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ECONOMIC INTEGRATION - SOME ASPECTS OF
THE EUROPEAN EXPERIENCE

SCOPE

The paper looks first at some of the salient features of the movement towards
economic integration in Europe. It then examines the experience of the original six
member of the European Economic Community (EEC) with integration in the
industrial field (agriculture is not covered here). Attention is given particularly to
the expectations as to the likely benefits and problems, mechanisms put in place to
deal with the latter and what actually happened. The paper also deals, along similar
lines, with Britain's experience in the Community. It concludes with some
comments on the implications for consideration of a comprehensive trade
agreement with the United States. A short note is appended on some of the trade and
economic effects of the European Free Trade Association (EFTA).

A. SALIENT FEATURES

A Long Process

The movement towards economic integration in Western- Europe has been
going on for a long time and it is sull far from complete. In the nineteenth century,
formation of a customs union between the German states preceded political union by
several decades. Abortive attempts were made to get rid of wade barriers within

" particular groups of European countries, such as Belgium and the Netherlands and

the states of central Europe. There was a short-lived experiment in reducing tariff
barriers between most of the major European countries to very low levels. In the
1920's and 1930's, efforts were made to liberalize -trade between certain
neighbouring countries (e.g., Belgium and the Netherlands again). Proposals were
made, particularly by French political leaders, for some kind of European federal

union.

. However, practically all the solid progress towards integration has been made
in the 40 years since the end of the Second World War, In the removal of tariffs and
quantitative restrictions (QRs) on trade in industrial goods, the achievements have
been impressive. Western hemisphere is now a vast tariff - and quota-free zone
where such barriers are a rarity. It is not the same for agniculture, where there are
not only tariffs but also variable import levies and other restrictive devices. In
addition, a variety of non-tariff barriers still exist, even between members of the




EEC. They include differing product standards and safety and health requirements,
government procurement practices and cumbersome customs procedures.
Moreover, except within the EEC, European countries are still free to use measures
of contingent protection against one another, such as anti-dumping and

countervailing duties though generally only after prior consultation and joint study. .

On the other, the members of the Community, although they have not completed
their hand common market, have in some respects moved beyond this level of
integration towards economic, and perhaps eventually political, union. How far they
will actually succeed in going in this direction is a matter for speculation at the
moment. .

Different Approaches

Especially in the early post-war years, a variety of approaches were taken
towards integration. Even before the war was over, the governments-in-exile in
London of Belgium and Luxembourg (which had formed an economic union in
1922) and of the Netherlands agreed to establish the customs union which became
known as BENELUX. Instead of starting with a detailed blueprint, enshrined in a
treaty (as the EEC countries did later), they took a series of practical steps based on
protocols, conventions and ministerial agreements over a period of almost IS years.
Then they capped the process with a Treaty of Economic Union which codified and
consolidated what had been done and reaffirmed the principles and intentions.

In 1948, the Organization for European Economic Cooperation (OEEC) was
set up to help in distibuting Marshall Plan aid and to further economic cooperation
between the member countries. The convention establishing OEEC provided for the
rapid completion of customs unions and free trade areas already agreed upon (this

effectively meant BENELUX) and the study of other possible arrangements along.

" these lines. However, this
part of the work rapidly degenerated into an effort to standardize descriptions of
uriff items, largely it seems because of British opposition to anything more
ambitious. OEEC concentrated on freeing up international payments and getting rid
of QRs. It also set up a number of industry sector committees, with a view to
coordinating European investrnent plans and avoiding duplication.

. The disappointing results of this approach was probably one of the factors

leading to the decision of Germany, France, Italy and the BENELUX countries to
set up the European Coal and Steel Community (ECSC) in 1951. In effect it was a
sectoral customs union with some elements of supra-nationality and provisions to
maintain a competitive environment, ensure a greater degree of stability in
production and trade and promote rational development of the coal and steel

industries. The very success of this initiative and the relationship of iron and steel -

and coal to their many downstream products and to other forms of energy,
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especially atomic power, strengthened the arguments for a much broader
integration of the economies of the six members. This was part of the economic
background in the creation of the European Economic Community (EEC) and the
European Atomic Energy Community (EURATOM), both of which came into
existence at the beginning of 1958. (There was also a political background as we

shall see later).

The Rome Treaty, establishing the EEC, provided for not only a customs
union (i.e. removal of internal tariffs and other trade restrictions and establishment
of a Common External Tariff (CET) and a common commercial policy towards
third countries) but also the following other important measures of integration:-

° free movement of capital and persons and freedom to supply
services

) a common agricultural policy

° a common transport policy

* a system for ensuring competition

’ procedures for coordinating - domestic economic policies and

dealing with balance of payments problems

removal of differences in national laws where necessary--for
operating the common market

° a social fund to facilitate adjustment

. a Europeah investment bank to assist development

: the association of dependent overseas termitories

: provisions for admitting other European states 10 the
Community

B provision for concluding "Unions of states” or association

arrangements with other third countries or international
organizations

The Treaty also set up institutions to run the Community, particularly a
Council of Ministers, a Commission, a Court of Justice and a Parliament.



While the Six were moving towards a relatively high level of integration,
other European countries, unable or unwilling to go so far, negotiated the European
Free Trade Area (EFTA). Known as the "Outer Seven”, as opposed to the "Inner
Six", the founding members were Britain, Norway, Sweden, Denmark, Austria,
Switzerland and Portugal. With minor exceptions, their association did not cover
agricultural products. Nor did it involve setting up a common external tariff or

operating a common commercial policy towards the rest of the world, though the -

Seven did work together to a considerable extent in their reladons with the Six and
in their approach to international trade issues generally.

Today, there are two types of groupings in Western Europe -- a2 common
market, on the way to becoming a full economic (and perhaps someday political)
union, and a free trade association. The EEC has undergone two enlargements.
First Britain, Denmark and Ireland (which had concluded a free-trade agreement
with Britain in 1965) joined in 1973. Then in 1981 Greece became a member. Spain
and Portugal have concluded accession agreements and will be entering the
Community at the beginning of 1986.

EFTA, on the other hand, after expanding to include Finland and Iceland
(making 9 member all told) has now contracted with the entry of three of its
members into the EEC and will soon lose a fourth. The members of EFTA are all
linked to the Community by association agreements, which essentially provide for
elimination of tariffs and QRs on industrial products but differ somewhat according
to the special circumstances of each country. The EEC also has association
agreements with Turkey and with a host of overseas countries (mastiy. former
colonies) as well as non-preferential trade agreements with many other nations.

The "Ups and Downs"

This state of affairs was by no means the result of a smooth, orderly and
harmoonious process. Even within the EEC, the progress that has been made has
been punctuated by crises, and periods of virtual immobility or even backsliding.
Five years after it came into being, the EEC was under severe strain, when, after a
year of negotiations for British entry, General de Gaulle declared this to be
politically unacceptable. A litle over two years later, the decision-making process
of the Community was almost brought to a halt for seven months when France
withdrew from the Council of Ministers and a number of committees over
differences regarding the powers of the Community and its institutions and the
relationship between Europe and the United States. On numerous other occasions,
Community decisions have been the result of hard-fought battles stretching over
lengthy periods. Deadlines have been met by negotiating day and night (the famous
“nuits blanches” of Brussels) and by the practice of "stopping the clock”.
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More recently, the economic and monetary upheavals, "stagflation”, and
recessions of the seventies and early eighties have made it difficult to go ahead in
such areas as eliminating differences in product standards and government
procurement. There is much debate about how to restore the momentum and
whether this may require revisions in the Rome Treaty and/or a "two-speed”
Europe, where member states prepared to integrate faster would move ahead of the

others.

The Community's relations with the rest of Western Europe got off to a bad
start with the failure, while the Treaty of Rome was being negotiated, of efforts to
associate all of them together in a pan-European industnal free trade area. The Six,
and particularly the French, were concerned that this would lead to distortions of
trade (because of differences in the level of external tariffs) and would dilute and
weaken the EEC. Besides this, it would be unbalanced because of the exclusion of
agriculture. When most of those outside the EEC formed EFTA, it was partly with a
view to bringing the Community to terms. But efforts to build a "bridge” between
the two groupings were not successful. Europe was then divided into two
completely separate, and in some respects rival, trading blocs. It was not until after
the departure of General de Gaulle from the scene that the first enlargement and the
association arrangements with the EFTA countries could be carried through.

Political Factors

This underlines the extent to which political factors have influenced the pace
and nature of the moves towards European economic integration. Efforts along
these lines before the Second World War foundered mainly on the rivalries and
suspicions between the great powers. In the immediate post-war period, political

" considerations usually favoured the integration process. In Europe there was an

upsurge of interest in federalism as a means both of avoiding a recurrence of the
economic nationalism of the thirties and of breaking the cycle of European wars.
Concerns about the growing power and the intentions of the Soviet Union spurred
the U.S. decision to mmount a massive aid program and the initiatives aimed at
economic cooperation through OEEC. The establishment of ECSC was seen as
helping to prevent a revival of the historic conflict between France and Germany,
for it would make it easier to manage the competition between their steel industries
for the iron ore of Lorraine and the coal and coke of the Saar and the Ruhr. A
major factor leading the BENELUX countries to propose a broader-ranging
integration of the economies of the Six in 1955 was concern over the deterioration of
Franco-German relatons. The French Parliament had failed to ratify the treaty for
a European Defence Community which would have contributed to the rehabilitation
of Germany. The two countries were also having differences over such issues as the
future of the Saar (not reunited with Germany at that time), and construction of a

-



Moselle Canal to bring Ruhr coal to French steel mills. It was hoped that working
together on the "construction of Europe” would make it easier for France and
Germany to resolve such problems - and this did in fact turn out to be the case.

There were, however, other situations where political factors impeded
economic integration. Austria, Finland, Switzerland and Sweden could not join the.
Community because of their status as neuwals. (Sorne of them also had economic
inhibitions). In the mid-fifties, Britain still saw itself as a world-scale power and
was not interested in joining an exclusively European trade grouping which would
weaken its ties with the Commonwealth and the United States. Spain’s internal
regime was, for years, an obstacle to association with or membership in the
Community.

Domestic political considerations entered in, too, at times. The left wing of the
Labour Party in Britain was concerned that joining the Community would make it
more difficult to maintain full employment and lead to pressures to water down the
welfare state and hold off on further extension of public ownership. Thus, although
it was a Labour Government that made the second, unsuccessful, bid to join the
EEC, the party became distinctly ambivalent about membership when in opposition
from 1970 to 1974. It called for a fundamental renegotiation of the terms of entry
and a referendum to consult the British public. (It was suggested that joining
without either a general election or referendum was somehow illegal and
unconstitutional). The minority Labour Government returned to power in 1974
found itself stuck with carrying out this policy. It entered into a rather modest
renegotiation which did not require amendment of the Treaty of Accession, the
main feature being an adjustment of Britain's financial contribution. _A consultative
referendum was then called and the Cabinet recommended a vote in favour of
continued membership (although more than half of the Labour M.P.s took the other

- side). The vote went 2 to | for staying in the EEC. Labour went into opposition

again in 1979 and moved sharply to the left. It called for Britain's withdrawal from
the Community in the 1983 election. With the Party now running ahead of the
Conservatives in the public opinion polls some uncertainty has once again arisen
about Britain's continued role in the Community. In addition to those on the left,
there are a few anti-Marketeers on the right. Their hostility to the EEC is based on
a variety of things, ranging from imperial nostalgia to concern about changes in the
waditional British way of life.

Miscalculations

To determine where they fitted into the process of European econormuc
integration, therefore, countries had to weigh 2 complex set of considerations,

political as well as economic. Inevitably mistakes were made and it is easy to se¢ .
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them in retrospect. This is especially true of Britain's relations with ‘the
Comumunity. If, instead of trying to stop it, Britain had gone in from the beginning,
it would Hrave been able to influence the content of the Treary of Rome and the early
development of the Community, including the Common Agricultural Policy. If
Britain had not niegotiated so hard and 50 long in 1962 on such issues 2 safeguards
for Commonwealth interests. and arrangements for agriculture, it might have been
more difficult for de-Gaulle to impose his veto.

Europe and the World

Community rmembership has not, in fact, prevented Britain from pursuing its
foreign policy interests {€.g., the Falklands, the ¢urrent close relationship with the
‘United States-on a variety of issues). The same is true of other members of the EEC.
Nor has economic iniegration in Europe prevented the EEC and other countries of
the region from taking an active part in the liberalization of rade on a muhilateral
basis. Efforts to form customs unions and free trade areas between neighbouring
countries before the Second World War often ran afoul of the most-favoured-nation
principle (requiring that concessions given to ong partner be extended to all entitled

to this-kind of reatment).

When the (GATT was negotiated in the early post-war years, provision was
specifically made in Article XXTV for the formation of customs unjons and free
trade aréas, subject to certain conditions. The Treaty of Rome and the EFTA

Convention were examined in the GATT and some countries questioned whether the
g

. relevant conditions had been met. However, while pressure was applied for £hanges

in some of the fé:,atu:es‘ of these arrangements, N0 formal decision was ever reached
as 1o whether they did or did not conform to Article XXIV,

Since the founding of the GATT, both the EEC and EFTA countries have
contributed to the success of a number of major multilateral rade negotiations. It
can be argued that they might have been more forthcoming if they had not been
members of regional groupings, Thereare indications that, today, the reluctance of
these countries to weake 100 much the preferential aspects of the European systetn
may make it more difficult to continue the process of multilateral trade
liberalization. However, the Européan countries do, and will continue to, have an
important stake in their trade and commercial relationship with North America,

Japan and many others. , -
8. THE EUROPEAN ECONOMIC COMMUNITY

Expectations

'While the immadiate impetus for creating the Comunity was political, it was



also expecied to bring important economic benefits. Some of the objectives were set

out in the Preamble to the Rome Treaty -- for example, improvemeants in living and
working conditions, a steady expansion, balanced wade, fair compen tion, and
harmonious development by reducing the differences between the various regions,

These were expected 10 be some of the main results of freeing up movements
of goods, services, capital and people; within the framework of common policies
and rules in some areas and harmonized national policies in others. Classic
mtemauonzl trade theory taught that the removal. of trade barriers would allow
countfies to specialize in the things they could produce most efficiently. But even
more imporntant, it was anuc:patad that interpenetration of markets in the EEC
would lead to profound changes in production structures to take full advantage of
economies of scale. The producuv:ty of capital and labour would be increased;
wages and profits would rise; investment would be stimulated; and the rate of
gmwrh would be accelerated.

However, all of this was seen as a long-tern process. There were COncerns,
aspacially on the part of those in close touch with the business world, that, over the
short term, there would be abrupt changes in wade and production patrerns,”
bringing serigus problems of adjustment for some firms and a certain amount of
unemploymert. '

There were also some pamr:ula: worTies in some of the member states. France
saw the Common Matket as, in some degree, 2 trade-off, in which it would have to
open up its market for manufactures to stronger German pmducers in return for
benefits for its agricultural sector. In addition to the perceived econamic
weaknesses of French induswry, it was feared that French social palicies in such

fields as oventime pay would make it difficult to compete.

There were concerns tog in France, and even more 50 in Italy, that economic
integration would incvease the polarization of industry in the triangle Amsterdam -
Dusseldorf - Lille, aggravating regional disparities within Europe. France and ftaly
were also particulariy vulnerabie to balance of payment problems. They could
foresee the possibility that action to deal with such difficuldes might conflict with
their obligations 1o free up wade and capital movements,

,Safeguard Provisions

To deal with these contingencies ard ¢ther special situations a number of
safeguards and transitional provisions were written into the Rome Treaty. They can
be dmded into those which would be in effect only for a transitional period.and

those which were of a continuing nature. The more important afe as foﬂnws.l




Trapsitional Proviai

1. The dismarntling. of tariffs against the products of other member states and
establishment of the Cormmon External Tariff (CET) was to be carried out in small
steps over a ransitonal period of 12 years, 2 There was sls0 provision to extend the
transitional period to 15 yvears or to adjust tariffs more rapidly if circumstances
permitted. A schedule was also laid down for abolishing QRs over the transitional

period. |

2. }f the reduction of internal tariffs gave rise to "Any special problems ...
the Council of Ministers of the Community was to setle them by directives based on

proposals of the LCommission, {(Article 14(5]]

3. The rules for taniff reductions. also applied to duties of a fiscal pature; but if
the Commission found that substitution of an internal tax for a fiscal duty cansed
serious difficulties, it was empowered in the first year of the Community to
authorize the retenuon of the duty for as long as six years. (Article 17{4))

‘4. In the event of injury caused by dumping, the Commission was fo
recommend the cessadon of this practice and, if the sitvation continued, was to
autherize the injured country to take appropriate protective action. Moreover, in.
order o discourage dumping, member siates were required to readmit, free of
duties or quartitative restrictions, any goods ExportEd 10 other members. (Article

31)

5. The Commission was given the power to authorize protective measures in
the event of discrimination by state monopolies of a cormmercial nature. (Article 37)

6. At the special request of France, the Commission was given the power to
authorize member states to take safeguard measures in the event that industries were
affected in equalities in ovenime pay. (Protocol relating to certain provisions of
concern to France, Pan 11}

7. A general safeguard clause {Anicle 226), which turned out to be the most
important, provided that-a member siate might ask the Commission 1o authorize
relief measures if there were “serious difficuities which are likely to persist in any
sector of economic a::ﬁviry or difficulties which may sericusly impair the economic

situation ih any region ....". The Commission was to determine the measures tobe
taken, which might include derogations from the Treaty. The latter were however
to be Bmited in axient and duration, to-what was strictly necessary to restore the
situation and adapt the sector concerned. Priority was to be given to measures which
would least disturn the functioning of the common market.



1 The rules governing the elimination of quantitative restrictions (QRs) on
exports and imports were waived for controls which were justified on grounds such
as the protection of public health, morality, safety, industrial and comniercial
property and national reasures. However, such controls are not to constitute a
means of arbivary discrimination or disguised restriction on intra-Community
trade. (Article 36) Member states are also free to ake measures with respect to
production or wade in military products which they deem necessary for their
“security, but such measures are not to prejudice conditions of competition for items.
not intended for military purposes. (Article 223}

2. Procedures are laid down to deal with a situation in which a member state
encounters or is seriously threatened by balance of payments difficulties. This can
include mutual assistance. If aid is not granted or is inadequate, the Commission
may authorize the country to take appropriate protective measures. The Council
may modify or revoke this authority. (Article 108) There is pmwsmn for the
affected member state to take unilateral actien on a provisional basis in the event of
a sudden crisis. (Amc!e 109) Such measures are however not to exceed the
minimuth necessary to remedy the situation and are to be selectad so as to cause
least possible disturbance to the functioning of the Common Market. The power w
authorize a country to depart from its obligations rests with the Commission énd the
' powet to contwol unilateral action with the Council, There are special provisions
relating to Italy and France.

3. Where enterprises engage in such practices as discrimination, hrnnanon of
production or market sharing, the Comrmussion may propose steps 1o end the
- situatidn and, if it continuss, may authorize meémber states to take protective-action
(presumably tanffs, QRs etc). (Arcle §89)

4. The Commuission may authorize protecu-fe measures if @ member stage alters
its axchange rate in & manner which "seriously distorts the conditions of
competiticn” and is incompatible with dn exchange rate policy necessary for balance
of payments equilibrium dccompanied by high employment and stable prices.
{Article 107)

5. Where conditions of competition are distorted by a disparity’in legal and

administrative provisions of member states, which cannot be resolved by

consultation, it appears that one of the options open is the authorization of safeguard
measures, (Article 101}

6. When diversions of trade or ecopomic difficulties result from lack of

10




harmonization of commercial policies and cannot be resolved through cooperation,
the Commission is to authorize the necessary protective measures. There is
rrovision for unilateral action during the transitional period in case of emergency.
Again, the action chosen is to be that which will cause least disturbance to the
functioning of the Common Market and interfere least with the early introduction
of the Common External Tariff. (Article 115)

. 1. Although not strictly safeguards, the provisions relating to state aids to
industry (e.g., grants, low-or nil-interest loans and tax concessions) are certainly
relevant. While the Treaty set up procedures to deal with aids which were
incompatible with the Common Market because they distort competition and
adversely affect rade between member states, it did provide a good deal of leeway
for measures of this kind. They may be used, among other things, for promoting the
development of depressed regions, remedying a serious disturbance in a member
state, and assisting individual consumers. Certain conditions are laid down for their
use, including review by the Commission and other member states. (Article 92)

g% European Social Fund was established with the aim of promoting
employment opportunities, especially by facilitating geographical and occupational
mobility. A European Investment Bank was also created and given the task of using
its own resources and those of the capital markets to contribute to "the balanced and
smooth development of the Common Market in the interests of the Community”.

The Actual Experience

- -

—The difficulties of adaptation and adjustment were not as wide-spread or
severe as some had feared. Economic conditions were generally buoyant. There was
some temporary unemployment but apparently those displaced were easily absorbed

- elsewhere in the economy. General levels of unemployment in all member states fell

from 195859 to 1963 and remained at very low levels until around 1974 with the
exception of a slight increase in some countries in 1968. Real wages rose rapidly
over these years. Regional disparities were not aggravated. The share of the
peripheral regions in the community's GDP did not change much from 1960 to 1969,
while that of the triangle Amsterdam - Dusseldorf - Lille declined slightly. On 2
country basis, Italy continued to lag well behind the rest of the Community in GDP
per capita, ofi-account of its depressed south, but the gap was somewhat smaller in

1970 than in 1960.

~>Since the problems of adjustment were much less serious than some had feared
it was possible to shorten the period for phasing in the internal and external tariff
changes by 18 months, completing the process of 10.5 years instead of 12 years from
the beginning of the transitional period. Moreover, relatively modest use was made
of the transitional safeguard provisions having to do with removal of internal

11



barriers.

In the case of industrial materials and manufactures, the general safeguard
clause (Article 226) was used mainly to give temporary relief to a number of ltalian
producers, particularly in the southern part of the country. The items affected
included silk and derived products, certain forms of lead and zinc, sulphur and its
products, iodine, and two chemical products manufactured from local raw
materials. The Italians brought these problems to the Commission early in the
transitional period. They had been encouraged to do so during the negotiations
between the Six on the level of the Common External Tariff on some of the items or
on the raw materials from which they were manufactured. Their concerns related
perhaps even more to competition from outside the ‘EEC than from their
Community partners. The safeguard action permitted was, in some cases,
"isolation” of the Italian market through a ban or quota control on imports and, in
others, delayed removal of tariffs against imports from other member states. In
most cases the ltalians were required to submit a program for putting the industry
concerned on a sounder footing. Extensions were granted for some of the Jalian
safeguard measures but practically all were eliminated before the end of the

transitional period.

In the early years of the Community, several other member states Were
allowed to take safeguard action on industrial products. The Benelux countries
were permitted to maintain 3 quota on penicillin and its preparations, to conserve
domestic production. A French request for authorization of a quota on
semi-conductors was granted. Germany was given permission_to_set up an
equalization fund to support its lead and zinc producers. The duration of these
measures ranged from several months to a year. - - .

In 1962 the Commission developed some strict criteria for considering any
further applications under the general safeguards clause to ensure it was not used to
circumvent the inevitable difficulties resulting from the speed-up in the dismantling
of internal barriers which had been agreed upon. From this time on, it seems that
the Commission was more inclined to reject requests for permission to extend
existing measures or introduce new ones.

In the middle and latter part of the transitional period France sought authority
on several occasions to take safeguard action. In 1962 it wanted to impose 2
temnporary 12 per cent duty on refrigerators to counter an uUpsurge of imports from
ltaly which was causing serious difficulties for the French industry. The
Commission agreed, subject 10 a gradual reduction of the duty to 6 p.c. and a tight

deadline for its removal.

'Four years later, with its white goods industry in the throes of 2 painful
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adjustment, France asked for permission to apply import quotas for two years on
refrigerators, washing machines, and electric and gas stoves. The French kraft
plyboard industry was also in trouble, and it was proposed to introduce QRs for that
product too. The Commission decided that quotas on plyboard might lead to
deterioration in the conditions of intra-Community trade and invited the French
Government to come up with another solution. It rejected the application regarding
white goods. Shortly afterwards, in May and June, 1968, France found itself in a
serious econormic situation as a result of widespread social and industrial unrest.
Permission was therefore granted for import quotas, not only on white goods but
also steel, motor vehicles and textiles, under the balance of payment safeguards
provisions. However, the quotas were to be allocated fairly among the member
states and were to be removed by the end of the year. The Commission rejected a
French request for an extension on refrigerators.

An item which gave rise to difficulties in the Netherlands, Belgium and
Germany was carded wool. The first-named country was allowed to adopt
safeguards but applications from the two others were rejected.

The Commission approved a number of safeguard actions to deal with
deflections of trade and it made many decisions granting or denying permmission to
levy countervailing duties, although the latter appear to have affected mainly
agricultural products.

A number of allegations of dumping were mvesugated In some cases they
were apparently resolved without formal action, while in others the Commission
took the problem up with the offending firm. No member-state was actually
authorized to apply anti-dumping duties in the first 3 I/2 years of the Community's

life.

There were instances of member states taking safeguard action illegally. Up to
mid-196] the Commission had taken two of these to the Court of Justice.

What happened to the industries which were granted temporary relief under
the transitional safeguard provisions? The information is sketchy, but there are

some indications.

Output of lead and zinc ores in Italy dropped by about 40 per cent from 1958 to
1568 and then continued on down in the early seventies. In the case of secondary
lead and primary lead and zinc, production either held steady or declined somewhat
at first, then recovered and started to increase. However, secondary zlnc
production seems to have disappeared after 1963/64. Sulphur production in ltaly
seems to have declined by 1968 to only about 10 per cent of the 1961 level. Production
of woven sitk fabrics fluc:uztes considerably from 1958 to 1968 and no very clear
trend is evident. Carded wool production dropped more than one quarter in

13



Germany and over 15 per cent in the Netherlands during the first decade of the
Community’'s existence and continued to decline to 1974. In Belgium, however,
output of this product increased substantially, although that country had at one time
wanted to apply safeguards.

As regards France's problems in the white goods sector, production of
cookers, electric refrigerators and electric washing machines in 1968 was 170 per
cent, 47 per cent and 94 per cent respectively above the 1958 levels. In the case of
refrigerators there was.a subsequent falling off, but in 1972 output was still about
the same level as in 1958.

The data studied do not, in some cases, cover the precise items on which
safeguard action was permitted, but rather relate to wider groups of products or
different stages of manufacture. Moreover, they do not throw any light on the
position of individual firms or regional patterns of production. A good deal more
study would be needed to reach definite conclusions. Nevertheless, the analysis does
seem to suggest that in some cases safeguard action may have heiped in putting the
industries on a sounder footing while in other cases it was a temporary palliative. It
also bears noting that, for the most part, the items concerned occupied a relatively
small place in the total economies of the countries concerned, even though they may
have been important to specific companies and regions.

It appears that there has rarely been recourse to the continuing safeguards. The
most notable cases relate to [taly, which was, in 1974 and again in 1976, authorized
under the balance of payments provision to introduce a system requiring +mporters
to consumer goods to deposit cash in advance with the Bank of Italy against
purchases of foreign exchange. The amounts to be deposited Were to be
progressively reduced to nil. The Italian Government aiso took unilateral action

- under the balance of payments safeguards to impose a tax on the purchase of foreign
currency.

It is virtually impossible to determine to what extent state aids were used to
cushion the effects of dismantling trade barriers because of the lack of transparency
in this area. However, the member states certainly had the means to intervene in this
way. Not only did they all have programs designed to aid particular industries and
regions; they also had powerful general instruments of policy at their disposal
which could be used to influence the response of their firms to the problems and
opportunities of integration. These ranged from relatively modest devices like

“special depreciation and other tax concessions to more interventionist mechanisms
such as using the economic power of nationalized industries and infusing capital 1nto
certain private enterprises through control of the banking system or special
investment funds.

"There is not much information about the way such practices may have
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influenced the pace and nature of integration but there are some indications. in the
early years of the Community, there were many mergers and cooperation
agreements between firms. The great majority of these operations were not
rransnational but took place within an individual country. It is difficult to believe
this was not to some extent due to the influence exerted and inducements offered by

national governments.

The Commission did try to get 2 handle on state aids. During the first few
years of the Community’s existence, it started to prepare an inventory of existing
measures of this kind and made decisions on the compatibility with the Common
Market of various new programs. Regional aids authorized included schemes to
help the economic and social development of Sardinia and to improve the balance of
Luxembourg's economy. Examples of aids to specific industries which were
approved were schemes for helping the German and Italian textile industries. In
some cases member states were asked to modify or withdraw their proposals, but
sometimes the Commission was overruled. For example, the French wanted to aid
the production of certain grades of paper pulp, and when the Commission raised
doubts about the proposal, they made a successful appeal to the Council of Ministers.

In addition to dealing with specific cases, the Community's institutions, from
1969 onwar@ developed guidelines for assistance to problem industries, such as
shipbuilding, film production and textiles. However, in all. of this, they came up
against two difficulties in particular. First there was the dilemma of how to
reconcile the requirements of competition. policy (avoiding distortions of
competitive conditions within the common market) with those of regionai-and
structural policy (which was certainly recognized as legitimate under the Rome
Treaty). A second problem was that examination of general schemes was often not
very conclusive and it was necessary to look at the way they were being applied -

- something on which the member states were loath to provide information.

Ten years after the Community came into being, the Commission was well
aware that there were problems in regard to state aids with which it was not yet able
to come to grips. In its 1968 Report it acknowledged that member states were vying
with one another to attract new inmvestment, particularly from non-member
countries. Efforts to obtain greater transparency did have some effect. From 1971
onward procedures were followed to cut down competition in regional aids. This
involved setting up & coordinating committee with the member states and
establishing ceilings for aid 1o certain regions. New and revised guidelines were
issued for aids to specific industries. Also it would appear that the Commission was,
in the latter 60's and early 70's taking a tougher stand on specific proposals. For
example, in 1969 it took France t0 the Court of Justice over its schemes for aiding

the textile and pulp industries.

"The economic difficulties of the mid- and latter- 70's led member states tc
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make more intensive use of state aids. On the whole, the Comrmission did not oy to
interfere with this as long as the measures were of limited duration and subject to its
supervision. Moreover, there are grounds for thinking that by no means all of the
assistance to lindustries and regions was actually notified to the Comrmission.

The Community's own programs for aiding regions and industries were slow
getting off the ground and were not very significant in easing problems which arose
in the first decade of its existence. The assistance available from the European Social
Fund was meager. Over the whole period, 1960 to 1968, the amount spent was under
$26 million. However, the fund does seem to have been of some help in readapting
and retraining workers, such as the miners made redundant by the decline of the
Italian sulphur industry. Apart from this, it was used mainly to facilitate migration
of workers within the Community - especially from ltaly to Germany, France, and
to a lesser extent the BENELUX countries.

In the case of the coal, iron and steel industries, much more substantial
assistance was available for readaptation of workers under the ECSC Treaty . Aid
was also extended to firms in these industries for restructuring.

From 1958 to 1967, the loans and guarantees of the European Investment Bank
were running at an average of under $100 million a year. More than half of this was
channelled into investments in ltaly - particularly the south. In the Community as a
whole, about half of the bank’s financing went for industrial development (new
plants and expanded facilities) and the other half for infrastructure (mainly
communications, energy and water). Among all the bodies, public and private,
marshalling funds for investment, the EIB played a relatively small rolg.

* Other Féctors Affecting the Use of Safeguards

The Treaty of Rome provided not only for the abolition of internal customs
duties and QRs, but also for the elimination of other measures and practices which
hindered free movement of goods. This was, and is, seen as necessary to obtain the
full benefits of trade liberalization. The other side of the coin is that foot-dragging
by member states can be a means of shielding their firms from competitive forces. It
can therefore reduce the need for recourse to safeguard provisions.

The more important steps to be taken were as follows:

* . Standardization of customs procedures and simplification of
customs formalities and documentation requirements.

*" 7 Approximation, or as it is more usually referred to, “harmonization”
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of product standards, (maintained for reasons of heair.h safety ete.) and
systams of taxanon,

i Development of rules on competition, to come to grips with
such practices as collusion berween suppliers and abuse of a dominant
positon.

*  Coordination of government purchasing policies to ensure bidding is

permitted on a fully competitive basis.

* Operation of the common transport policy so that supply of

transportation services is not manipuiated in such a way that
itimpedes or distorts trade.

In point of fact progress on all these issues has bezn slow and, in some cases,

minimal. A few examples will suffice.

* While steps have been taken to simplify border routines, they:
are still often cumbersome and time-consuming, increasing
significantly the cost of shipping goods. The Euwropean Commission
estimates that the cost of getting goods across fromtiers represents

S per cent of total ransport Costs.

" The EEC has issued 177 directives on product siandards since
1969 but it has taken an average of 10 years to get each of the-last 15
directives oul. Sometimes they were out of date before they were
issued. Moreover pew national standards have been constantly

gmerging.

Road waffic, which accounts for 42 per cent of goods traded
between member states, is still to a considerable extent controlled
by quotas established bilaterally. The Community's Parliament took
the unprecedented step of censuring the Council of Ministers for its

Jack of progress on'the common transport policy.

* Although all member states have adopted the Value Added Tax
(VAT), standard rates vary from 12 per cent in Luxembourg to 23

per cent in Ireland.

° Telecommunications, transport, water and energy - all areas
where an mtegrat&d market is important - have been excluded from
‘the_ Community's directives on government purchasing. It appears that,
'in procurement of items which are covered, the rules are often
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disregarded.

In addidon to these barriers w0 ‘free movement of goods maintained by
governments, there are the -ones. for which the private sector:and-even the general
publu: are respomsible. Foremost among these are the business pracnces which

restrict competition, pa.mr:ularl:.f mgmfzcam in Europe, where there is a long

history of cartelization.

The Community initially made slow progress in developing an approach to
competition policy. In the meanime, many new agreements were concluded
between firms, most of them mvulvlng exclusive distribution arrangements. There
was probably also a good deal of price fixing and market sharing. Under the Rome.
Trealy, such practices could be pern‘ulted if they contributed 10 1mprm’ed
production or distribution of goods or promotion of technical or economic
progress. They must however not enable the firms concerned to eliminate
competition for a substantial proportion of the goods affected or impose restrictions
not necessary for achieving-the prescribed objectives. Moreaver the consumer must
benefit and competition must not be completely eliminated. All of this was not easy
o 1merprel and apply. For one thing it involved reconciling objectives which were
partly in conflict. For another, there were so many agreements &nd the EEC
Commission was so short of staff. Much has been dane to work gut principles and
procedures and establish Communiry aurhanty through the courts, both on collusive
practices and on abuse of dominant pasition. However there are indications that
competition is still bemg restricted in many fields. For example there are
substantial differentials in prices for similar products in various pars. of the
Comrmunity, which cannot be explained by differences-in intermal taxes.

One must alse include, among the invisible barriers, Iancuaﬂfdlfferentea
different ways of doing business and even the national pr]u{leES which sull

" influence some businessmen as well as consumers. For all these reasons it has been
said that while the European Community operates a tariff unjon, it is not really a
customs union (because barriers still exist st the border) and cerainly not a
common market (as long as there are many other obstacles to free movement of
goods within the 1ntema1 market). Imperfections also exist in the free moverment of
persons, capital and services,

The conclusion that emerges about the adjustment process in the Community is
that it has probably exiended over'a much longer period than might have been
exper;ted on the basis of the timetable for tariff dismantling. Indeed it is no doubt
still taking place. This needs to be borne in mind in assessing the reasons why so
litle use was made of safeguards provisions in the early days.

Benefits of Integration
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In its first decade or so, the Ccnmumt}' experienced a remarkable expansion
in trade, output and productivity, considerably exceeding that achieved by the
U.S.A. and bettering UK. performance by an even wider margin. (See Table 1)

Following are some of the salient points about the economic progress of the
Community (figures are for the period 1939 to 1969 uniess otherwise indicated):

* The Community's internal wade increased by 347 per cent. Its
external trade rose by 136 per cent compared with 124 per cent for

the U.5.A. and 77 per cent for the UK.

* With the. exceptmn of Luxembourg, all member states.achieved greater
rates of growth in GDF (constant prices) than the United States.

" All of them expanded GDP per employed person at a faster
rate than the United States {for Germany, France and [taly, the growth
rate was more than double that'of the U.5.A.),

° 1n 1969, industrial production was B4 per cent above the 1958
level in the Community c¢ompared with 64 per cent for the U.S.A, and
39 per cent for the UK. There is no clear-¢ut differénce here between
the experience of the "bjg three” and that of the smaller member
states. While Belgium and Luxembourg had the lowest growth rate for
industrial pmductmn the Netherlands had the highest.

* Average income in the Community was 1/3 lower than that of
the United States in 1974, compared with S0 per cent lower two

decades: earlier.

There has been much debate about the-extent 1o which these develcpments can
be atwributed to formation of the Community. Professional economists have
attemnpted, with varving results, to estimate the amounts of new trade creation and
trade diversion. Efforts have been made, on the basis of these figures, to detertning
what pmpnrtmn of the growth of the Community's GDP should be credited to
economic integration. Most of these estimates have been rather small, in the order
of fractions of a per cent, and not at all in line with the perceptions of people in
business and.government.

Itis generally acknuwledged that, in addition to integration, a number of other
factors contributed to Europe's impressive economic progress in the Sixties. A fast
pace had been set during the posi-war reconsgriction period when a great deal of
new plant and equipment was put'in place. Interest rates were low and inflation was
moderate. After the French déevaluations of 1957 and 1958, the Community enjoyed
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a decade of exchange rate stability. (It might be argued, of course, that this was a
result as well as a cause of the Comrmunity's economic success). There was the rade
creation effect of reducing tariffs on a multilateral basis in & number of GATT
rounds, which continued after the formation of the community, and p'ogresswel}
rermoving post-war quota controls, until they had been practically eliminated by the

early sixties. There was the expansion of the industrial work force as a fesult of |

modernization of agriculture and migration from East to West Germany.

Thus, the Six had a variety of things going for themn in the Sixties. Nevertheless
there are grounds for thinking that comvenuonal economic analysis has often
understated the gaing from economic integration. Recent studies of what has
happened in certain industry sectors support this conclusion. The following
examples are indicative:

Intra-Community tade in refrlgeramrs washing machines, small household
appliances, radios and TV's increased six-fold from 1960 to 1970,

In the late 1950's certain Italian producers installed large.scale autemated
plants to produce a narrow range of small-volume refngeratcrs They were thus

abie 10 achieve dramatic reductions in.unit costs and cut prices sufficiently to make

major inroads into the markets of their neighbors. By the early 60's they had 273 of
the French market and 40 per cent of the German market. Undeér pressure of this
compemmn there was a series of mergers in France and by 1970 one sole producer
was left in the industry. It had an Gpumallv-slzed plant and concentrated on larger
refrigerators. In this way it was able to retain 45.per cent of the French market The
German industry was already more concentrated than the French in 1938 and this
" process continued. By 1870, Germany was producing the same number of
refrigerators as in 1958. In the Nethérlands and Belgium, production ceased.

Some of the same features were repeated in the integration of the Community's

washing machiné market. As was also the case for refrigerators, the lialians showed.

ingenuity in finding marketing channels and overcoming the handicaps of unknown
of less acceptable brand names.

Trucks

It would appear that scale was the basis of the predominant positions which
Daimler - Benz, Fiat and Ford carved out in European markets. They achieved the
necessary volume by a change in manufacturing philosophy away from customized
engineering and a shift in perspective from national to European markets.
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While no one country emerged as the clear front-runner (contrary to the
experience with white goods) there was great increase in the inter-penetration of
markets. Community producers had 31 per cent of one another's markets in 1970
compared with 7 per cent in 195 8. The consumer benefitted from wider choice and
probably from lower prices than would otherwise have prevailed. In addition there
was a trend to concentration of production. Scale proved to be a major determinant

of unit costs.

The behaviour of the "national champions” (major nationally-owned auto
companies in France, Germany and Italy) was different from that of the subsidiaries
of U.S. producers. The former had few plants elsewhere in the Community, and in
at Jeast one case an existing assembly plant was closed down. The U.S. firms
operated in several EEC countries and they took advantage of the removal of tariffs
to increase the degree of specialization between their various plants.

These and other cases have underlined that the chief advantage of integration
appears lo have been the opportunity it has provided for achieving economies of
scale. According to one of these studies, size of plant is more significant in general
than that of the firm or the product line. The studies also point up the greater
importance, in a group of advanced economies such as the major EEC countries, of
specialization within rather than between industry sectors. This process brings
improvements in efficiency, not only for the industry in the country which increases
its market share, but also for the surviving industry in the country whose market
share is reduced. - -

Based on this kind of case analysis, one recent study has estimated that the

- benefits of European integration, through increased trade in manufactured goods,

may have been in the order of 3 . 6 per cent of GDP over the period up to 1580.
This might show up as a measured increase in GDP of 10 per cent because of national
accounting practices. These figures take into account the effects of industrial
restructuring as well as the indirect impact on other sectors of the economy.

These figures certainly fit better than the very low earlier estimates with the
perceptions of those in industry, trade and government. But they should be taken
with some caution for they are based on the notable success stories of European
integration - white goods and motor vehicles. While other industries do not appear
to have been studied as intensively, enough has been done to suggest that the nature,
pace and extent of the rationalization varied considerably from one sector 10
another. Government policies and measures and/or collusive business practices
seem to have inhibited the process to a greater or lesser extent in important sectors
like iron and steel, non-ferrous metals, processed foods, chemicals,

-
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pharmaceuticals, petroleum-refining and power-generating equipment. It would
therefore probably be safer to regard the figure of 3 - 6 per cent of GDP as a
potential which will be realized when the integration process has run its full course.

Multinational Enterprises and Inter-Corporate Links

The lags in integration may have been a major reason for the surprisingly

large number of subsidiaries acquired or established by Community firms in other
EEC countries up to 1971. From 1959 to 1971, large parent companies based in the
Community established 553 manufacturing subsidiaries in other EEC countries.
Moreover, there were only 35 closures of such subsidiaries from 1958 10 1971. A
study carried out in 1975 indicated that some of the largest numbers of subsidiaries
were established in industries where economies of scale were greatest. Certain of
these were industries where intra-Community trade was expanding most slowly.
This, together with examination of specific cases, led to the conclusion that many of
these branch plant operations were not the result of "common market behaviour”
but rather of efforts by national governments and the private sector to limit
integration. But no doubt there were also cases (though they do not seem to have
been as well documented) where Community firms set up, or continued to operate,
subsidiaries elsewhere in the EEC for other reasons, such as the advantages of being
close to a local market (e.g. because of ransport costs or perishability of product)
or of spreading risks (e.g. shut-downs because of strikes).

In addition to parent-subsidiary operations, there were several cases of
trans-national mergers or cooperative arrangements between major firms in
different EEC countries. However, such initiatives were not as numerous or as
successful as had been hoped. Most have now been dissolved or have tmed.into
straight take-overs of one partner by the other. ‘ B '

There were many American take-overs and new subsidiary operations in the
EEC in the 1960's and early 1970's. The book value of foreign direct investment by
U.S. firms in manufacturing in the Community grew from $1.! billion in 1959 to
$9.7 billion in 1972 (these figures include investment in sales operations). The
number of subsidiaries established or acquired by U.S. firms in the Community was
at least as great as the corresponding figure for EEC firms.

| he attractions of the large, rapidly-growing Community market, in which
internal tariff barriers were being removed, together with the difficulty of
" supplying it from the United States because of the Common External Tariff and
transport costs, were obviously major factors in the upsurge of American
investment. There seems (o be little information on the extent to which the activities
of American firms in the Community were influenced by the kind of considerations
which seem to have impeded rationalization of the operations of European
companies. However, in some industries, such as automobiles (already mentioned)

22



. -
. -

and ag.-r_iculturai equipment and tractors, U.S. companies have increasingly
arganized the activities of their plants in the-EEC on a specialized basis.

Is Integration Slowing Down?

Whatever may have been the benefits of the integration process so far,
concerns have been expressed that, over the past decade or so, it has been runming
out of steam. The figures for the period 1973 to 1983 certainly do not jook as good as
those for the preceding fifteen years, (See Table 2) The main points {0 Dol are as
follows: '

: For the period examined, the Community ran neck to neck with
the U.5.A. on growth in GDP (real terms) but lagged in industrial
production. Tt did -however, out perform the U.S.A. in growth.of GDP per
employed person. The U.S.A. had a greater relative increase in foreign trade.

) Imports of member states from one another did not grow -as
fast as their purchases from outside countries.

: The rate of growth in GDP, in total and per employed person
was much tower than from 1959 to 1969.

- Soaring energy prices and the EFTA agreeménts probably had something to
do with the fajlure of the EEc's internal trade to expand at a faster raté than 1t trade
with the rest of the world. .

Entry of the slower-growing British economy into the Community
contributed to the slackening of the EEC's growth rate.

Notwithstanding these exienuating factors some of the blame fof the less
impressive performance of the Community over the past decade. or so has been
atributed to the slow progress in remeving the hidden barriers to trade mentioned
above. In the latter 7Q's there were indications thar these barriers rmght be
increasing and in 1978 the Commission reported it was investigating 400 of them.
These has indeed been a good deal of foot-dragging, not only on these issues butalso
in such areas as the development of an adequately-financed industrial policy and the
adoption of a statte for-a European company {which would facilitate trans-national

mergers).
The world economic environment was, of course, much less favorable in the
seventies, with the collapse of the Bretton Woeds monetary system: the two oil price

chocks in 1973 and 1979, the foodstuffs and commodities price SWIges, * stagflation”
and recession. In 1983 the economies of EEc countries were operating below the.
jong'term trend Jevel. ‘

23



There were sybstantial movements in the rates of exchange between the
currencies of member countries from 1969 onward. Thr::ugh the European
Monetary System, set up by the Community in 1978, succeeded in bringing about
somewhat greater stability, there were stll seven realignments of central rates up (o
1984, four of them being quite 51gmﬁcant

What is seen as the loss of momentum in the Cnmmumty has led 1o a cenain
"Europessimism” and more recently to initiatives for ' relaum.hmg Europe”.
Foremost among these is the proposal, considered at the EEC sumumit in° Milan last
June, to hold an inter-governmental conference to amend the Treaty of Rome, so
that unarimity would no lenger be required on such matters as harmonization of
technical standards. Though the majority favoured this, Britain, Denmark and
Greece bitterly opposed any ¢hanges in the Treaty. Unless they change their minds.
the proposed conference will be of questionable value. On a more pracu:a.l level,
the EEC Comumission has produced a program for creating a frontier-free: internal
madrket for goods and services by 1992, It also has action plans in such flelds as
public purchasing, ¢competition policy, industrial development and science and
technolegy, but most of these represent an extension of existing activities and their
effectiveness will depend in some ¢ases on cooperation of the member states and in

others on adequate financial resources.

'In the case of science and technology, progress will also depend on breaking
down the monopalies of national firms in public procurement of hi-tech goods such
as telecommunications equipment, on fiscal incentives to encourage nnovation, on
improved waining and on a better correlation of research to the requirements of the
market. Most of these are dreas where a good deal of the responsibility lies with the
privaie secter and the member states.

With some justice European businessmen have, among other things, beéen
accused of lacking entreprensurship, clinging to antiquated structures, being weak
on ‘management and marketing and preferring associations with, or take-overs by,
U.S. and Japanese firms because of inra-European jealousies. The positive side is
the significant number of success stories - the firms which have made good use of
the opportunities provided by European integratior and indeed by markets in other
pa.ns of the world. They include Da.lmler-}]enz {trucks), Besch {high-technology
automobile components), BSN - Gervais Danone (yoghurt and other fresh dairy
products), Heineken (brewing), Tetra Pak {packagmg} L'Oreal {¢osmelics) and
Clba-Gezgy (pharmaceuticals).

Mom of the world leaders are centered in Germany and France, few in the
smaller countries of the Community. On the other hand, Sweden has produced such
winners as Volvo, Elecrolux (electrical appliances) SKF (bearings) and Perstorp
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(chemicals). While that country Has been part of the Eurcpe-wide free trade zone

since 1973 and of EFTA sinee 1960, the success of these firms goes back-a good deal

further than this. In recent years, they have for the most pant followed the “niche”
stratepy - carving out small market segments where they can establish soong-
positions. The extent to which European integration may have facilitated this would
bear further study. It would be useful 100, 1o know more about the role it has played
in the success of many medium-sized firms dismributed throughout the Community
and its Européan associates.

"The London Financial Times has recently published a series of aricles under
the title, "Can Europe Catch Up?". As-one of the articles points out, the answer will
depend as much on the performance of the United States and Japan as on that of
Europe. Some U.S. indusmies such as steel are suffering from some of the same
problems as are afflicting their European counterparts. Also, the extent to which
European industries and markets remain divided by institutional and psychological
bartiers will have a bearing on whether the vatious parts of the continent move
forward at different speeds or together. This in turn will depend to a ¢onsiderable
degrée on results of current efforts to relaunch Europe - something which is far

from clear at present.
" C, BRITISH MEMBERSHIP IN THE EEC

Expectations.

As it was about to begin negotiations for entry with the Community in 1970 the

. British Goverament published a detailed assessment of the benefits of membership

and the problerms likely to arise. On the industrial side, the benefits were along the
same lines-as those seen by the Six when they were negotiating the Rome Treaty -"a

much larger and faster growing ‘home. market”, “opportunities for greater

- economies of scale. increased specialization, a sharper competitive climate and

faster growth".

In one respect, however, the situation of Britain was quite different from that
of the original Six. As the White Paper pointed put, they would be joining a market
which was growing miuch faster than their own. ‘This should increase the dynamic
effects of membership. Moreover, Briiain within the Community would, it was
thought, be able to atiract more QVEIseas investment, especially from the United™
States. There would also be greater opportunity for British firms_to grow to the
poim where adequate research and development expenditure would be profitable. In
addition to the fact that a larger domestic market would provide a basis for British
firms to expand their operations, their growth would be less inhibited by concemns
about monopoly.

‘Ginthe other hand there were what the White paper called Lhem
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- the immediate ehanges in trade and production patterns which wauld result from
removal of tariffs against the Six, free enwry into the Community market; erection
of the Common Ext2rnal Tariff against third countries and the consequent changes
in access to those markets. In the latter case the authors of the White Paper were
thinking particularly of the loss of Commeonwealth. preferences Using some simple
and rather questionable miathematics, they estimated that Britain’s balance of rade
for items other than food was likely to deteriorate by £125 to 275 million. (The.
Economist called these estimates “unadulterated rubbish™). The expected increase in
food prices as a result of adoption of the Common Agriculral Policy could:also
lead to a rise in wages which would make it more difficalt for Brtish industory to
compete. Furthermore, if the burden on the balance of payments became excessive,
the British Government might not have encugh flexibility to pursue economic
policies which would enable full benefit to be drawn from membership.

Some of these points may have been exaggerated a little to improve Britain's.
bargaining position with the Six, but there is no reason to doubt that they reflected,
in their essenuals, the government's thinking.

The Confederation of Brtish Industries also made some esiimates. It-
caiculated that entry into the Community would mean a loss of protecdon on British
manufactures of 2 174 percent (weighted average}. On the other hand there would
be a rier reduction of only Q.09 percent in the tariffs facing their goods abroad
{because there would be higher duties in markets where they had previously enjoyed
preferences). They consequently saw an increase in the total import bill which
would exceed that in export receipts. Thus, like the White Paper they expected an
immediate deterioration in the balance of payments. However, notwithstanding this,
the Confederation supporied Brtish entry because of the amticipated longer eom
beneflts. ‘

Various efforts were 'made by the Department of Trade, prvate research
ergamzeuens and professiondl economists to define which British industries would
be the winners in an enlarged Community and which would be in trouble. The
conciusions differed ¢onsiderably.

Professional economists divided on the issue of British éntry - largely along
right-left lines. The laner were sometimes accused of basing their opposition less on
objective economic analysis than on their ideclogical biases in favour of economic
planining and state ownership. Yet they did back -up their option, with reasoned
arguments, Professor Kaldor for example, considered that the adverse static effects
of entry (the expected trade deficit, the rise in domestic costs, the large net
contribution to the community budget and the loss-of real income) would be so
severe that the dynamic effects would be in a downward direction. Those who saw
this kind of process taking place predicted that Britain would be frequently facing
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balance of payments deficits and would be confronted with the choice of continually
devaluing or reducing incomes through deflation. Instead of a lot of new investment
taking place, capital would flow out to the more dynamic parts of the Community,
where higher wages would be offset by a more favourable business environment
and a more highly developed economic and social infrastructure. Some
anti-Marketeers also disputed the economies of scale argument, claiming the most
industries in Britain were already operating at the optimum level.

Economists in favour of EEC membership replied with studies aimed at
showing that it would in fact pot affect Britain's trade balance on industrial goods
and that there was in fact scope for greater economies of scale, particularly through
intra-industry specialization. There would therefore be an increase in investment. It
was also argued that, once Britain was inside the Community, EEC policies,
especially in agriculture, would be more responsive to British interests. No one
appears to have denied, however, that there would be adjustment problems in the

short term.

The Minister of Industry in the Conservative Government returned to power
in 1970 predicted an appreciable down-turn followed by a marked upturn in
external trade. He expected the transitional period to be "vexatious” - not because of
marked recession but because there would be dissatisfaction with the growth of

exports.
/ . . . .
'/Transmonal and Safeguard Provisions . .

Probably based on the experience of the original Six, the British Gavernment
decided it would like to get the short term pain over with quickly, arid get on to the
long term gain. It readily agreed to a five-year rransitional period - less than half the

“time it had taken the Six to dismantle internal tariffs. Moreover it proposed
somewhat higher cuts on manufactures in the earlier part of the transitional period,
which would have brought internal tariffs down 65 per cent by the beginning of
1975 and 90 per cent by the beginning of 1977 instead of 60 per cent and 80 per cent
respectively under the EEC proposal. However, the Six were anxious to maintain
the same timetable for industrial goods as that for British adjustment to the

Common Agricultural Policy.

A general transitional safeguards clause (Article 135) was included in the
Treaty of Accession, practically identical to Article 226 of the Rome Treaty . There
was also provision, (in Article 136) for application of anti-dumping duties under
certain conditions during the transitional period. However, this article for some
reason did not include the requirement that goods exported from one member
state to another should be re-admitted free of duty. Another feature of the original
transitional arrangement which was carried over into the Accession Treaty was
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flexibility in the schedule for abolishing fiscal duties or converting them into
internal taxes (Article 38(3)). Article 43 was designed to meet a special British
concern about the way in which removal of their QRs on iron and steel scrap might
affect costs of production in the steel industry. It allowed them to retain these quotas
for two years as long as they did not discriminate against other member states.

In addition to these transitional provision, the British of course had access to
all the continuing safeguard arrangements in the Treaty of Rome.

The Actual Experience

No evidence has been found of serious problems of adjustment.which can be
directly related to British entry into the Community. Unemployment in Britain did
rise from a rate of 3.5 per cent in 1972 to 5.3 per cent in 1979, but this does not seem
to be awributable in any significant degree to British entry into the Community,
since there were similar, and in some cases greater increases registered in jobless in
other EEC countries.

The British appear to have invoked Article 135 in only one case. A sharp drop”
in coal and coke production resulting from the miners’ strike of 1974 led to
shortages of certain steel products. The British were permitted, under the general
ransitional safeguard provisions, to set up an export licensing system for certain
steel products and later in the year to add other forms of steel and coal to the list of
controlled items. However, the problem which had been anticipated regarding steel
scrap exports did not arise. N o

/ It would be difficult to determine to what extent the British Government used
tate aids, or state ownership of industries such as steel, to mitigate the effects of
-EEC entry.

. By the time Britain joined the Community, the resources at the disposal of the
European Social Fund and the ECSC re-adaptation fund had been greatly increased.
The same was true of the European Investment Bank. Moreover, in 1975 the
Community set up a European Regional Development Fund - something in which
the British were particularly interested. However, the assistance available from
these sources was small in relation to the needs, the EEC budget and the funds at the
disposal of national governments.

/( By the middle of 1982, Britain had received from Community sources £3.5
/billion in grants and £ 4.4 billion in loans to assist and promote industrial change
"and stimulate investment. The annual average was thus about £ 830 million, though
there was a substantial increase over the 9 /2 year period. It is difficult to relate the
projects assisted to situations resulting from British entry, except to some extent in
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the case of aid provided for restructuring the iron and steel industry. Much of the
EIB's financing went, as in other member states, for improvement of

infrastructure.

The absence of major difficuities for British industry may seem swprising in
view of the pronounced deterioration in Britain's balance of trade with other EEC.
countries on manufactured goods (which is discussed in more detail below). By
1979, Britain had a deficit on manufactures with its Commaunity %artners amounting
10 $6.175 million compared with a surplus of $41 million in 1572.

This was probably far in excess of what had been envisaged by the most
pessimistic economists before accession, even allowing for the general rise in prices
which took place over these years. Other predictions also turned out to be wide of
the mark, The initial cost of adopting the CAP was much lower than anticipated
because afier the boom in agricultural prices starting in 1974, it was actually cheaper
to obtain some major agricultural products inside the Community than from outside
suppliers. Moreover, Britain's own exports of agricultural products 1o the Six
developed in-a way that was quite unexpected.

Some of this was due to bad forecasting, However, there was more (0 it than
that, The fact is that the effects of British entry had been largely overshadowed by
the dramatic changes in the international environment which took place in the
seventies. Some of these completely demolished assumptions on which predicti ons
about the consequences of joining the EEC had been hased. For example, with the
“floating of the pound sterling, balance of payments surpluses and deficits were
compensated by fairly gradual movements in exchange rates rather tan by periodic
substantial devaluations of by draconian measures to deflate the economy.

“Has British Membership been a Success?

¢ —{Inder the best of circumstances it is a complicated process io oy to sepatate
the-frade effects of customs unions or free trade areas from those of other internal
and external developments. When we are dealing with the world of the seventiesitis
particularly difficalt: To the ¢hanges in the international environment already
mentioned we need to add such factors as the progressive reduction of trade barriers
on 2 multilateral basis as a result of the Toyko Round and the increasingly intense
competition, in some sectors, of the newly indusirialized countries (NIC's). On the
British domesti¢ front, ope has to take into account factors like the labour unrest and
political instability of 1974 and the development of North Sea oil (which had its
negative as well as its positve side}.

. Having recognized the liritations of this kind of analysis, however, we can
start with a few basic facts about Brtain's trade. Afier 1973 there wasa striking shift
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in British trade towards the EEC. From 1972 to msckme share of Bnush BXPOTLS
going to other members of the Community rose from(3( 2 per cent IO~:43 1 per cent,
In the case of imports the EEC share went up from, 33 8 per cent to’ 742.7 per cerit.
The ratic of trade to national output also rose subsmnually =

As already mentioned there was a detenoraunn in the British trade balance
with the EEC on manufactures. Much of diistock place from 1972 to 1976, when

four-fifths of British duties against the products of the Six were eliminated. Since, at

the samé time Britain actually increased its surplus with the fest of the world in
manufactured goods, it would appear on the surface that tariff changes had
something to do with the poorer performance vis-a-vis the community. However,
British manufacturers were not holding their own with their EEC competitors, in
the-eight yedrs before accession. Indeed their position deteriorated more in that
penad than in the years 1973-8L, Also, in the latter 70's, Britain's export-import
ratio in manufacturing trade deteriorated less with the EEC than with certain other
countries, inciuding the USA and Japan.

The trend vis-2-vis the EEC was in fact part of a general worsening of
~ Britain's position in this sector which had been going on for a long time. A decline
in the country's share of the manufactured exports-of 12 major industrial countries
was registerad from 1955-58 to 1970-73. It has been atributed (o such factors as
under-investment; bad labour management relations and stop-go economic policies.

There have been indications very recently of a marked improvement in
manufacturing productivity in Britain. From 1979 to 1983, real value added in
British industry per person employed rose at an average annual rate of 3.8 per ¢ent -
more than double that for the Community as a whole and considerably greater than
that achieved by Britain over the period 1960 to 1980. Why has ‘this nat been

-teflected in a strengthening of Britain's position in world markets for
manufaciured goods? The OECD has pcinted’out that, although productivity has
been rising, Enta.ms international competitiveness in terms of labour costs and
pnces has actually been weaker in recent years than in the 1970's. Up to 1981, this
seems to have been due mainly to such factors as the appreciation of sterling,
associated with North Sea oil, and increases in wage rates. Since early 1981 the pound
has been failing, though apparently-not enough to bring about an improvement in
Britain's wade perfarrnance on manufactures, Indeed this trade went into deficit in
1983 for the first time since the war and the position further worsened in 1984 and

early 1985, This was atmributable mainly to the fact that Britain came earlier and

faster out of the recession than its European partrers, and to the miners' strike.

Tt also bears noting that the deterioration of the balance on manufactures is not
an across-the-board phenomenon. It is-accounted for largely by sharp increases in

import penetration in several specific sectors, particularly motor vehicles, and, to 2
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lesser extent, metal manufacturing, office machinefy and data-processing
equipment and électrical and elecronic engineering.

It would therefore be wrong to conclude from the widening deficit on
manufactures- that membership in the Community is not paying off for Britain.
Special circumstances have, in fact, masked a notable improvement in
manufacturing productivity. Ner does the evidence so far bear out Professor
Kaldor's claim that membership in the. EEC has "accelerated the de-industrialization
of Britain". The share of manufacturing in Britain's GDP has certainly declined
from 32 per cent in 1972 to 24 per-cent in 1983 However, there is scarcely a western
industrialized country that has not experienced some trend in this direction -
associated with the growing importance of the service sector. In Britdin's cas it was
‘more proncunced than in most other countries and a major factor in this would
appear 10 be the much greater contribution of the energy sector to GDP. The share
of agriculture; forestry and fishing actually declined slightly more than that of
manufacturing. ‘ o

Against all of this, it’has to be admitted that the predicied dynamic effects of
membership on British industry have yet to show up. One study suggests there is
some trend towards intra-industry specialization but that there 15 decreased
inter-industry specialization. Another of its conclusions does not bode very well for
Britain's industrial future. The country has increased its share of the European
output in 1ow-growth low-skills industries such as tobaceo, ¢lothing and footwear,
rubber and leather goods, textiles and printing. The viability of industries suchi as
these can generally bé maintained only by protecting them in oBe way or another
from the “laser beam” competition of the N1C’s. It has been suggested that the
growth of these industries in Britain reflects the fact that, within Europe, it has
‘become 2 low-wage economy with a relatively unskilled labour force.

Turring to:the performance of the British economy as a whole, membership.in
the EEC has not aliered the country's position as the slowest-growing major
indusmialized nation. Its GDP rose, in volume, by only 1l per cent from 1973 to 1983
compared with a Community average of 19 per cent (which, as dlready pointed out;
was about the same as that for the United Siates). The rate of growth in Britain's real
GDP per employed person aver the same decade was also inferior to those of its
major Community partners though better than that of the United States. But if we
look at the. most racent period, 1979-1983, a different picture emerges. Over these
three years British real GDP per employed person was growing faster than that of
any other leading indusirialized country except Japan. The average annual rage of
increase was 2.1 per cent compared with a Community average of 1.2 percent. A
report recently prepared by the European Communities Commission notes that a
significant improvement has been taking piace in total factor productivity in
Britair, and aitributes it to "shake out" {more efficient use of capital and labour).
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This fits in with what has already been said about the increase in productivity in
manufaciuring.

What about the anumpated inflow of foreign investment into Briwin? Here the
readily available evidence is mildly positive but not very conclusive. There has
cermniy not been the great flood.of new invesument that some had predicied. The .
proportion of total U.S. overseas investment going to Britain declined in the 60's
-and early 70's but recovered ma.rkerily after that. It is not cledr how much of the
increase represented investment in North Sea oil. As regards U.S. direct investment
in manufacturing, Britain's share of the total increased from [2.6 pér centin 1976 to
15.7 per cent (estimated) in 1981. Tn 1980, Britain accounted for nearly 39 per cent of
total U.S. direct investment in the Community, excluding oil. The cm‘respﬂndmg
figure for. manufactunng was 34 per cent of the world total. About half of Japan’s
investment in the EEC 1s in Britain. British membership does not seem 10 have had a
strong effact on investment flows to and from ather members of the Community.
lndeed direct investment in and out of Britain grew much more with North
America from 1970/72 10 1980. Perhaps this should be expected in view of the extent
to-which direct investment and wade are alternative ways of developing a marke,

To summarize the apparent effect of British entry so far, while there is some
evidence of short term adversé impact effects, and there are mdlcaucns of a very
recent improvement in productivity it cannot really be conclusively demonstrated
that the country is now.getting the benefits from membership that the original Six.
obtained. There are, however, a number of extenuating factors:-

1. Studies of what happened to the industries of the Six after 1958 suggest
that integration is a slow process. Once economist whe has looked into this
experience suggests it may take 15-20 years to show measureable results and 40-50

" years for completion.

2. Britain joined the Community just as it was coming to the end of 15
years of rapid growth, and thus "missed the best of the party”. The British also came
on the s¢ené when EEC members were having increasing difficulty keeping up the
momentum of harmonization and removal of non-taniff obstacles 1o ade.

3. ‘As already mentioned, Britain went in-with its manufacturing sector
much weakened by developments over the preceding decade or 50.

4. The economic and industrial relations atmosphere at the time of enty
was not such as to encourage new investment and the inflow of foreigm capital {e.g.
rapid increases in wages and prices, the miners’ strike which led to the fall of the
Heath Government).
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5. The ambivalence in Britain regarding membership in the Community
may have 1ed to the postponement of business decisions needed to take advaniage of
the. la:rger market; at least untl after the 19?5 Referendum: In the last several years
uncertainty has again arisen about whether Britain will stay in the EEC in view of
the Labour Fa:w s official position favouring withdrawal "in a amicable and
orderly way' ' because membership is an obstacle to the "radical, socialist policies..."
to which it is committed. Public opinion polls also suggest that the Bridsh people
might be persuaded to vole against remaining in the Community. '

){ . Government policies have not been such ds to' facilitate positive

ad_;usunem and restructuring. Among the main criticisms it has besn pointed out
that, from 1974-1979, the Government pursued policies which enhanced the
ba.rgammg position of organized workers, reduced. management's flgxibility on
prices, wages and prcﬁts and propped up industries in trouble instead of ford ing
them 10 fa,ce the economic facts. The gains in cost competitiveness flowing from 1.he
sharp depreciation of the pound in 1976 had been completely eroded by the first
quarter of 1979. More recenily Britain has been making herculean efforis to get
inflation down lo more manageahle levels and reduce government deficits. However
necessary this may have been, it has been suggested that Britain went beyond what
its Common Market partners were doing to reduce deficits and placed an added
burden on the economy at a.time when major structural changes were needed. On
the other hand it appears that British &fforts to upgrade the skills of workers so that
they will be more on a par with those of such competitors as Germany have been
inadequate. So have the incentives to invest in new plant and equi'pment.'

7. Exchange rate changes since the pound was floated have introduced an
element of uncertainty into busmess transactions. British producers of certain
manufactured goods, mcludmg motor vehicles, have cited this as a problem they

- have had to contend with in selling in Community markets.

Nr::twuhstanding the somewhat disappointing results so far, the British -
business community séems convinced that there have in fact been important
benefits. At the very least, it is believed that Britain over the past decade has been
much berter off inside than it wouid have been outside the. Commumty Although the
inflow of investment has not been spectacular it is thought that it would have been
considerably smaller if Britain had not joined. Interviews with officers of
multinational companies suggest that, should Britain withdraw now, there would be
an exodus of subsidiaries. The view has been expressed that the current difficulties
of certain industries, such as steel, would have been much greater if Britain had not
had the protection of EEC policies and supports. This then is perhaps the botom
lire in the debate about whether Britain should remain in the Community - what is

the alternative?
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D. RELEVANCE FOR A CANADA - US. ARRANGEMENT

Some caution is advisable in ateémpting to apply lessons from the EEC.
experience to the situation in North America. There are some important
differences, especially the following:- '

1. The EEC is a common market, to some extent still in the making,
heading towards economic, and perhaps eventually political, union, Enatry into the
EEC entails ceding sovereignty to a much greater extent than is the case in a free
made area, EEC institutions have supra-national powers. There are no provisions in
the Rome: Treaty 1o cover a situation where a member state wishes to withdraw.,
Presumably in the last analysis it could do so. Howéver, as long as it remains in, it is
required to comply with the decisions and directives of community organs. All of
this entails problems (and benefits) that are not met in a more himijed. trading
arrangement. Conversely, where there is no common exiernal tariff or
harmopization of economic and social policies, there can be distertions: in the
conditions of competition and deflections in trade which are not found in an

"EEC-type system.

2. In codtrast to the Canadian situation, palitical considerations have
provided a major imperus to economic integration in Europe.

3. The EEC started with six members, the three largest having
approximately the same population. The decision-making process, with unanimity
required on some matters and qualified majorities on others, makes it difficult for
certain combinations of countries to dominate the Community and strengthens the
position of the smaller ones. This again differs greatly from the Canada-U.S.
situation where we would be dealing, one on one, with a partner which has mine
times our population and ten times our output of goods and services.

4,  Canada-U.S. trade is much léss restricted than was that between the
EEC countries in 1958. Tariff levels are a great deal lower, We have the Autopact,
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which has brought about major changes in wade and production patterns in the
important motor vehicle sector. Our trade is not limited by extensive guota
controls.

Moreover, there is & much greater degree of integration in North America in
transportation and communications systems, technical standards, and ownership and
contro! of industries and intercorporate links than exists in Europe today, even a
quarter of a century after the. EEC came into being. National prejudices and
differences in language, culture and ways of doing businass are generally not such as
to have a significant effect on trade and investment decisions in North America.
These factors do still seem t¢ have some. influence in the European business world.

What all this adds up 1o is that, other things being equal, one would expect the
benefits of getting rid of trade barriers in North America to be smaller than those of
integration and harmenization in Europe. One the other hand, they are likely to be
achieved much more rapidly (because some of the factors which slowed down the

. process in Europe would not be present). The other side of this coin is that

safeguards might be more necessary in a Canada-U.S. arrangement during a
ransitional period.

Nothwithstanding these and other differences, there gre-some useful lessons to
be learned from the European experience. The more important ones would appear
to be as follows:

1. It certainly illustrates that, under the right conditions, permanent:
dismantling of tariffs and NTBs can provide a stimulus to industrial restructunng
which increases efficiency and competitiveness, through specialization and greater
economies of scale. This process in turn leads 1o faster growth in incomes and.

- putpul.

2. The restructuring which took place in Euvrope seefnis to confirm the
thesis that, where there is integration between highly developed countries which
have a broad rangé of secondary industries, inira- industry specialization tends to
predominate. The adjusiment problems this involves, while not negligible, are
generally less severe than those associated with jnter- industry specialization.

. 3. To the extent that.inter-industry specialization does take place, it is
obviously desirable to avoid, if possible, getting into the situation in which the
British to some extent find themselves - expanding their share of Community
production in industries which use low-skill, low-wage labour.

4. Just because the likely adjustment problems were exaggerated when the
Rome Treaty was under negotiation, we cannot assume that the same is true now in
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Canada. However, the European experience should make us take a harder look at
whether the fears being expressed are really justified.

suggests that a generall}' favourable‘economic ¢climate contributes to the ease and
speed of adjustment. It is for consideration how far the assurance of exchange rate
stability is necessary to get the full benefits from dismantling wade barriers, in view"
of what has been said in Britain about this,

6. The way in which state aids were weated in a Canzda-U.S. trading
arrangement could have an imponant bearing on its regional impact. The Rome
Treaty took a particularly tolerant attitude towards measures of this kind.
Moreover, such constraints as it did establish proved exceedingly’ difficult to
enforee. It would appear that state aids and other forms of government intervention
made a major contribution 1o the of regional development within the Community.

3. Comparisen of the experience of the original Six and that of Britain l

s EEC experience with state aids and government procurement illustrates
the kind of rade-offs involved in deciding how much autonomy to give up in these
fields and the difficulty of policing any commeon rules. _

&. Obviously integration cannot be expected to cure the long- standing
weaknesses of particular mdusmes However, it may, as in the ¢ase of steel in
Britain, make it impossible for governments and business to avoid going ahead with
steps to deal with these problems which should have been taken long-ago.

S. It is clear from what has happened in Britain over the past-decade that '
the response of governments, business and even the general -public to a
comprehensive trading arrangement could be crucial, Just to touch o a few points, i
govemment policies sheuld encqurage investment in plant and equipment and,

* perhaps even morg so, in human resources. Businessmen should draw the night .
conclusions abouteconomies of scale - whether, in their own industies, it is the size .
of the firm, the plant or the product line that is important. Once having taken the
stép 1o inlegrate, energies should not be dissipated and uncertainties created by
debating wherher to undo it; If it is not possible to go-ahead with a large measure of i
consensus, the success of the initiative will be prejudiced to some extent,

0.  Because of the differences in the North American and European
situations already mentioned, it would be inappropriate to try to draw firm
-conclusions -about the 1mp11c3u0ns for Canadian sovereignty and political
independence. It bears noting, however, that, in spite of the much higher degree of
economic integration between EEC countries and their efforts to cooperale on
foreign policy, there still seems to be room for considerable differances of stance on
such 1s5U€s a3 the tnilitary defence of the West and the Falklands crisis,
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ik The success of the BENELUX proposal for Eurcpean economic
integration in 1955 ang failure of British efforts to joinin 1962 and 1967 each in 118
own way underlines the importance of getling not only the decision but also the
timing right.

ENDNOTES

! provisions relating to alignment of tariffs against third countries on the CET are
not dealt with here. Nor are those having to do with agricuiture; which was to be
subject 1o 2 system.of managed markets.

""} . . . . " .
= These changes were actually to be -accomplished in 1l years, since the first
adjustments were not 1o be made until ong year after the Treaty came into effect.

3 Thers were substantial fluctuations from year to year. For example the deficit was
much lower in 1980. However, the general trend over the decade was towards a
worsening of Britain's balance op manufactures with other EEC countries.

EFTA -

While the EFTA experience-was not within the scope of this study as origisally
envisaged, it is certainly relevant to the Canada - U.S. situation. A few facts and
figures are (herefore setout here to give some indication of the repercussions which
EFTA had onthe rade and economic development of the member countries. Some

_of the consequences were similar to those found in the study of the EEC - for

example, faster growth in rade with EFTA partners than with the rest of the world
and restructuring of indusiries to take advantage of new trade opportunities. But in
view of the discrete and indicative nature of much of this material, it would need to
supplemented by a more detailed and comprehensive analysis before drawing any
firm general conclusions about the economic benefits of EFTA.

Trade Patterps

- From 1959 to 1967, aJl members of EFTA expanded their imports at-a faster
rate from their partners in the trading group than from the rest of the world. In the
sase of Ausiria, Sweden and Britain, the annual average percentage increase in
imports from other EFTA countries was more than half as great again as the
corresponding figure for imports from all countries, For Denmark, Norway,
Finland-and Switzerland, the rate of growth in imports from EFTA was berween
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one guarter and one half higher than that of total imports.

A study by the EFTA Secretariat estimated that the total increase in EFTA
countries’ intra-area imports, resulting from the removal of internal trade barriers,
‘was about.52.2 billion in 1367, These "EFTA effecis” on imports grew considerably
from 1965 to 1967, refleciing; it was suggested, the progressive removal of tariffs
and the tme it takes for trade paterns to adjust fully to this. It was also estimated,
that ‘about 40 per cent of the increase in imports from EFTA partners due 1o trade
liberalization represented made diversion and about 60 per cent trade creation.

The figure arrived at for wade creation in 1967 amounted to 7.9 per cent of
total imporis of EFTA countries from all sources in that year and 25.8 per cent of
their imports from partners in the trading group. The corresponding figures for
manufactured goods (more relevant, since EFTA was essentially an industrial rade
area) were 10.3 per cent and 31.3 per cent respectively.

The EFTA SEcretariat did not examine in detail the impact of trade creation in
EFTA on specialization, scale of production and efficiency. It did, however, in
another study, idenufy several cases where, up t6.1963, some of the expected effects
of trade liberalization within EFTA appeared to have takén place. These included
more processing of pulp in Scandinavia, thé growth of high praductmw industrial
sectors in Denmark, the installation of modern textile miachines in Portugal and the
Rationalization of the Austrian tire manufacturing industry.

1\- 'lj‘l‘r_.:r

The following deals with the repercussions.on Norway of its membership in
EFTA and, later, its fiee rade agreement with the Community:

- Trade liberalization associated with Norway's membership in EFTA
is considered 1o have played -an impertant rele in the major
transformation of the country's manufacturing industries in the

sixties. (See Fritz Hodne, The Norwegian Economy, 1920-1980, p, 202).

The main features wera:

- Firms were forced to seek oput miches in home and/or export
markets,

- The winners (industries with expanding output and
employment) included chemicals, machinéry (ex. electrical),
glectrotechnical machinery, iransport equipment, printing -and
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publishing, basic metal industries; the losers included textiles,
garments and apparel, furniture, leather products and tobacco.

- In the engineering industry the expansion was particularly
noteworthy - greater than in GNP and in manufacturing industry
as a whole. Its contribution to total value added in manufacturing
increased more than its share of manufacturing employment (i.e. it was
improving productivity faster than was Norwegian manufacturing
industry as a whole). The number of establishments was just about cut
in half from 1960 to 1975, indicating a strong trend towards
concentration, presumably to take advantage of economies of scale.

- It is more difficult to assess the effects of Norway's free trade
agreement with the EEC, because in the seventies the development of
North Sea Oil overshadowed all other economic developments.
Attention is, however drawn to the following:

- In purely statistical terms, one would have the impression
that Norway has taken more advantage of the link with the
Community than any other EFTA country. Its exports of the EEC
were up 450 per cent and imports 228 per cent over a
seven-year period. In 1978, Norway had a trade surplus with the
Community for the first time. However, analysis of the trade
figures in detail would probably show that North Sea Oil rather
than free access to the Common Market was the big factor in

all this. B _

- Norway's real GNP rose at an annual average rate of 4.9 per
cent from 1973 to 1979, a better performance than any other
OECD country. The corresponding figure for 1979 to 1983 was
2.3 per cent, compared with 0.6 per cent for the EEC, and
bettered only by Japan, Finland and Turkey among OECD
countries. Here again, however, the credit probably should go

mainly to North Sea Qil.

- A different picture emerges when one look Norwegian
manufacturing output since 1973. There was practically no
change from 1973 to 1982. But the machinery and industrial
chemicals sectors continued .to do well (as in the sixties). The
poor performance of manufacturing as a whole was attributable
to such sectors as textiles, apparel, leather and products,
footwear and rubber products, most of which has exhibited
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AUSTRIA
- Whi

weakness in the earlier period. It seems likely (though this
would need to be confirmed by checking the trade figures) that
the competition in these sectors was coming mainly from the
NICs rather than the EEC. A hypothesis which might be tested is
that the development of North Sea Oil, through its effect on
wage rates and allocation of resources, aggravated the

problems of industries which were already having some

difficulty surviving.

le the Austrian situation has not been looked at in detail, the

following gives some indication of the country's economic
performance since it concluded a free trade agreement with the EEC.

. Austria's real GDP increased at an average of 2.9 per cent
from 1973 to 1979 and 1.5 per cent from 1979 to 1983. In both
periods was significantly better than the EEC's performance.

- Real value added in manufacturing grew at a considerably
faster. rate in Austria than in the EEC over the decade beginning
in 1973. Also, Austria performed better in manufacturing
productivity (as measured by the increase in real value added in
manufacturing per person employed).

In order to establish what, if any, connection there is between these
developments and the removal of trade barriers between Austria and the EEC, a
thorough study of the trade figures and of structural changes in Austrian industry

- would need

1o be carried out.

STATISTICS

Selection of years for statistical comparisons in this study has been governed to
a considerable extent by availability of data and time constraints. In some cases it
may be open to criticism on such grounds as the unrepresentative nature of one of
the years chosen (because of substantal year to year fluctuations) or the fact that one
of the years reflected a different phase of the business cycle than the other. However
. such problems are not likely to have had a significant effect on the general
conclusions reached.
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A variety of sources, both primary and secondary, were consulted in writing
this report.

Principal primary sources and public documents used included the files of the
Department of External Affairs, the Annual Reports of the EEC Commission (later
the Commission of the European Communities), reports of the European
Investment Bank, OECD economic. surveys by country, EEC annual economic
reviews, statistical publications of the EEC and the OECD, the UN statistical year
books, a number of official publications of the European Communities in the series
European Documentation and European File, a report of the Comrmission entitled
Britain and the Community, 1973-83: The Impact of Membership. a report of the
Directorate General for Research and Documentation, European Parliament,

entitied _The Effects on the United Kingdom of Membership of the European
Communities (1974), the British White Paper entitled _Britain and the Evropean
Communites: An Economic Assessment (Cmnd, 4289), and a series of articles on
the EEC in the London Fipancial Times which appeared during 1985.

Some of the information on safeguard measures during the Community's first

few years has been taken from Irvmg B. Kravis, esti erests
International Obligations: Safeguards in International Trade Organizations,

Greenwood Press (Westport, Conn., 1963)

The section on the benefits of integration in the original Community of Six
makes considerable use of material in Pierre Maillet, _The Construction of a
European Communitv: Achievements and Prospects for the Future, Praeger (New
York and London, 1977 translated by Marcus J. Hunt from French edition of 1975),
and Nichoias Owen, _Economies of Scale, Competitiveness and Trade Patiern

within the European Community, Clarendon Press (Oxford, 1983)

Facts and analytical comments on the operations of multinationals were drawn
from Lawrence G. Franko, The Eutopean Multipationals: A Renewed Chajlenge to
American and British Big Business, Greylock Publishers (Stamford Conn 1976)
and Frank Fishwick, ltination
Europe, Gower Pubhshing Company (Aldershot, England, 1982).

Books and articles which were helpful in assessing the effects of British entry
into the Community included MMLEDIQW ed. Ali M.
El-Agraa (espec1ally article by David G. Mayes, "EC Trade Effects and Factor
Mobility", and that by El-Agraa, "Has Membership been a Disaster?"), ed.
Macmillan (London and Basingstoke, 1983), Brtain and the EEC, Roy Jenkins
(especially articles by Robert Grant, "Impact of Membership on UK Industrial
Performance”), Macmillan (London, 1983), D. Butler and U. Kitzinger, The 1373

41



Referendum, and Simon Z. Young, . Britain's Negotiations with the
European Community, 1970-72 Heinemann (London, 1973).
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THIS STUDY WAS COMMISSIONED BY THE GOVERNMENT OF CANADA.
HOWEVER, THE ANALYSIS AND CONCLUSIONS OF THE STUDY ARE THOSE
OF THE AUTHORS AND DO NOT NECESSARILY REFLECT THE VIEWS OF THE

GOVERNMENT OF CANADA.
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