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(Mr. Guy Vanhaeverbeke is Deputy Director of the Information Service at
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The Impact of the Enlarged Europe on the United States and Europe

The subject of U.S.-~European relations, increasingly
receives a great deal - if not always the proper kind - ofrattention.

One of the Atlantic partners, the United States, has the
most powerful economy on earth with a GNP well over the trillion dollar
mark. The Common Market, on the other hand, forms the largest commercial
power in the world. The economic, commercial and monetary data, covering
the multi~faced relationship between the Atlantic partners, form a
thickening and often confusing haze. gspecially on the eve of major
international trade and monetary negotiations, data are perceived differently
and generate a curious mix of confidence, perplexity and apprehension.

Notwithstanding certain points of friction, the balance sheet
of this relationship, so far, shows healthy profits for both sides. After
the forthcoming enlargement of the Community, no fundamental change should
occur in this basically favorable relationship, provided the major economic

partners of the world avoid to get caught in their own rhetoriec.
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;—The;Eurépeaﬁzﬂemﬁuxity i:‘the middle of a pr cess of -

[

f:;adjuscment.‘firet a group of- aix countrles (Beigiﬁﬁ, France,VGe;ﬁany:
‘Italy, Luxembourg and Netherlands), it hag on the ]strof January,. 1973,

1~:become a community of nine countries with the addition of Great Britain, -
iDeﬁmark;and Ireléndf

- ;;,, .. . The Edropean Community has realized a full customs union

among its member-states. It has developped common policies in areas such

as trade, agriculture, antitrust legislation and - to a large extent - aid
to the developing world. The European Community has embarked on an economic
: and,monetary union plan. It is Dreparing a European policy in the area of
environmental protection, industrial policy and regional policy

The'European Community disposes:df its own institutional

"Euroaean legislation

structure and a decision-making process producing
“applicable within all of the member-states. The European Community budget,
formerly financed by member-state conicributions, will soon be an autonomous

taz-raising body.

Trade and Investment Patterns

A sound way to evaluate what the Enlarged European Community
will mean to U.S.-European economic relations is nerhaps to remember the
effects of the former European Community in the area of trade and investments.

The total U.S. commodity trade with the European Community in

1972 exceeded three times the level of trade in 1958, when the Common Market
was formed, U.S. exports to the Community had thus risen from 2.8 billion to
9 billion dollars. Department of Commerce statistics tell us that from 1960
to 1971 overall U.S. exports rose By 116% whereas toward the Community ﬁ.S.

exports increased.by 143%. The expanded Common Market W1l be the number one

market for U.S. goods




© The Community's overall imports from third countries reached

_more than 45 billion dolléfs:iﬁfi9f0, antbé'game bééis,:ﬁhe enlarged
V'éﬁrééeéﬁ;C6ﬁﬁﬁﬁity:iﬁpééﬁediéoéds Qgrth'$?orﬁillion. Fbrécaétsrfor 19807—"
say that by theﬁ,the Eu:opean'Cbmmunity will represent a market of about
130 billion dollars, This gives some idea of the possibilities that are
open to American ekpqrﬁers.rr

~Not_only the volume of transatlantic trade is impressive,

L R

7 the pattern of this trade isiequélly significant: the United States

VSCQred an'average surplus ~-- of 1,7 billion.dollars =~ in its trade
© with the European Communityﬁr Even in 1971, therfigures showed a
sﬁbstantiél U.s. tradé surplus wifh the European Community ($1.3 billion).
Today'ii is partiéulérlyrsignificant that whereas the overall U.S. trade
~'balance is showing a $6.4 billion deficit, Japaun alone accounts for more
than $4 billion of that deficit, Canada $1.5 billion,; and the rest of
the world including the enlarged European Community, only $500 million.
(The most recent Department of Commerce figures show, for 1972, a U.,S,

frade deflcit of 165 million dollars with the Six.)

Among the factors that have helped considerably the growth of
U.5. trade with the European Community is the rapid rise in the standard
of living which accompanied the creation of a large single market in the
Community, Indeed, we share the belief of the United States that the key
to economic progress lies in competition. The establishment of the
European Community has considerably enhanced competition within the
Common Market area, which in turn has boosted economic growth and the
inherent demand for investment and consumer goods. This situation
doublessly has encouraged the liberal orientation of the European

Community trade policy.

.00/00




Another reason forrthe spectacular grovth of U.S. emporﬁé"r
,jto thp Europoan oommuni;y is the low level of the Lommunitv s ‘common -
VVLUStme tariff. The Community is now sulrounded by the loweat tariff
average among the major industrial areas (Average post Ponnedy Round
ratés for industriai products are. 6.0% around the European Community
against 7. 6m for Great ~Britain, 9, 7 for Japan, 7.1% for the United
States.Only l A% of European Community tariffs on industrial goods
are over lOZ and 2.4% are over 15% COmoared to 38.3% of U.S, tariffs
over 10% and 23.7% over 15%); |

One of the'obvious results of British ontry into the Europoan'
Community will be the reductlon of Brltain s tariff to the low level of
the Community 8 protection,
The economic relations between the United States and the

Community not only include the flow of commodities. The rising activity

of American firms within the Community must alsc be taken into account.

These investments have grown sixfold, from $1.9 billion in 1958 to zn
estimated book-value of $13 billion in 1971. In the past decade the
Community has been the fastest growth area for American direct investment.
In 1938, investment in the Community, largely in petroleum, comprised
only 7 per cent of total American investment abroad. By 1970 the
Community proportion had grown to 15 per cent of all American investments
and three~fifths of it was by then in manufacturing.

The growth of direct American investment, however, is more
accurately seen from the figures for the annual expenditure of American
capital investment in the Community. Capital expenditure is made up of
capital transferred from the United States, capital raised in Europe, and

reinvested earnings. Annual capital expenditures in the six Community
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- countries were $420 miliidnrin 1958 buﬁ are estimated at $3.3 biiliqn”’
for 1972, s - |

This American direct investment has an impact on Amexican
_exports to hu?opn and thus on the U,8, - Community balance of trade.
Todav more and more American. products, from computers to detergents, are
produced in Furope and are no - longer being exported from the United States.
"VIn 1968 the last year for which complete figures,are available, the
sales of American manufactnring subsidiaries located within thé Cbmmunity
totaled $14 billion. This was an increase from $12 billion in 1967 and
$4 8 blllion in 1961. Thus, in 1968, the sales of manufacturing subsidiaries
‘were nearly 2.5 times thervalue of total American exports fo tne Community
and nearly four times thervalue ofrexports of manufactured products. It - R %,i‘
is impossible -to ascertain the exant amount of American exports which are
displaced by production in Europe. But it is clear that a large degree
of the capital migration from America to Europe was promptéd by the
conclusion of American companies that it was cheaper Lo produce in

Europe than to export finished products from the United States. However,

to me, the striking fact remains that it is precisely the area of the

world where American investments grew most spectacularly, which is also

the area of the world where the U.S. economy still maintains a relatively

favorable trade balance,

Conversely, direct Community investment in the United States has
not been large. The book value of this was $1.4 billion in 1960 and $3.5
billion in 1970. The reason for the low level of investment lies partly
in U.S. policy toward foxeign investment. As stated in the Commission's

1970 "Memorandum on Industrial Policy", certain features of American
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’ legis1ati0n hinder dlrect foreign investment in the United States. In a.

: whele series of industries, sach as av1ation electronies, insurance,

'1,and mannfacturino of alcoho]4c ‘beverages; no foreilgn investments are

allowed. American antitrust jaws, in addition, are applied not only agalnst
:American subsidiaries of foreign firms but also against the parent company
for their activities'outside'the United States. This restriction has
stopped manylEurdpéén fifms from investing in the United States. The
European Commuﬁity,Aonrthe other hand, only applies its antitrust rules
against parent companies for their activities carried out either directly
or through sub31diar1es withln the Community. As is shown by the 1nvestment
'7 patterns of American firms in Europe, a convenient way of establlshing a
foothold or extending company operations in a market is the acquisition
of existing firms, Such traﬁsactions are often attacked in the United
States by antitrust officials.

The répatriation of profits from American subsidiaries abroad
has recently become a major new source of reveuue in the American balance
of payments. Remitted income on tontal U.S. direct investment abroed rose
from $2.95 billion in 1960 to $9.3 billion in 1971. In 1971 American firms
in the six original Community countries repatriated $1.2 billion,
reinvesting the remaining profits in plant expansion in Europe.

Thus, the U.S. economy benefits doubly from European integration:
from a considerable increase in U.S.-European Community trade and from

the impressive income growth through investments in Europe. Both make a

major contribution to the credit side of the U.S. balance of payments.,
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' Béééuse'df'its’ﬁeavy dependence on trade for the development
,;pf its:CﬁP (trade,agcounts for 20% of the GNP,pf the Europeap*Communityr
_and éﬁly,for 7% of the U;S. GNP), the Community had fo follow "open”
tréde1aﬁd investment policies.

| VVThe'ecohomic structures of the United Kingdom and of the other
,*éppliéant countrieé are; in this respect, similar to the structures of
~ the Community countries: also a large percentage of their GNP is dependent
on foreign trade. Their policies toward direct U.S. investments have
been equally liberal.

When countries or groups of countries wiLh open trade and
investment policies decide to merge into a vast economic union, there are
good reasons to believe that the subsequent economic blending will bring
about an open entity where increased competition creates increased wealth.
Logically, the U.S. business world should contemplate the enlarged European
Community as a more prospercus client and -~ as every salesman knows very
well - the more prospercus a customer, the hcéter chance there is of
gelling to him. (Incidentally, it is for this very reason that the rich

American market is an important factor of world trade.)
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"ﬁgricultb\;ii:_é" = ST T T T e
| Amgrivan afffcﬂalc confend that the Comnunity 8 #gricultural
Vpolicy 1is exces&ively protectionlst ‘and harmful to U.S, intereSﬁsf Theser ~
rcharges are not supported by the U.S. Department of Agriculture statigtics!
| The fact is thatrthefEﬁroﬁéan Community remains the largest
market byrfar fér u.s. agricﬁltufal exports; which totalled $i 3/4
billion in 1971. Since 1964, the last year before the effects of the
Common Agricultural Policy (CAP) made themselves felt, American farm
exports to the Community grew by 42% as compared to 26% to the whole
world.Of course, not all U.S. agricultural produce has scored the fabulous
gfowth of séybean/exports to the Eﬁropean Comﬁunity over fecent yeafs
(%800 ﬁillion in sales in 1971). Exports of other agriculﬁural commodities
remained stable, some have even dropped.

Naturally, such divergent developments reflect problems for
which the Common Agricultural Palicy serves 'as an easy scapegoat. In
reality, they often reflect conflicting intsiests between American
producers and exporters of interchangeable and competing products.

Forty per cent of U.S. farm exports enter the Community facing
neither duties nor quota restrictions. The other sixty per cent undergo
what is called a variable levy or tariff, which is the basic CAP instrument
of pfotecting the European farmer against a chaotic world market ,

There is no point in denying
that such protection exists around the European agricultural market. But
there is no point either in pretending that a totally open, non~protected

agricultural market exists in any of the industrialized states we know.
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The methods and deviées of protection may be differeﬂt fr6m'5né coﬁntrQ
ﬁd‘énofhér;'but—éomehow'fﬁey'eﬁist in every country. 7

" The U.S$, protective system mainly consists of quotas and
governmental income support to farmers. The European Community has the
variable leviesrand a price support system essentially carried by the
consumer. Should we make a comparison of protection in the United States
and the European Community? Supposing, for example, all supports in all
forms were discontinued both in the United States and the Common Market.
This would come to a $1,320 per capita income drop in the United States
and a $860 per capita drop iﬁ the European Community. In other words,
competition between agriculture of different countries amounts in fact
to competition between public treasurigs of these same countries.

When the European Community proposed to bring some order in the
world's markets through international commodity agreements during the
Kennedy Round, the United States refused.

In February 1972 the United States and the Community reached
an agreement on several agricultural issues, including grain stockpiling,
citrus fruit, and tobacco. On the same occasion both sides concurred to
initiate the long-term multilateral negotiations within GATT during 1973,
which will cover both industrial and agricultural products. The Community
maintained that one means of achieving order in world agriculture is
through international commodity agreements. Such agreements are important
for developed regions, such as Europe and America, but crucial for th;
developing countries, which despite efforts at economic diversification,

still depend heavily on agricultural exports.,
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V:VWiii B£¥t;£§'g"§ét;y into the Céﬁﬁ@nrﬂa%kéc‘ﬁéve aﬁ impaét”f
‘on agricultural world trade? The answer is yes. What exactly the
:;impact,will be is:difficult to predict: There will be no problems, Qf,',u
_ tourse, for products that have nc tariffs, such as soybeans. The United
Kingdom will have to eliminate its present 10% duty on soybeans. Presently,
" tobacco undergoes mofe taxes and excises in the U,K, than in today‘s
hiﬁé Eﬁrdperan Cdmunity countries, Threr agricultural products for wh-ich
British entry may cuase a change in trade patterns —- butter, bacon,
sugar -- are not of major importance to U.S. exporters,

The Common Agricultural Policy is not a rigid set of
protectionist devices. It is a practical and relatively homogeneous
system, replacing the ﬁréviously existing panoplies of different ngtional
~- and often very restrictive -- regulations in the field of agriculture.
It is conceived according to the preseﬁt European agricultural situations,

yet it also takes into account the interest of Europe's traditional

rt

rade paviners,

Finally, the CAP is the prerequisite for the structural changes
that will allow Europe to achieve successfully its green revolution.
Fourteen per cent of the total working population in the European Community
is still employed in agriculture, The corresponding figure for the United
States is four per cent, Half a million European left the agricultural
sector every year in the sixties., The same flow is expected to continue
in the coming decade., Allowing this massive process to take place smoothly
is one of the goals of the CAP.

Basically the cost of this policy is picked up by the European
consumer who pays a relatively high price for his food, not by Europe's

trade partners as it is too often suggested by US spokesmen,
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ilRéiaﬁioﬁé wifﬁxﬁﬁé'Third Wérld.

: ) e ! e o
The European Community's policy is also 'open' vis-a-vis

developing natiens. The Commen Market is the largest importerv of third

world products. From $6 billion in 19% 8 imports from developing countries
gfew to mqrerthanr$16 billidn in 1971. The Community has a trade deficit
of over $4.7 billion with the third world. Despite this massive deficit,
the European Cemmunity was. the first economic entity to follow a U.N.
recommendation intended to promote industrialization through trade with
the developing nations of the world: on July 1, 1971, the European
Community abolished completely its customs dpties on imports of finished
and semi-finished goods produced by more than 90 developing countries.
These measures are still considered insufficient for the needs of the third
world., However, the main weakness of the plan is probably that it is not
put dato effect throughout the developed worldl

In addition to these generalized trade preferences applicable
to the developing countries, the Community felt it had a speciai
responsibility toward a number of specific Mediterranean and African
countries. The latter enjoy not only privileged access to European markets,

but also special financial and technical assistance programs.

Agreements and associations of this nature - especially
the recent Furopean blueprint of a coherent Mediterranean policy -
continue to be the object of complaints by U.S. spokesmen. All these
agreements are aimed at the establishment of free trade areas or
customs unions under which substantially all the trade of the countries
concerned will be progressively freed from customs duties, thus
fulfilling the rules of GATT. In the case of the driginal African

agreements free trade has now been achieved. In fact, these

agreements have often turned out to be profitable even to American




regﬁérters in that tﬁeyréﬁabled African andrMedite?raﬁean countries to
VQCQQiréréhe necessaﬁy Cuf:ency to enlarge théir #ﬁfchéseé in the United
States. | | o | |

o Indeed, Both as a richer outlet for exports and because éf thé

"trade creating effect" of any free trade area, the markets of these cqunttiesf
have been, and will continue to be, more attractive to U.S. interests.

When particular problems emerged, the European Community always showed
willingness to discuss., For exaﬁple, one of the products, on which éome
Mediterranean countries have received preferential access to the Community
market, was citrus., After two rounds of negotiation, the Community, prompted
by U.S. preoccupations, lowered its tariff on oranges from 15 per cent to
5 per cent during the four months of June through September, the period when
over 80 per cent of American oranges are exported to the Community.

A final but important element in thé Community's Mediterranean
policy is the contribution which Western Europe can make in this troubled,
and potentially explosive, part of the world. It is clear that such agreements
are a first step toward an increased European presence in the Mediterranean
area, as a factor for equilibrium and peace. The constructive role that can
be played by Europe in relieving the strains and pressures felt by the

countries bordering the Mediterranean is undeniable.
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It is fruerthat such a role cannot find full expression merely in giving
'?sbme tariff advantage fpr a product such ag citrus fruit, For the moment, _
the Community doeérnot héve other iﬁstruments for assiétémcesrThe |
Community is aware of this lack. It is trying and will continue to try to
' find'bertter and more efficient means to realize its aims.

| Calculated on the baéis of GNP percentage, the total Europeaﬁ
,VCoﬁmunity contribution to development aid is now 1.2 per cent (whereas

the U.S. share, in relation to its GNP, amounts to half that figure.)

The Community's enlargement as well as the
decreasing U.S. interest in development assistance gives a sense of
immediacy to the European responsibilities vis-a-vis the developing world.
A common policy of development has been proposed to the member states of
the European Commnity. Meanwhile, it is difficult for Europeans to under-
stand why American criticism concentrates on this area of aid to
the developing world where the Communtivy has clearly taken over a
considerable share of & task which was previously burdening the

United States.
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:,Japéneée%commuﬂity Trade Relations.

ASiaﬁ,eXplanation,for'the rapidly rising Japanese exports Lo the
‘American markét;”Amgfiéan andeabéﬁese spokesmen haVergéﬁplained that this
ris due to'Eutopeéh,C§mmﬁniﬁyVéfotectionism agéinst japénese products., This

“also is gfféciie'argument ﬁof bérﬁe out Sy tﬁerfaéts.

Sincerthe Cémmunity's founding in 1958, Japanese-Community trade
has been one of the fastest growiﬁg in the world. In 1958, theVCommUHiﬁy
exported $139 million worth of goods to Japan and imported $117 million
worth from Japan. In 197lithe Community imported $1.542 biliion from

VJapan and exbortéd $9377million to Japan. In 1971 alone Japanese exports
to tﬁe Community rose by 25 per cent over 1970; Japanese exports rose by
44 per cent to Fraunce and by 45‘per cent to the Netherlands.

Prior to 1968 the Community had a small but regular trade surplus
with Japan, but since then it has had an ever-increasing trade deficit.

In 1968 the deficit was $16 million, in 1970 $245 million, and in 1971
$605 wmiilion.

Historically, the United States has been a more important trader
with Japan than has the Community -~ both for exports and for imports.

In 1955, for example, 23 per cent of Japanese exports went to the U.S.
market and only 4.0 per cent to the market of the six countries that now
form the Community. In 1970, 3l per cent of Japanese exports went to
the United States and 7 per cent to the Community. A similar situation
existed for Japanese imports: in 1955, the United States accounted for

31 per cent of Japanese imports, while the Common Market "Six" supplied

only 4 per cent. In 1970, the United States accounted for 29 per cent

of Japanese imports, while the Community's market share was only 6 per cent.,,i
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The causes for the different ‘level of Community«Japanese'trade

as compared to'Americaanapénese trade are many. Among the most importanp
is the distance between Japan and:Europe and the resulfing higher
transportation costs. Therdistancé between Tékyo and San Francisco, by
sea, 15,4,500 nautical miles; the distance between Tokyo and Rotterdam,

also by éea, is 14,500 nautical miles.

The natural barrier of two oceans has limited trade between Asia and
Europe. This has been true not only for commerce with Jépan but also with
other Asian nations,
Also limiting trade between Europe and Jépan is the structure
of industries and trade, U.S, -Japanese commerce is naturally comple-
mentary, with the United States exporting mainly agricultural products
and raw materials to Japan and importing Japanese manufactured products
and machinery. Japanese and Furopean industries, however, specialize and
have their competitive trade advantage in almost the same fields. The two
also trade each other almost the same products -~ consumer goods, chemicals,
classical capital goods, and machinery. In America, for example, the major
competition met by Japan in fields such as sub-compact cars or
appliances comes not from American products but rather from European
products. When this same competition is transferred to Europe, the local
producer with low or nil transport costs has an obvious and important
advantage over the product that has to be transported nearly 15,000 miles.
The Japanese thus have concentrated on the closer American market,
with its totally unified economy without any internal barriers to trade, its
single language, 200 million consumers, and the highest standard of

living in the world,
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To take one,imﬁortant exaﬁpie ~=- automobiles. Japan in 1971
rexported'ébgﬁt"lOO,GOQ vghicles “to -the United: States? with a large
 pr0p9rticn being sold in the geographically closer Papific Coast area.
In the American market 6ne of the major competitors for the Japanese car
is,thersmailrﬁﬁroﬁéan automobile. In 1971 Japan exported an estimated
'120,CQO véhiclesrto theVCommon Market, Only Italy maintains restrictions
-on impdrting'Japanese,autcmobilés.rThe explanation for the difference
between Japanese auto exports to Europe and to the United States is
found in therstrqnger comﬁetition the Japanese products face in the
European market.

It is true that member states of the Community still maintain
some quantitative restrictions against Japanese products, as does the
United States especially through the so-called 'voluntary self-limitations.'
The Community is negotiating a commercial agreement with
Japan, which will replace the four treaties of Benelux, France, Germany,

and Italy. The aim of this new treaty will be reciprocal reduction by

75 per cent of the quotas in effect on January 1, 1970.
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- The Monetary Situation.

Decerber 18, 1971; theVWerd's ten 1éadingrindﬁ3trial nations
reachéd dgreement on changiﬁg the parities of the major qurrenéies. Thisr
ended the first phase of #ﬁe internationél monetary crisis,'which had
begun with the floating of the West German mark lastryear in May and
“of thé American dollar last year in August.

The member states of the Community played an important role
in the attainment of the December agreement in Washington. This involved
‘their acceptance of a subétantial devaluation of the U.S. dollar as well
as the revaluation of some European currencies. These heavy revaluations
resulted in a commercial handicap for the Community member states and
a weakening of their interuational competitive position. This took place
at a time when there also existed a less favorable economic situation in
certain Community countries. Currency revaluations vis-a-vis the U.S.
dollar varied from 7 1/2 per cent for the Italian Lira to 13 1/2 per

cent for the German Mark.

The Washington agreement, however, was but the first step in the
more fundamental reform ui the international monetary system. The
Community's Monetary Committee in its annual report recently wrote: "The
realignment of exchange rates ended the uncertainties which resulted from
the floating of currencies and whose negative effects on economic expansion
and trade had already begun to be felt in a number of countries. Never-
theless, the application of a mechanism better adapted to the present

requirements presupposes that a certain number of other problems will be
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“resolved concerning, in particular, the future system of convertibility,

rﬁhe role ofrgold, reserve currencies and special drawing rights, the
'rsﬂﬁpiy éf édeqﬁate iﬁéfruments 6f rééerve, therdegree of exchange rate
: flexibiiity,—aé tﬁe‘samE"time as the control of undesirable capital
movements ., "'

In discussing. its monetary situation, the U.S.

Administration stresses the trade aspects of the American payments
deficit. An analysis bf the U.3. balance of payments, chever,.shows
clearly that such an explanation provides only a partial answer. The
origin of the payments disequilibrium must be found mainly in the continu-
ing large outflows in short- and long-term American capital.

Thereris no doubt that there has been a decline in the American
trade surplus since the Sixties when it averaged $5.4 billion annually:
yet in 1970 the United States still had a trade surplus of $2.1 billiomn.
In 1971 the United States ran a trade deficit of over $2 billion,
although as noted above it still had a large trade surplus with the
Community. This overall trade deficit was partially the result of
temporary phenomena, such as extended dock strikes, persistent and high
domestic inflation, and low productivity gains. It may also partially
result from some slowly moving structural changes in international trade,
such as the strong American increases in raw material imports, the change
in the United States from a '"manufacturing oriented" to a "service oriented"
economy, and the impact of multinational corporations. The Community
considers, though, that it is not up to the United States' trading
partners, through substantial trade deficits, to carry the whole burden

of achieving an adjustment in the American balance. of payments.
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_ The United States in 1971, according to Ameriéén statistics;
~had a deficit in official feéervé traﬁsactions of $30 billion. This
w#s an increaée éf $26 billién'over the $9.8 billion Heficit,in 1970.

Of thaffpayménﬁs 1971 deficit, only $3 Dbillion was duerto thé
;rade dgficit.iTrade alonerthus does not explain the American balance
~cf payments deficit. The great bulk of the deficit was due to short-—
and long-term capital outflows. Direct investment capital outflow,

Vfor example, ﬁaintained its high 1evei during 1971 and totaled more than
$41/2b11lion. Such outflows in investment capital took place despite
American programs to control foreign direct investment. There is thus
concern over recent propesals by some American officials to remove these
controls at the same time as attempting tc turn around the balance of
payments.

These deficits in the American official reserve transactions,
which were lavge ecven in the early Sixties, have been financed by limited
tworican, sales of gold bui mainly by the accumulation of huge dollar
holdings, especially by European central banks or liquid balances in the
private sector, Eurodollars.

The decisions announced by President Nixon on August 15, 1971,

were seen by Furopeans not as a routine economic incident but as a

curning point in the history of international political, economic and

monetary developments. The problems deriving from the U.S. decisions not

only involved the reform of the international monetary system and the
elimination of obstacles to world trade. They were also connected with
financial participation in defense (see Annex). The crucial issue was
not only the dollar but the reshaping of the monetary, commercial and

political pattern of the West. The problem is one of monumental dimensions.
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'5It1WOui§ibe Gﬁréasdhabié to assume that the answers will be easy.

- The Buropean Community is confronted with an external process

'",7of readjustment - the reconstruction of the shattered international

moﬁéﬁafy'system and a new round of international trade negotiations -
at a ﬁimerwhén it 1s also going through a delicate phase of internal
téadjustmeht: the transition from a Community of six nations into a
Commﬁnity of ‘nine nations and the building of its own economic and
monetary union.
Under those circﬁmstaﬁces, the Community wants to strengthen
its own structure, to avoid the temptation of a return to national
bilaterism which would depfive therEpropean Community of its only weapon:
concerted action to defend the interesf of‘its countries., Together, the
Communicy countries form the most formidable trading‘and monetary unit
in the world. Divided we have the means neither to defend our interest
nor to participate in the creation of a better international monetary order.
The recent Summit meeting of nine European lHeads of State and
Government in Paris demonstrated that European cohesion is also improving
in the moiuetary area. Gradual but important steps towards the realization
of a European monetary zone, the definition of a Furopean monetary identity
which would help the international monetary system to function better. In
the short term, the key provisions of the European monetary plan seek:
firstly, a narrowing of the allowed fluctuation bands among Community
currencies; secondly, a regulation of the unwanted, speculative, "hot"
money flows in the European Community countries; thirdly, the creation of
a "Eu;opean Monetary Cooperation Fund'.

It must be stressed that the emerging European‘cohesion and
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solidarity is not oriented against anybody, and certainly not against

the United States. Its first goal is to prevent the existing European
Coﬁmunity realizations from desintegrating. The Community will continue

to work in the framework of international institutions. It is also
understood that monetary and trade policies are closely linked, and that
cooperation among governments for a better functioning of the international
monetary system constitutes one of the essentials for the success of future

negotiations in the area of trade policy.
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The Enlarged Cominunity

The entry into the Community of Britain, Denmark, and
Irelandon January 1, 1973, is an event of major significance for the
Community and for the world.

The United States has steadfastly encouraged the Community's
enlargement. InJanuary 1973, following the official date of British
entry, President Nixon repeated this support in a letter to the Commission
President.

As noted above, the formation and development of the Community
has been beneficial for both the political and economic interest of the
United States. There ig every reason to expect that these benefits will
continue and increase in the enlarged Community.

One of the results of Community enlargement for American exports
will be a major lowering of industrial tariffs. In four steps ending
July 1, 1977, the British tariff will be brought into line with the lower
Community tariff. Preferential treatment presently givenby Britain to vnroducts
from Commonwealth countries will be phased out. The tariffs on some
industrial and agricultural products from the three new members will be
raised as a result of entry Tlnder GATT procedures, compensation via other
tariff reductions will be given to any country that suffers such tariff

increases. Negotiations for such compensations are under way.

Of more importance than tariff reductions for American exports
is the stimulation of the British economy which entry is expected to bring
about. Since 1958 the Community Six have experienced a faster rate of

growth than the overall European average. This is called the dynamic effect
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of economic integration, Increased prosperity of the three new member
countries will make them a better market for American exports.

The enlargement of the Community will also undoubtedly see a
rationalization of American direct investment in Europe., Britain and
the Community of Six are both areas of high American investment, and
firms will now be able to plan expenditures for one large unified market
of nearly 260 million consumers. At the end of 1971 the book value of
direct American investment in the enlarged Community was about 13 billion

dollars in the Six, over 8 billion dollars in Britain.

The enlargement of the Community affects not only the three new
members but also the remaining members or associate members of the European
Free Trade Association., EFTA established an industrial free trade area

comprised of Britain, Denmark, Norway, Austria, Finland, Sweden, Switzerland

3

lceland, and Portugal. The seven latter countries could not or would not
become full members of the Community. At the same time, however, they do not
wish to re-erect the tariff walls between themselves and the four departing
EFTA members. Future trade relations with the enlarged Community are very
important for these EFTA countries. In each case, about half of their trade

will be with the European Community.
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The Community, therefore, has negotiated industrial free trade

agfeeﬁents with'Six countries and is still negotiating such an agreement

with Norway. These will fully conform with the GATT rules, which provide

for the establishment of free trade areas.

veol



CONCLUSION

By way of conclusion, I would like to say that the reasons
which call for common action and cooperation between the Community and
the United States are innumerable. Tt is also evident that we are bound
to have fwiction, However, we must prevent these cases of friction from
developing into fuli-fledged criseas we should not speak lightly of trade
wars, as if they amounted to 1ittle more than a Saturday afternoon touch-
football game.

The European Community is going through a difficult process of
igternal adjustment, the United States faces its own political and
economic tensions., The temptation is big to focus our attention exbessively
on our own internal developments, ignoring what is going on abroad or,
even worse, of blaming our neighbors for some internal difficulties. There
is also a natural human tendency to search for easy explanations to the
many complexities of our situation. Easy explanations often take the shape L
of clichés which then sneak into the conventional wisdom. Finally, I think
we live in a period where many of us find it hard to resist a morbid
tendency to accentuate the negative. Or is this only a suverficial impression
due to the fact that most businessmen involved in transatlantic trade make
excellent profits and remain discreet about them, whereas those who are
hurt by international competition display great talent in publicizing
their complaints?

Also, many Europeans are surprised by the way Americans suddenly
start questioning all of the chapters of their foreign policy and foreign
economic policy at the same time. It seems that this mood of excessive ri
self-criticism does not allow for enough difference between successful

and less successful chapters of policy. There seems to be a lack of

recognition -- not so much from the part of the Europeans as from the
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ﬁartrof'the Americans theﬁsglves:;é'that the story of Atlantic relations
over the past quarﬁer ofra century is a brilliant success story. All of
the established politicalrand economic goals have been reached. There is
full awareness from the Europeah side that this was primarily made possible
thanks to the enlightened and generous U.S. foreign policy of the post- 7 fp?"
World War IT period.

Since the end of World War II, the world has experienced a great

liberalization of trade, which has helped to raise the standards of living

in all countries. The very existence of the European Economic Community
since 1958 has been a stimulus for free trade in Europe and in the world.
Neither the Dillon Round nor the Kennedy Round would have been possible

without the existence of the Community. The Community firmly supports

the new GATT negotiations due to start in 1973 and maintains that these

talks should pay particular attention not only to the interests of the
industrialized countries but also to those of the developing nations. The
Community is committed to freer world trade and rejects any incipient trends
toward protecticonism or mercantilism.

The foundation of the European Community and its development have
been good for Europe; they have likewise been good for America. The Community
has been the most important element in the postwar movement to bring the
peoples of Western Europe together. It has resulted in peace and prosperity
on a continent that has known much bloodshed. For the United States, the
Community and the policies it has followed since 1958 have benefited American
interests in trade, monetary relations, and investments.

Perhaps, George Bernard Shaw offered the right diagnesis
of what some describe as a transatlantic chill: there are, he said, two possible

tragedies in human life: the failure to achieve one's desires, or the
24 ’
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';?knGWiedge:thét cnerhas achieved -them,

Anyway,runder those circumstances it is the role of the Governments -
' t0,keep:th¢ir cool, their sense of proportion, and in the final auaiysis
'tO'keépkthé,reai interests of their people squarely before their eyes.

It is also the role of business organizations, from both sides of rhe

i

Atlantic, to favor the flow of ocbjective and complete information and to
stimulatercontacts at all levels. Your meeting today should be complimented
és an example of a positive effort in this direction.

In Furope, the European Community and the Governments of member
states seem well determined to search for a proper definitien of relations
between the European Community and the rest of the world -- especially with
the United States. This is also the reason why it was recently proposed that,

when President Nixon visits Europe, he should also plan a visit to the

European Community institutions in Brussels.

The future of U.S.-European relations also depends largely on our
faith in ourselves and our efforts. The final shape of our relationship

involves, as with everything in the area of life and creation, an element

of the unknown that we progressively reduce as we forge ahead.
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7 rMiiitary Burden Sharing

There is one issue which does noct belong to the area of
Véompéfence of the Eufbpean Community, but which, in the mind of many
Amefiéans, seems to be 1inked with the economic dossier of our relations:
the militaryrburden sharing within NATO. Here also a few bare lacts and
figﬁres might be recalled, first for the sake of completing the picture
of U;S.-European relations and in order to illustrate the significant

~contribution of Furopeans to Western defense.

1. The United States now has slightly more than 310 thousand troops
in Europe. The European NATO Allies maintain almost three million men under
arms. American troops are stationed in Germany, the United Kingdom, Greece,
Turkey, Spain, Greenland and Iceland. In addition there is the Sixth

Fleet in the Mediterranean. The bulk, about 225,000 military personnel,

are located in Germany. Dependants of defense-related personnel number
about 225,000 of which 150,000 are in Germany.

2, The annual budget cost to the United States of maintaining forces
in Europe, associated with their deployment, is approximately 3 billion U.S.
dollars. The cost to the European Allies of their men under arms is in
excess of 26 billion U.S. dollars.

3. European NATO forces comprise almost 90% of NATO's ground forces,
80% of its sea power and 75% of its air power.

4. As a result of discussions in NATO the Europeans have now
embarked on the LEurobean Defense Improvement Programme' which
totals approximately 2 billion dollars in addition to the normal defense

expenditure of European NATO countries.
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Furopean Allies have also embarked upon a five-year modernisation

Ut

programme to strengthen thelr conventional
capability, particularly in the fields of anti-tank armsmeﬁt, éommuniqations,:
nobllisation, improved stock-piling, air defense and maritime forces.

6. © 7 It was in the context of repeated assurances abbht U.S. force
levels that Furopeans decided to make greater efforts in their own defenge.
It could well be argued that unilateral American reductions could halt the
trend of rising European efforts.

7. Some people argue that the cost of maintaining American forces

in Kurope runs to 14 billion dollars a year. This figure applies to the cost
of all American forces which would be committed to action in Europ= and the
Atlantic in case of hostilities. Most of these forces are stationed in the
United States, and in other parts of the world. Their cost would not be
affected by a unilateral reduction in Europe.

8. America's first line of defense is in Furope. U.S. troops are
therefore not in Furope simply to protect Europeans but to protect American
security interests which center on Europe.

9, PresidentNixonsaid: "The peace of Furope is crucial to the peace
of the world. This truth, a lesson learned at terrible cost twice in the
twentieth century, is a central principle of United States foreign policy.
For the foreseeable future, Europe must be the cornerstone of the structure
of a durable peace."

10. Warsaw Pact forces constitute the principal military threat to
Europe and a substantial reduction of U.S. forces could create new
opportunities for the Soviet Union to extend its hegemony to Western Europe.
11. U.S. Forces in Europe permit the United States to protect

vital areas adjacent to Europe such as the Middle East. It is
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12, " The U.S. military presence in Europe, together with significantr
éontributicﬁs by Furopean NATO Allies, provide the basic strength frém |
,Whicb,th? West can negotiate détente with the East., It is eéséntial for
NATO to keep its side.

13, Thé rééently completed Study "Atlantlc Defense in the

" of NATO, made 1t clear that a conventional defenme against the

Seventies'
Warsaw Pact is within NATO's grasp if force levels are maintained and
qualitative iwprovements made. A reduction in Western deterrent capability

would push the United States and Europe towards the choice in a crisis

of resorting to nuclear war or vielding to the Soviet Union.
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