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THE EUROPEAN COMMUNITY AND THE UNITED STATES

INTRODUCTION: TWO PILLARS OF THE WESTERN SYSTEM

The European Community and the United States of America are today the two
principal pillars of the western political and economic systems. Their re-
lations at all levels are particularly intense, and their world roles large-
ly complementary. Both constitute great experiments in the democratic
organization of society, the American idea having been inspired by the
Revolution of 1776 and enshrined in the American Constitution, while the
European idea, born from out of the political vacuum, economic devastation
and social upheavals of the years following the Second World War, is expres-—
sed in the basic Treaties of the Communities and promoted by the Communi-
ty's institutions. Whereas the American nation is a union of fifty States
within a federation, the European Community forms the foundation of an ulti-
mate union between diverse historic natjon-States, a union whose final

shape - whether federal, confederal or otherwise - has yet to be determined.

The European Community and the United States share many interests and ideals
based on common or comparable political and cultural experience. The Commu-~
nity as a whole is the foremost economic partner and political ally of the
United States. After the United States, the Community is the world's most
powerful industrial unit, but the combined gross national product of the
Community is now somewhat higher than that of the United States. In many
regions of the Community Living standards are now comparable to American
ones.

For more than thirty years the United States has consistently supported
European unification, first through the Marshall Plan which was a key to
Europe's post-war economic recovery, then through active partnership with
West European countries in the OECD (formerly OEEC) and finally through
active backing for the European Community and its subsequent enlargements.
In 1978, President Jimmy Carter reiterated American support: '"As the first
American President to visit the headquarters of the European Community, I
believe this meeting symbolizes America's abiding commitment to a strong and
united Europe, and to the European Community... I am proud today to add...
that the United States welcomes a strong, united Europe as a common force
for the values our peoples share.”

With 260 million citizens the European Community exceeds by 40 million the
population of the United States, although the Community's present area
covers only one-sixth of the US lLand mass. As the western world's largest
advanced industrial societies, the Community and United States face in

the 1980s similar economic and social problems, especially in the areas

of employment, prices, industrial policy, adaptaion to new technology,
energy, environmental and consumer protection, transportation, raw material
supply and relations with developing countries. Their collaboration, at
all levels, is therefore vital for the future of the West.



COMPARATIVE TABLE OF SOCIO - ECONOMIC AND GEOGRAPHIC .INDICATORS

Pogulatibn

Area Density Population Civilian Unemployment
Country 2 (millions) forecast working 3rd Qu. 1979
1 000 km 1978 zigozg-k?é78 (millions) force
P : (millions) Thous. %

EC 1980 1985 1978

Belgium 30.5 9.8 322.6 9.8 | 9.8 4.0 288 10.6
Denmark 43.1 5.1 118.3 5.1 5.2 2.5 137 5.2
France 547.0 53.3 97.4 54.3 55.9 22.0 1 328 6.0
F.R. Germany 248.6 61.3 246.6 61.0 60.3 25.3 780 3.4
Ireland 70.3 3.2 46.1 3.3 3.5 1.1 88 8.0
Italy 301.3 56.7 188.2 57.1 58.2 19.9 1 880 8.3
Luxembourg 2.6 0.4 138.5 0.4 0.4 0.1 0.9 0.2
Netherlands 41.2 13.9 338.3 14.1 14.6 4.8 214 4.5
United Kingdom 244.0 55.8 228.8 56.2 56.9 25.6 1 267 . 5.2

1 528.6 (1) 259.5 (1) 169.8 (2) 261.4 264.8 (1) 105.4 (1)
Greece 132.0 9.4 70.9 9.3 9.4 - 22(2nd Qu.) -
Portugal 91.6 9.8 107.0 10.4- 11.5 - - -
Spain - 504.8 37.1 73.5 36.9 37.1 - 1 070 9.3
United States 9 363.1 218.5 23.3 222.8 234.1 4100.9 6.013 5.8
Canada 9 976.1 23.5 2.4 24.6 26.5 11.2 761 6.6
Japan _370.0 1.9 -310.5 118.0 | 123.3 55.3 1 140 2.0
(1) Total - (2) Average
Source: Eurostat and UN Monthly Bulletin
il . ol . i e
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RELATIONS BETWEEN THE EUROPEAN COMMUNITY AND THE UNITED STATES
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POLITICAL RELATIONS

The European Community and the United States conduct their relations within
the multilateral framework of the General Agreement on Tariffs and Trade
(GATT), the OECD, the Conference on Security and Cooperation in Europe and
other international bodies, and also at a bilateral level. As ijts politi-

cal role in the world becomes commensurate with its economic role, the Com-
munity and its member countries have become the United States'principal West-
ern partner in practically all matters except defence. Once a year the Heads of
Government of the Leading western industrialized countries, the United States,
Japan, Canada, four member countries of the Community, namely France, the
Federal Republic of Germany, Italy and the United Kingdom, together with

the European Community as such (the latter represented by the President of

the Commission), review their overall economic strategies at the so-called
"western economic summits’, the next of which will be held at: Ottawa.in 1981.

High-level consultations between the Commission and the US Administration are
held twice yearly, in Brussels and Washington alternately, for the discus-
sion of a vast range of bilateral and multilateral economic and trade issues,
which are often highly complex. Despite the generally positive cooperation
between the Community and the United States, a number of important obstacles,
especially in the commercial field, have sometimes made these consultations
critical. ' - :

In recent years, trans—Atlantic visits by Lleading US personalities and Com-.
mission officials have been stepped up as a function of the growing inter-
dependence of the partners. These have included, in the 1979-80 period,
official visits to the United States by the following members of the Com-
mission: Mr. Guido Brunner (26 February 1979), Vice-President Lorenzo Natali
(26-27 February 1979), Vice-President Frangois Xavier Ortoli (2-8 March 19793,
Mr. Richard Burke (4-6 April 1979), Mr. Antonio Giolitti (813 April 1979),
Vice-President Henk Vredeling (2-4 May 1979), Vice-President Finn Olav
Gundelach (19-20 May 1979), Vice-President Ortoli (23-24 July 1979), Vis-
count Etienne Davignon (30 September — 3 October 1979), Vice-President
Wilhelm Haferkamp (19-20 November 1979), President Roy Jenkins (22-24 Janu-
ary 1980), Viscount Davignon (10-11 March 1980), Mr. Brunner (22-24 March
1980), Mr. Claude Cheysson (26~29 March 1980), and Viscount Davignon (30-31
July 1980). In the same period visits to the Commission in Brussels by senior
officials of the US Administration have included those by Mr. R. Cooper,
Under-Secretary of State for Economic Affairs (12-13 July 1979 and 7-9 May
1980); Mrs. J. Kreps, Secretary of Commerce (24 September 1979), and Mr.

R. Askew, Special Trade Representative (10-19 February and 22-23 September
1980).

For its part, members of the European Parliament meet regularly with mem-
bers of the US Congress. In January 1980 the 16th Joint Meeting was held
in Washington when a delegation of European parliamentarians led by Presi-
dent Simone Veil, held sessions with their counterparts from Congress on

a number of international issues. Mme Veil also paid visits. to President

Carter and leading members of the Administration. The 17th Joint Meeting
took place on 12-19 November 1980 at Copenhagen and Strasbourg.



The Community and the United States have long-term Agreements covering
fishing in US coastal waters (1977), the supply of nuclear fuels (1958),
and cooperation in the field of peaceful use of atomic energy (1959), also
an exchange of letters on cooperation in environmental matters (1974).

The United States maintains a diplomatic mission to the European Communi-
ties in Brussels. The Commission, for its part, is served by a permanent
Delegation in Washington D.C.

TRADE RELATIONS

The European Community, United States and world trade

The EurOpean Community constitutes the main destination for US exports
(24 % in 1979), followed by Canada (18 %) and Japan (10 %) and stands in
second place as origin of _US imports (16 % in 1979) after Canada (19 %)
and before Japan (13 %) / see Appendices A- g_/

United States bilateral trade experienced important shifts in 1979

/ Appendix F_ '/ the most significant of which was the tripling of the US
surplus with the Community to a record 8 9.3 billion (1), as against

8 3 billion in 1978. On the other hand, the US trade deficit with Japan
narrowed from £ 11.6 billion in 1978 to & 8.7 billion in 1979, while its
deficit with Canada improved marginally. Evidently, the US trade balance
vis-a~-vis developed countries has been moving in favour of the United Sta-
tés, reflecting growth rates and currency movements. By contrast the US
deficit with oil-producing less developed countries (LDCs) almost doubled
during 1979, to 8 30.2 billion, reflecting the higher import bill. The
following table summarizes US bilateral trade balances for 1978 and 1979:

U.S. trade balance by world region
(8 billion)

Area 1978 1979
European Community + 3.0 + 9.3
Canada - 5.2 - 5.0
Japan - - 1.6 - 8.7
Petroleum exporting LDCs - 16.3 - 30.2
Non-0il LDCs - 2.1 + 0.8
Soviet Union and Eastern Europe + 2.7 + 4.9

Source: U.S. Department of Commerce.

(1) For the purpose of this note, the term "billion" is defined,
according to American usage, as "1000 million".

|




The overall US trade deficit narrowed slightly in 1979 to 8 24.5 billion,
a % 4 billion improvement on the record 3 28.5 billion deficit in 1978.
Export growth accelerated to 27 percent, up from 19 percent in 1978 and a
sluggish 5 percent in 1977.

Export growth was led by a 23 percent increase in manufactures exports,
which shifted the manufactures trade balance from a 8 5.7 billion deficit
in 1978 to a 8 4.3 billion surplus last year. Agricultural exports in-
creased 18 percent to % 34.7 billion. The improved US export performance
in 1979 parallels economic recovery abroad which had lagged behind US
recovery following the 1975 recession. A second factor in the improvement
is the effect of the depreciation of the dollar over the past two years.
Import growth increased in 1979 to 20 percent, almost entirely as a result
of higher priced petroleum imports which increased from & 32.5 billion to 8 56.8
billion lLast year. Imports excluding oil grew 13 percent compared with

26 percent in 1978 , reflecting a further slowdown in US economic growth.
Import growth, which was broad based, was again led by imports of capital
goods, up 28 percent from 1978 levels to % 24.6 billion.

Community = United States trade in the framework of GATT

With the successful outcome of the GATT Tokyo Round of Multilateral Trade
Negotiations (MTNs) in 1979, the prospects for more liberal and orderly
trade between the major western industrialized countries were improved.

The Tokyo Round Negotiations, originally Llaunched in 1973, -moved into an
active phase once the US Trade Act became Law in 1975, thus providing

the US Delegation with the required negotiating authority. The United
States Presidential election in 1976 made it possible in the following year
to make the required political decisions. The adoption of the negotiating
directives by the Council of Ministers in February 1975 established the
Community's negotijating position.

The real negotiations were begun in mid-1977 after certain major differences
of view, especially in relation to the scope and procedure for negotiations
on agriculture, had been resolved in discussions between the United States
and the Community. By mid-1978 substantial agreement in principle had been
reached among the major participants in relation to the shape of the final
Tokyo Round package. Although the bulk of tariff negotiations, both in
industry and agriculture, and the major part of the codes had been comple-
ted by the end of that year, it was not until April 1979 that all remaining
issues had been finally agreed. A tariff protocol was initialled in July
1979 and this, together with the suspension of negotiations on the issue of
a new safeguard clause, when no generally acceptable agreement proved
possible ,constituted in effect the end of formal negotiations. It then
remained for the participants to implement the agreements through their
internal laws and regulations.

Tariffs
The Community's Common Customs Tariff was relatively low insofar as jndus-
trial products were concerned. In trade with its developed partners the
Nine's exports had continued to come up against tariff barriers which were
often high. Heavy import duties imposed on certain products and even on
entire sectors provided effective protection because they were selective
and ‘had by and large remained intact despite a succession of tariff nego-
tiating conferences. Consequently, the Community sought the application
of a formula which could be applied as generally as possible, and which,



while significantly reducing tariffs, would at the same time harmonize
them.

The US Trade Act gave the President extensive powers in relation to tariffs.
He could abolish duties of 5 % or less and reduce duties of over 5 % by up
to 60 %. In September 1977 the Community and the United States agreed to
apply tariff cuts in accordance with the "Swiss formula" under which high
tariffs are cut proportionately more than low ones. This increased the
extent to which tariffs of different countries are brought into alignment.
The United States is the Community's largest trading partner and in 1978
it imported % 49.7m worth of dutiable industrial (non oil) products,

26 % of which came from the EEC. The average industrial tariff reduction
agreed between the Community and the United States is about a third on
either side (including aircraft and offers above the formula).

The proportion of US imports from the Community subject to duties over 10 %

will fall from 16.3 % to 6 %, while that of imports subject to duties over

20 % drops from 4.8 %4 to 1.2 %. After the negotiations only 185 headings,

~rather than the previous 756, remained above 20 %. In the case of texti-
les the cut in the US tariff for Community goods is 27.5 %. The reduction
applied to a number of fairly high duties which were making trade virtually

"~ impossible. In this sector the Community has cut its duties vis-a-vis the
US by 22.6 %Z. As regards steel, where dutiable US imports from the Nine
are four times imports from the US, the United States has cut its duties
on Community goods by 29.6 %, apart from some legal exteptions concerning
special steels. This reduction continues the process of harmonization in
this sector which began under the Kennedy Round. In the paper sector,
where there was strong US pressure for a substantial cut, the Community
reduction vis—a-vis the United States is 28 %. Where other sectors are
concerned, the United States has granted substantial tariff reduction on
machinery, transport equipment, ceramics and glass.

The tariff concessions are to be implemented in eight equal annual reduc-
tions starting in 1980, with a number of exceptions including textiles,
steel and aircraft. The agreement on aircraft took effect on 1 January
1980, while the concessions on textiles and steel will be implemented in
six equal annual reductions beginning in 1982. At the end of a preliminary
stage of five years, the Community will examine whether it is able to pass
on to the second 3-year stage. The other participants have also reserved
their rights in this respect.

Agriculture

Negotiations were pursued without calling into question the Common Agricul-
tural Policy of the European Community. Agreement was reached on multilate-
ral arrangements for dairy products and beef. The arrangements provided
for continuing consultation on developments in the world market for these
products; the arrangement for dairy products contains minimum price agree-
ments for milk and skimmilk powder,butter, butter oil and cheese. The
Community was able to win acceptance for the maintainance of the present
provisions recognizing the possibility of applying export subsidies. The
results of negotiations in this sector have made it possible to avoid any
calling into question of the refund mechanism (hitherto challenged in GATT)
and at the same time ‘has reduced the risks of confrontation with the United
States on this subject.



In the negotiations with the United States, which is its largest agricultu-
ral customer, the Community's objective was to give priority to resolving
the guestion of the possible application by the United States of counter-
vailing duties (which represented a more or less permanent threat to Com-
munity exports) and to improve the conditions governing the importation
into the US of products exported by the Community. The Community obtained
satisfaction on the majority of its requests and obtained major concessions
on most of the principal subjects of discord that have arisen in the past.
In relation to cheese there was a considerable extension of Community export
possibilities. In the spirits sector it has proved possible to eliminate
the wine gallon method of tax assessment (whereby US imports of bottled
whisky pay extra tax) which had acted as an important non-tariff barrier.
Moreover, the United States agreed to the removal of tariff surcharges on
dextrin and starch and agreed that the Community could resume its tradi-
tional exports of beef and veal. In return Community concessions were

made in the poultry and rice sectors and with respect to table grapes,
prunes, certain tobaccos and other products. Overall, substantial pro-
gress was also made 1in ensuring greater stability and better market oppor-
tunities for agricultural products and in ending the warfare which has
raged intermittently over the last two decades on the implications for
world trade of the Community's common agricultural policy. The agreements
reached should substantially help stabilise world markets.

Livil aircraft

This agreement is concerned with tariffs and other matters affecting inter-
national trade in civil aircraft. The parties undertake to reduce their
tariffs on c¢civil aircraft, aero—engines and some aircraft equipment to zero
on 1 January 1980.

Non-tariff barriers

The major significance of negotiations lies in agreement on a serijes of

codes and other texts - such as on customs valuation, subsidies and counter-
vailing duties, government purchasing, standards and import Llicencing - which,
taken together with the machinery of enforcement of each code in terms of
committees of signatories, means a considerable updating and strengthening

of the GATT. The way 'has thereby been cleared for allowing GATT to conti-

nue to play a major role in reducing uncertainty for traders and promoting
trade flows. ’

Product_standards

This agreement is designed to reduce obstacles to trade resulting from the
preparation, adoption, and application of product standards and certifica-
tion systems. It encourages the acceptance of international standards.

The agreement should make it easier for exporters to identify the regula-
tions with which they have to comply in order to export to overseas markets.

The Community's objective was to secure the abolition of all practices of
serving contracts for national suppliers and of price preferences in their
favour. The aim was to abolish lLaws or administrative practices such as



the Buy-American Act in the United States which reserve government contracts
for national suppliers or give them a price preference. The agreement coming
into force on 1 January 1981 covers certain contracts awarded by central
government entities. It does not apply to regional and local authorities,
but there is a special arrangement with the United States aimed at Limiting
the level of preference in contracts awarded by such authorities. Public
transport, energy production and distribution services are excluded. Since
the agreement is subject to general reniew after three years, it is likely
that pressure will remain strong for 1its scope to be extended to these three
sectors.

GATT rules have allowed the imposition of a countervailing duty on imported
products where it has been shown that they benefited from a subsidy and that
they therefore caused or threatened material injury to domestic industry.

In this regard, the United States fully accepts for the first time the
"material injury"” criteria for countervailing action and the need for a
direct link between the subsidy and the injury. The United States has under-
taken not to impose countervailing duties unless it can be demonstrated that
a domestic industry is being materially injured by subsidized imports as a
result of the subsidy. This is an important benefit for Community exporters
who have felt in the past that countervailing duties had been applied on
protectionist grounds rather than on grounds of material injury.

The existing GATT anti-dumping agreement which dates from 1968 has been
revised to bring its provisions into Line with the provisions of the new
subsidies and countervailing code. During the period of the MTNs there
was a tacit agreement not to pursue the countervailing and safeguards
investigations which had complicated Community-United States relations.
Since the end of the negotiations most of these actions have been satis-
factorily cleared and a number of anti-dumping procedures since intro-
duced have, notably in the steel sector, also been brought to a
positive conclusion. The threat by the United States Steel Corporation,
introduced early in 1980, to bring anti-dumping action against Community
steel producers was removed when the United States recently agreed to re-
introduce the "trigger price mechanism'.

Lustoms valuation

The charging of duty on an artificially inflated value hinders trade as the
importer has to pay more duty than he should. An agreement which took effect
on 1 July 1980 aims at eliminating this practice and minimizing the scope for
arbitrary valuation of imported goods by customs officials. It ends the
United States "American Selling Price" (ASP) system under which the duty

on some goods is assessed, not on their Landed value, but on the higher actual
selling price within the US of similar goods produced there. The ASP was
applied principally to benzenoid chemicals and Led in some cases to high
tariff rates of over 40 percent. As a consequence of this and cuts in
nominal tariff rates, the United States will reduce virtually all its

tariff rates on these chemicals to 20 percent or less.



The Tokyo Round results were approved by the Nine's Council of Ministers on
20 November 1979. Since the GATT agreements do not have direct force of

law in the US, it was necessary to introduce implementing legistation. This
was done and the Trade Agreements Act was signed by the President on 26 July
1979. Ratification by Community Member States was completed 1in November
1979 and the Council of Ministers' decision published on 10 December 1979.
This legislation has to be supplemented by regulations which will deal with
the practical day-to~day application of the agreement. There is every rea-
son to believe that the United States will both participate fully in a
consolidation of new multilateral trade rules, and abide by its interna-
tional obligations under the codes. While not all the Community's aims have
been secured, the agreement should lead to greater access to the American
market and a greater liberalization of trade at a time when pressures have
often been in the opposite direction.

European Community - United States bilateral trade

In the 1970s the European Community's trade with the United States was cha-
racterized by spectacular growth on the one hand and by a continuous and
substantial trade deficit on the other. 1Indeed, since the Community's
establishment in 1958, trade has developed at a brisk pace beneficial to
both partners. The rising standard of living in the vast outlet of the
European Common Market and the abolition of virtually all barriers to trade
with Europe have made this an attractive outlet for American products.
Similarly, there has been substantial growth in Community exports to the
United States.

An additional factor behind the substantial growth of American exports to
the European Community is the low level of the Community's common external
tariff. The Community's common tariff was established, with a few minor
exceptions, as an average of the previously existing tariffs of the origi-
nal six Member States. As a result of the enlargement of the Community
through the entry of Denmark, Ireland and the United Kingdom in 1973, the
previously existing tariffs of those countries were reduced as well since
these tariffs were somewhat higher than the common external tariff which
was effective before the enlargement. By 1 July 1977 all three countries
after a period of three years had adopted the Community's external tariff.
Furthermore, as a result of the Tokyo Round of Multilateral Trade Negotia-
tions (MTNs) conducted $n the framework of the General Agreement of Tariffs
and Trade (GATT) between 1973 and 1979, the Common External Tariff of the
European Community has been lowered even further. '

With the implementation of the MTN agreement, 10 percent of Community
tariffs on industrial goods will exceed 10 percent, and 1.5 percent will
exceed 15 percent. On the other hand 7 percent of US industrial tariffs
will exceed 10 percent, 5 percent will exceed 15 percent and still 3 per-
cent will exceed 20 percent. Only one out of a total of 2100 dutiable
tariff Lines in the Community will remain subject to a tariff of more
than 20 percent (22 % on trucks). The average tariff on industrial pro-
ducts in the Community after implementation of the MTN agreement will be
3.9 percent whereas the US average tariff on all industrial products will
be 4.7 percent.
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United States exports to the Community during 1979 increased by 33 percent
/see Appendix H _/ exceeding the overall export growth rate (27 percent),
while imports from the Community lagged overall import growth (15 percent
versus 20 percent). The widening of the US trade balance with the Commu-
nity since the mid—-1970s has not been due to an increase in the bilateral
agricultural trade balance which has averaged $ S billjon in the United
States' favour over the past several years. Rather, the tripling of the
US surplus resulted from a rise in American non-agricultural exports to
the Community, particularly of manufactured and capital goods. This in-
crease reflects higher capital investment and replacement in Community
countries as.well as continued development of North Sea oil. Overall,

the Community share of US imports declined marginally in 1979, from 16.9
percent to 16.1 percent, while the Community share of US exports increased
from 22.3 percent to 23.5 percent.

As regards trade with the individual Member States, the United Kingdom now
accounts for 25 percent of American exports to the Nine, with the Federal
Republic of Germany in second place with 20 percent. The rankings were
reversed for US imports from the Community, with the Federal Republic
accounting for 33 percent -and the United Kingdonm 24 percent.

The commodity structure of EC-US trade

The growth rate of US imports from the Community lagged overall US_import
growth in 1979 - 15 percent compared with 20 percent / Appendix G_/. The
discrepancy was particularly marked in US agricultural imports from the
Community which declined 1 percent compared with . an overall increase of

13 percent. US non-agricultural imports grew 21 percent with imports from
the EC increasing 16 percent. Consequently, the EC share of US agricultural
imports declined from 13 percent in 1978 to 11 percent in 1979 while the
Community share of non-agricultural imports remained constant at 17 percent.
US import categories experiencing high growth rates during 1979 were petro-
leum products (+ 102 percent), tires and tubes (+ 31 percent) and footwear
(+ 30 percent). Negative growth rates were registered in fish (- 27 per-
cent), meat and meat preparations (- 21 percent), jron and steel (- 10 per-
cent) and clothing (- 5 percent).

US exports to the Nine increased 33 percent in 1979, higher than the overall

growth rate of 27 percent. US exports of agricultural goods to all regions
increased 18 percent, while exports to the Nine registered a more sluggish
7 percent rise / Appendix H_/. In common with 1978, American exports of
non-agricultural goods experienced the opposite trend, with exports to

the Community exceeding overall growth (41 percent versus 29 percent).

As a result of these trends the Community share of US agricultural exports
declined from 24 to 22 percent while its share of US non-agricultural ex~

ports rose. from 22 percent to 24 percent.

US export growth to the EC ‘was highest in non-monetary gold bullion and
scrap (+ 187 percent), metal ores (+ 142 percent), mineral fuels (+ 88
percent), textile yarns (+ .67 percent) -and raw textile fibres (+ 60
percent). Meanwhile, soyabeans, oils and fats (- 2 percent) and grains
and cereals (- 1 percent) showed negative growth rates.
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Manufactures and other non-agricultural commodities

The overall commodity structure of US trade is heavily dependent on manufac-
tured goods which, in 1979, accounted for 65 percent of exports and 55 per-
cent of imports. The main feature of the improved US trade picture in 1979
was a shift in the manufactured goods balance from a 8 5.7 billion deficit
to a & 4.3 billion surplus. The Community's trade with the United States
follows the same pattern /see Appendices G and H / with a reduction in the
American bilateral manufactures deficit from 8 4 billion to 8 0.7 billion
/Appendix I /.

United States non—agricultural exports to the Nine, other than manufactures,
grew rapidly in 1979, notably exports of gold and coal.

In 1979 the United States showed a $ 6.9 billion surplus in its capital goods
trade with the Nine. The following table shows the composition of US capital
goods imports in the 1970s:

US capital goods by supplier

(percent)

Community Canada Japan South and East
Asian developing
countries (1)

Capital goods 1970 43 22 16 6
1977 34 15 22 14

1978 33 13 25 14

1979 32 15 23 14

- Electrical 1970 21 18 23 18
Machinery 1977 16 7 23 34

: 1978 11 6 27 35

1979 11 7 25 35

- Non-Electrical 1970 51 21 15 1
Machinery 1977 42 18 23 4
1978 42 14 26 4

1979 41 15 25 5

Source: US Department of Commerce.

The Community's share of consumer goods imports into the United States con-
tinued to decline in 1979 to 20 percent, as can be seen from the following:

US consumer goods imports by main supplier
(percent)

Community Japan South and East Asia

1970 28 34 19
1977 20 24 35
1978 21 22 36
1979 20 18 28

Source: US Department of Commerce.

(1) Including Hong Kong, Tajwan, Rep. of Korea, excluding China and Indonesia
(OPEC member).
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‘The overall American deficit in automotive vehicles decreased slightly in
1979 from 8 9.8 billion to 8 9.1 billjon, Largely due to a fall off in
imports from Canada. . The US automobile deficit with the Community, howe-
ver, increased from % 4.0 billion to 8 4.4 billion.

Both the Community and Japanese share of imports increased during 1979,
reflecting increased US demand for small, fuel-efficient cars.

US car imports by main supplier

(percent)

Community Japan Canada

1970 27 11 60
1977 18 29 49
1978 19 34 43
1979 21 36 37

Source: US Department of Commerce.

Agricultural products

The European Community is by far the most important market for agricultural
exports of the United States. Exports to the Nine in 1979 came to a record.
Whereas US agricultural exports to non-Community countries registered a
grouwth rate of 395 percent in the period between 1964 and 1978, the total
value of the US agricultural exports to the Community increased even 20 per-
cent more. There have, of course, been shifts in the product mix of Commu-
nity agricultural imports from the United States, with some products advan-
cing faster than others. The increase of corn and wheat imports for exam-
ple, has been slower than the phenomenal growth in imports of soyabeans and
soy products, although in 1978 American wheat imports by the Nine went up

by 95 percent. The export boom in soy product is primarily due to changing
livestock feeding techniques with a much greater use of high protein soy
products and a declining use of products such as corn.

In contrast, Community agricultural exports to the United States are much
smaller than vice-versa. 1In 1973, after the entrance of the United King~
dom, Ireland and Denmark into the Community became effective, the Nine's
farm exports to the Unjted States totalled § 1.1 billion, or 13.2 per-
cent of total US farm imports. By 1978, the Community's farm exports had
risen to a total of 8 1.9 billion, whereas the United States exported

g 7.1 - billion worth of agricultural goods to the Nine. The Community
thus had an agricultural trade deficit of 8 5.3 billion with the United
States. .

Many of the most important Community agricultural exports such as dairy
products and ham are subject to quantitative restrictions in the United’
States. This means that the Community's export possibilities

for farm products are strictly limited, although as a result of

the recent MTNs, the United States has now somewhat



liberalized its stand on quantitative import restrictions. This fact will
undoubtedly help to avoid frustrating experiences Like the "cheese war"
which, in 1975, harmed relations between the two partners.

The difficulties in this sector should, however, be viewed in its social
context. Although the 'green revolution' has, partly as a function of the
Common Agricultural Policy , helped rationalize and modernize the Community's
agriculture in recent years, raising productivity in some areas and for some
products to levels comparable to those in the United States, European far-
ming is still by and large less efficient than its American counterpart.

In 1978, for instance, 77 percent of farms in the Community were smaller
than 20 hectares in area, whereas the average American farm was 160 hectares
(400 acres). The clear trend in the Community towards larger holdings and a
smallter farm population should in the lLong—-term improve the efficjency of
European agriculture and thus its competitiveness.

United States trade with the Community by Member State

The following table summarizes the rankings in 1979 of the nine Member States
of the European Community with respect to trade with the United States:

(in 8 miltion)

US exports to US imports from
Rank Country value s Couhtrz Value %
1 United Kingdom 10,635 25 F.R. Germany 10,955 33
2 F.R. Germany 8,482 20 United Kingdom 8,029 24
3 Netherlands 6,907 16 Italy 4,918 15
4 France 5,587 13 Ffrance 4,771 14
5 Bel-Lux 5,186 12 Netherlands 1,852 6
6 Italy 4,359 10 Bel-Lux 1,741 5
7 Denmark 732 2 Denmark 707 2
8 1

Ireland 695 2 Ireland 323

The United Kingdom remains the leading Community market for US exports, -
having increased its share from 22 percent to 25 percent in 1979. The
Federal Republic of Germany's share declined from 22 percent to 20 percent
to remain in second place. ALl export rankings remain unchanged from 1978.

On the import side, the Federal Republic is still the largest Community
supplier of goods to the United States although its share fell 1 percent
Last year to 33 percent. The United Kingdom increased its share from 22
percent to 24 percent. Other rankings remained unchanged with the excep-
tion of the Netherlands which now ranks fifth having changed places with
Belgium-Luxembourg, now in sixth place.

RELATIONS IN THE ENERGY FIELD

Petroleum

0il is the most important fuel in the Community and US economies. In addi-
tion, both are dependent on lLarge amounts of ojl imports to cover their needs.
In 1979 the Community imported 475 million tons of oil and the United States
429 million tons of oil. Although comparable in volume these quantities
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reflect a somewhat different energy situation. The Community consumed 2.1
tons of oil per capita of which 86 % came from oil imports while the United
States consumed 3.9 tons of ofl per capita with only 50 % of oil consumed
covered by imports. This heavy dependence on imported oil, which has been
a dominant feature in the Community energy balance for more than a decade,
has become of increasing importance in the US and world energy situation
after the 1973 oil crisis. Neither the United States nor the Community
can hope to escape from this over~reliance on oil overnight. Repeated
disorder in the oil supply picture = such as experienced in the 1973 and
1979 oil crisis and the current Gulf conflict - therefore present the same
kind of threat to the energy economies of both.

In the face of a bleak outlook for oil supply stability, consumer countries
are tempted to secure own supplies to the detriment of others. It is however
encouraging that in the search for more stable and secure oil supplies, there
is an jncreasing awareness in both the Community and the United States of

the need for continued cooperation to get oil imports under control and to
limit the damaging effects of disturbances in the oil markets. This coope-
ration has been carried out in the IEA framework as well as through the
"Wlestern economic summit' meetings where it has been possible jointly and in
cooperation with other industrialized nations to set specific Limits for

oil imports between 1980 and 1985 (Tokyo 1979) and to define energy strate-
gijes for the next decade (Venice 1980).

Continued efforts within the Community and in the United States to restrain
0il demandwill be the basis on which further EC/US cooperation can develop
in the energy field.

Nuclear energy

The Community cooperates with the United States on the peaceful use of ato~
mic energy in the framework of Llong=~term Agreements concluded in 1958 and
amended four times since (1960, 1962, 1963 and 1972).to adapt them to
developments in this sector. In applying these Agreements, the United
States furnishes to Community users principally enriched uranjum and
enrichment services. Thus some 20 nuclear reactors in the Community are
supplied with slightly enriched uranium of American origin, and nearly

all the highly enriched uranium needed to feed research reactors and
high~temperature reactors is indeed imported from the United States.

The Euratom-United States Agreements are also necessary for the Community
industry to transform for the benefit of third countries (Japan, Sweden,
Switzerland, Spain and the United States itself) nuclear materijals which
they have bought from the United States. "These Agreements serve as a
basis for specific Euratom-US agreements on research and development, for
instance in the field of nuclear safety.

Contacts also exist between experts in non~nuclear research and development
programmes in the Community and their American equivalents in sectors such
as the effect of energy production on the environment; raw materials re-
search; medical research and research into toxic substances, etc. Finally
the United States and the Community work together on research and develop-
ment in the multilateral context of the International Atomic Energy Agency
(UN) and the International Energy Agency (OECD).
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FISHERIES

The Agreement on fisheries with the United States (1977) was the first con-
cluded by the Community with a non-Member State. Valid until 1.7.1984 and
extendable, it covers fishing by vessels of Member States of the Community
for part of the surpluses of the fishery resources in waters under US juris-
diction, that is within the 200 mile-zone.

Fishing quotas are allocated by the US administration, against payment of
Licence fees, at an equivalent of 3.5 % of the estimated value of the fish,
to Member States having traditionally fished in the zone. Furthermore, the
US authorities intend to establish Links between fishing possibilities and
commercial relations both with fishermen (joint ventures) and with the
Community itself (tariff concessions). The allocations are estimated
“insufficient by the Community in relation to the surplus rules of the
Agreement, since the US authorities regularly report unused fishing quotas
by US vessels from year to year,diminishing thus the surplus resources.

On the other hand the so-called '"poundage fees'" are considered by Community
fishermen a heavy burden tending to make fishing uneconomic in waters as
distant as those in the US zone.

Outside the scope of the Agreement, US vessels are fishing in the Commu-

nity fishing zone off the French département of Guyana under autonomous
Community rules including free-of-charge Licences. .

MONETARY RELATIONS

On 15 March 1979 there came into operation the European Monetary System
(EMS), after the European Council had, at Bremen on 7 July 1978, proposed
that closer monetary cooperation be established between the Member States
of the European Community. Earlier the idea of an EMS ‘had been Llaunched

by Commission President Roy Jenkins in a speech at the European Unjversity
Institute at Florence. The EMS is seen as a first and decisive step towards
the Community's economic and monetary union, its long-term goal is to

create a zone of monetary stability in Europe and to strengthen the inter-
national monetary system. - Its more short-term objective to stabilize the
exchange rates between the currencies of the participant countries has been
Largely successful in giving a real European dimension to markets. Thus the
EMS should foster economic growth in Europe, not only in the participating
countries (1), but through association arrangements in other European coun-
tries having close economic links with the Community. In the EMS a key

role is played by the European Currency Unit (ECU) which is used as a
numeraire for exchange rates, an indicator of exchange rate divergeances,

a denominator for claims and Liabilities within the system and as a means
of settlement reserve asset of the central banks in the Community. The
value and composition of the basket-type ECU is identical with the defini-
tion of the European Unit of Account (EUA). Each currency has an ECU-rela-
ted central rate. These rates are used to establish a grid of bilateral
parities or central rates around which fluctuation margins of + 2.25 per-—
cent have been fixed. Italy was granted a margin of * 6 percent, a margin
destined to be gradually reduced as soon as economic conditions permit.

To serve as a means of settlement, an initial supply of ECUs was provided by
a new European Monetary Fund against the deposit of 20 percent of the dollar
reserves then held by the central banks.

(1) Till now, the United Kingdom does not apply EMS exchange rate regulations.
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It has been suggested in the United States that the creation of the ECU and
the full establishment of a European Monetary Fund could precipately and
dangerously weaken the role of the dollar as a medium of international ex-
change. The European Commission however ‘has emphasized that, although a new
reserve unit was created, its use will be strictly Llimited to transactions
between the central banks of the Community. The Bremen agreement stated
that "the EMS is and will remain fully compatible with the relevant arti-
cles of the International Monetary Fund agreement. It cannot therefore be

a threat to the dollar, the strength of which is as much in the Community's
~interest as it is in the interest of the United States'". In a statement,
issued in December 1978, the US Administration welcomed the decision to set up
a European Monetary System, calling it "an important step towards the eco-
nomic integration of Europe which we have long supported. We belijeve that
the new arrangements will be implemented in a way which will contribute to
substantial growth in the world economy and a stable international monetary
system."”

INVESTMENT

Foreign investment from sources in the United States and the European Commu-
nity represents by far the Llargest volume of direct foreign investment in
the world today. Overall too, American and European investors have the
greatest share of foreign investments in the Community and United States
respectively.

At the end of 1978, 32.8 percent of US direct investment abroad was placed
in European Community countries (with a total value of & 55.3 billion),
compared to 31.5 percent at the end of 1975. The evolution of this invest-
ment in Member States is shown in Appendix J.. Concentration is clearly in
the United Kingdom and Federal Republic of Germany.

Community countries for their part are the most important holders of direct
investment in the United States, accounting for 58.6 percent of the total

at 1978 year's end (with a total value of $ 23.9 billion), with the Nether-
Lands holding first place with & 9.8 billion, the United Kingdom second with
2 7.4 billion and the Federal Republic fourth with 8 3.2 billion. Only
Canada (8 6.2 billjon), Switzerland (% 2.7 billion) and Japan (% 2.7 billion)
approach these levels. By comparison the OPEC countries hold only 8 0.3
billion of direct investment.

American investment in the Community

American capital investment in the early post-war years was an important
element in the economic reconstruction of Western Europe. Today it is a
vital element in the kaleidoscope of Atlantic and international monetary
relations. Since its establishment, the Community has been one of the
fastest growing regions for American direct investment. The prospect of a
Large, more unified and affluent market encouraged many American companies
to establish manufacturing plants in Europe. In 1958 investment in the
Community comprised only 7 percent of total American investment abroad.

By 1971 the Community proportion had risen to 15.8 percent. By the end of
1978 this share figured at '32.8 percent.

The Largest part of US investment in Europe, in contrast to that in most
other areas, is in manufacturing industries, with the exception of North
Sea oil. Particularly noteworthy /see table in Appendix K_/ is the concen-
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tration in the United Kingdom on petroleum and manufacturing industries,
in the Federal Republic on manufacturing; in each country especially in
the machinery and transport equipment sectors. Although less marked, this
distribution also applies in France. In fact, 48 percent of US direct
investment ‘abroad in machinery and transport equipment is in Community
countries.

The volume of direct American investment in the Community is perharps more
accurately seen from the annual expenditure of American companies on plant
and equipment. Capital expenditure comprises capital transferred from the
United States, capital raised in European money markets and reinvested
earnings. Annual capital expenditure in the Community, excluding Britain,
in 1973 was 8 3.5 billion; 1in the United Kingdom it figured 8 1.6 billion
the same year. At the end of 1978, annual capital expenditures in the Nine
totalled 8 12. 6 billion, that is more than 40 percent of the total capital
expenditure of all US foreign subsidaries around the world. According to
US Chamber of Commerce estimates, capital expenditures of US companies in
the Common Market is expected to reach a record of 8 16.9 billion at the
end of 1980.

More and more US products, from computers to detergents, which might for-
merly have been manufactured in the United States and exported to Europe
are now being produced in Europe itself. This phenomenon is in contrast
to that in other parts of the world, where output is often re~exported
back to the United States. Such a development has of course had an impact
on the Level of American exports to Europe. In 1976, the last year for
which figures are available, the sales of American manufacturing subsidia-
ries located in the Community amounted to 8 171.5 billion. Thus, for
1976, the sales of these subsidiaries were nearly six and a half times

the value of total American exports to the Community or more than eight
and a half times the value of exports of non-agricultural goods.

Community jnvestment in the United States

Although small in comparison with American investment in Europe, Community
investment in the United States has become more attractive to Europeans as
a result of the major changes in currency parities over the past few years.
Community investment in the US reached 8 23.9 billion in 1978, with the
Netherlands share totalling 8 9.8 billion and the United Kingdom's share
amounting to 8§ 7..4 .billion. Narrowing differences between United States
and European wage costs were one.of the incentives for Community companies
to expand their US investment.

The US Administration's policy towards capital investment in the United
States has traditionally been Liberal. After a review of the official
position in 1975 it was decided not to abandon this stance but to take
action to improve the system for collecting data on foreign investment,

to confirm the adequacy of the existing authority to deal with abuses and
to reach understanding with foreign governments to consult the Administra-
tion prior to making major official investments in the United States. A new
inter-agency Committee on Foreign Investment was accordingly set up and new
functions assigned to the Department of Commerce for this purpose.

Concentration of_investment from Community countries is marked in particu-
Llar industries / see table in Appendix L_/ : g 8.5 billion in manufacturing,
$ 5.4 billion in petroleum and & 5 billion in trade.
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APPENDIX B

Table 2
EC EXTERNAL TRADE: by countries
Import (1979) Export (1979)
Million Y Million 9
EUA * EUA *

1. U.S.A. 34,362 | 15.8 | U.S.A. 25.040 |12.9
2. saudi Arabia | 14.260 | 6.5 switzerland . |17.753 | 9.1
3. Switzerland 12.563 5.8 Sweden 10.429 5.4
4. Sweden ' 10.291 4.7 Austria 9.792 5.0
. Japan 9.792 4.5 Spain 6.525 3.4
. Soviet Union 8.407 3.9 Saudi Arabia 6.392 3.3
7. Spain 6.684 3.1 Soviet Union 6.310 3.2
8. Norway 6.198 2.8 Japan 4,632 2.4
9. Austria 6.091 2.8 Yugoslavia 4.411 2.3
10. Iraq 5.969 2.7 Norway 4,358 2.2
11. South Africa 5.639 2.6 Greece 4,077 2.1
12. Nigeria ' 5.336 | 2.4 Algeria 3.816 | 2.0
13. Canada 5.096 2.3 Nigeria 3.551 ' 1.8
14. Libya 4,876 2.2 Libya 3.387 1.7
15. Kuweit 4,527 2.1 Canada 3.357 1.7
16. 1Iran 4.344 2.0 South Africa 3.290 1.7
17. Finland | 3.878 1.8 Australia 2.946 1.5
18. Brazil 3.602 1.7 Iraqg 2.667 1.4
19. United Arab Em.| 3.119 | 1.4 Finland 2.655 1.4
20. Hong Kong 2.913 1.3 Poland 2.479 1.3

* =

European Unit
Source:. Eurostat

of Account
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APPENDIX F
Table 6 —_—
- U.S. TRADE BY TRADING PARTNER 1970-1979
(Billions of dollars, f.a.s. value basis)
Exports Imports Balance
U.S. Trade with E.C.
1970 11.3 9.2 2.1
1971 11.1 10.4 0.7
1972 1.9 12.5 - 0.6
1973 16.7 15.6 1.1
1974 22.1 19.0 3.1
1975 22.9 16.6 6.3
1976 25.4 17.8 7.6
1977 27.1 22.2 4.9
1978 32.0 29.0 3.0
1979 42.6 33.3 9.3
U.S. Trade with Canada
1970 9.1 11.1 - 2.0
1971 10.4 12.7 - 2.3
1972 12.4 14.9 - 2.5
1973 15.1 17.7 - 2.6
1974 19.9 21.9 - 2.0
1975 21.7 21.7 (a)
1976 24.1 26.2 - 2.1
1977 25.8 29.6 - 3.8
1978 28.4 33.5 - 5.2
1979 33.1 38.1 - 5.0
U.S. Trade with Japan
1970 4.7 5.9 - 1.2
1971 4.1 7.3 - 3.2
1972 5.0 9.1 - 4.1
1973 8.3 9.7 - 1.4
1974 10.7 12.3 - 1.7
1975 9.6 11.3 - 1.7
1976 10.1 15.5 - 5.4
1977 10.5 18.6 - 8.0
1978 12.9 24.5 -11.6
1979 17.6 26.2 - 8.7
U.S. Trade with OPEC and
Other 0il Exporting LDCs
1970 2.7 2.5 0.1
1071 3.0 3.1 - 0.2
1972 3.4 3.8 - 0.4
1973 4.7 - 6.4 - 1.7
1974 8.3 20.5 -12.2
1975 12.8 21.5 - 8.7
1976 14.8 29.4 -14.6
1977 16.5 38.5 -22.1
1978 19.3 35.6 -16.3
1979 18.5 48.7 -30.2
U.S. Trade with Non-0il LdCs .
1970 10.3 7.9 2.4
1971 10.5 8.4 2.0
1972 11.1 10.6 0.6
1973 16.3 13.9 2.4
1974 24,4 18.9 5.5
1975 26.4 17.7 8.7
1976 25.6 23.2 2.4
1977 26.8 29.2 - 2.3
1978 33.6 35.7 - 2.1
1979 44,5 43.7 0.8

Source: U.S. Department of Commerce.
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