
[image: couverture]



[image: pagetitre]




  
    
      If you give a man a fish,

      he will have a single meal.

      If you teach him how to fish,

      he will eat all his life.

      Kuan-tzu

    

  



Note
In this translation the word ‘billion’ is used in its French and American sense of one thousand million.



FOREWORD
More than 45 years have passed since Jean-Jacques Servan-Schreiber published “The American Challenge” – but the book remains seminal. It’s true that Servan-Schreiber’s most arresting predictions haven’t come to pass: American corporations have not come to dominate the European economy, the United States has not established a commanding position of economic and technological superiority. But while Servan-Schreiber may not have been an always correct forecaster (who is?), he was an incredibly insightful prophet. The American dominance he warned of didn’t happen – but the world we live in is nonetheless very much the world Servan-Schreiber imagined.
 
Just to deal with the “American challenge” in its narrowly interpreted form: American corporations are major players on the European scene, but fall far short of the role Servan-Schreiber envisaged. According to estimates from the U.S. Bureau of Economic Analysis, in 2010 U.S.-based multinationals in Europe produced about $600 billion in value-added, or a bit less than 4 percent of the European Union’s GDP, and employed 4.6 million workers, or a bit over 2 percent of total employment. These are big but not stunning numbers, and clearly not the kind of takeover readers of the 1968 edition might have expected to see.
 
Yet rereading “The American Challenge” today, one can argue that it wasn’t really about America versus Europe at all. It was, instead, about the changing nature of advanced economies. Servan-Schreiber put a face on those changes by calling them “America”, which helped him grab his European readers’ attention. (There’s nothing like a bit of nationalism to get the adrenaline up.) But does it really matter whether a multinational corporation is nominally American or European?  Not really. What matters are the drivers of economic value and economic success. And Servan-Schreiber was far ahead of his time in seeing how these drivers were shifting.
 
Today it’s a commonplace to say that we live in a knowledge economy, that human capital matters more than physical capital, that economic value comes largely from invisible assets, that innovation matters more than accumulation. In 1968 these were radical propositions. Never mind trans-Atlantic rivalry, Servan-Schreiber had a vision of the future that has come stunningly true.
 
His chapter on computers was especially prescient. Those were still the days of giant mainframes, laboriously fed with punchcards. But he saw that the future would involve small but incredibly powerful machines, not to mention networks – the future he describes, one of online data and instantaneous communication, prefigures the internet with remarkable accuracy.
 
Above all, Servan-Schreiber had an expansive vision of economic policy – one that stressed education, creativity, and European integration. Some of what he urged for Europe has come to pass; much has not. And rereading his book in these narrow-minded times, when all the talk is of austerity and reduced expectations, is a reminder of how important it is to have that kind of vision. Europe needs more Servan-Schreibers.
 
Paul Krugman
 
Princeton, February 2014



INTRODUCTION
THIS book develops an inquiry that began with a factual observation but has far-reaching implications.
Starting with a rather matter-of-fact examination of American investment in Europe, we find an economic system which is in a state of collapse. It is our own. We see a foreign challenger breaking down the political and psychological framework of our societies. We are witnessing the prelude to our own historical bankruptcy.
At times like this we naturally think about reinforcing the barricades to hold back the invader. But purely defensive measures might well make us even weaker. In trying to understand why this is so, we stumble across the key element. This war — and it is a war — is being fought not with dollars, or oil, or steel, or even with modern machines. It is being fought with creative imagination and organizational talent.
At least a dozen European authorities have known this, and have been trying to tell us for some time. But no one has been paying any attention. This inquiry is based on what these men have seen, explained, and analysed.
Those whose job it is to lead us and keep us informed have been casually looking at each individual piece of the puzzle. Now it is time to concentrate on the problem as a whole. This strange phenomenon, so dangerous, so massive in its size and power, is hypnotizing and overwhelming. From our present ignorance we could sink into total despair.
The day may indeed come when we can only sit by helplessly and watch Europe disappear as a centre of civilization. But that day is not yet here, and there is still time to act.
Act how? Fight against what? We have less to fear from the absence of a European will than from its lack of direction.
General Motors, after all, isn’t the Wehrmacht. The fight for the ownership of Machines Bull isn’t Munich. And the supersonic Concorde jet isn’t the battle of Sedan. This is the first full-scale war to be fought without arms or armour. If we had another André Malraux today, he would tug our heartstrings not with tales of the heroism of the fighters at Terruel, but with the fabulous struggle for the conquest of Titan’s metal, or the ferocious effort to master the mental world of integrated circuits.
Even without a great lyric poet to recount them, the facts themselves are charged with power and emotion. It is enough to watch American investment skim gently across the earth like the fabled swallow, and watch what it takes away, how ‘it thrusts, twists, enfolds, tears away, carries off, breaks open, and attacks’. Here is how it is done.




PART 1
THE ASSAULT ON EUROPE


CHAPTER 1
THE SWEETEST DEAL
FIFTEEN years from now it is quite possible that the world’s third greatest industrial power, just after the United States and Russia, will not be Europe, but American industry in Europe. Already, in the ninth year of the Common Market, this European market is basically American in organization.
The importance of U.S. penetration rests, first of all, on the sheer amount of capital invested — currently about $14 billion ($14,000,000,000).1 Add to this the massive size of the firms carrying out this conquest. Recent efforts by European firms to centralize and merge are due largely to the need to compete with the American giants like International Business Machines (IBM) and General Motors. This is direct penetration. But there is another aspect of the problem which is considerably more subtle.2
Every day an American banker working in Paris gets requests from French firms looking for Frenchmen ‘with experience in an American corporation’. The manager of a German steel mill hires only staff personnel ‘having been trained with an American firm’. The British Marketing Council sends fifty British executives to spend a year at the Harvard Business School — and the British government foots the bill. For European firms, conservative and jealous of their independence, there is now one common denominator: American methods.
During the past ten years Americans in Europe have made more mistakes than their competitors — but they have tried to correct them. And an American firm can change its methods in almost no time compared to a European firm. The Americans have been reorganizing their European operations. Everywhere they are setting up European-scale headquarters responsible for the firm’s Continental business, with sweeping powers of decision, and instructions not to pay any attention to national boundaries.
These U.S. subsidiaries have shown a flexibility and adaptability that have enabled them to adjust to local conditions and be prepared for political decisions taken, or even contemplated, by the Common Market.
Since 1958 American corporations have invested $10 billion in Western Europe — more than a third of their total investment abroad. Of the 6,000 new businesses started overseas by Americans during that period, half were in Europe.3
One by one, American firms are setting up headquarters to coordinate their activities throughout Western Europe. This is true federalism — the only kind that exists in Europe on an industrial level. And it goes a good deal further than anything Common Market experts ever imagined.
Union Carbide set up its European headquarters in Lausanne in 1965. The Corn Products Company, which now has ten European branches, moved its coordinating office from Zurich to Brussels and transformed it into a central headquarters. IBM now directs all its European activities from Paris. The Celanese Corporation of America has recently set up headquarters in Brussels; and American Express has established its European offices in London.
Standard Oil of New Jersey has put its European oil (Esso Europe) headquarters in London, and its European chemical (Esso Chemical SA) command in Brussels. Both have been told to ‘ignore the present division between the Common Market and the free trade zone [Britain, Scandinavia]’. For Esso, Europe now represents a market larger than the United States, and one growing three times faster.
Monsanto has moved its international department from St. Louis to Brussels, where Mr. Throdahl, one of its vice-presidents, directs not only European operations, but all business outside the United States. Monsanto is now building factories in France, Italy, Luxembourg, Britain, and Spain, and preparing plants for Scotland and Ireland. Half of its sales now come from Europe.
The greater wealth of American corporations allows them to conduct business in Europe faster and more flexibly than their European competitors. This flexibility of the Americans, even more than their wealth, is their major weapon. While Common Market officials are still looking for a law which will permit the creation of European-wide businesses, American firms, with their own headquarters, already form the framework of a real ‘Europeanization’.
A leading Belgian banker recently stated: ‘The Common Market won’t be able to work out a European corporate law in time, and during the next few years U.S. corporations will enjoy a decisive advantage over their European rivals.’ The American giants in Europe become bigger and stronger all the time, and are hiring ‘development’ experts whose job is to seek new acquisitions.
While all this has been going on, the Europeans have done little to take advantage of the new market. On the industrial level Europe has almost nothing to compare with the dynamic American corporations being set up on her soil. The one interesting exception is Imperial Chemical Industries (Britain), the only European firm to establish a continental-scale headquarters to administer its fifty subsidiaries.
Efforts of other European corporations are timid by comparison. Among these the best known is the film company Agfa (part of the Bayer group), which two years ago decided to merge with its Belgian rival, Gevaert. But it was not a very romantic marriage. The two companies exchanged directors, put a hyphen between their names (Agfa-Gevaert), and combined their research departments. That’s about all. Aside from that, they have announced their intention to form a truly unified firm the day the Common Market gives the go-ahead by passing a still non-existent statute permitting European-wide corporations. They are still waiting for legislation.
In the meantime, American firms continue to carve up Europe at their pleasure. In the words of a report by McGraw-Hill: ‘The creators of the Common Market, men like Robert Schuman, Jean Monnet, and Walter Hallstein, can be proud of helping break down the barriers dividing Europe. But it is American business that has understood their idea and is helping Europe discover itself by applying, with a few variations, the same methods America used to build its own enormous market.’
Europeans especially envy the ease with which American firms reorganize themselves to tap the full potential of the new market, and they are very much aware of the advantages this flexibility offers. The question they ask me most often, says an American executive working in France, is simply: ‘How do you do it?’
Hand in hand with this industrial penetration is another giant U.S. business taking shape in Europe — the creation of management consultant organizations.
The three American consultant firms with European branches (Booz, Allen and Hamilton, Arthur D. Little, Inc., and McKinsey and Co.) have doubled their staff every year for the past five years. The Americans are building a ‘market consciousness’ around themselves.
According to an American executive in Frankfurt: ‘If a German manager wants to increase his production, he studies all the factors that go into the manufacture of his product. But if I want to increase my production, I add to these same calculations our research and market predictions so that I will know not only how to produce, but how to produce the desired quantity at the lowest cost. What interests me is my profit margin. What interests my European competitor is a factory that produces. It isn’t the same thing.’ This science of marketing is new in Europe. Nonetheless, there is hardly a major European executive today who does not put it at the top of his list of his concerns.
Thus, even beyond massive U.S. investments, it is American-style management that is, in its own special way, unifying Europe. As the American businessman from Frankfurt, quoted earlier, added: ‘The Treaty of Rome is the sweetest deal ever to come out of Europe. It’s what brought us here. We’re happy to be here. We’re making money. And we’re going to make a lot more. Whether the political negotiations in Brussels move ahead or not, prospects in commerce and industry are better for us here than they are in the United States.’
It really is the sweetest deal anyone ever thought of. But why for them and not for us? Why do they succeed better over here than we do ourselves? In the search for the answer to this question, a whole new world opens up.


1. 
In fixed assets — that is, plant and equipment, not including working capital (about as much again). Source: U.S. Department of Commerce.


2. 
This chapter is based on a special report issued by the European offices of McGraw-Hill, Inc., the leading American firm dealing in economic information.


3. 
Measures announced by President Johnson in January 1968 will partially reduce the U.S. payments deficit by reducing the amount of dollars going overseas. But, as we shall see in the next chapter, the growing economic dominance of American industry is no longer merely ‘a matter of money’. Nor is the eventual decline of direct investment in Europe in itself a factor in the balance. Indeed, it is quite the contrary (see page 18) — which is why European governments were so alarmed when these economic measures were announced.





CHAPTER 2
NOT A QUESTION OF MONEY
MOST people in Western Europe think that the problem of American investment is obscure and technical, something that ought to be left to financiers and economists. It almost never comes up in political debates, and its implications are lost on those concerned with public affairs, and even on members of the government. Outside of a few experts, almost no one understands it. Terms like ‘technological gap’ and ‘managerial gap’ have become tired clichés even before we understand what they mean.
The problem is a subtle one for many reasons. It is not that we are being inundated by an excess of U.S. dollars which the Americans cannot use and which flow to the Common Market because of a temporary set of circumstances. On the contrary, it is something quite new and considerably more serious — the extension to Europe of an art of organization that is still a mystery to us.
The Common Market has become a new Far West for American businessmen. Their investments do not so much involve a transfer of capital, as an actual seizure of power within the European economy. Statistics fail to reflect the real gravity of the problem. This is why a group of economists from the six Common Market nations recently spent a year working on a more detailed analysis.1
American industrial investment, represented by U.S. firms in Europe, is currently less than 10 per cent of the total capitalization of all corporations (except in Belgium). This figure, however, has to be modified by analysing the current growth rate of these investments.
The U.S. Department of Commerce finds it ‘striking’ that from 1965 to 1966 American investment rose by 17 per cent in the United States, 21 per cent in the rest of the world, and 40 per cent in the Common Market. These figures dramatize how the Common Market has become the New Frontier of American industry, its promised land.
A survey of leading American industrialists by the investment banking firm Donaldson, Lufkin and Jenrette, reveals that in the future these firms will consider it normal to invest 20 to 30 per cent of their assets in Europe. Although such levels have not yet been reached, this survey confirms the likelihood of an even higher growth rate for American investments in the years ahead.
Even more important than the growth rate are the qualitative aspects of American investment.
There is a crucial disproportion between investments made by Europeans in the United States, which are usually little more than the purchase of securities, and investments made by Americans in Europe, which often involve a real seizure of control.
It is a historical rule that a country politically and economically strong makes direct investments (and thus gains control) in less-developed countries. Thus European capital used to flow into Africa — not for simple investment, but to gain economic power and exploit local resources. Economically weak countries, suffering from the reverse side of the same classic law, see their savings seep away to the stronger countries in the form of investments. This is precisely what is happening today in the underdeveloped countries of Africa, where the property-owning classes invest their savings in Europe.
Most striking of all is the strategic character of American industrial penetration. One by one, U.S. corporations capture those sectors of the economy most technologically advanced, most adaptable to change, and with the highest growth rates.
As early as 1963 Gilles Bertin showed that American firms in France controlled 40 per cent of the petroleum market, 65 per cent of the production of films and photographic paper, 65 per cent of farm machinery, 65 per cent of telecommunications equipment, and 45 per cent of synthetic rubber, among others.2 The most important sector of the economy, however, and the one most crucial for the future, is electronics. Here it is easy to see the direct link between the role of American firms and a high degree of technology involved in production. American corporations in Europe control:
	15 per cent of the production of consumer goods — radio and TV, recording devices, etc.;

	50 per cent of semi-conductors — replacements for old electronic tubes;

	80 per cent of computers — electronic calculating machines which, among other things, transform the management of corporations;

	95 per cent of the new market for integrated circuits — miniature units crucial to guided missiles and the new generation of computers.


These figures are important to keep in mind, for electronics is not an ordinary industry: it is the base upon which the next stage of industrial development depends. In the nineteenth century the first industrial revolution replaced manual labour by machines. We are now living in the second industrial revolution, and every year we are replacing the labour of human brains by a new kind of machine — computers.
A country which has to buy most of its electronic equipment abroad will be in a condition of inferiority similar to that of nations in the last century which were incapable of industrializing. Despite their brilliant past, these nations remained outside the mainstream of civilization. If Europe continues to lag behind in electronics, she could cease to be included among the advanced areas of civilization within a single generation.3
The least-known aspect of American investment in Europe is how it is financed. Financing investments is less and less a problem for American corporations. With their scope, capabilities and techniques, they have no trouble finding money on the local market to pay for their factories.
During 1965 the Americans invested $4 billion in Europe.4 This is where the money came from:
	Loans from the European capital market (Euro-issues) and direct credits from European countries — 55 per cent.

	Subsidies from European governments and internal financing from local earnings — 35 per cent.

	Direct dollar transfers from the United States — 10 per cent.


Thus, nine-tenths of American investment in Europe is financed from European sources. In other words, we pay them to buy us.
In 1966 the Euro-dollar market supplied American corporations with $450 to $500 million. This is private capital directly connected to the U.S. payments deficit.5 These Euro-dollars, earned by Europeans from sales to the United States, form a protected financial market and are loaned to subsidiaries of American firms. European corporations, by contrast, rarely have the means to join this exclusive financial club.
The remainder of financing for U.S. investments is assured, as we have seen, first by the resources of American-owned subsidiaries in Europe (internal financing), whose profits generally exceed that of European firms by 50 per cent, and secondly by subsidies from European governments.
Thus, while the European nations are in principle trying to form an economic community, they have in fact opened the gate to increasingly intense competition by granting direct government subsidies to attract American investments.
In order not to violate the provisions of the Treaty of Rome, they provide a pretext for these subsidies by saying they are necessary to help regional development. As competition within the Common Market has raised new regional problems (particularly in areas dependent on traditional industries such as coal and steel), and as a general slowdown of economic growth has created unemployment problems, European nations have been pouring funds into regional assistance without ever working out a common programme among themselves. The major beneficiaries have been American investors.
The Belgian government, for example, passed a law in 1966 allowing subsidies in the form of capital grants up to 30 per cent of the value of foreign investment. The Dutch went a step further by raising this subsidy to 40 per cent. Foreign investors also benefit from other hidden benefits, ranging from bargain prices for industrial sites, to advantageous tax laws and special rates for gas and electricity.
When an American corporation decides to cross the Atlantic and set up shop in Europe, it doesn’t much care where it locates its plant. It can, so to speak, put itself up for auction among the competing European governments to make the best deal. And it gets what it wants.
The final handicap European business suffers in competition with its American rivals, and probably the most serious one of all, is the systematic and organized assistance the U.S. government gives to key industries through its contracts and research grants.
A good example of this is the American electronics industry, which does 63 per cent of its business in the form of government contracts, compared to 12 per cent for European industry. In the critical field of research and development, the government foots 85 per cent of the bill, compared to 50 per cent in the Common Market. Calculated as a percentage of sales, European research funds are less than half those in the United States.
These figures show the overwhelming superiority now enjoyed by key American industries. This superiority is both current and potential: it is based on present capacity to invest and on the strength of the growth rate.
The invasion of American industrial power has only just begun, and its growing impact poses a grave problem for every government in Europe. In the words of M. Boyer de la Giroday of the Brussels commission, ‘American investment in Europe has its own special nature. When we set up the European Economic Community (EEC) we did something useful, but simple and still incomplete. So far its major result has been to speed our economic prosperity by creating the most favourable climate for a growing invasion of American industries. They are the only ones that have acted on the logic of the Common Market.’
What can we do about it? According to De la Giroday: ‘Any attempt to discourage or restrict U.S. investment in Europe would only work to our disadvantage, both economically and technologically, without bringing us anything in return. What’s more, such an attempt would threaten the very existence of the Common Market — which no one has any intention of doing. Even the French government, after having thought that it could curb American investment on its soil, has had to let it expand.’
Governments and businessmen have been troubled by the problem for some time because it is so enormous and the answers so complicated. Restricting or prohibiting investments is no answer, since this would only slow down our own development. Yet if Europe continues to sit by passively as U.S. investments flood the Continent, our whole economic system will be controlled by the Americans.
Hans Dichgans, a member of the German parliament, said in March 1965: ‘History teaches us that in the long run a healthy economy must free itself from dependence on foreign capital and rely on its own resources. The United States itself furnishes the best example of this.’
But the economic system must be strong enough to do it. The weak and underdeveloped countries take extreme attitudes towards foreign investment. Either they supinely tolerate their own exploitation or they react violently by prohibiting such investment entirely and by nationalizing foreign firms. A modern society like Europe can hardly afford to take such an attitude. In so far as foreign investment merely reflects a superior technology, we could only nationalize the factory walls. You can’t expropriate technical know-how and inventive skills.
The European nations have made scattered attempts to deal with this problem, which have been summarized in Reiner Hellmann’s book, Amerika auf dem Europa Markt.6 Let’s see what he says.
The French government has changed its policies three times. From 1959 to 1963 it encouraged foreign investment. On 1 July 1959, the premier, Michel Debré, wrote: ‘If U.S. firms are going to set up plants in the Common Market, it is better, under any circumstances, that they choose France rather than her partners.’ No argument here.
Later public opinion began to focus on the social problems, some of them rather startling, caused by American take-overs. Remington Rand at Caluire. Chrysler bought out Simca and Libby set up plants in Bas-Rhone/Languedoc. Finally there was the unfortunate sale of the Machines Bull computer firm to General Electric. In response to these incidents the new French government under premier Georges Pompidou launched a restrictive policy. Its most immediate and direct effect was the transfer of American investment funds to other Common Market countries.
The plant General Motors was supposed to have put up in Strasbourg was switched to Germany.7 Ford had picked Thionville as a site, and instead went to Belgium. Phillips Petroleum planned on Bordeaux, and gave it up for the Benelux countries. In our already tough competition with our partners, we handed them another weapon: the technological and marketing skills that go hand in hand with American investment.
Then in early 1966 a third French government, this one under both Pompidou and Debré, reversed this policy — with its temporary psychological advantages and its grave economic drawbacks — and allowed American investments to re-enter France on an ostensibly selective basis.
A Common Market country that takes a more restrictive attitude than its partners toward American investment only helps its competitors at its own expense.
The British Labour government, for example, faithful to its philosophy of greater government control over the economy, was initially far more critical towards American investments than the Conservatives. Prime Minister Harold Wilson has been an ardent advocate of the need for Europeans to form a great technological power capable of competing with the United States. On numerous occasions he has declared that the primary objective of Europe must be ‘to prevent the domination of our economy by the Americans’.
But since Britain, like the others, is isolated in her reactions and faces the danger of being outbid by her trade rivals, this theory is not so easy to put into practice. In 1964, when Labour was in the opposition, Chrysler acquired a substantial minority interest in the big motor firm, Rootes. The Labour party protested vehemently. But in 1967, when the Labourites were in power, Chrysler announced it was taking full control of Rootes. After studying the problem, the Wilson government rejected trade-union demands for nationalizing Rootes, and then gave the green light to Chrysler.
In Germany there has been an equally subtle, but quite opposite, development since the change of chancellor. After a long period of free-wheeling economic liberalism inspired by political motives, German industrialists began to show alarm. As early as 1965 the Commertzbank estimated American-controlled investments in Germany at $2 billion, while the gross capital of all firms quoted on the German stock exchange was only $3.5 billion. It was clearly time to act. When Mobil Oil tried to take over the German firm Aral in 1967, the government demanded that control be limited to 28 per cent and that stockholders pass a resolution affirming ‘they agree that the German identity of the firm shall be maintained’.
While it was that the British government discovered it could not rigidly apply its own doctrine of control, and the German government that it could not stick to the tenets of economic liberalism, the French government wobbled from one position to the other. Italy and the Benelux countries, which in 1963 rejected the French request for joint controls over U.S. investments in the Common Market, now have begun to worry about the problem. They affirm their intention to ‘restrict American investments to the general objectives of the national development plan’. The formula is too vague to be much of a restraint, and too theoretical to be applied. The problem always boils down to the same thing: purely national efforts at control simply induce the Americans to transfer their investments to another country. This is hardly an answer.
The most instructive response has recently come from European businessmen and executives who are members of an organization known as UNICE (Union National des Industries de la Communauté Européenne, or in English, the European Community Industrial Union). This year they passed a declaration of principle that deserves wider attention.
It begins with a reference to the classic principles of economic liberalism, or what is known in the United States simply as the free-market economy: ‘Industry is fundamentally devoted to the principle of the free flow of capital and the freedom to establish new businesses. Thus it takes a positive and liberal attitude towards American investments and the establishment of American firms in the Common Market.
‘In this spirit we affirm that if measures are taken to provide more information on the movement of capital from other countries, these measures must under no circumstance constitute an obstacle to the entry of foreign capital into the Common Market, nor affect the way it is disbursed.’
After this declaration of principle, which deals with the problem in a logic that seems reasonable, the management group then carefully raises a few of its ‘concerns’:
‘American investments should not be allowed to reach such a level that the economies of European countries, or key economic areas, become too dependent on decisions based primarily on the needs of American economic policy, or on those of the management of American corporations.’

An excellent declaration, as explicit and as justified as the first — except that it means the exact opposite.
After dealing with these two themes, the UNICE manifesto goes on to more serious matters — such as the real fears of these businessmen:
	‘American investment posed no problem so long as American industry did not rely on the European capital market, which it is now doing heavily. There is a serious danger that the demands now made by American business on the European capital market are at the expense of European firms seeking capital funds.’ This is conflict number one.

	The second one is even more important. ‘While in certain areas the establishment of American plants has helped create new jobs (in Italy, for example), in most of the other countries where there is pressure on the labour market, the search for workers by American firms has caused problems. These problems are intensified by the methods used by the Americans in recruiting personnel and by the conditions they offer.’ If the first criticism is that the Americans dry up the capital market, the second is that they force salary hikes because they offer higher wages.

	Third criticism: American firms knock down prices. Without even bothering to disguise its motives, UNICE criticizes foreign rivals for failing to respect the cartels and arrangements designed to maintain profit margins. ‘It has become clear’, states the manifesto, ‘that certain American firms have been badly informed about the price mechanisms used in the European market — mechanisms which the various Continental rivals respect. A joint study of production costs has allowed us to set up rules which, while safeguarding competition, prove beneficial to all. We must not allow the American firms, from lack of knowledge of our methods, to provoke a price war that would cause serious difficulties in the market.’


Stimulation of the financial market, better wages, better prices: few arguments could be as persuasive as these in convincing anyone of the wisdom of liberal economic policy towards American investments. Foreign investment, in other words, is shaking the habits and attitudes of political leaders and businessmen. They haven’t yet worked out any clear policy, but some have woken up and a few have become seriously alarmed.
The scope for action is limited. Any restrictive national policy would raise more serious problems than the American investments themselves. The only level on which policy can be made, and put into action, is that of the Community itself — provided that we go to the heart of the problem. To avoid useless polemics, we must admit once and for all that American investment brings important, and even irreplaceable, benefits.8
Above all we must not forget that this investment is not a cause, but an effect. It is the result of a series of faults which together explain why European industry lags behind American industry. If we deprive ourselves of the injection of dynamism, organization, innovation, and boldness that characterize the giant American corporations, we will fall even further behind. Before deciding how to counterattack, we should first examine the technological benefits that accompany American investment.
It is the giant American firms, not medium-sized ones, that play the major role in penetrating the European market. More than half of U.S. subsidiaries in Europe belong to the 340 American firms appearing on the list of the 500 largest corporations in the world. Three American giants are responsible for 40 per cent of direct American investment in France, Germany, and Britain. We know that 85 per cent of industrial research and development funds in the United States are conducted by corporations that employ more than 5,000 people. Because of their vast resources, these are the firms that can help us close the ‘technology gap’ between Europe and America.9
Also, it is worth noting that any deliberately restrictive policy towards American investment in Europe would automatically substitute two further dangers.
First, a flow of manufactured products would replace the flow of capital, and particularly easily since most tariff barriers were lowered by the Kennedy Round. After having raised walls against American capital, should we then build new ones against American products? This would merely assure our own underdevelopment. For most items of advanced technology, whose price is high because of the need to amortize research expenses, American products are virtually irreplaceable under current conditions. You cannot control the international computer market by juggling tariffs.
In an unpublished monograph, Donald B. Keesing, a young economist at Columbia University, has itemized the American share of Western trade in industries of advanced technology. He shows that the greater the degree of technological advancement (measured by the number of scientists and engineers as percentage of total number of employees), the greater the American role. Thus, by suppressing American investment in Europe, we would only intensify the need to import products made in the United States.
The second danger, after replacing capital for products, would be substituting the investments themselves. American firms irritated with restrictions imposed by the Common Market would simply move, as they have often done already, to Britain, Scandinavia, Spain, and their free-trade-zone associates. This would allow them to benefit automatically from the tariff reductions worked out between these countries and the Common Market.
In short, Europeans are faced with a dilemma, that, without exaggeration, is of historic importance.
If we allow American investments to enter freely under present conditions, we consign European industry — or at least the part that is most scientifically and technologically advanced and on which our future rests — to a subsidiary role, and Europe herself to the position of a satellite.
If, on the other hand, we adopt effective restrictive measures, we would be double losers — denying ourselves both the manufactured products we need and the capital funds that would then be invested in other countries. By trying to be self-sufficient we would only condemn ourselves to underdevelopment.
What can we do? The problem of American investments is not an isolated case. It is only one special aspect of the problem of power, of the growing displacement of power between Europe and America.
Nothing would be more absurd than to treat the American investor as ‘guilty’, and to respond by some form of repression. No matter how determined we are that Europe be mistress of her destiny, we ought not to forget what Alexander Hamilton said in 1791 about foreign investment in the United States: ‘Rather than treating the foreign investor as a rival, we should consider him a valuable helper, for he increases our production and the efficiency of our businesses.’
If American investment is really part of the phenomenon of power, the problem for Europe is to become a great power. What today seems like an enormous ‘rummage sale’ of our industry to the Americans could, paradoxically, lead to our salvation.
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