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The “Nine” Ponder Enlargement

R

Does political imperative outweigh economic consequences?

STEPHEN MILLIGAN, Brussels correspondent for The Economist

MANY AMERICANS SEEM WORRIED ABOUT THE POSSIBLE
threat to democracy posed by Eurocommunism. But,
oddly, few of them seem aware of the huge advance made
by democracy in Europe in the last four years: Three
major European states, Greece, Portugal, and Spain, have
abandoned dictatorship, defeated Communism, and in-
troduced full-blooded democracy. After so many years
when it seemed that pluralistic democratic regimes all
over the world were constantly being toppled either by
Communist rebels or by army colonels, this represents a
triumph for democracy.

In all three countries the move to democracy was under
constant threat. In Greece the current Prime Minister,
Constantine Karamanlis, lived under imminent danger of
assassination when he took power. In Portugal it seemed
for a time that the Salazar dictatorship had only been
overthrown to be replaced by a Communist dictatorship.
And in Spain no one believed that the supporters of the
late General Franco would allow a full democratic regime
to be re-established within two years of his death. And yet
it has all happened—against huge odds. So today the
peoples of these three nations, totaling more than 54
million, live under democratic rule. All three have held
elections in which the moderate parties have triumphed
and the extremists of left and right (including the Com-
munist parties) have been decisively rebuffed.

It is important to begin any discussion of EC enlarge-
ment by considering the consequences of these three
democratic revolutions. The need to show that the West
will back the forces of democracy (which are still not fully
secure in any of the three countries) is the most important
political, strategic, and economic factor in the enlarge-
ment of the Community. The problems of letting any, or
all, of these countries become full members of the Euro-
pean Community are immense, but they are not as im-
mense as the political imperative to help defend and
develop democracy.

In all three countries the newly elected governments
have been enthusiastic to make their countries members
of the Community. Why? Mainly because all fear the
dangers of isolation, which could lead to the overthrow

of democracy. They feel that if they are tied to the Com-
munity, it will be harder for non-democrats to seize
power again. They also feel that the opening of European
markets to their nascent industries is an essential pre-
requisite for further economic growth. Greece applied for
EC membership in 1975, Portugal applied in the spring of
this year, and the formal Spanish application was de-
livered in late July.

The European Community’s reaction to all this has
been understandably slow. The EC Commission, in look-
ing at the Greek application, suggested in early 1976 that
Greece ought to go through a pre-membership period
before becoming a full member. This approach was
promptly rejected by the EC Council of Ministers, which
felt that this would be taken as a snub in Athens and
ordered that talks for full Greek entry should get under
way as soon as possible. However, at that time, the
Council had not appreciated that Spain and Portugal
would also be delivering applications for membership
soon afterwards.

In May of this year, EC Council of Foreign Ministers
met at a country castle in Kent in southern England to
talk about enlargement. Incredibly, it was the first time
that these ministers had had a full discussion together on
enlargement. And at this meeting it became clear that the
problems of enlargement were much bigger and more
varied than anyone supposed at first.

The Treaty of Rome (which founded the European
Economic Community) does not have much to say on the
subject. Article 237 simply says: “Any European state
may apply to become a member of the Community. It
shall address its application to the Council, which shall
act unanimously after obtaining the opinion of the
Commission.” Curiously, it does not even specify that the
state must be democratic, a legal omission in the Treaty
which several of Europe’s present leaders, like Britain’s
David Owen, want to put right.

The first enlargement of the Community in 1973 to
include Britain, Ireland, and Denmark was a difficult
enough business. Britain first applied as long ago as 1961.
It took 12 years before she and the others could join. In
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EC foreign ministers met at a country castle in Kent, England earlier this year to discuss the Commiinity’s possible enlargement in

southern Europe.

some ways, the second enlargement will be easier. None
of the three applicant countries has the same political
hesitations as Britain had (and still has) about joining a
supranational bloc of countries. Nor do they have the
problem of the complex trading arrangements with the
Commonwealth which the British had to disentangle. But
their economies are rather poorer than those of Britain,
Ireland, and Denmark.

The problems posed by enlargement can be grouped as
follows:

(1) AGRICULTURE. This will be easily the hardest issue to
negotiate. The three potential members are all far more
dependent on agriculture than the EC average and
primarily produce Mediterranean goods like wine,
peaches, olive oil, apples, and tobacco.

This production poses a serious threat to the Commu-
nity’s own Mediterranean regions in Italy and southern
France. Already, most of these Mediterranean products
are in surplus, and the regions where they are produced
are much poorer than the EC average. A report prepared
for the EC Commission by a special team headed by
Adolfe Pizzuti and published earlier this year found that
the economic situation in the Community’s Mediterra-
nean regions was worse than farmers in northern, tem-
perate Europe. The Mediterranean share of total EC farm
output has slumped from 18.5 per cent in 1964 to 17.6
per cent in 1973, and income per head is far lower. Most
Mediterranean farms are small—and therefore less effi-
cient. Farms of less than five hectares account for two-
thirds of output in Mediterranean regions, against only
one-third for the whole of the Community. And whereas
the number of small farms is dropping by 4 per cent in
northern parts of the Community, it is only dropping by 2
per cent in Mediterranean regions.

Typically, Mediterranean goods like fruit are only sold
for a short season and perish quickly. So prices can soar
or slump over a short period, and profitability is very
uncertain. And the Community’s own common agricul-
tural policy gives little help. Most of the policy’s price
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support systems (which produce ‘“food mountains™) are
directed at temperate, northern goods like milk, beef, and
butter.

Things have already been made worse for the Commu-
nity’s Mediterranean farmers by the Community’s liberal
trade policy with all the countries which border the
Mediterranean—from Morocco to Israel. This has al-
lowed cheap imports of Mediterranean produce which
have often damaged the Community’s own producers.

The entry of Greece into the Community poses a rela-
tively small threat to EC Mediterranean farmers exceptin
peaches and tomatoes. The impact of Portuguese entry
would also be small except for wine. But the real threat
comes from Spanish entry. Some 75 per cent of Spanish
farm produce is of the Mediterranean variety, and it is
now sold at prices up to 60 per cent cheaper than inside
the Community—a gap which has been widened by the
devaluation of the Spanish peseta after the Spanish gen-
eral election. Spain has the biggest area of vineyards in
Europe (bigger even than France’s), and its wine is often
of a comparable quality to French wine.

Inside the Community France is the country most con-
cerned. It fears that the entry of Spain could obliterate
many of its poorest farmers in the south. So the French
Government has demanded that the Community revise
its agricultural policy to protect Mediterranean farmers
before enlargement can go ahead. The French would like:
® a minimum price to be fixed for Mediterranean goods
traded between EC countries, to protect their own farm-
ers from cheap imports;
¢ minimum levels of quality set for fruit and vegetables
traded between EC countries, to protect their own farm-
ers from competition from sub-standard imports;
® a ban on the mixing of wines imported from other
countries, since much ordinary wine is made from blends
of different wines;
® more aid for Mediterranean farmers to help restructur-
ing.

These demands, however, are not all acceptable to the



and Denmark.

[talians. Although Italy, too, is worried about competi-
tion from Spain and the new entrants, it is vitally de-
pendent on trade with France. Huge quantities of Italian
wine are now sold in France, at cheaper prices than French
wine—a problem which provoked the famous “wine
war” between France and Italy and led to rioting in the
streets of the French Midi region in 1975. The protec-
tionist demands which the French now seek, to protect
their own farmers, would gravely hurt the Italians, be-
cause they would also hit Italian trade with France.

So the French may well have to reform their demands
to suit the Italians. This is likely to mean they will both
simply demand heavy extra spending from Brussels to
help their farmers. However, this will be equally unac-
ceptable to countries like Germany and Britain. The
Germans, who have to pay 37 per cent of the Commu-
nity’s total budget, are not keen to spend huge sums
subsidizing Mediterranean farmers. And the British, too,
are loath to pay more money into the EC budget and also
pay higher prices in the shops for Mediterranean goods.

The British and Germans may well retaliate and argue
that the best way to help EC Mediterranean farmers is to
give less aid to northern farmers which would save a lot of
money and cut prices of temperate goods. But this will
not be acceptable to the French, who also need to protect
their northern farmers.

And, amid the hubbub inside the Community, the new
entrant countries may refuse to accept any limits on their
ability to sell Mediterranean goods to the “Nine”—
which, after all, will provide their best hope of making
money inside the Community. They will also point out
that they are all net importers of temperate produce, like
beef and butter, from the northern Community—so why
should they not be free to sell their Mediterranean pro-
duce in return?

This complex issue will be the hardest to solve, and if
any one problem is to block enlargement (especially the
entry of Spain), it will be this one. Already in France it has
become a hot political issue, and many politicians and

The opening ceremonies for the last and only time the Community “‘enlarged”—in January 1973 to include the United Kingdom, Ireland,

i k.

farmers’ leaders have said that enlargement cannot be
allowed unless the agricultural policy is changed in the
way France wants.

(2) DECISION-TAKING. The entry of any new member
automatically reduces the arithmetical chance of agree-
ment in a system where most decisions have to be unani-
mous. This means that enlargement could make all EC
common decisions and policies harder to reach.

Since Britain, Ireland, and Denmark joined the Com-
munity in 1973, the original member countries have
complained that it has been correspondingly harder to
agree on common policies. For example, Britain and
Ireland have recently been sharply at odds with other EC
countries on farm and fish policy because their interests
are very different from those of the original six EC mem-
bers.

Most EC decisions are not taken by the supranational
EC Commission in Brussels, nor by the supranational EC
Parliament. They are taken by the EC Council of Minis-
ters. Originally, under the Treaty of Rome, Council deci-
sions were meant to be taken by “weighted” majority
(small countries had fewer votes than big ones), which
meant that no one country could veto a decision. But
General de Gaulle got the rules changed in 1966 because
he objected to this infringement of sovereignty. Today,
any country can effectively veto a decision it does not like.
So inevitably new members of the EC club bring the risk
that they will veto more decisions. There are worries, for
example, that Greece might veto EC help to Turkey, or
oppose support for a neutral policy in Cyprus. And there
are worries that Spain, with its traditional links with the
Arab world, might be more anti-Israel than the rest of the
EC countries.

On a more mundane level, the entry of three new
members poses bureaucratic problems. The Community
will have to struggle with three more languages and the
consequent proliferation of paper, translations, and inter-
preters. And the Commission will have to reshuffle all its
staff to make way for Greek, Spanish, and Portuguese
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recruits. There are worries as to how easy it will be to find
staff of the right quality and experience in these countries.

Among the present member states, there is widespread
recognition of the need to reform the decision-taking
process, but the remedies suggested are very different.
The French would like to concentrate more decisions in a
directorate formed by the big countries. Not unnaturally,
the smaller countries resent this. Belgium, Holland, and
Luxembourg all argue that the answer is to return to the
pre-de Gaulle system of majority voting on the EC Coun-
cil.

(3) MIGRATION. Germany and France are both scared that
the application of the EC rules which allow “free move-
ment of labor” inside the Community could lead to a
wave of immigrants spilling out of the three new mem-
bers. Traditionally, both Germany and France have al-
lowed large immigration from countries like Turkey and
Morocco. In total, there are already some 4.5 million
migrant workers in the Community. But the present high
levels of unemployment mean that it is politically unac-
ceptable for, say, Germany to let a Spaniard take jobs
when over a million Germans are out of work. At the
recent EC summit in London, German Chancellor Hel-
mut Schmidt strongly argued that unlimited migration
would not be possible. In fact, heavy emigration is un-
likely from Greece, but from Spain and especially Por-
tugal (where unemployment is near 15 per cent) it is all
too possible.

(4) ECONOMIC DIVERGENCE. The Community’s attempt
to create an economic and monetary union has been
gravely disrupted by the economic storms of the past five
years. Few EC countries imagine much progress can be
made while the divergences in inflation, trade, and
growth are so enormous within the existing Community.
But many hope that a renewed effort could be made as
and when the economic situation improves.

This hope, however, will be even more distant if the
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three new countries join. At present, EC income per head
ranges from $6,195 in Germany to $2,180 in Ireland. But
Spain’s income per head is $2,446, Greece’s $2,139, and
Portugal’s only $1,517. At the same time, the present
poor members of the Community can expect to get
smaller transfers via the regional and social funds than
they would otherwise get. Ireland, for example, is afraid
that it may lose many of the cash benefits it has so far
enjoyed from EC membership. A year ago, Ireland de-
manded the EC Council promise that no present member
state should lose the benefits it now enjoys from Com-
munity spending as a result of enlargement. That is a
demand which will be almost impossible to fulfill.

(5) cosrt. Since all three applicants are relatively poor,
they can expect to receive more money from the Commu-
nity than they will pay in. An independent economic
institute in Berlin has estimated that if the three had been
members in 1977, they would have cost the present
Community countries around $700 million in extra
transfers. But the German finance ministry estimates that
in 1980, allowing for the growth in the EC budget mean-
time, the cost will rise to around $1.5 billion. And this
makes no allowance for the possible cost of paying for
more help to the Mediterranean farmers.

Naturally at a time when all EC countries are trying to
trim their public spending, this prospect is not too attrac-
tive, least of all in Germany, which pays the biggest slice
of the Community budget.

All EC countries still reckon that these thorny prob-
lems are surmountable. Foreign ministers all agree that
the political importance of helping the new democracies
outweighs the economic problems. But it is far from
certain that all three countries will become members
soon.

Greece will open the detailed negotiations for mem-
bership in Brussels this autumn, and there are good hopes
that these could be finished by the end of 1978, allowing
Greece to become a full member by 1980. Most observers
are confident that Greece will achieve this without too
many problems.

But the prospects for Spain and Portugal are much
more uncertain (a) because the very size of Spain means
that the problems are relatively bigger, and (b) because, in
the case of Portugal, its economy is so weak. It may well
be that Spain and Portugal will not become full members
until the late 1980’s. In the meantime, some new form of
association may be suggested to bridge the gap. The
Belgians, for example, have suggested that these coun-
tries ought to be admitted to the Community’s political
cooperation network before becoming full members.
This would allow Spain and Portugal the political advan-
tages of links with the European Community without all
the economic consequences of membership. But this idea
has not yet won much support.



A “special case” for EC membership

JOHN PESMAZOGLU, member of the Greek Parliament and

co-president of the EC-Greece Joint Parliamentary Commission

THE ‘“ATHENS AGREEMENT’’ ESTABLISHING AN ASSOCIA-
tion between Greece and the European Community was
designed to lead to full membership. The agreement was
ratified by the Greek Parliament early in 1962 with a
comfortable majority and the only opposition from the
Communist left. In today’s Greek Parliament full mem-
bership is supported by a majority of about 80 per cent of
the electorate, including the Eurocommunist left. Oppo-
sition to Greece’s entry now comes from a socialist
movement of a neutralist orientation and from the
“orthodox” Communist Party. The present majority is
not likely to decline significantly in the next elections—to
be held not later than 1978—if negotiations follow their
normal course and the terms of accession correspond to
the legitimate interests and proposals of Greece.

What explains this positive attitude of the majority of
the Greek people towards full membership? First, the
widespread belief that European integration is a necessity
for the safeguard of peace and progress and the pursuit of
the common interests of all European peoples. The
conservative minded see of course this progress as
essential to the free enterprise system, while progressive
groups expect greater independence from the
superpowers and more rapid structural change in
European society. The present economic difficulties in
many European countries and the relative stagnation and
weakness in the Community in recent years are consid-
ered as indications that a stronger and more effective
European entity is required to plan and apply common
policies to meet the crisis. An early, powerful new start is
deemed essential, and direct elections to the European
Parliament are seen as an important step in the right
direction.

Second, consolidation and advance in the European
Community are generally expected to reinforce demo-
cratic institutions and prevent the revival of totalitarian
forces in any country. European democratic solidarity for
the support of human rights and political liberties is
deemed essential for stability and the consolidation of a
deepening cooperation among the European peoples.
These considerations are of great importance to the

Greek Minister of Coordination and Planning Pahayotis
Papaligouras (right) and EC Commission President Roy Jenkins
during a recent Brussels meeting.

Greek people after the seven-year dictatorship. The 1967
coup d’état and the suspension of democratic
government in Greece were condemned by the EC
Commission and by important groups in the European
Parliament, as well as by the Council of Europe, despite
effective support of the dictatorship by the North
Atlantic Treaty Organization (NATO), the US Administra-
tion, and several West and East European countries.
Third, despite serious damages and setbacks and the
inability to realize essential structural changes during the
dictatorship, the overall net effect of Greece’s association
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“The application of EC agricultural policies means to the Greek
farmer a higher real income, increased price stability, and greater

safety for the sale of agricultural produce.”
© Constantine Manos, Magnum

has been positive, although the benefits were much
greater for the Community than for Greece. Import
duties are now abolished for most of Greek exports to the
Community and for about two-thirds of Community
industrial exports to Greece; for the balance of EC indus-
trial exports to Greece, import duties are now halved, and
further annual reductions of 10 per cent will take place to
their complete elimination. During the first 15 years of
the association, Greek per capita income rose from about
one-third to almost half the Community per capita in-
come. During the same period the growth rate of prod-
uctivity in the industrial sector has been almost double
the corresponding growth rate in the Community
countries, as well as in other European Mediterranean
countries.

As a result of the suspension of political cooperation
between Greece and the Community after the coup
d’état, however, the harmonization of agricultural
policies had not taken place in accordance with the
Athens Agreement. This gravely damaged agricultural
modernization and development. Greece was also
deprived of considerable Community resources after
1967, following the interruption of development aid
which had to be provided in accordance with the Athens
Agreement.

AFTER THE COLLAPSE OF THE DICTATORSHIP IN 1974, the
Greek Government has sought a full reactivation of the
association, and the application of strong mechanisms to
recuperate from the negative effects of “freezing” the
association between 1967 and 1974. These results could
be secured only by early full membership in the Commu-
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nity and participation in the discussions leading to a
European union. Greece’s accession is seen as an impor-
tant step toward a greater and stronger entity comprising
the European South and opening a new era of healthy
cooperation and stability in the Mediterranean.

In view of the fact that full integration of the Greek
economy in the European Community, with har-
monization of policies in agriculture and other impor-
tant sectors, was already foreseen in the Athens Agree-
ment, Greece’s accession does not imply significant
additional strains beyond those already expected under
the association. A new push for modernization and de-
velopment should be made and further rapid increases
secured in productivity with advanced specialization in
production. The application of European agricultural
policies means to the Greek farmer a higher real income,
increased price stability, and greater safety for the sale of
agricultural produce. These benefits to the rural
population combined with systematic support for Greek
regional development are the essential immediate eco-
nomic gains expected from full membership. They are, of
course, linked to extensive reorganization and the
application of more advanced farming and commercial
techniques in agriculture.

In the urban sector, despite expectations of strain from
increased competition threatening inefficient firms, the
business community as a whole confidently supports full
membership. In the liberal professions, the consequences
of free establishment of doctors, lawyers, engineers, or
architects are weighed against corresponding
opportunities to be opened to Greek professionals for
free access to the Community countries. Workers and
employees attach considerable importance to increased
labor and trade union protection as well as to the
prospects of improved working conditions and higher
salaries following a stronger process of integration.

The oil from the pressed fruit of olive trees remains one of the

Mediterranean region’s primary agricultural products.
© Elliott Erwitt, Magnum
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add to the EC food surplus “mountains™? @ E. Lessing, Magnum

Greek policies are oriented toward increasing
concentration of Greek productive development in
activities of relatively high techniques employing more
skilled and better paid manpower. No one un-
derestimates the scale of the necessary organizational
mobilization in order to minimize the potential negative
effects and to maximize the opportunities from full mem-
bership. But these efforts and objectives are placed within
the framework of policies for rapid economic and social
progress.

The majority of Greeks supporting Greece’s accession
also favor Portugal’s and Spain’s entry into the Commu-
nity but insist on Greece’s special case justifying early full
membership on account of the advanced stage of Greece’s
association. The proposed establishment of a “prepar-
atory phase” to secure the necessary adaptations in the

The whole question of agriculture poses one of the biggest hurdles for EC enlargement: Would, for example, this Greek goat cheese simply

countries seeking accession has been fulfilled in the case
of Greece with the 15-year association. The view that the
three new Mediterranean members will dilute the Com-
munity and change its character toward a “free trade
area” is considered by Greeks as not necessary and
certainly not desirable. Strong economic and political
considerations point to the necessity of an enlarged
Community including the Southern European countries
and precluding a dangerous, deepening division in
Europe. The enlargement is seen as a process
strengthening, rather than weakening, European integra-
tion. It should provide a challenge to, and incitement for,
political decision-making—leading to a powerful
political entity with a growing impact on international
developments.

Constantine Karamanlis “on record”

an address to the European Studies

Institute of Brussels University,
May 1977

An overwhelming majority of the Greek
people believes in the idea of the progressive
unification of Europe. Greece has been
oriented in a constant and meaningful
fashion toward the Community since 1959,
that is, since the beginning of the negoti-
ations for the conclusion of the association
agreement.

The accession request of Greece is unique,
compared to all other requests, in the fact
that we already concluded in 1961 an
association agreement of a special nature
that solemnly recognized, in the preamble as

well as in its Article 72, Greece’s desire to
become a full member of the Community.

Greece has officially declared several
times, and repeated on April 5, 1977, that it
is ready to accept all existing Community
legislation. Far from hindering procedural
development that will reinforce European
cohesion, Greece intends to contribute to it
by promoting the great ideal of the Commu-
nity’s founders to realize the gradual and
decisive unification of Europe.

Furthermore, my country expects the
moral, legal, and historical fact that Greece

alone has been closely linked to the Com-
munity for more than 15 years to be fully
appreciated on its own merits.

The Hellenic Government is convinced—
given that its own political will as well as
that of the nine EC member states has been
secured and has been solemnly manifested
many times—that all the problems to come
will find, within a relatively brief period, so-
lutions favorable to both sides in conformity
with the spirit and the letter of the Treaty of
Rome and the other Community treaties.
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Portugal

EC target provides economic and

social incentive

REGINALD DALE, European news editor of The Financial Times

AT FIRST SIGHT PORTUGAL LOOKS AN IMPROBABLE
candidate for full membership in the European Commu-
nity. Already one of Europe’s poorest countries, it has
been in a state of constant economic crisis ever since the
“Red Carnation” revolution of April 1974 ended half a
century of dictatorship in which little effort was put into
either economic or social development. Only massive
foreign aid, much of it from the United States and EC
countries, is now staving off financial collapse; national
income (at $1,600 per head in 1975) is less than one-third
the EC average. A senior Government minister has
openly admitted that for the moment Portugal is in no
state to accept any of the three fundamental principles of
the Rome Treaty—the free movement of goods, labor,
and capital.

The country’s agriculture, which employs almost a
third of the labor force, is still in disarray following the
two years of upheaval after the revolution in which
long-oppressed peasants seized land, stock, and machin-
ery from their former owners. Both on the land and on the
factory floor, the anarchic attitudes that erupted with the
revolution are still very much in evidence. Many of the
top managers and technicians, who fled the country dur-
ing the revolution, are now comfortably settled in Swit-
zerland or Brazil and will not return. Long years of pro-
tectionism discouraged management from modernizing
or trying to compete aggressively abroad, and much of
industry is small and inefficient. As Industry Minister
Alfredo Nobre da Costa said in a recent speech, “For a
long time Portuguese management closed its eyes and
shut its ears to Europe.” The huge and creaking civil
service is unversed in international and commercial law.

None of this, of course, is any secret to Prime Minister
Mario Soares, whose minority Socialist Government has
been clinging precariously to power since last year’s elec-
tions. When Portugal formally lodged its EC entry appli-
cation in Brussels in March of this year, Soares knew full
well that the path to full membership would be neither
quick nor easy. Indeed, both Brussels and Soares were
quite aware that immediate entry was the last thing that
Portugal needed or wanted.
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“Yes, I'll have a room for you . . . in a few years.” padry, Le Herisson, Paris

In making the application, Soares’ motives were as
much political as economic. In the first place, he wanted
to demonstrate the international respectability of his
Government, both to his creditors in the West and to the
Portuguese voter at home. Secondly, he thought that
Portugal’s position as a candidate for membership in the
Community, with its strict democratic criteria, would
discourage right-wing forces that might be tempted to go
for a return to authoritarian government. Thirdly, of
course, a certain amount of national pride was involved
in applying before Spain—thus demonstrating that the
Portuguese had succeeded in restoring democracy and
re-entering the Western fold in advance of their more
powerful Iberian rivals.

More generally, Soares believes that the Portuguese
people must be given some kind of target to aim at to
provide an incentive for solving the country’s economic
and social crisis. His hope is that once it is clear that EC
membership is a definite prospect in the not too distant
future, the country will simply have to pull itself together.
The response of the Nine so far, which has on the whole
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been to welcome Portugal’s application for political rea-
sons while stressing the economic difficulties, has been
probably no more and no less than Soares wanted.

The optimum timetable as seen in Lisbon is for entry
negotiations to start early next year with a view to mem-
bership in three to five years’ time. There would then be a
five-year transitional period—the same as the period
granted to Britain, Ireland, and Denmark, and the one
that Greece is asking—to allow the Portuguese economy
to integrate progressively with those of the other member
countries. This would mean that Portugal would not be
exposed to the full blast of EC competition until the
mid-198G’s, by which time tariffs are in any case due
largely to disappear under the country’s existing free
trade agreement with the Community.

BUT IT IS FAR FROM CLEAR THAT even that sort of timeta-
ble will give Portuguese industry and agriculture enough
time to prepare itself for the challenge. Portuguese farm-
ers’ representatives have said they favor EC membership
but also have stressed the need for major structural re-
forms first and that these may take 10-15 years.

For staple products like wine, there could be both
advantages and disadvantages. If Portuguese growers ex-
panded their production and concentrated on high-
quality wines, they could win an important market in the
EC nations to the north. But Portugal could itself be
flooded with wine from France and Spain (assuming it
joins, too) once the trade barriers come down. As a net
importer of cereals, Portugal would have to pay more for
its grain once it aligned its prices to the higher EC level.
And while the country is an efficient producer and export-
er of tomato paste, rival producers France and Italy will

“Long years of protectionism discouraged management from
modernizing or trying to compete aggressively abroad, and much of
Portuguese industry is small and inefficient.”” © Guy Le Querrec, Magnum

almost certainly want safeguards for their own farmers
written into any Portuguese entry agreement. The same
goes for citrus fruit, where the Community already im-
ports 65 per cent of Portuguese production.

Looking ahead to EC membership, agrarian econo-
mists are recommending development of new farm ex-
ports, particularly fresh fruit (grapes, cherries, apricots)
and vegetables (tomatoes, cucumbers, green beans, pep-
pers) and frozen vegetables like carrots and cauliflowers.
But this will need money and energy: Portuguese agricul-

A twine factory in Portugal, where “both on the land and on the factory floor, the anarchic attitudes that erupted with the revolution are

still very much in evidence.” © Viva, Magnum




tural productivity is way behind that of most other Euro-
pean countries.

On the industrial side, there are high hopes that the
country’s new heavy industries, producing items like
transport equipment, cranes, and gantries, will do well in
a wider European market. The bigger, more modern
textile plants are also highly competitive—to the point
where the United Kingdom, for example, is constantly
trying to restrict Portuguese imports to protect its own
domestic industry. The vast new Sines refinery and pet-
rochemical complex is also planned to operate on inter-
national markets.

But smaller, less efficient enterprises will be hard hit. In
textiles, shoes, and clothing, for instance, there are far too
many tiny companies that are still stubbornly opposing
“Portugal’s agriculture, which employs almost a third of the labor

force, is still in disarray from the seizure by long-oppressed peasants
of land, stock, and machinery.” © Guy Le Querrec, Magnum
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mergers and modernization. Few Portuguese firms have
any experience of international competition.

In addition to the loans it is already receiving from EC
governments and the European Investment Bank, Por-
tugal will be looking for considerable sums from the
Community’s regional and social funds to help restruc-
ture its economy and attack its massive unemployment
problem as soon as it becomes a member. But there are
two major uncertainties here. First, it is far from sure that
enough Community funds will be available—particularly
if new members Greece and Spain are also doing their
best to drain the Community’s limited coffers, to say
nothing of existing members Britain, Italy, and Ireland.
Secondly, no serious studies have yet been done on the
real impact of EC membership on Portugal and the re-
sources required to respond to the challenge.

A more general uncertainty persists over the whole
attitude of the Portuguese people toward the Commu-
nity. Soares maintains that his entry bid is backed by 85
per cent of the population on the disarmingly simple
grounds that only one party, the Communist Party, is
opposed to membership, and the Communists won only
15 per cent of the vote in last year’s general elections. But
the average Portuguese voter knows little about the Com-
munity and what membership would mean in practice.
The Moscow-oriented Communists, with their
stranglehold on the country’s trade unions, will cam-
paign hard to keep Portugal out.

Soares has staked his political future on a positive
response, both from the Nine and inside Portugal, to his
membership application. It will be some time before he
can finally tell whether his gamble has paid off.

Mario Soares “on record”

The institutionalization of democracy has
placed Portugal in a position of political
equality with the democratic countries of
Europe. European integration is no longer
facing the seemingly insurmountable
obstacles that it had encountered. Portugal
feels itself to be European, and Europe in
turn feels that Portugal is a country lying
within its sphere of action and influence, or
better still, that Portugal is part of Europe.
It is true that Portugal’s membership in
the European Community is a serious step
which calls for careful reflection. It will
certainly require extensive negotiations. We
do not believe that Portugal’s application for
membership is likely to raise serious
economic objections. Portugal has already
assumed many obligations commensurate
with membership in the Community, and
the negotiation process will allow for
gradual adaptation. Portugal, being a small

country, will naturally be concerned about
loss of its national sovereignty. But it should
be understood that the idea of Europe does
not imply a disregard for the national
phenomenon; rather, it constitutes a
recognition of the existence of interests
which are European and thus transcend
national borders.

The citizens of nation-states enjoy greater
stability and anticipate a brighter future
when they view their situation from a more
global perspective. On the other hand, one
feels that Europe is on the move, and it
would be regrettable if Portugal were to lose
out on the opportunity of participating in
and benefiting from these forthcoming
changes. Europe is undergoing a transitional
phase, and Portugal’s entry into the
Community of Europe will enable it to
contribute to the Europe now taking
shape—a change which will no doubt be
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historic and signal the start of a new era.

The vast majority of the Portuguese
people, through their leading political
parties representing 75 per cent of the
electorate, have demonstrated their support,
both in public statements and in parliament,
for the Government’s decision to apply for
membership in the European Community.
The Constitutional Government, in an
historic gesture, formalized this decision on
March 28, 1977, before the EC Council.
The Council for its part accepted Portugal’s
application on April § after having solicited
the EC Commission’s report, in accordance
with the terms of the Treaty of Rome. The
foundation has thus been laid, and Portugal
has embarked on a path which will certainly
not be an easy one but which will enable her
to find her destiny once again and will
assure her survival as a free and a European
nation.

AN



Domestic economic woes propel

membership bid

MIGUEL ACOCA, Madrid-based correspondent, writes for Newsweek

SPAIN IS PUSHING HARD FOR MEMBERSHIP IN THE
European Community. “We have a European vocation,”
is a refrain frequently voiced by Premier Adolfo Suarez.
Spain’s calling card is its newly established democracys, its
new representative parliament, and its pledge to write a
new constitution to shape the country like the rest of
Western Europe.

The 44-year-old Premier, architect of the transition
from a dictatorship to a budding democracy, regards EC
membership as the only way to save the depressed
Spanish economy from total collapse. This view is shared
by King Juan Carlos I, the 39-year-old monarch who gave
Suarez the support needed to unlock the political shackles
and fetters imposed by the late dictator Francisco Franco,
and is also shared by opposition political leaders like
Felipe Gonzalez, general secretary of the Socialist Work-
ers Party; Santiago Carrillo, head of the Spanish Com-
munist Party; members of the cabinet, and of industry,
and labor leaders. Also backing Spain’s bid for EC admis-
sion is the United States, the biggest ally of Suarez and
avowed admirer of his performance to date.

The most serious problem facing Suarez and the
Spanish people, however, is not political but economic.
The Premier neglected the economy, which was in a steep
down-swing when Franco died, throughout the transi-
tion. Suarez refused to take any measures to deal with
inflation because he didn’t want to upset the right, the
left, or the center during the dismantling of the dictator-
ship. Early this year, when the price index showed that
prices were going up ata 30 per cent yearly rate, he simply
stopped publication of adverse statistics.

Suarez defended the policy of deliberate neglect on the
grounds that a transition government could not impose
economic and fiscal reforms. “An economic and fiscal
program is the task of an elected government and an
elected parliament,” he would explain. But while Spain
waited for its first free election in 41 years, the foreign
debt mounted to nearly $13 billion. Spaniards continued
to import more than they shipped abroad. The chronic
balance-of-trade deficit kept right on mounting. No
longer did tourism income and remittances from 3 mil-

lion Spaniards living and working abroad bridge the gap
between imports and exports. Spain consumed imported
petroleum as if it were made by the sun on its own Costa
del Sol. Spaniards smuggled pesetas out for conversion
into dollars, marks, yen, and Swiss francs at such a rate
that officials estimate Spaniards hold $4.5 billion abroad.
This amount is almost equal to Spain’s current gold and
foreign currency reserves.

Unemployment soared to 1.3 million, nearly 10 per
cent of the labor force. The figures were so bad that Spain
could not borrow abroad. The International Monetary
Fund suggested drastic measures earlier this year. So did
American llaankers. These included devaluation of the
peseta, price-and-wage controls, direct taxes, rigorous
collection of income taxes, and a whole package of eco-
nomic and fiscal reforms aimed at reviving the state-
controlled economy left behind by Franco.

A political animal, Suarez did not want to bite the
economic bullet even after his party, the Center Demo-
cratic Union, won the June 15 parliamentary elections.
He wanted to wait until after the municipal electoral
races, which will take place either in December or early
next year.

Spanish Foreign Minister Marcelino Oreja Aguirre (right) meets
with EC Commission President Roy Jenkins in Brussels.
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But the new economic ministers, headed by Enrique
Fuentes Quintana, a pragmatic technocrat, convinced the
King and the Premier that the Government had to act,
and on the double, in order to overcome the grave eco-
nomic crisis and create a climate for the survival of demo-
cracy. The result was a 20 per cent devaluation in July,
the second cheapening of the peseta since Franco’s death
less than two years ago. The Government also pledged
fiscal reforms. Industries and individuals who “never
paid taxes before,” in the words of a minister, “will now
have to bear the burden of paying for the running of the
country.” Stiff penalties for tax evasion were drafted.

No sooner were the Government’s intentions an-
nounced than the stock market—which the Suarez Gov-
ernment watches carefully as an index of confidence—
dropped to its lowest point since the 1936-39 Civil War.
The left, particularly the Socialist- and Communist-
dominated labor unions, gave grudging approval but
made it clear “workers would not pay the price of wage
controls that did not compensate for inflation.” Head of
the Communist Workers Commissions Marcelino
Camacho suggested an increase in the minimum monthly
wage from 12,000 to 24,000 pesetas.

APART FROM ITS PURELY DOMESTIC IMPLICATIONS, the
economic plan was clearly designed to prepare Spain for
“Spain views the Community as a natural market for its

agricultural produce . . . and herein is the cause for French and
Italian farmers’ fears.” Shown above are almonds being shaken to

the ground. © Guy Le Querrec, Magnum
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the Common Market—and, in effect, shift to the Nine
part of the burden of economic recovery and march to-
ward a full-fledged democracy. EC members for 15 years
had excluded Spain because it was a dictatorship. On July
28 Spain formally asked admission to the Common Mar-
ket.

No doubt its bid was accelerated by the Community’s
decision to review the applications of Greece and
Portugal—two other former dictatorships. The Suarez
Government obviously felt that it had to knock on the
Community’s door not only to assuage public opinion at
home but to be taken into account with the two other
southern European nations.

The request for membership came as Spain was negoti-
ating tariffs on orange exports to Common Market coun-
tries. Spain, in effect, views the Community as a natural
market for its agricultural produce, but fears that both
France and Italy oppose its entry because of its fruits,
vegetables, and wines. Spaniards also contend that the
Nine want to delay Spain’s membership to keep out
Spanish steel and textiles.

Spanish manufacturers, who have enjoyed high protec-
tive tariffs, however, are literally terrified of losing their
domestic market to West European finished products.
“Our factories will have to learn to compete,” said an
official. ““The Government can’t nurse them forever.”

The Government no longer boasts that Spain is the
world’s tenth industrial power and that its per capita
income is now above $2,000 yearly. It recognizes that
without the emigration to West European jobs in the
1960’s and early 1970’s Spain would have choked with a
labor surplus. Now it is aware that the country’s entire
economic structure—a mixture of capitalism and fascist
state enterprises—has to be changed. “We have to re-
model the whole thing in the worst of times,” said an
official, “with an energy crisis all over and recessions in
most of our traditional markets.”

The long-suffering Spanish people appear aware of the
problem and seem willing to exercise patience and tighten
their belts. But they look to Western Europe for help and
understandlng This was true while Franco ran Spam
with an iron hand. It is true now.

The Nine have large investments in Spain. A prolonged
depression will affect these investments and raise the
specter of nationalization. Continued unemployment,
leading to labor unrest, could also spark a military coup
and a return to isolation.

“The stakes are big for us and for Europe,” said an
adviser to the Premier. “We weigh more on the scale than
either Greece or Portugal. We have much in common
with each other, but we’re very different. An upset in
Spain can affect Western Europe for years and years.

That’s why we must become members of the Common
Market.”
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The Declining Dollar

Is anybody really unhappy?

PAUL KEMEZIS, Washington editor for McGraw-Hill’s Oilgram, who formerly reported from Brussels

SINCE THE EARLY 1970’S, EUROPEAN MONETARY OFFI-
cials have likened their relationship with the dollar to
being in a rowboat with an elephant. As long as the
elephant doesn’t get restless, everything is fine. Well, the
elephant is suddenly very restless as the United States has
piled up an astronomical trade deficit in the first half of
1977. The value of the dollar has plummeted, and fears of
new inflation and protectionism have grown.

The roots of the deficit lie in America’s gigantic oil
imports and the luck of the economic cycle, and there is
not much that can be done about either in the short term.
But a major fight has broken out between the United
States and Europe, and inside the Carter Administration
itself, on what if anything can be done to ease the prob-
lem. US Treasury Secretary Michael Blumenthal, who has
called the shots for the United States so far, has counseled
do nothing. As the dollar sinks, he says, US goods will
become cheaper abroad, and the trade deficit will begin
to right itself. This would also have the effect of getting
European countries and Japan, which now have huge
payments deficits, to import more and bear a little more
of the Western world’s oil deficit—something Blument-
hal has not been able to get them to do voluntarily. The
US Commerce Department sees the crisis as a great ex-
cuse for stepping up official US assistance to exporters,
including rescuing the Domestic International Sales Cor-
poration (DISC) tax credit system from execution by
Congress.

The Europeans have bridled at the use of the dollar’s
nose dive to manipulate the world economy. Belgian
Foreign Minister Henri Simonet calls the do-nothing US
policy “aggressive neglect,” a switch from the “benign
neglect” of the early 1970’s when John Connally sat in
Blumenthal’s chair and also let the dollar plunge. In
Washington, Federal Reserve Chairman Arthur Burns
voiced alarm at the inflationary effects of the sinking
dollar, and a diving stock market echoed this concern. In
Congress, House Banking Committee Chairman Henry
Reuss has condemned “living in a fool’s paradise which
says deficits don’t matter,” while Trade Subcommittee
Chairman Charles Vanik has called for oil import quotas
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as a drastic measure to right the situation. Finally, the
Organization of Petroleum Exporting Countries (OPEC)
nations have begun to look seriously at cutting their ties
with the shrinking dollar and selling oil for a new “bas-
ket” type currency. The alternative to this would be a new
oil price rise to recoup lost dollars.

In mid-August, faced with mounting pressure and
criticism that he was “talking down” the dollar, Blu-
menthal suddenly voiced support for a strong dollar. This
seemed to be a signal that he was ready to halt the skid by
intervention, and the dollar firmed up on European
money markets. But this action solved no fundamental
problems and left the Carter Administration’s real inten-
tions cloudier than ever.

The fundamental problem is that the US trade deficit is
too large, so large that even an extremely large, healthy
economy with a relatively sound currency cannot bear it
very long without showing strains. The reason for this is
oil and the fact that since the 1973 opr&c price explosion
there has been no oil policy in the United States because
the Republican Presidents and Democratic Congress
could not agree on one.

US Treasury Secretary W. Michael Blumenthal counsels “do
nothing. ”us Treasury, Washington
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STARTING IN 1972, US domestic oil production began to

slow down as the great fields in Texas reached their peak. -

Projects to replace this loss, such as nuclear expansion
and development of the Alaskan oil field, were also
slowed. But demand kept rising as the Washington politi-
cal deadlock kept oil prices at traditionally low levels.
The US oil pricing system currently works to subsidize
foreign imports so they cost the American consumer
about $3 below the world price. It was natural that when
demand gaps arose because of shortfalls of other energy
sources, imported oil became the safety cushion. The
trickle of the 1960’s became a torrent in the mid-1970’s.
By 1977 oil imports ran about 9 million barrels a day,
half of US oil consumption, and more crucially, 20 per
cent of total US energy consumption. Because of the oPEC
boom this vital 20 per cent cushion will cost a staggering
$40 billion to $45 billion in 1977.

In the pre-embargo days, the US oil bill was already
starting to grow; it was $8.4 billion in 1973 compared
with only $3.6 billionin 1971. Butit shot to $26 billionin
1974 with the new price situation, and after a pause in
1975 has leapt spectacularly each year. In 1976 and
particularly 1977, the swollen oil bills translated into
abnormally high trade deficits because of the economic
cycle. In mid-1976 America was entering into an eco-
nomic upsurge, ahead of other Western nations. It was
buying foreign industrial goods in increasing amounts
while sales of its own goods abroad were lagging. Also
the dollar had recovered from the doldrums of the early
1970’s—making US sales abroad more difficult.

As a result, US trade earnings abroad have not been
enough to cover the oil deficits, and the resulting trade
deficits have stuck out like sore thumbs. In 1977, the first
six months produced a deficit of $12.5 billion, compared
to $790 million for the same period a year before. Even
though exports rose in this period as other world
economies began to absorb more US goods, the import
level was up even more sharply—reaching almost $13
billion a month in June and creating a record $2.8 billion
monthly deficit.

Analysts have found specific reasons for the sharp US
oil import jumps during this period: The severe winter
caused excess use of fuel, and demand rose in the spring
as dealers replenished stocks; heavy buying in June was
traced to fear of a price jump later in the year when the US
Government begins buying crude oil for its strategic pe-
troleum reserve. But underlying these month-to-month
spurts, the basic US consumption rate is incredibly high,
and the Administration admits that even with the Carter
energy plan (introduced April 20), consumption will re-
main high for years to come.

If the Carter energy conservation plan succeeds, it will
at best cut US oil imports to 6 million barrels per day by
1985. At current prices this would still cost $27 billion

per year, and with inflation and OPEC rises could cost by
1985 what we now pay for 10 million barrels per day.
Less optimistic analyses of the Carter plan say that it will
be unable to cut back imports and foresee a permanent
US oil bill of $50 billion to $60 billion a year.

FACED WITH THE GROWING DEFICIT THIS SPRING, the
newly organized Carter Administration decided to look
the other way—for a number of reasons which were
logically defensible and with a lesser deficit might have
been accepted by all. As it was, the massiveness of the
trade losses that gave too many persons a case of the
elephant in the rowboat syndrome, and the resulting
slide, unhinged the rest of the calculations. The basic
American assumptions at that time were:

® The United States will earn back over half the $24
billion trade deficit this year on capital account through
private investment from Europe, returns of profits by
US-based multinationals, and the continuing inflow of
about $12 billion yearly in oPEC capital seeking a safe
haven. The projected $10 billion overall balance of
payments deficit for 1977 is no threat to the dollar. (But
even the stolid US Treasury admits a few years of $12
billion deficits would be dangerous.)

® Western countries that use a lot of oPEc oil should have
substantial trade deficits. If they don’t, they are using
aggressive trade policies to shift the burden onto some
other non-oil country. This argument was aimed directly
at the big surplus countries—Germany, Switzerland,
Japan, and the Netherlands—and placed the United
States in the same boat with the developing nations and
poorer European nations, which also import a lot of oil,
buy lots of Volkswagens and Sonys, and like the United
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States have massive trade deficits. The fact that the
International Monetary Fund in early August was only
able to scratch together about $10 billion in extra funds
to help meet these sorts of problems supported the US
position that the world oil debt problem will only be
solved if the rich nations of the West shave trade
surpluses by stoking home economies and buying goods
from nations which cannot otherwise meet oil bills.
(Critics here point out that the Americans are making a
virtue out of their own oil gluttony and are asking
unacceptable economic sacrifices from the other Western
powers. This level of unacceptability had in fact been
somewhat defined during the London economic summit
last May when, in response to US demands for more
economic stimulus abroad, other nations led by Germany
promised to expand “within reasonable inflation limits.”
The Germans now claim “reasonable” means 4.5 per
cent growth at home this year, although the United States
thought it had gotten a § percent promise from
Chancellor Helmut Schmidt.)

® The dollar should be let free to float down if there is a
huge trade deficit because, under the inexorable rules of
the monetary world, eventually a cheaper dollar will
make US goods cheaper and the imbalance will right
itself. (Critics here have another trump card to flash at the
Americans called the “spirit of Rambouillet,” which says
that currencies certainly are free to float but that when

N

“erratic fluctuations” occur, the responsible government
should step into the money market to smooth things out.
Also since the world currencies have begun to float,
countries are quick to charge that others are purposely
manipulating their currency downward to gain what
amounts to protectionist trade advantages. Recently the
Americans were flinging the same charges at the Japanese
about the yen that are now being thrown back at them
about the dollar.)

At any rate, it was the third American assumption
about a free float that unraveled first, and the blatant use
of the sinking dollar to force through the second
American assumption about sharing the load quickly
followed.

The immediate lesson of this first excursion of the
Carter Administration into the monetary mine field is
that the Europeans worry about the US deficit but that
they see it as a homegrown problem which requires above
all American self-discipline to solve. The politically weak
European governments are not going to endanger their
economies to help the Americans, who have a relatively
strong economy plus a politically stable government.
Whether the Americans can curb their import appetite or
develop new trade outlets without disturbing the present
uneasy peace over trade issues remains a major question.
So the Carter Administration must try to manage the
deficit because it cannot ignore it.
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Nomura Securities International, Inc. Yamaichi International (America), Inc.
New Japan Securities International Inc. Ultrafin International Corporation
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All of these Securities have been sold. This announcement appears as a matter of record only.

$100,000,000

FEuropean Economic Community
7% % Notes Due 1982

Interest payable January 1 and July 1

MORGAZ\? STAI\{I';EY & CO.
ncorporate:
THE FIRST BOSTON CORPORATION
KUHN LOEB & CO.
Incorporated
LEHMAN BROTHERS

Incorporated

SALOMON BROTHERS
BACHE HALSEY STUART INC. BLYTH EASTMAN DILLON & CO. DILLON,READ & CO.INC.

Incorporated

DREXEL BURNHAM LAMBERT GOLDMAN, SACHS & CO. HORNBLOWER, WEEKS, NOYES & TRASK

Incorporated Incorporated

E.FHUTTON & COMPANY INC. KIDDER,PEABODY & CO. LAZARD FRERES & CO.

Incorporated

LOEBRHOADES & CO.INC. MERRILL LYNCH,PIERCE,FENNER & SMITH

Incorporated

PAINE, WEBBER,JACKSON & CURTIS REYNOLDS SECURITIES INC.

Incorporated
SMITH BARNEY, HARRIS UPHAM & CO. UBS-DB CORPORATION WARBURG PARIBAS BECKER

Incorporated Incorporated

WERTHEIM & CO.,INC. WHITE, WELD & CO. DEAN WITTER & CO.

Incorporated Incorporated

BASLE SECURITIES CORPORATION SOGEN-SWISS INTERNATIONAL CORPORATION
BANQUE NATIONALE DE PARIS ROBERT FLEMING KLEINWORT, BENSON

Incorporated Incorporated

KREDIETBANK S.A.LUXEMBOURGEOISE NEW COURT SECURITIES CORPORATION
SCANDINAVIAN SECURITIES CORPORATION J. HENRY SCHI{OHDJER WAGG & CO.

Limite

WESTDEUTSCHE LANDESBANK CAISSE DES DEPOTS ET CONSIGNATIONS COUNTY BANK
GIROZENTRALE Limited

CREDITANSTALT-BANKVEREIN NOMURA SECURITIES INTERNATIONAL, INC.
VEREINS- UND WESTBANK DAIWA SECURITIES AMERICA INC. THE NIKKO SECURITIES CO.

Aktiengesellschaft International, Inc.

PICTET INTER&VATIONAL YAMAICHIINTERNATIONAL (AMERICA),INC.

Limite

NEW JAPAN SECURITIES INTERNATIONAL INC. ULTRAFIN INTERNATIONAL CORPORATION
July 18,1977,
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“Multinationals” Is Not A Slogan

EC policy focuses on investments and accountability

JOHN ROBINSON, editor of the Brussels-based newsletter Multinational Service

€C ¢

MULTINATIONALS’ IS NOW A SLOGAN, AND WE’'RE
not that interested in slogans,” says Viscount Etienne
Davignon, EC Commissioner for industrial policy, and
the man responsible for the multinationals (MNc) office
recently created in the Commission’s industrial affairs
department. Careful to dispel any idea that EC industrial
policy officials are engaged in a “witch-hunt” against
MNC’s or a “populist attack on big business” (a charge
made by former head of the industrial affairs department,
Ronald Grierson, on a recent Brussels visit), Viscount
Davignon is anxious to stress the positive impact MNC’s
can have on the European economy. And positive impact
means new investment capital, the economic lifeblood
that the Community now desperately lacks.

For Davignon, aware as he must be of the persistent
outward flow of investment capital from Europe to the
United States, cooperation between the EC Commission
and multinationals on this vital issue is to be the watch-
word of the new MNCc office. “First among the focuses of
our policy on multinationals,” he says, “is investments,”’
with “some sort of harmonization of investments—

Clear evidence of the multinational presence in Western Europe.

things like the Japanese are doing, a sort of strategy
enabling you to be ahead of events rather than running
behind them, to know, for example, where increased
competition is going to come from and thus be able to
organize yourself to meet it without succumbing to pro-
tectionism.”” Creating a more favorable competitive envi-
ronment for MNC’s operating in Europe thus appears to
be the centerpiece of the “dialogue” Davignon is seeking
with the multinationals. It reflects his belief: “Obviously
you have to meet people who decide on investments if you
want to organize yourself to meet international competi-
tion.”

Not that “dialogue” with the multinationals should be
construed as economic dirigisme. ‘I don’t like the word
interventionism,” says the Viscount. Indeed if interven-
tionism is to be, it will be a two-way process: “We want
the multinationals to be active in helping us develop our
policy, which means cooperation on their side in what I
call the growth pattern, the active pattern, of our policy.”
This form of cooperation, believes the Commissioner, is
of mutual interest. ““If multinationals become more and




Viscount Etienne Davignon, &
EC Commissioner for
industrial policy.
New investment capital, such as brought by this Ford plant in the
United Kingdom, is one of Commissioner Davignon’s examples of
“the positive impact of multinationals.”
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more involved in our various activities, and might well
receive help to do so, then in return we’re going to be sure
that our policies will be sustained.”

THE ‘“OPEN SHOP”’ POLICY toward MNC’s, as Davignon
styles it, demands in return openness from multinationals
themselves in their dealings with European public au-
thorities. So great is the economic power of multinational
capital that a degree of public accountability is essential.
No doubt alluding to the efforts of the Community’s
company law department to legislate for this accountabil-
ity, especially via the so-called “seventh directive on
company disclosure and accounting,” Davignon stresses,
“You can’t pursue this sort of policy without a minimum
of transparency. If the Commission has to explain what it
does, and if governments must explain what they do, then
there is the need for business to do the same thing. And to
be sure of this transparency, there must be some rules, not
more in the Community than in the United States and
Japan or elsewhere, but not less either.”

Awareness that multinational capital is more flexible
in its geographical scope than EC legislation leads Davig-
non to rebut the suggestion that the Community should
commit itself to out-and-out discrimination in favor of
European-based multinationals. “I don’t think you
should have an overall policy of granting preference to
what is European, simply because it’s European.” But the
European Community must seek to encourage its own
firms via an active public purchasing policy. “Of course,
we’ve got to pursue a policy of public purchasing, just like
the United States does. A great number of advantages for
the United States,”” Davignon continues, “derive from the
enormous purchasing markets provided by defense and
space, markets which are, of course, de facto reserved for
US industry and even legally so in some cases. What we in
Europe must try to do is to give the same type of guaran-
tees to our own companies. . . .”

Turning to international attempts to draft codes of
conduct for multinational companies, Davignon ac-
knowledges that the Commission cannot politically af-
ford to be deaf to the demands made by the developing
world for binding international regulations for MNC’s.
Indeed, he maintains that the Organization for Economic
Cooperation and Development (OECD) guidelines for
multinationals (adopted in June 1976) can be improved
upon in the United Nations framework, especially as
regards investment in the Third World. Here, the prob-
lem of insecurity could be met “by creating rules which
would be compulsory for everyone involved,” and
Davignon notes that “the business community also has
an interest in certain types of regulation, so that it knows
what the rules of the game are.”



You win with this twin.

The A300 offers the same two-aisle seating com-
fort as the wide-body tri-jets and has similar under-floor
cargo capacity.

But where they need three engines, we need
only two. Why? Beceuse the A300 was specifically
designed for short tc medium haul routes (200-2,500
nautical miles), and never has to carry long haul fuel
loads.

So it doesn’t need such a large wing and as much
power. And the benefits multiply. There's 40,000 pounds
less weight in the A300.

Thus our two engines quietly do the work of their
three. And save fuel on every take-off and climb and
every minute en rouie.

That’'s why you win with this twin.

The A300. Available now at a sensible price with
firm delivery dates.

% A300

Airbus Industrie
Represented by: Airbus Industrie of North America, Inc.,
489 Fifth Avenue. NewYork, NY 10017.(212) 682-7733.



The CSCE Conference in Belgrade

The gun of Sarajevo still smokes

ROSE H. FALES, Washington-based freelance writer recently returned from Yugoslavia

At times the smell of the smoke from Gavrilo Princip’s gun
seems to blow through the air vents at the Sava Center: a
reminder to the diplomatic noses of the CsCE delegates
that the Bosnian Serb’s reason for killing Archduke Franz
Ferdinand was to dramatize the right to live under a
government of one’s choice. To the South Slavs, Princip
was a bero. In Moscow, he was an ineffectual mercenary.
In Berlin, an unexpected pawn in the Hohenzollern chess
game. In the rest of Europe’s royal capitals, he was a
crazed anarchist. In Vienna, he was a traitor. And still,
the dissident of one country is a martyr to another. Gott
mit uns was translated Dieu et mon droit in the other
trenches. And Amy Carter writes to the son of a political
prisoner in Moscow.

“Beginning June 15, our city of Belgrade is the diplomatic
center of Europe,” said Zivorad Kovacevic, president of
the Assembly of Belgrade. The Mayor was referring to the
Conference on Security and Cooperation in Europe
(cscE), whose ambassadorial delegates, following the in-
structions of the Final Act signed at Helsinki in August
1975, were then begin<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>