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THE BONN “SUMMIT”

The world economy looks up, or further down?

PAUL LEWIS, Paris-based European economics correspondent for The New York Times

THE WESTERN ECONOMY HAS BEEN BUMPING ALONG AT

the bottom of a trough for the past two years, and unless
- something dramatic occurs, it may well stay there for a
third year and perhaps a fourth as well.

For despite the oceans of ink and the millions of words
that economists, politicians, and commentators have de-
voted to the world recession, it is still quite unclear
whether the major Western powers are able or willing to
do anything about it. This summer President Jimmy Car-
ter has his second try since taking office at forging a
Western consensus on remedial action—at the meeting in
Bonn with leaders of the European Community, Canada,
and Japan for their annual economic summit meeting.
For several weeks prior to the summit the air was thick
with rumors that the Bonn meeting would produce
agreement on a new plan for a coordinated reflation of
the major Western economies that would help them
break out of the vicious circles of slow growth and rising
unemployment they are now trapped in.

No doubt this is what Western leaders will claim they
have done; for to admit less might be taken as acknowl-
- edgement that they have lost control over their countries’
economic destiny. But if any recession-busting agreement
at Bonn this summer is to carry conviction, it will have to
look a lot more impressive than the similar pact these
same leaders made at their London summit last year and
which turned out to mean next to nothing at all.

It is true that since the London summit the differences
between the major countries over dealing with the reces-
sion seem to have narrowed a bit and that a possible basis
for compromise is emerging. But at the same time the
forces perpetuating the economic slowdown are growing
stronger. Meanwhile, there are increasing signs that the
West’s economic difficulties may be more deep-seated
than first thought and likely to respond only slowly at
best to the medicine now being prescribed for them.

More than two years have passed, since former US
Federal Reserve Chairman Arthur Burns told Congress,
“The old economic rules don’t seem to work like they are
supposed to any more.” Only now are the full implica-
tions of that celebrated warning starting to emerge.

If the forecasters are to be believed, the Western indus-
trial nations are already halfway through another year of
slowing economic growth and rising unemployment,
with the prospect that 1979 will offer more of the same.
According to the Paris-based Organization for Economic
Cooperation and Development (OECD), growth in the 24
Western industrial economies will average only about 3.5
per cent this year and slightly less in the first six months of
1979. With a growth rate of about 4.5 per cent needed to
sustain present employment levels, this means unem-
ployment will creep up another 500,000 to around 17.5
million by next Christmas.

The economic slowdown will be most pronounced in
Western Europe, where most of the increased unem-
ployment will be concentrated. Currently the EC Com-
mission is forecasting economic growth at no more than
2.7 per cent for its nine member states this year. By
contrast, unemployment has been falling in the United
States, where some 8 million new jobs have been created
in the past three years. French President Valéry Giscard
d’Estaing pointed out at the EC Copenhagen summit in
May, “The recession is essentially a European phenome-
non.”

WHILE THESE GROWTH PREDICTIONS ARE WORRYING
enough, there are three reasons for thinking that the
West’s economic prospects may be more serious than the
mere numbers suggest and that give added urgency to the
Bonn summit’s deliberations. First, it is now clear that the
United States will be unable to provide as much support
for the international economy in the future as it has in the
recent past. After encouraging the American economy to
grow at between 5 per cent and 6 per cent a year during
the last two years, the Carter Administration is now being
forced to lower its sights by a combination of rising
inflation and a yawning trade gap. Currently it aims for
no more than a 4-to-4.5 per cent growth rate in 1978 and
1979, or just enough to keep unemployment steady.

A second worrying feature of the world’s present eco-
nomic environment, which also suggests the slowdown is
becoming harder to reverse, is the growing recourse to
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British Prime Minister James Callaghan and Canadian Prime Minister Pierre
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protectionist measures throughout the West. Such meas-
ures tend to perpetuate current patterns of slow economic
growth by restricting the expansion of world trade and
featherbedding inefficient industries. The last few
months have seen a proliferation of protectionist restric-
tions and subsidiaries in all the major Western industrial
countries, some formal, some less so.

World trade in steel and textiles is now covered by
official cartel arrangements designed to protect the ineffi-
cient producers of Europe and the United States against
competitors in the poorer countries of the world. Similar
plans are afoot for the chemical, footwear, and plastics
industries. At the same time the United States and West-
ern Europe are privately pressing Japan and other more
efficient exporters to limit deliveries to US and European
markets on a “voluntary” basis, or face the prospect of
something worse.

A recent study by the Secretariat of the General Agree-
ment on Tariffs and Trade (GATT), which oversees world
trade from Geneva, suggests that about 2-to-3 per cent of
world trade, worth some $200-to-$300 billion a year, has
been affected by new protective measures in the last two
years. Of course, such measures are intended to safeguard
jobs in the countries that take them. But, paradoxically,
they also tend to prolong the very recession whose effects
they are designed to fight—Dby restricting the growth of
trade and subsidizing inefficient industries at the expense
of the efficient sectors of the economy.

Yet a third reason for supposing the recession is becom-
ing harder to break out of is that it has brought only
disappointing progress so far in reducing inflation and
correcting the big payment inbalances in the world.
While Germany and Switzerland are now on the road to
abolishing inflation altogether, elsewhere inflation seems
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to have become stuck at around 8-to-10 per cent, which is
still high by past standards.

Just how much high inflation itself accounts for low
business investment and slow growth is a matter of dis-
pute among economists. But there seems little doubt that
many Western electorates fear rising prices as much as, or
perhaps more than, unemployment; and stubborn infla-
tion thus inhibits their governments from taking refla-
tionary action. Certainly Britain’s Labour Government
now gives top priority to fighting inflation and is weeping
only crocodile tears over rising unemployment. In France
the electorate decisively rejected the opposition’s plans
for a massive reflation of the economy in this year’s
parliamentary elections because it feared these plans
would mean renewed inflation. Meanwhile, both the
political left and right have joined forces in Italy, Por-
tugal, and Spain to support austerity programs some-
times drawn up by the International Monetary Fund
(iMF) and intended to reduce inflation and correct these
countries’ foreign trade deficits.

As regards the world payments picture, it is true that
Britain, France, and Italy have all made good progress
toward eliminating their deficits—so laying part of the
foundation for renewed economic growth. But just as the
US payments deficit is expected to widen further this
year, reaching a new all-time record of some $24 billion,
so too are Germany’s and Japan’s high surpluses likely to
grow bigger still.

Currently the OECD expects Germany’s surplus to rise
from $3.5 billion last year to some $5 billion in 1978,
while Japan’s surplus is expected to increase from $11
billion to $16 billion. So long as these huge surpluses
remain, other countries are restrained from taking refla-
tionary action by the fear that this will just suck in more
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imports they cannot hope to pay for by increased sales
abroad and push them back into a fresh balance of pay-
ments Crisis.

“WITHOUT EXPANDING WORLD MARKETS, many countries
are inhibited from achieving their domestic growth
targets,” the EC Commission concluded in a recent re-
port. Over the past few months most European govern-
ments and the Carter Administration have been working
on a plan for a coordinated reflation of the major West-
ern economies, intended to get economic growth going
again before the self-perpetuating aspects of the present
recession make it a built-in part of the Western economic
scene.

The idea is that Germany, Japan, and the other better-
off countries should take the lead in reflating their
economies, sucking in more imports and reducing their
big trade surpluses. But at the same time other less pros-
perous countries might also take more modest reflation-
ary action, secure in the knowledge that expanding mar-
kets for their exports exist and that they can avoid new
payments troubles. An added advantage of this coordi-
nated reflationary approach is that if a number of coun-
tries expand their economies in step, the effect is mag-
nified so that a comparatively small initial stimulus pro-
duces a much larger increase in overall demand. Thus the
OECD Secretariat has calculated that if Germany, Japan,
Britain, Canada, and Italy increase their total demand by
between .25 per cent and .5 per cent this year, the effect
next year will be to raise their combined rate of economic
growth by between 1 per cent and 1.25 per cent. This will
transform a 3 per cent growth rate into a 4+ per cent rate
of expansion and stop any further increase in unemploy-
ment.

US President Jimmy Carter and German Chancellor Helmut Schmidt up1
' Jenkins

EC Commission President Roy

Of course, both Germany and Japan remain reluctant
to give the lead for even a coordinated expansion policy
of this type for a variety of reasons, both economic and
historical. The Germans, who still remember how the
great inflation of the Weimar Republic brought Hitler to
power, fear inflation more than any other nation in
Europe. As one of Europe’s richest peoples, they also
wonder whether they really can increase their imports
more. For Japan, at the extremity of the Western indus-
trial world and without armed forces of its own, a high
trading surplus is a source of political security as well as
economic welfare.

Nevertheless, in recent weeks both Germany and Japan
have been alarmed by sharply rising value of their curren-
cies on foreign exchange markets, which tends to make
their exports uncompetitive, and by rising protectionism
in the West, which also threatens to rob them of their
export markets. Fears for their own economic future if
they continue along their present course, as well as in-
creased international pressure, thus combined to force
both Germany and Japan to at least consider a package
deal at the Bonn summit. In return for reflationary action
to reduce their own trade surpluses, both countries
wanted steps to promote greater currency stability in the
world and to preserve free trade.

Even before the summit the Carter Administration had
already begun intervening on the foreign exchange mar-
kets on a fairly large scale to keep the dollar stronger.
Meanwhile, talks were underway among the EC coun-
tries on trying to associate the French franc and the
British pound more closely with the German mark and
the group of other European currencies that are pegged to
its exchange rate under the so-called “snake” arrange-
ment.
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As for trade, all the Western powers were committed to
concluding successfully and quickly the Tokyo Round of
trade-liberalizing negotiations, after nearly five years of
virtual stagnation. At the same time, the Germans and the
Japanese were anxious that other industrial countries
should agree to freeze and phase out more subtle forms of
protectionism, such as government subsidies to loss-
making industries and grants to create jobs that would
not otherwise be economic.

As the Western powers are trying to forge a new and
politically complex strategy for ending the world reces-
sion, there are signs the world downturn may be partially
immune to the kind of stimulatory measures they plan.
Some critics of the current reflationary effort say it will
make little impact on a world economy caught in the
downswing of the 50-year “long-wave” business cycle
that a Russian economist claimed to have discovered.
Others argue that the West’s high labor costs make it
difficult to restore full employment by boosting economic
demand alone: If industrial investment does revive, it will
tend to be in job-destroying machinery as businessmen

find that machines are cheaper than men. Already an
OECD survey of the electronics sector, where most new
jobs have been created since World War II, found that
while most companies planned new investments, none
expected to increase-its labor force.

Meanwhile, traditional Western industries will in-
creasingly find themselves undercut by cheaper pro-
ducers in the developing world. According to this view-
point, the West will not experience full employment
again until it has developed new industries that low-wage
countries cannot imitate. Rather than boosting overall
demand, therefore, Western governments should spend
their money encouraging scientific research and the de-
velopment of new high-technology industries that only
the industrialized countries have the necessary skills to
operate. Of course, arguments such as these strengthen
the case of those who are opposed to the whole idea of a
coordinated reflation plan—or at least those who believe
such a plan’s results may be more disappointing than
many of its supporters are prepared to acknowledge.

@ THE DISEASE OF
PROTECTIONISM @@

Does it have a cure?

FERNAND SPAAK, head of the Washington Delegation of the Commission of the European Communities

If there is one field in which history has an
unfortunate habit of repeating itself, it is in
that of international trade. In times of plenty,
when growth is assured and prosperity seems
certain, we are all free traders. Competition in
the international marketplace is seen as
natural, healthy, and beneficial. But as soon as
things start to go wrong, as soon as we are
faced with a recession, there is a tendency to
practice no longer what we were preaching
before. Demands by both labor and business
for protection against foreign competition, be
it fair or unfair, become increasingly insistent,
if not obsessive. Import competition is then
often claimed not only to be injurious but also
to be unfair. If domestic manufacturers can-
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not face the competition, it is not, they argue,
because they have failed to modernize or ra-
tionalize their production or not because they
have failed to recognize new trading patterns
and adjust to them. It is invariably because
their foreign competitors are selling by unfair
methods and at dumping prices on what they
feel is first and foremost their market,

The wave of protectionist pressures that we
have witnessed since 1975 has perfectly illus-
trated this now classical pattern. In 1974 and
1975 the world experienced the worst reces-
sion since the Second World War. It was fol-
lowed by an uncertain and slow recovery in
the United States with no significant im-
provement in the economies of Europe.

At the same time we were witnessing the
emergence of new competitors in fields where
the traditional industries of the developed
countries were already struggling with struc-
tural problems. With few exceptions trade
deficits piled up, partly as a result of the ever
increasing cost of imported oil. The response
to all that has been a flurry of requests and
demands for protection, both in the United
States and Europe, that surpasses anything
since the Depression of the 1930’s. And it is a
tribute to the courage and good sense of gov-
ernments on both sides of the Atlantic that
they have to a large extent resisted those pro-
tectionist pressures.

Now, it may be true that imports have



played a part in the recent and present difficul-
ties of some of our industries. But they are not
the only, nor even the principal, factor in-
volved. Very often they serve only to highlight
much deeper and more serious problems in
those industries. And trade laws designed to
protect industries against injurious competi-
tion, whether fair or unfair, though they have
a role to play, are not necessarily the most
adequate, nor the only possible, remedy. Solv-
ing the difficulties that some of our industries
face at present requires dealing with the prob-
lem at its roots. It is not just a matter of greater
enforcement of law and order in the interna-
tional marketplace. We have to tackle the
causes of the threatened breakdown. The
political will that existed formerly and still
exists toward free trade in general must now
be accompanied by an additional commit-
ment to deal with the structural problems.
And by structural problems I mean the over-
capacity and lack of competitiveness that exist
in such industries as steel, textiles, footwear,
synthetic fibers, and shipbuilding—a list that
could grow longer in the future.

Fernand Spaak

If such problems are allowed to persist, and
are only dealt with by way of anti-dumping
measures, safeguard clauses, countervailing
duties, or “Section 337" investigations, in the
long term nothing will be resolved. In fact,
there is a very real danger that we shall only
exacerbate tensions in the international trad-
ing system. These kinds of responses will invite
similar responses from others; they could be-
come more and more protectionist in nature
and might ultimately threaten the free trade
system that has been at the base of our com-
mon prosperity for the past 30 years.

To avoid such a disaster—and we have only
to look back at the 1930’s to know that it
would be a disaster—our first aim must be to

try and restore economic growth and stabilize
exchange rates. But even if we are able to do
that, the effects will not be immediate, nor will
everything have been solved. For the commer-
cial and industrial problems that will remain,
governments must at the same time have at
hand subtler tools than merely trade laws. In
Europe we believe that governments should
not be faced, as the US Government tends to
be, with the stark choice: restrict imports or
do nothing at all. They must also be equipped
to deal with the real causes of the problem.

We do, of course, in the European Commu-
nity still have at our disposal the conventional
instruments to deal with injurious competi-
tion where it affects us. But we only use such
instruments, where occasion demands, to-
ward the outside world—and then, I would
emphasize, with some reluctance. We have
anti-dumping legislation and we have a safe-
guard clause.

Both our anti-dumping legislation and our
safeguard clause follow the rules of the Gen-
eral Agreement on Tariffs and Trade (GATT),
and are similar in purpose to US trade laws but
they differ significantly in two ways. First,
under our laws it is more difficult for firms to
obtain relief from import competition. We
employ stricter criteria in deciding whether
the situation warrants such relief. In addition,
each case has to be considered and acted upon
at the highest political level—by the EC Coun-
cil of Ministers. The other major difference is
that our laws allow discretion to the EC
Commission. In the case of dumping, the initi-
ation of investigations is not automatic as it is
in the United States. In addition, the Commis-
sion has the power to refuse to grant relief, if it
considers that it would not be in the best inter-
ests of the Community to do so, even where
the existence of dumping has been proved.

As a result, the number of investigations
conducted by the Commission is, so far, much
lower than that conducted in the United
States. From 1970 to mid-1977 the United
States investigated more than 200 cases of
alleged dumping and around 70 countervail-
ing duty cases. In the same period the Euro-
pean Community investigated less than 40
similar cases. Where the Commission turned
down requests for investigations, it did so be-
cause it felt that such investigations would
have been of more harm than help to interna-
tional trade.

We have used our trade laws sparingly be-
cause our philosophy in dealing with these
problems stems directly from our experience
in managing free trade within the Commu-
nity. In creating a single market where nine
separate markets existed before, we have got
rid of national safeguard legislation and anti-
dumping laws which could have restricted the
free movement of goods among our nine
countries. We have also instituted an antitrust

policy for the whole Community which is
aimed at avoiding the distorting effects of sub-
sidies and monopoly practices. But we haven’t
left it just at that.

WHAT WE HAVE ATTEMPTED to do in the
Community is not only enjoy the prosperity
that comes from a liberal trading system but
also mitigate the effects of unbridled competi-
tion where they impinge on sectors and re-
gions that are least able to withstand it.

Inevitably there will be casualties in the
kind of totally free and open competitive situ-
ation that we encourage. But we are not pre-
pared to sit and watch those casualties bleed
to death without lifting a finger. Politically
and morally that would be unacceptable. Nor
would it do much to persuade people of the
benefits of the free market system. What we
try and do is foresee where the blows are likely
to fall and take corrective action before the
damage is done. Thus if a particular industry
appears to be threatened by competition, we
do not leave it to be wiped out nor do we
preserve it in the aspic of protectionism. Our
aim is to anticipate the problem and develop
industrial policies that will make industry bet-
ter able to face the realities of the marketplace.

That does not mean “Big Brother” telling
industry what changes to make and how to
make them. The final decisions lie with busi-
ness, with the owners and managers of indi-
vidual companies. What we can do is present a
global view of the problems and, by throwing
light on them, help a particular industry to see
how it might adapt itself to changing condi-
tions. At the same time our social policies—
funds for retraining workers, for example—
can make an additional contribution to the
adjustment process by helping to ease the un-
employment that will be inevitable.

To the extent that we make our presence felt
in the marketplace, we do so for the sake of
greater efficiency—in the name of more, not
less, competition.

Similarly we have to be aware of the effects
that an open trading system will have on the
poorer regions of the Community. You can-
not, for example, expect southern Italy,
southwestern France, northeast England, or
Ireland to face over night the economic chal-
lenges of Germany, Belgium, or Holland
without some kind of support. And we give
them support, financial transfers from the
richer areas to the poorer, so that they can
become full and equal partners in a common
economic system.

The experience of dismantling trade bar-
riers within the Community has confirmed
our belief that free trade is a necessary condi-
tion of prosperity. But on its own it is not
enough. For it to be wholly beneficial, for it to
improve all our people’s living standards, it
must be accompanied by social, regional, and
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industrial policies that maintain some kind of
economic balance among different areas and
industrial sectors in the Community. And I
make no apology for saying that all of this
means that government has a role to play.

The crisis in the steel industry serves as il-
lustration. Everywhere, including Japan,
production has dropped and prices have sunk
to levels below cost of production. Firms have
suffered losses, plants have closed down, and
thousands of workers have been laid off.

The European steel industry has been par-
ticularly affected. Traditionally a net export-
er, it has had to suffer from the cumulative
effects of a reduction in its internal demand,
an increase in imports, and a reduction of its
exports, which normally account for 15-20
per cent of production. As a result production,
which had reached 155 million tons in 1974,
dropped to 126 million tons in 1977. In these
last two years European steelmakers have
been operating at an average of only 62 per
cent capacity. Prices on the internal market in
1977 dropped to 50 per cent or in some cases
75 per cent of their 1974 levels, bringing firms
to the brink of bankruptcy. In the interna-
tional marketplace, this crisis has led to cut-
throat competition, further disrupting already
badly affected industries. Pressures by indus-
tries on governments to obtain protective
measures became greater and greater as the
situation deteriorated. A truce had to be called
to create the climate necessary to undertake
the long-term effort of modernization, adap-
tation of production capacities to new market
conditions, and rationalization.

That is the reason why the Community has
engaged, since 1976, in a comprehensive pro-
gram designed to deal with the short-term as
well as the long-term aspects of the problem.
To deal with the short-term crisis, the Com-
mission decided in early 1977 to ask the Euro-
pean producers to freeze their present capacity
and to agree voluntarily to reduce their output
by assigning them given production targets.
The idea behind this plan was to organize on a
voluntary basis an orderly adaptation of
production to the new market conditions,
which would also help raise prices. At the
same time producers agreed to respect guide-
line prices for the main rolled-steel products.
Mandatory minimum prices were set by the
Commission for one product, to which were
added subsequently two others.

After a while it became clear that the disci-
pline requested of the European producers
would not have the required effect if a similar
discipline was not exercised by foreign indus-
tries. To this end, the Commission instituted,
at the beginning of 1978, a system similar to
the US trigger price mechanism, which is now
being gradually replaced by a series of bilat-
eral agreements with our main suppliers.

Under these agreements the countries con-
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cerned agree to require their steel producers
not to sell in the Community at prices lower
than 4-to-6 per cent below the guideline
prices, and, as a counterpart, their exports to
the Community are guaranteed at levels that
take into account the “traditional flows of
trade.” Our objective in taking these meas-
ures, which we see as temporary, is to help the
steel industry find part of the resources needed
for its modernization.

For the long term, national plans within the
Community for restructuring the steel indus-
try are already underway. For its part the
Commission has the power to borrow funds
on private capital markets to relend them to
steel companies in the Community. This will
help make it possible for those firms to ration-
alize and modernize and will also assist in
relocation and retraining of workers affected
by the closure of obsolete plants.

The Commission will also be closely
monitoring the national restructuring plans to
make sure that they do not lead to further
surplus capacity nor to plants that are no
longer viable being kept alive by government
subsidy. This approach has meant developing
new sets of relationships among government,
industry, labor unions, and consumers.

BEYOND THE FRONTIERS of the Community
the crisis in the steel industry will mean devel-
oping new types of relationships between the
Community and its trading partners. The gov-
ernments of the industrialized world have to
start talking not just about reducing tariffs
and other barriers to trade—the traditional
stuff of commercial diplomacy. The crisis in
an industry like steel is worldwide and struc-
tural. That is why we have to start talking
about how, together, to coordinate both our
domestic and external policies to deal with the
problems we share in restructuring an indus-
try that has outgrown itself and faces new
market conditions.

Such a dialogue has already begun in the
Organization for Economic Cooperation and
Development (OECD) discussions on steel. In
both these talks and future ones the Commu-
nity has supported and will continue to sup-
port the idea of what we call “transparency”
of the market—the collection and publication
of the most comprehensive data possible on all
factors affecting the world steel market. We
also consider it essential that a better interna-
tional coordination be established among
governments so that their action, on domestic
markets as well as externally, instead of being
detrimental to one another, complements and
strengthens one another.

As far as the developing world is con-
cerned, there too the developed world has
to strengthen the links of economic coop-
eration—and not out of a sense of charity or
even guilt. The European Community has al-

ready started to do this—not only because of
our colonial past but also because we believe
the countries of the developing world to be
our future markets. We already guarantee the
raw material export earnings of 53 developing
countries in Africa, the Caribbean, and the
Pacific; we have also freely opened our market
to those same countries without reciprocity,
and we make development capital and techni-
cal assistance available to them. In the future
this, too, will have to be managed in a way
that is in the best long-term interests of all
parties.

We are now negotiating the next phase of
this economic cooperation agreement known
as the Lomé Convention, and here again we
are stressing the concept of “transparency.” If
there is a regular and periodic exchange of
information regarding market opportunities
and investment plans in sensitive products, it
may be possible not only to avoid disputes but
also to create an orderly growth in our trade
with one another. Thus, for example, if trad-
ing partners in the developing world are fully
informed about the problems we face in, say,
textiles, they will be in a better position to
judge the wisdom of making investments in
such a sector. Conversely, by having detailed
knowledge of sectors of our market where
domestic supply does not exist, they will be
able to plan accordingly. And although the
machinery for these consultations will have
been set up by governments, business and
labor will participate, and the final choices in
most cases will be theirs.

In all these areas—restructuring of domes-
tic industries, trade relations among the na-
tions of the developed world, and between
them and the developing world—some might
argue that all problems could be solved by
leaving the job to the market. But at a time
when expectations of future growth are low,
free market forces alone have a habit of being
particularly harsh. Moreover, as market
forces would be doing their work—with all
the social and industrial consequences that
would involve—the political pressures for
protectionism would grow so great as to be
irresistible. The barricades would be up. Not
only would the free trade system grind to a
halt, so too would the process of restructuring
those same industries. The incentive to do so,
the spur of outside competition, would no
longer be present.

That is why, in Europe, we believe that this
process must be managed in a rational and
humane fashion. In dealing with the problems
of injurious competition within the indus-
trialized world, and between it and the devel-
oping world, we are saying that prevention is
better than cure. Prevention will mean some
painful surgery, but we may otherwise not
avoid the disease of protectionism—a disease
for which there may be no cure.
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EUROPEANS

IN THE US MARKET

The auto industry offers three major case studies |

ON A SPRAWLING SITE NEAR NORFOLK, VIRGINIA,
stands a $25 million European testimonial to how an
ambitious US investment plan can go awry. What Swe-
den’s giant auto-maker, Volvo, originally perceived as a
major opportunity to crack the US market by on-site
assembly has turned out to be a disappointment and a
warning to others. A year-and-a-half ago Volvo post-
poned plans to continue building there—citing plenty of
worldwide capacity, the energy crisis, and its own shrink-
ing sales in the United States. Today the partially com-
pleted plant serves as a distribution center, where grow-
ing numbers of imported Volvos are readied for dealers,
although company officials say that assembly plans may
be revived at a later date.

Volvo’s plight illustrates how European car-makers
are now fighting for their lives in the United States. Why?
The plain fact is that the US small car market—once the
European’s bread and butter here—is now dominated by
the Japanese with the Americans themselves increasing
their strength with home-built and “captive” import
models like the Ford “Fiesta.”

The Japanese, with an export-oriented auto industry
that is aggressively seeking new markets, have expanded
their sales dramatically in the United States during the
1970’s. The leading positions of Toyota and Datsun,
originally taken over from Volkswagen, have been chal-
lenged by Honda, Subaru, and Mazda—Ileaving the
Europeans behind in the dust. In the first four months of
1978, for example, the big five Japanese companies sold
414,276 cars in the United States, compared to 186,775
for the top 15 European companies.

Faced with this onslaught, the Europeans have taken
two main courses: Volkswagen and Renault have decided
to slug it out on the small car market by building produc-
tion plants in the United States or hooking up with estab-
lished US companies. The other major European firms
have decided to specialize in the larger car, high quality
field, where European styling and gas-saving technology
still provides some sales edge.

Many European firms such as Fiat, Alfa Romeo, and
Renault admit they made major strategic mistakes in the
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United States in the past. The firms were so busy fighting
for pieces of the home European market that they did not
pay attention to US trends—Ileaving their dealers with
poor selection and delivery schedules. While most Euro-
pean firms have revised their sales operation and models
and believe they can gain back ground in the coming
years, some, like British Leyland, still are in the doldrums
because of reorganization problems at home.

At present the main problem for the Europeans in the
United States remains the competition, not the law. There
is little US protectionism against foreign autos either
through tariffs or safety specifications. The only problem
is small-volume importers, for whom testing to meet air
pollution regulations is too costly. The continuing dollar
devaluation is a headache, forcing substantial price rises
yearly. But this also affects the Japanese, and the US
manufacturers tend to put their prices up after import
prices rise—preferring profits to squeezing the competi-
tion. The pending US legislation putting a tax on ‘“‘gas-
guzzling” cars will be a boon for the fuel-efficient im-
ports, although another plan for a tax break for small car
purchasers was thrown out.

At the same time, however, the Europeans have
another fear: Japanese and even American competition
on their own turf. The Japanese have been making prog-
ress in Europe for years, and a continued dollar slide, plus
an increase in US small car know-how, could make US-
built Fiestas attractive in Europe. While this might raise a
call for protectionism in Europe, auto industry executives
there believe a better answer is cooperation among Euro-
pean manufacturers, including parts exchanges, which
would improve European-wide marketing services for all
companies.

For the moment, however, immediate attention is fo-
cused on the American market—as the following case
studies illustrate.

Paul Kemezis and Axel Krause




Volkswagen

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

In the 1960’s the world was much simpler
than now. Few Americans had heard of
Toyotas or subcompacts or hatchbacks. Hon-
das were motorcycles, Subarus and Mazdas
did not exist, and the only US car built abroad
was the boxy old Opel. For all intents and
purposes the two concepts of foreign car and
small car meant only one thing to
Americans—Volkswagen.

Starting in 1951, when the first “Beetle”
was exported to America, Volkswagen cre-
ated and then dominated the small car market
in the United States. In 1970 the company
reached its high-water mark, when 569,696
Volkswagens were sold in the United
States—46 per cent of all US car imports and
6.8 per cent of the entire US market. That was
the last year a dollar still got you four
Deutchmarks and the average cost of a Volks-

_ wagen was $1,893.

Six years later, the position of Volkswagen
in the American market had suffered a stun-
ning reversal. In 1976 the company had to
struggle to sell 200,000 cars. Volkswagen was
actually losing money on each car sold and
held back exports to the United States to the
minimum needed to keep its dealership net-
work intact.

The villains were the shrinking value of the
dollar, rising German labor costs, the intense
new competition in the United States from
Japan, and the necessary change-over from the
tried-and-true Beetle model to the new “Rab-
bit.”” Major problems in the proud firm’s
home operations, which produced a $336 mil-
lion loss in 1974 after an unbroken record of
profits, also contributed to the woes and
brought a complete management shake-up in
1975.

In mid-1976, with no other alternative
open, the Volkswagen executive team, headed
by Toni Schmucker, played its last trump card
to save the American market. Plans were an-
nounced to begin production of Rabbits in the
United States as soon as possible. An aban-
doned Chrysler plant in Westmoreland
County, Pennsylvania, was found; a strong
team of US auto executives was hired, mainly
from General Motors; and in April 1978
American Volkswagens started rolling off the
new assembly line.

The gamble was a big one. Seen from
hindsight the move, which cost an initial $250
million, was right because the dollar has sunk
to new depths and market competition in the

Continued on page 12.

A scene from the past? As European
auto-makers set up US production, they will
consequently rely less on traditional exporting
... such as this VW “Dasher” shown being
unloaded at a US port from one of

Volkswagen’s specially designed ships. courtesy of
Volkswagen of America, Inc., Englewood Cliffs, New Jersey

Renault and Michelin

AXEL KRAUSE, a senior correspondent
for Business Week in Washington,
who previously covered Europe

“For many Americans, our industrial prod-
ucts simply are not credible—France still is
perceived in the stereotyped forms of wine and
perfume.” This partly whimsical observation
comes from Pierre Herrmann, president of the
US subsidiary of giant French auto-maker Re-
nault, which is mounting the company’s first
and most ambitious assault on the US market
since the late 1950’s. “Our expanding efforts
here should help change that image,” he adds.

A dissimilar but equally determined pro-
wess is reflected by Marc de Logeres, who
helps direct the audacious, far-reaching US
operations of tire-maker Michelin. “If the
standards of excellence are maintained,” he
recently declared, “mass production and the
pressure of competition should almost inevit-
ably bring new technical progress . .. and a
decrease in prices.”

Although they differ markedly in their pur-
pose, style, strategy, and degree of success,
both Renault and Michelin are examples of
a new, determined ‘‘défi frangais” aimed
at making inroads on the US motor ve-
hicle market—Ilargely through on-site
manufacturing—as part of their worldwide
expansion. Moreover, each company in its
own way is battling for growth in what is the
world’s biggest and most fiercely competitive
market with an arsenal of industrial weapons
and French traditions. And these are already
sending ripples—and more than a little
nervousness—through US industrial circles.

“Neither Renault nor Michelin are number
one worldwide, but they do embody solid
technology and resources,” says a seasoned
Washington lobbyist for the US automobile
industry. “Each could go big if their present
efforts here materialize.”

The efforts of Renault were launched in a
period of European-wide pessimism. Three
years ago in the executive suite of the com-
pany’s gleaming new steel-and-glass Paris
headquarters, Renault’s secretary general,
Marc Ouin, mused “whether the European
automobile business will continue to be a
profitable business at all’—noting that five of
the nine major auto companies in the Euro-
pean market had been operating in the red.
Forecasts gloomily predicted that European
auto demand would probably not catch up
with capacity until the mid-1980’s.

Another consideration that still hauntingly
colors Renault’s strategy was the widely-
conceded “Dauphine disaster” of the late

Continued on page 13.
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VOLKSWAGEN
Continued from page 11.

United States has sharpened as foreign-built
US subcompacts joined the Japanese in the
fight for customers. If the plant had not been
built, Volkswagen would have no future in
America at all, but even with its US produc-
tion the company faces a tremendous fight to
hold its ground and rebuild even a part of its
traditional market share.

After the debacle of 1976, Volkswagen
made some progress in 1977 as 260,702 cars
were sold in the United States, including
164,000 Rabbits. But 1978 has turned out to
be another problem year. Production prob-
lems in Europe led to delivery delays, and a
new surge in the Deutchmark’s value drove
Rabbit prices from $3,869 in September 1977
to $4,220 this May.

Executives at the Volkswagen of America,
Inc. headquarters in Englewood Cliffs, New
Jersey, believe that with the 1979 model year
they can begin a new comeback. By then US
production will be significant, which will
mean a slowdown of price increases and better
model availability for US dealers. The com-
pany hopes to reach full production capacity
of 400 Rabbits a day or 200,000 cars per year
at the Westmoreland plant by the end 0of 1978.

While the Rabbit has overcome start-up dif-
ficulties to catch on with US buyers, its great
success worldwide has created an additional
problem for Volkswagen—everyone is trying
to copy it. The Ford “Fiesta,” made in Europe
for the American and European markets, the
Chrysler “Horizon” and “Omni,” many of
the Japanese cars, and even Renault’s “Le
Car” are patterned more or less on the Rabbit.
To add to the problem, the Chrysler products
are powered by Volkswagen engines, the fruit
of a major deal in the early 1970’s that at the
time seemed a good way to keep the com-
pany’s engine works in Germany going at full
speed.

As with the Beetle, the Rabbit has given
Volkswagen a head-start on the world mar-
ket, but this time the competition is right be-
hind. Even the traditional edge over Detroit in
small car development cannot be depended on
any more.

There are many critics who argue that
Volkswagen should have moved to American
production much sooner. But Volkswagen ex-
ecutives in their headquarters at Wolfsburg,
close to the East German border, argue that
there were many reasons to delay the big step.

In 1974 the financial losses were too great
to provide solid footing, even though Volks-
wagen has long been one of Germany’s blue
chip companies and a symbol of the postwar
recovery. Also the company did not want to
order full production of the Rabbit in the
United States until the market for the new
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© Tenney Mason, Gaithersburg, Maryland

model was secure. Volvo had moved boldly
with big production plans in the United States
in 1975. But it found the market was not as
large as hoped, and the planned factory in
eastern Virginia has now become just a ware-
house for imported vehicles.

WHAT NO ONE DOUBTS, however, is the vigor
with which Volkswagen moved once the deci-
sion to locate in the United States had been
made. Company officials courted offers from
Ohio, Illinois, and Pennsylvania before decid-
ing on Westmoreland County and Governor
Milton Schapp’s generous tax breaks and
loans as the best all-around deal.

The state provided a $40 million loan to
take over the plant site and help pay for turn-
ing the empty shell into a full assembly plant.
Another $25 million was raised by bond issues
for highway and rail connections; $6 million
came out of the state employees and teachers
fund. Volkswagen was able to cash in on its
traditional prestige to borrow another $250
million on the US commercial market.

In July 1976 the mother company set up
Volkswagen Manufacturing Corporation of
America and started head-hunting for US ex-
ecutives. In September James McLernon, a
27-year veteran of General Motors, came over
as president.

By February 1977 work crews had begun to
pour concrete and assemble machinery in the
plant, and hiring began for the work force,
planned to reach 4,500 at full capacity. The
company also acquired a metal stamping
plant in Charleston, West Virginia, previously
operated by American Motors and set up a
headquarters in Warren, Michigan. The man-
ufacturing company will operate separately
from the sales arm, Volkswagen of America,
Inc., with no single executive in the United
States having control of the entire operation.

While the new factory appears headed for a
smooth start-up, there are still a few flaws to
the overall strategy that might counter the
benefits. The factory is basically an assembly
plant, and about 30 per cent of the parts,
including engines, will still come from Ger-
many. This means the Rabbit price in America
will still feel some impact from currency
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“How will the public respond to an American-built Volkswagen after years of German craftsmanship?”

changes. Also, all other Volkswagen models,
about one-third of sales, will still be imported
from Germany.

Also by building its plant, the first foreign-
owned assembly plant in the United States,
Volkswagen almost guarantees its chief rivals
will do the same. Renault, Honda, Datsun,
and Toyota are all actively reviewing similar
plans.

Finally, because of earlier guarantees to
German workers, made when the decision to
relocate was taken, the export flexibility of the
new plant is limited. The German unions de-
manded a guarantee that no US-built cars
could be shipped back to the European market
replacing German-made cars. Since Latin
America and Africa are already covered by the
large Volkswagen production operations in
Mexico, Brazil, and Nigeria, the Westmore-
land plant must stand or fall in its new home
market.

One major unknown, which company offi-
cials dismiss as no problem at all, is how the
American public will respond to American-
built Volkswagens after years of attachment
to German craftsmenship. Volkswagen has
made a major campaign to ensure high quality
at the new plant. But it basically thinks Ameri-
can consumers, most of whom believe the
Lowenbradu they drink still comes from Ger-
many, will not really care about this distinc-
tion.

Also Volkswagen, by a series of purchases,
controls Audi and markets Porsche in
America. Thus customers seeking high-
precision European cars have a full range
above the Rabbit to choose from. In fact,
Audi’s highly successful “meet our German
engineering team” advertising campaign has
been aimed directly at this audience.

Perhaps in the end it will be the German
craftsmanship, or memories of it, that saves
Volkswagen in the next stage of the battle for
the US market. There are an estimated 4.3
million Volkswagens on the road in the United
States today, including a lot of older ones with
still satisfied owners. This durability may in
the end be the best selling. point against the
American and Japanese competition that is
getting tougher all the time.




RENAULT

Continued from page 11.

1950’s, the company’s first major export drive
in the United States. Although the light, small,
rear-engined auto had outsold Volkswagen’s
“Beetle” by 1959—Renault’s best-ever year in
the United States—the effort soon collapsed.
“We learned a great deal from what happened
to the Dauphine, even though we sold nearly
100,000 cars that year,” Herrmann explains.
““It was not designed for the American way of
driving, spare parts were hard to get, and our
dealers were not ready for it.”

But the 1973 oil crisis, which had sparked a
major, worldwide scramble for small and
economical cars, had broken well for Renault:
Only the year before it had introduced a small,
stylishly boxy car that also was shorter in
length than the Beetle—the “R5.” And in an
effort to extend its dazzling success in Europe
to North America, Renault decided to re-
habilitate its image in the United States and
export the RS, but on a modest scale. Sales in
1974 were around 7,000, compared with
Volkswagen’s 340,000. Since then, however,
Renault’s dealer network has been more than
doubled to around 330 outlets, as sales of the
French subcompact known to Americans as
“Le Car” soar to around 20,000 this year.

nault and AMC executives emphasized it as an
“arrangement” whereby each would help sell
the other’s line of cars—aMC’s handling R5’s
in the United States and Renault’s selling Jeeps
in Europe—but they only hinted vaguely at
other forms of cooperation.

“There was no successful precedent for this
kind of deal, and the industry was impressed,”
according to Ralph T. Millet, chairman of the
Automobile Importers of America, Inc.,
which represents foreign auto and tire com-
panies doing business in the United States. “It
seemed to signal clearly that Renault and
Volkswagen were getting ready to slug it out.”

But not everyone agreed. “Can putting to-
gether two weaknesses make a strength?”
queried Time magazine in early April. Noting
that “profit-pinched”” aMc had been “openly”
seeking a foreign partner for some time, the
newsweekly reported that the RS had not been
selling “well” in the United States and pre-
dicted gloomily that they would not draw
much traffic to AMC showrooms. Industry cir-
cles also were abuzz with rumors that Renault
was losing more than $5 million a year on its
US operation.

But by early June the word was getting
around that the amc-French connection
would involve far more than simply a market-
ing operation. The first hint came in a detailed

The amounts, Hanon told Automotive News,
would be “in multiples of tens of millions of
dollars,” but he added, “not all of it at once.”

Company officials also have since con-
firmed that considerable study is focusing on
the question of what components to manufac-
ture in the United States—if at all—versus
imports from Europe. Indeed, the often heard
comment that the “threshold” sales volume
needed to launch a US manufacturing opera-
tion is 200,000 cars per year does not square
with the decidedly Franco-American ap-
proach of these two companies. “It all de-
pends on what you want to do—the whole
car? Part of it? And what is the most profit-
able,”explains Herrmann, who joined Renault
in 1956 as the first employee of a newly
formed export division. “We have a lot of
worldwide experience on that score and, be-
lieve me, there is no magic number,” he insists.

Although it is now widely conceded that
AMC sought out the state-owned French com-
pany following the collapse of talks with a
second foreign company, Renault says it was
drawn by some AMC qualities generally over-
looked in descriptions of the fourth US auto-
maker, whose widely-publicized financial
problems stem largely from falling sales.
“aMc does, in fact, have positive sides—
vehicles in circulation, a dealer network, a

Michelin Tire Corporation, Manufacturing Division, Dale County, Alabama courtesy of Michelin Tire Corporation, Greenville, South Carolina

Although Renault still trails far behind
Volkswagen and its Japanese competitors, the
Frenchman in charge of US operations is far
from being pessimistic today. Herrmann, who
previously headed the company’s operations
in Germany, where Renault became the lead-
ing importer, and then directed establishment
of a Renault plant in Iran, describes his task:
“We must re-establish our name via a solid,
trusted network of dealers and build sales on
growing numbers of satisfied owners.”

Right now a controversial, precedent-
shaking plan is being shaped to accomplish
just that with US auto-maker American
Motors Corporation (AMC)—which, if suc-
cessful, could greatly expand the worldwide
position of both companies. When their
agreement was announced last March, Re-

interview accorded the authoritative trade
publication Automotive News by Bernard
Hanon, Renault’s US-educated executive vice
president. Not only would AMcC dealers begin
selling the RS by next January at the latest, he
said, but by late 1979 or early 1980 amc
would begin assembling the recently intro-
duced, medium-sized “R18” at its Kenosha,
Wisconsin, plant. Both moves could dramati-
cally expand Renault’s position in the US
market; Hanon said he was aiming for a
doubling of R5 sales and was hopeful that by
the 1980’s the AMc plant could turn out up to
100,000 cars per year.

Even more startling was the disclosure that
the French giant was prepared to extend its
new partner credit which would help amc
retool its Kenosha plant for the French car.

solid record on production, plus prof-
itability,” Herrmann explains. For their part,
AMC officials have privately conceded to their
French counterparts that without a strong,
internationally established partner such as
Renault they would face an even bleaker fu-
ture.

“We need AMc to develop our US network
and build our cars,” Hanon declared. “They
need Renault for product development—so
there is mutual interest now.” Asked more
recently how he viewed the prospects of a
Renault-aMc merger, Hanon more cautiously
replied: “We are pragmatic on the issue.”

LAST JANUARY A FIRE FORCED THE EVACUA-
tion of several thousand employees of the
three-year-old Michelin tire plant just south of
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Greenville, South Carolina, and one man was
seriously burned. As the story was told in-
credulously to a reporter for The New York
Times, “They never called the fire brigade and
preferred to deal with it themselves.”

The explanation is simple: Michelin has an
ironclad rule that no outsiders may visit its
plants, irrespective of where they are. Con-
cerning the traditions of secrecy at Michelin’s
headquarters in the provincial city of
Cleremont-Ferrand in central France, a com-
pany employee recalled the visit years earlier
of General Charles de Gaulle: “We politely
showed him the sales room, then we politely
showed him the display room, then we po-
litely showed him the executive offices, and
then we politely escorted him to the limousine
in the parking lot.”

The shy, paternalistic Frangois Michelin;
who has been running the world’s third largest
tire company since 1955, explained it this
way: “You need 10 years to develop a
machine and five minutes to understand it and
thus copy it.” And right now the company has
a lot at stake—a roughly $1 billion gamble on
succeeding in the United States tire market
alone, quite apart from Europe, where the
company is expanding its estimated third of
the passenger tire business and one-half of the
truck tire market.

Indeed, few European companies have the
US presence or audacious approach of Miche-
lin, aptly summed up in a flyer it distributes to
potential US employees: ““Yes, we are the new
American tire company,” it proclaims, “be-
cause now Michelin is manufacturing its
steel-belted radials (of which the company is
the world’s first and largest producer) here in
America . . . when you move to Michelin you
become part of an international team of over
100,000 individuals in 12 countries.”

This approach—vividly akin to that of US
corporate giants seeking European talent for
their Common Market operations—has pro-
ven highly successful. At the latest count,
Michelin employed 3,500 persons at three tire
plants in South Carolina, which will be gradu-
ally increased to 5,500, while an additional
1,500 persons will be hired for a new truck tire
manufacturing plant scheduled to be operat-
ing in Alabama next year. And this is only a
beginning, since it is no secret that this highly
secretive industrial giant contemplates at least
doubling its present number of plants within a
decade.

But Michelin is bringing more to the United
States than capital and determination to ex-
pand its share of the US tire market, which
incidentally is estimated at around 4 per cent
by industry sources. In France the national
average of workers who are unionized stands
at around 20 per cent, but only 8 per cent of
Michelin’s French workers belong to unions;
and, not surprisingly, the company is promul-
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Renault’s Executive Vice President and General
Manager Pierre Herrmann  courtesy of Renault USA,
Inc., Englewood Cliffs, New Jersey

gating that trend in the United States.

Not only is Michelin paying wage rates
conceded as “pretty good for the area” by a
United Rubber Workers Union official, but
the company offers a wide range of fringe
benefits that are generally rare for the region’s
traditional, equally conservative employer—
the textile industry. In addition to such medi-
cal benefits as dental and prescription drug
plans, plus educational assistance and
holiday/vacation benefits, Michelin offers
such things as French cooking lessons to its
employees.

Maybe union officials are frustrated in their
efforts to organize Michelin in South
Carolina, but in Akron, Ohio—heart of the
US tire industry—there is more than a little
nervousness about the company’s encroach-
ment on its turf, which dates back to 1966,
when the company began supplying radials to
huge US retailer Sears Roebuck & Co. Totally
contrary to the approach of Renault, for
example, the very idea of forming a partner-
ship with a US tire company would be un-
thinkable.

In a recent speech to the American Chemi-
cal Society’s rubber division meeting in

Montreal, Michelin’s de Logeres reminded his
colleagues that in the tire business “the
know-how is a basic element—jealously kept
by each manufacturer as it is part of the pat-
rimony of the enterprise . . . not protected by
patents or industrial property rights.”

“Their determination, backed with tre-
mendously innovative technology, has forced
everyone in the industry to make the radial
tire,” says an industry analyst who estimates
the company should eventually wind up with
roughly 10 per cent of the tire market in the
United States.

This isn’t to say that Michelin has had all
smooth sailing. In 1973 Washington slapped a
countervailing duty on truck tires the com-
pany was importing to the United States from
Canada, where Michelin had obtained favor-
able government financing for several plants
built two years earlier. The retaliatory tariff
was originally set at 6.6 per cent, it was later
cut to 2.5 per cent, but the question remains a
source of annoyance to both US and Michelin
officials. “It is still an active case, more or
less,” concedes a company official.

Meantime, while Renault considers estab-
lishing toeholds in the United States for its
non-auto division—in the pleasure craft field,
for example—Michelin appears steadfastly
committed to the product first produced in
1894 by Frangois’ grandfather, Edouard
Michelin. But there is a notable exception to
the illustrious tire: Michelin’s guides to hotels
and restaurants plus sightseeing books and
maps covering Europe and Africa, which over
the years have proven a goldmine of publicity.

Its widely recognized green-colored handy
guide to New York City was a recent addition
and there may be other US offerings. “Noth-
ing has been decided,” said a Michelin official
at the company’s new head office for its com-
mercial division in Lake Success, New York.
“We are contemplating adding various re-
gions in the United States,” he further stated
but politely declined to elaborate.

Since 1974 Renault’s dealer network has more than doubled, and sales of Le Car soar toward 20,000
this year. courtesy of Renault, USA, Inc.




NatWest Bank reports
outstanding growth in
international activity

for1977

~
€w# 30% contribution towards Group Profits from
International operations.

(’J A new World Money Centre uniting the International
Money Desk and the Eurocurrency Dealing Room of
International Westminster Bank and providing a 24-hour
worldwide Foreign Exchange and Deposit Trading Service.

~
€+ A Floating Rate Capital Notes issue of US$ 120m.
providing additional capital for worldwide activities.

(’ﬂ The opening of a new Marketing Office in Vancouver by
the Canadian subsidiary, NatWest Canada Limited.

(“’o Earlier this year, the establishment of a Marketing Office
for Latin Americain New York.

Figures taken from the Group Accounts 1977
£m US$m
Ordinary Share Capital 225 430
Reserves 787 1,503
Current, Deposit and Other Accounts ... 17,603 33,622
Advances 12,042 23,009
Total Assets 19,188 36,649
Group Profit After Allocation to
Staff Profit-Sharing 228 435
Tax 117 225
Retained Profit 81 154
Rates operative at 31st December 1977

Copies of the Report and Accounts, which include the Chairman’s Statement, may
be obtained from the Secretary’s Office, National Westminster Bank Limited,
41 Lothbury, London EC2P 2BP, England.

«» National Westminster Bank Group

A Worldwide Bank




BUYING BANKS

“It's becoming fashionable”

MICHAEL BLANDEN, banking correspondent for The Financial Times of London

The agreement for National Westminster
Bank (NatWest), one of the British “big four,”
to pay $300 million for a 75 per cent stake in
the National Bank of North America may well
foreshadow a rush by European and other
foreign banks to acquire a stake in the New
York banking market. The announcement fol-
lowed closely the news that Hong Kong arld
Shanghai Banking Corporation, which
though Hong Kong-based has close connec-
tions with London, is to take a 51 per cent
interest in Marine Midland Bank. It is gener-
ally expected that a number of other banks
from European countries including Belgium,
the Netherlands, and perhaps Germany will
be making efforts to buy their own way into
the potentially rewarding US market.

The wave of interest being shown is a clear
sign of a significant change in the pattern of
European banking. For a considerable
number of years now, the bigger banks and
indeed many of the smaller banks have been
developing their international activities, both

through the operations of the mainly
London-based Eurocurrency markets and
through the establishment of growing branch
networks around the world. In this effort the
European banks have found until fairly re-
cently that they were lagging behind the simi-
lar expansion of their US competitors. Now,
however, many of the large European banks
have reached a stage where they can entertain
ambitions of becoming fully international op-
erations, able to provide services to their own
customers as well as to multinational corpora-
tions from other countries anywhere in the
world.

The US market has a number of special
attractions. It is, obviously, a large market for
banking in which the foreign newcomer can
quickly make a significant mark. It offers the
opportunity to make contact with some of the
biggest corporations in the world and to pro-
vide them with services, and at the same time
the chance of developing potentially profit-
able retail branch operations in a country with

US BANKING INSTITUTIONS OWNED BY FOREIGN BANKS
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a higher growth rate than much of Europe.

The United States has a second characteris-
tic, though, that makes it even more important
for European banks with international ambi-
tions. Its big money centers are the home of
the major US banks with which the Europeans
are competing around the world, and particu-
larly in the London-based international mar-
kets. The business they are after, and where
they meet in head-on competition, is not the
small retail lending activities but the interna-
tional loans to countries, for project finance,
and to the worldwide corporations.

The US dollar has a special role in relation
to this business. It is, and is likely to remain,
the major international currency as a means of
exchange and as a reserve asset. Most impor-
tant, it is by far the most important medium
for international lending; the Eurocurrency
markets are essentially dollar-based, and this
gives a significant advantage to the US banks
which have their own natural dollar re-
sources.

This is the essential reason for banks such as
NatWest to seek to establish their own retail
dollar business. So far this bank has expanded
rapidly in the United States, operating at pres-
ent through branches in New York, Chicago,
and San Francisco and offices in Los Angeles
and Houston. Its business, however, has been
largely confined to wholesale banking
operations—borrowing funds in the open
market in order to support lending to the big
corporations.

The NatWest set out some time ago to find
itself a bank to buy in New York. The planned
acquisition, the biggest purchase so far made
by a British banking group, will give NatWest
for the first time a substantial indigenous dol-
lar base. This will provide the group not only
with a retail banking business but the funds to
back up its extensive and rapidly growing in-
ternational business, which is mainly dollar-
based.

After the deal goes through—this could
take some time because of the various official
permissions required—NatWest will have a
branch network of 144 in the United States
and total assets there of around $5.2 billion.
This will put it ahead of its main British rivals,
which until now had enjoyed the advantage.
Barclays Bank has built up a branch network
of around 89 and assets of some $2.5 billion,
with around 50 branches in California and
some 33 in New York. The growth of Barclays
has been achieved through a combination of
opening branches de novo and acquisitions of
small- to medium-sized banks.

Lloyds took a route similar to NatWest’s a
few years ago, making a major purchase of the
First Western network in California, and now
has branches totaling nearly 100 in the United
States with assets of some $4 billion. Midland
Bank, the last of the British big four, has




adopted a slightly different approach. It relies,
so far at least, on its relationship with one of
the European banking clubs, European Banks
International Company (EBIC).

This grouping brings Midland together
with a number of other major European
banks, and in the United States they own to-
gether one of the biggest foreign-owned bank-
ing operations, European American. This
bank, in which Midland holds a 20 per cent
stake, made its mark in New York by buying,
to the relief of the authorities, the residual
liabilities and assets of the failed Franklin Na-
tional Bank in 1974.

FOR ALL THE BRITISH AND OTHER LEADING
European banks, international business is be-
coming increasingly important. In the past
year or two their own domestic markets have
not been very buoyant. With low demand for
lending and, last year, a sharp fall in interest
rates, they have found it difficult to do much
more than stand still at home. The growth
impetus has come from international opera-
tions, including both activities through
branches abroad and London-based currency
business, which, in the case of the big British
banks, accounts now for around 30-to-40 per
cent of profits.

European American, one of the biggest foreign-owned banking operations in the United States, “made
its mark in New York by buying . . . the residual liabilities and assets of the failed Franklin National

Bank in 1974.” upi

This represents a substantial and lasting
change in the character of the business being
done by European banks. They are no stran-
gers to operating abroad; indeed, in many
ways they have far longer experience than
their US rivals. The colonial history of the
European powers led many years ago to the
creation of extensive branch networks abroad
in the areas of influence of the particular coun-
tries involved, which have in many cases re-
mained important in spite of the loss of em-
pire.

This kind of operation is typified by the
UK-based overseas banks. They include
names such as Standard Chartered and
Grindlays Bank, Bank of London and South
America, and Barclays pco; and their
branches spread from Latin America through
Africa to the Middle and Far East. In the old
days these networks acted as a channel for
capital funds from the mother country and
were able to move resources freely around
from one country to another as local needs
changed.

Two of the British commercial banks owe a
good part of their international size to owner-
ship of the old-style overseas banking opera-
tions. Barclays Dco—a name which itself was
redolent of the history, standing for “Domin-
ion, Colonial, and Overseas”—was absorbed
fully into Barclays and became Barclays Inter-
national. Bank of London and South America
was taken over by Lloyds, merged with that
bank’s own modest foreign branch network,
and changed into Lloyds Bank International.

In any case, while the overseas banking
business continues to be important, its charac-
ter has changed. The freedom of operation
that the banks enjoyed before the Second
World War has become increasingly cir-
cumscribed by exchange control regulation;
and the rise of nationalist movements has led
to nationalization or the loss of control in a
growing number of countries. These overseas
branch networks, although useful to the
banks, are no longer the same reliable long-
term source of profitable growth.

They are, moreover, still essentially retail
branch operations, while the real growth has
been in the new form of international banking
based on the major money centers of the
world and on providing services to the big
corporations. In this area of activity, there is
no doubt, it was the US banks thatled the way.
Perhaps helped by the absence of long-
established foreign networks, they moved out
into the international business spreading their
branches in selected centers around the
world—the European capitals, the Far East,
and the Middle East.

This form of competition worried many of
the European banks that were not fully geared
to participate in this new business. At one
stage it was the US banks rather than the



Europeans that were prepared to treat the
whole of Europe as a single market, offering
services more or less independently of na-
tional boundaries—while the European
banks, in spite of their commitment to the
ideals of the European Community, remained
limited.

IT WAS PARTLY A DEFENSIVE REACTION t0 this
threat, as well as the prospect of closer mone-
tary and economic integration within the
European Community, that led to the forma-
tion of the European Banking clubs. BI1c, al-
ready mentioned, is one of the oldest and
best-established, and provides an outlet for
the member banks through an extensive range
of joint ventures in a number of countries as
well as a vehicle for close cooperation in a
more general sense.

Another big grouping is Associated Banks
of Europe (ABECOR), which includes Barclays
among its seven full members. The Europart-
ners group is a smaller collection of four Con-
tinental banks, having no British member,
while the fourth grouping, Inter-Alpha, brings
together a number of smaller banks including
Williams & Glyn’s in Britain.

The European banking clubs combine a
number of different aspects of recent devel-

opments in banking. They certainly con-
tained, at least in the motives that led to their
initial establishment, a significant element of
ideological belief in the European Community
and a hope that in the long run their associa-
tion could become even closer to enable them
eventually to merge into fully European
banks.

They also fitted in with the fashion a few
years ago for the creation of consortium
banks, enabling a number of banking share-
holders to establish an offshoot which, operat-
ing more or less independently, could move
into the relatively new Eurocurrency markets.
They also include an element of an older
tradition—the correspondent relationships,
on which most banks, and particularly the
Midland in Britain, historically relied to pro-
vide services for their customers in areas
where they were not themselves represented.

Some of these reasons for establishing the
cooperative arrangements no longer look as
strong as they did. The European ideal has
receded, and the consortium banking concept
is no longer so popular. Most important,
though, the individual banks have become
much stronger in their own international ac-
tivities. Barclays has for some time been a
major international bank in its own right, so

that its membership in one of the clubs has not
precluded it or the other members from strik-
ing out on their own. Even EBIC, perhaps the
most closely knit, is showing signs of change
with some of the member banks starting to set
up their own international branches rather
than relying exclusively on the partnership.

The European banks, by and large, have
outgrown much of their need for help in de-
veloping their international business. They are
flexing their muscles in the major markets of
Europe, the Far East, and the United States,
and they have a special reason at present for
wanting to establish a base in North America,
besides the general advantages of having a
dollar base.

They are aware of the pressures within the
United States to restrict these advantages and
of the possibility of legislation that might in-
hibit their further growth. European banks
have, therefore, a strong desire to be on the
spot before this happens. If they have to pay a
fairly high price for entry—and both the
Lloyds and the NatWest acquisitions have
seemed to many analysts to be quite costly—
then the European banks are prepared to ac-
cept this for an opportunity that may not be
repeated. Buying a bank in the United States is
becoming fashionable.

The book
that turns businessmen
into best sellers.

Many who've read it are now reaping the
rewards. Because they’ve found that U.S.
exports are a more than $100 billion a year
business, that exporting creates both company
profits and company growth, that U.S. goods
have never been more competitive in
international markets. Above all, they’ve
found that, with the help available from the
U.S. Commerce Department, selling over-
seas is no more difficult than selling at home.
And this fact-filled book can prove the same
to you. Write The Secretary of Commerce,

» U.S. Dept. of Commerce, BED 8B,
Washington, D.C. 20230.

U.S. Department of Commerce |

A Public Service of This Magazine
& The Advertising Council
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This announcement is neither an offer to sell nor a solicitation of an offer to buy any of these Securities.
The offer is made only by the Prospectus.

$350,000,000
United Kingdom

$200,000,000 Seven Year 8% % Bonds Due 1985
$150,000,000 Fifteen Year 875% Bonds Due 1993

Interest payable May 1 and November 1

Prices
Seven Year Bonds 100% and A ccrued Interest
Fifteen Year Bonds 99% and Accrued Interest

Copies of the Prospectus may be obtained in any State from only such of the
undersigned as may legally offer these Securities in compliance
with the securities laws of such State.

MORGAN STANLEY & CO. THE FIRST BOSTON CORPORATION SALOMON BROTHERS

Incorporated

GOLDMAN,SACHS & CO. LEHMAN BROITI-IERtS"i KUHN LOEB
ncorporate
MERRILL LYNCH WHITE WELD CAPITAL MARKETS GROUP WARBURG PARIBAS BECKER
Merrill Lynch, Pierce, Fenner & Smith Incorporated Incorporated
BACHE HALSEY STUART SHIELDS BLYTH EASTMAN DILLON & CO.

Incorporated Incorporated

DILLON,READ & CO.INC. DREXEL BURNHAM LAMBERT E.F. HUTTON & COMPANY INC.

Incorporated

KIDDER,PEABODY & CO. LAZARD FRERES & CO. LOEBRHOADES,HORNBLOWER & CO.

Incorporated

PAINE,WEBBER,JACKSON & CURTIS SMITH BARNEY,HARRIS UPHAM & CO.

Incorporated Incorporated

WERTHEIM & CO.,INC. DEAN WITTER REYNOLDS INC.
April 28,1978
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“THE EUROPEAN CHALLENGE” .

Foreign muvestors look to US acquisitions

Prepared by staff of Booz « Allen ¢& Hamilton, Inc.

In the decade since Jean-Jacques Servan-
Schreiber, “The American Challenge” has not
only been challenged but in many cases rudely
reversed. European businesses are today seiz-
ing growing worldwide market share in
aerospace, general machinery, chemicals,
pharmaceuticals, banking, insurance, and a
host of other industries formerly dominated
by American enterprises.

It is one thing for Europeans to confront the
challenge on their home ground, or for them
to further build on their past successes in
Third World markets. But for them to now go
beyond exports and establish a major pres-
ence in the United States is a significant devel-
opment.

Not only are Europeans investing in the
United States in greater numbers, but most of
them are doing so in the most direct form of
investment—acquisition. They are buying
immediate market position, and committing
their US earnings toward further growth in the
United States. This suggests an aggressiveness
and self-confidence that many American ex-
ecutives find surprising. These new European
investors are far more optimistic about
America than their American counterparts.
Viewed from Europe, America is a haven for
growth and opportunity.

A host of reasons explain why European
companies are investing in the United States,
but the most pervasive one is the size of the US
market. When asked why his company had
entered the US market, for example, a German
executive explained: “The United States is the
largest single market in the world for our
products. It was a mistake not to be there, and
I regret we waited so long before making our
move.”

Europeans are coming to the United States
for both “defensive” and “aggressive” rea-
sons. They are finding their home economies
no longer offer the opportunities of the post-
war Fifties and Sixties. The United States, with
its huge and growing market unified by a
common language and common consumer
tastes, offers better opportunities. In addition,
it offers a much more favorable investment
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European Acquisitions of U.S.
Manufacturing Companies

July 1977-March 1978
{announced transaction value of over $25 million)

European Company

Thyssen AG
{West Germany)

Bayer AG
(West Germany)

Portland-
Zementwerke
(West Germany)

Pirelli
(italy)

Turner & Newall Ltd.
{United Kingdom})

Brown, Boveri
and Company
(Switzerland)

Consolidated
Goldfields
{United Kingdom)

Transaction
Value
U.S. Target ($ millions)
Budd Co. 238
Miles Laboratories 216

Lehigh Portland Cement Co. 66
(77% of stock)

Electric-power cable manu- 60
facturing operations,
General Cable

Philip A. Hunt 59
Chemical Corp.
{Controlling interest)

Ber

(West Germany)

Agfa-Gevaert
(Belgium/
West Germany)

AGA AB
(Sweden)

Montedison S.p.A.
(ltaly)

C. & J. Clark Ltd.
{United Kingdom)

Glaxo Holdings
{United Kingdom)

Gas turbine division, 50
Turbodyne Corp.

Hydro Conduit Corp. 45
(from Marcor, subsidiary

of Mobil Oil)

Bantam Books 36

(51% Agnelij interest)

X-ray manufacturing and 35
distributing facilities,
IPCO Hospital Supply

Burdox Inc. 31

Warren-Teed Pharmaceuti- 30
cals (Joint venture with
Hercules, a U.S. firm)

Hanover Shoe, Inc. 27

Meyer Laboratories 27

Source: The Conference Board

and political climate. The United States
seems—as one Sunbelt state advertised itself
in the London Financial Times—“a stable in-
vestment in an uncertain world.”

Establishing a US presence also enables
them to gain access to American marketing
and management know-how. Baron Guy de
Rothschild, testifying in support of Imetal’s
takeover of Copperweld in 1975, explained:
“The idea of investing in America comes quite
naturally to my mind, in fact to any European.
I consider, and I think most Europeans con-
sider, that for a company to have an invest-
ment in America is an upgrading of that com-
pany.” For many international businessmen,
active participation in the US market is a key
indicator of whether a corporation is truly
multinational.

LIKE AMERICAN COMPANIES IN EUROPE, Euro-
pean companies in the United States have be-
come increasingly disappointed with joint
ventures and licensing agreements. Many of
them feel they do not adequately understand
the legal aspects, do not receive fair compen-
sation for their efforts, and get locked into
agreements with no opportunity for addi-
tional growth. Since one of their primary ob-
jectives is to quickly attain market share,
start-up ventures are not particularly appro-
priate either: The US market is too large. With
the exception of service businesses that are
basically branch extensions of current inter-
national operations such as banking, start-ups
tend to be risky and time-consuming.

The most attractive form of direct invest-
ment, generally speaking, is acquisition. By
going this route, Europeans can become insid-
ers as rapidly as possible; achieve immediate
geographic diversification of assets; obtain
protection from currency fluctuations and
changing tariffs, and yet avoid the risks of
starting up a new business in unfamiliar ter-
ritory. Moreover, acquisition provides access
to American managerial talent while bypas-
sing the delicate problems of control that arise
in a joint venture. The acquisition route also
happens to be extremely cost-efficient: With
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US share prices hovering around book value if
not below, acquisitions can be bargains com-
pared to new capital investments.

The European preference is for companies
with strong, well-established management
teams. Only a few European companies have
chosen to acquire American companies in
trouble and send European managers to the
rescue. The risks of such a course are accepta-
ble only if the Europeans are expert in both the
US market and the particular industry in-
volved. One company that adopted this
strategy, Creusot-Loire, bought a controlling
interest in Phoenix Steel in 1976 and then
substituted French executives for most of the
old management. Within a year, however,
only the French chairman and vice president
of operations remained, and the company had
raided US steel companies to replace the other
French executives.

Though European executives frequently
think of acquisitions as a way of channeling
money into the United States, acquisitions can
also serve as a channel for products of
technology. The more common pattern is for
an acquired American company to continue
its former product lines with European prod-
ucts added into the mix when timely.

The popularity of acquisitions largely de-
pends on the availability of candidates. The
supply now is excellent because of low stock
prices, the willingness of many US companies
to sell off divisions acquired in the heyday of
the conglomerate, and US antitrust laws that
prevent many large American corporations
from competing with foreigners in acquiring
successful medium-sized companies. The bid
for Marine Midland Bank in the Hong Kong
and Shanghai Banking Corporation, for in-
stance, could probably not have been made by
a US bank.

Despite the appeals of the US market and
the variety of business opportunities, Euro-
pean companies have significant problems to
contend with. At home they have to deal with
the reactions of governments and labor unions
to investment abroad, and in the United States
they have to adjust to an open and unusually
competitive environment. European govern-
ments and labor unions by no means encour-
age direct investment in the United States. A
few European nations that have favorable
balance of payments (notably Germany and
Switzerland) permit the unrestricted transfer
of funds for investment abroad; but most,
including Britain, France, Italy, and Sweden,
do not have large dollar reserves and therefore
have restrictive capital outflow regulations
requiring investors to raise much of the
needed capital in the United States.

A crucial concern of European governments
is whether direct investment in the United
States displaces European exports to that
market. A recent study by Britain’s National

Why Europeans Invest in the U.S.
Political & Economic
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opportunity to crack the U.S.
government, defense-related, and
other “Buy American’’ markets
such as communications and high
technology

readier access to Latin American
markets

Economic Development Office concluded
that no more than 35 per cent of direct foreign
investment produces goods and services com-
peting with British production, and went on to
suggest that there may even be a net gain to the
British economy from export stimulation. In
fact, a number of similar studies conducted in
the United States have found that overseas
investment does stimulate exports. Neverthe-
less, labor unions have been slow to accept
such findings.

European labor unions have the same ob-
jections to investment in the United States that
American unions have long had to US invest-
ment abroad: They claim exporting produc-
tion facilities invariably exports jobs. In Ger-
many labor was able to use its considerable
power to hold up Volkswagenwerk’s plans for

a US plant. It was only after several years of
debate that the unions finally conceded that
loss of US market share would endanger Ger-
man jobs.

A final problem at home is strictly internal:
ensuring that sufficient management strength
is dedicated to the European market. At a time
when companies worldwide are intensifying
their efforts to attract, develop, and retain the
best executives, the prospect of diverting the
efforts of talented European executives to the
United States—when they are needed in
Europe—may not sit well with everyone at
corporate headquarters. Moreover, a US sub-
sidiary, operating in a rich and important
market, may grow vast and powerful enough
to challenge the control of its European
parent.

European executives find the business envi-
ronment in the United States quite different
from that at home:
® stronger antitrust laws;

e more rapid innovation and shorter product
life-cycles (though longer than they were a few
years ago);

e completely different union structures;

e greater willingness to take risks;

® greater turnover among managers and
white collar employees;

® greater openness among competitors in a
given industry;

® more required disclosure to government
agencies;

® more of an adversary relationship with gov-
ernment agencies;

® more extensive litigation.

Unlike the 1960’s, when such a list of dif-
ferences could have presented a formidable
obstacle, European companies today are often
experienced multinationals and therefore able
to cope with these challenges. In many cases
their experiences in the United States can bet-
ter prepare them to compete elsewhere. They
may even select their US investments as part of
a worldwide strategy to improve their compe-
titive skills. One large industrial food prod-
ucts company, for instance, developed a
long-range strategy to expand into a new line
of consumer food products. To prepare itself
for the competition that it will eventually en-
counter at home, the firm decided to look first
for consumer product acquisitions in the
United States.

European companies, except in obvious
cases of antitrust, tend to have few problems
with the US Government. American policy
toward all foreign direct investment is essen-
tially an open-door policy that treats foreign
investors like domestic ones. Restrictions are
placed on foreign participation in only a few
areas relating to national defense, transporta-
tion, communications, and banking; bills de-
signed to further control and-discourage
foreign investment have found little support in
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Congress in recent years. Moreover, many
state and local agencies actively encourage
foreign investment and may even go so far as
to offer special concessions (as was done in the
case of Volkswagen).

Foreign-owned business now accounts for
1.5 million American jobs. Other benefits to
the US economy include the influx of addi-
tional capital, stimulation of competition,
transfer of new European products and
technologies, and increased purchases of US
components. The Commerce Department in a
massive 1976 study of foreign direct invest-
ment concluded that foreign investments in
the United States have essentially the same
economic effects as investments by domestic
firms.

THE VERY SIZE OF AMERICAN BUSINESS in the
world marketplace has tended to obfuscate
major gains made by European corporations.
According to The Economist the number of
American firms among the world’s top 12
declined in all 13 industrial sectors between
1959 and 1974; British firms stayed the same,
and continental European firms increased in
eight out of 13 industries. Since the early
1970’s the total sales of large EC manufactur-
ing firms outside their home countries have
exceeded the American figure. A number of
reasons account for the growth of European
international companies, all of which pose
competitive threats to American business.

European companies, many of which have
their home government as a major share-
holder, have tended to place high emphasis on
government relations and avoiding an adver-
sary relationship. In addition, they have de-
veloped close working relationships with
labor unions. Translated into bottom-line
business terms, the result has been consider-
able investment in worker safety conditions
and local community relations.

Lacking easy access to raw materials and
cheap energy, European companies have had
to place strong emphasis on researching and

developing resource-efficient and top-quality
(longer-lasting) products. Similarly, because
of a shortage of land, European enterprises
have had to develop advanced pollution con-
trols and materials recycling methods. The
catalytic converter, for example, was devel-
oped by Volvo, using technology invented by
Engelhard Industries for Ford and General
Motors, but which Ford and General Motors
did not use. Europeans have also had to de-
velop their nuclear and other energy
technologies. In 1977, for instance, Babcock
& Wilcox, the British power company, won a
contract from the State of Ohio to design four
revolutionary coal-burning boilers, and then
proceeded to acquire an American engineer-
ing firm to facilitate the necessary transfer of
technology.

American companies, on the other hand, ac-
customed to cheap and plentiful natural re-
sources, are now faced with a massive restruc-
turing not only of their physical plants but
also of the products they offer. They now find
themselves at a competitive disadvantage in
serving increasingly resource-conscious world
markets—not to mention their own.

Probably the most far-reaching European
application of technological expertise has
been in the area of quality control. Rather
than focus on development of new replace-
ment products, the emphasis in much of
European industry has been on enhancing
longevity. The new Volkswagen plant in
Pennsylvania, for instance, requires American
suppliers of brake linings to provide 500
hours of testing. American auto companies
generally ask for only 24.

Because of their cash assets and strong cur-
rency position, European companies are in an
excellent position to seize opportunities. They
also have a key advantage over their American
competitors because their accounting rules do
not require them to write off goodwill. Nestlé
recently paid $200 million over book value for
Alcon Laboratories. If an American company
had acquired Alcon at that price, it would

Babcock & Wilcox, British manufacturers of the boiler drum being loaded bere, contracted with Obio
to build coal-burning boilers last year, then acquired American engineers to facilitate the transfer of

courtesy of French Line and France Actuelle

technology.

have been compelled to charge at least $5
million a year against earnings.

For many years the major impediment to
increased European investment was not the
lack of cash or attractive acquisition prospects
but hesitation to come into an enormous new
market. Today this attitude has changed.
European companies, successful in their com-
petition with American companies both in
Europe and in Third World markets, have
become much more confident in the United
States as a haven for their capital, as a base for
profitable operations, and as a means for
strengthening their competitive posture
against American multinationals. Physical
presence almost always follows exports. Hav-
ing succeeded in increasing their exports to the
United States, European companies are will-
ing to pay solid prices for a market position
that, in their view, offers considerably greater
potential equal to if not greater than what they
find at home.

European acquisitions in the United States
will probably continue on the upswing for
some years to come. Many of the very largest
European multinationals have yet to establish
substantial interests in the United States, while
others have limited themselves to only one
product line and relatively small market
shares for the time being. And the medium-
sized European corporations have only begun
to penetrate the United States. Since the first
acquisition is always the hardest, the estab-
lishment of a presence is significant.

Although the “undervalued” dollar is a fac-
tor, Europeans are not coming to the United
States as bargain hunters. They are here for
the long term. Utilizing their demonstrated
management skills in technology, research
and development, energy conservation, prod-
uct quality, after-sales service, and other
areas, they aim not only to earn a favorable
return on investment but also to expand busi-
ness. For years they were hindered in the in-
ternational marketplace by unrealistic and
overvalued exchange rates; now that this situ-
ation has reversed, they are in a much better
position to compete.

For Europeans investment in the United
States is a managerial decision as much as an
investment decision. Freer markets, interde-
pendence, and new ways of doing business all
suggest to Europeans that not only are there
opportunities in the United States but also that
they can exploit them. Because the assessment
of competition is a crucial element of corpo-
rate strategy, the significance of the current
European acquisitions becomes clear: In the
United States, as in most other markets, Euro-
peans companies now feel they can compete
and win.

Reprinted with permission from Outlook, a bi-
monthly Booz ¢ Allen & Hamilton, Inc. publication.
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Germany

ADRIAN DICKS, Bonn correspondent for The Financial Times

THIS SPRING AND EARLY SUMMER SEE GERMANY AT
the center of international events to a degree that it sel-
dom has been in the 29 years of the Federal Republic’s
existence. In May Bonn played host both to Soviet Presi-
dent Leonid Brezhnev and to British Queen Elizabeth
II—events that, in their very different ways, served to mix
with the ceremonial a reminder of all Germany has be-
come since the war ended. Then Chancellor Helmut
Schmidt addressed the United Nations on disarmament
before going on to Washington to take his place at the
heads of government meeting of the North Atlantic
Treaty Organization. The beginning of July sees Bonn
take its turn once more as president for six months of the
EC Council of Ministers, while in the middle of that
month Schmidt receives the heads of government of the
other six leading industrial democracies for the third such
world economic summit meeting.

For Germans, all these events are an occasion for quiet
satisfaction at the weight their country now carries in the
great issues of the day. In a country where, for under-
standable historical reasons, many people still turn their
backs on politics in favor of private pursuit, there is
nonetheless a strong interest in what the rest of the world
thinks of Germany. There is sure to be pride taken in
Schmidt himself, with his blunt if sometimes overbearing
manner of pointing out home truths. If the world eco-
nomic summit, in particular, is perceived as a success for
the German Chancellor personally, it could give a new
lease on life to the demoralized and tired-seeming coali-
tion of Social Democrats and Free Democrats that he
heads.

Success for Schmidt and his colleagues depends, how-
ever, on whether they are able to break what has become
something of a vicious circle at summit gatherings—
pressure on Germany and Japan, as the strongest
economies, to accept targets for accelerated real gross
national product (GNP) growth, followed by world atten-
tion to every hint of how growth is developing in the two
countries, and then the inevitable disappointment when
the targets turn out to have been unrealistic anyway.

This time around, the Germans are determined not to

fall into the trap again. They don’t want to expose them-
selves to the sort of reproaches from US Treasury Secre-
tary Michael Blumenthal that followed last year’s accept-
ance by Schmidt of a 4.5-5 per cent rise in GNP. Actual
performance was only 2.4 per cent. In the preparatory
weeks for the summit, two alternative lines of approach
were articulated in Bonn.

First, there is the suggestion made to his fellow EC
heads of government by Schmidt in Copenhagen in early
April that they should consider a new plan to restore
greater stability to currency markets. It is not yet clear
what he means in detail. The existing, much depleted
European ‘‘snake,” which keeps the Deutchmark, the
Danish krone, the Dutch florin, and the Belgian and
Luxembourg francs within narrow bands of fluctuation,
would still be too harsh a discipline for the Italian lira or
British pound—Ieaving the French franc as the only
Community currency that might re-enter the group float-
ing arrangement as it now stands. Even if a larger
“snake” could be constituted, perhaps with more gener-
ous fluctuation margins, the Germans believe that a
wider zone of currency stability would be effective if it
also included the world’s leading problem currency—the
US dollar. Bonn above all wants cooperation with the
United States, not confrontation, in the monetary sphere.

A second theme that is very much in the minds of
leading German officials is that of protectionism. Ger-
man Economics Minister Otto Lambsdorff had prior to
the summit called for the government leaders to draw up
an understanding for the avoidance of protectionist
measures. Within the Community, he also suggested,
Germany might be prepared to undertake the further
reflationary measures its partners have been urging on it.
Indeed, opinion has been building up within Germany in
favor of fresh action to support the faltering economic
recovery, which can hardly now reach the 3.5 per cent in
real GNP this year that the Government forecast in
January.

But while the Germans are willing to continue pulling
their weight and argue that they have done relatively
more for international recovery than the United States






Behind prosperity so enviable to the rest of the
world, Germany still shows much evidence of
being a country unsure of itself. There is
enormous concern for what other nations
think about Germany’s first stable experiment
with democratic government, and sometimes
also a good deal of pessimism about how well
rooted the Federal Republic’s painstaking ap-
plication of the rule of law really is. Not all
Germans are convinced that the democratic
state, still only 29 years old, will endure, while
a few—typified by those who claim to see
some cloak of political respectability for the
terrorist movement—would argue that the
Federal Republic is a deception anyway.

Yet the German State has endured several
profound crises surprisingly well. Most seri-
ous has been the sour ending of the postwar
Wirschaftswunder —that remarkable era of
economic reconstruction and growth—in
stagnation and unemployment; the full effects
can no more be measured in Germany than in
any other industrialized country. But so far
the comprehensive, if costly, system of social
welfare has cushioned individual hardship,
while in party political terms there has been no
repetition of the experience of the 1930’s that
turned millions of jobless and ruined people
toward the Nazis.

It is too soon to say that the evil ghosts of
the Hitler period have been altogether stilled,
and even today many Germans are uncertain
how to come to terms with them. Politically,
neo-Nazis are even less significant than the
extreme left, involving small numbers of
people who have attracted no political follow-
ing at all. Even the relatively well organized
National Democratic Party has never lived up
to early fears of a decade ago, and today at-
tracts a tiny fraction of 1 per cent of the na-
tion’s votes.

However, the Nazi era is attracting more
interest than at any previous time since it end-
ed, with a wave of films attempting the dif-
ficult task of objectivity, and the wide sale of
recorded speeches, books, and memorabilia.
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Young Germans, often astonishingly ill-
informed of the facts, seem genuinely curious
about the recent past and dissatisfied with
many of the answers their elders give them.

Dissatisfaction with what they perceived as
the complacency and overbearingness of the
older generation was the starting point of the
German student unrest of the late 1960’s and
early 1970’s, whose ghastly byproduct has
been the terrorist phenomenon. For a few
months now, terrorism has receded from the
forefront of the German consciousness, as
most of the activists have apparently fled
abroad (though increased police cooperation
with other European countries led to an en-
couraging series of arrests this spring). The
nation has behind it, however, the traumatic
experiences of 1977, with its wave of murders
of public figures ending last October in the
killing of industrialist Hanns-Martin Schleyer
after the authorities had refused to deal with
his kidnappers and had sent commandoes to
overpower the hijackers of an aircraft seized
to pressure them to negotiate. In an almost
operatic finale, leaders of the so-called Red
Army Faction killed themselves the same night
in their prison cells. Germans were
strengthened and cheered by the sympathy
that came from many quarters, and from the
recognition by many of their critics abroad
that this was a democratic society openly chal-
lenged by violence, rather than the oppressive
tyranny depicted by some left-wing apologists
for the terrorist groups.

The short-lived feeling of solidarity brought
about by the Germans’ virtually unanimous
outrage at the terrorists, however, has not
really brought any more lasting sense of unity
between right and left. The Christian Demo-
cratic opposition has scented what it thinks
must be a winning electoral issue and goes on
calling for still tougher law-and-order legisla-
tion against the terrorists. Social Democrats
and their coalition partners, the Free Demo-
crats, are already worried enough by the en-
croachments on civil rights of much existing
legislation, and especially by calls for a na-
tional police agency that would conflict with
the carefully decentralized powers set up by
the constitution.

Liberals in all parties are concerned, too, at
the effects of the so-called “radicals decree”
(Radikalenerlass) that gives intelligence agen-
cies the right to investigate the political views
of people applying for any permanent job in
the public service. There have been numerous
well-documented abuses of this device sup-
posedly intended to screen out East German
spies, and some grounds for believing that
authorities are not as keen in smoking out
right-wing extremists as they are in unmask-
ing Communists. Illegal bugging, too, has dis-
turbed many Germans.

Given situations like these, the present coal-

ition Government of the Social Democratic
Party (spp) and the Free Democratic Party
(FDP) has had trouble rallying its uncomforta-
bly small parliamentary majority on some is-
sues, and has been blocked on others by the
Christian Democratic Union’s (cDU) control
of the Upper House. Once again, the talk in
Bonn is of a possible switch of the Fpr’s al-
legiance, leading it to form a new coalition
with Helmut Kohl’s cpu. Chancellor Schmidt
might need not only a personal triumph from
the Bonn economic summit, but the luck and
good judgment to follow it up on the home
front, if his Government is to muster the
strength to continue until the end of its term.

Looked at from the outside, the German
economy seems to offer a textbook example of
making things right: Inflation has been re-
duced from 7 per cent in 1974 to just under 4
per centin 1977, and during April dropped as
low as 2.9 per cent. The country maintains a
healthy payments surplus, even earning more
from its exports to oil-producing nations than
it pays them for the oil that accounts for over
half its total energy. German reserves, at 93
billion marks, have reached a staggering level.
And all this has been reflected in the strength
of the mark against every other currency save
the Swiss franc and the yen, so that in the
period of nearly five-and-a-half years from the
end of 1972 to the end of May this year, the
German currency has risen 51 per cent against
the dollar and 45 per cent against the com-
bined average of the currencies of the coun-
try’s 22 most important trading partners,
Yet the German economy’s performance
has been consistently disappointing, both to
Germans themselves and to the rest of the
world. It is easy enough for Germany’s
partners, led by the US Treasury Department,

to urge it to “do more” for the rest of the
world or, as the current catchphrase has it, “to
take its place in the convoy of nations steam-
ing into calmer economic waters.” There are
several important reasons, Germans will ar-
gue, why this is less straightforward than it is
often made to sound.

For a start, the German economy is more



highly geared to foreign trade than any other
among the major industrial nations. The pat-
tern started in the postwar years when Ger-
many was still a relatively low-wage country,
but it has been maintained and adapted so
that, as lower-wage countries came to com-
pete, first in third markets and then on the
domestic German market, German exports
were becoming ever more sophisticated.

Yet several factors during the present be-
wildering phase of the international economy
have caused serious doubts whether the pro-
cess of constant adaptation and refinement
can work this time. For one thing, continuing
weak demand in major markets in Europe and
the United States has depressed orders for
German goods. A second and still more wor-
rying development has been the remorseless
climb of the mark against other currencies,
which German officials feel is now wildly out
of line with the economic “fundamentals”—
the differences in inflation rates and in cost
pressures. Although German goods unques-
tionably enjoy a reputation on many markets
for being worth a higher price, the differential
in such fields as power-generating equipment
has now reached 25-30 per cent or more in
favor of some foreign competitors, a level no
customer can ignore.

At the same time that the external factors
have made life harder, German industry has
faced difficulties at home. In addition to
squeezed profit margins on export business,
companies have had to contend with cost in-
creases, from wages and other factors. There
is growing competition from ever cheaper im-
ports on the market that, with notable excep-
tions of cars and some household appliances,
has shown German consumers to be almost as
cautious as they were during the recession
itself. Trade union arguments that higher
wages would lead to higher spending have
been confounded by many Germans’ very
high savings rates, still running at about 14
per cent of net income.

If that suggests that many ordinary Ger-
mans are, in terms of their spending behavior,
still on their guard against a fresh turn for the
worse in the economy, the same appears to be
true of German business. No feature is more
troubling to economists than the low rate of
new investment by industry in plants and
equipment. Despite interest rates lower than
at any time since the middle 1960’s, a public
sector spending program worth 16.5 billion
marks up to 1980 and a range of corporate
and personal tax cuts totaling about 11.5 bil-
lion marks this year, business confidence re-
mains depressed.

There is no shortage of explanations being
advanced for this now seemingly chronic state
of affairs. Currently, the squeeze on export
profit margins caused by the mark’s effective
revaluation is seen as the single greatest
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threat—though this spring a surprisingly large
number of individual companies were able to
express cautious hope that foreign orders will
hold up this year. The continuing, if now more
muted, debate over the necessity and wisdom
of nuclear energy has also frequently been
cited as a factor discouraging long-term in-
vestment planning by German industry. The
debate has also been a focus for the newly
discovered power of citizens’ and consumers’
groups concerned more with the quality of life
than with the assumption that the economy
should just go on growing.

German officials and ministers seem in-
creasingly at a loss to know how the underly-
ing economic malaise ought to be tackled.
Both Social Democrats, like Chancellor Hel-
mut Schmidt, and Free Democrats, such as
Economics Minister Otto Lambsdorff, speak
of the need to help give business a sure pros-
pect of making profits over a period of years.
That cannot be interpreted by the German
trade unions as anything but a warning that
profits and dividends will be favored at the
expense of wage growth. At a time when high
unemployment and the undisguised ambitions
of many industries to substitute machinery for
people are threatening the unions’ most fun-
damental interests, fresh strain is being placed
on the social consensus, and on the good in-
dustrial relations so often taken for granted
within the Federal Republic.

Where Germans differ from foreign critics
like US Treasury Secretary Michael Blumen-
thal is in their frank disbelief that any country
can spend its way out of a phase of uncer-
tainty. Not that Bonn has not been trying:
This year’s budget deficit will reach a record
31.5 billion marks, a figure pushing close to
the constitutional limit and raising fears that,
even in a period when the banking system is
awash with cheap funds, official borrowing
may be so heavy as to squeeze out businesses
in search of loan finance.

In Germany there is both a fundamental
distrust of deficit public financing along, for
instance, the British line, and still more impor-
tant, a deep-seated fear of inflation, whose
origins lie in the traumatic experience of the
interwar years. If Schmidt could say a few
years ago, “better a little more inflation than a
high level of unemployment,” few politicians
in tune with the mood of the country could fail
to come to the opposite conclusion.

“Schmidt’s Challenge: Lifting the Weights”

Bubec, Heilbronner Stimme, Germany

Defense

Germany’s place in the defense strategy of
Western Europe is a special one for two rea-
sons. First, as the strongest economic power
among the European members of the North
Atlantic Treaty Organization (NATO), it pro-
vides the second largest contribution of
money and manpower after that of the United
States. Second, the fact that most current
Western defense thinking assumes a conven-
tional war between NATO and the Warsaw
Pact would be fought on German territory has
understandably tended to give a sense of im-
mediacy to defense issues.

Yet in spite of its central place in the West-
ern alliance, the Federal Republic remains un-
sure of itself in the defense sphere. The point
can be illustrated by just looking at the eternal
wrangling within NATO over contribwtions,
with the Germans usually ending up by paying
more rather than risking an open diplomatic
breach. There is still enormous sensitivity over
the whole fact of rearmament, emphasized by
the pioneering lengths which the modern
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“The Crow and the Fox”

Padry, Le Herisson, Paris

Bundeswebr has gone in order to prove that
its men are truly “citizens in uniform,” un-
tainted by the past. And with the retirement of
a small group of senior officers this spring, the
armed forces have now bade farewell to the
very last generation that served under Hitler.

A more sophisticated example of the sen-
sitivity of the German defense role is the recent
dispute over the enhanced radiation war-
head—the so-called “‘neutron bomb.” In
private, most German politicians (though not
all, even within the ruling Social Democratic

Party) accepted the generals’ and experts’ as-
sessment of the weapon as a sound and rela-
tively inexpensive means of checking on the
battlefield the Warsaw Pact’s ever increasing
numerical superiority in armored vehicles. The
neutron shells, it was thought, would be ex-
tremely effective in tactical situations, without
causing great damage to civilians or to eco-
nomically important sites. Yet Bonn, angered
though it was by President Carter’s indecision
on production of the weapon, was also unable
to say clearly that it would allow deployment

A long-term cooperation agreement was signed
between Germany and the Soviet Union last
May: (left to right) Soviet Premier Leonid
Brezhnev, German Chancellor Helmut Schmidt,
German Economics Minister Otto Graf
Lambsdorff, and Soviet Foreign Minister Andrey
Gromyko. courtesy German Information Center, New York

on German soil—because it did not want to be
alone among European nations to do so. A
public relations campaign from, of all places,
Moscow was allowed to make surprising im-
pact on German opinion against the weapon,
and all in all it would be hard to say Schmidt
and his colleagues came out of the incident
much better than did Carter.

One consequence may be to encourage the
Germans to think and act more confidently
for themselves within the alliance. For what
lies at the root of the neutron weapon affair is
an old and still nagging doubt: How serious
would be the commitment of the present-day
United States to Europe if the crunch ever
came? Would the United States, if war with
the Eastern bloc broke out, be prepared for a
conventional campaign, or would it in the last
resort sacrifice part of Western Europe for the
sake of maintaining a strategic nuclear cease-
fire with the Soviet Union?

For some time now, Schmidt has been con-
templating an initiative of his own within the
Vienna talks on Mutual and Balanced Force
Reductions (MBFR) in central Europe. He is
not likely to press it until the conclusion of the
current Strategic Arms Limitation Talks
(sALT) between the United States and the
Soviet Union. But whatever the outcome of
the SALT negotiations, Bonn sees an increas-
ing emphasis on strengthening conventional
defense resources and on having to bear an
increasing part of the burden itself, in what the
weekly Die Zeit, in a wry reference to Viet-
nam, has called the ‘“Germanization” of
European defense.
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Meanwhile, relations with the United States
have not been helped by the proposed NaTO
standard main battle tank deal, where Bonn
still believes it was outmaneuvered by the
American defense industry lobby on Capitol
Hill. German Defense Minister Hans Apel has
tried to drive a harder bargain over the costly
Airborne Warning and Control System
(awacs) and may, in return for Germany’s
contributing the lion’s share of the system’s
$1.9 billion estimated deployment cost in
Europe, win some Pentagon contracts for
trucks, telephone equipment, and sundry
items on the periphery of the alliance’s needs.
So much for President Carter’s “two-way
street’”’ in weapons procurement.

Labor

If there is one enduring stereotype about Ger-
mans, it is that they work harder than other
people. Statistically, at least, that is question-
able, for shortened working weeks, numerous
national and local public holidays, and stead-
ily more generous vacations have all become a
consistent feature of the increasingly high
standard of living enjoyed by the average
German family.

What is certainly true is that the Germans
have become the world’s most expensive
people to employ. That is in part the result of a
costly system of pension, unemployment, and
health insurance—though no serious politi-
cian in Germany can be heard calling into
question what has not become an indispensi-
ble pillar of social stability, cushioning the
impact for the last three years of the once
unthinkable average of 1 million people out of
work.

A second reason for the extremely high cost
of German labor in comparison to other coun-
tries has, of course, been the rise in the
Deutchmark, particularly against the US dol-
lar. As long as two years ago, when Volkswa-
gen confirmed plans to assemble the “Rabbit”
in the United States, it claimed that it would
save a good $200 per car in wage costs alone.
It would not be surprising if that figure had by
now doubled. At any rate, the German Eco-
nomics Ministry has calculated that average
wage costs of 18 marks per hour now compare
with a little over 16 marks an hour for the
United States.

For an economy where, as Chancellor Hel-
mut Schmidt is fond of pointing out, one job in
four is dependent on exports, this is a serious
state of affairs. It is not underestimated,
either, by the German trade union movement,
which represents about 7.5 million people, or
about 30 per cent of the total number of Ger-
mans who hold jobs.
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The unions are faced with an extraordinar-
ily hard series of dilemmas. They are seen as
one of the fundamental elements in Ger-
many’s enviable social and industrial stability,
yet a price has been paid for their statesman-
like cooperation with business and govern-
ment, in the shape of the expectation that their
members’ wages and fringe benefits would
continue to rise. In the current bewildering
phase of the world—and the German—
economy, that is an expectation that can no
longer be fulfilled.

So the unions’ current generation of leaders,
mostly men in their 50’s and 60’s brought up
in the tradition of postwar consensus politics,
have reacted by seeking first to defend what
they have. That policy has been challenged
aggressively by several younger leaders, such
as Franz Steinkuehler of the Stuttgart region
of the engineering union IG-Metall, and Det-
lef Hensche of the printers’ union IG-Druck.
Each of them was instrumental in goading the

Germans have become “‘the world’s most
expensive people to employ™ as a result of their
pension, unemployment, and health insurance

system. © Leonard Freed, Magnum, New York

national leaders into insisting on important
and precedent-setting job and wage security
guarantees in the long and bitter strikes that
led to this year’s pay contracts in the two
industries.

Yet the guarantees have brought little peace
of mind. The politicians, including the Social
Democratic Chancellor himself, have instead
supported employers’ complaints that in the
long run more jobs will be lost than saved if
the unions set themselves against the introduc-
tion of labor-saving and productivity-
enhancing machinery which—it is argued—is
the country’s only hope if it wants to stay
internationally competitive. No less embar-
rassing is the fact that the unions have found
themselves identified in the public mind with
the “haves” in highly-paid jobs, when many
thoughtful people in their own ranks feel they
should be just as much concerned to help cre-
ate new jobs for the 1 million “have nots” on
the unemployment rolls.

Coming to grips with unemployment has

proved no easier in the Federal Republic than
in any other industrialized country. There is
still a certain tendency on the part of officials
to minimize the cost of unemployment when,
for example, they stress that a high proportion
of the jobless are “only” women seeking part-
time work, handicapped people, elderly male
office clerks, or school-leavers. Yet sadly,
many skilled jobs are vacant, which the major-
ity of those registered as unemployed seem
unqualified to take. Others remain unfilled
because of the reluctance of Germans to move
around the country, despite various plans to
make this easier.

And despite 1 million unemployed, Germany
depends as heavily as ever on the presence of
around 2 million foreign workers, among
them Turks, Yugoslavs, Spaniards, Greeks,
Portuguese, and Italians. The expectation that
they would melt away in recession, or choose
after a few years to return home anyway, has
proved to be naive, for the “guest workers”
(Gastarbeiter) have the same rights to unem-
ployment benefits as anyone else, have in
many cases been trained in valuable skills, and
in other cases are needed to do the dirty jobs
that even unemployed Germans scorn.

Historically a more homogeneous country
than, say, Britain or France, Germany is
slowly and painfully coming to terms with the
idea that most of the ““guest workers” have no
intention of forsaking their high pay packets
in order to return home. The town adminis-
trations, school systems, and welfare agencies
are having to adjust to what looks like perma-
nent problems of linguistic and cultural
integration—problems that can only multiply
if, as is gloomily assumed in Bonn, the inclu-
sion of Greece, Spain, and Portugal in the
Community attracts still more people to the
magnet of the world’s highest wage rates.

Social Issues

To anyone familiar with the overloading of
the US welfare system or the delays in getting
some kinds of treatment under the British Na-
tional Health Service, it might seem incredible
that Germans are currently so worried about
the future of their own pensions, unemploy-
ment insurance, and health services. The
German pensions plan dates back to the end of
the Nineteenth Century, while the unem-
ployment agency, the nonpolitical Federal
Labor Office in Nuremberg can also point to a
tradition of over 50 years.

The concern that surrounds the German
social services is not over their quality but over
their cost. Continuing recession and unem-
ployment have hit revenue, which is pro-
portional to workers’ earnings, while at the
same time outgoings have risen. For the un-
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Bank’s client-oriented advice amidst increasing
currency uncertainties. International commercial
banking activities such as letters of credit, pay-
ment transfers and export financing increased

by 42.7 per cent to US $ 665 million. substamially, reflecting high qualityvand rapid
client services and close contacts with corre-
WestLB was manager for 45 syndicated loans spondents. Local cost-financing facilities through

to foreign borrowers as compared with 35 the the Bank’s international network were also used

previous year. The Bank was also in the manage-  extensively. Domestically the Bank enjoyed a
ment group of 24 other loans. The Bank's vital particularly favourable upturn in long-term
role as one of the foremost forces in the Euro- financing to corporate clients. Long-term buyers'
bond market was again documented by the fact credits in conjunction with German export efforts
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employment plan itself, payments have un-
avoidably stayed at a high level. The health
plan has had to contend with a cost explosion
in almost every area, while the pension plan
has seen a steep rise in the levels of payouts
and the beginning of a demographic trend of
the proportion of people aged 65 and over
rising from 17 per cent in the mid-1960’s to 25
per cent by 1979-80.

As Chancellor Helmut Schmidt was fond of
reminding Germans during the 1976 Bundes-
tag election campaign, the system is one of the
most generous in Europe. People out of work
receive for the first year some 68 per cent of
their most recent net monthly income, and 58
per cent thereafter (though this is subject to a
strict means test). Pension levels are deter-
mined by contributions linked to wages, yet
the average net income of pensioners’ house-
holds is within a few percentage points of the
average for those people working.

The Social Democratic-Free Democratic
coalition nearly split in December 1976 when
it tried to go back on a campaign promise not
to alter the schedule of old-age pension in-
creases, which are linked to the rise of wages.
The passions raised by the episode have
abated somewhat, giving the Government its
opportunity to introduce a series of reforms
that should slow down the rate of pension
increases, moderate the rise in doctors’ bills
and other health costs, and shift the burden of
some payments from one system to the other.
Yet it still is not clear that the pensions plan is
truly back on the financial rails; there is fresh
talk of a deficit of anything up to 15 billion
marks by 1980 if there is no upturn in general
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In their vulnerable position between East and West, Germans are especially sensitive to the spread of nuclear technology.

economic conditions. A rise in total welfare
contributions from the present 18 per cent of a
worker’s gross income—a sum that is
matched by the employer’s portion—would
be highly unpopular with the electorate, and
would be yet one more disincentive to busi-
ness to hire more workers. Somehow or other
Minister of Labor Herbert Ehrenberg has the
unenviable task of trying to make ends meet
and of convincing an understandably skepti-
cal public.

If the social services’ problems are largely
still in the realm of bookkeeping, albeit on a
grand scale, the German educational system is
already going through a turbulent patch.
There is increasingly bitter disagreement over
the ending of the traditional system of
“streaming” children, in favor of a plan
known as the ‘“general school”
(Gesamtschule) in which all would mix to-
gether. Egalitarian educators, with strong
support in some sections of the Social Demo-
cratic Party, point to the US public schools at
their best as the system they would like to
emulate. As it is, the division into the Gym-
nasium, leading usually to the university, the
Realschule, and the catchall Hauptschule, is
seen by reformers as unfair to many children
who are selected too early, and as the perpetu-
ation of social class differences.

Unfortunately for its advocates, the
Gesamtschule concept has rarely worked well
enough to convince the sceptics and has pro-
vided a good deal of ammunition to those who
have always been hostile to it. In Hesse, the
SPD-FDP coalition risks losing office in part
because of the schools issue in this fall’s elec-

© Sipa Press from Black Star

tion, while even the more cautious experimen-
tation carried out in selected schools in North
Rhine Westphalia, the most populous of the
11 states, has provoked a heated bumper-
sticker campaign that also bodes ill for the
local sPD-FDP coalition when it defends its
record next year.

In the universities radical politics, the
preoccupation of many German students a
decade ago, has lost much of its appeal by
comparison with the concern to achieve se-
cure careers. Real frustration exists, nonethe-
less, over many facets of the system itself, for
example, the so-called numerus clausus, a
mechanism to limit student numbers in the
most sought-after fields, such as medicine,
that is widely felt to be arbitrary and unfair.

State governments, responsible for uni-
versity finances, have also been feeling the
pinch and have responded in a number of
ways that have dispirited many in the aca-
demic community. For professors, endowed
with virtually cast-iron tenure, little may
change, but for junior teaching staff job pros-
pects are increasingly difficult. A prospective
decline in the number of school children in the
next decade has caused authorities to cut back
on recruiting for school and college jobs and
to go to sometimes elaborate lengths to avoid
giving tenure. Meanwhile, to reduce costs and
to ease the pressure on places of the present
demographic “bulge,” it is being proposed for
the first time to limit the number of semesters
an individual can spend studying—a move
that may cut down on the free-loaders, but
which many students feel unfairly adds to
what is already a high-pressure system.
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A different emphasis for a proven success

PETER BLACKBURN, British freelance journalist based in Brussels

IN JULY NEGOTIATIONS OFFICIALLY OPEN FOR THE RE-
newal of the world’s largest regional agreement, the
Lomé Convention, linking over 500 million people in the
industrialized European Community and the developing
countries in Africa, the Caribbean, and the Pacific (acp).
Actual talks start in September, 18 months before the
present Convention expires on March 1, 1980. They will
be conducted by single spokesmen for the nine EC coun-
tries and for the 53 ACP states.

The first Lomé Convention, signed in the Togolese
capital on February 28, 1975, was hailed as a “new
model” for relations between industrialized and develop-
ing countries. Based on principles of equality and eco-
nomic interdependence and negotiated on a regional
basis, it differed substantially from its predecessor,
Yaoundé I, not only in the number of countries covered
but also in scope and quality. To the 19 mainly Fran-
cophone African members of Yaoundé were added 21
Commonwealth countries, including some from the
Caribbean and Pacific, as well as six independent African
states. Revolutionary features in Lomé were the stabiliza-
tion of export earnings (Stabex) system to insure ACP
commodity exporters against the impact of bad years,
and industrial cooperation involving the creation of a
Center for Industrial Development and other measures to
develop Acp industry.

The Convention was also unique for the breadth of
cooperation covered — trade, industrial, financial, insti-
tutional — and it was remarkable in managing to satisfy
so many disparate interests from the giant; oil-rich
Nigeria to the tiny, isolated Pacificisland of Tonga. Lomé
was also significant for its timing. Negotiated when the
industrialized world was in the midst of an economic
recession partly due to the oil crisis of October 1973,
Lomé represented an important political as well as eco-
nomic gesture by the Community to improve relations
between developed and developing countries. Many of
the AcCP states were among those most seriously affected
by the oil crisis. While heavily dependent on oil imports,
they lacked the means to pay for them and their debts
rocketed. But unlike the EC countries, they failed to

The Lomé | Convention, packed in a cardboard box, goes home to Brussels
following the 1975 conference in Togo. On right is then-EC Commission
President Francois-Xavier Ortoli. Lomé 11 may be even heavier.

benefit from the recycling of petrodollars or the lucrative

new Arab markets.
Lomé meant that the Community went to the United

Nations Seventh Special Session on Development and
International Economic Cooperation with a concrete
achievement in its pocket, which neither the United
States, Japan, or the Soviet Union could match.
Throughout the Paris Conference on International Eco-
nomic Cooperation (CIEC) the Community was able to
play aleading role in promoting the dialogue between the
industrialized North and the developing South. Unfortu-

EUROPEAN COMMUNITY July-August 1978 35



Aid, such as veterinary supplies, is provided by the Community to both
Lomé associated and nonassociated developing nations in Africa.

nately the Paris Conference ended last June with few
practical results, and efforts since then to continue the
dialogue, notably within the framework of the United
Nations Conference on Trade and Development’s
(uncTAD) Integrated Commodities Program, have so far
met with little success.

On the other hand, the Lomé Convention is function-
ing well according to Claude Cheysson, EC Commis-
sioner responsible for aid and development. Although
there have been some trade problems concerning sugar,
beef, and veal (mainly from Botswana), rum, and
bananas, ACP exports to the Community have benefited
from the advantages offered under the Lomé Convention.
ACP exports rose by 14 percent between 1975-76, and in
the first eight months of 1977 were 26 per cent up on the
same period the previous year. At the same time they
enjoyed a trade surplus of 400 million units of account
(UA) (one UA equals approximately $1.20 at present
rates). About one-third of the UA 3.39 billion of aid
available under the Lomé Convention has already been
committed. The Center for Industrial Development is
fully operational and has already helped conclude 24
contracts for UA 500 million of industrial investment in
ACP countries.

No AcP country has withdrawn from the Convention
since it came into force two years ago, and all are in favor
of renewing it. Moreover, seven new countries have
joined, the latest being the tiny former French depart-
ment of Djibouti. And Mozambique could join the
Convention—especially as talks for Portuguese mem-
bership in the Community get under way. Among the
African countries eligible to join, only Angola stands
aloof. The recent opening of an Angolan embassy in
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Brussels shows, however, that it is not totally disin-
terested.

BECAUSE THE LOME CONVENTION has only been operating
two years and in its view is working satisfactorily, the EC
Commission is proposing to consolidate and improve it
where necessary rather than radically revise it. Only a few
innovations are therefore proposed. The most newswor-
thy of these is a reference to human rights in the preamble
to the Convention. This is a point championed by Cheys-
son, who has taken up the cause so energetically pursued
by President Carter. Cheysson considers it was a mistake
to omit a reference to human rights in Lomé 1, since the
object of EC aid is after all to benefit the inhabitants of
the recipient countries. He makes it clear that there is no
intention of interfering in the internal affairs of ACP states
or that EC aid should be used as a means of sanction. “It
is man’s place in society, the physical respect of man, his
right to live,” Cheysson explains.

It will be a delicate task for the Community to define
what measures should be taken when an Acp state vio-
lates human rights, as has happened in Uganda, Cheysson
says: “Flexibility will be needed as no two cases are
identical.” He suggests that the Community consult with
the United States and other Western democracies to make
any proposed action more effective. While he thinks the
Community should not break links with an offending Acp
state, he believes it should try to ensure that its aid reaches
the people for whom it is intended and not be diverted for
other, perhaps repressive purposes. Many ACP’s are
against any reference to human rights on the grounds that
it is an unnecessary interference in their domestic affairs.
They point out that EC countries would also have to
respect human rights. Problems could arise, for example,
concerning British immigration laws, German treatment
of immigrant workers, or French social security terms for
AcP workers.

Trade and industrial cooperation could also be
strengthened. The Commission considers that ACP ex-
ports are benefiting from the advantages offered under
Lomé I. To avoid difficulties in certain sensitive sectors
such as textiles, petroleum products, and shoes, the
Commission suggests there should be periodic consulta-
tions involving both trade unionists and industrialists.
The object would be to plan jointly for the future and
examine the viability of envisaged AcP investments. For
instance, it would be irresponsible to encourage the de-
velopment of export-oriented textile and sugar-refining
mills if the Community market was then closed to them.
Last year the Community took safeguard measures
against Moroccan and Tunisian textile exports, even
though this was against both the aim and terms of the
1976 Cooperation Agreements. However, the Commis-
sion stresses that there is no question of going back on the



principle of free access for ACP exports contairted in Lomé
L.

Another new idea put forward by the Commission
concerns the protection of European investments in ACP
countries. Because of the current climate of political un-
certainty in developing countries, European investment
has fallen sharply. This is most acute in mining, where the
failure to invest is now threatening future supplies. The
Community is particularly dependent on developing
countries for key minerals such as copper, phosphates,
tin, tungsten, and cobalt. In order to encourage invest-
ment, the EC Commission recently suggested three types
of measures: agreements between the Community and
developing countries on basic protection for investments
such as codes of conduct; protection agreements for spe-
cific sectors; and financial guarantees against non-
commercial risks.

; il

Improveinents to the existing Lomé Convention could include édditional
micro-projects for local roads or expanding water supplies.

The Community may also demand that the Acp states
respect minimum working standards laid down by the
International Labor Organization. European trade
unions are concerned about issues such as working hours,
child labor, and safety norms in Acp states. But this does
not extend to salaries. The Commission considers that
developing countries are entitled to enjoy the competitive
advantage of cheap labor. All it is saying is that in return
for benefiting from duty-free access to the EC market, the
ACP’s should respect certain basic norms regarding work-
ing conditions.

Another possible innovation in Lomé Il is the introduc-
tion of a Fisheries Protocol. Since Lomé I was negotiated,
international fisheries have substantially changed. Many

One of the new demands of Lomé 11 will be additional aid for
transportation in landlocked countries that have to import and export goods
long distances overland.

countries have introduced 200-mile limits as well as
stringent conservation measures. Fisheries in the nine EC
member states have become the responsibility of the
Community. Although no common policy has yet been
agreed on, contacts have been made with four West Afri-
can states — Senegal, Mauritania, Guinea Bissau, and
Cape Verde — and framework fisheries agreements could
be negotiated shortly. In return for fishing rights, the
Community will give financial compensation and aid in
developing the local fishing industries.

In addition to these innovations, some improvements
could be made to the existing Convention. For instance,
the Community could ask that Stabex aid be used to help
directly the workers concerned whether cotton pickers or
hide curers. More aid could be given to small- and
medium-sized companies, as these are the backbone of
wide-scale employment. Micro-projects for local roads
or water supplies could also be expanded, as they have
proved successful at a grass-roots level. Projects co-
financed with Arab funds and the World Bank could be
better defined. These are especially important for large-
scale regional projects such as the cimao (West African
Cement) project involving Ghana, Ivory Coast, and
Togo. The share of regional projects in total aid from the
European Development Fund could be raised from 10 per
cent to 15 per cent.

THE ACP STATES ARE CRITICAL about various features of
the Lomé Convention. They are concerned that the eco-
nomic recession and the growing international trend to-
ward protectionism will lead the Community to with-
draw some of its trade benefits; they are concerned about
low prices for many raw materials, a steady deterioration
in the terms of trade and huge debts; and they are con-
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cerned about the slow rate of transfer of technology and
their continued dependence on Western know-how. The
AcP’s would like a big increase in EC aid, which in Lomé [
amounted to only $2.5 per person annually, insignificant
compared to their needs. Special aid for the poorest land-
locked countries, especially for easing their massive
debts, is also desired.

The ACP countries are worried that trade preferences
granted under Lomé have been eroded by the Commu-
nity’s cooperation agreements with the Maghreb and
Mashreq countries, improvements in the EC generalized
system of preferences for the industrial exports from all
developing countries, and the Community’s proposal for
tropical products in the GATT multilateral trade negoti-
ations. They would like to be consulted before the Com-
munity makes further concessions and demand assur-
ances that no safeguard measures will be taken against
their exports.

As regards new features in Lomé II, the developing
countries would like a special fund to develop new forms
of energy, such as solar, which has great potential in their

sun-drenched countries. They would also like joint scien-
tific and technical bodies to be created to enable them to
gain maximum use of European technology and to de-
velop new techniques fitted to their special needs. They
would also like help toward easing the heavy transport
costs of landlocked countries that have to import and
export goods long distances overland. In return for giving
up part of their valuable fish resources, these nations
demand substantial payments and aid in training fisher-
men, building modern trawlers, and processing factories.
Finally, the AcP’s demand that the rights and privileges of
their workers in the Community, such as social security,
be adequately provided for in the new Convention.

All these demands indicate that the emphasis will be on
trade and industrial cooperation rather than aid. In re-
turn for raw materials and the lion’s share in the expand-
ing markets of developing countries, the Community
must help the ACP countries industrialize. Thus, although
no fundamental changes are expected in the Lomé Con-
vention, there will be some tough bargaining over the
next 18 months.

ROSE H. FALES, Washington-based freelancer who recently visited Tanzania

THE DIPLOMATS AND ECONOMISTS RESPONSIBLE FOR
working on the technically tough and commercially sen-
sitive details of Lomé II might take a break from their
work and fly to Tanzania to see aid at work.

Poor though it undoubtedly is, with per capita income
of less than $160.00, Tanzania appears to be the darling
of foreign aid—a ‘‘most-favored-nation” of the under-
developed world. Krona, marks, guilders, dollars,
pounds, yuan, and Indian rupee spill out over the Masai
steppes, the rain forests and the great game parks that
cradle the birth of man. How to disburse efficiently the
funds already on hand, rather than how to appeal for
more aid, is the preoccupation of most Tanzanian offi-
cials.

Tanzania publishes no figures on aid. It needs the
thread of Ariadne to follow the figures for development
of assistance in Africa since the oil and drought rises of
the early Seventies. However, one EC project actually in
being is illustrative. It involves 12.7 million European
units of account (EUA) ($14.6 million) of the total $125
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million allocated to Tanzania for five years under the
financial provisions of Lomé I. The project’s aim is coffee
grown on existing acreage by farmers in the five different
geographic regions of the country where Arabica coffee
grows, and in the one area, West Lake, where robusta
coffee is grown. The five regions are: Kilimanjaro,
Arusha, Mbeya, Ruvuma, and Tanga. Although the pro-
gram is the same in all the regions, it has the greatest
chance of success in Kilimanjaro because the center of the
whole coffee industry is at Moshi, near the foot of the
great mountain. Here are fewer problems of marketing,
pricing, and transportation. The few remaining coffee
estates account for 3,600 hectares in this district. This
production is double that of the peasant farmers, who
own 28,000 hectares but whose production dropped
drastically since independence.

The Kilimanjaro coffee farmer is many cuts above
subsistence. He owns approximately four hectares of
land; on two, he grows bananas, beans, spices, and cot-
ton. The other two hectares are in coffee trees probably






ect is administered by cuT. The EC funds pay for 37 per
cent of the program: the salary of the three Europeans,
and costs of directing the three training centers where
two-month crash courses are given for the extension
workers. A few lorries and motor bikes have been bought
as well as six road graders to keep the feeder roads open
during the rains. Tools such as saws and pumps and
fungicides and insecticides are also supplied.

The presence of Bent Pontoppidan, chief of the delega-
tion of the Commission of the European Communities,
plus his Brussels staff of seven and his local staff of 10
serve as a daily reminder to the Tanzanian authorities of
the reality of the “Nine,” and the meaning of Lomé I.
Bilateral aid is under the diplomatic umbrella of the
donor country; multinational aid is handled through fly-
ing visits by country teams; but day in and day out,
papers flow from the first floor office of the delegation on
the “kiplefti,” the roundabout of the revolutionary As-
kari square, to the second floor office of the Ministry of
Finance and Production on Madakara Avenue a few
blocks away. “North/South Dialogue” is a reality of
soggy signatures in Dar es Salaam, where the foreign

Tanzania, “‘the darling of foreign aid,” received funds from the World
Bank’s International Development Association for its road building
program. Pictured here is a ferry operation on the Mwanza-Musoma
road.

© Development Loan Fund, World Bank

40 EUROPEAN COMMUNITY July-August 1978

ships wait in harbor, sitting like painted Coleridge cut-
outs on the iridescent surface of the Indian Ocean.

Lots of papers don’t get signed. Lots of projects, no
matter how real they seem in the “committed” files of the
European Development Fund, remain piles of paper on
the desks of Tanzanian officials who do not have the
manpower nor the materials to carry out the projects.
Funds have been committed under Lomé I for a canvas
mill in the Morogoro complex, for asphalting 150
kilometers of a Lake Victoria circuit road, and for in-
creasing grain production in the districts of Iringa,
Mufindi, Njombe, and Ludewa. On paper.

Stabex funds were no problem to disburse. “Happi-
ness,” said one European in Dar, “is being a Tanzanian
farmer.” Under the provisions of Lomé I, Tanzania has
received EUA 7.052 million to compensate for losses in
cotton production in 1975 and for sisal in 1976.

Beginning in 1976 the President Julius Nyerere’s direc-
tives became more practical, and the coffee project fits
well with his more realistic goals. It is based on the
existing level of technology, thereby following the cur-
rent philosophy of intermediate development: Why buy a
mousetrap if you have a cat? Too many foreign aid pro-
grams are industrially unrealistic, and create what one
old Dar hand calls the illusion of the smoking chimney.
Moreover, the coffee project is decentralized and avoids
concentrating on one region. It tries to equalize, in an
egalitarian way, efficiency and production in one basic
industry. And most importantly, it bears out Nyerere’s
belief that the village is both the economic and social core
of African society.

Just because it fits so well into the present infrastruc-
ture of Tanzania, it suffers from the lamentable failures
and problems of a disorganized society. There is a little
point in getting more berries per coffee tree if the beans
rot away in a leaky go-down, or sit in trucks unable to get
through roads washed out through rain and neglect.
There is no point training a man as an agricultural exten-
sion worker and then shipping him off to the city. A man
who has been taught enough bookkeeping to run the
village Buying Post should not be transferred to the vil-
lage party headquarters. Furthermore, it is not yet clear
whether the Government will plan for the lean years by
returning revenue to the coffee industry during these fat
years. Lomé I funds expire in 1980, and there is no
movement to raise the coffee levy nor to revive the re-
search so essential to the continuing success of any ag-
ricultural production. And weather is fickle.

“I would like to light a candle and put it on top of
Mount Kilimanjaro which would shine beyond our bor-
ders...” said Nyerere in 1959. On the Tanzanian side of
Kilimanjaro the border with Kenya is closed, but light is
still getting through. Both countries are negotiating to-
gether on Lomé II.



EAST AND WEST IN AFRICA

What's at stake?

PETER YOUNGHUSBAND, Cape Town-based African correspondent for Newsweek

IT WAS INEVITABLE THAT THE SOVIETS AND THE CUBANS
in their encroachment on Africa would go too far—that
the stage would be reached where Western nations
would have to act, in their own interests, to protect the
stability of the Black Continent.

The Communist twosome, which had achieved re-
markable success due to what many observers regard as a
weak response on the part of the West, were following a
noted Leninist principle—to “thrust in the bayonet until
it meets steel.” In May the bayonet, in the form of
Katangese rebels who had slipped through Angola and
Ethiopia with remarkable ease, encountered steel. It was
not, as it should have been, the steel of the Zaire regular
army—but that of the French Foreign Legion.

The Legionnaires, backed by Belgian paratroopers,
were rushed in to put a stop to one of the most gruesome
massacres in the history of modern Africa. Nearly 200
whites and more than 500 blacks were killed in or near
Kolwesi in the Shaba Province of Zaire before the arrival
of the European troops.

At a crisis meeting in Paris in June, four member na-
tions of the European Community and the United States
emphasized their determination to help defend Zaire and
other black nations against further Soviet-backed take-
over attempts. The conference, attended by top foreign
ministry officials and African experts of France, Britain,
Germany, Belgium, and the United States, was the West’s
first concerted response to the increasing Soviet-Cuban
destabilization moves in Africa that climaxed in the
bloody Kolwesi massacre. Even as the conference ended
giant American transport aircraft began to fly Moroccan
troops, spearhead of a pan-African force, into Zaire to
replace withdrawing French troops—in what appeared
to be the beginning of a joint effort by Western nations
and pro-Western black states to stop the Marxist advance
in Africa, and protect European and American interests.

The fight for Africa is on. It would be naive to believe
that the main issue at stake is a humanitarian one. What is
really at stake is control of the great wealth that is locked
in Africa—wealth that is already being produced, and the
greater wealth that has yet to be tapped. Without the

mineral resources of Africa, major Western industries
would come to a virtual standstill. Without the strategic
minerals that are contained in Africa, the West would be
at the mercy of the Soviet Union and its Communist allies.

This—and the loss of the strategic Cape sea route
round the southern tip of the continent, by which the
West receives most of its oil—is what it is really about.

Consider Zaire—scene of the recent conflict—for a
start. The Shaba Province is a treasure chest of wealth. It
has the world’s largest single deposit of copper (reserves
of 37 million tons, enough for 70 years at the current rate
of production). It is the world’s biggest source of indus-
trial dlamonds and supplies half the world’s cobalt. It has
exploitable resources of gold, uranium, tungsten,
aluminum, nickel, lithium, and other metals. Only a frac-
tion of the proven resources are being exploited.

Similarly, among Zaire’s 2.35 million kilometers of
territory are millions of acres of extremely fertile land. As
with the country’s mineral wealth, the agricultural poten-
tial has been barely touched. It is the biggest and richest
country in central Africa. It had to be the point at which
the West was obliged to draw the line at Soviet advance-
ment.

To the south of Zaire lies Zambia, another of the
world’s major copper producers and also a country of
tremendous food-producing potential. Like Zaire, Zam-
bia is politically unstable; and whereas Zaire has a large
but undisciplined army, Zambia has a small, undisci-
plined army. The fall of Zaire’s pro-Western Government
to Soviet influence would almost certainly have been
followed by the fall of Zambia’s pro-Western Govern-
ment.

AND IT WOULD PROBABLY NOT STOP THERE. Strife-ridden
Rhodesia and the trust territory of Namibia (still under
South African control) are under attack by black
nationalist forces equipped by Soviet Russia, and Cuban
military advisors are apparently playing an increasing
role in their training.

Rhodesia is another country of vast agricultural poten-
tial. Namibia is another wealthy producer of diamonds
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and copper—and has large uranium deposits. Angola and
Mozambique are already under the control of Marxist
governments responsive to Russian influence. Angola, in
particular, is propped up by Soviet-Cuban support.

If Zaire, Zambia, Rhodesia, and Namibia also fell
under Soviet control, the Russians would dominate most
of the richest countries in Africa—and would be ready to
take the Republic of South Africa, the “big apple” of the
continent.

With only 6 per cent of the population of Africa, the
South African Republic produces 25 per cent of the ag-
ricultural output of the entire African continent, supplies
44 per cent of its industrial output and 45 per cent of its
mining industry. It is the continent’s most industrialized
nation—well advanced in nuclear development. It pro-
duces 99 per cent of the non-Communist world’s
platinum, 95 per cent of its vanadium, 85 per cent of its
chrome, 85 per cent of its manganese, and 60 per cent of
its gold—as well as a host of other minerals.

In a study Bergbauliche Ressourcen im Sudlichen Af-
rika (“Mining Resources in Africa”) published by the
Institute fiir Afrika-Kunde, Hamburg, Wolfgang Ulbrich
writes: “Southern Africa has not only the largest or very
significant resources of important minerals but has for
years also been amongst the most significant suppliers of
raw materials in the whole world and particularly in
Europe.” Ulbrich goes on to point out that South Africa is
also one of the world’s major producers of uranium.

The eminent South African industrialist Dr. Anton
Rupert says: “It is not generally realized that the ideal
OPEC of minerals would be a combination of South Afri-
can and Russian resources. If the Soviet Union’s resources
are added to those of South Africa, between them they

possess:
® 68 per cent of all the gold (SA, 49 per cent; USSR, 19 per
cent);
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® 84 per cent of all the chrome (SA, 83 per cent; USSR, 1
per cent);

® 99 per cent of all the platinum(SA, 86 per cent; USSR, 13
per cent);

® 93 per cent of all the manganese (SA, 48 per cent; USSR,
45 per cent);

® 97 per cent of all the vanadium (SA, 64 per cent; USSR,
33 per cent)—in the world.”

Dr. Rupert adds: “The Soviet Union’s uranium re-
sources are not known but combined with that of South
Africa should be well above 50 per cent of world re-
serves.”

The above is sufficient to make the point that control of
South Africa’s mineral resources—quite apart from that
of Zaire and the other central African states—would
enable the Soviet Union to cripple the West industrially
and strategically by depriving it of vital mineral supplies,
while gaining for itself a virtual monopoly of these re-
sources. The loss of South African chrome, alone, would
bring the European stainless steel industry to a standstill.
And a Marxist regime in South Africa would endanger
the strategic Cape sea route—a major trade lifeline for the
West, especially in oil supplies.

The importance of the Cape sea route has been re-
peatedly stressed by NATO commanders, including Gen-
eral Alexander Haig. The French Armed Forces
Commander-in-Chief, General Guy Mery, is quoted in
the current edition of the official monthly National De-
fence Review as saying that France has every intention of
defending the Cape route, which he describes as “vital for
our country.” General Mery adds: “There are three main
reasons why France must be strongly linked with Africa:
e France is adjacent to Mediterranean Africa and the
continent is close to the straits of Mozambique, Mayotte,
and Reunion Island;
® there are 250,000 French nationals working in Africa;
® but, above all, the sea routes around Africa supply
France with most of its oil and raw material needs, and
these are vital for our country.”

The French connection with her former African col-
onies remains very close, and Zaire’s closest relations
outside Africa and the United States are with the Euro-
pean Community countries. There are 20,000 Belgians in
Zaire providing much of the highly skilled manpower.
Belgian financial and technical investment in the country
is enormous. France, however, has been making an overt
bid for a larger share of Zaire’s minerals and industrial
market—a fact that has caused some diplomatic strain
between the two European countries.

Apart from the individual interests of the EC member
states, close and generous ties were established collec-
tively with African nations through the Lomé Conven-
tion and the Stabex (stabilization of export earnings)
system. All this adds up to a great deal at risk.



“Objet Cache-toi” by Mario Merz courtesy of the Hirshhorn Museum, Washington

DAVID SCHAFF, art consultant for the National Academy of Sciences and contributing editor for Art International

““EUROPE OF THE SEVENTIES: ASPECTS OF RECENT ART,”
recently on view at the Hirshhorn Museum and Sculpture
Garden in Washington, contains works by 21 artists from
countries of the European Community, plus two con-
tributors from Switzerland. The selection is an open con-
federacy: The essays in the catalogue do not always con-
centrate on objects in the show; and because of deletion
of some pieces and addition of others, each museum
where the exhibition is shown will have a slightly dif-
ferent view of these aspects of European art. The show
opened at the Chicago Art Institute and after its March
16-May 7 sojourn at the Hirshhorn Museum, the exhibi-
tion travels to the San Francisco Museum of Art (June
23-August 6), the Fort Worth Art Museum (September
24-October 29), and the Contemporary Art Center in
Cincinnati (December 1-January 31).

Selections for “Europe of the Seventies” have much in
common with Minimal and Conceptual experiments in
American art in the late 1960’s and early 1970’s. Perhaps

2

too much. These trends characterize only a small part of
current European art and often double back on the at-
titudes of Marcel Duchamp and Dada artists which initi-
ated the American precedents. Generally, the pieces are
not very avant-garde for Europe, or Washington, where
during the Art Now ’74 Festival Willem de Looper
painted on the sky and Rochne Krebs trained laser beams
from Roosevelt Island across the Potomac to the Kennedy
Center. Many of the pieces are referential, didactic, and a
bit obtuse; to see them requires time and a sense of
humor. There is no traditional sculpture in the exhibi-
tion, and little that will be easily acknowledged as paint-
ing. Instead, these European artists have chosen to em-
ploy assemblage and photography.

The most intriguing of the photo-artists is the “literary
painter” Jean Le Gac. His “The Painter and the Sea-
plane” is a mysterious juxtaposition of text and image.
Fascination and fondness for Le Gac’s images result from
the connections between his snapshots and his
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supplementary narratives. Le Gac notes: “‘One thinks one
can explain everything, but it isn’t true. Texts function
within themselves and don’t explain anything. .. but
if one looks for an explanation, one usually finds it.”
Much of the action is clearly off-camera. One could point
to many prototypes for Le Gac’s painted or photo-
graphed words, but few have his finesse and wit.

One of Le Gac’s modes is the travelogue, which
Hamish Fulton converts to the walk-log. His English
critics may explain Fulton’s work as sculpture, but on
view it is beautifully executed photography whose tech-
niques have affinities with those of Ansel Adams and
Alfred Stieglitz. Fulton’s aesthetic—"“not to affect the
landscape but to allow it to affect him”—is Wordswor-
thian and refreshingly straightforward, especially when
considered within the contexts of Richard Long’s nicely
recorded but pompously conceptualized earthworks and
Gilbert and George’s dull, vast triptych recording their
“body sculpture.” Along with Jan Dibbets, Fulton and
Long use the photographic medium as art as well as
documentation.

The most complicated photography in the exhibition is
the work of Ger van Elk, who combines standard devel-
oping procedure with airbrush and painting techniques.
The results are his “Missing Person’ and ““Adieu” series.
The latter presents a number of jokes on the history of
painting. Beyond ““Adieu III’s” curtain, a device that goes
back to Apelles, a painted landscape on an easel reveals
the Dutch painter bidding farewell. The series of good-
byes extend to the Dutch and Barbizon traditions of
painting, while the terms are the surreal, trompe oeil
manners of René Magritte.

There are clear reasons for the selection of each artist
within the broad range of photo documentation in the
exhibition, but perhaps the most disappointing element is
the absence of painting. Despite the cold, luminous pres-
ence of Gerhard Richter’s “256 Farben,” one is inclined
to agree with the artist that he has succeeded in his stated
goal “to eliminate the artist from painting.” Given the
successes of his earlier work, Richter might have pushed
the arrangement of color rectangles, which ultimately
derives from Mondrian and Lohse, to a new dimension.
Instead, he is content with mechanization rather than
innovation.

Similar attitudes prevail in a number of the assemblage
and installation pieces, ranging from Stanley Brouwn’s
minimal ““Strides” to Anne and Patrick Poirier’s maximal
“Construction No. V. Domus Aurea.” In his “Un Jardin
d’Hiver” Marcel Broodthaers is as lush and anachronistic
in resetting a neo-1890’s environment as Giovanni An-
selmo is spare and avant-garde in “Particolare.” Both
works are amusing but too cluttered and too cute to
achieve the consiousness-pointing effects for which they
strive.
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The two outstanding assemblages are Mario Merz’s
“Objet Cache-toi,” and the Poiriers’ “Construction No.
V. Domus Aurea.” The latter, also called “La Grande
Nécropole Noire,” presents a vaguely defined, grandiose,
yet primary layering of images that are further refracted
by the Poiriers’ explanatory text. Like Defraoui’s expla-
nation of “Places of Memory,” the text for the “Domus
Aurea” obscures as it reveals; but unlike Defraoui’s tract,
the Poiriers’ gloss maintains a narrative development. A
surreal archaeology is the point of departure: Nero’s
Golden Palace, with its connotations of excess and calam-
ity, becomes “la Montagne de Charbon,” from which
huge stairways and mausoleums have been cut. The nec-
ropolis is as Aztec as it is Roman or Near Eastern. In this
construction the Poiriers have combined the approaches
of archaeology, mythology, earthworks, and sculptures
to define’a modern archetype thatis obsessive, whimsical,
horrible, and finally enigmatic. The “Domus Aurea” be-
comes an even more successful paradox when one
realizes that the construction seems to float in a black,
coal-saturated pool of water.

Entirely different intentions are evident in Mario
Merz’s large sculptural dome, “Objet Cache-toi.”” But
where might an object hide in this configuration of glass,
iron framing, electrical cord, monitoring consoles, and
neon? In constructing his igloo Merz has broken the glass
sides, then reattached some pieces to unfractured sur-
faces. Inside the dome is the monitoring equipment and a
wine bottle that attempts to hide by becoming empty.
There are Duchampian precedents from Merz’s construc-
tion, as well as parallels to works by Los Angeles
sculptors Dan Flavin and Larry Bell, but “Objet Cache-
toi”” does not depend on any previous innovation for its
impact. Quite original in Merz’s piece is the balance of
high and low styles, formal concerns and peripheral
jokes, and positive and negative elements of each part of
the composition.

A pair of “definition” pieces round out the exhibit.
Daniel Buren has planned different pieces for each site
but each installation will feature 8.7 centimeter-wide
stripes, Buren’s chosen signature. The compliment to
Buren’s piece is Niele Toroni’s four scrolls with “imprints
of a brush No. 50 applied at regular distances (30 cm.).”
Each free hanging scroll features a different color-patch
system. Both works exemplify a subliminal, almost Zen
approach to art that initiates the viewer without impos-
ing direction or content. By the installation of their signa-
ture “definitions,” these minimal calligraphers also point
beyond the execution of a work of art to an attitude that
might become form.

“Europe of the Seventies” presents carefully selected
aspects of current art being practiced in West European
nations, and the organizers of the exhibition deserve
praise for closely defining their ideas and contributors.
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“Wall Painting of a Chariot Race”

Photos courtesy of the Boston Museum of Fine Arts; art from the Naples Museum

“POMPEII AD 79 ona one-year US tour

CARON LE BRUN DANIKIAN, freelance art critic based in Boston

ON A SUNNY MORNING, AUGUST 24, AD 79, VESUVIUS
blew up and a cataclysmic rain of lava, pumice, ash, and
volcanic mud buried the flourishing towns of Pompeii
and Herculaneum. When the billowing smoke and blaz-
ing fire had subsided, the legendary life-style of Pompeii
was frozen in time, entombed under 12 feet of lethal
volcanic debris. It was only 230 years ago that peasants
uncovered the Temple of Fortuna Augusta, and Pom-
peii’s subterranean secret became international excite-
ment.

Once again Pompeii is making international news as
Italy sends a rich array of treasures from that nature-
made time capsule to the United States, for the first time,
in the traveling exhibition “Pompeii AD 79.” Hailed
during the European lap of its tour, it was one of the most
popular exhibitions of all time in Great Britain, where it
attracted nearly 1 million visitors—topping the atten-
dance of the “Treasures of Tutankhamen” show there.
While at the Louisiana Museum in Denmark, it was the
most popularly attended art exhibition in that nation’s
history.

When it launched its US tour in April, it opened with a
bang—breaking all Boston Museum attendance records
and requiring the museum to extend its visiting hours and
stay open weekday evenings. As Associate Director
Robert C. Casselman said, “Attendance for the first three
weeks of the exhibition totaled 127,000, over four times
the normally expected figures for the period.”

The hitherto rarified atmosphere of museums is fast
becoming an arena for the major-league entertainment
through international exhibitions: Art-gazing is now a
popular spectator sport. Millions of Americans have pa-
tiently waited in line to see such cultural exchange exhibi-
tions as the King Tut show; “Treasures of Early Irish Art,
1500 BC to 1500 AD”; “Cézanne: The Late Work,”

organized by the Museum of Modern Art in New York
and the Réunion des Musées Nationaux in France;
“Monet’s Years at Giverny: Beyond Impressionism,”
with paintings from the Musée Marmottan in Paris seen
at the Metropolitan Museum of Art in New York and the
St. Louis Art Museum from August to October. France is
also sending a Henri Michaux exhibit from the Centre
Pompidou to New York’s Guggenheim Museum this fall,
and the significant Chardin show will originate in Paris
and be seen at the Cleveland Museum of Art and the
Boston Museum of Fine Arts in 1979.

Although the full-scale exhibitions are the most visible
of the US-European art exchanges, the life-blood of less
conspicuous but vital programs is ever-circulating: loans
of individual works of art; cooperation in stamping out
smuggling; rapid flow of information on fakes, forgeries,
and art thefts; mutual assistance in the constant program
of restoration and conservation, as in the Venice Com-
mittee of the International Fund for Monuments, Inc. and
Save Venice, Inc. in the United States; regulations to
control scientific archaeological excavations; the con-
stant stream of art experts, museum curators, and re-
search findings; and the international market itself.

Recently the United States sent its major Bicentennial
exhibit “Frontier America: The Far West,” organized by
the Boston Museum of Fine Arts, traveling to Zurich, The
Hague, and Germany. There is also a constant traffic of
smaller scale exchange exhibitions between Europe and
the United States, including those sponsored by the cul-
tural institutions of individual countries like the German
Cultural Centers and the Goethe Institute. It looks like a
bright future for these exchanges—what André Malraux
called “museum without walls.”

These interchanges visually illustrate the richness of
our common artistic past and cultural interdependence,
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“Wall Painting: Medallion with Busts of Dionysus and a Maenad” from
Herculaneum

and then go on to incorporate both into future exchanges
on all levels—social, political, and economic. It is diplo-
macy through art. But the question of funding all thisis a
major concern. Governments and corporations are be-
coming the space-age Medicis as their cultural awareness
and readiness to support these artistic “hits” escalates. In
the United States, the Pompeii show was made possible
through grants from the National Endowment for the
Humanities ($101,000); a federal indemnity from the
Federal Council on the Arts and Humanities; and further
funding of $100,000 from the Xerox Corporation. At the
Royal Academy in London, Pompeii was under the
patronage of Her Majesty the Queen and sponsored by
Imperial Tobacco Limited and The Daily Telegraph.

Joseph D. Duffy, chairman of the National Endow-
ment for the Humanities, said at the opening of the
American tour of “Pompeii AD 79”: “This is our concep-
tion of the role of the museum—as an instrument for
explanation of the world which we as humans have inher-
ited.” The American tour of the Pompeii exhibit was
initiated by the Boston Museum of Fine Arts (usually
Boston is edged out of the major international-circuit
exhibitions by Washington and New York City). After
Boston, “Pompeii AD 79 travels to the Art Institute of
Chicago (August through November), the Dallas
Museum of Fine Arts (December through March 1979),
and New York City’s American Museum of Natural
History (April through July 1979).
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“Painting of a Villa Beside the Sea” from Stabiae

“Statuette of Aphrodite with Priapus”




“Fish Mosaic”

“Gold Lamp with Two Nozzles” from Pompeii

Gold bracelet in the form of a snake (middle right); Gold bracelet (middle left);

Part of a necklace with gold ivy leaves (encircling bracelets), from Pompeii

“Painted Portrait of a Man and His Wife”

IF THERE IS ONE IMPRESSIVE THEME “Pompeii AD 79”
leaves with the observer, it is the universality of the
human experience. Objects 1,900 years old reveal daily
activities that strike a familiar chord—ivory hairpins to
fasten the fashionable tight curls made with hot tongs;
ivory dice; advertisements on stone slabs; tools like a
calliper, bronze compass, carpenter’s plane, folding rule;
a vessel used to strain curd cheese to make ricotta; a
Pompeii-style samovar; an exquisite mosaic showing an
assortment of Mediterranean seafood still caught and
served today.

Each of the 300 artifacts from the Naples Museum and
the Antiquarium at Pompeii is of the highest artistic or
archaeological quality. These are not the golden trap-
pings of kings as in the King Tut show, however. They are
the accessories of daily life. As Jan Fontein, director of the
Boston Museum, says, ““We wanted Pompeii to really live
again and give the viewer a feeling of walking through it
.. . that the shopkeeper had just gone around the corner
for a newspaper.” This close encounter of the Pompeiian
kind is people-to-people.

The time machine is turned on and transports us back
to that fateful day 1,898 years ago, and the exhibit begins
at Pompeii’s finale. In the first gallery there is a 13-foot-
tall column of the pumice and volcanic ash that buried
Pompeii plus two plaster casts of a woman victim and a
twisted dog. From then on, it is suspended animation in
the galleries—a flashback to the living city, its people,
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gardens, houses, cults, trades, and leisure entertainments.

The exquisite and incredibly well-preserved wall paint-
ings are worth an exhibit all their own. They trace the
differing styles of several periods and prove the high level
the Roman artists had achieved—impressionistic land-
scapes, vivid portraits, still lifes, scenes of villas, theatre
tableaux, athletes, banqueting, erotica, gods and god-
desses, chariot races.

A highlight of the show is a special addition made by
the Boston Museum that probably will continue on the
tour. A colonnaded garden courtyard of a seaside villa
near Pompeii has been reconstructed using decorative
wall frescoes from the Boston Museum’s collection. You
can also walk through a room reproducing, through
photographic murals, a frieze rich in imagery from the
Hall of the Mysteries. The original wall paintings with
their nearly life-size figures are in a wealthy suburban
residence in Pompeii. Ever since the discovery of these
paintings in 1929-1930, their symbolism has been the
subject of lively debate. Do they depict Dionysian rituals
or an ordinary wedding?

Bronze head of a horse with traces of gilding from Herculaneum (top); Four
terracotta figures of gladiators (bottom)
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All that glitters here is not gold, although there are
some splendid pieces of gold jewelry and a golden lamp
that was a sensation of the 1863 excavation. There are
visual nfasterpieces the likes of which, probably haven’t
been seen in America—in a replica of a household shrine
(lararium) are authentic bronze statuettes of divinities; a
white marble statuette of “Aphrodite with Priapus”;
ritual objects from the temple of Isis; bronze and marble
fountain statues; and two large, majestic bronzes from
the Theatre at Herculaneum—a statue of Lucius Mam-
mius Maximus and a head of a horse.

The actual unearthed artifacts are put in a realistic
context with the use of visual aids like a large model of a
Pompeiian atrium-peristyle house, The House of the
Menander. The influence of the atrium in modern ar-
chitecture is seen in hotels with glass elevators rising from
a central core. A reproduction of one of the painted
Second Style walls from the newly excavated (since 1964)
villa at Oplontis, which is thought to have belonged to the
wife of Nero, reminds us that there are many secrets and
masterpieces still to be discovered in Pompeii.

A smash hit like “Pompeii AD 79 is a tempting draw-
ing card on an international and local level—it stimulates
visitors to think of visiting the exhibit’s country of origin
and lures thousands of first-time visitors to the host
museum. “Pompeii AD 79” explains and educates as it
goes along—in museum jargon, an “interpretive museum
exhibition.”

It not only is an Italian-American cooperative venture,
but it also influenced an inter-museum program in Bos-
ton. For the first time the Boston Museum of Fine Arts
and the Museum of Science coordinated complementing
exhibits with the Museum of Science concentrating on
the geological aspects of Pompeii. The Italian-American
ties multiplied as a 2-to-3-ton piece of volcanic rock from
the slopes of Vesuvius was sent to the Museum of Science.

Like gilding the lily, the treasures themselves are put in
clearer perspective through an outstanding two-volume
exhibition catalogue as well as lectures, slide tapes, and
audio tour. Visitors leave the show with a fascination for
Pompeii and glorious memories of the portrait busts,
bronze statuettes, household objects, gladiator equip-
ment. But long after the Pompeii exhibit has gone home,
the enthusiastic cultural reaction that remains will no
doubt set more and more governments, museums, and
cultural institutions to think, “Let’s put the show on the
road.”

“Science and art belong to the whole world, and before
them vanish the barriers of nationality.”
Johann Wolfgang von Goethe

“All passes. Art alone | Enduring stays to us; |
The Bust outlasts the throne,— [ The Coin, Tiberius.”

Théophile Gautier






Comecon’s modern headquarters in Moscow resembles the Community’s Berlaymont.

There have certainly been basic changes in the Soviet-
EC relationship since the 1960’s. Then the whole subject
was taboo: The Russians still hoped that if they-withheld
recognition the Community might wither away. Now
they and all their partners recognize that the Community
exercises big commercial clout and has serious political
ambitions. Officially or unofficially, all Comecon coun-
tries have had to have dealings with Brussels, and it was
over the fishery dispute that the Russians themselves
ended their boycott. It is now agreed that within the next
few months the two European groups should start nego-
tiating formal arrangements.

BUT, THOUGH THE EUROPEAN COMMUNITY is admitted to
be part of the scene, nothing can prevent its critics from
writing their own scenario. At the offices of Pravda, the
Soviet Union’s only national morning paper, I was told
that when the then Rumanian Foreign Minister, acting
president of the Comecon Council of Ministers, had gone
to Brussels last autumn he had been “insulted and
humiliated.” Foreign Minister Marinescu, who went to
discuss opening official relations, had been received by
the Belgian EC Council President and then, when he had
wanted to discuss tariffs and quotas, he had been left
alone with the senior members of the EC Commission. As
I tried to point out to the Pravda editor in charge of
informing the Soviet public about Western Europe, the
governments of EC countries have signed a treaty trans-
ferring power over these subjects to a central authority.
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“ L. Denisenko, courtesy ussrR Embassy, Washington

He was adamant: An official is a lower form of life than a
minister. Marinescu had been degraded.

Once I got to Bucharest, the account of the Marinescu
visit was quite different. None of the many officials who
received me felt that their Foreign Minister had been in
any way snubbed. Their major grievance against the
Community was that they had been improperly rewarded
for the fact that, even before the Soviets had authorized
contacts, the Rumanians had been the first to initiate
direct talks. “Our economic relations have developed
favorably,” said a senior member of the Foreign Minis-
try, “but our recent efforts to diversify and develop our
trade have been very disappointing. It has certainly not
reached its optimal level.”

All the Comecon countries complained of increasing
protectionism and said that the Common Market was
increasingly inaccessible. Sudden interruptions in trade
and impositions of bans were described as “brutal” and
“catastrophic.” In East Berlin there were protestations
over paying 20 per cent more on imports such as glass,
textiles, or engineering products.

Comecon does its internal trade in commodities rather
than in money, and prices are generally fixed without
regard to the costs of production. In this way quotas and
discrimination are part of the system. Yet the members
expect free and fair competition in their dealings with the
free enterprise world.

I learned two lessons during my trip: first, that you
cannot generalize about Comecon, and it is highly mis-



leading to treat it as an economic community in the
Western sense of the word; second, several Comecon
countries object to being designated as part of Eastern
Europe. This is a convenient label, but the Czechs particu-
larly insist they belong to the Central, not to the Eastern,
European tradition. My political bias had so superim-
posed itself on my geographical knowledge that I had to
look on the map to remind myself that the Czechs were
right: Prague is well to the west of Vienna.

My journey began in Moscow, which has a basic and
logical enmity towards the Community, set up, as the
Soviets remember, by Jean Monnet and the other ““found-
ing fathers” with the hope that it would prove a pole of
attraction to the other parts of Europe. When the Soviets
agreed to authorize a joint Comecon approach, it was
principally because this was preferable to having indi-
vidual Comecon members make their own contacts with
the risk they might get sucked into the Western economic
and political system.

The second reason for abandoning the boycott was the
hope they might prevent the European Community from
advancing towards its initial federal goal of a United
States of Europe. Within the Comecon organization the
Secretariat is specifically debarred from exercising any
supranational power. If the EC Commission could be
relegated likewise to the job of arranging meetings and
carrying out orders—as some EC members might
welcome—the Russians would have far less to fear.

Outside Moscow I found the hostility less pronounced.
It was easy to imagine that in a militarily less divided
world several East European countries might be candi-
dates for EC membership. In practice this is of course
impossible. And in Warsaw even critics of the regime
argued that the Community which claims to be “Euro-
pean” is in fact hardening the division between itself and
other equally European nations outside. Most of the

smaller Comecon partners would like to transact at least
half their business outside the Comecon group. They are
wondering whether the Community will not shut them
out of their most fruitful hard currency markets.

Things are particularly difficult for Poland. After the
1971 disturbances the Soviets authorized the Polish lead-
ers to borrow heavily in the West in order to raise Polish
living standards and appease the discontent. Now bor-
rowing has become a habit, the debts have piled up, and
some of them are coming to maturity. The Poles are
sending out signals to the Community that unless the
West provides more and longer-term credit, they may be
forced into a seige economy and total dependence on
Moscow.

Despite the essential differences between the two
communities, there is a case for encouraging a bilateral
arrangement. Hungarians, Poles, and Rumanians seem to
think that the Russians might be persuaded to negotiate
“an umbrella agreement” between the Community and
Comecon, meeting at ministerial level and so clear the
way for individual Comecon countries to do their busi-
ness, in their own national interests, with the EC Com-
mission.

The Community also needs to consider offsetting the
caricature of itself which appears in all the Communist
press. Western radio is audible everywhere, andin several
Comecon regions near the border people can, and gener-
ally do, tune into Western television. But the foreign
services are mainly German, English, or American and
fail to provide any information about the Community’s
social and overseas activities. In the Western news bulle-
tins the European Community is only mentioned when
there is a punch-up between its members or between itself
and the Americans. This may seem unfair in Brussels. It
must be a comfort to the Russians.

COMECON SHIPPING

Walking round the ports of Hamburg, Rot-
terdam, Antwerp, and London, one is struck
by the number of merchant ships carrying the
flag of Comecon (Council for Mutual Eco-
nomic Aid) countries. In the dockside bars one
is likely to find Russian sailors sipping vodka
as well as Poles and East Germans. Similarly
shopkeepers have added a few words of Rus-
sian to their already extensive vocabulary to
cater to the growing number of customers
from Eastern Europe.

The north German seaports have witnessed
the biggest increase in Comecon shipping. Be-
tween 1970 and 1974 there was a 74 per cent
increase in the amount of trade handled by
Comecon vessels, mainly from the Soviet
Union, Poland, and East Germany. Other
Community ports further from the Baltic have
received a steadily growing amount of Com-
econ shipping. Between 1975 and 1976 the
amount of traffic handled by Comecon ships
at Antwerp rose by 28 per cent from 5.2 mil-

lion to 6.7 million tons. This was partly due to
major grain exports to the Soviet Union.
The rapid growth of East European mer-
chant shipping is seen as a major threat to EC
merchant fleets, especially as regards Euro-
pean trade. Not only are Western shipping
companies in danger of being forced out of
business, but the Community could lose con-
trol of handling its foreign trade. The concern
is all the stronger because it is claimed that the
growing Comecon domination is due to unfair
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European shippers aren’t the only ones put out with Russian shipping companies. Here Maritime Union

members, angry about the cheap Russian transport of 400 German buses to the United States, picket
the Skulptor Golubkina docked at the Port of Houston, Texas, last March. up1

trading practices, notably cut-rate tariffs that
bear little relation to market conditions.

Although the Comecon merchant fleet still
only accounts for 7.4 per cent of the world
fleet, it already dominates bilateral trade with
certain EC countries to an alarming extent.
For instance, Comecon vessels carry 95 per
cent of the bilateral sea trade with the Nether-
lands. Russian ships alone carry 83 per cent of
the bilateral Belgian trade, 75 per cent of the
bilateral German trade, and 64 per cent of the
bilateral British trade.

Comecon shipping has also captured a large
share of EC sea trade with third countries. For
instance it handles 35 per cent of the freight
transported between northern Europe and the
Mediterranean and 25 per cent of the freight
carried between northern Europe and South
America.

In 1976 the Comecon merchant fleet to-
taled 27.6 million tons, of which the Soviet
Union accounted for 20.7 million tons. The
Polish fleet totaled 3.3 million tons; the East
German fleet, 1.4 million tons. The Russians
now have the sixth largest merchant fleet in
the world, including the largest number of
general cargo vessels. Between 1976 and 1980
the Russian fleet will be increased by 20 per
cent with emphasis on specialized bulk cargo,
container, and roll-on/roll-off ships.

What is the reason for the success of Com-
econ shipping? Basically it is due to systematic
and large-scale price undercutting. By charg-
ing up to 40 per cent less, they have been able
to capture a dominant share of the European
shipping trade. This has been possible because
of the fundamental difference between the
communist and capitalist economic systems.
Comecon shipping companies are state
monopolies, and their rates are fixed accord-
ing to political rather than economic criteria.
The state pays the shipping insurance pre-
miums and covers all losses. Sailors’ salaries
are also only about one-fifth of their Western
counterparts, being little over $100 monthly.
The state also covers most of the social secur-
ity charges, a major burden in some EC coun-
tries. Other advantages enjoyed by Comecon

52 EUROPEAN COMMUNITY July-August 1978

companies are reduced port duties and both
direct and indirect subsidies.

The political authorities in the Planning
Ministries take all major pricing and invest-
ment decisions, and the role of the shipping
companies is limited to market promotion,
fleet deployment, and labor management. The
Comecon shipping strategy has been to
monopolize both the import and export trade
and to capture the lion’s share of trade be-
tween third countries so as to earn valuable
foreign exchange. There are also strategic mo-
tives in guaranteeing the commercial inde-
pendence of socialist countries as well as
building up a fleet that may be converted for
military uses.

It must, however, be pointed out that com-
petition from Comecon shipping has helped
keep cargo rates at a generally low level.
Moreover, cheaper freight rates may also have
encouraged Community exports. The Rus-
sians reject accusations of dumping and unfair
competition—saying that the Community is
using the current economic crisis as an excuse
to take protectionist measures to eliminate
unwelcome competition. They claim that their
shipping companies respect Western trade
conventions and that their success is due to the
inherent superiority of the Communist eco-
nomic system.

This has not prevented a number of EC
countries, headed by Germany, the Nether-
lands, Denmark, and the United Kingdom,
from expressing growing concern about the
dangers of excessive Comecon shipping com-
petition. EC Transport Ministers have agreed
that the problem is steadily growing more
serious; and as unilateral action by member
states has so far proved ineffective, Commu-
nity action would therefore be needed. At
present although the Community has a com-
mon trade policy, it does not have a common
shipping policy, and the success of the Com-
econ countries has been partly due to the divi-
sion among Community shipping companies.
Because of the basic difference in the two eco-
nomic systems, countermeasures based on
comparative cost advantages have been ig-

nored. Instead, the emphasis has been put on
political measures as the best means of pro-
tecting Community shipping interests and in-
suring a balanced growth in trade.

First, there are measures based on existing
agreements with Comecon countries. Existing
bilateral agreements could be coordinated and
an agreement possibly concluded at Commu-
nity level. As the most-favored-nation clause
has proved ineffective, it could be replaced by
a more precise clause guaranteeing equal
treatment in bilateral maritime transport.
This would cover freight allocation, commer-
cially viable tariffs, and payment in converti-
ble currencies. It would also cover all imports
and exports—thus eliminating the inequality
of the FOB and CIF system practiced by the
Russians. The activities of Comecon shipping
agencies would also be more strictly con-
trolled.

Secondly, there are measures based on in-
ternational agreements. Specific shipping
clauses could be introduced in trade and
cooperation agreements guaranteeing EC
shipping companies a fair share of shipping
trade. Although against the principles of free
trade, it would be justifiable because of the
basic difference in the two economic systems.
The United Nations Conference on Trade and
Development Code of Conduct for Shipping
could also be implemented. This provides for
a sharing of sea traffic on a 40-40-20 basis—
the idea being that the two countries directly
involved would have equal shares and the re-
mainder would be reserved for ships from
third countries.

Thirdly, various unilateral measures could
be taken by the Community. Terms of ship-
ment could be modified to enable Community
importers to choose their shipping company.
Comecon shipping agencies in EC member
states could be made to respect a code of con-
duct covering both shipping contracts and
tariffs. There would be no danger of retalia-
tion, since there are no EC shipping agencies
established in Comecon countries. Quotas
could be introduced to limit the amount of
Community trade carried by East European
vessels. Such a system has already been intro-
duced for air transport. An import levy on
goods imported by sea could be introduced.
Unlike most other EC industries, shipping is
not protected by a common external tariff.

Finally, EC member states could coordinate
national countermeasures. At the moment
member states are cautious about taking un-
ilateral action because they are afraid that
traffic would be diverted to the ports of other
member states. Joint action would also con-
vince the Comecon countries just how seri-
ously the Community considers the problem.

Peter Blackburn, British freelance journalist
based in Brussels



London

The “Mother of Parliaments” still isn’t sure
whether the live radio broadcasting of de-
bates is a boon or a noose. Since the mi-
crophones were switched on this spring, the
experiment’s success has been qualified. Part
of the problem is that many places in Britain
cannot receive well, if at all, VHF transmis-
sions. When the British Broadcasting Com-
pany (BBC) took over the medium-wave ser-
vice of Radio Four, its primary nationwide
network, for three hours of prime evening
time to give live coverage to the Commons
debate on a controversial nuclear fuel re-
processing plant, it was careful to advertise
the switch. To no avail.

The listening public howled. Millions
were furious at being unable to hear “The
Archers,” Britain’s longest-running radio
soap opera, or “The Monday Play.” Even
worse was the very first afternoon of live
broadcasting, when the Prime Minister’s
question time bumped evergreen “Listen
With Mother.” The toddler tantrums are
still ringing in Auntie Beeb’s ears.

Newspaper pundits have dubbed the par-
liamentary broadcasts Radio Rhubarb—a
swipe at the shallowness of many orations.
From the members’ perch, flaws abound.
Many are unhappy that broadcasters seize
upon their untoward and insulting remarks,
which fly with some frequency in a Com-
mons still searching for debaters in the mold
of Fox, Pitt, or Churchill. One Conservative
member of Parliament, John Stokes, thinks
broadcasting has made ““the greatest debat-
ing chamber in the world” into a mere
branch of show business.

If radio is controversial, television is re-
garded with outright trepidation. Some
members doggedly want to pull out all stops
and bring in the cameras. Others retort they
might expose a half-empty chamber and give
voters the wrong idea about their elected
representatives at Westminster. Members
would have to watch their posture on the
leather benches and keep their feet on the
floor. Everyone would have to stay awake.
A half-empty chamber, in fact, reflects good

attendance. More often it is less than 25 per
cent full, its members not playing hookey
but toiling in committee rooms or their of-
fices.

The onset of summer in Britain has
brought statisticians into bloom with reams
of figures about the British figure. It seems
the nation’s eating and drinking habits have
shifted well away from tradition over the
past four decades. The average Briton is eat-
ing less bacon for breakfast, less roast beef
at Sunday lunch, drinking more coffee and
less tea. More wine and spirits are drunk
proportionally than beer. The average
British diet is far less starchy than just after
World War II, and the energy value of daily
food has slipped from 3,050 calories to
2,930. But total calorie level remains much
higher than Britons need because the popu-
lation is older and less active.

The United Kingdom now produces 54
per cent of its food requirements compared
with about one-third before the war. Britons
are eating only two-thirds as much fish, a
reflection of rising prices, and 32 per cent
less butter, a bow to health consciousness.
Tea consumption fell from 4.2 kilograms per
head in 1938 to 3.7 kilograms in 1977. Cof-
fee consumption rose from 0.3 kilograms be-
fore the war to 2.1 kilograms two years ago.
Beer consumption rose 11 per cent over 40
years to 117.8 liters annually in 1977, while

spirits consumption increased 150 per cent
to 6.3 liters per person and annual wine
consumption trebeled to 6.3 liters a head.
Britons are eating 16 per cent less roast beef
than before the war but twice as much pork
and five times as much poultry meat.

The spending power of Britain’s children
is now almost 300 million pounds a year,
but inflation hasn’t spared them. Before the
war a shilling a week was considered rea-
sonable pocket money for an 18-year-old
boy. Now the average 16-year-old gets more
than 1 pound a week—with some justifica-
tion. Between 1974 and 1977 the price of a
candy bar or an ice cream stick soared 66
per cent, the cost of a soft drink by almost
as much, and the tariff for toffees, a British
child’s staple sweet, by fully 100 per cent.

—PETER J. SHAW

Copenhagen

There are signs that the attitudes of the
young in Denmark are changing. Marxism is
no longer the undisputed ideological van-
guard, and Danish Marxists have in fact
been forced to fight their first serious youth
rebellion.

The rebels are not propagating traditional
conservative values in all fields. But they are
focusing on the individual, and especially the
rights of the individual in a group. The most
enlightening case was provided by the Tvind
Schools. A few months ago, a small group of
students wrote an article in a prominent
left-wing intellectual newspaper, claiming
that they were being manipulated by
teachers at the school.

This was heresy of the first order. The
Tvind Schools are by their own definition
egalitarian socialist societies, with all
decision-making on a group basis. Teachers
and students have no private property, at
least in principle, and life is also in other
ways more reminiscent of religious than
political fervor. Sex is discouraged, because
it saps energy; food is vegetarian; letters are
opened, and press coverage is discouraged.

The officially nonexistent leaders of the
schools deserve the nickname “political
Jesuits.” They have turned the Tvind
Schools into a highly successful business op-
eration, a successful dabbler in alternative
energy—they have just finished the largest
windmill in Scandinavia—and until recently
the schools were a successful Marxist train-
ing center, independent of the left-wing par-
ties, but exerting considerable influence on
and through them.

Press coverage was, until the recent stu-
dent criticism, negligible. Partly because the
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Tvind Schools accepted no visiting newsmen
without group censure of their stories before
publication. Partly because students ac-
cepted group decisions not to speak to the
press. Now they do.

There are other signs that youth attitudes
are changing, especially in Danish schools.
Students who fail examinations in high
school ask to be allowed an extra year of
study to achieve the grades required by uni-
versities and other institutions. Pupils in the
lower grades of Danish schools have com-
plained that their homework is too easy, and
they have demanded more challenging exet-
cises. At the university students are now
studying hard to get high marks. There still
are remnants of the student rebellion of the
1960’s, but they are no longer supported by
the majority of the students.

One of the reasons for the change is obvi-
ous. To get an education, and to get a job, is
an individual achievement today. For the
first time in Danish history there is a general
numerous clausus system—all university
education is now regulated by a quota sys-
tem. Students with poor marks have very lit-
tle choice, if they get in at all.

On the labor market individual perform-
ance is also decisive. Most employers dis-
trust the labor exchanges, and advertise on
their own, when they need labor. And with
the present unemployment, they can pick
and choose.

—LEIF BECK FALLESEN

Luxembourg

If you are one of those people who think of
Luxembourg as a cheap and congenial
stopover on flights from Europe to the
United States, you may be right—but you
would miss a lot else. The tourist who does
Luxembourg in a day sees a city of historic
and scenic charm and no doubt wonders at
its parade of banks, thinking perhaps that
these are its major claim to international
importance. They certainly matter, but what
you will not see in the capital is the real
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sinew of this tiny, significant country—in a
word, steel.

And in Luxembourg the word for steel is
ARBED, an acronym for Aciéries réunies de
Burbach-Eich-Dudelange. Look at a map of
steel-making processes in Europe and you
will see a thick belt stretching from southern
Belgium to the German Saarland and em-
bracing northern France and the whole of
Luxembourg. At its heart is this extraordi-
nary Luxembourg company, commanding
some 90 per cent of its own country’s indus-
try and major shares in those of its
neighbors as well. “ARBED is to steel what
Gaston Thorn is to the Common Market,”
A Luxembourg politician recently said.

But to speak of ARBED is really, in a sense,
to speak of Emmanuel Tesch, the 57-year-
old former metallurgy and engineering stu-
dent who now chairs the Luxembourg giant.
Unlike Thorn, his country’s Prime Minister,
he is not a single-minded man. He is not a
health freak, he does not take telephones on
the beach with him, he does not confine his
reading to industrial or political dossiers. He
calls himself a ““doer” though, and no one
examining ARBED’s achievements in the past
few years would dispute that. As head of the
world’s tenth largest steel producer, he pos-
sesses perhaps the most aggressive and imagi-
native mind in the steel industry in Europe.
Certainly the most outward-looking—but
that goes without saying given the tiny
capacity of his home market. More than any
other country, Luxembourg has had to de-
pend on exports for the survival and fitness
of its steel industry.

So when the Germans found no apparent
answer to the growing recession in the Saar-
land steel industry, it was Tesch who
stepped in and bought out the half-share he
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