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IAL/RIIA JOINT CONFERENCE

28-29 June 1979
The LEC and some challenges to it

'I_The first direct election to the Turopean Parliament

A Qiséussion on -the Buropean election cempaigns and results and the
implicdations was intfoduced by Keith Kyle of Chatham House and by Professor
Cesave Merlini, Diréttor of the Istituto Affari Infemdsicnali,

Ke:.th Kvle referred J.m.tlall.y to the two major d;fi‘erences as he aaw
them betwsen the’ cases of the UK and Italy. The first" uas the very low
turnout in Bn‘ta.:.n -which he attributed in part to the fact that the British
remained unpersuaded “that’ the Treaty of Rome had abolished the distinction
between foreign and domestic issues for all time and as a result failed on
the whols to idertify ‘themselvés with the Commmity, and in part to the fact
that Very ‘few ‘of the candidates at ‘the election were well-lmown political
personalities.’  Oné ‘second major differerice was between the electoral =
systems used for the elections, the first-past—the-post system having':'
distorted the remilt so that 60 of the 89 seats had been won by Conservatrves,
only 17 by Labour and the leera.ls with 12% of" the popular vote ha.d fa.].led
to win a single seat. B oot "

A further major reason for the low pol']‘:":r in" Mr Kyle's vimf,"'h'éﬂ been
the duslity of outlook" affectmb both ma.aor pa.rt:.es whlch had led ‘their
campaigns to come acroas “to the pu'bl:l.c in's miffied manner. In the case
of the Conaervatlve:,Parw, whose lea.der dur:.ng the preced:.ng natlonal
elec'l::l.on campa.:.gn had placed her main emphas:x.s on comr:.ct:i.on pol:Lt:Lcs and
espec:l.ally on the cutting bacL of pllbllc expendlture, he felt that candidates
had Been inhibited from a.dvocat:.ng increased expend:.’ctme in the European
Commmity., In thé case of the Labour Party, which on general grounds '
one might have expected to prepare a far more interventionist prog:raunne o
(advocating, for example, the red.mtnbut:.on of resources 'I:hroughou'b the
Community, restrictions on tranmatlonal companies and measures to

guarantee the nght to uork), a la.rge part of the Pa.rty was in fact
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opposed to membership of the European Commnity and, while we remained in,
1o any extention of its existing:po‘were.‘ . Some i»abour candidates had been
committed opponents of the Commtmitjr and some not, but most of the latter,
in order to persuade their Labour supporters to vote J.n the election, had
not been particularly enthusiastic to preola:im the Enropean message.

Ag for the ‘Teasons which 1nﬂuenced th:.s sectlon of opm.lon in the Labour
Party there was 'the argument tha.t membershlp of the Conmnm:.ty could, by
ite restrictions on British sovereignty, prevent the introduction of a
full-blooded Socialist programme in the event of a Labour election
vs.otory undexr real Soclalz.st lea.dershlp. It was aluo the case that

the ‘I‘rea.ty of Rome, J.nterpreted as a trea‘lar ra.ther than a.e a constltutlon,

| predomlnantly assumed a lan.esez fa:.re, ca.plpalz.at economy.

‘ Another faotor referred "bo by the speaker vas a meneral d.lequ:..et in
Br:.'l:aJ.n endorsed by aJ.l partlee a.bout the Common Agr:.cul'cural Policy, the
one a.sp ot of the Duropean Comxm:m.ty of which the pu'bl:l.o at large tended
to be’ aware, and a.lso its consequences ‘for ‘the ba.;.ance of oon‘cr:.but:.onl
to the Duropean budget . . '

Professor Merlini referred :Lm.ta.ally ‘bo the fa.ct '!:hat in Italy,

althot.gh nat:n.onal electlons ha,d been held onlJ a weeL before the European

eleot:.one, there ha.d been veTry llttle deollne in tumout - from around 88
per oen‘t to a.round 86 per- eent He fel'b that the tumout in the European
eleotlons ha.d been &0 high beca.uee both Europe and eleo'bz.ons were popular

] m Italy A1l part:.es, with a’ ve:r.'y few exoept:.ons on the extreme leﬁ:

ha.d campa.lgled on pro-European Communlty platforms.

Professor Merl:.nl took the xrlewr tha.t the European elect:l.on campa.lgn
in &ll, the Gonmnnu‘ty countries had in. fa.c‘t been dominated 'by nata.ona.l _
1esues. Th:.e had. been predicted and, m.‘l;h the exceptlon of the Ia.bera.ls,
European groupe or federa.tlone of parties had ha,d little mﬂuence on .
J.ndlva.dual nat:.ona.l pa.rtles' campa.:.gns. w:.th the exceptz.on of Brltaln, .

_Profeaeor Merlml did not bel:.eve 'the general tumout was as bad as had
' been desor::.bed Also m.th the exceptz.on of Brlta.lng he felt 'that the .

composi- t:Lon of phe new HJ.ropean Parllammt reflected fe:.rly correct]y

the dlstrlbuta.on of pol:.‘t:.ca.l omenta.tlone in 'the Com:mm:.ty There

was a movemen't to “the rlght but this wa,s sl:.gh'b and d:Ld not J_ndlcate

a marked trend towa:rds oonservatlve v:x_ewe. ) o
Ta.k:.ng the exa.mples of the Bntlsh Iabour Pa.rty and of the Ga.ull;.s'ts,

the spea.ker a;‘gued that those partles whlch campa:.@ed for the E “u.ropean '




Parllament with a programme ‘of oba uacles to i‘urther mtegra.t:.on ha.d 'been
deféated, their euppor‘ters on ‘the Whole, having fa:.led o vote. ThlS :_'
was impor'tant fl’retly becauee it llluetrated an J.ndlrect reacL:Lon on the
paxrt of “the’ people, and eecond.‘l;y' because :Lt a,ffec‘ted the dJ.S‘I:I‘lbutlon of
sea'l:e and the dommitment of I}uropean Parllament members. -

Members Bf the Parllament would’ be Tinked to 'l:h:eee d:.fferent klnd.s
~of loyslty: a) loya.l'l:y to an 1deology b) na.ulone.l loya.lty arld c) loyalty
“%0 “the Burbpean party groups they ‘would JOJ.H together “to J.mprove ‘the role

‘of the EumoPean Parliament and the Comnnm:.ty itself v:.s a vis the nat:.o'q
" gtates. Thoee vho had campa.lgned a..g‘aanst 'I:ha.e kmd of v:.ew had ha,d ve:w
. Jittle success, with the excep'l::.on of’ the F:r:ench Commu.nls‘t Par‘ty, wh:.ch ;
was a gpecial ‘case. ‘ ‘

' Professor Ms¥lini then considered the future role of the European
Parliament; * The Conmnmllar's J.nsta.tut:l.ons ha.d diverged from Jean Honnet's
original plan, the CODJIIIlSSJ.on havmg losn much of ite welght with the role
of govérrtient ‘shifted From the Commission to’ 'bhe Council of M:Lna.stera.
It seemed that the Parllament would Ve the ba.lanc:.ng institution to the
Council of Ministers, "In the treatles, 11:3 role was rather amblguous,
with the CODJID:LSS.'LOII envma.ged a.s "the govemment body and the Counc:.l a.e
the legislatime., It now seemed that the Comm:.ss:.on was ca.e'h in the
ambiguous role, Profeseor Ilerluu ended by ou tlmlng what he saw as the
three important steps in the future of the European Parl:.amen‘t° '

.1 The problem of the budget, its gize and structure, in whlch

‘“the Parliament had a def:.m.te par'b to play accordlng to the
. treaties, .

2 The Furopean Parlisment's possible future influence in the
appointing of members of the Commission and its President, -

%' The fact that the Parliament was gupposed to establish a new
electoral law for all member countries for the: next IJu.ropean
electlone. .
... The-discussion was 0pened by a Britigh contributor.who disagreed with
gsome of the.-xtea_sone for the low poll in Britain quoted by Keith Kyle. "He
referred. first of all to the very low level of undevstanding of the natiie
of the writiten constitution Britain now had. for the first time and t6 the

shock experienced by many people in Britain on.realizing. that. laws could
become applicable in the UK without having been-debated in the Westininater
Parlianment, There were, he felt, other reasons than those already mentioned



for differential abstention on the part of Labour voters: in Britain
many people who would have voted for a Labour Party candidate felt that -
the Tréa.ty was not very relevant to the problems they faced.' There ;wa.s
a feelmg ‘that the whole structure of the T "‘rea”w might be appropriate in
a period of economic growth but not to one of recession and that the
ingtitutions lacked mechan:.ema ada.p‘l:ed to -mterventlomet socialist plmmmg
The tra.d:.tlona.l mterventlonallm aspect of the Iabou.r Pa::ty had never been
reflec ted in the d.ra.ftlng oi‘ the Treaty of Rome. It was therefore na.tl..ral
-tha.'l, ‘the Labour Party should put forward a programe fo:r: ﬁmdamental reform
of the Treaty. Uith reference to Professor Merlz.m. 8 analyele, he suégested
a fourth point to be cons:.dered foxr the de‘ure the need after the access:.on
of Greece and the likely accession of Spain and Poriugal for a re-ana.lye:l,e
and a renegotiation of the treaties., He %hought it likely that the British
Labour Pariy delegatlon to the Parllament together wlth gome of their
soclellst ‘dolleagues, would have a spec:.al contnbu'blon 'bo make -on the
quesﬁlon of th.ch institutions should be reformed in o:cder to encourage
the Comumw 0 be a vehicle of plazm:l.ng in a perlod of rece!a'aa:x.c::n° .

An Iual:.an par‘cn.c:.pant while agreeing m,th the prev:.oue gpeaker's
point abou't the need for more plamming mecham,sms d\._'rlng a. per:l.od of .
Tecession, argaed that effect:l.ve measures of th::.s kind would of neceselty'
mean that the Communi ty would' have 'to J_nrplnge to a fe.r greater extent
than at present on natlona.l scmre:celgn*‘;gr9 “WHich would presumably be '
tnacceptable to the labowr Party.’ o

A British Gonservat:l.ve returning to the low: urnout. at the electlons

in Britain suggested a number of other reasons for tlu_s. The f‘ﬁ:s’c of
these vas a wldesprea.d lack of understanding about the purpose of elec“c:.ons"
people felt ‘hh ,ha.d ‘already voted for the Comrrmn;,ty in the referendum and
did not a.pprec:.ate the need for a further vote m th:.s J.ssue. . Other factors
werg he felt, 'bhen;‘aqt 'bha.t party workers wqre exhausted after the general
and local electlons and therefore the campaign was less efficient than vsuals
the weather on polling day; . and the shortage of petrol in many rural areas.
He algo felt that because many of the candidates were not experienced
noliticians they had: fail_ed to project themselves to their very large
electorstes, '_ He did not -believe that the electoral system had affected
the 'l:L_'t:nout, arguing thac the leeral vote had in fact turned out. al‘bhovgh
the ehances of mnm_ng sea'bs had seemed sll@t There had been a ... . s .uf
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oomb:.na.tlon of several factors at work. .. . ]

. The Chalman at. sh;.e po:_nt referred to the passive nature of the
electorate in Britain, low tunout belnt, a normal feature of loca.l
eleot:.one, especially in the clt:l.es. Unlike in Ita.],;y', the British dJ.d
_not expect to vote very often or to undereta:nd much: a,bout the issues
when they did.. _ : , : )

Dlecussmn then tu:med 1o the 11kely developments w1thln the .

L‘uropean Pe.rl:i.ament wh.tch had just been. elected, One of the .Lta.lq.nn
_‘_parta.ozpante argued that the main polltn.ca.l act:.vmty within the
'European Parllament dur:n.ng the next fow monthe would be the a.ttempt :
to fmd an J.nstltutlonal and pol:l.tq.ca.l connection. between national

oonseneue, wh:.oh in many, member cmmtr:.ee was well-esta.bllehed and a:

N _‘lc_md of Duropee,n consensus wh.lch wag. 8till in its J.nfancy° to eetabl:.eh

on wh:.ch issues. there was a na.tlonal consensus in evexy.European _ste.te.
to trenefer competence to the European 1eve1

N Another contributor gtated thet although she had been in favour of
d:.rect elect:.ons, she doubted w"lether thig wou.ld actually produce
:_Europea.n-mnded a.ctlon in the Parliament, Directly elected members,
 she felt, would be more lz.lcely to give greatexr voice .to. purely sect:.onal
1nteree ss than the nomma.ted members, . .They would be subject to many local
pressures and it seemed unl;x.kely that thle would 1ead, in the early years at
least, to any great exceee of I]u.ropeem.em,_ The la.rge nupber of farmers
._ :Ln the Br:.t:l.sh delege.tlon, for example, seemed likely to lead to.a.
,dlsproportlona.tely large voice for one partmulo.r a.ntereet.

. Referring back to the point made about likely re-negotlatlon of the
trea.tles linked to the eecond enlarnement of the Gommunity, Professor
Merlini disagreed. There was an institutional problem facing the
Commmity and this had led to the appoinhnentof:the.t"three wise men"
who were to report by. October 1979..- Professor Merlini expeoted,._,their_ _
prop.peaie to re1a'ﬁe rat_her.to the question of how to apply the treaties
rather than to that of how %o change them.  Most governments felt that

if the treaties were changed tthge would become worse rather than better.
Thus he . thought tha.t the spirit of the e.cgule communautalre would probably
surv:.ve. He also expected the Comumty to eta.te -the pr:.nc:.ple that the
eﬁm:.seion of new membere could not on each ocoaslon involve re-negot:.atlon
of the treat:.es. He vag not necessarily very happy about th.:.e, as he .,
agreed that the problem of reforming the institutions eximted, the problem
of the separation of the of the inatitutions in practice as compared with
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the theory of the treaties, which led to a number of 'contra.dicti.clms.
But since there was no consensus on refom of the J.nstlmta.ons, ‘thJ.B wa.B
a situgtion whmh would have to be accepted. R ' o

Further dlscusalon followed on the role that sectlonal :mterests
vere 1ikély to play in the Buropean Parliament, Bm‘blsh fa.:r.mer members
it was thought might well find themselves talung a defengive v1ew of the CAP
in conflict with their own government, by representlng neither the UK
interest nor the Commmity interest but ra'l;her the fam:.ng interest.

An Itallan partlc:.pant a.rcued that before conealdermg “the strategien
of the present Duroyean Parliament 11: wa.s important to rea.llze that its
members needed to solve as a matter of urgency the problem of the:.r
pol:.‘ta.ca.l role both in the national and the I}uropean context, 'I‘his‘ -
involved three things: 1) their relations with their respectlve na‘blonal
politicel parties 2) their relations with their respective Duropean
party federations, if and where they existed, or with infoirmal pa.rt;y'
alliances 3) the attempt to redefine the wole of pa.rllamenta.ry g:mups.

In terms of relatlons with the na.blona.l polltlcal pa:rtlee, he thought

that a 1a.rge proport:.on of the newly elected members had no direct conta.ct
with their reapect:.ve political pa.rtles or with parliamentary life at ‘
home, This problem would increase’as some of the dual mandate members
would resign for various resaons, Iuropean MPs would therefore tend -to
feel rgther isolated from their national political life and uncertain 'o:E" the
role they had to play in the national framework, In Ttaly .new mem‘pere
of the Duropean Parliament had received an offer from the Foi‘eig;; Ph.nlstzy
of help in organising their activity in the Turopean Parl:.ament. This
kind of generous offer could lead to a de facto forming of é. kind of
national delegﬁtion.‘ Another example was Giscard d'Bstaing's éuggéstion
of a kind of inter-parliamentary French group in the Europeah Paxlia.ﬁiéﬁt
Thus there were some forces vhich were trying to tra.nsform the Eu:ropean
Parliament into-a kind of" EL_'mpean diplomatic parl:.ament. Thz.s 'tenc"onoy
could lead to a degeneration of Furopean pol:.’c:i.cal life, -

Tt was the task of the party groups in the I]uropean Parllament to
try to spread the European sp:.rlt inside the nat:.onal part:i.es, glvz.ng
the Burcpean MPs a clear and spec:.f:.c role in respect of thelr natlonal
‘political life, They would also be e point of reference to Buropean
party federations, o o | SR
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. A Brj.\t;i.sﬁh‘particigent .who began bjre.sta.ting that he did not himself

.feel emotj'.:onelly, conmitted to Burope returned to the earlier point about

sectianal interests. It was clear, he sajd, that:industrial lobbies,
for example, had become extremely powerful in Turopes and one mist worry
tha.t the European. Parllament .given that it .was a rather amorphous Lody,
might be subject to explo:.tatlon by such preasure greups. Consumer
:Lntereate an the other hand were not well repreeenteﬂ. He had noticed
that, even though tre.de un:r.ons were: well represented, they were increasingly
tu:m:.ng to the OECD for a,ctlon o, the quegtion of multinationals rather than
to the Cormnmuty. o _ o S : Co
Another Itallan pa.rtlc:.pant emphaeleed the fact that the European
Pa:cl:.ament a.t preeent ha.d very little actual pover; ‘at the same time .-
there was no ev:.dence of any great drlve in Zurope at present . towards .
pol:.t:l.cal un:..ty and enlargement would further dilute the political -
meaning of the Cormmma.w. It eeemed to him, therefore, pzobable.that
the Eu:copean Parl:.a.ment would fa.ll to create a political consensus,
He wondered whether there existed, w:.tlru.n the elected members a potential
po.LJ.tJ.cal leadershlp. If not it seemed -that the Parliasment was doomed..
One speaker :E‘elt the whole. discussion go far had been based on the
aseumptlon tha.t we were about to live in a comfortable world, This
wou.ld not ‘be the case during the next decade; , there would be the |
recess:.,on of unemployment and. J.nfla.t:u.on, which had been forseen for gomes
time, plus the technologlcal revolutlon of . e:.lloon chips,. plus the energy
crinis and a nmber of other problems, Tha.s led him to guestion an.
earlier asmunptlon on the part. of meeeeor IIerlJ.n:L that, the accession .
of new membere oouJ.d not lead to a major reform of the Treaty and to ask
whether the present Treaty prow.ded for the poss:.b:.lltv of mtematlonal
a.ot:r.on to deal with the- maaor problems we were fao:x.ng There, were atb
the moment an enormous number of optione which were exoluded by: the
Treaty, and that the pressure for its transformation would confront the
Parlisment and other institutions very clearly in the course of the
next decade,

. Keith Kyle agreed with the previous speaker about the serious
problems which had to be discussed and felt that the Buropean Pa liament
was the right forum for such discussion . The problem was that those
who advocated the discussion of these guestions tended to be the very
people vho sought to prevent the European institutions growving in power
g0 as to deal with them, - There were,; he :zrgued, three factors which
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would lead to.a review of the treatiess -1) .enlargement and especially
the accessz.on of. Spain 2) 'l:he [fact that. the limit would shortly be
reached on the Connmmlty‘ 'own resources’ and 3) if. the freeze were .
rlgg_rpqs}y_ maintained: on ag'rlcxiltllral prices. there would be increasing.
pregsure from famming interests in‘imﬁope'for-,change's in the CAP,

. Another speaker took issue with the description of the Treaty of

Rgn;q as a wholly free. marke't;‘_.g.nﬁtr}unent It was in the case of the-

_,qygjsgma-union,-but in the case of -shipbuilding, eteel, energy, for

. example, there was a great deal of scope for planning if this was vhat
was wanted. It was just that the British Labour Party: wanted the.
planning to. take place on a national rather thén -a’ Biropean basis,-

In Prance, on the other hand, there vere many ‘people who -were ready -
to work for plarming on a BEuropean basis. . The Labour Party claimed-.. -
that the Furopean Commmity had a free market ethos but: had never . .
tried seriously to test this assumption,

An Ttalian speakey suggested that schizophrenia on the questibn'
of free market v, planning 4id not exist only in the Labour Party but
was in the nature of . things. Jean Monmet, who had contributed more
than anyone else to the setts g uwp of the EEC; had been the inventor
of the French Plan, -Any modern economy was of necessity rupning along ...
two different tracks at the same. time: market forces and plamning were - .
not necessarily in oontradiction with each other, - ‘He:ended the discussion
with his own speculations sbout the future of the Furopean Parliament: its
poweriessness might, he felt, be more important than ites powers. - Ve
were entering a period of greater confusion and fraught with greater
changes than we had lmown in the last 20 or 30 years., Institutions '
were: important but one natural reaction to such situations was the rise - ;.
of .movements., . The European Parliament could become a meeting point fo'r.'-';}.--
sectoral interests or, with the necessary leadership, could ‘become’ thg ;.

stage -for a movement of some kind,”
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grton 5 1.::.: \49410831-5 in:texms>of net)transfers: to, the budget.nTherquOB_tiOD of .

T O I, "

.proaquj_w ‘wasileading to: demands;for politioal ;juat:n.oe.} 1L o el m:.

b) agriculture. There was a conflict between food importere and o:x.portera
over the issue of prices, and between Franoce and West Gexmany over MCAs.
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¢) energy. Britain as an oil producer had different interests from
the other eight membex;-sl; and tﬁere were also different national positions
over the search for energv gupplies, as shown recently over the question
of controlling the Rotterdam oil Bpot market,

3) +the difference in the positmns of Italy and Bnta.in Referring to page 13
of his paper, he considered that Bntam 8 longstanding economic condition
reflected the political and social structure, whoae etability and ability to

“rpepist. change produced these economic problems. Italy's problems had arisen
more reécently. BN - - _ -

4) the question of co-operation between Ita.l.v and Britain, This was affected

. by their divergent-interests, by the faot that they represented only 309 -
" . 'of the-econamic weight of the Community, and.by the. need to a.tt!:aot the .
-gmaller membér countries-to their gide, although. the smaller- comtriea wére
more dapendent on the Commmity and the, Frenoh-blgst_.:{_;eman b]_.og__.,_:

o+

The discussion began' by considering the meaning: af .the tems convargmce a.'nd divergence.
Convergence is commonly used .to .mean i) convergence of policies ii) convergence of .

‘ecoliomic performance andiiiy) convergence of. economic interests, Convergence of
~policies was” felt to be particularly difficult becanse of the distinctive aooial and

political structures within member. states and their different assumptions aboui

* ‘handling economic and social problems. In addition to the meanings ligted above, the

term convergence was also used when in fact-the debate was reslly about equity, and in
pertioular equity of contributions to the budget. It was suggested that-the Commmity
as currently ‘established could have very little effect on gonvergence as between mamber
atates, especially with regard to convergence of economio peri‘omance., Ekanr_plea were
given to show that existing sectoral policies in the Commmity still tended to transfer
resources to the richer countries; for instance.Corsica received 34 ecu. per capita from
the Regional Pund, whereas the figure for Calabria was 19 ecu per capita. The Regional

" Fund had in fact very little net effect on the net financial} contnbutlona of~Bntain

and Italy to ‘the Commmity. The policy's ability to sseist economic oonvergemce between
member states was also questionsd, given that governments' national. regional policies had
had only e hinimal effect on divérgence within countries, for exsmple between the north
and the south in Italy and between Scotland and the southweast in Britain,

i PP B
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The" conference “then eonaidered ' the quest:.cn of ccmrergence ‘of " eccnom::.c zjer:t‘omance.'
Although sotie ccntnbutcre felt that convergence "0f" economio: pe::fomance wastan -
”'“eliat:.c c'bjectlve in” thecfcreeeea.ble i‘uture ‘it was ‘shown:that 'thére had’ ‘been’

T S,

some overall convergence of performance inSthe Commumnity:in the 'early - 19708, and in
Ut there ha.d beéﬁ ‘Mo ¢ convergence ‘betieen states than withinef them, “Tt.was:folt
that® the debate "o convergence/d:.vergence was not aotually intrineic”to the: Community,

T hich had Deed faifly sucoessfulin’ dealmg with’this inthe past;<but had arisen’now

Py Ty

because loe redent” extemal shodka!ts7the Com:mm:.'l:y, namely the‘collapee of the: rev
Bretton chde *intermationalffinancial’ ‘gyetem; - the'riging. pmcee cf Taw;materials -and
the" cﬁ’aﬁécﬂér'ﬁt:fuct\'me ofr the” intérnational. econonv Ain general" ¢Not: winaturally, >
different “covntrios had reacted’to“ these” ehocke in”different waye “and . althou@l the
R T < T . S L 2

stronger ooun 7168 "Were©ablé T to Tenot  more effeotively ;in - the shoxt;term this:did.not : e
necesea:r:ily ei@ufy tha.t divergence WaB an,v & p:mblem -for the weaker ccuntriee.l A*'I'he

cwrem e

- i:,

< the extema.l“chali X The Communi ty should - be- a'ble to: a,ct'*effectlvelyaon -‘l:h.‘l.B,
cone:l.'dering ‘that bas:.cally-the Com:mmity vas“defihed in relation’to’the’outsideiworld,
with its members adopting- a“common extérnal poe:.t:.on. { However, attention was drewm R
to the inter-relat:.cnehip between extermal and intermal policies, for instance in
textilee and ehipbuildmg and'-to the Commmity's 8lack ‘of 'euccesa’ in d.eal:.nguwi_thx.f

LR

theee prcblems 80 TR, -twhoss fiuro Puoge gmmxbhinod Ly U el xes aarr ond dot
it *"-{"'-"”\ VOOl LSO et cridgtod, Tan SOL Mg B0y ey Gl It a

ES e '1'01pants thedi debated Italian and British attitudesito’the CommmityiuiFor™ it o

Taes

hletor:i.cal rea.sone ‘there was in’ Ita],v & national® coneensus :.n favour of the Ccm:mmty, .

%i'

“the’ cotmtz:y ha.d 16~ chaneé of' eolv:.ng energy or’ :r:aw ma.'terlala probleme oute:.de ‘the: EEC

‘M'and tharefore’ the-eomm tmént to 'Burope’algo includedthe willingness. to ‘accept: the T
ccete ‘of C‘cmmunity membereh:.p ‘In Britain,* however,’ there was no‘such na.t.mnal

M ok oo o6 s

conaensue ‘and” there * 'were still suggestions' that ‘Britain:could’ survive -in- :Lscla.t:l.on or

LT RS

o ehculd work “‘bowards'a” framevork of co-operaticn which would include the USA a.nd Japan ,Pi'
a8 Woll a8 Vet Burope” The different commi. tmenta. to Europe liad’ led tc‘.‘diff‘e_x.-'ent.s v
Thational rédponses o~ the Buropesn Monetary System.” The Italien ‘deciaion :to: join cthe
EM’SH;d ﬁ‘eehg"':i;i‘fi‘lﬁi;ﬂc‘é&by’f three major factorss i i) wItaly.was willing to:accept. some

oyre. “‘*ﬁn

ccete anamg frcm ‘this" pcl:.tical etep ‘to better integration; . ii) "'therexwere -bagic
dn.fferencee between the S pmpoeal and its 1971 ‘predecessor, with: the EMS ;involving

"r'lkl"\ ek i P |

gcvemmente a.e well ae dentrel: banks** It was felt! that:France and iWest Gemany:would
be’ more ccmm:.tted po‘iit:.cally to."the EMS and’Would:show - more: eol:.dari‘lanm.th ~the i~
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Toao kil o7 Fgeasag s o xmenad od o ofnt sulirinsc Aoy snbing vrom o tenle
v Sl T b d ¢

s LR T

i




ENE

weaker countries., Entry to the system éllemfore became a gamble which Italy could
afford; and iii) Italy welcomed the external financial discipline involved which
would:aid:its.oyn plan-to -reduce 1nflatlon. The I‘tallan 'tra.de unions had also been
in favour.of;EMS because it was seen as a contnbutlon to oonvergence and ‘the
govermment had. also.accepted .the need for meaeuree to counteract the negat:.ve aspects
of the system.- -Italy.considered that, memberehn.p of the IMS had enabled the country
to+avoid the ppeculation, against, wea.ker currenc;l.ea th.ch wa.e mev:.te.ble in the preeent

.gil-orisis, Brifain, in a emJ.lar economc poe:.tlon, ha,d chosen not t6 join~ “the::

sgystem, .- In: further .discussion of -the EMS it was felt that the wea.lmess of the system
was that it did not. take into aocount the external world and had no means of applying
.presgure.on the source of, currency metg.b:.l:. 2 the US dolla.r. On the, other. hand it
was argued tha.t the smatem couléd have a future. role a.s part of new globa.l mone taxy
anangemaniqe. The view ‘that: both’ RS and earl:.er propoaals for BU were, doomed to

" failure vas expressed with some force. It was euggested -that.the proposals for EMO

: and, for the X3 misunderstcod the pol:.t:.cal sltua.'bion in tha.t they involved member
states giving up a degree of natmna.l aovere:.gnty and would .also seek 'bo mpoae
constraints. upon.recalcitrant inembere. The eyatem was bound to fail sooner or later
‘&iven the different economic, perfomance and level of mﬂahon in oountnee a.nd
meitber-gtates' need to defend their own na.t:.onel J.ntereet T

i TP L B T et s - P .

The conference returned to conalderatlon of the Bntlsh a.tt:.tude to the Comunity,
debating whether the British commitment was pnma.r:.ly economic or political, It was
suggested that the economic case for EEC membership had not been overriding and tllat
in fact political: reagons were parsmount. - In the British view, the issue of .convergence

. was 'actually one of equality of contributien. Britain was'reé.dy to 'acce'pt" seme' eoet
as a result of membexship,.but it was stressed 'tha.t there was a rea.l grievance over
the sige of .the net: contribution to the budget, .. Gz.ven the count:r.y'e economq,.posltlon
it would in fact be more.appropriate for Britain to recelve a net benefit. . British
*-defenge of national interests was not seen as. unreasonable, J.ndeed all the maJor EEC

. coulttries usually acted and voted for the.u‘: own da.vergant natlonal J.n'bereete. It was
accepted that the budget issue was pmman]y polz.t:.ca.l and of symbol:.c mportance and
‘also that:any solution could create p:r:o'blems -for. 'l:he other member 8tates as a lower
British contribution would mean that others would have to mcrease the:.r contnbut:.ona

1 4o the Commmity budget. The. British government, it was contended needed ‘to improve

“the formulation of its.objectives and pay a.ttention to the oreat:l.on of 'lmk.a of
confidence'.with other governments., More mderstand:.ng for the Bnt:.sh pOe:.t:Lon could
‘also’ be achieved if Britain .were to show.that in d:.fferent c:.rcumetancee 'i'f}'would
play a more active and positive role in the Commm:.ty, at’ preseh’c the" 1eg:.1:ima.te




Br:.tz.sh grler\rance over the budget dom.mated the country 8 react:.on to ever.y J.ssue.
Brltam ghould: formilste an ambltlous programme -of advance for Etm)pe, wrhh which
the country could identify, and which couvld involve wideranging proposals for ..
political co—o.pera'l:i.on, industrial polioies and Conmrunity ingtitutions,

cm L, CoF ey

-

Part:.o:.pants dleagreed as to whether econom:.c divergence. mthm the: Comum.ty ‘would
a.ffeci, its pol::.tlca.l i‘ubure d.:.sparltles wltlu.n member sta.tes, and also within “the

- USA; “had not- led ’co the bma.k—up of" these un:.ta.. "However, it was po:l.nted out ‘that the
tnred.reseed g:r:levances felt by a subetan‘tz.al section of the population of : the USA
had 1led- to the Clvn.l Ua.r, . e.nd 'there was also an economic. elemént. in- the" polit:.cal
demanda of Scotland and~ Q,uiebec The federa.l tax .system in-the USA, it was “felty . -
ensured ‘gome’ redlstrlbutn.on of resources in favour of. the :poorer regions, . and the
auggest:.on vas nade that even thnwlervel of ‘redistritution.within the Commmity would
grea'bly further the’ development of ‘a commoxn sense of commitment . to the EiC, This
common senge of: commtment was one of the. features which distinguished’ :.ntegrat:i.on
i‘rom mterdependence. Interdepende:nce was defined as the J.n'terpenetra.tlon 'of . the
‘écofiomic structures of va.rlous cmmtmes, whereas integration wae a. conscious guided

process dealg,ned to harmomse condlta.ons among the: comtnea involved,:. The _argument

over convergence and divergence became important if the Community were seeking integration

as this involved harmonisation and a poeitive attitude %o active policies, Convergence |

of policies was seen as an essential element in creating a body which differed
philosophically from other intermationsl organisations. The conference agreed that
the EEC was philosophically and qualitatively different from other organisstions such
as the TMP and the OECD, 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 form with Britain a counterweight to the
Franco~Germsn axis. As this had not happened, Italy would now hope to seek allies
among the prospective members in order ito form a southern group. It was generally
agreed that there was in fact no poseibility of an Italian-British axis on the French-
West German model, as the political ingredient of the latter was not present, However
there had been inatances of joint action by Italian and British representatives at
Commnity meetings and it was felt that a working, tactical alliance between ministers

and officials on issuwes of common interest, such as the budget, would be ito the advantage

of both countries. It was also suggested that the Franco~German alliance was not as



-8olid and.effective as.it’appeared, and that this-was one of the ressons. for the
. Commmmnity's failure to develop a.dequate regponses to. the extemal challenges 11:
faced,.. .. ., . .- ' -

Regponding to the discussion Dr Hu again raised the questioh of integratidh and
::-interdependence and whether divergence matters to the %nm:umty He felt that

‘the. weaker countries:could not.in fact hold the. others to ransom, partly because

- - they would not wish to jeopardise later action affecting their own vital mteres‘l:a,
and partly. because -the stronger countries could always bypass existing institutions,
He illustirated this with reference to- such successful European ventures as .the, . .
Airbus, Burodif and Urenco, which were outside the framework of Commmity
institutions; In his opinion the.pessimistic views expressed about the future of

w7 the BMS had some validity if the gystem were seen only as.an exchange Trate mechanism;

however the intended creation of-the ecu and the pooling of reserves were probably
‘more: important, ' Finally Dr Hu responded to the .guestion of the philosophy . --
underlying  the Community. The creation of a commumnity involved common goals and
the transfer of alliegance;. not just the pursuit-.of.cbmon interests, and he queried
~ . whether these conditions were yeot satisfied in the case of. the-EEC,

M.3B.
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Introducing his paper, Louis Turner po:mted to three areas which'he thou@'rb the’ Sonference
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1)} VWhat wvere. the gtructural dlffprexloea between’ the British and Ital:.an economa.es

o

t e, g gl veiDORL et tot O grrodacn ST IO Moytes i e age T G
LVELSh Blent, Lsd o ffenant porosstions of aid Hackings'tfind inghiess i
et SOT8, 530 Bouly Dby brlaliotn oousonidht 13 pbeutenlel o' Tne T lors
apprehesns;ve of competxt:.on becauge 1t 'waé losmg jobs in manui’ac'cun.ng induatry
CoulLTAY LISk Anide T IR a o Deadle oreonel maer R age I
to a greater extent than Italy where manufactunng :.nduat:y wa.a still grawmg‘?
Or did the high percentage of Italian employment in the clothing sector - about
22 per cent - affect perceptions? Did the fact that Ttalish Btabe uned 2riF
wieT o Veommpanies - were ‘generally more’flexible thanitheiyr British.counterparts:make Y
SR Zdjigtment easier? ‘Were Italian trade:unions more:comuittedito free. trade than
tﬁéir'~.B-iiifiiaﬁ'-'éqiﬁ;f olénte? i e of e od nsdd vheey aznl Tew nasies 4T
w09+ Theo a.dvocatea ‘of ifrée: trade felt that Uk 'governments:had  not 86 far pursued ,very
vod successi\zl policies’of- “ivdustrial ’adjus’f:ment,'ioonta.nm.ng tostback’ losera' by
ot }"supporti'z'ﬁ;' losssmaking ‘enterprises in7gactors. such ae:ateel* and ghipbuilding,
% yag' Italian goveMentipollcy more: successi‘ul'h. gl enttaea ol ol gl rootos
frmmzgya Ware' there differencesibetiieen Br:.t:.eh and Italian’ tredetpolicies: towards iz
Gl 'develop:.ng countnes" oIni part:.cular, what vaa)theiItalian’ position on-the o
73" Buropean’ Commmimi ty's' attemptg iled" by Br:u.ta:.n and France; .to’>secure;pexmission
5 FUfYom thedéevelopifiz countriea’ tor :.ntroduce*a*selectﬂeaafeguaﬂsrco&e in* GATT?
Did Italy have a special’ relationship'with'a’particular set!of:NICs. —.with .

Yugoslavia or Spain for example?

- . . . v
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Perceptions'of implications of exports from NICs: AT d BT msh Friog Cagrsee od
I%;Eii'énr"";ia‘x&ibiﬁaiité ‘elaborated’ vicws on ‘the’ growthof. exports from NICs.and-the need

for mdustnal adauaﬁ:i'e'ﬁt by the ‘advanced:industrial-countries, s So- far: there was-

little 'direct' coneer in 'Italy‘ “on {job displacement:resulting from NIC:competition,
164 Ttaly Wan etill’a het-oxporter in'hany irdustries’end sthe impact of, competition:from

neyw producers in third markets had not been studied in any detail, It was suggested
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that the public sector, rather:than- 'be.mg flexible-in its approach to adjustment,
had so far had a negative impact., If anything, private enterprise had tranaferred

oLt wr T T W

its problems to the public sector; a. number of private companies had managed to
adjust successfully by Bell:i.ng out 'bhe:.r pla.nta in Italy to state holding
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companies, retaining their brand name and’ esta.bllshmg manu.factunng plants in
developing countmes. Cloth:ul.g compam.es ha.d, for example, set up in Romania, vhere
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they could manufacture on specification “without ‘the need to- invéat capital. However,

f,stgte holding companies were now beginning to realize that this policy could not be

wheZaaT L Lia LAY BHUTE BUNLT OT J0anfCO TRLOP) RIUGND (Eocny oo ceplofio i
pursued indefinitely. IRI was affected by NIC compet:.t:.on because offthe
1xobiongs dilain
concentration on sectors in which the company was involved such as steel and ship-
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'bu:.lda.ng and ‘reorgenisation of these sectors had ata::ted. However in one area of
71\3..,.. G U4 AL UDLEL DI A0 RO ESTIG fASIATIEY O a3g) e ler o
collaborat:.on with NICs pnvate companles were ‘aheads that of colla.bora.t:.on in
Waste o € 0 GRM TSI L L LS A S ST AT DT -\f‘,,er_.,_hm-—q, BitL _’H!qq BT oot

, trangmitting technical ex‘pe:r:tlae. It wa.a true that IRI was selling steel technolosy
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,Lto Brazzl, _‘but pnvate flma were ahea.d in esta.'bl:.shmg plante overseas.
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Trade union at‘t:.'l:udes B .47 jart
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The .a.tu.tudqs of:; I'bal:.an trade.unionsihad. changed -8ince ithe ear]ye,197Qa,,as the rate

The unions were less rea.dy than before to accept thje;need ipr;mdqgt;jlal‘:;g;;dd.

“ire regionalmobility,:-and ;were:increasingly; resistant,to, industrial -adjustment.; A:lnew

corporatiam'.was’developing in;which management, and-unions;were;vorking together
toipreserveindustries;and jobs,ztBusiness could -use. 'bhe~p011t1cal mﬂuence ,of the

B

wnions in order to secure new mves»tnen-t-.-for;sectprs-or,-plant_s .m dlfflculty. So
to change .than* .thelrJBntlah;comterpar‘l?s,:-ye,tlon 3t§hqu othg;tiha:;d__‘ ‘_thqyi pggp_e}yed the
fineed' for:adjustment and-had given:some ;'indications:._-.that.they would.accept.change

¥if)the process:wasiplanned and,negotiated, Inter—f:.m mob:.l:.ty. would be accepted,

for'example,” if:there wassan obvious demand.for 1aboUl.icor e & oy g wietl SHG
. - . - - e A - [ ot el
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Relations with groups of NICs
The general point was made by Italian!participants:that}the’ NICs were!6by. nd. means!

is*va -homogenous 'group, = Italy, would- .favour measures takan at. the mtemat:.o,nal level
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which would- encourage. the:expansion of, industries in developing countries, w:.th 1

o bl I'

large internal’ markets,re.&.:India or Brazil,, rather, than those vhich produced ,,

1 for. export,e.g.: Hong Kong- or.South Korea,: As far as.special interests, mpag:'t:l.oular

beveapur now 3] Jldalon g aF s meed Fon .’ cRusteg il Lo cune TR WL
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NICB was concerned, Italy certa.uﬂy considered she had a apecial relationship with
southem Eh.u:ope, in part:.cular vith Turl:ey, ‘Creece, Spain and Portugal There were
obv1ous polJ.tJ.cal motives in develop:l.ng close economic ties with these countnes -
preserv:mg stab:.lli;y in the Med:.ternmean being a prime cons:.derat:.on. Similar
considerations also applied to developing ties with Eastern Burope. However,

it wvas asked, how would Europe cope with adjustment within its borders after
enla.rgemen'b of the Comnnm:.'by, and how would Yugoslavia and Turkey fit in? Ttalian
part:.c:.pants ngges‘ted in reply that there had been little d:.souss:.on ‘of theae
Bpeclflo iswues in the context of mternational economic policy. "In principle’
Ttaly favoured enla.rgement but vas aware of the potential problems, especlallv in
agm.cult\me. There were demands for reform of the common ‘agriocultural policy.to
take acoount of this. It was suggestod that enlargement need not necessarily be a
burden for the Ccnnnuniw.' The experience of the development of the Italian economy
ms:.de the EC showed that membership not only stimulated trade but also provided

an opport\mlty for other mombers to influence the social context, bnngj.ng wages
(and soc:.al benef:.'l:s) up to the level of the rest of the Community., Outside the

EC Spa.m, Greece and Portugal would continue as NICs with lov-wage economiea, e
producing chea.p labour-mtems:we goods' “but inside, they would no longer be low=-wage
producers and would therefore offer less intense compotition"to other member states,

In contioot to southem Eﬂmi:e, the emall Dast Asian countries were seen as tyild
exporters vhose products 'Italy felt less able to accommodate. One problem was
the failure to develop any reg::.onal co—operat:.on in South Ea.at Asia, Unti'li recently
Japan had been a dlaruptz.ve influence in the intematlonal ‘aconomy with no. stabilising
‘ effect in South East Asia. As long as there was little or no reg:.onal co~oparation
in South Tast Asia these countries would continue to put pressure on the intemational
market, We should theréfoi-e, it vas a.rgued," treat Japan as a special"ca.ae, taking
ruthless measures if necessary to force her to take more responsibility for fostering
regional integration. It was pointed out in reply that there were important reasons
for NICe in South East Agia producing for export. As with Japan,' they needed to earn
foreign exchange to pay for increasingly costly imports of energy and other raw
materiale from other developing countries; Nor was it the case that Japan did not
trade with other Dast Asisn countries, There was more trale between Japan and the
adjacent NICs, a Britiah-'participanf ‘obsexved, tha.n between the member states of
the EC and South Buropean NICs. Uhile the area of an East Asian co-prosperity ephere
led by Ja.pan might be polit:.cally hard for e.g. ASEAN members to accept at present,
there were Bigla tha.t J.t might be developed in the futu:m



':Regional co-operatlon had also been elow to deve10p in Latin Amerdca and preepecte

. were if anything less hopeful then in the paet Brazil vas abeorbed by the

problem of “the gTOWLng gap between the two-thlrde of the populaxlon providing
cheap lebour_and.the“one thlrd of hlghlyrpadd, well-organised labour,

An. Itallan pertlelpant pornted out the probleme aeeoclated with induetr1a1

development in developlnb countrlee, wondermO whether the advanced countrlee-
ehould be encoureging their 1ntegratlon 1nto the 1nternat10nal tradmng syeiem,
Delayéd lnduetrial development could create imbalances, as in Brez;l,,w1th the

l-l'

_.advancéd eeotor remaining epeclalleed and attractlng more reeoqrcee.:vﬂhe preblems

of unbalanced patterne of development had been olearly demonetrated -in.Iran,

~ vhere social’ “demande had been encouraged, demands whlch could Epu be satisfied,

R YT

. Developments in Iran had. had far reechlng effecte in our own economies, and At

*fimmedlate effect on employment ln specific. eectore.

was in our’ ‘6wn 1ntereete to examlne how we couldhaeelst Thlrd Uorld countrzee .
towvarde more belenced development of the ehole econonty . Advlce through o
1nternat10nel orbandeatlone was one pooelblllty Trade and adJuetment pollolee

therefre” had coneldereble 1mpact on the lnternatlonal .economy,, beyond the

e et I "-_l.)__'.-.l..- B
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_ Louis Turner agreed on the significance of this argument and p01nted out that

=

" gome NICs wore well” auere of the pitfalls of unbalanced development. The

dletrlbutlon of wealth™in Korea and Taivan wag relatlvely balanced- Mexlco
wag not" preceedlng flat out with the development of its oil reeourcee ln order

to-avoid the tenelons whlch had arleen in Iran, Any pollcy adopted by the advanced

'1nduetrial couritries, whether we encouraged them to develop 1nduetr1ee and kent

- N

o oux markets open for their goods, or uhether e Dretected our 1nduetr1ee agelnet

thelr competition; would have 1mpllcatlone for thelr eoonomlc development, He

'argued that protectlonlet pollclee could have a very detrlmental impact on the

erall development 'of NICs, For example, South Korea had bullt up manufacturdng
of colour TV sets on the grounde that it had a comparatlve advantage over the.
Us. But ‘once ‘its 1nduetry had been eetabllehed the U5 had blocLed its exports

_end korean ‘capacity was now lylng idle, w1th obv10ue adverse effects on

employment. Slmllarly the dfrlcan countrles whlch wvere beginning to develop .
clothing indusiries on a emell ecale were concerned that the advanced lnduetrlal

f, countries wanted to 1nclude them in the Multl-Plbre Agreement as soon as they

hecame slgniflcant exporters, thereby harmlng thelr chancee of develonment. (He
added that the Chatham House proaect was not looklng epeclflcelly at these



exporters nor a.t 'bhe pOSSlblll'bleS for reg:.onal co-opera.‘hlon 1n Weet Afr:.ca, but

. Was concentra.tlng on more advanced exporters )

. Anofher Bri'tieh pa.rticipent agreed that Ait -we.s extremeoly hard - if poeeibie at all -

. for the AICe to de_ca.ce patterns of econom:.o developmen'u to Third World countries.

'oommentlng ﬂenerally on our percepm.on of the 1mpllca.tlone of the WiCs development

'Loule ‘Turner '-rgued tha‘L J."G we.s ha.rd to make ou'l: an economic case tha'l: we were

= he.:r.med overall by moreaemg 'trade with them. OECD eta,uletloe ehowed that the o

overa.ll balance of 'trade ‘between a number of NICe ‘and the OECD countrlee wa.s
fevoure.ble o the latter,, although it should be remembered tha.'i, Japan was J.ncluded
in the OECD and_ th:Ls dletor-ted the plctm:'e to some e“uent. There were
oppor‘bunltlee for us to expoxt ma.chlnery, machine 'boole, e:l.rcraf t, for example.
The East Asian WICs had learnt from the example of Japan 'bhet they would only
receive fair treaiment for 'bhelr exports :Lf thay 1loera.l:|.sed the:Lr ovm mpor‘t
pol:.c:l.ee, th.ch Je.nan had been elou to do. There was a 'Lendency to blame the
pene'tratlon of UK ma.rkets by NIC mporte for the troubles ex'pemenced by many

eectors of UK mduetry. :But our bala.nce of tra.de WJ.‘Gh the WiCe was etlll

_fa.vov.reble, and our mduetry g iJrobleme viere based to a o".reater extent on oompet:l.tlon

from 'uhe North! - oo other Connmma.ty counur:.ee such as Ge:many - or on our
fa,llure to Leep up with teohnolog:.cal changes or reepond to dlfferent demand
patterne.

The AICs! regsponae

~ Nevertheless, 'bhe OECD e’cat:.etlce showed that the impact of NIC exporte dlffered
-among. the advanced 1ndustr1al countrlee (AICs) Britain and Frnace were ha.rder
‘h.].‘b the.n West Gemany or the Ne‘l:herlands, for example, who had succeeded in

moving up-mket concentrat:.ng on producmg hlbher-technology and more
eophlstlcated goods, These dlfferencee in 1mpact raised eome atmva.:cd pro'blems
for a co-ordlnaced reeponee from the AICs. The second part oi‘ the SeSB].Ol‘l concent-~

rated on this queetlon, in pe.rt:.cular on the role the European Community could

play, both in rela.tlons m.th the NiCs a.nd in the J.ndusmrlal adjustment pol:l.cles

of itse membere.

) Du:copean Cormnunlty—NIC rela‘t:l.one

Yas there scope in the Community's Medlterranean pol:.oy or. through the E‘uro-—Arab

Dialogue for influencing the NICs! thinking about the direction and scope of

industrialisation? ‘It wae argued that the Buropean Commmity should sbove all



encourage the develoPment of regional 1ntegrat10n, 1n splte of the fact that most
:atcempts at regional. co—operatlon by developing countrles had falled so far.
Economic co=operation between the European Community and Eastern Europe was vital;
detente must be carried cut in economic as well as political terms. Ye should
consider the relatlonshlp between Horth—uouth and Eagt-West problems. Alenb with
the Germsn SPD, many in Italy eon31dered that Eastern Europe mst be made aware
‘that it wae part of the Woxrth, So far, Bast European countries had” behaved as
~§‘seuthern' = ralelnb large loans, exporting aggressxvely * There wa$ a need for
‘a common EC p051t10n on this, It was argued by a British participant that the
preeent UK pollcy on dumplng by Comecon countrles vas not satlefactory.' Whlle
"falllng to act against Russian dumped goode, we were at the same tlme extendlng
hlghly favourable export credit terms, enablmu the USSR to modernlse and penetrate
oux markets further, ' ' R

~Re1at10ns ‘between the Community and the Medlterranean nonmentrant countrles were
a maaor concern of the Italian government. The JAI was embarhxng on a ‘research
pro;;ect ‘to siudy the quest:.on. A.n Italian pa.rtlcq.pam, was optimistic that
_poeltlve co~operation could be developeds; the Communi ty could offer technical

l ass1etance and: industrial co—operatlon, for inetencé. Here, too, the European
Communlty ‘should endeavour to promote reglonal 1ntegrat10n= in the past,
polltlcal differences between Arab states - which Turope had done nothing %o

discoursge - had been an obstacle,

AdJjustment policies

An Ttalian particivant argued'that there was no reason for the AICs to continue

to keep up development of manufacturing industry in all sectors. The BEast Asian
NICe were coneentrating on producing for export in some sectors and continuing

to import goode in others, e should attempt to specialise more in respdnse 1o
thls.' This was one conclusion of the ‘recent TAT report on Italy and the New
Internatlonal Economic Order, As far as the UK wag concerned, a British
partlclpant avzued that not too much weight ghould be attached to the problem of
the Lancashire textile industry, which had tended to atitract attention on account
of political pressures exerted by IMPs with marginal seats. But it remained to

be seen how far the new government would allow its free market philosophy to
extend to allowing market solutions to the adjustment problem and to international
trade. One question requiring attention was dumping: it was not yet clear whether
preséent anti~dumping legislation (now transferred to the Buropean Commmity) was

effective enough, - is far as moving up-market was concerned, some Minigters



had argued in favour of a high exchange rate for sterling so that the UK could
equlaﬁg Germany.in_produqing=higher quality goods. But it was questionable whether
our economy was; open -to such developments, It was not entirely clear:what sectors
the UK could move into apart from relying to an even greater extent on invisible
exports, UWe had fai}ed go far to cut down shipbuilding capacity.

Trade poliqy wag not only variable.: The point.had been made (e.g.. by Lawrence
. Franko) that the NIC drive to export had in - part been prompted by difficulties

: 1n raiging finance on the 1nternaﬁlonal ‘arket in 1975 and. 1976, At present

_Durodollar markets were geared to short- and medium-term lending and the only
development projects which 1ooked,fea31b1e were export~orientated,, We should
aﬁtggp@ to develop.larger and more dlver81f1ed financial facilities. that could
cater for longuterm development needs.: Present policies of keeping reform of
the 1nternatlona1 ‘monetary system separate from development were shorb—51ghted
‘and politicelly unwise, - .- i

‘The role of ‘the Furopesn.Community

What role could the European Community play in adjustment? It was srgued that,
because consumers in advanced industrial countries were badly organised on a

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

. . particular industries or local plants. = an unholy alliance of labour and management

to promote protectionism, This suggested that there should be more action'on
adjustment at Community level, where there was no direct nexus between FC policy-
. making organs -and geographlca; pressure groups ‘as there was in national parliaments.
But whereaS“there'ﬁas a Community position on trade policy, industrial .policy was
lacking, The Common Commercial Policy was therefore being used as-a substitute
and was generally being used to promote structural maintenance rather than
adaptation., Governments did not need to accept the idez.of positive adjustment

. 8o long ap they knew they could exert pressure at Council of Minigters level to
maintain protectionist trade agreements“suchuaé-fhe MFA, Yet the EC level was
the most appropriate for &eveloping industrial adaptation policiés° Rartly
-inaccount-of the ideolpgical.bent of some of ite membérs‘;yihe German
‘Government's dislike of restricting imports without industrial adsptation was -
~one example - it might be possible for sufficient pressure to promote positive
adaptation to be exerted at Community level, The incentive ‘would be a threat

not to renev restrictive trade agreements., Furthermore the burden of adjustment



fmlght be ehared more effectlvely among member states in the context of a
_Communlty—w1de lndvstrlal pollcy. It wae doubtful whether we could’ go on mach
longer Ulthcut such a pollcy uhlle malntalnlng a Common Commerclgl Pollcy. o

The conference exploredrthefproblems'sufrcunding the development of a Community
1ndusbr1el pollcy. It was suggested that it would be difficult to agree on
1nternatlonal trade and adgustment pOllCleB u1thout involving the US, and mhis
p01nted to the use of the OECD as a fcrum for worhlng out such pOllCleS. But 1t
wos p01nted out, the OECD m¢ght be a ueeful forum for debate, but did not pOSsess
the Communlty's powvers. of compelllng governmenus to act Another prcblem, whlch
might also be overcome by u31ng the wider forum of the OLCD, was the deep
phllcsophlcal snllt among the Commmity's member states - partlcularly ‘betirésn
FTence and to some extent Italy, with dirigiste tradltlons, and Germany W1th a
more llberal phllosophy Plnance, industry and government interacted in. =
different ways in different member states and this provided further barriers to
economic co-operation. 'There was considerable overlap between the public and
private mector; and a further problem of distinguishing-petween~direc%,andiindirect
government subsidies, There might therefore be a vole for the Commmnity in drawing
ﬁp rles governing the uee.cffsubsidiee,_both tc'indus%fiec-interﬁeily and export

subsidies,

The. case for a strong Communityrindustriéi policy was put by an Italian participant, .
- It could provide the sitimulus to Suructural change and inmovation which was so
ldacking in Italy and the UK, Italy had lnsufflclent regearch and development
capacity to maintain the rate of. technologlcai 1mprovements in the petrochemical,
stell or automobile sectors, whose rate of development uae congequently slowing
“dowri, A Cormmon industrial pollcy could help to overcome the political consiraints
on adjustment, Instruments did exlst under- the Treaty of Rome; - Article 92 on

state aids provided scope for developing rules on subsidies; and thére were -
opportunities in government procurement policies at national and Communityiievel.

We needed to work out together some incentives for greater labour mobility,

Others remained.sceﬁéicel about ‘the pcesibility of developing an effective full-scale
industrial policy. Hember etates accepted Communlty level. actlon in crisis-sectoxrs
but were reluctant to move to other sectors. ‘The’ mlnlmallsc attitude wanted  common

_ ”Oals without common 1nstrument | ‘the nmucunallsts called for common goalse and

common instruments, but this 1mplled 2 degree of ingtitutional reform for which,



it was argued,; we were not yet veady. Non-tariff barriers to irade were so

deeply rooted and governments could intervene in so many diverse ways to subsidisge
activity; the Italian government, for example, did so by extending credit to
bankrupt businesses or by talidng over businesses in trouble, How could rules
poseibly be enforced at Community level? It wos argued that the best hope

world be for the Community to establish policies which were additional to

national ones, along the lineé proposed by John Pinder in his argumentes for the
'extranational Community', Tor example, the Commmity could establish a scheme
for unemployment benefits, alongside national gchemes, with the aim of encouraging
mobility. Or a common subsiéy gystem could be adopted in the high-priority

area of energy, again additional to national systems, It was important that

these additional instruments should not involve rigid rules vpreveniing
governments from introducing national schemes and purswing national goals: this
wag the trouble with the CAP, vhere some governments had ended up imposing their.
national goals on other member states. They should instead be flexible
inatruments, not neceassarily involving all member states in any particular area,
The fact that economic philosophies differed was no barrier to this type of
development, sc long as diversity was adcepted. After all, considerable
differences in economic practice or regulations could exist among regions

within a single member state.

Pinglly, it was asked, what was the role of the oil-producing countries in the
petrochemical indusiry. Was it a special problem because of the produvcers!
leverage over the est, or did it pose fewer problems of labour displacement

on account of the industry's capital-intensive nature? Japan was developihg
refining capacity in South Egat Asia so as to reduce the threat to supplies
implieit in nmoving refining to the producing countries, What should Europe's
policy be? Louis Turner considered this guestion in hies concluding remaris, He
agreed that the oil producers had a distinctive role, It was logical for
petrochemical industries to move to oil-producing countries to take advantage

of the supply of cheap natural gzs=. Howéver, Saudi Arabia was applying extremely
rigorous standards to the establishment of new projects and would only go ahead
with schemes that made gense in economic terms. But since petrochemicals was a
high~technology industry, the AICs were bound to feel that they could not afford
to let it relocate entirely. Tor the moment, on account of Worth Ses supplies,
Horthern Burope 4id not face the choice between the decision of whether or not to
allow refining to relocate, But for Southern Burope there would be a choice,
between investing in refining locally and re-locating in the Middle Fast.

A-M, W,
July 1979
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It is now generally agreed. by obsewers ‘of the Buropean’GCommunity:that!
it has reached a ckitical" phase in its development and "tha.t*over the& i
next- two 6r “three years ‘somé importamt choices will haveito be madé it
on' the essential purpose’ of the Codmunity. ' Threé’ different paths’

of development can’ bie ‘geen, involving either contirmed- integration ©
through the" development of more Community instruments and policies, -
or mainténance ofr 4 'steady ‘state' based on: the éxisting acquis i ¢

communautaire - achieved fihdér the framework: initially .eéstablished by '~

the Treaty of Rome, or evolution into a much: looser grouping based ...
on ‘cooperation in limited ‘spheres of common interesti The Member.--
States’.of the Community have; in varying degrees, accepted . that the - .
Community needs to be re-evaluated in the-light of .its further en-: ;.
largement to twelve members and the continuing turbulence in the world
ecoriony’; -at this ‘month'e meeting of the European. Council in .Strasbourg
the heads:.of government are due to consider what role the Community
should play in contributing to greater convergence of. economic .
performarice -and reducing the dispariti—eai.-,be-bween the. economies of. .. .;
Member States :‘through its commén policies. The.xrecent publication -
.by-f the Commission of-figures for net contributions.-by M@mbgri\-St&:{;eB',;.
to the EEC budget;which show that Britain.and Italy as "I_;yq,;:aip;ﬁ',:., the . .
poorest -community- countries.are by far.the largest net contributors .

1)

while Derimark*(the. moat. prosperous) -is the.largest .net, Tecipient,.

P



have added fuel to the debate over the role the Community should play

in promoting economic convergence.

This :Lssue of ‘ecoriomic* divergence aiso 'underlle*s the del:.beratlons
of the 'Three Wise Men' who are’ currently preparing their report on
| possible adjustments to the machinery and procedurea of Community
institutions .'igegt_zig;e.d,;,foi: the. proper operation of . the Communities....:
and. for, progress tovard Furopesn union!,(2) for submission to the,.
Europgap Council. m October this year,. Although:’i;t;g..groulti,!:-pe.,_po_i_x}?tff
less to speculate on what. gifts the wise men will bring to. the summit,.
it dq_eg,‘.séep;, Amportent; to,re~examine: some .of the.basic.assumptions of.
the architects of the Treaty of Rome .thc_h established; the EEC.and . ..
has guic}g@;;;it_g de;r_e;,lopmen_t- for over. twq_-..decages.__: ,In the current .
deba.;pe over ,,the-;,fv;ture role of the Community, thefundamen:cg.l RO
question.is whether Britain or.any other, community. member is justified:
in assuming that the EEC. ~ as it was conceived .and:as it has, evolved -
has -any role to .play. in overcoming -divergences in economic siruciures,.
policies and.Pe';rﬁo'fmance between the Member States. . :

. Bo . put:things: more.bluntly, -can we. agree that the EEC's objective
is to.create a community of .equals; or does-the Treaty of Rome's cally;
for 'a harmonious development of economic activities,.a continueus.. -
and balanced expansion,: an ‘increase in-stability;.an accelerated . ...
raising’'of ‘the standard of living'and closer relationsbetween :the: . .. .
States'-'.(})“f‘:imply not egquality but the preservation.of diversity in'an -
era of’economic :interdependence?’ If ‘the latter is the .case; then it. .
is clear that the.expectation of. some British policy-mekers: that .the .
Comrmm:.ty céan be used~to.overcome. economic. disparities. through the -

transfer of resources is unrealistic and unjustified, and that if the



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
consénsus” which® départs ‘from the econémic and politicél'aﬁauﬁptioﬁs

of the EEC Treaty.

~The Founding Fathers 'and their Vorking Assumptions

If wé gé back t6 the formative yéars of the Community, we find that
neither thé Spask Report (which wes acceépted as the basis-for the
relarce europdeitfie by the six Foreign Ministers in Venite on 30 May
1956 ‘after less thén two hours of discussion) nor the Treaties which”
closely -followed it, ever p::"e‘ci“'éeiy défined what wis meant by a
'Commion Madket!, except that all agreed that it irlcludéd a Eﬁétt;mé‘ -
union whose implementation was programmed fairly closely. WhHat lay
between ‘that minimal state of negative integration and the distdnt
peak of 'ever closer union' was, in the phrase used by one ‘analyst, -
ta good deal of mist and dead grownd'. %)
A

'Nevertheless, the Spazk Report and the Tredty ‘of Rome can tell
us a good deal ahout the working assumptions of the founding féthers )
as they sought to achieve 'common bases for development' and the
tprogressive fusion 6f farkets! in Euféﬁé. Thew%ﬁﬁﬁk Report stréégéd
growth rather thAd eqiity: 'In an expanding economy, this division” '
of laboud ménifdsth {{s31f less by the diaplacement of existing
prodiction than by 4h even more rapid deéél%ﬁﬁzﬁf;'in the cofiion
interest, of mére ecohomic forms 6f‘ﬁroducfioﬁ?;(5) Aitﬁbuéﬂ‘%hé'
Report was preparéd to justify if certaih’ temporary situations state
aids, regional assistance, and derogations from the Treaty, it did

not expect long-term disruptions to emerge from the creation of a customs
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union and stressed that the orsation of & large market under conditicns
of free competition would benofit sll . nmeubars.

Indeod; the Spesk Report made it cloar that national economie polisien -
might well wndsrmine the advantoges %o ba"dsrived'm & common saxkets
The role of the state in the modern economy is also evident in the
ddvargences vwhilch eash oan bring sbout in the ‘1ev§1a of ecopomic sotivily
or pricen. This cardinal point wderlines both the risk sad the opportunity
invelved in the oreation of a common Matj(é} The opportunity wes to
coordinnte 2emo policies in cxder %o overcome balance of pamm:ts
problems wh:lah hindemd continued oxpansion, apd ?hmfm the common
market could only coms azhout if a transiticnal pericd meds possidle shma
in dacﬁ.a:ton-mking to ewtoblieh common rules whose implesentutiom would be
overseen by Commmity institutions. One of the sssentisl aims of the
institutiona would bs '%o obtaln & convergenss of efforts M‘Mn%ﬁn
metm stebility, a high xate of employment emd o h:l@ lavel of economic
sotivity,{7) |

When we sxanipe the Treaty of Home, we find that its provistons for
tho oreation of the institutions of the BEO drew upom BOSC exporience, but
thet the balance of power detween the Council of Ministers, ropresenting
nonbaz-states, and the Comission, Tepresenting the 'Cosmunity interest’
ved zather different from the division of powor batwesn the Counoil end
Eigh Authozity in the Coal sad Stsol Commmity. In part this was & reflsotion



of the more pﬁan—endnd naturo of the EEC in comparison with the Iimited '
f‘fmctiom of R‘.EC, but olse it m e p"o&m-?; o.*.‘ & mﬂllinqmu ‘ba mt
aupmtim& povers 1£ *“w coum o mmﬂ.pv;.!.am ana mma as m.t mﬁ |
his colleagnas in '%:he Ei@h Iauthorit:r hod &oaa. The m:tty*n mp‘nnil en thn
viztuas a: the free mke*h laé. it %o gj.ve oz:ﬁ;r a aemndm m].o to aoﬁviti&d
and pouc.tes dssimed to ooxract :Lm'ba&.aman o*' Mvnxgmu, mnh 1t rasudna
&8 helng largely temwsxy m megtiena&. &nd eﬂuld be mmm”a by SaTe.
ful oa-ordina.tim of na%.mm socnomlo yolﬂ.eiw.

’.l‘hc 'I':r.'oa'l:y pafov:l.dl!d e da'miled. Hnoteble for o in.tt:lal otlgu of ‘tho
comnon narked "‘hron@ miaiom for 4ho abolition of intmsi tuutl m
the erection af & ocmron extirpal miff, and 1t aatabiishod px:!.noipln and
gniﬁalima for a suEn w*imltaml po‘.u.oy. On othexr mttm it van moh
lonn moif:l.c, gnd itﬂ Hb@zal free, mn@t ;hilomom tmdoa to :'CM
- momsures to oomot &ivermen or mmmas axising m tha mntiun of
the custm union ea either m.mm@mm ox W M&ﬂm m tha nuzm,
Althcmsh tha ?"eamble to the "‘:ra@,ty ai’fima th:l* tho ni@mc:qr otshs vm
‘anxio*w to stunghhon ihe nn:lt of thair aammieg md to snsure th-iz ) )
h&monim dmlomn‘k 'by mdswing the diffemcs axtatinc bstvun ﬁu
varim.mgim md tho bmkwmﬁmaa oﬁ' the less Levoured us&m* heze 7'
woze few attempta in tha em:ly years of the m ta ae'mlop m;y z-m oo~
ordination of economia poliey, lot alons the samusmm at em Wuoiu .
cozitrolled end finenmced at tha Qeomunity lovel. Tho diﬁﬁanﬂine of intﬁmll
taxriffn and tho establishment of the ocmmon exta::m tearift, or tnegative
integration’ sa 1t 48 often oalled, 844 mot 'apill over! Wergh te
tsxpansive 10310 of aeator inmgmtioa' {m m:‘k ses m:am at the _
+10)(®) tnto tposttivet intsgration through the development of Commmity




poliocien.

Only in aaricultuxe and omiai pol:l.or ozn the Coremmity olaim to
have dmloped euhamtml commons policies, while in moat othaxr aress the
commity plava &8 subaidi.ary snd unpplmtm role. The result of the
'Luxembaurg oomprcm-a’ of 1966, reeolving m constitutionsl orieis mnd,
by s 8ix month Prench beyeott. gf Gomit? ingtitutions, was to sliminate
majority voting m the Ganncil of Ministers on issucs oonsidexed br w :
state to be vital. This meant thet the establishment of new commcn polictes
(even in trensport, for exsuple, whers tho Tresty had m provided for
8 common poucy) or the restructuring of exinting pouoiu (luoh as the
B.&P) m madc much move d4ffiouls thm the founding fathars had .ndlmd
end the or:lnia mukad a decioive uhi!'t :!.n ths balancs of power toward the
coumn of mnietm end w from the Commission. The resssertlon of the |
pover of the member states (undwnmd by the Herger Maty of 1965 whieh
gava the cmi#’bea of Fazmant Roprecentatives sn officisl vole :ln the
cammity's aysten) Md not, however, undermine the 'eoquis communsutaire’ -
B Mcat:l.on that integraticn ﬁid not depend upon perpetual ms to
aafeguﬂd :L'l:a aohisvemts, oven in tho case of the obvicus costs and
uhurtoominga of the CAP, Indeed, the alabamta mm of HG&'H sl 'srm

surrencies! devised to deal with the vreskdown of thn Bretton Woods inter-
mticml mtaa:y systen pewidea further support for the u.-mt that thn
facquis commmsutaive® has demonstrated its durability in the face of o
cmnomie mrbu}.anca. C

Ths astablishmanﬁ of the common mexrket has been maoénpaniod by o significent

increass in intre~Community trade snd hence econcmic intsrdependence, so that
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flucmti@m Ain the 1@?:}1 of cwﬁmc mt&zﬂw hove mm to be trmmttad
botwosn mamber ata:aaa maﬂa mgﬁ.ﬁlg* ﬁ*sm baf‘am, mamfzing in d:!.mini.ahe# _
effectivmaa for mﬁoaal umm mﬁ fisoal paucies in zagulating the
iovel of domati.c acm&o aﬁ*&iﬁﬁyo Although the Counoil of Msm
mamﬁad tho noed to stmnm a@o;nom:s polioy ecoxémation aa Jms 880
a6 1964, vhsn the Mediun~Torn Eonozie ?@lie;r GW%es was estabnsheﬂ %0
drav up & series c;E‘ ﬁ‘ivwea:e plong, ‘ﬁhs m@ma mﬁng m the §
Goamitten wonrs very gemeral ond hod oo gﬁ@&t ez’fea*" upon ﬁi?ermt natiml
econwmic policied. .
As 'klw inditdal phess of eeomomic mﬁm@im m%uxaﬁ in 1963 ws.th ttm
eamnmm of & emma aden ead he full m«:mmmn of the GAP.
the aemity'a m’mﬂmamﬁm bozan to bo pamxnlly aware that they had
coms o the ayes of mint end dezd gmmma beyond valch lay the (W?) ot .
Buropean Unfon - fodsral, amﬁeﬁm, or otame mfmmw in thﬂ znm- B
naﬁionﬁ. mm%m:y nystan (m@llg& by Amammss guns, ama hutm polioias. "
upward movement of 2ow muazial mﬁ@m, Amﬁ. ;ﬁ.wixsg ailimey o£ uni.on
Ao d,ma) ) eroving ﬂmfb% ovar 'bhsa 3"’1@21%0 mm%ionehw emd. the -
impiications of W@% sie?%;;m, el ho laok of W@sa in ming the '
Gmmmmiw beyenﬁ the ‘baaic fmwmrk provided 'by the sza.w of m 511 |
served te emphaama ms; vulnwahilﬂ.ty and &haanea of embition of the
Commmunl fy s 'l‘he 1,909 Hague Dummit openad the dooz %o mlarmt or the
Ganmmity m& cailea for pl&ms fox- cs;eam&a en.rl msa&tﬂr:f 'ismong @ year
latex the Werner Eapo“t 's plea fox mcmmzva achiwmt oi.‘ »y hy 1930(9)



euphasised the need fox yrpmtim of soonomic policy convorgence a3 &
yrorvequisite for wonetary union, but did not delve into the question of
vhether oonvergenos in econocmie performenos sould be drought about by
volicy coordination among the Comzunity countries alone, nor the problqa@
of divergence in acancmic atructures which an irveversidle monetary wnion
would do nothing ¢o solve and might well aggrevetoin s comnon market.

"It would not be sppropriste heze to exzzine in dotail the umhepgy
nistory of EMU nd the floating @amhiy of the mnake, nor the intricsoies
of the debate between tho 'monstarists' snd 'economists' vhich Zollowed the
proposals fox BNJ. Suffice it %o sey that the demise of the Brettan Woode
system, the enlexgement of the Community and the changing stymoture of tha
international econemy (with challengss from Jupan, OFEC, Korea ¢to. to be
sdded to the Amexfosn 4éf1) all served to underecore the vulnersbility of
the Commmity and the failuve of the 'soquid commnautaire' to bring about
spontansously *a harmoniove develoymant of esonomie aotivities, a coﬁﬁm
end balanced expenmion’, snd the Tast. The fsot wes thet the Coommnity had
achievad its major succesdse at a time when wo;::l& trade aaﬁ capital move-
meants were being progresaivaly liberalised with the enoxmous Me and
political pover of the Unitsd States being used as both the engine snd the
stahiliamé foroe; the Community had bean 'condennsd to succeed’ in its phase
of negative integration becsause thers wea nothing to aﬂp 1%. As it antered
the period when positive integration, in the eense of oammon policiee (or
&t the very"iaasi' very close coordination of mationsl policiea}, were
noeded, the US lost its gravitational pull snd the wed of intsrdepenience
*hich had been previously crested faithfully trsnemitted the shocks arested
by the new eituation. Although divergent . nationsl eccnomic polioies hed
been seen in previous yearz &3 sn cbatsols to fuxther integration, the
dsbate on the Comgpnunity's regional poliocy served to underline tho failure
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of the Community to achieva greater convergamse by veduoing regional imbalences -
the Cozmisaion's 'Report on the regional problems ih the exlarged Commnity!

of May 1973 avgued that *it i3 clear that rupid progress towaxds Bdoronls -

and Monetary Uniecn would be axrrested if nationsl scohomies had not undergone

the trapsformations needed to &vold excessive diwrgmien botwm the
sconomien of Meumbar Statent, (10}

By the time that the oil orieis and the acoompenying recsssion hit the -
Community, the initial preccoupation with policy convergence (in the ssnse "
of mutuslly reinforoing natiens) ecoscmio policies) - which was itself a'
gubstituts for the econanio convergencs which & dwoade previously had been
axpectad %o flov sutémetically from the progressive lmplementation of the
sustems wnion - was now supplemsnted by condern over long-term divergences
in the perfoimance of the ‘etomonies of member states, By 1978, for exsaple,
infletion rates varied from less than: 3 per éent in Gorxmany to ovex 12 pex
oent in Italy, wdille per capite grosi dcmestio produst as & percentage of
the Commnity everage renged {(on 1976 figures) m 141 per oent for Denmark
to 47 per vent for Ireland. The pattesn of incoms levals within the
Community ¢lesily indioateu the smengsnoe during the last decads of & two-
tior ocmmmity conaisting of Frenoe, Gexmeny, Demsark snd the Benelux
countries on the one hend snd a group of low-income countries (Irelsnd,

Italy sod the TK) on the other, with thé prospect of further dnlargsment
of the Commmity threstsning to inoresse the degres of scomomic divergence

between marber countries.




10 = °

~rxn . I -one vends:statomonts 'by Comminity politiolans oves the.last five -« -
years' ane- finds .that:they £all into . two majox éxaups.- ,'a grouy consisting
of those who:oonsidar that no:major progrenss oan be.made in developing - -
Coxpuni ty::polioien until economic divergences in-both policy snd pexrformance ..
have been:overcoms.(this group‘also‘inoludﬁu gome o feer that:oantinmuing
divergenss will lesd to disintegraticn) end e mup of those ¥ho advocate. : ..
sonetary union as & maano of promoting ome;mgmoo' and also of stimulating
the ‘development: of Commmity.regional snd other ponexia.' ‘In feot both
groups agreo! that economic. oonvergense and furthar mﬁopgn'umum'go =
hand in hand, ‘but attempta to'covercoms the oiroularity of the.debate have..
not preduced any notabls result. - The Tindemsans Report on European Union .
(December 1975) puggested:not & mliti-tier but o multi-velooity approssh,... .-
“and on tha.eubjest of BMU argued thats P © ot CLnii raniner
= Itvie impossible at the present time-to subnit a’ orsdibdle »
~  .'progremme. of aotion if it is doemed aboolutely DeCesSary . 'c-i - <.
v - that in every oage.all-stagss chould be:reached by all the .
- v States:at- the peme timo. - The'divergence of .thedr scolal . . > .
and economic situstions ie such that, were we:to imsist on .. -
-~ this progress:would be impossidle and Burope:would contimue - . .
to oxrumble away.....This doesa:not.meen 'Burope 3 1s oaxrtets . . [:*
n.eéch.country will be bound by the agresmemnt-ofall as to -~ ;-
-the fin&l:—ob;‘;abtiva;'to* be- sohdeved: Jointlys it is only the
-, < time-geales: for achievement vhiuh:m.(,l-]‘) T
The political xagult of & mulif-velooity coﬁrﬁnniw vas Been by Homs
wezbor-gtates as the Aintroduction of a political bierarchy, with the
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festest mmhm &atamining the di:ection and (:lmofar &8 muuive lags
would be im:gmntioal) the overall rate of change Tor all ﬂ:e tem of the
Balksnization of the Gomity. the plous wishes ror s.noruumc cooxd.!mtim
of national economln pouuiea, anﬁ tho general oondensus that 'tha j.mslc»
mantation of the Rﬁ....mst be mppomd by inoreased om:gmo o;!‘ the
economic pol:lo;los ané parfcmanoal of the Mt»em Sutu' {a qﬁntatim m
the 'oonclulim o.f tha Pruidcncy' .f.amd aﬂax the Paris sumnit m Hnmh
1979), (12) the Gomun.tty renaine wioertain sbout 1te future snd lecks
overall 1one~tm f‘rmork. a uocio—politioo—ocmmio paredign, .'[.n'to ﬂh:lch
proposed j.n:!.t,taﬁvee can 'cﬁ fitted and their mutuel implicstions un-aod.
Itiafor'bhi.arenonthatthamubauwmohmmm&aoﬁwpm
of speolal intenests, and why the Community'a laggard economies have found
the qmwa:mmm o be somewhat etrained. On Decenber 7
last year Ghanoallor SOMdt warnad of the danger that monatm :Imtnh:l.lity
night degmra.te the comnon mket, such that 'five more years of mt&rs‘
uphoaval in tho Common Market will lesd us to & aimti.on in wihioh we are
dealing with fiotions, not velities. (13)

~ The problen wits RIS ls that, slong with the imposition of ies-mﬁn
dieoiplines' on netional authorities, Lt will seinforce the tendency of the -
narket to concenmte oapim aad mtivs.ty in the nore awpoﬁuve mu of
the Commumity, snd will deprive the lose favoum mtim or ATGAS plt"liicir-
pating in :lt of the mam to protect themeelves :gainlt this imba.lanct
scononic mtivity. Vhen the weaker econamiaa sttamptad to J.ink m w:lth
resource transfers snd budgstnry quutim. howmr, they arcused tho
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suspicion that an open-ended oommitment to rescurce transfers would
nct only cushlon but probably retard economlc adaptatlon. The EEE
debate has certalnly 111ustrated the llmlts of polltlcal coheslon
_“Lw1th the Communlty, but 1t should be remembered that the Communlty

J has made some substantial polltlcal progress a.t a tJ.me of unprecedented

e e TR P

economic turbulence - the establlshment of the European Councll
.the gradual advance-rn“European Polltlcal Cooperatlon, the 1mpend1ng *
dlrect electlone to the European Parllament the agreement on further.
enlargement of the Communlty Slnce all thls occurred at a tlme of
1ncreasxng dlvergence in the economic performance of the Community's h
member—states we must eXamine the llnkage between economic and politlcai
1ntegratlon-more carefully and not assume that there 1s a stable
relatlonshlp between them. o
) . _ ‘ . o s

It would be helpful 1f we had a theory of 1nterdependence Whlch

could enable us tc predlct the polltlcal consequences of economic

dlvergence for the European Communlty It is clear that exlstlng

theorles of 1ntegrat10n are in thlS respect 1nadequate or obsolete°

Ay i) e G

theories of economic integration deal almost exclu31ve1y with market
1ntegratlon and pay little attention to the problems of pollcy 1ntegratlon,
—while theorles of polltlcal 1ntegrat10n are concerned almost exolusively
;leth the incremental growth of supranatlonal 1nstitut10ns in an -
'danalytlcal focus whlch has had no counterpart in reallty for over a 1
hdecade.‘ Both branohes of 1ntegratlon theory were, of course9 a:

product of their tlme, and both reflected the uncertaanty and ambigulty

of the debate between the llberals and the dlrlglsteS.

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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prlmarlly an 1nstrument of market 1ntegratlon (through the liberallsatlon
of goods and factor movements together W1th gome sectoral pollcles,
notahly for agrlculture) but with the exceptlon of commerclal policy

it leaves all the major 1nstruments of macroeconomlc pollcy in the

hands of the member—states, and therefore the Communlty as orlglnally
establlshed had no dlrect role in the task of promotlng growth,

employment prlce stablllty and balance of payments equlllbrlum.

. .

‘It is clear now, and was clear 1n 1958 that there was 1o agreement ‘
_ to ellmlnate governmental lnterventlon in the economy (let alone B
!transferrlng such powers to Communlty instltutlons), nor to harmonlse
economlc pollcles except where they dlrectly affected the operatlon"

of - the common market If there was no clear.agreement on llberallsation
as an overall obaectxve, nelther was there a consensus on the need .‘
for redlstrlbution in the EEC The EEC has been charaoterlsed as a

.trade—off between the German des1re for a 11berallsed customs unlon 7
for 1ndustrlel goode and the French w1sh for a supported common .
market for agrlcultural produce, but thls was about as far as the

redistrlbutlve aspect of the Treaty of Rome went.

European 1nteération was seen twenty years egormore as en engrne
of growth than as a means of redlstrlbutlon, 'integratlon' promised
all thlngs to all men as 1ong as growth was sustalned and 1mbalances
1n development dld not become 1ntolerab1e. In subsequent years, asr
a result of the turbulenoe of the 1nternatlonal economlc system and

s

the 1ncreased 1nterdependence of the advanced eccnomles, concern

AT

began to be expressed as to the extent to Whlch the dynemlos of growth
produced redlstrlbutlons in favour of the developed centre of the
Communlty at the expense of 1ts perlpheral regdons (or even countrles),

e

while the 1nst1tutional paralysis and enlargement of the Communlty
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1nh1b1ted agreement on measures to compensate for this 1mba1ance.
The effect of the receSS1onary cllmate of the 19703 was to turn the

Communlty from an englne of growth and ccoperatlon 1nto a stake in

the struggle cf naelonal 1nterests, W1th no consensus on the future

Lo f S o ' PR
. PR : . Lo

role of “the Communlty or the steps toward 1t.

Although much 11p—serv1ce is now pald to the desrrabllity of
convergence (both in terms of pollcy and performance) w1th1n the '
Communlty, 1t is dlfflcult to take thls serlously in the absence

of a more general agreement on the ultlmate obJectlves cf the Communlty

I

whlch might clarlfy the sort of convergence Whlch is needed It is
not ciear that a formally recognlsed two~t1er Communlty would promote
Econsergence and 1t mlght well 1ntroduce an element of polltlcal
stratlflcatlon, 1f convergence is not seen to be necessary9 then the
need for a two—tler system to cope w1th dlvergence would dlmlnlsh
consrderably. In es aence my argument is that it is 1mposs1ble to
aseess the 1mp0rtance of dlvergence in the absence of some consensus
on the longwterm obJectlves of the Communlty, and that although
growing economic 1nterdependence and a less favourable global en—
v1ronment have brought the dlvergence questlon to centre stage in

the Communrty, the 1SSue of economic dlvergence must be subordlnated
to the'lssue of the Communlty s ultlmate goals.. Yelther the frame-
work establlshed by the Treaty of Rome nor the acquls communautaare
was 1ntended tc deal W1th dlvergence and there is a strong susplclon
in my m1nd that econonic drvergence is belng used as a scapegoat for
the fallure to agree on what path the Communlty should take, It is |
by no means clear that economic dlvergence is the root causge of thls

polltlcal stagnatlon, and the failure to confront the polltlcal

"

64 OOO u.a. questlon canno* be glossed over by flne words about

the desirablllty of pollcy ccordlnatlon (but only where lt is
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painless and cost-free)., As John Pinder has noted: 'The illusion
that the dilemma of intergovernmentalism or supranationalism.can be
evaded by coordination of national policies is & dangerous one,

(14)

becduse 1t is bound to be follewed by dlSlllueion'

Unless some future European Council enjoys a conversion akin
to that of St. Paul on the road to Damascus, the dlvergenceAlesue:“
‘wxli remadn w1thjue for the foreseeable future. leen the 1nter—
dependence of the 1nduetr1alleed econdmies and thelr dlfferlng
degrees_of.vulnerability to qnengeetin,tne_lnternetlonelzeconomic;{;
syetem, the problems :of dlvergenoe w1ll remaln a permanent feature
of the Communlty and wlll:need to be managed rather than elimlnated.
Divergence cannot be made to disappear at a stroke, and there is some
justification for doubting the assumption that economio diteﬁgenoe
ig in all its manifestations a Bad Thing. If dlvergenoe is partly
the expre531on of different social preferences, it might be presumptuous,
tlme—oonsumlng, expen31ve (and 1mpoesible°) to~e11m1nate 1t sand it
could be argued that the major polltlcal consequenoe of economlo i

dlvergenoe 1n the Communlty should be the abandonment of our tendency

to equate 1ntegratlon W1th homogenlsatlon. If the 'Three w1se Men!

can tell us how to maintain political equallty in the mldst of
economic diversity they wili have endowed the Communlty W1th a

. Priceless gift,
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Economic Divergence in the HEC - 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. Whether
measured at marked exchange rates or at purchasing-power parity rates,
income levels in Italy and the UX are considexrably lower than those in
Germany and France, Moreover, siructural 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
suffer 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 sphetres, 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 proﬁiems and a presumption of common interests within
the EEC, the two countries have not been/able to act in unison in the
same way, 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 themse 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
miltilateral 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. Thie conference will
probably think of other examples of divergent postures by the two
countries. ' :

What are the major reasons for these divergent postures? Dees 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 gquestion of a greater ideclogical commitment to the Furopean idea?
Was it simply that sterling was too important a currency to be dealt
with at the EEC level, or was there greater Commnity solidarity in
the cagse of Italy than the UK? These are some of the questions that
the conferéencé may wish to address,

What of the future? How do the two countries view the prospect of
either German hegemony or a Franco-German directorate? What should
the two countries do?
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Economic Divergence in the EC: a Background Paper

Yao-Su Hu

I. Economic Divergences between Major EEC Countries

Meaningful comparison between 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 19503 to either the late 1960s
or early 1970s; and (3) the period of turbulence in the 1970s,
marked by floating exchange rates, commodity and oil price increases,
worldwide inflation and recession. BSince 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 1973 in order to ascertain relatively
long-term trends, though I shall have a few things tc say about the
post-1973 pericd, which may be seen as having exacerbated rather
than created the underlying divergences,

/

)

A. GDP growth (see Table 1)

Over the 19-year period from 1955 td 1973 the overriding diver-
gence was that between the UK, with an average( ) 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. Industrial growth was led by a group of
advanced manufacturing companies based in the north such as Fiat,
Olivetti and Montecatinj., 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 benefitted from the policies of the stirong govern-
ments of de Gasperi (1945-53). During the 1950s, industrial

(1) Arithmetic mean of the annual growth rates.
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ainnr 9T b - F 0 00T e I T R B u3 0 '[4%3 Csrprms 2od,
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Arithmetic mean, '

1955-73 2.8 5.2 5.4 5.5

<
[

Source: OECD Hatlonal Accounts of OECD Countries
T International Flnancial Statiatics
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p&:oducti\riw ighowth, at 5 percent per amnum, outsdtripped industrial’d
wages ‘which grew by! 4:1- percent per year, (15 providing for plough~ >4
back-into expansion and'modernisation, and alloWing export prices =
to fall by 2% percent in absolute teérms between 1953 and;1962." -ii t~
Italy'a’exporta grew by 10.7 percent per.year in 1950-61 andil2.l iit.
percdent "in '1962<72, : Among OECD countries, {ts record:wassurpassed’
only by Wést'Geitiany and Japan in 1950-61, and over the period'1950-'75
a8 -a-whole only by Japan. - Italy's long steady growth, however, .« ~i™]
coincided with 1noréasing perceptions of soclal-andipolitical: problems,
Thé-oampaign' for" ‘higher wages in 1962-63-was:.folluwed by & recession?
in™1964-65;*during which GDP growth dropped from>an: average of i . Al
4267 pércent peryedr'to bélow 3 percent.. By 1966, growth'had recovered
strongly, but massive sirikes broke out in autumn 1969: In 1969, @
37 million working days were lost, as compared to 9 million in 1966,
Meanwhilé, industrial - investment-had failed-to recover from! the" 1964-65
Tecossion: between 1964 and 1972; grodi: ifidustrial fixed investwent ™
grev :Lnfreal ‘tétms at only 1 percent: per’yea.r. sompared to'9.1- perceat
for the period’1952-63(2)," Over the period 1955 to:1973 as a whole;-
Italiaii‘GDP gréw-at'$i2 pércent per year on'average' (Table 1).'-Vhen'
Ita.ly and” Britein aré reéferred to as the - 'wenk '-Fconomies; - 1t should:
b&’borne 1 iind that'Ttaly has demonstratéd-greater: dmxamiam ‘thefit >
the U'K and’ tha.t ita problems are different inanature A s A
TS, NI e PN I TR Oe SIS S *\_
During the period 1955—73. Freich GDP' g-rew at’an a.verage Lofi
5.4 peiéent pexr’ annum; slightly higher than’ Ttaly (Table 1)s By‘ 'thé‘
19608 France had -made 8 strong recovery frou*its-long period 6f
economio stagnation and decline, which lastea atilehst from the = 37
Great'Deprossion t6 the liberation (1929-44). Major. &hesriges of - i
a.ttitudea,in many ‘waye mede poseible by defeat in-the-wdr: and’the <
assoc:la.ﬁon ‘of the’ older, deadbeat géneration with “theé Viehy regj.zne -F
or the 0ccuf>at10n(3) corresponded to France's éffective and rapi§
recovery. French planning, public sector/investment, and the eatab-—
lishment of a financial mechanism, centred around the Crédit
Nationdl and the Caisse des'DépQte,to mobilise savings and' channel
‘them' to priority investments, (4) contributed to raise the level of:27
industridl "investment andiinfluence 1ts composition: according to:: }‘-_?
ta:r.’gets "defined -in-the Plans. 'Over time;, the -&mphisis of the: Pla.na )
sliifted from meeting' quantitative. targets in basic- mdustriee “tor.
improving competitiveness in the context of"the! EBEC. ' Despite. the 2.
succession of weak goversierits under the Fourth Republic (1945—53)o
the exidtence of cadresfiém the Grandes Eocoles-provided an important
elefent of ' 1eaderahip and eontinuity in both governmént and industry,
and i1t was'duriby’ thevFourth Republic that Plahning was instituted i
and the decision taken to join the EEC, Under De Gaulle, French
industry gained in self-confidence,.and. the French balance of . ..

: . . " . P . . .r
S et T e _ S (D)
= C N

o ey s

(H....K.. Allen .and 4. :Btevenson, An Introduction to the: Italian"' (82
-CI 0lsBeong v New Yok, 1975..:....

(2) 1vid, i LT (&)

£.0.(3) = 0sArdagh, The New Prench Revolution. New York, 1969." :‘- g (8)

(4), Y.5. B, National Attitudes end the Finanoi.ng of Industry, o
SIYYPEP,SA9TE. T - PRt s W
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paymenta-became. strong.: There: aie interesting compariﬁoma 4o’ be, mate
between French and Ttalian poste~war economic: development. ‘T :r.'eal” '
terms,- French GNP increased: by 172 percent between: 1955 é.i:id 1975, . ..
while the~figure £ox' Italy was-150 percerit. Both had* ma.;]or etrikes ,
and riote.dn 196879, : The influence of the French example on’ thei "’
Italiansusuggests: the: coming into existence of-a new mechanism i‘bi*_ -
2%ha: international transmission of change, this time via ideas,t “~*
perceptione end moods. The French system has, howevery eubeeqwently

.:demonatrated’ greater: resilience and stability than the Italieny*: "
partly: perhaps’ beceuse: the ‘trade. union movement in: France is weelter.'
In 1968} Frermchs trade wnions. were s8till campaigning for. recognitibn‘ ‘\
by employers: ofrthe; right of um.on officiala to carry on: union 'buéiness
Onthefj.m-_'s :bime - ot ' A R PN S S ,:.::l"f "‘J‘.

- TP BN FA TS RIS B TP ' SRR S SRR S
(e pe Bei:bne and. durmg the wa.r, C-erman,y wag alrea.dy the induatria.l
eupm:poweu:fcbf Furope,. . In:constant prices, the gross: capital atock o :;

+ inindugtry  whieh had been damaged by the war, was. eetimated(l) to
have grown:by: 20. percent. between 1935 and 1940 and’ by another 20, ., .-
Rement botweeni 1940 -and 1943, and. to have regained - its 1940 1eve1
by 3949.; ; Many: £actors; (2)- on top of hard work, have contributed to
Germany ' & past-war-recovery and susteined growth since,then: abruta.l
monetary reform in: 1948,. undervalua.tion of the Mark throughout'. “the.
19508 and 1960s, a qualified and disciplined labour force supplemented
firstiby- a;efugeea from Eagst. G-ermany then by Gastarbeiter, a high
level -of savings:and invesiment, a.éompetitive capital: gooda seotor,

a flexiblecindustrial banking system(3), an export mystique(4); end ..
the comhination of an autheritarian traditicn (recently typified by
the Berufsverbot) with fear of inflation, Although Gérmany's GDP, .
growthi rates-have fludtuated more than those of France or Ita.ly,,__ :
the:faot that over the post-war period as a whole they have not been
lower. (5.5 percent for 1955 to 1973) has served to ma.intaln, if not
re:bnferce, héx: relat:.ve posltlon. ol

I»aBrit‘ain's relatwe low rete of economic growth 1s not only a, e
post«Varld. War 1l phenomenon. -It.ean be traced back to the. beginning
of this century or evér the later half of the 19th,(5) though HHe:
diverdénce 'in-growth rates of GNP per man-year appears:to have: ve
smaller in pre-World War IT periods, - In the entire period Prom\1955
to 19’?3, real growth in the UK exceeded 4 percent a year- only four
timéei in 1960, 1963, 1964 and 1973," However, a6 long as“thé: -~ ,. -.-
Jewslk of output per person was higher in the UK (in 1950 LE Was

esbimated that GDP per capita in the UK was 20 percent Highe¥ than i
in PFrende, 56 percent than Germany and 125 percent than I 9.13‘). N

rinevent S . nt g

»,
_T‘

(1) R, Krengel and E. Baumgart, Die Industrielle Vermogenerechn@g
des DIW, Duncker und Humboltdi 1970, . R e oae

(2) Bernsxd Keizer,.Les choix de 1a.RFA, in-Economie et Stetistigue),’
July 1978. H.C. Wallich, Mainsprings of German Recovery, -Yale 1955,

o L
IR . LIPS

(3) Y.S. Hu, ibid.

(4) M. Kreile, Vest Germany: . the Dynamics of Expaqsion, i Igte ti?mal

Orga.nisatlon, Autumn 1977 7 o _ S
(5) Na.tional Tnstitute Fooriomic Review, .r'uly 1961- Economic growth
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 .in_
in terms of levels, means increasing divergence 1n liv1ng standards.
The underlylng divergences do not appear to have changed with
the 'OPEC ©0il price increases, world recession and inflation. - Alﬁhough
all four countries experienced negative growth rates in-1974 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 man
both years the growth rate in the UK was less than half those in the
others (Table 1), : i

B. Labour Productivity(l)

T INT1955, labou¥ productivity in the UK was 15 percent higher
than in France 'and Germany eand 40 percent higher than in Italy.
Labour’ productivity here refers to gross value added in GDP per person
employed where comparisons of GDP as factor cost are made at
purchéaing power parity (PPP) exchahge rates. As a result of faster
growth of labour productivity, France and Germany had overtaken the
UK by 1961 and so had Italy by 1973. After 1973, the UK. had the_ij;
}owest level of labour productivity of EEC countries. If.official“ '
exchange rates had been used ifor the comparisons, the. gap. between
the UK and other EEC countries would have appeared somewhat greate
In the manufacturing sector taken on its own, the situation has
been even moreé:urnfavourable to the UK. Not only did France:and--y -
Germany have higher levels of value-added per man hour in menu-
facturing than the UK by 1955, but Italy had alsc reached the UK
level by 1968. The situation in 1970 is shown in Table 2. 4 fact
worth noting is the -closeness of French and German performance..

1
/ A Lo

TABLE 2 / A

f"‘ﬂy

Relative levels of css velue-added (VA) per person employed, 1

st

UK = 100 . . TR
5. | Gross VA in GDP . ). Gross VA in manufacturlng
SR per person employed(a) .. :{ _per person employed(a)

at PPP rates(b) | at OERs(c) | at PPP rates(b) | at OERs(e)

T.K., | = 100 100 . 100 4 100 i

Italy " 97 100 e 105 - 111 7
France * | - 124 138 - 164 e XTT e

Germany+ . 128 148 o 155 17625

S s

o

Scurce' D.T. Jones, in National Institute Economic Review, Augcet 1976

a At factor cost, : o ‘ ria.‘.e{ a{
b) Converted at purchasinghpower ‘parity ratea. o LoEEn
‘\C

Ccnverted at official exchange rates.- i“WPQ‘HW
- C LS

f:-;‘ ; rrianh

) : i ' . R MRETLIPE RS B I

(1) This section is based on D,T. Jones, Output, Employment and -
Labour Productivity in Burope since 1955, in National Institute
Economic Review, August 1976.




C.r Income Levels

CIERCEN!
BV

Given the size, structure and growth ef total natienal popu-
lations, differences in growth rates and préductivity levels are
reflected in differences in levels of GDP per capita; or income-
levels. The International Comparison Project (ICP) sponsored by
the United H¥ations and the Vorld Bank has been comparing income =
:levels at.PPP exchangé rates or International Dollars. - The latest™
results are shown in Table 5 : S el

i

TABLE . M ' r N . .
GDP Levels Per Capita, 1970 and 1973 SRR
T UK =0100.

" At PPP rates(a) . | . At OERS(b) S
1970 1 1973 B ]1970 R
w100 @ 100.0° | 100.0 7 41000
Ttaly | 77.5 7.7 78.6 . | T 80.5
France | ~115.3 . 125.6 127.4 ..  152 3.,
Germany [ 123.3 127.7 140. 3":__ 176,57,

Sources. I.B, Kravis, Ay Heéton and P. Summers; International
Comparigsons-of. Real Product and Purchaslng Power, thns
Hopklns Presge 1978 :

1 LR

(a) Purchasingnpower parlty exchange rates.
(b) Official exchenge rates,

. The use of PPP rates as compared to OERs reduces the divergences
betusen. France and. Germany on the oné hand, and.the UK.and Italy iéd 2.
the other, by between one-third and two-thirds, but does not ellminate
them. Indeed, between 1970 and 1973 the divergences have continued

‘to increase sllghtly, so that by 1973 GDP per capita at PPP rates in
Germany and France were more than 25 percent higher thaen in the UK
| and more than 60 percent higher than in Ttaly. Table 3 also conflrms
‘the oloseness of French performance to the German level -
It should perhaps be noted that growth 1n “terms of OFRs ia not
irrelevant even though it may not be matched, to the zame extént,
by growth aﬂ PPP rates, There are terms of trade gains which may
not bejreflected in statistical 1ndex—numbers Moréover, inter—- .
national transactions (including the purchase of foreign assets and
“contributions to international bodies) take place at market, not FPP,
:exchange rates. The greater a country's GDP at actual exchange rates,
the greater T8 its ecorichic and’ political weight and ‘power., TFinally,
the weakening of a currency increases the burden of servicing end '
repaying foreign debts. Between the first quarter of 1970 and - .
November 1978, the trade-weighted effective exchange rate has decllned
by 50 percent for Italy and 40 percent for the UK, compared to a
decline of 13 percent for France and a rise of 44 percent for Germany.
On the other hand, official or quasi-official foreign debts incurred
by Italy and the UK in the 2-3 years folloving the OPEC price increases
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of 1973-74 were estlmated to have been about twice those incurred by
France. (1)

D. Competitiveness in Intérnational Trade P

The fact that the ocil-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 1974 with increasing imports. Since our interest”
is in the relative competitiveness of our four countries, the non-

oill 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 Frence has
been in surplus every year from 1972 to 1977, the UK 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 alsoc be seen by compéiing export perfor-
mance over the entire period 1955-1977 (Table 5). Over the period,
the UK's share of total OECD exports of manufactures fell from 20
percent to less than 10 percent (it had beén 25 percent in 1950).
Italy increased its™share from under 4 percent to over 7 percent;
France increased its share marginally, from arcund 8 percent to

over 9 percent; while Germany increased its share from around 16 per-

cent to around 20 percent, !

The picture suggested is one of underlying French resilience,
uwnderlying British 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. 1In 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 periocd. If 1958 were excluded from the period i
for France, the 15-year average 1nf1at10n would be 3.6 percent, the f‘
same aa for the UK.

(1) US House of Representatives, Committee on International Relations, . -
Economic Conditions in Italy, France, and the UK, Washington 1378.

ab
T



Visible trade balance 1972-1978

1972 1973 1974 1975 1976 1977 1978

" UK, £ million

Exports FOB 9,906 12,657 | 16,820 | 20,111 {26,024 |33,308
" Inports CIF 11,301 16,067 | 23,492 |24,425 | 31,569 |36,996
Crude Petroleum (net) 914 1,296 | 3,726 | 3,369 | 4,448 | 3,967
. Trade balance -1,395 -3,410 |-6,672 |-4,312 |-5,545 |-3,688
-fﬁlﬁQL?oil trade balance -481 -2,114 |-2,496 { -943 |-1,097 | +279

PR T8N
e

e T

':,“;;Fg}x, billions of Lire

. Exports 10,849 12,969 | 19,826 {22,750 [ 31,165 | 39,736

. Imports CIF 11,265 16,224 | 26,715 {25,090 | 36,334 | 41,960
" Crude Petroleun 1,431 1,984 | 6,274 | 5,355 | 7,462 | 8,616

Trade balance 416 -3,255 | -6,889 | -2,340 |-5,169 |-2,224

Non-o0il trade balance +1,015 / -1,271 ~615 +3,g}5 +2,29% | 46,392
/ -

/

-

Preace, billions of Frages

- Exports 135.4  162.5 | 222.1 | 227.2 | 273.2 | 319.2
Tmports CIF 136,2  167.2 | 254.2 | 231.2 | 308.1 | 346.4
Crude Petroleum 13.6  15.81 47.4| 41.6| 55.2| 58.3
Trade balance 2.8  -4.7] -32.1| -4.0} -34.9 | -272
Non-o0il trade balance +10.8  +11.1 )} 415.3 | +37.6 { +20.3 | +31.1

West Germany, billions of DM

Exports 149.0 178.4 230.6 221.6 256.6  273.6

Imports CIF 128.7 145.4 -179.7 184.3 2221 235.2
~.Crude Petroleum 7.4 9.1 23,0 19.7 23,8  23.5

Trade balence +20.3 - +33.0  450.9 +37.3  +34.5 +38.4

Non—o0il trade balance +27.7  +42.1  +73.9 +57.0 +58.3 461.9
I

'Source: INF, Internetional Financial Statistics,




TABLE
Percent Shares of Total OECD Exports of Manufactures
UK.  Italy Frence  Germeny Japan  TU.S.A.
1955%  [19.6 | 3.4 9.3 15.4 5.2 | 24.7
1956 19,0 3.6 7.8 16.4 5.7 25.4
1957 18.0 | 3.8 8.0 17.5 6.0 | 25.5
1958 18.1 4.1 8.6 18.5 ' 6.0 23.4
1959 17.7 4.4 9.2 19.1 6.7 21,3
1960 16,3 [ 5. 9.7 19.3 6.9 21.7
1961 16.2 5.7 9.4 20.3 6.8 20.6
1962 | 15.6 6.0 9.2 20.0 7.5 20.4 .
1963 15.4 6.1 9.2 20,3 7.8 19.8
1964 14.2 6.4 8.9 19.7 8.3 20.4
1965 13.5 6.8 8.8 19.2 9.4 20.5
1966 12.9 6.9 8.6 19.5 ] 9.8 20.2
1967 112.2 | 69| 8.5 19.6 9.8 | 20.5
1968 11.6 7.3 8.2 19.4 / 10.7 | 20.3
11969 1.3 | 73| ez 19.5/ 11.2 19.3
970 [10.8 | 7.2 8.7 19.8 11.7 18.5
1971 10.9 7.2 8.8 20.0 13,0 | 17.0 -
1972 0.0 | 7.6 9.3 20.2 13.2 16,1
1973 9.4 | 6.8 9.5 | 221 12.8 16.1
1974 8.8 6.7 | 9.3 21.7 14.5 17.2 -
1975 9.3 7.5 10.2 20.3 13.6 | 17.7¢
1976 8.8 | 7. 9.7 20,5 14.6. | 17.2
1977 9.4 | 7.6 | 9.9 20.7 15.4 | 15.5
1978 woel

Note * 3 In 1950 the UK's share was‘25.5 per cent.

Source : . National Institute Economic Review, various issues.
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© TABLE 6

Increase in consumer prices, percent per annum

" Bource: OECD Main Economic Indicators
. IMF International Financial Statistics

| U.K. Italy France Germany
1955 4.3 2.3 1.0 2.2
1956 5.4 3.4 4.3 2,2
1957 3.7 1.2 ~0.7 2.9
1958 3.0 2.9 15.4 0.7
1959 0.6 -0.5 5.7 1.0
1960 1.0 2.4 4.1 1,2
1961 3.4 2.1 2.4 2.5
1962 4.3 4.6 5,2 3.0
1963 1.9 7.5 5,2 2.9
1964 3.5 5.9 3.1 2.4
1965 4.8 4.6 25 3.4
1966 3.9 2.3 2.7 3.5
1967 2.5/ 3.2 2.7 1.4
1968 4.7 1.4 4.5 2.6
1969 5.4 2.6 6.4 1.9
1970 6.4 5.0 5.2 3.4
1971 9.4 4.8 - 5.5 5.3
1972 7.1 5.7 5.9 5¢5
1973 9.2 .10.8 7.3 ' 6.9
1974 16.0 19,1 13.7 7.0
1975 24.2 17.0 11.7 6.0
1976 16,5 16.8 9.6 4.5
1977 15.9 17.0 9.8 3.9
S 1978

Arithmetic mean 1955-~70 3.6 3,2 4.4 2.3




Towards 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 Ancrease. Beginning in 1971 with the UK, and 1973
for.Italy and, France, the rate of 1n£1atlon accelerated ‘markedly,. .

. to reach the. geak of 24 percent in the UK in 1975, 19 percent iny ..
Italy in- 1974 and 14 percent in France in 1974» while German- inflation
was contained belew 7 Dercent throughout.. Thus, the major d;vergence

- has: been betWeen Germany and the rest,.  Of ithe three countrles, o
France weathered the inflationary cycle best, returning o single i

vdigit rates by 1976 two years ehead - of the UK and . Itely. o
o b ST A

Inflation in the 19708 cannot be blamed solely o the commodity

boon and the oil price increases,. In 1974, the year in which. Vi
commodity prlces ‘peaked (whlle il prices: increased 260 percentebetween
January 1973 end Jenuary 1974), commodity and oil price increases.
were estimated to have contributed, in a direct, statistical, sense,,
to. between 28:percent and 31 percent of: the increases. in’ consumer
prices.in Italy, France and the UK, and 42 percent in ‘Gexmany (1)

What ‘happened was that the ;external . price increases magnifledr-pn oF _
inflationary tendencles which- already exlsted domestically, espeoially
in the UK and Italy. Jn these two- countries, unprecedented wage:. xa
increases (of qver.25 percent) combined with declines.in the. exchange
rate to:propel inflation independently. of externel chocka. ~Inoosr
Frahce, :the -aituation was brought.under control moreAquickly;idué;ma
inter alla, to etrong -government resolve, a less:.militant labour' :v
forceé, greater self-sufficiency in food, and shaller declines in'the
exchange‘rates . This helps to- -explain France! & greater confldence in
Joinlng the EMS, while the greater.: priorlty attached to price and’ -
political: Btahillty helps to explain some- of the motives. ‘As- for ”v

Germany, the citadelof stability, the rising value of the Hark®" “*“

helped to absorb external shocks, while the extraordinary degree
of social consensus owes much to memorles of the past as wellias_an

authcritarian tradltion. o

. . ey - . . ' - . .o e
QLTINS ,..-“'- oTer [ AN s 8 cT. to
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II-ETTﬁé Coﬁmbh ﬂarkét-and theffrcmotion of Convergence.dupt_

The factor price equelisatlon theorem of neo~classlcal international
trade theory states that, under a number of assumptlons, free trade
ﬂwould equalise the prices of the same factors of production 1n the.+
. differen: ‘pntrles. To put it very crudely, under free. trade. a o
“labour—abundant country would export labour-intensive 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
vhatever 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 movements
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 the two countries concerned,

(1) OECD Economic Outlook, July 1974.




Yand this is where international mobility of factors come to the '
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rescue; If trade -alone, without faétor movemeénts across national’
boundaries, can egualise or at least reduce international -differences

wesin” 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 eurplus to:countrles where they are . scaree?

It is debatable to what extent’ the founders of the Common Market
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 strategic: considerations). Nevértheless;

7% the :désign: of the Treaty of Rome-is certainly consistent with,“and- -

v

can easily be understood with.reference 1o, the broad and super~ -
ficial conclusions of neo-classical theory (moreover; the Geérmans;:-
the“Italians under De Gasperi; and the Dutch 'officially! believed :
in .the market economy and free international trade). Thus, if free
trade might not equalise-factor -prices, this might be because -trade

.was ‘not really free or because of.transport costa; hence the emphasis,

in the-Coal: and Steel Community and then in the EEC, on.removing |

- non-tariff barriers to trade (NTBs) as;well as tariffs and quotas, .

hence also the emphasis:on a common-transport policy, hence.the
emphasis on removing all-kinds.of real.-or perceived 'distortions!
such- as public procurement rules. Moreover, the customs union was .
to be effectively buttressed by the free circulatlon of. people and
capltal. Even if absolute equallsatlon of factor prlces cannot be ..
obtained in the short term, scmething less thaﬁ‘that but.in the
same direction,.in other worde, convergence of factor rewarﬁs, must
prevail. ) .

__Over the years, the hold of neo-classical liberal economic ™
theory has declined, and the stubborn persistence of reglonal dia-
equilibria within countries has given rise to a concern for regionel
poelicy. The most powerful theoretical criticism of the convergence
philosophy probably comes, however, from the view of circular or
cumzlative causation’and backwash effects..:The. Tich 'or éuccessful
country or region becomes richer and the poor poorer, because the s
rich has certain advantages which free trade’and’ free factor move="
ment'reinforce. The rich attracts capital, quallfied 1abour, 'f'
technology, etc, which enable it to furthér expand its exports ‘which
ra;ses 1ncome 1evels, whlch ettracts capital, labour, technology, etc.

o
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III. leferent National Postures in the EC

. » v
N, LATHE,
[ v if

In: tarms of the underlylng resxlience and dynamlsm of their econOmieB,
the: major .divergence: imibetween the UK on the one hand and. the rest.’
Italy. possesses economié characteriastics: whlch differ widely from’:
those  of . the UK...Its industrial ‘structure. and Bus;ness community .
appear to be more flexible and dynamic. Yhereas Italy'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
erise 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 Germeny on the other, with the French being very close %o
the Germans, In terms of inflation, the major divergence is between
Germany and the three, though France appears to have brought the
gitvation under control more rapidly and more effectively than the
UK and Italy.

These divergences help %o explain, to scme 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 majox
powers in the EMS, since it has the strongest economy after Germany
among the big EEC countries, has been more effective in controlling
infiation than the UK or Italy, and attaches a high priority to price
stability as well as political stability. If Germany can do it, why
can't France? And the example of Italy is a warning to keep the

Left under control, if need be with the help/of Burope.

/

Italien references to political forces other than national
governments point to her internal problems with trade unions and the
political system. The Italian establishment is looking to Europe to
help deal with internal political and social problems, External
financial discipline is seen as useful. Eventual political union
may help to reinforce government authority in Italy.

The formation of the EEC has coincided with the golden age of
poat-war growth for the Six. Vhether 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, under de Gaulle,
used the opening up of French industry to the EEC to stimulate 1t
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 Jjoined 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 etances 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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(and the US) have asked for co-ordinated reflation of demand by the
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.:..i:
There .are also divergences concerning free trade versus protectionism,
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IV. Doea Economic Divergence Matter to the EC?

I""f-?

Can thé European. Comﬁunit;es (80) continue to exist under the strain.
© o persistent and most probably incr9381ng economic divergence¢ IE
80, why' should ‘seonomic divergence be considered a major isSue {if...
indeed it 18), and’ by whom?: Vhy should- the Communities promote. con= ;
vergenee? - How can it do. go? it CETT C R e

It may'be wcrth pointing out’ that projectlng divergent trends - .
into-the future does not,-per gé, dnswer thé ’so-what' queation.;h o
Moreover, in debateq[at the community: 1evel,»the terms divergence .
and convergence are rich in nuances (which helpsito explainﬂtheir :
popﬁ}@rity). thus, divergence can refer to divergence of viewﬁoints,)
interests, performance {including income levels), structure and ‘policies,
to name but a few, whereas calls:for convergence may refer to: con—
vergence of poljcies.or convergence of performance, Convergenos, of

economic policigg does not necessarily lead to convergence of

ecofidinic performance, for the gimple reason- that the effectivenéss iy
of a given set of policies may vary acccrding to the milieu.in. whichu
they are applied. . =~ . Y A R R

- .. Now some . of the‘;roblema or failuresfthat have ‘been plaguing\J“J
the EC havée little to,do with divergent economic peri,‘ozfr.mj;a.jncca..,,:-."1‘,111;9‘A-IN_.,:,j ‘
fisheries dispute, for example, is due mainly to the fact that.the: iy o
ECfoonéist'cf independent’nation—statés'whose interests clashgove:ajg_
who is going to fish where. One may quéstion whether the countries::

Worape )
I
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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 flehdng rlghte would have occurred ‘
even if there had been greater: conuergenee_of economic«performance
(teough it might have been lese:ecrlmonloue).- The same reasoning
-; ceelbe;applded‘to the failure to evolve a.Treal community;energyppolioy.
Some 'countries have energy :resources in their territories, .others do:
nof;}endfthefintereet of - all .cannot be made to prevail over the'e: i
interest of each (which again mey be taking a rather narrow, ‘shomt..-s
term'view of.its national interests), .-Similarly, the EC's failure .
to displey solidarity in the face of .the Aradb 0il embargo 'in 1973 .
had nothing to do with ‘@ivergence of. economic performance. In ‘ad=: ‘'
vancéd=technology industries, :the slow progress of a community.policy
can herdly ‘be blamed on divergent growth rates of GNP.or divergent '%
'““ 1nflation rates. e , o et R .
_ﬂG;yen thelaforermentioned divefgenoes in nationel interests
and/orin.countries’ perceptions of their own interests, does it =
follow that. divergence of eeonomlc performance: doee not matter? The
answer: must . be 'no'. In ‘this paper I can only euggeet some’ of the
reasons | inetead of provid;ng a .comprehensive model. ' EE
A fundamentsl reason is that divergence, in the -context of close
interdependenoe generates polltlcal and psychological’ ‘tension which
may:beoomé’unbeerable. ‘The qualification should be stressed:- divergence
between” two distant~count;iee;createe_noﬁ@pre;probleme;than afd --eih
divérgence between the Roman- and Chinese Empires:twenty centufdée1agda
Close contacte and interdependence, however, put. into stark. rellef the
unevenness of power. The closer-the bonds, the more troublesome is
inequality, for there will be a permanent temptation to exploit or
reverse it.

"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
etrong, if they are constantly summoned to make
sacrifices on behalf of the weak and, so to speak,

to subsidise them in order %o prevent the system's
unraveling, especially if such help would elther

save the weak from having to shape up, or allow them

to challenge their benefactor - an experience which many
Americans resented in the 60's and which led to the re--
assertion of national power in 1971; an experience which
many West Germans resent now, in dealings with their

FEC partners....And the terms of interdependence will

be unacceptable to the weak, if they have means of redrese.'(l)

(1) Stanley Hoffman, Domestic Politics and Interdependence, in OECD,
From Marshall Plan to Global Interdependence, Paris, 1978,
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In-a sense then, -the major: diecrepancy 38 between Bonn and its. partners
in the EC, with Bonn having to keep -its. .weaker partners from imposing
unilateral trade resirioctions and:from undergoing drastic political:’
upheavals: through economic. disruption. -In‘a sense; however, the najor
discrepancy is between Britain and the rest, with Britain having:  ::
been great (unlike Ireldnd or Italy) and now being poor, where therse
are .people.only too réady to attribute its economic ills tosoutside
causes instead of looking within, end whose behaviour eince;joining:-
the ECsgives rise to apprehensions that she is out to get..what ‘she. can
in a ¢lub of the rich. It mey alsoc.be noted that, at the level-of i’
~.philosophies and policies, the German model hag.much currency on.:the’
continent.' The French:establishment appears to be currently mes-""::
merieed by what they think.is the German model, and a former Belgian-
Minister of Economic Affairs was able to write: . oF

[

- "Notre volonté de rigueur s'exprime dans notre ‘-

_ determination de rester inébranlablement au. gein du . L
serpen% monataire européen, c'est 3 dire de ne pas noua )

«-1 " laisser -distancer de la politique clairvoyante de noa::

-Voisins et partenaires ellemande.f(2)

The signiflcance of the tensions and euspicions generated by divergenoe
of economic performance is that they make attempts at common policiea
that are much more difficult. In. any oom@on endeavour, there has to
be a certain amount of give and take, of mutual trust 1f the enter- .
prise is to succeed. The tensions created by divergence of performance
come as an additional obstacle to the barriers of different histories,
traditions, attitudes, and national interests and fo. the probleme due
to world economic upheevals.1 Moreover, as a 'means of redrees' the
UK and France have not hesitated to hold up progreee on common policies
1ndegendentlx of the merits of the policies themeelvee. for example,

the UK vetoing proposals in the energy field unlese the regional fund

. Was approved. first France vetoing the entry into force of the EMS

unless MCAs were first phased out. S S R Cioin
... At a more mechanical 1eve1, divergence of economic performance,,
. if allowed to gevelop unchecked, may interact with some. oommunlty
policies to threaten the existence of the ECs or to produce, situatione
considered as, unaocepteble to some ‘member countries. At the veryIt

least, euoh divergence maey hinder the adoption or euoceeeful operation

. gy L
.-.L. 4

(2) F. Herman, le marohe commin et lee dtats membres face & ledorise
dconomique, in Studia Diplomatica, 1976, 0o 6 - o rn i Ly
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of some new policies. Here it is useful to distinguish between two
.-kinds . of divergences-of economic:performance: divergence in monetary
phenomena-(principally rates of-inflation)}.and divergence. in real .
phenomena (mainly growth rates and income levels).. = ..+ .~ . ...
: Monetary divergence obviously makes it more difficult to. adopt:.
and 1mplement an EMS or an EMU, though the possibility of occasxona1J
develuations or revaluations within the EMS should remove meny of.the
fearas.: In the past, divergent currency movements have played havoc:.
with-the prineiple 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 reg¢ent Franco-German dispute, with- the French arguing
that MCAs subsidise agricultural exports from the:strong currency-. .
countries- and penalise exports from the weak: currency countries: to .-
the strong currency ones. . . TR s e e R
For the Community, one. of the most seriocus, implications of
growing disparltiea in 1noome levels between member statea relates
to the legitimacy of the CAP and the Community Budget, both repre-
senting acquis communautalres painstakingly buids up ‘over the years.
“(iven the’ commuhity doctrine that comminity budget trensactions are
determined by the policies that give rise to them and not by ability .
to pay or the principle of juste retdur, increasing disparities in o4

income levels at market exchange rates(3) will provoke increasing
““resistance by the-poorer countries if they have to pay more than their
ifair! share. This problem was recognised when the EC instituted a °
financial mechanism for the repayment of éxcess oontiioﬁtioﬁo'fo‘Ehé
Community budget as a’result of thé British’ renegotiations of memberu
ship. Given continulng'poor British economic performance, however,
Britain has not been pacified, and British’'déeménds have‘escalated-~ :
from 1imits on gross payments to the whole quéstion of net transfers
into or from the community budget, a corollary 5f which is"& duestioning
of the pattern of Community expenditures and hence of “ffie CAP, “ Given
that ‘the CAP represents 'our most highly developed and wost integrated
form of 'c‘;ommon action'{4) and that the Own Resourcé ‘fdrmina‘wés ia,rrii}ed

(3) Theee may comé’ about in two weysi as a result of divexrgent growth
rates where the high income countries grow faster and as 2 result
of divergent currency movements. Since international transactions
are conducted at market rates of exchange and not at shadow rates,

Ait is GNP _per capita at market rates that matters here.

R

(4) Tindemans report..; ., . e _"'.‘_.-.-.x:_'; gl

Sy e
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at efter‘yeare of effort, end aleo in view of therfact that Britaln hae
“not exactly done everythlng to facilltate greaberrCommunity sPending
that would benefit her (regional fund, energy policy), it is questionable
whether ehe will obtain much eetlsfactlon.l Meanmhile, Italy, the other
great loser under the communlty budget hae kept a much 1ower proflle,
but aleo because, ln Itallan perceptione, the counbry as a whole didb
benefit, in growth terms, from the EEC, L -

But, thinge are not llkely to etay here, for We do not 1ive in a.
static world.r If German, Benelux end French GNP per caplta continue‘
to riee 1n reletion to the UK and Italy, either because of higher grcwth
1n volume terme or becauee of mcre fevourable currency movementa, food
pricee in EUAs muet rise too, both because of the vay. the EUA 15 e
calculafed aud beceuse farmere' incomee (hence food pricee, under a
eyetem of price aupport to maintain farmers' 1ncomee) in terme of ‘;L
_netional currencies cennot be 1eft too far behlnd. Theee higher i
-food pricee which coneumere in the more prosperous countrlee w111 ;
flnd eaey to abeorb may become 'unbeerable' in the 1ese proeperous'"
countriee. The alternatlve would be to abendon the prlnclple of _ l
common prices in agrrculture, and thue abandcn one of the plllers of
the CAP wzth coneequences which gome countriee may Judge to be 1ne r
celculeble. This problem will aleo manlfeet Ltaelf_ln terms of budget
contrlbutione.f‘ .

Suppoeing thai the EC vere eventually persuaded that gross or
.%ne% contributlons to the budget should be graduated according to b{ .
ability to pay. The countries with a shrinking share of total EC GNP
would then be contributing a shrinking share of the EC's budget and
resources, VWould it not be logical for their voting rights to be
reduced too, in the same way that voting power in the IMF and the
World Bank depende on finaneial contributions?

Turning now to the industrial area, the other major achievement
of the EC, free trade in industrial producis, may 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,

Vhat can the community do to promote convergence of economic

performance? In a sense rather little, since growth and competitiveness
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depend largely on the countries concerned themaelvee, on attitudea,.

’eocial etructuree, (government, policies, entrepreneurial epirite, oter

':Net transfers 1o and from the community budget are too emall in relation

¥ to GNP ito have a eignificant impact per ee, but may ‘not be Bmall 1n

Nrelation to the current balance of paymente. Food prices are likely

:to have a much more important effect on econcmio performance than 7'

budget contributions, especially for a country like Britain which hae

traditlonally relied on cheap food importe to compensate for lower 8

labour productivity. : - -
" Cirrent attention in Britain is focueeed on the issue of the

: tranefer of (financial) Tesources vid the community budget and the =

e’

“cap.t Britain‘e pariners may, however, well reason that financial
L'rescu:r:ce&l are not the crux of the matter. After all Britain has the
revenuee from North Sea oil. Why can she not utilisé theee reeourcee
to moderniee her economy? And lf ehe cannot,whataeeurancee heve"i
the community that resources transferred to Britain will not go domn
the drain° If problems_in Britain and Italy are seen ae being due to
1nternal weaknese, then it makee sense to prov1de loans rather than
grants, and to use the lcane to 1mprove performance,seither through
projeot formulation and,eupervieion (by the EIB) oT thrcugh mecro—'

economic ‘conditions (for communi ty 1oans) And this indeed eeeme to

‘be the way the community is. mov1ng. Meanwhile, ‘the regional fund

';will not have much of an impact on divergence between ' countriee

e

(eepeclally large onee) rather than between regione, nor, 'iri “the eyes
of Britain'e partnere .was it deeigned as a tranefer mechanism ‘between

) s U PR AT BN
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