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his paper analyses current key issues and future challenges in

transatlantic cooperation in the fields of security policy and
trade. The advent of a multipolar world and the on-going financial
and economic crises reinforce the overall conclusion that there is
much to gain from continued close transatlantic cooperation, not
only in terms of economic benefits, but also with respect to the abil-
ity of the transatlantic security community to shape the structures
and values underpinning the emerging multipolar world order. Eu-
rope and the United States are likely to remain each other’s most
important strategic partners in the years to come. Yet, there are in
many cases significant obstacles to transatlantic cooperation. While
there are good reasons to be carefully optimistic about the launch of
negotiations on a comprehensive transatlantic agreement for trade
and investment, the prospects of a more balanced sharing of the
burden within NATO look dim. It is in the interest of both Europe
and the United States to reinvigorate their partnership in the fields
of security and trade in order to meet the new challenges of the 21*
century. In times of ever scarcer financial resources, they will need
to cooperate further in the field of security and also in trade, as to
promote peace, economic growth and competitiveness. Germany
and France in particular, as the two leaders of the European integra-
tion, must be proactive in assuring that Europe develops a strategic
agenda in order to promote its interests as well as to maintain the
pertinence of its values.
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Zusammentfassung

n diesem Papier geht es um die Schliisselfragen in zwei Be-

reichen, die einen zentralen Platz im transatlantischen Ver-

hiltnis einnehmen, nimlich Sicherheit und Handel. Die
weiterhin enge transatlantische Zusammenarbeit ist zum Vor-
teil aller Beteiligten. Die sich im Entstehen befindende multipo-
lare Weltordnung und die andauernde Wirtschafts- und Finanz-
krise machen dies noch deutlicher. Diese Vorteile sind nicht nur
wirtschaftlicher Natur, sie bezichen sich auch auf die Fihigkeit
der transatlantischen Sicherheitsgemeinschaft, die neue, multi-
polare Welt mit zu gestalten. Jedoch sind die Hindernisse fiir
eine gute transatlantische Zusammenarbeit vielfach hoch. Auch
wenn es gute Griinde gibt, hinsichtlich eines Handelsabkom-
mens vorsichtig optimistisch zu sein, sieht es fiir eine ausgegli-
chenere Lastenteilung innerhalb der NATO schlecht aus. Ange-
sichts der weiteren Relevanz enger Bezichungen tiber den Adantik
hinweg stellen sich somit eine Reihe von Fragen: Wie sollte ein
solides transatlantisches Verhiltnis in den Bereichen Sicherheit
und Handel im 21. Jahrhundert aussehen? Wie viel Spielraum
gibt es in Zeiten immer geringerer finanzieller Ressourcen? Und
zu welchen Mafinahmen sind die europiischen Regierungen be-
reit? Insbesondere Deutschland und Frankreich, als Motoren der
europiischen Integration und Fithrungsnationen bei der Lésung
der Eurokrise, werden nicht umhin kommen, zu diesen Fragen
Position zu beziehen.
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Introduction

! | ‘oday, it no longer is particularly inno-

vative to claim that the global system
is becoming multipolar. New major play-
ers have emerged on the international scene
during the past decade, ultimately challeng-
ing the transatlantic relationship as we have
known it since the end of the Second World
War. A visible indicator
of this development is the
American claim that the
21st century is “America’s
Pacific Century®. As Secre-
tary of State Hillary Clin-
ton outlined in a Foreign
Policy article, “[a] strate-
gic turn to the region [the
Asia-Pacific] fits logically
into our overall global effort to secure and
sustain America‘s global leadership.”

These shifts in the global distribution of
power are taking place against the back-
drop of ever scarcer financial resources, slow
growth and high unemployment in many
countries. The financial crises at global, Eu-
ropean and national levels have framed the
debates in recent years — debates that have
been characterized by tales of decline and
lost influence. Yet despite claims to the con-
trary, it seems more than fair to assume that
the United States will remain Europe’s most
important partner in the foreseeable future.
Ever since the revolutionary days, our shared
democratic values, human rights and free-
doms, and the rule of law have provided a
stable basis for the transatlantic relationship.
But nothing can be taken for granted; Eu-

Despite claims to the contrary, it
seems more than fair to assume
that the United States will re-
main Europes most important

partner in the foreseeable future.

rope and the United States need to reposition
and adapt their relationship to a changing
global context.

The unilateral predominance of the United
States as it existed in the 1990s now seems
to be a thing of the past. At the same time,
the current state of the
European Union’s Com-
mon Foreign and Secu-
rity Policy, not to men-
tion the macroeconomic
challenges ahead, make it
unlikely that Europe will
dominate the global polit-
ical scene in the near fu-
ture. In a changing global
context, a pragmatic approach to the possi-
bilities and challenges of the relationship be-
tween Paris, Berlin and Washington is hence
necessary. But what should a modern and dy-
namic transatlantic partnership look like in
the 21st century?

Although Europe is preoccupied with inter-
nal economic problems, it would be a mis-
take to turn inwards while a new multipolar
global order is taking shape. In this respect,
the transatlantic relationship has an impor-
tant role to play in promoting multilateral
cooperation. Germany and France in par-
ticular, as the two drivers of European inte-
gration, must take position and contribute to
the development of a comprehensive Euro-
pean global strategy on economic issues and
security policy.
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The future of transatlantic relations raises
a number of important questions. What
are the German, French and possibly Fran-
co-German ideas and expectations about
the relationship with the United States? In
which fields do we want to cooperate — and
in which do we prefer not to cooperate?
What basis is there for cooperation? And
what does America expect from us?

In terms of transatlantic relations, Ger-
many and France have so far not displayed
the same willingness to lead as a tandem in
the same way as they have been the anchors
in the European integration process. Trans-
atlantic cooperation has in many respects
been considered a predominantly British
specialty. Whereas the reasons for the lack
of Franco-German cooperation with respect
to the United States are manifold, it now
seems evident that the two European “mo-
tors” need to discuss their relationship with
Europe’s most strategic partner.

This paper seeks to analyse the transatlan-
tic relationship and the prospects for closer
cooperation in the fields of security pol-
icy, notably with respect to burden shar-
ing within NATO, and economic relations
relating to trade and investment. Security
and trade are arguably two of the most
pressing items currently on the transatlan-
tic agenda, and although bilateral relations
formally play a subordinate role as the Eu-
ropean Union is expected to speak with one
voice, both France and Germany will not be
able to escape taking decisions with larger
implications.

In two parts, we will take stock of the cur-
rent situation while analyzing short- and
medium-term challenges within the fields
of trade and security policy. Finally, we will
discuss potential solutions, before conclud-
ing with ideas for the way forward.
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L. Burden sharing in
the 21st century — ever
scarcer resources and new
strategic challenges?

uch has been written about motivations

behind the foundation of the Atlantic
Alliance, oftentimes assuming somewhat less
altruistic motives on Washington’s part. No
matter what has been said, the Alliance has es-
tablished a security community in the euroat-
lantic region, allowing for peace and prosperity
for over six decades.?

The United States’ contribution to a peace-
ful and unified Europe can hardly be over-
estimated. With the end of the Cold War,
however, and the Soviet Union’s demise, the
transatlantic (security) relationship also lost
parts of its basis. Consequently, the 1990s
saw a debate on NATQO’s future, where not
all observers were sure that the alliance would
continue to exist. “NATO’s days are not
numbered, but its years are” was Kenneth
Waltz' much-quoted dictum, and discussions
on the Atlantic Alliance’s raison d’étre were
the order of the day. Early on, however, then
U.S. President George Bush senior declared
that “[tJhe United States should remain a
European power in the broadest sense — po-
litically, militarily, and economically” and
went on to declare that “as part of our global
responsibilities, the foundation for America’s
peaceful engagement in Europe has been —
and will continue to be — NATO.” The post
Cold War-era has thus seen three rounds of
NATO-enlargement* and three new strate-
gic concepts, intended to make the formerly

anti-Soviet Alliance fit for the 21st century.
Article 5 and collective defence remain at the
core, but crisis management, out-of-area sta-
bilisation missions, NATO’s role in training
and partnerships with non-members have all
come to play a major role in the past decades.

The early 2000s have seen the perhaps deep-
est crisis in the transatlantic relationship, and
notably in the relationship between France
and Germany on the one hand and the U.S.
on the other. Following the so-called Bush
Doctrine and the aggressive foreign policy
by the Bush/Cheney administration, these
years were characterised by discussions on
the “transatlantic divide”, the debate led by
Robert Kagan on “Mars vs. Venus” and the
division of Europe in “old” and “new.” To-
day, the consequences of the Iraq war seem
to be overcome, not least thanks to Barack
Obama succeeding to G. W. Bush and de-
spite a number of statements by Republican
presidential hopefuls that caused raised eye-
brows on the European side of the Atlantic.

In recent years, however, the tone in com-
plaints about unequal burden sharing has
become increasingly alarming. Security in-
deed has the disadvantage of costing a lot of
money, while its benefits are almost impos-
sible to express in Dollars or Euros. And de-
spite of the fact that the costs of insecurity
are tremendously higher than those of secu-
rity, the field of security policy is almost cer-
tainly the most vulnerable field to opportu-
nity-cost arguments — “think of the number
of kindergartens we could have built instead
of buying fighter jets” is just one of the many
arguments waged against defence expendi-
tures. The scarcer financial resources get, the
more difficult it gets to maintain — let alone
increase — defence budgets. This is the overall
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background of the current debate on burden
sharing, Smart Defence and Pooling & Shar-
ing. Different approaches to strategic matters
and diverse threat perceptions on both sides
of the Atlantic — as well as, to some extent,
within Europe — further contribute to debates
among allies. Quite obviously, the problem
of burden sharing is moreover amplified by
the economic and financial crisis. In times
of scarce resources, security policy priorities
are more than ever determined by financial
means; actual strategic necessities might end
up secondary. But what does that mean for
the future of transatlantic security coopera-
tion? Against the described background, is
there a basis for a viable transatlantic bargain?

» 1. European acclaims of
NATOS relevance and American
dissatisfaction with burden sharing

The utmost importance of the transat-
lantic link is regularly emphasised in Berlin
and Paris alike (though, perhaps, slightly less
emphatically in the French

and the Allies’ solidarity, has allowed the Pres-
ident of the Republic to remind of France’s
attachment to the transatlantic link and of its
engagement within NATO.”® Chicago was
Francois Hollandes first NATO Summit,
and his statements illustrate that the French
approach to transatlantic (security) relations
has not changed considerably from one presi-
dent to the other — an impression clearly con-
firmed by the results of Hubert Védrine’s re-
port on the consequences of France’s return
to Allied Command structures published in
November 2012.7

To thus state it right at the outset, things
are not going very well in transatlantic se-
curity cooperation. While the commitment
to strong transatlantic ties is part of the rai-
son d’état on both sides of the Atlantic, the
overall impression that this commitment is

more a matter of words

capital). As just one illus- Things are not going wvery than one of deeds is hard

tration, German chancellor

to invalidate. The most

Angela Merkel declared in well in transatlantic security  forceful such argument

front of the German Bun- .
cooperation.

destag, just before leaving
for Chicago to attend the 2012 NATO Sum-
mit, that “a central message of our meeting
in Chicago, for me, is the affirmation of the
transatlantic link between Europe and North
America on the basis of common values and
interests — an this in times of entirely new
threats.”” And right after the Summit, the
Elysée’s website summarises that “this sum-
mit, which has confirmed the Alliance’s unity

was brought forward by

Secretary of Defence Rob-
ert Gates in his farewell speech on June 10,
2011 in Brussels:

In the past, [ve worried openly about
NATO turning into a two-tiered alliance:
Between members who specialize in “Soft”
humanitarian, development, peacekeep-
ing, and talking tasks, and those conduct-
ing the “hard” combat missions. Between
those willing and able to pay the price and
bear the burdens of alliance commitments,
and those who enjoy the benefits of NATO
membership — be they security guarantees
or headquarters billets — , but don’t want
to share the risks and the costs. This is no
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longer a hypothetical worry. We are there
today. And it is unacceptable.

Gates’ discontentment with burden sharing
within the Alliance is unmistakable. And
Gates is not alone, as statements by, for in-
stance, NATO’s Secretary General at the
2011 Munich Security Conference Anders
Fogh Rasmussen warned that Europe may
become “divided”, “weaker” and “increas-
ingly adrift from the United States.”

The warning lights are on, and Europeans are
well advised to take them seriously. At the be-
ginning of what has been proclaimed “Amer-
ica’s Pacific Century” by Secretary of State
Hillary Clinton, Paris and Berlin should not
take Washington for granted. Euroatlantic
security cannot be available for free.

> 2. Burden sharing: a stock
taking

Establishing a member state’s overall
contribution to NATO is no easy task. The
Alliance as such is not a rich organisation
and its budget is relatively low, since the bulk
of the costs arise in operations and missions
which are to be financed by the participat-
ing member states. Taking this into account,
there are essentially three ways of contribut-
ing — directly and indirectly — to NATO’s
budget and operation:

Table 1: Member states’ contributions to NATO’s
budget according to the 2010-2011 Cost Share
Arrangements:

United States: 21,96%
Germany: 15,3%
France: 11,72%
(UK: 11,90%)
(Poland: 2,33%)

Source: NATO (2012)

— First of all, members contribute to
NATO’s common-funded budgets and

programmes. These include the Alliance’s
civil and military budgets as well as the
NATO Security Investment Programme
(NSIP). The civil budget covers the costs
for the Alliance’s civil personnel and the ad-
ministration at the Brussels headquarters, as
well as public relations. The military budget,
in turn, covers NATO’s military structures
and is composed of 50 individual budgets.
The NSIP budget, finally, is dedicated to
funding projects in member states that may
serve the Alliance as such (e.g. military in-
frastructure in the new member states).

NATO has an annual budget of roughly
two billion Euros. Once the overall need for
funding is established, member states pro-
ceed to determine the contributions by each
of them in so-called “Cost Share Arrange-
ments.” For the years 2010 and 2011, it was
thus decided that Germany, France and the
United States should contribute 15,30%,
11,72% and 21,96% respectively to this an-
nual budget.

This comparably low annual budget is ex-
plained by the fact that “costs lie where they
fall”, hence excluding operational costs from
the annual budget: with very few exceptions,
expensive NATO-led missions and opera-
tions are not directly funded by the Alliance
but by the participating member states.

— Secondly, members generally cover all
expenses caused by their participation in
NATO-led missions and operations. This
includes personnel costs, transportation,
equipment and many more costs associ-
ated with actual operations as compared to
“normal” peace-time military expenditures.
Assessing the exact cost of a military mis-
sion is extremely difficult, as for instance
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the U.S. Congressional Research Service’s
report on “The Cost of Iraq, Afghanistan,
and Other Global War on Terror Opera-
tions Since 9/11” of 2011 illustrates.’

Yet, it seems self-evident that the more
troops a country contributes to a mission,
the higher the burden. Table 2 below shows
the number of troops contributed by selected
NATO members in two instances of NATO

missions, namely Afghanistan and Kosovo:

Table 2: Contributions to missions in

Afghanistan and Kosovo

France | Germany | United |UK | Poland

States

Afghanistan 2,418 4,737 | 68,000 9,500 | 1,800
(absolute
numbers as of
10/8/2012)
Kosovo 335 1,330 764 1 160

(absolute

numbers as of

10/8/2012)

Source: NATO (2012)

One aspect of the burden sharing debate
therefore pertains to the very participation
in missions and operations, such as — most
recently — Operation Unified Protector in
Libya in 2011. Germany did not take part
in this intervention.

— Finally, and most indirectly, member
states contribute to the Alliance by main-
taining deployable troops and capabili-
ties which may potentially take part in
NATO-led missions and operations. In
other words, national defence policies that
determine the shapes and sizes of national
armies and military infrastructures are also
a way to contribute — or not — to the Alli-
ance. As mundane as the logic may seem,
NATO can only resort to troops that exist
and are ready for operations, which need
to be maintained, trained and funded
by member states. Cuts in national mil-
itary budgets, reductions of the number
of troops or the neglect of infrastructure
and materiel are thus an indirect decrease
in contributions to the Alliance. Measures
taken to that effect are thus looked at with
a critical eye by many, not least in light
of already struggling armies and a chronic
lack of deployable units.

Military expenditures are thus a third indica-
tor to establish a member state’s contribution
to the Atlantic Alliance. As the table below
illustrates, France and Germany (as well as
the United Kingdom and Poland, included
here for the sake of comparison) are lagging
behind the United States by all means, be it
in absolute numbers or percentages:

1able 3: Military Expenditures in France, Germany and the United States (+ UK and Poland) in

2011
France Germany | United States | UK Poland
Total defence expenditures 2011 in millions of U.S. Dollars 5,3444 4,8140 731,879 | 63,567 8,908
Defence expenditures 2011 as percentage of GDP 1,9 1,4 4,8 2,6 1,7
Armed forces 2011:
military and civilian personnel as percentage of labor force / 1,0 0,5 1,4 0,8 0,8
absolute numbers (in thousands) 227 205 1,427 192 100

Source: NATO (2012)
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As this table illustrates, both France and Ger-
many fail to fulfil the notorious two-per-
cent-objective, implying that each country
should allocate at least 2% of its GDP to
defence expenditures. Paris and Berlin are, as
it were, in good company: the objective was
only met by two European allies in 2011,
namely Greece and the UK.

Given the intricacies of contributing to
NATO and the difficulties to delineate the
cost of its missions and operations, assessing
who pays how much for the Alliance is a dif-
ficult task. A careful look is for instance in or-
der when it comes to Research and Develop-
ment spendings: traditionally included in the
Pentagon budget in the U.S., R&D is mainly
considered a civilian matter in Europe and
does thus not appear in the above quoted
figures. In addition, many would argue that
defence expenditures are no sufficient indica-
tors of means allocated for security given that
they do not say anything about “soft power”
means or civilian components that are part of
the so-called comprehensive approach to cri-
sis management — a field in which Europeans
tend to see their major strengths.' Yet, while
it may not be possible to calculate contribu-
tions in Furos and Cents, the above numbers
clearly indicate that the United States always
sports the higher numbers — both absolute
numbers and percentages.

> 3. “Smart defence” as a remedy?

Quite evidently, scarce financial re-
sources are no recent phenomenon, although
the situation has been aggravated by the on-
going financial economic crisis. The debate

about “burden sharing in times of crisis” is
indeed much older than the current crisis
and has in a way accompanied the Alliance
since the outset. The developments in recent
years are nevertheless perceived as unprece-
dented in terms of the debate’s intensiveness.

Anders Fogh Rasmussen, the Alliance’s Sec-
retary General since 2009, and many others
thus argued that the ongoing financial crisis
is among the biggest challenges that NATO
has ever faced. Rasmussen (and again many
others) advocates Pooling and Sharing — la-
belled Smart Defence in current NATO
speech.

Pooling and Sharing — as the terms already in-
dicate — refers to military materiel that states
either put to use for other partners (sharing)
or use together (pooling). The probably most
often cited example for sharing is that of air
surveillance in Lithuania, Latvia and Esto-
nia: other NATO-members take care of the
task, while neither of the Baltic states has its
own airforce. The European Air Transport
Command, in turn, is an example of pool-
ing. The pooling and sharing capabilities has
indeed been proclaimed as the way out of
this situation for many years, not only within
NATO." While there is little to say against
the arguments inherent logic, the problem
is this: what all respective initiatives have in
common is that they have had relatively lit-
tle success.

Analysts readily explain (and deplore) that
the main reason lies in states’ unwillingness
to give up sovereignty. Yet, it seems obvious
that in times of decreasing financial means,
reducing costs is the only viable solution.
Still, pooling and sharing alone will hardly
do the trick. Defence spending, especially on
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Research&Development, but also on con-
crete missions and operations will continue
to be relevant in the future, regardless of po-
tential progress in Smart Defence. For that
reason, states abilities to extract resources
from society — first and foremost funding —
will remain crucial throughout NATO. In
other words, a technical procedure such as
pooling and sharing cannot replace the po-
litical will to spend money on defence.

» 4. Is there a current debate? The

intellectual context and Mars vs.
Venus reloaded

Given the above, the intellectual con-
text in which security policies — and hence de-
cisions on burden sharing within the Atlan-
tic Alliance — are made is extremely relevant.
In an ideal strategic world, threat assessment
comes first and determines the rest. In reality,
however, the strategic debate in Europe — if
it may at all be called a debate — suffers from
being led in various corners without rarely
ever being connected. In France and Ger-
many (and certainly many other European
countries), three main groups of protago-
nists tend to dominate the field: the so-called
(and self-proclaimed) pacifists, the techno-
crats and a somewhat blurry group (not mu-
tually exclusive with the other groups) that
could be termed “the post-modernists.” The
account below is deliberately caricatural in
nature; it does, however, capture the essential
features of the current security policy debate
in Europe, including France and Germany.

— As far as the pacifists are concerned, it is
obviously of foremost importance to get

one thing right: “pacifism” is not the equiv-
alent of neglecting or even abandoning se-
curity policy. Neither is peace promoted
by abolishing NATO. Discourses to that
effect can generally be found at the left
of the political spectrum: both the French
Communist Party and the German Left
Party (Die Linke) clearly position them-
selves against the Alliance as such. Pacifists
— despite often-heard claims that they are
the only truly internationalist force — tend
to reason in terms of nation-states. Paci-
fists’ influence on security policy decisions
is rather limited.

— The technocrats, in turn, often seem ob-
sessed with technicalities and tend to focus
on capabilities. Much of the scholarly de-
bate at policy-level is dominated by techno-
crats, leading to an emphasis on issues like
strategic airlift or the workings of the Eu-
ropean Defence Agency. The danger here
consequently consists of losing sight of the
overall strategic picture and the fact that ca-
pabilities are only a means to an end — yet
what end?

Technocrats — very understandably — tend
to get frustrated, since most of their ideas
and suggestions have been discussed over
and over, often acclaimed by policy makers
— though unfortunately to no effect.

— The post-modernists are finally the group
that is the hardest to grasp, and not neces-
sarily distinct from technocrats. Certainly
more influential in Germany than in France,
their mindset has percolated through to the
European level, informing much of the EU
security discourse. What characterises the
post-modernist is the underlying assump-
tion that the end of History somehow is
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here, making “hard” security and traditional
threats more or less superfluous and an
old-fashioned thing of the past. Rather, “soft
power” and civilian missions are considered
to be way more important and the wave of
the future — a line of argument that often
goes along with a redefinition of the very no-
tion of “security.” Consequently, investing in
“traditional” security policy is largely consid-
ered to be unnecessary, or even counterpro-
ductive. European post-modernists tend to
be convinced multilateralists (while their iso-
lationist counterparts are more often found
in the United States).

In addition to these three groups, one may
distinguish a specifically French phenome-
non, namely the traditional Gaullists deeply
suspicious of the United States. Gaullists
fear Trojan horses of any kind and uphold
France’s national sovereignty, hence oppos-
ing the country’s military integration.

Among these groups, the post-modernists are
certainly the most influential overall. While
Gaullists continue to influence the French
debate, their impact on European security ap-
proaches is arguably rather limited — beyond,
of course, the question of whether France
opts out or in. The post-modernist discourse,
however, has made it into official policies:
the European Union’s Security Strategy may
well be read as prime example of this kind
of post-modernism. The European emphasis
on so-called soft power and civilian aspects
of security also supports this claim. And it is
arguably this kind of thinking Rasmussen is
cautioning against, asserting that Europeans
fail to see the situation’s gravity:

Some here in Europe are not so worried.
They maintain that Europe is consolidating
its place as one of the world’s top provid-
ers of humanitarian and development aid.
And they suggest a division of labour within
NATO — with the United States provid-
ing hard power, while its European Allies
increasingly turn to soft power assignments
like training and institution-building.[...]
Let me be very clear: Europe simply cannot
afford to get out of the security business.”?

As may be deduced from the Secretary Gener-
al’s statements, deeply rooted transatlantic dif-
ferences over strategic matters continue to set
the tone. Yet, differences are not confined to
the U.S.-European relationship. As a matter
of fact, the European members of NATO are
far from being united in their approaches to
security. Strategic cultures vary tremendously
in the respective capitals, not least in Berlin
and Paris. The traditional opposition between
Gaullist Frenchmen and Atlanticist Germans
may have faded, yet differences clearly remain.

The solution to the burden sharing problem
can therefore not only lie in technocratic
measures such as Smart Defence, as useful
as they may be. In times when every Euro
counts, European nations will also be bound
to rethink what security is worth to them.

> 5. The way ahead

As long as there is defence cooperation, it will
most likely be accompanied by complaints
about unequal burden sharing, free-riding
and reluctant allies. Yet, Berlin and Paris are
well advised to take Washington’s concerns
seriously. Jeopardising the transatlantic link
is simply not an option. Neither is not shar-
ing the burden.
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“Technical” solutions implying enhanced ef-
ficiency are clearly one aspect of the solution.
They must, however, be complemented by
efforts aimed at increasing domestic constit-

uencies’ understanding for the necessity of

leading adequate security policies. Finally,
and perhaps most im-

budget cuts obviously is the right reaction
— and most likely also the only viable one if
capabilities are to be pre-

portantly, what an “ade-  B,,/; 4nd Paris are well ad- served. Ideas to that effect

quate” security policy is is

have been on the agenda

. . )
first and foremost deter- vised to take %S/%ngtom con- for a long time, with some

mined by factors outside
of NATO and its mem-

cerns seriously. Jeopardising the

progress made. Smart De-
fence (or whatever label

ber states, in other words:  fransatlantic link is sz'm])[y not one wants to apply) is

by the Alliance’s strategic
environment. Changes in
states’ environment re- /. byden.
quire changes in security

policy, making the analysis and interpreta-
tion of international evolutions and threat
perceptions deduced thereof a key task in
designing security policies. This clearly is an
area for improved cooperation, not least be-
tween France and Germany.

The fact that security policy by definition
must be environment-based makes it hard to
formulate concrete recommendations, and
arguably harder than for other, less environ-
ment-based policy fields such as education or
indeed trade (which is to be discussed in the
second part of this paper). The sections be-
low nevertheless intend to point out a num-
ber of measures that should be taken.

» More efficient spending — Europe must get
its act together when it comes to pooling
and sharing

In times that require economic austerity,
increasing efficiency in light of necessary

an option. Neither is not sharing

thus indeed the way for-
ward. Pooling and sharing
efforts should be intensi-
fied. Twenty fours initia-
tives are currently underway, and the May
2012 Chicago summit has emphasised the
need to continue multinational cooperation

in a number of areas.”

States’ reluctance to give up sovereignty will
however not go away, all laments to that ef-
fect notwithstanding — this is simply not
what they have been invented for. Yet, the
higher the economic pressure, the higher
certainly also the willingness to rethink sov-
ereignty. One idea worth considering may
therefore be to differentiate between tradi-
tional defence tasks “at home” and projecting
power abroad. While of course also the latter
is an expression of sovereignty (and moreo-
ver generally framed as an act of defence),
implications for “perceived” sovereignty are
arguably lower. It should indeed be easier for
country A’'s government to explain to its do-
mestic audience why it is chasing pirates off
faraway shores with a ship operated jointly
with country B, than to justify why country
C is in charge of guarding A’s coast.

Limiting the search for solutions to pooling
and sharing would however equal falling into
the technocratic trap. Having societies — or
somewhat more prosaically tax-payers — on
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board and recognising the relevance of de-
fence spending is at least equally important.

» Raise awareness for the need of defence
expenditures and ensure states’ resource
extraction potential

That defence expenditures need to become
more efficient is beyond doubt, as there sim-
ply is no alternative to pooling and sharing
resources. Pooling and sharing alone will
however not do the trick: such moves may
save money, but they will not generate any.
Investments will remain unavoidable, imply-
ing that resources will need to be allocated for
defence — consequently lacking elsewhere, at
many’s most understandable despair.

In times of ever more limited budgets, states’
ability of what political scientists call “re-
source extraction” is thus increasingly rele-
vant: put in rather simple terms, democratic
states must convince their citizens that secu-
rity is matter worth spending money on, and
that not spending money may have severe
consequences.

At the most general level, a deepened un-
derstanding for the issues at stake may well
increase the willingness to spend money on
security. European policy makers —and Ger-
man policy makers in particular — are not
very good at explaining security policy to the
public. The post-modernists’ success has cer-
tainly contributed to the policy field’s isola-
tion in the evil corner: we do not want war
and violence, so let us not talk about secu-
rity challenges. Security policy is often either
portrayed as an option to chose or to leave,
or it is even considered to be the root of evil.

This is obviously the wrong approach. Sepa-
rating the normative from the strategic anal-
ysis may hence be a step in the right direc-
tion. The “Mars versus Venus’-debate may
have been annoying, but not totally made
up out of thin air.

» Engage in debating (grand) strategy: what
objectives in what environment?

Policy-makers define a state’s objective, and,
as Morton A. Kaplan wrote, strategy refers to
“those long-range measures which would be
appropriate to the accomplishment of that
end.”" And bearing in mind this definition,
one cannot but realise that the many doc-
uments published in recent years notwith-
standing, neither the European Union nor
indeed NATO really has a strategy in the
strict meaning of the term that would in-
form national debates. There is, of course, a
strategic debate led at expert level, even a Eu-
ropean debate among CFSP observers. How-
ever, this debate is often focused on capabil-
ities and technocratic in nature. The overall
public is rarely involved in these issues. A de-
bate — leading up to decisions — about strate-
gic objectives is indeed more necessary than
ever. Yet, burden sharing being an overall Eu-
ropean problem, this debate should at least
in part be led at the European level. Europe
— and thereafter NATO — must come to a
shared understanding on (potential) threats
and strategic priorities.

The French public is arguably less reluctant
to face security affairs than Germans are. The
notion of national interests is less of a ta-
boo on the Western side of the Rhine than
in the East. As it were, France is on a good
way, since recently elected president Frangois
Hollande launched the preparation of a new
White Book on Defence (Livre blanc de la
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défense) and has asked former minister of
foreign affairs Hubert Védrine to evaluate
the effects of France’s return into all NATO
structures.” In Germany, defence minister
Thomas de Maiziére is the first to acknowl-
edge that broader debates on security and
strategic affairs are inexistent — and that this
needs to change: “As far as the security pol-
icy debate is concerned, the great majority
of Germans does either not feel competent
enough, not informed enough — or they sim-
ply do not feel responsible, since many things
appear to bee too far away.”'® An important
aspect in a better German debate on security
would clearly be to stop hiding behind His-
tory when it comes to stating interests. Or, to
put it differently, being open about German
national interests is not equivalent to milita-
ristic revisionism but rather a step towards
normalisation. This is perhaps one of the key
insights to be conveyed in a debate, and an
insight were Germans can only benefit from

debating with the French.

To stress the importance of leading these de-
bates, one may add it is almost equally im-
portant to not merely lead them at national
levels alone. France, Germany and Europe
as a whole can only benefit from a real de-
bate on European and transatlantic grand
strategy, moving beyond technicalities and
counterproductive “pacifism.” A step for-
ward in this context could be to realise and
old idea, namely the elaboration of a joint
French-German White Book on Defence.

» What means and when and how to use
them?

The financial crisis may well alter potential
capabilities, but the strategic environment
will never depend on means available in Eu-
rope. For that very reason, designing foreign
and security policy based on existing means
and the kind of missions Europeans would
like to carry out makes little sense (unless,
of course, the United States is there to back
Europeans up if anything goes really wrong).
Yet, exaggerating somewhat, this is the im-
pression of a great deal of debates on “soft
power” and civilian missions conveys.

When asking “what means?”, the debate on
Pooling & Sharing has come full circle. As-
sessing what capabilities is important. Yet, as
outlined above, it is threat assessment that
must be at the core of any strategic debate,
dealing with a number of very concrete ques-
tions: what threats are we facing? Immedi-
ately followed by: what means do we need
to respond to these threats — and when and
how do we use them? These issues pertain
to so-called strategic cultures, a factor that
varies widely among European countries,
and France and Germany in particular. Co-
operation between France and Germany on
this issue would therefore mark a contribu-
tion to European security policy, potentially
(and ideally) leading to the development of,
for instance, joint rules of engagement. The
Libyan crisis has clearly illustrated the ur-
gent need for this kind of cooperation — well
beyond Paris and Berlin. Both governments

should let deeds follow words.!”
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II. Transatlantic
trade cooperation in a
changing global context:
reinvigorating a winning
concept

at do Roquefort cheese and Harley

Davidson motor bikes have in com-

mon? Anyone not familiar with transatlan-

tic trade relations would probably never on

earth have guessed the seemingly far-fetcched
common denominator

In light of globalisation and greater economic
interdependence, the patterns of global trade
are changing. The emerging economies are
gaining in economic influence and interna-
tional supply chains are set up as multina-
tional firms seek to become more efficient.
In relation to this, foreign direct investment
has become a crucial part of firms’ strategies

when they enter new mar-

of these two respecta- The EU and the U.S. f0g€f/7€7’ kets. At the same time, trade

ble products. They have

of course both been in-

volved in transatlantic rg[gtl'omlgz']) in the world.

trade disputes. In reality,

despite much media attention on trade con-
flicts, the transatlantic economic relationship
is functioning smoothly most of the time.

Europe and the United States may no longer
give each other impressive presents like stat-
ues of liberty as tokens of our friendship;
nevertheless, the EU and the U.S. together
represent the biggest commercial relationship
in the world. The transatlantic economy ac-
counts for more than half of the world GDP
in terms of value. The total commercial sales
amount to almost $5 trillion a year and 15
million jobs on both sides of the Atlantic are
linked to the commercial exchanges.'®

However, as global economy is changing,
maintaining status quo might imply signifi-
cant opportunity costs. Leaders are now en-
gaging in further expanding the transatlantic
trade and investment relationship.

represent the biggest commercial

in services as well as in the
information and communi-
cation technology (ICT) sec-
tor is increasing significantly.
In such an interlinked trading environment,
tariffs and regulatory divergences, so-called
non-tariff barriers, hamper trade and imply
costs for many companies.

In order to keep pace and accommodate
these on-going changes, the multilateral
rules-based system embodied in the World
Trade Organization needs to be updated and
modernised. However, the negotiations re-
lated to the Doha Development Agenda have
made a pit stop until further notice. Whereas
the stalemate is due to a complex combina-
tion of reasons, it ultimately reflects the fact
that the U.S. and the EU nowadays have less
capacity to shape the global trade agenda in
the way that they used to. Since the Sec-
ond World War and up until the end of the
1990s, there was no real need for the U.S.
and the EU to go bilateral. They could both
pursue their trade agendas at the multilateral
level and benefit from the trade liberalisa-
tion that took place within the framework of
the General Agreement on Tariffs and Trade
(GATT) and other multilateral agreements.

Whether defined in terms of a relative de-
cline of power or as the rise of the rest,"” the
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new context does nothing but strengthen the
case for the EU and U.S. to reinforce their
already strong economic relationship.

This chapter will examine the challenges and
benefits of closer transatlantic cooperation in
trade. It will do so while focusing on the re-
spective economic and political interests and
expectations of Germany and France in par-
ticular. Germany is the world’s third largest
exporter and importer of goods, second only
to the U.S. and China, and France ranked as
the world’s 5% largest exporter and 6™ largest
importer in 2010. Although their national
interests are formally subsumed to the EU’s

Box 1. Transatlantic Trade in figures

» 1. The case for closer
transatlantic cooperation in trade

On 13 February 2013, U.S. President
Barack Obama, European Council Presi-
dent Herman Van Rompuy and European
Commission President José Manuel Barroso
issued the following statement: “We, the
Leaders of the United States and the Euro-
pean Union, are pleased to announce that,
based on recommendations from the EU.-

The total value of the EU-U.S. bilateral trade in goods amounted to $632 bn in 2011, a
63% increase from 2000 ($387bn). Out of the top 10 export markets for U.S. services, five
are in Europe.

The EU exported goods to the U.S. for a value of €260.6bn in 2011, while importing
€184.2bn of goods. The EU exports of services to the U.S. amounted to €127.1bn in 2010.
Imports of services from the U.S. were slightly higher; €130.5bn.

Foreign direct investment flows between the EU and the U.S. are more intense than an-
ywhere else in the world. Inward investment flows to the EU from the U.S. amounted to
€114.8bn, three times higher than total U.S. investment flows to Asia. The EU investment
flows to the U.S. were of €110.7bn in 2011, i.e. eight times higher than EU investment
flows to China and India put together.

Source: European Commission (2012)

common policy, it ought to be no secret that
the large economies have a big say as the EU’s
trade policy is set.

U.S. High Level Working Group on Jobs and
Growth [...] the United States and the Eu-
ropean Union will each initiate the internal
procedures necessary to launch negotiations
on a Transatlantic Trade and Investment
Partnership.”® President Barack Obama’s an-
nouncement in his State of the Union 2013
speech that the U.S. and the EU will launch
talks on a comprehensive Transatlantic Trade
and Investment Partnership indicates that
the transatlantic economic relationship re-
mains pivotal, despite the hype around Asia
and the emerging economies. With respect
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to goods, services and investment, the EU-
U.S. relationship outweighs any other link-
ages. But if both partners do not act together
now, there is a risk of stagnation and loss of
dynamism as the balance of economic power
in the world in shifting. Economic integra-
tion and growth is taking place elsewhere,
whether the U.S. and the EU decide to par-

ticipate actively or not.

The case for closer transatlantic economic inte-
gration consists of two elements. First and fore-
most, closer bilateral cooperation could pro-
mote jobs and growth on

final report in February 2013 that “a com-
prehensive agreement that addresses a broad
range of bilateral trade and investment is-
sues, including regulatory issues, and con-
tributes to the development of global rules,
would provide the most significant mutual
benefit.” The HLWG builds on previous
work by the Transatlantic Economic Council
(TEC), established in 2007 by an initiative

from Federal Chancellor

both sides of the Adantic. ~7he idea of closer transatlantic  Angela Merkel and for-

The removal of tariffs and

mer U.S. President George

regulatory barriers would cooperation has gained political W. Bush. The High Level

facilitate trade in goods, 10101 0n both sides of the Working Group now rec-

services and investment as

well as open up new busi- Atlantic.

ness opportunities. Second,

seen in a wider context, transatlantic cooper-
ation and leadership can provide an impetus
that eventually could help breaking the current
multilateral deadlock. It could contribute to
setting the standards for future cooperation in
trade and investment at a time when one of the
great challenges is to address behind-the-bor-
der measures that impede trade.

The idea of closer transatlantic cooperation
has gained political momentum, especially in
Europe, as there is a need to promote eco-
nomic growth, restore macroeconomic bal-
ances and create jobs. The High Level Work-
ing Group on Jobs and Growth (HLWG),
which was set up by leaders to assess possible
ways to increase cooperation and promote
trade across the Atlantic, concluded in its

ommends to leaders “that

each side initiate as soon

as possible the formal do-
mestic procedures necessary to launch ne-
gotiations on a comprehensive trade and in-
vestment agreement.””!

An ambitious trade policy initiative of this
scale will need to be backed up by strong
political support. High-level political leaders
seem well aware of this. The European Coun-
cil reiterated its support for a comprehensive
trade agreement in early February 2013. Fed-
eral Chancellor Angela Merkel expressed her
support of a transatlantic “free trade zone”
in her opening speech already at the Global
Economic Forum in Davos 2012, emphasis-
ing that there is much untapped potential in
transatlantic trade relations.”” Closer cooper-
ation has also been endorsed publicly by the
U.S. Trade Representative Ron Kirk, the EU
Trade Commissioner Karel De Gucht, and
the U.S. Ambassador to the EU William E.
Kennard, among others. Business organisa-
tions like the Bundesverband der Deutschen
Industrie e.V. (BDI), the Mouvement des
Entreprises de France (MEDEF) as well as

the American Chamber of Commerce to the
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European Union (AmCham) also support
the initiative actively.

From a historical perspective, the two main
political obstacles hindering closer cooper-
ation have diminished in importance over
the past 10-15 years.” First, the strict fo-
cus on multilateral negotiations and the EU’s
moratorium on preferential trade agreements
have been abandoned in favour of preferen-
tial agreements with strategic economic part-
ners. At this stage, it is unlikely that trans-
atlantic bilateralism would cause any further
damage to the Doha Round, which is al-
ready down for the count. Second, it was for

due to GATT Article XXIV which requires
preferential trade agreements to cover “sub-
stantially all trade.” The share of agricultural
products in the transatlantic trade is nowa-
days significantly lower than it used to be. In
addition, the French agricultural sector, as
well as European farmers in general, has been
catching up in terms of competitiveness. It is
becoming somewhat less dependent on sub-
sidies as a result higher of world prices on
food products. Nowadays, there seems to be

Box 2. France and Germany — trade with the U.S.

French exports to the U.S. amounted to €23.4bn in 2011, dominated by the aeronautic
sector including engines and aircrafts (around 20% of total exports to the U.S.), transport
equipment and beverages. The other way around, around 6% of total French imports come
from the U.S. (€28.4bn in 2011), with the U.S. ranking as the 6th biggest exporter to France.
The French imports from the U.S. consist primarily of pharmaceutical products (11% of
total imports), aeronautics (25%), informatics and electronic products, and petrol.

Germany exported goods to the U.S. to a value of €73.7bn in 2011 (7% of total German
exports). German imports from the U.S. were significantly lower, €48.3bn (5% of total im-
ports). Almost 75% of all exports from Germany to the U.S. consist of machinery, chem-
icals and transportation equipment. Germany is the most important European partner for
the U.S., accounting for almost 25% of all the trade in goods between the EU and the U.S.
and 17% of the trade in services.

Sources: Direction Générale du Trésor et de la Politique Economz’quf (2011); Bangue de France (2012); U. S. Diplomatic Mission to Germany
(2009); Statistisches Bundesamt Deutschland (2012); Karel De Gucht (2012).

a long time considered unfeasible to include
agricultural products in an EU-U.S. agree-
ment as farmers on both sides feared being
deprived of tariff protection and subsidies.
At the same time, exclusion was impossible

a clear interest from the agricultural indus-
try, especially on the American side, to be in-
cluded in a possible transatlantic agreement.
Notwithstanding these developments, the
agricultural industries on both sides of the
Atlantic will probably need to be prepared
to make compromises if an agreement is to

be reached.
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» 2. Bilateral transatlantic trade
from the German and French

perspecz‘z' ves

The main part of both German and
French trade is with other countries within
the European Union. Outside of the EU,
the U.S. is their main trading partner, re-
ceiving a bit more than 5% of their total ex-
ports of goods. Historically, whereas France

A particular feature of transatlantic market
are the great complementarities between the
American and European economies. This is
illustrated by the intense intra-industry and
intra-firm trade. In 2009, 55.9% of total
imports of goods to the U.S. from France

for a long time held the U.S. at an arms-  were intra-firm trade, and 27.7% of total

length distance, Germany developed special ~ U.S. exports to France. As for Germany,

Box 3. Trade in inputs across the Atlantic

The World Input Output Database shows that the U.S. chemical industry uses intermediate
products produced in France to a value of $1,271 million and $2,995 million from Germany.
The U.S. metal industry uses imported basic and fabricated metals of $340 million from
France and of $1,515 million from Germany. Moreover, the U.S. transportation industry
uses intermediary transport equipment imported from France to a value of $1,503 million
and of $3,020 million from Germany.

In the other direction, the French chemical industry uses inputs of chemicals and chemical
products from the U.S. to a value of $1,313 million, and the transport industry uses inputs
of transportation equipment worth $3,639 million. As for the German industry, the inter-
mediate use of exports from the U.S. amounts to $2,201 million in the field of electrical
and optical equipment, $1,812 million of chemicals and chemical products, and transport

equipment worth $1,220 million.

Source: World Input-Outpur Database - Inter-country Input-Output Table for 2009, www.wiod.org

ties with the United States since the end of
the Second World War though the Marshall
aid. The French anxiety about the déf; amér-
icain seems to be water under the bridge
now, however. The United States is and will
remain an important partner in trade for the
foreseeable future.

64.5% of the export to the U.S. and 29.6%
of the import of goods from the U.S. were
intra-firm trade.”* These trade patterns sug-
gest that tariffs and restrictions are rather a
nuisance than a help for many transatlantic
companies. Lower tariffs and barriers could
in other words reduce trade costs for both
French and German firms, while improving
efficiency and competitiveness.

In the services trade with the United States,
France had an overall trade surplus of
€24,225 millions in 2011.% France is tradi-
tionally strong in the tourism sector, but also
when it comes to new patents and trademarks
as one of three EU-countries (together with
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Sweden and the UK) with trade surpluses in
“royalties and licence fees” relating to when
copyrighted material and trademarks are
used abroad.?® Germany’s negative balance
for trade in services with the U.S. is particu-
larly evident in the tourism sector. It has a
surplus in trade within knowledge-intensive
services however, +0.7% of GDP, thanks to
the I'T and engineering sectors and R&D.”

A challenge for both Germany and France is
to strengthen their comparative advantages
in services by promoting the sector further.?®
Opening up the service sectors will however
be challenging. Many industries have vested
interest and might be keen to preserve the
current structures. Nevertheless, closer inte-
gration with the United States could poten-
tially contribute to boosting the competitive-
ness of the service sectors further by opening
up for new business opportunities while, at
the same time, exposing the sector to compe-
tition. Integrating the transatlantic services
market will be difficult due to the differences
in the existing regulations. Restrictions in-
clude everything from non-recognition of
diplomas to restrictions on airport-services
and finance and insurance services. There is
also an inherent federal-state or Communi-
ty-member state problem in services negoti-
ations in the sense that political competen-
cies are not entirely centralised to the federal
U.S. government or to the EU-level in the
field of services. Even the Single European
market for services remains incomplete, in-
dicating the even greater challenge of open-
ing up trade in services with external trading
partners.

Moreover, foreign direct investment is a
main driver of the transatlantic economic
relationship. The U.S. is a major investor
in Europe, with particularly strong ties to
Germany. American foreign direct invest-
ment in Germany amounted to $105.8bn
in 2010, equivalent to about half of the to-
tal German direct investment in the U.S.
that year ($212.9bn). As for France, there
is much potential to boost the investment
links. The U.S. foreign direct investment in
France amounted to around $92.8 billions
in 2010, while France invested $184.8bn in
the U.S.®

In terms of investment policy, bilateral in-
vestment agreements are currently in force
between the U.S. and individual European
states, reflecting the fact that investment be-
came an exclusive community competence
only with the entry into force of the Lisbon
Treaty. A transatlantic agreement on invest-
ment could improve regulatory certainty,
and also open up for further investment in
areas where restrictions remain, such as util-
ities, transportation, and maritime and avi-
ation services.

Overall, in goods, services and investment,
studies point at large potential for welfare
gains from further transatlantic economic in-
tegration. Although the exact figures are dif-
ficult to estimate, the intense intra-firm and
intra-industry trade indicate that trade costs
could be reduced by tariff elimination, even
though average tariffs are generally low (in
the range of 4-5%). A recent ECIPE-study
shows that the immediate static gains of
eliminating all tariffs between the EU and
the U.S. could imply a GDP increase with
0.01% for the EU and 0.15% for the U.S.

Even more importantly, the long-term dy-
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namic gains resulting from improved pro-
ductivity and competitiveness are estimated
to be equivalent of 0.32-0.47% of GDP for
the EU ($46—69bn) and 0.99-1.33% for the
U.S. ($135-181bn).”

Besides tariffs, companies on both sides of
the Atlantic repeatedly express concerns and
frustration over non-tariffs barriers such as
regulatory divergences and insist that these
should be addressed. Differences in standards
and regulations is costly and particularly dis-
heartening for small and medium-sized en-
terprises. A recent study sponsored by the
European Commission estimates that reduc-
ing NTBs would have a significant impact
on the European GDP. In an ambitious sce-
nario, where 50% of all the non-tariff meas-
ures between the EU and the U.S. are re-
moved, the EU GDP could be up to 0.7%
higher in 2018 compared to a scenario where
nothing is changed. This would imply an-
nual gains of €122bn. The U.S. GDP could
be 0.3% higher in 2018, implying potential
annual gains of €41bn.”!

As regards the future outlook for external
trade, Germany and France face many com-
mon challenges. They both have to adapt to
the difficult economic situation in Europe,
as well as to the strong competition from the
emerging economies. Their immediate and
medium-term challenges look quite differ-
ent, however.

The German economy has performed well
in recent years thanks to a strong export-led
growth, whereas the French economy has
been losing out on competitiveness. This is

illustrated by the fact that France has strug-
gled with a negative trade balance since
2004. France’s trade deficit is actually one of
the largest ones in the Euro zone, reaching
-€73.5bn or -4.5% of total GDP in 2011.
Higher costs for imports of energy and pri-
mary resources is the culprit, but imports
of labour-intensive and capital-intensive
manufactured products have also increased,
whereas french exports have remained con-
stant over the last decade. Germany also has
a trade deficit in primary resources (-4.3% of
GDP in 2011), but its total trade balance for
goods is positive and has increased steadily
since the beginning of the 2000s, reaching
around 5.1% of GDP in 2011. The foun-
dation of the German trade surplus is the
strong knowledge-intensive and capital-in-
tensive manufacturing industries, which on
an aggregate level offsets the expensive im-
ports of energy and primary resources.”

The strongest export sectors of both the Ger-
man and French manufacturing industries
are knowledge-intensive goods. German ex-
ports of motor vehicles and machinery rep-
resent around 17.4% and 15.3% respectively
of its total exports, thanks to internationally
competitive companies like Volkswagen,
Mercedes, BMW, Bosch, Continental and
ZF Friedrichshafen. Other knowledge-in-
tensive sectors also perform well, notably the
chemical industry (9.5% of total exports),
pharmaceuticals, electrical equipment as well
as the ICT sector. As a result, the share of
the total workforce employed in the knowl-
edge-intensive and capital-intensive manu-
facturing (17%) in Germany was bigger than
the average share of the workforce employed
in these sectors in mature economies in 2007

(11%).%
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As for France, knowledge-intensive goods
represent almost 50% of total French ex-
ports, which is more than the average com-
pared to other mature economies. The trade
surplus for such goods amounts to around
$9bn, or 0.3% of GDP, notably thanks to
exports of transport equipment by compa-
nies like Renault and PSA Peugeot Citroén as
well as exports of pharmaceuticals and chem-
ical products. France does however import
more electronics and machinery equipment
than it exports. Moreover, there is an on-go-
ing shift in the composition of the work-
force, which has prompted political debates
and concerns about deindustrialisation. Akin
to trends in other developed countries, the
manufacturing sector in France decreased
from 15% of total employment in 2000 to
13% in 2007, implying a loss of 400,000
jobs. Although this coincides with the neg-
ative trade balance, the change is arguably
not directly caused by imports. It is rather
related to falling demand, notably in Europe,
as well as to the fact that the productivity of
the French economy has not increased suf-
ficiently as to offset high labour costs. The
loss of employment in manufacturing is
somewhat compensated for by an increase
in labour-intensive and knowledge-inten-
sive services between 2000—2007, and also

in health, education and public services.*

For Germany, the main potential risk is
linked to the economy’s reliance on exports
of manufactures as well as the significant im-
ports of energy. Should the euro-area crisis
deteriorate and oil prices go up, this might
have negative impacts on the German econ-
omy. To their advantage, German firms have

managed to integrate into the global econ-
omy better than many of their European
counterparts, both by diversifying their ex-
ports and by reaping the benefits of European
integration as well as globalisation. Intra-in-
dustry trade and cross-border specialisation
are particularly intense in the automotive in-
dustry, where production is outsourced no-
tably to the Czech Republic, Slovakia and
to Hungary. Moreover, and perhaps in con-
trast to France, Germany’s many competi-
tive small- and medium-sized companies
contribute significantly to the economic dy-
namism. So does the industries’s capacity of
incremental innovation, in other words the
integration of new high-tech solutions into
traditional transport equipment, machinery
and engineering. The challenge for Germany
domestically is to assure that all the Linder
get on board. Also, there is potential to at-
tract more foreign direct investment as well
as to boost the service sector. IMF recom-
mends in a recent report that Germany con-
tinues with structural reforms in order to in-
crease competition in the services sector and
thereby raise productivity. It is also pointed
out that higher wages could eventually in-
crease the domestic demand, thereby reduc-
ing the economy’s exposure to external factor
in the case of declining global demand.®

The main immediate challenge for France is
to strengthen the competitiveness of its econ-
omy, as recognised by the recent Gallois re-
port. France has been called a “time-bomb
at the heart of Europe” by 7he Economist
weekly newspaper, a rather unflattering epi-
thet that alludes to the lack of competitive-
ness and the current account deficit. Perhaps
most striking element at this moment is the
lack of structural reform despite the need for
it. Whereas other European countries have
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been forced to reform their economies fol-
lowing the euro crisis, France does not ap-
pear to be instituting any major reforms al-
though it is in effect living beyond its means.
For the years to come, it will be crucial for
France to increase productivity and encour-
age new small- and medium-sized compa-
nies. At the moment, France is competing in
the same medium and high-tech segment of
knowledge-intensive goods as the emerging
economies without being ranked as an inno-
vation leader, like Germany. Integrating the
French industry into global supply chains is
likely to be politically challenging given the
scepticism among the public towards reforms
in general, and more flexible business con-
ditions in particular, including off-shoring
of industrial manufacturing. Finally, like in
Germany, there is great potential to promote
the services sector further, for instance the
already strong banking sector.*

In sum, given the great complementarities
between the American, German and French
economies, deepening the transatlantic re-
lationship could create further business op-
portunities and thereby promote jobs and
growth. In comparison to trade with emerg-
ing economies, there are no real concerns
about so-called unfair competition from the
United States. All this is reflected in the fact
that there is no major organised opposition
in Europe against a transatlantic agreement
so far. On the contrary, many German and
French industries are interested in greater
export opportunities, such as automobiles,
pharmaceuticals, chemicals, electronics and
machinery. Whereas Germany seems to
have no major sensitive sectors, expect for

some service sectors, France is by tradition
more sceptical about free trade. But even
the French textile and clothing industries,
notably the luxury brands, which have no-
toriously been blocking the removal of tar-
iffs, now have strong export interests. This
indicates that the situation has changed
over the last decade. Of course, negotiators
will inevitable run into big challenges as is-
sues such as genetically modified products,
hormones and other sanitary and phytosan-
itary questions need to be settled. Not to
mention the challenge of getting national-
or state-level regulatory agencies to coop-
erate closer and eventually recognise each
other’s standards. Again, political will is the
key to success.

> 3. Transatlantic leadership at
the global level

Beyond the bilateral relationship, trans-
atlantic economic integration can have a
large impact as a push-factor that may break
the Doha deadlock and bring countries back
to the multilateral negotiation table. By exer-
cising joint leadership, the United States and
the EU can promote rules and standards that
could lay the foundation for a modern open
trading system. Now is the time to be pro-
active. If the EU and the U.S. stay inactive,
there is a great likelihood that the rules and
ways of doing things established elsewhere
will come to shape the future global trading
environment.

Moreover, Europe and the United States
could join their forces together when dealing
with third countries. Both when negotiating
trade agreements with strategic partners, and
also when initiating law suits in the WTO
Dispute Settlement Body in situations where
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other countries allegedly do not comply with
their WTO commitments. The ultimate ob-
jective would be to safeguard the principles
of the multilateral rules-based system in an
efficient and coherent way.

> 4. The way forward

As the United States and the European
Union are preparing to launch negotiations
on a trade and in-
vestment partner-

1he focus is on a comprehensive,

been mentioned above. In view of “progres-
sively moving to a more integrated transat-
lantic marketplace” the U.S.-EU High Level
Working Group calls in its February report
for “creative, flexible, and open-minded”
solutions to achieve the ambitious goals set
out. It recognises that an agree-
ment would need to cover tar-

ship agreement, realistic, and ambitious deal that  iffs, services, investment, procure-

the focus is on a
comprehensive,

realistic and am- oy51)) and competitiveness.

bitious deal that
can have a real impact on jobs, growth and
competitiveness.

Great challenges lie ahead. This is not the first
time that a bilateral transatlantic initiative is
started. The Transatlantic Business Dialogue
(1995), the Transatlantic Agenda (1995), the
New Transatlantic Marketplace (1998), and
the Transatlantic Economic Council, TEC
(2007), all set out as ambitious projects but
were watered down. Stuck for a while in
technical discussions, TEC nevertheless got
off the ground and recent achievements for
instance include the U.S.-EU agreement on
mutual recognition of authorised economic
operators, principles for investment and for
ICT services, and agreement on e-health
and a strategy for enforcement of intellec-
tual property rights.

The context is different now compared to ear-
lier, because of the many reasons that have

can have a real impact on jobs,

ment as well as regulatory issues
and non-tariff barriers, while also
addressing intellectual property
rights, environment and labour as-
pects, competition policy, state-owned enter-
prises, trade-related labour and environment
aspects, small- and medium-sized enterprises,
supply chains and access to raw materials.”’

Nobody is under the illusion that the nego-
tiations will be easy. Quite the contrary, with
complicated regulatory divergences, political
will and and strong backing from business
organisations and stakeholders will be cru-
cial. Let us look more closely into some of
the issues that a comprehensive transatlantic
partnership agreement will have to address.

> Tariffs

Elimination of tariffs on all industrial goods,
but with transition periods for sensitive
goods is the objective. Average tariff levels are
low, but a number of peak tariffs remain. The
most challenging field is agriculture, where a
substantial and progressive reduction would
be the most realistic scenario.

» Non-tariff barriers
Addressing non-tariff barriers is repeatedly

underlined as the most important element of
a transatlantic agreement, but also the most
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challenging. Stake-holders insist on closer
cooperation and alignment of existing regu-
lations, but particularly emphasise the need
for continuous work and cooperation in or-
der to avoid future regulatory divergences. In
this respect, key areas include automobiles
(especially e-vehicles), machinery, electron-
ics, electro-technical products, chemicals,
nanotechnology and regulations related to
cloud computing. The report of the High
Level Working Group recommends the that
the agreement “be designed to evolve over
time [...] while establishing mechanisms
that enable a further deepening of economic
integration, particularly with respect to the
promotion of more compatible approaches
to current and future regulation and stand-
ard-setting and other means of reducing
non-tariff barriers to trade.”®

» Services and Investment

Services could not possibly be excluded from a
comprehensive transatlantic agreement, given
their importance in today’s sophisticated
economies. Stakeholders call for the removal
of barriers, for instance in the fields of health
care, transportation, financial services, capital
markets, ICT including telecommunication,
but also in the aviation market and with re-
spect to the movement of workers, process-
ing of data and other cross-border data issues.
Many challenges lie ahead as these and other
service sectors are currently extensively pro-
tected by regulatory restrictions. The HLWG
report modestly recommended binding “the
highest level of liberalisation that each side
has achieved in trade agreements to date,

while seeking to achieve new market access.”

There is also support among stakeholders for
more open investment policies. In this re-
spect, the EU is facing a double challenge of
not only putting its own investment policy
in order, but also acting in unison when deal-
ing with its trading partners.

» Public procurement

The objective of extending the openness of
foreign public procurement markets at all
levels of government is a part of the final re-
port of the HLWG. Fuelled by the European
Commission’s recent proposal of reciprocal
openness in international public procure-
ment markets, fair competition and reciproc-
ity are keywords for some European business
organisations. On the U.S. side, only 37
states participate in the WTO Government
Procurement Agreement, suggesting that ne-
gotiations will be complicated, not to men-
tion the “buy American” act issued in the
wake of the economic crisis.

» Intellectual Property Rights

Industries on both sides of the Atlantic are
supporting enhanced transatlantic coopera-
tion with respect to the protection and en-
forcement of patents, trademarks and cop-
yrights both at the bilateral level but also
internationally. There are great differences in
the IPR systems in the U.S. and Europe. En-
forcement of IPR protection abroad is never-
theless a common concern for many compa-
nies, who support reinforced efforts to fight
counterfeits and trademark infringement, es-
pecially online and in sectors like medicines,
chemicals, audio-visual products, automo-
biles and electronics.
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» Cooperation with third countries

Business associations encourage the EU and
U.S. to reinforce to their cooperation in
trade discussions with third countries, both
bilaterally and multilaterally. Transatlantic
leadership could play an important role in
updating the standards and principles gov-
erning international trade and investment.
Ultimately, it could lead the way back to

multilateral discussions and strengthen the
rules-based system embodied in theWTO.

Finally, regarding the time frame for a trans-
atlantic agreement, policy-makers neither
seem to be interested in an early harvest of
low-hanging fruits, nor are they keen to em-
bark on a project that resembles the Doha
Round. The agenda must thus be realistic
and doable within a reasonable period of
time. Both sides will need to be prepared to
give and take, in the spirit of compromise.
The ultimate approval will need to come
from the U.S. Congress, the 27 European
member states in the Council of Ministers,
as well as the European Parliament.

Conclusion

During the years to come, Europe and the
United States are faced with daunting chal-
lenges; not only to promote growth and jobs
in their own crisis-hit economies, but also to
safeguard peace, security and prosperity in
the advent of a multipolar world.

The financial and economic crisis has but re-
inforced the case for continued and deep-
ened transatlantic cooperation. Based on
their shared fundamental values of democ-
racy, human rights, rule of law and funda-
mental rights and freedoms, the EU and
the U.S. have an important role to play to-
gether as to influence the foundations of the
new multipolar world order that is about to
emerge. The benefits of closer ties between
the U.S. and the EU would not only be of
economic nature, but pertain also to the
transatlantic security community’s ability to
promote peace, democracy and prosperity, as
well as, naturally, its own security. Now is not
the time to get caught up in inward-look-
ing policies, Europe and the United States
need to have a clear strategy and be proactive

global leaders.

This being said, achieving closer transatlantic
cooperation is not an easy task. Significant
obstacles need to be surmounted. In this re-
spect, serious commitment and political will
be required.

As leading members of the European Union,
France and Germany have a special responsi-
bility to work toward beneficial cooperation
with the United States. Actually putting this
into practice may be of varying difficulty in

different policy fields.
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As far as trade is concerned, a comprehensive
transatlantic agreement with a clear vision
for future continuous cooperation can make
a real difference, but only by reaching be-
yond the framework of a traditional free trade
agreement. The wish-list from businesses is
relatively precise; companies on both sides of
the Atlantic would like to see a comprehen-
sive and ambitious agreement that facilitates
trade by eliminating tariffs and regulatory
barriers. It also needs to address areas such
as services, investment, public procurement
and intellectual property rights. In addition
to generating growth and jobs, a transatlantic
agreement could provide the impetus needed
to break the current deadlock that paralyses
multilateral trade negotiations, and thereby
promote multilateral cooperation.

In the field of security cooperation, pros-
pects seem slightly dimmer. Burden sharing
disputes are likely to remain on the agenda.
While the financial crisis clearly constrains
all interested parties’ room for manoeuvre,
it is not clear whether Europeans really have
understood the seriousness of the situation.
One step in the right direction would con-
sist in intensified efforts of pooling and shar-
ing, but Europe’s disparate strategic cultures
in conjuncture with a sometimes very pro-
nounced reluctance to deal with strategic is-
sues remains the central issue.

Very importantly, therefore, Europeans, and
certainly the French and especially the Ger-
mans, must stop shying away from difh-
cult questions pertaining to the use of their
armed forces and the instances in which to
recur to violence. Refusing to see security ne-

cessities is not an act of pacifism, but sim-
ply shortsighted and irresponsible. This does
obviously not mean that Europeans should
follow the United States in all cases. Rather,
Europeans will increasingly face the need to
develop a grand strategy if they are to be a
player in the emerging multipolar world.
France and Germany have a special role to
play in this process.

In all debates on transatlantic relations, one
thing must however not be forgotten: the
United States and Europe will continue to
be each other’s most important partners on
many issues in the future. Close transatlantic
ties will therefore continue to be an invalua-
ble asset for all parts involved.
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