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I. Aims of the Project A ;

The last two years have seen considerable changes in the
international political configuration. Structures which came.
into being in the immediate postwar period and prevalent concepts
of international relations are on the threshold of change. 01d
patterns of conflict have been superseded by new cooperative rela-
tionships. '

To mention a few examples: The enlargement of the Euro-
pean Community; the rise of China and President Nixon's visit
to Peking; the shift in United States foreign economic policy:
the change in Japanese-American relations; the ratification of the
Eastern treaties by the Federal Republic of Germeny; the Berlin
Agreement; a more rational approach in relations between the two
German States; President Nixon's visit to Moscow and its results;
the prospect of a European Security Conference; the growing cleav-
age between the developed and the developing countries; and indi- !
cations of an environmental crisis on a worldwide scale.

Considering the fundamental significance of European- ‘
American relations for both sides of the Atlantic, as well as for
the global framework of world politics, it is important (a) to j
analyze the effects which changes such as those listed above have i
on- the relations between Europe and America, and (b) to examine
the consequence of these .changes for EurOpe and America in their
policies toward, .each other .as well as toward the rest of the R
‘ . World. - . .- .
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: Twenty-five years after the proclamation of the
Marshall Plan, Europeans are in a position to make their own
contribution to this process of reevaluation and reformulation.

The American elections of this Autumn are an opportune
moment for Europeans to get together and exchange their ideas
on these issues and then discuss their views with repreéenta—
tives of the newly elected Administration and other thoughtful
Americans. A fitting time for the meeting will be in early
December when the newly elected Administration will be shaping -
its program. It is our hope and purpose that such a meeting
will enrich public discussion on both sides of the Atlantic.

It would be desirable to examine the issues at hand
within the context of the present decade. This time span is
narrow enough to perceive problems within the practical frame-
work of policies yet broad enough to allow the consideration
of such long-term issues as world economic policy, regional
political structures, the world's resources, and arms control
and disarmament. -

II. Method

The European position has been elaborated in the
following way: A German group met in Bonn on June 23; a French
group met in Paris on June 29; a British group met in London
on June 30; and an Italian group met in Rome on July 7, 1972,
on the basis of an agenda prepared by Professor Karl Kaiser,
University of the Saarland. The ideas which emerged from these
discussions will serve as general guidance for a basic paper
which Dr, Kaiser is now completing. This paper, which will be
sent out in advance, will be reviewed by an overall European
meeting at the Rheinhotel Dreesen, in Bonn, October 13-15, 1972,
and revised in the light of the discussions. The final version
of this paper will serve as the basis for the European-American
meeting to be held near Washington, at Columbia, Maryland,
December 7-10, 1972.

III. Agenda

The following areas and guestions were discussed at the
four meetings already held in Europe. It should be emphasized
that all points of discussion were and should be viewed within
the context of their implications for European-American rela-
tionships and policies on both sides:
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1. Foreign Policy and Security - Significance of (a)
Eastern agreements signed by Federal Republic of
Germany; (b) President Nixon's visits to Peking and
Moscow; {c) a stronger European political, economic
and institutional Community; {(d) next steps contem-
plated in arms control and disarmament.negotiations;
(e} possible thinning out of American troops in Eu-
rope and the future of the Europeari-American security

- relationship; (f) establishment of a European Defense
Community. ' :

2. New System for Requlating Economic Relations - Signi-
ficance of (a) growing importance of Europe and Japan
in the world economy; {(b) the establishment of a Eu-
ropean free trade area and US policy thereto; (c)
world monetary crisis and requirements for settlement;
(d) management of new factors in economic relations,
such as multinational corporations, voluntary agree-
ments, etc. l

3. Development of Economic Relations with Communist
Countries - Significance for European integration and
for European-US relations.

4, Policies Toward Developing Countries - Significance
of (a) growth patterns of Europe, US, Japan and deve-
loping countries; (b) the environmental problem to
development and (c) common or bilateral efforts to
assist development of developing countries.

5. The Shape of European-American Relations within the
' Framework of International Relations in the Seventies -

(a) alliance, partnership or other form of relation-
ship; (b) respective roles, coordination and institu-
tionalization; (c) policy toward the Soviet Union and
Eastern Europe; (d) polidy toward the rest of the world,
particularly Asia; (e} the role of Japan in possible
future arrangements.

6. Cultural Problems: Environment; the Quality of Life -~
(a) There is an increasging awareness, in Europe and
in the USA, of the fact that, when left to itself,
industrial development exhausts the resources of
nature and turns against man. What is being done, on
- both sides of the Atlantic, to recognize the essential
needs of men and to give them priority over artificial.

e/
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needs? While arresting economic growth altogether
would be disastrous, efforts should be made to turn
gquantitative growth into an 1mprovement of the qua-
"lity of life.

(b) The "heavy trends" of society are not 1rrever51b1e
and the future of man cannot be computerized. The _
spontaneous protests which emerged in highly indus-
trial countries during the last decade are an indica-
tion of the potentialities of alternative cultures
and ways of life. What will be the significance - in
‘Europe and in the USA - of cultural changes for Euro-
pean-US relations?

(c} Cculture, owing to its transformation in the last
twenty years from an elite to a mass phenomenon, can
no longer be considered in terms of traditional "“arts
and humanities." It embraces the education system,
~ the mass media, the cultural industries. The cultural
" crisis is therefore symptomatic of the crisis 'of the
_traditional order. What can be done, on both sides of
~ the Atlantic, to combat the dangers of bureaucrati-
zation, trivialization and abuse by uncontrolled
techonological innovation? A conscious effort in
cultural pollcy could channel spontaneous protest
movementSJnto constructive action and turn them away
from their tendency to preach intolerance and to
practice violence. What are the prospects for such
a development in Europe and in the USA?

IV. Participants

: It is expected that approximately 25 Europeans and
20 Americans will participate. They will include men and women
with respon51b111t1es in the cultural, economic and political
life of their countries. Those from Europe will have participated
in the preparatory meetings held in Europe. The United States
participants will include officials of the Executive and Legisla-
tive branches of the Federal Government.

Shepard Stone

September 8, 1972
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INTERNATIONAL ASSOCIATION FOR CULTURAL FREEDOM

PURPOSES

1. The International Association for Cultural Freedom
(IACF), located in Paris, is an organization of intellectuals
- scholars, writers, artists and men of public affairs, It
is concerned with man, his culture and his freedom.

. 2. The Association, with a central interest in the
role and responsibilities of intellectuals, seeks to establish
connections between the international intellectual community
and men engaged in social, political and economic action. It
tries to transcend national and racial barriers, political
conflicts and generational differences. The Association
sustains a worldwide discussion through its international
affiliates and magazines, through seminars on major contempo-
rary. problems and through research projects. It defends
intellectual, academic and cultural freedom against infringement
from whatever source. It emphasizes the critical spirit and
rational approaches to problems. -

3. The Association is concerned with the maintenance
and extension of cultural freedom in three distinct situations:

A. In those areas where it is denied or restricted
‘by the repressive action of governments or other
institutions;:

B. In those areas where assistance is needed to over-
come lack of necessary resources and facilities:




C. In those areas where the range and effectiveness
of cultural freedom is threatened by bureaucrati-
zation, trivialization and abuse either by un-
controlled technological innovation or by those
who exploit it to preach intolerance and practice
violence.

4, IACF's unique character as an organization is, through
mutual support, to link together in a common concern for cul-
tural freedom those who are committed to work for its extension
and defense in all three of these situations.

METHOD OF OPERATION

Through its membership IACF is in a position to stimulate
thought and action in many parts of the world. It has friendly
access to leaders in public life and in the academic, intellectual
and communications areas. IACF seminars attract wide attention.
Ideas emphasized by IACF are echoed in universities, in the press,
TV and radio, and in magazines and books. The IACF network of
affiliates, publications, seminars and conferences is trying to
contribute to a free discussion and exchange of ideas on a national
and international level. o

LEGAL STATUS

IACF is recognized as a tax-exempt, non-profit organization
in France, Switzerland and by the US Treasury.
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ASSOCIATED GROUPS AND PUBLICATIONS

The following institutes and groups are associated with
or supported by the International Association:

African Advisory Committee - Legon/Accra, Ghana

Australian Association for Cultural Freedom - Sydney

‘Cercle pour la Liberté de la Culture - Lyon

Comité Espanol para las Relaciones Culturales Europeas
- Madrid

Commisao Portuguesa para as Relagoes Culturais Europeias
- Lisbon

Fondation pdur une Entraide Intellectuelle Européenne
- Zurich, Paris

Groﬁpe Marocain d'Etudes Méditerranéennes - Rabat

Internationale Gesellschaft fUr die Freiheit der Kultur
~ Hamburg ' :

Jajasan Indonesia - Djakarta
Japan Cultural Forum - Tokyo
Solidaridad Center - Manila

Suksit’. Siam Center - Bangkok

In the United States, IACF has a cooperative working
relationship with The Aspen Institute for Humanistic Studies.

In India, IACF has a Representative in Bombay, .




The following magazines and scholarly journals are

published, co-sponsored or assisted by the Association:

Asia

Bangkok

Bombay
Djakarta
Manila:
Sydney

Tokyo

Africa

Legon/Accra

Europe
London

Paris

THE SOCIAL SCIENCE REVIEW (monthly, in
Thai)

QUEST (bimonthly)

HORISON (monthly, in Indonesian)
SOLIDARITY (monthly)

QUADRANT (bimonthly)

JIYU (monthly, in Japanese)

TRANSITION (bimonthly}

ENCOUNTER (monthly)
MINERVA (quarterly)
SURVEY (quarterly)

PREUVES (quarterly)




SEMINARS

December, 1968
Princeton, N.J.

April 1969
Alghero, Sardinia

November 1969
Bergneustadt,
Germany

June 1970
Zurich, Switz.

"The United States, Its Impact and Its Image
in the World." Co-chairmen: Dr. Carl Kaysen
and Jean-Jacques Servan-Schreiber.

The proceedings of this meeting have been
published in English (The Endless Crisis,
New York, Simon and Schuster, 1970) and in
French (Incertitudes américaines, Paris,
Calmann-Lévy, 1970). A Japanese edition is
in progress.

"The Student Rebellion and the Future of
Western Society." Co-chairmen: Alan Bullock
and Geoffrey Martin, A discussion between
European and American students, both revo-
lutionary and reformists, and academicians.

"Pacifism and Violence - Their Uses and
Limitations as Instruments of Reform."
Chairman: Wolf Graf von Baudissin. An
inquiry into this problem by 33 scholars,
writers and student leaders from 12 countries.

"Post-Industrial Society and Cultural Diver-
sity." Co-chairmen: Daniel Bell and Ralf
Dahrendorf, Socioclogists and political
scientists from Europe, Latin America, the

Far East and the US examined the question of
convergence among advanced industrial societies
and the relationship of rational decision-
making to political participation and demo-
cratic control.




August 1970
Aspen, Colorado

October 1970
Poigny-la-Forét,
France

December 1970
Mohammedia,
Morocco

April 1971
Venice, Italy

July 1971
Legon/Accra
Ghana

7.

"Technology - Social Goals and Cultural
Options, " under the joint sponsorship of IACF
and The Aspen Institute for Humanistic Studies.
Co-chairmen: Dr. Alexander King and

Professor Murray Gell-Mann., An international
seminar at which scientists and artists,
scholars and philosophers, public officials
and citizens examined the guestion of how
societies can make better use of modern
technology for the needs of man.

"L'Imagination créatrice."

A meeting of poets and critics from Western
and Eastern Europe under the auspices of
IACF affiliated Fondation pour une Entraide
Intellectuelle Européenne. $

"Culture arabe et Culture frangaise de part
et d'autre de la Méditerranée." Participants
from Morocco, Tunisia, Algeria and France
examined the situation and future of Arabic
studies in France and of French language and
culture in the Maghreb.

"The Relevance of History - The Historian
Between the Ethnologist and the Futurologist."
Sponsored by IACF, the Giovanni Agnelli and
the Giorgio Cini foundations and chaired by
Professor Raymond Aron. An inquiry into the
present position of history as a concept and

a discipline. (The proceedings, in English
and French, to be published in 1972.) |

"The Contemporary West Africa Press."

Organized by IACF affiliate The African
Advisory Committee. Journalists and academics®
from nine countries of West Africa examined

the problems of the mass media and made recom-
mendations to governments for raising standards
and for professional training.



October 1971
Turin, Italy

October 1971
Senangque, France

April 1972
Tokyo, Japan

June~July 1972
Bonn, Paris,
London, Rome

Forthcoming

September 1972
Senanque, France

. European-American Relations.”

"press and Television - Standards of

Information." Sponsored by IACF and the
Giovanni Agnelli Foundation., A meeting of
journalists and scholars to advance cooper-
ation between the social sciences and the
mass media.

"Perspectives de la Culture européenne a la
fin du XXéme Siécle," under the auspices of .
the Fondation pour une Entraide Intellectuelle
Européenne. A meeting of scholars and writers
from East and West Europe.

"Socialism and the Future: Socialism in
Changing Societies." Meeting of scholars

.and men in public life sponsored by IACF and

associated group, Japah Cultural Forum.

This major international seminar examined the
impact of political, economic, technological
and cultural developments on socialism in
Europe, Japan and the developing countries.

"International Politics and the Future of

The meetings

of national groups will be followed in October
by a combined Eurcopean meeting in Bonn and
will culminate in a United States-European  ,
conference in December near Washington, D.C.,
with the co-sponsorship of The Aspen Institute
for Humanistic Studies.

"Byzance et l'Occident," an East-West meeting
under the auspices of the Fondation pour une
Entraide Intellectuelle Européenne.



November 1972 "The Role and Responsibility of Intel-
Paris lectuals in Contemporary Societies," prepa-
ratory meeting of the European group.

July 1973 "The Role and Responsibility of Intel-

Aspen, Colorado lectuals in Contemporary Societies," under
the joint auspices of IACF and The Aspen
Institute for Humanistic Studies, a major
international seminar.

IACF EMERGENCY ACTION

When the East. Pakistani c¢risis arose, in the Spring,
1971, IACF, working with its Calcutta affiliate, put into
operation a program of assistance for scholars and other
intellectuals who had been forced to flee their own country.
More than 150 had received financial and placement assistance
by the end of 1971. Most of these have now returned to
Bangladesh, and a number have been appointed to high positions
in government and universities.
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International Association for Cultural Freedom

! Aspen Institute for Humanistic Studies

Draft

EUROPE AND AMERICA

A European Policy Memorandum

on Internatlonal Polltlcs and . the Future of European-Amerlcan Relatlons

by ‘

Karl Kaiser | \

(This memorandum was prepared for an European meeting, to be held at
Bonn-Bad Godesberg, October 13-15, 1972, and for a Eurcpean-American
-conference at the Urban Life Center, Columbia, Maryland, December 7-

10, 1972)

Not to be quoted before December 7. 1972
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I INTRODUCTION: Tl RURPOSHE OF THIS M Ll\iOM\MJUj\”

In 1976 when the American people on the occasion of the bi~centennial
celebration of the Umtod States wiil contemplate its past achievements
and its future, the'international community along with the Ubited States
will be in the midst of the most critical and most decisive period since the
early post-war years.

The international economic system after a period of extraordinary
expansion has reached such a degree of interdependence that without
fundamental reform which repiaces ruies and institutions devised more
than 25 years ago the present system might well break dewn and put an end
not only to the unprecedenicd prosperity and freedom of international
movement but along with them ize achicvements of political and securlty
cooperation which emergad in {icir wake,

In Asia, with the rise of China and Japan, two great powers are
emerging whose future roie is not yel certain but wkose impact will vitally
affect worid politics. '

The United States after three decades of far~reaching and costly
involvement in every coraer of the globe is rethinking its world role and’
under the impact of the trogic expervience of the Vietnam War may redefine
that role in a manner that is likely to have a prommc iropact on the '
structure of worid politics.

In Europe, the re~emergence of its Western part from the debacles of
nationalism, Worid Wax II and de~colonization has reached a decisive new
phase marked by the entry of Britain and other European states in the
European Community. One of the largest and most prosperous pollttcal
units in the world is emerging and profoundly changing the internal structure

of Western Europe; undoubiedly it will have a major 1mpact on the future
of world politics. "< L

The Woest German troaties with the Seviet Union and Peland and the
Four Powar Agrscmont. on Borlin along with the dévolopmont of now
cooporative dimensions n the Amorican-Soviet ielationshipn, dre cvidenco
of the profound chfmges in the Cold War, for two decades Lhc dominant
relationship of tensaon in world politics, and may, indeed, sxgnal its dis-
appearance in ats {raditional sense. Europe and the United States are
preparing for a. ncw phase of negotiations on’'arms controliand ‘cooperation
with the Communist,countries which might well result in meortant changes
of the structure of international politics. ;

L
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As has been rightly remarkedl, the present constellation of East-West
politics comes as near as one can imagine to the functional equivalent of a
peace treaty which ends World War II. Hence the stage is set for a period of
important decisions, uncertainties and potential instabilities. The basic
elements of the structure of the international system in which the United
States and Europe and their economic, political and security relationship form
an essential cornerstone is going to be changed and rearranged in the future.

The decisions mz’tée by the major actors in the international system during
the next years will in all likelihood decide whether the remaining decades of -
this century will be characterized by moderation, absence of war, and peaceful -
change or whether we will enter a period of economic and political instability.

Considering the fundamental significance of European-American relations
for both sides of the Atlantic as well as for the global framework of worid
politics, it is important to analyze the effects of the on-going changes on relations
between Europe and America and to examine the consequences of these changes
for Europe's and America's policies towards each other as well as towards the -
rest of the world. 26 years after tho proclamation of the Marshall Plan,
Europeans should be able to make their own contribution to this process of re-
evaluation and reformulation.

The American elections of this autumn provide an opportune moment for -
Europeans to get together and exchange their ideas on these issues and then
discuss their views with representatives of the newly-elected Administration
and other thoughtful Americans. A fitting time for the meeting will be the begin-
ning of December of this year when the new Administration will be shaping its
program, :

It is the purpose of this paper to provide a core of suggestions and ideas
around which European opinions could crystallize in order to have a common
Turopean basis for a discussion with the American representatives on the major
issues that confront both Europe and the United States.

(

It is not the purpose of this paper to present points of views which can be
endorsed in all their formulations by all Europeans. Obviously, the differences
in perspectives and European nationalities make this impossible. The proposals

1. Francois Duchéne, "A New European Defense Community,” Foreign

Affairs, October, 1971, pp. 69-82.



of this paper are intended to stimulate discussion among Europeans and after
a revision of the paper in the light of that discussion to formulate a number of
positions which come as near as possible to a common European position.

This paper is intended to be a policy memorandum focusing on those issues
- which will be particularly relevant for policies in the forthcoming years. For
this reason the paper has omitted a great deal of factual analysis which might
be desirable on a variety of issues if it had been written with a more scholarly
purpose in mind.

- The present version of the memorandum is only a draft. All readers and
participants of the Bonn Conference in October are invited to criticize this
paper as frankly as possible and make suggestions for alterations.

Any written comments by those who are unable to attend the Conference are
greatly appreciated. I add my personal address at the bottom of this introduction
for all those who might want to send me any comments, preferably before
October 20, 1972,

Section I analyzing the components of change in the present international
system and a brief chapter on the American~European dimension of the environ-
mental problem will be added prior to submitting the paper at the Washington
Conference (the themes of Section II are touched upon in the first part of this
introduction and listed in the table of contents). The conclusion will be written
after the Bonn meeting which will hopefully have given some indication of the
long term concepts which Europeans have for the future of international politics
and US-European relations.

Karl Kaiser
66 Saarbruecken tel: (068l) 56619 (home)
Petersbergstrasse 26, W. Germany (0681) 3022126 (office)
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COMPONENTS OF CHANGE IN THE PRESENT INTERNATIONAL

(This section is to be written later on and added to the version to be
submitted at the Washington Conference.

SYSTEM

enumerated below.) )

The Emergence of Multinational Politics of Interdependence

From Cold War to Hot Peace: The Difficult Co~existence of
Détente and Security Policy

Soviet Policy Between Old Ambitions and New Objectives
American Foreign Policy in a Phase of Reassessment
West European Integration in a New Phase |

The Rise of China and Japan

Global Issues and the United Nations

Conclusion: Obsolescence and Validity of Some Old Formulas

It will deal with the themes




II. Restructurine Atlantic Relations and International Politics

The preceding analysis of contemporary international politics L has shown
that the international system as it emerged in the aftermath of World War has beem
and is undergoing profound change and that it is the task of responsible statesmen
to consider carefully what conclusions should be drawn and what measures should
be taken to mould and structure the ongoing change. '

The next years can either be used for constructive action that will create
the conditions for a moderate and peaceful international system in the remaining
decades of this century or, as a result of short-sighted policies or mere inaction,
the post~war international system that brought liberty to many peoples, that made
possible unprecedented though unevenly distributed prosperity and which prevented
war in the world except in Asia, will lapse into an inherently unstable state of
multiple imbalances and excessive competition without adequate machinery for
regulating conflicts and reducing risks.

In modern history, periods of potential reconstruction of international politics
usually came in the aftermath of war or major upheaval. The present opportunity
occurs without such prior events. (The Vietnam War in this connection only
~accelerated a change in American foreign policy which would have occurred anyhow.)

Consequently, the pressure of time and duress is less pronounced and the turmoil
of change not quite as turbulent and difficult to contemplate as in earlier instances.

While such a state of affairs may give ground for moderate optimism about
the future, the earlier analysis should have made it clear that in contemplating
and undertaking measures today's statesmen in the West face a more difficult task
than thelr predecessors in the perlod of reconstruction between 1945 and 1950.
First, unlike those who were '"present at the creation”, the nature of the problems
now at hand force them to take a more global perspective. Second, decisions on
a number of important problems can no longer be taken by the United States alone,
but the participation of a number of other partners in the decision-making and
implementation is an essential precondition of success.

TFinally, 'given the basic characteristics of today's multinational politics of
interdependence, the various realms of security, diplomacy, trade, financial
matters etc., interact to such an unprecedented degree that states must end the
highly counterproductive separation of these areas in their policies, and, instead,

1. This is to be added later on.




attempt solutions that integrate the interconnected realms. If, therefore, in .
the following pages various problem areas are separated and examined con~"
secutively, then only to isolate analytically what policy must integrate.

1. Security Dimensions

Let us turn first to the security dimensions which continue to represent
the central problem in American - European relations. But in doing so, we
shall look at security from a wider angle than the purely military one. To be
sure, the prevention of war through adequate military means remains at the core
of security. But under modern circumstances the concept, security, includes
freedom to pursue policies of one's choice and without outside interference as
well as social, economic, and political conditions that make for international
stability without hindering peaceful change. Moreover, a comprehensive security
policy should be linked with efforts to lower tension and risk by cooperatwe
measures and arms control and disarmament.

Between America and Western Europe the institutions and professionals
charged with defense efficiently pursue their routine, but the debate among the
informed public and legislators on the actual problems and future challenges in
the fleld of security is either nonexistent or shows a deplorable state of mis-
perception and ignorance of facts, The limited debate that does exist outside the
governments consists characteristically of acrimonious and divisive signals among

allies relayed across the Atlantic and thus provides a striking contrast to American

and European preoccupation with China and the Soviet Union which have come to
appear in a positive light.

In the U, S. despite Administration efforts to the contrary, the public _
discussion appears to presume that the entire security relationship with Europe
can be reduced to the question of whether or not U, §. troops should stay there,
be financed by the Europeans or withdraw. This fixation is mirrored in the West
European public which watches every development in this field across the Aflantic
with the typical nervousness of the dependent., Unable to overcome deeply rooted
national myopia, the Europeans also have great difficulties seeing the security
problem in a larger perspective.

A. What threatens security in Europe ?

Before raising the question of the future security relationship between .
America and Europe we have fo examine two problems which are often neglected




in the answers given so far, namely, whether there are threats to security in
Europe and whether the Europeans can deal with them alone.

In analysing the existence and nature of security threats in Europe, we can
return to the conclusions drawn in our earlier analysis of Soviet foreign policy
and of the relationship between détente and security.

Since the outbreak of the Cold War, the probability of aggression in Europe
has never been as low as today. The fear that the Warsaw Pact countries would’
contemplate an all-out attack, which was quite prominent in the 1950's has all but
disappeared. West Europeans judge the intentions and attitudes of the Soviet
leadership as sufficiently rational and pragmatic to consider the probability of
aggression aimed at territorial gains or occupation as extremely low. The
developments since Khrushchev's removal from power, in particular the negotia-
" tions with the Federal Republic of Germany, the recent Four Power Berlin
Agreement, SALT, and the initiative for a European Conference on Security and
Cooperation have decreased the perception of threat in the West. :

But a second factor is responsible for this changing assessment of the security
situation. Whatever one may say about the awesome costs of the system of nuclear
and conventional deterrence that the United States and Europe have built up, it"
has halped to prevent war and any change of the European status quo by force for
the longest period of time in this century. ‘

But a low probability of aggression is no guarantee of peace. The ratio of
military forces between East and West remains an essential factor in assessing
possible threats to security. Given the immense complexity of any comparison
of military capabilities, the assessment should be taken as an approximation .
which is reduced to a few pertinent facts. Using the figures of the International
Institute for Strategic Studies (IISS) and of a recent Brookings Institution Study, 1.
which represent middle ground between the somewhat optimistic figures of the
Pentagon and the pessimistic assessments of military experts in Europe, the
situation is as follows.

At the alliance level NATO's 5.5 million men in the active armed forces,
(including France) face about 4.2 million men in the Warsaw Pact in 1972, But

1. International Institute for Strategic Studies (IISS), Strategic Survey 1971,
(London 1972); IISS, The Military Balance 1971-1972, London 1971); John Newhouse
with Melvin Croan, Edward R. Fried & Timothy W, Stanley, U.S. Troops in
Europe, Issues, Costs, and Choices, (Washmgbon D.C.: The Brookings
Institution 1971).




the crucial area is Europe. As the following chart shows, thefe is a net

MILITARY RATIOS BETWEEN NATO AND WARSAW PACT .

IN THE CENTRAL REGION OF EUROPE

M-Day M=~Day+30

(without France) (with France)
Ground Force Manpower 1:1.6- 1:2.1
Divisions 1:2.9 1:3.4
Tanls 1:2.5 1:2.9
Tactical Aircraft 1:1.8 1:2.0

superiority of 1 : 1,6 in ground forces in favor of the Warsaw Pact in the central
region of Europe between the Baltic Sea and Austria, extending info Western Russia -
and excluding Bulgaria, Hungary and Roumanin in the East and France in the West.
The advantage of the Warsaw Pact increases considerably if further time elapses
after mobilization, (M-Day) to | : 2.1 after 30 days. The shorter geographical
distance and the structure of the Warsaw Pact forces make a fast build up easier
than in the West. It is only after a 30 day period and assuming that no attack

occurs impeding the vulnerable Western reinforcement that the position of NATO
improves in some areas, but overall conventional parity is never reached, Thus"
the Brookings study estimates that about 90 days after mobilization about 2.2 million
Warsaw Pact troops would face about 1 million NATO forces. .

Although a host of clarifications should qualify this comparison (e.g. the limited -
reliability of some Warsaw Pact forces in case of war), it shows a clear conven-
tional superiority of the Warsaw Pact in the central region. In the northern area
of NATO the superiority of the Warsaw Pact in ground troops is approximately 5: 1
if compared with the troops of North West Russia, but because of the uncertain
impact of the mobility of reinforcements by sea or air over long distances by both
sides, it is very difficult to assess the exact balance, '

The same difficulty exists on the Mediterranean flank of NATO but for different
reasons. The IISS estimates show a ground force superiority of NATO of 525,000 :

1. Taken from Newhouse, U. S, Troops In Europe, op. cit., E 59.
W



370,000 men. (Though a tank inferiority of 2,000 : 5,000). But the picture
changes if instead of counting only 6 Soviel Divisions, as the IISS did, one would
include the 28 Divisions available in adjacent Russia. Moreover, if one considers
that the main Western ground forces are provided by Greece and Turkey, who

are themselves at odds and who each have considerable internal problems, the
East - West ratio appears less favorable. :

If conflict occurs it is most likely to erupt in the eastern part of the
Mediterranean, thus giving the advantage of short distance or ground transporta-
tion for reinforcement to the Warsaw Pact. -

How do these figures relate to security ? Three different types of threats
shall be distinguished here, the first being aggression with available conventional
forces. Despite the conventional superiority of the Warsaw Pact, the threat to
Western security is minimal for two inter-connected reasons. We can assume
that Soviet intentions do not point in this direction, due in particular to the effect-
ive deterrence of nuclear weapons. The American forces stationed in Europe and -
to a lesser degree - the 7,000 American tactical war heads in Western Europe
oreate a deterrence link between conventional warfare and the Nuclear Strategic
Force of the United States. As a result a conventional attack in Europse becomes
an unacceptable risk to the Soviet Union.

The crucial preconditions for European security in the context of open aggression
are therefore: (a) the link between conventional warfare and the nuclear forces of
the United States and (b) the credibility of their use through the political, economic
and military involvement of the United States in European security as expressed
most effectively by the presence of American troops in Europe.

For these reasons Western politicians and military planners have accepted
Western conventional inferiority as something one can live with. Since the West
will never attack it does not need conventional superiority but only a minimum
force for an assured defense that can activate nuclear deterrence. Indeed, it could
be argued when considering overt aggression that the East - West ratio could even
worsen a little more without critically affecting Western security provided a credible
link to the U. S. nuclear deterrent is preserved.

A second type of E};ﬁ %E which can arise out of constellations of instability and
unrest in East - Westncreages less predictable situations. In such situations the
borderline between military action and political threat typically*cannot be drawn
exactly. They could, for example, arise out of incidents on the access routes to
West Berlin, internal disputes among Socialist countries that spill across to the
West, or a conflict in the Balkans. As we have analyzed earlier détente itself
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might well unleash a crisis of this kigld by freeing various social and political ' ‘
‘forces (as, e.g., in Czechoslovakia)ﬂgy creating extreme disparities in the

relationship of political and military power between East and West (e.g., by

excessive unilateral disarmament).

These threats and possible responses are quite unpredictable. Since oppor-
tunities and goals would be limited and the initial risks involved for a Warsaw Pact
country lower, the probability of a threat to West European security arising out
of such a situation under circumstances of Warsaw Pact conventional superiority
is higher than in the case of open aggression.

Under present circumstances two factors keep this kind of threat within
acceptable proportion: first, the likelihood that any military action emerging from
such crisis will eventually meet the U. S. nuclear deterrence mechanism thus
increasing the risk as a crisis escalates, and, second,’ the presence of a coordin-
ated Western response making a conflict even at the periphery a matter of the
entire alliance.

A third type of threat which is relevant to Western Europe has popularly been
called "Finlandization" and would arise in a situation in which Western Europe's
economic strength, political cohesion, seilf-confidence, and military means -
against probable Soviet military action would be so weak that the Soviet Union,
exploiting her superiority by a mixture of cooperative pressures and threats could
interfere in West European politics, influence political choices and without ever
actually resorting to force establish a strong and possibly even hegemonial position
in Western European affairs.

Soviet and East German pressure on the internal affairs of West Berlin before
the conclusion of the Berlin Agreement provides a vivid example from the past
while a possible drive to slow down the process of West European integration could
be an example in the future. The perfect equilibrium of military forces is not the
most important factor here but political strength, confidence and the certainty of
effective deterrence in case détente breaks down, |

Although the threat of "Finlandization" remains at the back of Europeans' minds
it is of no real importance at the moment, Western Europe's strength, - the
momentum of her unification and trans-Atlantic cohesion as expressed in the U. S.
commitments to European defense and her actual presence in Europe - are con-
siderable enough to reduce such a threat to negligible proportions at the present.

This brief assessment of the security equation in Europe has not analyzed any
of its costs or the doubts it raises for the future. If one includes a quarter of the
U. S. defense budget and one third of the Soviet military budget the U. S., the
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European members of NATO, and the Warsaw Pact spend approximately $ 70
billion per year on the defense of this area. Given the demands and needs for
costly social reform and public investments in both systems these costs are
enormous and understandably the subject of rising criticism. The unquantifiable
costs should not be under estimated either: the (fo be sure decreasing) psychol-
ogical burden of fear, the costs of cut-off communication, creative competition
‘and cooperation typical of a hostile relationship between two systems which could
potentially give a great deal to each other (although here again, things are chang-
ing). Finally, the system is not fool or accident proof. War can break out, and
its potential cost, deliberately raised high to deter it, could become real.

Though it will never be possible to determine exactly whether rationality in
Soviet policy or deterrence has been responsible for preserving a relative peace,
there is no doubt that the post-war system of European security prevented war.
The Europeans appreciate all too well this characteristic of the post-war status
quo as it is reflected in our assessment of European security today. If one
tampers with it one should be very sure indeed, that such change represents real
improvement. E

B. European defense to the Puropeans ?

The general relaxation of tension and the decreased threat reinforced by
current balance of payment difficulties have led to demands in the United States
that Europe should now handle its defense alone without the present American
participation. A few European conservatives and men of the Left feebly echo this
demand. (The former favoring and the latter strictly opposing the formation.of a
European nuclear force). The changing American attitude is well summed up in
Senator Mansfield's remark in a rebuttal to former Under Secretary of State
Richardson: "It is all very well to talk about the 'strength, closeness, trust,
realism, and flexibility' of NATO, as Mxr. Richardson did...... But it seems to
me that there is a contrast between these words and the fact that the 250 million
people of Western Europe, with tremendous industrial resources and long military
experience, are unable to organize an effective military coalition to defend them-
selves against 200 million Russians who are contending at the same time with 800
million Chinese, but must continue after 20 years to depend on 200 million Americans.
for their defense. The status quo has been safe and comifortable for our European
allies. But,...it has made the Europeans less interested in their own defense.. nl.
Usually there is the implicit assumption in demands such as these that the Europeans

1

1. Congressional Record, Dailéy Ed., April 20, 1970, pp. S 5957-58.
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make an insufficient defense effort compared with that of the Americans.

a. Do Europeans make a sufficient defense effort compared with the
United States ? '

Like the earlier comparison of military capability between East and
West, the comparative assessment of defense efforts within the West is inherently
difficult and can never be exact for lack of agreed standards of comparison. In
the many years of trans-Atlantic debate on "burden sharing" these problems have
been discussed intensely among governments. Nevertheless, a few remarks are
necessary before we can deal with the question of Europe's taking over its own
defense. ’

In 1970, a year in which the Vietnam War took $16. 7 billion of the American
defense budget, 1. the U. s. spent about 7.8% of its GNP on defense, (it will come
down to 6.4% in 1973), 2. whereas the Europeans spent only 3.6%. 3. But the gap
narrows if we consider three factors. First, as a result of different political
traditions the U. S, defense budget contains a2 number of non-military expenditures
while in Europe a number of military expenditures are contained in the civilian
budget. Second, defense simply costs less in Europe than in the U. S. In the
financial year 1972 the United States spent $40 billion of its defense budget on its
personnel of 2.5 million men alone, i.e., almost double of the entire defense
expenditures of general purpose forces of all European NATO members with their
2.9 million men, Finally, the United States, unlike Europe, plays a global role
resulting in additional defense expenditures which in a number of cases are uncon-
nected with European security.

In the American debate on defense it is often assumed that Europeans can take
a relative share of defense equal to that of the United States. Such an assumption
not only overlooks the facts just mentioned but usually postulates, that European
recovery has resulted in a wealth that makes such a contribution possible. However,
while Europe has become wealthy, it is by far not as wealthy as the United States.
The 208 miilion Americans can share a GNP that is 50% higher than that of the more

1. Charles L. Schultze et. al., Setting National Priorities, The

1973 Budget (Washington, D.C.: The Brookings Institution 1972, p. 73.
2. Ihid., p. 40. '
3. The Military Balance, 1971-1972, op.cit., p. 60.
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than 300 million NATO Europeans. If the principle of a differentiation of burdens
according to wealth which is applied to taxation within western societies is
extended to defense expenditure within the West, the difference between European
and American spending corresponds roughly to the difference in resources.
European societies, most of which have a considerably higher degree of taxation
than the United States, have reached a level in their respective defense share in
the budgets which neither their present stage of development nor their parliaments
would allow to be raised..

A comparison of American and European defense efforts within Europe depends
entirely on what share of the U. S. defense expenditure is assigned to Europe.
According to official American sources the total budgetary costs-of the U. 8.
commitment to NATO in 1969 (the troops in Europe, the U. S. based forces assigned
to NATO, the U. S. Atlantic and Mediterranean Fleets less the Polaris Force),
including all costs for annual investments and operations as well as all indirect
support costs in the U, S. amounted to $14 billion, The total cost of the 300
thousand troops stationed in Europe {including the Medite'rraneani, plus their
dependents and civilian employees, amounted to about $3 billion. A Brookings
study rated these costs much higher, {.e., at $25.4 billion for the U. S. NA'IO
commitment and 8.5 for forces In Europe.

All European NATO members spend about $23 billion a year on general purpose
forces in Europe (not including British and French Strategic Nuclear Forces and
forces assigned to overseas areas), hence 1/2 more than what the U, S. NATO
commitment costs according to official sources and approximately as much as the
Brookings Study-estimates.

The Europeans, who have more men under arms in Europe than the United
States has for her global policy, can therefore, hardly be accused of doing con~-
siderably less in Europe than the United States, although such assertions increas-
ingly enter into the public debate, scarce as it is, on these issues in the U, S.

Behind such views there is often the additional assumption that the U. S. con-
tribution to NATO defense in Europe does really not exist for common defense
including the U, S. but for Europe alone. Since this American contribution is

1. @OSS, Strategic Survey 1971, op. cit., pp. 21 ff.
2, Charles F. Schultze et. al. Setting National Priorities, The 1972 Budget,
(Washington, D.C.: The Brookings Institution, 1971) p. 55.
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allegedly neither reciprocated by European support for the United States in other
areas, in particular in the trade and monetary field, nor necessary in view of .
-the ongoing relaxation of tensions, the U, S, defense contribution in Europe could
therefore be dispensed with. Before examining these views we must first examme
Europe's defense capacity.

b. Can Europe defend itself alone ?

A first glance at the defense capabilities of Western Europe suggests
that Europe has a reasonable chance of defending itself alone since its resources
are considerable even by superpower standards. If one adds up economic and
military capabilities in a number of fields as is done in the chart on next page,
- Western Europe measures up quite respectably to Eastern Europe.1° In order to
examine Western Europe's capabilities to defend itself alone, we shall assume the
hypothetic case that the United States withdraws all of its troops in Northern and
Central Europe as well as the Mediterranean, leaving the military material for
- arming reinforcement troops to be brought over in times of need and while main-
taining the nuclear guarantee for Wesfern Europe with its strategic nuclear force.

If we turn to the impact of such a withdrawal on the ratio of conventional
forces between the East and West within the Central and Northern areas of Europe,
withdrawal of American troops would increase the superiority of the Warsaw Pact
froml:1.6tol: 2.4. Moreover, the forces to be withdrawn would be among the
best trained and equipped troops in Europe. The substantial increase in the con-
ventional superiority in favor of the Warsaw Pact would make those factors which
were hitherto meant to counter-balance this superiority all the more important:
namely the American political and security commitment as expréssed through
American presence and its immediate link to the U. S, Strategic Nuclear Force.
But the complete removal of all troops would drastically undermine the credibility .
of the U. S. nuclear guarantee. Hence such a withdrawal would have a destabil-
itizing effect on security in Western Europe far exceeding the mere change in
froop ratio in favor of the Warsaw Pact.

If we turn to the first type of threat, that of all-out aggression, the advantage
in favor of the attacking side would be considerably increased by the change in
ratio. The British and French nuclear forces could hardly be a substitute for
the American nuclear deterrent activated through involvement of American troops
on the front line.

1. See IISS, Strategic Survey 1971, op cit., p. 26
0SS, The Military Balance 1971-1972, op. cit., p. 8-11 -
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- Comparative Defence Resources of an Enlarged EEC
European Wa rsaw
Enlarged Alliance
| EEC members USA ussk | Pact
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Defence Manpowet (mid-1971) 2,090,000 2,939,000 2,699,000 3,375,000 2|r 6{2, 000‘;
NUCLEAR DEFERRENCE
LCBM . — _— 1,054 1,540
IRDBM/MRBM 9 9 —_— 700
SLBM/SLCM 1) 80 656 810
Strategic bombers 36 36 360 140
MAIN COMBAT VESSELS ;
Submarines
Missite, nuclcart . s 5 41 70
Missile, dicscl* — —_— —_ 56
Attack, nuclear 7 ? 53 25
Attack, dicsel 9l 109 46 210
Attack carriers 4 4 15 _—
Qther carrierss 5 ¢ 5 3 2
Missile cruiscrs/destroyers kX! kX] 73 50
Qther cscorts? 148 181 148 176 ’
MAIN DATTLE TANKSA . 5,343 < 6,650 1,100 11,600 23.350 R
TACTICAL AIRCRAFT! 2,800 3,600 8,500 8,700 10. 336 £
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b Sce The Military Balance 1970-71 pp. 10-12 for calculation of these figures.
¢ OECD estimates. .
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Not only will the two European nuclear forces be infinitely less effective in size
and technology as well as more vulnerable, but their credibility and hence their -
deterrence effect would be lower because the French and British troop involvement
outside their own borders is not equivalent to that of the U. S, which has spread
half a million of its nationals (soldiers, dependents and civilian employees), along
the critical areas of NATO. :

In the case of the two other types of threats, those arising in crises of instability
and under circumstances of '"Finlandization", the effect of a withdrawal of all
American troops would be no less drastic. Indeed, the impact of withdrawal might
well be the most relevant here and so far the least considered. One could possibly
argue that Soviet intentions have sufficiently changed to abstain from all-out
aggression in Europe since such a blatant case might cause the Americans to
activate their nuclear guarantee despite American troop withdrawal, Hence the
Soviet Union might judge its risks involved in overt aggression still sufficiently
high; so that despite the U. S. troop withdrawal there is still a chance of security
for Western Europe.

On the other hand, the absence of American troops might have a decisive effect
on the types of upheavals and threats arising out of crises of instability with Initially
limited military action. The Soviet Union would not have to take the same pre-
cautions to avoid a direct confrontation with the U. S. - undoubtedly a major
consideration for the Soviets - since she will not encounter the physical presence
of American troops. Moreover, Soviet moves and goals might be too ambivalent
or simply too limited for the United States to risk activating the nuclear guarantee
for Europe in a credible manner, ' N

The effects of complete American withdrawal on the problen} of a possible
"Finlandization" would be even greater since a major incentive for the United
States to counteract every Soviet move to assert political pressure on Western
Europe would have been removed.

But more important, in a situation of undermined confidence and disturbed
American-European relations in the aftermath of a withdrawal, the threat of
American sanctions from across the Atlantic, if issued at all, would lack credibil-

ity.

It is more than doubtful whether the possibility of a reinforcement of the
European NATO members by U. S. based troops in times of crisis would suf-
ficiently improve the situation for the West Europeans. As has been suggested
in the intensive debate among experts on this question, the dispatch of troops
across the Atlantic would sharply increase the degree of tension in a crisis and
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consequently becomes a rather dubious instrument to be used by NATO and an’
American President, A system of bringing in American troops only in time of .
need is of little use in crises in which the adversary's objectives remain unciear
or in a sudden crisis with quick, limited military action.

The example of various crises in the Middle East and Berlin in the past should
show that a withdrawal of American troops would undermine European security in
what is likely to be the most probable type of conflict namely crises of instability.
How could Western Europe wit hstand an attack on or a gradual strangulation of
Berlin, whose loss would have a profoundly disruptive effect on Western Europe
without the American political guarantee (reiterated in the recent Berlin Agreement),
backed up by involvement and presence ?

One might rightly deplore a certain mentality of dependence among the Europeans
which causes them to underrate their own capacity and to insufficiently develop and
pool their own resources. But the dependence is a fact, whether one likes it or not,
and 50 is the ensuing mentality. A substantial erosion of confidence and strength -
through withdrawal of American support is likely to have a disruptive and snow-
balling effect should a limited military crisis break out, or Soviet pressure be
exerted. European reactions might range from a panic program of rearmament
to bilateral accommodation with the Soviet Union. But in any case Western coopera-
tion and West European integration are likely to be the victims.

What we have said about different types of threats with regard to the Northern
and Central region of Europe also applies to the Mediterranean area although the
situation is even more complex in the south. Numerically, an American withdrawal
would only reduce a Western superiority. For the time being the Soviet Fleet in
that area is still smaller than that of Italy alone. But as we said above, the Western
superiority levels would be less certain at closer inspection. And in view of
possible repercussions of the Arab~Israeli conflict and of the uncertain future of
some BalkanStates a conflict is more likely to erupt in precisely the Mediterranean
area than in Cenfral and Northern Europe. Moreover, as the functioning of the
industrial societies of Western Europe and increasingly of the United States will
depend on the oil imports from this area, the Mediterranean is bound to assume a
growing importance to America and Europe. It is because of this future potential
that the impact of an American withdrawal is at once more unpredictable and

momentous.

But with Western Europe's considerable resources is there no possibility of
assuming the sole responsibility for her defense ? Europe could defend itself alone
if two conditions were fulfilled. First, Western Europe would have to be genuinely
united with a common economic, foreign and defense policy which i3 based on
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solidarity and strength sufficient for a capacity to act according to common goals.
Second, Europe would need a nuclear force, subject to a genuinely common defense
policy and the decision-making of a European government, much smaller than

the nuclear forces of the Soviet Union and the United States, but capable of sur-
viving a first strike and of doing sufficient damage to deter Soviet military actions
in West Europe.

Both conditions are unfulfilled. Unification is still in its early stages and,
deplorable as it is to the Europeans, the ingrained national traditions of different
nation-states make this process very slow., Without unification and 2 common
foreign and defense policy the present numerical strength of European armed
forces is but a mere addition of separate national forces and by no means as effect-
ive as an integrated instrument of a united Western Europe would be, The absence
of sufficient European cohesion therefore has a particularly crucial effect on the-
problem of "Finlandization" and instability crises in the Europe of the futuré.

Any attempt {o accelerate European unification by simply handing over to the
Europeans the responsibility for their own defense, confident that their will to
survive will make them overcome their differences in a unanimous act of solidarity
is likely to be counterproductive. A transfer of certain security functions to
Western Europe and a stronger and more deliberate European effort in this field
could undoubtedly become elements of a new approach for the future, provided
that they are undertaken jointly and after careful consideration as we shall suggest
later on. But a policy of transferring functions to a grouping which is unable to
assume them simply diminishes the security of all involved.

The second condition for an autonomous European defense, the establishment
of a European nuclear force, is not fulfilled either. Contrary to European unity,
it is not even considered desirable by most Europeans. Apart from the fact that
without American technological help - which is by no means guaranteed - the
creation of a European nuclear force would take many years, its formation
would probably raise more problems than it solved. Naturally such a force would
presuppose complete political unification and solidarity before this most difficult
of all political decisions, can be delegated to a common Institution. Since the
military field is likely to be the last to be integrated in the process of unification,
it will take a long time to create this pre-condition. More important, however,
for many years to come it will be impossible to square the circle of West Germany's
nuclear participation which now neither the Germans nor the other Europeans want
and at the same time avoid discriminating against her. Finally, since the formation
of such a force is likely to meet vigorous Soviet resistance and to sharpen East-
West tensions, such a force would undermine rather than increase European
security.
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It is therefore doubtful whether American encouragement of a European nuclear
force would he wise. As an American observer rightly put it: '"For the United
States actually to support the nuclear development of Western Europe and Japan,
in the hope of being ultimately relieved of its role as nuclear guarantor, and in
the conviction that the present central balance makes any Soviet or Chinese
retaliation impossible would sacrifice, if not nuclear peace, at least the chances
of moderation and détente to a distant and dubious pentagonal nuclear 'balance’.

Since the preconditions for an autonomous European defense role are unfulfilled
in the case of European unity and undesirable in the case of a European nuclear
force, European security cannot be maintained without active American involvement
and presence. Even if many Americans, like most Europeans, conclude from the
ongoing détente that Soviet intentions have become less hostile, it would be pre-
mature to assume that military conflicts will no longer occur. Even if the
probability has decreased to a 1% chance, one needs an insurance policy for that
1%. Otherwise, as the experience of the 1930's in Europe showed, the 1%
probabllity might rise to a more dangerous level. Defending the case of anAmerican
troop involvement in Europe or of European troop levels on the basis of the probabil-
ity of all-out aggression, as it is still being done, overlooks the recent developments
and is naturally vulnerable to criticism. The most relevant security problems for
Europe in the future arise from crises and instances of instability and "Finlandiza-
tion'". While these threats will make possible and necessary a\qumber of adjustments,
reorganizations and a reduction of some military postures, they still call for a
major American and European security effort. The last years have offered no
grounds to believe that traditional power politics have disappeared in the Soviet
Union sufficiently to make a common security effort unnecessary.

C. American Interests — European Interests.

If we consider the American interests first, the overriding conclusion
from the preceding paragraph is obvious: though the likelihood of an all-out Soviet
attack possibly aiming at occupation is extremely low, the likelihood of tension,
instability, military incidents and growth of Soviet interference in Europe remains
considerable requiring an adequate effort on the Western side.

In view of Europe's industrial potential and economic resources the maintenance
of the status quo is vital to the United States. There is an intensive American

1. Stanley Hoffmann, '"Weighing the Balance of Power," Foreign Affairs,
Vol. 50, No. 4 (July 1972), p. 622.
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economic interest in Europe manifested in U. S. investments there, with a book
value of over $20 billion and a market value of at least double the amount. This
economic interest expresses itself in a variety of ways in an increasingly inter-
dependent economy which requires, as we shall see later, néw forms of common
management.

\

Since Western Europe is unable to deal with all possible thréats to security
alone, for these reasons it is in the U. S. interest to actively participate in the
organization of European security backing up its political commitment by physical
military pre sence and economic cooperation.

So far the American presence in Europe has been a major factor in preventing
war. The burden of proof that security can be maintained without that presence
should really be borne by those who advocate reduction or withdrawal.

If the preceding conclusions are correct, the current debate between America
and Europe is dominated by what are in reality two false issues. First, complete
withdrawal given this reading of American interests should not be an issue at all.
Those Americans who are understandably and justifiably attempting to reduce
America's overseas involvement after the Vietnam fragedy should ask themselves
whether the redefinition of the American role in the world should be carried to the
extreme of a withdrawal from Europe and whether they are willing to face the
prospects of instability in that crucial area of the world.

In the internal American debate it is often overlooked that a withdrawal from
Europe in all likelihood will not permit a significant decrease of American defense
expenditures; indeed, it might well require an increase. A reduction of American
troops in Europe in answer to the decreasing threat, decided after careful prior
analysis with the European allies and implemented In an orderly fashion is one thing,
but a unilateral withdrawal leaving behind an unstable Europe is quite another thing.
Moreover, it is highly doubtful whether under these clrcumstances Americans’could
actually dissolve all the divisions previously assigned to Europe, even if they were
now based in the U. 8. A withdrawal under such circumstances would not only be '
no gain to American security, but would undermine the cooperative basis in the
American-European relationship, necessary for a reordering of the international
economy in the coming years.

A withdrawal would also raise serious questions with regard to the U. 5. commit-
ments as one of the Four Powers in Berlin and in the German problem. Since
Germany is located at the center of Europe where the Eastern and Western systems
meet with the highest concentration of military power and since West Berlin remains
particularly vulnerable, this area will continue to be crucial for world peace. To
argue as some Americans and Europeans do that these commitments, derived from
World War II and the Cold War, are now obsolete and should consequently be shelved
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as the obsolete remnants of a dark past would be simply to overlook the continued
existence of the international system created after World War II with most of its
insecurities and threats, although the Cold War itself may have disappeared.

As long as the East-West conflict persists, this area crucial for European
peace will continue to require prudent attention and careful security measures.
The new Berlin Agreement of the Four Powers was negotiated by the U. 8. primarily
with a view to the future, not the past, in order to enhance the conditions of stabilify
and peace in Europe. But the new commitment to West Berlin and stability in
central Europe can hardly be fulfilled in times of crisis unless backed up by a
sizable presence. :

Most important, the notion of complete withdrawal overlooks the fact that the '
maintenance of the present status quo in Europe is in the national interest of the
U. S. even if relations with Western Europe were less friendly than today. The
U. S. would suffer a severe set-back if Europe with its resources and importance
gradually or suddenly slipped into the Soviet sphere of influence. That also applies
to the southern tlank and the Mediterranean. The Sixth Fleet stationed there not
only participates in securing European interests but American national interests
as well. This force i8 a major factor of American influence in that area, in particu-
lar with regard to the Arab-Israeli conflict and plays a major role in her competition
with the Soviet Union. To a growing degree the Sixth Fleet will secure the oil
supplies from the Middle East on which the U. S. will become increasingly depend-
ent. Even without NATO commitments, those U. S. forces would almost certainly
be there. For these reasons the notion of withdrawal from Europe overlooks that
the security of Europe is in the common interest of both America and Western Europe.

If the earlier interpretation of American interest is correct, the debate on
financial savings of a complete withdrawal involves false issues. If a complete
withdrawal of all 300,000 troops from the Mediterranean and Western Europe de~- -
creases stability there, no or little money is likely to be saved if these units are
fully or partially maintained in the U. S. because of the European situation.

Moreover, the debate on the financial impact of American troop presence on
the American balance of payments has grown out of proportion. In 1871 Senator
Symington observed during the debate on the Mansfield amendment stipulating a
withdrawal of American troops: "U. S. defense expenditures in Western Europe
which entered the international balance of payments in the fiscal year 1970 totaled
$1. 731 billion, the highest figure ever for such expenditures. In order to place this
figure in perspective, let us note that our balance-of-payments deficit in 1970 on a
liquidity basis was $3. 85 billion; therefore, our military expenditures in Western
Europe accounted for 46.1 percent of all that deficit. If military sales to Western
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Europe, which I am informed totaled $599 million in 1970, are deducted from

the $1.77 billion of military expenditures in Western Europe, net military expend-
itures sgﬂl constitute 30,5 percent of the total balance-of-payments deficit in
1970, 4 :

Apart from the fact that the balance of payments deficit rose to $29.8 billions
in 1971, such a perspeétive misreads the order of magnitude of the various factors
which influence the U. S. balance of payments much more decisively: In the same
year American exports amounted to $42 billion, imports to $40 billion while income
from U. S. investment abroad added up to $8 billion (1971 : §9.3) and the net liquid_
private capital outflow was $6 billion.

It is somewhat difficult to upderstand why the U. S. spent up to $20 billion a
year and many thousands of American lives in Vietnam on defense of an area which
a growing concensus regards as unessential to American interests, while objecting
to an annual expense of §3 billion for an area which is essentia{ {o American interests.

Unfortunately, the maintenance of the American commitment [n Europe reprosents
a genuine financial problem which the Europeans must recognize as far as the balance
of payments aspect is concerned. A solution of these problems s hould be reached
primarily through settlement of the major economic issues in American-European
relations which should end the chronic American payments deficits of the last years.
An agreement on burden sharing in a new multinational form to off-set Ameritan
expenses would then oniy play a secondary role. We shall return to these questions
below. : '

If we now turn to European interests, it is obvious from the earlier analysis tpat
maintenance of a viable security link with the U. 8. remains essential although there
is need and leeway for a different organization and the creation of better conditions
for maintaining that link. In this connection three aspects of European interest are
particularly relevant: First, a reorganization of common security should express
more adequately the increased weight, the identity, and growing unity of Western
Europe and make room for a European contribution to an alliance which replaces
the past concept of an Atlantic community in which one United States was associated
with a number of smaller European and one Canadian ally and develop instead a
more bilateral structure of partnership between Europe on the one hand and the
United States and Canada on the other.

1. Congressional Record, Dailey Ed., May 19, p. 87395,
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Second, it is essential for Europe to create preconditions that will enable
France to participate fully. in the European defense contribution to an Atlantic
security partnership. ‘

Finally, it is in the interest of Europe that whenever American-Soviet dealings
bear upon security in Europe and upon American~European relations, they should
be accompanied by genuine consultation or should be multi-lateralized whenever
the problems are of common concern.

America's and Europe's common interests in connection with a reassessment
of their security relations are currently three-fold. First, both want to buy
security at a lower cost by lowering their defense posture without upsetting stability
and by reduclng risk through détente, cooperative ventures with Eastern Europe,
and arms control. Second, it is in the interest of both the United States and Europe
to close the endless debate on troop stationing and withdrawals and end the mutual
accusations which have been erosive and divisive in their relationship. They should
instead examine together the existing situation in order to find an adequate and
relatively permanent solution to the security dilemmas of both sides.

Thirdly, the United States and Europe have a commeon interest in pursuing
solutions in the security and economic field simultaneously, for not only have both
fields had a somewhat neglected but highly negative impact on the other, but a
solution in one requires a solution in the other.

D. Elements of a New Approach

The preceding chapters have shown that the time has come for a fresh look
at the American-European security relationship and the goals that should govern
such a reassessment. In examining a new approach, let us consider consecutively
the machinery to induce and sustain a reassessment of new measures, the pre-
requisites for and participants in a debate on the igsues involved and, finally, the
specific measures to be considered in the appropriate time scale.

a. Machinery

If the governments on both sides of the Atlantic share some of the major
conclusions of the preceding analysis, they obviously need political machinery in
order to deal with the issues raised by security in the coming years and to examine
the steps to be taken in the future. Some of the steps worth considering including
organizational measures are examined further below, but needless to say, other
measures are conceivable.

AN
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It would seem most useful to create an informal but effective body of special
representatives of the heads of governments of the Atlantic area aided by experts
to fulfill this role. Their working method should be as flexible and pragmatic as
possible in order to produce well-considered results. For these reasons it
might be advisable to keep the work of this group, at least for the beginning,
outside established institutions such as NATO in order to get a fresh start and to
make French participation easier. Of course, the possibility should not be excluded
that by common agreement subsidiary bodies be founded to deal with specific issues
or that existing institutions with their expertise be involved in the deliberations.

In view of the importance of a debate amongst the informed public on both sides
of the Atlantic, this group should examine at an early point in its work when and
in what form representatives of legislatures should get involved in order to create
favorable conditions for a democratic consensus on all measures to be considered
and taken. c

In view of the urgency of the issues involved, this high level American-European
group should start its work as early as possible.- Its task would be to examine
issues, establish auxiliary groups or call on existing institutions, work out recom-
mendations for governments which could be accepted by the governments involved
or serve as a basis of governmental meetings to negotiate agreements.

b. Debate and Consensus

In both America and Europe, there is a great need for political leadership
in inducing and promoting a debate on these issues. While it might be easier to
settle a number of problems through high-level private talks and quiet diplomacy
it nevertheless remains crucial to complement such action with a public debate in
which the present state of public ignorance is met with a presentation of the facts
and of possible alternatives for the future. '

Americans and Europeans will have to face some uncomfortable facts in this
connection. In the United States, the relationship of trust which existed between
foreign policy leadership and Congress and public opinion has been disturbed
considerably by the Vietnam War. Consequently there is more, not less, need
for public backing of any new policies if they are to introduce the degree of certainty
and continuity that is required for the future. '

Moreover, those few opinions voiced in public debate in America outside govern-
ment pronouncements too often represent specific interests and are unable or
unwilling to take a long-term view or see their interests from wider perspective.
There is little careful analysis of the middle ground between the alternative
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extremes of defending the status quo and of advocating radical change in the form
of American withdrawal from outside commitments.

A similar phenomenon can be found in Europe. There is insufficient informed :
debate on the need for security and the possibilities of a gradualist approach to
lowering the military posture between the many, particularly Ehe young, who think
the fime has come for dumping all military security policy and those who ~ partially
in reaction to this sentiment - cling all the more rigidly to the status quo. '

There is no use hammering out solutions among governments and a small elite
which would then not find the support of the legislatures and the public. The
democratic traditions of both America and Europe require that a reorganization
of their mutual relationship and of their respective roles in the world be endorsed
by a democratic consensus of their legislatures and the public. Moreover, in
the security field, continuity and a modicum of cerfainty are indispensable. Not
only would the Europeans like to see an end to uncertainty about the American
commitment to the common security, but the Americans in turn want a clearer
and more certain perspective about Europe's contribution. For in the last analysis
it is only in such an atmosphere of reasonable predictability and trust in the future
that solutions can be found to the difficult economic and fmanclal problems whlch
America and Europe share.

c. MBFRI: A Troop Reduction of 80 ~ 100,000
in the Central European Region

Within a first and relatively speedy phase of Mutual Balanced Forced
Reductions between East and West, a decrease of about 80 - 100, 000 troops on each
side in the area of the Benelux countries, West and East Germany, the CSSR, and
Poland could be sought. 80% of that amount could be allotted to a withdrawal and
dissolution of American and Soviet troops and 20% to a dissolution of other NATO
and Warsaw Pact troops in these countries.

Such a procedure would soive the following dilemma: On the one hand it would
meet the strong pressure on the American executive to reduce the American troops
in Europe and do so in an orderly and mutually agreed fashion on the basis of
reciprocity by the Warsaw Pact. On the other hand such a step would accommodate |
- a desire held by both NATO and the Warsaw Pact to lower the cost of security -
without upsetting an adequate balance and without getting bogged down in the various |
aspects of MBFR which are so complex and difficult that they will take years to
be settled through East/West agreements.



In order to explain this dilemma, let us briefly look at the main problems
which are involved in MBFR.~ This subject has been under intensive discussion
within the West ever since NATO suggested negotiations on balanced troop reduc-
tions to the Warsaw Pact at its 1968 Council meeting. While there are differences
of opinion among NATO members on various aspects of MBFR, it could be said
that three goals might be common to the West as a whole: First, MBFR could
help to limit the capacity for intervention and control of the Soviet Union in
Eastern Europe; second, MBFR could help to reduce military confrontation and
create a balance at a lower level of military posture; finally, MBFR could be a
complementary negotiation as well as a testing ground for the political process of
detente between East and West.

There are five different problem areas which can be assigned to MBFR of
which the reduction of forces is only one: '

1. An agreement on the principles on which security arrangements in Europe
can be based in the form of a code of conduct of states, e.g. on non-infervention,
the non-use of force, etc;

2. Constraints on military deployments (such as general military movements,
maneuvers, reinforcements in time of crisis, etc.); L '

3. A force limitation agreement (a freeze on specific types of military forces);
4., The reduction of forces;
5. The establishment of a system of verification.

Each of these problem areas poses very different and highly complex problems
which cannot all be dealt with here. How can balanced reduction be achieved when
the Warsaw Pact has a natural geographic advantage because of the shorter dis-
tances for reinforcements ? How can the thorny problem of verification be solved
given the traditional Soviet opposition to any on-sight inspection? How can different
weapon systems and different types of forces be compared? Behind each of these

1. We follow here in part the comprehensive analysis by Christoph Bertram,
"Mutual Force Reductions in Europe: The Political Aspects, ' Adelphi
Papers, no. 84 (London: The International Institute for Strategic Studies,
1972). .

DR L I T




- 27 =.

problem areas are delicate political questions such as the influence of the respective
super powers, the internal cohesion of the respective alliances, the kind of military
strategy to be used, etc.

If the West pursues the goal of inducing political change within Eastern Europe
too adamantly with the instrument of MBFR, its progress might be very siow, for
not only*such intentions meet with deep distrust in the Soviet Union; agreements
on constraints on military deployment and on restricting capability of intervention
pose serious problems to the Western states as well since they are more dependent
on reinforcement in times of crisis than the Warsaw Pact.

In fact it must be seriously questioned whether MBFR can be a major instrument
in inducing political change. In most of its subject areas, e.g. the non-use of
force or genuine restraints on militdry movements, progress is only possible when
the political conditions are right. MBFR can therefore be little more than a series
of measures that accompany and further accelerate a political process of improving
East/West relations.

The preceding proposal is based on the :assumption that MBFR could take place
in two phases. In the first phase one particular aspect, the reduction of troops
in the countries of Central Europe, would be the subject of negotiations and an
agreement. By not raising the problem of geographical asymetry, verification,
general principles, constraints, etc., negotiations should have a reasonable chance
of success within a limited time span. In order to facilitate these negotiations
and to avoid any detrimental precedent, it should be made explicitly clear in the
negotiations that any solution found in the first phase should not prejudice any step
or approach to be taken in the second phase.

Only during the second phase of MBFR, when the political situation of Europe
will hopefully have improved as a result of the first agreement could the more
complex and political aspects of MBFR become the subject of negotiations. These
will undoubtedly take a considerable amount of time before they produce results.

While the exact number and location of troops to be withdrawn would be worked
out as a result of study within the West and negotiations with the East, the general
order of magnitude of our preceding proposal would imply a substantial reduction
of American troops. If we assume that each side reduces by 100,000 troops, the
resulting withdrawal of 80,000 American troops from Western Europe would amount
to a 27% reduction of all American troops stationed in Europe and the Mediterranean
and of 429% of the troops stationed in the central and northern region of NATO. The
reduction suggested here should apply to the central and northern areas and reduce
the American troops, primarily stationed in Germany, to about 110, 000.
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Although the reduction further increases the conventional superiority of the
Warsaw Pact in Central Europe, the increment is small enough not to undermine
substantially Western security with regard to the different types of threats
possible within Europe over the next years. The effectiveness of the American
commitment does not appear to be substantially weakened although it may approach
its lowest threshold. Its effectiveness and credibility would be all the more
secured if a restatement of the U. S. commitment {(as it will be discussed below)
would come from the United States.

Choosing the Benelux Countries and the Federal Republic in the West, and
East Germany, Poland, and the CSSR in the East confines the reduction to an area
where the high concentration of ground troops makes a reduction somewhat less
intractable than in the northern and southern flank with their higher importance of
naval and air forces. Although the eastern reduction area would be slightly larger
than that of NATO the choice of these countries would simplify matters considerably
by avoiding the complex issue of achieving balance through asymetrical reductions.
proposed area. But at a later stage and a lower level of military posture the
questlon of balance has to be approached in a more thorough fashion by combining
a packago of various measures on each side that would achieve an adequate equil=
ibrium acceptable to each side.

The preceding proposal of a first phase reduction of troops includes about 20%
European troops., Their participation appears necessary not only in order to give
them a share in the savings involved but in order to insure adequate European
participation from the very first step of MBFR. If the need arises, the savings
resulting from the dissolution of troops could be used by Europeans in part or totally
to finance European contributions to American-European undertakings which would
be the subject of a financial agreement to be discussed below.

The American-European Group mentioned earlier could prepare the first steps
of a first phase of MBFR making use of the work done so far within NATO. But,
the negotiation itself, in order to be effective should be conducted by only those
counfries which have troops in the reduction area. This implies participation not
only of those countries and the super powers but on the western side of Britain and
T'rance as well. The participation of the latter two countries appears important
not only in order to accommodate French concerns that MBFR might erode Four
Power responsibility for Germany but also to involve the two majoxr military powers
in Western Europe outside the countries of the reduction area. We shall return
to some of these questions when discussing the European Conference on Security .
and Cooperation.




d. A Reassessment and Restatement of the U. S. Comn}itment

to EuroEe

An examination of the need for an American security commitment to
Europe and of its possible character seems imperative. Some of the reasons
have already been mentioned. . Given the relaxation of tension in international
politics and the neo-isolationist criticism of American security policy in Europe -
partially as a spill-over from criticism of involvements elsewhere - only a rational
assessment of the situation combined with the presentation of a security policy that
is persuasive to Congress and relevant sectors of the public could put an end to
that criticism and provide the kind of consensus necessary for certainty and con~
tinuity in policy. ' -

The U. S. Administration has been trying to build that consensus as the basis
of a foreign policy that implies a changed and more moderate role in world affairs
and to provide a credible alternative to a war-weary public, wide sectors of which
have been seized by a mood of withdrawal from international politics. Although
in words or deeds, to the European that commitment would only then agsume the
desirable degree of longterm certainty if instead of being domestically challenged,
it were based on a dependable consensus. This consensus would be all the more
important if it should be decided - as we have suggested here - to reduce the phys-
ical presence of the United States in Europe and to reorganize certain aspects of
the alliance. ' ' '

The final assessment and restatement of any security commitment to Europe
is, of course, an exclusively American matter, but discussions with the Europeans,
e.g. within the proposed European-American Group, appear desirable prior to
decisions on this question. Any restatement of the American security commitment
to Europe cannot be taken in isolation but depends not only on 2 common assessment
of the security situation but also on possible future measures, in particular the
long-term contribution Europe is willing to make. In view of the desirability of
legislative action, anappropriate participation of legislators in this process appears

indispensible.

One possible form for the restatement of the security commitment between
America and Europe would be a joint declaration of the participating governments
accompanied by appropriate declarations from their respective legislatures, in
the United States by a 'Sense of the Senate'. Though the declarations of the legis-
latures might differ, they could each relate to the basic issues raised in the govern-
mental declaration. :
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The second approach would be to treaf this declaration as a formal amendment
to the NATO Treaty and to enlist legislative action through the usual ratification
procedure.

The substance of such a statement or amendment to the NATQO Treaty should
include a brief assessment of the common security situation which prevails after
the twenty-year period for which the original North Atlantic. Treaty was concluded.
Further developing the theme of the Harmel Report of 1968, the statement should

.outline the desirability of both security and detente and the prerequisites of each

in both American and European policy. These prerequisites should include the
mutual contribution to common security involving gn the American side, the nuclear
guarantee and the continued military presence in Western Europe. With regard to
detente, the statement could outline the common goals of a policy on detente arms
control and dlsarmament in Europe.

Not unlike the NATO Treaty, the comimlitments restated and undertaken in the
common declaration should be valid for 15-20 years, and each side should agree
only to undertake important changes of its security policy in coordination with its
trans-Atlantic pariners (or partner, once Europe is able to act as a single unit in
this field).

e. A European-American Financial Agreement

If the Europeans conclude that their security continues to depend on an
American commitment to Europe and some physical military presence, they clearly
should make an effort to ease the financial burden of that commitment. Conversely,
if the Americans conclude that defense of Western Europe is in their national in-
terest, it is likewise clear that a large part of that burden is to be borne by the
United States.

Those Americans who argue that the U. S. presence in Europe is maintained
as a favor to the Europeans and should consequently be paid by them misread the
realities of common security in the same way as those Europeans who argue that
the financial burden of the American troops in Europe is none of Europe's business
since they are incurred in pursuing America's national interests. These kinds
of arguments and the constant debate on sharing the financial burden has caused
considerable strain in American~-European relations and should be ended by an
agreement which settles these issues for a long period of time.

The best method to ease, if not eliminéte the financial problems in American-
European security relations would be to carry out successful force reductions in



East and West in MBFR. The financial implications of the first phase of MBFR

as proposed above would be quite considerable. Depending whether one takes the
lowest estimate of $3 billion per year (operational, investment and indirect costs)

or of $8.5 billion a year as the total cost for all troops stationed in Western Europe
including the Mediterranean, a reduction of 80, 000 American troops would amount

to savings of at least $740 million to a2 maximum of $2. 4 billion for the United States.

Nor are the foreign exchange savings negligible. Unfortunately, it is very
difficult to give precise assessments since expenditures vary according to the -
type of troops to be reduced and according to possible arrangements concerning
reinforcement (should the material of the troops that are being reduced stay in
~ Europe? at whose expense? who pays for the transport capacity to be created

for reinforcement?). But if we take the 197l foreign exchange costs for U. S. forces "

in Belgium, the Netherlands, and West Germany which amount to $765 million

($1. 24 billion minus $475 million of military purchases), the troop reduction will

reduce the foreign exchange costs to approximately $350 million annually (these

figures do not include the approximately $90 million annually which as a result of

the 1971-73 U.S. -German offset agreement, West Germany pays to the U.S. budget
for troop facilities in the Federal Republic). Further budgetary and foreign

exchange savings would be made if in the second - but more difficult - phase of

MBFR, a reduction of American troops or weapons could be negotiated.

- But despite these potential improvements some difficult problems remain.
Since the largest part of the American expenditure for troops in Europe is made
in the Federal Republic, the United States negotiated agreements with the German
government (Germany being the only country) whereby the foreign exchange expend-
itures of the U. S. were usually offset to about 80% through actions of the German
government. In the beginning this was done primarily through purchase of military
equipment in the United States, later, after the dollar weakened, by a German '
agreement not to change dollars into gold and to grant low-interest loans to the
U. 8. But both procedures become increasingly difficult since Germany's needs
for m.ilitary equipment from the U. S. have decreased with the completion of rearm-
ament and with growing pressure for standardization and production of arms within
a European context. Moreover, the granting of loans to the U. S. by the German
Central Bank only postpones but does not solve the problem. Therefore in the 1971~
73 Offset Agreement the Federal Republic agreed to pay $200 million in budgetary
support to the U. 8. to build and improve local facilities for U.S. troops. But
here again, such bilateral payments are politically onerous since they are remin-
iscent of occupation costs.

In order to meet American criticism about the European contribution, NATO in
December, 1970, also decided to spend an additional $l billion over five years on
a European defense improvement program for NATO infrastructure.

L
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An attempt to reconcile American interests with European policies and financial
capabilities in the light of the changing security situation could be made at two
levels. At a first level, the financial implications of the U.S. security commit-
ment to Europe must be seen in the overall context of the economic and, in
particular, monetary situation in the non-Communist world. The reform of the
international monetary system and - to a lesser extent - of the international trade
system (to which we shall return later on) must create the pre-conditions for
ending the chronic balance of payments deficit of the United States, If the non-
Communist countries succeed in this venfure - and Europe's contribution will be
vital - a part of the problem of easing the financial burden of American security
policy in Europe will have been solved. But in all likelihood, such reform let alone
its effects on the American balance of payments will take a long time. For that
reason some intermediate measures will have to be considered.

Therefore at the second level, measures should be considered which could
enter info effect very soon and be relatively permanent in scope. Here one has to
distinguish between two measures: first, an agreément on steps which the European
side would take as long as the U.S. balance of payments is in deficit. This agree-
ment could be stated as a quasi-automatic obligation of the European side to assist
through whatever monetary and other means are available in solving what will
hopefully be only transitional difficulties.

But a second agreement on the distribution of costs would be more important,
since possible troop reductions and savings might well reduce the foreign exchange
problem to manageable proportions. Western Europe and America could examine
together which parts of certain expenditures in Europe could be taken over multi-
laterally by the Europeans as a group. These costs could include the expenditures
for infrastructure which is located in Europe and which could be financed as well
as administered by the emerging West European defense structure which we shall
discuss later on. '

In fact these measures toward a redistribution of costs would represent an
important step toward the creation of such a group within the Alliance. The infra-
structure it could take over would include, for example, supply and logistics, alert
systems, radar installations or, stationing facilities for non-national troops. The
last item would be particularly important, since such a solution would transfer
the politically disadvantageous budgetary subsidy now paid by the Federal Republic
for troop stationing from the bilateral level to a European pool. The financing
of this arrangement while multilateralizing a number of bilateral and former NATO
agreements could not, of course, radically depart from the present state of
affairs in cost distribution.
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f. The Creation of a West European Defense Structure

The strengthening of a West European defense structure appears
desirable for a number of reasons. First, the time has come to create a
somewhat stronger European identity within the Atlantic security relationship
and to make a European contribution not as the addition of various states but
as a joint group. Such a group would attempt to establish common positions
wherever a specifically European interest is at stake or a European point of
view appears appropriate. It would work towards a standardization and integra-
tion of arms production and establish a European command structure where it
appears feasible. The creation of such a group should facilitate and make a
‘contribution to the emergence of a common European foreign policy.

Second, the establishment of such a structure should help to maintain a firm
tie between the United States and Europe by reorganizing the mutual relationship
and should supplant the Atlantic Community in the old sense, where a powerful '
United States was associated with a multitude of smaller countries by a bilateral
partnership, in order to maintain security and to. create the adequate pre-
conditions for peaceful change in Europe over the next decade.

Third, such a structure would help to compensate for possible military weaken-
ing of Western Europe as a result of troop reduction and would be the group to
assume certain functions which the United States, in redefining her own role,
might pass on to Western Europe. Finally, such a structure would create better
conditions for associating France more completely with the security efforts in
Western Europe.

A West European defense structure could take the Euro - Group within NATO
as a point of departure and develop it further wherever possible. In a number of
cases such measures might require formal agreements which step by step could
give a more formal structure to the Group. The West European defense structure
would be the appropriate forum to pool a number of activities that were mentioned
earlier in connection with a European-American financial agreement, notably a
variety of activities in the field of supply and logistics, alert systems, stationing

1. The following proposals incorporate some sugg estions made in
Duchene, "Toward a New European Defense Community,

op. cit.
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of non-national troops. This grouping could negotiate as one partner with the
United States and administer and finance such activities.

Although this group is not entirely identical with the enlarged European -
Community, it would be desirable to associate it closely with the ongoing efforts
in European economic and political unification. One step in this dirgction could
be made, If the members of this group would merge their permanent representa=
tions to the European Community and NATO. .

After a phase of consolidation and working out of arrangements with the United
States and Canada, a West European defense structure might also be the appro-
priate if not indispensable forum to prevent any movement toward British-French-
cooperation in the nuclear field from having a divisive impact on Western Europe
but, on the contrary, to make it further its integration. A number of technical
economic and political reasons speak for cooperation between and a merger of
the two deterrents, But the time is not yet ripe for such a development.. 1
Cooperation or merger of the two forces require American approval for Britain
to pass on the nuclear know-how originating in the United States, and that approval
is completely uncertain. Moreover, spokesmen of France, having stressed for -
a long time the indivisibility of the nuclear risk on which only a nation alone can
decide, argue that a merger of nuclear forces requires complete political unity
which is far from existing today.

Europe would, indeed, be well~advised to stay away from the potentially very
divisive and controversial question of a common nuclear deterrent for many years-
to come. But the time is likely to come where a small but effective British-French
deterrent which assumes a European role agreed upon with the partners in the
European Community and complementary to the nuclear guarantee of the United
States which in turn gives it support, might be useful and called for. A West °
European defense structure might help to prepare the ground for such a develop~ "
ment and prevent tensions between Britain and France on the one side and the
rest of the European Community, in particular the Federal Republic, on the other.

In the nuclear as well as the conventional field, there will be more than in the
past differences in perspectives and interests between the United States and Western
Europe, for example, in the field of arms control in Europe such as MBFR. But -
in view of European aspirations and the basic tenets of the Nixon Doctrine, Americans

1. For a comprehensive analysis see Ian Smart, "Future Conditional:
‘The Prospect for Anglo-French Nuclear Cooperation," Adelphi Papers,
no. 78 (London: The Institute for Strategic Studies, 197]).
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and Europeans should in the future regard an internal West European process of
examining and formulating some European interests and positions as something
natural.

Progress towards a European identity in defense therefore depends first,
on the willingness of the Europeans to coordinate and pool their resources and
to give that coordination an increasingly political character as the substance
transcends technical matters. Second, as the unfortunate episode of the MLF
in the 1960's showed, such a development requires American backing as long as
Europe's dependence on military support from the United States (more clearly
felt in West Germany than elsewhere), gives the American government consider-
able leverage to impose its will on a European ally though the long-term costs for
American-European relations of the exacerbation caused by such a posture would '
be considerable, today even more than in the 1960's. It is imperative therefore
that Americans and Europeans see the development of a European identity in
defense matters against the background of basic common interests and make sure
that such efforts do not erode the relationship of cooperation, in particular in the
field of security.

A final word should be said about the possible Soviet reaction to the creation
of a West European defense structure. It will almost certainly not be positive but,
on the other hand, since such a development does not contain any overt provocation
for the Soviet Union, her reaction should be relatively mild. Once before, when
Brezhnev in his Tiflis speech in favor of MBFR helped to defeat the Mansfield
Amendment stipulating unilateral U.S. troop withdrawals, a Soviet interest in pre-
venting sudden and potentially destabilizing changes in Europe was expressed,.

The creation of a West European defense struciure can also be seen as an
attempt to induce gradual change without fundamentally upsetting the existing secur-
ity structure between East and West. Since a development as we have sketched it
might well help to prevent the establishment of a European nuclear force which
the Soviet Union must dread most she might well desist from opposing a West
European defense structure.

Most important, however, is the general context of detente within which the

- formation of such a grouping in Western Europe occurs. If its development accom-
panies reductions of troops in Europe, negotiations about further measures of
arms control, and various ventures of East-West cooperation, the political con-
text largely defuses the formation of a2 West European defense structure. Much
depends on the Western willingness and ability to genuinely cooperate in measures
of arms control in Europe; if this is demonstrated, the Soviet Union might not

strongly oppose what the creation of a West European defense structure really
should be, namely "a minimum insurance against a breakdown of detente.' 1

1. Du chene, op. cit. p. 8l.
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g. SALTII and MBFR II

There is no doubt that the United States and Furope have a common
interest in curbing the arms race and lowering the risk of war and the cost of
armaments. While the East-West agreements of the last ten years such as the
Test Ban Treaty, the Non-Proliferation Treaty, the Seabeds Treaty and the
SALT Agreement do not yet add up to the kind of qua.htatlve change in the arms
race that mankind needs, each of the agreements represent a net progress. .

The SALT Agreement between the Soviet Union and the United States in
particular represents a net step forward and has therefore been acclaimed by all
European allies of the United States, The agreement on the limitation of anti-
ballistic missiles and offensive missiles is the first instance of two great powers
who remain opponents accepting a restriction of armaments in their strategic '
weapons. The enhancement of military security for both represents a gain for
Europe as well, since it reduces the risk of war. However, the real importance
of the agreement derives from the fact that "it had been part of a larger decision
to place relations on a new foundation of restraint, cooperation and steadily
evolving confidence," 1 hence from the: posmve impact on political relations
between the two powers.

Those Europeans who in overlooking the security gains of the agreement inter- .
pret it as a step on the way toward superpower collusion in dividing the world among
themselves over the heads of other states underestimate two important facts.

First, whatever the efforts at restraint and cooperation between the two powers
may yield, both will for a long time to come remain ideological adversaries who
compete politically and militarily with each other and who try to oppose any
significant advance of the other over their respective allies or an area essential
to either one or the other.

Second, any success in improving political relations between the two super-
powers and in strengthening their cooperative dimension is to Europe's advantage
since it is likely to reduce competition in Europe and thus to enhance the possibility
of cooperative links across the dividing line of Europe.

1. Henry A. Kissinger, in a Congressional Briefing on the SALT Agreement
‘June 15, 1972, White House Press Release, mxmeographed



-37 -

The second phase of SALT which began in October, 1972 may be of even
greater importance to the West Europeans, for it may directly affect their
interests and American~European relations, Should SALT II confine itself to
examining the highly complex questions of technological change, quality and
means of verification of offensive missiles, a repetition of the bilateral American-
Soviet negotiations accompanied by ¢onstant information of the West European
Allies about all developments, as it was practlced in SALT I, would be a satis-
factory approach to the West Europeans,

But should the Soviet Union want to discuss other weapons system in SALTII,
such as bombers, tactical nuclear weapons, MBRM's or general naval forces,
the Europeans would be anxious to participate in negotiations and decisions. Any
measures undertaken in these areas are likely to affect the arms situation in
Europe, the character of the American security guarantee to Europe, the validity
of current strategy, or the internal alliance structure.

Since joint security requires joint arms control, negotiations on the issues

.mentioned here should be multilateralized. Except on the issues which remain

a bilateral American-Soviet matter, an enlarged SALT II should, therefore, be
linked with MBFR since they obviously share a number of subject areas.

Such a linkage of SALT Il and MBFR II, of course, raises the problem of
finding an appropriate negotiating procedure that remains effective despite the
large number of participants on the multilateralized issues, Possibly the task
could be facilitated by trying to develop mechanism among the Europeans and
between Americans and Europeans for working out common negotiating positions
even though such a procedure may take more time. In any case, such an approach
would meet the growing desire to establish collective European positions on
certain issues. At least it should be obvious that Europe and America need to
coordinate negotiating positions before and during the negotiations.

Turning to MBFR, all the subjects mentioned earlier in discussing the
first phase of MBFR should be put on the negotiating table. Since immensely
complex issues have to be settled in package deals in order to achieve a balanced
result, MBFR II is likely to turn into an ongoing process. As we suggested
earlier, each step can do little more than express in arms control terms the
respective stage of political evolution between East and West. For this reason,
arms control measures will depend upon the success of concrete cooperative
ventures between East and West and progress at the European Conference on
Security and Cooperation to which we shall return later on, is of particular
importance.
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In the second stage of MBFR (or enlarged SALT II), Americans and
Europeans should give serious thought.to relating certain solutions on which.
they could agree with the Socialist Countries to the United Nations system.
As we suggested earlier, at a time when.the international system is under-
going profound change, the moment has come to let the U,N. profit from new
measures that introduce controls, restraint and cooperation into adversary
relationships. The negligible role which the UN played in stabilizing the
East-West relationship was due not only to the intensity of the East-West
conflict - which has since declined considerably - but to the reluctance of the
powers on each side to accord the UN any role in this conflict.

The assignment of certain functions of management, supervision , verifi- -

cation or mediation on which East and West might agree in MBFR Il to a UN
body to be created might not only actually facilitate such agreement but
definitely strengthen the United Nations in its peacekeeping function. Thus

a European Security Commission which might verify agreements on reductions,

reinforcement capability, troop deployment, etc. or act as observers to
troop movements and maneuvers could be constituted as a UN institution.
It could, moreover, be physically located in Berlin and thereby add a
United Nations dimension to the maintenance of the status quo there.
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" 2. The Politics of Economics

A. The Cressroads Ahead

It is obvious that nothing causes as many strains in contem-
porary American-European relations as economic problems. Less
obvious, however, is the fact that the international economic system
as it emerged after World War N is at stake and might very well be dis-
rupted and along with it the prosperity, stability and pol1t1ca1 cooperation
which arose in its wake \ :

To deal immediately with the economic causes of strain in
American-European relations is a paramount task of statesmanship,
but any action will ultimately be futile if it is not undertaken against
the background of the more fundamental problems in the contemporary
international economy within which America, Europe and Japan play
the crucial role.

The global economy may well be brought down by its own success.
The post-war attempt at rebuilding the international economy through
reconstruction, liberalization of trade, and an effective monetary system
has produced extraordinary results. World exports rose from $60 billion’
in 1950 to $310 billion in 1970; the real GNP in the OECD countries rose T
from $836 billion in 1960 to $2012 billion in 1970 . The world can enjoy
an unprecedented volume and freedom in the movement of goods and
persons, in sharing technology and ideas and in mutual assistance.

The result has been an interdependent and interwoven international
economy which did not emerge accidently but was rather a deliberate
objective of the statesmen who planned and laid the groundwork for recon-
struction of the post-war international economy. But the price of this
interdependence is constant interference into each other's affairs. A
decision by the American President may threaten employment in another
continent; an action taken by European central banks may upset the
economic policy of the United States; investment decisions made by pri-
vate corporations or speculative money movements undertaken by pri-
vate banks may neutralize the policy of various governments simultaneously.

Nation-states remain, as we have explained earlier, the ultimate
units of decision-making in international politics, but they are no longer
able to completely master these transnational forces. Moreover, since
these welfare states can no longer afford to be indifferent to the oscillations
of economic trends and as democratic states, are sensitive to popular demands
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and reactions, tensions obviously arise between the new transnational
reality of economics and the national inability to master it. -

Two opposing conclusions can be drawn and are being drawn from
the emergence of this multi-national economy of interdependence. States
can, first, reverse this process and protect themselves from the undesirable
effects of transnational freedom of movement by encapsulating themselves,
erecting barriers, imposing restrictions on the movement of goods, persons,
investments, etc. In America, Western Europe and Japan we can observe
 instances of this kind; however, they tend to set loose a chain of
counter-reactions on the part of other states who participate in this inter-
dependent system. And here lies the real danger of the self-defeating
reaction against interdependence, as witnessed in certain external measures
of the U.S. of August, 1971, or protectionist measures of the European -
Community and Japan; they are not far from triggering off a downward
- process reminiscent of the '"beggar - my - neighbor'" policies of the 1920's
and 30's which might well wreck the achievements of reconstructing the
international economy after the War.

The second conclusion that can be drawn from the emergence of a
multinational economy of interdependence pertains to coordination and
integration. If the societies participating in this system want to preserve
the freedom of movement of goods, persons, and, capital, as well as the
freedom of choice(with their long-term effects on prosperity) and at the
same time prevent the upsetting mutual interference and disturbance
of policies, they have but one choice: They have to coordinate their policies
and develop intruments of control which make it possible to enjoy
simultaneously the advantages of an interdependent economic system and of
effective policies which are not counter-acted constantly by forces from
outside,

History. provides ample warning about the potentially disastrous
consequences of failing to coordinate policies in interdependent systems.
A substantial and lasting economic recession which might result from a
disruption in the present international economic system is likely to seriously
threaten democracy in a number .of countries. Moreover, such a
. disruption in the form of a breakdown of economic cooperation, reprisals,
trade wars and block rivalries is likely to erode very fast the bases for
cooperative security arrangement .and hence likely to threaten international
stability.

B. The American IIlusion of Aloofness

Thus, America, Europe and Japan have a considerable stake in a
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fundamental reform of the international economic system which would
establish a more effective management of economic interdependence.

This necessity is reasonably well-recognized in Europe and Japan because
of the particular importance of foreign trade to both areas. But
protectionist practices and a deeply-rooted desire for national autonomy
still form a strong obstacle to the kind of bold steps necessary to bridge
the gap between the recognition of the need for reform and actual
measures in these countries. '

The situation is worse in the United States. Although there are
many forces which see the necessity of reform and an American contribution
to maintaining a liberal system of interdependence, those forces who
advocate the first course of withdrawel from the international economic
system of interdependence have visibly gained ground in recent years.
Apart from the fact that in some of the external measures of August, 1971,
the Executive has for the first time relinguished its traditional
role as defender of 1iberal trade practices against protectionist forees -
in Congress, protectionist sentiment is rising within organized groups
in the economy and inside Congress, partly in response to what is rightly
or wrongly regarded as protectionist practice on the part of Europe and
Japan. Thus a vicious circle is established which has a momentum of
its own. Moreover, organized labor has joined these forces on the
grounds that the export of capital by multi-national corporations exports
American jobs and that liberal trade practices threaten employment 1,
However, the employment argument against capital export is partially
incorrect and the preservation of jobs and protectionism are false
alternatives as we sghall explain later on.

All protectionist forces in the United States and wide sectors of the
public assume that the United States because of its low dependence on
foreign trade can afford a partial withdrawal from its free-trade practices
of the past and can indeed leave the reorganization of the international

1. On this point see C. Fred Bergsten, 'Crisis in U.S. Trade Policy",
Foreign Affairs, July, 1971, pp. .619-635. .
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economic system to the outside world which is apparently more dependent
on it than is America.

An international comparison of the relative importance of foreign
trade - only 4% of the GNP in the United States .as opposed to 8% for’
the (enlarged) European Community - suggests at first sight that the -
United States might be able to afford a protectionist policy and could
leave the job of reforming international trade to the others.

However, a look at the future shows that the relevance of the
foreign trade to the American economy is bound to change quite -
drastically. At the moment, the U.S. is only marginally dependent
on petroleum imports, but asg.a resulf of a domestic decrease of
productlon and the constant -expangion of energy consumption, the U.S.
will be dependent on imports for 50% by 1985 (taking into account full-
scale production in Alaska and domestic produotion from shale). This
means that by 1985 fhe U.8, will impert annually §25 billien worth of

oil!

The situation is similar with regard to minerals. In 1970 of the 13 most
important minerals, the U.S. was dependent on imports for more than
half of its supply on six minerals. By 1985, that figure is projected
to increase to nine and by the year 2000, to twelve.

In financial terms, this means that instead of spending approximately
$8 billion of its total imports of $40 billion in 1970 on energy fuels and
minerals the U.S. is projected to spend $31 billion in 1985 and $64
billion in 2000.1

This drastic increase of U.S. dependence on imports which, as a
result of the relevance of these products for a highly-industrialized
country is greater than these figures suggest, leads to two conclusions:

1. Lester Brown, Re-thinking the U.S. Relationship With the Rest of the
World, A Paper prepared for the Aspen Institute for Humanistic Studies,
Institute for National Alternatives Workshop, August, 1972
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First, the U.S. will need access to these resources which is only poss1ble
in a reasonably well-functioning system of international exchange and
cooperation. Second, in order to be able to finance 1mports on the scale
required for the future, the U.S. has a vital interest in a liberal world-
trading system in order to find markets for its exports which by then

will have to be several times larger than today in order to balance her
accounts with the outside world.

_ In view of these realities, any notion or policy that the U.S. can
- afford protectionism or a neglect of the urgently needed reform of the
international economic system would be as short-sighted and self-defeating
in the U.S. as it would be for the European Community or Japan. Any °
policy of '"benign neglect" amounts to a policy of self-neglect.

C. Strains Wi-th- tlnle-Eur.o'pean Cbmmunity

With the enlargement of the European Community a grouping with
a remarkable economic wealth and power has emerged. This Community
of ten European countries has a population of 257 million inhabitants and
in 1970 produced a GNP of $637 billion, i.e. 2/3 of that of the United
States and more than double of the Soviet GNP. In 1970, the Community's
share of world trade (excluding trade among the ten) was 25.5% compared .
with 18.3% for the U.S. and 8.4% for Japan.

This result represents an extraordinary success of common sense and
hard work by European political leaders who in an arduous process of several
decades succeeded in overcoming age-old national divisions and in forging
this grouping amidst unprecedented prosperity in Europe. But this new
and powerful agglomeration also represents a great success of American
policy, for without the Marshall Plan and iis incentives for European unification
and constant American support, this grouping is unlikely to have emerged.

But American attitudes towards the European Community are changing.
Many of the American leaders who were instrumental in building and
supporting the Community are no longer in office. ' The number of active
supporters of European unity in the American elite has dwindled considerably.
A certain disappointment with the slow process of unification and a growing
perception of the European Community not only as a competitor but as a rival
explain this change in attitude which is further strengthened by a general
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mood of withdrawel from international pblitics.

To be sure, official policy has not ceased to support European uni-
fication. Advocating a "common ground in a consensus of independent
policies” between Europe and America, President Nixon, in his State of
the World to Congress of February, 1972, stated that '"this essential
harmony of our purposes is the enduring link between a uniting Europe and
the United States. This is why we have always favored European unity
and why we welcome its growth not only in geographical area but also into
new spheres of policy!' But what he mentions in the same message as
new developments and certain problems are seen by certain sectors of
Congressional opinion and the American public in more negative terms.
They regard them as irritants, signs-of disregard of American interests,
selfishness and open challenge to the United States or the existing
international order.

A brief analysis of the major problems in American-European re-
lations will help us gain some insights, not only into what is the most
abrasive dimension in trans-Atlantic relations, but also into.problems
which are relevant to American and European relations with Japan and
to the international economy -and its reform in general. ‘

a. Discrimination

In the past the United States accepted without questioning the
discrimination against American goods inherent in the formation of a customs
union among the countries of the European economic Community. It did
so primarily for two reasons. First, it was hoped and desired that the
customs union would be the first step toward an economic union to be followed
by a political union as, in fact, it had been the declared goal of the
European states. Second, support of the Community occurred at a time,
when the strengthening of Europe through unification was considered
particularly desirable in view of the East-West conflict in Europe.

But today the exigencies of the East-West conflict appear less
stringent; the hopes for economic union, let alone political union, in
Europe are somewhat dim, and with the enlargement of the Community
to include Britain and three other European states without a political _
union in sight, doubts have grown in the American public about the desirability




of this process. In the absence of political umty, this new grouping to
many Americans appears like a huge customs arrangement with an
anachronistic agricultural policy discriminating against American goods

on the European market. Such views are mingled with a perception of

the Community as an economic block and rival in which Europeans, forgetful
of what America did for them in the post-war perlod are ganging up
against American interests,

In the face of increasingly emotional reactions towards the European
Community, a sober look at the factual situation is urgently needed.

If we look at the average tariffs on industrial products as computed
in the Williams Report 1 and a study of the European Community, 2 the
record of the Community compares quite well. (See the following chart).

. Average Tariffs on Industrial Products (percentages)

Williams Report EC Study

EEC (Six) 4.0 6.0
us 6.1 7.1
Japan . 5.7 9.7
UK 6.3 7.6

(The differences are due to different methods of weighting)

Although the enlargement of the Community gives the Six free access
to these new markets it should have a positive effect on outsiders since

+1. United States International Economic Policy in an Interdependent World.
Report to the President submitted by the Commission on International
Trade and Investment Policy (Williams Report) (Washmgton D.C.: GPO,
1971).

2. The European Cofnmﬁnity and the .United States: 1872, Study prepared

by the Spokesman's Group of the Commission of The European Com-
munities, (Brussels, P-27, June, 1972). Unless otherwise stated, the
figures in this section are taken from this study.




the enlargement did not result in a new average external tariff, but a
maintenance of the old one. This means that the British tariff will
come down to the level of the Community.

In terms of average percentages, the Community tariffs are
lower than those of the United States. But its protective character is
lower than these figures suggest because of the averaging process during
the formation of the external tariff. Thus, in post-Kennedy Round
rates only 13.1% of EEC Tariffs on industrial goods are over 10% and
2.4% over 15%, compared to 38.3% of American Tariffs over 10% and
20. 3% over 15%.

With regard to quantitative restrictions, the picture is somewhat

" tnore balanced. In the U.S. the number of categories subject to quantitative

restrictions when imported from OECD countries went up from 7 in 1963 to 67

.in 1970 (not including some Japanese export restraints) and decreased in

the European Community from 76 to 65 in the same period.

But what matters most in judging the discriminatory effect of the
European Communities is its actual impact on American exports. In this

. respect, the formation of the European communities has provided a major

boost to American exports. In 1958, the U.S. exported $2.8 billion worth
of goods to the Community and imported $1.7 billion worth from it.

By 1971, American exports had grown to $9.0 billion and imports had
risen to $7.7.

In fact, the Furopean Community has had a continuous and major
trade deficit with the United States, averaging $l.7 billion annually. In
1971, the Community was the only major industrialized area with which
the U.S. had a trade surplus of $1.3 billion when the overall U.S. trade

deficit was over $2 billion. If the past is any guide to the future, the

enlargement of the Community should have a positive impact on American
exports to the European Community.

Though there are no doubt problems in American-Community relations,

_such as agriculture or non-tariff barriers (to which we shall return) the

European Community, far from being harmful to the United States

represents a major asset to American economic interests. A recognition

of this fact in the onfgo‘ing debate would greatly help toward a more rational
approach. .

b. Preferential Agreements

What concerns official American spokesmen and the informed public
most about the European Community besides agriculture are the various




preferential agreements through which the European Community has
associated a host of European, Mediterranean and African countries
with a common market. These agreements differ considerably in their
objectives and in their economic impact for the United States.

...................

bl. The European Free Trade Area

Since for various reasons not all members of the former European
Free Trade Association (EFTA) were able to join Britain, Denmark, Eire
and Norway in becoming members of the European Community, a free-
trade area according to the GATT rules was negotiated between the
enlarged Community and Austria, Finland, Sweden, Switzerland, Iceland -
and Portugal. The free-trade area will enter into force in January, 1973
and reduce 2ll industrial tariffs, except for 13 items, until 1977 among
the 16 countries and 290 million people of Western Europe.

It is natural that the removal of internal barriers in this most pros-
perous area of the globe outside the United States raises questions in
America as to whether American exports to this area might not be damaged.
However, for the European states which primarily for reasons of neutrality
could not join the European Community there was no other solution. As
a result of a long history of economic interaction, they were completely
dependent on access to this market. The following amount of their trade
would be with the Community of Ten: Sweden 60%, Austria 50%, Finland 50%,
Switzerland 50%, Portugal 45%, and Iceland 40%. The Community could

. simply not have taken upon itself the political responsibility for disrupting

the external trade and internal economies of these countries so highly
dependent on trade with the Ten.

In 1970, the United States exported $1.3 billion worth of industrial goods
to these six countries or 3.5% of total American exports. It is to be
hoped' that the trade-creating effects of the new grouping will increase .
American exports as it did in the case of EEC. Nevertheless, the real answer,
as we shall explain further below, lies in lowering the differentiating effect
of the free-trade area by reducing tariffs.

b2. The ?reférehtiél' Agreements with Africa

Since its establishment, the Community has concluded association
agreements with 17 African countries and the Malagasy Republic. The
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agreements were concluded in the form of a free-trade area. Their purpose
was to make the Communities take over some responsibilities of the
former colonial powers of these countries and to help them develop .
. through trade and development aid. Since 1958 $2.2 billion were granted to
" them. More recently Kenya, Uganda and Tanzania concluded an association
agreement on similar lines in the wake of Britain's joining the European :
Community. And it is the clear intention of the Community, in the '
interest of equity, to conclude similar arrangements with other developing
countries in a comparable situation if they apply.
|

So far these agreements have had no negative effect on American
trade. Between 1958 and 1971, American exports to the 18 African
countries rose by 158% and that of the Community by 97% (although for
historical reasons the latter's share is, of course, significantly larger)

b3. The Mediterranean Apreements

The Community concluded a number of association agreements with
Greece, T}Jrkey, Morocco, Spain, Israel and Malta which differ considerably
from each other and the African Agreements.

In the case of the two European countries, Greece and Turkey, the
agreements aim at assisting them in developing sufficiently to become full
members of the Communities with participation in the customs union,
institutions, etc. TFor this reason both countries receive aid from the Community
and participate in lowering trade obstacles.

So far the agreement has shown no discriminatory effect; American
exports have continued to grow. Behind these agreements are, of course,
important political motives. The Community shares a belief that these two’
European countries should be assisted by the wealthier European countries
in their development and guadually brought into close association with the
unification process of the European democracies. Both countries are of
strategic importance to Western Europe as well as to NATO thus justifying
a special effort towards association and integration. These motives are
shared by the United States at the political strategic level as is shown by
the bilateral security assistance which the United States grants fo these
countries.

Finally, the Community concluded bilateral agreements with Morocco,
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Spain, Israel and Malta. While the agreement with Morocco and Malta

establish free trade areas gradually and consequently fulfill the

GATT rules, it has been argued, that the agreements with Spain and

Israel violate GATT provisions. Here again, however, the case should

not be judged without taking into consideration political strategic motives.

The Community has an interest in a gradual reintegration of Spain : |
in the system of democratic states north of her borders. Toward

that end, the Community must encourage internal change and strengthen

Spain's links with the area to which she naturally belongs.

The case of Israel is somewhat different. The European Community
cannot remain indifferent to the fate of Israel within a hostile
environment and desires the survival of Israel through an equitable
peace in the middle East. It is toward this end that the Community has
concluded a commercial treaty with Israel which is highly dependent
on trade with the outside world.

In the case of both Spain and Israel, political and strategic objectives
of the United States and Eurcope are basically similar. The advantages
granted to these countries through these arrangements amount to less
(indeed it is only a fraction in the case of Israel) than the special agsistance
which both states receive from the United States.

In concluding it must be said, that the total Mediterranean area,
excluding Italy and France, accounts for only 6% of U.S. exports and 3%
of imports. So far these Community arrangements had no negative impact
on American exports. In order to meet American concerns however, the '
Community first unilaterally and later in bilateral negotiations with the
U.S. lowered its tariff on citrus fruit from the U.S. by between 30 and 60%
in order to counteract the preferential treatment given to Mediterranean
countries.

However, the agreements with the Mediterranean and African countries
raise a more fundamental question which the Community and the associated
states will have to face in the near future. Is it desirable that a group of
developing countries has preferential access to a highly industrialized area
for historical reasons while other developing countries are treated less
favorably ? This unequal treatment of developing countries might well result
in their attempt to establish equally privileged access in other industrialized
areas, e.g. for the Latin American countries in the United States. The
emergenc ¢ of such preferential arrangements reordering the North-South
relationship on a regional basis.does not appear to be a desirable solution
in the long run. -



the U.S.

¢. Agriculture

Of all problems in American-European relations the agricultural
question is probably the source of greatest concern in the United States.
The Common Agricultural Policy (CAP) is regarded as a highly-protectionist
device which seriously harms the possibilities of American agricultural
exports to the Community. In the words of the Williams Report, 'the
implementation of the Common Agricultural Policy by the European
Community was the principal obstacle during the decade (of the 1960's)
to lowering agricultural trade barriers although it was by no means the
only one." '

Ou both sides of the Atlantic, agriculture represents a sector where
the standard of living and modernization has lagged behind progress in the
rest - of society. The farm vote is politically over-represented on both
sides of the Atlantic and is even more important in the European economy
where 13% of the active population is employed in agriculture than in the ,
U.S. where it represents 4.5% of the labor force., The result has been that
governments have developed a complex system of support, subsidies and
protection in order to raise farm income.

The European Community assures agricultural income through a system
of guaranteed prices and variable levies for a number of commodities that
enter the Community. This system assures complete protection for a number
of items such as wheat or milk products. Some products such as soy beans from
which accounted for nearly $800 million in 1971 enter the Community duty
free. As a result of the CAP, European consumers pay prices up to
several times the world market price.

A consequence of the Common Agricultural Policy particularly objectionable
to the United States and other agricultural exporters is that the over-production
which results from these high prices is then sold at the world market with
high subsidies - amounting to $1 billion in 1968-69-and compete with other

¥

1. Williams Report, op. cit., p. 143
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countries' products.

The American government, on the other hand, uses a very different
method to support agriculture combining direct income support for farms
with quantitative import restrictions on many agricultural products as
well as subsidies to keep down production and to promote exports of surplus
products. As the result of a 1955 waiver to the GATT rules, roughly one-
half of American agricultural production is shielded by quantitative restrictions.
The mechanism of mutual protection is demonstrated by the case of
butter. The Community's variable levy on butter in 1969 was higher than 300%
compared with the American duty of 10-15% but the butter quota of the U.S.
is s0 low that it practically prohibits any imports,

The cost of this system to the European consumer are enormous.
According to one estimate, the total cost of the common agricultural policy
is somewhere between $11-13 billion yearly.1 But the cost of income support
for agricultural workers in America is not small either. According to an
independent study, the European Communify supports each agricultural
worker by some $860 annually and the United States by $1320. 2,

Despite the protection of the CAP, the European Community has been
a major market for American agricultural products. Since 1964, the last
trade year prior to the beginning of the CAP, American agricultural
exports rose from $l.2 billion to $1.7 billion in 1971. Compared with
Community agricultural exports to the U.S. of $423 million. Thus creating
an agricultural trade surplus of $l.3 billion in favor of the U.S.

While both Europeans and Americans might rightly complain of the
protectionist character of their respective agricultural support systems,

1. YA Tuture for European Agriculture', The Atlantic Papers, no. 4
‘ (Paris, The Atlantic Institute, 1970), p. 9.

2. '"Comparaison entre le soutien accorde a l'agriculture aux Etats-Unis
et dans la Communaute, " by G. Vandewalle and W. Meeusen, 1971
quoted in The European Community and the United States: 1972,

op cit., p. 3.
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the fact that American agricultural exports to the Community increased by
42% over the last seven years while increasing only 26% to the rest of the
world, shows that American agriculture did not do as badly in Europe as
is sometimes suggested in public statements. In fact the agricultural sur-
plus to the Community accounts for a large part of the trade surplus that .
the U.S. has with the Community.

But needless to say the problem does not end here. The American
surplus is achieved primarily through a few products. What concerns
Americans most is the denial of a potential increase of agricultural products
to the Community. The contemporary Common Agricultural Policy only
replaced the various equally effective national systems of agricultural
protection by one unified system. Behind American resentment of the CAP
is the disappointment in the Community's unwillingness to open its agricultural
market to the outside world. Should there be a genuinely free market in
agricultural products, the United States, with its more efficient methods
of production, its climate and good quality of soil would do much better

with most products than the Europeans.

In theory a shift of production fo the location of its lowest cost would.
result in a considerable decrease of food prices for the European con-
sumer and therefore a desirable developmenf. But of course, as Americans
themselves know best, the political and social problem of helping the farm
population which in some regions of Europe, in particular in Southern
Italy, reaches up to 50% to adapt to modernization must not be underestimated.
Any approach for the future in trying to lower the degree of protection in
agriculture, will have to face this particular issue as we shall see below.

d. Distortions of International Competition

The United States, Europe, and Japan have a long-lasting tradition
of various practices which distort international competition. These measures
may differ in ingenuity, sector, character, or effectiveness between the
three but none of these countries can accuse the other of such practices without
accusing itself.

We shall mention these distortions to international competitions only
in passing here and come back to them in discussing possible approaches
for the future. These practices include a variety of non-tariff barriers,
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in particular 'voluntary' restraints to curb imports; certain valuation
practices, in particular the”American selling price system’ certain taxes
that have a possible distorting effect on foreign trade; administrative
obstacles in the form of certain standards on health, pollution, hygiene,
ete. ; government procurement practices such as the "Buy American Act"
of 1933 or the administrative discretion practiced by public authorities in
Europe; anti-dumping and counter-vailing duties; export subsidies. '

Americau investment in Europe is of growing importance in .
Atlantic economic relations, but the problems it raises far transcend American-
Eurcpean relations.

By 1970 the book value of American direct investment in the Community
of the Six was $l1. 7 billion, having risen from §l.9 billion in 1958
(not including investments by American holding companies outside the U.S.,
e.g. in Switzerland or the Bahamas). This investment repres\epted 15%
of all American investments ouiside the country. Because of the particular
importance of Britain as a location for American investment, that figure
almost doubles with the enlargement of the Community to $20.5 billion
book value.

How important these investments have become in Europe and to
American-European economic relations is demonstrated by two figures.
In 1968, the American manufacturing subsidiaries within the Community sold
$14 billion worth of goods (compared with $4.8 billion in 1961) and repatriated
in 1971 from the profits made within the Community $l.2 billion, re-investing
the remaining profits in Europe.

By contrast the Community's direct investment in the United States
is considerably lower. Its book value was $3.5 billion in 1970, although
direct investment from Europe as a whole amounts to approximately $9
billion. 1.

1. Jack N. Behrman, "New Orientation in International Trade and Investment,"
in: Trade and Investment Policies for the Seventies. New_Challenges for
the. Atlantic Area and Japan, Pierre Uri, editor (New York: Praeger
Publishers, 197]), p. 13.
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American companies have made use to an extraordinary degree of the
opportunities offered by this huge European market created by the European
Community. From the very beginning their investment and planning of
production and research took the vast market as a frame of action,
something which the European companies have been very reluctant to do
clinging on the whole to their traditional national markets, preferring
arrangements with national companies in other parts of the Community instead.

Thus Servan-Schreiber rightly noted in his The American Challenge, the
only truly European companies are American, .

Conversely, the absence of direct European investment in America
results not so much from a lack of dynamism but from an unfavorable climate
for foreign investment. Not only is foreign investment simply not
allowed in a number of industries in the U.S8. such as aviation, insurance
or certain beverages, but American anti-trust laws are enforced not only
against American subsidiaries of foreign firms but also against the parent
companies for their business outside the United States (a practice which is
not reciprocated by the Community which applies its anti-trust law only to
activities within Europe). Beginning an investment, as Americans usually do
in Europe, by acquiring an existing firm in many cases runs into administrative
resistance.

Besides these unequal investment opportunities, a second problem
arising out of American investment in Europe creates a different perspective
among Americans and Europeans on an important issue. Americans have a
tendency to blame two factors for the U.S. balance of payments deficit of
the last years: A weak American export performance due in part to protectionism
abroad and military costs outside of the country. Hence they demand that
their partners create better access for their goods and contribute more
generously to American military expenditure.

The Europeans view the problem quite differently. They point out
that the trade deficit of $2 billion in 1971 is only a small fraction of the
deficit in official reserve transactions of $29.8 billion in the same year.
Moreover, the Community was the only area where the United States achieved
a trade surplus,nor does the military cost to the balance of payments of
around $l.2 billion annually seem a major factor to them. In their opinion
what really caused this large deficit were the huge movements of capital,
among them the $4.5 billion for investment capital in 1971.

Despite the technological and economic advantages, many Europeans
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tend to regard the growth of American investment in exchange for
unproductive gold or huge dollar holdings at least as important in dealing
with the long-range questions of imbalance between Europe and America
as the trade field where they feel they are doing their share in helping
the U.S. .

But the problem of investment raises fundamental questions for
all industrialized countries and, indeed, for developing countries as well.
The rise of the multinational corporation and of international production
by companies which are owned, financed or controlled by companies in .
other countries is likely to change international economic relations and the’
manner in which governments will have to insure their functioning very drastically.

According to one estimate, the total sales of all multinational corporations
in 1970 amounted to $450 billion compared with world exports of $300 billion. L.
~U.S. owned corporations had an international production of $219 billion
compared with American merchandise exports of $40 billion in that
year. '

If one projects the present trend of international investment and production
of the international economy. Since international production has consistently
rison by about 10% per year, while the total GNP growth of the non-Communist
world stayed around 4% annually international production is likely to rise from
its present 22% of total production in the non-Communist world to 35% by
1980 and 509 by 1990.

In a world in which a substantial share of the production will be
planned and managed by international companies, our present concepts
of comparative advantage and of insuring free trade may be inadequate
if not obsolete. Investment decisions on a large scale will no longer be
based on a comparative advantage but on non-trade considerations such as
the general economic environment or policies of the host government.

1. Jack N. Behrman, '"New Orientation i_n' International Trade and In-
vestment, " op.cit., ) '
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Since already today, 30% of the total .U.S. foreign trade is intra-company
trade, i.e. goods exchanged between the national subsidiaries of the same . '
parent company, we arrive at a startling conclusion, The future of
international trade will to an increasing extent depend not so much on the
classical instruments for liberalizing trade but on the manner in which
large corporations conduct their internal business and the way governments
influence them. This state of affairs calls for an entirely new approach
and set of rules. This is all the more necessary since multinational
corporations also raise problems for their host companies by either acquiring
a political influence judged too dominant or by possible counteracting
national policies through their internal decisions on investments or profit
aliocation (possibly resulting in tax evasion). We shall return later on
to some possible approaches to this problem.

Over the last years, labor unioné in the United States in particular

" have become increasingly opposed to multinational corporations. Their

main objection has been to their export of capital which in their opinion
removes jobs from the country. Because of labor's political and economic
importance on both sides of the Atlantic, a rational debate with this

group seems to be particularly important.

Although it is exceedingly difficult to assess the precise impact of
international investment on trade and employment, the objection to international
investments on the ground of job exportation seems to be questionable
for several reasons. TFirst, foreign investment is not a2 one-way street.
Outside investment also creates employment in the United States. Thus while
American~owned international production in 1970 amounted to $219 billion,
the production in the United States owned by foreign portfolio investors and
direct investors amounted to the respectable sum of $100 billion.

Moreover a large part of the American external investment cannot
export jobs since it involves production, such as oil or raw material production,
which is impossible domestically. Tinally, foreign investments are made for a
variety of reasons other than possible lower labor-unit costs, such as

1. Behrman, °E cit., p. 13.



avoidance of high transportation costs, advantages of being behind trade barriers
or near the consumer, etc. If these productions are lost at home, they

would have been lost any how, though at a later point. It is often overlooked
that companies abroad support employment at home through purchases from

the parent company.

Labor's growing concern about international investment combined

in the United Stales with its increasingly protectionist attitudes points to
an important problem, however. In all our societies, there is a growing
consensus that social justice requires that individuals be protected against
any hardships such as loss of jobs or income arising out of economic change.
As economic inter-dependence grows, conflicts between social justice and
competition are less apt to arise within the national framework where they
can be resolved by intervention of the political authority, but between the
national context within which a government enforces social justice and

the external, multinational activity with no superior authority
to resolve the conflict between the national and multinational level. Thus,
our earlier conclusion that the emerging multinational system of economic .
interdependence requires new mechanisms for coordination of national pohmes,
applies to this area as well.

Multinational corporations and international production obviously
have many advantages and disadvantages. They represent an increasingly
important element of the emerging multinational economy of interdependence.
The problem is not to eliminate them but to regulate this phenonenon in
such a way that it can make a positive contribution.

E. The Inadequacy of the International Monetary System

The cricis of the international monetary system is undoubtedly the
most serious aspect of the present critical phase of the international economic
system. If it cannot be reformed and put into order within the next
few years, all other reform measures in the field of trade or international
investment are likely to be futile and unable to prevent a disruption of the
international economic system with far-reaching implications for political
cooperation and security in the West.

Although the monetary system that was created at Bretton Woods is
in crisis today, it served its purpose remarkably well for almost a quarter
of a century. Despite its shortcomings, it was able to provide the monetary
foundation for an upsurge of international trade and world production as it




never had occurred before in history. Considering that this system was able
to accommodate the rise of new economic centers such as West Germany
and Japan - enemy countries at the time of Bretton Woods - and a host of
new couniries which became independent it is remarkable that it lasted

as long as it did. '

While various incidents during the post-war period exposed basic
wealknesses in the system, it was only in the late 1960's that the basic
inadequacy of this system became obvious. The American measures
of August, 1971, and the Smithsonian Agreement of December, 1971 put
an end to basic features of the old system and along with the imposition
of foreign exchange controls in France and Germany dramatically under-
scored the need for basic reform.

The Bretton Woods system has become inadequate because neither its
adjustment mechanisms nor its system of providing liquidity and reserves
correspond to the needs of the contemporary economic system. When the
adjustment mechanism was discussed at Bretton Woods both the Keynes Plan
and the White Plan had provisions for a supra-national authority which could
influence decisions on a change in the exchange rates of a currency when a
country could no longer balance its accounts in dealing with the. outside .
world. . Indeed, a provision was discussed which would have imposed interests
on the holdings of a surplus country.

But neither a supra-national authority nor stringent rules on adjustment
were accepted at Bretton Woods. The ultimate decision on adjusting exchange
rates was left to national discretion. This arrangement created one of the
main problems of the Bretton Woods system: Deficit countries tended to
postpone adjustment for internal political and economic reasons until
circumstances became highly critical. Conversely, surplus countries had no
incentive to adjust exchange rates in time and revalued only under speculative

1. The discussions of those years continues to be highly relevant today.
For an admirable analysis brought up to date, see: Richard N. Gardner,
Sterling-Dollar Diplomacy. The Origins and the Prospect of our International
Tconomic Qrder, rev. ed., (New York: McGraw - Hill Book Co., 1969)
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pressure in a crisis situation when it was too late for moderate action,

The system, therefore, badly needs an adjustment mechanism which
is not so excessively flexible as to undermine certainty and predictability
for the economic actors and yet is flexible enough to avoid adjustments in
the form of shock waves that rock economic as well as political cooperation
as they did during the last years.

The second inadequacy of the present monetary system lies in its
mechanisms for providing liquidity and reserves. Thirty years ago
Keynes suggested creating a clearing union with a man-made reserve unit
and relatively unlimited credit facilities for every country. As we know,
this plan was not accepted, primarily because of U.S. resistance which then
assumed that it would remain a surplus country and objected on the ground
that such a system would make it too easy for others and put the burden
on America. The system that was finally adopted followed the American
conception in its main lines. It provided dollars for a central fund, tied
credit facilities with considerable restrictions (so that the U.S. was unable
to use the system)and gold became a means for international settlement. .

Gold production in the world was, however, not able to keep us with the
extraordinary expansion of world trade. Since the International Monetary
Fund was unable to provide the appropriate funds to finance the growth of
world trade because of its limited reserves and the restrictions on credits
dollars were used for that purpose. Thus the world gradually slipped into a
dollar world standard, the necessary liquidity being created by a deficit
in the American balance of payments. The outside world was\quite willing

to go along with this system, accepting either gold from the American reserves

or dollars from the American printing press.

But this state of affairs became increasingly unacceptable as the American
gold supply dwindled and the dollar holdings of foreign central banks rose.
to an unprecedented $60 billion:in 1971. When President Nixon in August,
1971 suspended the dollar convertib.ility in gold, two things had become obvious.
First, despite the economic strength of the United States, the dollar alone
could no longer play the role of the main reserve currency for the monetary
system. Second, the independence enjoyed by the United States as a result
of that role appeared no longer acceptable. With large amounts of short- |
term and long-term capital leaving the United States to be used outside
profitably, the other countries had no choice but to accept dollars which they
already possessed in considerable amounts. In the absence of substantial re-
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alignments of exchange rates, the growing trade deficit of the U.S. as well
as military expenditures further aggravated the problem.

The measures taken as a resulf of the Smithsonian Agreement in
December, 1971 helped to avert a worse crisis, but they only bought time
for a more fundamental reform. The important and long-term questions
were not settled in Washington and must be decided within the next years.

F. Approaches‘"to ‘the Future

Although the conviction that there is an urgent need for basic reform
of the international economic system is growing in all Western countries,
governments have not yet made an attempt to do so. But among experts
a debate on these issues is gaining momentum. Besides a growing number
of individual contributions, first atlempts by groups to view all these
problems in an integrated perspective have been made, such as the report
of the President's Commission on International Trade and Invesnnent'Policy
of 1971 and a report by American, European, and Japanese economists. ,
These two reports in particular contain a number of fruitful suggestions some
of which are reflected in the following sections. :

a. A Reform of the International Monetary System

The Smithsonian Agreement of December, 1971 drew some obvious
conclusions from the situation which the measures of the American government
of August 1971 had created. The revaluation of the main currencies vis a vis
the U.S. dollar, the devaluation of the dollar in terms of gold, the widening
of the margin of fluctuation for the currencies and, finally, the removal of the
10% surcharge by the U.S. eliminated the most urgent problems of the
international monetary question of that year. But the long term problems
now demand attention.

1. '"Dreiparteienbericht ueber eine Neﬁgestaltung der internationalen: Waehrungs-
ordnung, ' Europe Dokumente, no. 658-659 (Luxembourg: Europe.

Agence Internationale d'Information pour la Presse, 7 January, 1972).
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a 1.The Adjustment ".Pfoblem.

In considering possible long-term solutions to the adjustment problem
three approaches could be distinguished. First the best approach to adjust-
ment is, of course, to make it unnecessary or infrequent.

To be sure, as long as there are autonomous national entities with
differing priorities and economic policies as well as different economic
starting points the likelihood of imbalances in their relationship with each
other will always exist. But the rewards of interdependence multiply if
states succeed in coordinating their policies.

Most important in this connection would be a concerted effort to slow
down the speculative movements of short-term capital which in the past

have triggered off so many crises (though usually reflecting and accelerating

a pre-existing structural imbalance). A coordination of interest rates,
placement conditions of short-term liquidity, or taxes could have a considerable
impact. But coordination to avoid imbalances between countries can, of
course, go much further covering practically all fields of economic policy. -

- During the coming-discussions on reform in this field, states will have

to face a choice which had been discussed already at Bretton Woods and

in connection with the Charter of the Internmational Trade Organization: Either
states submit to rules of economic behavior and coordination and accept advice,
if not decisions by international organizations or due to the high degree of
interaction between their economies which tends to accentuate imbalances, . they
have to live with the constant necess1ty of ad]ustment with all its accompanying
economic disadvantages.

The second approach to the problem is to create a better mechanism
for cases when adjustment becomes necessary. As-we observed earlier,
the two main weaknesses of the present system lie in the combination of national
discretion over the changes of parities of currencies and fixed exchange rates
which can be changed only under conchtions of crisis and with disruptive
effects.

A new system could consist of the following elements:
Strong fluctuations in exchange rates are undesirable because they enhance

uncertainty and unpredictability for private economic actors and governments.
However, a mechanism is needed which makes parity changes possible in -
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small and frequent doses under certain commonly agreed upon conditions
which require such adjustments from both surplus and deficit countries. .

The conditions and rules for such adjustment are of course the crucial
element. They should stipulate not only that international organization
play an importane role in bringing about such adjustment but should be
sufficiently automatic without being completely mechanistic in order to put -
pressure on both deficit and surplus countries to adjust in cases of structual
imbalance. Obviously, one would have a carefully define the conditions and
indicators of imbalance and also make sure that changes of exchange rates
do not become a substitute for domestic employment policy.

: i .

It should be possible for international organizationsto ask both deficit
and surplus countries to make adjustments in their exchange rate or
specific changes in their domestic and external policies or both. In case
on non-compliance with such recommendations and serious repercussions
in the international economy, it should be possible to apply sanctions either
in the form of general surcharges or selective duties against a surplus.country
or by with-holding credit facilities to deficit countries. 1-

A third and final approach to any new system of adjustment is a
consolidating re-alignment of exchange rates which is indeed a pre-condition
for a satisfactorily functioning system. The establishment of a realistic
exchange rate structure concluding so to speak the work begun at Washington
in December, 1971 would have to occur, in conjunction with other steps of the
overall reform, notably the creation of new reserve units, the consclidation
~ of the existing dollar holdings, a decision on the role of gold as well as
agreements in the field of trade and international production.

a 2. The Problem of Liquidity and Reserves

The second most important element in monetary reform is the creation
of a new system of liquidity and reserves.” There seems to be a growing

1. Richard N. Gardner, Toward a New "Bretton Woods": The Politics
of International Monetary Reform, Paper given at the Agneeli
Foundation, Turin, 11 July, 1972, mimeographed.
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consensus on the necessity for the following element in such a system:

At the center of the system as the main reserve in lieu of the dollar
should be Special Drawing Rights, (SDR's) such as they have been established
in the past, by drastically expanding their quantity and adapting them to '
the needs of the new system. The SDR's would be administered by the
International Monetary Fund and available to all countries under previousfy
set conditions which would make sure that deficit countries comply with the
general rules. :

The annual expansion of international reserves would no longer be
determined by the countries with key currencies or by gold production but
by a decision-making process within IMF relating the expansion of reserves
to the state of the global economy, international trade and requirements
of under-developed countries and basing such decisions on the best expert
advice available.

The new system should insure a return of the dollar to convertibility.
This could be achieved by consolidating the existing large claims on main
currencies including the Pound Sterling. The holdings of central banks in such
currencies could be deposited at the IMF and exchanged against SDR's. The
IMF could then transform these dollar amounts into long-term liabilities of
the U.S. (with a higher interest rate than the deposits) which the U.S. could
gradually decrease. It is doubtful whether it is politically feasible and economically
possible to eliminate gold entirely from this system without disruption. While
the SDR would be de-golded, gold should not entirely lose a role in settling
international accounts but be phased out of the system gradually.

The effectiveness of a new reserve system depends entirely on the
confidence in its working. A reserve currency is not creatéd\ or abolished
by a unilateral decision of a country that holds it but by the role this currency
plays and by the confidence which other countries or private actors have
in it. Thus even with a new system with SDR's at its center, it is highly
likely that the dollar because of the economic position of the United States
will continue to be a reserve currency along with some other main currencies
such as the Sterling, the Mark, the Yen or a common European currency. -

These elements of a new international monefary system would not
impair the creation of 2 common European currency. Nevertheless, in the
absence of an economic and currency union of the European Community, these
rules might be adapted to the on-going process of forming such a union
within the Community. Within the Community, the harmonization of economic
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policy is obviously more important as an instrument of adjustment than

the flexibility of exchange rates. Consequently, it would be necessary at an
early stage to tie the European currencies together through a common policy
of intervention by their ceuntral banks and to assure that the process of
coordination of economic policies becomes increasingly effective.

If the preceding reforms are to be implemented, the IMF must be
strengthened in terms of its formal prerogatives and practice. If the
present system of national autonomy is to be replaced by a multinational
system of managing monetary affairs, the IMF will need stronger powers
to advise and guide member countries and to impose sanctions in extreme
cases. But equally important,the IMF would have to take on a new function
as a forum for policy coordination. This would require more permanent
mechanisms for consultation, a representation of countries at the highest
policy-making level such as Central Bank Presidents or Finance Ministers,
and more frequent meetings.

In addition to strengthening the IMF, a more adequate representation
of under-developed countries appears desirable in order to bring into betfer
harmony international monetary policy on the one hand and development policy
on the other. Such a change should assure an adequate participation of
these countries in the decision-making while maintaining the present system
of voting power according to economic strength. .

b. The Preser{ration and Establishment of Liberal Trade

b 1. The Need for European Unity

The key to many American attitudes and, indeed, to the preservation
of cooperative ventures in many fields lles in Europe. Although the
European Community has achieved remarkable successes in establishing
an internal common market, the future of genuine economic union, of common
foreign policy and defense, of democratically established institutions is
as uncertain as ever. Mystical or merely narrow-minded nationalism continues to
block the path to political unity which had been the declared goal of
European and American political leaders in the past. As a former American
representative to the European Community put it. "At a moment of crisis,. the



absence of a European consensus necessarily leaves the United States
with a feeling of confusion and malaise. il

As long as political unification of Western Europe through the
intermediary stage of a pooling of economic policies appeared to have a
reasonable chance of success, there was a general willingness in the
United States to accept the economic measures such as the formation of
a common market or preferential agreements with outsiders as a necessary
and inevitable by-product of political unification. However, as the chances
appear slimmer that the European Community will move beyond a customs
union with agricultural protection and a system of preferential agreements
with other states, the tendency grows in the United States to view the
Community as an economic block harmful to American economic interests. It ‘
is in this sense understandable that the American attitude toward the |
Community has lost the momentum of enthusiastic support of the early post- |
war years and instead becomes increasingly reserved.

It is therefore absolutely essential to the preservation of a cooperative
atmosphere between America and Europe and for a mutually advantageous
reform of the international economic system that the European Community
establishes a European identity, common institutions and policies in all
fields of its activities, from monetary affairs to trade.. One can only agree
with an American observer who points to, 'the difficulty the European leaders
create for themselves and for the kind of understanding they need elsewhere
in the world by their own current confusion (or timidity, or both) about
what it is they are seeking to build in Europe. A good, sharp dose of
old-fashioned European enthusiasm would do much to clear the air."

einer erweiterten Europdischen Gemeinschaft und den Vereinigten Staaten,
Europa - Archiv, no. 24, 1971, p. 860-lL

|
1. J. Robert Schaetzel, '"Die neuen Dimensionen der Beziehungen zwischen
13}

|
2. Miriam Camps', Sources of Strain in the Trans-Atlantic Relationship: !
Strains Arising Primarily From American Politics and Attitudes, Dis- \
cussion paper for a European-American Conference at Royaumont,
May 4-7, 1972, mimeographed, p. 17. :
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b2. Monetary Reform and Free Trade

The replacement of distorted exchange rates by more realistic ones
in conjunction with the introduction of more effective adjustment mechanisms
in the cause of monetary reform is likely to affect international trade
considerably and to offer a new opportunity for an undistorted international
division of labor. 1. Monetary reform requires adaptations in the internal
production which arose in the wake of the distorted exchange rates of the

past. In particular, the surplus countries, Japan and less so West Germany,

will be forced to create additional domestic demand.

But at the same time, the removal of the over-valuation of the dollar
-which had contributed to the weak performance of American goods abroad -
and the ensuing rise of protectionism in the U.S. should improve the
conditions for liberal practices in international trade.

At present, quite a number of barriers and distortions in America,
Japan and Western Eurcpe obstruct free trade. In fact, some of them
owe their existence to difficulties in the monetary field. With the
establishment of a more realistic rates and more adequate adjustment
mechanisms that offer better opportunities for an equilibrium in national
balances of payments, the chances for removing obstacles to trade should
improve.

b3. Removing Tariffs and Quantitative Restrictions

After the Kennedy-Round of tariff negotiations, average tariffs on
industrialized goods in Western countries came down to a level of 5-11%.
However, this does not mean that tariffs have become unimportant. On the
contrary, as we explained earlier, the tariff structure continues to be
selectively protectionist, since on many goods there are still tariffs above
15%, reaching even beyond 50%.

The time has therefore come to make a renewed effort at trade liberali-
zation. The last set of negotiations during the Kennedy-Round with its

2. We follow for this section the findings of, "Dreiparteien-bericht ueber
eine Neugestalfung der internationalen Waehrungsordnung, ' op.cit., p. 7
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new negotiating style greatly facilitated liberalization. But the next GATT
Round scheduled to begin in 1973 should try fo adopt an even more flexible
negotiating procedure and a much more ambitious goal! agreement on a
complete elimination of all remaining tariffs within ten years.

Exceptions for industries which require a prolonged transitional protection
should not be formulated in the form of maintenance of tariffs but rather
as agreements on domestic adjustments and aids which would be the subject
of international negotiations. Under modern circumstances an elimination
of all tariffs might well become meaningless since governments can now use
a wide range of instruments of protectionist intervention in the form of
subsidies and other means of support. An acceptance of the principle of
complete removal of barriers and of achieving special exceptions through
commonly negotiated policies would represent a net progress for it would
submit the necessary exceptions from free trade to generally accepted
standards and common review.

A complete reduction of all tariffs on industrial good would eliminate
the preferential {reatment which the European Community now accords to
European states in the European free irade area arrangement or fo Luropean
and African states in association agreements. Moreover, some of the thorny
issues in American-European trade relations would disappear such as the -
"American Selling Price" sysitem and other questionable tariff valuation procedures
on both sides on the Atlantic, since there will be no valuation problems any
more once tariffs cease to exist.

Quantitative restrictions had been, on the whole been eliminated
except in Japan by the late 1960's as a result of many years of hard work.
During the last years, however, they have experienced a comeback in the
form of "voluntary'™ restraints negotiated between specific industries and
usually under discreet but effective threats from govelrnments\\to take legislative
action unless such voluntary restraints were agreed upon.

"Voluntary'' restraints are basically irreconcilable with a system of
free trade . Although their defenders argue that they represent an instrument
for controlling international trade which is much more flexible and easier to
remove than quantitative restrictions or tariffs which require legislative
action, they do represent a cartel mechanism which distorts competition.

Since these "voluntary' restraints seem. to assume an increasing im-
portance, it is time for the industrialized countries to decide whether they
want to maintain and possibly expand an instrument of protectionism that
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is left outside of the established procedures of international law and which .
makes such agreements subject not to commonly established procedures
but to the power relationship between the negotiating parties.

To be sure, 'voluntary' restraints raise a basic question which has
been mentioned in other contexts. There is a need for a mechanism to
help backward or stagnant industries to adapt to competition or to be
phased out. As we shall see later, in view of the priorities of social
justice such mechanisms are desirable, but in the interest of an equitable
system where such adjustments do not distort international trade, the
adjustments should be based on commonly accepted standards.

b, 4 Preferent‘ia.l. Agreeméﬁté

As we explained earlier, the various preferential agreements through
which the European Community has associated a number of European and
African countries with its common market represent a particular concern not
only to the United States. The order of magnitude of the total preferennal
area which these agreements create inevitably undermine the validity of the
Most Favored Nation treatment which has been a basic element of a liberal
world trading system. The exceptions from the Most Favored Nation treatment
claborated in the GATT rules were intended to cover exceptions but not such
a huge part of world trade.

If the industrialized countries could negotiate a complete reduction
of all tariffs on industrial goods, the problem of preferential treatment
would be largely eliminated. In such a case, an arrangement covering the
transitional period until complete removal of tariffs and agricultural
products would still be necessary.

As a first step the European Community should, therefore, begin to
negotiate compensations for outsiders for possible trade diversions created
by the existing preferential agreements. Under the GATT rules, third
countries are entitled to such compensation, but the Community has rufesed
negotiations so far. Secondly, the European Community, the United States
and Japan should review the existing préferential agreements of the Community
for their political strategic desirability as well as their implications for an
overall strategy on development aid. The three could then examine on which
industrial products the preferential treatment should be diminished until the
tariffs are completely eliminated and what arrangements could be made on
agricultural products.
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b 5. Agriculture
Of all the world resources, the agricultural resources are used least

rationally from an economic point of view. High cost agricultural production
such as that of Western Europe is maintained at the cost of many billions

per year while countries with low-cost agricultural production such as the
United States or New Zealand have to restrict their own production. But,

as we observed earlier, political and social objectives rather than economic
rationality prevail in the agricul- rsaec:tors of almost all countries, especially

in the European Community and Japan which still have a significant sector

of their working population employed in agriculture. -

Because of the economic hardships created by a complete liberalization
of agricultural trade, it would be unrealistic to expect a drastic change
of official policy in Western Europe or Japan in the near future. Nevertheless,
certain forces of economic change are at work which will improve the chances -
for liberalization.

In both Japan and the European Community, the percentage of agri-
cultural workers in the active population hag been declining constantly -
in Japan from 40% in 1965 to 17% in 1970, within the European Community
from 21% in 1958 to 13% In 1970 with a projected decrease to 6% in 1980.
Within the Furopean Comumunity, the "Mansholt Plan'' by trying to encourage
the formation of larger farms and by paying stipends to agrioultural workers
who leave the land, privides incentives for reducing the farm population and
for increasing the competitiveness of farms.

These trends improve the conditions for important and necessary changes
in the agricultural support system and international trade. The present
system within the Community is not characterized by a particular degree of
social justice. The system of support through prices is most profitable to
large and efficient farms which need the support much less, if at all, than
the small farms. Moreover, ac we described earlier, the cost of this system
is enormous to the consumer within the Community, for he pays not only
prices considerably above the world-price level, but the administration and
handling of surpluses is very costly. In fact, not only the consumer Wwithin
the Community but outsiders too must pay a contribution since the Community
gets rid of its over-production at high cost by selling them on the world
market at a subsidized level. :

Once the farm population in the Cémmunity has decreased further,
a system of direct income support to farmers would be an infinitely more
rational and less costly method to support European agriculture. This system

t
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would not only have the additional advantage of being socially more just by-
paying the support to those who really need it, but also make it possible
for the international market mechanism to come into play again in this

field. The European Community, the United States, Japan and agricultural
producers such as New Zealand and- Australia-would then have to devise an
agreement on the conditions and amount of farm support. The complicated
system of protection through variable levels, duties, or quotas which Europe,

the United States and Japan now use could then be discarded.

Nevertheless, there is room for some intermediate measures of
liberalization of agricultural trade during the next years. Not only the
European Community and Japan, but also the United States indulge in various
forms of agricultural protection. They should try in the interests of their
consumers to expand the outlets for agricultural products from the country
that produces them at the lowest cost. : ‘

Only by the late 1970's would there be a reascnable chance for fruitful
discussions among the United States, Europe, Japan and a number of other
countries to overhaul in a fundamental faghion the system of agricultural
production and to agree on common principles of agricultural support thus
creating the pre-conditions for extending at last a liberal trade system to the
arsa of agriculture.

b. 6 Removing Distortions to International Competition

As the importance of tariffs decreases, other obstacles to
international competition weigh more heavily. There is a striking number
and variety of factors that can distort the free exchange of goods and
services . GATT has drawn up a list.that contains 800 of such non-tariff
barriers.

As we indicated earlier, there is no country which has not developed
a considerable number of such barriers although, of course, they differ
in nature according to national circumstances. Besides quotas, which were
dealt with earlier, the following non-tariff barriers deserve common study
and agreements at the earliest possible period.

Although the impact of faxeson foreign trade has been studied for
many years, it is unclear whether the present arrangements under GATT
are sufficient. We do not possess sufficient data and knowledge about the
impact of many taxes. This would be an area where the U.S. and Western
Eurcpe along with Japan have a major interest in starting studies of this




-Ti-

question within the framework of GATT. .

Valuation practices have been one of the thorny issues in trade relations.
If a complete reduction of tariffs could be negotiated, this problem would
disappear. But even if an agreement could be reached, the transitional period
of ten years would still be sufficiently long to call for intermediate measures
to decrease the negative impact of some valuation practices. One of the
urgent requests from Europe in this connection would be for an early
ratification by Congress of the agreement reached in the Kennedy-Round on
the elimination of the "American Selling Price System." '

Government purchase practices are a major factor distorting inter-
national competition. In the U.S., the "Buy -American-Act"of 1933 re-
quires purchase in the U.S. unless a foreign-made product is between
6-12% cheaper. In the field of defense, foreign-produced goods have to be
50% less expensive than American products. On a number of products,
foreign goods may not be purchased at any price. While the American system
is relatively open, the Europeans practice their own discrimination against
foreign goods, as some local and state authorities in the United States, by ad-
ministrative discretion. This entire area should be reviewed together in the
context of American-European-Japanese negotiations in order to arrive
at common procedures.

A number of international rules have been established on "anti-dumping
duties' and "countervailing duties'. Since not all of them are applied in the
U.S., a common review should be undertaken by Europe, Japan aud the
United States in order to assure that they are applied in each of them.

The field of standards of health, safety and pollution is one of the most
complicated and yet most effective obstacles to international competition.
It is in this field and that of technical regulations and other administrative
obstacles that the GATT negotiations of 1973 have to try to study the existing
obstacles and eliminate their trade-distorting effect through common standardization.
Since government intervention in the form of standards constantly increases,
this whole area becomes an increasingly impenetrable thicket which has a
growing impact on international trade. Besides coordinating standards, there
is an urgent need for machinery of coordination and consultation before standards
are applied in' order to minimize their effect on international trade.

One last source of distortion in international competition are subsidies
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to exports. These subsidies can take the form of taxes, as for example
in DISC, or discriminating standards,or a variety of economic measures.
While some cases are reasonably obvious and could be made- the subject

~ of negotiations, the majority of cases requires a thorough common review
before any agreement can be undertaken. .

c. Reguiating l\dultinat.ibhal'-('lbrporatidnjs and International
Production

Earlier we concluded that the spectacular growth of multinational

corporations and international production brings about a fundamental structural. -

change in the economic system. If already today 22% of the total production
in the non-Communist world is planned and managed by international
companies, a figure projected to rise to 35% by 1980 and 50% by 1990, we
would simply miss an essential dimension of the contemporary international
economy if we were to focus exclusively on trade and monetary matters

in order to secure its functioning.

To be sure, monetary reform is likely to diminish some of the
difficulties which appear to stem from capital movements. The ‘export
of American investment oapital which has been a major source of the
American balance of payments deficit 18 likely to slow down with a re-
alignment of currencies which will make the purchase of foreign companies
and assets more expensive. Similarly the outflow of short-term capital -
recently the most important cause of the balance of payments deficit - is
likely to be slowed down by a more flexible exchange rate mechanism.

With the growing importance of international production, however, a
growing share of intermational trade will become intra-company trade (this
applies today to 30% of U.S. foreign trade).. Since a decision to invest
abroad depends on a multitude of factors many of which cannot be subsumed
under the traditional comparative cost argument, such as political climate,

governmental help, growth potential of the market, etc. and since such investments

in turn promote and restructure international trade, international economic
"interaction becomes removed from the traditional factors that once determined
its flow such as liberal trade practices. What matters rather in shaping the
nature of this kind of interaction is the internal decision-making of the
multinational corporation and the particular circumstances under which it
operates.
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Since we assume that multinational corporations and their international
production are a desirable development because they increase economic
welfare, their rising numbers and importance faces the international
community with two tasks:

First, there is an urgent need to arrivé at an international understanding
on the conditions that govern international investment decisions. This works
both ways. On the one hand, there should bé rules that limit governmental
obstruction and control of multinational corporations. Japan (and to a lesser
degree France and a number of under-developed countries) have either
prohibited specific investments or imposed: stringent controls. On the other
hand, since international investment is becoming such a major factor for
creating employment,prosperity and exports, there should be agreement on
how far governments can go in attracting or facilitating such investment. This
would pre-suppose a review of a variety of instruments, which governments
use to support such investments, as for example, industrial and regional
policy. |

A second task, no less difficult or important, has to be faced by the
international community. Though it has been argued, that some of the
fears about the economic consequences of international investment are
exaggerated. 1 The strength and flexibility of multinational corporations
nonetheless raises many problems to the host countries and to international”
interaction. These companies are able to shift ihvestment capital, decide on
imports and exports, allocate research funds, possibly shift profits and taxes,
and influence employment to such a degree that there is a danger of not only
counteracting the policies of the host governments but of creating undesirable
imbalances. '

If the trend in which influence over international as well as domestic

1. See Raymond Vernon, '""The Economic Consequences of U.S. Foreign
Direct Investment, " and "Problems and Policies Regarding Multi-National
Enterprises, ' in: United States International Economic Policy in an Inter-
dependent World. Papers submitted to the Commission on International
Trade and Investment Policy and published in conjunction with the Commis-
sion's Report to the President, Washington, D.C.: GPO, July, 197])
vol. 1, pp. 929-952 and 983-1006.
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economic developments increasingly slips out of the control of deinocratically
elected governments or international organizations formed by them is to be
avoided, the international community will have to agree on ways and means
to regulate multinational corporations by introducing some measure of control
without stifling this basically desirable new phenomenon.

Much is to be said in favor of a 'proposal for the creation by a
multi- lateral treaty of a supra-national authority that would preside
over the enforcement of a set of rules regulating the conduct of multmatxonal
corporations in host states while, at the same time, prescribing the limits
in which host governments might interfere in the operation of such corporations. nl,

d. Institutions a.fid Proéédﬁres: The Need for Policy Coordination

If we review the findings of the preceding sections on policy and -

In the field of monetary reform, we concluded that there 1is great
need for policy coordination among governments in order to avoid im-
balances which will set off adjustment moves.

In the field of tariffs, we suggested that a complete removal of all
tariffs within ten years requires a shift of the focus of support for ad-
justment from the tariff field to domestic policies of transitional support
on the basis of previously agreed international guidelines and under conditions
of intergovernmental consultation.

In the field of ''voluntary' restraints, we concluded that it is necessary
to lift them out of bilateral relations and subject them to international rules
as a means of administering transitional support in adjusting to international
competition.

In the field of agriculture, ‘we proposed that the international com-
munity should strive toward a system of direct support of agriculture on
mutually agreed lines by the end of this decade.

In the field of distortions of international competition, we suggested
that there is need for a general review of the multitude of deliberate or
undeliberate obstacles to international competition which accompany the

1. George W. Ball, 'Introduction' to Richard Eel'_‘s,. Global Corporation,
p. 6. ’
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modern welfare state's gamut of interventions in complex societies
ranging from taxes to health standards . International action should aim
_ not only at a harmonizing such distortions but go further and establish a
machinery of consultation which goes into action prior to decisions in
order to prevent negative effects on international trade. Hence on a number’
of policy instruments used by modern governments, there is need for
international consultation when applying them,

In the field of multinational corporations and international production,
we concluded that the time has come to regulate these bodies which
transnationally link our individual societies and increasingly influence the fate
of the international economy as a whole; such a regulation should take the
form of a governmental agreement on common rules for the activities of
these corporations and for governmental relations with them.

All these suggestions point in the same direction: either we draw the
conclusion from the emerging system of economic interdependence which
has brought us unprecedented prosperity and freedom of movement of men,
goods, services and ideas and establish effective systems of management
and policy coordination, or this system of mutual interference will be ridden
with tensions and ultimately break down.

Therefore, we must move beyond present multilateral diplomacy and
traditional inter-state relations in a number of fields and establish new.
modes of direct contact and cooperation between the relevant bureaucracies
in different countries, accord international organizations a vital role in
management, and arrive at a modicum of common pohcy plamning among
the imporiant countries of the Western economy.

Such change implies abandonment of the sector approach in which
departments or specific international organizations deal with problems
separately which in reality belong together. In fact, the preceding analysis
has hopefully made clear that an effective system for steering today's inter~
national economy of today requires a re-integration of the field of mone-
tary policy, trade policy and the regulation of intermational production.

These requirements call for an overhaul of our institutional framework.
There should be regularized contacts between the relevani departments of
governments, in particular of the European Community, Japan and the
United - States, either directly between them or within international organizations.
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OECD should be strengthened to become the center for economic
policy coordination. Its members would in any case have to be associated
with a system of decision-making in economic policy that has the
Eurcpean Community, Japan and the United States as its centers.

In order to accommodate the necessary reforms IMF will have to be
reorganized substantially, whereas GATT may be flexible enough to
accommodate with minor changes some of the new tasks advocated above.

In any case, GATT, IMF, and QOECD have to be brought into a close
working relationship with each other to make possible the integrated approach
which is required today. Reform attempts should review the three bodies
together in the light of the present and future needs, decide upon changes,
on modes of cooperation among them, on the establishment of new departments
and their location within this triangle. '

e. Starting Reform

Time is running out for many of the critical issues -of the international
economic sysiem. Reform discussions have started on some of them,
informally or officially as within IMF on monetary matters. The next
round of GATT negotiations in 1973 will raise a2 number of the problems that
are in need of reform, in particular non-tariff barriers.

There is an urgent need for an integrated view of the present
state of the international economic system and possible approaches to
reform taking into account the interests of less developed countries and the
new dimension of environmental problems. The Eurcpean Community, Japan
and the United States should therefore consider setting up a "Group of Wise
Men' who while remaining independent and acting in their individual capacity
possess the kind of knowledge and grasp to review the major problems of the
international economic system in their interdependent relationship and to
draft an integrated plan for reform to be used by the governments as guideline
for action. ‘

The governments involved should put all the necessary expert advice and
research facilities at the disposal of this group as well as the means to consult
any political and economic group in major countries or international
organizations active in related fields. Since it will take some time for this
group to produce a report, a link should be established betwe{en its deliberations

N




and the on-going reform discussions in various international organizations,
within countries and between governments in order to ensure that they mutually
benefit from the ongoing work.

The task of reforming the international economic system is undoubtedly
going to be extraordinarily difficult. The very high price of failure is no
guarantee of success. Besides foresight and patience, the commodity most
in demand will be political courage, for many necessary solutions will break
with established. traditions and patterns of thinking. As in the field
of security,: there is great need for public debate lead by courageous
political leaders. As long as these issues are left to a few experts, the
debate is dominated by the spokesmen of narrow interests. What is needed
is a rational presentation of the alternatives and a persuasive case for '
reform in order to create the necessary support for new measures among
legislators and the public. :
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3. Political Strategies

In dealing with the security problem in Europe and the necessities of
reform in the international economic system in the preceding sections,
some political strategies for important areas have been outlined and dis-
cussed, but a number of additional problem areas remain where America
and Europe should consult or coordinate their strategy. What are they
and how do they relate to our findings in the fields of European security
and international economics ? - ' '

A. Change in Europe

a. Goals

Europe is one of the major areas of change in contemporary world
politics. In Western Europe, the integration process alters the nature of
inter-state relations and Western Europe's role in the work and vis a vis
the United States. In Eastern Europe, the rigid block structure of the past
is loosening up, and the requirements of economic progress promote
increased contacts with the West. In both parts of Europe, the perception
of threat slowly diminishes and gives rise to hopes for more cooperative .
relations between both sides.

In our earlier discussion of European security, we concluded
that due to Europe's strategic importance and the relationship of forces
between East and West in this area an active American involvement is
required to preserve peace in this region. In looking ahead at the steps
which could be taken in Europe as part of a general effort towards a more
moderate and stable international system, we submit that an earlier
conclusion, drawn in connection with MBFR and an enlarged SALT II,
applies here as well: in devising and implementing future strategies,
American and European interests are parallel on the most important goals,
and while there will naturally be differences in perspective and in interests
on secondary aspects and on procedures, in most cases they are likely to
be complementary rather than opposed.

In all likelihood, the interests of the European Community and the
United States are identical in approaching change in Europe
with regard to the following five goals: first, the prevention of war; second,
lowering the costs of armaments and the risk of military conflict; third,
presertvih
pe-rse-rﬁi—&b and increasing prosperity and the effectiveness of liberal democracy
in the western part of Europe and extending these goals to the eastern part
wherever possible without risk of major conflict; fourth, promoting cooperative
undertakings in the West, in particular West European unification and trans-
Atlantic cooperation.
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lines; second, that the existing borders with Poland and East Germany could
not be accepted until a peace treaty had been concluded, and, third, that the
process of relaxation of tension in Europe could not begin until the German
problem - then as well as today the most intractable of Europe's problem -
was solved. '

But Western policy on Germany did not represent the only challenge
of the status quo; it was accompanied by President de Gaulle's unsuccessful
attempt to disassociate both Eastern and Western Europe from the super
powers and more than matched by the Soviet Union's repeated attempts to
undermine the Western status of West Berlin and to interfere in West German
politics, 1 E

The recent agreements between the Federal Republic of Germany
and the Soviet Union and Poland as well as the Four Power Agreement on
Berlin signal a significant change of policies on Europe's central problem,
Germany. In recognizing the borders to Poland and East Germany, West
Germany has accepted not only the territorial stafus quo but also the
existence of two politically different German states, a policy which was and
is being corroborated by a variety of intra-German dealings aiming at a :
normalization of relations. To be sure, an improvement of relations across
the diving line remainsg a central goal of German policy, but it is sought not -
as a pre-condition but as the result of a process of detente in Europe,

The Soviet Union, in turn, withdrew her challenges to the status quo
first, by renouncing her claim to a right of intervention in West German
politics in pursuance of the so-called "enemy clauses' of the U, N. Charter -
a withdrawal which might be particularly significant in the light of West
European fears that dangers for the future lie not in open military attack but
in political pressure and intervention from the Soviet Union. Second, in
the Four Power Agreement on Berlin, the Soviet Union along with a reluctant
East Germany withdrew from her offensive policydf separating West Berlin
from the Federal Republic by explicitly recognizing the existing ties between
them and agreeing to an orderly set of procedures for communication and
~ [ree movement between West Berlin and the outside world.

To be sure, the Berlin Agreement does not eliminate the physical
ability of the Soviet Union to challenge West Berlin's ties with the Federal
Republic nor does it provide absolute certainty that she will abstain from
interfering in West German or West European politics. Nevertheless, the
agreement on Berlin and the treaties with the Soviet Union and Poland have

1. This process of change in Western and West German polic3; has been
examined in greater detail in my German Foreign P¢licy in Transition. Bonn .
Between East and West (London: Oxford University Press, 1968).
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removed some important challenges of each side to essential interests of the
other and have, therefore, diffused some of the most gxplosive issues which
had constantly threatened European stability in the past.

The Soviet acceptance of the strong restatement of American and Allied
commitment to West Berlin. which the Soviet Union had constantly tested and tried
to undermine in the past is, in fact, one of the most important implications of
these agreements and often over looked. Russia's co-signature on a restatement
of an American guarantee and commitment to co-responsibility for peace at one '
of the most sensitive spots in Europe is a significant step toward Soviet
acceptance of an American role in restructuring relations in Europe.

Mutual recognition of essential interests would have been impossible
without the decreased perception of threat which we have mentioned earlier.
In fact, the agreements further contribute to a changing attitude toward the
adversary, strengthening the conviction on both sides that the probability of
war in Europe is decreasing significantly. It is in this context that both sides
share a desire to reallocate some resources from the military to the civilian
sector in view of their urgent domestic needs for reform and to achieve a
military balance in Europe at a lower cost. l :

Besides these interests which East and West share, the Soviet Union
which has lagged behind Western economic progress is increasingly interested
in participating in Western technology in order to accelerate her own growth,

This appears all the more necessary since the economic base is too weak to
realize her objective of becoming a world power with a global capacity for
presence and involvement. Finally, there is every reason to believe that the
Soviet Union's concern over problems in Asia and Sino-Soviet relations, as it

is demonstrated by the spectacular build up of her military forces on the borders
to China, is a strong inducement for seeking more stable relations on her western
flanlk.

While the chances for East-West cooperation have improved significantly,
only concrete negotiations and steps will show whether the rising hopes can be
fulfilled, Besides MBFR and possibly an enlarged SALT II, which we analyzed
earlier, a future European Conference for Security and Cooperation is at the
center of attention as a possible means fo initiate institutionalized East-West
" cooperation in various fields.

c. A Europgﬁ Conference on Security and Cooperation: Problems
and Prospects

~ The proposal for a conference of all European states has been
mentioned from time to time in East-West pronouncements since the mid 1960's.
Only since the NATO Conference of Reykjavik in 1968 in which the proposal
for balanced force reduction was made and a declaration of Budapest of
March, 1969 when the Warsaw Pact proposed a European security conference,
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has this idea been the subject of intensive discussions within the West and
between East and West. The Warsaw Pact countries and NATO in turn have -
in the meantime specified their views on possible subjects for such a
conference. Since the pre-condition formulated by NATO that the ongoing
negotiations on Germany and Berlin should be successfully concluded hefore
entering any negotiations ha¥e been fulfilled, the conference will enter a
stage of preparatory soundings at the end of 1972,

c¢l. Divergent Interests

East and West and the states within each camp will go to the
conference with rather different objectives. Whether the common interest
between both sides will prevail over these differences is, of course, entirely
open at this point. One of the striking characteristics of this earlier phase
of discussions before the preparatory stage of the conference has even started
is the dynamic process of shifts in perceptions and mufual influencing of
attitudes with regard to basic issues of that conference. Thus the Soviet goal
of weakening American influence in Europe seems to have become weaker in
the course of the last two years while, in turn, the s&epticism of some
Western states about the desirability of such a conference has been under-
mined by the successful East-West negotiations of the recent past.

The most fundamental difference in interests between East and West
seems to lie in diverging conceptions of how peaceful change can be
' accommodated in new strugtures of cooperation hetween East and West. In
fact, there are also considerable differences of opinion on this point within
both camps. Obviously, the Soviet Union would like to see a further recognition
of the status quo and "the results of World War II'* and thus a consolidation of
her sphere of influence. It might very well be in fact, that she conceives of
such a consolidation as the precondition for more flexibility within her own
camp, The West will, of course, not go to a'conference with the objective of
challenging the status quo either but in turn-take the existing structure of
political regimes and security commitments as a point of departure for
cooperative measures. '

But the crucial question remains how each side defines the limits of
peaceful change which inevitably follows any intensification of economic
" cooperation, movement of persons and goods or ideas, etc. At its Prague

meeting, the Warsaw Pact proposed that an.agreement on the renunciation of the hse of Fora'a

should be qualified by the "existing bi-lateral and multi-lateral treaties and
agreements." This formula seems to suggest that the Soviet Union will want
to subject any process of change in Europe brought about by cooperative
agreements to the Brezhnev Doctrine of limited sovereignty among Socialist
states,



This problem of defining the framework and frontiers for peaceful change
in East-West dealings will be raised in connection with virtually every
single subject that will come up under the heading "cooperation" whether
the field of joint economic ventures, cultural and scientific exchange or
common environmental programs are under discussion.

While it would be short-sighted to overlook these fundamental divergencies
in interests, it would be likewise short~sighted not to enter negotiations on
these subjects because of them. The desire of some smaller East European
countries for an enlargement of their freedom of maneuver will put a moral
burden on the Western states to try to reach an agreement with the Socialist
countries. The possibility of compromise cannot be excluded, and given the
rigid and sterile structure of relations between East and West in the past, small
progress would be belter than none at all. '

However, change is not a one-way street nor are its positive and

negative repercussions confined to the side within which it occurs. The Soviet
Union might be particularly afraid of the consequences for Communist ortho-
doxy of a massive contact of Eastern European populations with the West, but
a far-reaching liberalization of movement is not necessarily without problems
for Western societies either. In any case, if repercussion occurs in Eastern
Europe as a result of accelerated change, there is always the danger of spill-
over to relations with the West.

What is obvious in the field of security also applies, though to a lesser
degree, to possible arrangements in the fleld of cooperation: while much is
to be gained from new arrangements between East and West kai much can be |
lost as well, namely international stability. While East and West may differ
on the extent of change desired both have an interest in prudent pragmatism.

The second miost important divergence of interest between East and
West in connection with the European Conference arises from a possible Soviet
intention to block or slow down West European integration. We shall analy8e
this problem below in a separate chapter. Suffice it to mention here that the
problem arises not so much out of a rigid Soviet hostility to the European
Community taken alone but out of a possible combination between Soviet
opposition and the weak&Rds of the European Community due to disunity
among its members, a constellation which could be aggravated considerably
by American passivity on this issue.

The third clash of basic interests between East and West which is often
mentioned in connection with the European Conference could result from a
Soviet attempt to weaken American links with Europe. It is sometimes
said that the Russian objective is to induce an American withdrawal which
is sufficiently strong to make the Soviet Union the dominant power of Europe
and yet not so complete as to push the Europeans toward joint conventional
and nuclear defense. '
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On this issue Western fears might possibly turn out to be exaggerated.
Over the last years, one can detect in Soviet policy a growing realization
of the stabilizing role of the United States in Europe. This attitude was not
only clearly reflected in the Berlin Agreement but may well have heen
strengthened as a result of bilateral American-Soviet contacts and recent
agreements,

spaculative if one turns to the tactieal objeetives and to procedural

questions that arise in connection with this conference. Not until the
conference has entered a working stage can anything be said on the various
fears and hopes about the conference which c¢an be found in East and West.
One will then see whether some states might want to turn the conference

into a podium for long speeches and propaganda or whether there is a chance -
for effective negotiations on concrete issues. The present consensus among
Western countries that the Conference should not be convened unless careful
preparation provides a chance for effective action is a very sound one and
should not be abandoned.

Whether the Conference should be a single event, a series of meetings
or a permanent process with an instit utionalized structure is, of course,
more than a procedural question and an essential point for the agenda of
the Conference to which we shall now turn,

c2, Issues of the Conference

The agenda of the Conference has been the subject of a multitude
of bilateral diplomatic meetings, communiques of conferences, unilateral
declarations, inter-allied consultation and non-official studies, 1 The general
trend in East and West appears to move toward agreement on three issue
areas to be discussed at the Conference: first, a common definition of
principles of inter-state relations including the renunciation of the use of
force; second, political and military aspects of security; third, measures of
economic, scientific and environmental cooperation as well as cultural
exchange, The West is interested in adding measures to this agenda that aim

1. For a Western and an East-West collection of articles see: Hans-Peter
Schwarz and Helga Haftendorn, eds., Europaische Sicherheitskonferenz (Opladen:
Leske Verlag, 1970) and "Organisation der Sicherheit und Zusammenarbeit in
Europa, " papers of a symposium in Vienna 10 - 12 March, 1972, Wissenschaft
und Frieden, no. 2, June 1972 (Vienna: Internationales Institut fir den Frieden).

For the most comprehensive proposal see: Some Institutional Suggestions for a System
of Security and Cooperation in Europe (Oslo: International Peach Research

Institute, 1972).
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at the liberalization of movement of persons, goods, ideas and information
across the border,

The priority of these issues depends to a great degree on one's con-
ception of the conference and its aims. If the conference is to achieve
even limited, concrete results at an early stage, the negotiable issues would
have to be treated first. ' I

In approaching discussions on establishing an agenda for the conference,
the Western states should try to give priority to those issues where East-
West agreements are possible. A pragmatic approach which moves in steps
from the easier to the more difficult issues also implies a conception of the
conference as not merely a single event but as a permanent process which
could gradually become institutionalized. The notion that major issues in
East-West relations in Europe could be settled in one single conference
completely under estimates the difficulties and complexities of the problems
ahead and should not be entertained by the West. :

c2(1l}. Principles of Inter-State Relations

It is intended that the conference should in a thorough fashion
review and formulate principles on which inter-state relations should be
based, such as reciprogity of advantages in mutual dealings, equality,
political independence, territorial integrity, non-interference and self-
determination,

This subject area might well turn out to become one of the least tractable
issues where agreement becomes difficult. It could be argued that a discussion
of these principles which are contained in the Charter of the U.N. does not
cast a good light on either the Charter or these states since all of them sub-

. scribe to the Charter and hence to these principles. Nevertheless, a case
can be made for introducing principles as an issue of discussion in the
conference, for even if it leads to a simple reiteration of some principles
contained in the U.N. Charter they will require a thorough discussion on
international politics in Europe and on a variety of grievances and problems
in inter~state relations. In fact, some of the smaller East European states
are particularly anxious to submit the theories of limited sovereignty among
Socialist states to a discussion in an international forum {although their
ability and willingness to speak up against the Soviet Union on this issue is
widely overestimated in Western discussions).

Moreover, the U.N. principles were formulated before the Cold War
arose and without knowledge of the particular problems of Europe. It could
be meaningful, therefore, to discuss the application of these principles to
the new situation in Europe and to formulate.other principles which are not
contained in the Charter, defining long-term goals for common action in
East and West specific to the European situation.
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One of the most interesting non-official proposals for the conferencel
suggests starting the conference with a discussion and formulation of the
principles and then move to a practical implementation through agreements on -
concrete issues in the following years. It appears doubtful, however, whether
such a course would be wise. Any serious discussion of the problem of non-
interference or territorial integrity which goes beyond generalities will un-
doubtedly run into the difficulty of reconciling Soviet conceptions about limited
sovereignty among Socialist states with Western notions. While it is _
desirable to have such . .. Ioontation of views, it would be mistaken to make
further progress of the conference dependent upon agreement on such principles.

The desirable course which Western states should choose in connection
with a discussion of the principles of inter-state relations at the conference
would be to introduce these principles at an early stage as a secondary field
of negotiations while focusing and giving priority to subjects where agreements
are both urgently necessary and possible.

c2(2). Political and Military Aspects of Security

The enhancement of security is, of course, one of the major goals
of this Conference. More recently, however, the Soviet Union and the Warsaw
Pact states have given indication that they are more interested in those parts -
of the agenda dealing with cooperation than with the security aspects, where
they appear to give priority to a discussion of security in terms of general
principles rather than concrete arms control measures. This shift is
corroborated by the Soviet reluctance to take up the Western offer to discuss
MBFR.

So far Western states have not minded this apparent shift in Soviet policy
on the conference. They have never liked the idea of a large European o
Conference discussing the complex-issues of MBFR anyway since the concrete !
measures will primarily concern a small numher of states in the center of '
Europe and the two super powers.

It would not be wise, however, to center the European Conierence on
issues of cooperation while postponing the problems of security. While it i
might be true that the East is more interested in the former, the West
definitely has a strong interest in the latter. The urgency of the American
troops issue, the budgetary pressure and the necessity of a redefinition and
restatement of the American-European relationship make it necessary to
discuss the question of force reductions from the very beginning of the

1. See Some Institutional Suggestions for a System of Security and
Cooperation in Europe, op. cit.
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European Conference. In fact, while the West should avoid a formal jﬁnctim,
a de facto should stipulate MBFR as one of the first issues to be discussed by
the Conference. '

In order to increase the chances of progress on this issue, MBFR could be
subdivided in two phases as outlined earlier. Phase I could be dealt with in a
sub-committee of the conference comprising the states of the reduction area
(BeneluXcountries, CSSR, Federal Republic of Germany, German Democratic
Republie, Poland) and the countries which have troops stationed in this area
(France, Great Britain, the United States, USSR). This sub-committee could
report from time to time to the plenary conference. In fact, if it were
possible to negotiate a system of observers to supervise the reduction in Phase I,
some involvement of other conference member nations would be desirable, if
they are to participate in such a system of supervision.

Independent of MBFR I, the conference should at an early point focus on
the possibility of establishing an effective system for crisis management in
Europe by defining in common what constltutes a crisis and by establishing a
flexible institutional framework within whlchn‘zﬁ deal with any such crisis
by means of mediation, compromise or any other way to regulate a conflict
before it becomes topvirulent. Such a crisis management system could be
established in the form of a "European Security Commission" with participation
of the United States and the USSR and a number of European states which would
be available at the request of any state in the area in times of crisis.

At a later stage in the Conference, MBTR II should be initiated to try
to agree on common rules for giving advance notice of maneuvers and troop
movements, and to negotiate the establishment of a system of observers, con-
straints on troop reinforcements, the freezing of defense budgets and of
specific arms systems and further reductions of troops. Some of the functions
of administration and supervision could be delegated to the European Security
Commission. Since the issues of MBIR II will concern a larger number of
states and possibly require their cooperation on certain aspects, it might be
necessary to enlarge the negotiating committee which dealt with the issues of
MBFR I.

c2{3)., East-West Cooperation

The field of new cooperative ventures offers a multitude of possibilities
for East and West. Always guided by the principle that the negotiable issues
should be dealt with first, East and West could consider first the removal of
certain obstacles such as tariffs, quotas or non-tariff barriers to increase
trade between East and West. Second, cooperative ventures could be
examined, such as a common energy grid for Europe, the development of new
means of transportation, the establishment of 2 common pipeline system,
common industrial ventures, cooperation on a comprehensive environmental
policy to clean up rivers which East and West share as well as a common
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program to save the Baltic Sea.

While both sides could gain much from such ventures, agreement will
not be easy and will take some time since the differences in social and
economic systems, established patterns.of thinking and traditions are
enormous. Nevertheless, kut not only the possible gains but the necessity
to erode attitudeshostility, to induce learning processes on both sides
and to gradually establish cooperative habits in East-West dealings make .
it imperative to undertake negotiations in this fieid,

c2(4). Liberalization of Movement Between East and West

In order to extend the advantages of increased East-West cooperation
to the individual human level, it would be necessary to liberalize the move-
ment of persons, goods, ideas and information, The German government ,
in particular is anxious to see the on-going negotiation between the two German
governments on a normalization of human contacts complemented by a similar
process at the European level. ’

In any case, if cooperation in the economic, scientific and environmental
fields is to progress, a modicum of liberalization of movement becomes
necessary. The Soviet government has shown some willingness to move in~
this direction. Both the Soviet-French Declaration of October 30, 1971 and
the Soviet-Danish Communique of December 5, 1971 mention an improvement
of "contacts between people". Nevertheless, serious differences éxist in this
area, since there is still wide-spread fear among Soviet leaders that a signifi-
cant inerease of contacts at the human level and of movement of ideas and
information might have undesirable political consegquences in the Eastern
system. Only patience and perseverence on the Western side will produce
concrete results, )

One could envisage a variety of fields where liberalization could be
negofiated, such as the creation of facilities for mass tourism in both
directions, student exchange (accompanied by equivalence of degrees and
massive expansion of scholarships for such purposes), all-European TV
programs, exchange of newspapers and books.

c2(5). Imstitutional Aspects

Pragmatism and flexibility appear to be major pre-conditions for
success at the European Conference. The problems involved in establishing
the conference as a more permanent process and creating institutions for the
implementation of agreements will have to be faced when the moment arises.
The European Conference on Security and Cooperation could establish itself '
as a quasi-regional body of the U. N, General Assembly with a small
permanent secretariat to work between plenary sessions which should take

place not too of ten.
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The main task of implementing agreements should be delegated to
permanent sub-committees, in particular to the European Security
Commission, once the participants have agreed on a system of crisis manage-
ment, on certain measures of arms control that need supervision and
administration and on a body that can examine problems of arms control in
Europe on a regular basis. This body could be a kind of European Security
Council though without the powers of the U.N. Security Council and hopefully .
functioning better thun a regional arrangement according to Chapter VII of
the U. N. Charter would probably do.

A link between the European Security Commission and the U. N, system
should be established in any case. However, it would be premature to
delineate the nature of the link at this stage, since this question requires
very careful study by the members of the Conference.

The implementation of various economic agreements could be délegated
to the Economic Commission for Europe or in certain cases to sub-regional
organizations such as the European Community or COMECON.

The various arrangements that result from a European Conference
should be linked with the U.N. system. As we explained earlier, the chance .
to extend some basic structural changes and reforms of international '
politics in a crucial area like Europe to the U, N. systcm should not be missed.
Hence new measures should-not abstain from questioning or revising existing
U. N. procedures or institutions if necessary, for only in this way can change
in Europe give new impulses to the U. N. and strengthen it.

c3. Towards a European Security System ?

It is ofien said that the goal of a European Conference on Security
and Cooperation should be the establishment of a new European security
system. Anyone who espouses this goal, unless he leaves the realm of
practical politice, must naturally opt for.a type of conference which evolves
as a long process over many years. The existing antagonism with its social,
psychological, economic and military foundations run very deep indeed. Any
attempt to change these structural elements in a political process will require
much time and arduous work.

Obviously, ggggtﬁy should be enhanced and not diminished during this
process. Given the basic characteristics of contemporary international
politics, security can only be maintained through effective guarantees with
credible sanctions, and these in turn require some military means which
should be in adequate balance. In the absence of aqU. N. supra-—national
authority with military force at its disposal -,and we are very far from it -
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guarantees, sanciions and hence security can unfortu%ely only be provided
by maintaining a core of the traditional instruments of security, namely
commitments within alliances. Hopefully, they will operate at significantly
lower levels of military postures and under conditions of reduced threat with -
effective machinery for crisis management and arms control. -

A "new" security system in Europe could therefore not dispense with
certain elements of the old security system for quite a long time, although
it would differ from that system by providing more security. Only after
the present antagonism between East and West has disappeared will a
completely '"new" security system emerge that has rid itself of some of the
characteristics of today's alliance structure with its mutual deterrence., Unless
the existing antagonism is replaced by a genuine international community
of common interests and outlook, a '"collective security system' which is
often cited as the ultimate outcome of the trends.set into motion today, would
have no political basis. To be sure this should be the long-term goal and
guide political action over the next years, for example, by encouraging East-
West cooperation. But the practical answer for the years to come lies in an
approach which gradually transforms the present system.

cd. Western Consultation

When the Federal Republic of Germany entered the active phase of
her Ostepolitik with the negotiations of a treaty with the Soviet Union, there o
were considerable fears in-the West that the result of Germany's policy would
be a weakening of her relations with the West, These fears turned out to be -
completely unfounded, thanks primarily to a far-reaching degree of detailed
consultation with the Western Allies at all phases. In fact, there has not
been such intensive consultation within the West for many years as during
the negotiations on the Moscow and Warsaw Treaties as well as the Four
Power Agreement on Berlin,

So far there has been a considerable amount of consultation within Western-
institutions which has produced position papers on a variety of issues connected
with the Conference. Within the European Community, the committee charged
with the coordination of foreign policy has established a sub-committee on the
Conference; a second ad hoc group including a Commission representative
considers economic aspects of the Conference. Within NATO, the Conference
has been the subject of studies and consultation for over two years.

In the recent past, cooperation within the West and the maintenance of
security on the one hand and progress in the field of detente on the other
have both been possible because of effective consultation inside the West.
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The Western countries have therefore every reason to maintain the most
intensive consultation possible at the European and NATO level in preparing
for and negotiating af the Conference.

-

d. West European Intégration and All;EdrOpeé.n Structures:
Opposition or Complementagarity ?

The relationship between the course of European integration and progress
toward East-West cooperation in Europe is going to be one of the crucial issues of
the next years. Many West Europeans have not yet faced up to the dilemmas
that these two processes of change raise for each other.

Over the last years, integration in Western Europe and the movement
towards cooperation in all of Europe have often been confused. The confusion
was glossed over by such attractive formulas as the '"reunification of Europe"
or the "European system of economic cooperation",

In approaching the future, it will be necessary to be aware of the essential
differences between the infegration movement in Western Europe and the
movement toward cooperation in all of Europe: West European integration in
which by common agreement of governments and populations, the first goal , .
economic union, is to be followed by political unity at a later stage, is a process
conducted by countries of similar political structure and outlook and on a2 mulfi-
lateral basis where no one country outweighs the others. '

All European cooperation, however, while aiming at a decrease of tension,
at arms control and crisis management, at a normalization of relations and
cooperative ventures, brings together states which remain antagonistic in their
foreign policy objectives and ideology, which differ pro&oundly in the nature of
their political regimes and where one state, the Soviet Union, by far outweighs
the others in political and military power. The antagonism may not be as strong
between Western Europe and the é&;‘&h central European Socialist states as
between Western Europe and the Soviet Union, but it still is a reality.

OQur earlier conclusion about an all-European collective security system
applies here as well: any fully integrated economic or political system that
extends to all of Europe, pre-supposes the disappearance of the present hostility
and antagonism, hence profound change, in particular within the Soviet Union.
We know from the experience of the last two decades how difficult such change -
is, but the West can encourage such a process through a patient policy of
cooperation and relaxation of tension vis a vis the East. '

Although there are significant differences between the processes of West
European integration and all-European cooperation, there is no innate incom-.
patibility between them. They do not represent alternatives. The West
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Europeans would be extremely short-sighted to sacrifice or slow down the

process of unification, trading the uncertain benefits of an all-European system .
of cooperation - should such an option occur - for progress in the field of West
European integration. The only sensible way for the Western States to avoid
possible dilemmas raised by the relationship between West European integration and
all-European cooperation is to develop policies that make them complimentary
rather than contradictory.

Much will depend on Soviet policy toward the European Communities. .
It has often been asserted that one of the Soviet Union's main objectives in
promoting a European Conference is her goal to undermine the European
Community. While there is no doubt that the Soviet Union has been opposed to
West European integration on grounds of Communist orthodoxy as well as power
politics, there are many signs that she is beginning to accept the European
Community as a permanent fixture in European politics and even a possible partner
for cooperation,

The Soviet demand for a 'dissolution of all blocs™ has often been cited
as evidence for her desire to dissolve the European Community. However, it
is highly doubtful whether in'the course of a process of East-West negotiations
the Soviet Union will press this demand, for it would undermine the cohesive
structure in her own sphere both within COMECON and the Warsaw Pact.
Moreover, if one reviews the development of Communist ideology and its
theoretical interpretations of West European integration, one can clearly see
a general trend which moves toward a reinterpretation that acknowledges the .
inherent advantages of European integration and prepares the theoretical ground
for cooperation with it. Indeed, the Italian Communist Party has advocated
cooperation with the European Community without any reprimand from Moscow.

Finally, one should consider Brezhnev's remarks of March, 1972 in which
he said, that "the Soviet Union does not ignore the realities of the situation in
Western Europe, among them the existence of such an economic grouping of the
capitalistic countries as the Common Market." The assertion thatthe Soviet
proposal for a conference was aimed at "undermining the European economic
community is an absurd thought,' Even if one does not take the latter remark
of the First Secretary of the Communist Party too literally another observation -
made on the same occasion suggests what the general direction of Soviet Policy
toward the European Community might possibly be: "Our relations with the
participants of this grouping will naturally depend on their degree of acceptance
of the realities which have emerged in the Socialist part of Europe, in particular
of the interests of the COMECON members. We are for equality in economic
relations and against discrimination.' These remarks suggest that the Soviet
Union might well discontinue challenging the existence of the European |
Community and instead seek to influence her policies in such a way that the
Socialist countries can draw the maximum advantage from this properous grouping.
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For the members of the European Community, the answer to the
dilemmas raised by the relationship of internal integration and all-European
cooperation should be twofold. First, only if they continue the internal
process of integration and move toward genuine economic and ultimately
political union will the Soviet Union desist from any further attempt to
challenge this grouping and finally accept it as a working partner.

Firmness in the face of any temptations to abstain from further
integration and determination in the face of all possible offensives should,
however, be combined with a second policy. The Eurcpean Community should
be flexible enough in her external policy to make it easy for Eastern Europe
to negotiate with it and to begin practical working arrangements without
insisting on a recantation of the political and ideological past. Official
diplomatic recognition and the exchange of ambassadors is not the main’
problem but rather practical steps toward cooperation. The European
Community might even consider moving the Eastern trade department to
place other than Brussels such as West Berlin for a tfansitional period. The
flexibility toward eastern Europe should include an open-mindedness in
making liberal trade arrangements with the East European countries,
particularly the smaller ones which are in more urgent need of trade relations
with the Community than the Sov1et Union,

In view of the past political and economic achievements of the Community
and the potential for the future of West European unification, all-European
cooperation can only be complements not an alternative. -If the Western
countries apply this simple wisdom to their policies in going to the European
Conference, both the Community and the East European states can gain from
cooperative arrangements. What would be most fatal is a combination of
Soviet pressure on Community members to desist from integration and
disunity within the Community combined with an American passivity vis a vis
Soviet attempts to weaken the Community in the course of the conference.

B. Towards Coordinated Regional Policies ?

The European Community, and the United States are each becoming
aware of fundamental changes in world politics and separately begin to argue
and conceptualize about a future structure of international politics. But so
far there has been no single attempt to review in common a future which they
will increasingly share under the existing conditions of interdependence.

There is a.striking absence of consultation or any integrated view on a
number of regional problems in world politics which are vital for the European
Community, Japan and the United States. Only partial aspects such as military
dimensions or a specific problem arising from.somebody's trade policy become
the subject of consultation. An attempt is necessary to review multilaterally
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the problems of a region in a comprehensive way and to discuss possible
common approaches. Three regions are relevant here.

a. A Mediterranean Policy

The most striking example of an area vital to Europe which has
been neglected as a possible subject for comprehensive review and consultation
among Europeans and between Americans and Europeans is obviously the
Mediterranean. Yet this region is growing in importance to both the United
States and the European -Community for two basic reasons. '

First, it is ridden with actual and potential conflicts. The Arab-Israeli’
conflict is likely to continue to remain the dominant relationship of tension
in the region. Contrary to the relatively stable situation in Central and
Northern Europe wars have broken out here and might break out again. But
actual and potential conflicts can be found throughout the Mediterranean Basin:
the continued tension between Turkey and Greece over Cyprus, potential
domestic instability in Greece, Spain and Turkey; the uncertain future of
some Arab states such as Morocco and Saudi Arabid; internal Arab disputes
and tensions such as those between Algeria and Morocco and between Jordan
and her neighbors; finally, the uncertain future of the multi-ethnic Yugoslavia, '
delicately poised between East and West in an area traditionally riddened with
ethnic tensions and instability.

Second, with the growing energy demands of Europe, the United States
and Japan will make these areas increasingly dependent on imports of oil
from the Middle East. In fact, in no other field will their complex industrial
societies be economically as vulnerable as in oil imports. This was brought
home to the Europeans during the Suez Crisis, but today and in the future the
consequences of a cut-off of oil imports would be infinitely more serious.
The United States would suffer .equally hard although public awareness of the
prowing dependence on oil imports still lags behind the factual developments.
The functioning of the Western industrialized societies has become dependent
on imports from one of the world's most unstable area.

The present absence of a comprehensive review of these problems and
of attempts at common policies and contingency planning is one of the worst
examples of short-sightedness among Western countries and amounts to a
brinkmanship which we can no longer afford. '

To be sure, some attempts at common review and consultation have been
made. The attempt of the European Community to arrive at a common position
on the Arab-Israeli conflict or NAT P contingency planning for this area (lacking,
however, French participation which would be vital in any case of crisis) are
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examples. A comprehensive review of the problems of this area is urgently
needed at a high political level with competent expert advice integrating the
various issue areas relevant in this field ranging from the strategic
importance of trade agreements with Mediterranean countries, to a policy

on the Arab-Israeli conflict, military deployments, contingency planning for
specific crises arising out of upheaval in various parts of the Mediterranean -
area, and emergency plans in case of a cut-off of oil supply from this area.

This comprehensive review should be undertaken in a pragmatic way
in order not to raise any problems about the pqrticipatioﬁ of states that are
vital, such as France in the European context and possibly of Canada and
Japan in a wider context. For obviously, on the issue of oil, Japan and
Canada would be indispensible partners in such a review,

b. An Understanding on Africa

In our earlier discussion of preferential agreements, we concluded
that the United States and the European Community should not allow the
problem of the Community's preferential arrangements with Africa to remain
a constant source of friction, '

The European Community, Japan and the United States &hould undertake -
a comprehensive review of preferential arrangements in the context of a
general strategy towards the development problem and world order. To be
sure, if the proposal of a complete removal of all tariffs within ten years -
could be realized, the problem of preferential treatment would lose a great
deal of its relevance, but the question of quantitative restrictions will be
posed all the more sharply. ' \

,
hY

Assuming that a removal of tariffs will eliminate the basic threat of
these agreements for the validity of the most-favored treatment as a basis
for international trade, the European Community has no reason to be
particularly defensive about its association agreements with the African
states. Their main purpose consists in helping the African states in their
development. Indeed, the Yaunde Convention represents Europe's own
little Marshall Plan for Africa.

When Britain joined the Community, it became official policy fo offer
association agreements to all African states. The East African states have
already taken up the offer and concluded an association agreement. An
extension of the association to all African states solves some problems and
raises new ones. It could help to overcome the age-old division of Africa into
English-speaking and French-speaking countries but at the same time sharpen
the inequality of treatment among nations of the under-developed world.



The European Community, Japan and the United States should have a
frank exchange of views on this problem. Should it become their long-term
policy to eliminate their respective special spheres of influence in the
under-developed world? Is the United States willing to abandon the notion
that Latin America represents a special area of responsibility and
cooperation as expressed inter alia by such arrangements as the Alliance
for Progress and the OAS? Or should the European Community, Japan
and the United States agree on a policy that attenuates over a period of years
discriminatory treatment of developing countries by regions and accept the
notion that each of them has responsibilities in a region where it would
make special efforts of development as a complementary action to aid by ‘
multi-lateral institutions and other countries ?

¢. Consultations on Asia

Asia which is undergoing such far-reaching change should be one of
the major areas of consultation. Besides a discussion of the long-term
- strategic implications of the changing power relations in Asia consultation
could incluse American, European, and Japanese trade and economic
relations with China or the possibilities of jointly entering cooperative
ventures with the Soviet Union for the development of Siberia.

There is unfortunately no forum for the discussion of such long-term
questions of political strategy, and while some of these questions could be taken
up in connection with international economic reform others should be dis-
cussed at a political level.

The time has come for the Eurépean Community, Japan and the United
States to review possible strategies for the future at a high political level
thus complementing their common attempts at reforming the international
economic system. Such a common assessment of the existing situation and
possible policies for the future should cover all basic elements pertaining to
international stability and the changing structure of the international
system. ’
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C. The United States and the European Community

American attitudes toward the emerging European Community have
changed considerable over recent years. OQur earlier analysis of a variety of
issues in the fields of economics and security traced the change in this attitude
from the unconditioned support in the early post-war period to a mixture of
qualified support at the official level to indifference, misgivings and opposition
at the unofficial level. Moreover, the nature of the divisive issues between
the United States and Europe and the dynamics of the forces at work suggest that
this American-European alienation might get worse unless both sides make an
enerxgetic effort to reorganize their relationship.

: Such a reorganization showld aim at restructuring their relations along
~ the lines of a bilateral partnership with special machinery for consultation and

coordination of policy and requires substant1a1 progress in the movement toward
European unity.

a. The Necessity for European Unity

The present inability of the European Community to overcome
its national divisions and move toward genuine economic and political union is
one of the major reasons for growing American reservations about the European
Community. As we desoribed earlier, the revival of unification and the infusion
of genuine steps toward unity will make a great deal of difference both to the
United States and other outsiders in ovaluating the economic impact of this group*
ing on themselves.

Greater unity is necessary not only to influence attitudes but
also to create the prerequisite for greater effectiveness in solving common prob-
lems. Our earlier analysis showed quite clearly that the United States and Europe
have to undertake thorough reform in a variety of fields, The chances of success
will be infinitely greater if instead of going through the frustrating experience of
dealing with ten different partners the United States can deal with one single partner
in a Europe that is able to express itself through one voice, regardless of whether
this is the Commission of the Community or any of its members speaking in its

name.
If the European Community fails to malke substantial progress

in unification within the near future, American resistince to certain economic
measures of this grouping is likely to grow along and American disillusionment
with this undertaking which they had supported for many years with great hope

will rise. A tougher American policy in dealing with ten countries which remain
divided could, of course, aggravate European resentment of their inferior situation
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and turn against the United States, leaving American policy torn between
withdrawal and involvement to protect her own interests.

b. The Difficult Path Toward Partnership

As we tried to show earlier, the degree of mutual mis-
understandings, mere lack of information and ignorance of the fundamental
problems at stake has reached the danger level in American-European re-
lations. As a European observer put it, "American opinion tends to perceive
simultaneously the spectacular ‘reconciliation' with China, the partial arrange-
ments with the Soviet Union and the monetary commercial quarrels with the
Europeans; it appears as if the United States had as adversaries, if not as-
enemies, allies only.'r 1.

A rational debate on the issues at stake is necessary in
which the problems are examined, illusions and prejudices exposed and
alternatives presented. Unless, for example, the informed American public .
can be convinced through a rational presentation of the facts that isolationism
and protectionism are basically irreconcilable with American interests, any
attempt at reforming trade or monetary policy, let alone security policy, will
be difficult. if not futile. Therefore, in order to create that consensus, we
argued earlier for a debate accompanying measures at the diplomatic level
betweéen America and Europe. -

We have already outlined in greater detail the policy measures
that will be necessary in the various fields. In the field of security, a reassess-
ment and restatement of the mutual security commitment combined with common
efforts to maintaining an American presence at reduced levels and a reorganization
of the trans-Atlantic defense by creating a West European defense structure
which will assume a greater share of the common defense will be necessary.

In the economic field, we delineated a variety of areas where
both sides have a2 common stake in reform and in establishing an effective and
new system of managing the interdependent economy. Though most of these -

1. Raymond Aron, Vingt-cing ans aprés le Plan Marshall, paper given at an

American-European Conference at Royaumont, 4-7 May, 1972, mimeographed,
p. 27.
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steps will require some coordination with Japan as well as the establish-
ment of institutions in a larger framework comprising the major indus-
trialized countries of the West, there can be no reform without American
or European contribution, Their leadership is decisive in approaching the
multitude of problems to be solved in the forthcoming years.

In the political field, the success of the forthcoming
rounds_ of negotiations with the Communist states on arms control and
cooperation in Europe will depend {o a great degree on the ability of the
Western states, with the United States and the European Community at their
center, to develop and implement a coordinated strategy,

Hence, the tasks ahead are huge and the stakes enormous.
What distinguishes American-European relations as well as American-
" Japanese relations significantly from American relations with the Soviet
Union and China, although they are sometimes mentioned in the same con-
text as if they were similar, is an underlying identity of ipterests in major
political and economic areas as well as a basic predisposition towards
tradition in cooperation.

To mobilize these traditions of cooperation and to
activate the common interests in approaching these problems will be the
task of statesmanship in America and Europe. Each will depend on the other
for effective policies in a variety of fields. Yet both sides will face the diffi-
cult task of secking an identity of its own which is respected by the other
within this relationship of interdependence.

President Nixon's State of the World message of 1972
remarked on this problem: '"This change means the end of American tutelage
and the end of the era of automatic unity. But discord is not inevitable
either, The challenge to our maturity and political skill is to establish a
new practice in Atlantic unity -- finding commong ground in a consensus of
independent policies instead of in deference to American prescriptions.”l'

Nevertheless, in dealing with ten European countries which
are engaged in the difficult process of integrating themselves, certain United
States decisions will inevitably affeet this process of unification positively
or negatively. If American policy does not wish to repeat the stand taken

1. U. 8. Foreign Policy for the 1970's, op. cit., p. 40.




under President Kennedy which made acceptance of Europe as a partner
dependent upon completion of unity and thereby postponed the partnership, -
the American government should treat the emerging community in day-to-
day dealings as one unit wherever possible even if unity is only partial

and still in progress.

¢. Pre-conditions and Machinery for Communication and
Coordination '

In view of the urgency and complexity of the problems,
the United States and Europe badly need more effective communication and
coordination of policies in entering a new phase of restructuring inter-
national politics, but the pre-conditions and the machinery that would be
necessary are either insufficient or totally absent. We shall distinguish
four areas.,

First, communication does not function well in the field
of policy-making at the government level. While in the case of the American
governmental structure, the divergencies between policies of different depart-
ments sometimes pose problems the major problem arises out of the absence
of a clear partner in communicating with the European side, The experiment
of regular consulfations between the US and the Commission was discontinued
because the Council of Ministers was unwilling to give a meaningful mandate -
for a continuation, But such regular communication is absolutely essential
to keep each other informed and to eliminate all the minor causes of mis-
understandings and frictions.

There is therefore an urgent need for establishing some
machinery for constant communication between the United States government.
and the European Community.  This task would preferably be assigned
to the Commission which should possess a sufficiently large mandate to be
able to fulfill it. Such a machinery must be accompanied by 2 commitment
of both sides to consult and inform each other on specific problems in order
to avoid surprise unilateral decisions which afféct interests of the other side. 1.
Such a machinery would complement the existing channels of bilateral and.
multilateral communication within OECD or NATO.

1. See in this connection the proposals made by Robert Schaetzel, op. cit.
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Second, the effective communication between elites that were
particularly relevant for foreign policy on both sides of the Atlantic, is
declining, On both sides of the Atlantic some of the elites which have
to maintain effective communication in the past are gradually being
eliminated from the foreign policy process as a result of age and a
restructuring of foreign policy-making. Trans-Atlantic communication
among legislators which has never been very intensive in the post-war
period has declined to minute proportions. -

Since America and Europe are entering a phase of reassessing and
restructuring their mutual relations and their role in the world, it is
absolutely crucial that a modicum of communication be revived between
legislators and other members of the political elite which will influence
this process. This is all the more necessary since the measures of reform
to be negotiated and impleménted in the forthcoming years cannot remain a matter
between the Executive branches in Europe and America but require of a
consensus of legislatures and the relevant public to support the new policies,
The time has therefore come for legislators and private groups on both
sides of the Atlantic to make a deliberate effort to increase communication
and debate among themselves., :

This leads us to a third area, public awareness and involvement in
the process of reform. Public debate on both sides of the Atlantic that
produces a rational assessment of the situation, factual information and avail-
able alternatives must be promoted in order to create a democratic con-
sensus behind any reform measures, On many of the relevant issues one
meets with either ignorance or misconceptions. In the United States where
the rebuilding of a domestic consensus behind a restructured foreign policy
is a particularly urgent task, the media on the whole failed to provide
information about the world, let alone qualified analyses and examination
of possible alternatives. '

For these reasons, private groups and foundations on both sides of the
Atlantic should make a major effort to establish a minimum basis of
information, to encourage discussion and presentation of rational aiternatives
in order to create a domestic consensus behind new measures in restructuring -
relations between the United States and Europe as well as a common contri-
bution to reform in international politics.

: \

The fourth and final area is in essence 2 special manifestation of the
third area: attitudes among the young. European and American governments
and foreign policy elites must make a more deliberate effort to confront their
younger generations with the problems and choices of foreign policy. At the
moment all analyses of yduth in America and Europe point to the same con-
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clusion. The more educated members of the younger generation tend either

to withdraw entirely from any interest in foreign policy or actually oppose it
on the ground that it stabilizes those domestic circumstances which these
young people want to see changed. Or foreigh policy is seen entirely in
moralistic terms focusing attention exclusively on liberation movements in

the Third World and on questions of development. The concerns of policy-
makers on both sides of the Atlantic are simply regarded as irrelevant. Another
less educated, less vocal and less involved segment of the younger generation
share some of the concerns of foreign policy-makers, but usually conceives
international politics in a ¢rude conservative fashion as a struggle in which the
strongest survives. '

The frequent answer that the younger generation is not particularly

" relevant in the making of foreign policy and that the socialization process of
elite recruitment will secure continuity is highly unsatisfactory. A continuation
of the present rift between the educated and vocal younger generation and the
foreign policy elite in power i not only generates constant tension in domestic:
politics in various countries but is likely to affect policy through the growing
impact of this group on public opinion in general. '

A more deliberate effort by governments and foreign policy elites to engage
in a rational dialogue with the younger generations on the issues of foreign
policy is necessary on both sides of the Atlantic, however painful and difficult
that actually may be. What matters most, of course, in creating.some interest
in and consensus behind foreign policy is the policy itself, its persuasiveness
and credibility, its concern for the developing countries and its ability to create
better conditions for peace.

"4, The Environmental Problem: Implications for US-European
Relations

(To be added in the final version)
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5. The Development Problem

To the European Community, Japan and the United States, par-
ticularly prosperous countries and major aid donors, the problem of
development has been and will continue to be a major concern. However,
they will be forced to devote even greater attention to this problem in the
forthcoming years. TFirst, the dimension of underdevelopment and relations
with underdeveloped countries will be linked with a variety of issue which
they have to discuss in connection with a reform of the international
economic system. Second, a number of trends which will be discussed
below suggest that the development problem is likely to assume greater
urgency within the next years and impel them to become more active in
this field.

A, Aggravating Trends in the Development Problem

Despite theé substantial aid effort of industrialized countries and
a remarkable growth in the underdeveloped countries during the Development
Decade that ended in 1970, the gap between the rich and the poor countries
has widened. Although the target growth of 5% of the GNP was exceeded, a
large part was neutralized by the unprecedented rate of population growth |
in most developing countries in the 1960's, averaging almost 2.5% per year. : o
Therefore the gap between rich and poor countries widened both relatively |
and absolutely. While their income rose about $10 per head during the |
decade, it rose by about $300 in the industrial coumtries.

Moreover, the developing countries went ever deep in debt. The private
and public debts of developing countries have reached such proportions that
the debt service amounts to between 50 to 85% of new loan dispersements in
quite a few cases. In fact, in some low-income countries, the debt problem

assumes genuine crisis proportions.

Modest progress is over-shadowed by the deepening of inequalities between
social groups inside developing countries.

Despite many hopeful signs, the pace of progress is so frustratingly slow
and the perception of the widening gap so intensive that in the years ahead,
instability and militancy are most likely to.increase in the developing
countries. :

The environmental problem almost certainly adds further sources of




strain between developed and underdeveloped countries. The additional
cost of pollution-free industrial equipment on which industrialized countries
will increasingly insist is likely to more than consume the very marginal
increase in development aid and therefore de facto decrease the productive
impact of aid. The pollution and health standards which will become

more and more stringent in the industrialized countries will affect some
exports from developing countries, and it is by no means certain that

they will receive complete compensation for possible losses. Developing
countries understandably object to being deprived of industrialization because
of its alleged damage, having reaped neither its rewards nor its curses
(vet), simply because northern countries, having grown rich no longer want
to live with its negative consequences.

Whether the growing strains between developed and under-developed
countries as they erupted for example at the U.N. Conference on Trade
and Development at Santiago will make a rational development strategy
easier is doubtful. But the European Community, the United States and Japan
have a considerable stake and responsibility in taking the interests of the .
developing world into account when they set out to reorganize relations among
themselves.

B. Reform of the International Economy and Development

Most of the issues involved in a reform of the international economic
system have a developmental dimension. Since no ready-made answers are
available as to how the interests of the developing countries can best be served,
it is essential that the European Community and the United States make an effort
to include them in a common review and possible solutions.

Thus a review of possible monetary reform should give developing
countries a full voice in the discussions and should examine how a new system
could better help developing countries. This applies .in particular to credit
facilities in connection with SDR's.

Turning to preferential agreements with African and Mediterranean countries,
the Community, Japan and the U.S. should examine the desirability for all
states concerned of a continuation of the present system which might in the
long run result in three spheres of influence of Europe, the United States
and Japan respectively. In any case, a complete removal of tariffs if combinea
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with a removal of quotas for goods from developing countries would offer
the kind of trading opportunities which the developing countries need. In
discussions about possible adjustment procedures, one would have to examine
what special allowances could be made in favor of developing countries.

A possible agreement on rules concerning multinational corporations would be of
particular interest to the developing counfries since they have been especially
concerned about their political and economic implications, in particular as threats to
their independence. In fact interests differ to such an extent, that a case
could be made for working out an agreement on multinational corporations within
the industrialized world first and for dealing with the problem in developing
countries separately in-a second round of negotiations.

a. Environment énd Dévelopment

In our earlier analysis of the political and economic conse-
quence of the environmental crisis we concluded that the finiteness of our
world and ifs resources necessitates far-reaching adapatations to be made
in our economic and social policies in order to deal effectively with these
problems. We were then thinking primarily in terms of industrialized
societies. But if we examine the consequences of the environmental problem
for developing countries, the possible implications are no less intriguing
than for industrialized nations; indeed, if considered in a world-wide context
the reasons for adaptations of policy in industrialized countries become
even more compelling.

Our past conception of developing has been one in which the industrialized
world continues to grow and becomes richer and in which the under-developed
world through a massive transfer of-aid and the application of high technology
grows even faster so that the present gap between rich and peoor would constantly
narrow. - But if we were really to succeed in raising the standard of living
of the five billion people in the under-developed world to approximately the
level of Japan, the result would indeed be a drastic depletion of the world's
resources, catastrophic forms of pollution (in particular in connection with
agricultural technology) and eventually major disruptions.

Yet it would be simply inhtimim, to deny economic growth to under-
developed countries. Many of the ardent advocates of zero growth have
not entirely faced up to the moral implications of such views with regard
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to underdeveloped countries. For economic advancement is the sine qua non
in solving the problem of underdevelopment.

But is there no alternative between the two unacceptable extremes:
denial of development of the prospect of possible environmental catastrophies ?
'"We are left with the absolute necessity of a third course: the purposive
development in the Third World of sustainable standards of nutrition, .
schooling, widely shared incomes and, above all, labor - absorbing agriculture
and industry on the one hand and, on the other, the equally purposive development
in the rich countries of standards which are more intellectually, artistically
and spiritually rich and less consumptive in materials and energy.''. Such
a course requires a fundamental re-thinking of existin:g development models:
which in most cases merely repeat the wasteful patterns of the industrialized
North., This course is likely to meet with strong resistance in developing
countries themselves. Moreover, such a shift would only be ‘acceptable to the
. less developed world if industrialized countries in turn would make their own
contribution toward a more rational use of existing resources, and as we have
seen earlier that is an immensely difficult task.: '

It is difficult to see where the immediate implications of the environmental.
problem for the development policy of the European Community, the United
States and Japan lie We have just begun to think about these problems.
Diplomats and politicians on the occasion of the first discussion of development
and environment at the U.N. Conference on the Environment in Stockholm
were concerned with the '"traditional' questions of transfer of resources, payment
of additional costs of pollution devices, compensation for possible export
losses as a result of new standards, etc.

Much could be said for another "Pearson Commission' which would
thoroughly look at these problems to provide some orientation on possible
implications of the environmental problem for the development policies of
"both industrial and underdeveloped countries, . '

b. The End of Aid Increase?

Although the environmental problem casts a shadow of uncertainty
on the future orientation of development policy, the massive and increasing

1. Lady Barbara Jackson (Barbara War&) in" a letter of March 3, 1972, to the
author. '
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transfer of resources continues to remain of utmost necessity. However,
the record of aid to developing countries is not encouraging. In 1970

of the-total increase of about 7%, half was the result of price inflation and
most of the increase was due to private export credits and investments
whereas the really crucial aid, the official development assistance rose
only 3%, hence just enough to keep up with price increases. Although
official development assistance rose in absolute ferms from $4.6 to $6.8
billion between 1960 and 1970, it decreased in relative terms from 0.52%
of GNP to 0.34% . In the same time span, the GNP of the OECD members
doubled, and governments increased their expenditures from $156 billion in
1961 to $292 billion in 1970. .

In the past the governments of the industrialized countries of the West
had agreed that development aid should not only grow proportional to their
own increase in wealth but grow faster until a new flow of resources to
developing countries of 1% of GNP had been reached. To be sure, one can.
cite a number of reasons why aid expenditure which had reached a figure
of 0.95% in 1961 fell to 0.74% by 1970. Each of the governments in
question faces the necessity of costly domestic reforms in many areas.

But the fatalism with which this downward trend of aid is accepted by
policy-makers in the West is profoundly disturbing. No doubt given public
mood at the present one cannot gain votes with development aid in elections.
But that public mood could be changed if political leaders choose to do so by
taking a strong public stand on these issues. Self-interest in a stable world,
but above all humaneness, demand a change of our policies.-



