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THE TRANSATLANTIC FREE TRADE AGREEMENT


“Free trade is possible only among free people with democratic and open political systems” (Dunne and de Jonquieres, 11).  On the week of May 28, 1995, the Clinton administration announced a major effort to strengthen ties with Europe.  A move that would start with more cooperation on helping poor nations and removing trade barriers which could ultimately lead to a free trade area encompassing the United States and Europe.  Secretary of State Warren Christopher revealed an effort, on May 30, 1995, in response to fears voiced on both sides of the Atlantic.  The creation of the Transatlantic Free Trade Zone was called for by leaders, such as Prime Minister John Major of Britain, Prime Minister Jean Chretien of Canada, senior political leaders like Foreign Minister Klaus Kinkel of Germany and business leaders like Edzard Reuter, former chairman of Daimler-Benz.  Three years after the North American Free Trade Agreement, European officials are hoping to create a similar, though much weaker, deal of their own.  

GOALS


Secretary of State Warren Christopher announced the goal, still ten to twenty years away of establishing a Transatlantic free trade area of 700 million people.  Mr. Christopher proposed a series of steps to strengthen relationships in the near future, between the U.S. and the 15-nation European Union.  These include coordinating the fight against crime and drugs and opening talks on reducing restrictions on bidding for public contracts.  President Clinton visited Madrid on December 7, 1995, where he met with Spanish Prime Minister Felipe Gonzalez and European Commission President Jacques Santer after a visit to the United Kingdom and Ireland.  A major goal of President Clinton is to dispel a growing anxiety that America is losing interest in its long-time trading partner and ally, Europe.  On his visit he signed a document specifying more than 120 initiatives, proposals, joint studies, projects, agreements, and expectations.  Highly visible steps are needed to reaffirm that the U.S. and Europe have a shared heritage and that they can lead the world on crucial issues.  Sir Leon Brittan, the EU’s trade commissioner, wants a deal that would strengthen Atlantic trade relations, political ties and security arrangements.  

ADVANTAGES   


If TAFTA were to pull through there could be many changes between the two continents’ trade relations.  For one, it will make it easier to sell foreign-made goods in the U.S. or Europe.  This will create a Trans-Atlantic Marketplace, where tariff and non-tariff barriers between the two continents will be reduced.  And because in Europe, U.S. business involvement is much higher, tariffs are much lower and business practices are so similar, a transatlantic free trade zone would be far easier than negotiating NAFTA.  The A.F.L.-C.I.O. said it would support such a deal because wages in the two continents are very much alike.  The European-American deal is between like-minded, free-market, free-trade economies.  The harmonization of investment and trade rules would help U.S. companies do more business in a region that is open to foreign products and capital.  In 1995, half of U.S. direct investment went to European countries.  


In specific, under TAFTA tariffs on European imports of computer equipment and semi-conductors would be cut by as much as half, and both sides would commit themselves to agreeing on testing standards across a host of industries.  Another example is, if a pharmaceutical is approved and tested in Europe it could be sold in the U.S. without further testing.  Stuart E. Eizenstat, U.S. Ambassador to the European Union in Brussels, said that under the Trans-Atlantic Marketplace, the two sides are planning to open the European market to many biotechnology products now banned in Europe but fully tested, approved and considered safe in the United States.  These include beef hormones that make cattle produce more milk and grow fatter, and a number of bioengineered pharmaceuticals.  He stated that “There was a real concern in Europe that the United States was downgrading its relationship with its allies, concern the relations were going to atrophy.  I think this shows Europe remains our most important market and the region where we have the most common ground.”  Another example of what TAFTA intends to do is for instance, to sell cars in the U.S., European manufacturers have to install different headlights, as do American makers selling in the European market.  Cars that have been tested in Europe have to be tested again in the U.S. where they have to meet adjustments to them before they can be sold.  Peugot, for example, has giving up selling cars in the U.S. in large part because of the costs of testing.  With the introduction of TAFTA, these could be done away with and both, the U.S. and European manufacturers, could save money and time.  Because in many European countries permission is required from the ministry of finance before big amounts of stock can be bought or sold, investment barriers will also be re-examined.  Extreme differences in standards that make European electric plugs useless in the U.S. and American car headlights illegal in some part of Europe could be tossed up for review.  Also, the EU foreign ministers gave the go-ahead to study closer ties on humanitarian aid, crime fighting and infectious disease control.  Most likely, the big ticket tariffs on agriculture, steel, and textiles probably will not be touched, but smaller quotas and tariffs could be eliminated.  On a political view, the agreement nearly spans the globe, calling for joint efforts in the Middle East, the former Soviet bloc, Bosnia and Korea.  TAFTA also calls for closer cooperation on fighting drug trafficking, illegal immigration and organized crime.


TAFTA could prove internationally divisive, accelerating a trend toward regional trade blocs, antagonizing developing countries and undercutting the multilateral trade system.  Supporters of TAFTA, such as Germany and Sweden, argue that a new relationship could begin with battling non-tariff barriers in areas such as product testing, public awareness, services, investment and research and development programs.  As for economic cooperation, American and European diplomats say that while setting up a Transatlantic Free Trade area is a decade or two off, opening talks to establish such an area can inject new energy into the relationship.  A Transatlantic Trade Pact would have much potential merit.  It is perhaps the only new free-trade zone backed by organized labor in the U.S.

DISADVANTAGES


An effort such as TAFTA could simply duplicate and even complicate negotiations on global investment rules in the Organization for Economic Cooperation and Development.  The European Union, which remains a civil entity, cannot offer clear answers about its own input on security until after the 1996 inter-governmental conference.  The campaign for the U.S. presidential election in November 1996 is a further barrier particularly, if the two sides want to develop a new trade relationship.  Currently, the Clinton administration has too many free-trade pacts already.  For example, the North America Free Trade Agreement and the Free Trade Agreement of the Americas.  A Trans-Atlantic pact has many disadvantages.  The U.S. and European models of economic development are considerably different.  France and others in Europe spent eight years blocking in world-trade agreements, largely to defend subsidies to European farmers.  Europe also endorses subsidies for poor countries that joined the EU, a practice that the U.S. has ignored with Mexico and NAFTA.  Moreover, a formal U.S.-EU pact could be seen as an “exclusionary zone” by Asians and large developing nations.  Negotiating closer political transatlantic ties has become more difficult with the election of French President Jacques Cherac.  The Gaullist party he heads has distanced itself  from the U.S.


Another critical issue is the nature of America’s economic relationship with Europe.  There is no doubt that Europe is struggling economically.  Over the past five years, a period that includes global recession, European economies have grown only 1.5% annually, compared with 2.4% for the United States.  Moreover, the reason for little enthusiasm for the free trade agreement is that after the seven years of recent negotiations to create the World Trade Organization to succeed the General Agreement on Tariffs and Trade, there is little desire to begin another complicated round with Europe.  The French and southern European countries that are more dependent on the textile and agriculture business believe they will be hurt the most if a wide-open U.S. trading alliance with Europe ever develops.  France has ruled out any negotiations to change its vast agricultural subsidies.  They also insist that broadcast programming include a majority of European shows.  And most trade experts agree that a free trade agreement would be meaningless if these two areas are not included.  There is a lot of skepticism on the part of U.S. officials and businessmen.  For example, president of Hills&Co., an international consulting firm, says, “Nobody is realistically talking about free trade across the Atlantic in the foreseeable future, but short of that there are areas that can be pursued that are worthwhile.”  U.S. officials had modest expectations for what could have been accomplished at the meeting with President Clinton and Spanish Prime Minister Felipe Gonzalez in Madrid.  

OBJECTIONS 


Controversy exists towards the Transatlantic Free Trade Agreement.  Many economists and political analysts are already asking whether the agreement represents a lot of words aimed at soothing hurt feelings, or an initiative that will open up business flow and genuine political cooperation.  Another issue is that U.S. officials believe that the U.S. and European Union already make up the biggest trading partnership in the world, with their combined population of 700 million people.  EU countries provide more than half of all foreign-direct investment in the U.S., while more than 40% of U.S. overseas investment is in Europe.  While NAFTA eliminated high tariffs, trade between the U.S. and Europe is relatively free already.  Most industries have no restrictions.  Lower tariffs are not a top priority.  Already, the average tariff   between the U.S. and Europe is a meager 3%.  What business leaders want are identical regulations.  Corporate heads told political leaders that the ending of duplicate testing requirements and cutting through a “hodgepodge of regulations” is far more important than reducing tariffs.  European and American officials say movement toward a free trade zone will be hampered by the three politically charged issues that the two sides wrestled  over in the so-called Uruguay Round of trade talks: subsidies to farmers, subsidies to aircraft manufacturers, and European quotas on imported movies and television programs.  World Trade Organization, director general Renato Ruggiero, stated his objection to the transatlantic trade deal  proposed by Trade Minister,  Roy McLaren , that would group most of the world’s wealthiest economies into one trade bloc.  “Regional initiatives such as the suggestions for a transatlantic free- trade area could give the impression of  re-erecting a discriminatory divide between the rich North and the poorer South,” he said.  Also, undersecretary of Commerce, Jeffrey Garten , states that TAFTA is not really priority in President Clinton’s agenda.  “The administration is already saturated with other initiatives, leaving little room for negotiations on TAFTA.”  The idea never gets far because of the differences between the trading partners on issues like agriculture and because some of the developing nations fear that this agreement would leave them out.  

FEARS

The rise of new economic powers in Asia and Latin America and the end of the Cold War have prompted “introspection” among many European leaders.  NAFTA and U.S. trade agreements with Asia have brought in a sense of jealousy.  By making the trade pact a major point of importance for Mr. Clinton’s European visit, Washington wants to make sure the Europeans know  they are still important to America.  European leaders said that they were concerned that America’s attention was drifting toward the fast-growing markets of Asia and Latin America.  “There is definitely a sense in Europe that a vacuum has developed between Europe and the U.S., “ Jeffrey E. Garten, said in an interview.  “With the end of the Cold War, the reduction of American forces in Europe and no wide spread security threat, there is a fear that the essential glue that held the relationship together seems to be coming apart.” Mr. Garten also stated “we need a new economic architecture across the Atlantic.”  Some Administration officials are said to be pushing for a go-slow approach to free trade with Europe because they remember how an important democratic constituency, labor unions, soured on President Clinton when he pushed for the North American Free Trade Agreement.  The idea of a Trans-Atlantic Free Trade has caused some Asian leaders to warn that the U.S. is turning its attention away from them because of frustrations with Asian trade restrictions.  

OTHER ISSUES

The Trans-Atlantic Free Trade Agreement has some specific intentions in mind: reducing tariff  and non-tariff  barriers and reconciling their trade relations with Europe.  But, another major reason is that with this the U.S. hopes to make it easier for the West to get such important trade countries like China, Japan, and Korea to play more by accepted international rules.  The U.S. and Europe basically have similar, open, economic systems compared with the more closed, mercantilist capitalism of Asia.  Unlike U.S.-Asian trade, the trade flowing across the Atlantic follows the ups and downs of currencies because markets are generally open.  Not like trade with Asia, where the U.S. deficit keeps growing no matter what.  For this reason the U.S. will need Europe to help force booming Asian economies to embrace free markets and capitalism.  Asian commerce has limitations placed on foreign-direct investment and unfair protectionist barriers to imports.  The great Euro-American economic coalition of two continents based on free and open markets maybe the only way to pressure Asians to act according to the free-trade principles from which they have benefited so much. 

FUTURE PREDICTIONS


In his speech in Madrid, Secretary of State Warren Christopher told Europeans, “We should undertake a Transatlantic economic initiative to multiply trade, investment, and jobs on both sides of the ocean.”  He also suggested: an investment agreement among the world’s largest economies, flexible rules to cover computers and communications, agreement on common standards and tests, so products approved for sale in one jurisdiction can be sold in another.  Having helped launched the idea of a Transatlantic relationship, Canada is waiting to see what kind of deal the U.S. and the EU will want and who should be included.


In our own opinion, the idea of a transatlantic trade pact is a wise one.  The United States tries to be in good terms with most countries, therefore, with the creation of trade pacts and agreements, the U.S. makes other countries feel they are not forgotten.  It has been a while since there was a trade agreement between the U.S. and Europe.  The EU was not included in NAFTA, and it felt it was being left out.  A Transatlantic Free Trade Agreement will definitely let the EU know that the U.S. is very interested in doing business with them.  If TAFTA is passed, it will probably take years to come into effect.  The United States was intelligent, though, because throughout the time it takes for TAFTA to become an actual written agreement, we will rekindle the relationship with the EU.  And most important of all, with TAFTA, tariff and non-tariff barriers would be removed.  Both the U.S. and the EU would greatly benefit from the elimination of these barriers.  

CONCLUSION


The reality of a trade agreement linking the U.S. and the EU is still a long way off, and the U.S. administration has no immediate plans to endorse the concept.  “It is very appealing in terms of prying open the market, but it is not going to happen any time soon.  There are too many structural barriers in Europe,” said Wesley Smith, a trade expert with the Heritage Foundation in Washington.  “It’s embryonic.  But this issue will get substantially more attention over time,” said Clayton Yeutter, a former secretary of Agriculture and U.S. trade representative in Republican administrations.  Yeutter, who discussed the subject recently in a piece in the Wall Street Journal, said “such a trade group might not come into existence until the turn of the century, with a ten-year phase-in.”  


Secretary of State Warren Christopher believes such a pact has “considerable potential” and deserves “serious study.”  For now, the U.S. seems content with small steps toward trade liberalization with Europe.  The administration hopes to win some points with organized labor and with a fearful Europe, that the U.S. is turning “inward” politically, militarily, and economically.
