities: 1. regulatory cooperation regarding information sharing on third country inspections (pharmaceuticals), 2. alternatives to animal testing (cosmetics), and 3. relevance of the EU-US Regulatory cooperation in setting the agenda associated with biomedical research and development.

Ms Kuneva announced the intention of starting the negotiations with the Federal Trade Commission (FTC) on an EU-US agreement on mutual assistance in consumer protection matters in 2009 with a view to concluding an agreement by the second half of the year. From the US perspective this would be a valuable benefit for consumer protection and an opportunity to foster work on common projects and workshops. At the occasion of the OECD anniversary at the end of 2009, the FTC will host a conference on e- commerce and would welcome participation or joint organisation with the EU side.

3. Review of Status of Outstanding TEC Commitments (order as discussed)
The EU equivalence decision for US GAAP was adopted on the day of the TEC meeting. Mr Mc Creevy stressed the importance of this decision as a great step towards the common objective of promoting efficiency of the transatlantic capital market. He also welcomed recent developments on the US side with regard to the application of the IFRS (international financial reporting standards). Mr Cox and Ms Casey recognized the EU achievement on the mutual recognition of accounting standards.  This was just a first step and both sides need to reflect on what steps to undertake next. Remarkable progress had been made  but there was still a long way to ensure real convergence of regulatory standards. In Cox’s view it was of vital importance to have independence of standards. The setting of standards could not be a tool of fiscal policy. It must be a neutral mechanism seeking to protect investments.

The mutual recognition of secure trade partnership programmes was a top priority for the US as well as for the EU. Mr Kovacs believed the cooperation on a multilayered risk-based approach was most cost effective. At the TEC meeting on Nov. 2007 the EU and US agreed on a joint roadmap setting out key stages required to reach mutual recognition of EU and US Customs-Trade partnership programs in 2009. This objective needed to be attained. The US side agreed on the importance of reaching a mutual agreement in 2009. 

VP Verheugen welcomed OSHA’s (Occupational Safety and Health Administration) decision to publish the RFI (Request for information) on the European Commission proposal to permit the use of a Suppliers Declaration of Conformity (SDoC) as an alternative to the Nationally Recognized Testing Laboratories (NRTLs) product approval process. This was a long standing trade irritant. Both sides should come back to discuss the results of the public consultation at the next TEC meeting. US Deputy Labour Secretary  Radzely explained that the purpose of the RFI was to obtain more information and to understand better the functioning of the EU system. On this basis the US side would evaluate the opportunity of introducing modifications to their system. The US side also informed about their short term plans to expand the US NRTL network worldwide.. 

VP Verheugen informed the US side on the state of play with regard to the Commission proposal seeking to solve the issue of AMT of poultry. The Commission’s proposal would be discussed and decided by the Ministers of Agriculture shortly. He underlined that the Commission had delivered what it had promised. Mr Schaeffer emphasized the value of developing global standards for food safety based on scientific evidence. In his view this was not the case in the solution proposed by the Commission. In his view the only reason for not allowing the import of AMT poultry to the European market is evident trade protectionism. Mr Price added: “The Commission has utterly failed to make a proposal that could lift the ban…” USTR Schwab weighed in on the importance of science-based rules. Mr Mc Creevy underlined that we live in democratic societies and that the Commission was not a national government and must work with Member States, very much as the US Administration has to get the support of  Capitol Hill.   

VP Verheugen described REACH as “… the most complicated piece of legislation …”. There were unintended errors in the legislation that represent a problem, in particular for imported cosmetic products. Pragmatic solutions need to be found without opening the Pandora’s Box of legislative change... VP Verheugen presented the recent Commission communication on this matter and explained the proposed solution.  The US side welcomed VP Verheugen’s explanations that the communication afforded companies the time needed to comply with REACH. USTR Schwab opined that problems related to REACH were much broader than just cosmetics. She believed the system was not risk-based or  transparent. It was burdensome and created uncertainty. The question was how to avoid inadvertent barriers to trade. Therefore the US side proposed to hold a comprehensive dialogue with the EU on the implementation of the REACH. 

According to EPA Administrator Johnson, the US shared the concerns of EU. Thousands of chemicals need to be evaluated in order to protect the consumers. The US side is working on a specific schedule that implies screening of hazards and risk assessment of 6500 chemicals until 2012. It was of critical importance to coordinate the work with the EU in order to avoid unintended consequences from the perspective of environment, consumer protection and finally also trade. Both sides need to coordinate their efforts in seeking compatibility of assessments. 

VP Verheugen and Mr Zourek responded and stressed that REACH was science-based, transparent and actually SME-friendly. It was difficult to find any other system that was more based on risk and providing more transparency than REACH. REACH was unlikely to have trade effects, and was certainly not designed to do so, as all decisions were substance-based, which excluded the possibility of discrimination. Given the higher than estimated number of registered agents, the cost on individual registrants would be proportionately lower. Mr Zourek welcomed further dialogue, as the Commission has all interest in the world to get REACH implementation right. He made clear, however, that any modification of the regulation itself was excluded. 
4. Secure Trade: Exchange of views on 100% scanning and preparation of future work on secure cargo 

Kovacs repeated the strong concerns voiced by the Member States as well as the business community on the application of the US legislation on 100% scanning requirement. Such a system would not offer sufficient security guarantees and represented a huge financial burden. Referring to the pilot projects Kovacs advised caution since they concerned smaller ports, like the port of Southampton, and the results that were obtained could not be transposed to the situation in large ports. He also announced that TAXUD was preparing a new impact assessment. The US side (Basham) agreed the risk-based approach was the most appropriate, but would require some amendments to the existing legislation. He emphasized the need to work together in finding a reasonable solution. 

5. Financial Markets Regulatory Dialogue

In the area of insurance/ reinsurance Mr Mc Creevy welcomed the recent progress on reinsurance collateral and expressed his hope to see the recent framework agreement implemented by the US states. He likened the US frustration in the poultry issue to the one the EU felt on reinsurance collateral but expressed his respect for the fact that in the US insurance regulation was a competence of the states. Mr Kimmitt  then raised a number of financial services issues which were not on the agenda, and which he described as "problematic" due to their potential extraterritorial effects : i) regulation  of credit rating agencies; ii) mandatory central clearing facility  for credit default swaps and, iii) 5% risk exposure  for securities sold in the EU under the Capital Requirements Directive proposal. 

Both sides needed to continue their dialogue on these issues. Mr Price believed that we need to agree on a common, global approach. He thought that a system requiring that credit rating agencies are to be established and registered in the EU is problematic. According to the US, it is not acceptable that under the EU proposed regulation, only EU authorities can certify credit  rating agencies  wanting their ratings to be used in the EU . For the US this represents a clear barrier to trade. Mr McCreevy rejected such accusations saying these were legitimate responses to a crisis which was partly originated in the US. He said both sides would have to respond to their electorates and that he was there representing 500 million Europeans as opposed to 300 million US citizens. He also said extraterritorial effects of legislation happened all the time. That was the very reason for the TEC. He reminded of Sarbanes Oxley Act section 404 and said nobody consulted the EU before that was adopted. Mr McCreevy mentioned his unease about the conflicts of interest at the heart of the issuer-pays-model and assured the US side in no uncertain terms that "the basic principles will stay" and that if CRAs want their ratings to be used for the purposes of EU legislation, they would have to establish themselves and register in the EU and comply with all our rules. He also dismissed US claims that too high standards would discourage competition saying that there were no rules at all until the US imposed registration a year or so ago and that this had not encouraged anyone to enter the ratings business space dominated by the big three or four CRAs.  

Mr Cox explained that due to the financial crisis the "appetite had dampened" on mutual recognition of  securities markets' rules. In the current circumstances, it will be up to the new SEC administration to decide to put this initiative back on track. Mr Mc Creevy said the appetite had only dampened fro the US side and expressed his disappointment at a lost opportunity and hoped the two sides can continue the work as soon as possible.
-------------

Due to the lengthy discussion under some points of the agenda (in particular on cooperation on insurance/reinsurance) of the plenary session, the remaining points of the agenda  (pt. VI. Investment Dialogue; VIII. Open issue for future discussion and IX. Next steps of the TEC) were discussed among principals only during the working lunch. 
Meeting with the Group of Advisers
For the Transatlantic Legislators Dialogue, Congresswoman Berkeley thanked the TEC co-chairs for inviting the TLD to the TEC and expressed her appreciation of the TEC’s achievements. She offered her help with the transition to the Obama government and emphasised the need to educate Congress about transatlantic integration. She acknowledged the need to restructure TLD in order to involve relevant committees and Congressional leaders. She also underlined the need to get the Senate involved in the TLD. MEP Evans echoed these remarks and emphasised that transatlantic integration was not a deregulation project. MEP Mann called for modifications to the 100% scanning legislation and the need for early interparliamentary cooperation (“if we manage to avoid barriers, we don’t need to remove barriers”). MEP Skinner called for transatlantic cooperation on crisis management. 
The TEC co-chairs welcomed these remarks and encouraged legislators to take a horizontal approach like the High-level Regulatory Forum. 

For the Transatlantic Business Dialogue, Mr Quigley welcomed progress on accounting standards and reiterated the importance of the TEC’s priorities. He suggested that TEC adopt the G-20 commitments, as policy coordination now was more important than ever. Mr Thumann declared this to be the most important TEC meeting so far. The TEC process was “getting better all the time”. He suggested adding a dialogue on energy and climate change to the TEC agenda.
VP Verheugen thought that the number of dialogues was not a guarantee for success; instead, he favoured greater concentration. The TEC should concentrate on economic issues.

For the Transatlantic Consumer Dialogue, Ms Karpatkin expressed disappointment that TEC focussed on deregulation. She felt the role of consumers in the TEC process was poorly defined and TACD needed to be more comprehensively briefed on issues on the TEC’s agenda. Ms Bax expressed concern with ACTA’s effect on consumer rights, and emphasised the lack of stakeholder support for the poultry issue. She asked the EU to make no concessions on REACH and the US to make no concessions on SDoC. She welcomed the TEC’s work on import safety, RFID and consumer protection on the internet. 

Mr Price expressed surprise that TABD and TACD’s recommendations were so consistently diametrical. He encouraged the two dialogues to work together and identify common positions.  
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Plenary Session
I.
Opening Remarks

II.
Report on Work of High-Level Regulatory Cooperation Forum

III.
Regulatory Cooperation on Import Safety and Consumer Protection Issues:  Information Sharing; Approaches to Third Countries


A.
Food and drug safety

B.
Preparation by the U.S. Federal Trade Commission and the EC Directorate General for Health and Consumer Affairs of an agreement on mutual assistance in consumer protection matters 
IV.
Review Status of Outstanding TEC Commitments

A.
Issues to be Discussed

1.
REACH implementation including cosmetics ingredients 



2.
Poultry



3.
SDoC for electrical products



4.
Mutual recognition of secure trade partnership programs



5.
U.S. GAAP equivalence

B.
Issues to be Noted

V.
Secure Trade: Exchange of views on 100% scanning and preparation of future work on secure cargo 


VI.
Investment Dialogue

A.
Follow-up on implementing the EU-U.S. Open Investment Statement:  Maintaining a non-discriminatory open investment climate while meeting legitimate security concerns 

B.
Sovereign wealth funds:  OECD guidelines for recipient countries and the International Working Group of Sovereign Wealth Funds (IWG) work on Generally Accepted Principles and Practices (GAPP).
C.
Ongoing efforts to address third-country issues of shared interest

VII.
Financial Markets Regulatory Dialogue

A.
Insurance and reinsurance issues

B.
SEC-EC efforts to develop a process for assessing comparability of securities regulatory regimes and other ways to facilitate cross-border capital markets liberalization.

VIII.
Open issue for future discussion

Amending the Framework Agreement to address energy technologies and climate change, including the development of compatible methodologies on sustainability criteria for biofuels to be used in U.S. and EU regulatory approaches.
IX.
Next steps of the TEC
A.
Agreement on progress report including:

· criteria for adding items to TEC agenda, including process for stakeholder input; and

· confirmation of the 2007 “Framework.”



B.
Agreement to prepare a medium-to-long-term TEC work plan

Principals Working Lunch

Lunch Discussion:  Policy response to address the financial crisis and its consequences for the global economy
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