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T H E OF B U S I N E S S

T he indicators of business activity are 
interpreted by many analysts in both business 
and Government as suggesting that the down
turn has reached, or soon will reach, bottom. 
If they are right attention then turns to the 
questions: how rapidly will activity rise and 
will the economy soon approach full utiliza
tion of labor force and plant?

Industrial production appears to have 
stabilized in recent months. Since the start 
of the year rising output in steel, copper, 
electrical machinery and farm machinery has 
about balanced a substantial cutback in auto
mobiles and small declines in a variety of 
industries. Unemployment has been fairly 
stable at a seasonally adjusted rate of over 
6 V2 per cent of the labor force. Retail sales, 
after sagging in January, improved in Febru
ary and perhaps in March as well.

Government spending has been increasing 
at Federal, state and local levels and this 
trend is expected to continue. Construction 
activity may rise substantially as weather 
improves seasonally; construction contracts 
have been at a record in recent months. 
Farm income is at the highest rate in more 
than two years. Sales of farm machinery are 
rising from the reduced level in 1960.

Consumer income has been well main
tained and personal saving, in the form of 
liquid assets, has risen to a high level. In 
January, at least, repayment of consumer 
debt exceeded new consumer loans made. 
Throughout the recession, consumer spend
ing on soft goods, principally food and ap

parel, has held close to the record rate in the 
second quarter of 1960.

It is the hard goods sector, including 
automobiles, appliances and furniture, which 
has declined. In February sales of non
durable goods stores were 3 per cent above 
last year while sales of durable goods stores 
were 10 per cent less than last year. Recent 
surveys of consumer buying intentions sug
gest a stronger trend in hard goods sales 
may be developing.

If the current appraisals prove to be cor
rect, the 1960-61 recession will have been 
both shallower and less prolonged than most 
of its predecessors. In 1948-49 industrial 
production declined for eight months to a

Wages and salaries have declined 
but other personal income 
has been maintained
billion dollars
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point 9 per cent below the preceding peak. 
It took nine months to regain the previous 
high. In the 1953-54 movement the decline 
totaled 11 per cent in a period of eight 
months. It took thirteen months to get back 
to the starting point. In 1957-58 the decline 
totaled 15 per cent and lasted eight months. 
It took ten months to regain the peak. If 
industrial production touched bottom in 
February, the recent decline will have totaled 
only 7 per cent and will have been under way 
only seven months.

What lies ahead? After reaching the low 
point, will production rise slowly as in 1954 
or rapidly as in 1958? At present the pre
ponderant opinion is that the gain may be 
fairly slow. However, this view was widely 
held in each of the preceding recessions also. 
It is typical that potential sources of rising 
demand are not foreseen clearly.

Capital spending to  rise

Throughout the recession most business
men have remained confident that the eco
nomy would not enter a severe or protracted 
decline. Recent evidence of this fact is 
found in the survey of business capital ex
penditure plans released in March by the 
Department of Commerce and Securities 
Exchange Commission.

The survey indicates that business firms 
will spend only 3 per cent less on new plant 
and equipment in the United States in 1961 
than in 1960— 34.6 billion dollars as com
pared with 35.7 billion. The rate of spending 
for this purpose has been declining since the 
second quarter of last year and is expected 
to continue downward through the first half 
of 1961. However, the results of the recent 
survey suggest that a moderate rise in capital 
spending will occur beginning in the second 
half of the current year.

Industries which are indicated to cut capi-

Capital outlays expected to rise 
in midyear after moderate decline 
from 1 960 peak
bil l ion d o l la r s ,  s e a s o n a l ly  a d j u s t e d  a n n u a l  r a t e s

billion dollars, seasonally adjusted annual rates

tal expenditures the most in 1961 are iron 
and steel, communications and railroads. The 
latter expect to reduce outlays 40 per cent, 
to the lowest level since 1946.

A number of important industries plan 
to increase capital outlays for 1961 as a 
whole. These include gas and electric utilities, 
motor vehicles, machinery producers, and 
in the nondurable goods lines, food process
ing, chemicals and petroleum products.

The moderate decline now projected for 
capital expenditures in 1961 is the same as 
the McGraw-Hill survey had indicated last 
November. This is an encouraging sign. In 
the 1957-58 recession, capital spending plans 
were reduced further during the comparable 
interval.

From the peak in the third quarter of 1957 
to the trough in the third quarter of 1958, 
capital expenditures declined by 22 per cent. 
If these outlays reach bottom in the second 
quarter of 1961, as now indicated, the de
cline from the high of the previous year will 
have been only 7 per cent. 3
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Clearly, the capital expenditure uptrend 
of the 1958-60 period was neither so long 
nor so vigorous as in 1954-57. Outlays rose 
23 per cent from the low point as compared 
with 53 per cent. Total activity reached a 
new high by a substantial margin in 1960, 
but capital expenditures did not exceed the 
1957 record.

The capital expenditure boom which 
reached its peak in 1957 was dominated by 
huge projects to expand basic capacity in 
such industries as steel, iron ore, aluminum, 
copper refining and cement. In the 1954 and 
1955 period the managers of most firms in 
these industries decided that the postwar 
prosperity was not a temporary phenomenon 
and that more “elbow room” was needed. 
Influenced in part by the desire to maintain 
position in their industry, expansion plans 
were formulated and put into effect almost 
simultaneously by many firms. As a result,

substantial capacity to produce basic mate
rials was added. The amount of unused 
capacity in important raw materials indus
tries indicates that a similar movement of 
comparable scope is not likely to develop in 
the next capital expenditures upswing.

In the period since 1957 business managers 
have placed emphasis upon modernization, 
cost cutting and the provision of more capa
city to produce finished products. These 
projects typically do not bulk as large in 
dollar volume of capital outlays as do 
expansions in basic materials. This explains 
in part the relatively small rise in ex
penditures between 1958 and 1960 and the 
relatively small decline projected for the 
current year. For this reason plant and 
equipment spending, traditionally a highly 
volatile sector of activity, has not fluctuated 
so widely during the recent cyclical move
ment as earlier.

4

Downtown office space in Chicago 
— supply up, rising further

S in ce  the end of World War II, the physi
cal make-up of the nation’s cities has under
gone profound change. This has been most 
apparent in the “urban sprawl” which has 
pushed out the built-up areas around virtu
ally every large city. Somewhat less apparent 
has been the rebuilding in the cities them
selves. While the renewal of badly deterior
ated residential areas in the older portions 
has been widespread, in only a few cities has 
the face of the central business district

(CBD) been noticeably transformed.
In any large city the downtown area has 

long been the prime location for business 
offices, retail and wholesale establishments, 
hotels and theaters and other entertainment 
and cultural attractions. While this remains 
the case today, a number of factors have 
worked to reduce the CBD’s relative impor
tance. In almost every major city retailing 
has decentralized, following the customers 
to the suburbs. In Chicago, for example,
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one of the big State Street de
partment stores closed its doors 
in 1948, releasing a substantial 
building for conversion into office 
space. Wholesale firms also have 
spread out, often to one-story 
plants on extensive tracts at the 
edge of the city. Television, “do- 
it-yourself” home modernization 
and maintenance work, larger 
families and the growing incon
venience of travel between remote 
residential sections and the heart 
of the city have cut deeply into 
the entertainment business in the 
central district.

The downtown area has for the 
greater part, however, retained its 
primacy as a location for offices.
Although moves to outlying sites 
have occurred, there has been no 
general exodus.

The best example of a central area which 
has not only maintained but greatly enhanced 
its position as a location for business offices 
is Manhattan Island. The postwar boom in 
construction of new office buildings in New 
York has increased the office space available 
in that city about 50 per cent since 1947.

In downtown Chicago, the amount of 
office space has grown since the war by about 
20 per cent.1 At the end of 1960 the supply 
stood at 47.6 million square feet.

Most of the added space has come from 
conversions of area previously used for 
retailing, wholesaling, storage and other non
office purposes. This source has provided 
about 5.4 million square feet. New construc
tion has contributed 3.9 million. Meanwhile,

’Data are drawn largely from a recent report, 
Central Area Office Space Study: Chicago, Illinois, 
prepared for the City Planning Department by the 
Real Estate Research Corporation (1960).

the demolition of old buildings has subtracted 
0.8 million, for a net increase of 8.5 million 
square feet.

Construction activity gains sharp ly
Construction now “under way” will pro

vide almost 4.7 million square feet of addi
tional area for office use. Some will become 
available later this year, but the bulk is not 
due for occupancy until 1962 or later. Two 
of the ten projects in progress are only at the 
stage of site clearance.

Most of the postwar construction of new 
offices has taken place since 1950; only
250,000 feet or so were built in the earlier 
postwar years. Furthermore, the work in 
progress at present considerably exceeds the 
total volume completed in the fifteen years 
since 1945. However, all the construction 
since the war (including that now under way 
and the conversions) add up to only about
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half the 17.8 million square feet added 
during the boom of the Twenties.

Construction carried on between 1920 and 
1930 raised the office space in the CBD 
from 5.9 to 7.8 square feet per resident of 
the Chicago metropolitan area. By 1940 the 
average had increased still further, to 8.2 
square feet, mainly because of the comple
tion after 1930 of several structures begun 
in 1929 or before. Largely reflecting building 
demolitions and population growth, the sup
ply per capita dropped to 7.1 feet by the end 
of 1960, despite the new construction and 
conversion of existing buildings. Thus, the 
supply today is smaller in relation to the 
area’s population than it was thirty years 
ago. But with the completion of work now 
in progress, space per capita will roughly 
equal the supply available in 1930.

A conspicuous feature of postwar office 
construction in Chicago has been the com
paratively small amount done “specula
tively.” All but two of the dozen major new 
buildings (250,000 square feet or larger) 
have been erected by or on behalf of firms 
expecting to occupy most of the space.

Insurance companies have been especially 
prominent as sponsors of new office build
ings. Their share of construction completed 
since the war amounts to 30 per cent, as 
measured by floor area, and these companies 
are responsible for more than 40 per cent 
of the work under way.

Central area rem ains concentrated

The Chicago area has witnessed some de
centralization of offices to the suburbs. This 
has had little impact, however, upon the role 
of the central business district as the com
munity’s major office location. Much of the 
new office space in outlying sections has 
simply supplanted space adjacent to manu
facturing and other facilities at sites inside

the city but beyond the central area.
Within the downtown section, the small 

area in which most of the city’s office space 
is located gives little appearance of having 
spread out appreciably even though several 
of the structures built since the war, and five 
of the major conversions, have been at sites 
on the outer edge of this area. Comparatively 
little has been added farther out. Of the office 
space to be provided by current construction, 
at least three-fourths lies in the central 
district.

Automation versus expansion?

Will the demand for office space in the 
CBD continue to grow? The answer depends, 
of course, on the over-all demand and the 
competitive position of the downtown area 
in relation to outlying areas and other cities 
in providing this “service.”

Office-type employment has been growing 
rapidly. Since World War I, the number of 
official, managerial, professional, technical 
and clerical workers in the United States has 
grown threefold and now accounts for 36 
per cent of total employment, compared with 
20 per cent at the beginning of the period. 
During the past decade alone, the number of 
office workers has increased 30 per cent, 
rising from 18.6 million in 1950 to 24.1 
million last year.

The mechanization of accounting and 
other data handling and improvement in 
communications are regarded in some quar
ters as likely in time to halt the growth 
of, or possibly even reduce, total employment 
in office work. The downward drift of em
ployment in manufacturing is cited as an 
example of what may be achieved by me
chanization of office work. It often is true 
that a single piece of modern equipment will 
do the work of a sizable number of book
keepers or clerks. Many users of the new6
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machines, though, have found that their data 
and record-keeping needs have expanded so 
rapidly that mechanization has merely slowed 
the growth in office employment.

In any event, the recent spurt in the con
struction of new office space appears to have 
been associated with the postwar rise in the 
proportion of the labor force engaged in

office-type activities. The possibility that 
automation in data handling and entirely new 
techniques for performing such work will 
lead to a reduction in labor and space re
quirements apparently has yet to be estab
lished. Meantime the plans of business for 
office expansion continue to reflect current 
trends in white collar employment.

Economic integration in Europe— 
its significance for U.S. exports

X n 1960, United States merchandise exports 
totaled 19.6 billion dollars or 20 per cent 
higher than in 1959. Our imports, on the 
other hand, tapered off slightly to about 14.7 
billion dollars. This dramatic improvement 
in our export trade picture was an important 
source of strength for the economy during a 
period when domestic demand began to 
slacken noticeably. In the international area 
the export surplus helped materially to 
cushion the impact of a substantial increase 
in the outflow of private capital on the United 
States balance of payments.

Several factors have contributed to the 
surge in exports. There have been substan
tial worldwide reductions in import controls 
—including quotas, licensing requirements 
and bilateral trade agreements—which dis
criminated against exports from the dollar 
area. As international economic conditions 
improved and the gold and dollar reserves 
of major trading nations increased, the need 
and justification for maintaining restrictions

on dollar imports disappeared. U. S. Govern
ment sources have estimated that “possibly 
twenty-five per cent” of the improvement in 
our exports during 1960 can be attributed to 
increased sales of goods made possible by 
the loosening of restrictions on trade.

A high level of business activity in Western 
Europe and Japan boosted demand for 
American raw materials, capital equipment 
and consumer goods. The presence of spare 
capacity in our economy, moreover, facili
tated prompt delivery of many of these items.

American industry introduced many new 
products, including some that were more 
competitive with foreign goods in terms of 
design and price (the compact cars, for 
example) and others that possessed substan
tial technological advantages over foreign 
merchandise (commercial jet aircraft, elec
tronic computers, etc.).

Foreign trade experts are predicting that 
United States exports in 1961 may approxi
mate last year’s total. The long-range out 7
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look, however, will be heavily influenced by 
an entirely new set of conditions—the emer
gence of regional economic groups in Europe.

The " S ix ” and the  "Se ve n ”
The European integration movement, 

which sprang from the common desire for 
greater economic and political unity follow
ing World War II, is producing rapid and 
far-reaching changes in the European eco
nomic structure. Since 1957, two regional 
economic groups embracing a total of 13 
countries have emerged—the European Eco
nomic Community, or Common Market, in 
1957 and the European Free Trade Associa
tion in 1959. They have come to be known as 
the inner “Six” and the outer “Seven.”

Following the formation of the Common 
Market intensive efforts were made to find

Western European trade areas

a way in which the other European countries 
might become associated with the “Six” in a 
European free trade area. The negotiations 
broke down in the latter part of 1958, how
ever, when the nonmember countries refused 
to go along with the Common Market coun
tries’ demands for a common external tariff, 
harmonization of economic policies and 
establishment of a common agricultural 
policy. Ultimately seven of the countries, led 
by Great Britain, formed the European Free 
Trade Association.

Within each group, tariffs and other trade 
barriers are being dismantled to stimulate 
increased trade and mutual economic growth. 
By broadening markets and enhancing com
petition, the move toward freer trade within 
these two groups of countries should facili
tate a more efficient utilization of resources. 
Each country will be able to concentrate on 
producing the goods it can make most eco
nomically. This would permit the strongest 
firms to grow in size and obtain the benefits 
of producing for larger markets.

So far the Common Market countries, in 
three steps, have slashed their internal tariffs 
on industrial goods by 30 per cent from 
“basic rates” in effect January 1, 1957, and 
will decide soon whether to execute a further 
cut of 10-20 per cent during 1961. If plans 
go according to schedule, internal tariffs will 
be reduced to zero by 1966. Internal quotas 
have been liberalized 20 per cent and are 
scheduled to be eliminated entirely by the 
end of the current year.

The “Six” do not contemplate free trade 
in agriculture. Instead, they intend to estab
lish a uniform agricultural market with a 
“basically common level of prices” which 
will probably be generally higher than the 
world price level. They have cut internal 
tariffs on most farm commodities by 20-25 
per cent and have raised quotas slightly. Fur-
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Salient features of the . . .

European Common M arket—the " S ix " European Free Trade  
Association—the "Se v e n "

Basic treaty T re a ty  o f Rome, M a rc h  25, 1957 Stockho lm  C o n v e n tio n , N o v e m b e r 20, 

1959

M em bersh ip Belg ium , France , Ita ly , Luxem bourg , N e th e rla n d s, W e s t  

G e rm a ny

A u s tria , Denm ark, N o rw a y , P o rtu g a l, S w e 

den, S w itz e r la n d , U n ite d  K ingdom

Objectives Exp a nsio n  o f tra d e  and m utual econom ic g ro w th  th ro u g h  

fo rm a tio n  o f  a c lo se ly  kn it custom s un ion , in vo lv in g  

b ro a d  in te g ra tio n  o f the m em bers’ econom ies in to  one  

la rg e  common m arket and e re c tio n  o f a common e x te r

nal ta r if f .

Exp a nsio n  o f  tra d e  and m utual econom ic  

g ro w th  th ro u g h  fo rm a tio n  o f  a fle x ib le  

custom s un ion  o r  fre e  tra d e  a re a  in 

w hich  each m em ber w il l  re ta in  c o n tro l 

o v e r its  o w n  econom ic  p o lic ie s. A lso , 

s tre n g th e n  b a rg a in ing  p o s itio n  o f " S e v e n ,"  

in th e ir  n e g o tia tio n s  w ith  the  " S ix . "

Economic
policies

C o m p le te  a b o lit io n  o f a ll ta r i f fs  and q uo ta s on all 
tra d e  b e tw e e n  the  member c o u n trie s. H a rm o n iza tio n  o f  

so c ia l, com m ercia l, fina nc ia l and econom ic p o lic ie s. 

Rem oval o f  re s tr ic tio n s  on the m ovem ent o f c ap ita l and 

la b o r. E re c tio n  o f a common e x te rn a l ta r i f f .  E s ta b lish 

m ent o f a common a g ric u ltu ra l p o lic y .

T ra d e  lib e ra liz a t io n  m easures p e rta in  to  

m anufactured g o o d s only. T h e re  is no  

p ro v is io n  fo r  common a g ric u ltu ra l p o lic y  

o r  a common e x te rn a l ta r if f .  Each member 

w ill  be fre e  to  m ainta in  and a d just its  

o w n  ta r i f f  a g a inst im p o rts  fro m  ou tsid e  

c o u n trie s .

Time table T ra n s it io n  to  un ifie d  common m arket is expected to  be 

com ple ted by 1970. In te rn a l q u o ta s on in d u stria l g o o d s  

w ill  be e lim inated by the end o f  1961, and in te rn a l ta r if fs  

a re  te n ta tiv e ly  scheduled to  be reduced to  z e ro  by 1966. 

P ro g re ss  w ith  re sp e c t to  a g ric u ltu re  may be s lo w e r b e

cause o f d iffic u lt ie s  enco un te re d  in fo rm u la ting  common 

a g ric u ltu ra l p o lic y .

In te rn a l ta r if f s  and q u o ta s a re  scheduled  

to  be e lim ina ted  by 1970, but th is da te  

may be advanced to  match rap id  p ro g 

re ss o f  the " S ix . ”

Escape
clauses

M e m b e r c o u n trie s  can te m p o ra rily  suspend o r  d e lay  

tra d e  lib e ra liz a t io n  m easures because o f balance o f  

paym ents d iff ic u lt ie s  o r  ha rdsh ips a ttr ib u ta b le  to  in 

c reased  c o m p e titio n .

Escape c lause  p ro v is io n s  a re  e sse n tia lly  

s im ila r to  th o se  o f the " S ix . "

Principal
gove rn in g
agencies

C o u n c il o f  M in is te rs , suprem e policy-m aking body, c o 

o rd in a te s  econom ic p o lic ie s o f  the mem ber c o u n trie s  

and dec ides on basic  issues a ris in g  o u t o f estab lishm ent 

o f C om m on M a rk e t. C om m ission  a d m in iste rs p ro v is io n s  

o f  Rome T re a ty  and fo rm u la te s p o lic ie s w hich a re  subject 

to  re v ie w  by C o u n c il o f  M in is te rs . C o u rt  o f  Justice  

d ec id es on leg a l d isp u te s a ris in g  und e r the tre a ty .

C o u n c il o f  M in is te rs  has so le  a u th o rity  fo r  

making d e c is io n s and im plem enting o b 

je c tive s o f  the  Sto c kho lm  C o n v e n tio n . 

A d m in is tra tiv e  m a tte rs a re  handled by 

sm all se c re ta ria t.

9

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Federal Reserve Bank of Chicago

ther steps will depend upon the common 
agricultural policy that is finally adopted.

On January 1, 1961, the “Six” took the 
first of a series of steps designed to erect 
a common tariff against industrial goods 
from nonmember countries. It was originally 
intended that the common external tariff 
would represent the average of the members’ 
tariffs in effect January 1, 1957.1 But to make 
the move more acceptable to other countries, 
the “Six” decided to reduce their proposed 
external tariff by 20 per cent. This reduction 
was conditional, however, on an offer of 
reciprocal concessions from other countries 
during the 1960-61 GATT tariff negotiations 
in Geneva, Switzerland.2

As the first step, the Common Market 
countries adjusted their individual commodity 
rates 30 per cent of the way toward the new 
common tariff (reduced 20 per cent). This 
meant that Germany, Belgium, Netherlands 
and Luxembourg (the latter three known 
as the Benelux nations), the low-tariff mem
bers of the “Six,” on balance raised the 
general level of their tariffs while France and 
Italy, the high-tariff members, lowered theirs.

Trade liberalization moves taken by the 
“Seven” have been less far-reaching. The 
“Seven” have cut their internal industrial

tariffs on some 70 items considered “sensitive” 
by the members were negotiated separately. A 
number of these products, including lead and zinc 
ores, synthetic rubber and latex and aluminum 
scrap and magnesium scrap, will be admitted duty
free. A number of others such as auto engines will 
be subject to duties ranging from 19-22 per cent, 
aircraft engines 10-12 per cent and large aircraft 
12 per cent.

Organized January 1, 1948, GATT—General 
Agreement on Tariffs and Trade—is the chief inter
national forum for the negotiation of tariff con
cessions and the settlement of trade disputes. The 
United States and 37 other major trading countries 
are contracting parties to GATT. These countries 
account for roughly 80 per cent of the world’s 
international trade.

tariffs 20 per cent from “basic rates” in effect 
January 1, 1960, and raised internal quotas 
20 per cent. To match the rapid pace of the 
Common Market, the “Seven” recently agreed 
to advance the date of the next 10 per cent 
reduction in their internal tariffs from Janu
ary 1, 1962, to July 1 of this year. Seven 
additional tariff cuts of 10 per cent annually 
are scheduled, beginning January 1, 1963, 
but this program may well be accelerated. 
The “Seven” have excluded most agricul
tural products from their trade liberalization 
moves and do not contemplate the erection 
of a common external tariff.

A united Europe?

The rapid pace of developments during 
the past year has brought home to many 
parties the urgency of strengthening bridges 
between the “Six” and the “Seven” to avert 
the possibility of Europe being divided into 
two permanent trade blocks. Britain, the 
leading member of the “Seven,” has held 
separate talks with the German, French and 
Italian Governments on the subject, and 
studies have been launched to find ways of 
reconciling the special economic interests of 
each group, an undertaking that will not be 
achieved easily.

Britain, for example, is particularly con
cerned with preserving its long-standing 
preferential trade relationships with the Com
monwealth countries. The low-tariff Scandi
navian countries, on the other hand, feel 
that the principle of a common external tariff 
as envisaged by the “Six” would conflict 
with their traditional liberal trade policies. 
Countries like Austria, Sweden and Switzer
land are reluctant to associate with any trade 
group that might clash with their long-stand
ing political neutrality. Several countries in 
both groups are determined to shield their 
agriculture from outside competition.
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A union of the “Six” and the “Seven” 
would create a vast market with a total area 
of nearly 800,000 square miles, a com
bined population of approximately 260 mil
lion people and a gross national product 
equal to roughly 265 billion dollars in 1959. 
In comparison, the United States, which 
encompasses an area of 3.6 million square 
miles, reported a population of 178 million 
and a gross national product of 482 billion 
dollars in 1959. The “Six” and the “Seven,” 
moreover, would be a substantial factor in 
world trade. In 1959 their combined exports 
and imports amounted to nearly 86 billion 
dollars or 42 per cent of total world trade.

Discrim ination against U. S. e xp o rts

The lowering of intra-European tariffs 
associated with the economic integration 
movement will handicap some kinds of 
American exports. As tariffs come down 
inside the Common Market (as noted above,

they have already been reduced 30 per cent), 
German and Benelux manufacturers of elec
trical machinery, heavy engineering equip
ment, tractors and machine tools stand to 
make substantial gains at the expense of 
American and other outside suppliers in the 
formerly high-tariff French and Italian mar
kets. French chemical, glass and textile firms 
engaged in supplying the German and Bene
lux markets will derive similar benefits.

In the case of the “Seven,” where internal 
tariffs will soon be reduced 30 per cent, 
British-made automobiles, electrical machin
ery and engineering equipment may displace 
some American exports to the Scandinavian 
and Swiss markets.

Upward tariff adjustments made by Ger
many and the Benelux countries on January 
1, to bring their tariffs into line with the 
proposed Common Market external tariff, 
will undoubtedly create additional problems 
for American exporters. It has been esti-

Compared with the U. S., the "S ix ” and the "Seven” in 1959 had a
46 per cent larger population,
62 per cent smaller per capita GNP and 

173 per cent greater trade volumeim p o rts

e x p o rts

1 6 9 9  $162.0 9 5 4
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m illio n
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mated that the external tariffs of the Bene
lux countries will be increased by an average 
of about 6 per cent from present levels, and 
the German tariffs by 22 per cent, to conform 
with the proposed final outer tariff. For some 
items, important to American exporters, the 
increases would be substantially greater (see 
table below).

The expansion in volume, and the com
mensurate gains in the efficiency of European 
industries that are likely to accrue from the 
lowering of intra-European tariffs, will also 
enable European suppliers to compete more 
effectively in such important overseas mar
kets as Canada, Latin America and Africa. 
European competition has already had a 
noticeable impact on our exports of generat
ing equipment, electrical machinery and farm 
equipment to those areas.

The outlook for American agricultural ex
ports to Europe is rather difficult to assess. 
Although the “Seven” have decided to leave 
agriculture alone, present indications are 
that the common agricultural policy being

formulated by the “Six” will assume a de
cidedly protectionist tone, reflecting the po
litical strength of agricultural interests in the 
member countries. The high-cost members 
are reluctant to take any steps toward a 
unified agricultural market that would in
volve substantial adjustments for their agri
cultural economies.

Unable to agree on a common external 
agricultural tariff, the “Six” have proposed 
a series of “variable import duties” on a wide 
range of agricultural products. These “vari
able import duties” would enable the “Six” 
to equalize price differentials between home 
production and imports from outside coun
tries, thereby assuring a high degree of pro
tection for their domestic producers. Any 
attempt on the part of an outsider to sell his 
agricultural products in the Common Market 
could be thwarted by simply raising the 
“variable import duties.” The flow of imports 
will be further controlled by quotas and 
licensing arrangements.

It is believed that actual implementation

First step toward Common Market external tariff 
necessitates increases in some German and Benelux tariffs

Sample tariffs (per cent, ad valorem)
Benelux Germany Common Market

Jan. 1, Jan. 1, Jan. 1, Jan. 1, Originally Reduced
Product 1957 1961 1957 1961 proposed 20 per cent

Textile  machinery............................... 6 7.1 5 6.4 12 9.6
Mining machinery................................ 8 9 0 3.4 14 11.2
Lifting and handling machinery......... 8 8.9 6 7.5 13-14 11
Mowers and harvesters.................... 6 7.1 5 6.4 12 9.6
Steam bo ile rs.......................................
Agricultural tractors,

6 7.6 8 9 14 11.2

under 5,000 kg................................ 6 7.8 11 11 15 12

N o te : Jan. 1, 1957, c o u n try  ta r i f f  schedules and Com m on M a rk e t p ro p o se d  e x te rn a l ta r i f f  fro m  Tariffs and Trade in Western 
Europe (P o litic a l and Econom ic  Planning , London, D ecem ber 1959). C hanges a re  estim ated.12
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Exports of Common Market countries have 
increased more rapidly than others since 1 953

N o te : C o m p ile d  f ro m  U n ite d  N a t io n s  t ra d e  s ta t is t ic s .  E x p o r ts  a re  f .o .b .

of these proposals will afford the 
greatest protection to such com
modities as wheat, fruits and 
vegetables, poultry and certain 
dairy products which the “Six” 
are capable of producing in suf
ficient quantity to meet the over
all needs of the community, albeit 
at higher cost than imports from 
outside countries. Imports of these 
commodities in the future may 
depend increasingly on the mar
ginal requirements of the “Six.”

In the circumstances, it is not 
surprising that the United States 
and other important agricultural 
countries, such as Canada, Aus
tralia and New Zealand, have 
been vigorously attacking the 
Common Market’s stand on agri
culture since the opening of the 
1960-61 GATT tariff conference.
These countries are not happy 
about the prospect of being rele
gated to the role of marginal suppliers of 
the European market.

If no compromise is forthcoming, United 
States exports of wheat, fruits and vegetables 
to the “Six” could decline substantially in the 
years ahead. American exports of cotton, 
tobacco and certain fats and oils, on the 
other hand, will probably continue in large 
volume. These items are in short supply 
among the “Six” and cannot be readily 
obtained in sufficient quantity or quality 
from their African territories (see table on 
page 15).

U. S. e xp o rts to  Europe at high level

American business firms face the difficult 
task of retaining competitive positions in the 
rapidly growing European markets. They 
have the option of cutting prices and offering

more liberal credit terms or expanding manu
facturing and distribution facilities inside 
the “Six” and the “Seven.” The recent re
valuation of the German mark and the Dutch 
guilder (the value of each in terms of the 
dollar was raised 5 per cent) may also help 
somewhat by making United States exports 
more competitive in European markets.

American business firms are investing a 
substantial amount of capital in Western 
Europe. According to the Department of 
Commerce, capital expenditures of United 
States manufacturing companies in Western 
Europe during 1958-60 averaged nearly one- 
half billion dollars per year. By the end of 
1960 the value of their direct investments 
in Europe totaled roughly 3.5 billion. In 
1959 these facilities generated total sales of 
6.3 billion dollars, of which 5.0 billion repre- 13
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Airplanes, metals and cotton pace 
rise in U. S. exports to 
Western Europe during 1960

January-September*
1959 1960 Increase

Cotton.......................... 95

(m illion d o lla rs)

336 241
Iron and steel scrap 

and products.......... 59 202 143
Nonferrous metals. . . 139 381 242
Industrial machinery . 284 417 133
Civilian aircraft.......... 16 307 291
Chemicals.................... 314 416 102

* M ilita ry  and "sp e c ia l c a te g o ry "  e x p o rts  excluded th ro u g h o u t. 

A lso  excludes e x p o rts  to  G re e c e  and Tu rk e y .

sented sales in European markets 
and 1.3 billion exports to other 
areas including the United States.
Recent capital expenditure sur
veys, moreover, indicate that 
United States companies plan to 
accelerate their expansion in 
Europe (see Business Conditions,
October 1960).

This has caused many to pon
der whether the European inte
gration movement might ulti
mately lead to a permanent ero
sion of American exports. So far, 
this has not happened; in fact, the 
opposite has been the case. Since 
the end of 1958 our merchandise 
exports to Western Europe have 
scored substantial gains. During 
the first nine months of 1960 
such shipments totaled 4.9 billion dollars 
compared with 3.4 billion in the like period 
of 1959—an increase of nearly 45 per cent. 
As can be seen in the accompanying table 
this gain reflected, in large part, a brisk 
demand for American capital equipment and 
raw materials associated with the European 
economic boom.

The fu tu re

In the long run the lowering of intra- 
European tariffs and other trade barriers will 
undoubtedly divert some demand from 
American to European producers. For cer
tain manufactured goods the shift may be 
substantial. A tentative list of these items 
would include chemicals, textiles, glass prod
ucts, optical and photographic equipment, 
certain types of electronic equipment and 
electrical machinery, heavy engineering 
equipment and general-purpose machine 
tools.

14 Yet, the impact of any such diversion on

our over-all export picture may be slight 
inasmuch as shipments of finished manu
factured goods to Western Europe have 
accounted for no more than 7 per cent of 
total United States merchandise exports in 
recent years. Moreover, there is a good 
possibility that any reductions in this cate
gory will be more than offset by increased 
exports of such raw materials as cotton, coal, 
aluminum and copper alloys and iron and 
steel scrap, all essential to expanding Euro
pean industries. Many of these are in short 
supply in the “Six” and the “Seven” and 
are admitted duty-free or at low rates.

Competition from European suppliers may 
have its greatest impact on our exports 
to Canada, Latin America and Africa—mar
kets in which finished manufactured goods 
constitute a substantial part of our total ex
ports. As noted above, European suppliers 
have already made noticeable inroads on our 
exports of capital goods to these areas. Such 
competition is bound to become more intense
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as European industries gain in size and 
efficiency.

Is m u ltila te ra l trad ing  possible?

This European integration movement, 
which has brought about a lowering of intra- 
European tariffs and a provisional 20 per 
cent reduction in the Common Market ex
ternal tariff, reflects a desire to achieve the 
benefits of broader markets and sharpened 
competition. In this respect the European 
integration movement could make a signifi
cant contribution toward establishment of a 
really meaningful multilateral trading system 
among all Western nations based on com
parative economic advantage. The United 
States, which produces vast quantities of 
strategic industrial raw materials and im
portant agricultural commodities and main
tains a substantial lead in industrial tech
nology, could derive substantial benefits 
under such a system.

The give and take of the first session 
of the 1960-61 GATT tariff conference has 
revealed again, however, that any further 
substantial progress toward freer trade will 
not be achieved easily. The difficulties en
countered in renegotiating compensatory 
tariff concessions to offset the increases 
in rates associated with the erection of 
the Common Market’s external tariff are 
proving to be much more complicated than 
originally anticipated. Many of the GATT 
participants feel that the concessions offered 
by the “Six” are inadequate. As a result the 
second phase of the GATT conference, in 
which the participants will begin bargaining 
for new tariff concessions, has been post
poned to an indeterminate date. (The second 
phase was originally scheduled to begin in 
January of this year.)

Agriculture is another stumbling block. 
The United States and other important agri
cultural countries, as noted above, have 
challenged the Common Market’s proposal 

for a series of “variable import 
duties” on a wide range of agri
cultural products. Their principal 
objection is that it involves too 
much uncertainty.

Tariff schedules adopted by 
nations within the framework of 
GATT are ordinarily “fixed” or 
“bound” against increases in the 
future. The Common Market’s 
“variable import duty” proposal 
does not provide for such “bind
ing.” This could mean, as the 
United States delegation has ar
gued, that the GATT participants 
in negotiating with the “Six” 
would be trading fixed tariff con
cessions for those subject to con
siderable fluctuation.

The hassle over agriculture

Cotton, fats and oils dominate 
U. S. agricultural exports 
to Common Market countries—

1956

Wheat 184
Corn and sorghum 92
Fruits and

vegetables 67
Cotton 224
Tobacco 86
Fats and oils 232
Other 164

Total 1,049

Share of 
U.S. total

1 9 5 7 1 9 5 8 1 9 5 9 1 9 5 6 - 5 9

( m i l l io n d o l la r s ) ( p e r  c e n t)

9 9 6 3 5 3 1 3

7 8 8 5 1 5 0 3 3

6 8 6 9 5 8 1 8

3 6 6 2 0 0 1 0 8 3 1

9 5 1 0 6 9 8 2 3

2 4 1 1 3 7 2 2 9 4 7

9 2 1 2 0 2 0 0 1 3

1 , 0 3 9 7 8 0 8 9 6 2 3 15
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U . S. exports to Western Europe have risen 
in importance while those to Canada and 
Latin America have declined

‘ Includes Africa, A sia  and Oceania.

emphasizes the extraordinary sen
sitivity that most Western nations 
have toward this industry regard
less of their state of economic de
velopment. In many industrial 
countries, including the United 
States, domestic agricultural 
prices are maintained substan
tially above world price levels by 
Government support programs, 
and internal markets are insulated 
from outside competition by a 
complex maze of tariffs, quotas, 
licensing arrangements and other 
controls. Subsidies are often util
ized to promote exports so as to 
moderate the accumulation of 
surpluses, but such action tends 
to elicit charges of dumping by 
other producer countries and may 
invite retaliatory action. The 
results are an expensive misallo- 
cation of world resources, a fos
tering of ill will among nations and a further 
proliferation of the web of government con
trols on agriculture.

Agricultural commodities are important 
in world trade and for many low-income 
countries agricultural exports constitute the

B u s in e s s  C o n d i t i o n s  is published m onthly by 
the f e d e r a l  r e s e r v e  b a n k  o f  C h i c a g o . Sub
scriptions are available to the public w ithout 
charge. For inform ation concerning bulk m ail
ings to banks, business organizations and edu
cational institutions, write: Research D epart
m ent, F ederal R eserve Bank o f  Chicago, Box  
834, Chicago 90, Illinois. A rtic les m ay be re- 

1 6 prin ted  prov ided  source is credited.

primary source of foreign exchange earnings. 
Thus, no matter how much progress is made 
in lowering of industrial tariffs between 
nations, the full realization of the benefits of 
free trade still depends upon a satisfactory 
solution of the problems associated with 
agricultural commodities.

The GATT negotiations are also compli
cated by uncertainty regarding the bargaining 
position of the United States and its posture 
toward free trade. The 1958 Trade Agree
ments Extension Act, which authorizes the 
President to reduce United States duties up 
to 20 per cent from rates in effect July 1, 
1958, expires next year. Hence, the fear has 
arisen among Europeans that any conces
sions offered by the United States may be 
abrogated by new trade legislation. Protec
tionist demands, accentuated recently by eco
nomic recession, have not passed unnoticed.
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