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THE ROYAL INSTITUTE OF INTERNATIONAL AFFAIRS 

Chatham House, 10 St James.'s Square, London, SW1Y 4LE 
Tel. 01-930 2233 

IAI/RIIA JOJl!T C()J)!FERENCE 

28-29 June 1979 · :··· 

The EEC and some challenges· to it 

·I The first direct election to the European Parliament· 

~ ... · 

A. ai.sciission on ·..tfu.e European election campaigns and· results and tli.~ '· 

i.mpliddt:i.ons 1~as intrbduced bY Kei th Izyle of Chatham HoUse· and by Professor 

Cesare Merlini, Direi)tcir of 'the' Isti tU. to Affari Inte~icinali. 
K~i'th'·Icyle referred i.ni. tl'ai:i,Y to the tuo major ·'clifterences as he DAII 

' . ' • .. • • . • • : • • • . • • r 

them betWeen the·· cases of tJi.e·UK and Italy. The firi:Jt\ras the very low 
·. . .. .,.. . . ; . . . . . . . . . ·~·· . 

tu=ou1i in Brita.in .. ~rhich he attributed in part to the f~ct that the British 

remained.' unpereiUaii.ed" ~t·' the .Treaizy" of Rome had aboliShed the· distinction 

between foreign and domestic issum for all time and as a result failed on 

the whole t~ idertt:i.'ry themaeivtis ~ii.th. the Communiizy", and in part to the fact 

that''ii-'6~ '·f~t 'o:t' the candidates. at'' the election were well-knoWn political 

personalities;··: . Q;ie·'·second major difference was between the electo:...W. -· 

systems uEiiid for tlie''elections, the first-past-the-post system havin.i' ._, · 

distorted the resUl:f·so that 60 of the' 81' seats had been l-IOn by Cons'ervatives, 

only 17 by Lab6ui- and the Uberalei with '12M6 of the popular vote had" failed 

to ltin a single seat. ; .. . ~ ' .. 

A further major reason for the low poli-;: i.zi·Nr ir;y-le's vimf;,.hSil been 

the duali ;zy- of outlook a:f:tecti.ng both major 'parties~ which had led their 

In the case 

of the Conserva ti vet::Pai-i.y, whose 'iekaer d~i.ng the piece~ national 

election campaign ha.d' 'placed. h~r ma.iJl 'eniphasis 'oil' convictidil politics and 

esp~cially on the cutting back of 'i;mblic exP~al ture, he rei t that candidates 

had b~en- inhibited from ad.;,ocating · i.ricre~sed e:ipenchture in' the European 
·.. . . ..., r . 

C ommunHy. In the ·case of the Labo~ P.arizy", which on general grounds 

one might have expected to prepare a far more interventionist programme 

(advocating, for example, the redistribution of resources t~~o~t the 
. . . . - . ' . ·""\" .,. 

Communi 1zy", restrictions on trananational companies and measUres to 
- . 

,gilarantee the rignt to uork), a large part of the Parizy" \i~ in fact 
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opposed to membership of the European Community and, while we remained in, 

to any extention of its existing powers. Some Labour candidates had been 

committed opponents of the Community and some not, but most of the latter, 

in order to persuade their La.bo= supporters to vote in the election, had . . ' ' ' . . 
not been particularly enthusiastic to procl~ the European message. 

As for the reasons which influenced this section of opinion in the Labour 

Party there wti.s . the argWnent thAt membersmp of the Comriruni ty could, by 

ita restrictions on British sovereignty, prevent the introduction of a 

full-blooded Socialist programme in the event of a Labour election 

victo:cy- under real Socialist leadership. - . . . . - ; - . It \{aB aloo the case ~t 

the Treaty of ·Rome, interpreted as a treaty rather tha;n as a conati tution, 

predominantly assumed a lai.ssez fai.re, capitalist_ econolllY. 

Another, factor referred to by the speaker ~ras a general disquiet in 

B'ci tafu endorsed by all parties about the Corrnnon Agricultural Policy, the 
. _- .· ' ' ' .. ' . . . 

one a.S:r;e et of the European Commimi. ty of which ·G.'le public at large tended 
. . ·~ ' ' . ' . - . ' ' . '. ' . 

to be ,aware, and alsq its consequences for the balan_ce of 0oritributions 

to the European budget. 

Profes~~r I!Jerli.ni. referred i.ni. tially to tile fact that in Italy, 

although national. elections had been held only a week before the European 
. ' .'• - ., . .. ' '. . ' ' 

elections, :!;here had been very little decline in tu=out - f~m around 88 
'· -· • j • • ' • - -. 

per cent to around 86 per: cen_t_. He felt that the_ tu=out in the EurOpean 

electi~s had been so high becauseboth Europe and ~lecti~~s were popiliar 

m_ Italy, . All parties, with a very 'rew exceptions on the extreme left/ 

had campaigned on pro-European Community platfonns. 

Profe~sor Nerli.ni. took the. view that the European election campaign 
. . . 

in all. the Community countries had i.ri.fact been dominated by national 

issues. This held been predicted and, with the exception of -the Liberals, 

European groups or federations of parties had had li. ttle influence on . · 
- .. - . . . ,, ... · . 

individua;L national parties' campa,igns. Hi th the exception of Britain, 

Professor Herli.ni. did not believe the general turnout was as bad as had . . . . ,· .. . . . . 
been described, Also with the exception of Britain, he felt that the 

composition of the new European Parliament :reflected fairly correctly 

the distribution of political orientations in the Community, 
- . . -. . ' . 

There 

~ras a movement to the right, but this was sli.gi:lt and did not indicate· 
"'. 

. • ' - • • ' . . . r •.. 

a marked treriil to1qards conservative views. 

Ta.l"..i.ng the examples of the British !.ab our PartY and. of the_ Gaulli.sts, 

the spealier ~gued that those partles 1qMch campaigned for the Europea.ri 
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Parliament with a p£0gramme of obstacles to fui'ther inte&Ta.tion had b~~ .. 

defeated,' their eil::PPorters oil the wlibie, having 'r~i~a t6 ;ate. This · 

was iiiiPortant; :fi!t-i:ltzy'because it illustrated an inal~ct reaction~~· the 

part'of'the'people, and secondly because it 8.ffected the distribution of 

seats !i.nd thi:l doDimitnieht of Euro~eiui Parliament m~bers~ 
' ' r1elnb;;rs· br tiie Parliament wocld be tinked to' ~J:u.e~ iu!rreren t kind~. 

()f loyalty i a) loyaltY to an ideortig(r b) natiolllll loyaltY !llld c) loyalt;y 

to the EUropean pari:ijr group: ·. th'ey wciuld join together to .i.mprove the mie 

of the European Parliament and the c6IDmunity i tselfvie a vie the nation . . .. 
states. Those who had campaigned ~st this ·kiricJ. of'viEnt had ruid"ve:cy 

little succiess, with the exception of ih(d'rehch Comnninist Pari:ijr, whfch 

was a special ·case~ 

Professor Merlini then considered the :futurt, role of the Eui-cipean . ' 

Parliament~ 'The 66knunity 1 s institUtim.1s had diverged from Jean llonnetis 

original plan, the doDmlission ha;irig lost riruch of i te ~reight with th~ i'6ie 
..,._.-, .. _._ ..... ,. , .. ,-._ .... ,.· •' ... . • . . . !:~t;)_'J:~ 

of gi:>ve:mnient shifted from the Cominission to the Council of Hinisters. 

It seemed that the Parliament would be ·the balancing institution to the 

Council of l'Iinisters. · In the tre<l.ti'es, its role \fas rather ambigw)us, 

with the Cominisslon envisii.ged as 'th.e ~:r'nme~i body and.·the Coun~i.i a8 
the legislatne. It liow"fieemEld that the c6llllllia~ion was cast in the . 

. ,.,.·. " : . . 

ambiguou.a role.· . Professor'Herlini ended by outlining what he saw as the 

three important steps in the .future of the Euro~ean Parliament: 

1 The problem of the. budget, its size and. ~tructure, in which 
the Parliament had a definite part to plaY according to the 
treaties. · .· · · · 

2 The EurOpean Parliament's possible future influence in the 
appointing of members of the Cominission and its President. 

3 · The facit that the Parliament \~as supposed. to establish a new 
electoral law for all member countries for the next European 
elections. 

The disc1,1ssion .was opened by a. BritiSh contributor who disagxeed with' 

some of the. rea,11ons for the ·low poll in :Sri tain quoted by Keith I\yle~ He 

referred. first of .all to the ve:cy l01f level of understanding· of the' nii.ti.tt:e 

of the written constitution :Sri tain now had·· for the first time !i.nd t6· the· 

shock experienc~ by man;v people in :Sri tain on. realizing. that. laws could 

become applica,]:>le ,:i,n the UK without havL>g been debated in the \!estininster: 

Parliament. There were, he felt, other reasons than those already mentioned 

--, 
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.for di.f.ferential abstention on the part o.f Labour voters: in Britain 

many people who would have voted for a Labour Par~ candidate .felt that 

the Trea~ was not very relevant to the problems they .faced. There was 

a .feeling that the whole structure of the Trea~ might be appropriate in 

a period of economic growth but not to one o.f recession and that the 

institutions lacked ~echanisms adapted to interventionist socialist pl~ing. 

The traditional interventionalist aspect o.f the Labour P~ had never been 

re.flec·~ed in the drafting of the Trea~ of Rome. It ~ras there.fore natural 

that. the Labour Party should put .fo~rard a progra.mnie for fundamental re.form 

of the Trea~. Ui th re.fe:i:'ence to Pro.fessor f.ierlini 1 s analysis, he suggested 

a fourth point to be considered for the .future: the need after the ·ac~ession 
o.f Greece and the likely accession o.f Spain and Portugal for a re-analysis 

and a renegotiation o.f the treaties, He thought it likely that the British 

Labour Party delegation to the Parliament, together with some of their 

sociaiist ·ablleagues, would have .a special contribution to make on the 

question o.f which institutions should be reformed in order to encourage 

the CoiiiillWlit,i to be a vehicle o.f planning in a period of recession. 
~j . .· . .. 

An Halian participant ~rhile agreeing 1>1ith the p:r;evious speaker's 

point about''ihe need .for more planning mechanisms duriilg' a period of 
. , .•. _, . -.; . ·'2l( ., :, - . ' . --~· .. -: L'. '~' .:.: ._; 

recession, argu~d that e.f.fective measures of th~s kind would of n~cessi ~. 

mean that the Community wouia'h~ve to iril.iJ~'''tba far /r.rea~~ extent 
. . _,. _._-[·\\~-,:; ;._. ; · .. r,~,_,- ._o-,_~\-'· ::t· -.-:'-- - :_:,_O~t'---~ · 

than at present on national sovere.ignt,y,·whlch ~roi.udpresumably_be 
_,-;.- .:;,-~J- ~\,-· :\'. 

unacceptable to the Labour Par~._ .. , 

A B_ri_tish Conservative ret-urning to the low;.,ttJ.=out at the etections 

in Bri tairi 'ifuggestea a number o.f other reasons for tllis, ·. ·_·'ffi~. ff~st of 

these 1>1as a widespread lack of understanding abov.t the purpose o.f elections: 

people feit_,We~,(:~·already voted for the Co~t,r in :llie re!,~duni and 

did not appreciate the need for a .further vote in this issue. Other factors 
~ : . 1!'·::- •. ~,:l . ·. - . _.-·. :•:.·;..':_:. :';J,rjJ' ~-; ;--.:·.: 

,.,e~ he .felt,; th~,;fag~; tl;la.t party workers \'i~r§!:~usted after the general 

and local elections and there.fore the campaign was leas e.fficient than usual; 

the weather on polling da,y; and the shortage of p!)trol in -m,an;v rural areas. 

He also .felt tl)at because man;y of the candidates were. not exp"p.enced 

politicians they had failed to project themselves to their xery large 

electorates. He did not b.elieve that the electoral system .had affected 

the tv.=out, arguing that the Liberal vote had in .fact tv.=ed 011-t- ;>l:thou.gh 
;,' _!,._:_.:_ . :. '· .. L . . . . -- ••.• --. • 

the_ c~ces o.f ~~ seats had seeme_d slight. There had beer~ _a , , ·::·. 
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combination of several.factors ~:J,t work,. 

, . The chail.'lllall at -i;h;i_s ~oi!it referred ,~o. the passive nature of tlle 

elec;torate 

elections, 
.. '' 

in Britain, 10\-r ~out being a 11:o:r:ma1 feature of lo.cal. 

espec,ially in the cities, UJ:U,ike in Ita"!,.y,, .. ~pe British did 

not eJq>ect ~o vote very often or to understand_much ab0ut the issues 

t:Jhen they Q.id. . . .. 

. lliscmu'lion,.,then. turned to the lik~ly developments ld thin _the 

European ]?arliament which had just been elected, On,e o;f the Ital;i.llll. 
:, ': . ..- . . - '···· . . 

;l?~icipants ar&Ued, tha,t. the main pol:Ltic!J,l" actiyi,"l;y .. W:i thin the 
. . . . . - ' ' 

EurQpe~ Pa;rl:Lamen_t during the next fc,w, m9lJ.,t!lJlc::w<>:u.14 );>e the attempt 

to find an insti~~:ion;U and polit;ica;L c::o;onection, P!!yween national 
--· . ~ . 

oons!!nsue, which in ma:ny member countries was well-established, and a, 
·. ". . . ., !· . ' . •, • --- . • ·. . ' . 

kind. of Eu:ropean consensus wh,ich ;was. still in. He in;fancy: .to establish 
:•. • • • > •.• , •• -' : • • • ,, ••. ' • •, • '•( .. -~. 

on whi.ch issues there was a_natiorua.J.. consensus in every _European state_,. 

to t~efer competence to the,Europea.n level. 

Another contributor stated that al. tpoU{;h she had been in favour of .· ,.. ... . . - ' . .. . .. 

direct elections, she doubted whether. this would actually. produce . '·. . ·.. . ' . . _,_._____ - . 

European-minded action in the Parliament. Directly. .elected mem'\le;J:"s, . '.- .... ' ·-· .. . --- , __ ,_' ·-·-· 

she felt, ~rould be more likely to give greater voice .to,,p~ly s~ctional 

interests ,th1111 the _nominated members,.. ,:J,'hey would.be subject to lllallY local 

pressures encl. it seemed unlikely. that tJ;U.s. ~rould lead, in the early years at 

least, to 1llJY great excess of Europj!!)lli~. The largt:l number pf fa:L"lllers 

in the British .delegation, for example, seemed lilcely to lead to :a 

cJ+sproportionately large voice for one :Particular intcr!lst •.. 

Refe=ing back to tlle point made about likely re-negotiation of the_ 

treaties linked to the second enlargement of the Community,_ Professor 

Herlini disagreed. There. was .an institutional problem facing th~ 
' ' 

Community and_ this had led to the aPPointment of the utllree wise.I!len" 

who were to repprt _by October 1979,.. Professor 11erlini expected.,their. 

propp!Jals to relate ratlle.r to the q']-estion .of hQ\1 to .appJ;y the treaties 

rather than to that of bbW to change .them.-. l:k)st. go:v:errunents felt tha.t 

if _the treaties were changed thi.no"'B would b.ecome worse rather .th~ better, . ·.· . .. .. - ... . . - . 

Thus he thoug'ht. that the spirit o,f the acg1J.is · communautaire woul(j_ probably 

survive. He also exp~cted. the Community to stat.e the principle _,that the 

admission of new members could not on each occasion. involve re-negotiation ·- ·-· . . . ·. - . ., . : ·:- ' -'. . . .·. . . :· . .' . . 
of the treaties. He \Tas not necessarily. very happy about this, as 4El .. . ' ~ . ' . . . ' . . . -. 

agreed that the problem of refoDning the institutions existed, the problem 

of the separation of the of the institutions in practice as compared with 



~---------------------------

...: 6 -

the theo:cy- of the treaties, which led to a number of contradictions. 

But since there was rio consensus on refo:t'lll of the institutions, this was 

a situation which would have ·to be accepted. 

Further discussion follow~d on the role that secti~nSl \ntereste' 

~rare ·likely' to pla;y in the European Parliament. 
. . · ... ·- .. 1(" .· 

Bti tish fa.:t'lller members 

lf . 

it was thought might well find themselves taking a defensive view of the CAP 

in conflict With their &.m government, by ~P:re~~tmg neither the UK 

interest nor the Community interest but ratli:~r the fa.I.1Ding iD.terest. 

An Italian participanf:argued that befo~ considering:the strategies 

of the present Europe~ Parliam'ent :i. t ~~as important to· rea.iize that its 

members rteeded to 'solve as a matter of ui-gency the' problem of their 
. ) - •·. 

political· r<ile both in the national and the L1iropean context. Thiii · 

involved three things: 1) their relations 'with their respective national 

political parties 2) their relations with their respective European 

party federations, if and where· they existed, or with infozma.l party 

alliances 3) the attempt to redefine the role of parliamenta:cy- /STOups. 

In te:t'llls of relations with the national poli t:i.cal parties. he thougnt 

that a large proportion of the newly elected members had no direct contact 

with their respective prili tical parties or with parliamenta:cy- life at 

home. This problem would increase' as some of the dual mandate mimibers 

would resign for various resaons. European l1Ps would therefore terid to 

feel rather isolated from their national political life· and uncertain of the 

role they had to pla;y in the national framework. In Italy new members 

of the European Parliament had received an offer from the Foreign Minist:cy­

of help in organising their activity in the Euxopean Parliament. This 

kind of generous offer could lead to a de facto fozming of a kind of 

national delegation. Another example was Giscard d'Estaing's suggestion 

of a killd of inter-parliamenta:cy- French group in the European Parliament. 

Thus there were some forces ~rhich ~rere t:cy-ing to transform. 'the EurOpean 
. . . . . . '; J ·. . '.· . :' .•. · -· .-

Parliament into- a kind of European diplomatic parliament. . This teriecncy 

could lead to a degeneration of European political life. 

It ~ras the task of the party groups in the Europ'~an P~iiament to 

t:cy- to spread the European spirit fuside the national ·parties, . giving 

the European HPs 

·political life. 

party ·federations. 

a clear and specific role in ~spect of their natfonal 
·.:1 :• ... 

They would also be a point of reference ·to European 
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A· British Particip!lllt who began by. stating that he did not.himself 
' -~' -~-- . 

. feel emot;i~ly committed to EuroPe returned to th$ • eaxlier point about 

sect;ianal interests. It was c_l~ax. he_ said, that•.industrial lobbies,· 

for example, had. become_ext:re!ne;tY po~rful.in EuroP.eo)and one n:nist ~ro:n:v 

that the European.PaxliaJllent, _g_:i.,ven ~tit 1·ras a_ rather aJllo:rphous l.l'ody, 

Consumer 

inte~sts on the ~thef .ha;rld_vereJilo~ well,rep:resent~Q.:o• He had noticed 

that, ~ tp.oy.gh t~e.unions:we:re ~rell represented,, they were increasingly 
,_,_, .!. ; ,_._ ·-· . ,_,, . .,. : ·-'-~-- .. '. : '. - .• . . 

turnin€ to the. OECD for .action on. the question of.mul t;inationals rather than 
"' .- .. '· _._. .:.·, --'· .: . . ...... - '. ' '. , .... ' . - . . ' . . .. ' 

to the Community. -. 
•.:•• 1_;( __ •-".oc• :~~:-·.' :-

An?~:f ~~ali.an paxticipant etnpha,iti,.lil~d the fact that the European 

PaxliaJllent at present .l;:lad very l:i.ttle. actual. po1ter; at the saJlle. time ,,_ . 
. :::;;T -:._.::· ___ :·. . -----.·':< ~- . - ·.:·. ' - ... -. :· 

there was no evidencE! of a:rzy great driv.e. in. Europe at present. t01taxQ.s 
. " .• · .. ! ;) . . . ' ' . •,'' . . 

political unity :and enlaxgement would further dilute the political· 
i' ' . 

meaning of the Community. It seemed_ to him, thererore, p:IIObabJ:e that 

the European PaxliaJllent would fail to creat.e a political consensus. 
-'-' .. 

He wondered whether there existed.within the elected members a potential . . - - -~- . 

poll tical leadership. If not it Sljl,emed ·that the PaxliaJllent was doomed. · 
;_•; 

One speaker fe1 t the whole discussion so fax had. been based on the 

assumption that ~re 1-1ere about. to live in a. comfortable world. This 

wot8."d not be the case _during th!) next decade; . there .would be the .>::w _.:. . . . . . , . 

recession o.f unemployment and inflation, wW.c!J. had been .forseen .for someo 
. -.. -, .. : ... ' ' '-·'- ·-

time, plus the techlJ.ologicaJ, _revoluti()lf o.f .E;iliCQI1 chips,. plus the energy . : . ... ' : ~ '. ·. ' ... ---· 

crisis and a number o.f other. problems. This. le4 him to _-questioi): an ... .. . _. . \. . . ·.' : 

eaxlier assumption on the paxt. o.f _Professor. ~I~rlini .· tha·c, the accession 

of new members could notlead to a major reform o.f the Treaizy" and to ask 

whether the present. Treat.\': provided·:(or the possibility o.f international 

action to deal __ with the_ major probl!llllS \te were .facing. There. were at 

the_moment an enormous I1um~e~ o.f options which were !!Xcluded by• the 

Treaty, and that the pressure .for its trans.foxmation would confront the 

PaxliaJllent and other institutions very cleaxly in the course of th!l 

next decade. 

!Cei th Il;y"le agreed \fi th the previous spealcer about the serious 

problems which had to be discussed and felt that the European P~r liaJllent 

was the right forum for such diocussion • The problem was that those 

who advocated the discussion of these questions tended to be the very 

people who sought to prevent the European institutions gro~ring in p01rer 

so as to deal lii th them. There were, he .::.rgued, three factors lihich 
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~rould ).eo,d to a ~iew .of the. treaties;. ··1) .-en1o.rgiln\E)nt _and _especially 

the acces~ion ,of.~;pa.,ln 2) . the ,fact ,,~hat. the l:j.Jnj,t wmlld ap,ortly be · 

reached on .the .Co~ty-'s 'ql'll"l resOU+<JJlS 1 and 3) if t4,6 freeze we;re 

rigqroua;!ly ~tained. on agricJ.u·i;]p;a.l,. p;c:i.ces .. ,there would be increasing. 
" .' . ·-"- ' ,_ -, •, ,_,., __ ,_, .. _ --·-··' ·-

prea;!Sure from fa.:r;ming interests in :Europe for . changes in the ,CAP, 
- ,_. ·.:. . . ' . ; . 

. Ano.ther speaker took ia;l~E) ,w;L th the .description of the Treaty of 

Ro~ as a. ~~holly free marke"l; .. ,in,s.trument, It was in the· case of the· 

.. cJls:toms union,·but in the cas.eo.f-shi.pbuilding, steel, energy, for 
.-,· .. · 

' ;· .. -. 

example, there was a great deal of scope for planning if this \~as 'rhat 

was wanted. It was just that the British Labour Party,·wanted the 

planning to. take place on a national rather than -a' EUropean basis, 

In France. on the other hand, there .1~ere manY •people uho were reil.dj- . 

to ~10rk for planning on a European basis; The Labour Party claimed · .. · 

that the European ColllllltUlity had a free market ethos but had never 

tried seriously to test- this assumption, 

An Italian speaker suggested that schizophrenia on the questfon 

of· free market v •. planning did not exist only in the Labour Party but 

1ms ·in the. nature of. things, Jean l1onnet, who had .contribu.ted more 

than anyone else to the sett' ·.g up of the EEC, had been the inventor 

of the French Plan, ·Any modern econonw 'ras of necessity ruilning along "' 

two different tracks at the same. time: market fo=es and planning were 

.. -: 

z.tot necessarily in contradiction 1-1i th each other, 'He ended the discussion 

with his mm speculations about the future of the European Parliament: its 

powerlessness might, ·he felt, be more important than its powers. 'He 

were entering a period of greater confusion and· fraught with greater 

o~s than we had known in the last 20 or 30 years. ·Institutions 

were important .but one natural reaction to such situations 'ras the rise· \ 

of .movements, The European Parliament could .become a meeting point for,, 

sectoral interests or, with the necessary leadership, coul_d ·become tlw 

stage .for. a .movement of some kind,· 

_·,- _;. 

-:·:· 
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The EEC and some nheUenges to it -~ · · · 

.... t· 'f." ; • J1 '!;\ ":l t • • :r ,. 
\.•. '-:":~ .:_ .. 'l.l.·.~ l"t.rj .:;..,;:.,. ~C'.(:_ tl!n "(J.!':.ti: '!c n~,.l.:t~::~.; •r!.~ :rl ~=·n.~-• ..,":1.i:.tJ t•.r:.t. (( 

'c'.i- · :!:~~~: o!r.u,~convergeBce)a#id'divergerice ·in the •Eul.'opean •C9!!!!!!11!dtv .,, H· · 

oj-. \:-t·_J.J~ ;~1 ?('_(; V"J ~.i.i:;J_,;:t ! ~r~;r::.: · lYttJ'J•)L·z~· C ~f'.::jCa £~~ J..;.,n J_j ;-_~;;-"f t' ~ .. lJ.fJV"~{' [}';""!. 

w T.he.i.a£temoon {sessiOn.: ~f:.i.be' c~erence ·considered' twQ, pa~ ron: ecOD,Omio; divergence 
~·-··~- ;~·:·· ; :-:~, .. •.-':(' _,.,_ --:---.£•.::.·: 
and the European COIIIIIIUili.V which were int1'oduced briefly by :th~ir,·authors • 

. 0~~~ -~ .o'l~~-~ nr.~ ~i i., 'l •. oi- ~...: '!' ~ .,. '\~l· i l-· .. r '"'" • • ( 
•• -~-... LoO.~·-;..,_;!~,--~ ~. !l~· ·;"ju ac.....;.~GI'JO--{~ "..i.t:"Jo .1'-o~·;-;..;;~l;l' -:,:j.t . \ ,_ . . ... 

nr· Hod89s ~ a't:L'9asecr his view tbiLt. ~the". isSue; of,. economic: divergence .was' bsing used as 

a c~er' ti):'-av~i.d· deba~· ori ~.(J.~:tem·futurs of,~~ c~~v.':t> The'founding 
~·fathers~'Of 'the CoDmruniv had'not":foresean·.th~t .it would':i1~ a probl~,~ ~r had thouglit 

that arr;r divergance·~d:bs'i~~o~ .~ 'i'bu.ted and' ~~uld,be ,~oided ,b; the 
" :·':\-!",,,I·,,: :.· •, ,J•>~-.: '·:•• I .•' 1-: .: ' ', 

co-cmlination of policies. The Trsav of Rome did not provide a sufficient basis for 

.e:::-av:ercoDiulg·· divereence -r as • it· left · the major instruments.: of. macro-economic policy :in • the <·' : , · • ::1 · · , •·. · : -~ '·r~ _.,. - ·· - .. - --.. ~ ~ 

hSZida· of :tne ~member states:•:-: The ;eUly yem 'of 1the. Collllll1llli.i;,y ·had, bean 1 a period. of.,. • 
. ; _._ •. ,: ·''-' -·· .. -• -. .;. ·:·.···J::. • - - .... - ... __ ......., ... 

gt"Owtn rather tJwi' Of I redistrib~ticn; >(ll however,>. the ;issUe Of: redistrib\1'\iiOn ~ lbeciome 

nM:ire ·'illiportant•iri-'a 'P9~oci"5£ ·l;;..,;~~~;;m·ic .~;.·::His .~ew was cthst ,c~-cy,~~Ucies 
... _: ~- ,•, :;! .. ' . ' . . . • . . -.. 

to comet divergences Would beionly.inarg_inally.effective"althoueh·it_ was possible" 
• . f.-~ ... -.~-- ,-' --··· -- ~--

fthat~apeOific'seotoral~policies;' suoh:aa.~t on· steel; would:have a,conver~!.;.~ffe_ot. 

c:.'Tlie-· diver89Jice 1 debate. needed ··in I fact to :del~: ~e. ultimate'· objectives 1 o~:.the ~ ~o~ v 

':•Qw.I"tci\olarlty:Wb.B.t:ldnd<of,c~cel~:msmber:states,waa des~b~~·'T..;..~j~~ 
•'·~teJ:in~cli8zi89s;rsuch .as·-those: needed ito ·achieve. convergence: in~ living.,standarda,. would 

l~-~---~ "' .. -r-.J'·.,.- -, · .. ; • ~ · ··-::_--- -... ~-~-------~-·-
require ·a· polit1cal ·consensus 8lllOll8:. the NJ.!le.:whi~ .is not;yet ;pres-:nt• b:l<."·~t· ,.wt:~:r. .. 

'r•"..-."'"'ri ,...J lo.· .,...• I r~..:. ~ t. •• 1 ,' • , • •• '. ' . • ·.J',\ 
.... -hu.;, -..... ... _._Jr.~--· .. ..._ .. -a\ . ..u.!.Z~o, ... !...!. ..:<.t ....... l,,.rr .. W.t·ot..,('l~ .. ~::--.~ ......... J·,e:"j t>--t"f·· -~ ··nrM 

.C:"""''' --··-- •- ' .•• • - ~.- ..• .,_- ----~:"'··-"·--·_·-:,·-~:~; __ ... _ .\.,.,(~,-.~· --~-- .--~,).-_;_: 
· -· Dr Hu ·in ·his' introduction raJ.Bed tfour:main·points: I:<'J.b:.irwc:, !f•ri.:•b. ·"' ·1· "'· "''·if'('·'· ~.,. 

!..'lf;.)~::'~;· 1)" ;the·:difficulv.of'def~ what wa.S:~eant;by_di~~~- ~a~,~~e#~~;~~ :· 
:: ~J!,j ':-:~2) ·, :tluoee ·,issues: cOnoemUig the Communi i;r. as :a • Whoie J and llri tiah .1'el.ations with it: 

• ·-· ··: •• ~ ~. -:• ' • - • -- ~~-' ~-"'- ·--- ,. ____ ..,# ......... 

"~wlt.1 ·,o;;.y,r.ra)::cthelbudget. "<llritidn and~Italy0 : althou8h:among the has ·prospero~ , • 
·. '1:1.·: .... ;. ·: . . -'' . .'·' .. .. • - . . • 'c.-···-· - a .. '!'. 

,,,_r.: o·~·b.~I"·'<. • .... ·acl::msmbers(of lthecCmmumi-cy,:nevertheless·ranked :aB· the greatest )1St .-.~ 
, ,, .. . · , .... -. _ · - .. -"' .. . -·--··~ ........ l.u ... 1:1 

l['i"'ton &;.;:~ ·(:r;,,.l-:'n:jld~e~·in:terms>of;net.transfers:.to .. the:bud&et.,.Therquestion of .. ,' ~ 
., : . . -.. .-- ·, .-,. - . . . . ~-~ ~- :· .. .- : - ~ ~- .-- - ~--~- _.. .... \ ... ;() 'r~ · . 

. t:l~$9,u!v':was;leading to demands,for.polit~oal jus~~lii~J lii. !;··,:,,r.: c•!r ir.z : . . . -. 

b) agriculture. There was a confiict betwean food importere and exporters 

aver the issua of prices, and between Fxance and West Ge~ aver MCAs. 

• 
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energy. Britain as en oil producer had different interests from ... •.. . . . ~ . . . . . 
the other eight members, and there were also different national positions 

over the search for energy supplies, as shown recently over the question 

of controlling the Rotterdam oil spot market. 
. . . . . ; . : ·.: .. 

the difference in the positions of Italy and Britain, Referring to 11889 1~ 

of hie paper, -hi! considerelj. that. Britain'!!' l0Il88~ding economic condition 
' . . . .... - . . ~ ~ . ' . ' .. •: . ....:. . . !: ... ~- . 

reflected the poli tioal and social structure, whose stability and ability to 

- ·.: ·reai·st. chaJlee produced: these· economic ·problEll!lfl. Italy 1 11 problems had arisen 

more .. re'oantly, · .. _, ·' . . "'· 

4) the question of co-operation between Italy and Britain, This was affected 

liY· their divergent··int~!Jts, by the fact -t;ha.t tl:lw. _repl:'esented, onlJr: 30}6 · 

·· · ·o-r the- eoonoiDie. -veight of the Colll!lllility, and. by tP.e. nel!d to _att:r;aot_ the . 

-sm8ller member countries :to their side;· although_ ~e.smalle:J?,.c;ountries·Wt!r:e. 

more dependent -on the CollJ!lUili ty and the .. Fren~(li!St ~man blo9. . .. - . - .. ~. . . -· ~-- ._. :. 

The· diaousliion began' by considering the meaning· Qf .. the te:r;ms convergence and a! vergence • . . . -·:: ' . . 
Convergence is oo!!!IOODly used .. to .meen i) conv,~sence of policie.e ii) con_v:ergenoe of. 

~~ . ' 

'e<ionomic perl'omanoe ancl· ii:b) · convergence of.. economic interests, Convergt:moe of 

···policies We.s~felt to be particula;rly 4-ifficW..t. becallBe of the dist.inctiye s_ocial !llld . . . '' . 
political etruoturee-witb:l:il member.'states an.d their different assumptions about . _ 

'hsndling eoonom:io and social probleme. In addition to the meanings l~~Jed spov,e, the 

term convergence was also used when in faot·-the· debate ·was ~ly abo~t equity, and in 

-particular equi 1\1 of contributions to the bud8&t. It was suggested i;hat ·the COIIIIIIIIXQ. ty . - . ' 

as''curren'l;ly 'establiShed could have Ver:f little effect on c:om.:erganoe M between JDember 
•' . '. 

states, especially 'with regal.'d to convergence of eoonomio pe~,fomanoe. . ~lea 'l(llre . . . . ' ,,: ... ~-· 

given to show that existing aeotorsl policies in the Community still tended to transfer 

resources to the richer countries; for·instanoe.Cor&ioa reoeived.34 fiOU.~ capita~ . ·- . . .. ·'. - . :::~ 

the llegioiial' 'Furur, whereas the figm'e for Calabria was 19 ecu per cepi ta. . The . jiegional 

- · :E'uild had in faot've:ey·little net effect on the net fillanoifll contributiQIIII.Of•Britain 

and Its:iy 't.O 'the Comimmity.· 'rhs policy's ab.ility to assist economic oonvergencs between 

member states was also· question'!d, given that_ gOvm:nments 1 ·nationa;l.. regiona;l. policies had 

had owY a ':6u.nimaJ. effect' Oil divergence Wi'thin 'COlmtries, for 8%$ll1Ple between the north 

and the south in Italy azid between Scotland and the south-.oflast_ in Britain. 

. ... . . ~ 

• 
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h.:cv-::. ·,, ~~·-- I •. nJ:~ ~; ,_,J:~.~~J7: ~ ,., ::::"·-~-: .. -~1 o'!.-.. _ .. J.. •• ~ .;·~ .. , '<' .... ~ 4 .. -. "~~ :t, :· ·f' .~~o l-:.:;·r.:...., ..~ ..... ·:-;tl:~~c.:; 

'"''•~•-'1J/ ~-P"' ''(1,,..~· ).('"'"r·i'"'• ;.,. , .. • '"- ' 1 · r J. • .~ ... , ... . r.,.J.- .. ;._J_ l .... !..·-~-·-.:l..l'-' ~~~--:.q_:.:·,l. .... r··~ .. t~· • ___ ...;. rl.i-ro..,_, ...... ,,... ... -·. ~" .. .~. .... ~-.lt. ,!..",)f .. •:.' 

··--···~ ., .... p "'·-·· ... ... ••• , -r.... . ---. : . . • .... r - ;~ • • - .. • .. 

The. ccn:t'erence then . conaidered' the question. 0~ .. convergence' of~ ec~olnic. Jterfo:aoarice~· 
-r·. :.,... •. ............. , ........ ,,.. ... _ f' , ... .. . ,,.. .. . , ~. • • ... • 

AlthoUGh some contributo:t:S ·fel t'that converg#oe··of· eoonomio ·pe#,~~c_e:w&scan_c. •'; 
.-:-..- -....- ~- • ~ -~ - • o.. ' I_ • ~ \ 

' 'ulirealia'tio'objeotiveriil::the Cforeiieeable'7 rutlir9;)f it (;,ias ~lihdWri' that ~thiire had' been•':' 
.. _~ ... +r•# ....... ~--'--- ,.. ..... ~- ........ '" . .....-t.•• ..1· .. • ..... __ r .,._._ ·- - .-. -"'·- ....... t :·· -,_ -·_ . 

some overall" convergence of perfo;mance 'in·; the Communi -cy , in •: the 'early -197080', anq. in 

,:.~riiCt -th;r& h8ci''b6Eizi'·mdre :omiifer~ce 'betWeen .. at8.tea·: than wi thiii.r-J~em. ·.n.w~ :,felt 

tha·t''the ~debate ~cm conver~c'e/divergence."waa "riot aotiiall,y ili:triliaio'.tO the :colllll!liiU:-tzy-, 
t,"r.'·.-.- .... - (- ~" 4'J--.. ...... ; - ... ,._,"' '""--~-· '-, ..... - • -~ ._, - • -. '" -

'which"had been fairly ·aucceaaful""in'-dealing with· this' irithe'-past;"<.but'hadiariaen~now 

· ··-bec&Use;o-r~re<ient' e:ltt~ &howrto...,tlie couiliruniwtnamel.Y tlie•cb.napse of the' '''~: 
'"'"f,..,;_,J.,., __ . ...,".--,n'+,./''. -- f"".~ ··;t r• ""1.'-~ - ••. ·~: 
":Srettcln·wooda · intematioriall'fi:ilaricial·:ayatemi • the -.rising. prices 'of- raw .materials "and . ;:_, . . . . . .. ·":' ;. .. ' . . 

tiiti' ciliari;ti .\g'! S -t:fu(itiu:e •: of r the' inteiiia tion8i 'SCOnODIY" ':in gerie~;. ~ ~ot ; uDna ~ly j ~~! 
-- \ ............ ~_r-f ... ~~--· ... ·.-.. :~_.}·•_ r ... ~ __ . .. · r...... -'· . ..r . -~r;r:\·-:- ·- , _ _,.. · .-

different ·countries had reactedJto.'theae·· shooks· in· different' .Wa,ya·;.:and·alth.qugh the 

;~r'1bountriea''~re~~lila'~to:.-:reaot'more'effeotivelY:in-the -~~~;tenn.~a>did.not ,_;_, ·· 
:c·-···"'··-··' ... ,._.,, ... .... •.·---..:• ~ ..r- ............ J.-o.~-··-~ ;--- -. • r ·-- -._ ; -.... . . . . - ,.t-.. _,Y' 

necesSarily· aigru.fY ·that ·divergence· was o:J:lly ·a· problem ~for the weaker- COl!Jltries. ""The 

issue·, of"''di~~rgWice "thUs,beCiame"a queetion7of find,ii!g::a1coil$>~ la;~ Valid: ~S~nae:·.to 
r, -- .. ! ·~ .. -.... -~ .... ·• 't _,.. .. ~ f.,. ~ .. -.·-··- - ... , .. : .... ·_· ·-, 
·.··the e:rlemal~ohallenge;--' The Communiizy' should·be·abl,~- t0''a,cr!il.~ffeptivelyJoli·:thia,' .. ' 

. .• • - • -·· ! . 

• , •• __ •• ~ hr+-·· .-.. 1- ,.._"' L.., . 1 - r -~ - r. ~ . ..... . _-. . ~ » - - - ..,, 

considering thEl.t basicallY· the· Community uas · defiiled in~ ·rela_t;i.pn tor thei.outaide' world, 
with its membere adopting·~"oommon ene:l:iia:l p·ositioh~ iHoWeirer~ attention'was•cJ±awn ... ',. ,, 
to the intel.'-relationahip between ertemal and intemal policies, for instance in 

~~·-.:-·"'"'·'·•1 _...,., · -• • --·:.:_ .r.-~· ~ ~ · •. ~. ~ . _, , . _ ~ 
textiles $.<1 ahipbuilding,.o and'· to' the Communi-tzy- 1 a 'lack 'of' auoceaa 'in dealing 'with.:[ 

c the~e pt-bbi~'F·so ,_tB.i~ RL.,;.~.40!.)~ \ •• i..~"!..i'. b.~~ L:! ~ ;·r::..!~t :u:;.OO .::;u .. .,..L: (•j:..i' :Z:t":f O:•.'l.H ~)f~:.~~. Jc r~ 
.-r-~ .· .-.. "'" .... ,.~~ ..... 1;'' .... , , •• , • • t _. • 7. ... .. ·... • • • ••• ~ ;)',$: ... Ju •.•• [ ....• _-1,.) ,J,{, .. v.1"i ·''i• l'f,t~:r-:.r-t·-~- ..... -~ "'-•1 , ");-!'''· ........ ,,... ... ...,. ,,1r-.- -, ,., -........... ·•t•n . • .• ~ ,...,. - ........ --- .... ~ .... •. •''·· .;..~." ,._,,,.~,.,.,..,J ·~·· "~-"' , '•' ·;.,f~-'l(,.r•--~ 

<>•:.::,: .. :~i'ci¥'ent"s·theii'aeb'atea it8J.ian and :Srt tiah atti tudeartotthe' ComDrunit;Y:·nFor -~ ~l 
~--·,·r ..... ~r.·"' ..a..~.-r,--,.,,.., ..... : • • ...., .. •···•, ~- --· ~ -··- •"" "'" --~~:. • ' '': 

hiatorical--·reaaona there was in'-Italy a national"conaensus,in.:;favour<of~therC~izy'; 
.... 'l;'l .";"~-·.·,--~ ... ,;..~., ',_....... ""'''' ,_ . ..:-.: ••. ~.. - -~ _,_;_ - ... -. .._ - -··-<·:;··;!' • ..;.f~-' .: . {':."~-\ ., . 
·the couritJ:y ·had· no· obanoe of' solving energy or, raw materials- problemi~cc oU:tai~e 'the; EEC 

r.!)i:·:tr•"' •_} •. ·~•,,-,.r, .\ __ ....,. .. , •·". ......... -. , . · .. -• -~ ' 
· · ·ana.' therefore the·•ccmmitment to EUxope"alao inclUded' the willi.ngneaa. to accept: the' . ..: ..... 

-ilo~tii''of c~~-izy-"'memberahii;i~'I ·m Bri.t8.i.D.;tJio-weVer;·there was:no'auch natio~· •' 

~· ciclri!f'ei'B\li'·mw,· 'the~~ • ,.,8rif -~tin· aUi/ieatioll!!' that "Britain'' could sUrvive in 'ia~lation or 
o.t:~·-·· _, t ... , n-· .. ,. ..... ; :- . q,·. r-· _ ... _ . •• • . .,. • . . _ .. . _ . __ · - • Of·_. 

shciilld· work towards--a·•framewo:z:k of co-opera4;i~:·whioh woUld include cthe :USA 'and.Japan ·;, · 
,...,,~~. , ...... .I ,._ ~. r-' '; -·-·--·· .,.... ,. • •. ~' o- • • - • ' ·: ' : • .V 

- ·as well as West Europe.· The diffeJ:'ent coiiJ!lli'!;menta;.~'!;o•.E\lrope·had·led to.diff,erent, 

Mti'onai~·nrSPon'&e,t to' the· Ew:Opean ·M6ne1:~·. System.~ h -Itiilian:deciaion ·.to: j~in ~the 
C .. li' mm' hi'<i' 'beei{ --irinu:enced. bY: tliiee'ma;jor f:a!),tQra ;- :; i) !v It~--was willing. tQ tacoept some 

:vr;;osta '~liji';,g"froni"thi'aypol.itical s.tep':tQ:better 'int~gration;;. 'i~) .:there•were ·basic 
.... , . . . 

dirferenc~a lietWi3ert'"tlie' oo propo·a'B1'and ita 197-1 :predeces"Bpr,' -with-the<J!l'IS;,involving 
f•!..•.r(."\:

1
"'1- tH,.·r:":•i-;;~-·.,...._,..r+ ... ·~-~ ,•• -~ ~ ___ . . .. ' · •. ··· '··:'· · ·. · 

governments as ,.,ell as centraL banlta;."'' It was feltlthat:France:and<Weat :qe_many.twould 

b~' 'ritoi-9 1coukftt'ed'P61:itio81Ii:to r tile EiMs"and t\iould; show more: aoliclari ty. ~th "~e ~-" 
',',, .. .r:.•·:·:--•.. ··•.1 ·~ • ..t_' • nr ............. ~.;. ....... ·• ···r··, I" ..... ,>1,. l.J ...;.:. ..; • -... .• J. ......... :..-•.; ... ; .... ~ ;; .:-. .; ~-~ (;~.!($ c '{;~ r: 

,. 
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weaker countries. Ent:cy- to the system therefore became a gamble which Italy could 

afford; and iii) Italy welcomed the external financial discipline involved whioh 

1o(O't!l4!<aid·::i"!;s"Q~.·Pl,!!P-·:w 5~uce .inflation •.. The Italian tradfil. unions had also ,been 
~- - • . ·. ··-·. . . . :. . • • . . : ::1- .. : . . ' . . . . ~. : .• ::l • ~ . • ...,. .... 

:iJl favou:~.\o£.EMS .becallBe·it.~s seen as a contribution tO ciorivergence and ·the · 
·'···-····· ..,.- ... '.-.'.:-'·'';! .r;l,,· .. ·:•.: .. · ;t·~. ---~ _···:.·' ••' 

gove=ent ha4, also.:;acpQpted .. the need. for ~s. to. counteract the negative aspfilc;l.ts 

of :the system.· ·It~ c~nsidfilred that"'!l~be~p ~!"the EMS ~ enabied the co~t:cy­
:to•av:oid the I!Peoulati@ ~s~ w~ak~r c~ciea ~~hl.'ch ,;~ liie;-.i.table ~ the ~ant 
. -···-·•.-:· ·-:··:·····.- ..... _.:::f •... · __ · .. ·.:;_,_· ~-

. -:: .. o±l···orisitr. )3ri~,. in a sim:iJ?or economic. posit:j.()Il, had chosen not to jo:iJl·-the; > 

,system. ' In: further !lj.~ous~i~n of ~e mm it ~~~~ ··~el,. t thBt the weakness of ~e ~s~em 
was that it did not. take into ~c~ount the external ~orid and ha4 no ~e8ns ~f. applying .. '. . •'. . . . . . . . . . ·. " . \ ;. . 

· :.preestire ·on the ~o\ll'C.e ,or, cu=E¥lcy ~~~ili'ozy-, .the ·us. d~lia;. pn the, other.);land it 

was ·argued .tha~ the .BY£!~~ co~ct j¥~,v.e a. fu~. role aa' parl of .new ~Pbal mone~ 
a'rrangementil·, · The viw. :~:t;;J~o'!ih" li:1fl and eaJ;lier proposals. for Ei-IU we~. doomed, to 

. ' . . ·. ' '.. . .. . - . 
. ·failure 1ias expressed with some forcE); . It was suggestEid ·that.the proposals for EMlf . . . . . •- . 

·.•·:; and, for .the ,EMJ? misunderstood the .political situation in that they involved .mamber 

states .Bivtng up a de~e of nati~ s~erei~w 'ri wo~d.also. seek.to impos~: . ·· · · 
~- .. ' . . . ·. ' - ~ - . . . . ' . ' . , . ' 

constraints upon.recalcitra<l'l;_jllembers .• ,. The sys1;em .. was bound tO fail sooner or l~ter 

. :. ··giv~· the different ecoD.omic. P,!ilrfonnance and l~.el of inflation :iD· countries and 

Dieinber·.!ltates•. need to df)~end t~~~·.Q~ ~~i~~- in~~~s1;. . 

·r ;t:).... ···<~-"'-:~--- •• -~!,_. :_!·. 

The conference re~!l(i to conf~ideration of ~e Bri~i~h attitUde to ~9: Communi:o/.~; 
debating whether the British commitment was pri.Jnarily, economic or political. It was 

. . ' . . -
suggested that the economic case for EEC membership had not been overriding and that 

' 

in fact political-: r!)B.!JOns ltere paramount. · In the B~tish view, the issue of. c~ergence . . . . . . --;. .. . - . . ' .. - -· .. 
was: actually· one of equaJ.i ty of contri,bl;ltion. Britain was· reSdy to ·a:cc:Eipt ·some-· cost 

. - ~ .-. - ~ ' • • • i 

as a result of .meme.ership,,.but it was stressed that there w~ a re8l·,·gri~anoe ~ 
' ' -~ j o' ' O 0 V ' ' • 

0 
° 

0

' • o :- ,•· ;ll ~ " 

the si~s of .the net·· contJ;.i.bJltion to t~e budget .... , Given the count:cy-•s. economic:;~PO!I,ition 

it W<:>uld in fact be mora appropr:i,a1;e for Britain .to rec~~~~.a.net bene.fl~.,.,,m.t.i;ili 
· · >.:-: defence of national interests was not seen as. unreasonable; indeed all the major EEC ... . . - . . ' . •' '. - : .. 

:.; .. ,..,,. co'aii:tr.ies usually acted ·and voted for their own divergent .natio:iial. i.Iiterf)sts •. It was 

accepted 'that the. budget issue was p~~ poli ti~ and of. sYmbOl!~· importance and . ' . . . 

.:,_ 
·SJ:ao that :any solution could .create problems -for th~ other member states. as a lo~1er 

J3ritish contribution would mean that others would ·~ve to incre~~· ~e,ir ·~antributions 
' to the· Communi'lzy' budget. The British ~ernment, it .was contended~ rie~e.d ·~~ imp~e 

the f<i:r:mulation of Hs.objf)ctiv:es ~d p~ a~1;~ti.~~· tci th~ d;.eat:i.bn of ;:p.~ks of , 

confidence' .with cth!ll' ·gov.e:rnments. More und~,;;;t~ fot· tli'S~~rlt:i.'sll'~i!iti~ .could 

·-,l __ ;. 

:._.- ,f;. 

; ·. . _ .. , . . . . r '. ~ : . . . . ' . . . 
• eiso' be a.ohiev:ed.:,if ·l!r:i tain .we~ to show. that in different cireumatances ·it ··would 

pla,y a more active and positive role in the CommunitY;. at .. ~:i:ea~t··ihe·le~tlmate 
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:Britiam gi'ievali~e over the b;mget dominated the comrtry' a reactiJn to evel:v iseU.e, 

Britain should formulate an ambitiou{programme of ad..;.iiri:c~ for'Euf.ope, -tti.til whlch 
the country could idanti:fY, and ~Jhich could involve wideranging proposals for -:. 

political co-operation, industrial policies and Community institutions, 

Participants disagreed as to whether economic divergence within. the :Conimuni ty would 

affect ·its· political fu~; dlspari ties within member· states, and also with.ili the 

USA~ had not-led' t<;> the ·b~ak-1l:P of th~~~ ~ts. ·However, it was pointed .out 'that the 

,-,,unredressed gi'ievances felt by a substiJ.ri't:i&L section of the population of- the USA 

had led to th~ Civil ua.r; and -there w~s also an economic element .. in-.the·political 
. ·:-;-,I''--.'~ . 

demands of''Scotland•and·Quebec.'Trie federal tax.aystem in•·the.US.'l:; it-'ws·felt;':•· 
. . '--~ ' ' . :-·._-,·.-, : . 

erisU.red sOI!ie' redistribution of· •resources iii. favour of, the poorer regions, >and tl1e 

--~stiorf'was iil!ide tnat'eveil. this>level of redistril::ution.within the Community would 

'gTeaily further the·-devel~pm~t ola commonsense ofcommitment.to the,Elli:C, This 

common sense of 'oommi~ent'was· one of the features which distinguished' in~~ati,on 
.fi.oin interdependence. · futerdep'Eiricience was defined as the· interpenetrat.ib'p.•'of the 

'economic structures of ~~ou~ countries, wherea.B integration was a coh~cious gg,ided 

process desi~ed to ha.rmonis~-conditions amOng the countries•inVolven~>The argument 

over· convergence and divergence became important if the CollllllLUti ty were seeking integration 

as this involved harmonisation and a positive attitude to active policies. Convergence 

of policies was seen as an essential element in creating a body which differed 

philosopllically from other international organisations. The conference agTeed that 

the EEC was philosophically and qualitatively different from other organisations such 

as the :0:-!E' and the O:EXJD, although there was no consensus on the reasons for this 

difference, 

The conference noted that the possibilities for Italian-British co-operation were 

influenced by their different attitudes and policies towards the Community. Italy had 

supported British membership and had hoped to fo:cn with Britain a counterweight to the 

Franco-Ge:cnan axis. As this had not happened, Italy would now hope to seek allies 

among the p:rospective members in order to fo:cn a southern group. It was generally 

agreed that there was in fact no possibility of an Italian-British axis on the French-

1-lest Ge:cnan model, as the political ingredient of the latter was not present, However 

there had been instances of joint action by Italian and BritiSh representatives at 

Community meetings and it was felt that a working, tactical alliance between ministers 

and officials on issues of common interest, such as the budget, would be to the advantage 

of both countries. It was also suggested that the Frenco-Ge:cnan alliance was not as 



·, _: , __ ,. 

-· 6 .... 

. _solid ~d-effective .as it 'a];!pea.:r,'ed,. and that this.·was on~ of tlJ.e .~aeons for.·th.e . 

. (Jommuniizy''s failure to develop adequate ~sponses .to the .. ext~:t'Ilal chal.le;tges it 

faced, .. -· .. ,. - '.,. . - .·- ·- ... 

Responding to the discuseion Dr Hu again raieed the queetion of integration and 

.. interd.e:P!ffidence and ,whether divergence ID&tters to the CoDJ!IIUili ty. Jle fe:L t that .. 

'the weaJcer .countries .could ·not.in i'act holil_ .the othe~ to ranso1!1, partly because., 

tllW woulii .not wish to jeopard.ise later action affecting their own vital intersets, 

and partly. because the.stro:nger C011lltries could always bYJ:lass existing :j.nstitutions, 

He illustrated this. with reference to· such successful, European ·ventures as.:t!le. 

Airbus, Eurodif and Urenco, ~rhich were outside :the fram~rork. of (JoiiiiJ!Ulli t;)r 

institutions; In his opinion the pessimistic views expressed about the i'u~. of 

• the El-18 had some: validity .if ·the system were. seen only as. ~l exchange rate mechanism; 

however the intended creation of-.the ecu and the. pooling 9,f reserve!! were prob~bly 

••more:.important. ·Finally Dr·Hu responded to the,question of.tlJ.e philosopey 

underlying the Cqmmunity, The creation of a. COliiiL'OO.i ty involved .cQlDI!lOngo~s ~d, . 

-the transfer of alliegance,. not just the pursuit .of .common inte;rests, _and_ he queried 

· . whether these conditions were ·yet satisfied in the .case· of the-EE:C, 

M, B • 

. ·,· 

~- ' i·. ·., 
-~ . . . 

,'·'' 

;.·. 

·,:•.-' 
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' '~~ ··'"'··J" .. '·' y,, • .,..,,\..1. '.}~ '!J-''..J . .._ ':.. ··" :.:..J':;•J•',::'.I '•l J",.",~:_;.··....,J.,.J.Jo:.f!':\ u0 (J".~-;c_:-:.~r£,::!·~ ;j;rJ._:~·=·· 
1
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ri3 ~ c·(;'· I)i\·:,1;:._:) ,::~·!.::.::L:· ... .:1 ... .:::;,: .. ._,,j;;-' p;'·".:.::~"";.f · J;· :.;. ·~!·-~rt r ;.,...~ n":n o-·.t -.i\./ ~~:·':'"':~" "f~ ...... ..,., ..... ;)·.: •. \ ·' ... ~J'~ 
Introduci,ng bie J.lape;r, I,p~.~ .. ~er pointed to three areas ~1hioh he th<iUSht the conference 
might 0~~id~~: t.~JZt·J~.·t! ::(~,~::~···.: . .:·.,·.~·: ...J.~~~· v ... : 1"~·~;·::•.:-rfl-: :.:!.nt; 'I;'"'l .. \,.!.sT.£.:;.\Q~.~iJJ:l J.XJ:'·.;:::;,.:· 

· :;~)·'·'~t. ,!~~~~~~~-~l~~o~~dd:rfP~~~~~-~~~~ ~thg~··Bii ti~.~~d Ita1i ~~ 3~~6li~Dli1;8 
tn ::.~"l: ... s-.::.ro rt:i . .' "":~!;.:;,_.(~f';I .i1H1·r~:··~·J .... Jif t.,Y(.'j.f•\i·n ~t:'.~j·~t '(fl·tro~·:····.~.i:~~:::,··n~· ... h~.,. ,:-""·!i:~>··!·•r~ 

which miglrt; lead to <"ifferen-p:,pe;~;oeptione ... of and reactione·to'the increase 'in 
·t.. :,q;.; ~ .. J-r.i:~..:.:..lo~ ·:o j~;:·i.' .::u, .. ·,.l">~-~ :!.·/·_.~~ !!;;:.~·~:.:'_(_...!{"'' e"'·'!:'l.'".i:•,.::r. ~Jl'.' JC·fJ:H l''"'~::· ......... ·;'fr::,.:-~~·1 

.ElltJ.lorte _from.nB)-Ily industrialising countri.ee? In partiCular was "the'UK more' 
'\.:.::t:!'J~f!'.'1':~·· }fr::..t.l .. ~.(:i..l:'.e~; r··~:.··t T-li'f jr'i;~:~~.'t~;;~ ~,.r~: :J-\'_. ,.!':·J~~r···· ·r, r ... ~.~r·!r .... -~~~·~ .... :·,;:,-:-···...,.-.. 

apprehep.eive of .competition b.ecauee it was losing jobs in manuf'actilriug induatry 
.. ·.;,:..: !.:.:;.:.:::· .. ":..J ·~~ '.;.I.;;J.rf "~~ti.lin 1· ~ ;_ !/~ ~ -r. r: j:. ~ :'~-"~~ c:-~· .. ,v.: ""i"f!l ."'1' A.~....... "':r:· ·1-·f. •f A <_· :·; .:~··.:7, ,..,,. 

to a greater erlent than Italy loJhere manufacturing industry was still gl:oWi.ng? 

Or did the high percentage of Italien employment in the clothing sector - about 
. -.·.;· f ;."':i" ~.:: ~- l:"::. •.h: ':'~ ""lfli"!.'":~· 

22 per cent - affect perceptions? D1d the fact that Itahen .. state•owned·--······ 

'''rc:.r. ;;\;~omPanie~'i~rere'f gener8J.ly. more 1 fleXible< than! their Brl tisn .coun:teJ.'liiirtB: make ~1 
··"DB ~juatment easier? f\·lere ". Italien ti-ade: umona l more l ccllimi tted:: to free· trade than 

tiieir·.'ErltiSif·"9qtU.Vd~n:ts?1'~· :,T!'--t -::.1 c.t s-:.-~· ·)(; l.!..'3:';..:" ~-.';)"1 fl:Z'iJ ~'l:Gu n.'l.~.:.~; r·.?r 

'·""2) · The''li.d;,bctltee fof'free·;tra.de"\'fel t':that ,\'iit tgwernmimta:had· not •eo ffar pursu.~ .ve:ey 

-r·~·.'i aucc:'~es:rtii~·policiee' of :.iridi.uitrtal'' BdjliEitment~" con t.i.niti.ng: to· .• 'back: loeere' ·~by; 
.;.:;.t lr;eUpPortliig ios8!;m8Jdng 'enterprises ilil'~·~eitore. Slioh as: steel!- end<Shipbuilding. 

~ Wae' Italian gOvernment i policy: more. m;:;;b~sid'ul ?l O{:J!l on.r,:mB ,,~ ·: :•L: l rrJ. r·.::<o ':r:.: 

J<:<>3) '1 l;ri;re'•there differen~eeibe~ieen Bri ti;ili and~Italian: .tradetpolicieet.towaxde ·L.:: 

r ..• ; •··deV'elopmg~countrt~~f:(,Iriiparticul~t;',;kt iliaB lthEj\ Italian'.poei ticn on •the o·: 

.,.~r'EUropean'Colniini:rii -t;Y• ~·attempts; •ledt-b/:Britti.:in·and Fran'ce; to >secure ;pemiesion 

;!',. ~ :·rrom tile·· develop.i..fig·:countfi:e~ 1 toe intra"cit.ce la·: selective' eaf'egue.rde' ccile in· GATT? 

Did Italy have a special"relationehip'i~lth'a'•partioular e£rttof:NICe.~,with::·" 

Yugoslavia or Spain for example? 

Peroeptionsrof implications of exports from NICe~·.: 'C.! "·-"• .,._,,,. tr:hv r,,-x•.'.-:" .1,, 

Itaiiim'·'Partioiilahts 'el~li~rated:'views"on 'the• growth··cf. ex:Porte from·Nice ·.and .. the need 

for 'inaluitri.'al edjuatui<.ni·· bY' the 'oovanae~F:i..riduetriil.l ~ ·countrlee.-.:£ so· far there: ~1ae · 
t ........ ,· ... ..._._,.· .... ~..! .. #<. ••••• , l·.~t!. .. •.. . . • 

little· direct· conoe= ·in ·ItalY: on: Job displacement' r'eeul t:ing: from NIC :. competi t1on; 

:tt:i. rt'al.Y 'was' etili''i net'' exporter. in •'lnaey ilidU!itrlee ., end 'the. iinpaot' of. competition 'f'lrom 

new producers in third markets had not been studied in en.r detail. It was suggested 
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that the public sector, rather~than-beingiflexible.:in:its approach to adjustment, 

had so far had a negative impact. If anything, private enterprise had transferred 

its problems to the public sector; \'~ 'riuriib·e~ ~i ·private companies had managed to 

adjust successfully by selling_.out their plants in Italy to state holding 
! . ;._ ::.~ _!~::~!~-t ~t,-:;.· ._...: __ -~-~·i. _cr-_1.: .:..: ·'?- '-} .. ':· :~_j~,_-;_:..: 

companies, retaining their brand· name axrd ·eatablishi.ng' manlifaoturing plants in 

• 
'· ... 

developing countries •. Clothing companies had, for exarople, set_up in Romania, \·There 
:! --.: ~ ~:~ .... ;;~~ • :c- J.L.'• .. l;_, • ..:,..J o:UL·:-;:.: .. ....J't l"X:tnr~; ·.-.... '",·.~v?~; .t .l~ 

they could manlifactiu.;i~on,..,.spEicii':i:i:atl.on-t:i:i:thout· 'tne-zieed· to-:iilirest capital. However, 

.. .. _Qta~e hol~ companies \-rere no,., beg:inning- to realize that this policy could not be 
!..IO:T•J.-i.:..f!v.., 1.-• .. .w "'a~·:~-.~ .. -. :.1.: .. ~.:.JJ.l:'..-r n.r,;f)J.:~ s:-.·_.;;_;.J v"f .J~;!Jo,!Ct'i -:·:·· ... :~•:.· CD~~,.:_ ~~·)t::'.t ... f :~-~!' _~.r~_:~JJ~'"r...:f\!"fi,;: 

. . pursued indefinitely. ffii" ~ras affected by IUC competition because of the 
:'l.-J[)J :-r_:.c<J :f:f,., •. ~'=! 

concentration on sectors in which the company was. involved such as steel and ship-
G.,t.~.·-l-~~!:.v~_,=., .:...;: ..... l.,:.,tJ:.. J 1lol". J:~;.L::.~'.! 1. !1·.~.: Jk·!i~-7~-f'J u:JJJ.!:.:"':iJ..t.tD J:r.-::J .. -;:)!i"'."r'~J..:. ~-;n.J· r,·.t: .. ;= J.tl!''/ \ i 
btiil~, 8nd reorganisation of these sectors had started. However in one area of 
~~ (•~.l-~~-:"-' .. •1..!. tw.: 1.; ·.1;~'-l..l.ooi:>J .. tn:. _.u_:u_j .1.r· l·ft:~.r~•(O!l:t·-~f£ r;ie-s..)i:"l.t.: o~~ •).~:::1r :_;-~"t!~;.n £1-~.~~i'..t 

co;Llsbora"!;ion _wi ~ NICe ,private companies were ahet?d: t~t of collaboration in 
... : ....... ~ 1L • ~-. l'J t..k..'J · ..• ~.U.J.;:JL..: .... ~~'1 sr.!. :n:-...... ~;:;.;t.J:J 'tY'Li.e.r..:.E-..::·_:;t~.;;DJ!. ... "..:;J.U<l~( rs.itrA:·~ uj"•\~-:::v.» 

_ , t~ tting technical expertise. It was true that nu ~ras selling steel technology 
'\~J.•v"'u.;.;..'. J'U..'-·••:)t=;t.; .so.~r .. ,.! ~~ .... L ~.J-'~!:'.h .. ·.~ ,_:r,."t.' ~-\. 'i1.:J!(q!\':hl ii~!..J".t.t.xr:-.o-, '.t.n i}·orh.::.-'l"Ji.~~--.~ ... l"'(f_; 

, .. to . Br_a.zil; >~but private . fims . were ahead in estal;llishi.ng plants overseas. · 
•. .,~ ... '--.1.\H ...... <-'• .t~ ..• .u 1...1 .. : ·.'-"-•-.,;;:.h:"".r.. -;y;.£~-.--::..~~rr:.<-·1; l~.=>.:~l· '\..l.''·l.i. Il:;t;~ Jt~-:t·:,:~ •J~.;!\~.; 'B ,:-::"" 

~.ur:.:iFi -_·r':",~CJ~;.: ~i,n.:;tt_;.":Jf. rJd~ '!l ~"~::\,~..~orc;tr:~, n~.if.g.·f'~ "'t.c_ :.r:-,;~'-r.~-::J-~iltJ :~~·.1: .... 1 G(f.r·J.,}f: ~::0 
Trade. union attitudes . ... . . . . 

._.·:.-·._,~~ .·--: ... ~~----~-·~ Jt~L. -fo-:- .. t•·iJ· l."JJ.(C -·~·t:~;J. .. ':-:·i''-~'J".,.-:t :!'o!)l.~ ... '\ ;tf=:-~ ·<~~:f. S.:~ 

The ~atti tud!js :o£:·;Ital:i,an'-tra4~ .. unioJ:lf!lhad.ichanged-.-sino~r~e,-early...,,197Q .. s,, as. the rate 
. . . .. . ... . . . - . -- ·- .... ' . ' - ··-.:.---'-

C';".of structural change:£rom:.~.ag-ricul tura;L,,to an.;industrial ecoi19nzy- had-sl,owed do~m. .. . . - . -. ~ --- - --- ~ ... --
The unions were less ready than before to accept the-need for industrial ,eJUi,. 

• ~ '• ~ "•• o• ' ~-·,,:•_,;,,_. 

\:rcregional·jmobilicy;:,and:lfere~increas~iJ:!!Bistant 3 to,~ustrialcadjJls~~.t .•. : ·h:~new 

corporatism' ;:was • developing. in:whicn: ~ent, and·, unione.1 wer~t; wor~,:t;<?~_~er 

=!;o -,preserve 'industries: and jobs.:::'! BusineQs could ·:use:. the .• poli:tical influence, of the •. '··- ---. -- ' .....----·-- --~ ........... 
unions in order to secure ne~r inveatment,for1sectprs.or.-planta .in difficuley. So 

. '··- ---( ..... ---------· 
unions',.; attitudeslwere·:contradicto:cy; 6 .iJlc soma J;Bspe_cts .. ,.they.~ could !>~~more. resi~_tant 

to change .than'.their: British; counterparts;,. y~h on;,thEH other" hand~ they 1 p~~~,iy.ed the 

nneedi. fori adjustment and.' had given:.some ;·indi~ationa·,,tl!at, they, would. accep"!; ,change . - ~ ~ .· . ·- ~ ... -~ ..... _ ..... -

~-·.-.·if I the process•waa 1planned and.,_ ;negotiated. J.!IJ.ter-,.fiDn.mob,ili .. !'Y.<~!Jtg.d,_b_e ~~!?~pted, 

for·:exarople,ciLthere wasran obvious·d~cj.;for.labour.tr.,,,,,. £• ._.,c ti ·~le.•:: .G.tti 

Relations with groups of NICe 

The ~eral point was made by Ital{;m!particii;ants{:that~the'~NICs:were-:by_'nQ.means~ 
r,c,~a hoinO~OUS~'group. ;:!.Italy, \rould·.favour;JIIBasureB \takEm at: the intemational.lev:el. 

- - . -•·- _, - ~.' - -· .,.,. , .. ~ 1.-'--'•"' •-:~-, .... ~ .. J-.·~u 

which would· encourage, ,the: expansion .. of'· industri~B in d~~l_~l?,illg ~C.~~~-e_s,,,wJ:_J!1.1~,;.t 

large:.: intemal/ markets, x e. g,: India . or, Brazil,, :r;ather.;. ~ 1~o_~~ ,, !~~cl! !lro;!uc~ "H 

1-·:J:for.•export,: e.g.: Hor.g ··Kong. or.,Sou~.Korea.; As,far as .. special. interests. in .particular 
' . - .~ ~.- ..... -.............. \"·--'•'· 
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NICe was conca=ed, Italy certainly considered she had a special :relationship with 

s~uthe= Europe~ in particular 1'1! th .Turkey; Greece, Spain and ·PortUgal. There 111ere 

obvious political motives ill developing close economic ties with these · c~urittiea -

preae~ing atabili cy in the Mediterranean being a prime conS:lderation. Similar 

considerations also appli.ed tci developi.ilg ties with Eaate= Euiope. However, 

it was asked, how would Europe cope 1•1i th adjustment within ita borders after 

enlargement of the Conmnmflzy'; and hoii would Yugoslavia and Turkey· fit in? Italian 

parti.ci~t~ Bilggested iD. i'ES:Ply that there ruid'been little discussion ·or these 

ai»ecifio. iaaue~··in the context of intimlatiorial economic policy. ··rn principle' 
• • I ' • ' • . ' . . • - - ' 

Italy favoured enlargement but l·raa aware of the potential problems, especially·· in 

ag.ricul ture. The:re Were demands for reform' cif the collllllC)n al!ticul tural policy. to 

take account of this~ :i:t i:lil's 8Ugg99ted that enlargement need not neoesSari:iy be a 

burden for the Community.. The mtPer.i.ence of the development of the Italian econOI!IY' 

inaid~· the EX:. Showed that memberahlp not only stimulated trade but also provided 
'•' .. 

an opportunity for other 'o.Ollibors to i:nfiuence the social context~ bri ng:i ng lragea 

(and aocial.benefita} up to the level of the rest cif the Community;· Outaide·the 

EC Sp~, Greece and Portugal '"oilld. continue as NICe ~li th low-111age econoiidea; ·: 

producing cheap labour-intensi~e liiooda; ·but inside, they ·would no lon,ger be 'lm-r-111age 

produce:re and 1110uld the:refore· offer leas intense collipetition 'to other member ·atatea. 

In contraSt to aouthem EUrope, the small EaSt Asian countries were seen as 1uild 1 

exporters whose producta.Italy felt leas able to accommodate. One problem was 

the failure to develop a:oy :regional. co-operati<m in South East Asia. Until :recently 

Japan had been a disruptive influence in the inte=ational 'econci~ with no. stabilising 

effect in South East Asia. As long as tlie:re 111a.B little or no :regional co-operation 

in South East Asia these couritr.i.ea ~rouid continue· to put p:reaaure on the inte=ational 

market. tie should the~foi:e, it lrae argued; treat Japan as a special. case, taking 

rUthless measures if neceas~ to force her' to take more i:esponaibili~ for fostering 

regional integration. It ~raa pointed out in reply that. there· were important reasons 

for NICe in South East .li.sia producing for export. As 1dth Japan, they needed to ea= 

foreign exchange to Pa.Y for ~creasingly costly illiporta of energy and other raw 

materiaiP from other deveiopi.ng colint:i:iea; Hor was it the oaae that Japan did not 

trade with ~ther East ·Asian coimtr.i.ea. There '"~ more trade betlreen Japan and· the 

adjacent NICe, a Br.i. tish ·.participant observed, thiln between the member eta tea of 

the EC and South I!lu:i:op~an H!Ca. \"lhile the area of an East. Asian co-proaPeri ty sphere 

led .by Japan might be ~lltically hard for e.g. ASEAN melilbers to accept· at present, 

the:re were eigne that it might be daveloped in the future. 
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· .Regional co-operation had also been slow to develop in Latin America and prospects 

· · were .. if an;yth!ng less hopeful than in the past, Brazil ~laB absorbed by the. 

, propl~ of the ';i:r01~ing gap between the tuo-,thirO.s o~ the popul~~~on ~roviding : ~- . > . . .... . . . -t ., 

cheap labour and· the one third of highly;-paid, well-organised labour, • 

. • .. ... 
An Italian participant pointed out the_ problems associated t·rith industri~ 

development, in developing countries, t~ondering t~he~her the aAyanced count~ies 

ahotil'd b~ ~ncoura.g4lg thE~ir integrati~~' into"the i~ternational· t~ BY!ltei~~. 
• ,. . ., -I ' , . • • •:• ''·': 

Del!JYeti 0:iiidu~trial deve~~:F~n~ 'c~i.iJ.d' ~rea ~e imbalances,. as in Braz,i!Jrc}!.~th t!J.e 

advan6eii sector reiilB.i.niiig' specialised and attracting more . ._;~:e~o]FCGS, ::c~~ problems 
. . .. { . . ~ .. ~, ; '. .. . . . . -. . .. . - . . 

of .unbalanriea patt~+'JlS of development .had.been cle~ly demo~~rc~~~d·;B\0~;an, 
• ,. ••• • • • • • • • - ',J t-. ~ .. ' . ' ...... . 

~~here social. demanda had b~~ ~~~W::~,~:,.-~'?:m~~s ,,"(hic~ o_~y.l,~-.~C!:~,:b,,e; satisfied, 

. Developmen~s iri :rraz: ha.d.l~ f~ ~.f19~g -~ffE);,.:~. ~- ?~,gW!_l.,:,~9~Z/-9f!!ie~>, and ,,i;!; 
~la!)· in our: 'own inteJiests t6 exaJiiine how we .could. assi~:t Third )'fo,rl,d, ·Countries .. 

•' • • • -· • ·~ j ' ' • .,"' .·• ;l'f ' 1
1 t'_l, --~ • • ' .I' '' •I I • ' • · ·•• ->•" •· ' · 

tottards Ilia re: ba:l'an()e~ deve:lopmen t ()f th~ .~rho;.e eCO~OJliY, ,~~y;i.p!l-~~ 

ihterna'tional' 'o'i:-~:E;atioris i;a.s ~~~ '-p~:,oibili ty. TradE) _;md .adjustment policie!l 
• , . , ' ;. _. - ,. ,• . • ' ' .- ' ' • I • • ; . • ' • j '- • ' • . ~ : ' • • . - • : ' • • . ' I' 

therefdre·'had ·considera\>l'e impact on the ini;ematio~ _ecgnOIIIY,. beyo,n,d :J;~,E! .. -,,~~-:: . 
.. :--··iimnediate · effei:t on ·employment in specific. ~actors, .. . , .... -

•. ,·; !" 

Louis Turn~r agreed on the significance gf this argument and po;i.nted out ~t 

some lUCs i•re~ ··\reli''~~iare of the pi tfolls of unbeJ.~~~d development, The 
. . . . .;. . - ' . ' ~ . 

distrib'utibzt of ueal th''ill Korea and Tait~an 1-ras relatively bal8l'lqe_d;_ Hexico 
,. · .. · ~-1; : . . ' . . ., . : . -, . 

was not ·proceeding flat out. t•ti th the development of its oil .resources in. order-. 
. . : . ·• . . .. ,•,. . . . ·. I 

to· ·avoid ~e- ·te:iis'i'ons trhi'oli had arisen. in Iran, ~ policy adopted by the_ advanced 

industrial couriti?ies,. t{~ether t~e· enqo~d them tq d~~~op ~dt~trles ~d kept 
. : . . -~.---- . . J:e,. . . . , . . . 

· __ .... our- markets open for· their goods, or uhether t·re. protected our industries aeainst 
• -· # • ·~ 

their competi tioh{ ~oUld have implications for their economic development, He ·- . . . ' . ·' 

'·'·argued that protectionist policies could have a very detrimental impact on the 

For example, South Korea had built up manufacturing . . . 
of colour :,rv. sets oii the grounds: that it had'!). comparative advant~ pver the . 

US • .-_ Bu:t ·once· i t{3 'ii:idustry. h.?.d been establish-ed the u::; had blocked _its sxports 

8l'ld K~:~;ean··capac~tY- was now l_y1ng idle, t~i.th obvious adve~e- e.ffect_s on . 

~lo~Eint, Similarly th~. Afric~ count;ies ~~hich tr~re beginning to develop 

clothing izl_dustries on a small scale were concemed that ,the advanced industrial 
. . . . 

•. countr;i.es ~ranted tci include them in the J'llul ti-Fib;ro Agreement. as soon ao they 

became significant exporters, thereby harming their chances of development, (He . . ' ,.· ... . . . . . 
added that the Chatham House project was not looking specifically at these 

------------------
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exporters nor at the possibilities for, regional co~operation in tiest Africa, but 

lia(l con()en tra ting on more advanced exporters,) 

Another British participant agTeed that it ~ms extremely hard - if possible at all -

for the AICs to indicate patterns of economic development to Third llorld countries, 
~ · · ~·rr,.•· 

Gomm~nting gener~lly on our perception of the implications of the NICs development, 

:Gouis .Turner ergued that :it \ras hard to make out an ecoi)omic case that we uere . " . ~: ·_. . ·. - ~ . . . 

hal.'llled overa:).l by increaf!ing trade with them, OECD statistics shmred that the o 

overall balaJ1ce. of trade bet1~een a ni.unber of NICs and the OECD countries 11as 

favourable to the latter,. although it should be remembered. that Japan \·ras .included 

in :the OECD and. this distorte~ \the picture to some ex~tent, There \~e~ 
opportunities for us to export machinery, machine tools,. aircrai·ti; for example. 

The East Asian lUCs had learnt from the example of Japan that they uould only 

receive fair treatment ror the:i.r exports if they .liberalised their own import 

polici.es, uhich Japan· had been slou to do. There. was a tendency to blame the 
,· -. . . 

penetration of ulC.markets by NIC imports for the troubles experienced by~ 

s.ectors of me irldustry, But our balance of trade ~ri th the NICs was still 

faVO}lrab~e, and our industry•s_problems ~rere based to .a e;re~ter_ exten'c on competition 

from 'the North' - e,g, other Communit-y countries such ss Germany - or on ·~ur 
fail~ to lceepup ~ritl: technologi~al changes or respoml to different d~mand 
patterns, 

The AICs' response 

Nevertheless, the. OF,:CD statistics·. shoued. that the impact of NIC exports differed 

amongthe advanc.ed industrial countries (A;ICs). Britain and Frnace ;~ere harder 
' ' • . . : _: =~ ;· . ' . . 

hit than Hest Germany or the Netherlands, for example, 11ho had succeeded in . : . ' . . - ·. 
moving -gp-market, concentrating on produc-ing higher-technology and more 

sophisticated goods, These differences in impact raised some aubrard problems . . . , ' ... 
for a co-ordinated response from the AICs.. The second part of the session concent-

. . ·-·· ,_.,-.. . ' ·. ··. 

rated on this questioi), in Ilarticular on the role the European Community could 

play, both in relations lli th the NICs and in the industrial adjustment policies 

of its members, 

European Community-NIC relations 

Has there scope in· the CollUI)]ll1i ty' s Mediterranean policy· or: through the Euro-Arab 

Dialogue for influencing the NICs1 thinking about .the direc;tion and .!JCope ?f 

industrialisaUon? ·It: was argued that the E:ur9pean Community should a]:)oye. all 
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encourage the development of regional integration, in spite of the fact that most 

attempts at regionalco...:operation by developing count~ies had failed ·s~ far, 

Economic co-operation bet\~een the European Community and Eastern Europe was vital; 

detente must be ca=ied out in economic as 1rell as political terms, ~!e should 

consider the relationship bet\-;een l'lorth.:.south and East-\'!est problems~ Along with 

the German SPD, many in Italy considered that Eastern Europe must be made m~are 

that it was part of the l~orth, So far, East European countries had behaved as 

• ! sou,thern' ""• raising. large loans, ex:porting aggressively, There uas a need for 

a cominon EC position on this, It \-.ras argued by a British participant that the 

present UK policy on dumping by Comeii::on count:desuas not satisfactory, ~lhile 

failing to act a,'>'ainst Russian dumped goods, we were at the _same tinle extending 

J:Ughly favourable export credit tems, · enablillc the USf;R to modernise and penetrate 

01u> markets further, 

Relations beween the Community and the J'ledi terranean non-entrant countrie~ uere 

·a major concern of the Italian government, The IAI 1ms embarking on a .research 

project to study the question, /m Italian participant l'Tas optimistic that 

positive co-operation could be developed; the Commu_Tli ty could offer technical 

assistance and industrial co-operation, for instance, Here, too, the European 

Community should endeavour to promote regional integration; in the past, 

political differences bet\~een .Axab states - ;rhich Europe had done nothing to 

discourage - had been an obstacle, 

Adjustment policies 

An Italian participant argued that there llas no reason for the AICs to continue 
' 

to keep up development of manufacturing industry in all sectors, The East Asian 

NICe were concentrating on producing for e:xport in some sectors and continuing 

to import goods in others·, We should attempt to specialise more in response to 

this,· This 1ms one conclusion of the recent IAI report on Italy and the Ne1~ 

International Economic O~"der, As far as the UK 1<1as concerned, a British 

participant argued that not too much lreight should be attached to the problem of 

the Lancashire textile industry, uhich had tended to attract attention· on account 

of political pressures exerted by li!Ps wHh marginal seats, But it remained to 

be seen ho;; far the ne1·1 government would allow its free market philosophy to . 

extend to allmdng market solutions to the adjustment problem and to international 

trade, One question requiring attention 1~as dUlllping; it was not yet clear whether 

present anti-dumping legislation (nou transferred to the European Community) ~~as 

effective enough, As far as moving up-market was concerned, some Ministers 
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had argued in.favour of a high exchange rate for sterling so tha·G· the me couid 

emulate> '!eriDailY in producinw higher qualit-y .:s·oods, But it was questionable whether 

our eqpno!l\V was opem .to such developments. It w1s not entirely clear whH.t sectors 

the ill{ could move into apart from relying to an even greater extent on invisible 

exports, v!e had failed so far to cut do;m shipbuilding capacity, 

T:~i_ade policy was not only variable, The point.had bl'_E>n made ( e,g. by La;~rence 

.. Fraxilco) that the NIC drive to expont had in part. been prompted by diffioul ties f . • . . . . 

~!l raising finance on the international lna.rkei in 1975 and.1976, At present 

Ijluxodol),a;' markets were geared to short. . .:• and. medium-term lending and the only 

development projects 11hich looked feasible uere export-orientated,· vie .-should 
' . ' . ' . ·- .. ·- .· -.. . 

attempt to develop.larger and more diversified financial facilitie[l that could 

cater. fo:~; long-term development needs, .. Present policies· of keeping :i:-eform>of • 
•. -· ~'J.: ·' . . 

cystem separate from development were shOJ;"G-"sighte<l. the in tet11a ti.onal- monetary 
' : __ ' .. • _ .. _. ~-

poli tica1.l;y; .. ,um-rise, 
. ' '- ... . . . . \ . 

and 

' .,· . 

The role of the European CopllllU!U;ty 

),That role could the European Community plEcy" _:j.n. adjustment? It was argued that, 

because consumers in advanced industrial countries ;rere badly organised· on· a 

national basis, the most vocal groups ;rere lobbies calling for protection of 

. particular industries or local plants -.m unholy. alliance _of labour. and management 

to promote protectionism, This_ s'uggested that there shquld be more action· on 

adjustment at Community level,. 1-rhere there 1ms no direct neJFUs betueen F.C policy­

making org'8ns and geographical presSUJ;e groups· as .there ;ras in national parliaments. 

But uhereas·there·uas a Community position on trade policy, industrial-policy was 

.lacking, .The Common Commercial Policy ;ras therefore ·being used as ·a substitute 

and 1ms generally being u~;~ed to promote· structural maintenance rather than· 

adaptation, Governments did not need to accept .the idea ,of positive adjustment 

so long as they. kne\•1 they could. exert pressure at Council of Ninisters level to 

maintain proto;.ctionist trade a.,OTeements such as· the r'JFA,- Yet the EC level was 

the most appropriate for developing industrial adaptation policies. P.artly 

• · on account of the ideological bent of some of its members - the German 

·Government's dislike of restricting imports ;ri thout industrial adaptation uas 

one example - it might be possible for sufficient pressure to promote positive 

adaptation to be exerted at Community level, The incentive ·;rould be a threat 

not to reneu restrictive trade agreements, l!'urthermore the burden of adjustment 
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. . . .· ·. . 

, might QC shared more effectively among member states in the context of a . ' - . ·. ) - . . . 
ColllJl!lli~i ty-~ride industrial policy. It ~~as doubtful Hhe.ther ·tte could go on much 

longer t·Ti thout such a policy uhile maintainillg a Common Commercial Policy. · 

The conference explored the problems surrounding the deV-elopment of a CommunitY · 

inclustrial policy. It was suggested that. it would be difficu~ t to agree on 

international. trade and .adjustment policies ~~ithout involving the US, ~d th:i.s 

pointed to the use of the OECD as a forum for t·mrking out such policies. BU:t, it 

tms po~nt~d out,. t)le OECD miGht be a usef'ui .forum for _debate, but· did not·. possess 

the Co~i ty' s po~rers of compelling go~ernments to act. h~other probl~in, which 

might also l;le ~vercome by using the wider forum of the OECD; ~ras the deep · ' ''• 

philosophical split among the Col!llll1.mi ty' s memb.er states - particularly between 
. ' .. 

France and to some extent Italy, with dirigiste tiaditlohs, and Germaxzy- with a. 
more liberal philosopey. Finance, industry and government interac'tcd :i.h. 
different •·mys in different member states and this provided further barriers to 

economic co-operation. There uas considerable overlap betueen the public and 

private sector; and a further problem of distinguishing l}ett~een direct and indirect 

government subsidies. There might therefore be a role for the Community in drat~ing 

up rules governing the use of subsidies, both to industries interhaily and export 

subsidies. 

The. case for a strong Community industrial policy 1ms put by an Italian participant •. 

It could provide the stimulus to structu:r.al change and innovation which t~as so 

lackir.g in Italy and the UIC. Italy had insufficient research and development 

capacity to maintain the rate of technological improvements in the petrochemical, 

stell or automobile sectors, \those rate of development ~ras consequently slo111ing 

do1m. A Common industrial policy could help to overcome the political constraints 

on adjustment. Instruments did. exist under· the Treaty of Rome; · Article 92 on 

state aids provided scope for developing rules on subsidies; and there uere 

opportunities .in government procurement policies at national and Community level. 

lJe needed to t·rork out together some incentives .for greater labour .mobility. 

Others remained sceptical about ·the possibility of· developing an effective full-scale 

industrial policy. f:lember states accepted Community level.actioli in crisis·seci;ors 

but were reluctant to move to other sectors. The· minimalis·c attitude· .wanted. common 

. goals without common instruments; the ~"Ci.m8lists called· for common goals and 

common instruments, but this implied a degree of insti tutional·reform for ~rhich, 
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it was argued, \re 1~ere not yet ready, Non-tariff barriers to trade uere so 

deeply rooted and guvernments could intervene in so rrk~ diverse ways to subsidise 

activity; the Italian government, for example, di<l so by extending credit to 

bankrupt businesses or by taking over businesses in trouble, How could rules 

possibly be enforced at Community level? It uc.s arg1.1ed that the best hope 

~muld be for the Community to establish policies which ~1ere a.ddi tional to 

national ones, along the lL"les proposed by John Pinder in his arguments for the 
1 extranational Community', Por example, the Community could establish a scheme 

for tmemployment benefits, alone;-side na·Gional schemes, 1-1ith the aim of encouraging 

mobility, Or a common subsidy system could be adopted in the high-priority 

area of energy, again additional to nationc'1.1 systems, It uas important that 

these additional instruments should not involve rigid rules preventing 

governments from introducing national schemes and pursuing national goals; this 

1-1as the trouble with the CH', uhere some governments had ended up imposing their . 

national goals on other. member states, They should instead be flexible 

ins·Gruments, not necessarily involving all member states in any particular area, 

The fac·h that economic philosophies differed \ms no barrier to this type of 

development, so long as diversi "bJ vms accepted, After all, considerable 

differences in economic practice or regulations could exist among regions 

_within a single member state, 

Finally, it uao asked, \fhat uas the role of the oil-producinG" countries in the 

petrochemical industry, Has it a special problem because of the produ.cers 1 

leverage over the "\lest, or did it pose fewer problems of labour displacement 

on account of the indust~''s capital-intensive nature? Japan was developing 

refining capacity in South Esat Asia so as to reduce the threat ·oo supplies 

implicit in moving refining to the producing countries, ·i·}hat should Europe's 

policy be? Louis Turner considered this question in his concluding remarks, He 

a.,"Teed that the oil producers had a disUnotive role, It was logical for 

petrochemical industries to move to oil-producb1g countries to t~ce advantage 

of the supply of cheap natural gas, Houever, Saudi Arabia 11as applying extremely 

rigorous standards to the establishment of new projects and 1-rould only go Mead 

ui th schemes that made sense in economic terms. But since petrochemicals "1as a 

high-technology industry, the AICs tvere bound to feel that they could not afford 

to let it relocate entirely, For the moment, on account of North Sea supplies, 

Northern Europe did not face the choice between the decision of tvhether or not to 

alloH refining to relocate, But for Southern Europe there would be a choice, 

be~reen investing in refining locally and re-locating in the :Hiddle Eo.st, 

A-r-1, ll, 
July 1979 
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It' is now generil.lly agreed- by-observers 'of the European.'-'CblliiiiUhity' ihatl 

it has reached'a criti~al'jlhase-ih its development'and that.iover'the£,:'' 

next- two-.tir'thrE!e years 'sOIIlE!' :important choices wni have' to be· made d..-· 

on' the essential :PurPose' i>f' the ColllmilnitY~ Three d:i.fferent paths 

of devel~pment can1 'b'e seE!h," inVolving either continllSd integration '' : ' 

througn thk' dev~l:opment: 'of moi'E! Comtnuni ty iris truinents and p<illicies, 

or maintenance of' a 1 ste~ state' based on the exist.irig acguis L< 

communautaire ·ao11:ieved under the framew:orli fuitd.ail:-ly' .estab1ished by _: 

the Tr'eaty of ROil!e; or evolution into a much looser gro'up1ng .b!!-I!.E!Q:. · 

on cooperation in lilliited ·sjlheres of common intel:.est;i• The Me!ll_b~;>_r··· 

S.tatesr of.· the ColliiiiUhi ty have; .in varying· degrees, acQepted .]hat ,~e 

Community needs to be re-evaluated in the· light of· ,.its -i)a,r'j;h.elr. en.-, :.! • 

largement to twelve members and the continuing turbulence in the world 

eccinomii';'•at-·this •month's meeting of the European.Counc:!J.An.,Strasbourg 

the beads. ,of government are due to consider· what ·role the ColliiiiUhi ty .. 

should play in contributing to ·greater'oonvergence of .ecollomic:­

perfomance and reliucing the dispari ties ... betw:een tl!e economies Of; .... ; 

Member States 'through its common policies. The. recent .. publication 

by the Commission of,·_figures for net contributions··by ~mber'.Sta:tes ,, 

to the EEC budget,· which show: that.·Britain. imd Italy .as ·tw:~.; 1of .. the 

poorest community .. countries .di.re by :far, the largest. net .. contrib11tors 

while. Derimark'( the. most prosperous) is the .largest net reqipiep.:t,_(l) ·; 

. j __ r_:~- ·.·· -· 
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have added fuel to the debate over the role the Community should play 

' in promoting economic convergence. 

'i" ·; .. ,-. . : -: - ,· . -'. ' ' . ·: . ·': ,- ·. • . : .. ' --.-( ... : . .. , .... · .. ·· - -·.-·-· !-- " 

This issue Of·edortomic' divergence··a'l:so· underlieil ·-the' deliberations 

of the 1Thre.e \•lise Men' who are.'-currimtly:•preparing their report on 

possible adjustments to the machinery and procedures of Community 

i~;~stitutio_ns, 'required .. for, the- proper operation of ... the Communiti.es •••. 
·' .::_._;,]._: . -.- '·" . ~.. . ' . -· . .. -.. - . - •, . . : . . .. ,_ . .-. . - '- . -- '-; . -· . 

ancj. for, :pro~E!~!3 ,to:WBfd .furoPe,an union~, (~f .fo:r:, sub!Jlission ,to ~e, , •. 

Europ~~ Council. i~ pctpber ~.s yeart Although_i.t,would,·be,po~~ .·· 

less tg. s.peculate.:.P.!l wh,~(i;· gift~. th.e ;w:ise ~!~en. "fi+l b:t:ing to,the sUIIlllli t,! 

it doe!J, seem impor.tan:t. to,, re-,.ex;mdne. some.· of ,the. basic. assumptions of, 
. - . - . . ·' -· ·- ~ ' : _.-. . . . ' -· - . •: -- . . --- ~. - . . - - .-'-. . .. 

the ar()l,litects- ?f -t)le. ;'l';e1!ty_ of RO!Jl<'> .which establif1)le4: tl:l,e E,F;<), an<i , .; , 

has guide~:_i t!> dejVelopme~t for over twp .cj.ecades. ;J:n the ,CJp:ren:t 

debate !ove.r the· ·future _role of the Colllll1Ulli ty, :the 1\mdamen:J;~L 

quest:l,pn is wh~ther Britain· of_; any ,othe:r:, collliJlupity. mem~e.r i_!3 ~~tHied·. 

in assuming that the -EEC .,.; as it was conceived· .and, as i-t has. evolved .-··- . . ' ... - ' . - . ' ~ ' ,. - .. . . _, .' .. ' . -. ' - . 
has· any role ·to .. pla,y. in .. overcoming ·divergences. i):l eponolllic _s,tr11ctures,., 

policies and .pe;rformance .betwe.eri the ;,Mem'be;r States • 

• ·_·<-.': - -. ' .. ',. 

,.:·Tp·,pu.t ;things•.nore bluntly, ·Oail we .. a;gree that the EEC'S.. ob;jep.tiv:e 

is to-'create a :c-o~ty of .equals;; or does •.the •Treaty of R,omel,s .c_allf, 

for 1 a harmpnj;ous :deve:J,opment of· economic activi i;;i.es,,,_,a cont~I1uous:.·:, 

and bil.lanced:, expansfc:)n,. an ·increase ·in ·•stabili ty;i>:,an .acc.e:);erat.ed , .. _ ..... 

raising.' of .the·· .. standard of living and clo.ser relationsbetween •tl;le_, 

States' ~ 3 Limply not equality but the preservat.i,9_n ,of, dive1i:Bi:ty :W.·.an: 

era of:' economic :inte_;rdependence?: If ·.the latter is the .. qas.e,. then it. 

is clear 'that:· the. expectation of. some .Bri:tish policy-makers that ·the 

comlntini.ty can be ··used'-: to .. overcome. econom,ic. disparities.: '!;hrqu@, the .. · 

transfer of resources is unrealistic and unjustified, and that if the 
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Community is to have a part to play' in the promotion of economic 

convergence it can only be through the emergence of a new political 

cons'ehsuir whicill· de-parte ·from the economic and I)oli tical' asaumptlona 

of the EEC Treaty, 

··ThEi :Founclirn(FathEirs 'anci their Uorkirig Assumptions 

rr we gcfbMk. to the formative years of the ·community, we find tttat 

neither th~ Spaak Report (which was accepted aa the basis-for the ' 

relarice europeei:ilie .liy- the six Foreigil'i,fuuatera in Verilbe on 30 May 

·19~% •arte:i: tea·s··· tniin two hours of discussion) nor the Treat·i~a which" 

clcieiely .fa'il6we'd it, ever preci'aeiy iletined what· wM m'eant 1:)~ a 

1 Commcin Market', exc~pt. that all agre.ed that' it :iHc'iuded 'a customs 

union ,.,ho'se implementation was progrii.mmed fa:i:riy cios~ly. Wli'a:'·ClaY: 

between 'that ininililal state' of'negative integration and the' diEit&lt 

peak of •eve'r·'cioa·e:f. union' wa~, in the: phraae ulied by one 'analyst, 

I a good deal 'cif m{S t and dead ground I o ( 4) ... 

· Nevertheless, '·•tii_e, · s:PB.ak Report and the Trea-cy-· ;bf Rome can 'tell 

. ' 
us a good deal about the working assumptions of the founding fathers 

as they sought to achieve 'common bases for development' and the 

I progressi-ve fusion of iria.rketa I in Eurbpe o 

... :{ . . . . \;. 
The.Spliak Report stressed 

growth rather t!iiili .. kq{ifty: 'In an exp~cti.ng ec6~6iDY; this divisi'o'n" · 

of labot& Di&i.ifeil.t1i itll'e1.f less by the dispiB.'Ceinent of ·existi.rtg 
' ,•, 0'"' 'o A • ,• 'o 0

0 '• 0 •'.' 

0 

' 0 ' ' 0° 0 0: : , 0 0 1 .... 0 
0 ' 

0 

• '0 )> O 
000 

production than by an even more rapi'd 'devel'opinent, in the coinin:ori 

interest, of m6r~ econci~fc forin:s of 'production( (5) Aitho~ 'the 

Repoit was preff<iX~ci to juatffy in ciertaili temporary sitUations state 

aide, regional assistance, and derogations from the Treaty, it did 

·::. 

·.o.:. 

not expect long-term disruptions to emerge from the creation of a customs 
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union md streamed that the creation of a. ~se ma:rket 1ll'l4U' OOD41 tiOZIII 

of tree competition would benefit Sill, members. 

----------------

Indeed, the Sptlllk; Report ll!li4e 1 t ol~ta:r ~t national eoo310lll!o polloiee 

mi&bt wsU 1m!lel:mine the advan~a to be derived ~ a OOIIIIOD ~ta . 

'The role of the ata.te iD the modem &OOllOIIIY ia else ~t iD t1:uJ 

diver«flJJC&I which eaeh can br1Jig about in th~ level• of economic tiCU'rity 

or prioea. 'l'hia Oln'd1llal point undcrlillea both the risk and tlw Ci~~:t;v 

involved iD the creation of a common l!lRlmt:(6} 'l'ho oP,P(i%turd:~ wu to 

coordiDate eoonom.to policies in order to ovooCilfl balance of plliJIIeZIU 

problems Which hindered ocmtinued oxpansion, &4 theofOl'o the oomon 

market oould onl.7 COllie abmtt it a tl'auitiOilOl. pe:~:io4 IIIS4e poaeible ~ 

in clecision'"'ll'ek1 n.g to esteblillh oOilllllon moo whose illlp181Gt&ti01l 110\114 lie 

cmtraeen by OOIIII!IImity izwti'l:utione. One of the eii80J1Ual.&lrael 4f the 

insti tutiona would be • to obtain a. oonv~ of etforte to l!llbltain 

!.110l\eta'q' oiab1li't7, a hish :mw of employl1!ellt ed a hi6h level of eocmoaio 

IIOtivi V. I (7) 

When we examfne the T:i!eat, of Rome, we fiDd that ita provillionil tor 

the creation of the inat1tut101111 ot the 1!lilO cmrw upon Ji'IJSC ~·· bv,t 

that the balazloe of power btltwe&n the Counoil of K!Diateftl 1 :r:epNSCI'tiDB 

!llllmbar-stateo, ead the Commiollion, repre~entiDg the 1CC!M!U!!'V iDtueet• 

was rather cl!f.f'eHnt from the 4iviaion ot pow02: betvea the CoulloU 111'14 

Hish .Autho:M.'Q' :!.n the Ooal llnd Steel Cmmmmt'Q'. ID pari this vu a fttleotion 
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of the more opcm-e1'14ed na.tur0 ot tho l'liC in CCII'Ip!lo'riaon W1 th the l1mi te4 

t\lncticrus of JWSC, but I!J.so it mu!! the p::od'®t ot an '111l1d.l.l.ir,qM81 to 8ftlllt 
. ' : ' -~· .. 

virtues of the tree I'Ain'ket lad H t, (Sive Oill¥ s. sGU~ role to aotiviti•• 
' " . . ':.:~ ', 

e.s beillg lB:l'ge]¥ ~and SXOlfl'!ti~. llll.d. omJld be mtn1ajel4 b7 cue­

M co-ordination of ·~~aucmal oocmomio llOlioierl. 
. . . . . . 

OOIIiiiiOll lll&ldcet ~=~ provieicmt;~ for t.ho aboli Uon of iJitftnaJ ~Uta aDd 

the ereoticm of a o~ extcm&l tariff, and :1. t uta11llltlw4 ;prinoiplaa e:od 

guidolineo for e. oOl\DOn llff!;'ioultun.l 1101107. 0:1 other mt.ttertl it vu IIUOh 

leee epeoUio, &:rid ita lib!Hml mo. ~l:ot phllor'loPII t&dl4 to J.'IIN4 
' . • • .1- • .•.. 

IIIO&a'Llre8 to oorroot diVe'l:retiOOII or !Mbal&llQQiil N:il'l~ t'::c!!4 ~· C%0Uc;= ot 

the cutou lmion es either t\'!UWcom~ o:t' ~ ~~:t10Sll ~ .. the ZWZ~t. 

Althoqb the P'::eemble to the 'b:eil!.ty af!!l:lu4 th'lt the. ai,p!Ato:&:f atat.a -
. . ·.:. ; '• . : ·,• ... ~f.·': ·,,,...,._ ........ -~ ·::... . 

181!Xicnw to •~en tl'\e unit of their eoonmee ~M. to er~Wn tbeir 
. . . -~:~:· 

~OUII developaent by ft4UOi318 the ditflmm088 ez111ti:Dc 'betwen the 

VIL2:i0\UI H«i011C C1d the b~MDI Of th9 18811 fc:t'QUH4 H6iOJW1 t 1;beftt 

wore few e.ttaptm in tho eu~ yeare of tho lm: to de?ltlop ~· I'M1 co­

o:rdinatiOZI ot eoonomio poliO)' • lot alw~ the eotuUsl:wllent of 0181011 JOUoiu 

controlled end fJNJICed at the Ocmnmity lovel. 'l'ho dirattatl.J.2lr ot inMm&l 

tarUt'a and the eata.blllihment of tho oomon oxte:mal tl:rit'f, or •nqative 

intesrati=' aa it io oztcn oallo4, 41(1 not 1apil.l f.IYCr 1 ~·ah the 
' . . . 

1expaDSivo losJ.o o£ aoctor integration' {u llmiJt 1i&eS tbeo:riud at tbe 

time)(S) into 'positive' int~tiO!.'I th:ro\1£b the d!mtloJIIWlt ot ColaNni; 
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polioiea. 

ODl¥ in agriculture end oos rcial poll07 om the 00!!WI!I)ttf olaia to 

have developed subatllllUal oommon JQlioiers, while in moat otbu awu the 

OOIIIIIIUZI1 ty pla,s a subllidiaz")' and eupplemetaq role. ~ ~wl:t of the 

1Luxembou7:s o0111~·ombo 1 ot 1966, roeolviDg the oonstitut!o!!l.l er1aia oauae4 

'b1 a ab: ZOD.th Praoh b07oott of OomnmS't,' imltitutions, 1IM to e]1•1nate 

ma;!eriv votins in the Oouno1l ot Miniatm on iaaua oonsicleft4 by aq 

state to .be vital. 'rhia 11111ant that th.., oatabllfllllunt of uv c~ polloiH 

(even in trmaJQn, tor example, where tbo THat,. bac1 ~ pron4e4 tor 

a ooliiiiOD policy) or the reat:t'lloturill6 of Cd.11tins JQlioiea (auoh u the 

O.AP) VIlli maa.. .IIIIICb IIIO:I:e difficult then the fOU'II41DB tathmt ha4 OD'riupcl, 
. '· 

em!. the oriitie ma:L'I£il4 a deo1o1ve eift 1n tha 'b&lanoe of JlOW8l' tOVR4 the 

CoUDC1l of IIUD1etc:e end liWil¥ !rolll tbe COII!lll1aa1on. ~e wueation of tbe 
. . . . . 

power ot tho member states (UDderlizlerl b:r the HeZSR h'e••tr ot l9651lb1Cih 

gave the COmalittee of Pamtment RIJ:pHeentaUve• an o:ttioial role in the 

Conummtty1a ayatem) 41d not, howGYC, ~ the •e.oqu1a OOIF'»'IP'Wz'e1 -

an 1D41oat1on that integration 414 not depend UJOil pn,potul. p:t'O&Wtia to 

allllesua:rd ita achievemonu, even in tho cue of the obvioua ooata Cl4 

llhorto<llllirlBS ot the OAP. Indeecl., the olaboate ,.._ of MCA.'a ~DC. •sna 
OUft'COiGI 1 deviud to deal With the breakc1own of 1lhft ifttton Woocle intu­

MtionaJ. IIIOJIIttaq eyetell provides turther aupporl tor the ll.l'&Wnt that tM 

.1acqu1a OOVIJ!tii'11Wtl~Ue' hall dmnaMt='\ed 1tll d'QZ'&bilit,- in tu taoe ot 

The eetablillhlllent ot the common u:ket hall been accompanied by a ai8Dit1o.mt 

inoreaae in 1ntra-0CIIl!IIIU1lit,' t:rad.o end henoe economic interdeper~Aenoe, so tb&t 
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fluctuatio%1!1 ~ the levsl of coonlllilio Mti"U'i'tl' .hcve t.ded to 'be ~tted 
u·. · .. 

betwem~. member ete.teo con~ mp1dl;r tA)&~ bo£o..."'e, :.:~esul:tizll in 41m1z!l&ho4 
.,...., . '' ~· ;,.. : ' '' : . . . . . ' ~ ":·.: . 

et:feotivtmeslil for :w.tio~.t"monetny M~ .fiscsl policios in ~UIIB tM .- .. , . . . . 
,..... : · .. j_ .. ;:" ·l 

lavel of domestic ecOl!Olllio &ativity. Alth0\16b the Co\moil of M1Distore 

rGOOp.iS!i)d. tho. noed to a~ ecOl'.ION.o !JOlioy COO~ticm 8fJ lODC 114'0 
'· ·· .. · ~~· 

drt.W up a scnoieo ot. tiV0"'feu plans, 'l:h® :tn'O~B mii!!Dat.Uis' hem tbe 

Commi:ttcte woa v&l.'Y ~ and hn4 no s::t~~at e.fteo~ \\i)cm div~t uticmal 

economic polioioa. 

'. 

the CO!!liiiUJlit:r'n mc;r:bm-at.wtoi\'1 b~ to b~ psi'!!tal~ ~ that tbe7 had 

OOIH w the arem. of rniat w.d del!.d ·~•md bs;vc:ul. \f'Aioh l~tq the (~?} ot 

~peon tlntou- £~, oouf'e~onl, o:: o~. Is!stab1Ut7 ill the in~ 
;;:'j ........ ~;; ·. ' ... ( 

~ticmal mOMte;q cyotom (ta.r.1)11~ by Anwrl~a.'s ~~md but~. poUoios, 
-· . . . . '' ._ . . . .. ~·''"'"' ' ~ . 

•::~ .. 

upward movement of :!1<W l!'.o.'li=ial J:l(&'iooD, md @;~ llllitlmc!1 ot v.rdon . . '.. ., '. . .. <;- ·:.<:.' .. 

wage diJIIIMds), l:P»~ dmt'lrte -over too At~tio reletioruihip llllll. the. 

implioatiou of us-soviet d&ftonto, :mll.tho le.oll: ot ~es in~ tb.e 
. . . . . .· 

OOII!llll!iDi ty beyond th~ b~o t';liUW.:ork p;rovide4 by the Tro&"· of .. ~ all 

eoned to Gl!lphae1!!e tho wl.n~3b1li ty end abi.!Onc& of embi ticm ot .the 

CO!IIIIlU!Ii ty. !L'he 1969. ~e ~ t tlpe:D,Gd tho door to enlal'~t ot . the 
' - ' ' . 

OOIIllll\!Ili ty and called for pllll:).ii tor eoonll1'lio mt1 mne'ttl:."J 'il'lli<mJ . a 70a:t 
···:." .. '( ':·'' .. .. .. · .. . .. ; . . 

iater tbe We~ lioport•e ple.n fos pr~ce:l.ve acW.ov~t of 1iMU by 1980(9) 

..... 

\ 
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e:nphaaiaed the need. for promotion of eoonO!Uc poli97 oO!nVgence aa a 

prerequ.iaito for moneta:1.7 union, but did not clelv. into the queetion ot 

whethel: convergence in eo01101!lio J!!l1'tmenoe could be brcn.18ht tbout by 

poliO)" o0021dination 111110ng the OO!!l!!!!m1 ty oO\IZltriee alone, nor the probl• 

of divergence in economic eteuctutea vbich m ir:re9ft'llible IIICme'ta.l.7 UD:I.on 

would do notbJJIB to solve and miGht well aaravatein ;. common marltet. 

It would not be app.wp:date bere to eum1ne in ut&U the uab&PW 

hiato;ey ot liMtJ 1114 the tloatiJIB m&mberebip of t.he. IJDake, nor the intri0110ie1 

of the debate b!Jtveen the 'l110118tarista' lll1d 1ec0110J11Uu1 vbiob toUowd tM 

proposals for M. Sutfioe it to so,y that the 4omiee of the llftttcm Wooda 

qetom, the ODJ.a:rgeunt of the COl!IIIU'Dfty IJl1d the ob..,.PJ!C atftoture ot the 

internatiODal 800110111Y (witb ohallwgall .f'.l:om JapiiD, om, Korea etc. to be . 
' 

s.Med to the .ble.tcan Uti) all •ene4 to UD4ereco:re the ~Wv or 
the OOI!IIIIImiv and the tail=e of the •aoqv.te oC)I¥UI•t&tJ:e' to 'ln:iJ!B about 

spontceoue~ •a ha.moniO\UI deTelol'IIWlt of economic aotiv.ttiee, a oootizmoull 

and balmoed expauion' , Ul4 the nat. 'l'he taot vu that the Ooemm1 t;y W 

achieved ita ma;jor rmooosaeB at a ·time wan world trade m4 oajital .,.,._ 

llllmta were 'beillg prognaaivel:r llbealiaed w.tt.h the ertomou poon,..to 11114 

poll tioal power ot the tfni ted States beiJI6 Ulled ea both the flll8irlll tm4 the 

atabiliai'Dg fo:roa1 the Oommnnft;y ha4 bean 100ZidemDed to auoceed1 1D ita j!bu4t 

of negative inteafttion beoauae 'lltlero vu notbizlg to etop it. A8 it ctered 

the period when poaitive integration, in the aenae ot oCIIIIDOJl polioiee (or 

at the vert leut vert close ooo:di'Daticm of zsation&l polloiea), vue 

needed, the US loat '.tts ,ravit&tio'D&l pW.l 8DCl the web ot in~ 

'llhich ha4 been previO\UI~ o:reatlld taitbtl~ t:raumitte4 the fbookw o:reaW 

by the new aituation. AlthOugh diverpnt .·national. eoonomio polloiea hl4 

been aeen in praviOUII ,-eare ea an obataols to ~ intesraUon, the 

deba~ on the OOI!III!Utl1ty'a Hgional pollo;r aervec1 to \mderllu the t&ilu:re 
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of the Commmt v to achieve g.Na.ter oonverpnoe bj :reduoiJI« n&iOJI&l. !mb&lmoel.l -

the OOlllllliasicm•a 'Report on the regi<mal ptoblM!IiJ in the lml.arpd<OOIJIImlliV' 

of MS¥ 197!1 a:eued tbat 'it 111 ole8J1 that n.pid ~· ~· EN)!o.,..,. ~ 

omd Mozleta;ey Union· would be e.neeted ·if :national eoOilollliea W · 11.0t ~ . 

the tl:&Utomattona aeedri to alroid &xoe8Uft 4iVUpDciH briWIID the 

ecoi1CIIIIiell ot Member Sii:tu'. (lO) .. ',_;, 

.. 

:87 the time that the ·oil. ori&ia a'll4 the ~ :eoealion hit the· 

Community• the initial'p;t'Goooupatiem nth :poUor OO!mlrBIJlOe (m the'IIINIIIe 

ot 111Utw~J.l7' ~orciilg na.tioiial ecOliOIIIio poUoiee) - 'llhioh waa itllelt a 

eubati tu.te tor the eoi:maalio ocimer&ece Which a 4Ha4e previoui\t W bee 

expeoted to flow' autOa&tioa.llJ-· fiorl the ~e8iw illlplementatiOJl of the 

customs union - was now BllppleiiiiZltect lq ocmoern over lOJ!i'-tem diftrpDOU 

in the pe%'f'~e ot the 'eliOJlCIIIiee ot llleraber atatee. · 117 1978,_ tor exi!Qle, 

inflation atee ·"~~tied bolll leia t:hait · ;s per oent in ~ to Oft%' .12 J62: 

cent in Ital7, ·Wtiile per oapJ.te. srosli 4cmeetio pro4uot u a peruntap oZ 

the Comnmn1i:7 ,..,.... '*'Pd. (on 1976 tiBure•) ·hem l4l~Mtr oent tor l't"I'I.P'il> 

to 47 pe oat tor Irelan4. The pattern of income 10'1811 vUl:wa t'b8 

COIIIIIlllnitT oleli']¥ inG.ioatea the ~oe 4W:1zl8 the lut 4eoa4e ~·a two­

tier oO!!!!!Mni ty oonaieti!IB ot i':l:aaoe, o.urn&v, 'Denzllerll: ·11D4 the li«Mlu 

oountdee on the one. hand 11114 a jf%'Cilp of J.Olt.niJI.oome oountnea·(u.lllll4. 

ltfl4r a'll4 the utc) on th• oth~, vi th the pro~t of ~·· ~t 

of the Oommmity threaten1zlg to iDoi:itaae the 4egzoee ·tif· IIOODOldo diverps~ee 

between member oounviea. 
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- ''"-· - If -one reads' atatemimts by Comnnm1 v poll tioiOIIS over the .l.ut t1ve . • 

;years' one:--finds , thabthey fall ·into .two major grOUJIIl.- .a ~ ocm~~iatii!B 

of tbol!f.l .lfho ;oone1de1' that -no~: major progress om ·be .lll84& in 4rtelop!ag 

COllli!IUJl1ty,'pol1o1ee·unU1 eoonomio d1versnoea in·both pol1q·R14 pertcmsroe .. 

have been·,overoome-.( tb1e group al&o'inoluaAte some 'idle feu that-•oontf,;,inl , -.. 

d1vergeno& wm lead to 41eintsgraticm) 8Z1d a group' of tbose 'Who aAwoate. ',,,., 

IIIOllets:r:r union as a IIII8ZIS of ~tizl6 ocmv&xeenoe 11114 also of atblul a.U~~B 

the • de'V'elopnant· of -CCl!!!!!!lm1V-· regS.onel 11114 other polio1ea. · 'In tact both · 

groupe -apeel that economic. o~e Rl4 f=thar lilllropeiiZI' intep'atiOJl' so '­
hlmd in hlmii;'bUt attempts to•ov8%'001118 the·oUoulaz'ity of the.4eb&te Uft.<.:, 

not produced eiJ:I notable rei8Ult. · 'l'he 'l'ind•ll!"'iepol't- = lllmlopea'D 11r&icm_ .. ;· ,, ·., 

(:Deoemlier 1975) suaestecl'.not a llllllt1-tier but a-alti..veloo1V a:ppi:OfiOh,.;,-.;. · 

, .I ' 

.-·It·•1s-imposa1ble at the preaent•time·to IIUbmit a-~ble:·,,·; ._._,_. 

~ . :progrflllllile. of aotion 1t .it 1a 4eemad absolutely·uoe&&Uf. . ·,,. {-.-.' · 

. . "that· m ~ 0888 <all:-stapa llllou14 be·:reaohecl bJ all the . 

, .... Statea;:at·the,oeme t1111&.- The•d1veraence of.their social · ~-' 

8ZI4 economic s1tuatione 1e INCh .that, we:z:e we:: :tO 1Da111lt 011 : ., -

., this p%0gra811' would be- 1mpoea1ble 8ZI4 illu.>ope: would OOJltiDU . . -

to oramble ~~-••• -•• 'l'his 4oes:not.mem 11arope A.la ~·a '· · :.• 

-·the final. ~b~Uve ·to- be- BObJ.~' -join~J 1t- 1s Ollll' the _ 

·- o;,t1JIIe-soal.ea:,for·aoh1ovement vhioh:.~.<?> '" . ,' ........ ' 

The pol1t.1oal rewlt of a mult1-veloo1ty Comvn1ty we seen bJ aoms 

membel'-States as the in-trocluoticm of a poll t1oal. hJ.or&'I:'Obf, w1 th the 
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.fastest members de~ the direction and (inaofa:r: u exouaive 1..-
-··.- . - . L: 

would be impraotio~) .the overall %'ate ot ohazl&e· !'or all ~ feue of the 

:Balkanization of the OOJIII!!Im1 ty:, the pi01:1a w!lh .. for illol:eaaillB ooordilatiotl 

of national economic polloiea, Nld the saeraJ. OOllBentiU that 'thl .f.mple-
. . • ' . • . . .· i- ---.+ .• 

mentation of the M •••.• IIN8t be IIIUppomd 'b7 i:aoreu-.1 oonvujpiDOe of the 
:' _;··: .·' . . :. . .., ;.!~-.. ( ··-:· ' 

aoOJlO!!Iic pol!oies 8114 psrfom&DOea of the Member Statea• (a ~u.otation tl'OI!1 

the 1 oo,noluaiOllB of the Preaidenc7 1 iaaue4 after the Par! a 8UIIIIII1 t iD JoW:ooh 

1979),(i2) the ~V rema'na uo.rta.in about ita fUture ad 1aoJala ,-' ... 

proposed initiativu oa.n be fitted and their autual impllo&tiOZUt uaeaaed. 
' . •: 

:tt is for this reuoJ1 that the 1i'lS abate WU nch ID UDpzodu.otive parade 

of apeoial i:atareata, 8114 vb.Y the Oomanm1tyta l.a6Pr4 eooncmi• have fOUDd 

the qv.alltJ of ~ mercy to be 110llle1lhat atzaiDed. On Illoaber 7 

last yea:r: Cbanoellor Sohla14t wamed of the dAu!pr that lllon8'1ic7 inltabill V 
. . . ·. ' 

mi8ht dllpnerate the cOIIIIIIOJ:I IJII!.ritet, IIUOh that 1five more yeaw of IIOM~ 

upheaval in the OolmDoD Ma:r:ltet will lead ua to e. ei tua.tion in whioh we eze 

dealiu4r with fiotiOllB, not real! ties. 1 <i:~) 

'l'he p:ro'blllll with liMB is that, aloDg with the imposition of 'ctnenti&l 

diso1pl1nea' 0t1 national author!Uea, it will :rei:afo~e the tC'd"ZZtt7 ot the 

IIIL'rkat to conoentrate capital ad aotivitJ in the fiOre ooap~~titift ueu of 

the ConmmS ty, ll1d will depriw the lee1 favoured D&tionl or anu pa:r:ti(li,.o 

pat~ iD it of the me8ZIIJ to p:rotaot 'j;h ... elvee -samet th1e imb&lence in 

ecOllOIIIio activity. When the weaker eoonomf.ee at~ted to link lilllB with 
-~ . .; ~ . ' 
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suspicion that an open-ended commitment to resource transfers would 

not only cushion but probably retard economic adaptation, The ENS 
. . ',. ,,/; .. 

debate has certainly illustrated the limits of political cohesion 

~ith the Community, but it should be remembered that the Community 
. ,- .. : ,. _,. . .!' .• :>-. . .- t'' . :.)', ;<:' ·;· 

has made some substantial political progress at a time of unprecedented 
,:·-. ·J.'• ;.•- :· _.' ... : -~ .. 

economic turbulence- the.establishment of the European Council, 
• :> •• 

the gradual advance in European Political Cooperation, the impending 
.... ,;, • ~. . .. ;,·, ' . t• 

direct elections to the European Parliament, the agreement on further 
f, •. ".; -e,. ···;·-

enlargement of the Community, Since all this occurred at a time of 
-·\·: ',. .,-· 

·. 1' 

increasing divergence in the economic performance of the Community's 

member-states we must examine the linkage between economic and political 
.,_, . ~ .' } 

integration more carefully and not assume that there is a stable 
, .. ·· 

relationship between them, 
-:' ... ~ . .. ,, .. 

. I 

It tmuld be helpful if we had a theory of interdependence which 

could enahle us to predict the political consequences of economic 
·· ... , :·-

divergence for the European Community~ It is clear that existing 
. ---~-:u: :.,,., 

theories of integration are in this respect inadequate or obsolete; 
. i;' ; . ' 

theories of economic integration deal almost exclusively with market 

integration and pay little attention to the problems of policy integration, 

while theories of political integration are concerned almost exclusively 

with the incremental growth of supranational institutions in an 

analytical focus which has had no counterpart in reality for over a 

decade, Both branches of integration theory were, of course, a 

product of their time, and both reflected the uncertainty and ambiguity 

of the debate between the liberals and the dirigistes • 
. : ·.-:': 

. · '· ... · ... 

The Treaty of Rome itself was a product of this sublimated 

disagreement on the role of government in the modern economy; it is 
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priD)arily an instrument of market integration ( thro.ugh the libe_ralisation 

of ~ods_and factor movements together with some sectoral policies, 

notaoly for a{l'riculture) but with the exception_ of commerc:j.al. I>c;>licy 

it leaves all the major instruments of macroeconomic_policy in the 

hands of the member-states, and therefore the Community as originally 

establi~lJ.Ild~ad ~o direct role in the task of promoting growth, 

employment, price stability and balance of payments equilibr_i~. 
\,: :· . ·'· 

It is clear now, and was clear in 1958, that ~er.e. was. no agreement 
:; '-:-. 

to eliminate governmental intervention in the economy (let alone 
. . '.. . - - -- . _;, .... 

transferring such powers to Community institutions), nor to harmonise .. ,. . ,.;·. . . . ;. 
: ..... 

economic policies except where they directly affected the operation 
. . : ; -' -~. ·. 

of the common market. If there was no clear agreement on liberalisation 

as an overall objective, neither was there a consensus on the need 

for redistribution in the EEC. The EEC has been characterised as a 

trade-of:t'.,bettieen the German desire for a liberalised customs union . 
for ind1f,f1trial g;oods and the French wish for a su~ported comm.on 

market for agricultural produce, but this was about as far as th~ 

redistributive aspect of the Treaty of Rome went. 

European integration was seen twenty years ago more as an engine 

of growth than as a means of redistribution: 'integration' promised 

all things to all me?- as loz:g as growth was sustained and imbalances 

in development did not become intolerable, In subsequent years, as 
• . ~ .. ·,_ i" 

a result of the turbulence of the international economic system and 

the increased interdependence of the advanced economies, concern 

began to be expressed as to the extent to which the dynamics of growth 

produced redistributions in favour of the developed centre of the_ 

Community at the expense of its peripheral regions (or even countries), 

while the institutional paralysis and enlargement of the Community 
'·; 
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inhibited agreement on measures to compensate for this imbalance. 

The effect of the recessionary climate of the 1970s was to turn the 

Community from an engine of growth arid cooperation into a stake in 

the struggi~·of national interests, with no con~ensus on the future 
','. 

role of the Community or the steps toward it. 

Although much lip-service io now paid to the desirability of 

converge~c~ (both in terms of policy and p~;;.~;rmance) ~~thin the 
' ·C· ,_ •• 
- . ~' ,c 

Community, it is difficult to take this seriously in the absence 
: ,. :.:;-_;;: "', '-~ .. 

of a more general agreement on the ultimate objectives of the Community 
~ .-,- ·-;- ; ... ·. ' : . _. :' · .. -·· . 

which might clarify the sort of convergence which is needed. It is 
... ,_.,.,-. . ~ _;_ .- : 

not clear that a formally recognised two-tier Community would promote 

convergence and it might well introduce an element of political 

stratification; if convergence is not seen to be necessary, then the 

need for a two-tier system to cope with divergence «ould diminish 
-

considerably. In essence my argument is that it is impossible to 
. . 

assess the importance of divergence in the absence of some consensus 
,.'. 

on the long-term objectives of the Community, and that although 

growing economic interdependence and a less favourable global en-

vironment have brought the divergence question to centre stage in 

the Community, the issue of economic divergence must be subordinated 

to the issue of the Community's ultimate goals. Neither the frame-

work established by the Treaty of Rome nor the acquis communautaire 

was intended to deal with divergence and there is a strong suspicion 

in my mind that economic divergence is being used as a scapegoat for 

the failure to agree on what path the Community should take, It is 

by no means clear that economic divergence is the root cause of this 

political stagnation, and the failure to confront the political 
... ) 

64,000 u.a. question cannot be glossed over by fine words about 

the 'd.esirabili ty of poli.cy coordination (but only wh~re it is 



11"""-

- 15-

painless and cost-free), As John Finder has noted: 'The illusion 

that the dilemma of inter~overnmenta,lism. qr supranati<malism. can be 

evaded by coordination of national policies is a dangerous one, 

because it t~''idtind to b~ fbll~w~d. by disiiiusibn;. (14). 

= 

Unless some future European Council enjoys a conversion akin 
. . . ' : ~-

to tiiat 'or st; :Paul on tlie'road. to n·amascus, the d.ivergence' issue-

';.tf:l:·t-f€tairi·~i~Fti~- rd~ tlie fo~e~J~·able · ru'ture. Given the inter-
. "· 

dependence of the industrialised ecbnonues ~d .their differil:tg 

degrees of vulnerability to q}lang!!'~in -the international e_conomic 

system,, •the-·P~obleplS :of divergence will· :r;ema.in a perman!ll}t feature 
.. -~ .•. --~-- -~- : ,;·. ,- c::::~'(;:._• . . ·. , .. ;:· "-" . ;. . :·. • 

of the Community and will_need t~ be ~an~ed rather than.eliminated. 

Divergence cannot be made to disappear at a stroke, and there is some 

justification for doubting the assumption that economic div~~nce 

is in all its manifestations a Bad Thing. If divergence is partly_· 

the expression of different social preferences, it might be presumptuous, 

time-consuming,' ex:Pensive '(and impossible-?}to-~liminate it,'Eind n· 

COUld \)e .ar~ed tllat ,ili,e major .P,Ol,itic~l g~msequence Of e':'CJ~OmiC 
••••• ..:.·.~:;:,:;;·.:: ••• :~:-·::-: ••. ·.: •• .::..::' •••• --~·;.;::.;.:.~-~'::•;-_ ··-.-:··:. • ';·:·-.:· ... ' : '< ,_· '. 

divergence in the Community_ should. be the abandonment of our tendency 
.'._ '~.: ,;__>-:. __ ._._. ___ ,·.·:.·<--~--~::'-: __ ~------~---.. =: .. ' · .. _·" -.-· <·:\.' ., . ' -.·.· . . ·. ·., . 

to, equate .integratioi1 with. ho!llogei1isation. If the 'Three \vi se Men' 
:·· ._ ... -,~:· .. L.:;-_ .. , .. : ___ .. ,:_\~'-~:~::_>·.:~-.:~-~-:~:.:.: ..... ~ .. ·.- -:~-::.~·:_r.;·· 

can tell us how to maintain political equality in the midst of 

economic diversity they will have endowed the Co~uni ty, ;_..ith. ~ 
pric'\llessgift, j; 
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·Economic Divergence in the E.EC - Issues Concerning Italy and the UK 

As members of the Big Four in the EEC, Italy and the UK share some 
important characteristics and problems, but until recently, the two 
countries appear to have adopted divergent policy postures, \fhether 
measured at marked exchange rates or at purchasing-power parity rates, 
income levels in Italy and the UK are considerably lower than those in 
Germany and France, Moreover, structural characteristics in the two 
countries have combined with the mechanisms of the Common Agricultural 
Policy to lead to a perverse situation whereby both countries are large 
net contributors to the EEC budget. On top of this, both countries 
suf+er a welfare and economic loss by having to import their food at 
CAP/prices significantly above what they would otherwise have to pay 
if there were no CAP. In addition to the net budgetary figures which 
were leaked extensively to the press by the European Commission, there 
have been attempts to calculate the burdens of higher CAP prices, for 
example, in an article published recently in the Banca Nazionale de 
Lavoro Quarterly Review and by the Cambridge Economic Policy Group. 
Turning now to the monetary and financial spheres, Italy and the UK 
have displayed some of the highest inflation rates in the EEC in the 
wake of the 1973 oil crisis, and both countries had to have recourse 
to international borrowing for their balance of payments. 

Despite similar problems and a presumptio! of common interests within 
the EEC, the t~1o countries have not been! able to act in unison in the 
same wa:y, for example, that the French and Germans have. Thus, the UK 
appears to have fought much harder on the issue of net budgetary contri­
butions and for a freezing of CAP prices. Meanwhile, Italy has adopted 
a much lower profile on these issues, and has elected to join the 
European'monetary system, from which the UK has kept a certain distance, 
For their international borrowings in 1976, the UK has relied mainly on 
multilateral institutions (the IMF and Central Bank Swap Arrangements), 
whereas Italy has depended to a greater extent on Community loans and 
bilateral loans from the Federal Republic. This conference will 
probably think of other examples of divergent postures by the two 
countries, 

\fhat are the major reasons for these divergent postures? Does Italy 
see greater benefits from its membership of the EEC than the UK which 
compensate for the obvious budgetary and food price costs? Or is it 
a question of a greater ideological commitment to the h11ropean idea? 
Was it simply that sterling was too important a currency to be dealt 
with at the EEC level, or was there greater Community solidarity in 
the case of Italy than the UK? These are some of the questions that 
the conference ma:y wish to address. 

\fhat of the fUture? How do the two countries view the prospect of 
either German hegemony or a Franco-German directorate? \fhat should 
the two countries do? 

. 
Yao-Su Hu 

.. f."' 

.• 
" . 

~ .. ! 

... ' 
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Economic Divergence in the EC: a Background Paper 

Yao-Su Hu 

I. Economic Divergences between Ma.ior EEC Countries 

MeaningfUl comparison be~{een an increasing number of countries soon 
becomes unmanageable, so I have chosen to focus on the four largest: 
the UK, Italy, France and West Germany (hereinafter referred to as 
Germany for simplicity). The post-war period can be divided into three 
sub-periods: (1) the aftermath of the war, which was dominated by 
problems of shortages and reconstruction; (2) the golden period of 
growth, which extended from'the late 1950s to either the late 1960s 
or early 1970s; and (:5) the period of turbulence in the 1970s, 
marked by floating exchange rates, commodity and oil price increases, 
worldwide inflation and recession. Since years prior to 1955 may be. 
considered to be too close to the war, and since 1974 marked the 
beginning of a severe worldwide recession, I have decided to concen­
tra e on the period 1955 to 197:5 in order to ascertain relatively 
long-term trends, tholJ8h I shall have a few things to say about the 
post-197:5 period, which may be seen as having exacerbated rather 
than created the underlying divergences. 

I 

A. GDP growth...(see Table l) 

Over the 19-year period from 1955 to 19731 the overriding diver­
gence was that beween the UK, with an average~l) real growth of 
2.8 percent per year, and the three, who grew at more than 5 percent 
per year. 

After the war, Italy started at a very low level, with a per 
capita income of %290. Indus trial growth was led by a group of 
advanced manufacturing companies based in the north such as Fiat, 
Olivetti and Montecatini. Modernised under the Marshall plan and 
supplied with cheap labour, these companies were able to produce 
highly competitive exports in mass-produced, standard-technology, 
consumer-durable goods for which income elasticity of demand was high. 
Economic recovery benefi tted from the policies of the strong govern­
ments of de Gasperi (1945-5:5). During the 1950s, industrial 

(1} Arithmetic mean of the annual growth rates. 

.. 
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TABLE 1 ') : . .. 
.. ·-······----. 

..... , . 

GDP growth in i97o prices, percent per annum 

. . 

1955 
1956 

=--·~. ~--u-.i-: .. ·- .. 

6.1 
·- ·. ,_. _. 4.0 .. ~ 

•• •• ·, • ·.:."':'· : •• 11 : ·- ....... -·France···-·- ....... --· Germ8lly 

5.0 12.0 
. -l~();" 

. 3.0 . J"l 5.:7 . 
,~-''i'95ei. .:::.,.-;_ ·····o.-6 · 

(J[;l ,··; b::-~:".:i:" ... ~.- •:··;'~:·,~. 

1959. : ,,,j_ '. ·:. : 3. 9. . 
r" . ..y ·n,4-. -r, .. , . . · .. .-. --
~ 0 · l:1uO' '· ···-· '· ,.,,. '4·"7 : 

'J' ·" . ' ' ., • ,., r '"'' ' . • ',_ ' ·. ......... ~. •.. ' \ ,J;,, . . . ' ' . 

:-:· 1961. ;_ ,, . 2.•7 .:· ,, 
1962'~·\·'·'' oi·9···· .. 

'Jr.~J.:i ~:: ',\;. ·, .:,-·,. 

1963 .. J.: . ; ' 4•.l . 
:·'1964'',, I 5~'8. 

-."l. . ~ . . . 

1965. . :· 2-•. 2 

''' 1966 . · . F.9. 
• t"! • "' r 

1967 2.5 
1968 3.4 

1969 l.l 
·-'l:~'--i97<Y~ '>I''- "" 2 I 2 

(.\,1 ~:J'> ;., .... , :. : ,',•.: L • I'', 

·r.:cl97l .-' : --.. ·. ,,. 2•5. 

1972 2.6 

1973 ()- ,. " 5•5 '• ,; 

1?14. '":'· 
~ ~ . . ~ .... 

!-1975 ; .. 
1976 . _;_ 
... · .... ~_"\;) .. 

,,;.,_;,;·1977 ...... , 
-.: '1978 ...•. 

.. ;-;. -~ . 
Ari thmetio mean, 

1955-73 

0.8 

2.3 
0.7" ... 

2.8 

'4.5' .-.... ., 
,. ,. . '. ·.• .. ' .6.9 

", 5;6' 
: .. :17 . ~-=·· 

.. ,,. 9.2 
" 

: -6.2 
• ~I'· . ,. .• j 

} : 5.4. 

.I ..... 2;·6 
·.·· ······ ·'}!'t 

.. t;'.: ;,-2 

" ,., 
·5:_s 
7 .o-
6.; 4.7 7.1 

5.7 
. . . --~ 

7 .o ·---~··'""--- 8.2 

·5 0 t ,.. 

1.6. 

;.l 
6.3 

" . 
3.4 

! 

-3.5· 

5·7 
1,7 

. ' · !.' !O[' ,:: 

Source: OEXJD National Accounts of OEXJD. Countries . . . 
.-, •';} , .. ,. :• .~ ... l I 

00' International Financi~ Statistics· · · - .. · 



: 

p~6ductivi tt'gi'owth;· at: 5 · percerit per e.imum outstripped industrial''(! 
wageii',.whioh g.i:ew:by14a: percent· per year, (l~ providing for plough-··)-! 
back-1iito expansion- and'modernieation, and alloWing export prices ::!:••!· 
to·-til.l.l'by·:23: percent 'in ab·aolute· terms between-1953 and,l962.:· .f.l \'·· 
ItBJ.y•e(exporta.:grew by 10. 7· percent :per.year in 1950-61 aild::l2.l i:rL 
perl5ent ·til '1962.;72·. · Among OEX:D countries,. i te record·· was :surpassed-;~ 
only by' West'-Gei-Diany and Japan in 1950-619 and over the period·: 195~75 
as-a'•whole"<inly':by Japan·;.· Italy's long steady growth, .. howe-ver;:'.··".i''·:: 
coincided; with iiioreaSing :Perceptions of eocial·~andi tJOlitici!J.·: ~blems, 
Tke"iiilmpaign-'for"-higher. w~s in 1962-63·-was'-folloWt!d·,by.·:a. .. :reee·esi'on: 
in·1J.964;.;65{'duri.Dg which GDP growth dro'pped b!6m>&h:c.e.verage'-:o1''-'' : n'!: 

~''6''percerlt'per'year'to below 3' percent ... By 1966;· gr<iwth·had'·reoovered 
strongly, but massive strikes broke out in autumn 1969; !n 1969'i' '~'-' 
31 million working deys were lost, as compared to 9 million in 1966 .• 
Mellliwhile~ '· iJldustri8J.· · invelitinent···had fail'ed·· to recover from' the'--1964-65 
rece&alon:. betWeen ·1964 and 1972;- g.i:Osa• iftduiltrial fixed· investment<''' 
grew th'reill·•terms· at oll+Y 1 :Percent •. per'>yea.r; 66mpa.i'ed to :9',1· peroeilt 
for the pefiod''l952-6,(2),· Over the pe:dod"'l95'5··to'l973·as ·a·wholeii 
ItaiianlGnp· grew'·at• 5~2 percent 1Jer year on; averB69; (Table'l),.' .. ~/hen' 
Italy' and"Britaln are referred tci as the ·•w\iii.k"-econolniesi i t·uholild' 
lii! 1boril~ ~' iilln'd that'' ite.lY has deiilonetTated ~ter-:•·eynl!l!lieiil' ·tbent'"~" 
the··tt iui.d.'that'•ita· probieme are·different'ind:mture· •. ·.'.' .~·; ..... "· 1 ~ 1to:-n 

1~·~;;·!-,::.:.···',·.!:·.:::·..: ·~.J:tc . .''·; .,. . . . .. . . . < ·~ .d.:.:;;'.J• :: :·~,.~:-:·· · .. ~':·~!'. : -~~~.: 

. Dui-ing the: pe:iiod 1955-73; 'French . GDP . 8r'eW"ll:t"' an;"av'erage:: efi .:·· l-: 
5;'4~:Pereent· per·illiil\ml; slightly higher tha:ii'l't~ ~Table l.),_'·By''tJie· 
19608 FrSnca··hii.d -made 'IL. strong recovery frOiJi' 1lte; lbng ·period·. ~f :.1 : _,. 

economic' ilt .. ,;,ati6n',' and decline . which lasted· a.t•le'B.s t "£:tom .. the:. ~.\r 
~· ' . 

Great:nepi-eeEiion· to the liberation· (1929-44).'; l~ordihiliigea· of"· · !· 
attitudesiin··many•waye' made poeei'lile'·by defeat ·in::·the·..--W"ar'and:the ·"~' 
&Sso~iii.Uoi:i'of' the· o,lder, deadbeat generation with ·tlfe•V:lclly regime!-' 
or'tlie bceuiiatlon(3),'co=esp·onded· to France·' a etre·cuve and· rapi.fl··.: 
recovery. French planning, public eector.i investment·, and· the eetabo..: 
liehment of a financial mechanism, centred around the Credit 
Nati'ona.i and the· Caieee · des·'De!?Qte, to mobilise savings ·an<F channel 
''thl!m: to· prioi-ity inveetment8,•(4J contributed to raise the 'l'evel··of:oo:. 
induiltrial."·inveetment a.na:;lrinuence i te · compoel tion: accordirJ8 to'" 'l·., 
targi!te ··defined-in the Plane·;· ·aver ·time; the·-emphi!sis of the··Plana··_., 
elii'fted from meeting' quantitative targets in bliBi·o-·induutriee ·to··,:·r,:2 

improving competltivenesa··in the context of'·.thetEJOO; · ·nespite .. 'the' o.~ 
eucceeei'on of weak gavertiiliente under the·Fo\lrth Republic (1946-5BhLr 
the exliltence 'Of' cadres '.tr6m the Gra.ndee · Eoolee "·:Provided en impo~_ll!l't 
element.'6f'l~reh1p·.ano. eontinuii:t iil both goverrmifint and ·mauetrr> 
end it was''dUrUi1rthe'.JFourth Repli.blic that Plabning<'was instituted t:.l 
and the decision taken to join the EEC. Under De Gaul1e, French 
industry gained in self-confidence,. .. and .. the..French. balM9.Q. .. QL .. ------· 

. ··. (.c) 
~ . -' l· ... ·.i'l! 

_.. f.:J4·' '·:if'/.lllen .e.nd:..A •. :•.Steveneon, An. Introduction to the· Italian'<: (S) 
f·)~,~> ri··Ec · . ·y··· ~ · · . . . " , .. ······'· ·'-" ono""" ·'·New .. _,....,_.1· "75 · · .: ·· .. · · ... '' ==::::=~to·•· . ...____ ;;. ,, .• .... . ... . .. 

(2) ibid. 

i-...:...::...{3) ::,.\1'~ ··ir~; 

. ... ,.,. .. . 
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p~ents ••)lecame,- s.trong~ ·. There ao:e in_terestihg 't:ol!lpa;i:iaoriS' 'td. bif.'iriB:de 
between-~ench _&:w.. ItalJ!.ati pos'Hilar scpnolilic' cie'Veioi,Jment. ·'·rn rea+'!'. • 
terms,-French GNP increailed·oy -172~ percent· between 1955''i;i,rid 1975, ;.·. , 
while the·!fgure :!b:r! Ital;)" was J.?O percent. Both'noo 'inajor"et:r,UCes:·: 
and r~f!;s·,fn (L.968/9'~ ' !l'he•·in!luenc.e o! the French examP.le"Oil the;,.l:•' ' 
Ita.lians1,suggesta· the coming into ,_existence_ o!"a new llie9hanii:nnJ'6_#;_·~:, 

~\th~-~pt'erilatiorui.'l ·Jtranstnission o! change, this time via: ii!Eias, \{':' '· '· 
peroep;Uons-: and, 1i!bOds•.• ' The French system has, however, SUbs!lq,'li~ntly 

, ::<liel!lbne_:t;rll,tod' gi'"e?-ter• resilience and __ stability than. the ItiUian';fO'' ;_ :.·,• 
par.:ftly.•:perhapa'lieem,ae 'the •"!;rade union movement in· France .is ¥Eilikt;~r.~: 
In l968.>•·FI::t;mehretrade·:UJiio,ns were still campaigning _!or recpgnt.tibn:':~ 
.ib;r: .empllly~;- o!.< ·,theJ, right o! union ofi'icials to carry . on :union bUSiness 

+""" ...... • "'' ;.;;..:: .. . ' . . . . ' ,. ,, on ~:!~~~~ s .u~. ?·. ···:. , -,· ·[ •• ~ :~ ·. ·: ~- .~\c• .·· .1 ,. 

t~~:)~~.f: tJ:i' fio.)_.J"Jf'.:·."J~ :· •.~ :·\ .. !"'.!';·· ', " .•,· '• • · .·. ":. ·.·.~~~;),_ .. · .. : :··.,~·j:_;:i•, \'~· 
(i)--.'-·:·(.tBefore.;·a:nd,~ing .the-war,; Ge:anany was ali-eaey- thEi iiJ.dust;',ial ::; 

sup.erpo~tll!:_,EuJ:'bpe, · . In 'const.ant prices, the ·gross ·capite+,. stock_:;; : 
c>.i&-·il:ldUS;b;t'y 0;twhi:ch had been damaged by the war, was estimated(l) tq ; 
h!loVJ!l,gro~:bYi:2Q:percent between _1935 and 194oand by:another 2o! .,: : 
P.e:J:.QSnt '(>.etweenil940>and 194:7, and to have reg$ed its _1940 leVel., .. c 
blfJ,\1.949.;i j:~Ji'aators; (2-). on top of hard work, have _oontrib:U:!>ed ;to: :· 
Ge~•-e,.pasrt-.,war,,:i:ecovery. and. sustained growth since_, then: a;~lirut!l.l 
monetary reform in·l948,. underv:aJ.uation of the Mark tliroughout 'tile ·; 
1950s and 1960s, a· qualified and disciplined labour force supplemented 
!irst!bY-"'1.ie£ugeea·,!rom East.Ger!liany.then by Gastarbeiter; a, high 
l!IMel.-o! OJ(>.vingli.cand investment, a .competitiVe capital ·goods. sector; ... 
a !leJdblecindustriai bankipg system( 3)' an export m;rjjt,ique(4); ana: ,' 
the comllination o! an authpri tarian tradition (recently. typified by.:; :. 
the Berui'sVE~rbot) with fear of iri!lation. Althbtigh'Germany's.GDP_, ·, 
growth'ra,tes·,have fluctuated more than those of France· or Italy;; · · 
the::r!e,ot t;!iat·.over the post~war period as a whole they have not 1;ie~-­
lower,J5.5J:percent for 1955 to 1973) has served to maintain, if not' · 
re:!in!orce;rc:·he~ relati,ve position. · · · · .'.''',' 

.,·.:.li\•'f: ):J!.v;.J.I. 

Jrlllrit'ain',g relative lciw rate of €6onomio grow-th is not only a;:-' . 
post .. H<irld.l'lar•II .phenomenon. ·It 'oan'lie traced back to_ the begi,nnilig 
o! thili century .or everi•the later hiUf of the l9th,(5) though_itll~''·'' .-rr 
di v,ergence 'in: {>ro:w;tb;· •ra:tes of· GNP per man~ year appears :to. have .'tieW ~,;: 
smaller in pre~'ilo<rldJ/hn', H periods. · Iri the entire period #om.,,1955: 
to 1~713, . real growtn 'in· .the UK exceeded 4 percent a year orilY rour, , . 
tiJn~s'(·in 1960, 1963, 1964 and 1973; However,: as long as"t,li$: .. _, .. 
1-etmlJ:,"!.! output per person .was higher in the UK (in 19'50 -!'t/was ·. . . 
!l~:lima:ted that GDP. per capita in :the UK was 20 percen<t•'hlgher tliilp J '· 
in France.,: 58 percent· than Gerinany' and 125• percent than ·-:r:t!azy), ·'. •-. ;"'' 

. r.{:o_. f:;!::,'.f_.' ·• . .. . . . . . . . . : ' ... ::.,, .. ' • ··•: ;. ' ' . ·:··.:-1 I --d~l J.Hf.';: 
. . ... . ' . ·,.;. .~ ... '. 

'.t · · ·: ··· · .. ··: ·t:;" .: ). ',: ·· ·. ·~;n t':'.'.-~·{~~J:L:.O:i:·. 

(1) " R, Krengel and E. Baumgart, Die Iridustrielle Vermogensrechnung 
des DIVI, Dunoker und Humbol tdj; 1970, ........... ___ .. . 

(2) Bernard Keize:~:,,_LE>.~ choix d~ 1!!-A'lFA, in ·Economie et Ste.ti,stigue' •. i 
July 1978. ·· H;c; '{allich, · Hainsprings cif' Ge:i:man RecoYery~:-rale 1955. 

(3) Y.S. Hu, ibid. • . : i .. : 
; ;, .~· ) 
\ .. !· 

(4) M. Kreile, \-lest Germany: . .the_ Dyna.tn5,cs c9f,E;pa.zl~i.Qn;~iii~'Inte'mati6nal 
Organisation, Autumn 1977; · .. · ·· · · · · 

. . . ' . . '' ;' ~.'. ; 

(5) National Institute Economic .Re~ie~, July 1961: Ec~noni!c' gri,liltll:' 
the Last Hundred Years, 
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higher rates of growth in other countries could be viewed as con­
vergence towards UK :levels. The continuation of these divergent 
growth rates,. however, after other countries had overtaken the UK ·it' .. 
in terms of levels·, m.eans increas'ing divergence in living standards •. ,.f 

". . ' 

The.underlying divergences do not appear to have changed.·with'.;t: 
the 'OPEC ·on price increases, world recession and inflation.·: ·Al tho~ 
all four countries experienced negative growth rates in·l974·except,,,"'· 
for France where GDP stood still, recovery since then, in 1975 and · 
in 1976, has been more sluggish in the UK than in the three, In:,,,::Oi\'7' 
both years the growth.rate in the UK was less than half those mtiie ... 
others (Table 1), :. . . , . 

B. Labour Productivit:y(l) 

I'" ··---:rn~·l955,. labour proatictivi fj- m the UK was 15 percent higher 
than in France 'and Germany and 40 percent higher than in Italy. 
tabour 'produotivi ty. here refers to gross value added in GDP per person 
employeil, where comparisons of GDP as factor cost are made at 
!rurcl;ii!Slng power-·pari ty (PPP) exchange rates. As a result of faster 
growth of labour productivity, France and Germany had overtaken the , 
pK by:l961 and so had Italy by 1973. Af'ter 1973, the UK.had the.···>· 
~owest level of labour productivity of EEC countries. I~ off~c;_!if~:., ·, 
exchange rates had been used •for the comparisons, the. gap .bet);een . : ;~ 

. . ··~· ttl,e .. PK and. othl'l~ .EEC. countriei!. would h!l,Ve appeared !l9l:ll.~wj:l,at _greater~' 
In the manufacturing sector taken on its own, the situation has 
been even more·unfavourable to the UK. Not only did Franoe.:and .. ,,;r. ·:.i 
Germany have higher levels of value-added per man hour in manu­
facturing thii.n the UK by i955, but ItB.iy had,BJ.so reacheif-the UK 
level by 1968. The situation in 1970 is shown in Table 2. A fact 
worth noting is the ·a.J;oseness of French and German performance., . ~ ,; ' 

TABLE 2 
! 

I 
.. 

. ' I,..; I 
\ ,, ' 

Relative levels of gross value-added (VA} per .person employed, 1970 ... 
': .···; 

,. . ··:. UK = 100 .. : '!} <. 

'·. 
. Gross VA in GDP . Gross V.A in manufacturing . · 

per person. employed(a) ' . per person employed(a) ,; · ,;: .. ~.' 

U.K. 
Italy 
France·: 
Gerlliany 

' . ' '~ 

at 

,. 
,. 

ppp rates(b) 

lOO 
97 

124 
128 

at OERs(c) at ppp 

.. 
lOO 
100 
138 
148 

rates(b) 
.. 

at OERs(c) 
.. .. 

lOO lOO .. r..: 
105 .. •111 \~: J 

164 .. 177 ~Lt' 

155 . 176cr·:. 
. ' ..... -· ··' 

Source':· D.T. Jones, in National Institute EConomic Review,· Augwit·l976 • 
. ,. ,. ··:\ ry: l: 

m 
M facto~ cost. . - ~: ' ! o.:ij . . 

Converted at purchasing-power'parity rates. -::.~cr:..t'\'· 

Converted at official exchange rates. -,-· · •· . fr~· .~, •./··. 

·.{ 't(J 
!'>:. 'l ._. i- .:: ~) z; r1 

.. 
:~ ~-:·:· r/.· ;,.., ., 

(1) This section is based on D.T. Jones, Out:Put; Employment and ,,. 
Labour Productivity in Europe since 1955, in National Institute 
Economic Review, August 1976. 
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C. Income Levels 
.. :~.) 

Given the size, structure and growi;h of total· iiational 'popu- .. · 
laticins;.::·differences in growth rates and productivity levels a.re 
reflected·' in differences ·in ·levels of GDP per capita;- ·or income· 
levels. ~~e International Comparison Project (ICP) sponsored by 
the· tJrii ted Nations and the \Jorld Bank has been comparing income 

:levels at .ppp exchange rates or International Dollars. · The latest·'·'':· 
results are shown irt Ta~le ;>. , · · 

TABLE•) 
. '! ~... J •. !" ;.\' 

-.., . 

GDP Levels Per Capita, 1970 and 1973, 

me ... 1oo .. ·. 

At. OERs(b~ ' At PPP rates(a) . . .. 
.. 

1970 1973 1970 .· 1973 . 
: 

UK 
Italy 
Franc'e 
Germany 

100.0 100.0 100.0 • ·· iQQ;o 
77.5 77.7 78.6 '80.5 

115.3. 125.6 127.4 ·. 152.3 

' 
123.3 .127. 7 140.3 •. 116.5 

Source: I.B. Kravis, A;·.He~ton and P. Summers; Internationa~ 
Comparison!>.-oJ, Real Product and Purchasing Power, Johns 
Hopkins Press '1978. ·· 

:r : 

(a) Purchasing-'power parity exchange rates. 
(b) Official exchang~ rates. 

{i 

:·r;:, _! 

... .. 
'' '·' 

., 
.. 

The use of PPP rates as compared to OERs reduces the divergences 
betkeen.France and .. Ge'rniaiJ¥. on the one hand, and. the UK .. and Italy ·cif.~· .. : 
the other, by between_ one-third and two-thirds, but does not eliminate 
them. Indeed, betv1een 1970 and 1973 the divergences have contirtued 

ito· :Uicrease slightly;· so that by 1973 GDP per capita at PPP rates in 
: Ge:tniany and France 1~ere more than 25 percent higher than in the UK 
i and more than 60 percent higher than in Italy. Table. 3 also confirms 
! the· closeness of French performance to tli.e German leveL ' 

J •• ,. . • . 

It ·should perhaps be. noted that growth ~n .terms of OERs is not 
;. i=elevant S:Ven though it mey- not be matche&, to the o~ame extent, ' · 
• ! : 

; by growth at PPP rates. There. are terms of trade galns which may '' 
: not be .irefle:cted in statistical index-number~. Moreover, inter- ·. 
i natiofuil trahsactions (includilJ.g the purchase of foreign asse~s and 
'·contributions to international bodies) take place at market, ·not PPP, 

.. >eJC:change;,rates. The greater a country's GDP. at actual exchange rates, 
the greater 'is·itll ecorio-mic and political weight and power. Finally, 
the weakenirtg of a currency increases the burden qf servicing and 
repaying foreign debts.. BetWE;Jen the first quarter of 1970 and .. 
November 1978, the trade-weighted effective exchange rate has decl~ed 
by 50 percent for Italy and 40 percent for the UK, compared to a 
decline of 13 percent for France and. a riso of 44 percent for _Germany. 
On the other hand, official or quasi-offic:al foreign debts 'incurred 
by Italy and the UK in the 2-..3 years foll01 ·ing the OPEC price increases 

. ~ ( . 
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of 1973-74 uere estimated to have been about twice those incurred by 
France.(l) 

D. Competitiveness in International Trade 

The fact that the oil~producers' surplus must be matched by a 
deficit by the rest of the world has sometimes been extended into 
an argument that trade-deficits do not really matter and that it is 
ungentlemanly for a country not to accept its due share of the overall. 
world deficit. The OPEC surplus, however, has been decreasing 
regularly since 197 4'wi th increasing imports. Since our interest·'· 
is .in the relative competitiveness of our four countries, the non,-
oil trade balance is an interesting, albeit crude, indicator (see 
Table 4). 

The figures confirm the overwhelming strength of the German 
trade balance, which has remained in customary (overall) surplus 
after abosrbing the impact of increased oil prices in 1974-75, 
while the (overall) trade balances of the three have been in deficit. 
Looking at the non-oil trade balance, one can see that France has 
been in surplus every year from 1972 to 1977, the m{ in deficit 
every year except 1977 (largely thanks to depressed domestic demand), 
and Italy improving its performance (from deficits in 1973 and 1974 
to surpluses in 1975, 1976 and 1977). 

\ 

This divergence can also be seen by comparing export perfor-
mance over the entire period 1955-1977 (Table 5). Over the period, 1 · 

the UK 1s share of total OECD exports of manufactures fell from 20 
percent to less than 10 percent (it had be~n 25 percent in 1950). 
Italy increased i ts""sh'3Xe from under 4 percent to over 7 percent; 
France increased its share marginally, ~rem around 8 percent to 
over 9 percent; \~hile Germany increased· its share from around 16 per­
cent to around 20 percent. 

The picture suggested is one of underlying French resilience, 
underlying Brl.tish weakness, and improving Italian performance 
after a period of disruption to a dynamic underlying trend. 

E. Inflation 

Before the 1970s, there was not much divergence in inflation 
rates between the four countries (Table 6) though Germany had a 
lower rate than the others. In the 16 years from 1955 to 1970, the 
average rate of inflation was 3.6 percent for the UK, 3.2 percent 
for Italy, 4.4 percent for France and 2.3 percent for Germany. Both 
Italy and France actually experienced price decreases at different 
times during this period. If 1958 were excluded from the period ... 
for France, the 15-yea.r average inflation would be 3.6 percent, the ·.· · ' 
same as for the UK. · ·· 

.. 

(1) US House of Representatives, Committee on International Relations,· 
Economic Conditions in Italy, France, and the UK, \Vashington 1978 • 

• 
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Visible trade balance 1972-1978 

1972 1973 1974 1975 1976 

'• UK • f. !Dillion 
----~--

\, . 
:Elq>orts FOB 9,906 12,657 16,820 20,lll 26,024 

Imports CIF ll, 301 16,067 23,492 24,423 31,569 . 
C~de Petroleum (net) 914 1,296 3.726 3,369 4,448 
Trade balance -1,395 -3,410 -6,672 -4.312 -5,545 

' ···., . . 
- ~-:. Non-oil trade balance -481 -2, ll4 -2,496 -943 -1,097 
=:~ 

'·~ .... 
... 

. 

. ·.· . ,..:· 
Jta~y, l;lillions of Lire 

Expo~ts 10,849 12,969 19,826 22,750 31,165 
Imports CIF ll,265 16,224. 26,715 25,090 36,334 
Crll.de Petroleum 1,431 1,984 6,274 5.355 7,462 

' Trade balance -416 -3,255 -6,889 -2,340 -5,169 
I 

-615 Non-oil trade balance +1,015 / -1,271 +3,015 +2,293 
I '-/ 

I 

/ ,. 
;France, billions of Frw CS \.t 

Elq>orts 133-4 162.5 222.1 227.2 273.2 
' 

J:mports CIF 136.2 167.2 254.2 231.2 308.1 
CJ:UQ.e Petroleum 13.6 15.8 47.4 41.6 55.2 
Trade balance --2.8 -4.7 -32.1 -4.0 -34.9 
Non-oil trade balance +10.8 +11.1 +15.3 +37.6 +20.3 

~lest Germww, billions of DM 

Elq>orts 149.0 178.4 230.6 221.6 256.6 

Imports CIF 128.7 145·4 179.7 184.3 222.1 

.Crude Petroleum 7.4 9.1 23.0 19.7 23.8 
Tr<!(le balance +20.3 +33.0 +50.9 +37.3 +34.5 
No11,.-oil trade balance +27.7 +42.1 +73.9 +57.0 +58.3 

Source: IMF, International Financial Statistics • 

.. 
I 

1977 

;;,;os 
;6,996 

3,967 
-3,688 

+279 

39,736 
41,960 

8,616 

-2,224 

+6,392 

319.2 

346.4 

58.; 

-27~2 
+31.1 

273.6 

235.2 

23.5 

+38.4 

+6:)..9 

1978 

,, 

. 

.. · 

'' ··~·-· .. ' . 
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TAllLE 5 

Percent Shares of Total OECD Exports of Nanufactures 

1955* 
1956 
1957 
1958 
1959 
1960 
1961' 
19621 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 

U,K, 

19.6 
19.0 
18,0 
18.1 
17.7 
16.3 
16.2 
15.6 
15.4 
14.2 
13.5 
12.9 
12.2 
11.6 
11.3 
10.8 
10.9 
10.0 
9.4 
8.8 
9.3 
8.8 
9.4 

Italy 

3·4 
3.6 
3.8 
4.1 
4.4 
5.1 
5.7 
6.0 
6.1 
6.4 
6.8 
6.9 
6.9 
7.3 
i.) 
7.2 
7.2 
7.6 
6.8 
6.7 
7.5 
7.1 
7.6 

France Germany 

9.3 15.4 
7.8 16.4 
8.o 17.5 
8.6 18.5 
9.2 19.1 
9.7 19.3 
9.4 20.3 
9.2 20.0 
9.2 20.3 
8.9 19.7 
8.8 19.2 
8.6 ' 19.5 
8.5 19.6// 
8.2 19.4 
8,2 19.5/ 
8.7 19.8 
8.8 20.0 
9.3 20.2 
9.5 22.1 
9.3 21.7 

10.2 20.3 
9.7 20.5 
9.9 20.7 

Note * 1 In 1950 the UK 1s share was 25.5 per cent. 

Japan 

5.2 
5.7 
6.0 
6.0 
6.7 
6.9 
6.8 
7.5 
7.8 
8.3 
9.4 
9.8 
9.8 

10.7 
11.2 
11.7 
13.0 
13.2 
12.8 
14.5 
13.6 
14.6. 
15.4 

Source 1 . National Institute Economic Review, various issues. 

u.s.A. 

24.7 
25.4 
25.5 
23.4 
21.3 
21.7 
20.6 
20.4. 
19.8 
20.4 
20.5 
20.2 
20.5 
20.3 
19.3 
18.5 
11.0 
16.1 
16.i. 
17.2 . 

17.7 
17.2 
15.5. 

. ~ , . 
. 

,., 

. ~· 

.... ".':~.:~ ,· 

..· 
.. ,., 

..... __ . '· 
.... • .'··A· . .,;. ' 

' ' ' •I¥- ..... ' 
.,. • • 4., 

·. ~ . .;r~ .... ;.,·:_ 
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TABLE 6 · 

Increase in consumer prices, percent per annum 

.. ·.'·: ·-:· .. _·. '. 

1955 
1956 
1957 
1958 
1959 

. . 6 .. ' . 19 0 

··.· 

1961 
1962 

1963 
1964 
1965 
1966 
1967· 
1968 
1969 
1970 
1971 
1972 

1973 

1?74 
1975 
1976 

1977 
1978 

Arithmetic mean 1955-70 

U.K. 

4.3 
5.4 
3.7 
3.0 
0.6 
1.0 

3·4 
4.3 
1.9 

3·3 
4.8 

3.9 / 
2.5/ 

; 

4.7 
\ 

5.4 
6.4 

9.4 
7.1 
9.2 

16.0 
24.2 

16.5 
15.9 

3.6 

Italy 

2.3 

3·4 
1.2 

2.9 
-0.5 
2.4 
2.1 

4.6 

7.5 
5.9 

i 
; 4.6 

/ 
2.3 
3.2 

1.4 
2.6 

5.0 
4.8 

5.7 
.10.8 

19.1 
17.0 
16.8 

17.0 

3.2 

Source: OECD Main Economic Indicators 

France 

1.0 

4.3 
-0.7 
15.4 

5.7 
4.1 
2.4 
5.2 
5.2 
3.1 
2.5 

'-- 2.7 
2.7 

4.5 
6.4 
5.2 

5·5 
5.9 
7.3 

13.7 
11.7 
9.6 
9.8 

-· 4.4 

IMF International Financial Statistics 

; .. 

Germany 

2.2 
2.2 
2.9 
0.7 
1.0 
1.2 

2.5 
3.0 
2.9 
2.4 

3.4 
3;5 
1.4 
2.6 
1.9 

3.4 
5.3 

I 
5.5 
6.9 I 
7.0 
6.0 

4.5 
3.9 

2.3 
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To~ra.rds the beginning of the 1970s for Germany and the end of 
the 1960s for the others, one can detect a slight tendency for 
inflation .rates to .i.ncrease, Beginning in 1971 with the UK, and 1973 
for,Italy and)!):~ce;'.th!) ,;~te of inflat+<'m accel~rated markedly,;"~ 

. to re!JPh th!i poa,ak .o~ -~4 ;'i:ierc.(mt in the· UK in 1975, 19 percent. in, ., :i 
Italy.in 1974 anc,ll4 p~;ri.cent in France in l974, while German inf_lat.:!.on 
was contained b,e:Iow 1.~erc11nt .throughout. TQus, the major 9-j,vergence 

·. ~as:.been be'l;\{een, ~E!flD~ :and the rest_ •. ,Of :the th;l:'ee colJilt#e~, .· ·:i•• 
France weathered the inflationary cycle best, returning ·to siilgle ·· 

··cl,t:g:l.t rates by .. ~976, two years .ahead. of .the UK and ;rt~ly. 
,. . ·,_ . .: ( :. , ... ;_ . . .. -.•. '.. . ... ·_· ·. . r._;, 1",,,:3,>.~. 

· Inflat:l.o!l~ in .the 1970s cannot be bl!ll!led. solely ori the· CQ!IJI!lo!).i ty 
b9om and thf.! oil price increases,-. In 1974, the ye<~r in 'whicl1: .. >>.•c 
commodity prices peaked (while oil prices increased 360 percerit bei;j.(een 
January 1973 .and January 197 4), commodity and oi:i. price ini::+eases , ·:.• 
were estitnated to have contributeQ.,. in. a. !llrect, statistica.l .• senl!!!;i,., 
to .. between ~8 perce11t arid 31 perceiltof tlie increases in· consvme~:;/;~ 
pri9es _in Ita,ly, France and the UK,' and 42 Percent iri Ge~(1).; ;, 
vlha~,)aappened, was th!l-t the .externaf,price increa.fleS magnifiedr ·: '" c:·.l 
ini'lationm-... :t;f!ndencies which- already existed domes.tic;l.lly , .. especially 
in the_ UK ~a.;,~ta..;J,y. ,In these :two C01l¥~ries, UiW~~ped~nted wage" :,t 
increa,selil {qf QYe+·g5 percent) combined with decl;inEls,.in the· exch~e 
rate to:proJlel in.t':J.?-tion independently. of externa;L .s:hocks, -.In ·•·· ·"'''· 
Frahc.e, ·the··aitiiation. was brought,1JI)der control mo:[oe quickly,: due;•n.., 
inter alia; to: strong.-government re13olve, a less-tnilitant labour'·<n'_ 
for.cie' greater self•sufficiency· in .. food' and smaller declines . ii( th~ 
exchal!ge' .. rate; .. ;TlJ.is helps to e:xplain France'~ greater ccirtfic,l~ricli:in 

• - • ·• •• ;. . . / .. ; ' -.' !, • 

JOining the EMS, ·while the greater.cpriority attached to pricecand•·,·.· 
pol!ltical' stability helps to ·eXplain some·dr the motives~ ·AS'~for·_,,L 
Germany, the citadeb,.of stability, the riding value of the Ii~k''·•<q 
helped to absorb ext<:)rnal shocks, while the extraordinary degree 
of S9\llal ,.c6ns.~naus 6wes much to 'memoria's of the past as weil: ·as an 
;luth9ritarian tr8.diti6n. · · · · · · · ···" ' -~•'·" 
· ··~-- .. - -:· · , -~-- :.~-- ... · .. :.~::c,_r.~:.=.:up:-;; 

. ' . . · .. ·'· -,_,_,_ : .: : . . .. . .>·. ._ . '· . -~_,.. ... _;' r_;·,," • 

The factor.· P:t:,l.ce equalisation' theor<?m of neo-classical international 
_; : _ .... , ':· .. ,,.·.. _ ..... - ·. ., . . : . . .. -:- .. : .... 

trade theo~ etate!J that, under a ri)lmber of assumptions, f:t:ee trad,\?. 
,w~'!:ld eq~~~se t1;te pric~s of ~e saine factors ?£;.:~roduotion:iA:'.~~; 

L!lifferen~:c;o,C?.yfltr_J.:'?S• To put ~t very 0rudely,_ 1lll.~~~ free: trade .~ .. Ls:: 
labour-abundant country would export labour'-'inteim~vs goods and a · 
capital-abundant country would export capital-intensive goods, The 
increased demand for the abundant factor would drive up the price of 
labour in the former country and the price of capital {or land, or 
whatever was assumed to be the second factor of production) in the 
latter, and this process would go on until factor prices were 
equalised between countries, despite the absence of factor mov11ments 
between countries, Now according to neo-classical theory itself, 
there are many theoretical reasons why the process may be stopped 
before factor prices become equal in th11 two countries concerned, 

(1) OECD Economic Outlook, July 1974. 
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.... '. 

ni.Oa this·. :is where international mobility of factors come to' the '·. 
rescue•··• If .. trade ·alon~, without factor movements across nat:iorial· 
boundaries, can equalise or at least reduce international differences 

'"':ill'' factor prices, ·how much faster and more thoroughly can these·.: 
' differences be reduced if factors can move freely from countries 

where they are in relative surplus to,countries where they are. scarce? 
.:-• :, . ;. :: 

It is debatable· to. what extent the fou,nders of .the<Common ~1arket 
were really influenced by these theories (after all, it is now almost 
a: .truism to say that the creation of. the EEC. was a political act 
motivated'by political and etrategic considerations). Nevertheless; 

·.:. ' ·the design· of the Treaty of Rome is· certainly consistent with, ··and· · 
can easily be understood with:reference. 'to, the broad' and super­
ficial· conclusions of neo-classical· theor;Y (moreover; the Germans, ·• · 
the ':Italians under De Gasperi~ and the Dutch 1officially1 believed 
in .. the market economy and free :international trade). Thus, if· free 
trade might.not equalise·factcr•prices·,.this might bs because·.trade 

··I;J'.was·not·reaJ.ly free or because of .. •transport costs; hence the. emphasis, 
in the· Coal.• and Steel Community and then in the EEC, on. ·r!!moving 

• non-tariff·barriers to trade (NTBs) as: well as tariffs !U).d q¥otas 1 
hence also the emphaf!if3, 0n a common·transport pol:j.cy; hence,the 
emphasis on removing all· kin4s of rea}.,.gr perceived 1distq;r'j;ions! · 
such· as public procm;ement rules. Moreover, the CUf3tO!DB un.to11 was 
t,o be. effectively buttresse" by the free circulation of; peopie, and 
.capital. Even if absolute,equalisation of factor pr:ices. ca.nnot be 
obtained in the short.teriD',.something less :l;han'that, but.in'the 
same direction, . in other, ~ords, convergence of' factq£. :~;e.waras.,. !liust · 
prevail. · · · · '·· · · 

·,: l.'•' 

· Over the years, ~he hold of neo-classical liberal ·~eiono~ic: ·. . 
theory has declined, and the stubborn persistence of regional dis­
equilibria within countries has given rise to a concern for regionat 
policy. The most powerful theoretical criticism of the convergence 
philosophy probably comes, however, from the view of circular .or ... 
cumulative causation' and .backwash effects. ,,The. rich 'or successful··· 
country or region becomes richer and the poor poorer, because the .. 
rich has qertain advantages which free trade' and free, i'actor move-- .. 
ment'reinforce. The rich attracts capital,· qualified ·labour/ .. , ... 
technology, etc, Which enable it to filrther e'lcpand ita· ex:Ports,''which 
raises income levels, which attracts capital,· labour,' technology,' etc. 

·. · __ ''!''. ; ' 

' ~ . . 
'-·~ 

' .. , 

' ; ·~ .,. ·. _.-
:.;.:-. .. '' . :-: ., .. 

• !.' 
·:·-· 
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III. Different National Postures in the EC 
' ··::i' . 1•: • : I ;:~·•> •' •I. :·): • i 

In .tem- of· the. >underlying. resiU,ence. and dynamism O.f their .ecpiioudes; 
the~ major :divergence-·.is:.;between the UK on i;he .o~.e h~d'.and tha··~est::,t: 
Italy. :possesses -economlc!:' Characteristics· which_.diff'er widely•.from: •_!_ ,~ ~ 
:those of. the UK.-. , Its llldustrial ·structure and: 'bV.siness community .::Br~';' 

~-- ... , ... ' -~ 

appear to be more flexible and dynamic. Whereas Italy 1 s economic 
problems are mainly due to political and social difficulties, it 
would not be unfair to say that Britain's political and social problems 
arise from long-standing economic conditions. 

In terms of income levels in purchasing-power parity terms, the 
main divergence is between Italy and the UK on the one hand, and 
France and Germany on the other, with the French being very close to 
the Germans. In terms of inflation, the major divergence is between 
Germany and the three, though France appears to have brought the 
situation under control more rapidly and more effectively than the 
UK and Italy, 

These divergences help to explain, to some extent, the policy 
stances being adopted by the four countries, France has both the 
confidence and the motivation to join with Germany as the two major 
powers in the EMS, since it has the strongest economy after Germany 
among the big EEC countries, has been more effective in controlling 
inflation than the UK or Italy, and attaches a ~igh priority to price 
stability as well as political stability. If Germany can do it, why 
can 1 t France? And the example of Italy is a wa:rning to keep the 
Left under control, if need be with the help

1
of Europe. 

I 

Italian references to political forces/ other than national 
governments point to her internal problems with trade unions and the 
political system. The Italian establishm,nt is looking to ~urope to 
help deal with internal political and social problems, External 
financial discipline is seen as useful. Eventual political union 
mey help to reinforce government authority in Italy. 

The formation of the EEC has coincided with the golden age of 
post-war growth for the Six, vihether and to what extent prosperity 
was due to the Common Market cannot be known with utter certainty, 
since one does not know what would otherwise have happened over such 
a long period of time, But the point is that in the Six perceptions 
are that the two are intimately linked. France, uzrler de Gaulle, 
used the opening up of French industry to the EEC to stimulate it 
into improving its competitiveness, Italy specialised in the pro­
duction and export of consumer durables. Germany saw the EEC as a 
bulwark for free trade and a framework for her political legitimacy. 
The UK joined when the world recession was about to begin, expected 
quick results, but was not prepared to improve industrial competitive­
ness and increase industrial investment. Britain's poor economic 
performance and low standard of living lead her to resent paying 
more than her 'fair' share of the EC budget. 

All this is complicated by divergences in policy stances and 
in economic philosophies, Germany, and to some extent France, have 
taken the view that the present recession is a structural one which 
cannot be overcome by stimulating global demand. Recovery must 
take place via a revival in private sector investment (German 
language) or industrial redeployment (the French slogan). The UK 

... , 
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.;:·-.: ·· · · · , · .. , .. ·;··cl l .. 
(and the us) have asked for cci-ord:iiiat.ed reflatio~ "of:".demanci·li;- th~ . 
major. economies, coordination.- being required to overcome the leakages: 
that. would bring single-handed reflation to a halt.-. Italian industry .. 
is also prepared for. structural·-adjustment within an EEC context •. • _,.r:. 
There .are also divergences concerning free trade versus protec-tionism·. 
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. ' ·. ,I ~. " · .. ' 

., 
IV. . Does •Economic Diver5•mce -Matter to the EC? 

Can the EUropean Coniihiliu t~EI\3 (EO) continue to exist under the. str'a.in . 

of :persistent end inost #obably increasing eciononiic divergell:<j~.? C::If,,,_. 
so;. wny·'~houid :ecdnoniic iU:irergerice be considere'd a majo~ U~ue (if,.:.•:. 
indeed i'-t is}, mid by whom? Why should thi Colmnunities promote. con": , 

vergerio'e? • ·How can it do. so? ,,.:;.;. 

. It 'may 'be :.worth poiz'\j;ng out. tliat'- projecting ·divergent trends,~ .. 

into'_th:e future.does .not, per se, answer th'e •so >what' question •. !'·· .. ·.· 
Moreover; in de,ba~e~:&t the communi ty'level; ithe :texmE! divergence -E::' 
arid :bonvergenc~ are rich in nuances (whi~h liel.paLto explain<rfueir:- .. . : 

po~~e,.rity};. thus, divergence can refer to divergence of vi:~~:¥it~,:.; 
inte:i.-ests, performance (including income levels), structure BAd polf.cies, 

to name but a few, .whereas calls for convergence·m~ refer to.con­

verge~ce. of poMcies , or convergence of performance •.. Converge_no~,--o~.(ic.; 

ec<#Jmic ~gc~!'l!\ does not necessarily lead ~o ~onvergence of . , t_; ·: ). 

ecotiolnic pEirf'orm.all,ce, for the Simple reason that tlle effectiv:enEisEI~h>' 

of a. given set of policies m~ vary accor~· to the milie~.::l:n·:l'l:hicli..,-

they are applied, . . .. .. . .; . . . · . , , ·;; : .·•. 
. . . ··-, . . .. · . I 

Now some: of the problems or fa.iltires /that have been plaguing.,; td 

the EChave little to, do with divergent iconomic performl'liJ,ce •. ~::'l'he __ ,;,j 

fisheries dispute, for exenii;>le, is due mainly to the -fact tha.t-,thec-8 d 

EC consist of independent _nation-states whose. interests clash ov:er.,j b 

who .is going to fish where. One may question whether the countrieE!.·::· 

· · r: <·· i. __ : · : ·, · ,. :; ·.· . .r •··. 
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concerned are right in adopting a narrow rather than a wider interpre­

tation of their national interests, but it is difficult to avoid the 

conclusion that the clash over fishing rights would have occurred 

even if there had bceti:g;J;_e~;~:t;e:~:.'ci:mll:~~e_of eeonorirl:.d'·:per.formance 

(though it might have. been less-acrimonious).- The B,aJ:i!e.reason!ng 

cari 'be -applied. to th~ failure -to evolve a.real comm~tY· El_n~rgy--poltoy. 

Some : ~ountries have energy •resources in their terri to.ries 1. ,.qi;he_;cs 4o: · 
nq_t:,.- and 'the interest of all -cannot be-,made to' prevail o1-er tlie' "' t .. :i. 
interest of each (which again may be taking a rathe~ narro'~• :Bh®t.·•· ._; 

term;view o:f,its national in¥~re!Jtli), .Similarly, the--EC•_s ,failure 

to di~j>lay ecilidari~ in the t:ace.,of~i;he Arab oil embargo ·in 1973 :' 

had n6tllinS to do with 'divergei)ce. of: economic perforiiiance.' Iri 'ad­

vanced.:;techno];o.gy indus~riee. ; the slow progress cif a corilmuziity- policy 

caii"-J¥i.rd.li be blamed on qivergent growth rates of GNP. or divergent 
~~~ ~·.. . . ' 

• ".--'inflation rates. -'··-' 

.. G,t;ren the, afore~mentioned divergences in national--interests · 

and/or,'.'in c,oWl_t:ries • p(3rcept~i:me of their own interests, does it · 

follow that dtverge~e of e7onomic performance: does no't Iiiatter? - The 

ans\<er;,lliJist be 1no 1 • In this paper I can only i(_uggest scime· of the 

reasons ;::i.nste.ad of provi~ng a comprehensive mod~l. ; .. -. ;. -

A fundamental reason is that divergence, in the ·.context of"close 

interdependence,·. generates. political- and psychologicai"tension \>Jhich 
' ' 

may' become' unbearable. The qualification should be stressed:-'divergence 

between''tw6 distant· count:des _creates_ nci .. i!Ilore :problems·-than did ··\''• ., ., 

divergenoe·between the Roman and ChinesB'_·-Empires"twenty centuries''ago. 

Close'0c6ritacts and interdepend~nce; however_; put futo etark.reli~f the 

unevenness of power. The closer·the bonds, the more troubleeome1is 

inequality, for there will be a permanent temptation to exploit or· 

reverse it. 

(1) 

'Interdependence among unequals is likely to be re­
currently unbearable both to the very strong and to 
the very weak. It will be unacceptable to the very 
strong, if they are constantly summoned to make 
sacrifices on behalf of the weak and,- eo to speak, 
to subsidise them in order to prevent the system's 
unraveling, especially if such help would either 
save the weak from having to shape up, or allow them 
to challenge their benefactor - an experience which many 
Americans resented in the 60 1 s and which led to the re-· 
assertion of national p01~er in 1971; an experience which 
many 1:/est Germans resent now, in dealings with their 
EEC partners ••• ·.And the terms of interdependence will ( ) 
be unacceptable to the weak, if they have means of redress. 1 1 

Stanley Hoffman, Domestic Politics and Interdependence, in OECD, 
From Marshal! Plan to Global Interdependence, Paris, 1978. 

.· 
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.. ··.· 

In -a sense then, ·the major discrepancy is between Bonn and. its partners 
;--J, .. . 

in the EC, _with 1\onn having to keep its , weaker partners · from imposing 

unilateral trade restrictions and: from undergoing drastic political' 

uph(!a.vals• through. economic. diswption, -In ·a sense; however, the major 

d,j,screpancy is between Britain and the rest, ·with Britain having· 

been gr\lfl.t. (unlike Ireland or Italy) and now being poor, where there· 

are PIO!P.ple.only too rea.dy to attribute its economic ills to•out~Jider 

causes instead. of looking within; and· who13e behaviour sinc.e<,j9ining! • 

the • ECsgives ·rise to apprehensions that she is out to ge:J; '!~Pat !She- oan 

in a. club o£ the· ·rich.· It may also be noted tha.:h ?-1;, th~ level· of i_ • 

c philosoPhies· and· policies, the German. model ha!lrJWch cu.;n:ency •on.: the'· 

continent. The French establi!Sllment appears· to .be cu=ently me!S-· · '' • 

merised'•by·what they think:.:.il> the German model, arid a former Belgian--

Minister of Economic Affairs was able to write:· 

'-- · · 1Notre voJ.ont~ de riguaur s 1 exprime da.ris· notre • · · · · 
determination de rester in~ranlablement au. sein du . 
Serpent DlbitEi'taire europeen, C I est a cllre' de ne pas noUS 

•. . . laisser distancer de la poli tique clalrvoyante. de nos; 
voisins et. partenaires allemands, I (2) . . . 

·!.:~ · , .. _ • · · · · · • · :-· ... : l· .. . .. __ . __ ;_. ··.- ·-r ... -... 

Th,ll significance of _the tensions and ~uspic.J,cips generated l;iY ~ver~Ilce 
I 

of ecot;~omic perf0rm~e is thl:l,1; they make attempts at commot;~ poJ..1.c~e,s 

that are much more _diffioul t. In. axzy COilljllOn endeavour, "tl:l!lre h~ t,(): 

be a .certain amount of give and ta!fe, of, ~tual. trust if the. enter-, .. ~ 

. , prise, is to succe_ed. The tensiops cr~ated by. d}vergen~e of ]l!lrfo~ce 

come as an additional obstacle to the barriers of different.his~ories, .. _. . . . . . ·. .;· ., ·. '• .. ;" '.·-'f·' 

traditions, attitudes, and national interests and to. the problems due 
: . : . • . . . : . . -· . . ·. i'O- .... . ·-- '•': :'· 

to . world economic upheavals. . Noreover, as a 1 means of redress 1 , . the. •.-'' ·::.f ... ,; ; ' ~ • . ~ • . , . ' . • ' . : ," • ; I. ' ' , ' . 

UK ;;~nd_,France. have p.ot hesitated to hold up prog-ress on common P()l_t_c,ies 

independently of the merits of the policies themselves,: .. for, ex!Uil;ple,-, 

the Ul{. yetoing proposals in. the energy field unless_ the regi()na;t -~d 

. __ .was, _ap,proved fi:r;st, France vetoing the entry into fore,!" of ;!f-e ENS-l ;(: 

unJ.ess ~CA~ wer.e_ first phased out._ ... "'· , .: . ;.r. 

.. _ A1;_ a more mechll.p.iQal,, level, .. divergence of economic Pe,ffOJ:I!IFil~~·~ 

if ~!;fl()wed _to deyelqp unqhec~ed, may interact with some. co~~---'"'1 

policies to threaten the existence of. the J!X)s .or to._:ll;:Oc!t1C:e, situ~~iqpa 

con,~;~_idei:ed. as. unacceptab).e to some member countries. At_ ;the very 1 ,r) ... ',' .:'.'· .. ,._ --~ .: ... ·. - . - .. ' .. , .-._· .. ~-:~:·:·. · .. '·: "'' 
·leas-t, such divergence may hinder the adoption or successful operation 

. ·:-.-~-.: ::~·..-£:_·.,.;._, r , f,;_ ;:_-~: ·f· ~ _._:i.':_··.·~.~ .:~t.1 >· ·: 
:. .... 

-' ·:·. 

(2) 
. . :1 •.• . , 

F, Herman, le marche commun et lee etats 
. . ~ 

faca·a la·crise 
economique, in £Ltudia Diplomatica, 1976, 
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of some new policies. Here it is useful to distinguish between two 

c:)d,nds: of-· diver~nces -of econoiDic· perfortn;mce: divergence in monetary 

ph~nomena (pl','incipala.y rates of inflation}:,and ·divergence in real : J 

phenomena (mainly growth rates and income levels). .. , .. _, ·• 

~<<;·V> ~ione'j;ary divergence obviously makes:it·more dif.f;!.cult to .adopt::: 

and implement an EMS or. an ErJITJ, though the possibility of occasional.', 

devaluations or revaluatione within. the EMS .should remove manyc of.·; the 

fears. ' · In the past,.· divergent currency movements have pleyed havoc ' . 

with the prizlciple of common prices in· agriculture, and, combined _,,. '' 

"with.the slowness of governments to adjust their green:rates in' line, 

with market rates, have led to the introduction of MCAs which lie. at: 

the.: heart , of the reQent Franco-German dispute, ·with the French arguing 

that MCAs subsidise agricultural experts .from the· strong currency-,·:·. 

cquntries- and penalise exports from the weak· curre_ncy countries: to ... : 

the strong currency on~s •. • < • ' 

For the Community, one-of the most serious. implications of 
. . . . ' . i . . -. ·: '. 

growing disparities in income.levels between member·states relates 

to the legit~~Y of the C~ and the ·co~unity Budget: both repre-
' senting acguis communautaires painstakingly bui~. up'over the years • 

. ~iven the commuru:tj doctrine that coillllninity budgEit' traiuiactiohs are . 

'determined by the policies that give rise to them and not by'·ability. 

to- pay or the principle of juste' retour, ·increa.Sirig disparitieir iil d 

inoom~ levels at market exchange rates()) will provoke increasing'' 

.,. resistance by the poorer·Couri'tries if they have to PaY more than· their 

i fair~ share • This probleni' was recognised· when the :&: instituted ·a ' 

finanCiB.l.' mechanism for the repayment of excess contrfiiutions. to 1 the 
' 

Cominunity' budget, as a1~esuit of the British renegotiations of m~ber-
. ship.· Given continUing'lJoor ll:i:.f:tish economfc perforniance;'·ho~ever, '· 

Britain has not been pacified, and British' deD!ands have escaliJ:ted '··.:.: '· 

fro~ limits on gross payments to the whole qu~~tion Cif' net trMsfer~ 
. . : . . . ' ..... ,.:,;· ·i·•·,.·, ••. . .. ' .. 

into ·or from the community budget, a corollary. of whl:oh is'· a questioning 

of the pattern of Community expend! tures and hence of ''ttie CAP'. 'Given 

that 'the cAl> represents· 'our most highly developed and most integrated 

form of common actio:n I (4) and that the Own Resource formUla. was arrived 

·-~~------~---~~-------------" 

:;: 

(~) . These may come about in two ways: as a reeni!t of divergent.-growth 
rates ~here the high income countries grow faster and as a result 
of divergent currency movements·. Since international transactions 
are conducted at market rates -of exchange and not at shadow ra-tes, 

. it. is GNP. per capita at. market rates that matters here, 

(4)Ti~de~s report.:, ·,, .:~c:.:_ ::::·~: ' (: 

. ' 



--- 19 -

. · ·:. :,._' ,, .; .. 

at a.fteJ:_yea.rs,of effort, and also_ in view of the fact that Britain has 
;; -· ·-· d ... -:/·-:··., ... 

. not exactly done everything to facilitate greater Community spending 

that would benef'i t her (regional ~~d, energy poli~y), it is qu~stio~able ,.,· :: ·- ·' -~ ' . . . ,•' . ' . . 
whether she will obtain much satisfaction. Meanwhile, Italy, the other 

. ' . ... , ; , . , , . L-. 

grea:t loser. under .. the community budget, has kept a much lower pr()file, 
.. -- . ,. .: . ; . ·.: . '. . '.- ' ._, ' ,_ . ' . -. . 

;pa.rtly per~~!'!3 ~.eoa~~e of ~' ~eater oommi tment to the Europ~an .ic1ea.' ,, 

but, also because, -~n Italian peroep,tions 1 the country as a whole. did. 
. . . . . . . ' ' ' ' .. ' ' .. ' ' . •. . -. ' ' . ~ ; · ... - . . ' : . . . . . ' . -

benefit, in growth terms, from the EEC. 
;·_·,. 

But things. are not likely to stay here, for '!le d()not .. H:ve in a .. -..:. -~- .. -· . -~ .- ·' ~ . -· ' __ ._- ., .' .:. . .. ~ -~ : .•. -
statio world, If' German, Benelux and French GNP per capita continue 

,'" ,-~ -.;_~~~--: •• -._, ___ ,::;_: ... :-·-. :.· ..... -· ._._:_· ·.: .. _: .: -_.-_._ \'J. 

to r,ise, _in, relation to. the. UK and Italy, either __ because. of high.er growth 
•' •. ' . __ ... '' . . . i- .·. ,!;·. • ·.. . . • . -.: . : . -~-,:··;. • ' .!. _,_ ' •.•. 

i_n. volume. te~'il or because of more_ favourable _currency. movements, f()Qd .... r·~-- ;I,, .... ;.J- . , . _.. . . ... -·, . . . . .·- __ , 

prices in EUAs. must. rise too, both because of' the way the EUA J._s .. 
:-·=:. : .... , .. ,~,;/ -·· . . r •.······'· • - ·-'· :11"."; ·;.: . · . · ... · · .. :~ .-:· :· .• 

calc*a'!'ed,_ an(l,because farm.ers', incomes (hence food prices, .under a, 

sys~~~-~f~;;ic~::~upport to m~t$_r~ers 1 in~~mes) _in te~s~:f' -·~ 
·., ·.I "_. :• ! :, . .I ' 1 •, • . . ," ',).'' t. ~ ' . : '" ! ' . . -· · ;._; ·' '·, '. . .. ' • ·c , . ' 

national_ currencies cannot_, be lef't too far behind, These higher 
: . -· ' . : i ·: :_, l -~ -·- ' - : : ·.-. : '' ' ; _; . • . .. . . . ~- ' ·. : ! . . ./ ; ;; : . .: ' .. --~ . .. : :::-

foo_d prices, . wh.tch oo~umera in the more ;prc!3PeJ::?US countries _will_, , ·.· . . . -· '· ., ._. . . . . .· . ·(·,. .... " . .. : .. . · .· .... 
find. easy to . absorb, may become. 1 unbearable 1 _in the less ;prosperous 

; • ' _. . • ' '. 1 ' 

countries. The alternative would be to abandon the princi;ple of 
• ' .•· J. : ',; :: •••• •, . • . / • . ... _,-.,., •.. ~--.:- _.,_ 

common prices in agr.t-cul ture, and thus abandon .one of the pillars of 
. . '- '. ' . ' / ~-- . . · .. ._ 

the CAP, with consequences which some couhtries_ may judge to be_ in- . 
. i . ; . : i _. .. ,; . . ' .... • . ': 

calculable, _This pr_oblem will also manifest itself, in terms of bu~t 
· .. ' • " . I i;.. . ·L • 

contributions, . .- . · .. :. -r· 
. Supposing that the EC were 

.·. '.· '.~.:· . ;_ . ' . '·: ·: '~ .. 
eventually persuaded that_ gross or . 
. . .. . . . • _ . .- .. '.. . ' .. '. -· J.(' 

net contributions to the budget should be graduated according ~0 
, . :. • · i, ' ; 'I_'{: ~"l 

ability to pay, The countries with a shrinking share of total EX:: GNP 

'~ould then be contributing a shrinking share of the EC 1s budget and 

resources. ~/ould it not be logical for their voting rights to be 

reduced too, in the _same way that voting power in the lMF and the 

World Bank depends on financial contributions? 

Turning now to the industrial. area, the other major achievement 

of the EC, free trade in industrial products, mQ¥ also be threatened 

by unilateral trade restrictions by the less prosperous countries if 

divergence continued and if they came to see restrictions as the only 

means of redress. Already now, it would appear that community rules 

on competition, state aids, etc are coming into conflict with govern­

ment policies in the poorer performers, 

~lhat can the community do to promote convergence of economic 

performance? In a sense rather little, since growth and competitiveness 
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de~end largely. on the countries concerned themselves, on attitudes, . 

r.' so9ial struc tur~s, government polici1:1s, entrepr~neurialspiri ts, std'i 

· N~t • t~ansfers to a:).d .from. "j;he_ c~mm~ity bu~t ~e too smaii i.n reiation 
. ''· . 

:.'to:GNP,to have a sigp.ificant impact per·se, but may. not. be small ,j,r{. 
·; relati~n to the current _balance of payments •. Food prices are likely 

.'to have a 'much more important effect on economic performance than 
budget co~tributions, especially for acountry like Britl3.in whicli'has 

traditionally relied on cheap food imports to compensate· for lower 

labour productivity • 
; :. ' .'; . 

. · . :_· cUb:~nt attention in Britain is focussed on the issue . ~f. the 
, ! ~~ ; . --r, ,. . . . .. .. . .' , . . ; •.. ' ... : .. :. ; 

transfer of (financial) resources via the community budget and the 
.":.,J·r~ """.,.,'::~ · · · ~ ~ r-~·., · .: . .1.'.~ 
,, ... 'cAP;'· Britain's partners may, however;· well reason that' financial· 

'i:-~~o~bes are not the crux of the matter. After ~li; Brita.in:'1laa· the 
revenues from North Sea oil. ~il).y can. she not utilise .. these resources 

t~ ·~odemise her economy?, And if she' cannot, what assurances ha~e'' •. 

the o~~;;ru_ ty that resources transferred to Bri ta.iri will not go dew' 
the drain? If problems .in B;itain and Italy are seen .. iia,.bidng due to 
internal weakness, then,i,t ~ak,es sense' to provide lo~ rathe~ than. 

· · · '; • · . , . .- · "'-.. ' :r r. , 

grants, and to use the. 1olJ.ils to improve performance, ·either through 

project formulation an~ rlJ.¥lervision (by t~e EIB) ~~ thfough macro.::.· 
ec~n'~inio conditions (fo~ ~ommunity loans). Aild this indeed seemri' 'to' 

be \he. way the community is moving. 
-:--.,~:.i. :·; . - . . ... . . '-.. : -•.. -· .. ; ,_ . . ·: .. ;.,· .. _,,~ 

will not have much of an impact on divergence between 'countriefl · 

(especially large ones) rather than between regions' nor' : in <the' eyes 
• . . ! :'"f:+ ' -: ·,, .-,. : 

of Britain's partners, .. was it designed as. a transfer'mechanism between 

countries, ... . . . -~ . . 
''. ·• ·"1. r .. -;- ':: ;-

> :.·' ;[ .. .·.·· .. 

i. • ·• • :~ ·:·; • . .... ·· ,·· .... 

'•:'·.. . .: . 

. ~ . . ' '·-.. . 

"': .: . .. . 

. . : . ~ . 
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