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It has been said that peace is breaking out around the world,
thus reducing the military threat. Wwhile this may be true, the
potential for economic conflict is increasingly prevalent. An
isolationist orientation can no longer be pursued in a world where
politics and economics have become interrelated. The EC 92 project
is an example of the power and influence which can be consolidated by
an economic union in the international trade community. The US has
been lulled into a false sense of security as the economic leader of
the free world. The economic balance of power is shifting, and the
US has been slow to realize that it is losing ground. Concurrently,
the European Community is rapidly gaining clout within the
international community. This is a trend which US policymakers and
businessmen cannot ignore. The economic future of Europe could
feasibly include what is now the East bloc, further increasing the
potential growth of this regional economic power. The US cannot
afford to ignore this market. The private sector must continue to
invest (both directly and through partnerships and cooperative
agreements) in the European market to ensure continued access to what
some feel will become a Fortress Europe. The public sector must
share responsibility with the private sector by developing trade
policies which continue to promote free trade and free market access
throughout the world. Europe 1992 is a force which will change the
international economic environment, and the US must remain attuned to
this new economic order in the years to come.
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EC 92: IMPLICATIONS FOR U.S. TRADE POLICY

CHAPTER I

INTRODUCTION

Europe 1992. It is a movement. It is a process. It is a goal
and an obsession. It is a state of mind. Europe 1992 is many things
to many people. It is the integration of diverse national policies
into a single entity. It addresses economic, political and
diplomatic issues from a European perspective rather than from
individual country perspectives. The progress and dedication to the
European Community (EC) concept "is by itself ample evidence that the
individual countries perceive their own national capabilities and
resources as insufficient to achieve their national goals. These
national goals cover the full range of state interests and
objectives: security, economic and social development, political
stability, democratic institutions, and technological advancement."1
The world must understand the implications of Europe 1992. It is
true dedication on the part of member countries who are required to
forego national sovereignty to gain the benefits of a unified
community. The interdependence which results from integration
greatly constrains unilateral behavior of individual member
countries, but "the EC [members] perceive these interdependence costs
to be far less that the benefits received."2 This suggests that
Europeans have certainly become sensitized to the importance of

cooperation if they are to survive in the dynamic and competitive




world of international trade. This paper will examine the evolution,
structure and current issues facing the EC and the implications of
these changes on the commercial environment of the United States.

The European Community is a market of 323 million consumers
making it "the largest internal market in the developed world."3 The
combined Gross National Product (GNP) will be $4.2 trillion. By
comparison, the United States has a GNP of $4.4 trillion with a
population of 241 million consumers.4 These numbers reflect the
significance of the EC in the international market place. Other than
the Us-Canadian Free Trade Agreement, designed to be implemented over
the next ten years, the EC 92 project will have the most obvious
impact on US trade into the twenty-first century. An expanded
agreement which incorporates Mexico is being considered to compete
directly with the EC.

Try as they might, the leaders of the European Community have
been unable to limit their involvement in the international community
to trade issues. The EC is a very complex system in which economic,
financial and institutional issues are all tightly interwoven.> The
broad objective of the EC is "the harmonious development of economic
activities, continuous and balanced expansion, increased stability, a
more rapid improvement in the standard of living, and closer

relations between its member states.“6 More specifically, the




objectives include the following:

(1) the removal of barriers to trade among the member nations,

(2) the establishment of a single commercial policy toward

non-member countries,

(3) the eventual coordination of transportation systems,

agricultural policies, and general economic policies,

(4) the removal of private and public measures restricting free

trade, and

(5) the assurance of the7mobi1ity of labor, capital, and

entrepreneurship.

These objectives are very ambitious given the fact that attempts
at European unification have historically been unsuccessful. The EC
is taking a different approach this time, that of "unity by mutual
consent, and it is striving towards a union based on a freely
accepted body of law. By the very nature of things{,] progress is
slow and laborious and sometimes made only reluctantly, for it is
never easy for any government to give up its powers and prerogatives,
and no administration is happy to abandon its traditions."8 This is
certainly understandable, but it has become clear that the member
countries have realized that they have much to benefit from this
cooperation and are becoming more receptive to the concept. There
is, however, a long road ahead before achieving the objective of
having Europe speak "with a single voice on all major international
and world problems, and to act together whenever it can and wherever
it must."’? Wwhile the objective appears clear, the last phrase seems
somewhat ambiguous: clearly the Community has not yet found an
acceptable mechanism to resolve internal differences and consistently
present a unified position to the international community. By

working together, the EC will encourage cooperation among firms from




different member states. This should greatly benefit EC firms while

"Europe builds the muscle to match Japan and America in the world

market."lo

The United States has generally been supportive of a progressive
Europe. Our interests in the region are numerous. Geopolitically, we
are a major presence in NATO providing for a common defense to
protect against a common threat. In the area of foreign policy, we
cooperate heavily and present a common voice on such diverse issues
as terrorism, South African apartheid, and events in the Middle East.
Politically, we support economic development and provide assistance
to emerging democracies. Most importantly, the US and the EC have an
interdependent economic relationship. Recent figures indicate total
trade between the US and the EC exceeded $125 billion with direct
investments totalling $190 billion.1?

The foundation upon which US and European cooperation originated
can be traced to three key factors:

(1) mutual fear of Stalinist Russia,

(2) Soviet rejection of the Marshall Plan (and thus rejection

of US reconstruction aid), and12

(3) need for each other's markets.
The US fully supported European integration at its inception because
the unified Europe presented a formidable force against Communism.
"The two sides of the Atlantic were united in the face of what they
perceived as a threat from the Soviet Union, and the dominance of the
13

United States in the field of defense ensured close cooperation."

The US must now consider the effect that this changing threat will




have on the US/EC relationship. Some possible consequences will be
examined later in this paper.

The development of a unified European Comrunity has not been
without obstacles. 1In fact, some would argue that to consider the EC
as a unified community even now is premature. There have been
numerous attempts at integration and cooperation at various levels
within the Community during this century. Some, such as the European
Coal and Steel Community (ECSC) have been remarkably successful while
others such as the European Defense Community have been dismal
failures. However, all attempts, successes as well as failures, have
"contributed to the inexorable realization by Europeans that there
was no viable alternative to political cooperation. In one sense,
the failures might have contributed more to the [realization] because
they sensitized the policymakers and the population to the risks of
unbridled nationalism and unlimited sovereignty."14

As previously mentioned, one positive attempt at integration
which proved the viability of an economic union was the European Coal
and Steel Community. The ECSC did not attempt to unify the entire
economy. Instead, as the name implies, it created a free-trade zone
with the elimination of all artificial barriers to trade within the
coal and steel sectors of the European economy. The concept behind
this experiment was that "if governments could learn to cooperate in
certain, limited 'non-political' areas, then perhaps spillover
effects would lead to additional coordination, cooperation, and

integration...as economic benefits mounted for participating




governments..."15

From this initial attempt, governments realized
the importance of cooperation. They realized that individually, they
were too small to compete effectively in the international market,
but as a unjfied organization, they could wield significant influence
and power. In short, governments finally came to realize their
collective weakness and vulnerability and had a tool which could

improve their situation.1®

The concept of a European Community came
from this realization. It was formed from a consolidation of the
European Economic Community (EEC), the ECSC and the European Atomic
Energy Community (Euratom). The EC was to initiate the economic and
political unification of Western Europe.17
Perhaps the European Community was premature in striving for
total integration and cooperation at all levels. As a result of
economic integration, the EC has estimated that the economic growth
rate will increase from two to five percent, that prices will
decrease by six percent as a result of efficiency gained from
economies of scale and that two million new jobs will be created.1®
This is an ambitious projection if one compares the current
performance of the Community against that of its strongest

competitorslgz

European
-Communijity United States Japan
Economic Growth (since 1980) 1.6% per yr. 3.0% 3.6%
New jobs (since 1975) <7 million> 13 million 4.5 million
Unemployment 11.0% 6.0% 3.0%

Success of European integration to the degree envisioned by its

proponents will require unprecedented changes. To begin, "thousands




of laws and regqulations governing the production and sale of goods
and services and the movement of people and capital must either be
abolished or 'harmonized'(a favorite Euroword, meaning that when
complete agreement among the twelve nations is impossible,

approximate agreement is okay)."20

Harmonization will reach into
every aspect of the Community addressing such diverse issues as
technical and industrial standards and requlations, differences in
value-added taxes, standardization of property and bankruptcy laws,
elimination of residence requirements, universal recognition of
educational diplomas and removal of all licensing restrictions.??!

The tasks are formidable, and many are doubtful that they can all be
completed by the magical date of 31 December 1992.

The expectations for the success of 1992 among its members is as
varied as the members themselves. France seems to be the most
excited about 1992 which seems to indicate that it has the most to
gain. "The advance towards an open Europe already dominates its

economic policy."22

Italy and the Netherlands appear to be equally
optimistic. Germany and Spain are working towards the success of
1992, but both have some reservations. Usually the optimist,

Belgium is somewhat hesitant, and Denmark, while not enthusiastic, is
resigned to 1992. The United Kingdom seems to be the most wary.23
Europe 1992 will be a double-edged sword for its member countries and
for outsiders such as the United States who have significant trade
interests in the region. There will be both increased risk and

increased opportunity to many companies. Markets which have long




been protected by economic nationalism will be opened. There is a
risk that some companies could suffer at the hand of more efficient
competitors. Likewise, there is a great opportunity for efficient
companies to greatly expand their markets.24

Despite all of the uncertainties, it is apparent that no one has
yYet to fully comprehend the changes which will occur as the economic
market of Europe opens. The European Community clearly has the
intention and determination to become "a unified economic force as

powerful as the US or Japan".25

While this goal is attainable in
some form, there are still problems which plague the bureaucracy of
the EC, and the resolution of these problems will directly affect the
position of the US trade in the area. The principle problem for the
EC unification is the fact that there is "too much national egoism

and not enough Europe".26

While each member country is willing to
reap all of the benefits from the proposed unification, they are
much more hesitant to implement the difficult changes which are
necessary for this unification to work. They seem to forget that
"some surrender of national sovereignty is the price West Europeans
accepted when they ...endorsed that frontier-free vision of the

1990's". 27

If 1992 is to be fully successful, the national
governments of the member countries will have to consciously raise
the political will of the people to accept some loss of national
sovereignty with an assured payback which will benefit everyone in
the long term. "“Europe's...people will, in principle, be allowed to

vote with their feet, or their wallets, for the member-state that




offers them laws with the right blend of freedom and

responsibility."28

Everyone stands to gain if true cooperation is
achieved. The EC has much at stake with the arrival of 1992, and
Emile Noel, the Secretary General of the Commission of the European
Communities, feels that the Community must succeed; failure would put
"into question every member's general policy and handling of its
economy...Given the importance of the Community's geopolitical role
in the operation of international trade, the balance of the world
economy and international relations..., its members have to rise
above their disputes if they are to assume their joint

responsibilities."29

How has the EC arrived at this stage of
development? Will its objectives be achieved? How will the United
States be affected by these developments? The remainder of this

paper will seek to answer these questions.
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CHAPTER II

HISTORY

Essential to understanding the concept of Europe 1992 is to
understand the history of the European Community and its composition. .
Because of geographic proximity and common history, the countries of
Europe have always been interrelated. The relationship has usually
been friendly and productive; at other times, the relationship has
been hostile and competitive. The EC member countries share a common
history, but have often pursued different, and sometimes opposing,
national goals. This chapter will examine the history of the EC, the
convergence of national wills and the key events which have evolved
into the concept of Europe 1992.

The current composition of the European Community is the result
of a colorful history. Originally composed of six member countries,
the EC now has twelve members and even this number is subject to
change. The original members were united under the Treaty of Rome in
1957. They included Belgium, France, Italy, Luxembourg, the
Netherlands and West Germany. Since that time, the membership has

changed, but the general concept of a unified economic union has

remained. In 1973, Denmark, Ireland and the United Kingdom joined
the EC. In 1981, Greece gained membership. Most recently, Spain and

Portugal were admitted to the EC in 1986. Greenland joined the EC as




a part of Denmark when it was a dependent state, but withdrew in

1985.1

Turkey has recently applied for EC membership, but approval
is unlikely.2

Conspicuously absent from EC membership are several key European
countries. While not interested in limiting their sovereignty to
pursue national interests, these countries realized the potential
power of a union such as the EC. Shortly after the EC charter under
the Treaty of Rome, these countries took steps to protect themselves.
The result was the formation of the European Free Trade Association
(EFTA) in May 1960.3 Current membership includes Austria, Finland,
Norway, Sweden and Switzerland. 1Internally, the EC and EFTA have
developed free trade provisions. However, outsiders such as the
United States must deal with the EC as an entity and with each member
of EFTA individually. More discussion on the implications for US
trade within Europe will follow later in this paper.

The constitution of the European Community is composed of
provisions contained in the Treaty of Rome which established the
European Economic Community (EEC) and the European Atomic Energy
Commission (Euratom), together with provisions of the Treaty of Paris
(signed in 1951) which established the European Coal and Steel
Community (ECSC).4 The union was considered necessary by the member
countries as they became increasingly dissatisfied with their
positions in the international economic arena. In most instances,
"the continued strategic dependence of Western European countries on

the United States and their very limited power turned them into

13




frustrated observers of international events over which they had very
little influence...This was particularly hard to accept for some of
the big countries which still seemed to entertain illusions of world

power."5

With this mood prevalent in Western Europe, the stage was
set for decisive action. The result was the Monnet-Schuman
Declaration (09 May 1950) - this was Western Europe's initial attempt
to address its frustration. The purpose of the declaration was "to
start a long-term process of laying the foundations for a new
relationship between France, Germany, and such other countries as
were prepared to join, which could go so far as to lead to a European
Federation".6

The original goal of the European Community was to abolish
internal tariffs and quotas. The six original members were
successful at achieving this goal until a series of economic setbacks
tested the resolve of the members. Unfortunately, member countries
were not willing to remain unified for the good of the union during
trying times and reverted to the protection of their nationalistic
interests. Some of the events of the early 1970's which led to this
return of nationalistic spirit were the failure of the Bretton Woods
accords which created monetary chaos and the Middle East o0il embargo
which virtually paralyzed the European economy. As a response to
these events, member countries introduced new border taxes, "national
production or trade quotas were reintroduced, national subsidies

7

increased and non-tariff barriers to trade multiplied". As a result

of these nationalistic actions, the move towards economic unification

14




was severely hampered, and in some cases, the gains which had been
made were lost completely. The inability of the EC to speak with a
unified voice to the rest of the international community
significantly reduced its clout and influence. The outside world
perceived, probably correctly, that the EC had evolved into a very
inefficient and extremely bureaucratic organization which had
seemingly lost sight of its goals.8

It is interesting to follow the evolution of the EC from a group
of independent, nationalistic countries through its organization and
restructuring to its present day structure. It is important to
understand that the transition from national economic independence to
Community cooperation has not been without significant problems. As
previously stated, the EC was initially formed with the signing of
the Treaty of Rome on 25 March 1957.9 The first significant action
taken by the Community came in January 1962 when, after extensive
political debate, the EC adopted its Common Agricultural Policy
(CAP). This policy still remains a topic of emotional internal and
external controversy. The major principles of the CAP are:

(1) the establishment of a single market and consequently of

common prices for most agricultural products,
(2) agricultural workers will have comparable standards of
living to workers in other sectors of thelsconomy, and
(3) there will be a preference for EC produce.

Here we see the first concrete example of EC protectionism, and it is

a problem which will grow in significance as the Community matures.
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Today, as 1992 approaches, a primary concern for US exporters to the
EC is the extent of direct and indirect protectionism which they will
face.

By 01 July 1968, the provisions for the EC customs union were
adopted; this was eighteen months ahead of plan. This union
effectively removed all custom duties in trade between member

1 This action is

countries and established a common external tariff.!
significant because, for the first time, the Community presents a
unified policy to the outside. By March 1971, the European Monetary
System (EMS) had been developed, and the Community hoped that this
would be accompanied by a "greater convergence of economic

policies“.12

The principle components of the EMS provide for the
establishment of:

(1) the European Currency Unit (ECU) which became the unit in

which all internal transactions are valued,

(2) an exchange and information mechanism,

(3) monetary transfer a{sangements, and

(4) credit facilities.

By 01 January 1973, free trade agreements had been established
between the European Community and some of the EFTA members,
specifically Austria, Sweden and Switzerland. Agreements with the
other EFTA members would follow later. Under these agreements, EFTA
members benefit from unrestricted trade with the EC and thus have
significant trade advantages, but they are not restricted by EC

4 In short,

common policies in their external commercial policy.1
EFTA members have the best of both worlds: they have free access to

the EC markets without having to limit national sovereignty.

16




In 1974, the EC began to take note of the importance of
presenting a unified force to the international community. The
inability to speak with a common voice was undermining the acceptance
of the EC throughout the world. To correct this problem, the
European Council was formed. It was composed of the Heads of State
or Government and was chzrtered with the responsibility to meet three
times per year to discuss and resolve importance issues on European
affairs, economics, trade and foreign policy.15

In 1979, two important events occurred. First, the CAP came
under the scrutiny of other sectors of the Community's economy,
especially manufacturing industries. They greatly resented the
agricultural policy feeling they were bearing an unfair burden for

paying the subsidies.1®

They felt that the profits from their
efficient operations were being unfairly used to support an
inefficient industry. As a result, agricultural subsidies were
eliminated, and a system of intervention prices was implemented which
essentially established price floors. Called by another name,
agricultural prices are still artificially inflated to support an
inefficient industry. These price supports account for a huge
portion of the EC budget, and the issue is still an area of heated
debate today. The second significant event of 1979 was the
implementation of the EMS. It basically "linked the currencies of
the [EC] member countries (excepting those of England and Greece, who
declined to participate) so as to avoid large day-to-day fluctuations

in currency rates while permitting periodic realignments".17

17




As economic pressures continued to mount following the oil
crisis, EC member countries became increasingly nationalistic, losing
sight of the advantages to be gained from an economic union. Each
country pursued policies which were to its own national benefit
without considering the implications for the Community as a whole.
Realizing the lack of organization within the Community, member
governments reaffirmed their hedication to the unified Europe concept
in the Treaty of Economic Union, signed in February 1984. This
treaty indicated the intention of members to cover "both revision of
the Treaties of Rome and legal enshrinement of political cooperation,
thus emphasizing the oneness of the European system and offering the
chance of links between the Communities and political cooperation in

the future."18

In other words, the member countries must get on with
the business of total unification. The result of this realization
was the Single European Act, developed in 1985. It "modifies EC

15 The act

decision-making with the aim of improving efficiency".
promotes cooperation in high technology, social policy, environmental
issues, research and development, economic convergence, and budgetary
issues. It also stresses a "European external identity" by promoting
movement towards a common foreign policy.20

This brief history of the European Community indicates that it
has been a rough road thus far, that the member countries are
dedicated to a European unity at some level, that significant
progress has been made and that a lot of work still remains. The

evolution has progressed with varying degrees of inertia. "Until the

18




end of the 1970s, the route to a common market was thought to lie

through 'harmonization'. Frontiers would wither as the pasta, taxes,
company laws and anti-terrorist policies on either side of them were
forced by the Eurocracy to conform to Euro-norms that would make the
Community a seamless continuum. It was a hopeless prospect wherever
countries were asked to take unanimous decisions over national quirks

21

that were dear to them." It has been feared that the internal

rifts and the inability to harmonize has "seriously eroded the EC's

credibility as a force in international politics".22

This paper will
examine this hypothesis in the following chapters. Much work remains
to be done in preparation for Europe 1992, and the world will be
watching closely as the Community invokes changes which will have a

significant impact on the world trade situation.
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