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Este informe tiene por objeto el estudio de los aspectos econd-
micos de la adhesioén de Espafia a la Comunidad Europea, pero -
es evidente que la probleméatica econdémica no puede ser analiza

da fuera de su contexto politico.

En primer lugar, porque el propio proceso de integracidédn euro-
pea tiene unas expresas finalidades politicas, aunque la sistemé

tica de integracidn haya partido de la comunitarizacién de los -

"intereses econoémicos.

En segundo lugar, porque la decisidn de insertarse en un conjun
to de integracidn econdmica a base de transferencias progresi--
vas de competenciés soberanas nacionales en favor de institucio
‘nes comunitarias o supranacionales, exige una amplia voluntad -
politica y la similitud de sistemas econbmicos y modelo de socie

dad.

En Gltima instancia, porque las negociaciones no se pueden en-

cerrar en los reducidos margenes de un tratamiento comercial o

r .. ' ! :
meramente librecambista. -

Adherir a la Comunidad Eur‘opea consiste, en parte, en asumir -
los derechos y obligaciones econbdmicas y comercialkles que derivan
de 105» Tratados de Paris y de Roma y del acervo comunitario y -
consiste, también, en una parte sustancial, en tener la clara vo-
luntad de hacer de Euro.pa algo mas que una simple Unidn Aduane-

ra.

So6lo con esta 6ptica podradn sobrepasarse las evidentes dificul-
tades internas y externas que comporta todo proceso de integra-

cidn en una vasta zona econbdbmica, miaxime cuando el contexto eco
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némico general es de crisis y de biisqueda de un nuevo tejido
industrial que tenga en cuenta aquellos factores energéticos,
de- costos, .de tecnologia, etc. que han roto los @squemas tra-
dicionales de desarrollo de todas las economias.

No se-entraré, en este informe, a estudiar las profundas moti-
vaciones politicas que condujeron al Gobierno espafiol a presen
tar, el 28 de Julio de 1977, la candidatura de adhesibén a las C.
E., ni las motivaciones politicas similares que incitaron a la -
comunidad a dar una respuesta positiva. A pesar de ello y sin -
que esto equivalga a decir que las razones son exclusivamente

o primordialmente politi‘cas, el apdlisis politico debe necesaria
mente presidir el estudio econbmico, porque aunque las ventajas
politicas reciprocas sean dificilmente cifrables, es, sin embar-
go, evidente que so6lo la voluntad de una solidaridad politica pa
ra el cumplimiento de objetivos comunes permitird encontrar las
soluciones adecuadas para el refuerzo de la cohesidn econdomi-
ca.y para la mutua adecuacidn a una realidad econdmica y comer
cial que no p-or ser distinta es necesartamente peor. La histo- .
ria de las relaciones hispano-comunitarias es ya largé y sus -

principales fechas pueden resumirse asi:

1.962 - Espafia presentd el 9 de Febrero, una solicitud de Aso-
ciacibn a las Comunidades Europeas.

1.970 - Se firmo, el 19 de Junio, en Luxemburgo, el Acuerdo -
Comercial Preferencial entre Espafia y la C.E.E.

1.972 - En Enero, Dinamarca, Inglaterra e Irlanda, firmaron

el acuerdo de adhesidén a las Comunidades Europeas, -

con efectividad a partir del 12 de Enero de 1973. Esta
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1.975 -

1.976 -

1.977 -

ampliacidn de la Comunidad de seis a nueve miembros,
hizo necesaria una adaptacidén del Acuerdo con Espaena
gue extendiesé los efectos del a;ﬁerdo de 1970 a los -
nueve Estados comunitarios. Desde 1972 a 1975, se de
sarrolld un intenso periodo de negociacidn para adap-
tar el Acuerdo de 1970, sin que alcanzase n{ngﬂn resul
tado.

El Consejo de Ministros de Asuntos Exteriores de la -
C.E.E. acordd, el 13 de Octubre, suspender indefini-

damente las conversaciones con Espafa, a raiz de las

ejecuciones del 27 de Septiembre.

El primer Gobierno de la Monarquia establecid una nue
va aécién de cara a la Comunidad Europea. El Ministro
de Asuntos Exteriores, ]osérMaria Areilza, visitd va-
rios pd{seg comunitarios para el relanzamiento de las
relaciones.
El 28 de ]ul}b, Espafia pidid oficialmente el ingreso en?
la Europa Comunitaria. El Ministro de Asuntos Exterio
res presentd en B;uselaﬁ la solicitud de apertura de -

negociaciones para la Adhesidn de Espafia a las Comuni

dades Europeas.

Del 29 de Agosto hasta el 1¢ de Sepliembre;el Presiden
te del Gobierno espafiol, Adolfo Sudrez, realizé una gi-
ra por cuatro paises de la Comunidad: Holanda, Dinamar

ca, Francia e 1talia. En ella planted a sus colegas eu-

-ropeosla voluntad de Espafia de integrarse en la Comu-

nidad. El viaje, que se completdb mas adelante con una -



segunda gira a los restantes pafses comunitarios, se
calificdb como visita.-de cortesia, peéTro-1uvo,-sin embar

go, un alcance politico mucho més importante.

El 20 de Septiémbre, 10.-5 Ministi‘ors deiAs:-u'-ﬁtos Exterio-
res de la CEE acusaron recibo a la demanda de ingreso
de Espafia en Ias Comunldades y encargaron a la Comi-
sion que elaborase el Dictamen precepnvo para la inte

gracion de todo nuevo pa15

1.978 - E1 10 de Febrero, el COI’ISG]O de Mlnlstros espafiol de-
cidid el nombramlenio de Leopoldo Calvo Sotelo Bustelo
como Ministro para las Relaciones con las Comunldade's
Europeas. El mismo afa de-la tomé_t_ dé pt.asesrién, el nue-
vo Ministro se reunid en 'Madrid con Loi‘e.nzo‘_Natali, Vi
cepreside_nfe de la Comisiénrencargado. de los temas de
ampliacibén de la CoJmunidad.
Del 7 al 9 de Marzo, el Mlnlstro espanol realizo su pris
mera visita oficial a Bruselas. Du_ra'nt-ell,a_l.nlsma, el Vi-
cepresidente. Lorenzo Natali-'lé‘ e”nfregé_l,os‘ c.uestipnarios
due habran de sér.com'plet_a'do‘s polr-las Autoridades espa-
ﬁblas, como base._info‘rr'n'a%iiva‘ para la hEgoéjaéién.

El1 19 dle Abril la Comlslon Europea aprobo el Documen-
to sobre “Refle)nones relativas a los problemas de Am--
pllac1on . tamblen conocido como "Fr.es—co . El 27 y 28

de Abril, el Presidente -de lé_._C_lomvis_ié-_n_ R'oy Jenkins, rea
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1.979 -

1iz6 su primera visita oficial a Espafia y ratificd la -
voluntad de la plena integracidén espafiola en las Comu

nidades.

El1 29 y 30 de Mayo, una Delegacidn de la Comisién de

la CEE, recibid en Madrid las respuesta.s a los 22 -~

"cuestionarios presentados por la Comunidad sobre la

situacibn econdmica y social de Espafia.

El 30 de Octubre se reunidé por primera vez, en Madrid,
la Comisién Mixta Parlamento Espafiol-Parlamento Euro-

peo.

El 29 de Noviembre la Comisidn aprobd favorablemente

su Dictamen sobre la candidatura espafiola.

Como conclusidn d‘e ia primera fase de la Adhesidon de

Espaﬁa,, el Consejo de Ministros de la Comunidad reci-
bib el 19 de Diciembre, el Dictamen de la Comisidn y - ¥
acordd que se iniciasen las negociaciones el 5 de Fe--

breroc en Bruselas.

El1 5 de Febrero se iniciaron oficialmente en Bruselas

las negociaciones para la adhesion de Espafia a la C.E.

Desde esta fecha se han celebrado 4 conferencias nego-

ctadoras a nivel ministerial y 7 conferencias negociado



ras a nivel dc suplentes. La primera ronda de negbcia—
ciones, la "vue d'ensemble” estd précticamente termina
da. La fecha de 12 de Enero de 1.983 es considerada co
mo aquélla técnicamente razonable y posible para la ad-

hesibén de Espafla a la Comunidad Europea.

1 - Espafia vy la Comunidad Europea

1) gugérficie

La superficie espaiiola es de 504.800 Km.z, lo que
representa el 33% de la superficie de la Europa de

los Nueve.

El emplazamiento geografico espafiol, ademéds de sus

aspectos estrafégicos presenta tres pecualiiaridades

importantes, ) -

. con la adhesidn de Espafia a la Comunidad, ésta se
completara geogréaficamente hasta donde termina te

rritorialmente en el Sur:

. la zona sur de Francia dejara de ser regidn peri-
férica para convertiese en importante regidén bisa

gra;

. dejarad de existir la discontinuidad territorial con

Portugal y el resto de Europa y las zonas fronteri



zas hispano-portuguesas serdn susceptibles de

proyectos conjuntos.

2) Poblacidn

Espaifia tiene 38,5 millones de habitantes, ]o‘que re -
presenta el 13,7% de la poblacidn comunitaria actual.
Laé perspectivas para 1985 son de una poblacién espa
fiola de 39,1 millones de habitantes, es decir, igual
al 14,77% de las previsiones de poblacidn en la Comu-
n{dad para el mismo afho.

f
lLa estructura de la poblacidn por edades, refleja la
existencia de una mayor juventud relativa de la pobla
ciébn espafiola, dato que es muy importante tenerlo en
cuenta, no sdlamente por sus efectos socioldgicos si
no ante la perépectiva de estancamiento de la pobla--
cidén activa en la éénnunidad a partir de 1990, la inci-
deﬁcia econémica dél peso de las clases pagivas y el
-factor dindmico que supone una poblacidn joven tanto
para el desarrollo econdmico como para la reconfer—

sidn industrial o agricola.
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CEE Espafa
hombres 12% 14,°3%

Hasta 15 anos §_____ | . N
mujeres 11,5% 13,6%
hombres 31,4% 30,6%

15 a 64 afios |[-————— e e -
mujeres 31,8% 31,8%
hombres 5,2% - 4,0%

més de 65 afios| ———iiir-—
mujeres 8,1% 5,7%

En Espafia, la densidad media de poblacidn es de 70
habitantes por Km,z. La media comunitaria es de 169

habitantes por Km.

3) Niveles comparativos de desarrollo econbmico

P.1.B. (a precios de mercado) 1977

Total Per capita
en 1.000 Millones en $ USA
_ $ USA ‘
Alemania 516,20 8.410
Bélgica 79,21 - 8.060
Dinamarca 46,02 9.040
ESPANA 115,59 3

.150
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Francia 380,66 - 7.170
Irlanda 9,38 2.940
Grecia _ 26,21 2.830
Italia 196,05 3.470
Luxeinburgo 2,75 7.700
Holanda © 106,39 7.680
4,370

Reino Unido 244,34

El producto interior bruto per capita en Espafia es
aproximadamente inferior en un 40% a la media comu-

nitaria.

L) Indicadores de bienestar (0.C.D.E. 1977)

Consumo de protleinas anfna~ ~ Consumo’ de energia tel.- por TV
les por habitante/dia por habitante 1000 hab. 1000hab.
o : (tn. equi v. petréleo) '

Alemania . .65 B o 4,25 _ 344 306 - -
Bélgica 62 . 4,53 300 255
Dinamarca 68 e 3,91 C 494 308
ESPANA 52 ' 1,85 239 194
Francia ) .73 3,36 . 293 268
Grecia e ) _ 1,.54 238 126
Irlanda - 69 ‘ 2,38 150 192
Italia . 51 2,46 ' 271 [o213
Luxemburgo 62 | ) 10,64 Li42 257
‘Holanda 61 . 4,58 391 259
Reino Unido 55 3,78 394 320




Esiructura del comercio exterior

En los 20 0ltimos afios la balanza comercial espafiola
ha sufrido una profunda transformacibdn. De 721,5 mi-
llones de délares de importaciones«en.1960, en 197Q
Espafia importd por valor de 58 . 480 millones de déla-
res, es decir, las importaciones en Espafia-se han mul

tiplicado por 38 entre 1960 y 197%.

También han crecido mucho las exportaciones durante
este periodo de tiempo pasando de 725,4 millones de
dblares exportados en 1960 a 1813? millones de dbla-
res exportados en 1973, es decir, las exportaciones

se han multiplicado por 2§ veces.

Dentro de este contexto ,evolﬁtivc-’ tiene especial impor-
tancia el cbmercio con la C.E.E._En.'efeclo, st en 1960
las importaciones’ procedént'es de la Comunidad no supo
nian mids que 181,8 millones de délares, es decir, el -,
25,2% de las importaciones totales espafiolas, en 197§
las importaciones procedentes de la Comunidad represen
taron ?ﬁié millones de dbdlares, es decir, el 35,&?% de
las importaciones mundiales. Por lo que se refiere a ~
las exp‘ortaciones,' en 1960 las exportaciones con desti
no a la Comunidad Europea suponian 279,5 millones de -
dblares, es decif, el 38,53% de las exportaciones mun-
diales. En 1979 las exportaciones fueron de ?8?2@ mi-

llones de dbélares, es decir, el 4?,?% de las exportacio

nes mundiales de Espaiia.

Tomando como punio de referencia el Gltimo ejercicio co

mercial de Espafia, es decir, la balanza comercial de -



1979, se observa c¢] clevado grado de polarizacidnr ante

la Comunidad Europea del comercio exterior de Espafe.

En materia de importaciones, en 1979 se observa lo si-

guiente:

El 35,9% de las imporiaciones totales proceden de la

Comunida‘d, siendo el primer prdveedor Francia, segui
do de la R.F.A., ltalia, Reino Unido, Holanda, Bene-

lux, Dinamarca e Irlanda;

- E1 3,9% de las importaciones procede de Noruega, Sui

za, Suecia y Portugal;

- Los paises del Este no representan més que el 1,7%

de las importaciones totales.

- EE.UU. cubre'el 12,4% de las importaciones espafio—

las; .

~ E1l conjunto del Continente lberoamericano ocupa el

8,9% de las importaciones;

~ Las importaciones del Oriente préoximo, pet'rolfferas

en su mayor parte, suponen el 19,8%.

Una polarizacidn similar hacia la C.E. se observa en

materia de exportaciones. Asi, en 1979:

El 47,9% de las exportacidnes totales de Espaifia fue

ron a la Comunidad Europea, siendo el primer clien-



te Francia, seguido de Alemania, Reino Unido, lta-

lia, Paises Bajos, Benelux, Dinamarca e Irlanda.

- Noruega, Suiza, Suecia y Portugal fueron destinata~-

rios del 5,2% de las exportaciones.
~ La Europa del Este absorbid el 2,6%.
- EE.UU. represento el 7,8%. ' .
- "El Continente lberoamericano supuso el 11,2%.
"~ El Oriente préxin.lo absorbiélel 7,3%.

Estos datos reflejan la fuerte interdependencia comer--
cial que existe entre Espaifia y.los Estados miembros de
la C.E.E. | |

.E-videntemen.te, esta interdepen‘dencia e.s mucho méas acu--
sada por parte de Espafia, puesto que, porcentualmente-,
el peso especifico.de Espafia en el comercib exterior de
la C.E. es considerablemente inferior, a pesar de que -
Espaiia sea le'l 5-‘—’ cliente y 10?2 proveedor de la Europa -

comunitaria.
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PRODUCTO INDUSTRIAL EBRUTO EN 1877, PUR RAMAS DE ACTIVIDAD

(En millones de pesetas v % scbre el total)

i

ACTIVIDAD PRECIOS DE i977 % SOBRE EL TOTAL
~[Industrias extractivas........ 85.049 3%
Wlimentacion. ceveserescrssnas. 205,108 _' 7%
 Bebidas..ieeiaciiiineeaaasiaes 38,065 | 1,35%
Tabaéo...,..................... .12.077 0,42%
TEXtil€S e ennuneeeasionannnssns 118,889 4,19%
Calzado y COnFeccitn. ennnn... ) 191.644 6,75%
- Madera, corcho y muebles...... 82.947 3%
Papel, editoriales e imprentas 97.388 T 3,43%
CUETO. vt e e ee e e aeaaaaeanee.  30.210 1,06%
Caucho......;;;...........;... " 35.467 . _ 1,25%
Productos Quimicos;.......;;1. f 183.324 - 6,46%
Deriv del Petrol. y ael.ca;bén ~ 38.451 ._ 1;35%
Prdﬂuctos minerales no metalicos.119.694 4,22%
Metdlicas bASICAS. . eaisenvy.. 124.15%' 4,37%
[Articulos metdlicos..... l...:?‘ 116.135 | 4,09%
Maquinafia no eléctrica...;..:- 54.276 1,91%
Mzauinaria y material electrico 100,163 3,53%
Material d‘é- transporte........ 322.063 ©11,35%
Fabriles inversas.......v.cev.: 88.250 ‘ | 3,11%
Consiruccién........-......... 605:020 21,3 %
Electricidad gas y agua......... 188.458 . 6,64%
TOTAL+ e vnennensnsennennseses 2,835,956




Sintesis panoramica de las agriculturas espafiola, fran

cesa, italiana y comunitaria,

1) Superficie 1977

Concepto Unidades ESPARA FRANCIA ITALIA COMUNIDA

Superficie agriola uti
lizada(5.A.U.) (1) 1.000 Ha. 27.576,0 32.217,0 17.481,0 92.782,
| o 15.658,0 17.285,0 9.177,0 46.376,

Tierras arables

Praderas y pastos per-—

manentes 6.916,0 13.100,0 5.275,0 40.855,

Cultivos permanentes " 5.002,0  1.565,0 2.971,0 4.881,1

-

En loé. daios dersuprerficie agricola utilizada en Es-
pafia,.se inciuyen 5.002 Has. de barbecho que no se
rcultivan anua‘lm‘e'nte y 5.-426 Has. de pastos de aprove-
.chamier:i.\to coyunturdl. | A
| ‘ 1 : ' .
Es preciso también tener en cuenta que el 80% del te—
rritorio espéﬁol.tiene un déficitpluvianétrico anual
medio mayo.r de 300 mm., que el 58% del territorio su-
-:pera la cota de los 600 m. de altitud sobre el nivel -
del mar yi .que' 'e.l 25% de los suelos espafioles estan en

situacibdbn grave en cuanto a erosidn,

La superficie en regadio es de 2.850.000 Has. de -—
ellas 2.078.‘000 Has. son tierras arables, 573.000
Has. son cultivos permanente y 203.000 Has. son -

praderas permanentes.

O T e T T = - Vr———— o . 3 e sty A ey TSI 1} — N AT e
e e ve— e v o T e e b b ot e Ry s a T T T R T G DT T e T T
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2) Poblacidn

ESPARA FRANCIA ITALIA COMUNIDAD
Poblacidn activa agricola 2.640 2.022 3.149 8.363
Porcentaje de la agricola |
respecto a la activa total 19,9% 9,7% 15,9% 8,2¢4%
Estructura socioprofesio- '
nal (Estimacibn)
No asalariados (Porcentaje
sobre P.a.a.) 68 - 80 - . 64 71
Asalariados (Porcentaje so- ,
bre P.a.a.) . 32 20 36 29

ESPANA _ FRANCIA ITALTA COMUNIDAD

Producci én {inal o 1.056,2 2.083,8 1.525,1 7.987,9
(Millonles Pts) o -

Productos ganaderos 57 % : L5% 58% | L0O%
Productos agriéblas - : 43% 55% 4L2% . 60%
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35 TOTAL EXPORTACION AGRARIA, PRODUCTOS MAS SIGNIFICATIVOS

Cantidades (im)

Valor {mill. ptas.)

‘ Indice

Indice

Producios 1876 W7 4978=100 1876 1977 1576 = 100
HUBVOS  oiiiiiiiirere taecesremnsssssmsrecss e nnes 14.622 34.600 235,6 542 1.885 347.8
FIOIBS mevverrreeenveseaacaenns [ S 1.772 2.055 116,0 350 678 165,1
P2lalas Para CONSUMD wevrermrcessrmsmcnesansssssses 148,035 250.403 . 168,2 - 1.815 3.123 1721
CEDONES cereirieiervvmcconssesrsniranrenarnarmessssns 158.104 191.642 1205 1.166 1.604 137.6
TOMBIES  ooroeeremeeeeomoesaneseemssssiosssssasnnnans 26,835 205.527 81,0 4.785 3.857 BD,9

JUAias VETHES ooeevereerrseneresenrsaseararoanes 15.655 18.744 126,0 454 638 137.5
Alcathofas  .iicecceeccsirerareriessnreiiniennanes 30.523 30.750 10G,7 444 554 1248
Lechugos ¥ €SCAr0las weveeceersseereresrrnsenss 17821 15854 89,5 270 268 293
PEPINOS veveriisreerrrreresssscammerrrssrenrrasaees ... A3.307 41.403 85,6 853 805 105,1
PISIENOS  oriiccvieremmmeererssemssrsiesncaninnnaens 3.485 m 4.9 51 3 5,9
NBIENJES  ceeieivnireeramesromsrareressanasanansassns 58B84.285 922.541 83,7 1D.651 11.844 113,2
MONDBIINES  ..vvrveeecemcrmseirmteemrrananenenrness 542.174 542.421 100,0 - 11.145 12.858 *115.4
LEMONES oneiireierecnresasenenceseeranseomassrerarinnsan 162208 157.841 97.3 2.858 3.922 '+ 137,2
Uva de Mesa ..ocvcccirenicvsnenrmases sacemmsenensne 134.091 £2.300 61.4 3.318 2299 €35
AlMendid QIaN0 .ecvveeeerecesemcmrroninvinesennss 25.820 26.227 101,2 3.828 4.629 17,8
Avellana grans .o.cceccveecieisemecnricesrerennans 3.334 6.012 180,3 384 263 26,0
MBAZANE  ereeeoeiurervenrsermsmessemmarsammnmaneanass 23.657 19.279 542.0 62 625 1.088,1
Pera ..... eteesnamiesemsmssnsenceeisatssasssmcrirnnrn 24.403 10.848 44,9 295 345 116,6
AIB3COqUE Liiverieeeramnnas [ 14.185 5.460 385 186 | Az7 64,8
MEIOCOIONES .....eoreeciiaaimnoncaneaniacmncnsasrasas 17.758 9.849 55,5 343 - 237 63,1
MEIONES «evveeeeiecrerrerranmnmsenrrsans coereemnnnnes 74T B4.776 73.8 1.031 1.085 103,3
Pimentdn y pimienio SeCo ......ccee.. eeeemaeeans 15.239 -16.210 83,8 957 1.318 132,7
F O (7 N ' ! .25 735 660 1.158 175.5
[ £ {1 = SO OO VPO 7.378 3217 450,2 . - 140 483 - 345,0
CEebABE wevericaranirrecrmecsasrmmeemte v ranemennens 254.328 2.814, 1,1 2236 - 51 2.3
Arro2 e temmmmamns o remccrecneemenennenies " 8.615 " B1.804 849.6 o1z 1.709 - 1.3457
Afalfa Beshitrataga .oeeeeemeeeeammnmanmeccremnaens | 65214 50.546 76,3 554 545 85,6
Aceite de oliva ¥y OMUD .eoioreieeeeeeieaennaes 80,387 109.448 121,1 . 7.8B52 10.564 134.4
~ACEite de £0J2 .ol Teicieceee et nereanas 124.521 134.112 - 107,7 . 353 5.653 161,3
Conservas vegetales ¥ JUQOS wcvivcceemenecaces 577.000 543.407 84,2 2.807 28,485 128,3
Vinos, moslos y vinos aromatizados «.....ee.. 607.754 553.580 81 16.9G3- 18.283 1084
Pulpa de remolacha vecivivecveecccciincrcre e raes 212.390 15783 0,6 - 1.512 . 1.788 118,3
Corcho brulo y conadn ceveirivveieiniieneess 21.242 24.772 116,56 736 1.028 139.8

Totol productos considerados vuuvereevavanaveses s 2526 124585 1208

. i B ‘. ! l -
- FUENTE: Anuarios de Comercio Extenor. Direccién General de Aduanas {Ministerio de Haciendal.
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34. TOTAL IMPORTACION AGRARIA: PRODUCTOS MAS SIGNIFICATIVOS

Cantidades {tm.) Vaior (mill. pias.)
)
Productos © 18 1877 LA 1576 1977 Tt

Vacuno vivo {nOmero de animales) ............ 7.323 4926 67,3 5014 333 o 67,5
CBINC OC VACUND Lveceeereomrsrsnrnrsmsrstrsmsscanens 44.212 50.172 113,5 3.637 5155 141,7
T CArne 08 POICIND ceceerirernrnssaiosancerranisonnsans B2.504 6.915 13,2 4.516 522 18,2
LEChE TEC5CA oorvirrereemsrenmcrreritrcssmcannsosnnas 51.128 3.315 5.4 787 g C] 12,6

Leche y nata, conservadzs, concentradas © .- : s
BZUCDIBOE5  cecsvcenrecrecsmmmassscormnrnacncarsns . 102.732 128.882 .126,4 2.539 T 3.28 1272
 MBACGUITE  eoeeeeeeaeaeeraneaeens rertemeaanens 2083 . 2.2% 105,4 193 208 - 107.8
QUCSD ¥ TEQUESBN eevverrevssmrserensensserrranenss 13.453 15.321 112,8 1.642 . - 2.31477 1408
GAIDANZOS +orsevessraeereameesssasssaressannanssanes 31.928 28.538 83,4 1131 1.750 <7 154,7
AMIDIAS . eiiiinirermsiecirancrrrrsriterssr e s s nreans . 8,268 9.628 103.,8 : 321 435 1358
Call SiN 10SIAM rreermerrsecsssrsnmmeremsnressanasa 87.185 £2.2c8 84,7 14.696 33.541 //‘ 2282
MBIZ  oiivvreeriirrcmcrtiorsnmsernmrantonrtssasersrrons 3840182 4.121.644 116,4 30.207 34.058 1128
0G0 vrvermmreoeeessensrmmsserssnsnssseseasesessases 416350 . 567.622 1363 3207 ¢ 429 < 1319
CBCINUBIE ..oerreeeeernsesseasesaemsronnrnsassnnannss 21.573 18.227 B50 984 1.085 110,3
Habas 02 SOJ3 .vreesrueemmserssersrsemsassnenrermres 1.940.573  1.835.2%3 946 - 28.527 29.35% < 138,0
GBSOl oeeoieeseeneeeeisnasesansrnrarsenasens 4,131 . 13.253 321,0 172 3725 '218,3
Otrzs semillas 01e3gIN0OSaS Levveveerrenrennanananns 30,880 - 28.589 . 92,6 617 e . 128,2
Accile de girasol aiiciceeecserriasenns enraienns 14.645 - 27.858 181,5 573 1.351 2358
ACEHE B8 $0[d erreevaresenncones teeerereveersanaen 12.162 T 6824 56,1 - 389 327 84.1
AZOCAN  oorivveessscsnssussersnnnenness peremeniaminnesa 63.955 - 177.605 2717 2.015 ~.6.017 2988
Cacao erudo ... enseoanseneans asnmnesasesnons 33655 3452 1026 .3851 ~ - 84847 2456
'arinas 0c Carmne Y PesSCado ccvveversmceersesens 30.601 38.924 127,2 " 437 * 785 P 81,9
Torta Ue OIRBFINTEES wevmeeecemsesusersmnnsernnenen 807,74 435,995 N7 . 7.688 8.515 ° 110.8
-T2baco BN [BMB .evvveecerssnearseresrennns vnnren B1.658 ~  64.4G7 78,9 9.195 8716 105,7
Cuero vy pieles en bBruld coevveeeeeeecsrneesecsnnes 101.496 110.845 103,3 .- 8.7B1. 12.285’// 139,8
Maderas en bruto y simplemente trabajadas. 1.672.174  1.533.283 94,7 - 19.846 -Z3.340 1176
. Algeddn en buto .ocicineneann.... cevrereennns 90570 T72.425 80,0 8.272 . B.185 111,0

. Total productos’ COnSIderodos « o veunnnsaseennns - 154,734 208.837 135, 0
S | | Lo _ - 3

FUENTE: Anuarios de Comercio Exterior, Direccibén General de Aduanas [Ministerio de Haciendal.



1.5. Situacidn y perspectivas econémicas
Después del intenso y continuado proceso de ajuste efec-—
tuado en los afios 1977 y 1978, la economia espafiola man-
tuvo, en la primera parte de 1979 un ritmo de expansion

relativamente elevado.

Sin embargo, los acontecimient.os que tuvieron lugar en

los mercados mundiales del petroleo en el primer semes-
tre de 1979, ¥y que se agravaron considerablemente en el

segundo, provocaron un empeoramiento dréastico y sustan-
cial del escenario econbmico internacional previsto ini-

cialmente para dicho ano. Inevitablemente', este fendbmeno
afectd también a la economia espafiola, tanto de forma di-
recta por la carestia del petrdéleo, como indirectamente,
po-r la menor expansidén de la demanda exterior yaligual -
que los demas paises se revisaron las previsiones para -
1979: a la baja la de crecimiento y al alza la de aumento-

de los precios.

La economia esp'aﬁola cerrd el afio 1979 con un crecimie_ﬁ
to entre el 1,5y el 2%. Este ritmo de avance relativamen
te moderado condujo el nivel del desempleo al|B,4% de la
poblacidn activa y hay que sefialar unos cambios subyacen
tes importantes que estidn teniendo lugar simultidneamente

en la economia.

’ Se observa, en primer lugar, un mejor comportamiento de
la economia frente a las crecientes tensiones inflacionis-
tas como consecuencia de la crisis energética y que se —--
aprecia en la importante reduccidon del diferencial de la ta,
sa de inflacidon de Espafia respecto a la O.C.D.E. que se
sitGa a finales de 1979 en 4 puntos porcentuales, frente a
los casi 19,5 puntos que se registraban a finales de vera-

no de 1977.



Este mejor comportamiento relativo de los precios {rente
al exterior, .unido a un ligero deslizamiento de la peseta
en el segundo semestre, logrd mantener las exportaciones
a un nivel elevado al terminar el afio, a pesar de la ato-

nia del comercio mundial.

Como se.gundd cambio importante hay que mencionar, ade--
mas de la mejora de las posibilidades de financiacibon de -
las empfesas, el hecho de que el sistema financiero en su
conjunto se éncuentra en una situacidn mas equilibrada gra
cias a la favorable evolucidn del sector pliblico en la Glti-
ma parte del afio, al reducir considerablemente su déficit
global dentro del marco de politica presupuestaria previs-
ta en el programa econdmico del Gobierno. En consecuencia,
la ex_pan_sién. del crédito al sector privado se acelerd sensi-
hlleme'nt'e en el segundo semesire del afio y se suavizaron -~
las tenéiones en el sistema monetario a pesar de que se mo
‘derd el ritmo de aumento de las disponibilidades liquidas.
Los principales factorgs derla situacidn eéonémfca espafio-

-1a pueden sintetizarse asi:

1) Demanda y produccidn

Los efectos depresivos directos e indirectos de la ca--
restia del petrdéleo han provocado el debilitamiento de

la demanda intelrna y la mayor parte de los indicadorés
de consumo privado apuntan una caida moderada del rit
mo de incremento. Esta evolucién corresponde sobre to
do al.componente no alimenticio del consumo. L.a infle-
xidn negativa en la tendencia expansiva del consumo se
debe, sobre todo, a la repercusion delraumento del ﬁr_g

cio del petrbdleo que acelerd en més de dos puntos el -



2)

ritmo anual del componente no alimenticio.

Por lo que se refiere a la inversion, conlinﬁa la 1éni-
ca deprimida de afios anteriores aunque la inversibn de
bienes de equipo que habia caido de forma significativa
y continuada en los {ltimos afios, parece haberse esta-
bilizado y estar iniciando una recuperaciédn como lo ma-
nifiesta la evolucién de las exportaciones de bienes de

equipo.

El sector mas problematico en materia de inversidn és,
seguramente, ‘el de la construccidn, que en 1978 entrd
en una fase de recesidén que se evidencia en la mayor -
parte de los indiéaddres y especialmente en el de con-

sumo de cemento.

Por lo que respecta a la actividad industrial, cabe re-

saltar la existencia de subsectores con tasas negativas
y otros que reflejan tasas medias anuales de crecimien-

to superiores al 15%. d

EmEieo

A pesar de que las cifras del afio 1979 arrojan un dato
de desaceleracidn importante respecto al aumento del -

ritmé_de desempleo en 1978, la tasa de paro global es -

importante y ofrece una gran dispersidon en relacion al

sexo, edad y sector de actividad, al margen de las dis-
crepancias regionales, también muy importantes. Las mu
jeres y los jovenes soportan tasas de paro considerable-
mente mas elevadas, representando ya los parados meno-
res de 24 afios, el 58,6% del'*etan (49,5% los varones
y76;9% las mujeres). ' '



3) Precios ¥ costos

‘A lo largo de 1979 se ha ido fren:ando, como consecuen-
cia de la crisis energética,la linea de marcada desace--
leracidn inflacionista iniciada en el otofio de 1977. En
efecto y por lo que a los costos respecta, ldurante la -
primera mitad de 1979, la evolucidn de los principales
factores de] coste empresarial fue favorable a dicha de
sacelerac-ién: una apreciacién de la peseta que abaratb
el precio de las materias primas importadas, una menor
progresidn de los costes salariales que, unido al aumen
to de productividad redujo el avance del coste salarial
uni’tario en forma sensible. Asi pues, en este periodo -
cabe pensar en una cierta reconstitucidon de los mérge-
nes de beneficio en buen niimero de sectores, incluso
si otros renglones de las cuentas de resultados han evo
lucionado desfavorablemente, tales como los costes fi-

nancieros y generales.

En cambio, en la segunda mitad de 1979, el sector ex-
terior jugd un papel inflacionista, tanto por la fuerte
elevacidén de los precios medios de importacidn en déla-
res, como por la ligera .depreciaci()n de la peseta a lo
largo de este periodo.

Esta evolucidén de los costos internos y externos a lo
largo de 1979 determind, a su vez, el perfil de com-
portamiento del indice de precios al consumo, sobre.-
todo en su componente no alimenticio, El indice global
se situd en un 15,5% por encima del nivel del afio ante-
rior, lo que supuso una reduccidn de la tasa de infla-
¢idn de medio punto con re}specto'a la tasa registrada

en 1978. Pero para valorar debidamente el comporta--



miento de la inflacidbn interna espafiola o subyacente hay
que tener en cuenia, en primer lugar, que uncs 2 &6 3 --

puntés de inflaciédn de 1979 se debieron a los mayores -

precios del petrbdleo y en segundo lugar, que en este mis
mo periodo los paises de la O.C.D.E. aceleraron signi-
ficativamenie su tasa de inflacidn, con lo que el diferen-
cial de nuestros precios respecto a dicho conjunto de --
paises se reducia a.4 puntos porcentuales frente a casi -

19,5 puntos de Agosto de 1977.

4) Politica econdmica

.Los rasgos mas importantes a destacar en la politica -
econdémica puesta en préctica a lo largo de 1979 por las
Autoridades espafiolas han sido la correccibn en el com-
po'rtamiento del sector pliblico en la segunda mitad del
afio, la reducciédn considerable del déficit global, la -
aceleracidn de los gastos de inversidn y la reducciédn
importante en el ritmo de avance de los corrientes. Se
ha producido’ una distensién en los mercados monetarios
y crediticios que ha permitido una fuerte aceleracién en
la expansidn de fo:;dos al sector privado. Hay que sefia-
lar también la continuacidn y en ciertos casos el inicio
de medidas de ajuste coyuntural y estructural conteni-
das en el programa econémi_co del Gobierno aprobado en

el mes de Agosto de 1976.

En definitiva, la economia espafiola inicid el afio 1980
en una situacidn coyuntural de relativaatonia y ajuste

al nuevo impacto energético.



5) Las perspectivaé

Las perspectivas de la economia espafiola no scn ajenas

al contexto internacional dentro del que se mueve.

A‘pese.ir de haberse logrado dominar los grandes datos -
de la economia espafiola desde los pactos de la Moncloa
de finales de 1977, la situalcién depresiva Ay recesiva de
la economia mundial a la que .conviene aftadir los incre-
mentos de los precios de los crudos y las incertidumbres
de su evolucidn futura, no permiten pensar ni‘ esperar re

sultados espectaculares a corto plazo.

El problema basico de la economia espafiola es, eviden-
temente, la elevada tasa de desemplé.o que no es sino la
consecuencia de deficiencias estructurales del aparato
productivo espafiocl y del impacto social de toda opera-

cién de saneamiento y reestructuraciodn.

Puede decirse, en defihitiva, que existe una estrecha
similitud entre la situacidn coyuntural de la economia
europea y la situacidn econdmica de Espafia que tiene,
ademé‘s, el condicionante de un elevado grado de inter-
dependencia comercial y.de unas relaciones interindus~
triales e intraindustriales muy desarrolladas, por lo -
que no puedendefinirse perspectivas excesivamente auté.
nomas sino en funcidn del contexto internacional y fun-
damentalmente europeo que constituye el entorno de la

economia espafiola.
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11 - Los factores de impacto.sobre la economia espafiola

Dentro del contexto aqui descrito, la adhesién de Espafia-
ala C.E. es contemplada por los medios econdmicos espa

fioles con una mezcla de interés, beneficio y temor.

Estas reacciones derivan de dos tipos de cuestiones que

se refieren tanto a la industria como a la agricultura.

Los dos tipos de cuestiones son, por una parte, los efec-
tos directos de caracter comercial de los derechos y obli
gaciones que serid necesario asumir y, por-otra parte, los
ajustes internos que seré preciso llevar a cabo para ade--
cﬁar la economia espafiola al contexto de libre comercio y

a la unién aduanera.

Son miuitiples los estudios realizados por entidades
publicas y privadas sobre los previsibles impactos -
industriales de 1lg adhesidén de Espafia a la Comunidad
Econdmica Europea. -

!
Los reéﬁltados de estos analisis son, en cocasiones,
Cénlradictorios, porque no puede decirse QUe.secto—
res, en su conjunto, vayan a salir perjudicados o be
neficiados pér el hecho de la adhesidn a la Comuni--
dad, sino que hay que traducir estos impactos a la es
cala de cada una de las empresas, existiendo dentreo
de cada sector, empresas bien dimensionadas y con
productos competitivos y empresas incapaces de sos-

tener la competencia internacional.
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Por ello, no es de extrafiar los resultados contradicto

rios de los citados estudios.

En términos generales puede decirse que, de un-punto
de vista industrial, la adhesién de Espafia a la C.E,

requiere una reflexidén sobre los siguientes temas:

Derechos y obligaciones de impacto empresarial.
- Los sectores en crisis.
— Los sectores del futuro.

— Los sectores neutros.

1) Derechos y obligaciones

De las mﬁlﬁples reuniones con medios empresaria-—
les y encuestas realizadas, cabe resaltar que las
principales'obligaciones que preocupan al empresa-
rio industrial espafiol, son aquellas relativas a la
libre circulaciédén de mercanciés,\compromisos co—-—
merciales exteriores de la Coﬁunidad, e introdﬁc—

cion del 1.V.A,

Estos temores son, evidentemente, mas fuertes en-
los sectores poco competitivos o con problemas in-

‘ternos.

En estas reacciones empresariales no hay que olvi-
dar que la industria espafiola se ha visto confronta-
da, no s6lo a un proceso de ajuste derivado de la -

crisis energética de 1973, sino a un proceso mucho
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mas profu-ndo que ha ido en paralelo con la libertad po—r
litica y la instauracibén de la democracia. En efecto. el
incremento del costo salarial, los profundos efectos d-e
la reforma fiscal‘, etc. estan teniendo que ser absorbi-
dos en plézos muy breves de tiempo por la empresa espa
fiola y por elle ies preocupa el tener que digerir también
las consecuencias adicionales de una desproteccidn aran-
celaria y de un incremento de 1a.comp'ete‘nc1ia de productos
comunitarios en el mercado espafiol, muchos de los cua--
les tienen una gran capacidad competitiva, gozan de eco-
nomias de escala y di5pon'en de importantes avénces tec-

nolbgicos.

Los temores empresariales espafioles no son exclusivos
de las pequefias y medianas empresas sino también de las

grandes empresas.

. Una parte ﬁonsiderable de las grandes empresas en Espa~
fia es aquella de los sectores en crisis y, por lo gue se
refiere a la pequefila vy mediana empresa son, en parte, de-
pendientes de laes demandas que generan los grandes gru-
pos empresariales y tienen unas defi;ci-encias' internas ta
les como obseoclescencia de su maquinaria, dificultades de
acceso al crédito, falta de personal capacitado, etc. que

inciden sobre sus temores.

Entre los p'rincjpales'temores detectados por los empre-
sarios espafioles, se encuentra el de las disfunciones -
que pueden generarse si los calendarios de desarme aran
celario son diferenciales por listagfde productos y no con
tem'plaﬁ en paralelo el desarme de los diversos input que

pesan sobre los costos del producto final.
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‘El estudio del indice de sensbilidad arancelaria efec-
tuada por el Ministerio de Comercio espafiol, se reflc-
ja gréficamente en una curva de Gauss perfectamente -
equilibrada que demuestra la necesidad de un calenda-
rio Gnico de desarme arancelario para todos los secto-
res con objeto de establecer una justa evolucidon de las

relaciones intraindustriales.

2) Sensibilidad global ante la integracidén en las Comunida-

des Europeas

s be dfechde
De acuerdo con los resultados de ungprimem esrsetsmeomg=he

pev A dliy faurailaadce,  wfce ot L vt padles
Wﬁ SRR TS N e R e Y —

: . . , predets
subsectores de la industria espafiola, éstos ‘“clasificar-

se en 4 grandes grupo.s en funcidén de su sensibilidad glo
bal, debié.ndose advertir, no obstante, que se trata de -
opiniones expresadas por los propios sectores y que, por
consiguiente', pueden tener importantes dosis de subjeti-
vidad.

De acuerdo con la opinidén empresarial, la clasificacidn

seria la siguiente:

- Subsectores muy sensibles.: en todos ellos se preven

graves dafios-y dificultades para su adaptacidn a ia

- Comunidad Europea. Excluida la construccidn estos
subsectores representan, aproximadamente, el 20% -
del valor de la produccidén industrial espafiola. Se -~
trata de: petroquimica, primeras materias plasticas,
fertilizantes y materias primas, electrdénica e infor-
mét'ica, especialidades farmacé.uticas, vehiculos in--
dustriales, de auxiliar de la automocidn, muebles de

madera, electrodomésticos, aparellaje eléctrico, seda

.y fibras sintéticas, carpinteria de madera, fibras qui
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micas, mineria del carbdn, industria auxiliar naval,
maquinaria para la produccidn de energia no eléctri-
ca, detergenteé, fabricacion de azucar y alcohol, ta-
bleros contrachapados, puertas planas, méquinas he--
rramientas para el trabajo y la obtencibén de metales,
maquinaria para la manipulacidon de fluidos, maquinaria
textil, plaguicidas, materias primas farmacéut'icas, -
maquinaria paraaparellaje eléctriéo, méquinas de co--
ser, ‘h-er‘ramientas manuales, refractarios y gres, equi
pos eléctricos de control y regulacidn, metalurgia del
plomo, cloro, sosa, gobeleteria,piritas, mineria del -
cobre, alfombras y tapices, cubertel;fa, material foto-
grafico, lino y céfilamo, rodamientos, abrasivos, méd--
quinas herramientas para madera, derivados del cromo,
harinas de carne, articulos de deporte, camping y ai-
re libre, bptica, cartucheria, metalurgia del estafio y
relaminaciobn. |

Subsectores sensibles: representan, aproximadamente,

el 40% del valor de la produccidn industrial espaﬁola;

excluida la construccidn. Se trata de una serie de sec
tores, que en la actualidad son menos competitivos que
los comunitarios, pero que se consideran capaces de -
adaptarse a través de un p'eriod'é de tiempo razonable-
mente largo. Se trata de los productos siguientes: si-
derurgia, CECA, refinos de petrdleo, vehiculos de tu-
rismo, pastas, papel y cartbn, r}letalurgia del cobre, -
géneros de puntos, aluminio, confeccidbn, textil lanero,
pinturas, derivados del alambre, recuperacidn de cha-
tarra, almacenistas de hierro, lineas de corte, cartdn
ondulado, malta y cervezas, muebles metdlicos, maqul

naria diversa, otros derivados organicos, otros deri-
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vados inorgénicos,'aceros especiales, motores me < -
nicos, metalurgia del zinc, prandys, bisuteria, moio-
cicletas y ciclomotores, vidrio hueco, otras bebidas
alcoholicas, vidrio plano, rémolques y carrocerias,
tubos soldados, aceros forjados, flejes en frio, tubos
sin soldadura, jﬁguetes, ascenseres y montacargas.
tostados y sucedaneos de cafeé, aleacidnes, margari-
nas y grasas concretas, acero moldeado, colorantes
y ﬁigmehtos, tableros aglomerados, chocolates, sa;—
les potasicas, mineria del plomo-zinc, mineria del -
hiérro, almacenes frigorificos 'y productos congela-
doé, lozary porcelana sanitaria, armas deportivas,
méquinas de escribir, turrones y mazapanes, deco-
letage, ceramica de mesa, pastas alimenticias} aguas
envasadas, cerdamica artistica, madquinas recreativas
y de juego, harinas de pescado, cargas blancas, fluec
rita, griferia y valvuleria, ovoproductos, electrodos

y baileras y radiadores.

Subsectorés indiferentes: Representan, sin la cons—-

truccidn, el 15% de la produccidn industrial espafiola
y son aquellos quie no prevén ni ventajas ni inconve-
nientes de la adhesidn a la C.E. Se trata de los si--
guienteS'subséctores: Sector eléctrico, cementos ar -
tificiales, maquinaria eléctrica, derivados dei cemen-
to, maquihariaAagricola, tierras cocidas, bebidas -
analcoholicas, material ferroviario, piedra natural,
maquinaria de obras pliblicas y mineria, condﬁctores
eléctricos, méldes y matrices, fiﬁrocemeﬁto, torni--
lleria, galletas, caldereria, recubrimiento metélico,
‘carpinteria metélica, material aeronautico, metales -

preciosos, moldes y matrices, manipulados de papel y



como las propias empresas estdn conduciendo una refle-
xién que comprende tanto a los sectores en crisis como

a los de futuro'y los neutros,

Es evidente, en efecto, que los afios que quedan de nego-
ciacién y los afios de la transiciéon deben servir para, en
ciertos casos, sanear los sectores probleméticos o ayu-
darles a bien morir y, en otros casos, prevenir las difi
cultades que puedan surgir o, finalmente, en otros ca--
sos, potenciar la capacidad de respuesta de los sectores

mas dindmicos de la empresa espafiola.

Todo esto requiere, en una economia de libre mercado, -
la creacién de un entorno que permita a las empresas asu
mir los riesgos dentro de unas perspectivas razonables y
contando con un enmarcamiento legal desprovisto de ten-
siones demagbgicas.

La industria qspaﬁola, por su caracter més jbven v su de-
sarrollo &4 un régimen autdrquico, tiene una serie de dé
ficiencias importantes que necesitan de un plazo de tiem-
po largo pafa poder jugar en el libre comercio internacio
nal, Por ello,.y a pesar de que el mercado industrial pre
sente y el potencial futuro sean unos de los principaleé
temas y ventajas econdémicas que la Comunidad piensa sa-
car de la adhesidén de Espafia a la C.E.E., la postura ne
gociadora espafiola es la de establecer un calendario de
transicién largo entre 5 y 10 afios para la liberalizacién
total del comerciq industrial hispano-comunitario, con -
objeto de proceder a una adecuacidn no traumética de las

economias industriales.

Por 1o que se refiere a los sectores en crisis, la con-
certacidon hispanocomunitaria ya se ha iniciado, y puede

decirse,%zi la préctica se esta definiendo un horizonte
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comin para aquellos sectores quc, por estar en crisis

"tanto en Espafia como en la Comunidad Europea, por ra

zones ajenas a ambos, requieren una concertacion en -

.1os objetivos v soluciones pré&cticas basadas en las ca-
] ¥

11.2.

pacidades y necesidades futuras.

Es, también, evidente que para los llamados sectores —
de futuro, si dentro de unos afios el'tefritorio econdémi-
co espafiol estari integrado dentro del comiuinitario, no

fueden definirse hoy objetivos de desarrollo indusirial,
sin contar con la realidad de la aportacibn espafiola, no
solamente medida en léfminos de capa;idad de compra, -

sinec también en términos de capacidad de produccién.

Las continuas manifestaciones de ciertas organizaciones
agricolas a nivei-comunitario, especialmente francesas,
pueden traﬁsmitir]a.i&ea de que la adhesidn de Espafia a
la C.E. en e{kerreno agricola, no sbélo provocara dafios
irreparables a ciertas agriculturas meditgrréngas, sino

que también seri un beneficio completo para la agricul-

tura espaficla.,

Conviene matizar.éste sentir bastante generalizado ya -
que los impactos previsibles sobre la agricultura espa-
fiola pueden ser més importantes de lo que aparentemente
se cree Yy que los impactos previsibles sobre 1alagricu]—
tura comunitaria son, seguramente inferiores a las de--

claraciones de las organizaciones agricolas.

En efecto, podemos considerar que existen 3 categorias

de productos agricolas en esta negociaciobn:
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- Aquellos que, presumiblemente, producirdn un impacto

negativo sobre la Comunidad Europea.

- Aquellos que, probablemente, ejercerdn un impacto ne-

gativo sobre la agricultura espafiola.

~ Aquellos, tedricamente neutros, pero con una carga fi-

nanciera importante.

Por lo que se refiere a los primeros, se‘trata, evidente-
mente, de los frutos y hortalizas y el vino. En base a es-
tos productos‘se desarrollan en el Sur de Francia, campa-~
flas demagdgicas promovidas por organizaciones agricolas

y partidos politicos interesados en alimentar posibles vo-
tos en prboximos comicios. Es evidente.que cada economia
tiene sus pﬁntos fuertes. Son aquéllos que precisamente -
generan la riqueza del pais. En este sentido, la produccién
espafiola de frutos y hortalizas, es un elemento importante
en el producto agricola espafiol y en la balanza comercial.,
an embargo, hay que situar dentro de un contexto de racio
nalidad los impactos previsibles de la adhesién de Espafia
ala C.E. En efecto, los temores se expresan, habitualmen
te, en términos de potencialidad y no de produccidn actual
-y lo que es preciso saber es si esas potencialidades de que
se habla sén factibles © son meramente resultado de un anéa-

lisis de laboratorio,

Lés potencialidades de que se habla en materia de vino, son
altamentg?grobables por la sencilla razdén de que si fuera
posible en Espafia regar los vifiedos para producir mayor
rendimiento por Ha. y por consiguiente, una produccidn glo

bal superior, dichas tierras, por su coste elevado, no se
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dedicarian a la produccién de vino sino .a, por ejemplo,

pastos de los que carece la ganaderia espafiola.

Por otra parte, es preciso considerar que cuando se ha-
bla de incremente de los grados de autoaprovisionamiento
también existe una gran diferencia entre los indices de -
consumo de productos agricolas frescos en los distintos

paises de la C.E. y que importantes producciones medite
rraneas pl_‘oc.eden de cultivos de invernadero en el Norte

de Europa con elevados costos energéticos.

Con unas economias en crisis que provocan el empobreci
mientocolectivo de las poblaciones eli abaratar los consu-
mos de ciertos productos no es un impacto negativo, sino
positivo para estas economias maxime cuando a través de
plazos de transicibén y de operaciones de reconversidn -
adecuadas no tienen por qué existir problemas a largo --
plazo. Ademés, en iérm.inos econdmicos el impacto de la
competencia solo se ejerce sobre una parte porcentual -
minima del producto interior bruto, ya que las produccio—:
nes que provocan la ira de los agricultores franceses no

vienen a representar mas que el 1% del P.1.B. francés,

~ Pcr.lo que se refiere a los productos con impacto nega

tivo sobre Espafila, éstos son aqu.ellos productos en los

que los rendimientos por Ha. son mé&s bajos en Espafia

y los precios mas elevados que la media comunitaria. Se
trata de la leche y productos lédcteos, cereales, remola-
cha azucarera y carne. También el sector de brandys -
contempla con cierto temor la competencia del cofiac --
francés . Todos estos sectores son importantes para la
‘economia agricola espafiola y tienen el agravante de en-

contrarse concentrados en cierias regiones de desarro-

llo econdémico inferior, como, por ejemplo, Extremadura,



Galicia, etc.

— Por lo que se refiere a los productos neutros y con -
carga financiera, se trata, esen'c.ialmenie, de la orga-
nizacibn del mercado de las materias grasas. Espafla -
dispone de una importante produécién de aceite de oli-
va y la problemdtica no concierne a aspectos de compe-
tencia entre la produccibn espafiola, italiana o france-
sa, sino que concierne a aspectos financieros, ya que,
de acuerdc.a‘con las actuales reglamentaciones comunita
rias existiria un costo financiero adicional el primar la
produccibén espafiola para-mantener una relacidén razona-
ble entre los precios al consumidor del aceite de oliva

y de los otros aceites vegetales, sincuya relacidn se

abandonaria el consumo del aceite de oliva.

Los célculos a este respecto han sido contradictorios y
la solucidn gque la Corr.:unidad pensaba introducir consis-
tia en percibir una tasa sobre los aceites de grano y ve
getal de forma que con dicha tasa se financiase el cos—

to adicional de la organizacion del mercado de materias

grasas.

Puede decirse, en definitiva, que en materia agricola, los
impactos positivos y negatives son muy reciprocos. A Es-
pafia se le abrirdn nuevas posibilidades exportadoras y --
también la Comunidad podrd beneficiar de un nuevo e impor

tante mercado para productos que son excedentarios.

Fuera de este contexto esirictamente hispanocomunitario,
existen otros problemas imporiantes que la negociacidn de-
beri resolver y se refieren al impactio sobre terceros pai-
sesl, fundamentalmente mediterraneos, de la extensidn a -

Espafia de la libre circulacidén de mercancias agricolas y
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del principio de la preferencia comunitaria.

"CONCLUSIONES

La adhesion de Espafia a la C.E. es, en términos econémi-
cos, la resultante de un analisis realista de la confirma--
cion de la interdependencia existente y de los intereses co

munes.

‘Tanto en términos industriales como agrfcéla, las venta~-
jas 50;1 reciprocas y los problemas cuya.exis'tencia se com
prueba hoy no tienen por qué seguir siendo- problemas si -
entendemos que tanto el periodo de n'egociacién como el pe
riodo de transicidn debe ser utilizado para efectuar un -
esfuerzo conjunto y no solamente unilateral de adecuacibn
a las futuras perspectivas,

Es evidente que una Comunidad a Doce es distinta que una
Comunidad a Seis y distinta de una Comunidad a Nueve, pe
ro la historia no estd hecha de posiciones estadticas, sino
que es historia, precisamente, en razén de la evolucién di_
nadmica de ias situaciones., La ampliacidén de.lal Comunidad
Europea es un reto para la Comunidad, no por ia competen
cia y 105 problemas que le acarrea la adhesidn de nuevos -
miembros, sino_porque' es la ocasidn de demostrar su volun
tad politica de ir mas lejos en la integracidn econbémica, y _
de profundizar unas realizaciones comunitarias que sin el
factor de sobresalto de la ampli.acién posiblemente se irian
postergando en la eépera de tiempos mejofes, cuando, al -
contrario, y siguiendo a Keynes, es en épocas de crisis -

cuando hay que invertir.

Pero la ampliacidon de la Comunidad Europea es también un
reto para los paises candidatos . Reto politico, al no haber

podido asumir desde el comienzo el proceso de integracidn
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en razbn de los impedimentos politicos de situaciones dic-
taloriales existentes en los momentos en los que la Comuni
dad nacidé. Es, por consiguiente, un primer reto politico -
de consolidacidon de un sistema de libertad y democracia.
Perc es, también, un reto econdmico ya.que, por lo menos
en Espafia, la situac_ién politica condujo a un aislamiento -
econdmico y régimen de autarquia en los esquemas de desa-
rrolleo y el reto econdmico consiste en la modernizacidn y
adaptacidn al libre comercio internacional de unas estr‘uc—
turas.industriales y agricolas concebidas en términos de -
economia cerrada y altos niveles de proteccidén. Con o sin
la adhesiébn de Espafia a la C.E. ese reto econdbmico debia
ser asumido para no hacer caer en la obsolescencia nues-
tras estructuras actuales. La adhesidn a la C.E. a pesar
de los problemas de competencia que generard sobre el mer
cado espaiiol, es un're‘vulsivo y horizon"te:‘en funcidn del -
cual podamos conseguir el necesario sancamiento de nues-
tras estructuras industriales y agricolas en funcién del -
cual podamos definir ese ho-rizonte econbmico que con es-
fuerzo tenemos; que..-lograr para sobrepasar la década-de -
..recesién en la que vivimos y que solo podremos alcanzar a
través de una solidaridad entre los Estados, puesto que la
magnitud de los problemas trasciende las capacidades de -
solucidn y financieras de cada uno de los Estados europeos

tomados individualmente.

Es evidente que der un punto de vista industrial y agricola,
habréd que hacer frente a aprofundas mutaciones en-el sen-
tido de la complementariedad o de la divisién internacio--
nal del trabajo, pero ese plantedmiento es, en definitiva,
benéfico para ambas partes puesto que permitird preparar
para mafiana lazos de interdependencia no probleméiticos -

que refuercen el conjunto,
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2 European industrial
policies and competition

ALEXIS P. JACQUEMIN

BACKGROUND

It is a well-known fact that the creation of the Common Market and the
accompanying removal of the diverse obstacles to competition—
whether they were tariffs, import quotas, or the right of establishment—
have produced a profound change in European states. These countries
have been confronted with a mass of liberalising forces which were
unknown since the moves towards free trade of the years 1860-70. For

instance, by 1969, intra- EC exports had increased to 48 per cent of the .

members’ total exports, compared to 32 per cent in 1958, while exports
by ‘the Six’ to non-EC nations rose by a multiple of 2.5,

New attitudes have appeared which favour changes in the structures
of economic sectors and businesses, the launching of new industrial
initiatives and the acceptance of an automatic and continuous process of
adjustment to changing nationa! and international market conditions,
on the demand side and on the supply side. This acceptance was
facilitated both by the cconomic situation and by the policies of the
European Authoritics. On the one hand, the high levels of demand and
the rates of growth of the European economies reduced the social costs
of this process of adjustment. On the other hand, Europein competition
policy, based on Article 85 of the Treatly of Rome, which has effectively
attacked cartel agreements (intended to restore the old protective walls
of national markets), has consequently sustained the dynamism of an
enlarged unified market against private restrictive practices.

Nevertheless, this new climate has shown itseif to be delicate, and it
has been shaken by the economic crisis and its attendant social

consequences.

In the year 1975 there was a reduction of 2.5 per cent in the EEC gross

22

i
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TABLE 2.1 General indices of industrial production
(1970 = 100)

1968 1969 (971 1972 1973 1974 1975 1976

Netherlands 82 91 106 11 118 122 16 125
ircland &9 95 104 108 19 122 15 126
France 85 94 106 112 119 123 114 124
Denmark 87 97 101 107 . Il 1o 106 117
W. Germany 84 94 102 106 4 12 108 113
Italy 91 94 100 104 114 119 108 121
Belgium 83 97 102 109 lis 121 109 119
U.K. . 9% 99 100 102 111 108 103 104
Luxembourg 88 100 99 103 115 119 93 99
EEC 9 87 95 102 107 115 115 108 115
U.S.A, 99 104 100 108 118 117 107 -

*Source: Eurostat, Basic Statistics.

national product (expressed in real terms). This decrease also appearsin
the indices of industrial production: Table 2.1 shows that, for the nine
EEC countries, the index has declined from 115 in 1974 10 108 in 1975,
the tevel of 1973 being caught up only in 1976. Examination of the

. average annual rates of growth (1973-6) for individual industries, - .

although revealing wide divergences between seclors, suggests that in
almost all countries {except Italy), textile industry and clothing, oil
refining, manufacture of leather and leather products, manufacture of
paper and paper products, printing, publishing and allied industries,
have all sharply declined (Table 2.2).

Such an evolution is linked with various factors whose respective
influence is hard to disentangle. A first aspect is expressed by computing
the changes in labour cost and productivity for the Member States.!

Table 2.3 shows that there has been an important increase of labour-

productivity for all the countries considered, with a slow-down in 1974--5;
the lowest rates are those of Italy (5.2 per cent from 1966 to 1976) and the

United Kingdom (3.9 per cent from 1966 to 1976). But on the other

hand, the growth of labour cost has been proportionally more
important, the highest growth occurring in 19745, with Italy recording

an increase of 22.9 per cent. It is therefore not surprising that unit labour-

cost has risen sharply in these countries.
A comparison between the evolution of the * average unit Iabour cost
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i . . i
o o~ e NG NN O~ T N — i TABLE 2.3 Labour cost and-productivity changes in'the manufacturing sector ti
el B "'I“ CI’ = i TT @™ ";‘ n @4 —a n (average annual changes, %, '
W
\ " Labour cost * Productivity
Epfe 0w =~ e D _ ' : . |
;_§ Nt 9 by Ty C 1966-76 1970-3 1974-5 1976 1966-76 1970-3 974-5 1976 P
< LN
Belgium 128 138 13 145 58 6l 36 95 - | o
| xoe®mo® = me addmeas neo S West P
S S|7TTTT T OTT C°VNUTIT OITN : Germany B8 11 99 67 50 50 35 19 . T
. . ; France 11.1 1.3 18.4 14.1 5.4 65 -—I.1 94 . .
N oo Nctherlands 133 . 145 165 104 7.1 75 31 104 . Loy
= Eq w“ ;o ltaly 138 18.6 23.4 228 52 67 0.1 63 ‘ i -
g1 £|23883 ¥ 2, loxsud 2F2 . UK. 107 98 217 161 40 a2 -n1 32 1
5 < i T bl ; United States 64 62 87 80 28 40 . 23 46 A R
‘;3 = ‘ Japan 15.1 17.4 20.3 1.3 9.5 10.3 0.6 1LY
2 .
’m B . Source: 1.R.E.S., Université de Louvain, 1977, r -
S|l pE|lwm—m= 9 ¢w mmo—oym g !
[~ CE | ~nNS O S S SO O e - , ‘ '
21l= S N ' o for all OECD countries and the evolution of this index for the main .
b - B . . . . >
S European countries also indicates that the ‘competitiveness’ of the S N
é | e o oo ~ Member States is dying down: unit labour cost in Europcan countries ! U ;
< FlS =8 | &, | = Pl e increased much more quickly. the most resistant being West Germany, i‘ -
= £ : ' - i ‘Belgium and the Netherlands,2 But as these last countries have b
Z . experienced an appreciation of their currency, the inverse being true for
= ¥ oo A - LT Vo~ g ltaly and the United Kingdom, a comparison taking into account the
g g . : o~ ~eno 10 ey ‘ p g 3
3 E veT T ST o eTgTe il ees role of the eflective exchange rates shows & convergent movement. '
% : Secondly, the energy crisis and the increased prices of crude oil, at the i '
3 2l manon n am waane e 3 | end of 1973, grca.t]y affected production costs and undcr!med European
z 2 gaaTe ¥ oo —wwu-< - dependence on imported energy (around 60 per cent in 1975), More _
= © .. generally, there is the problem of the change in relative prices of primary f
2| . , - | . commadilies vis-a-vis manufactured goods: the prices of natural {
S vl @t ao -8 Nog ™M ~o : ' : ] . NS i
R BT e gV g S | =68 omMaS || cd= : resources Fcpd to increase relative to the prices of manufactured goo.ds, i
<) g3 T L1 ' | creating difficulties for the balance of payments of European countrics, a
o : ) Thirdly, European domestic demand, even for consumer durable ¢
w 2 ! goods, has stagnated, while new productive capacity in developing ;
- b - . . . e . . i
2 . g ! countries is appearing and competition from the United States and :
= [~ & Japan} is increasing. The existence of a structural demand gap for
EEEI 3§ private goods in the European economies may not be excluded in the ;
S — = L @ o . p . y . . !
T o 8 CEEL W future, a partiai compensation coming from publicexpenditure, Hence a i
s g 3 gy ZE&| ! p 8 p ‘
2 g o ] E'g o F & 2 high growth rate of demand would be expected, not from the old ¢
= H— i e [+] . g . . ) . y
" 2Ecs 2 o s= g = - industrialised countries, but from the Third World countries: in 1976, 36 !
15 =] 2 [T = = = s . , !
%8 g 2y 2z § 5252 SE25 S g = 'E 2 ‘S . per cent of European exports were directed towards these countriesand ,
i —_— Nl " = ] . . . "
e 2 CES oS EEEE 'EEE SEEEVEE | 3 this figure is expected to grow by 10 per cent in 1978, as compared with 7 )
Bdrr0dE & &2 UOZ=Zz@m zx-| 4 per cent in the case of exports to the other industrialised countries. - :
” Qo o
1
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- Finally, the development of the various European sectors shows a

V' general pattern whose implications are [ar from being evident flor the

future of the Community: the employment in industry is steadily
decreasing in relative terms.* This phenomenon of de-industrialisation is
also visible in the gross domestic product by sector (see Table 2.4), but to
a lesser extent because of productivity growth,

Hence, after the shift from agriculture to industry, there is a shift from
industry to the service/government sector. Such evidence could be
regarded as showing a long-run structural feature of advanced industrial
countri¢s reaching a certain level of ‘industrial maturity’, and as
implying necessary readjustments in the international context as well as
in the domestic economies. It would then be necessary to wonder what
the growth potential of these economies will be, given the dynamic role
of the manufacturing sector compared with the service sector; what the
effects will be on the balance of payments of these nations which are
becoming less able to sell enough of their products abroad to pay for
their import requirements; and what the consequences will be for
saleguarding a socially acceptable level of employment.S

Today, the reactions of the various cconomic agents are still
uncertain.

At thelevel of national governments, one notes an increasing degree of
interference in national productive activity and in international trade
which have led to a renaissance of diverse forms of protectionism.

At the leve! of national entevprises, oligopelistic structures become
evident through the increase in industrial concentration.® These struc-
tures gradually become embedded in national and international markets
just as the more traditional types of international cartels tend to lose
their efficiency. Also, in order to reduce the uncertainty of the market,
there is an increase in collusion between these large businesses and the
public authorities. This quest for short-term security is evident from the
multitude of planning agreemenis between state and private enterprises,
and assistance for sectors and companies in difficulties which cannot be
expected to cope with national, Community and international compe-
tition. ’

At the level of mudtinational entcrprises, there is the danger of a new
generation of European oligopolistic multinationals which are neither
responsive to national governments nor to the EEC institutions. In the
face of the crisis, these multinationals show themselves to be capable of
reducing the instability of their activities—but at the price of destabilis-
ing their local environment by transferring risks to the local markets
where they are operating.” : ‘

EUROPEAN INDUSTRIAL POLICIES AND COMPETITION

TABLE 2.4 Gross domestic product by sector

Germany France

i

Netherlands  Belgium  Luxembourg

ltaly

Ireland

Denmark

Agﬁculturc.

8.5

28 74 16.5
5.7
5.1

7.7

1973

7.9
7.1

8.2 48
8.5 52.

14.0

2.7

1974
1975

etc.

40.7
413
3%9.6

40.4
41.1
39.0

52.6 419 28.1 41.5
51.5 373 29.7 427
49.1 kYN - 41.0

36.7
333
M8

1973
1974
1975

{including
building)

" Industry

56.6
559
58.6

.1

53.6
55.8

50.7 55.4 50.0
56.9 56.3 49.1
578 - 0.5

44.6
458
48.2

55.6
55.8
55.1

1973
1974
1975

Services

" Source: Bulletin Mensuel des Stiatistiques des Nations Unies, Oct. 1977; and Etudes Economiques: OQCDE, June 1977,
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Thus today there is a shifting balunce between contradictory
tendencies—especially between deliberate control of European econ-
omics on the one hand. and the maintenance of competition as the
principle motor of economic activity on the other.

I cffect, the two movements may be observed. On the one hand. there
is in many circles a desire to maintain the decentralised forces of a
competitive economic system which assure a constant adaptation to
changes in needs, techniques and general economic conditions and
which assure the maintenance of risk-taking and industrial dynamism,
On the other band, there is a growing desire—cqually among national
governments, private businesses and workers—to avoid the ups-and-

downs of economic activity and to reduce unceitainty through direct .

collaboration between the private and public sectors.
It would seem to be unrealistic 1o expect a clear choice to be made
r.between these contradictory tendencies during the coming years. A
realistic attitude towards European industry should rather move in the
following ways. One would be to seck means of limiting the number of
sectors in which competition is obstructed; equally, the duration of such
obstruction should be reduced. The other way would be to coordinate,
. at the level of the Community—for those sectors where for economic or
social reasons such obstruction is inevitable—national measures of
intervention and planning agrecments.

Thus it is with the preceding considerations in mind that we shall
examine successively the main types of industrial policy and their limits
(Section 1), the evolution which may be observed in European industrial
policy (Section IT) and, finally, some perspectives for the future (Section
11I).

I MARKET AND DIRECTIVE INDUSTRIAL POLICIES

{” The main characteristics of an industrial policy is that it has to specify'
and solve the problems of structural change in the economy, ftstask is to
create optimum conditions for the necessary structural transformations
to be carried out. The need for transformation arises from changes
occuring in the process of industrial development: technological chan-
ges, shifts in demand, maturing and declining industries, and so on. The
required adaptations take time, so that industrial policy is essentially
long-term. Beyond this background, there are divergent views whether
they concern aims or the means used.

Concerning aims, some would see them as the instruments intended to

oy <t Bl e stk
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allow competition to function completely efticiently. According to L.
Stolery, industrial policy may be defined as being ‘a policy of
coordinating the effects of the public authoritics in the direction of
maximising the virtues of a competitive economy”™ % Similarly, Toul-
emon and Flory assume that with regard to industrial policy, the role of
the public authoeritics is to establish “the framework within which the
activities of producers and the choeice of consumers are facilitated’.9

Others. on the contrary, believe that industrial policy should have a
more voluntarist character. It would thus.be seen as being a number of
means used by the public authorities to channel industrial activity in
the framework of a general economic programme towards a number of j
pre-established objectives. 10

The distinction which has just been mentioned regarding the aims
could be extended to the means as well.

. | COMPETITION-ORIENTATED INDUSTRIAL POLICY

1. 1.1 If we accept the concept whereby industrial policy is intended to
{ree the potentialities of the decentralised economy, its role can be seen
as creating an environment that facilitates the use of the best of the
forces of competition. Equally, a related automatic and continuous
process of industrial adjustment will be facilitated.

Concerning industrial concentration, this competition policy favour
industrial regroupings or cooperation between small and average-sized
enlerprises, in sitch a way that they grow to the optimum size for bemg
ellective partners in the market.

Regarding barriers to entry into a sector, this policy removes artificial
obstacles such as difterences of technical norms, discriminating fiscal
charges, public markets divided into branches, and conditions of
unequal financing. Also, concerning the differentiation of products,
eflorts should be made to improve information and to protect the
consumer.

In general, it is :mportant to reinforce the active industrialist who
alone can give lile Lo a competitive enterprise if the economic and social
climate allows it. Such a system presupposes an infrastructure of quality,
a professionally adapted manual labour force, accessibility of capital
and credit, and a fiscal system which is not opposed to economic
rationality.

This tendency, which is opposed to dirigism, does not on the comrary
exclude some state action and the use of strategy on the part of the
enterprises. It does not refuse the requiremerits of the competitive
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30 ECONOMIC POLICIES OF THE COMMON MARKET

system, even if it is admitted that they must sometimes be moderated,
Thus, regarding French industriat policy, H. de L’Estoilet! speaks of a
‘free muscled exchange’. But with certain reservations, industrial policy
that we shalil call a ‘market’ one rests soundly on the constraints of the
competitive process. Private enterprises, by their investment and
production decisions, remain the main protagonists in industrial evol-
ution. In turn, public authorities facilitate efficient decisions and ensure
an environment propitious to healthy functioning of the decentralised

© system,

I. 1.2 The limits of this policy are numerous and it is enough to
distinguish between two types, one at the domestic level, the other at the
foreign level.

At the domestic level, the market economy is beset with important
failures that explain the desire for a more mtcrventlomst industrial
policy. Let us enumerate the principal failures: :

The regional imbalances and differences in development are less
and less accepted, bul could be accentuated by the free circulation of
people, assets and capital. As shown by J, Meade,12 if different
citizens start with different endowrments of factors of preduction, then
the forces of competition can lead to greater inequalities in the
absence of any governmental intervention to make the gainers
compensate the losers. :

The social costs, combined with the mobility of resources and
especially of employment, are often considered to be intolerable to
such a degree that only the mediation of the State is capable of
saleguarding a minimum of organised institurionalised mobility.

The responsibility for the degradation of the environment is not
spontancously accepted by industry, but represents an increasing cost
for society.

Linked with the preceding pheromenon, the asscts and services of
the community that concern urban development, green spaces, of
security, are not taken into account by the market economy.

The dynamics of the system presuppose a permanent renewal of
industrial services, which implies an elastic supply of business talent,
when in effect at the moment one has the impression that business
initiative is on the decline, Thus, firms die and are not replaced, ! ¥ and
this situation could threaten the existence of competitive self-
regulation, One of the essential causes of this temporary failure is the
particularly high risk of entering a market as a result of the multiple
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uncertainties that affect the capital and meney markets, and those for
raw malerials, and labour.

The new technological industries are characterised by a high degree
of resecarch; increasing returns of scale and other considerations
encourage a regrouping and conccntrdllon of means that threaten the
competitive system.

All these aspects are reasons why the price system may fail to emit -

correct signals on economic scarcity and required industrial adaptation,
such failures being magnified in an inflationary context.!4 Then,
resource allocation processes, to be efficiently carried out, must be based
upon non-price signals, alternative market mechanisms, or non-market
institutions replacing the market,

Even if correct signals are emitted, economic agents could not react 1o
them hoping to gain security in the short run. This sluggishness of
reaction could be worsencd by a decrease of the supply elasticity of
entreprencurial talent and of its lrdnsfemblhty as previously
mentioned,

£ At the forcign level, the limits of the international division of labour
present a threat. This division is confronted with the advantages of a
minitnum level of national autonomy below which national security
would be threatened. The oil crisis. the tendency of the countries
producing raw materials to reduce their supply and to transform the
materials at home, the hazy character of the industrial list of initial
and anticipated comparative advantages, the necessary structural
adjustments and the transformation of entire sectors—all these make
less realistic, at Icast at the socio-political level, a system that would
leave to market forces the solution of such problems. Thus the interplay
of these forces is henceforth insuflicient to achieve the objectives of
industrial development in an acceptable period of time or without
intolerable social tensions.

More specifically, with regard to the traditional aim of frec exchange

that consists of specialisation in order to get the most out of trade and -

comparative advantages, two other goals become obvious: first, a
political objective of independence, which aims at avoiding the incon-
veniences of a loss of autonomy of action as a result of being too
.dependent on foreign supply and demand; second, a social objective of
security, that secks to avoid the influence of specialisation bringing
unemployment, worsening working conditions, and causing employ-

[_ ment upheavals through economic changes (implying geographical and

sectoral migrataon) ‘
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(" Inthelight of these multiple criteria and in a dynamic perspective. the
aceeptance of the model of free exchange and of the Parcto-optimality
character of its implications is much less evident. As long as there exists
no mechanism to ensure that world cooperation—-leading to a maximis-
ation of the common surplus—is possible and would be stable, in as far
as this solution also gives more 10 certain partners and is not reinforced
by systems of internationul redistribution of profits (side-payments)
affecting transfer from the more favoured to the less favoured, it is

understandable that States hesitate to adopt strategies of specialisation

leading to the maximum degree of international openness. They could
be tempted to adopt individual policies of the ‘'minimax’ type—at the
risk of these latter leading to results which could be fatal for the
collective equilibrium.15

Lo

1

I. 2 DIRECTIVE INDUSTRIAL POLICY

1. 2.1 It is clear that there exists a place nowadays {or an industrial
policy of intervention which does not restrict itseif to giving to the mar-

ket economy its full effectiveness, but which sets a certain number of pri-

{_ ority objectives for the industrial activity in the private and public sectors.

The means used to achicve this are many und can be coercive in nature

" or able to stimulate changes. In the first case, preference is given to
systems of quotas, to rationing, or to imposed prices. In the second case,
one attempts to make profitable the adoption by the economic agents
concernied of the policics desired by the public auihorities. Thus one uses
subsidies, allowances, or relief from taxation. in particular, il the
government is more neutral toward risk than the private investor, it
subsidiscs the projects in order to further the level of investment. Such
neutrality could be justified as long as the total cost of risk-bearing of an
independent project is made negligible by the spreading of the risk over
the entire population of taxpayers. It is here also that the various forms
of contracts for restructuring and encouraging business management

come i, ensuring that, in exchange for the subsidics transferred by the’

public authoritics, the enterprises agree to contribute Lo the achievement
of the secloral, technological and regional objectives of the Plan, For
example, the enterprise has to realise iInvestments enabling it to increase
its production capacity or to maintain the level of employment; and, in
exchange, it benefits from budgetary credits; or an organ of the State
(Société Nationale d'Investissement in Belgium, National Enterprise
Board in Great Britain, Institut de Développement Industriel in France,
GEPI, IRl and ENIin Italy. ., . ) will take a direct participation in the
firm.
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This brings us to a sccond level:  the State, whether in collaboration
with the private sector or alone, takes on productive activitics, through
the medium of its public enterprises or mixed enterprises; it can thus
influence industrial structures directly. Apart from the sectors where the
compelition of the private scctor is no longer applicable because the
increase in production leads to increasing returns and subscquently to
the formation of a monopoly, its ficld of aclion can extend to the
production of strategic goods and services whose importance for the
national cconomy is such that it cannot remain in the hands of the
private scctor (money. credits, encrgy). Besides, the sectors normally
reserved for private enterprise can equally become a potential ficld for
State participation to assure a better sectoral division of investment. In
particular, this concerns investments of which the economic risk is too
big for the private sector alone, or, even more, investments that have
great technical importance for the whole economy (pace-making
sectors).

With this in view. most West European governments have introduced
new public enterprises since the late 1960s which are devoted to the
management of industry, In gencral, these sccond-generation public
enlerprises contrast with earlier nationalisations in that governments
consciously sought participation in-viable and competitive rather than
in failing concerns. 19

I. 2.2 But the voluntarist industrial policy presents, in its turn, r:crtalinfl
limits which can be summed up by the following dilemma: should one
submit to the demands of efficiency generally linked with international
conditions of competition and risk losing the means of contro! linked
with the responsibility of public interest; or should one fix public
objectives with the danger of misguided actions or the creation of b:g¢
‘white elephants™?

More precisely, the choices for industrial redevelopment are not self-
evident and—apart from some general themes such as the move towards
products of great value-added, depending on an advanced technology
and incorporating little energy—exact criteria are lacking.

As Malinvaud stated during the Paris colloqu:um on industrial
redevelopment, 'You cannot expect, in any particular case, that economic
studies will give incontestable indications as to which branches shou‘dj
be deveioped.'1?

Difficulties can also arise at the level of large-scale projects. Thus, at
all times, the European public authorities have encouraged large
enterprises as a means of responding to the challengs of America or even
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of Japan. Itis only recently that scepticism has appeared on the subject
of the link between the size of firms and the quality of their performance,

Indecd. as far as the effects of large European size is concerned, no
evidence of increasing profit. faster growth, or more. imcnsiye rescarch
activities. can be found to support the “size mystique’ that has prevailed
in Europe.1# N

Equally. public authorities are too often confined to the role ofg,lvmg
social assistance to enterprises in difficulty. An obvious case s the
conflict that arose in 1967 in Belgium between the State on the one side
and the National Association of Industrial Credit {(SNCI) on the other.
This organisation wished. according to its initial responsibility, to give
help to new industrial inttiatives: instead of which it was forced to
support condemned enterprises. Finally the government t‘orced‘ on the
SNCI the conclusion of a convention (9 May 1968) allowing the
granting of credits 1o ¢nterprises in difficulty.

~ Finally, public industrial initiative can become a kind of corporate
system. with nomination of employces for political reasons, lacking a -

sense of responsibility and initiative, and not subject to the discipline of
competition and of profitability, (public enterprises which are badly

-“managed do not usuaily disappear by way of the Bankruptcy Courts).

However, these reservations do not remove the need to elaborate a
new industrial policy by which public and privaie initiatives meet and
collaborate, with the aim of making socially acceptable the inevitable

w_industrial changes.

II EVOLUTION OF EUROPEAN INDUSTRIAL POLICY

Most of the general problems which have just been mentioned exist at
the European level, and certain aspects, such as those relative to pace-
making seclors, are at first sight more obvious in the framework of the
Community. The Commission of the EEC stated in its ninth general

report: ‘as regards industrial policy we must state that the list of ~

decisions taken at Community level during the year 1975 is still as small
as before. in spite of the development of an econotnic situation which
would scem logically to call for the reinforcement of European
cooperation.’

In this section, we shall briefly describe the origins of the European
Industrial Policy and the passage of a ‘European Industrial Market
Policy’ to a ‘European Industrial Policy of Intervention’.

L i L P
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II. 1 While the Treaty of Rome explicitly. prescribes the situation
relative to common policies in the case of agriculture, competition,
employment, commerce, transport. and fiscal harmonisation, thereisno
refercnce to industrial policy. However. the two scctoral treatics of
CECA and Euratom indicate, without expressly stating it, the desire to
create an industrial policy. In entrusting to the High Authority powers
of supranational management, the Member States have permitted
creation of a comimon strategy in the basic fields which, during the
1950s, meant coal and steel.

Thus, the coal crisis which arose in 1958 was solved by a systematic
conversion plan which avoided the principal sociul tensions that would
no doubt have been produced if matters had been left to market forces.
Policy for the steel industry had the objective of reducing the economic
imbalance between supply and demand, encouraging the reconstruction
and modernisation of enterprises, as well as promoting agreements for
sclf-limitation between European, American and Japanese producers.
But some observers could also argue that such cooperation has reduced
pressures for rationalisution and specialisation of these activities,
making the present crisis worse.

The Treaty instituting the European Atomic Energy Community was’

above all intended to develop research and encourage industrial
initiative in the nuclear field. According to Article 4, ‘the Commission
has the responsibility of promoting and facilitating nuclear rescarch in

the Member States and of complementing them by research and training -

programmes undertaken by the Community’. This second Industrial
Treaty has not, however, had the same success as the previous one. It
was concerned with the promotion of a common programme, ¢ither by
direct action such as research undertaken in the "‘Common Research
Centre’ (of which the institutions are in Ispra, Mol, Karlsruhe and
Petten), or by indirect action in the form of contracts specially aimed at
promoting coordination between research centres and national pro-
grammes. In fact, these efforts have not really succeeded. On the one
hand, the Member8tates have, for the greater part, preferred to pursuca
national policy and to maintain market divisions, resulting in the
multiplication of non-coordinated and even competitive programmes.,
On the other hand, the common programme itself has not given
satisfactory results: most of the research has remained at a pre-industrial
stage and the actual needs of industry have had to be supplied by
American technology, without even attaining a comparable level of*
efficiency. Besides, the Community always depends upon foreign
sources for its supply of enriched uranjum. The Commission in its report
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of 1968 was forced to conelude: “The Treaty which created the European
Community of Atomic Energy aimed at creating conditions [uvourable
to the development of a powerful nuclear industry. Afier ten years, we
must admit that it has only partiaily attained this objective.”

In the more general framework of the EEC, the first manifestations of

an industrial policy go back to 1964, when the idea of ‘a medium-term’

economic programine’ was introduced. Since the publication of a
second programme, prepared in 1965, and covering the period 196870,
the Commission has insisted on the necessity of public intervention o
improve the industrial structures of the Community and has set up a
Directorate for Industrial Policy which is responsible for the prepara-
tion of orientations for the common industrial policy and the coordi-
nation of the intervention of the Member States. Besides this, sectoral
cooperation with the industriahsts, trade unions, and national experts
are occasionally organised in various sectors, such as aeronautics,
shipbuilding, data-processing, paper, and textiles.

About 1970 the necessity of defining a general industrial policy was
clearly and publicly asserted: such 1s the aim of the Memorandum of the
Commission to the Council, entitled The Industrial Policy of the
Community, EEC Commission, Brussels, 1970, As the authors stated:

Twelve years after its foundation, whilst the period of transition that
led to the liberalisation of the common market of goods has just been
completed, the Community approaches a new phase of its con-
struction. The preparation of a common policy for industrial
development favouring the constitution of what one could call a
European industrial framework becomes indispensable to assure at
the same time the irreversibic bases for the economic, and soon the
political, unity of Western Europe, the pursuance of economic
expansion, and a reasonable degree of technological autonomy as
@ regards its main external partners {p. 7).

But straight away the authors came up against the actual definition of
this policy. They chose a particularly non-interventionist approach: ‘to
aliow industry to derive the maximum advaniages from the existence
and size of the "Common Market’ (p. 9). The ways they hoped to
establish this industrial policy included the following:

The achievement of a unified market by the elimination of technical
obstacles and the opening-up of the public sectors and the abolition of
fiscal frontiers.

erm——————
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The unification of the judicial, fiscal and financial laws.

The restructuring of enterprises through the climination of the
obstacles to the formation of trans-national Europeun cnterprises,
using to this end public eredits for industrial development in the
sectors of advanced technology.

The organisation of changes and adaptation by facilitating chang-
ing jobs, industrial exploitation of innovation, improvement in the
management of enterprises, and in the recruitment of their managers
and dircctors.

The extension of Community solidarity in economic relations with
third parties, in particular, by way of the common commercial policy.

In spite’of its qualities, the Memorandum gives an impression of
dissatisfaction. There is a clear constrast between the wealth of
information that it sheds on the situation of the Community's industry
and the lack of clarity about the policies proposed. The absence of a
precise political engagement did not change the fact that one hud to wait
until the Declaration of Paris in October 1972 for the governments to
express their support for this industrial and technological policy.

Apart from the desire to coordinale policies at the Community level
and to have a precise timetable and finance settled before 1 January
1974, this declaration was once agaih expressed in rather general terms.
One may be surprised that it had taken so long to arrive at this
declaration of principle. Diverse factors delayed the Community’s
progress in this field.!Y These may be defined as follows:

(a) The quarrel concerning the enlargement of the Community
blocked all new developments not originally foreseen, in the mean-
time, and the negotiations of adherence received priority.

(&) Certain initiatives. especially French ones, have taken inter-
governmental scientific and technical cooperation agreements outside
the Community sphere (for example, Concorde and the Airbus).

(¢) The traditional conflict between the States more attached to
liberalism. such as Germany, and those which practise a more
interventionist policy, such as France or Italy. has been complicated
by a conflict in the attitude towards the United States. In this respect,
France is in fact more anxious to affirm the European autonomy vis-d-
vis the United States than are Germany, Italy or the Benelux.

(d) Therefusal to make a broad approach and the insistence on the
principle of the ‘juste retour’ restrict progress.

(¢) Finally, a common industrial policy concerning pace-making
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industries such as aeronautics, computers or electronics, can only be
realised in so fur as the European Community takes on the political
dimension that it still lacks at the present time,

Despite all these considerations, on the basis of the Declaration of
Paris the Commission produced. as from May 1973, the ‘programme for
industrial and technological policy’. also calied the Spinelli Report. A
list of decisions of the Council and of Member States was proposed, the
adoption of which the Commission deemed necessary, with a timetable.-
lasting untii 1977.

If all the proposiiions are not yet reahsed numerous aspects have
been touched upon:

(1) Regarding the elimination of technical obstacles to trade
various proposals or directives aim at the harmonisation of national
regulations. This harmonisation is not only designed to remove
obstacles to trade inside the Community; it should also allow the
achievement of qualitative objectives important in the ticlds of public
heuith and for the protection of the environment. The chemical and
pharmaceutical sectors are alrcady the object of diverse measures to
assure the opening-up of the market,

(2) The opeming-up of national markets for purchasing by public
and semi-public sectors in the Community implies that any ‘pre-
ference’ or ‘reservation’ for nationz| production, or any exclusion of
deliveries of imported products from other Member States, should be
permanently forbidden. One of the propositions of the directives
aims, in particular, at the cooridination of procedures concerning
public tenders. This contains rules governing publicity, going as faras
the publication of notification of contracts for tenders in the Oflicial
Journal of the Community. The directive concerning public works
contracts has already imposed this obligation (26 July 1971).

(3} The encouragement of trans-national European enterprises
is desirable and can reinforce competition. “Concentration in the
national sphere leads to competition between firms that are sup-
ported in diverse ways by their governments and that do not often
come to reach the threshold of profitability. The trans-national
groupings offer, on the contrary, the possibility of combining effective
competition and economies of scale.” It is in this perspective that the
directives concerning the harmonisation of company law should be
seen (in particular that of the limited liability company, the SPRL, the
cooperative socicly, the private company groups of companies, and
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that concerning consolidated balances), and also the directivesaiming
to create new juridical forms, such as the European compuny, the
European group for cooperation, and the common cnicrprise,
hitherto reserved cxclusively for nuclear ficld. A new directive is
likewise awailed concerning the participation of workers in their
enterprises, The same applics to the directives relating to industrial
property, fiscal law, and capital markets.

(4} Regarding small and medium-sized enterprises, there exist
*‘Community development contracts designed to support innovations
developed through trans-national cooperation, as well as an "Oflice
for Mergers between Enterprises’. This office furnishes enterprises
with information and advice, informs the Community about the
obstacles of a general nature that the enterprises meet in their
attempts to cooperate or to merge together, and secks partners for the
enteprises ol different nationalities wishing to engage in cooperation
with a view to improving their competitiveness and facilitating their
adaptation to the enlarged market. 1t can also cover cooperation
agreements as well as financial integration (cominon branch ollices,

participation, merger or absorption). In its report of 23 December

1975, the Commission showed that, from May 1973 up to October
1975, there had been 2,259 requests for information, 327 requests for
merger and 2,490 responses by interested enterprises. The activity of
the Oftice resulted in the proposal of a plausible partner in two cases
out of three und the contacts led to an agreement in ong case in five.
The most active sectors were chemicals, the metal industry, mechan-
ical construction, the food industry and services.

(5) Concerning the sectors conironted with special problems, the
Commission proposes to by-pass the distinction dividing sectors of
advanced technology and sectors in the process of change or in
trouble. The most serious actual problem concerns a group of sectors,
namely those of the heavy investment equipment. It aims at allowing
the Community to gauge, in time, the risks it runs in the ficld of iong-
term supplies of raw materials, energy and key products, The
Commission has decided 1o undertake a systematic study of primary
resources that will be necessary to the Community in the future,

(6) Finally, the necessity of coherence of industrial policy with the
other objectives of the Community, in the social, regional and
commercial fields is stressed, without making any concrete pro-
positions, as such, with the exception of the work of the Social Fund
and of the European Regional Fund. Those play only a marginal role,
however.
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In his programme speech of 8 February 1977, the Presideat of the
Commission particularly insisted on the key problem of the different
stages of evolution of the economies and on the necessity of more varied
and flexible means than those of the present Funds in order to reduce
these divergences. 20

II. 2 On examination of the principal aspects of the European indus-

trial policy, it scems clear that, despite the perspective which has guided .

those responsible, it concerns essentially what we have called a
‘competition-orientated’ industrial policy. By contrast with the ex-
periences of the CECA, and of Euratom, the means used consist of those
designed to assure an integrated market. Thus one of the most recent
achicvements, the Office for Mergers of Enterprises, strives above all to
enable small and medium-sized enterprises to adapt themselves more
easily to the enlarged market.

On the contrary, M. Marjolin aims, as a start, to complete the
mechanisms of the market by means of a European medium-term
economic programme susceptible of controlling and influencing in-
dustrial development. But such an orieniation presupposes a solid
consensus of European policy, a consensus relying on the rationalisation
and the reconversion of sectors in decline, as well as on the common

(_promotion of pace-making sectors.

In reality, it has not really been possible to coordinate aid given by
States to sectors in trouble. Within the context of the erisis, the national
public authorities have not waited for the recommendations of Brussels
to coordinate their aid, running the risk of simply preserving an obsolete
industrial structure or transferring difticulties [rom one Member State to
another. It is this which the successive reports of the'Commission about
the policy of competition make cvident. In the 6th Report2t one can
read a long description of various aid given by States to their enterprises

and the difliculty the Commission has in controlling them against a

background of economic recession, The question is the more delicate
since the so-called ‘opaque’ aids (as compared with “transparent’ ones)
tend to multiply. These opaque aids that can not be expressed as a
percentage of investment {fiscal aids, help for creation of new employ-
ment, and for the better functioning of enterprises) represent nearly 50
per cent of the budget devoted to regional policy by the whole of the
Member States

Besides, as we have seen, European initiatives in the sectors of
advanced technology have been swept away by national actions,
unilateral or bilateral; for example, in the electronics industry (with the

b ——
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disappearance of UNIDATAY), orin acronaulics as characterised by the
achievements of certain countrics, The result is the multiplication of
non-coordinated, even competitive, programmes. However. even here,

the nccessity of a common industrial policy is sclf-cvident in so far as -

these fundamental sectors imply enormous expenses for rescarch and
development before becoming profitable. because they must realise
economies of scale which only the integrated market permits them to
obtain.

In the General Report of the Commission?2 for the year 1976 may bc—\

seen the desire for a move from & competitive-oricniated industrial
policy to more interventionist initiatives. The Compussion affirms there
that in the actual economic circumstances the action of the Community
regarding industrial development could not limit itself to a pure and
simple application of the rules of the Treaty of the EEC. It had also to
begin to orientate, coordinate and eventually to complete the measures
that Member States judged indispensable at national level (p. 210).
Actlions have already been undertaken in the fields of the steel and
computer industries, aeronautics, electronic components and
telecommunications.

- The two principal lines followed are:

(1) to try to arrive al a common strategy in the pace-making
sectors, for which the intervention of States is often crucial;

{2) tocoordinate the policics of the Member States in the seclorsin
difficulties, to prevent them interfering or cancelling reciprocally.2?

A supplementary stage was reached in the final text of the proposed
Fourth Medium-Term Economic Policy Programme.2? One can read
there that enterprises should have at their disposal more abundant
information concerning current developments. This improved *trans-
parency’ of structural changes will encourage a more scarching attitude
among the managers of enterprises, For that purpose it would be
suitable to bring together and to study at Community level the forecasts
available at national level concerning the sectoral evolution (p. 62). And
at Point 9 of the project, it is added that "In order to improve the
transparcncy in certain cupital-intensive industrial sectors where there
exist risks of overcapacity, the Commission at regular intervals
requires a notificalion concerning investment projects’ (p. 7). Had

‘this proposition of a preliminary notification of investment projects

been accepted, it would have been an important step in the direction of

3
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concerted industrial policy. But at the level of the Council of Ministers it L,
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[ ran into strong opposition, emanating mainly from Germany. The case

was the more difticult to defend as the steel industry was then in the
middle of & crisis. In the decision of the Council of 14 March 1974, laying
down the fourth programme, the paragraph in question has been
replaced by the following text (point 8). “The Commission will
encourage the establishment, at national level, of sectoral analyses that
will be examined 1ogether by the Member States at Community level. On
this occasion, it will be assessed to what degree these analyses may lead
to Community decisions.?3

Today,. the Director of the Directorate for Industrial Policy, E.
Davignon, is trying to find a compromise between a "Directive Industrial
Policy’ and a ‘Competition-orientated Industrial Policy’,26 but in the
present European situation such a compromise probably will be very
unstable.

III GENERAL PERSPECTIVES

II1. 1 Until the post-energy crisis and subsequent economic recession,

.one can say that the European industrial policy, used in the context of

‘neo-liberalism’, tried to play the role of a useful compicment vis-g-vis
the policy of competition in favouring the realisation of a Common
Market between Member States. The sought-after industrial structure
has encouraged a better internal productivity and more effective
international competition. In most cases, the action of the Commission
has, since then, been ‘counter-interventionist’, that is to say, it
has avoided excessive intervention in the affairs of the Member
States.”’ : .

III. 2 Diverse phenomena, catalysed by the crises and mentioned in the
introduction, have brought this perspective into question and have led
to the renewal of the call for a more voluntarist industrial policy, as was
expressed in the CECA and Euratom Treaties. and as was conceived by

[ certain promoters of European medium-term programming. Equally,
! the virtues of the competitive system, both inside the Community and in

its relations with third parties, have been questioned, and, as a resuit, the
industrial and competitive European policies, clashed more and more
frequently, both among themseives and with the corrcspondmg nati-
onal policies. .

III. 2.1 Within the Common Market different elements influence the
situation, and these may be listed as follows:

PR
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{a) Therc has been noticeable growth of the public sector and of the
share of public expenditure as a percentage ol nutional expenditure.
Recent estimations of long-run elasticities of public expenditure with
respect to private consumption show not only an elasticity higher
than one, but also that this elasticity is increasing with time.28 This
acceleration of the collectivisation of the European economies is thus
likely to continue in the future and is @ priori more favourable to
political processes of reallocation of resources than to market
mechanisms. Besides, the privileged relations and cooperation bet-
ween large private enterprises and public authorities have increased in
such a way that the large firm, either public or private, tends to
become an instrument of national economic policy and to benefit
from measures of particular support with a view to favouring its

‘leadership at the international level: this could be the origin of a
dangerous new corporatism.

(#) The atds to enterprises and to sectors in difficulty increase and
take on more and more of an ‘opaque’ character (in contrast with-
‘transparent’ aids) that make any quantitative assessment of their
importance more difficult.

(c) In the case of national economies, the increasingly divergent
conditions of adaptation to international difficulties and expansion
make the definition of a common denominator less easy.

NI 2.2 Concerning third-party countries, the advantages of liberal-
isation of international trade and of international division of labour are
offset by the adjustment costs that result from such an opening-up of
work economy.

(@) Concerning trade with other industrialised countries. especially
with the United States of America and Japan, the implied consequences
of such free trade (the frec movermnent of labour or an unhindered
adjustment between profits and salaries) for the EEC are less and less
acceptable owing to the social conflicts that they cause.2? Thus the
pressures are increased for the European countries (Benelux, Germany,
Scandinavia) that have lost, eis-d-vis the American partner, the advan-
tage of low salary costs and may sometimes have to face the decline of
entire industriaf sectors. Besides, the question of the security of supplies
and the will to maintain an integrated production structure assuring
national independence have become essential. A growing dependence
onexternal trade {with its associated risks) makes national autonomy an
illusion.

(&) Concerning developing countries, the posxtlve effects of agree-
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ments {the Conveniion of Lomé, Agreements of Association with the
Maghreb countries and similar agreements with the Middle East), as
shown by an increase in trade, are also criticised-—especially where the
increase is in manufactured products. Although the absolute amounts
remain small, the exports of manufactured products of these countries
have grown more quickly than those of the industrialised countries, and
have thus increased their share of the world market, Furiher, the
composition of their exported manufactured goods has been improved,
in that they now export products with a strong income elasticity
(chemicals, machines, transport material, electronic components,
radios, cameras, etc.),

A complete analysis of this evolution is the subject of another study
{sce especially the chapter below on Trade and Monetary Policy). On the
industrial policy level, however,we underline one consequence: certain
developing countries exceed the limits of industrialisation orientated
towards their own domestic market and compete on the markets of the
industrialised countries. In the same manner, the multinationals implant
themselves in countries with low salaries from which they export

~manufactured products competing with the local production of in-

dustrialised countries. Even products which are classified as of home

(European) manufacture are, more and more, made overscas. ‘British- |

made’, ‘French-made’ or "Belgian-made” television sets or refrigerators
contain tubes or electric motors made outside the Common Market, so
that the amount of work performed by European workers on
‘European-made’ goods becomes less, implying a decreasing value
addced.

Member States have increasingly manifested the fear that this growth
of trade with certain developing countries may lead to painful adap-
tations in the regions with old industries specialising in products of a
weak technological capacity and hence less competitive. This aggravates
the diflerence in the economic evolution within the Community itself
and reinforces national protectionist reactions. Nevertheless, there are
fewer reservations than in the case of relations with third-party
industrialised countries, in that complementarity is more probable.
Indeed. the international division of labour with developing countries is
still much more vertical (Europe imports raw materials or primary
commodities and exports manufactured goods), than horizontal. Fur-
thermore, enlargement of markets for European products in the
developing countries is linked with access to investment in the develop-
ing countries, which tends to favour European exports, whilst ‘joint
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ventures’ between the two types of countries are likely to increase.

II. 3 Faced with this upsurge of nationalism and prolcctionism.w

especially evident in the more or less autonomous industrial policies of
the Member States, the attitudes that the European Authoritics can
adopt are threefold: the application of a common policy (not a cartel)
between European States; real European achicvements in certain speci-
Jied sectors—showing the efficiency of a transfer of responsibility from
the national level to the Community level: and the obtaining of a berrer
connection between the various dimensions of the industrial policy such as
the links between internal and external industrial policies and links
between industrial policy and the competition policy.

II1. 3.1 Since 1975, initiatives aimed at establishing a minimum of
concerted action between European governments in international,
commercial and industrial negotiations have multiplied. Nevertheless,
one does not get the impression of a real desire for common policy but
rather of the secking of a *cartel® between European countries. Indeed,
concern has been expressed in the United States and in Japan that, when

‘the European Community does set about agreeing on a common

industrial policy, this will really involve more protection against
external interests. Such a concept contains an important weakness. A
protectionist cartel -of European States runs the risk of having the
instability common to cartels of industrial enterprises. At the level of its
internal organisation there are the problems of cartel enforcement, since
the temptation of Member States to cheat is strong because the returns
from cheating arc substantial. Also. the common policy is loosely
defined and national production possibilities are not homogeneous. At
the external level, the outsiders, that is to say to other industrialised
States, European or others, cannot be controlled and are often capable
of proposing more advantageous alternative conditions, thus causing
discord among the countries of the Common Market. Eventually,
bilaterad agreements bhetween certain of these countries and external
countries may be concluded,

However, a common industrial policy is not a consolidation at
Community level of old national protectionist habits. It requires clearly

defincd objectives and methods, resuiting from a real policy of <

consensus. The creation by the European Council (10 December 1974) of
the second tripartite European conference in Luxembourg and the
bringing together of representatives of governments, employers and
workers (24 June 1976) were important steps in this direction. These
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moves were extended by the consuitation of social partners about the
fourth medium-term programme that has especially emphasised the
need for the medium-term economic policies of the Member States to
correspond 1o the aims accepted at Community level.

111, 3.2 The demunds in favour of a real transfer of responsibility in the
industrial field from the national leve! to the Community level will
remain vain hopes as long as the efficiency of the industrial policy of the
Community has not been proven. Member States will only be prepared
to adopt common industrial policies where the advantages (o be gained
from acting as a Community complement or outweigh the benefits
accruing from their individual policies. This situation risks becoming a
vicious circle. In order to get out of it, it is important that, besides
making grandiose declarations of intent, the Commission should prove
its capacity to elaborate European operational plans for the recon-
version and expansion of specified sectors, It is in this way that the new
ofticials responsible for the Directorate-General for Industrial Policy.
are. moving: that is, concerning the steet industry, the textile. industry
(where it has to go well beyond the renewal of the Multifibre
Arrangement), acronautics, the shipping industry and computers, In all
cases, ‘action-programmes’ have been worked out. At this level,

however, a delicate problem arises. On the one hand, it scems that |

industrial redevelopment has to be conceived at a rather delicate
disaggregated level of indusirial activities. The question is not how to
promote or to check the growth of certain major sectors, but how to
favour intra-sectoral specialisation as a result of the guality of products.
Thus, it is not sufficient to state that European production in such
sectors as clothing, footwear, or cereal-based products, will diminish,
whilst sectors such as computers, organic chemicals, or machinery, are
the object of a persistent demand on the world market. One still has to
note that, inside the textile sector, the sub-sector of luxury clothing will
probably be little affected by the structural consequences of the

economic crisis, whilst the sub-sector weaving has to meet a growing

competition from developing countries. : '

it is indeed well known that an ever-increasing part of trade between
European countries as well as with other countries corresponds with the
growth of products that belong to the same branches of the industry but
which differentiate themselves by their special qualities.39

But on the other hand, it seems very dangerous to expect of the
Europeaz{-authorities, as well as of national authorities (see p. 33),
systematic orientation of specialisation at the intra-industrial level. In
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effect, if in some very concentrated seclors where the products are

standardised, the statistical information is strongly developed and the
habits of dizlogue and cooperation (even collusion) firmly rooted (as in
the case of the steel industry), it is not the same for numerous other
industries. In sectors such as textiles and food. firms are Vvery numerous,
the varzety of products is extremely wide, and the products themselves
strongly differentiated. Besides, the source of difficulties varies from one
casc to another, ranging from the question of commercial policy to that
of financial management. taking in the production structure—
passant. Finally, microeconontic statistics are, in peneral, terribly bare
and unstandardised. Thus, to expect that European Industrial Policy
should simultaneously stimulate, oricntate and control the industrial
redevelopment in these ficlds would be foolish. Such a policy, that would
in effect tend to duplicate the competitive decentralised process by a
badly-informed, badiy-equipped ‘visible hand’ working expensively,
would result in an unmanageable situation. It will not be easy for the
European Authorities to find a compromise between general plans for
reconversion and development, and market studies orientated toward
products.

III. 3.3 One of the facts that have become clear during recent years is
the danger of defining an industrial policy geared only to private
industrial activities inside the Community, whilst neglecting the pro-
blems that concern their relations with public industrial activities in
Europe and with activities in other countries (both industrialised ones
and developing ones). The extreme interdependence of all these aspects
demands a better coherence between the inlernal and external policies of
the Community, implying that these Directorates-General in the
Commission responsible for policies of direct interest to industry should
be more closely grouped. Concerning the public sector, the growing
roles of public enterprise on the supply side and of public expenditure
on the demand side must be integrated into the orientation of the
industrial policy. There should be rescarch for more transparency of
public intervention and a new examination of the competitive and
complementary relations with the private sector.

Industrial trade with countries such as the United States and Japan
influences the directions and the growth of European industrial
activities. As we have observed, the situation is not as clear as it was
some years ago when one could affirm the unconditional necessity for a
liberalisation of trade. Further complications have arisen because of the
Common Market's attempt to diversify its sources of supply (as in the

-

- F -

. —
b P -

.

—rer

il b 2ok . v vil ey el I

oy

e e ae



o

pe A VLT i O RS e

b et A b L2 oA R i S

e FE ST A ke e e e A

riP D ke Al B s

o Al o £ E AL R

N R

SRR TE PR—

NESRREONLYY. ¥ PO R

.

- Gt meme e s a et ek % oA (b sm e T b s e B 0 T e s 4T

48 LECONOMIC POLICIES OF THE COMMON MARKET

case of cnerpy), to rely less on international trade and to opt for
complementarity rather than competition and substitution in its trading
policics. These changes are likely to modify the future industrial and
commercial policics of the Community and to make them more selective
than general in character. -

Regarding relations with the deve!opmg countries, complementarity
is more assured, but for certain European regions and certain industries
there are harmful reconversions to be made. The supporting role of the
common regional and social policies is, In this last case, indlspensabte '
for keeping the markets open.

III. 3.4 Inside the Community itself there is, finally, the question of
how niuch cooperation should be allowed 1o intrude upon the com-

etitive process and to what extent an interventionist industrial policy
has to supersede that of competition as the main regulator of economic
activity,

It seems important to underhine here the necessity of sufeguarding the
competitive process within the Common Market. At this internal level,
where the costs of adjustment to the structural changes could be metin a
satisfactory way by common social and regional policies, it must be
possible to maintain the efficiency of our decentralised economic system
founded on the spirit of enterprise, willingness to take risks, mobility of
resources, and creativity. Even in the context of the modificattons to the
ownership of the means of production which are on their way in various
European countries, the competitive system remains indispensable to
safeguard the alternatives and freedom of choice, and to avoid the
abuses of economlc power 1haL come from public as well as private
monopolies.?!

This view implies the continuation and the reinforcement of the
European policy of competition—especizlly vis-g-vis concentration, the
public sector, and muitinationals. As we have frequently suggested, it
also presupposes a greater degree of autonomy for the Directorate
responsible for competition inside the Commission, as well as increased
collaboration with the national authoritics of the Member States and
Third States. Action conducted within the framework of the OECD is,
in our view, very positive.

Inevitably certain conflicts will result from industrial policy. Rather
than being camoufiaged by deceptive compromises inside the Commis-
sion and between the Directorates, these confiicts should be explained
and discussed at the level of the European Parliament so as to expose
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fully the objectives at stake, the results of ulternative policies, and the
respective costs and benefits. Ruather than an industrial Europe based on
technocratic compromises, one must hope for-the construction of a
really democratic industrial Europe.

- NOTES

1. Sce IRES, La pesition competitive de économic helge sur le marché
international, Rupports de J. Houard, C. Ghymers ¢t F. Prades (Louvain la
Neuve).

2. See IRES. op. cit.

3. Thesharcof the EEC 91n the totat Japanese exports was 8.9in 1958, 11.91in
1973 and 10.8 in 1976: the share of the EEC 9in the total Japanese imports
was 8.1 in 1958, 8.3in 1973 und 5.6 in 1976, { The Sumniury Report Trade of
Japan. Japan, TarlT Association).

4. From 1973 to 1975, the employment in industry decreased from 49.5 % to
46", in West Germany; 39.3% to 3867, in France; 30.7%7 to 29.8"%, in
Ireland: 36.2"% to 348", in the Netherlands: 43,37 (0 39.9% in Belgium;
423" 10409 inthe 1) mlcd Kingdom, 33,810 31.5", in Denmark; 48.6 %,
1o 47. 3 o in Luxenmbourg. Oaly in ftaly has the situation been stable (444

5. For the case of the United Kingdom sce R. Bacon and W. Eltis, Brituin’s
Economic Problem: Too Few Producers {London: Macmillan, 1976). See
also the very stimulating paper of A, Singh, "U.K. Indusiry und the World
Economy: A case of De-Industrialisation? in A, Jacquemin und H. dc Jong,
Welfure Aspects of Industrial Markers (Leiden: Nijhott, 1977). who shows
the role of the world market conditions. For a conlirmation of Kaldor's
hypothesis that there is a close relationship between the rate of growth of a
country’s GDP and the growth of its manufucturing sector, see T. F. Cripps

. and R, J Tarling, Growth in Advanced Capitalist Economies, (London:
Cambridge University Press. 1974), who have analysed the growth process
in advanced industrial countries during 1950 -70.

6. Sec, for example, R, Linda in Regrlating the Behaviour of Monopolics and -

Doniinant Undertakings in Contmity Law., (,ol}(',gc d’Europe (Bruges: de
Tempel. 1977), p. 62, where it is calculated that in 539, of the 301 European
markets that were analysed the principal company controlled 409, of its
national market.

7. Fora pencral analysis of these different aspects, see A. Jacquemin and H. de
Jong. Ewropcan Industrial Qrganisation {London: Macmillan, 1977).

8. L. Stoleru. L'fmpératif Indusiriel (Paris: Seuil, 1969) p. 186,

9. R. Toulemon and J. Flory. Une Politique Industricile pour I'Europe, (Paris:
PUF. 1874 p. 17

10. A. Jacquemin, Economic Industriclle Européenne (Paris: Dunod, 1975)
p. 324; H. Bauwens in Cepess, Pofitigue Industrielle (Bruxelles, 1974) p. 7.

1. H. de'Estoile, *Les Objectifs actuels de la politique industrielle en France’,
in Politique Industriclle et Stratégies d Enmpnse (Paris: Institut de
I'Entreprise, Masson, 1977) pp. 124-3. ‘
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12. ). Meade, The Just Econcny (London: Allen und Unwin, 1976) chap, V1.
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" 16.

17.
18.
20.
2L
22,
23

24,

In Frunce, the number of business enterprises engaged mainly in industrial
activities dropped from 642,844 in 1961, to 574,784 in 1970 (a fall of
10.58" ). In 130 sectors. the reduction is more than 169, See F. Jenny and
A, P Webber, in Concemtration et Politigue des Structures Industrielies
{Paris: 1a Documenttion Frangaise, 1974).

Sce, for exumple, N. Blattner, Indusirial Policy: A Sceptical View (New-
castle: Fourth European Conference on Industrial Structure, September
1977) who writes: “the higher and the more uncertain the actual and the
expected rate of inflation is, the greater are the individual economic agent's
difficuities in judging to what extent 4 variation of a single price is a real
instead of a merely nominal phenomenon, This induces errors in
anticipation’.

In the Theory of Games, this view is well-established for the case of the
‘prisoner’s dilemma’. In the well-known two-person nonzero-sum non-
cooperittive game which 1s ubiquitous in the cconomy, it is shown that,
contrary to the doctrines of liberal economics, the group interest is not
furthered by the mdependent pursuit of individual interests. The *Pareto-
better’ joint maximun position is forcibly repelled by the players because of
the dominant character of their individual strategies. The situation is stiil
more complex if the joint maximum position is not *Pareto-improving'
because a player would worsen his position by such a change. Then the
bigger utility total must be shared out by a suitable international distri-
bution to make the players better off than they would have been.

See: 8. Holland, "Europe’s New Public Enterprises” in R. Vernon (ed.), Big
Business and the State, Changing Relations in Western Europe (London:
Macmillan, 1974) p. 41,

E. Malinvaud, Les perspeciives de ta croissance Iranqaise, in Collogue sur le
redéploicment industriel/ (Paris: La Documentation Frangaise, 1975) p. 102
Sec A. Jacquemin, op. cit.. p. 19} ¢t seqg. '

. See R. Toulemon and J. Flory, op. cir., p. 110-13.

EEC Commission, Programmce aof the Commission for 1977 (Brussels,
February 1977). . .

EEC Commission., Sixth Report on Compelition Policy (Brussels, April
1977).

EEC Commisston, Tenth General Report on the Aativities of the Community
{Brussels, 1977).

EEC Commission, Programme of the Commission for the Year 1977
{Brussels. 1977).

EEC Commission, Fowrth Medium-term Economic Programnie: concerning
the period 19761980, COM (76) 530 Finel (Brussels, 5 October 1976).

25. Oficial Journal of the Europeun Communities, no. L 101, 25, April 1977

27.

28.

E. Davigrnon, *Ebauche d’une stratégie européenne pour surmonter la crise
industrielle’, Revue de la Socidié d'Eqvdes et d'Expansion, no. 273 (Septem-
ber 1977).

Sec in this sense, the intervention of M. Schaeffer, Director, Directorate-
General II1, during the course of a European Round Table, organised in
Brussels by "Europear. Management Forum®, 18 March 1976.

G. d’Alcantara and A. Barten, Long-run relation between public and
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29.

30,
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private expeditures in the EEC Countries, in L., Solari and J. Du Pasquier
{ed:), Private und enlarged consumption (Amsterdam: North-Holland,
1976).

The international mobility of Tabour (notubly regarding recourse to migrant

" workers) is diminishing whilst the mobility of European capital runs the risk

of provoking political reaciions.

For a recent statistical confirmation, see B. Balassa, Trade Creation and
Trade Diversion in the European Market, in H. Glesjer, (ed. ), Quantitative
Studies of International Economic Refations (North-Holland, 1976).

See also A. Cairncross ¢t al., Economic Policy for the Evropean Community
(London: Macmillan, 1974) in which it is stated: ‘Our concern for the
maintenange of eflective competition extends beyond purely economic
considerations. Competition is one of the foundations of an open socicty in
which all member countries of the European Community have a substantial
stake’ (p. 143).
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- AN ENLARGED EUROPEAN COMMUNITY: REINFORCEMENT
OR WEAKENING?

—

Hugh Corbet Ly |

Nii} the Europeaﬁ Commun ty be reinfofce& or weakened by its
‘enIarQement to include Gfeece, Portugal and Spain? That is the basic

question I have been 1nvited£;; address in this paper. In attempfing

to answer that question, I am not going to begin by recalling what

the "founding féthers" envisaged in the'1950's, let a10ne'present

some idealised picture of what the Community shou]d be Tike at the end

of the century. I am going to begin by Tooking at the Community as it

is today -.... ;in today's circumstances. ‘ ' ‘

. CURRENT STATE OF AFFAIRS
* What does the observer see? According to press reports, the last
meeting of the heads ofrgovernment of the European Community, hela in
AVenice'just a fortnight ago, was marked by indecision;]szor more than
a decédé "the new Europe", as‘it used to be called, has been bogged down
in a serious malaise. It was not the first time, then, that the only
‘matter the'héads of governmenf could agree upon in Venice was somebody
else's bﬁsiness; this time the Middle East imbroglio, in which.the
Community.exercises nd'responsibi1it§ and still shows ne sign of doing
any such th.ing2 — in spite of a so—cé]led ?1nitiative".3
There is nothing newlabouf this state of affairs. Back in 1976,

: Gaston Thorn, the Prime Minister of Luxembourg, remarked in public

that-faith in the European Community was no longer what it used to be.



The Nine, he said, had nonshgred concept of the kind of Community
 they wanted to build. The protection of national interest had become.
the alpha and omega; and the'maintenance of the status quo, the
ultimate goal.4 In‘succeeding Mr Thorn in that same year as
'.President—inGOffice of‘the Council of Ministers, Max van der Stoel,
as Foreign Minister of the Netherlands, was just as gToomy. At the
end of the 1960's, he recalled, the talk ih the Community was of
"compietion, enlargement and strengthéning".5 But that motto had
come to be replaced, Mr van der Stoel said, by "stagnation, decline
’“and escapism". 6 A

At the Venice meeting, it was reported that where the working
papers of the Commission of the European Community calied for urgent
action to tackle clearly defined problems, the heads of government
approved laboriously devised promises of "appropriate measures", which
~may or may not have been correct responses. Thankfully, littie
- survived of the-Commission's plans for a common energy policy, involving
the harmonisation of prices and taxes'énd the control of a huge fund
for energy investment. Thankfully, too, the heads oflgpvernment
épparently accepted, at‘1east impticitly, & "heavily naticnalistic"
“'diagnosis of inflation, relegating the European Monetary System to
passing referehcés.7 As 1t happens, when it comes to dealing with
"inflaiion, "nationalistic" attitudes are not altogether outAof place;
on the Eontrary, because the origiﬁs of inflation 1ie in domestic
- policies the disease can only be cured by domestic medicines —
unpaTatab]e as fhey may-be. |

At the previous two "summit" meetings of the European Communify;

Margaret Thatcher, as Prime Minister of the United Kingdom, made an
issue of the Community's budgetary system, objetting strongly to the
present and prospective size of the British contribution. (On this

"' jssue, it should be noted, Mrs Thatcher enjoyed near unanimous éupport

2’
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on both sides of the House of Commonﬁ). No sooner had the British
Government's dispute been settled last month (if only temporarily)
"h;gﬂ—théh fﬁé héads'of'the German and French governments began at the
Venjce summit to take issue as-well with the budgetary system.
He]hut Schmidt, as Chan§ET1or of the Federal Republic, suggested that
both payments and receip%s‘;hou1d_pe limited, great]y-alarming the
.headé of government 04 thg Cbmmunity's smaller member countries which
.; benefit most from the.sys em. He further suggested that the system
of farm support, undet. the common agricultural palicy, should be |
reformed in some unspecified ﬁg}, thereby a1arhing Valery Giscard
d'Estaing, as President of the French Republic.
| Sooner or léter, as critics of the common agricultural po]icy.
have warned ad nauseum,8 budgetary constraints were bound to bring the |
European Community to its knees, so to speak. Thus it was not
a]togethef surprising when Chancellor Schmidt and President Giécard
'd'Estaing insisted in Venice that the Community's chronic budgetary
problems, so dfamatiéally exposed by Mrs Thatcher, should be resolved
 bef0re the Community is ehlarged to include Pbrtuga] and Spdin. Greece
Joins the Community next year. -Her membership will complicate the
- budgetary system a 1ittle more. But the Community's malaise cannot be
attributed in any way to budgetary difficulties Which havezsimp]y
| brought‘fﬁndamental differences to the surface. |
The indecision of the European Community waé revealed most starkly
in Venice by the inability of its leaders to agree on a succeséér to
' Roy Jenkins as President of the Commission. Thegpost falls vacant six
months hence; The failure tb decide who should fill it symbolises the
uncertainty and confusion over the Community's sense of purpose and
direction.- Several "candidates" for the post héVé been canvassed,
Mr Thorn, still Prime Minister of Luxembourg, is not acceptable to

France because he is "too European". Leo Tindemanns, a former Prime
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Minister of Be?oium, protests that he doeo not want the job whiie
staying out of the Belgiao Government to make plain he is available.
As a Flemish-speaking Belgian, however, he could not be openly
supported by France. As a French—opeaking Belgian, Viscount Etienne
.Davigoon might be more acceptable to France, but as Commissioner for
Industrial Affairs he has noflendeared himself anywhere, least of all
| in Germany. Similarly, Finn 0laf Gunderlach, another early aspirant
for the post, has “fallen down" as Commissioner for Agriculture. The
- Hoompromise".might be an Italian, who exact?y‘is almost irrelevant,
‘for if all that is reqoired is a flair forVShowmanship and how to
exploit the media then those are 'departments where Italians generally
'exco1, as they demonstrated in Venice. | |

More or better propaganda is not what the European Community needs. |
Matters can be seen to have gone too fér in that direction following the
"sétt]ementﬁrfof the time being of the Eritish Government's budgetary
"..d%soute. The Commnique issued after the;Venfce'Summit lTooked forward
to thé fulfilment of old dreams, "the deepening procesé of European
integration”, and eventually "total compliance with the ideals underlying
the grand design of European unification".9 Who d%d the drafters of
-that Communique think they were fooling? Or are the Community's servants

simply victims of their own propaganda?
* THREE APPROACHES TO EUROPEAN INTEGRATION

Now I do not want to be misunderstood. I am in favour of European
" integration. I should add, however, that I am also in favour of
motherhood, of 1iber£y andffraternity and of free trade. And I am in
favour of'peace.and prosperity, the rule of law and the Br{tish way of
life, including cricket and the English breakfast.

-In'public'affairs it is not enough to be in favour of a great idea.
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If the iQea is meant to be taken seriously at governmental level, 1is
meant to-be imp]ementab1e, it has to be definable in operational terms.
___,,whéi is it that will be reinforced or weakened by the inclusion of
~ Greece, Portugal and Spafn in the European Community? Sufe, it is the
- process of European in;égration, as mentioned in.the commnique 1
qﬁoted earlier; But whaé j§ meant by the phrase "European integration"?
At least three interp#;tajgons can be identified. Spelling them out

- may he1p‘to distinguish what is attainable from what is possibly

desirab]e.10 . - _
| Customs union theory wasffarmuTated some while before either the
European Community or the European Free Trade Association (EFTA) was
formed.}! Various economists have since shown that gnder a free trade
scheme the need for pq]icy harmonisation additional to what is required
of countries a]ready extensively engaged in international trade is
relatively slight.12 Further harmonisation (beyond the elimination of
" obstacles to the free movement of goods and services) is more a matter
of choosing to augment the benéfits of free trade than a matter of

having to harmonise as a result of free trade. Little of importance is

lost through not harmonising'other policies. Such narmonisation issues
as do arise éan be handled, as EFTA has shown, by the consu1%ative
and negotiating procedures with which governments are thoroughly

" familiar. They do not require elaborate agreements.
An VEeonomist 's View

. From an economic point of view, then, the harmonisation of
economic policies, insofar as it is necessary to overcome distortions of
_6ompefi£ion, requifes a coordinating authority. But it is enough that
the coordinatﬁng authority is effective. It does not have to be supra-

national in character. In an economist's scenario of events, political



unification is therefore deemed almost incidénta1, as it were, to the

real and primary goal of economic integration.
A Politician's View

7 2. The whole argument has been;turnéd upside down by those who
- envisage poZiticaZ unification as the real and primary goal. They
have argued that the determination to integrate economic policies
(even if the economic benefits are marginatl} Qill compel the formation
of a supra-national economic government which in time will assume
responsibility for foreign policy and military security. Economic
integration, from a'pb11t1cian's point of view, seems to be just a
pretext for politicallunion; it is a means to an end, not an end in
itﬁe]f. It does not mattér hbw small, or how {arge, are the economic
gains from policy harmonisation. What is important is the will to go
~ ahead regardless.

In formulating po]iﬁfes for the deveTopménf of the European -
Qommunity, it thu§ seems vital to draw a distinction between the
objectives of economic integration, on the one hand,-and the objectiveé
of political unification, on the other, if only to ensure that the
appropriate instruments are used for achieving whichever is deemed
-attaiﬁable in the prevailing circumstances. None of this is to deny the
inter-relationships between economic and politico-strategic affairs.

But in the 1960's, the European Community made a habit of using
instruments of economic policy in order, ostensib1y,‘to‘achieve politico-
‘_strategic objectives, tﬁe consequences of which wererpredictab1e — the
commonr agricultural policy being'a case in point, the attempt to promote

monetary union being another,
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A Bureaucrat's Vilew
= ‘3:H' in the resultant chéos, a réalpolitik approach has
developed, seeking (i) national advantage, (i1) additional powers
for member governmentsiaﬁd (i11) tﬁe'further exbansion of
bureaucracy. The notjo&_ﬁs that governments associate to control
collectively what escapeé:the control of any one of them.13, It
| ﬁmouhts to forming a cartel of governments who do not want to
compete among themselves but to control individﬁal]y and jointiy.
It manifests itself in the aﬁgyoach of many of the European
Community's bufeaucrats‘tO'the prob]emS of industries which are
currently.having difficulty iﬁ coping with international competitiod.14
The approach is a bureaucrat's, | |

Thus I have identified three approaches to European integration
which, for the sake of presehtation, I have characterised as (1) an
| economist's approach, (ii) a polifician's approéch and {i1i) a
bureaucrat's approach. Now if the Eurcopean Commpunity is to be
revitalised, an effort has to be made to promote an approach that can
be shared by all member countries, from one general eiection to |
another, It is in such a light that I would like next to consider
the three approaches I have spelt out. |

The realpolitik concept of European integration, what I have
characterised és the bureaucrat's approach, pays 1itt1e regafd to the
.,1im1ts; the parameters, of the discretionary authqrity of governments,
Aby which is meant'the Timitatibns'on the ability of governments to
achieve desired sq;ia] and ecpnomic changes.l5 If governments do, |
indeed, cherish their discretionary authority, then the reaipolitik
approach to European integration is inherently self-contradictory.
Why? Because it Presupposés a harmonisation of.pql1cie§ which

governments administer in_a discretionary fashion on the basis of a



blank authority. But the harmonisation of policies in such a way
is no longer discretionary. Since, then, it lacks intellectual
coherance, the reaipolitik approach would not appear to be a viable
course by which to revitalise the European Community, certainly not
if it values its position as a bastion of‘democfacy by representative
- government. |

~ There is no need to dwell ‘long on the politician's approach
to'Europeén integration. For that apbroach to be viable, tﬁe
prospécts for political unifiéation among the nine — soon to be
tweive ~ member countries would have to be promising, but they
would appear to'be bleak, very bleak indeed.

It would abpear that the most realistic approaéh to Europeaﬁ
integration is an economist's: the Tiberalisation of controls on the
éxchange of goods and services within the European Community. As
argued earlier, it is through the static and dynamic effects of trade
tiberalisation — on consumption, production and éxchange — that the -
benefits of economic integration are largely achieved, Little more is

.gained by harmonising policies beyond trade liberalisation.

Perhaps I should not conclude too quickiy tnat an economist's
approach is the most realistic. After all, the exigencies bf the times
afe hardly conducive, it might be said, to trade Tiberalisation. Well
whose fault is that? In the time left I woq]d like to set out, if only
sketchily, how developments in the world economy impinge on European

integration, however it is viewed.
CHANGES IN THE WORLD ECONOMY
Jf?’ As mentioned at the outset, over the Tast decade or so the

'European Community has been getting bogged down in a malaise, one of

its own making. The Community's 1ast enduring achievement was the



compietion of the customs union in 1968. Since then the edifice
fbundeé on the customs Qnion has been shaken‘by a number of “shocks"
— trotting inflation, exchange-rate changes, fluctuating graiﬁ prices,
shortages of other commodities, creeping: protectionism and the energy
crisis. 16 The first Tmpabt of these shocks has been on member
gévernments. Governments differ in théir understanding of the
differént situations in which thej find themselves.. They-therefore
differ in the speed with which they adjust their policies. There'is
consequently a widening divergence in the economic performance of
 member countries of thg Community and in the capacity of member
governments to act. It is this divergence which is shaking the common
edifice. | |
| It is in that sense, indeed, that the European Community is in a
state of crisis. Fundamental changes have taken p1acé in the worild
economy since the Community's formation. In short, the‘Community is
being overtaken by events, both internai and external. |

Khat changes, then, have to be taken into account in thinking

about the developemnt of the European Community?

First, Europe is no longer the centre of world power;
since World War II the peace of the world has been determined
by a‘g1oba1 Balahce of ppwef. '

~ Second, whereas in the 1950°s thg "new Europe" was
6nerf two centres of industry supplying the world with
manufactures, the European Community is entering an era
where it will be one of five or six centres of industry and,
what is more, it Tooks as if it will not be among the most
efficient.

Third, the increasing integration of the world economy,

and the resultant growing interdependence ot national
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economies, now exerts a much more powerful influence
on %nter-governmentaT relations than was‘the case 1in
the 1950's. |
Fourth, two significant groups of countries, the
agricultural exporting countries and the newly
industrialising cﬁﬁhtries of the Third World, are now
expecting more ﬁ?om gﬁe intefnationa1 system of trade
ahdrpayments. R
Fifth, being supp1iérs of primarj commodities, the
" Third World is having a jdrger "say" in international
diécussions. -
Sixth, with all these developments, there has been
a profound change in the Américan attitude towards the
-European'Community, which has ceased to be viewed with
indulgence. |
'Seventh, in the inﬁustria1ised countries, never mind
anywhere else, there has been a marked increase in state
intervention in the market process which has meant that,
with the growing interdependence of national économits,
'governments are finding external oblidations increasingly
in conf}ict with internal ones, thereby making it hard,
if ndt.impossibTé, to concert responses to worldwide

economic problems.17

It is in the light of such changes infthe world economy that the heads
of government in the European Community have to reconcile the Community’s
internal objectives with the responsibilities they bear, by virtue of the

Community's size and capacity to block decisions, in the maintenance of

the international economic order.

Member governments of the European Community have seemed reluctant
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to face up to what that means. It is as if political thought in the

Community has not kept pace with the rapid integration of the world

h_d,economy;' Most of the problem is that the Community's common external

‘.tariff,'its common commercial policy and its common agricultural
po]icy'have'come to beifegarded as symbo]s\of European unjty} But
these common policies aré based on discrimination againstrother
countr1es which is tantamount, in an age of growing interdependence,
to provoking economic con#11ct with the rest of the world.

When the European Community was being formed, it was repeatedly
said, in reassuring terms, thdfvturopean integration would be pursued
in harmony with the integration of the world economy as a whole.

Those were not the words, but that was the gist, of ﬁhe Preamble
-and Article 110 of the Treaty of Rome. It is about time the sentiment
was taken seriously. |

~Even from a-Eurocentric point of view it is in the European
"Community's interests to pursue its integration:in harmony with the
1ntegrat10n of the world economy as a whole because if it 1s not the
Commun1ty will be cont1nua11y disrupted by one shock after another.
Because of the economic differences between them, the member countries
of the Community.are affected diffefent]y by "global" problems, which
means that their governmenté are bound to react in different ways.

_By_the same token, it is not good enough for the European Community
to wait for initiatives from others, because that only invites internal
dissent. Given the economic differences between them, member countries
are bound to react differently to initiatives from outside, which is why

before discussions begin at Commun1ty level on anything of major

importance individual governments are prone to assert national positions.
This partly explains why the Community has difficulty in formulating
a response to proposals from others and why, in the end, the response is
o at the level of the Towest common denominator. |

The problems facing the worid economy are known. They certainly do
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not need to be spelt out here. Opiniohs may differ over‘precise]y
how they could be overcome. But most would agree that they aré not
going to be overcome by the induétria1ised countries, which account
for two-thirds of world trade, withdrawing into protectionist or
isolationist shelis. For structural adjustments tb take place it is
" going to be ﬁecessary to rebyild-confidence in the business community,
to overcome figidities in 1abouf markets, to promote investment in
long-term industrial innovations and to restore the stable
institutional envirorment that rational decision-making requires,

If the en]argement of the European Community to include Greece,
 Portugal and Spain diverts attention from "grand designs" and forces
attention_to be paid to the “nuts and bolts" of making the customs
‘union work and of making European economic integration work in
harmony with the integration of the world economy as a whole then 1

would say that the Community has been reinforced.

I would 1ike to close on a note that is offen overlooked by
ecohomists, politicians and bureaucrats in their models, grand designs
and manoeuyres. It.was'capfured in a passage by Harry Johnson, who is
6ne of thergreat nawes in economics and, since he is now dead, was a
friend of mine and helped me and others to establish the Trade Policy

: Résearch Centre. The passage I am thinking of reads as follows:

'"It was not the famous outlaws still heralded in American ‘westerns!

but the countless and name]éss unremembered sett1er$ who civilised the
Wild West (and'for thatlmattér tamed the outlaws themseives). The
establishment of economic integration among a group of nation-states
~is a matter of establishing a civilised economic community, which
“involves taming the outlaw.forcés of protectionism and, what becomes a
problem as integratidn proceeds, controlling the confidence men who .
' attempt to sell covert pfotectionism as overt conformity to the

principles of economic integration,"18
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Wolfgang Hacger

INDUSTRIAL POLICY IN AN ENLARGED COMMUNITY

"An industrial policy should embrace a number

of inter-related cbjectives relating to the
sectoral allocation of rescources, the structural
organisation of industries, the development of
technological innovation and the maintenance of

regional balance. Among its instruments

are

government loans and subsidies, public procure-
ment policies, technical standards and specifica-

tions, concessionary charges for public
and preferential tax treatment,"]

services

This definition by a group of distinguished European

economists uses the normative "should" with respect to

objectives. William Diebold has this to say: "Strict usage

would suggest that the word policy be confined

to delikerate,

thought-out, systematic, and more or less cohsigtent lines

of action. But then one would ignore the largest part of

what governments do in the field of industrial

policy, where

ad hoc, unsystematic, and scmetimes inconsistent measures

are far more common than their oppositeo“2

It will be argued below that the attitude
enlarged Furopean Community of the 80s towards
policy may well turn out to be a make~or-break

tainly for the Community as an institution, and

of the
industrial
issue, cexr-

perhaps for the

societies and politiés composing it. Yet the recent rise into

prominence ¢f the issue in an international context initially

derives from the comparatively unimportant trans-Atlantic

trade-policy context. As part of the debate accompanying the

Cairncross, Gilersch, Lamfalussy et al., "Economic Policy for

the European Community - The Way Forward", London 1374,

p. 118.

William Diebold, "Industrial Policy as an International

Tassue'", New York 1980, p. 6.



Tokyoe-Round, the word became a prbxy for trade-distorting
subsidies. The term "financial protectionism" qguite accurately
describes part of the reality of European industrial policy,

and it relates to both infant and senile industries.

The OECD, unwilling %to poach on CGATT territory, defined
industrial policy as a matter of international concern in
new and original terms: as part of a common strategy for
achieving "sustained and better balanced growth".3 Wnhile
the term given o Ehis strategy, "Positive Adjustment", has
a certain activist ring to it, the spirit is clearly negative.
Industrial Policy here is largely syronymous with status-guo-
oriented aids to declining industries. On the other end of
the scale, aid to promote future industries, or "picking
winners“, is congsidered largely unfeasible. Here, as in
other discussion of industrial pelicy, the model in the
back of the minds of people who make generalisationé on
I.P. is Great Britain rather than Japan with its unbroken

record of picking winners.

It can be doubted whether the dichotomy declining
dindustry/future industry adequately describes the contempo-
rary European (and American) industrial predicament., The
sectors which have been making the headlines in Community
policy in the 70s; steel and chemical fibres, cannot be
called declining in the sense once applied to the coal
industry or now to the textile industry (and even here
Spain or Portugal might object). Nor can the automobile
industry, surely £he next candidate for a major international
row. What we usually find in these sectors is a combination
of cyclical overcapacity world-wide, caused by a combination
cf bad luck {unanticipated recessions and the unanticipatea
energy crisis), inadegquate (if surplus) capital stock due

to entrepreneurial misjudgement, inadequate profits, social

3 QECD, "The Case for Positive Adjustment Policies: A

Compendium of OECD Documents 1978/79, Paris, June 1879,
p. 8.




impediments to timely change, and internationally inconsistent
policies which maintain or increase capacity in Europe, Japan,
and the NICs.

Industrial policy is thus neither adequately defined as
merely a form of protectionism, nor as just another manifesta-
tion ¢f the welfare state with its conservative bias towards
employment and income maintenance and the avoidance of social
hardships. Indeed, the most vigorous and successful examples
of industrial policies in the contemporary world, that of
Japan, and more recently the NICs, are certainly heavily
protectionist, but certainly not status quo or particularly
welfare-oriented. The gpecial dilemma of the new Mediterranean
applicants, especially the Iberian ones, is that they are paft
NIC, part modern welfare state, and interventionist on both
counts, entering a Community whose rhetoric is agailn stressing
the old-time religion embodied in the Treaty of Roeme. It is
instructive to compare the situvation of the present with that

of two earlier Mediterranean entrants into the Community.

Two of the founding members of the Furopean Community, '
Italy and France, seemed rather curious candidates for joining
an exercise which, in the industrial sphere at least, was a
monument to -the liberal optimism of the late fifties. Relatively
agrarian countries with an industrial structure long charac£er~
ised by fragmentation, inadequate investment, and a weakness
insophisticated sectors like chemicals and heavy engineering,
Ttaly and France had just begun to reap the fruits of a decade
of voluntarist, state-aided development. Now protectionism,
already réduced within the-OEEC, was to be abandoned within
and sharply curtailed outside the Community. While industria-
lists in both countries predicted ruin, the economic decision-
makers could and did enter the free-trade commitment with
their fingers firmly érossed hehind their backs. The midwife
of industrialisation would still bhe around when the Treaty
of Rome entered into effect: the state would continue to

provide credit at favourable terms, organise firms into



viable units, subsidise essential inputs like fuel and
transport and provide protected procurement markets and

other forms of NTB protection.

- The experiment, for all its logical contradictions,
came off. With more than half the population of the original
Six the two countries were well protected from serious
scrutiny by the European Commission. Moreover, Italy's
commercial successes proved to stem largely from its private
gsector, while the ﬁublicly financed sector, in the sixties,
came to be a source of economic weakness rather than strength.
In France, intervention was tempered by the discovery of
Keynesian macro-economic management, with planning retreating
towards increasingly broad and indirect levels of operation.
Furthermore, if there was distortion of competition, no cne
complained very much in the high~growth sixties: there was
room for everybody (including the Belgians, with a vigorous,
not to say aggressive, programme of subsidising direct

foreign investment).

T™wo decades later, the situation looks rather different
for the applicant countries. Especially the two Iberian ones
are still at the stage where key sectors of the economy are
created and maintained by the State. They are asked to give
up protectionism, including "unfair” subsidies at a stage
of development which relative to their new partners is weaker
than that of those two earlier Mediterranean entrants into
the Community. Thelr bargaining power is significantly weaker,
not least because they are asking for transfers of resources
- which may turn out to be conditional aid - and not just
dispensations from the full rigours of the Treaty of Rome .
Lastly, they are entering a world of slow growth were every
"unfair advantage" these countries might be providing for
industry is sharply felt, and egually sharply resented by
the established members. Yetl industrial policy of the develop-

mental kind has been one of the pervasive features of post-war



European experience. Before turning to the present and

future, a brief look at the record seems indicated.

The Past: Industrial Policy as Development Policy

The desire to remove perceived structural inadequacies
which prevent accelerated economic development provides one
of the oldest and still relevant motivatibns for states
engaging in industrial policy in virtually all countries in
the world. As already mentioned the most interesting early
examples are Italy and France which after the war perceived
themgelves as relatively backward and overly agricultural
economies. One structural deficiency was thé absence of
risk-oriented capital markets, with banks preferring secure
low-return investment in, say, real estate, to productive
investment. é&é&a&?&%&ntly, Portugal has faced precisely this

predicanment.)

This weakness was compounded, particularly in France,
by the prevalence in the economy of small family firms which
failed to perform as Schumpeterian entrepreneurs. A number of
accidents - in Italy the need of the state'to take over
gsome major bhanks (and their industrial holdings) when they
collapsed in the world depressioﬁ, and a similar, if ideclo-
gical, take-over of credit institutions in France before the
war, gave the governments of both countries new tools with

which to practise venture capitalism.

In France, but hardly at all in Italy., the entrepre-
neurial role of the state was accompanied by planning. Where
IRT] helped to establish a modern heavy and light engineering

industry in Italy, the French approach relied heavily on

1 Instituto per la Ricostruzione Industriale



modernising a few sectors which could either be classed as
infrastructure (railways, eiectricity) or as intermediate

inputs for the rest of industry (ccal and steel). In order

to encouraye a balanced consumption pattern, the French encouraged,
for instance, the development of extremely simple cars =~ an

idea which is only now catching on in the Third. World.

(The long delay in the introduction of colour television in
Western Europe shows that consumption-oriented development
policies remained generally powerful until the early sixties,

and a decade longer in Italy.)

There is an ongoing and inconclusive debate on the
impact of French planning, underpinned by a 70% state owner-
ship (but often loose control) of sources of credit. Was the
‘lmpressive post-war growth experience due to the state effort
(as many European governments came to believe by the late
fifties), or did France succeed in breaking out of the interwar
stagnation because of improved external circumstances and
hetter macreo-economic policies? The e&idence seems easlier to
judge in the Italian case. After striking success in the
fifties when whole new sectors were created to give the
.country a broad and sophisticated industrial base the state-~
-owned and financed sector increasingly escaped the hands
of entreprencurial technocrats to fall under the domination
6f party appointees. The creation or maintenance of industrial
jobs was frequently decided on electoral grounds. By the end
of the sixties the state sector, far from being in the vanguar
of modernisation, pre-empted scarce capital from a now vigorous

private sector to cover ilts operating losses.

In Britain (if one excepts the ideologically motivated
naticonalisation of the steel industry) state capitalism of
the Italian and French kind, cautiously attempted in the
early sixties througﬁ the National Economic Development
Committess and the Industrial Reorganisation Corporation and

their various successors alse had "catching up" and accelerating



development as its stated purpose (the British growth rate
remaining stubbornly at half the continental rate). However,
like IRI at that time, rescue rather than innovation became

its primary purpose.

Nevertheless, state venture capitalism remains a power-
ful ﬁool ¢of industrial development. Since thé sixties, one
particular variant of such pelicies has been widely used in
Europe; the more or less enforced merger of firms whose
size was deemed insufficient to allow them to operate
profitably, and keep abreast of the latest technology. Steel,
shipyards, metal smelting, heavy engineering, automobiles,
electrical engineering, aircraft production, and computers
have been some of the industries "rationalised" by direct state
intervention. For such purposes, the state has essentially
three instruments at its disposal: the provision of credits
for modernisation {this applies especially to countries with
a strong public banking sector, like France and Italy); the
threat of withholding credits to near-bankrupt industries
(Great Britain, Sweden, ctc.); and use of the near monocpoly
of governments over certain procurement markets {(e.g. the
.German aircraft industry). In Japan, the conscious fostering
of strong firms and'the timely "weeding-out" (mugi-fumi) of
weak ones through administrative guidance has a similar
purpose and effect of accelerating adjustment to advanced

technological and preduction requirements.

The examples of developmentally motivated indugtrial
policy may or may not have involved particular industries,
- but their purpose was generally to put the economy as a
whole on a higher growth path. This is perhaps less generally
the case for the modern variant of such policies, i.e. the
support of future high (or at least nsw) technclogy industries.
Support for naticnal aircraft industries, nuclear industries
{at least before the energy crisis), computers or ocean
technologies, to.cite a number of sectors favoured by German

industrial policies, have usually been Jjustified, not by



develoPmental, but by neo-mercantilist arguments: the ability

to compete in the export markets of the future.

From a slightly different perspective, state suppoft for
future-oriented policies is perceived, paradoxically, as
defensive-rather than, like earlier developmental policies,
oriented towards positive goals in itself. The defensive
element derives from a definition of the national aconomy
in terms of its international envircnment. In a somewhat
nec-bDarwinist perspective'widely held in Germany in particular,
all nations are moving up a narrowing ladder, whose rungs
corregspond to the technology-content of their manufacturing
industries. As the lower rungs cannot or should not bhe
defended against newcomers, one must make certain that there
are; in fact, new rungs added to the ladder. Such a high
value is put on the certainty of having an upward avenue of
escape from adjustment pressures deriving from the global
diffusion of modern production know-how that the State steps
in to pay considerable insurance premiums in the form of

R&D and D&D support.

To present this rationale is not to accept its validity.
A look at post-war history shows that the Eurocopean country
with the greatest technological lead and one of the strongest
government R&D programmes, l.e. Great Britain, has done much
worse, in terms of adiustment, than Germany which until recent-
ly only had a second-hand nucliear industry as a high-technology
field of the kind promected by planners. A comparison of the
US and Japan adjustméﬂt and growth performance leads to similar
conclusions. It seems that the average excellence of production
processes and the speed of replacement of capital stock are

of much greater significance for adjustment.



The Present: Slow Growth and Mounting Adjustment Pressures

The phenomenal success of the South-~East Asian countries
is in part due to the fact that they constitute the peri-
phery of a dynamic industrial power whose industrial planning
extends to them, from whom they receive sophisticated capital
and trading sexvices (if little in the way of markets), but
which leaves them free to engage in vigorous industrial
policies of their own. The Mediterranean countries constitute
the periphery of a slow-growing Community with little sense
of direction in its industrialraffairs, hesitations about
creating new competitors and?%%%entially effective instruments
for curtailing industrial adventurism of the voluntarist

variety.

One of the main problems is the prospect for slow growth
in the Nine and its implications in both economic and policy
terms for the new entrants. A closer leok at the sources of
slow growth suggests, however, that the Community as a whole
.may be forced to take strategic choices in industrial policy
matters within which the new entrants can be accomodated

and prosper.

Three challengegs interact to create unfavourable conditions
for the smooth operation of our indusirial economies. First,
there are the sccietal, and derivatively, political constraints
on growth. Secondly, energy provides at the same time an
economic constraint on growth and a source of considerable
adjustment pressure. Third, trade competition, from Japan,
South-East Asia and the Third World in general is hecoming fundament-
ally different from the experience of Westeuropean and trans-
Atlantic free trade which has shaped attitudes and policy

instruments up to now.

The socio—~political constraints on growth are perhaps,

the least amenable to short-term mecasures. Indeed, one of



the fundamental questions of industrial policy 1s whether
such policy should accomodate these constraints, or whether
a major effort should be made to re-create the societies of
the fifties and sixties (or rather our selective, partially
mythological recollection), to fit more closely with the

industrial imperative.

What does such a good society loock like? It must above
all agsure three things: it must provide enough profits
or finance for industry to rejuvenate capital stock so as to
capture the full potential of technologicai advance, and to
re—allocate activity to fit shifting conditions of demand
and comparative advantage. It must secondly have a labour
market where skills and jobs are priced, at the very least,
to take account cof relative scarcities within a national
economy; and the work force must be mobile. Thirdly, there
must be competition, althouglh, as will be argued strongly
below, competition in homeopathic doses. To realiée the
potential of this efficient, industrially dynamic society,
the gtete mugt fulfill a number of non-market functions,
of which providing infrastructure and educating the labour
"force are the economically most relevant. This is essent-
iaily the ideal-type guiding the OCECD's approach to
industrial policy, summed up in the term "Positive Adjust-
ment", (To be fair, the QLCD's appreach is too sophisticated
to leave us with a non-operational utopia. What it does say,
is that even when pursuing objectives other than productive
efficiency, there are usually several methods available to
pursue them, and which have higher or lower costs in terms

of efficiency.?)

How realistic is this view of industrial policy as a
short~term palilative in the contemporary European setting?

If we compare European reality with the requirements of the

1 See for ex. paragraph two and passim in: "Policies for

Adjustment: Some General Orientations", approved by the
OECD Council on June 15th, 14878.




ideal~type, industrially dynamic society sketched above,

we note significant departures. First, the finance availabie
to industry (including, as a determinant elgment,presant and
future profits) is circumscribed by alternative c¢laims on
GNP, or current income. At the level of the individual
enterprise, profits may be said to be limited by three

socially and politically determined factors:

- wages, )

- taxes, including social security contributions for
workers, _

- restraints on the freedom to adjust work-force levels
to current requirements,

- regulations (environmental, health, etc.} which limit
the "externalities", i.e. societal costs imposed by

enterprises; or seek to internalise such costs.

If we assume that we are dealing with mature economies
with no net inflow of external finance, investment is then
determined by profits plus a ghare from savings generated elsewhere in the
" economy, e;g. personal savings, pension funds, etc. Industrial

investment competes, however, with social infra-structure
~investment (which may be financed through government borrow-
ing on the capital markets) and dnvestment in non-productive
assets. The point of recalling this familiar story is that
the bottom line, the proportion of GNP devoted to industrial
investment, is the result of complex and long-term processes
-0f social and political choice which is highly specific to

any individual country. Yet these industrial investment

levels, inter alia, determine the rate at which capital is
replaced, and hence the most crucial variable in our present
considerations, adjustment capacity (in addition to growth

'as'such).

Essentially the issue boils down to the return to
capital considered equitable by the social-peolitical system.
Two forces, trade unions and the state itself, may combine
to reduce the capacity of industry to remain viable. The
skill of trade uniong in distinguilshing between a strategy

which collects the golden eggs, i.e. captures a full share



of productivity gains, as opposed to one which kills the
goose, 1.e. undermines the capacity of enterprises to
develop new product lines; maintain or increase productivi=-
ty, etc. is perhaps the single most important factor ex-
plaining different economic performances iﬁ Furope. In addition
to monetary factors, however, unions may also weaken the
firms from which their members make a living by resisting
shop-floor mobility and productivity-enhancing measures in
general. Frequent strikes not only damage the financial
viability of firms but lead to loss of customers or force
firms to offer an "unreliability premium" in the form of

lower prices.

The state, as executor of distributional bargains
in society, may also "miscalculate" the capacity of enter-
prises. Corporate taxation levels are only the most oObvious
examples. Legislated social security payments fall essentially
under the same heading. Legislative obstacles to periodic or
permanent redundancies, or in the case of Austria and France,
simple administrative injunctions against lay-offs, also’
cause considerable losses to enterprises. When British
- Leyland recently attempted to shut down its operations in
Belgium, it found that it would be legally obligated to pay
a sum three times as large as the value of its investment
to compensate the affected work-force. Under such conditions
it becomes cheaper to continue a loss-making operation.
Ancther major if short-term government influence which
endangers viability are price centrols 'in periods of rapid

inflation.

In its positive role as guarantor of industrial viability
the government can offer credit, cash subsidies, etc. in order
to correct the imbalances brought about by distributicnal
politics. One can thus imagine a model where society and
workers take money from enterprises with one hand - giving

the illusion of advances in distributional justice - while



the state taxes the putative gainers, provides finance to
industry and thus reconstitutes the status-guo ante imposed

by the iron laws cf economics.

As will be readily obvious this is not the way things
operate in the real world. First, not all firms would receive
identical amcunts of subsidies in relaticon to the social
costs they assume. Rather such amounts would be forthcoming,
i.e. politically acceptable, only when a given industry had
been weakened to such an extent that employment was threat-
ened. Firms in our model counitry woulild first have gone'
through years of running down reserves, deferring new
investment for lack of cash. Subsidies will thus tend to
make up for current operating losses (including replacement
investment), enough to ensure short-term viability; but
rarely they would be sufficient to off-set the previous loss
of dynamism. Secondly, of course, nct all firms are in fact
compensated for social costs or unsustainable wage-bargains:
there will be a systematic bias in favour.of the weakest firms,
i.e. those that pose the larger employment problem; and in
favour of large firms, whose problems are more visible, get
‘better political advocacy, and have larger secondary
conseguences in a region or for their industrial suppliers
and customers. Thirdly, because state-support tends to be
discretionary rather than rule-based, another decision-
-making layer 1s added to management. Unlike private bhanks
who may also take paft in managerial decisions as a condition
of financial rescue, the bureaucratic and political represen-~
tatives of the state will typically ask for undertakings
responding to their preoccupations, i.e. labour policies or
invegtment in certain locations which may cause future

problems of wviability.

This presentation may seem abstract but is highly
relevant to a particularly EBurcpean, and self-inflicted

adjustment problem. In fact it is worth pointing out that



a number of countries are now adopting the politically more
difficult path of a general "restitution" to re-establish

the viability of the private sector through cuts in corporate
taxes, government sharing in social security contributions
(e.g. in the Netherlands) and unions consenting to a fall

in real wages - a particular hercoic case being Great Britain

under the Labour government.

Tbese‘general solutions have the great virtue of reward-
ing efficiency of management and labour force and of not
letting the general tax-payer shoulder the responsibility
of thoughtless behaviour of either. Most economists, who are
concerned with the general welfare, will applaud such
measures. But there is an assumption that wages and social
costs must, in the end, be compatible with some international
standard of efficiency which determines whether a company

will sink or swim.

The prablematical nature of this view becomes apparent
if we compare all of Western Europe with e.g. Japan. We know
that the rapid introduction ¢f new technology in steel-making
or ship-building is made possible through a relatively high
proportion of national wealth devoted to industrial invest-
ment ﬁg gsocial and private consumption. This is a legitimate
social choice made by Japan. It is less obvicus, to this
author at least, to argue that Eurcpe should adjust to this
standard, either by gygetting out of the sectors involved or

v changing their own standards,

In theory, a country, say Great Britain, which cannot
replace its capital stock at the same rate as the strongest
competitor, say Japan or Germany, and hence lower its costs

at the same rate, can respond by devaluaticon. This will of



éourse not improve its growth performance but could shelter
it from competition. In theory, therefore, it is possible
for svcieties to chose the status quo or to "grow old grace-
fully". In practice, there is no exchange rate low enough to
off-set productivity‘differentials which may differ by an
order of ten, once the process of low investment has gone on

long enough.

Nor can an industry, and indeed a whole industrial
society which has been underinvesting for a long time respond
to, say, low labour costs elsewhere by capital deepening
(coupled with rationalisation). For this it must attract
outside finance, i.e. be "rescued” by benevoclent banks, or
more likely by the state (and the restrictions of labour
utilisation, which may have been a cost-push factor of the
profit/investment squeeze, would have to be lifted). In other
words, keeping up with the industrially dynamic Joneses of
this world means a change in the distributional bargains
and social norms elaborated by society. The mood in Europe
swings from the doubt, expressed in actions rather than words,
whether the additional welfare gain is worth the candle, +e

cazxd the defiant re-assertion of industrial dynamism.

A key guestion for industrial policy is precisely the
outlook for international trade and how one imagines its
future organisation. A seemingly persuasive logic draws a
direct connection between a market and adjustment-oriented
indusitrial policy {e.g. of the OECD~type} and a deepening
of the international division of labour. A number of countries,
e.g. Germany and Sweden (until recently) seem to conform to
this moael. The connection may, however, be the 6pposite. '
Here we can distinguish two cases, that of the successful
and that of the unsuccessful trader (nation). Most successful
ones, including Japan and the NICs, have not relied on market
forces by themselves, but on private‘entrepreﬁeurs motivated
to benefit from an exceptionally favourable environment

created by the state (including very high levels of protection).



For the uncussessful trader, free trade has meant ar increase
in industrial policy. In the latiter case, trade protectionism
and industrial policy are substitutes, while in the former

case they were complementary, but in either case, trade meant

intervention.

To illustrate the point: is it reasonable to expect the
Community as a whole to become like CGermany (the Germany as
perceived at home and abreoad, i.e. forgetting sectoral rationa-
lisation policies carried out by the Banks and the State,
the provision of credit and subsidies at the Land level, etc.);
or is it more likely to be like'Japan or the US, the one
characterised by protection and strategic concentration of
industrial effort, the other by protection and the subsidies

inherent in the large and sophisticated procurement markets?

. If the answer is: a bit of all three, protectionism
would have to become part of total economic strategy, not,
as at present, a panicky and belated reaction to sudden bursts
of imports. Such protectionism would, of course, not consist
of generally high tariff walls, with an implied reduction of
-inhternational trade, bﬁt use the sophisticated techniques
pioneered by the United States, especially in its relations
with Japan: understandings on the rate of increase, and
on the composition of imports, and price discipline which does
not unduly undermine the oligopoly markets essential for

modern, complex and capital-intensive industry.

In certain industries, the combination of industrial and
trade policies ig already taking shape:r in steel, shipbuilding;
fibres, textiles, and, to some extent, aerospace. Thegé large
sectors, with relatively few firms and often heavy state '
involvement, are moving towards what one might call "negotiated
international division of labour", yet without provoking the
"protectionist spiral"®, with declining trade, so often pre-
dicted by the advccates of free tragde. By the time the

proceedings of this conference are published, a similar



framework will exist in the autcemoiile sector.

It is, howéver, easier to introduce Comecon-like
practices in portions of West-West trade than in North-South
trade. The clumsy and complicated, unjust and partially
ineffective Multifibre Agreement (which regulates trade in
textiles, not fibres) shows the difficulties of dealing
with a heterogenous group of suppliers, widely diverse types.

cof goods, and a multitude of firms.

This is not thé place to discuss how é balanée between
minimum market stability and the maintenance of high levels
of irade can be achieved. But the lihkage between industrial
policy and trade policy ig intimate enough to warrant further
arguments in favour of deliberate if moderate protectionism
at Community level. AL its most superficial, the argument
runs as follows: in the eighties slow growth and the intro-
duction of lakour-saving technelogy will lead to significant
increases of unemployment. Any sudden increase in the import
share of ccnsumption {(coming on top of the less vieible loss
of third markets for the same products) is bound to be
‘resisted by hasty protectionist measures which damage not
least the suppliers. Sri Lanka, with a quota of 76.7 million
units in OECD textile markets, has built up a capacity of
670 million. South Korean colour TV industry, built up entirely
for the US export market, was running at 20% in 1979 after
the imposition of gquotas. This kind of waste is bound to

multiply.

On the other hand, given present policies, protectionism,
while inevitable, will often come too late at the Community
level to undo the damage suffered by firms through inadeguate
profit levels, a result of price competition, falling market
shares, and the inevitable and costly lags in the shedding of

labour.

On the policy level, the Common Market and the greater
European free trade area are put at risk. For countries de-

prived of timely protection at the Community level will resort



to three practices. Firgt, they will practice financial
protectionism which distorts competition within the European
free trade area, leads to overcapacity and the accelerated
substitution of labour by capital.1 Secondly, some countries
will try to breach the common commercial policy by asking for
national exceptions from Brussels, and failing this, introduce
illegal unilateral measures. Thirdly, they will be under
pressure to use the limited means of protec@ionism still
available within the EEC, which are; in addition to the
financial protectionism already mentioned, non-tariff barriers
of all kinds. All these developments can in fact be observed

to day.
wp o
On a less empirical level, the argument for facing[ihe
inevitability ﬁofprotectionism {and hence devising least
costly means of practicing it) would reguire a lengthy paper
in itself.2 The starting hypothesis is that labour in
Europe and the US is pribed at an artificially hicgh level,
and that the expectation that eswchanges between the unionised world
and the free labour market.in the rest of the world will ‘
automatically result in anything like a reasonable balance

'is based on hope rather than analysis.

In this view, the labour force in the demccratic, union-
ised part of the world (which the new applicant countries have
now joined) has been protected by a temporary monopoly, SO
to speak, of the ability to carry out complex production
processes. This monopoly is rapidly eroding due to the rapid
transfer of technology, real capital, organisational skills,
market access skills, in particular by multinational production,

banking, and trading companies.

L A similar problem does, however, also arise with tariff or

guota protectionism, as the most efficient firms within the
protected market use the extra margin (rent) for investment
which drives their domestic conmpetitors our of business. This
is the experience of the US textile industry.

For a more extensive discussion, see W. Hager, "Common Policy
Responses and the International System", in: Duchene/Saunders
(eds.), "0ld and New Industrialising Countries", London,
MacMillan 198C {(forthcoming) . :



The medium and long-term outlook for relative wage

levels in the free (i.e. capitalist autocratic) and adminis-
tered (i.e. unionised democratic) parts of the world is

for the gap to remain very large. At present, the total
industrial labour force of the West numbers 74 million,
producing some 700 billion in value added.!’ The industrial
labour force of the market LDCs is larger, over 90 million,
still only producing 87 billion dellars worth of value added,
not to mention China with perhaps 70 million. While the
number of workers is falling continuously in the West, numbers
are increasing rapidly in the -‘Third World, and productivity
in increasing very rapidly in many countries. Moreover, 250
million people in the Third World will enter the labour force

in the next two decades, much of it industrial.

Given the tremendous needs of the Third World, there
should be no shortage of markets. However, ¢given the very
nature of the development policies of dynamic Third World
countries, i.e. capital 'accumulation through keeping domestic
consumption helow the increase in productive output, with
export ecarnings providing savings/investments, the following
‘situation emerges: the developed market economies make up,
at the same time, deficiencies of demand in the poorer countries
and deficiencies of ca?ital formation, directly and indirectly.

This is not an eguilibrium path of world economic development.

The problem would remain tolerable in the short terms,

if the development of NIC industries were spread over a large
number of sectors and purely market-determined. In fact,

all NICs (including the pazt and future NIC,; Japan) pursue

policies which concentrate development on a limited number of

! These figures are taken from calculations made by Christopher

Saunders on the basis of the UN Yearbook of International
Trade Statistics : T have rounded the figures
of f substantially, as the argument is about orders of magni-
tude.



sectors which are subgidised at every level: infra-structure,
capital, and the export products themselves, plus protection
of the home market. This subéidy is compounded by the export
credits advanced by the rich countries, desperate for sales

of capital goods.

As the examples of Taiwan (machine tools), Korea (ships,
motor cars), and Brazil (aircraft etc.) show, there are now
few sectors of Wegtern industrial productién inherently safe
from competition. Hence the notion of "adjustment to comparative
advantage" is doubly doubtful. First because workers in the
West must manufacture routine products, not just space-age
products, if they are to make a living. Seconaly, because the
kind of voluntarist,lcapital—intensiye development now within
the scope of the new Japans contains enough man-made advanta-
ges to sugdest that the adjustment is now to the economic and
industrial priorities of others, not to some stable pattern

of factor endowments familiar from economic textbooks.

Tc sum up, the Commﬁnity must formulate a view of the
industrial structure it wants, of the speed of adjustment it
"gonsiders socially and economically feasible and desirable,
back this view with resocurces within its borders and communi-
cate this view towards the outside. As repeatedly stated, the
most urgent secteor is the car industry. Although the problem
here is Japan, the pattein may well be a harbinger of NIC-

problems five years hence.

In deciding how much of its capital EﬁroPQan industry
is to devote to remain competitive, ancther, much more vital
adjustment problem must be kept in mind: that towards an
economy which consumes less energy. While the gains from
trade (to the extent that they are not cancelled out by rising
unenployment) are desirable, the loss of welfare associated
"with a prolonged state of energy scarcity is of a much larger
magnitude: on optimistic assumptions several percerntage points
oijgrowth'foregone over a decade.

L’{l}i/L".:\ 9 L ‘5i;
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The question ¢f energy may seem to be well removed from
a discussion of Buropean iadustrial policy, but it is the most
crucial parameter of all. The starting point of this assertion
is the virtual certainty that present OPEC members will reduce
output in the eighties.! Given the lead-times and constraints
on alternative supplies, including oil from other sources, the
short~term answer must be soughp almogt exclusively on the

demand side.

The implications of severely restricted energy availability
for industrial policy can be described, either in terms of
problems (cauéed-by high prices and balance-of-payments effects),
where governments simply deal with the gide effects, ox in
terms of positivé tasks undertaken by governments to accelerate

adjustment tc an alternative, low-energy consumption economy.

- The problems are formidable enough. Slow growth, alrxeady
generated by.the socio-pelitical forces described earlier,

becomes a certainty, and occurs, not as a steady state, but

o]

as & seriecs of sharp dewnturns whenever worid cnergy demand
approaches the supply ceiling. For ihdividual firms, risks
‘are increased. The outlook for both domestic and international
markets becomes uncertain, either because. the composition of
demand shifts in response to relative price changes (automo-
‘biles, etc.) or because balance-of-payments difficulties dry

up exports markets.

More generally, industry will have to invest in energy-
saving eguipment {added-on, or wholly new production facilitiecsg)

and in the costly re~design of preducts which consume energy

This prediction, widely shared by experts in industry and
international organisations, is bhased on nothing but economic
logic: the moderate surplus producers are engaging in an
unsustainablie act of internaticonal charity by producing well
beyond their needs. Politics comes in insofar as the forces
of internationalism which are behind present policies, must
necessarily give way to national peolicies, with or without
regime changes.



- 27~

(cars, appliances, etc.). This additional investment will not,
as other forms of investment, increase output, but at best

re-establish the status~quo with respect to costs and market-
cgn b oipiint U by

shares. The implications of this for profits é@éﬁfﬁéfmunpro—
ductive" investment costs imposed, especially in the US, on
polluting industries in the seventies (up to 40% of all invest-
ment in some industries). While such investments contribute

to remove long-term constraints on growth, as will energy-
saving investment, company books show loss of profitability

and low growth.

In may cases, such as automobiles, metal smeliting and other
energy-intensive forms of production and consumption, a
net reduction of activity will be inevitable. This means a
net loss, in terms of GNP statistics, of capital stock,
infra-structure investment, and of skill investment in the
labour force. . With the usual lags, not least owing to
technological complexity, dther'industriés;will expand, assum-
ing that sufficient risk capital is available. The conclusion
seems inescapable: at a time of serious economic loss (on top
of the sheer financial transfer to the cil producers), the
"economy needs unusually larde investment resources, i.e. a
reduction of comsumption normally associated with earlier

phases of economic development.

It is at this point, at the latest, that the general
macro-economic getting for industrial policy must be mentioned.
It is hard to see how a rapid shift of the allocatiocon of GNP
of the kind that is required can be achieved without an incomes
policy. If present policies are maintained (the Friedmanite
fashion in Western economic thinking comes at a very unfeortu-
nate moment), rising costs (the net loss due to adjustmenf,
plus energy. costs as such) will lead to accelerating inflation,
which is then fought with a recession which leaves industry
workiﬁg'at perhaps 70% of c¢apacity, unable to generate the
cash for its regeneration. Or, if effective competition keeps
prices down {(e.g. via internaticnal trade), firms will simply

gc bankrupt.



From the previous discussion it will have become obviocus
that industrial pelicy, in a period of exceptional difficulties,
requires first and foremost a general view and a number of
broad strategic decisions before it makes sense to think in
terms of the mezzo-~ and micrco-level sectoral policies implied
in the definition presented at the beginning of this paper.
| The general view would comprise such thingsas the rate of
profitability considered necessary for industry to carry out
adjustments; the share of GNP to be devoted to industrial
investment; the speéd at which the energy co-efficient of
growth should be altered; the amount of competition, both
external and internal, which is considered healthy in térms
of the above objectives, etc. In addition, the approach
favoured by a minority of the members of the British CBI,

i.e. the designation of a minimal size of a few but crucial
"core industries" should be examined, with protection%ﬁm'as
an honestly announced policy of last resort. As previously
argued, this would merely make explicit and foreseeable an

otherwice destructive and chactic scramblie.

In addition, the Community must make up its mind on a
number of techniques of industrial policy, notably those used
by Japan. These techniques, in LEurope, are coften discussed
in terms of theology rather than pragmatism. One of these
technigues is the recesgion cartell, a device routinely used
in Japan for decades and recently formalised into law. A
corollary to the implied ratiocning of production is the scrap-
ping of old plants. But this i1s done in such a way as to leave
the financial viability of enterprises intact, i.e. the owners

' of outdated planés are bought off.

This technique is now becoming especially relevant for
a guick transition to a low-energy economy. Often micro-
economic calculations suggest that an energy-wasting but

fully amortised plant be kept operating, while medium~term
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macro-economic considerations suggest the opposite. This is
a classic case of a public good being undersupplied unless
the cost is born by all who profit, i.e. the nation as a

whole.

A number of other techniques successfully used by Japan
are occasionally practiced in single European countries hut
need to be applied to the Community as a whole. Thus certain
forms of high-technology require, at an early stage, a con-
centration of effort; achieved both by agreeing on cne or
two standard technigques and on choosing the most promising
firms with a chance of capturing a significant world market
share. The former is being attempted by Brussels in the field
of telecommunications where the aim is to agree to two com~-
peting systems in the early eighties. The reduction of firms
competing in a single market is partially taking place through
intra-European and international mergers, take-overs, partici-
pation or joint subsidiaries. But because the issue arises
case by case, resistance of governments to losing nationai
champions is greatl, leading to a (heavily subsidised) disper-
sion of effort. An industrial strategy for the eighties, on
-the Community level, must be comprehensive .enough to allow
package deals. This is the method pioneered, more or less
unsuccessfully, by regional groupings such as Andean Pact
and ASEAN. But the logic which inspired these attempts is the
gsame: competition among units of insufficient size means
non-viability for all, and heavy subsidies. Of course this
only applies to few industries.

(A more detailed discussion of these points, together
with a presentation!of Commission proposals already on the
table, as well as the sources of resistance will he incorpo-

rated in the later version of this paper.)

What are the implicationg of all this for the applicant
countries? The basgic point to make is that the broad thrust
of policy matters much more than any detailed arrangements,

including financial transfers, which might be negotiated



with the Nine. A stagnaﬁing Community with falling industrial
production and employment and stagnating incomes (tourism)

is the worst possible environment for the applicant ¢ountries.
The  safety valve of employment for migrant workers, heavily
concentrated in industrial employment, would be reduced in
spite of & formally more liberal access. There would he in-
creased pressure put on the large state-run and subsidised
sectors of the applicants' economies by the old members using
the free competition rules of the Rome Treaty. At the same time,
free trade policieé towards the Third World would cut into

both home and export markets, e.g. for Portuguese textiles.

If, on the other hand, the Community as a whole conceives
itself to be in what amounts to a developmental phase of
industrial restructuring, the.applicant countries would find
themselves in a more kindred companyQ To the extent that ex-
ternal protectionism reduces Uirssewisatmmsg financial
protectionism within the Community, market chances for the
applicant countries would increase. To the extent that
profite and credit access of Rdropean industry are improved,
new investment would £ind its way to Greece and the Iberian

"peninsula.

A particular opportunity for a positive industrial policy
exists in the field of energy. The entry of'the new applicants
will lower the self-sufficiency level of the Community sidgni-
ficantly. Yet these countries are ideally placed to profit
from solar energy of all kinds. Present Community regional
policy contains provisions for promoting renewable sources
in the Mezzogiorno. This is a beginning, but a much larger
effort makes sense in the context of ehlargementc This is
especially true if one thinks in terms of labour—intensivé,
medium-technology applications, i.e. solar collectors, and
more importantly, biomass. Most studies show. that one of the
consequences of enlargement will be a rise in both industrial
and agricultural employment in the applicant countries.

On the other hand, Community policies will lead to increased
1

and costly surplusses and subsidies of all kinds. It would

be much more sensible to spend some of this money on future



industries connected with sclar conversion. For while these
techniques are already competitive, extra money is needed

to overcome the inertia which always slows the spread of a

new techneology. Unfortunately, given the bias of technocrats,
most of the limited money spent on solar energy is allocated

to Community projects which test solar thermal power stations,
with negligible employment opportunities and unproven technolo-

gies which cannot make an impact before the nineties.

Solar energy is only one example which shows the need
for non-market actors to look at fundamental industrial
cptions. Planning is a bogey word apt to lead to sterile
ideological debates. Japan, the most industrially-minded
country on earth and well above suspicion of socialist
tendencies, has no qualms about assessing fundamental
industrial objectives every few years, and back its vision
of the future with resources. A Burxopean Community entering
an externally imposed and socially re-inforced mid-life
crisiz, and which has to regain some of the youthful vigour
so characteristic of its early post-war phase of voluntarist

development, must be willing to do likewise.
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(Please don't gquote without the quthor% permission! )

Even if one disasrees with Dahrendorf's pessinistic judgzenment

that in the Furopean Communitieg "... we have locked ourselves

into procedures and institutions which at tires do more

1)
’

mzking process of the EC leaves much - to be desired. The

damage than good" one nas to admit that the decision-
obvious deficiencies in the present functioning of the
Communifies and the concern that taey may prove to be
completely inadequate to meet the demands of an enlarged
Community have induced the European Council as well as

the Commission of the EC to call upon some "eminent persons"
wvith special knowledge in Zuropean affairs "... to consider
the adjustnents to the machinery and nrocedures of'the
Institutions which are reguired for fhe proper operation

of the Commuhities .‘."2)

Whereas the Turoresn Council
Z
asked the "Jommittee of Three" 3) to review the whole
‘set-up of Community institutions, the task of the Splerenburg-

Group4)

was Limited to the crganizstion and stsff recruitment
of the Commission.

The exverts have been unenimcus in their judgement that the
insdequacies in Community performance nzy not be remedied
simoly by procedural reforms, thst tne Community's inability
to master the problems of the T7o's had more to do with
political circumstances- than with its institutional set-up.
One major cauvse was the drastic transformetion of its
environment: the Community countries vnerceived = swift
change from 2 period of sustaired growih and relative
political stability in internstional relations and in

particular in the international economic system tTo an era
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in which the problems of internal conjunctural and structural
disequilibria are aggrevated by the international struggle about
a world-wide redistribution of income and wealth. But problemé
were, not only created by external developments. It were the
decisions taken Dby the EC~countries themselves which further
diminished their ability  for common action. Their ambition to
extend the sphere of bo—operation‘beyond the_establishment‘of a
. customs union and to admit new member countries inevitably in-
creased the range of diverging interests and consequently the
arecas of possible disagreement widened. 7

These changes'one could witness throughout thé 70's were
accompanied by an evolution of the institutional system which
itself ~ and this the Marjolin-Report ascertains'quite
apprdpriately - created additional problems of adaptation.

What the Report fails to point out is the fact that this evolution
proved to be unfif for reconciling the instituticnal structure
with the political needs of the Communities. The EC-Treatics
had establishec a wéll balanced structure: the Commission,
consicdered to be the embodiment of Furopean interest was given
the right of initiative and the Council as personification of
the divergent national interests recained the right to take the
ultimate declsion; a right wisely channelled in a way that only
by unanimous vote the Council could overrice the Commission's
proposal whereas it does not take but the majority of votes

-~ with specific exceptions laid down in the Treaties - to have
the Commission's policies accepted. These procecural provisions
were supposed to strengthen the Cormission's position vis i vis

the Council. Majority voting, however, never became effective,
J v Es s



because as early as the beginning of 1966 the member states
agreed to disagree on this point: on the basis of thelfamous
Luxembourg Compromise each member state may keep the others from
ltaking cdecisions on any matter it consideres vital to its nationa
interest. This deviation from Treaty rules certainly brought
about a major chénge in the relationship between Council and
Commission and deeply affected the Commission's perception of
its own role in the decision-making process and what is even-
worse, its actual performance. A return to majority voting -~ stcill
today consicdered by many as the best remedy to overcome the
stagnation and inefficiency of Community policy-making « is |
not feasible under present circumstances and apart from that it
would‘not restore the Commission's originsgl function as motor

of Iuropean integratiomn,

In time of crisis member governments are even less inclined
to-give up political control. Especially not if the ground

for common action is shrinking. The economic crigis of the

70s affected the Community members +o quite a different extent
and widened the gap between economic weak and strong countries.
As divergencies were growing, member countries sought to
overcome their difficulties by taking special measures on a
natidnal rather than Furopean levei. In such a situation the
Community's attempt to go on from the once established customs
union to the construction of s European econoiric and monetary

union was bound to fail. The member countries only managed to

agree on setting-up =n institutional framework of intergovern-



mental co-operation - the Buropean Council - which would en-

able them to reach common decisions on an ad-hoc basis whenever
it seemed feasible, but they were unable to commit themselves
to a fixed policy programme to be achieved within a decade.

Such a long-term contract, however, would have been necessary

to preserve the authority of the Commission.

The EC-Commisgion owns its influence to the Tommunity-Treatiles,
which bestowed it with specific rights in the decision-making
process and more than that provided it with the necessary
legitimacy to devise European policies and to induce member
governrments to implement them. It was its duty to put into

effect the political objectives of the Treatiessand by doing so
it could always claim to operate on the basis of a gziven
congsensus of the member states. At the same time it could only
operate within the clearly defined framework of +the Treaties.

An international buréaucratic body like the Commission with no
political legitimacy of its own could only be entrusted with
such a predominant role in the decision-making of the Communities
as long as the direction in which it would exercise its powers
were clearly marked out by Treaty provisions. At the end of the
6o's with the establishment of the customs union, the political
guidance of the EEC-Treaty was more or less exhausted, consequently
the Commission lost its original source of strength. Iis endéavours

to go beyond Treaty provisions and advance Huropean integration

-5 -



by moving into new areas of co-operation was bound to produce
oprosition or at best meet with indifference. To quote Dahrendorf:
"In the abgsence of clear:and overriding political purpose, the
Commission has been floundering, at worst serving as a secretariat
to the Council, at best inyenting‘essentially arbitrary projects
of progress which'rarely went very far." 5)

The Commission nevettheless hes retained its role as "guardian"

of the Treaties, ﬁhich implies the power to act dn infringements

of EC provisions. The Commission's growing inclination to appeal

to the European Court of Justice has increased the political im-~
portance of this Community organ. Because of its pro-Zuropean
rulings fhe Court has in the last few years been considered by

many as the real moltor of integration. The affected governments

on their part rather tend to warn of such tendencies as they are
afraid that a too 1ib¢ral interpretation of Community law and
COmpeteﬁces might discredit the Court's standing and vltimately
induce member states to refuse to obey Court decisions.

There is a third task the Commission was asgigned to in the Treaties.
that of ensuring the proper functioning of the Common Market,

not only by carrying out Council decisions but also by taking
measures on hér owvn to administer the day-to-dasy operation of the
Community. As the Community nowadays constitute the-largesf gsingle
trading bloc in the world, this task is of particular importance,
The,Commission's performance has direct repercussions, the mal-
functioning of the BEEC is endangering ZTuropean co-operation even

beyond the realm of the Treaties..



In the pfesent state of developmenf the institutional siructure
as laid down in the Treaties of the EC may still be pertinent
to the management of the status guo, it is, however, not apt to
provide néw initiatives to the kind of Buropean co-operation
the present internal and internaticnal crises dewand. This state
of affair is reflected in the setting-up of new ingtit:tions,
institutions apart but at the same time very close 1o the
decision—making.system of the Communities: European Political
Co~0peration,which includes regular meetings of ministers for
foreign affairs and political directors as well as a'set—up of
-loosely organized multilateral diplomacy on lower echelons,

and the European Council, which grew out of the irrezular

summit meetings of heads of state or government and which at the

Paris summit of 1974 was turned into a special body, meeting at

least thrice a‘year,

The three main tasks of the Buropezn Council -~ as they were de-

fined in a letter by the French President of State, Giscard
tRgtaign to his colleagues in Janurary 1977 - are:

- to provide a forum for a free and secret discussion on any
guestion of European or international interest which is not
designed to lead to any formal decision or even public state-
ment,

- to enable the lWine to azgree upon and to articulate a cominon

politicel positdpn, especislly in matters of Political Co-
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cperation,
~ to issue generél guidelines and directions on mestters of
Community competence whenever the EC institutions consider it
. to be apﬁrOpriate cither because they touch on fundamental
guestions or because confiicting positions cannot be resoclved
at lower levels.
The Buropean Council is in so far superior to Community instiiu-
tions as it is the sole organ to deliberate,mdtters of common
concern irrespective of the fact that they may fall under the
competence of the EC-Treaties, concern EPC regulations or fall
outside any common obligations at all, Owing to its composition
the Eﬁropean Council is most apt to handle questions of "high
politics" and generaté new initiatives to enhance Huropean co-
operation,
This dual institutional structure: the EC institutions which
are bound to follow the procedurgs laid down in the Treaties
and which are resvonsible for the implementation of the Treaty
: on the other hand
objectives cn the one hand and the European Council together
with the decision-making system set up in the framework of EPC
and BMS which have been established outside the iegal provisions
of the Communities and function zs bodies of intergovernmentsl
agreement, might look like an ideal solution to the present
needs of European decision-making Unfortunately it is not.

o

The ﬂine'have been unable to make sure that common decisions
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of highest political priority - like the one on the enlargzement
of the Community ~ sre not distorted in %he process of implemen-
tation, nor were they successful in redressing once established
commoﬁ policies which run counter to political objectives of the
Treaties and are in striking contrast to the interest of the
.majority of Européan citizens - 28 is the case with the Common
Agricultural Poliéy. In both instances it is not so much the under-
lying divergence bf national interests which impede any reform
but the dynamic produced by the decision-making structure the
Kine have created.

The institutional evolution of the To's which shifted the balance
from Community decision-maliing to Buropean interéovernmental
co-operation hed been a necessary response to the nation-sfates'
desire for a striclter control on Eurcopean policies. The ability
to control decisions does, however, not imply that decisions

are taken at 211. The lack of momentum in Furopean integraticn
has much to do with the fact that each member government may
bhlock the common decision-making and that the institutional
structure as it is now does not givé a sufficiently strong
impetus to work together.

Recommendations how 0 save the Buropean construction from

thé shortcomings of its present institutions have been

numerous. Those wmost worthwhile to deliber are these of the
Committee of the Three (¥Marjolin-Report), the Spierenburg-Groun

and Prof. Dahrendorf, former member of the EC-Commission, in

o



the recent Jean Monnet Lecture. They all call for = réappraisal
of the priorities of Buropean co-operation. Whereas the Committee
of the Three only indicateg which organ it consideres best suited
to set up such a "priority plan® and vhich procedures ghould be
followed to aftain them, Dehrendorf suggests specific aress of
comnon interest: foreign policy, development, energy and resources
in general, the government of fthe monetery system, trade, the
operations of trénsnational conpanies and other aspects of inter--
national economic relations - preferably on a world-wide scale,
and in the absence of the former on a regional level. Besildes,

in many of these fields the Commﬁnity should be ready to accept
ra”Europe 2 la carte". The Marjolin-2eport entrusts the Zuropean
Council with the responsibility to elaborate such a consensus

on the main lines of Turcpe's policy developmenl and attaches

a specific role to the Presidency. Dahrendorf on hig part thinks
that the fundamental idea of the Treaties of Rome, namely the
"institutionalized dialectic of #uropean and naetional interest"
ig still valid and should be re-established. The Commission in
order to beconme a valid representative of the Huropean interest
should be given z genuine base of legitimacy wnich means that it
should be electied by the European Parliament. He in particulsr

ig afraid that if one does not embark on a fundamentsl reappraisal
of Community structures, many more Furopean policies will -~ like

the anricultural policy - be governed by minority groups with

stronz vested interests, runm by a bureaucracy absorbed by its

- 10 -



complicated technalities and a Council of resort ministers too
specialized to consider the overall implications of the decisions
they téke.

But even if one knew what to do and with what kind of institutions
to do it, the probiem how to bring atout such a fundamental chaensge
is not solved. o procedural reforms will induce the Buropean
Council to bring about a reform it was not able to put throush
~in the past, and-a Commission backed up by Parliament will have

no greater impac% than the Iuropean Parliament itself can generate.
Up to now the zZuropean Parlisment, though directly elected, has
not emerged as a transmission belt of European interests: too far
removed from the citizens of Burope, entrenched in party structures
Which might look Luropean but are still national in carascter, and
too héterogeneous to agree on mayor common vrogramms of zction.

A strong impulse to reform maj rather result from acute crisis
originating from a deep rooted conflict like the one on agri-
culture and the budget contridbution of CGreat Zritain., With this

in mind, the imminent bankruptcy of the Common Agricultursl Fund
may be even welcomed. #fnother impetus for reform should derive
from the enlargement of the Community. Though the new members

are asked to accept "s8ll rights and duties"of the Treaties and
Community law as it stands, enlargenent will inevitably come to

an impasse if the rules of the past keep the new Community of
Twelve to agree on an adaptation of the European construction

to their common interest.



Thovugh one might hope for deep going changes in the near

future one should be prepared to face the problems which fhe
accession of three new countries will create for the present
Community structure. fnlarging the Community certainly does not
bring about any qualitative change but it will make 1life even
more difficult. In the first place, the Community will be
subject to a protracted process of adaptation: even alter the
intervention of ﬁhe French President of State it is hardly
conceivable that the accession of Spain and Portugal will be
delayed up to the end of the transition pericd for Greece.

In any case there will be a lenthy interim veriod and in addition .
it is most probable that the transition periods:of the three
countries will-overlap, The Comnmmunity will be burdened with

a pafticularly heavy work load and an increased administrative
and technical complexity, =and at present it may be questioned
that it can rise to the challenge. But even in the long run
decigion-making will become more cumbersome. The sheer increasc
inlnumbers creafes problems in itself. Zome zare of a temporary
nature like the reorganization of the gervices and the recruit-
ment of steff, some are of a more permanent nature like the
language problem and the adeguate channeliﬁg of an increasing
flow of information and communicatign.

The numerical ccmposition of the different Community organs .

and the change in votes attributed to each menmber country create

no problem. Only with regard to the Commission it has been
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suggested not to further extend ité membership for fear it
might loose what has been left of its internal coherence and
efficiency. Ifts restricticon to twelve members, one for each
country, is supposed to strengthen its collegizte character,

to facilitate the even distfibution of portfolios and ensure

a better co—ordiﬁatioh of work., The arguments agsinst sound
little convincing ss has been pointed out by the Spierenburg-
Report, The comparision with nationzl cabinets which at times
embrace even more members is not valid either because their
internal coherence is assured by political allegisnces and orge-
nizational procedures laid down in the Constitufion or standing
provisions.

The necessary enlargement of the administrative substructures
of Community bcdies is more problematic, The demand for better
personnel mdnagement_including a. more rational planning of
staflff reQuiremenﬁs can hﬁrdly-be met av a time when three
additional nationalities in "avppropriate numbers" have to be
incecrporated. Ag the sdministretive staff of the Commission

and all other secretarizts staffed with Buropean civil servants
cannot expand in proportion to the national quorﬁms attributed
to the new member countries, the present bottlenecks in carcer
development will be felt even more and morale will inevitably
suffer, A1l in all, enlargement mékes the organizational reforms

recommended by the Spilerenburg-Group more urgent, but it gimi-
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nisheg the chances that they may be applied.

The language problem affects the effiency of the Community

even more, A% first sight the ftechnical and financisl burdens
implied afe predominant. The administrative difficulties will
increase considerably when the present six‘languages will rise
to nine., The ﬂarjolin4ﬂeport already ascertsined that it is

not 50 much the translation of documents but the simultaneous
interpretation from nine into nine languages which will become
nearly unmanageable, Though the number of languages will only
increase by a third, the personnel and running costs will double,
The amount of time and money svend on itrenslation and inter-
pretation in relstion to the zctual work to be done will incresse
even further; already todayv more than half of the personnel
employed in the Community are engeged in linguisties.

A restriction of the official languages of the Community is,
howevef, not feagible, In a Cdmmunity which is governed by the
rule of law every citizen must have the right to insist that

any Commuanity regulation affecting him is spelled out in his

owﬁ language. A comparisbn with other international orgenizaticng
like the United ations - which Operaﬁes_with only five official
langueges - doeg noet apply because the General Assembly can

only vote on resolutions and recommendations whereas the
decisgsions .0of the IC-Council have legal force.

=

The reduction of working languages is not without problems neither.
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In the day to day operation of the Comrunity there certainly

are many opportunities to limit the nuﬁber of languages used.

As long as this is dorne in a2 pregmatic and flexible manner
respondingothe needs of those who have to work ftogether, this
shouvld create no problems - -and indeed, already today, it is

common practice. Any rigid system, however, which would reduce
the langusges used in the Communities to e.g. English and “rench
'would encounter the unyielding opposition of the nations spesking
other languages. Apart from considerations of status and prestige
and apart from the fact that the exclusion of a language implies

w2

a disregard of the cultural heritage of the nations affected,
the éompulsory use of z limited number of la gﬁéges is not
acceptable because it would create unequal rights. When 1t comes
to negotiating decisicns which interfere directly in the socisal
an@ econonmic life of member countries, it must be assured that
throughout the varioﬁs stoges of discussion texts are available
in each language and that the representative of gny-country
may express himself in his native tongue.

The multiplicity of Community languages is less reievant to

the Commission and the secretariats of Community organs which
are staffed with Eufopean civil servants and continubusly

deal with Huropean affairs. It entails more problems whenever
national representatives are sitting on a committee who havé
been delegated by their resnective national administration

or any other national instibtution. They were selected on
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ground of their knowledge of thé subject matter or their
particular function and not on account of their languége
abilities. The use of se many languages unevitably hampers
and distorts transnationsl communication. Bven with gimol-
taneous interpretation communication will suffer because
interpreters not vossessing all the necessary combinations
of languzges will have to work at second or third hand through
their colleagues. Above 211 the direct communication between
reﬁresentativesﬁfrom different member states will become
more .0r less excluded; even small working groups of the
European Parliament, the Economic and Zocial Council or any
Buropean Committee will require a tremendous amount of
preparatory work, organization and staff just to provide it
with the necessary linguistic facilities.

As 2 consequence Turopean co;operation is_getting even more
cumbersone, lacking'spontaneity and the easy connexion of
personal relations so important for the development of a
closer co-operation between parties, trade unions and other
interest groups in Zurore. Already today it can be noticed
thét the matusl knowledge of languages favour intensive
informal communication and even the formation of trans-
national opinion groups whereas groups with common interests
and volitical out-look may find it difficult to come to an

understanding. Communication after all ig not a problem to be

solved by techanical means alone; beyvond the mere command of
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a forelgn language it recuires the knowledge of the cultural
and social background of those who speak it in order to be
able to grasp what they are taking about. There may be an
eduvcated few to meet such demends, but they certainly are not
representative of the sverage Huropean citizen. To leave the
formztion of European‘infegration to & political elite may in
the short run vrove to be rather effective, under the premises
Tof denmocratic participation and control and with resvect to the
long term objecfive of a Furopean society as the necessary
foundation of a 1as£ing Eﬁropean'political co%Operation it is
-not desirable.

Mastering the problems of communication is a pfefequisité to
establishing good working relations among different nation
states as well as anong any social or political group dealing
in transﬁatidnal affairs. Language barriers are one problem,
the adegude procurement of information is another one. Only
‘when participants ere certain that their situation and their
v&emands are properly assessed they will consider compromising
on an issue. In a Community of Twelve it will take more time
and éfforts to obtain a2ll the information needed and in
delibering a common policy tTo take into account all-the
different aspects involved. The enlargment of the Community
does not only cell for a reduction of administrative com-
plexity but 2 reduction or réther concentration of Commuanity

activities in general. Already today the Community is herdly

- 17 -
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able to ensure a nminimum of political coherence in its different
fields of activities, not talking about its inability'to find
agreements which suit the divergent needs of all of the member
countries at a time, Thelproliferation of Community tasks in
recent years was anvthing but the deliberate development of
uropean co-operation in fields of common interest. 411 too
often new engasgements were underiaken on points of minor
importance %o cqmpensate for failures in established policies.
As the range of comnitments broadened, the working\methods
varied as well. The striét vrocedural rules of the Treaties
certainly could not be applied te many of the new activities.

Member states agreed upon new procedures, but as they were

hesitant to accept binding rules or any new legal obligations

(F

at all, Community policy-making becam

Ex .

more and more hanhazard.

What the Marjolin-Report qualified as "careless proliferation
of new procedures aﬁd types of engagement" burdened the
administrative machinery and incressed the complexity of re-
lations between .member states. The resulting insecurity about
future develovments of Buropean volicy has contributed to

the Community's stagnation. The lMarjolin-Report deplores that
fhe clear view of fthe range of éommon activities was lost,
that links between wvarious fields may hardly be spotted aznd

that the harmonization of Community activities is missing.
y 2

They recommend to define a role for non-Tresty methods that

- 18 -



"acknowledges their occasional usefulness while avolding

the perils of proliferation“6). These recommendstions are
certainly worthwhile considering; to hope/that they may become
comzon practice, however, is not very realistic. To tolte clear
and conscious decisions on working methods whenever a new
subject is appfoached.would be more appropriste for an

acadenic exercisgse than trhe political behaviour of a larze
Community of states confronted with complex issues and diver-
gent interests."In such a situation it is more likely that

the present policy of muddaling-througn will prevail.

In thik perspective it is even more important that member states
- and this applies as well 4o the applicant countries - con-
tribute'whatever they can to entangle the maze of Europesn
poliéy~making.

The contribution of nationsl sdninistrations to the functioning
of'the Community is of highegt imrvortance. Indeed, the so-
called Brussels bureancracy consigts mainly. of national experts
meeting more or less freauently in the Belgian capital to |
negotiate on Community matters. The main decision-malking organ
of the EC - the Council and its substructure - as well as the
BPC~system is made up of rational delegations. The efficiency
of Furopean policy-making therefore devends to =z lafge‘degree
on the néture of instructions formulated by the national

authorities. To the asuthors of the Harjolin-Tlevort the

- 19 -
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"co-ordination of policy vpositions and procedures in capitals
is, in the last analyeils, almost more important than co-ording-
tion at the Commurity level. Lven a perfectly integrated set

of insfitﬁtions in Brussels will fail to functicn if the
ingtructions coming to different varts of the machinery froﬁ

2 single State cbnflict with each other." 7) That the report
lays such stress upon'a‘bettér preparation of instrucitions

is in itself an indication that the donestic adninistration

and especinlly co-ordination of Zuropean policies is still
wanting.

The new member states will have to adapt their,administration
to meet the challenge of Community decision-making. The
capacities for planning and implementing Zuropean policies

will have to be developed. This does not only aifect the
respective ministeries but also governmentel or non-govern-~
mental research institutions, agencies for regional develop-
ment efc. Tfurthermore, the necessary organizational structures
and procedures have fo Ee establishéd in order to ensure the
domestic co-ordination of Zuropean policies. Co-ordination will
" have to take place between different brancres of government

but a2lso between‘the Bxecutive and Parliament and between the
government and private interest groups. In the present Commgnity
menber states have set up agquite different arréngeméntsfor
handling Commﬁnity affairs, and the new member states will

have to find arrangements of their own metching their individual

- 20 -



needs and capabili%iés, Tt is importent, however, that this
will be done with gregt care and circumspection.

Especiaily when a country is in charge of the Fresidency, the
effeciency of its domestic co-ordinating system deeply affects
the opneration of the Commﬁﬂity. It is not so much for the sake
of the Community-but rather for that of the new member siates
that one should advice them to focus their attention on adavting
their national aéministration to the tasks to be performed in
Commnity policy-making; their sdministrative efiiciency will
be decisivé for their ability to realize their own national
interests on Community level. In addition to that, safeguarding
its own interests requires the active participation of non-
governmental organizations in Huropean co-operztion. As
interest groups take an active vart in the decision-naking
process of the Community, the individual organizetions of
agriculture, trade and indusiry as well as trade unions and
politicel parties will have to seé that they gain influence

in the respective Furopean federationé. On the one hand it

is important that in the formuletion of a common strategy
their special points of interest aré taken inte account,

on the other hand it is not so much the impact on the volicy
of the Huropean federation which counts but the influence
which can be exerted within such a fTederaticn on tihe oninion

and politicol position of relevant interest groups in other
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member states. Govérnments may hélp interest organizations to
énhance their Buropean activities. As a matterlof nolicy they
méy give snecial incentives and support to tnose grouﬁs which
encounter greeter difficﬁlties in gettiﬁg organized on a
Europeén level or they may leave 1t to the interests groups
themselves which would.imﬁly that the already now well organized

producer interests are gaining in strength.

Though Iurovean iﬁtegration is mainlyla matter of multilateral
co;ope ation, bilateral relations »nlay a deciéivé part. Im-
portant initiatives like the egtgblishment of the EM3 initiated
from bilateral sgreements. "Treaties of friendship" between
individual countries proved to be a framework well suited to
deliberate and vrevare Furonean policy. Such treaities which in
general arrange rezular bi-annual consuliations hzve been
contracted between Frﬁnce and the FederallRepublic of Germany,
Great Britein and Italy; the British Government itself establishea
similar contacts with Zonn and Romne, régular_consultations take
also plzce between Rom and Honn. Though these meetings are
supposed to be reserved for discussions on bilateral relations,
it cannot be excluded that Community problems which are of
mutual interest are included., In recent years there has been

a growing tendency to first find an agreement on touchy -

political issues in bilateral talks among the big member states -
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in particular France, the Federal Republic and Grest Britain,
but also including Italy -~ before dealing with the problem on
the Community level. The smaller member stztes more than often
felt left out and thej are afraid that this kind of bilatersl
concertation may further erode the substance of thé Community
structure. The wéy the conflict with Great Britain was handled
looked more like the traditional'policy of & "Buropean concert!
than Community dealings. Important decisions on international
relations hed also been many times at first the exclusive
business of the big member states. Only after the massive
intervention of the smaller states the "big three" agreed thzt
the President of the HC-Commission be invited to take part in the
econonic sumnit to revresent the Community. On the other hand
there zre initistives of Huropean co-overstion like the LENMS
whiph include the smaller states but not 2ll of the bigger ones.
Already today there is not only one but there are several
two-tier-systems within the Community. This fact of life
certainly runs counter to eny attempf to stream-line decision-

i

making processes for the sake of greatef efficiency and
transparency ~ a prerequisite to any effective Qemocratic
control. In addidition, the existence of inner-Comununity
alliances call for forming further coalitions in drder‘to mak
ensure that a satisfactory bazlance of intergst nay be preserved.

Especially in Prance the idea has been cherished that the second



enlargement may shift the internsl balance in the Community "
mbre to the Zouth, thst it would enable the fediterranean
countries to close ranks and get a better share in the ad-
vantages of Iuropean co-cperation. Recent statements of the
French President of State indicate that such ideas zre little
more than phantasies as long as the respecfive countries do
:not find a2 common ground of interest and ways to co-ordinaste
and'articulate then,

When entering the Community one should not only focus cne's
attention on the well-established leszal procedures of

EC and FPC-decigion-maiiing but'also take 2 c¢loser look on

the mocdalities of interest formation in the gi%en politicel

environment.
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Portugal and the .EEC: The Application
for Membership

‘ '3-J;rSilva;Lopes
1. Introduction.

The reasons why Portugal is deeply interested in becoming a full

menaber of the European Community are not exclucively of an economic

nature. As in the cases of Spain and Greece, political reasons play
also.a prominent role. . They include, in particular, the aim of
strengthening the democratic regime and the wish to participate in the

movenent toward a streng European unity.
: i
y -

The problems reised by membership of the Community cannot be cornfined

also exclusively in the economic sphere.’ Many other aspects are relevaut.

It is well-known that political, legal, administrative, and social conse-

guences will also be highly importamt. In spite of that, the present pape

zper
deals only with econonic issues.
Ecencmic theory does not.provide satisfactory guidance t¢ assess the

~probavle impact which membervship of the EEC mgy have on the Portuguese

.

econony and on its development prospects. The theory of economic integre-

tion i3 concentrated wainly in static aspects, which, according to the

attenpty at measurement made, have been of scarce relevance in Aactual daia—
gration schemes. The dynamic aspects are considered by far move important,

but tney <o not lend themselves to precise analvsis in concrete situations.

Tne solit of views of 5304 of the zost distinguiched Bricish eccononists
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ﬁakiﬁg in that fiéld is concérned. A questiocnaire asking eacH economist's
judgment about those advantages or disadvantages, sent té all full-time
teachers o% pconomic; in British universities by Harry &ohnson and

Nigholas Kaldor, produced 199 answers in favor of entry on economic grounds,
-208 againgt, and 9? without a pro or égti;positién (Day, 1971).

In spite of the lack of precision that inevitably‘affects all opinijons
in thié area, the present paper takes the view thét, if Portugal joins the
Coﬁmoﬂ Martet, it is to be expected that the proépects for the developﬁent
of itg eébnomy will_imﬁrove,considerably, It is argued thét the partici-
paticen of Tortugal in EFTA and the'ffeg trade agreement concluded with the
EEé.in 1872 have, on balance; proddécd'éignificant positive cconomic results
until now (Sections 2, 3, and 4). It is explained that, in pginciple,
vembership of thé‘European Community will not bring significant changes to
the possibilities of protecting Portuguese industries against the competi-
tibn of inports from the EEC and méy contribute.substantially to improve

.the prospects of increasing Portuguese exports of ménufacturedrgoods to that”
2rea (Sectjon 3). Jt is recognized (Segtion 6), that it would be unrealistic
to expect tﬁat ghe considerable gap in the levelsiof economic development

between Pecriugzal and the richer regions of the Community could be entirely

c¢lozed within a comparative short peried of, for instance, two decades. But

_it is asserted that such e gap would certainly tend to be larger and would

a2l remained cvtside the -Community.
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Second, tﬁat the Portuguese participation in the Common Agficuitural—folicy
twill not lead to a net transfer of resources froﬁ Portugél to the rest |
of the Community, as it has beénAh;ppening with the United Kingdom, and
that, on thelcontrary, there will be a substantial financial assistance
from the éommunity to thedevelopment of the Portuguese ecoﬂomy, Third,
that the quality of-econémic policy making in Portugal and the basic
Ipolitical end social COnditions'wiil be favorable to the investments and
the strugturai transformatiéns, both in égriCuthre and in the industfy;

" which may ﬁe stimilated by membership of .the Common Market. Fourth, that

) Por;ugal will not be called in ihe|medLum run to participate in a2 monetary

*

union with the other-BEC membér counffiéé, and will, theréfore;'bé sble to
keep, during a sufficiently long period, an independent exchange rate policy.
Finally, iﬁ is also implicitly assuﬁed that freedomrof labor movemenfs between
Portugal and ;he other Community countries will be established after an
adéduate transitional period, but that emigration fléws will not reach levels
‘which may create significant difficulties eiﬁher to the receiving'countrieé

. 0T to the Fortuguese ecbnomy.

Many partic;lar areas where the effects of the Communitf policies will

bz strongly felt (fisheries, transportation, financial sector, taxation,
ragionzal policy, social security, erc.) ére not congidered at all, both
because-of constraints concerning the size of tﬂe present paper and of the

need to svold dispersicn Into lssues of detall.

2. The svsten of trade relations between Portugal and the EEC and

V .
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Portugzal hag been closely involved in the movemeat for European econonic
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cudntitative restrictions on imports were eliminated under the EEC
orogram of trade liberalization. In 1959, Portugal became one of the
-founder members of the European Free Trade Assoéiation. In 1972, when
?hé United Kingdom ‘and Denmark left EFTA to become members of the
%urOpean Economie Community, Portugal concluded a ffee trade agreement
witﬁ the EEC,'similar to those of its remaiﬂfng_EFTA partners. That
agreement was afterwards revisedlin 1976 and 1979:
| | As a consequence, barriers”to trade.on'nonagricultpral goods 5etween
Portugal and both the EEC and the EFTA countries have alrecady been dis-
:aétled to a large extenﬁ.
Quéhtitative resérictioné to imports from the ?EC and EFTA into
Portugal ang to exports from forfugél to the.EEC and EFfA ﬁave been aluost
coapletely eliminaéed sincg thé béginniné of fﬁe i960s.I'Theré a;e, howaver,
impoftant exgeptioﬁs. On the one ﬁand, Portugal hAS'maintained quotéé'
for the imports of motor cars and has apﬁlied restrictive regulations.to
éhe imports of_refined 03l products. On . the other g&nd; Por;uguese exports
- of textiles and clotﬂing to the EEC and to several EFTA cbuntries have been
sudbject to cuotas in receﬂt years. &
Tariifs on nqnagricultural trade between Fortugal and the countries of
ZrIA end the EEC héve also béen already almost entirely agolished.
In 1967 about 35 per cent of iméorts of nonagricultﬁral products from EFTA
were already benefiting from duty~free access to therPortuguese market. In about 15
~ per cent of the some imports, only fiscal duties (without protective effects) were

levied, Moreover, in the' remaining 30 per cent of those imports, customs duties

had been reduced by the 15t January 1970 to half their base level in 1960.

[




Dismantling of tariff barriers on nonagricultural. imports from the six
~original members of the EEC and Ireland began on April 1, 1973. July 1977
those barriers had already been eliminated in about 35 per cent of such imports

and ;hey'had been reduced by 60 to 80 per cent in the remaining imporfs.

Since January 1, 1980 about 80 per cent of imports.of non—agricultural
s . . -

products from the Community have been eﬁjoying duty—frée entry into Portugal.

v

‘The proportion of tariff exempﬁions of imports from EFTA is roughly similar.

The ad valorem incidence of the duties which still remain has been reduced
to less than 5 per cent in a great proportion of the cases. Apart from

agricultural products, it is only in about 5 per cent of the Portuguese imports

.

from the Community that the level of protection is still significant. Even
thus, such protection does not, as a rule, exceed 20 per cent. Moreover,
according to the provisions of the existing free trade agreement, the duties

which still remain will be abolished until 1985.

& s A
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Some of the duties which still have a significant incidence, have been
introduced to protect Portuguese iﬁfant industries or industries facing serious
diffiéulties. In fact, both the free tradé agreement with the EEC and the
EFTA rules recognize to Portugal‘the possibility of introducing until the end
of i982 new tariff duties, up to the limit of 20 per cent ad valorem to protect

infant industries Those duties must, however, be gradually dismantled until

1985,

For motor cars, a transitional scheme of protectioﬁ to the Portuguese
domestic production which is due to start soon, has been agreed with the
Community and EFTA.

'Finally, Portugalﬂhas applied since 1975, for balance.of payments reasons,
a mﬁcmuge on imports which affects about 40 per cent of the imports
from the EEC and from EFTA. The £ate.d£ thaf'sur¢harge has been
of 30 per cent in most cases until 1978, but in that year it;was reduced
inttwo steps to 10 per cent. Since the surcharge is justified mainly by

difficulties in the balance of payments, rather by protectionist measures, it is

reasonable to assume that it will be phased out before long, independently of

.the negotiations of Portugal with the Community.

As regards tariffs on the exports of noﬁagricultural.prodﬁcts from qutugal
to EFTA and to the EEC, they have already been completely eliminated for quite
some time. Those exports have been enjoying dutyfree access into the EFTA
‘marketsl(including the United Kingdom and Demnmark) since January, 1967; Similarly,
the EEC (the six oriéinal members and Ireland) has not been levying any duties
on the same products since July.l, 1977.  Apart from a special timetable applied
to some paper products (until January 1, 1984), the only exception, maintained
until January 1, 1980, was lthe one which recagnized the

right to the Community of reintroducing customs. duties
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on imports of some textiles and other so-called sensitive products,
‘wﬁenever.thef would exceed the annual ceiiings specified in the free

trade agreement of 1372. Nevertheless, this‘iimitation was never
‘effective, mainly because Portugal was forced to accept quota restrictioné
Eon its exports of most items of textiles and clothing‘to the Community.

The effects of the quotas imposed on the exports of textiles and
.clothing have, however, been extremely important. Such quotas affect about one
third of the total Portuguese non-agricultural exports to the Community. Their

negative impact on the growth rate of overall exports 1s undoubtedly very strong,

~ since textiles and clothing have been, in the last 20 years, the most

dynamic component of Portuguese exports, and the one where Portugal has
“ _ _ | :
"more pronounced comparative advantages in relation to the Community meuwber

countries. T

Although the present paper does not deal with problems of agriculture,

mention should 2lso be made of the significant obstacles applied by the

Community against the imports of some Portupuese agiigultural products,

- the most important of which are wines, canned fish, and tomato puree. The -

free trade agreement of 1972, renegotiated ip 1976 and 1979, provides for some tariff

concessions in faﬁ r of such exports. In spite of that, the barriers agaiﬁéc

their penetration in the Ceommon Market remain high. Im tomato puree they have
even been considerably reinforced bf changes in the‘fules of the Common Agri-

Cuxtufal Policy applied to that product.

3. The effects of the reduction of obstacles to imports from EFTA and the
EEC into Portuczal (1939-78) '

Tablae 2 presents the growth rates and the elasticities with regard to GU?

cf Fortuguese imports from the EEC, from EFTA, znd from all the world. Three

.
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the method proposed by B. Balassa (Balassa, 190/, 1975)

] .
i

periods afe considered: 1954-59, the period after the Korean war, up to the
creation of the EEC and EFTA; 1959-72, the period covering the implementa-

tion of most of the provisions concerning the elimination of trade barriers

of both the EFTA Convention and the Treaty of Reme, extended up to the year

when the United Kingdom and Denmark left FFTA to join the FEC, and when

Portugal, like other EFTA members, concluded a freé trade égreement with the
Cbmmupity;.and 1972-73, thg period of implementation of the free trade agree-—
ment of 1972 with thé'EEC, up tg the last year for which the relevant statis-
tics é;é“éasil§-é;;ilgfle.J In £hat table thé United Kingdom and Denmark

are incl;ded in the sgge gfoﬁp_as the EFI& cogn@rigs.;Tbis is. because, as

as explained above, most of the obstaclés on their trade with Portugal - -

have. been dismantled in accordance with the time tables sef up in the EFTA

Conventicn, rather than those of the 1972 prefercntial trade agreement

between Portugal and the Conmunity.
g ¥

3

According to what should be expected, the figures presented in Table 2

L] .
show very clearly that the imports of Portugal were affected to a significant

extent beth by Portuguese ucmbership of EFTA and by the free trade agreement

with the EEC.

As it is well-known, there is no entirely sztisfactory way of evaluating

thae mzanizude of the
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resulting from economic integration.

A rouzh attewpt &t guantification wmay, howsver, be made on the basis of
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the income.elasticity of imports from the ﬁhole.world would‘reflect net
trade creation due to tﬁe pérticipation of Portugal in-RFﬁA; In turn; the
increase oI the income elasticity of imports from EFTA would be due not
énly.to that trade creation effect but also to tfade diversion. Finally,
tﬁe decliné of the{income elasticitf of imports from the LEC would

indicate trade diversion against those imports and in favor of those from

" EFTA.
Table 1. Growth of Portuguese Imborts 1/ 2/
Imports from ' B Total imports _ Manufactured coods
) 195459 1959-72 1972-78 1854-59 1959-72 1972-7¢&
(Annual rates in percentages, volume) )

World | 6.4 11.8 -3.0 . 7.4 12.2 . -2.9
EEC (Six) 9.3 9.7 +0.1 9.7 9.6 +0.1
ErTA (with U and

Denmark) o 5.3 13.1 -5.8 5.2 12.9 -5.1

(Income elasticities, with regard to GDP)

World L 1.6 1.8 -0.8. 1.9 1.9 -0.8
EFTA (with UK and -

Denmark) . . 1.4 2.0 o o=1.6 1.3 , 2.0 ~1.4

Source: EZC and OECD trade statistics.

L]

1/ The szme unit value index of imports has been used as deflator for the
urrent valuz of total imperts and imports of manufactured goods from the
Wree arezs considered, The effect of increased o0il prices in the reriod
872-78 has3 ha2en ewcliuded on the basis of a roush calenlaticn. Consequently,
he figures of Table 2, particulerly for the peried. 1%72-78, are very zppro-

priate. .

2/ Witkour oil and diaconds.

The a:isumpiiosn on which this methed is based is oren to criticisa. For
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suppliers (due to differences in rates of productivity increases, to exchange

rate adjustments, to differences in the rates of inflation, to marketing , :

¢fforts, etc.). For another, it does not take into account modifications

e Tl

in the structure of demand in the importing country, that may imply changes
in income import elesticities. In these circumstances, the results provided

by the method can only be taken in estimates of the relative order of

magnitude of the effects analyzed.

. According to the income elasticities of Table 1, in 1959-72 there was
apparently no net trade c¢reation as a result of -the participation of

Portugal in EFTA. And in the period 1972-78 there va$ actuzlly trade

. o - ' . P . . -
reduction, instead of trade creatiom, in spite of the progressive reduction

. L

of the tariff duties levied on most Portuguese imports coming frem the TEC.

These results are in clear contradicction with those that, in principle
] p ]

would be expocted. It i1s, however, possible to point out some important
reasons which explain the contradiction. On the one hand, the inccne - i
elasticities of the period 1954-59, used as a benchmark for conparisons, . i

are quite high, because this was a period of rapid reduction ¢f quantitative

import restrictions in Portugal, and also a period'uhenrthe Tederal Republic of

Y -4

Cerzany, 3hich hzg been the main supplier of Forturcuese inports of manuo-

Tectured goods, was increasing its competitiveness very guickly. The assump-

in the absence of EFTA eifects, those elasticities would remain

(Sl

ca_n . - Vol £
59-72 ‘u;.‘.l‘.db, thevrencre,

i

the same Juring the vears.

ioen. Ou the other harnd, the trade reduction ia the period 1932-78 is

great

clearlv cunlained by changes in the structure of Portuguwese demand {with

the redugtiza of ohe share of imported capital zo2is and of olher syrpenditures
with o hizh izmport contant), by the surcharge intvoduced in 1273, z2nd by the
ghzrs dorreciztian of the zacude, in razl terse, during the vears 1976-78,
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The trade divertion effects are much more Elear. Ifrthe ihcbme:élasti-
city of imports from EFTA had remained in 1959-72 the same as in 1954-59,
those imports would have amounted in 1872 to approkimately only two thirds
of the valué which«was actually reached. Since the trade creation effect
Eas orobably been quitehsmall,rthe-différence, am;unting'f; about US$180 mil-
Zion at 1972 prices or_Z per 6eﬁt of GDP, was.due.mainly to divertion of
im;oqts from other suppliérslto EFTA ceountries. |

.The comparison of elasticities for imports from the FEC in 1954;59
end in 1959-72 does not prbduce reliable results =since, as.ﬁéntioned above,
thé'elestibify of the-first of theéeltun'periodé i¢ unduly influeuced by
the rapid recovery of exports frqm'the.Féderél Refuhlic'pflcéfmény-to
Portugal. However, it_is apparent that in 185972 importsrfrom thé EEC

were affected negaiively to a significant extent by trade divertion in

"Zavor of EFTA. Withour the preferences which were benefiting imperts

-

from EFTA, it would have been expecifed that, contrary to wnat happened,

the income elasticity of thone imperts would have been exceeded in 19539-72

sd EEC ewports

b

v tnat of imports from the EEC., In fact duripg that ver
to the rest of the world were showing greater dynamism than those of EFTA.

In 1972-78, {impor

]

)
~
-t
~t
o
|—l-
g
o

rtion :zifects in favor of the original members

1y

c? the FEC were alco very ncticeable. " This i¢ the result which should be

. - g -
elnust 40 ver cent Gigher than Lhey would bave beon 1f the charnge in theis
.
. . e . s o
vzluz sines 1072 had heon the same whilch was reervicd for comparable imports

S S i

i e
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overstates trade divertion for twoe reasons: first, because without trade

.

divertion the volume of manufacfured'imports from the resf of the world
(including imports from EFTA) would not have declined so much; second,
becquse there wa$ also probably some trade creation, which means that,
withoﬁt the preferential trade agrepmndt'Wirh the FEC, the Qoluae of
total imports of manufactures into Protugal would have been decreased
~even more than it did between 1972 and 1973.

The laék of accﬁracy of the trade éreation‘and'of trade diversion
nentioped above does not. allow a precise con¢lﬁsion abéut tﬁe effects oﬁ
thé.?ortuguese economy of the dismanﬁling_of_protecfiQé-Baffiers, first

.

zgainst imports from EFTA and aftef@ard againét imports from ﬁheAEEC.

. The fact that trade.creation has certainly been exceedea by trade
¢iversion.is to be interpreted aécérding to the stafic theory of customs
union$ as an unfavorable'result. But even assuming that there was no
trade creétion at all, the.welfare losses from tradé diversion would be

extremely small. Trade divertion in favor of EITA up to 1978 has amounted,

in that year, to at wost 2 per cent of GDP as mentioned above. The usual

£n uzper limit to the welfare losses in 1972 causzod by the diversion

of Pertuguese imperts in favor of those coming Irexm EFTA would be C.1 per

. —r
A TR 2 Py
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i
i
[
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It should be added, that the trade diversion which occurred in the

périod 1972-79 iﬁ favor of imports the EEC (Six), had almost certainly

-

pésitiva effect on welfare. To a large extent such diversion corresponded

, zerely to a reversdi of the chahges in favor of EFTA imports that had occurred

i in 195§~?2. As a“consequénce; the impact of totéi diversion of Portuguese
.iﬁporﬁs was pndoubtedly'much smailer in 1978 than -in 19?2.. This corresponds

to the common sense conclusion that if Portugal grants preferential treat-—

2

rent to imports of manufactured goods from the EEC and EFTA and applies

only moderate tariffs on those goods against the rest of the world, trade

deviation cannct be very important, since a great proportion of those
Zmports would come from the EEC and EFTA even without integration effects.

It may be questioned if an analysis based on the static theory of customs

vaion, like the preceding one, has relevance for a country like Portugal,
vhich mavy have good reasons to protect its industries against the competition

of imports from more industrialized countries (because of external economies

essociated with industrial production, including those subsumed under: the

&r

1)

urment for protection of infant industries, or because of other causes of

¢ivergency between market prices and social opportunity costs). This issue will

te2 coasidered in Sectionm 5. It can, however, be pointed out here that the

-~
e

- fzct that trade creation was probably very small prevides an indication th
s> Iar Portuguese industries were not put in great difficulties by the

el=iniation of protectionist barriers agzinst ‘the conpetition frum ZFTA and

tne EXC, TFrom a dynamic point of view this may be considered zs = favorable
rzsuls Lte fzr as the deried 1972-7% is corcerned, this =zv be due In part
2 the protection afforded by the surcharge and the exchange rate policv.
it an important explamation may also be found in the Igct that Foriuguese

o i ——
e v e T
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industrial productioa has been largely concentrated in those branches

where Portugzl has a comparative advantage in international trade or
b .

‘where there is a natural protection against imports (because of trans=-
portation costs, of other advantages of being near to the market, etc.).

5. 'Thé effects of EFTA and the EEC on Portuguese exports, #
froo 193978 ' : :

:The_membership of fortugal in EFTA and the ffee trade agreement.with the
EEC brought very substantial benefits to Portuguese exports. Table 2 shows :
that du;iné thelperiﬁd 1959-72, when the preferences in the EFTA markets
;tarfed'to produce thgi: effecté, the'éverége.growth ratcs of exports from
Portugal to those markéts ware,sigqifipantly highef ﬁhan the rates of greowth
of exports ﬁoth to. the EEC (Six) and to the re;t of the wdrid. A similar

situation in favor of the exports to the original six members of the Comuunity

w

is found in 1972-78, as a consequence of the tariff dismantling provisions of

the free trade agreement of 1972,

4

Fry

But more rigorous ceonclusions can be rcached by looking at the changes ¢
the shares of imports from Portugal in the imports from the whole world inte
EFTA, EEC, and a "control” group formed by the United States, Canada, Japan,

“and Spain. The relevant data are presented in Tabvle 3.

The cethods for mezsuring the elfects of integration on trade by

]

@Tes such &s those prescuied In

cr
LiH
-

analvzing chanzes in marke

{)

tr
»

based on ous of two alternative assuaption

of econonic integraticn, the trend shown by mevrvet shaves during ihe pre-
intezvaticn wzars would ba prolongad during the onest-integrztion reriod. Tha .
t"‘. |
- . .
second Is tias n the absenca of integraticn, the trend in market shares in
SC000 L5 [ = 3

P
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the bost*iﬁtegratioﬁ period in each of the integrated areés would be the same
as the trend in market shares actually recorded in a representative control
%roup of countries oupSide any integration scheme.
| Tables 2 and 3 show that, in fhe case of Portuguese exports, the first
of théée two aséhmptions would be coﬁpletely uprealistic énd would not iead
to any mean;ngful results. In fact, it appears from the‘data of these

tables that the dynamisﬁ of Porfuguese exports increased noticeably from
1954-;9 to 1959-72 and fell sﬁarply afterward during the period 1972-78.

'Thié was_due to reasans which, to a large exteﬁt, have,nothing to do with
-thé éuropean infegrati;n movements. In the first of:these periods there was

# fapid‘development éf the supply capQCitf of'ekpdrt industfieé (textiles,
clothing, electronic products, wood pulp, tomato paste, eté-). This develop— .
seat 1s probably explained in large part 5y the membership of EFTA,‘but

its effects spilled OVerlinto exports torothef areas as.well. In turn the
:?oluné of_exportsrdeclined sharply in 1972—7é'be§&use there was some reduc—

~ion capacity in the export sector {mainly in the sector of electronic
: . ) . ,

sroducts) and because the competitive.power of Portuguese experts was badly
eflected by the political and social troubles of 1974-75, by increases in
zosts, and bv delays in'adjusting the exchange rate,

The second of the assuuptions mentioned above provides a much more fruit-
Iyl basis for analysis. However, even that assumpticn suffcrs Irom some

shertcenmings, The market share of Portugal in total imports of the group x

. Zormed by the United States, Canadd, Japan, and Spain wes in 197% orobably

1 - [ | PG EE TR BUR TS PR - :
z2uove whet would be noraal, as 2 conseguence of paviiculariy high éxports Iin
- . - - - [ Pl oo S -
stz vens af rav matarizis to the ULS.AL and of foodztualfis to friind On the
i - - y i ToTR - | £ B
ttter wand, the séme market share was depresead in I1¥78 by othe fzct that, in
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'ﬁﬁat year; the difflcultieé of SUpply,rdemand,.ﬁnd competitiQeﬂess afféct—
ing Portuguese exports were particularly strong in some-foodstuffs and
‘some raw materials with great weigﬁt in the sales to those four countries.
FOF these réasons,‘the trend in market shares pf manufactured goods are
probably‘ﬁore representative for control pugposes. |

| in‘spite of thése reservations, it doeﬁ nét seen unreésonable to
assuvme, on the basis of the data of Tabie 3, that, in the absence of
integration, -the mafket shargs of Portugal in the imports of both EFTA ;nd
the EEC wéuld héve remzined roughtly stable in total imports and would have
ihcreaséd about one third on manuégcturgdAgoods in the'toufse‘of the years
195%-72. Similariy, an appré#imatioﬁ tﬁ.what could have happened in 1972-75
innthé absencelof.integration effects, éan be piven by the assumptiog that,
without such effects, the markef sﬁares of Portugzl in EFTA and the EEC would

have declined during that period by one third, both as fegards total imports

and the. imports of manufactured goods.

LY

These assunptions lead to the following results:
a. Because of the participation in EIrTA, the exports of Portugal to
that area reached in 1972 a value which was more than the double of the one

~which would ctherwise have been reached. That difference, which shows the

effects ¢f both trade creztion and trade diversion in favor of Portugal,

corresponced to about USS280 million at prices of 1972, or approximately
3 per cent of the GDP cf that vear. About two thirds of the difierence are
cue to Iavorable effzcts on the exsorts of manufactured goods. It wust be

added, howsver, that-aciual bensetic to the exports of Portugal Irom the
wizhetr than indicated by the figures

just mentioned., In face, if Poriugzel had remeined outside EFTA, ir would have

e R

Dk
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- suffered negative effects of deviation in favor of intra-area trade,
and its exports to EFTA would have been lower in 1972 than in the

hypothesis of no integration cffects, taken as the basis for the calcula-

tions of ;he'figures above.

.

be* The negative diversibn effects arising out of ;ﬁe fact ﬁhat
Portugal remaiﬁed outsidé the EEC {(Six) corréépoﬁdéd iﬁ 1972 to approxi-
mately USSE0 miilion, or 30 per cent of.the exports of that yesr to the
Community. About 60 per cent of that loss was borne by manufactured goods .
c. . Because of Ehe 1972 free tradg agreement with the EEC, exports
to the original.six members of the Com%;nitf were in 1978 almost the double
of what otherwise'thgy would have beeﬁ{ This réflects the.effeéts of trade
creation and.of the élimination of the negative trade diversicn of the pre-
‘ceding period. Those positive effects represent an increase of abcuf
US$450 willion (at 1978 prices), or 2.5 per-cent'of GDP, in tetal éxpcrts

and of US§350 millien in exports of manufctured goods.

d. During 1972-7& there was apparently no further additional bencfitg

LAY

‘in expoarts resulting frem the participation of Portuzal in EFTA s

that all the trade cre

ation and positive trade divertion: wuffects of that part
cipzticn fook place duiing the pievious periol - 1355-72Z. The pogitvive effegis

on Foriuguese exports Irom trade deviation in 195%9-72 may evern have been

pertizilv cancellad in 1972-7¢ 23 a comsequence of the extensicn, during

e last perieod, of preferences in the EFIS gountries in fTaver ol imports

ot

- . . R -
“rom the ELEC (hocannce of the §
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vstem of preferencee}. The

quotas to the exports of Portuguese Textiles were also an important factor.
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Table 2 . Growth of Portuguese Exports 1/

- (Average annua) growth rates, volume)

i s LI Wi e Fi o = S0 807 e 0P, K s A o e Rl s Bk R e B Tl 4348 % i

o e ek o e ey s or At

Fu

. Exports to . ‘World EEC (Six) EFTA Rest of the world
Tolal exports
1954-59 _ 3.5 6.9 -0.1 3.5
1958-72 9.7 8.8 16.3 6.6
©1972-78 -3.2 4.1 -5.8 7.3
Agriculturai products 2/ '
7 1954”59 4-6 9-2 "113 1-3
1959_72 "‘-.' : 509 |‘3'2 . 16-8 7.1
1972-78 - -7.1 -2.0 -10.5 —8.7
Raw materials 3/ o '
1954"59 - —3l5 "'007 "‘4-0 “&.8
19?2_"?8 - 7 _611 "5-8 "‘5-7 —502
Manufactured goods éj
1954-5% ~ 6.2 ' 11.0 3.7 5.9
1955-72 ‘ 12.0 13.9 21.9 6.9
~-5,2 -6.9

.1972-78 RS WY 12.6

Source: OEEC and QOECD trade ststistics.

Without o0il products and diamonds.
- 8ITC sections 0-1.
SITC sections 2 and 4.

SITC sections 5-9.
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TEC (Six)

Zr7A (with United
Tingdon and. Denmark)

.Tnited States, Canada,
Jazcan, and Spain

...;M-Iﬁd\hrbih‘--tl_.‘-hl-rﬂmm:\ktmmm.‘;'mb.ﬂxi{u"m" i e Sl i o 3 . i ._.__....F
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Table 3. Shares of Impeorts from Portugal
" in Imports from the Whole World
(In percentages) _
“Itports into 1954 1959 1972 - 1978
(Total imports)
- ZEC (Six) 0.36 0.34 0.26 G.32
ZFTA (with United Kingdom
angd Denmark) 0.42 0.37 . 0.87 : 0.56
United States, Canada, I o
Japan, and Spain S 0.2 - 0416 0.24 0.13

(Imports of manufactured wvroducts)

0.20 ., 0.20 0.20 - 0.31
0.31 0.32 0.92 0.57 -
0.14 0.14 0.19 G.12

lource: OEEC and OECD trade statisties.

.
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Prospective additiocnal effects on Portuguese imports and exports
from membership in the EEC ' '

It has béen explained in Sectioﬁ 3 Fhat most tariff and nontariff
cbsfaéles LoAtfgde }n nonagriculfﬁral goods between Portugai and the
Co:munity‘have already been dismantléd.- From this point of view, Portugal
is ﬁuchlcloser'to free trade with the Communit§ than either Spain or Greecg.
Eurﬁhermore,'the barriers vhich still remain will in principle have to be
dismantled in the course of the next five years. It can be said, thgrefore,
that membership in thq_PEC will not bring about big changes in the comndi-
tions for the broteétion of the ?orrﬁgdgée industries ggaiﬁst import compe-
tition both from that Community or‘froﬁ'EFTA. |

‘; The main changeg £ﬁat are eipected are those that may result from the
ad;ption of the common tgriff of the Commuﬂity, from free trade with Spain,
zad from the application of the Communitfréystem of gengralized preferences

ta favor of developing countries. In addition, there are the problems

associzted with the trade of agricultural products under the tules o the

k!
.

Comxmon Agricultural Foliecy.

The adoption of the common external ‘tariff of the EEC will not bring

73

zay significant difficulties. The incidence of the Portuguese tariff a

t is

[

. won-EFTA ‘and non-EEC countries is very irregular but on the average

reedy very low. This is due to the fact that most of the rates of the

b+

)
(8]
1
rt

u

[y

-

vece tariff duties are specific and have heen sharply erodcd by world

lation and by the devaluation of the escudo, in spite of the doubling of

L}

- [4 . [ T YTOTL
5t Ol Sl.n..h rares in .L./,lf)-

e adontion of the Comzunity svetenm of zeneraliszed prefererces Is not .

2129 g cause of sevious concern. The safeguards of such & systenm are

ainst-
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sufficient to prevent any disruptive effects. The competition of imports from certain

countriﬁs with which the Community has concluded preferential trade agreements. may

create some difficulties, But is expected that, if they appear, they will be confined

to the specific cases of some warticular products.

"~ The problem:of free access of imports from Spain into the Portuguese

market is, however, extremely important. Due to its geographical proximity

end to the fact that its comparative advantages are more similar to those of

Fortugal, Spain may create in many sectors much bigger competitive diffi-

culties for the Portuguese industry than any of the present members of the

=EC. This may be considered a positive result for those who comnsider that

trede creation is always a benefjt. But, apart from that, there are a few

roints that have to be taken into consideration.

coznitted under the §greement

First, Portugal is already
of -7 Spain with EFTA, to start

» 7y -
? .

dismantling its protective barriers, against imports from Spain. That

commituwent covers, however, only the imitial stages of tariff reductions.

“he schedule of reductions for later stages is mot yet fixed. Sccond, the

¢pening of the

Portuguese market to imports from Spain, after both countries

Zoin the EEC, will be accompanied by the introduction of TVA in Spain and

coasequently by the elimination of the subsidy element which, according to

cozplaints often heard, 1s contained in the botder tax adjustments applied to

imports and exports. Finally, Portugal will have as a compensation the opening

Spanish

of the Spanish market in several products where its competitive power is

hizher and which, until now, seem to have faced strong pretectiosnist

)

barrier

{duties, licensing difficulties, and border taxes in excess of those levied

¢n dovestic production).

[ ]
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In agricultural imporfs, the'effects of trade ﬁreatioﬁ Qill probably
bé moderate, since in recent years the producer prices of the most important
agricultural products havg ;ended to be lower in Portugal than in the
Community (Lobio, i979, and Baléssa, 1979). There will be, however, a pro-
nounced deviation of ihports from thira countries which éfe low-cost producers
of cereals, meat and sugar,-to higher priced supplies from the Commoﬁ Market.
This deviation of imports.will have large costs to the Portuguese balance of
éayments. Their higher prices, together with tﬁe levies on imports from third
-count:ieé which will have to be assigngq to the‘Comﬁunity budget, will bring
a geavy burden.l It ha; been estigéted.(LOpes, 1979) that if the rules of
the: Common Agricuitural Poliéy (as'fegéfds pricés and levies) ﬁad been applied;
the costlto Portﬁgal of its imports of agricultural preducts in 19?8/?9 wquld
nave increased by approximately US$350 million, in the absence o Hoﬁgtary
Compensaﬁory Accoﬁnts. This'resuit, in Spitg‘of its lack of pfecisidn, peints
rtbfone‘of the most sgfious problems in the negotiations for the membefship of
Portugal in the EEC. Singe Portugal-importé aﬁout éo‘per_cent of its food-
stuffs, it could findfitself in the position of net contributor to finance the

Yudget of the Comﬁunity and the farmers of some of the richest countries in

i

urope, if adequate safeguards were not adopted. In the following section

zone further comnents will be presented about this positicen.

.If'Portugal joins the Common Market it is probable that the consequences

on its exports will %> wvery pronounced. Tt i's true, that apart from the ¢

-

w

X3

o

-

si agricultural goods, there arg no further Community tariff duties on those

: befere, the restrictivns applis
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.
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exports te Le remove

2t presant to the imsoris of textiles and clething are extremely important.

-
-

Indeed, one of the main sconoxnic reasons why the present free—trade agreemont
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with the Community is not considered satisfactory and why Portugal is inter-—

ested in full membership is that of avoiding restrictions of that type in

zhe Zuture. With the current trend toward protectionism, directed particularly

-2

zzzizst the so-called “new industrializing countries,” among which Portugal

Zs usually classified, there is the risk that such restrictions may be extended

zo Q:hef manufactured goods. The risk is especially high in the case of
croducts with a high content of medium-skilled labor, which are exactly those

which offer better prospects for the expansion of Portuguese exports.

Membership of the Community may in principle contribute.enormously to

zefuce that risk. It will provide mucﬁ'befter assutanqe$ 2gainst the intro-
iucfion of new tradé barriers than the existing %ree tradc'égréemént (in
spite.of the fact that the reintroduction of trade barriers is also forbidden
=y that agreement). Membership may thus contribute stronély to attract

. Investrcents botﬁ nationalland foreign, to thé'Portuguesé exXport sector.
__Unforfunately, Fhere aré signs which indicate that probably full wen-

“ership of the Comrpunity will not preclude entirely protectionist measures

t3

=]

(i

&pzl Portugal in certain products considered as sensitive. Some of the

rzgzns rember countries have given indication, in the negotiations which are

s

esent under way, that they will press for the continwation, during the

8]
rt
LA

P

ot

itional period, of the current svstem of restrictions agzainst Portucuese
P s , g g

Tzl

n

~zzxtlles end clothing. It is to be expected that the negotiations will lead
=5 az zgreement in which no restrictions are allowed at all, But if this is
15 be completely impossible, the mininum that wust be achieved is the progres-

e T 1
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quick reduction of such restrictions over a short transitional
2i tris wazs not going to happen, the basic principles of the customs unicn,

tia .

tnowmich the European Commuuity iz founded, would be put in jeopardyv. And

-
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_pepiod; _If-thiglwas nét going to happen, the bagic principlgs of the
‘customs uhién, on vhich fhe European Community‘is founded, would be put
i}?l jeopardy. And this would occur exactly in the case of the rcla‘tions
w&th one of the poorest countries in western Eufope, which, e{ren in those

-:pyoducts vhere its competitive advantage is better, will never be in a
position to have a.big share in the Community total damand; beciause of

the small size of its economy.
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6. Membership and the long term development of the Portuguese economy

The analysis presented in sections 3 and 4 suggests that
so far economic integration with the industrialized countries of Western

Europe has been clearly favourable to Portugal.

It may.however be argued that such anal?sis is not suffi-~
ciently conclusive. On the one haﬁé,-the period qf free .trade may be con—
sidered too short for thel 16ng térm effects to become épﬁarent. On the other
' hand, althqugh the process of tariff dismantling began in 1960, that pro-
cess was spread over many years and is not yet totally compléted. On the
~other hand, the Portuguese industrial sector continues to show a strong
strgEtural weakne;s. The only exporgs which grew substantially as a con-—
sequence of the agreements with EFTA and the EEC were those which are
based in the availability of raﬁ materials (wodd"pulp and tomato purze)
or on cheap labor (textiles, clothing, electronic products), as bas been
ltypical of the manufactured exports of de?eloping countries.  According
to some opinions; integration with more developed economies may have
created serious obstacles o a more_diversified industrial structure,with
a higher density of vertical and horizontal.inter—sectoral input—-output

linkages.

-Differences of views of this kind are very common in the

discussions about the effects of iInternational trade on econcomic development.

e
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It is interesting to remark that one of the first cases

" of reduction of trade barriers which attracted vigorous debates of well-

- known economists, is related to Portugal. This was the Methuen Treaty

of 1793 (reproduced in Adam Smith, 1776, Book IV, Chap. VI). Under that

agreement, Portugal - committed itself to eliminate the prohibition that it f

had maintained before against the import of woollen clothes and the rest of
woollen manufactures from the British. In tﬁrn, Great Britain obliged itself
to admit Portuguese ﬁines with a preferential tariff duty corresponding to
two thirds of that applied to the wines from France. This agreement was
criticised by Adam Smith (loc. cit.) as being unfavourable to Great Britain
because‘it creatéd preferences only in favour of-Portugal-and because those
preferences produced trade diversion effects. In the famous example of
trade of wine and cloth)ﬁsed as the basis for his theory of comparative

advantages, D. Ricardo implies that the Treaty of Methuen brough economic

T benefits both to Portugal and the United Kingdom. Friederich List (1885,

Book I, Chapter 3) held a completely différent opinion. He criticized

Adam Smith and argued that the Treaty of Methuen pushed the Portuguese tex-

tile industry into ruin and produced an enormous deficit for Portugal which

had deflationéry effects in its economy, while providing Britain with

precious metals which improved its money supply and helped to settle its

“trade deficits with other countries, The Treaty has also been analysed

by several Portuguese economists (see the authors mentioned in Magalhaes,

1967, Appendix VI, and in Macedo, 1968),who, in many cases,find in it an

- explanation for the failure of Portugal to participate in the industri-

lization movement of the 19th century. Finally, in a modern and detailed
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analysis of the impact of the same Treaty, S. Sideri (1970) concludes that

‘the division of labour produced by it had important negative effects for

Portugai, which include: difficulties for industrialization and for the
divgrsification of the produtive sector; chronic trade deficits and foreign
indebtédness; deteriératioﬁ in the terms of trade arising out of the
spécialization in a priméry product; dependence from Great Britain; and
consequences on the sociological and political stuctures which hindered

economic development.

4.
y .

Apart from this example taken from the history of Portugal,

many others are often presented in support of the view that the economic

development ¢of backward areas may be negatively affected by their integration
with more deﬁeloped.ones. A classic case is that of the consequences of

the economic and political unioﬁ of Italy in the 19th century on the
aggravation of the underdevelopment of the Mezzogiorno. It is also argued
that since the EEC was formed more than twenty yeafs ago, the disparities
between the richest and poorest regions have not been reduced significantly,
in spite of attiﬁe regional policies imﬁlemented by national authorities.
Although it can also be said.that, in relative terms, the ¥egiona1 disparifies
within the Community have not been widened, it seems that this result

reflects mainly the consequences in per capita income of outward emigration

from the poor and depressed areas to the more prosperous centers (Calrucross

et al., 1974, Chap.3; Buck and Harper, 1978).

There is also plenty of theoretical arguments emphasizing

that the economic integration of areas with different levels of econronic

J—
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development may be dangerous for the more depressed or backward of those
areas: the principle of circular and cumulative causation of Myrdal,
further developed by Kaldor; the theories of polarization of

growth by Perroux and Hirschﬁén; and the radical views

_ about the effects of international trade.on the economic development of

*poor countries (S, Amin, A. Emmanuel, A. Gunder Franck, C. Furtado, etc).

-~ The only solid conclusion which can be presented about the
long run effects of integration in .that they are extremely diffuse and

depend in an enormous variety of factors which it is almost impossible

. to predict (including transformations of political and social structures,

‘the developments of the world economy, etc). It is for that reason that-

widely divergent opiniens can be held with equal vigour about such effects.

It is therefore only natural that some economists (for instance S. Holland

- 1979, and M, Silva, 1980) assert that the membership of Portugal in the

Community will imply an even greater dependency of the Portuguese economy
from the core of Western Europe and the forced adoption of a model of
development which is not the most suitable to the interest of the Portugue-

se people.

The position taken in the present paper that the membership

in the EEC will be favourable to the long term development of the

Portuguese economy is based to a large extent on the arguments presented

in the preceding sections.: According to such arguments, free trade with
Western Europe has Dbrought until now much more advantages

than losscs, Besides, it has been explained that the
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protectionist meésures which still remain to be removed are already of
comparatively small importance. This is a point which seems to be

over Igﬁkﬂd by some authors (Esser, 1978; Deubner, 1980) who express

strong fcéars that a 1arg§ proportion of Portuguese manufacturing industries
will not be able to withstand: the competién of other Community countries

if Portugal joins the Common Market.

‘Another argument,already presented in section 5,is that
Portugal will havé much better prospects for expanding its export sector

if it becomes a member of the Community than if remains outside. The

- importance of this argument is emphasized by the fact that in a country

with the economic dimensions of Portugal there is no realistic alternative
to a develoﬁmentstrategy based on the growth of exports. The shortcomingé
of the stratégics based on import substitution are now widely recognized,
even for countrieé‘with comparatively large domestic markets (Krueger, 1979).
In ?offugal, the impossibility of basing industrialization on such strategics

is dietated by the smallness of the domestic market, which for many manufac-

‘tured goods, corresponds to only one third to one fifth of that of a country

as small as Denmark, and to 2 to 3 per cent of those of France or the Federal

Republic of Germany (Lopes,.1965)., Although some efforts aimed import

substitution may provide useful results (particularly in agriculture and energy)

there are few doubts that the rate of ecoromic growth in Portugal will be

strictly determined by the rate of growth of exports.

In fact, during the last few years the growth of the Portuguese

economy has been tightly constrained by the balance of payments.  The large
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traditional disequilibrium in the trade balance has recently been

! aggravated in considerable proportion by the deterioration of the terms

of trade resulting from tﬁe price increases of imported oil. Since emigration
has dwvindled down to much lower levels .than those of the late 60"s and '
.early 70's, workers femiﬁtéuces will not cover in the future so iarge a
propdrtion cf the traderdeficit as in the recent past. Consequently, the
rate of growth of imports and of GDP is dependent to a large extent on the
rate of expansiondof exports., As an illustration of such dependence,

. let is assume that the income elasticity of imports of goods and services

is 1.2 in the medium run, and that within 10 years imports of goods and

services should not exceed exports by more than 20 per cent {due to the
‘inevitable decline in the real value of emigrant;s remittances and the
difficulties of servicing a-fast growing éxternal debt). In th0se
conditions, the gréwth rate of exports required to achieve an average

annual increase of GDP of the order of 5'per cent would have to be of

at least 7 per cent in volume, in the absence of the further deteriora-

b

tions of the terms of trade. In view of the not very encouraging outlook

for the world economy, such a target for export growth will be almost

impossible to achieve if Portugal remains outside the Commun Market. (

The experience of the recent past has shown very clearly that the existing

O o e

free trade agreement does not provide gufficient guarantees against the introduc-

tion of protectionist measures which will be required by the investors who might

- ey g o

contribute to the enlargement of the capacity of the Portuguese export sector.

In spite of the preceding arguments, the negative views
about the effects of integration on economic development can not be dis-

regarded, It must also be specified that the opinion presented in the -

/-ME ' ' o ]
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présent paper should not be interpreted as suggesting that the integraﬁion
in the EEC will give the possibility to Portugal of attaining quickly the
average levels of 1iving of the rest of the Community. What is meant is
that the gap in the economic development of fortﬁgalras compared with the

Western Eupopean averages would probably be wider without membership than

.with it.

‘It_should be added that the argument about the similarity
between the econgmic integration of countries with unequal levels of
development and the problem of regionalndisparities within countries is
not a very va;id‘oﬁe.,There aré important differences. Thus until the stage of
fﬁli monetary union is reached, each of the member co;htfies of the EEC will be
able\fﬁ manage itsrexchénge fate, an instrument of economic ﬁolicy which 1s not
évailable to the different regiﬁns of a given country. The possibility of
adjéSting exchange rates may compensate differences in ﬁroductivity and in
the changes of domestic costs and prices.” In such a situation; the trends

toward unifori wages among the countries of the same trade bloc are certainly

much weaker than those which operate among the different regions of the

same country. Consequently it will be possible for wages to reflect much

"more closely the international differences in productivity than the regional

ones. Thus it is to bé.expected that the less developed members of the EEC

may be able to keep an adequate competitiveness for attracting new investments,
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even i1f they receive less financial assistance than that which is provided
to the backward areas of some countries in the framework of the regional
policies of their governments, It is true that exchange rate flexibility

will be totally lost in a full monetary union,” But the EEC is very far

,froﬁ such a stage, The European Monetary System in a very ﬁoor first step

that, in spite of some success uprto now; contributes, very little to
ensure long - rﬁq exchange rate stability or the convergence of the trends
in productivily and inflation. Furthermore, if monetary union was to be
established in the EEC within the.foreséable futﬁre; it would haﬁe to
include not only compiete.freeQOm of labour but also ﬁassive transfer of
financial resources to the poorest regions of the Commuuity; on at least
the same scale as those that are cufrently taking plgce at national level

within some countries.
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Even without monetary union, the role of financial transfers

- will be of the uytmost importance to ease the adaptation of the Portuguese

economy to the conditions created by membership in the Community.

It is true that the absence of.protection to Portuguese

industries against imports is nmot only feasible as it is argued above, but

may even be advantageous. Without such protection, there is a much greater
pr;bability of avoiding costly economic mis£akes like those which are often
found in countries with ambitious proérams 6f-import substitution. Among the
benefits which Portugal reaped from the elimiﬁafion of tariff duties and other
barriers against imports from the EEC and'EFTA, a2 special méntion should be

about the reduction of the bias against exports and about the improvement

of the allocation of investments.

But this does not mean that the mechanism of free international

competition will always produce the most desirable results from the point

of view of long term economic development. The appropriate management of the

-eXchange rate may play a large part of the role which has traditionally been

ascribed Fo_tariffs, quantitative restriétions an& export subsidies. But
there may be good economic justification for providing some industries either
in the import substitution ;r in the export séctoré, with differential
protection in relation to others, Such justification includes the traditional
argument for the protection of infant industries (which may be even stronger

for new expert industries) and the need to compensate other differences

-

between social and private costs.

“ .m-‘-iw. -
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 If tariff duties and quantitative restrictions are not
available as instruments to provide the required protection, financial
subsidies must be - envisaged. They may be more efficient then the traditicnal

protective devices (Little et al,1970). Most countries in the Community have

a large recourse to such subsidies in the framework of their assistance to

the poorer_regibus, to depressed industries or to new industries on the
frontier of tecﬁhological progress; 'qutugai will need of course similar
policies to sﬁimulate the growth:and the struétﬁral improvement Of its
economy. Every effort has to.be made to avoid transforming Portugal into
a "pyjama republic". This is why tﬁe problem of finanéial assistance to

the Portuguese economy constitutes certainly one of. the most important

chapters in the negociations for the entry of Portugal into the Cormunity.

«

This has often been recognized in official statements of -

Community leaders. The problem of financial assistance was dully emphasized

‘in the basic document prepared by the Commission of the EEC about the

negociation for the membership of Portugal (Commission of the EEC, 1978).
It has also been clearly stressed in several studies by foreign economists
coﬁcerning the same negociations. Some of them (C. Heimpel, 1978; K.
Esser 1978) have presenteddetailed suggestions about the forms which such

assistance might take, which are worth of careful consideration.

~
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lBut in spite of all that, there‘afe reasons to fear that it
will not be easy to reaéh.a level of transfers appropriéte to the needs of
the Portugueée economy. 'First, the Common Agricultural Policy, if it is not
radicélly traﬁsfarmed, may impose, aé mentioned in section 5, a big

burden on Portuguese consumers and on the Portuguese balance of payments,

"which will probably offsett a significant proportion of the transfers which

are needed in the opposite direction. Second, the Community budgetary
probiems are becoming more serious = every day, and it will ﬁot be easy to
find the resources to be allocaté& to.the economic assisﬁance to Portugal

ané the other candidates for meﬁgership, as well as to the ﬂoorest areas and
the weékest seéfors of the existing Community. Thirdly, it is toﬁe feared that
Portugal will_show an insufficient absorptive capacity in the'usé of
Community funds, due to the shortcomings of the,efficiency of its
administration for tﬁe preparation and implementatidn of projects which
ﬁight receive finaneial contributions from the Community Punds (EAGGF,

European Regional Fund, Social Fund ). Finally;-some 6f the rules for the

distribution of Community financial contributions may be too rigid or badly

adapted to the needs of an economy like that of Portugal (a point which is

explained in Lopes, 1979).

i
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Southern Europe and the Lolarsement of the HEC

II1.1 The Need for New Policies: Agricultuiral Policy

1. The theme of‘this paper is that the Coiumon Agricultgral Policy ﬁeeds
reuewalf The cherished arrangements worked out during the 1060's no
1onger meet adequately the needs of the Nine, The enlﬁrgcment of the
Coummunity to thé South creates both & reason and épportunity for new

thought.

The paper has fwo mair, sections, first why féform is needed arnd zecend,
wvhat options need now to be considered.r Inevitably much of ths comment
must be critical so it is impurtant at the outset to reccgnise the
important positive achievements of existing policieé. These have
allowed farming to be included in the Community, they have ensured a
substantial growth in intra-Community trade, they have provided a mcasure

itantial

il
W
o
=
W
r

of stability for farmers and consumers and they have ailc
net income transfer to agriculture.

.Iﬁ securing these goals the CAP has inevitably conferrcd particular
benefits on some groups within the Comunity. roducts such as cercals,
milk and sugar have received higher levels of protection than fruit,
vegetablas, =opgs or pouliry. - Net aéricultﬁrai prporting memboy countfi@s
have had & substantial bonua in terms cf.receipts for trade {2y abave thoso
availablc-iu the world market. Countries whose currency has cppreciavad
have received subsidies on theiy ékports, depreciating meaber countrias o
subsidy on their imports. = Such benefils and the covresponding costs

which they invelve represent part of a complex sob of trade oifs wit

o 1 . eaan

Commity, They are vesistant to chence and make vhe pabll of che ceferusy
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difficult.' ‘At the samc tiﬁe; where ﬁhey'are accepted as part of an equitably
baltanced Community théy provide a ?oweffu; reason for its continuation.
Reform must therefore.take into account - " attributes which are wider
and more significant than the fortﬁnes of agriculture alone.
Why the CAP‘geeds renewal.

(a) The Purposes of the policy

A common agricultural policy was prescribed by the Treaty of Rome. Tts
remit was specified in rather general terms, Artiéles 38 and 39. These
included:~  (paraphrases of text in English}.

‘(i)' Article 38 - the extension of the Common Market to agriculture.

(ii) Article 39(a)

improved productivity, the Tational development of agriculture
and the optimum use of factors of production, particularly labour,
- thereby to ensure a fair living standard and increased earnings

. for these in agriculture

stable markets
= regular supplies
- reasonable prices to consumers.
(iii) Article 39(b) proper gttention to
—-the social sﬁructure of agriculture, natural dispérities
betwéen fegions
- thé need for gradual adjustment

-~ the place of agriculture within the economy as a whole.’

r
1

[ - .

Such a remit left the important issues of implementation to the deliberations
of the Commumity. It was, however, sufficiently broad to accoumodate
changing circumstances and sanction a flexible approach to their 'sclution.

There is thus no need to rewrite the Treaty te renew the policy.
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The accumulated experience of the Community, in putting these peneral
objectives into effeect conditions current attitudes.  To challenge

it is regarded gs non-Communitaire. It is therefore vital to outline

what is at stake.

First, the instruments embody. the notion eof a preferential market within
the EC for Community farmers. This is secured by tariffs and variable
levies on imports, by export restituticons and for key products‘by arrangé—
ments for intervention purchase. In practice the internal price level
of the Community has been well above import prices and generally higher

than prices paid to farmers in agricultural exporting countries.(Tahles 1 & 2).

.Seéond, the policy enshrines the notion of finéncial solidarity. FExpendi-
ture on price support aﬁd‘part of the cost of structural (or guidance)
policieslis met from the European Guarantee and Guidaﬁce Fund (EAGF). Since
this fund accounts for most expenditure from the EC budget it represents one

important, visible way in which intra—-Community resource transfers occur.

Third, the policy has sought to ensure a single price system throughout the
Community.  The administered, official prices determined by the Council of
Kinisters (initially in units of account) in European Currency Units are

transferred into national currencies at agreed agricultural reference rates

' oy
E=

of exchange. In principle this should mean that fa;mers, although paid in

their own national currcncieé receive the same value for theilr output. In

practice the rates of exchange used for agricultural purposes have been

alloved to deviate from markct rages of exchange.l As a result, té prevent ,

unwanted price movcements within member countries, trade has been accompanicd
border -

by an elaborate systemoffaxes and subsidies known as ‘monetary cempensation'.

At tiwes these compensatory amounls bave been so large that officisl prices



Table 1 " EC entry price of certain agricultural products as
percentage of Thivd Country offer price. '

Product 1968/9 1973/4 1974/5 1975/6 1976/7 1977/8 1978/9 -
Common wheat 195 79 107 124 204 - 216 193

_ Purum wheat 214 . 116 120 . 145 236 218 216

" Husked rice 138 60 81 137 166 128 . 157
Barley : 197 9 107 117 147 206 225
Maize ' 178 98 106 128 163 203 201
White sugar = 355 66 41 109 176 255 76
Beef and veal | -A '

(live animals) 169 110 162 158 192 196 199
Pigmeat 134 131 109 113 125 137 155
Eggs 137~ 159 111 164 '

Butter 504 320 316 320 401 388 403
Skimmed-mwilk powder ‘

(spray) 365 156 139 266 571 494 458

. Olive oil 173 96 113~ 217 192 211 205

Oilseeds 203 77 80 . 127 121 153 161

Source: Agricultural Situation in the Community 1979.



*
Table 2 Farm prices for selected agricultural products 1%77/78.

B/L D - F WG Ir It N UK | G P Sp
. Wheat 20.76 19.01  16.25 = 23.33 17.28 21.24 19.61  15.88 - 15.18  14.77

Barley i8.00 17.29 14.41 22.26 16.80  18.24 18,40  14.86 - - 11;72
Sugar beet 16.00 16.8C 16.00 15.70  14.24  13.45 15.76 . 17.13 - - -

Cattle . 156.95 133.28 138.33 168.88 120.48 145.60 157.46 105.24 - (159.60) 151.75 113.01
Pigs 141.62 157.16 154.71 152.11 1i7.84 122.20 132.80 100.14 = (i83.55) 137.20  94.98
Poultry 95.17 $1.3% 91.29 90.74 93.66 1030.87 86.84 82.40 . 130.20 100.82 73.50
Milk 21.¢ '

.83  25.39 - 28.55 - 26.96 ,24.20 18.72 - 19.42 19.?7

* : ' : '
Weighted average prices (unit values) received by farmers per 100 kg for all types of sales
{livestock prices per 100 kg liveweight).

( J = carcass weight.
Source: U.N. Economic Cormission for Europe, FAO, Prices of Agricultural Products and Selected Inputs

in Europe and North America.

RS
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measured at 'market' rates of exchange have deviated by as much as 407%.

Consensus about these objectives, a singie market, common financial

.

responcibility and Commumity preference 15 sometimes  assumed to.imply that
the specifie'instruments employed cannot be questioned. In practice such
a view is unrealistic. From the outset tﬂe Cowmunity has been forced to
adopt-its instrumeants to meet changing circumstances even when, as with
monetafy compensation, the adaptation éeems to imperil a central principle
of the policy.

In this paper both the Rome Treéty and the experience of operating the CAP
will be accepted as defining curreﬁtly accepted criteria for the policy.

Yt _is in the light of these assumptions that it will be criticised and its

reform discussed.

(b) A new Community needs a.New CAP

The fundamentals of the CAP were established when the Community haé only Six

members. Succéss has led to. growth as first Denmark, Ireland and the UK, and
to

then Greece, Portugal and Spainsought /join.Accession required negotiations to

allow new members to adapt to Community rules and policies. — Throughout the

concept was of an existing institutioﬁ extending its writ but not’ changing

lts character.

In'fact, élthough such a concept may g; correct in legal form, reéresent the

intention of those who joined and seem to preseve what has been painfully

agreed, it is unworkable. A larger Community becomes a diffefent Communi. Ly .

The interests 1t embraces must seek a new balance. The policies which were
equitable and effective for the foundérs may become oppressive for these

joining tater. To face this reality is neither to deny the achicvements of

the Community as it stands, nor to give wndue weight to the problaws of new



5
members it is rather to prepare the ground for discussioﬁ of todey's nveds.
| Tables 32, 4 and, 5 indicate_some of the ﬁayS'in which the Agricultura.of the
Community will be changed by enlafgement.: Several inmortaﬁt_features
merit special mention.
The agricultural population of the Community‘willrbe increased by haif.
Mmét of the neﬁ agriéu tural workers will be poor, with linmited rescurces
of land or capital. Within the Comﬁunity the contrast between the modern
) industrial agriculture, rich in capital and with a much lower labour input,
and that of traditional small scale farming ﬁill be intensified. Inevitably
the tension between policies designed to meet sociai priorities and those
‘relating to the volume of output will grow. . " Higher prices to
secure social goals would lead to sharp problems of surplus and budgetary

provision.

The agriculture of the new members forms a wmore important part of their
economic and social fabric than in most existing members.  Properly this
must be reflected in the significance attached to the political weight of

farming in the Community. It can in no way strengthen the Community io

create conditions which undermine the political stability of its members.

The new members add substantially to the agricultural output of the Community.
In total the new members will add about a quarter to EC agricultural output
but this proportion understates their significance for certain products, freésh
) - ~ : . ’ » .to.t)acco - 3 - ' ‘ )
vegetables, citrus fruit, other fruit, wine/and olive oil. These products,
with the exception of olive oil receive modest levels of protection within

the existing EC. Olive 0il is genevously protected at substantial cost to

the budget. It secws inevitable that a higher priority will have to be piven



Table 3 Land Use, 1977.

"EC 9 Grecce
Total land area 150350 13080
Arable, permanent '
crops and perman-— , ’
ent pasture 893406 9265 F
Z of total land

area 62.1 70.8

Population, 1978

*000
Total population 259785 9370
CAgricultural
population . 18456 3637
Z engaged in
agriculture 7.1 38.8
Total econoMically
.active population 111283 3946
Agricultural 7594 1532
Z engaged in '

agriculture 6.8 - 38.8

'000 ha
Portugal
9164
4105%

bh .7

8878
2452

27.6

3445
951

27.6

Source: FAO Production Yearbook, 1978

* unofficial figure

F FAO estimate

Spain
49954

31354

62.7

36312

6644

New -
Members

72198
44724

61.9

54560
12733

23.3

20144
4895

24.3




Table 4

Production of Selected Apricultural Products, 1978.

Cereals:total
wheat
barley

malze

rice

Beefl & wveal

Mutton & 1amb1

Pigmeatl

-Milk (cow)
cheese

butter

Sugar beets
Potatoes
Vegetables
Tomatoes
Fruit

Grapes

0live oil

Wine

Tehacco leaves

Source:

EC 9

116397
47134
39476
16172

995

6411

509%

8749

105135
3205350
1920990

76856

37811
29534
5078
37368
20866
497
13219

169 .

% unofficilal figure

F FAD estimate

Greece

4355

2660%*
956%
537

T

92
104%
76%
123%

705%
165100F

7000%

3000%
944
3481F
1751
3054
1375F
262
435
113

FAO Production Yearbook, 1978.

Portugal

1036
252
39
433,
131

81:’:
23%

144%

7357
27000F
4200F

95F
1160
1743
679
1308
845

33%
557

13¥

Spain

16180
4795
7953
1933

411

391

- 130 .

803

5763
140000F
22000%*

8227
5316
7867
2153

10179
4560

510
2903
32

1 relates to total number of animals slaughtered within
national boundaries.

'000 tonnes
Newr
Members
21571
71707
8948
2913
634
576
229
1070
7203
332100
33200

11322
7420
13091
4583
14541
6780

805
3895
158

—3
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Table 5

" Product

Bovine Cattle
Sheep & Goats
Figs

Meat (total®

Bovina Meat
(fresh) -

Fresh Sheepmeat
Poultry

Bacon & Ham

G

ter

rt

u
Chesse & Curds
Cersais

Wheat & Flour
Rice

Barley

Maize

Sugar

Oilzeed Cake
{maal)

Wine
Tobaceo
Oranges

Clive Cil

Source:

L]

+

minus

Trade in Selectad Agricultural Products, 1978, ELC, Grecce. Spain and Portupal ﬁ.
10063

Existing ZEC Mémbers Greace ’ Portugal Spain Additional ERC Members
Total  Total Total Total A
Imports Exports Balance Imports Exports Balance Imports Exports Balance Imports Exmorts Balance JTmports Exports %alauce
1349440 1455326 -94114 _6100F - =6100 7000F 857 -6G15 7050 1229 *5821 20150 1314 =21484
157974 §7361 -60613 - - - 56 - =56 235 3396 3161 291 3396 3165
504781 476733 ,—238048 - - - 1200F - =1200 527 113 -414 1727 113 =1£14%
7039525 58656615 —117251 27C029 - =270029 25531 77 -25454 163244 20448 ~144796 460804 20525 -44027%
3232322 6283113 3050791 218000F - 218000 22552 - ~22552 95758 874 =94884 336310 874 =335436
6671254 255566 -6415688 22000 - =22000 540F - =340 1558 4762 3204 24098 4762 - =19336
538313 65281 473032 - - - 380F 77F -303 12718 2550 -10168 13098 2627 <l0471
730793 693166 -37627 - - - 40F 51F 9 163 920 757 203 371 PtB
1665208 1859296 153388 4500 - ~4500 2500F 30F —2470 3591 56 -3533 10551 86  —-10538s3
2093305 2289442 196137 10500* 4800F = ~5700 2420F 30797 659 40817 1887 " =38730 535337 9766  —43771
(668539 533189  -135350 17552 7550 -10002 35257 2 -35225 60371 4879 =55492 113180 12431 -100749
2217114 . 2285971 |, 68857 520 73000 72480 95535 - -95536 35290 28157 -7133 131346 101157 . ~-30183
581776 407330 T—l?&&&G, - 2500 2500 16301 . - =16301 122 17520 17398 16423 20020 3557
1136860 1365528 z 228668 310007 - =31000¢ 4400F - =4400 346 960 614 35746 960  -~Z4785
2489053 1081764 -—1407289 14400CF - ~144000 196540 19F =196521 495437 1193 ~494244 835977 1212 -£34765
1123763 12731894 | 149431 39 4100* 6061. 41963 1749  -~40214 31740 32 =31708  7374Z 5881 =-67361
2670151 696652 -1973499 11000F 3GOF =2700 44841 1041  -43800 109389 488 =-108901 165230 $8%9 =-155401
1939857 2371826 431965  406F  24250F 23844 123F 147863 147735 2750 258109 25335% 3284 430222 426%38
1916807 313878 -150292% GBOOF“215557 208757 16293 - -16293 157508 1382 -156126 180601 215939 35338
589707 107425 l—882282 - 75720F 75720 270 - =270 2% 414963 414934 l299 4905683 4530334
159196 53541 . -105655 - 82500 7035 5257 -1778 - 112455 112455 7035 193177

Unofficial figure
FAOQ estimate

net impert requirement

FAD, Trade Yearbook, 1978.
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cannot be ignored.

opportunitics for all EC citizens.

6 .
to these sensitive praducts in an enlarged EC than among the Niue.
In some ways the trad§ pattern of.the new.members may seem helpful to the
existing Community.  As net importers of cereals and-aﬁimal products,
including milk,theywould afford some relief to the pressure of surpluses.
In practice, howéver,Athe dimensions of such imports arc small in comparison
with the surpluses and the upward trend in output amoag Lhe Nine would rapidly
offset such exéfa sales. Enlargeﬁent will not solve the surplus prublem.

Still more the diversion of trade to the new members from existing sources

around the Mediterranean and elsewhere may exacerbate the Community's trading

problems with third ccuntries. Since some of these have few alternatives

" to agricultural exports the effect on their welfare and political stance

-

None of these characteristics of the agriculture of the new members should
delay membership. However, unless the problems are recognised and some
changes made in the CAP the stresses they imply for new and old members

alike could lead to frustration and disillusionment on both sides.

(c) The CAP and the use of Community resources

The authors of the Traaty boldly set as one aim for the CAP, the optimum
use of the factors of production. The operators of the policy szeem to have

by-passed this imperative in formulating their plans. It is, however,

.

-2
fundamental. Good resource use enriches the Communit permits 1t to rea
; y b

. . ) potentially . : .
the econowmic fruit of internal competition and/creates more income caruing

So far as the manufacturing aspects of
the EC ecenemy is concerned such a policy has beenm pursued with resolution.

In apgriculture the picture is quite different.

The principle inztrument of thz CAP iy price supporet. Ministers have
]
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con51stently sought to maintain prices which would prevent theiv own farmers

being forced out of business. Such an aperoach is understandable on
political and social grcunds. It is damaging in cconomic terms, Resources
are retained in uses for which the market is unwilling to pay. Only by

artificial restrictions on supply, import levies, export subsidies and
intervention purchases can such prices be sustained. The income transfers so
arranged do not enable the recipients to adapt to a pattern of economlic

acLlVLty which is valued at more than its factor cost by the pub as a

whole, instead they help to freeze reSOUrces in current uses.

Thig is not the whole of the damage invclved. For individual farmers in

a growing economy only increased output can enable incomes to keep

pace with other sectors. Thus more resources tend to be drawn into férmiﬁg,
more capital, more machineé, more fertilisers etc, all of which have values
in other uses.  The consequent growth in production reaches absurdity when
despite the viftual exclusion of third country impofts, i£ cannot be sold
within the Comﬁﬁnity. As a result EC resources are given away to third

countries in the ferm of export subsidies.

Rising levels of unemployment have been cited as reason for keeping people
lon the land. In the circumstances of the 1980's such an argument must be
taken ceriously. Tt is for several reascns fundamentally unacceptable.
First, it sees a solution to uneﬁpléym@ﬁt in terms of protecting one secﬁpr¥a
Spch a philosophy applied to the econamy as a whole ﬁould lead to growing
inefficiency, increasing vulnerability to third country competition in export
markets and deliberate retaliacions againstrEC exports. The ultimate con-
sequence would be more not leec unemployment. Second,‘since agriculture is
already heavily protected and iucreasingly self-sufficient, growth 1n farm
production due te technical advance would require ever inereasing income

transfers to subsidise dumping in world markets. The Communi Ly cannot



8
finance this open ended commitment,  Third, maintaining agriecultural employ-
- weni involves using other scarce resgurces both on the farm aﬁd in aﬁ infra-
structure of agriculturally related facilities and industries. These
resources might Qell create more cﬁployment witﬁin an urban environment.
Tourth, the defengive approach to employment misses.the opportunities which
curren£ technology provides. For the firét time many man can be rich withoﬁt
needing to work 211 the time;. The challenge is to evolve a way of life
which accepts Ehis, énd which conserves rather than exhausts non—renewable

resources particularly by avoiding production for which no true demand exists.

Since 1968, with thle publicafion df the Mansholt Plan the Cormunity has been
aware of the unsatisfactory nature-of its agriéultural price policy. Through
structural policy it has sought to foster the moderéisation of férmé,'the-
early retirement of elderly farmers and the retraining éf gsome farm workers.
More recently it has emphasiéed the need for additionél aid in certain 'less
favoured' areas. The sums spent have beén small in relétion béth to tﬁe
cost of the price policy and to the need. Iu.pracfice, partly because of
the small swun involved and'pargly because of the short period.during which
such schemes have actually been in operatibp it 1s hard to discern much effect
either on farm numbers or on farm incomes. ' The overvhelming effect of
exogenous variables, the rate of economic growth, the-demographic pattern of
the agficultural populatioﬂ and the regional distribution of indusiry makes

it difficult to detect specific results of the structural programme,

Proposals made in 1979, by the Commission, in effect reverse the philosophy

of the Mansholt PFlan. There the emphasis was on prometing a more effiicient
distribution of resources within the Comwunity. . Now the main thrust is to

-

promote agricultural ectivity in the areas of the Community which are leasv

sy P red " o : arye sty e
compotbtitvive. hus Lt is suzgested bhat more money should be spont proaieiag
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beef in upland Italy, investmeat in Western Ireland and Greenland, and

. . ‘ \
'integrated development programmes'for the Western Isles of Scotland, Lozeve

and S.E. DBelgium. Integrated development programmes would invelve invest—

.

wents in non—agricultural activities but would also .add to farm ocutput

in areas where costs are high,

There is thus a eonflict between the implications for resource use of both
thg price policy and.the structural pélicy and ope fundamwental goél of the
Treéty. This conflict is inevitable so long asrthe CAP is charged with
both economic a2nd social/political imperatives. It becomes irksome because
the solution of social problems is made more difficult by the waste of
economic resources éhilst the concentration on agricultural social problems
makes for an unaéceptable budget cosi, imbalance between sectors and friction
between member countries. The CAP needs to be freed to concentrate on the
problems of how the Coﬁmunity uses its agricultural rescurces, whilst the
Community needs, too, a more comprechensive, more effective and more balanced

social and regional policy.

(d) The CAP and farm incomes

A common defence of agricultural poliey is that it is needed to maintain farm
incomes. The lfacts are difficult to handle. Measured in conventional

© terms farming net profits are less ctable and often lower than wages in other

industries. Some farmers are very rich, enjoying annual incomes well above

v

those of most pcople. Most are poor in terms of income flows but posscss
more capital, in land, stock and buildings than the majority ef other citizens.
Cash incores do not measure the full benefits of farm 1ife; the attracticns

+ - - * ~ - . . - t i . . . HEPR .
of rural life, of independence and the status of a "farmer’ are all positive
for many who work in the industry. Equaily, the disadvanvages of remote-

: ' may, . . ,
ness, higher transporve and food costs/umke Lhe same cosh incowme woreh loss

in the countryside than in the town.
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The CAP was intended .to raise farm incemes by improving the productivity of .
labour.  This is difficult in an industry faced by 5n inelastic demand for
most of its products. Higher imcomes can only be enjoyed if more people
leave the industry or if substantial income transfeys are made from other
sectors. The CAP has relied almcst wholly on price support to secure highér
incomés by income transfers. This is unfortunafe, costly and only
partially ecffective.

Higher prices add most to the receipts of those who sell most. The farmers

‘who are poor have little to sell. High prices encourage new resources into
the Sectér, appear to justify highgr prices for land and new investment to
expandlfarm business.  The result is tﬁat struétural reform becomes more

“costly and more protracted. The high prices of the CAP directly raisé thé
‘cosf of some agricultural inputs, notably feedingétuffs.-' As a result smaller
farmers find it more diffiéult to expand and escape from poverfy. High

prices encourage production. For the Community this intensifies the

tending to surpluses and budget problems.

Tgble 6 and Diagram 1 show that although gross value added ver person employed
in agriculture rose auring the seventies, in most countries the rise has not
been uninterrupted nor has the gap bétween agricultura and cther sectors
appreciably nérrowed. he data on agricultural income spread in some

nember stétes, Table 7, suggests no substantial narrewing of income differences

between regions within different member states.

Today-hany farm incomes arellow. Prices cannot be raised because of the
budgetary conseguences of surplus. Ipflation implies increased costs so rcgl'
incomes-are likely to becowme even 16Qer.' In this situation botl traditicual
and moderu types of farm are thrcatenéd bhut fheir response 18 likoly 6o he

rather differvent.” The snall scale peasant producer nuay survive by supple-



~Talile 6 Gross Valued Added per persen empioved in Agviculture, TForestry
‘ and Fishing as a percent of Gross Deomestic Product per person cmployed.

(percentage)
W.Gefmany France Ttaly Nether- Beigium Lux. UK Ireland  Denmark

' ) lands . ’ '

1970 44 © 51 52 85 . 91 41 98 62 68
1971 45 51 51 79 95 42 96 62 68
1972 46 54 51 81 103 495 70 75
1973 46 na . 56 - 87 106 62 101 na 85
1974 40 na 52 72 ' 90 52 104 na o5
1975 45 na 57 77 95 63 100 na 84
1976 45 na 54 77 02 na 104 na - 86

Source: MAFTF. EEC Agricultural and Food Statisties 1974, 1977, 1978.
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Table 7 Agricultural incowme spread in four Member States of the EEC.

(a)

(b)

Gerwmany

(income of farmer and his femiiy per family labour unit)

Repion 1972/73 1976/77 1977/78
Schieswig-Holgtein 134 107 113
Niedersachsen . 107 114 - 111
Nordrhein-Westfalen 101 116 108
Hessen 82 86 84
Rheinland-Pfatz Saarland 20 94 100
' Badeﬁ“Wuntemberg 94 87 89
Bayern 95 E7 90
Total '100 160 100

France
(gross farm income per family worker)

Region 1970 1977 1278
Tle-de-France 388 298 341
Champagne~Ardente 247 278 234
Picardie 247 267 211
Haute-Normandie 148 118 110
Centre 135 96 (128
Basse~Normandie 85 65 64
Bourgogne 103 122 150
Kord 146 147 126
Lorraine 94 93 91
Alsace 69 105 111
Franche—Counte 87 3 76
‘Pays de la Loire -84 75 82
Bretagne 84 85 84
Poitou-Charentes 99 84 85
Aquitaine 65 ) 82
"Midi-Pyrenees 63 70 65
Limousin 50 68 2%
Rhione~Alpes 77 76 78
Auvergne 62 73 G5
Languedoc 88 150 134
Prcvence"Alpes—Roﬁsillon— )
Cote d'Azur 156 124 136
Corse 114 i36 101
Total 100 100 100




Table 7 (contd.)

(c) Ttaly -
(gross value-added per agricultural worker)
Region ' | 1971 1977 1978
Piemonte 93 96 90
Valle d'Aosta 65 69 67
Liguria 165 113 106
Lombardia 157 183 171
Trentine-Alto Adige _ 71 100 110
Veneto A 143 156 136
Friuli-Venezia Giulia 109 139 125
Emilia*Romagﬁa 129 159 157
Marche 67 .76 90
Toscana 106 103 116
Umbria 82 %4 102
Lazio 128 166 113

‘Campania 89 78 75
Abruzzi 91 98 82
Molise 54 T 42 55
Puglia 75 71 77
Basilicata 60 52 72
Calabria 63 78 63
Sicilia 95 75 84
Sardegna 124 98 87

Total 100 100 100
(d) United Kingdom
(net farm income per farm, excluding horticulture)

" Region 1970/71 1976777 1877/78
England North Region 126 112
England Eact Regicn 108 111 116
Englaund West Region 77 102
Wales 74 71 82
Scotland 110 127 95

Northern Yreland _ 71 80 ?8.

" Whole country 100 100 100

Source: BC Commission:

The Agricul tur

al Situatilon in the

Communi.ty 1979 Report.
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menting farm income by part—time work ox by sending his wife or family out

to work.  Since his variable cosfs dre low he may a¥so be able to zontribule
o his survival by '"tightening his belt'. The lérge scale modern producer
is more priée sensitive. If he hias borrowed to expand he is likely to find
cash flow problems which could force him to leave the industry. Thus this
type of squehze on margins might leave the chronically poor in the industry
and drive out those who in a more balanced market could make a satisfactory

living. If a crisis is to be avoided some changes are nceded in the CAP.

'(e) Intra-member transfers

The problem of inequitable transfers betuveen member countries is of almost
obsessive concern in the UK. Other countries who contribute less or are in

" receipt of continuing benefits are lass comcerned. . So severe is the proElem;
howe@er, that it threatens to destroy the Community of Nine before it can
becomela Community of Twelve. The exit‘of the UK would not sdlve the.problaﬁ,
Within a short time some of the new members might find themselves as dis-
illusioned as the UK by the discovery that measured in static terms they,

although poor, have to pay to beiong to a Community, which is rich.

The origin of the problem is the interaction of the Budget mechanisms and

the CAP. The Community‘s own resources stem from charges on imports (duties
plus import levies) and up .to one per cent VAT. Those countries who impori
most from outsidé-pay most into the EC's funds, those who spend a relatively
large fraction of GDP on consumption contribute proportionately more thaa

those who save a higher fraction of incomé. This mechanism tends to tilt
the Bélance against countries Qith a traditional free‘ﬁrade.policy and against
poorer countries,'who save less. The expenditure fvem the Community's
funds 1s very heavily on agriculturai support - at curvent levels still dn

Such expenditure is hosvily concentrated on & fow products,

i~

excess of 70
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primarily of importance to Northern Europa. As Table 8 shows 787 was
expected to be spent in 1980 on Cereals, Milk, Sugar, Beef & Veal whilst
3

only 167 was allocated to such important southern preducts as Oils & Tats

Fruit & Vegetables, Wine and Tobacco.

Transfers through the budgel .are only part of the problem. Because the
internal price of the EC is maintained at levels well above thase of competing

imported preducts, member states who i1mport within the Community make an

income transfer to other member states. Thus net importers lose and net
exporters gain. The dimension of gains and losses are not easily measured.

Disputes exist about what would be the level of world prices in the absence
' the .

of the CAP; and about the value of/security of supplies which the CAP

supposedly provides. However attcmpts'to measure .such transfers supgzests

that ithey are substantial (See Table 9).

The distribution‘of expendi;ure under the CAP, the relatively higher level

of protection accorded to most 'nmorthern' as against most 'mediterranean’
type products and the fact.that the new members are togéther net importers

of cattle and meat, dairy products and cereals suggests that the CAP will have

to be changed if unacceptable patterns of income transfer are to be avoided.

(£) The control of rhe budget

Table 10 demonstretes the deominance of CAP expenditure in the total of
: _ o
Community spending. The cause of this is the open ended commitnent to price
support and the chronic tendency of EC farmers to increase output. Once the
quantity produced exceeds that which c¢on be sold at the EC's administered pricoe

i

expenditure aises for intervention or export restitution. Curvently the
' type of
. . : )
most pressing problems are the dairy sector. However, some/cereals and

sugar both involve substantial costs and these are likely te grow.

~
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Table 8 TAGGF, Guarantee Section, expenditure by sector
| .o {Miao EUA)
1976 1977 1918 1979
Cerecals 655.9 629.9  1112.5 1574.2
Rice | 18.4 13.5 17.9 41.4
Milk products 22%7.7 2924.1 4014 .0 4420.0
0il and fats 247.1 268.5 324.8 522.9
Sugar ' 229.3 598.4 878.0 1004.6
Beaf' and veal *615.9 467.7 638.7 688.3
" Pigmeat | 29.0 37.3 45.0 C 84,9
Fruit and . _ '
vegetables 185.1 178.2 100.7 416.5
Wine : 133.8 89.9 63.7 94,4
Tobacco ~185.4 205.2 216.1 212.0
Oth?rs - 87.2 65.4 WA 112.5
Source: EC Commission,—Directofate~General for Agriculture,

1980
1727,
47.
4709,
672.
1116.
759.
717.

524,
203.
280,
126.

(1) The items of expenditure are taken from the statements submitted by the
Member States under the system of advances and are charged to a given

financial year.

=

o O w s~
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"Table 9 Netional net transfer payments due to the common organisation of agricultural markets
v .. ¥
1571-75 Million UA

1977/78 Million EUA

| 1971 1972 1973 1974 1975 1977

 W. Germany -246.742 - ~181.842 ~181.842- 173.744 -29.987 -1200

France L 356.979 516.856 484,288 -454.521 -410.784 +8G0

Ttaly | -265.062 35.080 -212.075 69.387  ° =202.740 ~700

Netherlands -152.089 104,773 1.647 126.740 119.311 +3100

United Kingdom - - ~895.589 -55.135 188.442 -950
Scurce 1971-75: Koester, 'Effects of the Common Agriculturél Financial System' in

European Review of Agricultural Economiecs Vol.4. No.4. p.327.

Seurce 1977/78: Rollo & Warwick, Balance of Payment Effect - Central Estimate, The CAP and
Resource Flows among EEC Member States. MAFF. 1979. ’

L

Sum of selected agricultural praducts (wheat, barley, sugar, beef and veal, butter -and
skim milk powdar). ' :

NOTE: The figures for 1971-75 are calculated in a different way than those for 1477 and 1978.
Although not strictly comparable they illustrate the dimension and direction of intra-
mermber flows.




Table 10 PACE Expendirure as percentagse of Budget(actual and

. Total EAGE

of which
Guarantee

Guidance

EAGF as Z%
Total Budpet

appropriations)

1974-7 Milliou UA
1978 Million EUA

1974 1975 1976 1977 1978

{apprapriationg)

3406.3 5005.7 5583.2 G463.5 9118.8

Source:

3277.9  4821.4 5365.0 6166.8 8695.3
128.4 | 184.3 218.2 296.7 423.5

75.0 78.1. 76.6  74.3 73.8

EEC Agricultural and Food Statisties 1974-77. MAFF.1978.
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This growth in spending is more than proportional to the increased production.

Once the home market is saturated virtually the whole of any additional output.

) bridges
has to be supported by EAGF funds. This expendituve/the difference between

1
.

world market prices and those in the, Community. In an overloaded world
market, additional EC sales may further depress very low prices. Thus the
cost per unit of export subsidies can be increased as the quantity placed on

the market rises.

The enlargeﬁent of the EC may seem tq offer some relief. In 1978, for
* example, the e%isting EC had exports of butterjvalued at 193 million §, the
new members were net importers {o the tune of 10 million $. The Nine exporter
69 millionr$ of wheat and wheat flbur; the ney members importe@ 30 million $.
Such numbers make it clear that enlaréement will only marginally ease the
.problem {at cqstlto the acceding countries}). The ;nderlying trend 1s still

for consumption to grow less rapidly than production and for surpluses to

grow.

As things stand the Community's commitments o expenrditure are likely to
outstrip its resources. Thus, unless a new budget resource is created the
—policy will have to be changed. Those members who are currently most dig-
advantaged by the CA? are unlikely to agree to'provide-more finance. Thus .

at sowe date, not too distant, the policy is likely to be financially

insolvent.

Opticns for reform.
This section of the paper deals with the way in which certain types-of policy
may be manipulated to improve the working of the CAP. The underlying

policy's
hypothesis is that no one peliey change can solve the/preseni problems. 1In an

enlarpged Commupity it bocomes avenm more important to see agricultural poiley a

oniy one aspect of the Commumity's response to the cconemic and secial needs



14
of its members. Given the uncertain economic, strategic and political
outlook for the world in the 1980's, this Dbroader perspective is vital if

Community members are to make the needed cowmpromises, .

(a) The use of price policy

The CAP relies principally ﬁpon.administered prices to give effect to the
Treaty. In a situation of surplus, high levels of protection and advances
in farming technology'thé lozie of such an approaéh is a cut in price. Lower
price supports wouldAdiscourage production. Pursued far enough and for long
enough!cuts in.price would lead to reduced output. More immediately lower
) price supports would cut the unit cost of intervention and export reétitution
so'that a given level of surplus would cost the budget less. Lower price
supports would encourage consumption, although since the demand for many
‘surpfus products is inelastic, the total revenue of .the industry wcuid:fall.

' in EC enport

Lower price supports would reduce the element of 'dumping
restitutions and provide a basis for sound export trade. Lower price

supports would promote the movement of resources into more eflficient uses.

Against such a catalogue of virtues it may seem perverse that prices are
.sustained and even increased at successive annual price fixiags. The reasons

for this are partly technical and partly political.

A first technical point is to note that in real terms agriﬁultural prices

have fallen during the scventiés, and especizally since 1973 in most member
countries.. Table 11 shows that only i1n Ireland and Italy did.product prices
keep pace with‘the gencralrmovément of‘conSumer prices. In France, the
Netherlands, Belgium and Denmark they fell well behind. The reasens for this
are compiex but ,help'to explain why the Council of Ministers did nét cut

-

nominal prices.



Table 11  Comparison of movements in the General Consumer Price Indices
and producer prices for agricuitural products (a) 1968-1978
and (b} 1973-78 {amual average rates of charge).

() ' o o)
1968-78 o 1973-78
Consumer Prices of Consumef Prices of
_ _Prices  Ag.Products Prices Ag.Troducts
Germany 4.7 3.0 4.8 4.1
TFrance - 8.4 _ 7.9 : - 10.7 7.7
Traly 11.1 - 16.7 16.7
Holland 7.5 3.6 ' 7.0 2.4
Belgiun 7.0 - 9.2 3.6
Luxembourg 6.2 4.6 ' 7.9 3.8
" United - o _ .
Kingdom 11.7 11.6 - 16.1 13.5
Jreland 12.1 14.4 _ ‘ 15.3 16.9
LDonmark 8.6 g.0 g 11.0 6.7

Nine - - 8.7 11.5 . 10.0

Source: Ag. Situation in the Community 1979, -
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Sccond, the process of price cutting iz not iikely to lead to precise results.
Some have argued, despite a lack of evideunce, that farmers would produce norec
at lower prices. This éeems improbable except iﬁ the sense that more compe-
titivé conditicns may persuade some farmers to modernise more quickly. Even
then, if prices are cut sufficiently the effect must be to make some farmers
insoivent and to discourage new investiment in farming. More substantially
soﬁe have claimed that price cuts might lead to too large a fall in output,
shorfages in the market and sharply rising prices. Such an argument pre-
supposes that farmers are uninfluenced by the market and make their decisions
only on what governments guarantee. This is unrealistic. ‘ In sectors
free from détailed'government interventiﬁn eg. pigs and poultry, farmers
seem quick to respond to the poséibility of higher market prices.. The market
may bécome destabilised in such cOnditions.but it would be possgible to cut
EC support prices for many products without destroying the 'floor' price's
ability to limit excessive downward price fluctuations. It is unduly
alarmist to assume that there is no path between shortage and surplus which
a market is capable of identifying and serving. It is a characteristic of
a competititive market that prices and supplies vary from'year tc year. The
purpose of policy should be to eliminate excessive fluctuations not to damp

out all price movements. - . :

The political-difficulties of.cutting prices are more ohdurate. Reduced
prices mean an im@ediate cut in revenue for producers. In the 1§nger.run
some cocts may also fall but in the short rum the impact is a sharp cut in
incone. . Farmers-organisations will inevitably and properly oppose fhis. In
some countries public opinion, too, may be unsympathetic.towards measures
which cut thé incomes of farmers— especially of those who ave peorest.
Politicians, in the Community govérn by consent and if they lose public
appro§31 al; lose poﬁer. There 3.8 thus a very strong constraiﬁt against

price cuts, especially in nominal terms.

o gy Agr e T ] Py m— e
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It should be mentioned that for one government there is almost equal political
difficulty in not cutting prices: The UK has traditioﬁally'separated the
price of fodd_from the prices paid to farmers b? the use of deficiency payments
To maintain high food prices, when goods are in surplus énd the cost of suﬁport
falls disproportiondately on the IK,destroyé the credibility of the Community
in the‘eyes of the British public. No UK government can expect to retain
office if itrdoes not, as a minimum, resist ‘increases in price and plan for
their ultiwate.reducﬁion in real teéms.
The political problems of cutting prices are not simply internal to member
states; they affect, too, relationships between members. Countries such
as France and Ireland recognise that lower prices will reduce their national
receipts from farm exports. Countries sdch_as Germany with a strong and .
appreclating currency,-fear that lower prices will be especially damaging to
their own farmers who currently rely on positive mca's. Lower farm prices
-are attractive to net importérs, especially if their currenc# is weak. Not
only do they contribute to reduced resource costs as a resﬁlt of the CAF but
they also assist in limiting inflétionary pressures within the domestic
economy.,
.Such direct conflicts of interzst ineﬁitably 1eéd to an impasse in terwms of
agricultural policy. They can ultimately be resolved only by instruments
which‘go'beyond price poliey. '. It remains true, however, that in any =
reformed. CAP price policy will have to play an iwportant, but diffefent-rolo.
To be useful price policy must be adjusted in response to long run mérket
pressures. _ Tn current circumstances that must mean_freedgm to reduce the
real prices of many products. Mo policy which is incapable of such manip-

ulartion can succeed. ' - -
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(b) The use of structural policy

Structural policy embraces a wide range of Aifferent activities. These

have in common an intentioq te shift the distribution and volume of resources
used in agriculture in sowme preferred direction. Within the Community it
became fashionable to describe its sufplus problems as structural, indicating
that a'solupion w0u1drrequi§§”qgﬁ just some adjustment in output by existing
firms but the disappearance of some firms from the induséry. Structural
policy sought to easeé and accelerate this by aids to retrain workers, to
promote early retirement and to assist those farms that remained to increase
their efficiency so they could produce at lower cost. 'he changed economic
circumstances since 1974 have discquraged this approach and the current
emphasis of 'structural' policy is on main£aiﬁing activity ‘in the more remote

and difficult farming areas.

Tﬁc inadequacies of structural policy are well demonstrated by this experience.
Conceptually it implies a vieﬁ about the optimum distribution of resources

- between farmiug and other occupations. In practiée the abiiity of planners
to forsee what opportunities exist in other industries is limited and well
beyond the remit of agricultural policy. Again, although Communitv gheory
suggests thatrthe EC is one economy, the reality is very limited mobility

ntween member states and very stirong national soeial, regional and ecoromic

policies. Resource use cannot in such circumstances be effectively planned

at an EC level. =

The financial consequences of structural policies are complex but costly.
Their execution involves substantial sums per person affected 1f tﬁey are
to have any app;eciable influance.on his conduct. The schemes to aid
retirement have largely failed because too 1it;1e has been offered by way of

pension. When put into effeet, wodernisation schemes commit capital which

has to be sezyviced from future earnings. These are dependent upen priee
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assumptions. Should existing 'veal prices' be used in planning the encer—
prise may well fail if price increases do not keep pace with inflatiomn.
Modernised farms add to EC outpuf. Thus they ;énd to intensify the

problems of surplus, add te the costs fhlliﬁg on the Budget and require a

" larger cut in EC prices than would otherwise be needed.

.

The contribution which étruCtural policy can make within a reformed CAP is
limited. In so far as its current activities afe concerned with social
‘and regional policieélthese might be more adequately dealt with by Community
policies specifically diivected to these ends and-not confined to agriculture,

The contribution of structural policy to the redirection of agricultural

.

resources is likely to remain modest. - - The overwhelming weight of national

economic policies and performance in terms of the creation of employment

-means that both what is appropriate and the pace of mocvement cannot be dater-—

mined by the CAP alone. In such a situation it seems possible that aids to

mobility wmay make a positive contribution. In contrast, within an over-

supplied market it seems perverse to provide especially generous terms. for

investment on farms; even in "Less favoured' areas.

-(c) The use of gquota's

.

The Community already uses quota's as part 6f the Policy for sugar. These
have not beer particulariy 5uccessfu17iu controlling production or limiting
budget cost. Despite this somﬁ reformers advicate fhe extension of quota's
to other commodities. A very lavge number of alternative quota schemes‘can

be cenceived having in common an attempt to Iimit the quantity produced or

sold. They share some general preblems only some of which are examined here.

First, quantitative restrictiens may freeze the pattern of preduction.  This

is incompatiblie with competition within the EC. Tt damages those {armers

and countriss where productiocn might grow as a result of Community menher—
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ship. This is likely to be particularly unattractive to new members.
For the Community as a whole a sfatic'production ﬁatfern is costly atla time
of changing technology, changing factor,pfices or cconomic growth. Its
implicit resource cost is difficult to measure but is likely to.inérease over
time.
Second, quantitative restrictions require administrativé intervention. The
precise needs ﬁénge on the scheme sélected but some system of allocatfng
quotas and policing their operétion_is essential. There must, too, to a
method of penalising those who produce more than their quocta. The compli~
cations involved in negotiating and enforecing such. an administration at an
EC level could be substantial. The costs of admiristration would also need

to be monitored. They represent a further, unproductive use of EC resources.

Third, whilst quota's might bring some immediate alleviatioﬁ'to pressures
on the budget they do not solve the other difficulties of the CAP.  Poor
farmers would remain poor. Net‘importers would still carry an undue shaive
of the costs of the CAP.I The Community would be no nearer prowoting the
movement of resources in agriculture in a direction.compaﬁibie with the

interests of the Community as a whole.

One approach to quotas is to limit the level of support to a certain volume
) - . =0
of output. In principle the Commission's proposed. 'super—levy' on mitk

have . .
would/made the costs of disposing of ewtra milk 11 on farmers whose pro-

duction had grown since 1979. This type of approach has grecat budpztary
convenience, especially since milk support amounts to almost 44%Z of all price’

support costs. However, it is damaging to the efficient and especially to

countries whe have lately Joined the Community and whose industyy is organiscd

in large scale unite.
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An alternative woald be o make the intervention price and level of export
restiturion conditioral upon aggregaté output uot'exéeeding a stated duantity.
-Administrqtively this would involve dividing official Support paymeats into an
initial and final amount.  The farmer or trader who sold into intervention
or claimed an export restitution would réceive at first only a part of trhe
payment. At the end of the season a second payment to bring his. total
receipts up to the intervention level would be made. .If the total quantity
requiring official suppert exceeded the volumne guafanteed no additional
budget funds would be;made available; the second péyment being reduced in
proportion.  ‘Such a scheme is administrativelyrmore cumbersome than present
arrﬁngements but it has some attragtion;. It would force farmers to
consider aggregate supply and demand conditions in planning their production.
It would tend to allow market prices to fa11 if excess production were
offered, thus ensuring that more was used within the Community. It would
facilitate a rational debate about how much budgetary support the Commﬁnity
would give to specific prodqcis. It would involve no complicated 'policing'
problems, since the needful data would, by definitiop,be in the hands of the

EC authorities.

.(d) The role of Dircct Income Payments

v
Y
. . ‘ P Ty . ./
Most farmers have an in-built distaste for direct lncome payments. They

see them as a visible transfer, likely to be vulnerable to attack from
ministers of finance and other political groups. In contrast most economists

seem to find them an essential component of any rational CAP reform.

The arguments in favour of direct income péyments are compelling.  The
removal of surplﬁses, the limitacion of budget éxpenditure, the attainment

of an equitable baiance botween member states all imply a reduction in farmers
revenuces., Such a cut would léad to a more than‘proportioual_lbss of -incoma

for both 'medern' and 'traditionzl' farmers. Politically such a cuf is
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wmaccedtable to most governmenis, I¢s implication fecr the cohesion of the
Community make it unacceptable to those who have respomsibility for the EC

itself. ‘ : .

Direct income payments make it possible to avoid such a conflict. By off-
setting the effects on farm-incomes of lower prices or quota restrictions, the
main grounds for dispute can be removed. Ihcome-compensation need not cover
the whole Jloss in reﬁenue, but only that element representing income after
farmers have had an opportunity to redeploy resources. Its costs therefore

fall over time- and because prices are able to fall, such,comﬁensatioﬁ éan

positivel; contribute to the directidn of resources into more efficient uses.
-Income payments can also diécriminate between the different needs of farmers
in different regions and of different size;. Their flexibility means that

for a given transfer between farming and cther sectors more benefit would

accrue to those most in need from income payments than from price policy.

The attractions of direct iﬁcome.payménts have not yvet, in the minds of those
who administer the CAP, offset their difficulties. These are substantial.
Apart from the opposition of farmefs organisations, there is likely to be
criticiem from othér industries who may query the hecessity of exéeptional

, . : nominal . a . . .
aid to farmers incomes. Unless/pllces are adequately reduced direct Ilncome

7 dispuiscd ,

payments wmay bc treated as a form of /price 1ncrease — and lead to higher
output. Administrative probléms, the identification of reciﬁients, the
calculation of entitlement and the d1fLr1but1on of payments are complex and
costly. Within the EC national soclal security agencieﬁ operate in
different wayﬁ, there“exist very differvent levels of iﬂcoma in the various
member countries and there is an unequal distribution of vproducts 'in surplus'
bétwecn_mcmbers. Some J‘frel“uces between member countries income schcmes
would be inevitsble aud this.rniscs the possibility of distcrtinns of uﬁmpa“

tition. The impact on the budget is ronsideralilce. =~ Instead of paying
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that ‘part of the cost of surplus production thch exceeds its value in world
markets, funds would be needed to cover, for all production, the income
effect of a2 lower pri;e. In time this would diminish but its immediate

cost would depend upon the degree of %rice reduction and the volume of output.
Where considerable surpluses exist this weuld be substantial, but where EC
cost of production exceed the world price,.thé net effect on the budget would

be helpful.

Such complexities are a deterrent but it seems inevitable that some form of
direct income payment must be included if there is to be any satisfactory

CAP reform.

(e) Netional Aids to supplement the CAP

The continuing importance of national aids to agriculture conflicts with one

of the basic assumptions of the Common Agricultural Policy. This by replacing
: intended

the separate policies of members was/to remove distortions in the agricultural

market. The durability of national aids is partly a result of the fact that

the CAP alone has not met the minimum political needs of member governments

and partly a reflection of the lack of real economic unit in the Community.

In terms of economic grﬁwth, inflation and employment the constituent economies
of the Nine have continued to oparate indépendently.and‘at times to diverge.
The CAP by treating one sector, agriculture, as if it were part of a single
European economy creates stresses between that sector and others within memher
states. These have been coped with by such devices as mea's, credit

. =L
facilities for farmers, tax rcliefs and the provision of some services at less
than their full cost. The result ié-not compatible with the conceﬁt of a
~common policy for agriculture but it Las enabled members to co-exist within
the framework of the CAP.
The Community could in principle move ﬁowardsra more clogely intégrated
cConomy. This wauld imply transferrving wore powers to the EC, eg: contvol
of monecy supﬁly, taxation, social and vepional policies. It would also

redulye the Communiiy o Accent resnenas i Tifing Far omakiae Tocame Fransfoavg
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to 1ts poorer regions. In the absence of such a scheme the less prosperous
parts of the Community would find themselves in continuing confliet with its

richer regions. At this stage, however, it seems that there is insufficient

confidence between mewber states to 2llow such an advance to take place.

In its absenée the continued co-existence of members with the CAP may require
some degree of open devolution of parts of its responsibilities. . To admit
this is not anti-communitaire but realistic. In its absence the CAP and the
Com@unity might well collapse.

Various possibilities exist. One extreme would be torpermit within the
overall rules of the Treaty national aids .to take care of any problem,not

solved by a Community price policy designed to afford free internal trade

in farm products and preference vis—a-vis third countries. Such a policy

although applied to other sectors seems to some too likely to lead to dis-

toftion of competition, to thé disadvantage of farmers in poorer countries.
At the other extreme the Community might seck greater control of national
aids by permissive legislation, sharing the coét of national schemes between
éentral and national funds. Such an approach already applies to structural

policy; its extension into income support seems attractive. Again, however,

there is a risk that richer cc'mtries would be better able to contribute to

such a fund and thus securs’ an undue share of EC spending.

(£) Intra member compensation

A major obstacle to reform is the Ffact that as things stand the agricultural
exporting countries benefit from the high price level enforced by the CAP.
Understaundably they are unwilling to lose any of this benefit and unsympathetic

to those who call feor reform and lower prices.

- The serious pature of this conflict of interest betweon members suggests that

only a major erisis, in which those who wain felt that their whole situsiien
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in the Community was in peril could permit reform te take place, Unfortun-
ately, such a crisis seems_inescapable. The underlying trends of preduntion
and éonsumptiqn are incompatible with the stabiIiLy of the CAP as it stands.
For those who currently benefit the option is not whether there will ba reform
but when and in what way canrthey pﬁeservermdst benefit.
One possible route is to use EC resources to comﬁensate net exporting
member statesrfor the lost income implicit in lower LEC prices. Such
com?ensation would initially have to cover a high proportion of the reduced
prices but as time allowed farming and industrial patterns to.change, the
incouwz lost would be reduced and thé appropriate payvment fall. Such payments
could in any case not exceed the value of .the net exports of the ﬁenber
country at curfent EC prices minus, their wétld price;' In so far as internal
prices remain above world prices the need for income compensation would be
reduced, The Community budget would have to spend less on export resfitu—
tion and intervention because both the quantity needing support and the cost
per unit of support would fall. . Additional payments would ocecur 6n1y in
respect of intra Community trade. On third country trade the cost would
shift from export restitution to inter governmental transfers. This could
be‘coveréd by a degressive tax liabili;f oiv nel importers, which could not
e#ceed the effect of lower prices on theirn national income and would even-

tually decline and disappear.

Compensation on this basis would leave the initial distribution of advantage
-unChanged in the short run. It would, lhowever, provide real aid for the

gradual remaiignment of agriculture in the net exporting countries. -The
funds available would for example be sufflcient to meet the income needs of

farmers faced by lower prices, apart from that 2loment which was. simply a

redistribution of income within each of member countries.
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The operation of such compensation would be an important contribution to a
more acceptable patiern of intra~FEC.ilncome transfers. As such it would
help to bring the needs of members more into line with those of the EC as a
whole.  Clearly such possibilities must be considercd in any programme of

reform.

Conclusions
It » — " ! . . . 5"
This paper has explored some of the reasons why reform is needed and discussed

some of the instruments which might be used. No single 'reform' is likely

"to be sufficient and acceptable. In practice some combination of changes

in present policies will be needed. The range of possible combinations of
policies which would work is very substantial., Dogmatism about particular
recipes is not justified. In practice reform may require a consensus

about wider issues relating to economic management of the Community.

Against this background, however, it is possible to identify some chearacter—

istics to look for in a reformed CAP. It must be better balanced between
products and members. It needs to be capable of ucing price policy both to
increase and decrease the incentives to production. It should separate

the issue of production from that of farm incomes and, possibly with EC
Social, Regionmal and National policies, meet these income nweds dircctly.

Tts activities should contribute to the adjustment of agriculture in a socially

respousible way so that all may benefit from a better pattern of resource
use in the EC. It must offer an acceptable path of chanpge to those

members who might lose from reform.

For new members whe have so large an interest in agriculture this prospect
may scem dauncing. However, it is better to recogunise the hazards from the

outset than be vome disiilusioned once membership has heen attainad.

John 8§ Marsh
April 1980,
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-Toﬁer than the corresponding shares in Spain, Portugal or even Turkey. At

1. Introduction

By joiming the. Community as a fy]] member, Greece enters an industrial
free frade area covering almost the whole of western Europe, i.e., EEC and
EFTA countries. Moreover, it will face almost unrestricted competition from
manufactured exborts of 13 Hediterranean and 53 African, ﬁaribbean and Pacific
countries (ACP) as well as a limited competition from manufactured exports of the
less deve]oped'cbhntriés covered by the Community's Generalized System of
Preferences (GSP)- without getting comparable advantages'in the markets of those;
countries. Thus; EEC mémbership wi]]lchange considérably the market environ-
ment of the manufacturing sector. In view of the fact that the competitiveness
of most Greek industry is still very low and that it lags far behind the community
levels, the question arises as to whether or not the “%ree{xade” solution
inherent in the treaty of accession will spéed up or retard the industria?izatioh
process of.Greece‘“ In the search for an enswer we shall first examine the present

pérformance of the Greek manufacturing industry and its structure as it developed

during the past 15 years, and shall éttempt to relate the structural weaknesses

to its lack cf-CDmpetitiyEneés. ‘Then we shall examine the changes in the industris
environment which Greek industry will face under the EEC membership.: KWith these
factors in mind we shall attempt to assess the magnitude of the adaptation problem

the industry will have to surmount.

~—

+

A crucial characteristic of the Greek economy has always been the Tow

share of the manufacturing sector in GDP. Despite its increasing importance

'in 1977 the sector's output accounted for only abouf 21.6% of GDP which is

b
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presént the sectbr erploys around 20% of Greece's 1abour force and fixed
investment amounts to roughly 17% of the available investment funds. 'These
limitationé are cénsideredrto be a severe weakness of the Greek economy, and
it is the declared aim of the Government to intensify the industrialization
process witH the,objective oj:sgguring self-sustained growth and feducing

the economic gap between Greece and the developed countries.

.Despite its smé?l size the manufacfuring sector was one‘of the star
performers-in'the Greek economy prior to the ' 0il crisis of 1873 and the
1974-75 recessioﬁ. _Between 1963 and 1973 its output increased at-an average
annual rate of 12.3% with investment and employment rising by 12.7% anq 2. 3%
annﬁaTTy. In the period 1974-77, however,‘investment remained stacnant. and
fhe_annua] rate of growth'dropped to 5.8%. Over the per1od 1963-73, for which
data on capi£a1 stock andermloyment are available, productivity growth was’
high by any internalional standards. Thé contribution of the "residual” to
outﬁut grovith was 61% whiéﬁ leaves only 39% to be explained by increases in
_'the quant1u1es of cep1ta1 and labor. This h1gh increase vas primarily due
to the marked increase 1n cap1ta1 1nten51ty and to the resu1t1ng technological

change empbodled in the 1nvested machlnery and assoc1ated pFDdUCtTOH methods.

Direct foreign investmeﬁt in manufécturing started'being of Some
importaﬁce at the beginning of the 1960's steadily increasing until 1973,
lIt declined sharpely from 1974 onwards and has not yet shown any signs of ==
recover&; Tota1 foreign capita]_inVested'in manufacturingﬂduring'the period
1954-78 amqunted to about 7.5% of the total capital invested in the sector.
—Almost half of these funds went into basic metals and oil refinning, and
another 30% into chémica?s, shipbuilding and e1ect?ica1 machinery, About one
third of foreign capital came from EEC cogntries, primarily from France;
A1though_the significance of foreign capital as a source of industrial finance

-has been limited, its contribution was very high in the introduction of new



'products and proeuct1on methods of h1gner product1v1uy, as well as in the

deve]opment of new exports and in import substitution of final productsl.

Tne export perfofmance of the manufacturing sector as a vhole was
particularly higﬁ ub‘to the oil crisis of 1573. "Between 1963 and 1673 it
increased @t an average éﬁgaéfjrate of 30.4% jumping from § 53 million in
1963 to $ 756 million_in 1973. fs @ result its share in total expprts rose

from 11% to 68%.

The share of imports in the domestic consumption over the period 1963

77 varied very 1ittle remaining around 23%. Composition of imports a1$o show
very 1ittle change over this period. Af présent the Greek market coﬁtinﬁes

to be relatively well supplied by domestic ptoduction of food, beverages,
clothing, shdes, textiTes, wood, furniture and non-metallic mineral products,

hile the dependency on imports for all other products remains relatively
high. "Looking at the ratio df import to home supp1y we conclude that over the
period under consideration, import substitution has bepn neutral. This togeths
with the high export performance indicates that since the Associatibn,ﬂgreeéent
in 196276Feek manufacturing industry has-éained in'interﬁationaT competi tivenes
However, an eéonometric.anaiygﬁs bésed on the input-output table of the year
1960, has ghowﬁ that over the last 10 years as industrialization proceeded the
growing demand for 1ntermsd1ate products was 1ncreas1ng]y covered by 1rnorts
1nstead of by domeshc pmduc{:toﬂn a . The result was- an

_increase of the import content per unit of output. As a Greek bank officer

put it characteristically, "this means that when we take measures to stimulate

T e S T W A b e g T B gy T T o g T Py B S

1. Over the period 1270-74, the foreign firms accounted for almost half
of Greck manufacturing exports and the greater part of import substi-
tution of final products.
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our ecohomy, it is the factories of our trading partners which benefit".

It is clear that further growth'a1ong these lines will be conditioned by

thé avajlability of foreign exchange to finanée the increased imports,

However, up to now the foreign eichange situation did not restrict

. growth. An econometric analysis shows that in the last 15 years growth was

demand rather than resource constrained. It was also shown that changes

in exports were the main determinant of manufacturing investment and hence
the main vehicle qf growth, while changes in hone demand éppeared to have
P—Qa\(t& a Resser L=l . Invisible receipts and autonomous
inflow of perate caﬁi%ai_ﬁere adequate to céver the heavy,tradelba1ance‘
deficit. | | |

'7 In view of the high-degree 6f import penetratidn into the home market
and the fact that Greece's exports account for only a small share in ihternationa]
markets in general and in the EEﬁ markets in particular, the possibilities

of expanding both home and foreign markets depend primarily on the structure

of Greek industry and its competitiveness as well as on the qualities and
quantities of the products produced. Therefore, we conclude that it is the

“sector's structural weaknesses and not the demand whﬁch condition future prospects

However, the magnitude of the adaptation problem, which dindustry will have to
surmount will depend not only on the structural pattern of the sector but also
on the extent Lo which the industfﬁa] environment will changs due to EEC membe?i
ship. In the-fo11owing section; we gha]] diécuss how Greek industrial policy

will have to be altered in order to conform to the EEC principles and policies,
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rﬁp{hg_gﬁoyigjons‘of the Accession Agreement imply the following changes .




(i) Liberalization of trade within a b-year transition'geriod: Concerning
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EEC and EFTA countries 1ibera1ization of trade implies comp1ete'e1iminétion

-of tariff and non-tariff protection by both parties. As to the third countries

this implies alignment of the Greek rates tb the CCT, and Greek adoption of

~ all trade agreements concluded between the Community and third countries i.e.,

all preférentiél agreements‘and the Generalized System of Preferences (GSP).
Application of the preferential agreements means that Greeée has a) to grant
free access to its market to-Tunisia, Marocco, Algeria, Egypt, Jordan, Syria
and Lebannon aé vell as t0'53 African, Caribbean and Pacific countries (ACP)
and to obtain most-favored-nation treatment in return and b) to grant prefe-
rential access to Malta, Cyprus and Spain and most-favored-nation tfeatment
to Yugosiavia obtaining the same treatment in return. Abp1icat10n of the GSP
which now covers 114 countries and 27 territories of the less developed world

will oblige Greece a) to grant free'entry to manufactured goods from these

countries up to ceilings periodically reviewed within the GSP framework aﬁd

b} to apply the quantitative restrictions imposed by the EEC on the import of
certain perUcts from these countries, as in the.case of the Multifibre

Arrangement.

e e A T A . g S L b v A

EEC countries to Greece will be subject only to legal controls. Its re-
patriation as we]].as current transfers will be Tiberalized gradually during
the trahsition period. Hovémenf of Greek capital to EEC countries will also
be 1ibera1ized gradua}]y during the transition period, Capital inflow frdm
tﬁird countries will continue to be governéd‘by the‘Roya1 Decree 2687/53
which allows for selective treatment according to the national priorities.

. o _
The present control system willjcontinue to govern the outflow of capital

3

to third countries.
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within theé seven years transition peridd; There wi11 be no obligation to
adjust current levels of remmuneration or to change current conditions of
work'(hours'of‘workueak, annual Teave of'absence‘etc.}; Thé Commission
makes only Fecohmendationé in this respect. The EEC Social Fund will become
available to Greece:fo help to eliminate {mba]ances in the labour market

under certain conditions.

- {iv)} Coordination of policies on competition_and regional _policy: Fronm

o Tn e B o e e T e it et o e oy - e Al e e e e et R e v e

1981 onwards, Greek policies will have to be in harmony with the EEC prin-
ciples. The Commission will have the right to examine Greek measures con-
cerning industrial promotion, regional policy, contrd] of competition etc.,

in order to insure complience with the EEC principles. Greece will have to
report to the Commission all new measures. However, up to now, the guidelines
concerning industrial promoticn issued by the Commission remain rathef loose
and the individual member states continue to promote their industries accord-

ing to their own national considerations. Directives issued $o far concerned

~mainly matters affecting regional development, the development of small and

medium sized industries and the déve]opment of certain industrial sectors,
in particular the problematic industries such as steel, textiles and ship-
building and the new dynamic industries such as data processing and nuclear

power,

The real implications of -the above policy changes, for the Greek
industrial environment can be assessed by reference'to_its present state.

According to the timetable envisaged by the Association Agreement, by
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Novembor ist 1979 tariffs on manufactured goods will be 40% of the1r 1962
Tevels. It is estimated that on average the effect1ve protect1on will be |
then about 20% against goods of EEC origin and some 25%-30% against imporis
frém non EEC caunfriesz. The non-tariff protection s given by import

quotag imposéd on some products, the import deposif scheme and the preferential
purchasing practices of the government. Although the effect of tﬁe non—fariff-
protection is Qery d%fficu]t to assess, it is certain that it is important for
some prdducts especially those of the engineéring sector, The present system
of incentives include tax exceptfoné on reinvested profits, increased
depreciation aTiOwénces, reduction of the turnover tax, reductions of the
social security contributions, interest rate subsidies and free loans from

the State. On accéssion some of the incentives such és those designed to
encourage exports {e.g. the decision of the Monetary Commission No 1574/70,
reduction of turnover tax etc.) will have to be abolished and other which
remain compatible with the EEC principles will have to be handled on 2 regio-
nal basis. The encouragement of new industries by protective tariffs will

disappear.
As for Greek exports full membership will not change their access to
the EEC market since all Greek products enjoy duty free entry since 1974.

The policy changes implied by FEC membership with respact to capital

movements between Greece and EEC countries will drastically affect capital

B i S —

2, Estimates made by the Center of Planning and Economic Research.



-8 -

outflow which under the present system is subject to-strict control. The

éubstantive controls to which capital movement between Greece and third
countries are subject at présent apart from the conventional exchange control,

will not.be affected.

To summarize, it is t6 be noted that seventeen years after the
Assotiation Agreement was concluded, .: Greek industrial production remains
greatiy protetted. A]mosf half of the tariffs are stiil in force, the whole
system of . * ndn—tatiff‘pkotection remains intact and numerous subsidies are
available to  industry. The capital outflow is restricted. The idea of
this slow elimination of protection provided by the Association Agreement
was to a]wa for a smooth adaptation process frém a highly protected to a
more open economy. It should be admitied, howéver, that on]y.very Tittle
progress has been made so far in eliminating the inhefent‘weaknesse; of. the

sector and in improving its competitiveness. In the following secticn we

-shall examine these weaknesses in some detail and shall speculate on how the

EEC membership is likely to affect the main categories of the industry and

the processAof industrié?ization on the whoie.

R e e T e o gy WS i vy suffi i Sy S ety

4. The effects of EEC membershib on the industrialization process

4,1, Structura1 deficiencies

Behind the problems which the Greek manufacturing sector will confront

as a result of EEC membership lie structural factors. In what follows, we

shall attempt to identify these factors and to assess their significance.

But before prpceeding further, it is important to realize that,as it can be
seen from Table 1,when we deal with the Greek manufacturing sector we deal
with very small numbers when compared to EEC standards, Of course if productio:

Pl

is hignly specialized the small size of the sector as such is not necessarily
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a wealiness. However for Greece smallness only aggravates the structural prpA

. blems of the sector. N o

Greek manufacturing production éonsistg mainly of a plethora of
tradiiiona? consumer gddds. Due to high protection‘againSt foreigp competi-
tion ané the smail size of tﬁéwﬁaaestic market, productfon.in these branches
is highly differentiated and the produced goods are mostjy of Tow qua?ity.

In addition the demand for these goods is characterized by Tow income elasti-

~ ¢city and high pr1ce elasticity. Production of modern consumer goods - mainly

e]ectrlcaT app?]cances and some chemical products - has been bu11t up relatively
recently, mainly by mutlinational firms.  However the work is limited altost

entirely to the assembly of products from imported components, depriving the

sector of real engineering‘experiénce. In 1977, both traditional and modern

consumer gobds accounted for about 70% of the total value added in the maznu-

facturing sectorm

| The construction boom experienced in Greece after the second world war
provided a vital stimulus to the developnent of sbme sub-branches of the steel
industry, meta1 products, non- n@ta1l1c m1nerals and wood a11 of Tow technology
content. The growth of these branches, wh1ch accounted for about 15% of 1977
value added in manufacturing, Ted to marked dependency of the manufacturing

=3

sector on the 1eve1 of construction activity.

‘The development of engineering and tool making (5% of 1977 ménufactyring
value added) is still in its infancy, and the processing of minerals (éround
10% of manufacturing va?ué added} is still very limited despite the notable
prograss 1in a]uminium and ferronickel processing. Besides, processing remains

limited mostly to the primary stages of production,
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‘The adverse effect of the present composition of output on the overall
competitiveﬁess of industry is further aggravated by the small size, Weak
management and‘]ack pf ;pecia1izati§n of the production units. As it can be
seen from Table 2 manufacturing output comes primarily from artisan workshops.
rather than from units of an fndustria] size. Vorse still, econometric studies

2

show that the larger units are no more efficient than the small ones”™,

Ménufacturing equipment used by Greek industry is re1ative1yAnDdernql
However, it is on the whole not suffﬁCient1y utilized. This 1is due-primarj1y
to the 1nadequaﬁcy Qf'managemeﬁt, the small sizé of firms and the shortage
of skilled persbnne1. Excess capacity, although diminishing in fecent_years,
is still quité large and 1ead§ to high production costs. Competitiveness of
the manufacturing units is further unfavorﬁb]y affeéfed by the absence of en-
gineering design knowledge and the consequent absence of the development of
original prbducts. Concepts of shop floor orgénisaticn are in their infancy,
particularly in the small unitsEE' 0f course there are outstanding exceptions

in management and in technoﬁogy but they are rare.

. The IEVe] of specialiiation at firm lovel is unduly 1ow.- Most firms
~prefer to undevtake all operations in production of a product, rather than

T s e e e P T ek - My T P A G

A possible explanation of this might be the existence of constant returns
to scale, at least in the case of the Tleading industrial branches. It
seems, however, to be primarily due to the failure of many large enterprises

. = operating under strongly oligopolistic market conditions - to apply miodern

management concepts which would involve a loss of personal control by the
ouners of all aspects of the business [1likolaou, 1975]

Z@- In 1873 the average age of manufacturing equipment was around 10 years
{Hikolaou] .. : ' :

5; ibghingrx is often selected without sufficient information concerning its
su1§ab1}1ty for the purpose and it is installed and utilized without co-
“ordination. Quality control is insufficiently developed.  Management of
finance serves the tax needs of the Tirm rather than contributing to the
development of thé business. o o )



- 11 - -

to speciaﬁize in a particular step, which would allow economies of scale
to be obtained even by the smaller firms.

A11 this makes it cTeér-that in- the short run the competitivenes§ of
Greeﬁ indusfhy can be improved by even margina] improvements in tEe organisa-
tion of the firms and by better utilization of the installed productive capa-
city. In thezmedium and long term, however, what is needed is the development
of a product matrix which will favour forward and backward linkages in the
pfoduction proceés, and will allow the real?qpation.of resources according

to the country's comparative advantages within the EEC environment.

For the identification of the specific problems that might arise from

EEC membership, two additional factors ought to be considered, namejy Tabour
cosfs and profit margins. With regard to labour costs, it wés calculated
that in 1969 wages 1in thé sector were on average 50% lower than the marginal
productivity of labour. This differential varied within the sector, being
.iS% 1nlthe §ma11 units, 40% in medium size units and 85% in the Targe
{ﬁﬂktr@ri%£iéﬂ_;; The maghitude—of the comparative advantage enjoyed by
Creéﬁezés a 1ow wage country_canhot be meahfhgfu11y QUantified for reasons

of statisticaT non-cbmparabi?ityg However, in a;sessing its‘significante'

it should be faken'fnto account that the exceptionally high share of self-
emp]oymeht in the Greek manufacturing sector (arcund 30% jn 1973) biases unit

Tabour costs downwards. The 1abbﬁ¢cost advantaﬁe, whatever its magnitude,
" the vexy Low avevage Gwaued Take o}' nevease in Greel b our covth ‘
up to the end of the 13%60’s vias reinforced b}VEEEﬁéred to Vestern European
;DL"Y\(:£— C;q;g*is_ : 1 In recent years, however, theve has been
2 reverse devé?opment. Over the perfod 1969-73, the annual rate of change
of the ratio of wagéé to value added was 1.9% in Greece és against 0.2% in-

-2

Italy, 6.5% in Netherlands, 5 and -2.3% in England., A decline
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was also observed in some low-wage countries, i.e., in Korea -2.4% and

 Spain ~1%. What is nmfe, the situation must have deteriorated even more

after 1973 since during the perfod 1976-78 that unit labour cost in Greece

rose by 20% as compared with 10% in the EEC counttiesﬁ

As to the profit margins, it is estimated that the average markup

over marginal cost in 1969 was 25% for the industry as a whole, but it

- vaired considerably with the size of the firms. Thus it was -6% for the

small, 30% for the medium and 104% for the large industry . These findings
. o whidh was

~are supported by the high rate of return on"bapiigTvgétimatgd for the same

year . 4o be 30% for the whole industry and 50% for large industry. These

levels must have been erroded to some extent by the increased unit Tabour

"cost but they are thought to have remained high.

iy P s S e e )

Before we attempt to assess the effects of EEC membership on the

‘manufacturing éector, it must be said that it is not practical to quantify
" ‘the effects because of the Comp1éxity_of the task éhd:the lack of data.
. The adaptation problems, however,'cén be idendified és well as the essential

changes which have to be made to overcome the present structural weaknesses. .

The first question which arises is how Greek industrialists will perform
and

‘when confronted by increased competition both at homejgabroad. First we must

consider how they will perform in the short run when the present composition

of output cannot-be changed.

For the leading category, traditional consumer goods, demand is
highly price sensitive. Therefore, consumer goods will be subject -mainly

to pressure of price"competition. Etimination of tariff protection could

N

2
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of imported qoeis

" make it possible for prices/in the domestic market to fall by 20-30%. Elimi-

nation of non-tariff protection will encourage imports further and permit
additiona1 price_fa11s. If foreign‘supp1iers'and local importers do in fact
make price reductions, then national output_w111 decline drastically un]ess_
domestic producers reduce their prices in line. It is not certain that they

will be able to do this. However, as already pointed out,even marginal

improvements in the organization of firms, and betier utilization of existing

produétion capacity could gquickly increase their competitiveness. Accepiance
of reducedrprofifs should also not be beyond the capacity of the businessmen
to absorb. Therefore, it would appear that in the short term many firms will

be able to accept the change and maintain their competitive position in the

tougher environment. Exactly how many will be able to remain the big unknown,

To the extent that increases in productivity will be forced by increased -
competition in the domestic market, FEC membership will have a positive effect
on the exports of traditional consumer goods. waéver, at presenf there are
reiafive1y high profit margins obtainable on thé home market, which compensate
for Tow margins 6btainéd in the export markets, while export subsidies make
a vital contribution te the overall profitability of the product. The vemoval

of these export subsidies and the likely reduction of the home profit margins‘

with EEC membership will worsen Greece’s international competitive position.

Additional hazards to Greek export prospects with EEC membership are the recent

agreements of the EEC with third countries, such as the Mediterranean countries

‘and the ACP countries, which enjoy better Tabour—cosf advantage than Greece

and have similar industrial structure. The damagihg effect of these agreements

will be offset in as far as %the EEC maintains its scheme of quantitative

- restrictions on imports from third countries or imposes new restrictions.

R
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~ The second category, production df modern consumer goods such as
electrical app11ances and chemical products, is to a large extent control-

led by the 0perat1ons of mu1t1nat10na1 compan1es, most of which have been

'attracttd by the highly protected domest1c market. The elimination of

protection may induce some of these companies to stop production in Greece,
unless the geographical and the low-wage advantages prove to be more important.
The Greek manufacturers in this category are expected to seek foreign col-

laboration for survival, a pattern experienced in Italy some years ago.

The future of the third category, the infant 1ndustr1es - mainly
a few engineering and toolmaking firms - is very questionable since their

market has been fully protected so far.

The case of construction materials (cement, non-metallic minerals

etc.) which make up the fourth category, is different since they enjoy an

- important location advantage. However, there are some sub-branches such

as ceramic tiles which will face severe competition.

The export performance of the industries in the last three catego—
ries is not significant with the exception of cement, pharmaceutiéaTs and
some chemicals. Their markets are almost entirely in the IMiddle East and
FKorth Africa. The preferential and the most-faﬁoredénation treatment which
will be given to Greece by tﬁesg countries under the EEC preferential agreements
and the GSP, migﬁt resutt in an increase of these exports.in the iwnédiate

future,

It is expected that the immediate effects of EEC membership will Le
modernization and rationalization of the existing production units. Because
of the present procuct wix, however, the change may Tead to a drastic shrinking

of the sector and a perpetuation of its present state, unless the opportunities
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for specia]izatéon which the EEC membership will offer
are fully exploited. Therefore, in the Tong run the question is on how

Greek industry will be able to change the product mix. Re-orientation towards

resource-based industries and skilled labour-intensive industries will be ne-
_cessary to compensate for the less encouraging prospects for expansion of

the branches which dominate Greel production tocay.

The development of resource-based industries is conditioned by the

~availability of energy and its price, as vell as by the oligopolistic structure

"of the international market. ilonetheless, ihe existing reserves of lignite,

the prospects of oil extraction and the economically exploitable reserves of

various minerals provide an adequate basis to further development in this

“divection. To make the best use of these resources, the new industries will

have to be developed on a vértica]ly integrated basis. There is no doubt of

good opportunities for such industries within the Community, wherc demand

- for the products of the basic metal industries exceeds the supply, while all

6f,Greek production wiT] amount to no more than a tiny proportion of EEC
démand. Because of the magnitude of the investment needéd to develop the

new products in this branch, involvement of foreign interests is exﬁected and
viith it the danger that the Toreign investors will integrate the primary stages
of the new industries in Greece into sectors which are already well developed
in the EEc; This would deprive Greece of the beneficial effects which could ==
be had if all vertical components of these new industries vere established

in the country.

To take advantage of the available human resources and the existing
social structure, the industrial development in Greece in the future should

also be towards industries which are skilled - labour intensive and can be
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operated efficiently at small s¢a1e; In the ;raditiéna] branches there are
significant possib]ities_méin]y for horizontal specialization by reducing
product variety and by dividing the pfoductipn in individué] prdcesses.
Vertical specialization in branches such as chemicals, rubber, and plastics,
basic metais and metal products could make industrial structure Tess patchy
- and create an endogenous mechanism of increasing returns. International
subcontracting within the EEC might a]éo contribute to product innovations
and to the improvements of the product mix of the industry on the whole,

~ Although the experience gained after the Association Agreement was signed
does not hold a great deal of hope for a quick effect in this direction, jt
s hoped that as the quality of management of the Greek industry improvés,
the use of-sﬁbcontracting will become established as a tool of industrial

efficiency.

Specialization in these branches impTies the development of new -
product lines with a relatively long-build-up phase. Infant industry pro-
teétion in past years promoted speéia1ization and development of modern
product 1ines onTy to a very limited extent. Its absence in thé future will

make this process even more difficult,

The free-trade solution inherent in - the Accession Agreement makes
~ foreign investment of vital importance for Greek industrial development.
Without the technical and organizational experience of multinational enter-

prises, and their integration into the international circuit of production

and trade, it will be very ditficult to confront the severe adaptation problem

posed by EEC membership. However, past experience has shoun that the signi-
ficance of foreign capital as a source of industrial. finance has been very

limited. Vloreover, foreign capital went into specific mainly resource-based

i

=
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'branchés with 1imited forward and bdckward'1inkages with the fest of the
economy. To what extent.'the position of G}eece as a desirable investment
area w111 be affected by fu]l nenbersh1p remains to be seen.. Political
stab111ty underur1tten by EEC membership, 11bera11zat1on of cap1ta1 outflaw
as well as free entry into trad1t1ona1 branches which were up to now to a
high extent c1oéed to foreigﬁ investors will encourage capital fnflow from
FEC countries. In éddition, investors from third countries‘who wish to
establish production in the Community in order to enjoy duty free entry into
its market will be attracted by Greece since Tabor costs are relatively
Tower than in any other EEC country. On thé other hand, the increasing l10ss
of the Tow-wage advantage, the increasing pressures on the profit margins
and the futurc environmental costs under full membersﬁip are factors working
in the opposite direction. Also the question Qhether the fereign investments
are likely to iead to growth in a desived divection will arise. The priorities

- particularly of the multinational corporations rarely coincide with'the.prio-

rities of the nationai eéonomies of the countries where their investments

take place.

5. Summary

The shield of protection of Greek manufacturing production is still
quite significant and 1t will have to be removed in a relatively short period.
The resulting pressure will start make itself increasingly felt in the next
few yvears. On the ofher hand, for varfous reasons, Greek industrial%sts have
to a large extent failed to make the necessary adjustments which would proteét
them from the chilly winds of unrestricted competition and would a]fow them
to achieve the long-term industria1 goals. liost of the production units are

3

stil1l inferior to foreign suppliers in terms of business management, production
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..techno10gy,'product quality and sales organization. In addition, the

production structure still leans heavily on products which have only 1i-
mited expansion prospects. These shortcomings descfibe the magnitude of thé

adaptation probliem which 1ndustry will have to surmount, in a a very short

period of time, EEC membership w111 certainly force rationalization of

‘existing production. The sector, however,‘w111 experience a drastic shrinking

unless the specialization opportunities of EEC membership are fully exp]bited.

‘COncerning foreign capifa1, membership does not change the position
of the foreign investors5 at least not so much ﬁs to cause a siénificant
increase in the capital inflow. On the other hand, the anticipated reduction
of profit margins in the domestic markef and the increasing loss of the Tow
wage and low enVironmentéT'cost\advantages are expected to discourage foreign
capital inflow. Uhatever its_vo]ume)the view that foreign investment is
not always in the best long term interest of the-development of a national
economy seem to be valid in our case. Therefore, the onus of exploiting
the benefits of EEC membership falls on the shoulders of Greek industrialists
who by themselves and together with thelGovernnent'will ultimately be respon-

sible for Greece's success in meeting this new challenge.

=2
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Basic macroeconomic magnitudes of the Greek manufacturing sector
as‘compared to selected EEC countries, 1976 .
‘ U.S. $ million

Populatidn1 Index Va]ue; Index Exports | Importé © Exports as

Country  Gr = 100 .added Gr=100 percentage
' of imports

- e o e . — T AN A S e By o e P B e P e e T T B R e S e B S S e RS B e e R Gl R S e e e

Ty

Greece. , ' 9,167 - 100.0 3,880 100.0 1,35 3,887 34,9
Denmark 5,073 - 55.3 9,855 2b3.4 5,085 8,383 - 60.7
Netherlands . 13,770 150.2 20,976 539.4 22,316 23,123 96.5

. e . . D - A T P S R g P A e e B T W B S S o i R e P e T m S PRt e y i DA i Al M Lk e R gy W B e T e S W e e e w E F

1. In thousands
Source: 0ECD, Labour Statistics 1577.
QECD, National Accounts 1977.

Table ¢
Size distribution of Greek manufacturing
1973
Size class ' :
¢ {No. of persons 3-9 % 10-4¢ % 50 and % Total
‘ occupied) . _ : over
Establishment . 113,479 93.5 6,627 5.5 1,249 1.0 121,357
' Employment 255,016 42.2 127,674 21.1 221,351 36.7 604,041
= - Source: liational Statistical Service of Gféece)tensus of Industrial Procuction 1973.
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1. Introcuction

. The basic aim of this paper is to ‘stimulate discussion first about alternative

. poliecy strategies for the 13980s towards international migration, direct foreign
investmsnt, and finance, and second about the changes in the world economic system
which have generated the need for careful policy reappraisal. These issues are mot
approached in the conventional 'marginalist' and'isolaticnist' fashion, wherzby

. each one is considered separately, and policies are then proposed to deal with
certain of the problems which it has raised, An attempt iz alsc made to aveid
illegitimate proijections which are based on past expefience and which igncres even
the non-linear dynamic evolutionary character of the specific phenomena under analvsis,
let alone that of the world economy of which they are a part. This necessarily in-
volves treading on uncharted ground with a much lesser degree of rigour than would in
principle be desirable, and raising major theoretical issues concerning the evolution
of the capitalist system. This in turn is an immense subject in itself - yet is
crucial for the derivaticn of pelicywnclusions, Indeed, if the thrust of the
general analysis of the world economy suggested here is correct, then it does have
intevasting and important implications for the kinds of strategy which might be

adopted towards international migration and foreign capital movements.,

The focus of the séctions ihcluded in this draft is on the forces which
determine the evolution of the world'eéoﬁomy in general and 6f advanced capitalist
economies in particular. Section 2 begins by discussing these at a general level,
(the section analyzing empirically how these worked in the postwar economy being
omitted), and then comments in more detail on the role of migratory movements during
this phase of wordd economic development, The two other sections of the research on
which detailed material is incorporated here are first, a critique of 'new international
division of labour' theories, and second, 2 discussion of the prospeéts for the
world economy during the 1980s, Empirical material from working tables is appended
in places, but the detailed empirical discussion thereof could not be incorporated
at this stage. Readers are asked to excuse what may in consequence appear to be the
fragmentary character of the draft; it would have been much easier to adopt an
approach which concentrated only on short-term policy issues for individual countries
than to try to identify medium-term strategies which are capable of encouraging

sustained economic growth,



2. The Dynamic of Growth in Late 20th Century Capitalism

2.1 Theoretical Issues

The volume, character and geographical pattern of hoth international labour
.and investment movements are determined fundamentally by the character and pace
of world economic development. This in turn is the product primarily of the
interaction between the dynamic of technological development and conditions of
demand. In the long term, technological change can in principle overcome resource
constraints, and, as both Schumpeter and Marx argued, the capitalist system tends
to evolve in such a way that such technological change does materialize. But the
procéss takes time and tends to involve painful structural change, both between
‘and within individual countries, In the meantime, resource constraints themselves
can be regarded as structural in character and generate:important changes which
affect the long-term evolution of the world s&stem. Thus in the short—term, from
 the standpoint 6f any individual nation, its growth possibilities depend fundament-
ally on its access both to technology and to the material and manpower resources
required to realize its productive potential and on the access of Its producing
units to markets where they can realize what they regard at that time as a
sufficientrsurplus from expanding production through new investment, technological

innovation and other induced or exogenous increases in labour productivity.

A1l these variables are of courserclosely inter-related. TFirst, ceteris
paribus, higher productivity makes a commodity more competitive internationally,
(whether in terms of price or of quality), so tending to stimulate export demand;
this ¢reates the possibility of experiencing a 'virtuous circle' of export;led
growth if demand conditions are‘sufficiently favourable to set off an actual increase
in exports. Then higher exports - higher industrial.production + more investment,
static and dynamic economies of scale, and technologiéal progresé&éincluding new
product development) - future productivity increases, and so on. If accompanied
by buoyant expectations and higher profits, this 'virtuous circle' may be
strengthened by further investment and productivity increases, whether through
greater scale economies on account of capital widening, or directly through capital
deepening. Whether or not implementation of more¢ mechanized techniques leads to
an increase in the capital-labour ratio depends on the extent of relative cheapening
in the prices of capital goods. Where such relative cheapening of machinery is

sufficient to sustain the stimulus to further adoption of more mechanized techniques

8/ The analytical distinction between dynamic economies of scale and technological
progress is retained in this paper despite the empirical difficulty of separating
the two., Dynamic economies of scale do not while technological progress as defined
here does require a change in the kind of machines used in the production process.
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higher industrial productivity and so cheapeﬁing of industrial goods as a whole .
relative to services may in turn stimulate further demand for the former because

of substitution between the two. And, as argued in previous papers (Paine 1977,
1979), all these 'virtuous circle' effects tend to be intensified under conditiomns

where there is access to reserve supplies of labour.

It should be noted that the set of 'virtuous circle' mechanisms described
above represent a complex set of favourable interactions between supply and demand
factors. An exogenously determined improﬁement in either the supply or the demand
side alone is not sufficient to set the whole process in motion., The central
importance of favouraBlé demand conditions 1s easy to appreciate (at least by
academics, if not politicians) and is the one on which Kaldor has focused attention
in a number of distinguished papers (e.g., Kaldor 1966, 1975??&977). Tor if
demand conditions are depressed, none of- the potentially favourable supply side
effects or their favourable feedback influence on demand may occur, And even
if demand expansion is sluggish, so that for instance, markets for new products
expand only slowly and competition for existing ones is so keen as to drive out
all but the most efficient producers, the cumulative feedback effects of the supply
side on domestic demand could be adverse, and could then induée unfavourable
supply-side consequences. On the otlier hand, an increase in demand may not raise
productivity or induce the favourable supply-side mechanisms described above. Thus
if domestic producers are less competitive (either in terms of quality or price)
than foreign ones, an increase in domestic demand may merely raise foreign output,
.with negligible feedback effects on foreign demand fdr domestic goods. But even
Cif domestic output increases, this may not be accompanied by the same pace of
technological immovation as is induced by an equivalent demand expansion in a

foreign competitor, so that in the medium—term, the international cbmpetitiveness

Of domestic PTOdUCerS is weakened unless it can be sustained on account of other
factors {e.g. low effectlvo unit labour costs for products where price competitiveness
dominates). However, in advanced industrial economles where factors such as quality
~and new product design and developmont tend to be more important determinants of com-
petitiveness, and so of growth in export markets, the nature and pace of technological
change assumes particular significance, since this determines the potential to move to
'higher'product-cyclesi Yet new investment in response to demand expansion for
'improved' goods for whlch export demand is a significant component of total demand may
not be of the type best able to sustain and 1mprove medlum—long term international
competitiveness., This situation is most likely to arise when thé investmemt occurs in
response tq_glggmestlc demand increase in an economy whlch is in a disequilibrium
81tuatlon or one in whlch domestlc consumerd' tastes.move in a different direction from

‘ b
these in export marketsf/. In either case, where domestic demand is the major compenent

g . - - . . . e

Foantnnted Avernage
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I.6. it ‘is a necessary but not a sufficient condition. There is an important and
interesting literature on the evolution of product cycles and their key determinants:
recent contributions building on the early work of Posner (1961} and Vernon (1965)
inciude Vermon (1979), Ozawa (13972), Lall (198G), and Dunning (1979, 1977). All
are concerned with interrelating the determinants of dynamic comparative advantage,
the changing character and the growth of THEs, and industrial market structure,
concentration, and location. It has on the whole been most successful at the
empirical level, particularly in explaining the institutional development, changing
tehavioural characteristics, growth dynamics, and impact of the US TNE during the
postwar period up until the mid-1970s. Only recentlv, however, has it widely been
realized that theorizing based on these results, dependent as they are on observa-
tions of a particular subset of TNEs during a particularly buoyant phase of world
economic development (during most of which they held unchallenged primacy), is
probably of rather limited general validity. This recogniticn led not only to much
more wideranging empirical work, but also to refreshing attempts to begin a re-
appraisal at the theoretical level, Yet at the general level, major theoretical
advances (over the early work cited above) concerned to analyze the character and role
in international Industrial development of the product cycle have been very rave
(in contrast to the general theoretical advances in the analysis of the dynamics of
the TNE per se made by authors like Hymer and Vaitsos). The basic causal chain
underlying this paper is that international competitive forces drive enterprises to
seek to move to higher product cycles (and so, for the most advanced enterprises, to
strive for tec¢hnological leadership)., The international distribution within branches
of the enterprise of'R and D ané of productive activity are treated as contingent
factors which may vary, for instance, over time and between industries, as also is
the extent and nature of other stretegies which the enterprise may pursue in search
of shorter-term profitability. Interprises producing 'lower level! products can

~advance through imitation and adaption, but are more constrained in the choice of

their operational variables. Even so, however, it is not assumed that a domestic
monopolistic advantage of some kind is a prerequisite for lecation of plant abroad,
nor that an improved product initially is produced domestically.

An instance of the first kind would be, say, an eccnomy with high inflation where
uncertainty about the medium-long term leads producers to focus on short-term profit-
ability via capital widening. It could also arise if the disequilibrium causes income
elasticities of demand to diverge significantiy Irom patterns in important export
markets. Instances of the second kind are easy to supply: a contemporary examnle
would be the way in which U.S. consumers reverted to a preference for large cars cnce
the immediate aftermath of the 1973 oil crisis seemed to have subsided, while those
elsewhere continued to increase their preferences for smaller, more fuel-efficient
vehicles,

near. future generates the highest profits in domestic markets may exceed those from

implementing the one most likely to improve export competitiveness,

A different kind of situation arises when for damestic producers, the internation-

ally competitive technology is not an effective option. This will arise when such

producers have limited access to the appropriate kinds of inventions, or cannot imple-

ment 'best-practice ones because of limited technical knowledge, or because of restric-

ticns imposed by technological decisions in backward-linkage industries (e.g. dJdomestic

. . a . . .
non-traded intermediate gOOdS*/, or lack the market size or government financial support

al

In principle, this problem would not arise if investment decisions in such non-traded
goods took place in accordance with social, not private profitability considerations,
so taking such interdependencies fully into account. However, for precisely the
reasons that producers of traded-goods cannot know with certainty the futurs demand
curve for their product, such interdependsncies cannot be known with certainty, irres-
pective of the existence or not of social institutions designed to tazke them into
account, Since government fiscal policy must be used for such social profitability

' /cont. overpage
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which may make the innovationé profitable for their foreign competitors,
Domestic sales can still increase on account of factors such as limited
supply elasticities for competitive imports, advantages in marketing or
after-sales service, etc. Furthermore export sales in principle may not

be affected too severely in the short-term if markets can be switched

" successfully away from other advanced industrial economies to new markets
where demand for the most advancedversion of the product is still weak.
However, in the medium-term this tends to amount to a switch from competition
via product development and rapid technological development to competition
via price, with the consequent threat of comparative advantage shifting
towards newly industrializing countries. For whereas in any advanced
industrial eccnomy there always are some 'old' or 'technologically mature'
product groups for which such a shift away from 'technologically intensive'
competition is appropriate, this being a normal feature of rapid structural
transformation of industry as a whole, the pace of structural transformation
itself is affected adversely when 'technologically intensive' competition

is abandoned prematurely.

A move away from '"technologically intensive' competition could
lead to a less sanguine outcome if the product cycle is less rigid. A
potentially important case (discussed in Section 2.3 below) is one where
greater international homogeneity of demand permits an enterprise capable
of perfecting a 'standardized' commodity to combine technical adaptation
abilities with unit cost competitiveness to capture mass markets, thereby
achieving substantial scale economies and so both benefitting from and
contributing to many of the 'virtuous circle' mechanisms, described above,
despite the absence of technological 'leadership'. However, this possibility
does not affect the basic infecences of the above analysis, which are first,
_that the potential of fafpurable supply conditions cannot be realized and
their existence itsef?fgg}ected adversely if they are ﬁzﬁ accompanied by
favourable demand conditions; and seconq)that even withﬂinitial eXCess
capacityrin a country's enterprises and a stable price leve%)a demand increase
may..not set in motion the 'virtuous circle' mechanisms which. (at least during

the 1960's) constituted the essence of successful growth in advanced industrial
. & .

economies.

considerations = however imperfectly measured - to be taken into account, the
outcome tend in practice to depend more on political ideology and short-term
budgetary calculations than on sophisticated cost-benefit exercises.



In other words, for an advanced industrial economy highly integrated
into the international economic system to benefit smoothly over time from

'virtuous circle' mechanisms, the following conditions must be satisfied.:

(a) demand conditions must be favourable in the senses of

(1) stimulating structural transformation in the composition of
output such that ‘technologica}ly intensive' investment in
key exportables is profitable

(ii) not generating or intensifying supply-side constraints on the
feasibility of 'technologically intensive' investment

(iii) stimulating invention and immovation activity.

(b) Supply conditions must be favourable in the senses of

(i) ensuring access to knowledge about new inventions and/or
marketable innovations

(ii) posseqsing an institutional framework which transforms inventions
into marketable innovations and/or permits the smooth introduction
of the latter.

(iii) providing access to raw material and manpower rescurces at prices
which do not disrupt the incentives for investment and innovation.

This last condition is particularly stfdng, ﬁot'oﬁlj éﬁﬁiricéliy (inhthé sense

that it appears to touch on certain key contemporary issues), but also theoreti-
‘cally. (because it raises fundamental questions about the relative prices of primary
commodities as compared with manuf actures, the determinants ard pace of world
inflation, the role of reserve supplies of labour in sustalnlng capltalist
accunulationiand P“Ofltabllltj, eic.) Althouah cnly the last of these issues -
‘the rcle of reserve supplies of ]aboup - is discussed below, the statement of the
condition as a whole is useful for a policy—orlentedldiscussion, as indeed is that
of all those preceding it, since explicit attention is drawn to the fact that long-
term grcwth in general, and 'virtuous cirvcle mechanisms' in particular cannot be
~achieved and sustained by pélicies directed at only a subset of variables. This
obvious and trivial point all too often is ignored as soon asra move is made from
the realm of theoretical analysis to pclicy dec131on—ﬂak1ng - as alsoc is another
equally trivial one: that it is no use focussing eyclu51velv on the supply or on

the demand side of the situation since statements or inferences about either involve

- implicit assumptions about the other,

a/ Inter alia, this has very important implications not discussed here for
the distribution of income and movements therein.
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' where supply and demand factors interact

The converse of "virtuous c%rcles
in a mutually reinforcing way which generates growth and structural transformation
in the capitalist economy ave 'vicious ciwvcles' where supply and demand factors still
act in a mutually reinforeing way, but one ‘which generates stagnation and depression,
This in tﬁrn raises the questions of 'long waves' and Kondratiev cycles in capitalist
evolution. Whereas these cannot be explored here, on can point more generally to the
theoretical possibility of phases in world economic development where'supply! or
structural factors nacessitate fundamental adjusfment processes which (by assumption)
cannot take place quickly, so-thaT in the short-term, policles directed primarily tc
'demand' Factors can at best mitigate the adverse character of conditions during the
adjustment period, and may result in a prolongation of the length of the adjustment
veriod itself, This could cccur &t hoth the national and'the international lavels,
In the latter case, the outcome would depend on a number of complex factors‘related
to the internafional distribution of the new effective demand and the multiplier
effects thereof. Equally, however, such a demand increase may be a necessary condition

if the adjvstment process itself is to gain any momentum,

Thus far, the dilscussicn has abstracted from cyclical {luctuations of any kind.
Whereas there is a ccre of theoretical literature which can be drawn upon to analyze
national cyclical growth (although whether this core can be adﬁpted soc as to capture
certain key features at the national level of later 20th century capitalist development
might be questioned), there is very little to draw upon when the analysis is to be
centpad at the international level, or at the naticnal level in an integrated world
econony in which labour export systems and foreipgn investment play a key rcle. From
the natibnal standpoiﬁt, the character of the cycle will ke affected considerably if
it is accompanied by substantial fluctuations in the size of the labour force as
migrants are imported /sent home.in pesﬁéﬁse.to'changing demand conditions. For
reasons discussed elsevhere (Paine 1974, 1977) this can be of considerable advantage
Iabour importing countries., But it implies that the migrants' home countries face
sharp changes in their job-seeking vopulaticn which are determined primarily by factors
external to the domestic development situation. When international investment Iis
introduced into the picture, employers have another potential adjustment variable
which may make it easier for them to sustain profitability in the face of cyclical
movements, but which may have profound effects on the domestic economy if substential
production transfers occur. TFrom the international standpeint, it is very difficult
to say a priori whether the internationalization of czpital and labour movements are
likely on balance to cffset or increase the impact of intermational iIntegration per se
on synchrenizing the business cycle in different countries, and no attempt to sketch

possible alternative outcomes is made at this point in the text.

The amplitude and duration of cyclical movements at both the national and

international levels is affected further by the way in which the character of the



e g~ .

internatiocnal financial system influences the forces discussed above. The Bretton
Woods system was based on fixed exchange rates and the U.S. dollar's role as a reserve
currency. The latter generated an expansionary bias fer the world eccncmic system,
~i.e. a higher trend growth rate of world demand than otherwise weould have occurred.
In a nationally fragmented world economy, this means that the troughs of investment
cyvcles need be less steep and of shorter duratian/; investment can recover because
of rising export demand for at least some foreign countries, rather than cccurring

. exclusively through a redistribution in factor income shares and/or stable budgetary
spending, In an integratéd world economy, *he scope for this is reduced (unless the
cycle is brought about by some exogencus shock which generates a rise in the purcﬁ%ing
power and effective export demand of some country group whose weight is sufficient to
set in motion an investment recovery). The expansionary bias which occurs in an
international financial system where the country of the dominant reserve asset puns
large current account déficifs with the rest of the world can more than offset the
deflationary bias in a fixed exchange rate adjustment mechanism, whereby other
deficit cowuntries have to devalue and deflate, while surplus countries can choose the
extent to which they adjﬁst. At the mic¢ro-econcmic 1eve1,rthe fixed exchangé rate
system tends to make it easier for an enterprise to assess the prospective short-run
international_competitiveness (measured in terms of a common unit of account) of
possible production and investment plans: exchange rate changes are few and tend to
" be delayed, so that the prcbability of their occurrence in the short-term is easier
to predict. A move to a flexible exchange rate system changes all this, with =ffects
‘on international cyclical and étructural'disequilibria which as yet have not heen

fully worked out.

‘When account is taken of all the other factors referred to previously and of the -
specific impact of a substantial increase in the short-term at least of the relative
price of a key primary product (oil), it immediafely becomes apparvent that the
theoretical apparatus which is available for analyzing the prospective evolution of
late twentieth century capitalism is extremely weak - which may perhaps help to

explain the shift in popularity to simplistic doctrines like international mcnetarism,

a/-HBere it is assumed that the less the degree of international integration, the less

~  the degree of synchronization in investment cycles, For any degree of integration,
differences in election timings in liberal democracies affect both the speed of any
given degree of diffusion of an investment cycle and its actual severity.
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2,24The world economv between 1550 and the oil crizis * 5eukud %aokLD

The material for this section is not induded. The basic arguments are:

1. Demand and supply factors worked in such a way as to generate rapid expansion in
the world econonmy. -

2. Europe and Japan in part used the same, and in part developed different strategles
towards catching up with the U.S. (this part of the argument is discussed in
detail in the next section on migration

3. Technological progress was a very important part of the story, not jusf in
the already industrialized. countries, but also in those developing economies
which were able to advance to middle-income and then to NIC status.

4. Other ‘'contingent' factors played an important facilitating role, e.g. US
deficit expenditure. (This offset for the time being the potential conseguences
of the failure of Bretton Woods to adopt Keynes' proposals for the international
financial system; on the other hand, precisely because it facilitated the
'catching up' of other industrial economies with the U.,S., it ultimately led to
its own demise).

5. Growth was largely synonymous with industrial growth, with service sector
" productivity growth being constrained by the avilable state of technological
"~ knowledge (Thus as a rising share of the population moved into the service
sector, this began to constrain whole eccnomy productivity growth: the more
“"'mature' a country's employment structure, the more a productivity breakthrough
in services became a prerequisite for growth in per capita national income.

6., In advanced economies, the pace of growth was sufficient to moderate potential
class conflict over factor shares.

7. Growth in the west had a favourable impact overall on growth in the 'Thirld
World', though the distribution of that impact was very unequal, both between
countries, and within individual countries (the latter being due largely to the
particular policies pursued by the governments concerned).

- ~ Table r Sclected Growth Rates in Industrial Countries
Selected emplrlcal evidence " Peicent per annurn

Growth rates

1950- 1960- J973- 1973- 1973-

! Country 73 73 76 7778
' Real rross domestic product per employed civilian
! United States 2,1 2,1 —-0.1 6.3 na
i Canada 2.6 2.4 0.4 0.5 n.a.
. Japan 7.8 8.8 2.3 2.7 uwa.
" France 4.6 4.6 2.7 2.9 na
West Germany 5.0 4.4 3.3 3.3 na
Taly 5.3 5.8 0.8 -~0.2 n.a.
. WUnited Kingdom 2.5 2.6 0.4 0.4 na.
". Output per hour in manfacturing
‘ United States 2.7 3.2 1.2 1.5 1.7
| Canada 4.2 4.6 1.3 2.1 2.5
+ Japan 9.7 100 1.4 2.4 3.5
! Belgium n.a. 7.0 6.7 6.6 n.a.
| Denmatk 5.2 7.6 62 5.2 47
! France 5.3 5.7 4.7 4.8 4.8
! West Germany 5.8 5.5 6.0 5. 5.1
i haly 6.6 7.2 3.0 2.4 2.6
¢ Netherlands 6.2 7.4 5.4 4.9 na.
Sweden 5.3 6.7 0.9 0.5 1.5
3.1 3.2 01 -90.2 0.2

Sources: U.S, Depantment of Labor, Bureau of Labor Staristics,
Oflice of Productivity and Technology, "Comparative Real Gross
i Domestic Frodust, Real GDP per Capita, and Real GIRP per Em-
ployed Civilian, Seven Countrivs, 1950-77" (June [978); “Output
per Hour, Hourdy Compensation, and Unit Labor Casta in Manu-
facturiog, Eleven Countries, 1950-1978" (July 19, 1979},
n.a. Mot available,

!
t United Kingdom



and for manufactering; and total unemploymeant

TC\ML& ZJ ‘ : Employment and output per person employed for the total economy
: Employment and outpuf per person employed for the total economy

and for manufacturing; and total unemployment ' (Annual percentage changes)
(Annual percentage changes) l ) ' Total econony Moaonufacturing Uncnu!:-i'oyl-
‘ menl ieve
. Cutput per . Output per end of
Total economy Marufacturing © Unemploy- . persan rerson year ®
Outpul per Qutput per m::; Z;d' . Country - Employuent cinployed Employment  erplayed  {per cent)
person - 2 . g
Country - Employrment employed Employment cﬁfbt’i;?ed (p);:agen £) ' (1 ) (2) ( 3) (4) (5)
(¢))] (2) (3) @) (5) Co Norway
Austria 1974, . 1.5¢ 37 21¢ LS 1.0
- N 1975, . v . o h e e e e .04 3.1 ~0.5¢ —1.5 2.3
1974, o v v e S 16 25 —0.5 48° 2.2 1976, .. . . . S 0.9¢ 4.8 —03¢ 2.0 1.5
I975. . o v oL o ~(.2 -1.3 —5.0 -2,0% 31 ' '
1976, . .. . . .. e e e .. 1.1 3.5 —1.5 B2® 2.5 : Sweden .
; . L , 1974, . . ... .. e 1.7 23 2.1 2.3 1.5

Belgtum : } ' 1975, + o e 19 =1 07 —18 1.6
974, .. . . . .. cie e 1.5 1.6 0.9 2.5 5.3 ’ 19760 & & v v v 4 0 o e e 0.5 " 0.2 —2.6 1.5 1.5
1975, . 0 v e e S =12 —13 —57 =17 87 R : :
£ ‘ 9.8 Switzerland ¢ .

D P : : : 1974, o o e e e e e e —0.6 2.1 —0.7 2.0 —
enmar g S 1975, . . .. .. e —6.0 —1.5 —76  —54 .09
1974, o o oo o h . . -0.7 3.3 ~3.0 57 5.7 - 1976, « v v v e e e e —-4.0to —50 3.5t04.5 —6.0* 6.0* 0.6
1975, . . 0o . o0 e L. —2.5 1.8 —10.7 6.2 .7 ‘ . ‘

1976, . . . Lo oo 1.0 4.5 —1.0 9.0 g1 .. . United Kingdom ‘
- , . 1974, © e e 041 ~12 .. 02 —25 28

Finland o 1975, © e .. =067 —1.5 _43 18 5.1
1974, . . .. ... .. 21¢ 2.1 3.6¢ 1.4 1.7 : 1976, .« v v v e . —0.97 2.0 —25 42 5.8
1975 . e . M. —lIe 0.6 —0.6¢ . —41 32 y '

1976, . . . .. e e e e e e —20¢° ) 2.5 —1.3¢ 3.3 4.1 ’ Canada .
: ’ ‘ 1974, . . . .0 o e e e 4.4 —1.1 3.0 0.0 5.9

France - . ' 7 1975, « v v v e 1.9 —14 -5.6 0.7 6.9
1974, . 0 Lo . - 0.8 3.0 0.5 3.1 33 1976, « o o ee e e LLo22 2.5 15 . 35 7.4
1975, . ... ... R 0.4 27 . =29 46 . : '

1976 < o v v P 0.0 5.0 ~10 100 5.2 Urited States ' ‘ _
- 1974, . . . o v 0 o 00 e o 1.8 —34 —0.1 —35.1 6.7

Germany, Federal Republic of 1975, 0 0 v e e e —1.3 —04 = -85 -0.5 7.8
1974, . . . . e .. =19 26 =27 3.2 4.2 976 .. . REEERIEE S 32 2.8 33 8.0 7.4
1975, « c v i e e . =33 - 0.0 =57 —04 53 : : ‘

1976, . . .. e e e e e e e —1.0 6.7 -2.0 9.5 4.8 Sources : For output: United Nations, Yearbook of National Accounts Statistics, New York; QECD, National Accounts
: of OECD conntries, Paris; and national statistics. For employment and uncmployment: national statistics.
4 .
Ireland . . - . Note: The preliminary data for manufacturing output in 1976 used for ealeulating output per person employed data
1974. . .-, S L 0.8 0.9 1.0 1.6 79 - ;—_:‘.'cr :?‘jndi_xcs ot]’ mar:ltélrujtulring prnduc(lion. For some counltrics at least, rnovements in these indexes differ considerably
- . - rom those value added at constant >
1975, . oo e e —1.8 0.8 —6.9 0.1 10.3 l Curl:cs_-crrﬁ;}g :|;Cmployn1Cnl?cvc!s. ilpsrl‘::;u]d be boras in mind that the definition of unemployed persons varies between
1976, . . . . . . . ... . -1.2 5.0 -1.0 7.5 10.2 L countrics and that this makes inter-country camparisons difficult. In this tabls the basic data for Fialund, Itaiy, Canada |
. - nr}d the United States rcfc_r to the numbker of uncmpln'ycd ahtained f.rom lu_bmxr foree r,nmplc_survcys. For the other couns
Im,y ;;l-l:si:]hnc1 du;:c‘)':trcrltD!Irfg':ﬂ(‘;r:drsuonfrr;pIc(;)i‘.:l'(:,:ri );;{:;r:}:cgu:br. &”l"t‘:)om obtained from the national employinent offices {for
. - cls . whoily unemipioyed po HER LY InE kastrance benehis),
1974, & . . . e e e e e e e . 2.2 1.2 2.3 1.8 31e ’ @ Unemployment as percentage of total labour {orce.
1975, . . . . . 0.5 42 6‘0 9.7 3'5 . * Mining and mranufacturing.
""""" " - ) . 3 ' ¢ Refers to man-years.
1976, wov v v v v e e —L1 . 6.7 0.5 1L5 39¢ 4 Manulacturing output based on production indexes for al! years.
Netherlands ¢ * Ocrober of each year,
} ' / June of each year.
1974, . . . v . Lo a0 L ~0.1¢ 2.5 —0.8 2.5 4.4
1975, 0 v e . —09¢c —02 —32  —40 56

1976. . . . . . . 0 0. . —~0.6¢ ‘ 4.1 —3.5 9.5 53

-0
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22.2 International mipration: us'role in pestidan Grewtla U~ aD VoLt B Capitalist Etouoittds

As the UN (1979: 1) observes, 'in the last quarter of a century new and complex
patterns of International migration have been emerging, often with startling rapidity’.
-Analytically, these entailed new kinds of flows and new geographical patterns of
destinations. Traditional migratory pafterns had included potentially long-term
flows from Europe and the Mediterranean basin to the New World (particularly North
and South America, and Oceania), many of whom remained permanently, and various kinds
of more temporary patterns which sometimes led to permanent change of domicile,
Examples of the latter include movements related the administration and develepment
of less developed areas which had been colonized by Western European countries or -
Japan, séasonal or short-term migration across frontiers, and the like, However,
after World War II, many important changes began to occur. The end of the colonial
systém brought with it substantial migratory movements into some of the former
colonial powers. Rapid reconstruction of and growth in the European economy slowed
down the traditibnal‘outflow to New World destinations, an@ stimulated spontanecus
flows from the less prospercus Southern European countries to theImOré prosperous
Western European ones, which,also-received quasi-refugee flows from Eastern Europe

(éee further below}. During the 19605, as W. European laﬁour demand intensified ,

the foundations of organized nafionql ;abqur import were laid in certain countries.

The system introduced héd'two key features: workers (to be selected mainly while

still in their countries of origin) were to be employed on a temporarily recruited
basis with little prospect of becoming settlers; and the state, throdgh the establigh-
ment of recrultment offices in countries of origin, was fo act on behalf of prospective
employers. Some governments (e.g, France) had a more flexible approach, especially

to the quegtion of family migration and se{tlement, and 'nationalized' less of the
immigration flows. Others (particularly W. Germany) more or less tried to erforce

the rigid variant of the system, and so brought aboutrthe'outfiow of some 0% of its )
miérént worker stock during the first major recession afte? the more organized approaéh 

to labour import had been introduced.

The subsequent transformations in-and eventual demise of the system, plus.
the_implications of this for Mediterranean countries are taken up later on this
section. The poinf of significance here is the creation of this kind of organized
system designed to transfer mass labour flows'ih a manner which maximized the potential
gains to both the host country government and host couﬁtry employersgf. In this phase
of its development, W. European capitalism required both access to and utilization of

" reserve supplies of labour, and designed a system to bring this about, Supply-side
factors made labour impoff'é natural solution to the labour demand problem, Technolo-

gical development in transport reduced effective distances and reduced -its cost relative

a/ For a.detailed.analyéis, see Paine (1977: 201-217],
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TABLE f{— ESTIMATES OF NET MIGRATION AND NET MIGRATION RATLES IN SELECTED COUNTRIES OF EUROPE, 1950-~1974

Estimared aet migration, Average annual re! migration
mid-year 10 mid-yeor per 1,600 populciion,
(thowsamis} mid-year 1o mid-year
Region end
courzry 19501960 19661970 19761974 1950~ 1960 1960-1970 19701974
Total . ... e -3011 ] + 91t - 07 — + 0.5
Eastern Burope. o .o cvevnninnnnnnennnns —2 741 ~—103] — 158 — 30 - 1.0 C— 04
Bulgaria........... e — 163 - 15 - 32 - 22 — 0.2 - 0.9
Czechoslovakia. v ooun i iive e, — - 174 - 9 — - 1.2 - 02
Germar Democratie chubhc ......... ~2056 - 433 - 21 —11.6 - 25 - 0.3
Hungary ............ i . — 164 + 9 — - 1.7 + 0.1 —_
Poland..............0covnie P - 22 - 306 - 57 — 08 -~ LO — 04
ROMARIA ..t ersiimminnrnsiarrerrans - 138 — 12 - 39 - 08 - 0.6 - 0.2
Northern EUrope ... e vvvviinnrennnss — 500 -~ 278 T — 83 - 0.7 —~ 0.4 - 0.3
Denpmark........ ... e veer— 52 + 20 + 22 - 1.2 + 0.4 + 1.1
Findand ...... ..o iiiiiinannat, ~ 73 — 164 + 13 - 1.7 - 3.6 + 0.7
Ireland. ............ et - 397 — 161 - 12 —~13.7 - 5.6 - 1.0
Norway.......cvieuas e, - 14 + 4 + 12 - 04 + 0.1 + 0.8
Sweden ... + 93 + 204 + 7 + 1.3 + 2.6 + 0.2
United Kingdom .. .......oovvtl. ... - 57 — 15t - 125* - 0.2 - 0.3 -~ 0.6
Southern Europe . .ovviiiiinnenans, ~3475 —3676 ~1083 -~ 31 - 31 - 2.1
L] C ol - 196 — 364 - 91 - 2.5 - 43 - 2.6
Maly. oo e -1166 - 792 ~  44° - 24 -~ 1.5 —_
Malta. . ..., ~ 43 — 35 - 9 ~134 —10.8 -~ 7.0
Portugal ... ..ot iiiiriiiinnna, - 662 —1234¢ - 273 - 7.7 —14.0° - 7.8
Spain. .. ... ~ B26 — 551 — 316 - 28 - 1.7 - 23
Yugoslavia ... ...o..uiiiiiiiiiin, - 582 . — 700¢ - 350¢ - 33 - 3.6 -~ 43
Western Europe .. ..ovviiiiinnna i, .- +3 705 . +4919 +2235 + 2.9 + 3.5 + 37
Austria ., ........ aw e aa — 141 4+ 38 + 67 - 20 + 0.5 + 2.2
Belgium,............. o rraerearaes + 59 + 152 + 07 + 0.7 + L6 + 1.7
CFrance. ...l +1080 +2 177 + 505 + 2.5 + 4.5 + 2.4
Germany, Federal chubhc of ..., +2 546 +2047 . +1439 + 4.8 + 3.5 + 5.9
Luxembourg.....c.... e, + 1 + 15 + 16 + 23 + 4.6 +11.5
Netherlands, . ... ... e — 142 + 92 + 104 - 13 + 0.8 + 2.0
Switzerland . ... ia i - + 296 © 4 398 + 3 + 59 + 6.8 + 1.5
Source: National statistical publications. Except as noted, nct * New official data received as the present study was sent to press
migration was calculated by subtracting natural increase from total indicate that the amount of net emigration shown for the 1960-1970
population change during the period. decade is considerably overstated, owing to an under-enumeration in
* Official estimates., Lhe 1970 census of approximately 330,000 persons.
® Bascd on official migration statistics of Italy. ¢ Bascd on statistics of countries receiving Yugoslav migranis.
TABLE 7 % IMMIGRANTS FROM SOUTHERN EURGPE AND FROM OTHER REGIONS OF EUROPE TO CANADA AND
THE UNITED STATES OF AMERICA, 1950-1974
(Thousands)
Region of last residence
ifcp;or\r:""}. s Sourhern Europe
L gm{wn 7 Total South uriters Lour
‘ and period Europe Eum;;" E(a::ia‘;: . as ,r:;:-:;::{r'?ge
Canada o )
}gﬁ_;ggg .............. 671.0 125.7 5453 18.7
1959, ... 680.0 1718 508.2 253
19601964, ... ... .. . 340.0 139.0 201.0 40.9
1965-1969......... .. .. 623.4 2254 3980 :
1970-1974. .. O 36.2
............ 3384 1375 2009 40.6
United States of America ’
19501954, . ............. 716.3 84.1 632.2 1.7
< 19551959, ... ... .. 688.6 178.7 509.9 26.0
T960-1964. . ... ... ... 547.2 140.3 4069 25.6
1965--1969. . .......... o 586.1 265.1 3210 452
191974 . ... .. .. L 4592 269.3 189.9 58.6

. SOouURCE: Natjonal statistical publications and files of the United Nations Statistical Office.
* Years running from July to June.



‘destern Buropean region: economically active migrants, 1975 {in theusands)

Out-migration Algeris Finland France Groece taly Morocco Portugal Spain Tun- Turkey Yugo- Other . "Row Row CKP
country - isia slavia ‘ total  total per
In-nigration o : i asL% of cagita
country ' act. pop (U3%)
Austriat - - - (0.5) ~{1.4) - - (0.2) - (26.6) (138.6)  28.5 195.8 6 4,870
Belgium® 5,5 - £2.0  10.0  96.0 28,0 6.0 30,0 2.0 16.0 5,0 80.3  316.8 B8 6,270
France’ 331.1 - n.a. - 199.2  152.5  360.7 204.0 73.0 3l.2  42.2  190.6 1,584,5 T 5,950
Fed, Republ.l _ ‘
of Germany 1.4 3.0 47.4 219.9 322.9 17.1 T2.5 136.0 - 593.1 442.3 349.1 2,204.7 8 £,670
Netherlandsi?® - . - - 2.0 10,0  31.0 5,0 18.0 1.0 41.0  10.0 6.0 187.0 4 5,750
Sweden 0.2  103.0 = 8.0 2.5 0.5 .. 1.0 2.0 0.2 4.0  23.0 59,6  204,0 5 8,150
Switzerland - - (51.5) - (168.8) - - (75.5)  (13.4) (36.4) 408.2° 753.7 29 8,410
United Kingdom® 0.6 - - 50,0  56.5 2,0 10,0  37.0 0.2 3.0 4.0 700,07 863.3 3 3,780

Colunn total 336.8  160.0(140.9) (290.4) (857.1) 230.9 . 455.2 (502.7) 76.4 (728.3) (699.5) 1,865.1 6,309.6 n.a.  n.a.

Column total as . .
% of act. pop., 11 5 (1) (8) (4) 6 14 {4) 4 {4) (&) n.a. NeBs  N.B. n.a,.

GNP ger capita

(s

870 5,420 5,950 2,340 2,810 470 1,570 - 2,750 730 900 1,550 n.a, n.,a. D.a,. T.a.

n.d. = not applicable,

)

vaw o

no migrants of this natiomality recoxded or estimated, or magniiude less than 50.

where figures for individual natiopalities appear in brackets, this signifies minimuz avmbers. Several couniries
grant permanent residence or work permits to foreigners after a number of years of employment, in which case the
nationality breakdown for this group ls not usually available, Similarly, unemployment figures by nationality are
rare and lumped togethex with the "Other" figures.

= wage and salary earners only.

= best available figures, giving 1976 estimate., Source: Prof. W.A. Dumon, QSystéme d'0bgervation Fermanente ces
Migrations, Belgigque 1377" (Leuven, ¥Katholieke Universiteit [mimeographedj, n.d. [197?]

census, :

the approximately 40,000 Dutch passport holders from the Antilles and Surinam are not included in these figures
includes 328,500 established foreigners whose nationality could not be determined. Italian, French, German, Spanish
and Yugoslav nationals may be expected to figure most prominently among them, pessidly in proporiions similar to
those of the brackeited figures {annual permit holders pius seasenal plus frontier workers).

these figures are based on estimates made by the TEC's Buropean Office for Co-ordination and the CECN's Directorate
for Social Affairs, Menpower and Education, People frem Commonwealth countries holding UX passport, the bulk of whom
have a right of permanent residence in the UK, are not included here. The 1971 census showed tnati 3 per cent of the
resident active population were born in the Commonwealth. _

this includes nearly half a million persens born in Ireland, just under half of whom are of Irish nationality.

nonon

oureces National sources, uniess otherwige indicated; World Bank Atlas 1977; and own estimates

—pl

.



to the host country veal wage, This increased substantially the potential geographical
locations of reserve labour supplies, as well as making it much easier Ffor aspirant
migranfs to try tﬂeir luck abroad as 'tourists' when they were unsuccessful in the
organized recruitment queue. Technologicél improvements in communications spread
'information about employment abread move rapidly, so increasing the proporticn of
enigration country labour forces who wished to become temporarily recruited migrants.
In other words, technological change created a moving geographical frontier within
which host country employers could draw on reserve labour supplies without running
into rising costs for recruitment per se. More fundamentally, supply and demand
conditions interacted in such a way that growth was taking place by a combination of
capital deepening and capital widening and where there was rapid expansion in the
demand for public sector services where the prospecfs for rapid increases in thel
degree of mechanization and in labour productivity were poor. W. European industry
was“'catchiﬁg up' largely by implementing and adapting the U.S. stock of inventicns,
and in the absence of labour; energy, materials or serious environmental constraints,
could do so rapidly given the buoyancy of internaticnal demand conditions and the
_stable international monetary system. /The characteristics of the W, European '
to the means of'catching up'can best be seen when contrasted with Japan, which also
was growing rapidly by drawing on American inventions. In contrast to Lurope, however,
Japan was much less well endowed with resources, and for environmental reasons, did
not want to supplement natural growth in its population by immigration - an attitude
reinforcad by cultural and socio-political factor&i/. Tt therefore developed foreign
"investment as an instrument té deal with the resoufce problem, and international sub-
confracfingrplus foreign investment to deal with the 1abour constraint after this
began to emerge in the 1960s. Japanese forei%%??ﬁgestméﬂt remained fairly low and
indeed was controlled strictly until the late 19605, but what took place was predomi-
nantly resource or iabour oriented (Tables? ). Resource investment commencéd first,
proﬁoted by the government in the late-1850s, and until the early 19703, grew more
rapidly than direct investment in manufacturing (which itself had a high annual rate
of increase flTQb%e‘%i)@ In fact, direct investment was noct a prerequisite for sccess
to reserve supplies of foreign labour since, for a éombination.of_geographical and
historical reasons, Japan was initially able to achieve this bywiinterﬁationalizing'
its existing industrial subcontracting systeméf. Labotir ‘oriented direct investment
grew up in part alongside, and in part instead of international subcontracting in

East Asia, and was motivated partly by the need to improve subcontractors' productivity

solution!

a/ Although the population density calculated over Japan's total land area is lower
than that of certain European advanced industrial economies (e.g. Belgium and the
Netherlands), its effective density is very much higher when adjustment is made for
the high proportion of land which is 'unusable'.

b/ See further Paine (1971a, 1971h). :
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Table 7  Distribution of Cumulative Direct Forefgn Investment b’v Selected Industrial Sector, 1560-70 {end of fiscal year)
(Approvals outstanding: US $ million) ( :TH'PA/N)
Tetal Direct Investiment . 1960 1965 1970 197 1972 1973 1874 1975 1975/70
Agriculture and Fo:'estrgr 283 94g 3,577 4,435 6,773 10,270 12,656 15,943
) o (21.4} {30.4) (24.00 - 52.7} {51.8) (23.3} (25.9} (34.8) .
Fishery -3 i5 58 67 83 153 180 215
4 . 8 26 38 49 77 - 102 130
Mining 86 308 1,134 1,355 $ 2,273 2,784 3,627 4,121
- {29.8) {29.8) {519.5) (67.7) (22.5} (26.7) (17.1) {29.5)
Subtotal of the above 2 sectors 83 331 1,216 1,460 " 2405 3,014 3,809 4,476
(28.9} (28.7} {20.1) (64.7) {25.3) (26.4) {17.5) {29.8)
Manufacturing 127 337 927 1,217 1,743 3,242 4,121 5,164
{21.6) (22,4} {31.3) {43.2) (86.0) (27.1) {25.3) {41.0)
Others 62 281 - 1,434 1,758 2,625 4,014 4,736 6,302
(35.3} (38,5} (22.5) {48.3) {62.9) {18.0] {33.1) {34.5)
Note: Figures in parentheses are annuzl rates of increase.

Sources: Japan Economic Research Center, Statistical Materials for Long-term Projections, No. 4, July 1974, and unpublished data of the Bank of Japan. Awzilable in Japanese only,

FloM Sekigucind (1939 24)

o Percent share of total direqt investment.

Source: Bank ef Japan.

Table 3. Japan’s Foreign Direct Investoient in Manufacturing Industries: Cumulative Approvsls, End of Karch 1975
{a) Number of Projcets, {b) Value US S Miliion

North Latin Kiddle Western

America America Asia East Europe Adfrica Qceania Total
Industries (a) {b) {al {b} {z) {b) (a) (b {a} {b} tal (o} {a) (b} (a) {b} {%)2
‘Focd 70 44 -42 61 120 68 1 [ 14 25 28 8 23 25 298 231 1.8
Textiles 41 47 94 219 419 - 60t 3 2 1% 14 41 3 7 4 620 918 7.3
Timl;er, Pulp 22 21 25 38 153 93 : 0 17 73 218 423 33
Chemicals . 30 29 B2 .364 2N 110 -7 54 24 4G 2 2 13 26 399 634 5.0

{ron, and nan-ferrous 2 162 53 223 230 137 3 id 3 32 12 ] g 05 337 635 50

Industrial machinery 74 56 71 12 218 67 3 2 36 51 - - 6 3 ‘408 307 2.4
Electricat machinery 49 86 58 g1 460 214 4 4 21 20 4 2 7 a 603 4726 34
Tronsport equipment 10 21 25 132 68 96 . 3 1. 4 4 1 [} 4 <] 116 263 2.1
Others . 60 26 60 37 532 182 12 33 28 g 4 2 9 1 755 .'_3_(_30 24
Total 377 - 692 480 1,291 2,521 . 1,568 3B 106 151 214 93 51 g5 215 3,783 4137 327

Table \9

All manufacturing
Food

Textiles

Paper and pulp
Chemicals

Metals

Mezal products
Industrial machinery
Electrical machinery
Transport equipment
Other manufacturing

Gross Capital Stock
Al Enterprises
{March 1975,

Nurnber of Workers

Capital-Labor. Hatios in Japan’s Manufacturing Industries, 1975

Capital-Laber Roatio
{million yen/person:

billion yen} {1975, '0.000} index)

59 502 1,345 442 (100.0}
4,101 135 3.64 { 68.8)
3,350 125 268 { B0.6)
2,660 35 760 {171.9)
7.934 60 13.22 {209.1)
11,168 90 1241 (280.8)
3,030 100 3.03 ({ 68.6)
4,728 135 350 { 79.2)
3,547 155 228 { 51.8)
5,912 110 637 (121.5)

400 342 ( 77.4)

13,673

Source:  Economic Planning Agency, mimeographed material, 1976, for the capital stock and the tapan
Economic Research Center, The Japangse Economy in 1885—The Economic Environment
Swrrounding Japanese Enterprises, Tokyo, March 1976, Available in Japanese only,
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and partly by the profitable opportunities for this which arose as countries such as
South Korea and Taiwan established free trade zonesg{. ‘Since the labour shortage was
felt particularly acutely by smaller-scale enterprises unable to offer the wages,
"benefits, and job security of the nenko joretsu employment system operated by larger
enterprises, it is hardly surprising that in contrast to the experience of the U.S.
and Lurope during the samé pericd, small and medium scale firms played a significant
role in Japan's direcct foreign investment in manufacturing (Table 12 ). Fhe available
evidence suggests that such labour-oriented investment initially was not particularly
gearad to exporting to third countries as opposed to JapanE/. More importantly,
however, until the early 187Cs at 1ea§t, 'cheap 1abour;processing‘ appeavs to have
been less impertant than securing and expanding existing markets as the main motive
for Japan's manufacturing investment in Asia. However, since these markets were in
cheap labour economies, it is difficult to test reported motives by independent checks
on actual flows; indeed, for Japan, there was a much greater coincidence between
export markets and potential cheap labour utilization than was the case for western

industrialized economies,

.There seems to be a reascnable case for arguing that the 'Japanese solution'

| to the labour shortage problem entailed one further difference from what might be
termed the 'German' one: more rapid technological innovation. Since technology
import by means of licences was the main means through which the latter occurred,

the fact that the government (which controlled the rature and composition of licence
imports-very strictly as a means to achieving structural transformation in the
econonmy) introduced preferences for more technology intensive, secience, and skill
based industrial branches in the later 1960s when labour shortage problems became
prevalent suggests that there may have been some causal intefrelationship between the
- two. Certainly technological innovation was used as an important part of the strategy
for sustaining .'mature' industries, whose share in the main category of licence
allocations declinedlonly very slightly from 5.5% on average during the 19508 to 4.3%
in fhe 1960s (Czamia ). The hypothesis that Japan experienced relatively more
capital deepening than Germany is consistent with the available data on the trend
growth.rates of output and of the gross capital stock at constant prices between 1958
and 1973 (Table 3 ), Whereas in Japan, the trend output growth rate of 13.0%.was
almost as high as that for the capital steck (14.2%), in Germany, the cerresponding

figures were 5.7% and 7.3%, respectively., Problems of statistical interpretation

- a/ In the Masan FTZ in the Republic of Korea (S, Korea), for instance, over two-thirds
of the investment in 1972 was Japanese, '

b/ The relevant evidence is summarized in Nayyar (1978: 69-71)



Table 'Y< Size Distribution of Japanese Parent Companies by Industry, End-March, 1975
{number of companies) '

Large Firms Small and Medium Firms Total
Food processing 26 o 40
Textiles . 62 ' 45 107
Lurnber and pulp 21 10 31
Chemicals 78 16 7 g4
iron and stecl 28 ' ) 1 39
MNon-ferrous metal 16 . 8 24
Industrial-machinery 52 43 a5
Electrical machinery 73 ] 51 124
Transport equipment 38 ’ 13 51
Precision machinery 18 16 35
Other manufacturing 91 101 192
Total manufacturing 504 328 832
Agriculture, forestry,
and fishery 15 12 27
Mining - 22 . 4 ) 26
Commeree 235 ] 123 358
Others 13 ‘ 15 28
Total ' ' 789 . 482 1,271

. .

Note: Large firms zre defingd as those with paid-up capital of maore than 160 mitlion ven except for
the wholesale industry where 30 miliion yen is the border and for the retail and services indus-
tries with 3 10 milliun yen border-line,

Source: MITL, Overseas Activities of Japanese Enterprises, 1976, Avzilable in Japanese anly.

Table 14. Patterns of Qwnership of US and Japanese Foreign Subsidiaries
{nomber of firms and percentage share)

Total 95~100% 50~94% 5~49%

Sample Owned  Owned Owred Unknown Remainder
All US foreign 19,152 6,894 1,895 829 949 565
subsidiaries {1968) ({100.0%) (61.8} - {17.0) (7.4y  (8.5) {6.2)
in the developed 3,522 2006 652 338 326 200
world {100.0%) {57.0) {18.5) 9.6y (9.3} (6.7}
All Japanese Foreign - 3,214 1,264 875 1075 - -
subsidiaries {100.0%) (39.3) (27.2} - {334} () (-
March 1975
in Asia 1,482 206 505 GR1
] {100.0%} (20,0} {34.1) .{45.9) (-} {—)
in Latin America 438 203 - 100 135
’ {100.0%)  {48.2) 72.8) {308} (-} (-1
e manufacturing 1,761 335 616 810
. {100,0%)  {19.0) - {35.0) (46.0) {-) {1

Source:  James W. Vaupel and Jean P, Curhan, The Making of fAultinational Enterprises, Harvard Unniver-
sity, Boston, 1968, 1o US data and MITH Survey on Overseas Activities of Japanese Business
Firms, Tokyo, 1376, Availabie in Japanese only.
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make the interpretation of such data very aifficult-i/-but the basic hypothesis also
is supported by certain theoretical considerations. From the standpoint of manufac-
turing producers, there was a constraint on the capital widening which cculd be
located in Japan, so that although Japanese manufacturing appears to have enjoyed

higher productivity gains attributable to dynamic scale economies for a given rate
of output growthg/ (for instance, on account of government induced mergers to improve
industrial organization;g/ stronger learning effects because of the system of
industrial employment and because of the fact that improvements in the skill structure
of the labour force were not offset partially by fhe import of less skilled workers,
and the feedback effects of higher productivity growth in the economy as a whole),
there was a limit to the range of output growth rates over which such favourable
scale economies could be realized. The difficulties of testing a hypothesis of this
kind are too familiar to require comment here, and all studies which have attempted
- to estimate the role of the'residual' and of its components in economic growth raise
serious methodological objections, In the final analysis one can do little more than
note that there is a reasonable consensus that technological change played an extra-
‘ordinarily important role in postwar Japanese economic development, whereas scale’
economies plus their dynamic. feedback effects {which might or might not be defined so
as to include rapid introduction of more capital intensive techniques) have been

. d
emphasized for the European case— .

Despite the impossibility of reaching robust conclusions, the Japanese czse has
been elaborated here because it is extremely important to understand the conditions
under which utilization of reserve supplies of labour in general (and of immigrants
‘in particular) plays an important contributory role in the generation of 'virtuous
cireles' of capitalist development, During the course of the 1960s, Japan essentially
opted for limited utilization at production sites outside the naticnal frontiers, and
to replace remaining intefnal excess demand for labour by technological progress and
.structural change towards less labour-intensive industries, This shifted enormous
weight towards the ability to sustain rapid technological progress, and (incidentally)
may have contributed to Japan's maintenance of high rates of invention and innovation
when much of the US backlog was 'used up', by inducing the govermment to strengthen

further its policies designed to promote indigencus technological capacity. On the

a/ Notably the assumptions which have to be made concerning depreciatien - -an issue
which also raises certain interesting analytical issues (Harrod 1370, Bhaduri 1972},

b/ I. e, if productivity growth is regréqsed on output growth, Japan had a higher inter-
cept than other 1ndustrlal economies, and possibly although not necessarily had a
steeper slope for the output srowth range actually experienced in the west.

¢/ These obviously’ permltted static scale economies but may well have stimulated
dynamic ones.

d/ On Japan, see particularly Ozawa (1968, 1974); on Europe, there is of course dis-
agreement over the relative weights to be accorded to a Kaldorian type of structural

explanation with dynamic scale economies and emphasis on the employment side, the
s
static scale economies of Verdoorn, and pure technological change, but most author
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other hand, this precluded the benefits which a reserve army of labour gemnerate during
cyclical fluctuations. To éome exltent, Japan was able to compensate for this during
the 1960s by the way in which subcontractors were used as a flexible buffer for larger
firms who themselves sepmented their labour forces, but this became much more difficult
as the decade proceeded (Paine 1971b). The wage explosion thch occurred there in 1868~9
was probably caused in. large part by ".low short-term flexibility in the labour
force, in contrast to Western Europe, where increased trade~union militancy because of
lowering of the social wage seems tc have been the main factor: reserve supplies of

. labour in continental western Europe may have constrained the rate of wage incrsase,
but could not suppfess the impact of conflict over take-~home pay in countries where
unions were streng and active, of course, with the onset of structural adjustment
process triggered by the energy crisis, the excess labour demand problem in Japan -

as elsewhere was eliminated,

‘In any event, for reasons discussed fully elsewhere (Paine 1977, 1879),
European economies terminated expansion in their use of the labour migration systenm
before the onset of the structural adjustment period induced by the oil crisis,

The latter turned what could ha&e been a temporary moratorium into a permanent one,
and at the same time generated a 'mew' mass labour export systém from Asia and non-
0il North Africa and the Middle East to the oil producing countries of the latter.
This ‘*new' system, and the way in which it contrasts with the old, is discussed

in detail in am earlier paper (Paine 1879b). Although it is of considerable
interest from the standpoint of world economic development, it is of limited relevnce
here, exéept for one particularly interesting point. This is the way in which some
Asian labour exporting countries (e.g. S. Korea, Philippines, India), have created

a system which combines labour export with technology (in the sense of capital goods
or service contract) exports., Often drawing on the expertise of nationals who had
worked abroad in ‘higher-level' jobs, though by no means necessarily doing so,
entrepreneurs from these countries have successfully won construction and
engineering contracts in the oil economies, supplying their own labour via 'block
contract' manual labour export arrangements, and earning substantial amounts of
foreign currency on service and or commodity export accounts, not simply permitting
the inflow of private transfers via worker remittances. The impact of these
developments on the countries concerned is complex (and, as in the case of Mediterra-
nean country labour export to W, Europe, is influenced fundawantally by policies
pursued by the governments in the countries of origin), and no attempt is made here
draw up a cost-benefit balance sheet of the effects on major developmental variables,
To be sure, the consequences of the manual labour migratory flows are following

pafterns similar to those observed.in the European case, if anything in a somewhat

cont. from p./ would agree that they all must be taken into account, and differ
rather over the mechanisms through which they are seen to interact.
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intensified form (because of the much greater wage differentials between home and
host countries); on the other hand, the home countries are generating important
new sources of export earnings on commodity and service accounts of their balance

of payments, and stimulating important sources of structural development.

‘ Thid experience is of interest to the 5. European countries who supplied
labour in substantial quantities to W. Europe for 3% reasons. First, .
European labour demand for new migrants is likely to remain depressed in the
mediwa term. All factors point to this prospect. Demographic factors have
tended to increase the numbers of naticnals entering the labour force. The
immigrant labour stock has 'matured', so requiring considerable 'catching-up!
in social infrastructural investment , and so making labour imﬁort texpensive!
from the standpoint of W. Eurcpean states, who now zre concérne@ﬁore wit
integrating the children of first-gendration immigrants. World cyclical

depression compounded by deflationary government policy will keep unemployment

rates high in the short-term, and capital deepening made possible by the micro-

chip technology will tend to keep it quite high for structural reasons while
adjustment occurs during the post-recession recovery period. And for reasons
discussed in Paine (1979a), where industries are in a position which forces
them to concentrate primarily on minimizing unit labour cost, this is more
likely to be sought through production relocation, e.g. in Asia (though such

a sirategy is not likely to be all that widespread for the reasons given in

the paper cited). Second, the development of engineering-plus labour contract

exports. can help to deél with the balance of payments problems which some
‘labour~exporting countries are experiencing as a result of the form of their
structural depéndence on labour export., The znalysis underlying this proposi-
tion is summarized in the appendix to this section. And third, this

strategy would be of a kind which generates positive effects with respect to

S. BEuropean countries!' structural economic transformation.

Finally, one factor fregquently ignored but which is of importance when
appraising advanced industrial economies' prospective demand for immigrants
is the rising refugee cor quasi-refugee inflows which have arisen during recent
years. dontemporary pelitical developments in many areas of the world éuggest
that this trend may well increase. Since the irflow of migrants tends to have
a political as well as an economic elasticity, with anvy egiven country tending
to have a ceiling on what it considers its absorvtive cavacity in any siven
Year., this 'refugee' issue could well affect the magnitude of 'eronemicelly!

dztormined flou=,



: .. | 0L~
ARENDIX [ (5 2.72.2) S

A highly simplified example may help to illustrate how, over time, remittance
recipt may be accompanied by drastically different outcomes on the current account
(excluding government transfers and factor services). The two diagrams below
reprasent two economies, A and B, which pursue different policies with respzct to
remittance utilization and theair replacement with other sources of foreign exchange.
Economy A usés most of the foreign exchange from its remittance receipts for
development imports desicgned to strengthen its econémic structure, and anticipates
the risk of remittance decline by introducing poiicies to ensurs that its more
diversified economic structure is accompanied by a more diversified export structure,
with export earnings from goods and non-factor services rising somewhat more rapidly
than would have been thé case in the absence of remittance receipt. Remittance
repatriatién through official channels is made an attractive option by the introduction
of attractive savings and investment schemes (including long-ternm deposits in foreign
currency accounts), and permitting the families of returned migrants a moderate free
foreisn exchanpge allowance with lonpg-term validity-fof'carefully selected usages.
Otherwise spillage into luxury imports is kept in check by means of controls.

Economy B, however, neither takes measures to control growth-in non-developmental
imports nor introduces policies to mobilize new sources of foreign exchange carnings
from poods and non-factor services, It has few, if any controls on luxury imports, or
is unable to enforce the ones which it has, so that imports rise on account of

such expanditures both by the families of returned migrants and by other better-off
sections of the population. It fails to introduce the complementary measures

required to ensure that such savings and investment schemes as it intreduces become
effective incentives for postpening immediate consumption. And the investment and
intermediate goods which it imports tend to be channelled into activities which yield
quick. profits and fail to deepen the economy's industrial structurs and te permit it

to move to more mdéderate import dependence in the medium-long-term.

As noted earlier,-each diagran beiow is constructed on certain highly simplified
assumptions, First, it is concerned only with the balance on goods and non-factor
services plus remittances. Second, it abstracts completely from any fluctuations or
other factors in the international economy which may affect exports and imports of
goods -and non~factor services: in the absence of remittances from mass labour exnort,
each is projected at a constant growth rate. In the diagram, they are drawn so that
the rate for exports exceeds very slightly that for imports, so that the deficit on
goods and non-factor services narrows a little in real terms {presumably increasing
somewhat in terms of current prices after world inflation has been taken into account).
This assumption was made in the light of the difficulties which recently poorer LDCs
have experienced in financing deficits which are constant in real terms; howevar, it

is in no way essential to the argument, just as the assumption of linear functlonal
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forms also can easlly be dispensed with, Third, the remittance function is assumed
to be identical for each economy Bver time, This is somewhat unrealistic, since the
lack of sufficiently attractive savings schemes in cconomy B would be likely to
encourage migrants to deposit some of their savings in accounts abroad. The

functional form in the diagram is a hypothetical- extreme case: It would arise, for

instance, in conditions such as the following: the migrant stock includes a substan-
. wnose proportign in, the ,total declices over Timg;
tial number of Dhokillied wEPkéne s Broith rate"acéeidrates soon after the labour

export system proper has been opened up but, after this initial expansionary phase,
levels off and soon begins to decline, so that the absolute size of the stock grows.only
slowly; some migrants manage to settle abroad with their families so that the

growth rate of the associated remittance inflow falls off slightly more sharply,

though less so than would occur with a constant skill structure since the upzrading

of the mean skill level raises the mean potential remittance per migrant; then an
exogenous economic or political shock cccurs which leads to an absoclute reduction of
the stock abroad of a magnitude which means that the depressant effect on remittances
brought about by the fall in the number of remitters is not offset by thz on-going
process of recycling some of the stock with more skilled reﬁlacements; the social
~and political forces undarlying migrant“fépatriation/unemployment lead host governments
to implemsnt a policy of settling a certain proportion of the migrant stock and
sending back the rest in a'bhased manner over timz, so that rémittances now decline
further on two counts; those who still remain after the repatriation is completed
bzcome more skilled and earn highg%9%ages, so that the remittance flow starts to

rise again somevhat, but at a level and rate substantially lower than that experienced

in the initial expansionary period.

Only_thé latter,ﬁarf of this story is hypothetical. The former corra2sponds
closely with the_Heditefranean recruitment country experience befor 992 IF tl is taken
_as 1973/4, and t, as 1977, the t,t, segment of the rcmitfandé;curve would correspond
to the Turkish expefience - a clear case, Sinces remittancas fell in terms of current
collar values. . The outcome for other countries depends very much on the deflator
selected, some experiecing only a temporary downturn, while others seem almost to have
managed to kesp real values more or less intact (not only through the skill-upgrading
effect mentioned above, but also through the development of home country contracting'

in the host country).

Returning, howeﬁer, to the hypothetical extreme case vis-a-vis the prospective
development of the curve after t,, it is easv to see how rem}ttance receipt can be
accompanied by widely varying outcomes;"fﬁconomy 1's lmportﬁfunction rises as
rapidly as economy 2's on account of remittance inflows until tl’ vhen it starts to
move slowly to a somewhat lower rate since irs more self-sufficient economic structure
has a moderately depressant effect on the real import coefficient., In the diagram,

this function is drawn so as to incorporate some additional enforced import comprression

on account of the balance of payments difficulties which the reduction in remittance
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recelpts inevitably entails. But at the same time, the economy's more diversified
economic. structure has been accompanied already by an increase in the export growth
rate abovae that which would have been sustained in the absence of remittances. This,

together wlth the movement of the import curve, yields a deficit of. moderate magnitude

on goods and non-factor services to which the economy can adjust steadlly over time,

In contrast, econcmy 2's import coefficient remaig%?gggstant after ty since the
development strategy which it has been pursuing makes it extremsly difficult (whether
for political or sconomic reasons) to achieve any reduction. At the same time,

export growth has been neglected (so that X(R) has fallen below X), and the country's
eccnomlic structure has not bzen chanped in a way which makes diversification into new
export lines mere feasible. The outceme is the emevgence of a payments deficit of

crisis proportions on goods and non~factor services.

Obviously a whole taxoncmy of outcomes can be developed using a variety cof

»

remittance functions and differing assumptions about import and export growth. The

- key variables are the shape of the import curve, and the trade off between exports

and remittances - both in turn being determined by the countrv's overall development

strategy. Mote also that it is NOT necessary for the remittance function to decline

as sharply as drawn Iin the above diasrams for serious payments problems to emarge,

If the slope of X(R) and (R) are both still rising, but in a wey that X(R)+(R) is

lower than that of M(R), a payments crisis inevitably will emerge in time.
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Table 3.1 Stocks of foreign workers in the Middle Fast by host and labour exporting country

;

/' . Estimate for
Iran Irag Saudi- Libya -Kuwait Oman U.A.E. Babrain Qatar  all Middle East
Mrabia / countries 19773/
TOTAL ; 1975  (182.0) 8.4 770.0 295.0 211,4 /61,2 (245.8) 29.4 61.8
1977 : S
1.2 v 300.0)% L e [ . e
Western 1915 (35.002 0.7/ e oy 28 02/ 2,02/ 3, s-/ 5.1 4.4 9.2
Countries 1977 e e (71,0} can sas / e : e P “en
Middle Eastern ' ’ ! ) e/
Countries ' 1977 _ /// 1500 - 1800-
Arab 1976 ' o
Countries 1977 - ) : / 1286~ 1550~
_Asian 1975 T ' r :
Countries 1577, : : : 1‘3§§J
(5,C.0085E) 1,2, . . :
South Asian - ~ A ]
Countries = 1977 - ) ' 784
E. & S.E. : . ‘ . , . }
Asian 1975 (5.0)9/ - - - 1.3 0.0  1.o¥¥ g5 a5t
Countries 1977 : o R =
hfghanistan 1975 (120.0)- a/ ese - . “ra vee ver .nn R — 200
1677 ) :
Egypt 1975 - 2.3 ... </ 17§.o§/ 37.6% 5.3/ (12.7) 1,22 2,73 350
1977 .es ees  (180000)= cen - e . vee ces -
il.a. . e (110000) . cae “es cen . ces
Jordan 1975 - IR A c 7.0 ¥ 2.6 (6.4 0.8 1,93/ 1560
o 1877 S . -
Morogco | 1975 - - v : 1, BEI - - ‘ - . -
1877 _ E :
“Oman 1975 ... 1.4%
1977 : B : ’
Sudan 1975 ... Ceee e o8¥ .. .82 L. 50
' 1977 _ ST _
L] - -
Syrian Arab 1975 - 0.2 ... 5.0 165 1.5% (3.0 0.1 0.42"
1977 : .
Tunisia 1975 - - e o20.0Y - - - - -
1977 . ,
Turkey 1975 .2 - L o 8.0 - - - - .-
D Jen ‘ A - - - : : -
2 Yemens : : . a/- a/ (3,52 R4 2.6%
j 1975 - - ves - 11.4 1.0° : .
Combined ' b/
Yemen Arab 1977 - s (500. O)h/ ree e e cue PR e 500
Republic lia, | ... e - {700.0}~ FR e wes PPN “es e
PDR 877 b/ o : : T o 300
Yemen Ll.a. . {300,0)~ cee Coeee :
Bangladesh 1975 ... vee e e W .- 2,58 - e
S 1977 50
india 1975 (4.9 0.3% C/‘ 2.0/ 21.5%/ 24,82 (73.0) 9.0%/ 19,82
. 1977 vesd —ee (75, O)b/ v ... L e .es .- . - 214
L.a. ves ees {30.0)- ves . are . .es .
Pakistan 1975 (2.5 0.0% ... o/ 5.0% 1.0 2022 (ea.;y 6.7%/ 14,527
1977 ves vee (35.0) .ee eee ees - ... .es 500
) 1.a. .es ver (50.0)~" ... . C e cee e ces
" Sri Lanka 1977 ' . 20
Repub, of 1977 ... s (16, 0)°/ & e . vee ere . Lo
Rorea, Y.a., ... (30.0-40,0)~ es . T ees
. Sources: a/ World Bank data, from Ecevit and Zachariah 1978 Notes: 1 Latest available data
b/ Financial Times, 25.7.1978 2 Other Asia excluding India
-E/ Financial Times, 28.3.1977 ’ : - and Pakistan
’ T PR Rl
d/ Financial Times, 23.4.1977 _ . _ ... Dats not available.

e/ Own estimate
§/ Republic of Horem, Philipping awd 'ﬂ-.mlcuui




) Tablek, Percentage distribution of foreign labour force and shares in total
sectoral employment in selected oll counkries

OIL COUNTRIES ' . L ' W. EUROPE
"KUWAIT 1975 LIBYAN ARAB YAMAHTRIYA 1973 QA’I‘.:\P. 1970 SAUDI ARABIA 1975 AUSTRIA 1975 FRANCE 1975 F.R.GERMANY 1975
Sectoral com~ % non- Sectoral com-* % foreigners Sectoral com- 3 foreigners Sectoral com- ' sectoral sitd ¢ forel 1abour f o
pusition of non HKuwaitis position of in each sec~ position of in each sec- position of geroras composition of foreign ladour orce(’k)
Kuwaiti employ~- iIn each foreiqn labour ter foreign labour tor . feoreign labour
ment (%) sector force . . force ) ' force
'Agricultu:e & 1.7 ) 46.9 1¢.2° 18.5 ’ 4.9 95.8 ] 4.6 - . . ‘ 2,2 5.3 1.0
£ishing : : . : o :
Crude petroleum & . 2.1 . 28.5 ’ 2.4 43.0 :
1.5 63.4 . 2
gas . ) ‘ S . ) ) ‘/.- a/ a/ af
Other mining & . - S R T A . 4341 :
_quarrying . ' ‘ : © B.5 65.2 - ‘ ) :
Manufacturing 10.5 ° 90.6 7.1 ‘ 35.9 : : : 5.9 ‘ ’ . 52.8 ‘ 24.6 59.8
Electrigity, gas o ] ' ‘ :
and water 2.5 72,0 - . 1200 15.7 ' a/ . a/ a/ o a/
Construction : 14.4 - - - 94,5 44,0 . £4.6 18.8 °7.3 ’ 32.3 15.0 14,2 11.2
Trade, restaurants S . ) ‘ - :
and hotels . 1547 o B4.0 2,9 . 2.7 ’ 17.4 . 88.8
Transgort, storage ) - . . S . '
& communication 5.3 ’ 0.8 1.5 : 4.4 t 6.4 S 8.7 ‘ 19.2-!?/. 5.3}2/ : 23.9?-’/ : 5.69/
Finance, ihsurance ' ‘ ’
& business studies 1.0 20.0 0.7 96.6
Educeational services . 5.3 3.0
Health services 48,5 61,4 3.7 15.3 29,0 86.2 17.6 23.9 13.8 13.4
Other services . 6.9 20.9
Public admini- _
straticn » éefence . 1.9 20,9 11.9 77.4 af ) .
other : : : ‘ - - : - o 10.48 ' - , 18,23/ 3.0%/
TOTAL: 211444 {70.8} 118,382 (22.0) 49,222 - ] (23.1) ‘ 776,000(29.0) 185,200(6.1) 1900000({9.9) 2131006(8.5)
Sources: Calculated from Birks and Sinclair 1977; Ecevit and Zachariah 1978, £rom CECD data.
Noces: a/ Petroleum, mining, and utilities included under other.

b/ Comaerce only.
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Saudi Aravia
Libya
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Bahrain
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Qman

Tnblu/kS ] Selected Economic Indicators for ‘new’ oil and ‘old' Eurppean Host Couniries

Population (1,000)

0id host countries

F.R. Germany
, France
Netherlands
Beigium
Sweden
Auskrin
Switzerland

Sources;

Year of
" fstal 1 population3/
1960~" 1975~ 1977~ breakdown =
21434 33925 34270 T
6870 11120 119%0* . *
£206 8296 {55200 , 1815
1349 2442 2440'3/ 1973
278 9500, 1130% 1975
99 340~ 656%. 1975
150 2605 {270} 1971
65 190 {10)c \975‘/
450 713 (B0} 197 5=
$5421 ED165 61400
45684 49910 53080
11489 12725 13653
9153 9793  98ig
798C 7913 8260
70483 7560 7520
070 £330

$362

wWorld Banks hote differences between these an

capita GNP series,

UN Monthly Bulletin of Statistica Feb,1979,
Blrks and sinclalr 1977,

UM ¥orld Stoaristics in brief 1577,

National

4100
2088
432
157
118
53

e

Eee it and Zachaziah 1978, uning World Bank dava,

QECD.

¥orld Bark datay World Develepment Report 1978 used, except for manulfastur

Oman, for which World Tables 1876 used.

L e ey

Non-
national=

e
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117
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a2

&
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1009
s km
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($US 1974}

196¢

518
567
831
1068
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EREE)
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d UN population estimates, and consequent effcets on per

{1973} and Kuwale and

1975

1321
T 986
W67
3939
9598

104501/

20470

65812/

18¢3

6056
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5526
7083
4346
7831

i
GNF per cupitall‘

Year of
labour force
breakdown3d/
1975§/
19752
1935
19713
1975
1275
1971
1975
1975§/
&/ .
197 5=
1875
1575
1975
1875
1975
187
Noteg: .
. }
a/
b/
ef
4/
&/
: £
9/
Y
i
A

Labour force

National ma

9ic0
8400
752
422
92

-
4

38
10
165 .

25776
19192
45958
3808
_40co
3033

2779

Data unavallable

ON estimate
1975

UN cstimate {presgmably excluding most Immigrants) only 240. 1975 census reported

(1000)
Non- Non~
tional natienal Agriculture
g; 1 total 1960 1275
5
182 . ¥y 2 ]

1 .e 1.0 17 3
748 49.9 25,0 .- 1
18 21.9 33,0 14 N

“213 0 79.9 1,0 ve o
342 88,2 89,0
22 371 38.9
71 88.z 1.0
67 TIPS 9 ST 4
&/
2191, 87s 5 3
19005 9.9 9 &
214 4.7 T 7 ..
278 7.3 7 3
204 5.t ] 4
185 6.1 11 ?
5533/ 19,9 ., ..

*

Composition cf GDP at current fzctor cost

)
Industry
1860 1976
a3 58
52 56
.. 56
9 EB
onY
B!/ 723/
54 51
48 43,
‘5 44
41 . A 2
33 38 .
48 50

Services
1950 1976
a8 32
3 26
. 13
17 29
. 26-
{EEI 13
4¢ 45
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47 49
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_ 55 58
=40, 417
. \‘\.\.
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facturing

1973
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10
1
3

41
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¢
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25
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Tabledt Selected economic indicators for 'early' and 'late-starting' labour exporting countries

. Popula:ionl/ Population AreaE/ Economically ?ctive GNP p.C.

Early Labour “  growth rate {1000 populationd ($US 1574) -

Exporting 1970-75%/  sq.km}) 1970 % in agri- & in 1969}/ 1575}/ Growth rate

Countries 1960 1975 (mn) culture industry 1960=75
Algeria 10080 15747 3.2 2382 2.6 . 50 13 773 715 ~0.5
Finland 4830 47 6.4 337 2.1 20 34 2498 4645 4.0
Greece 8327 9101 0.7 132 3.3, 40 "2 - 883 217 5.8
Italy SQ168 52930 0.8 oy ts.6% 16 42 1577 2688 3.4
Portugal ’ 5026 9357 0.2 .92 3.0 31 30 540 147¢ 6.5
" Spain 30303 35338 1.0 505 12.7 29 38 1036 2487 5.5.
Tunisia © 4049 5533 2.4 164 1.5 53 12 363 g3 3.9
Turkey 27755 4C098 2.4 781 14.5 57 12 443 793 3.7
yugeslavia 18402 21330 0.9 256 8.9 45 27 §50 1384 4.5
‘Later )
Statters' N .
Afghanistan 12535 17092 2.4 648 4.6 67 8 102 116 0.8
Egypt 25832 37095 2.2 1002 8.3 53 18 222 286 1.6
Jordan 1695 2709 - 3,3 98 3.6 29 . 335 423 1.5
Morocco 11626 16680 3.0 447 4.6 - 50 15 . 328 435 1.8
oman 490 773 3.1 213 0.2 73 .. 237 1903 30.0
Sudan 11202 15550 2.5 2506 5.1 50 5 154 267 3.5
Syrlan Arad  uooh 409 3.3 128 1.5 54 - 277 §04 5.0
Republic

Yemen Arab  yo92 6471 2.9 195 1.9 .- L. 512 12¥Y¥ 6
Republiic .
POR Yemen 1050 1677 2.7 333 0.4 . 62 . .. 223 .
Banqladesh 518500 78600 2.4 124 22,3 7 6 195 -0,
India 429016, 609582 2.1 3288 221.9 71 12 119 139 1.0
pakistan 44565 69224 3.0 804 18.0 . 58 1% 86 131 2.7
Szi Lanka , 9850  1360u 2.2 66 1.6 52 - 11 103 134 1.7
R;g:zi‘c of 24954 34018 1.6/ 971 10,90 50 20 189 504
Philippines 27372 42500 2.9 300 132 56 16 230 340 2.5

Sourges: 1/ ¥Werld Bank
: 72/ - United lations, World statisties in brief, 1977, Rew York
- 3/ Vorld Bank, World Tables, 1576
; L/ ¥orld Bank, world Leveilopment Report, 1378 used, except for manufacturing,
T where VWorld Tables 1976 use¢ unles otherwise stated.
&/ oCep sATEML, 1976 -

Hotes a/ 1961
b/ 1969;
c/ 1973
d/ GDP n.e. 1973
2/ 1¢r estinate
.« Hot available

|
.
i
\

% GoP

Agriculture

1960 1976
21 7
20 10
23 18
15 8
25 18
21 9
24 - 3t
41 29
24 15

— -

.- 55
30 29
16 14
29 21
ST
&8 .41
25 . 17
s 23
61 59
50 . 47
48 32
38 37
40 27
26 29

Industry

1960 1976
24 57
40 44
26 31
38 41
33 43
39 39
18 30
21 28
45 43
ve 14
24 30
14 28
24 .31

AT

15 16
21 36
.16
g’ 8
20 z3
16 24
186 P
19 34
28

Services

1960 1976
55 36
40 46
51 51
47 51
37 39
40 52
58 49
35 43
3 42
. 31
46 41
70 58
47 48
182 158
27 43
54 47
‘e 61
31 33
30 30
38 44
48 42
41 39
46 37

Workers abroad 1975 .

Manu= Tetal in - % employment in
facturing Eureope s/ labour export
1973 {1000s8) = country
12 426 23
31 163 5
21 238 7
29 976 5
35 530 18
27 521 [
i1 108 7
24 713 5
o 6956 16
estimated total In Middle
East 1977 (1000s}%/ ;
118/ 200 ' 1
22 359 !
12 50, oo
13 PR o g
0 .. i
8 50
19 3%
. 500
.« 360
8 >0
123/ 214
16 500
14 20
24 60
21 ..
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Estimates of the migrant return flow from W. Europe to

selected recruitment countries 1975—72/ (1000s)
1975 1976 1977
Finland 8.5 1.0 10.0
Greece 4.3 5.1 5.3
Italy 50.9 53.3 62.1
"Portugal 6.3 5.6 4.0
Spain ©10.0 4.9 5.9
Turkey ~15.6 16.6 19.9
. Yugoslavia 17.6 15.0 18.7
Source: OECD
Notes: g/ Seasonal workers excluded.
Table Ab: Percentage changes in the foreign worker stock by
. selected Western EUropean host countries .
1978-7%
¢ share of the foreign labour
force in the total economically - . % change

active population (1977} 1974-1977  1BW4-%
Austria - 6 % - 13 3 -i129%
Belgium 8.4 % + 10.5 % P
France 7.3 % - 16 % Q.
Fed., Republic of Germany 9.5 % - 19 3 -17.€%
Luxemboury 32 % + 5 % n.o
Netherlands 3.7 % - 29 % . 2p29%
Sw?den 5.4 % + 12 % 12.3%
Switzerland 16.4 % - 17 % _‘7ﬂ§%3
Source:; OBECD
Table:&?: Departures from selected Western Européh countries
of immigration 1973-7%
1973 1974 1975 1976 1977 1973
pam——
‘F.R. Germany : ‘
" (total foreigners) 526.8 580.4 600.1 515.4  452.,2 405%
Belgium :
(total foreigners) - - 40.7 42.1 39,7 A4
Sweden
(total foreigners) 30.2 20.1 21.4 18,7 14.9 15.6 , }
Switzerland o .
(total foreigners) 73.0 81.0 121.0 110.3 84.3 . (3.9
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Table AD
. .
Foreign Workers in Wastern Eurnpe by Countrins of Origin and Employinent in 1577
Counlry
of exployment T

Country Auskia  Delgium  Francn FRIGeimany  Lugembourg Nethedands  Sweden  Switzenland G Biiten

s SN b

O angin
Ng&:rizl - 2,400 331,100 - - - 200 - 00
i‘?j.l‘_élll;l - 3,700 .- 75000 - - . 2400 24,100 3,000
Fintand - - - 2,800 - - 106,005 -- 24.G00
Italy 2,100 103,400 199,200 281,200 10,839 io.coo 2.600 253,100 10500
oacco ¢ - 72200 152,300 15,200 - 29,200 Go - 54,50
Greese - 9,600 - 162,500 - 1,000 97100 4,00) £.G00
F'er l.uya! i - 3800 3L0.700 £0,200 12200 5,200 1,000 A5 D]
Spioin - 27300 204,000 100,400 2,200 17 500 1,600 §2. 700 ;
Tuikay 27,000 17,000 31,200 517,500 42,400 A200 14,900
Yug.c:-.;h‘wia 131,000 - 42,200 377,200 €an 8,000 25,506 25.400
Tuniiy . - 1,500 73,000 - - 1,160 00 -
Oiherrs L 24,800 114600 190,600 296,600 22,600 21,001 75,800 103,500
Total : 183,300 304 300 1,534,300 1,488,800 130,300 225500 4928100 Rl
MUYB. Clocluding 263,500 fror the Hepublic of refand,
Sources: GECE: SOPEM Hopod 1978, page 3.
Table {ID: Migrant remittances to selected Mediterranean

recriitment countries  1975-7% ($ US mn)

1975 : 1976 1977 1979
Greece 734 803 924 924
Italy 979. 1,370 1,412
Portugal - 1,097 1,014 1,226 1LOs
Spain - . 968 853 - 813 - 94k
Turkey 1,300 983 982
Yugoslavia 1,696 1,878 2,097 2895

Source:  OECD.

TABLE 13 IESTIMATED NUMBERS OF IMMEGRANTS FROM LESS DEVFLOPED RUGIONS [N
SELECTED INDUSTRIALIZEL COUNTRIES, BY REGION OF ORIGIN, 1960 AxD 1974

{Thousands)
Repi In Northern America In Northern amd
::'}on Total and Oceania® Western Evrape
origin 1960 1974 1960 1974 1960 1974
Total ... . ..co ool 3250 9475 2150 5300 1 100 4175
Africa ... oo 525 1 900 50 200 475 1700
Asia. ... 925 3725 525 1700 400 2025
Latin .
Amernica. ...ooiiiaaen 1775 3800 1 550° 33s0¢ 1225 450
Occaniud‘ ............... 23 50 25 50‘ — —

Sourck: United Nations estimates based on census data and annual migration shucucs
2 Australia, Canada, New Zealund and the United States of America.
Austria, Belgium, France, the Federul Republic of Germany, Luxeinbourg, the Nr.thcrlands S“cocn
Switzerland and the United Kingdom.
¢ lnclu(lmg Puerto Ricans in the United States.
¢ Other than Australia and New Zealund,
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Table ku; Remittances to Selected Mediterranean recruitment countries

1660, 1965, 1970, 1974
(current $ millions)

.’/'.
Country Year  Exports of goods | Emigrant workers (2) as percen-
and services ’ earnings and tage of (1)
Ay // remittances (2)

1960 1173 . / . .

. 1965 1740 : e . ..
Finland g9 2831 34 1.2

N 1974 6647 P : ‘e e

1960 703 . .. .

1965 1077 ' NI .. t e
Ireland 1970 1657 : 572 3.4
1974 3610 o 86 2.4
1960 5742 172 . 3.0
Ttal 1965 - . 11041 326 3.0
ey 1970 13574 1017 5.2
1974 41977 . 1352 3.2
1960 535 30  16.9
Creece 1965 892 129 14.5
reec 1970 1445 333 : 23,0
1974 3797 - 624 16.4

1960 0 1276 .. ..
Sonin 1965 . 2788 61 2.2
wpain - 1970 5574 491 8.4
1974 14347 ‘ 912 6.4

1960 540 ' .. ..

Purke 1965 707 . ..
uLkey 1970 1115 273 24,5
1974 3648 1447 - 39,7

1960 806 ' e .

vucoslavia 1965 1608 . .
gostavia 1979 2992 : 493 - 16.6
1974 7854 1715 21.8
Maer 1970 1415 234 16.5
geria 1974 - 5314 : 389 7.3

1960 562 ' .. .
e 1965 623 .. e
crocco 1970 837 63 7.5
1974 2562 359 14,0

1960 257 e ' .o

Punisi 1965 226 . .
unisia 1970 . 484 29 7.2
1974 1302 118 \ 9.1

Source: IMF, Balance of Payments Yearbook, verious volumes, collated
by - :  All entries are gross.

Footnotes: cOlunn (1) 1nc1udes receipts from exports of goods, services

-and other invisibles,
1) Escudo area. 2) Legacies and migrants' remittances,

T M 4 e el m amemta s
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Table AEL: Migrants in and Remittances from Middle East Oil Countries

Country of Estimated migrant ~ Economically ~ Remittance Inflows ($mn)
Qut-Migration stock abroad ' active population ' ' ‘
1977 1379 - 1975 (1000) 1973 1974 1975 1976 1977 1978(est.) 1573(proj.)
 Afghanistan . . 200,000 = DPr3 6586 R e .. 200a@ - .m,a, . 9n,a.
= : 64.2 b
o Cy ' o ‘ : d/
. Bangladesh A 50,600 100,000 25341 .. . 18 . 43 53 75 a n.a.”  170.0"
. ' : . 1.8 3.7 ' 6.8 7.1 b : ‘
. Egypt 350,000 n.a. 10517 C - 87 .7 189 - ¥ 340 6153 1025 a  p,a. n.a.
- : ‘ S 6.1 6.5 . 8.6 16.0 23.8 b
‘India - - 214,060 300,000 . 240285 - 235 . 297 535 713 1000 a  {£00.0 n.a.
L , o , ‘ 7.6 7.0 10,8 . 17.0 21.0 b
. Jordan _ : 150,000 Nede - 652 v * 45 .75 167 411 425 a n.a. Nn.d.
= S _ ' ‘ 15.3  17.4 . 25,7 45.3 36.0 b
! Republic of Korea . 60,000 80,000 12686 ‘ U o1s4 - 154 158 195 172 & 2000,0%/ N3
. : ' S 4.0 2.4 2.4 2.3 1.6 b "
Pakistan - 500,000 300,000 19650 . f 51 230 353 , 590 1110 a_31000.0 noa. g
: , 14.3 12,1 16.0(} 26.6 48.0 b T~ - SR
Sri Lanka 20,000 n.d. 4741 e e 3 7 12 & 2.3, "~ _ n.a.
N , 0.4 1.2 n.a.b T
 Sudan 5 50,000 Teds 5758 . D e e 12 - 40 a n.a. n.a.
: . ' , ' L ' : 1.9 + 6.2 Db
Yemen Arab Repub, 500,000 n.a. ‘ 1888 129 156 307 . 796 1000 a n.a. C n.a.
: . - : n.a., 80.8 124,8 167.6 . n.a.b _
Yemen People's 300,000 N.a. ' 441 £33 41, 56 115 179 & il.a. Na.3.
- Dem.Repub. : - S 19.0 11,3 19.0 n.a. n.a.b
! -Philippines n.a, 80,000 15699 .. 104 128 112 130 a 200.0 n.a.
o , ' . 3.3 3.7 3.1 3.3 b _
* Thailand ... "o n.a. - 30,000 . . 13945 . ... . ...m.a. n.a, n.a, - n.a. n.a,.a 200.C n.a.

IMF estimates, ILO Yearbook; 1978 figures from a variety of sources all quoted in the Far Eastern Econcomic Review,
11,5.79. ‘

4+ insignificant

a/ Usimillion

b/ as % import bill - ‘

T/ including inflows from companies

d/ including a mincr proportion from outside the Middle Last




24203 The changing character .and role cof dircct foreign investment

Since this is a particularly familiar and well-researched area, it is
not discussed separately in this draft of the paper, since much of the
relevant material is referred to in other sections. Summary data for
reference are presented in the tables below and in those following ‘the,
discussion of 'new international division of labour'theories. It is this
latter aspect of the literature which is discussed explicitly in some detail,
on account of the widespread acceptance these seem to be receiving.

Preliminary material felating to their empirical evaluaticn was presented in
a previous paper (Paine 1979a), and the subsequent evidence now available
makes the basic'prOposition of that paper empirically much more robust, i.e.
that foreign investment patterns are normélly determined by factors other
--thén labour cost (whether absolute, or unit labour cost is referred to).

" The evidence is particular striking for the case of Japanese direct investiment,
Compahies which in the 197)s were users of cheaper Asizn labour in foreign
plants are tending either to rationalize and focus more on more capital
intensive higher technology production in Japan, ar move towards more skill
intensive subsidiaries in Asia. The 'explosion' which is occcurring in
Japan's direct foreign investment arises from quite different factors

related to markets, resources, and the high valuation of the yen.

The NIDL theories are discussed here at the theoretical not the
empirical level, since it is bhere that a critique is most lacking. Some of
the relevant empirical material is presented in supplementary tables, though

the compréhensive treatment desirable is not supplied.

. TABLE 12
Stock of Direct Foreign Tnvestment by Origin
Bitlions of dollars Percentage distribution

Country of Origin 1967 1971 1973 1975 1976 1967 7971 1973 1975 1076
United States : 566 828 1013 1242 1372 538 323 510 478 476
Great Britain 175 237 269 308 321 166 150 135 119 112
West Germany ’ 30 73 119 160 1929 28 46 60 62 69
Japan 5 44 103 159 194 14 28 52 61 &7
Switzerland 50 95 111 1689 188 48 60 356 63 65
France . 64O 23 88 111 119 57 46 44 13 41
Canada 37 65 78 105 111 35 4t 39 4t 39
Netherlands .22 40 55 83 95 2.1 235 28 32 34
Sweden 17 24 30 44 50 1.6 1.5 15 1.7 17
Belgium-Luxembourg 20 24 27 32 36 19 15 14 12 12
Italy - 2.1 30 - 32 33 29 20 19 1.6 1.3 1.0
Ali Others 40 5.1 63 153 168 38 32 31 57 58
Total 1053 1584 1988 2588 2872 100.0 1000 1000 1000 1000

Source: UN 1978



Table I35 * Stock of direct investment sbroad of developed market
economies, by host country, 1967-1975

lost country and country group . 1967 1971 1975
Total value of stock (billions of dollars).. 105 158 . 259
Distribution of stock (percentage)
Developed market economieS...ceverevereren 69 T2 L
of which: 7 :
CanBaAf. v ovrersonrrrarrorsisossnnnrsss 18 17 15
United States . vverrerverenorvisnnanns 9 g . 11
United Kingdom.......;i. ..... veeeanas 5 9 9
Germany ., Federal Republic ofi.eeveces 3 ‘5 6
Cther . ssaer i icraenrrsvrensasracanans 30 32 33
Developing COURLTIeS s orseeorrsrenanasasns 3l 28 26
‘of which:
OPEC countrieséj.................;... 9 7 6
Tax havensyj........ ........ AP
ther...... e feseeeeab s rees 20 17 17

TOEAL, 4 s st rannsnesnonnsnennsencssesaanane 100 100 100

ESources: United Hatlons Centre on Transnaticnal CO*poratlonS, Lased on
Orranlsatlon for Economic Co-operation and Development, Develovpment Co- -operation, ,
1972 and 1976 (Paris) and Stock of Private Direct Investments by DAC Countries in

Developing Countries, end-1907 (Paris): and national sources.

. a/ Ageria, Ecuador, Gabon, Indonesia, Iran, Iraq, Kuwait, Libyan Arab
. Jamahiriya, Wigeria, Qatar, Saudi Arabia, United Arsb Emirates and Venezuels.

b/ Bahamas, Barbados, Berruda, Cayman Islends, Netherland Antilles ard
Panana. ’

TABLE H’

Outward Direct Investinent Stake of Frve Induestriatized Countrics by Main Manufacturing Sectors 1975

us Japan UK Sweden Vest Germany
) tm A Sm % fm %, §m % $ m %
More Technology Tnntensive Sectors 37,620 67.1 1,630 394 6,137 43.8 4054 69.0 8.206 GH.b
Chemicals and Allied Products 11,172 19.9 G34 153 3.108 212 522 8.0 3818 320
Mecchanical and Instrument Engincering F1,646 208 307 74 210 . 82 . 2089 32.0 1,377. 113
Electrical Engincering 6,384 11.4 426 10.3 1,630 1.1 1,438 220 1,797 151
Transportation Equipment 8,418 150 263 6.4 489 33 . 457 7.0 1,214 16.2
Less Techrology Trlenstoe Seclars 18417 329 2507 60.6 8.233 56.2 2.023 310 3,742 312
Food, Drink and Tobaceo 4,716 84 231 56 3947 269 63 1.0 716 8.0
Textiles, Leather, Clothing and Footwear 1,099 20 918 22.2 1,038 71 . 63 1.0 469 39
Paper, Printing and Publishing 3774 6.7 423 10.2 1073 7.3 653 10.0 367 48
Primary and Fabricated Metals 3649 65 635 154 602 4.1 848 130 1.737 145
Other Manufacturing industries 5179 93 300 7.3 1,593 10.9 392 6.0 253 2.1
All Manufacturing 56,037 1000 4,137 100.0 14,590 1080 6527 1000 11948 14600

Sonrre Data compiled by Jeremy Clegg at University of Reading from a variely of Government publications and from information supplied to im
- from various Ministries andfor Gevernment Departments. Although definitions of the invesiment stake vary slightly between countrics it
basically represents Lhe book value of the fixed assets (net of dcprecmtmn) plus current assets {nel of amounts owing ]A the investing company
less current liabilities) (net of amounts ewing toi nvcstmg companies) less long-term liabilities (other than to the investing company of overseas

subsidiaries and branches). F”’W D W% [: [9 7‘9)

B L




Table )5 . Direct investment flows &/ from and into developed market
: ‘economies, 1967-1976 :

" (Millions of dollars)

Cutflow of dqmestic capital Inflow of foreign capital
_ Lrmusl mverage Annual average
Country and
country group 1967-1969  1970-1972  1973-1975 1976 1967-1969  1970-1972 1973-1975 1976
United States ~5 173 -7 651 -11 498 12321 ¢ 923 926 3795 . . 4968
Canada - 222 -316 -703 -561 617 807 652 " hLob
Western Europe b/ : -3 L27 . . .-6 151 =11 903 e 3 1hh 5 £9h - 8 862 M
Austria -10 -25 -29 -58 39 8y 126 109
Belgium-Luxembourg -39 - =161 -235 -299 . 252 ... 386 , Lo} 805
Denmark -8 - . -T6 - -100 cas 70 13 . 160 ...
Finland -7 - - =53 -2k -30 1k C-27 A1 57
France -297 . =hsh -905 -1 223 277 611 1352, 831
Germany, Fed. Rep. of ~512 - -1 160 -1 856 = -2 51 63k 1219 1952 1 52k
Italy -259 242 270 -156 337 976 617 96
Netherlands : -382 =543 -1 225 = -¢12 331 st6 - 927 268
Forway -3 . =21 -129 . -188 | 63 . 93 257 - 373
Spain -9 Co-h -84 -5k 179 233 ~355 . 219
Sweden -131 -218 -38% . 508 120 . 86 77 -5
Switzerland ¢/ ~733. -1 557 -3 243 oo 197 307 517 e
United Kingdom -1 027 -1 600 -3 428 -3 379 - 631 . 965 1 58¢ 1 353
Japen ' -183 -479 -1 847 -1 989 3 157 130 113
Southern hemisghere &/ ' - ‘ - . '
of which: -96 -1k0 ~305 . =156 786 - 1 318 1025 1 157
Australia | -5 . <15 -209 =~ 12k 599 1 027 615 1.0k0
Grend total b/ -9 101 -1k Thk <26 256 - ... | - 5 53b 8 902 1k L6k .

Source: United Nations Centre on Transnational Corporations, based on International Monetary Fund, Balance
of Payments Yearbook {(Washington, D.C., various years}, and national sources.

Hote: Minus sign {-) indicates increase of debit in the balance of payments; no sign indicates inerease of
credit, Flows in each direction are net of capital repatristion and write-offs. :

a/ Including reinvested earnings.
b/ Including countries not separately listed.

gj Derived from the year-to-year changes of the estimated stock of direct investment assets and liabilities,
respectively {cstimates of the Union Benk of Switzerland).

d/ Includes Australias, Kew Zealand and South Afriea.
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Table lba : . )
Foreign irgact investment® in the United States by source country? (numbers of transactions and acquisitions and mergers)
Soureo 1976 1977 1970 Pending transactions?
country : 1978
(1) iz {2) as (1) (21 12} as m {2 (2 as {n 12 {2) &5
No. of Acquisi- psr cant No. of Acquisi- per cent No.of | Acquisi- per cent No. of Acquisi- par cant
trans- tions of {1) trans- tions of {1) trans- tions of (1) trans- tigns of {1}
sctions - & 'mergers actions & maergers actions & margers actions & mecgers
Cenada 19 15 79.0 92 33 359 122 40 328 56 12} 196
France g 4 444 34 7 20.6 43 13 0.2 18 5 278
Japan 28 ] 178 45 G 10.9 58 9 155 30 5 167
Netherlands 9 ? 718 21 8 38.1 32 n 344 & 1 5.7
Switzerland n 7 63.6 16 6 375 42 186 357 8 4 §0.0
United Kingdom 36 Fal 58.3 &1 24 471 107. 55 51.4 62 T 27 436
Waest Gurmany % 6 231 53 24 423 104 35 337 62 18 299
Other source .
countries 60 28 46.7 106 23 19.8 163 63 314 51 3] 216
Total eli
cauntiias . 198 93 47.0 428 128 30.1 6§77 ‘ 225 3.2 293 8z 280
Notes:

1. Foreign direct investment is defined as the direct or indirect ownership of 10 per cent of more of the voting securities of an
incorporated business enterprise, or an equivalent interest in an unincorporated business enterprise.

2. Investments by Unilever and Royal Dytch Shell are categorized under the Nethertands.

3. .Transactions in the stege of announcement of investment plans, negotiations, letters of intent, tender offers in progress, etc.

Source: US Department of Commerce, Foreign Direct Investment in the United States, Washington, DC: US Government Printing Cffice,
December 1977; US Department of Commerce, News, 23 August 1979 and listings of investment transactions for 1977 and 1878,

Table lob _ _ e i krown)
Value of investment transactions in the United States (transactions for which value is known
1979 Pending transactions?
Sourco 1976 1927 fera
country
Ler Value Average

: Avi 9 Number Valua Avarage Number . Veluo Average Num A

::fucnaﬂs):; :‘;a:‘:\e) valﬁr:gar of cases - {$ m.} valua per  of cases $m) valua per  of cases {5 m.) velug pu;'

velua ’ known case value known cuse velue known casa valua t:ow,n casa

known $m) known {$ m.} kngwn {$ m.} known 1$ m.
Canada 11 187.1 7.0 58 1,198.6 207 n 1.269.4 17.9 25 6078 243
Franco 4 953 238 13 117.0 9.0 15 2281 15.2 b1 1284 14.3
Jepen 16 6.2 4.8 16 1401 38 23 asso 17.0 15 3123 0.8
Netherlands 8 140.8 1.6 9 2350 26.1 18 656.4 365 4 138.2 Z::
Swiuérlend 7 290.7 415 13 427 8.5 19 450.1 258 2 105.0 2.
lUnited Kingdem - Fa 2293 10.8 21 436.4 0.8 £1 1,470.2 8.8 34 14208 Z;:
West Germany 9 254.6 28.3 28 £50.3 _30.4 . = 976.1 124 32 1.209.2 k
m::::tor'::sce 38 81338 3;.1.4 a7 - 2310 6.2 ol §78.9 1.2 24 818.7 342

' 3

Tot:::.l:lilries 4 2,087.8 18.3 187 3,250.8 17.4 334 G,050.2 181 145 4,741.6 an?

Sources: As Table Il
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Table {7 Garman Direct lnvestment Abroad and Farzigners' Direct lnvestiment in the FRG
1982 - 1977
German Invesiment™ Abrnad Foreignars’ Investment™ in the FRG
Year annual ;
- ! change amounts
since: 1952 .
since 1961
in D million

1962 1.113 4,955 1,391 1,687
1963 1,116 6,071 1,503 3,190
1964 1,134 7,205 2,005 5,145
1985 1112 8317 2,548 7.743
1966 1.678 9,995 2,885 10,628
1967 2,062 12,057 3,889 14517
1968 2,292 14,349 2,249 16,756
1969 3.269 17.618 2,104 18870
1870 3,495 21,113 2,729 21,599
1971 2,668 23,781 3,988 25,585
1972 2816 26,597 3,729 29314
1973 5,638 32,235 6,128 36,442
1974 4530 36,765 4,484 39,9256
1975 5,227 41,992 2,528 42,454
1976 5.056 47,048 3064 45518
5084 52,142 3735 49,253

1877

a) Excl, reinvested profits.

Source: Bundusanzeiges. various years:
“Vermbgensanlagzr Gabistsansissiger in framden Wirtschaftsgebisten” und “"Vermogeansanlagen Gebeetsfremder im Wirtschaftagebmt” {investroznt

by residents in Torcign countrizg” and “lavestineni by non-residents in the Federal lepublic of Cermany and West Berlin”,

Table [)[9 investment Activityof the West German Economy
' at Home and Abroad
in DM mitlion

Overall Economy? Industry

Year at home® abroad abroad as at home  abroad abroad os

% of at hame % of at home
1962’ 52,480 1,113 2.1 21,180
1853 53,160 1,115 2.1 15.830
1964 58,900 1,134 1.9 21,240 . -
1965 64,520 1112 1.7 23,995 9309 . 3.4
1966 66.070 1678 25 23975 1.403% 5.9
1967 59,060 2062 3.5 21,135 1.601¢ 76~
1958 62.040 2,292 3.7 20,895 1,792 2.6
1969 77.040 3.269 42 283,595 2.796 9.8
1970 98.170 3.495 3.6 36,300 3.655 10.1
1971 111,200 2,668 24 38,225 1,966 5.1
1872 113650 2.816 2.5 35,400 1,360 38
1973 117.680 5.628 . 48 35,380 3.688 104 -
1974 111,370 4530 4.9 34,865 3079 8.8
1975 115,130 5,227 45 34,465 4,168 12.2
1976 127,880 5,056 4.0 36,220 3.006 108 -
1977 138,390 5,094 3.7 37.245 3,775 100

al lhvestiment in fixed assats. -

b} Excluding the Goverament, -
¢) Excluding the Government and residential building. -
d) Determingd as the sum trom statements for individual sectors,

Sounrce: Statistisches Bundasamt (Federal Office ol Statistics), Bundasanzeiger and {FO calcuiations.

ifo-digest 3/78



Table-lm Japan's Foreign Investment in Manufacturing (Stock Basis), 1965-74
{end of fiscal year} [US S million)

Total

North America

Latin America

Southeast Asia

Western Europe
. Middle East

Africa

Qceania

Source: Bank ot Japan,

1965 1870 1974
{value) {%} {value) {%) {value) {%)
6684 (100.0} 863 {100.0) 4,137 {100.0)

87 { 12.7) 239 { 24.8) 692 { 16.7)
185 [ 28.5) 273 { 28.5) 1,291 { 31.2)
178 { 26,0} 334 { 34.7) 1,568 { 37.9)
10 { 1.5} 37 { 3.3 214 { 5.2)
198 [ 28.9) : 4 { 04) - 106 { 2.6)
1 { 18 25 [ 26) - 51 . ( 12)

6 [ 0.9 50 { 62 .. 2i5° { 5.2}

© Table {%

Industrizl Distribution of Employment Generated by Japanese Direct
Foreign Investment, 1971-85 (fiscal year} (numbers)

Subsidiaries under Japanese
Capital Qwnership

Total Capital Mobilized
by Subsidiaries

Table - l%l;- Japan‘s Trade in Industrial Technology by Region, Fiscal Year 1974

North America
Western Europe

_ Asia except West Asia

West Asia

Latin America

QOther areas
Total

UK

West Germany
France

1taly
Netherlands

Royalty Revenue from

Royalty Payment to ~

Net Revenuea

{million yen) (%) {miltion yen)  {%) {millian yen)
TE51T 120 103016 66.9 -95,505
16,802 -3 50,346 32.7 -33,544
19,250 35.6
3,182 59
4776 88 521 0.3 30,231
3,534 6.5 '
54,069 100.0 153,884 100.0 99,815
~ {billion yen} {billion yen) {biilion yen)
8 1.5 93 6.0 -8b
a} 1.1 171 11.1 -165
7 13 52 34 -45
45 8.3 25 1.6 C 20
6 1.1 13 08 S

a . - " - . .
Discrepancy of 4 million ven between the sum of figures by region and th2 toral is due to errors in

the original data.

Source! Agency for Science & Technology, White Paper on Science and Technology, 1976. Availzble in °

Japanase only,

Tahle 135{ . industrial Distribution of Japanese Direct Foreign Investment and Capital-
Labor Ratio in Japanese Foreign Subsidiaries, 1971-85 {fiscal year)

Actual Projected Actual " Projected
Industry 1971 1974 1985 1571 1874 1985 " Qutstanding Direct Foreign Capital-Laber Retio
B Investment (US $ miilion) (S $ 000 per person}

Agriculture, forestry, Actual Projected Actual Projected

and fishery 5,505 1 1,2?6 55,275 7,928 19,047 100,500 Industry 1871 1874 1885 1971 1974 1635
Mining 5,126 10,096 84,308 7,685 18,357 168,616 ] )
Paper and pulp 1,822 3,035 27,561 2,663 5,400 50,820 - Agriculture, forestry,
Textiles 38,785 88,175 181,457 66,882 173,231 427,985 .a.ﬂd f'ShE?Y_ 105 280 1,658 18.8 248 30.0
Chemicals 2,155 8,758 124,067 4,383 16,415 248,133 Mining 1,872 3,527 21,257 306.7 349.3 230.0
Matals 8,550 55,528 394,450 17,604 112,177 £05,000 Paper and putp 261 423 2,785 1611 139.4 100.0
Industrial machinery 3,693 10,876 46,797 5,378 18,719 85,038 TEXT“.{:S 254 818 3,427 ?9 104 19.3
Electrical machinery 33,564 70,879 317,880 54 816 111,270 529,500 Cﬁhemrcals 76 834 7,444 335.2 723 60.0
Transport equipment 9,12% 17,886 §3,408 14,017 39,051 161,050 Pv-etalf e 83 635 7.1 So, 21 .§ 11.4 1§.0
Precision machinery 1,343 3,334 219,180 1,922 4,854 304,436 Ij:iu’s tria m‘.ac inery 81 397 1,6..8 24.5 28.2 .3::,0
Other manufacturing 17,208 55,182 27,837 81,023 Ejectrical mar:hmerv 103 426 3.17% 34 8.0 0.0
AN manufacturing 114,254 313,553 1,402,191 196,650 553,250 2,702,290 Transpert equipment 101 263 1,858 111 14.7 200
Commearce ' 25,566 45,811 234,706 28,502 53,084 276,125 Other manuiaciuring 156 531 2,195 7.4 7.8 15

Subtotal 176518 436,454 1779436 240,765 (643,738 3,247 5631 Al manufacturing 1,229 4,137 29,720 10.8 13.2 21.2
Otiers 8,421 11.318 Commerce 558 1,549 9,388 21.8 33.2 40.0

Totat 184,021 252,083 Subretal 3.464 0,493 62,023 19,7 216 32.8

‘ Othiers a7i 3,173 11,874 115.3

Source: As for Table 3.3, Totat 4,435 12,666 73,887 241

Sewee . SHusuda 1979

Source: As for Teble 3-3,
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Tance (Oa

Networks of Forcign Manufacturing Subsidiaries of 315 Multinational Companies
’ 1950 and 1970s

Number of enterprises 180 US-based 135 MNCs based in UK
with nelworks including MNCs and Eiwrope
1930 1975 1950 1570
Fewer than G countries 138 9 116 3
6 1o 20 countries 43 128 i6 75
More than 20 countries 0~ 44 3 29

Source: Harvard Multinational Enterprise Project.
Vuran, . (97
TABLE ff)]g

Spread of Production of 954 New Products by 57 US-Based MNCs fo their Foretgn
Manufacturing Subsidiaries, Classified by Period when inttially introduced in the
Uniled States

Period when Number of Percéntage transferred abroad, by number of years
tnfroduced in products between US introduction and initial transfer
wilthin 1 year after within 2-3 years aficr .
o 4]
. 0 O
- 1945 56 10.7 8.9
1946-1950 149 81 10.1
1951-1955 147 75 10.2
- 1956-1960 180 133 178
1861-1965 (163 22.4 170
1966-1970 158 297 : 158
1971-1975 99 354 . 162
Toial 954 180 140
Source: Vernon and Davidson, cited in text, ‘
' \fm 1919
’ TauLE Z0e
Revealed Comparative Advantage Index fur Quirward Dyrecl Investment Stake (RCA{ A)) of Five Frdusirialized Countries 1970 and 1975
vs Japan UK Swreden West Germany
: 1970 1973 1970 © 1975 1970 1975 1970 1975 1970 1975
Mure Technology Intensive Sectors 1060 1073 03500 0638 0647 0701 IEh 1109 £222 1125

Chemicals and Altied Preducts 1051 0967 0257 0743 0R45 1026 341 0388 1.5%0 1.549
Mechanical . and  Instrument 1051 1.166 0441 0416 0.457 0462 2695 1.796 0648 0647

Engincerin
E",‘Ch'&;t‘\ll Lrgineering 0808 0811 0704 0823 1307 0B§7 1476 1755 1504 1.203
Transportation Equipment 1208 1293 0833 0547 0.182 G287 0273 0603 1024 0875
Less Technology Intensive Sectors 0895 €878 1900 1630 1531 1503 0825 0329 - 0622 0836
Food, Firink aud Tobacco 0633 0812 0667 0539 2905 2592 0033 0095 0573 0578
Texhiles, Leather, Clething and  0.580  0.310 5751 5770 2173 1837 OB 0260 1154 1021
Foolwear
l‘a‘pcr, Printing and Publishing 1,1018  0.968 3238 1470 0956 1031 1364 1438 0201 0683
Prirnaryand Fabricated Metals 1032 0814 1745 1914 G433 0512 1.704 1.624 1233 1816
Other ~ Manufacturing  In- 1074 (118 0721 Q877 1278 1312 0618, D0B26 0253 0256
dustries

Source: As for Table 3 and comparable 1970 data. } B o ' . .

Tank 2019
Revealed Com parative Advantage Index for Exports { RCA(X)) of Five Industrialized Counlries 1970 and 1975

us - Japan UK Sueden West Germuny
. 1920 1975 Wi 197 1920 1975 w0 1975 . 1970 1975
“More Technology Intensive Seclors

Chemicals and Alhed Products 1,148 1.076 0678 0693 0996 1110 0473 0529 L145 113
Mechanical and Instrument 1.1G6  1.184 0575 0629 LIQLS 1063 0820 0833 Ligs 1073
Engineering
Elettrical Enginecring 0017 0965 1480 1222 0807 0878 0793 (933 0949 0947
Transpoitation Equipment 112t 114 1038 1337 4836 0700 0u23 0519 0958 0827
Less Technology fntensive Seclors
Fond, Tirink and Tobacco 1.332 1198 C6NO8 0379 1.823 1.56¢ 0268 0319 0552 . 0900
Tc.;ﬁlrs, Leather, Clothing and 0425 0377 1858 1292 1235 1.239 0530 0633 1.03t 1151
“ootwear
“apet, Printing and Puhlishing 1201 1153 0326 0302 0677 0720 5235 5352 0537 0591
Primaryand Fabriczted Metals 0663 0539 1483 1691 0862 0774 Lig7 DR 1043 1.120
Other ~ Manufacturing  In- 0431 0988 0936 0530 1362 1.75% 1316 1633 #8215  0R42
dustries . .
Source: Data collected by Jezemy Clegg at University of Reading. MM{ l9 73
. Tave 20¢
Export{Forzign Irect Investment Slake Ralio and Revealed Comparative Indices {RCA X[ A) of Five Industrinlized Countries 1973
us A]a pan UK Sweden Wes! Gerruny
XA RCA X RCA XA RCA XA R'CA AlA RF.’I
) (X14) (XfA) {XiA} (414} fx14)
More Teehnology Intensive Scctors .
Chemicals ;1%)('] Allizd Products 086 0622 772 0590 150 0684 205 0833 328 0,:&77
Mechanicat and  [nstrument 267 1439 2846 2172 871 3308 1.58 0667 iG4d 2097
Engineerin . .
lf.]ec?r%ca! Eng%nr.‘cting 122 0.880 1626 1241 218 0827 LI !' 0468 453 0638
Transportation Equiprient 2048 1480 5521 4219 110 4217 625 2633 L1125 . 1632
" Less Technolo s Intensive Sectors A B
Fr,-oar Dﬁniydnd Tebacco 055 0395 248 0.189 054 0204 21 0.590 249 0419
Textiles, Leather, Clothing and 208 1454 425 0324 261 0932 842 3549 H2% 1632
Footwear -
Paper, Printing and Publishing 090 0633 129 0099 . 0B? 0330 441 1861 287 0417
Primaryand Fabricated Metals  1.53 1124 1978 1504 678 2577 200 0841 14.?3 2174
Other ~ Manofacturing  In- 092 0666 524 0400 234 0887 358 1510 74 1051
dustries : ’ )
Atl AMfanufactzering 1.28 1.000 1310 1000 263 1000 237 1.060 689 1000
Source: Asfor Tables 3and 5 S

D 1979
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New International Division of Labour Theories

The argument presented above rejects the recently fashionably hypothesis that

a new pattern of internaticnal investment 1s evolving on account of the potential

for exploiting reserve supplies of labour on a world-scale, so as to conetruct a

completely new international division of labour.: The most substantive

(and extremely~ stimulating) study by advocates of this view was carried out during

the mid—1970's by Folker Frébel and others at the Max Planck Institute, Steinberg 2J

but similar, more heuristic work has been. done by the American-Pacific organisation

(AMPO} in Japan, the Transnational Corporations Research Project in Sydney, and

individual researchers, with support being discernable even in publications by the

.OECDbl. All are concerned with the internmational relocation of industry, Fidbel

et al. working on the German cas®, while AMPO and the Sydney group focussed more on

the outcome in East and South-East Asia.

The basic components of the argument are stated most systematically by the

German group, and can be suvmmarized as follows:

(a) A new capitalist world economy has emerged, characterized by world
markets for labour and for production sites, and by a world-wide industrial
reserve army of labour. The existence of this international reserve army
has arisen because of such factors as the breakdown of traditional socio-
economic structures in LDCs (e.g. because of the Green Revolution); the

‘potential utilization of it through international industrial relocation has

arisen because of technological developments (i) enabling increased
fragmentation of production processes (so parts can be split off and carried
out by cheap unskilled labour) and (ii} providing adequate international
transport and communications facilities (so that these do not comstrain

world wide choice of site location for partial or entire production processes);
the actual utilization of it has taken place through the provision (by LDC
governments encouraged by international agencies) of industrial infmstructure,
services and utilities at piose sites in underdeveloped countries where cheap
labour is available, and through the granting of trade, currency and fiscal
concessions which allow the unimpeded flow of goods and capital (p. 365,
parentheses mine) - such provision increasingly being implemented in the

form of the Free Trade Zone (FTZ).

(b} The emergence of this new international division of labour based om
international production relocation is a long run structural development in

the evolution of world capitalism; it is 'an institutional' innovation of

capital itself, necessitated by changed conditions, and not the result of
development strategies by individual countries or options freely decided upon

by so—called multinatiomnal companies (p. 46). It, rather than some world-

wide cyclical recession is the fundamental cause of the phenomena of crisis

in the west, and will probably lead to a shift in the world centres of gravity
for capital accumulation. Indeed, it implies both long-term structural unemploy-

ment in industrialized capitalist economies and an intensification of 'the

tendency towards uneven and dependent development in the underdeveloped
countries' (p. 463) - and so continuing unemployment on a massive scale in
the latter (p. 405). This is because 'even if large sections of industrial
manufacturing were located ... to the underdeveloped countries, only a
relatively small proportion of the potentially economically active labour

ay

b,

The complete study originally was published in German in 1977, with a somewhat
abbreviated English version being made available in 1980 (Frobel et al. 1980).
References here are to this latter version.

See for instance AMPO (1977); the Research Monograph Series of the Transnational
Corporations Research Project, University of Sydney; Cypher (1980); and CECD
(1979).
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force would be drawn into this process ... at wages which do not even cover
these workers' reproduction costs' (p. 404); indeed the process 'also per-
petuates most structures which generate dependency and uneven develdpment and
the -marginalisation of a large part of the population without creating even
the most rudimentary preconditions for alternative development' (p. 304).

(¢} Intermational production relocation in order to benefit from cheap labour
and fragmented production processes is not confined to particular industries

or sizes of firm (though for some industries such as chemicals, it has only

recently started to take on wider dimensions), and involves both export-

orientated and import-substitute commodities: indeed the .possibility of supply-
ing the world market now also.determines the chdice of site for those factories

which initially produce for the local market (p. 277).

Although it is easiest to eriticize this new internatiomal divison of labour
(NIDL) thesis at the empirical level (see below), its theoretical and methodological
foundations raise more basic problems.

First, even assuming that the trends ascribed to the period from the early
1960s to mid-1970s are characterized accurately by proponents of the NIDL hypothesis,
the projection of such trends into the long-term future is methodogically illegit-
imate unless there are strong theoretical reasons to believe that the underlying
mechanism will persist., Thus, it is necessary to enquire, for instance, into both

the conditions under which such a mechanism is sustainable and the limits which may

constrain diffusion, as well as into its role in the dynamic of capitalist evolution.

Second, the mechanism suggested is hardly convincing. Essentially it reduces
to three empirical statements (i-iii below) plus one analytical proposition (iv)
viz:

(i) technological developments now permit a wider international choice of

industrial location.

(11) technological developments now permit greater fragmentation of productlon

processes and 'deskilling' of labour.

(iii)cheap surplus labour with productivity at levels considered adequate or

even comparable totiose in industrial economies is available in developing

countries.

(iv) the approach which late ‘twentieth century capitalism necessarily has
- to adopt so as to improve the valorization and accumulation of capital, is

world-wide migration of capital via development of a NIDL. ‘

In practice, as presented in the German group's studz}the key link in the chain
(the analytical proposition (iv)) amounts to little more than an assertion.
Essentially, it is based on the view that on account of the need to maximize the
profit rate (or minimize any decline in it), firms necessarily must minimize labour
cost per unit output; this in turn has to be achieved by maximizing Y/wf€ with the

available production fragmentation possibilities (where Y = output value, W = the
average wage paid to all employees of an enterprize, and E = the number of workers
employed) through one particular means - geographical decentralization of the
production process so as to relocate as much of it as possible at sites in develop-
ing countries where the wage rate for any given skill category is lower. This
combination of relocation plus process fragmentation enables the enterprize to
‘reduce the average paid to employees over all countries - by simultaneously appro-

priating the gains from paying its developing country work-force a lower average

wage rate for any skill composition of employmént, and from reducing the skill



composition itself by using relatively more unskilled labour in the now fragmented
production sub-processes.é} Thus even if Y/¥ is lower in plants in developing
countries (and it may not be because, for instance, of lack of worker organization
abroad on account of restrictions on or direct suppression of trade union activities),

Y/wE is higher in these plants, so reducing Y/wE for the enterprise as a whole.

Most of the objections to this kind of view are common knowledge, and so are

not reiterated in detail*here.

1, Minimization of unit labour cost does not necessarily entail minimization of
unit total cost: this may best be achieved by raising Y/E through the introduction
of completely new productive or managerial technologies, or through policies (e.g.
increasing market size) to achieve greater scale economies without any production

relocation.

2. Minimization of unit labour cost without any change in technique does not
necessarily imply production relocation: from the standpoint of the enterprise,
utilization of cheaper impdrted labour or indigenous non-organized labour could be
superior permitting the realization of gains from process fragmentation and from
increasing returns to scale, in addition to further benefits to all home country

employers which are internalized within the home country as a whole?)

3. Even where minimization of unit labour cost for the same technique does imply
relocation, this is not necessarily to countries where Y/WE is lowest. The relevant
variable is Y/(w+c)E, where ¢ = additional labour costs which have to be paid by

the employer (e.g. social security contribution, payments for time off, megotiated
benefits in kind, etc.). Although both ¢ and ¢/1 tend to be higher in advanced
industrial économies (where 1 — w + ¢), ¢ is not correlated systematically with

w‘g] Thus when there is a substantial difference in Y/E between industrial and
developing economiés, Y/1E- may best be minimized by relocation to anéther industrial

economy, 50 increasing w but reducing 1. i

4, Cost factors — whether for an existing or a new technology may be of only
subsidiary importance in maximizing profitability. Firstly, if demand is constrained,
non—price factors such as product quality, delivery dates, etc. may be dominant,

" especially in maintaining and/or improving intermational competitiveness in export

a) In other words, when all production takes place on an unfragmented basis in the

home country, w can be written as equal to uws'+ (1—a)wv where W and W, are the

skilled and unskilled wage rates, respectively, and o is the skilled worker
coefficient per unit output. As compared with the home economy, international
decentralization plus process fragmentation of the process reduces not only
W and W but also @, so generating additional wage rate savings since W is

assumed to exceed W, at any location.

~ See further Paine (1977: 72-7F ).

€) For a more detailed discussion and supporting data, see Paine (1979: 72-4). within
an economy, movements in 1 may differ significantly from those 1n w (see for instance

recent V.S. data cited in Business Week, 1980)
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markets. And such non-price competitiveness may not necessarily entail production
relocation at all, let alone relocation to lower cost sites.ﬁl Even if in the short
run, an enterprise faces more or less unconstrained demand for a product at a ruling
sales price which yields a relatively high profit rate, (e.g. because it is the
monopoly producer of a new product wﬁicﬁ has a wvery high income elasticity of demand),
and if short~term profitability can be enhanced by production relocation, it does not
follow that taking advantage of this is optimal in the medium-term, if, for instance,
production is expected to become highly intensive in scarce skills. Secondly, the
relative importance of comparative unit labour cost considerations can be expected

to vary not only with the type of commedity being produced, but also with the scale

of firm and the kind of market structure within which it is operating. A large
transnational enterprise which has the greatest opportunities for production relocation
to take advantage of unit labour cost considerations probably has the least need:

owing to its ability to divorce prices from quantities, to manipulate royalty and
patent changes, and so on,g) it can often treat as variables what for smaller producers
are parameters. Thirdly, for any enterprise, factors such as an expected increase

in prbtective barriers may completely dominate comparaﬁive calculations of unit

labour costs in production relocation decisions.

5. The issues referred to in (4) bring out the crucial weaknesses in the NIDL
theory.

(a) 1t is essentiaw}y static in character, Firms optimize their combination
of known techniques™ by substituting ones with a lower unit labour cost
wherever possible. ‘

(b) Technicalogical change has taken place in a way which has expanded the
book .of blueprints so that new techniques are available based on fragmented
production plus deskilling of labour. WNo explanation is given for how this
book of blueprints may be expanded further, except for an occasional implicit
hint that this will be the product of a starch for more fragmentation and
deskilling (a goal on occasion assumed to be the origin of the technological
change which expanded the book of blueprints in the first place though at times,
v such expansion is treated as being exogenously given). In other words, the

See, for instance ( ), and the argument of 2.1. above.

e e

Frdbel et al. do note that the competitive response may entail relocation plus

a lower profit rate, but consider only a proximate cause of this (national
protective measures) rather than attempting to analyze more fundamental factors
(p. 47, ft. 1), and virtually ignore cases where the competitive response does
not involve industrial relocation (excluding a reference to research in progress
(p. 47, fr. 2)).

See particularly Vaitsos' theoretical work on TNES (e.g. Vaitsos 19 V).

e ec

Geometrically, the mechanism involved can be illustrated very simply as follows.
The horizontal axis depicts output per person employed and the vertical axis

the wage .rate. The existing technique in the home country is shown by w,vy..
However, some or all subprocesses can be carried out at locations with a more
favourable ratio of w to y, indicated by a less steep slope. Thus location B
(indicated by wzy') permits no decline in productivity but a sigrnificant cut

in the wage rate paid. Location C (shown by w,y,) entails a decline in prod-
uctivity which is offset more than proportiona%e y by the decline in w. However,

Footnote cont. over
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NIDL theory not only lacks any. systematic discussion of technological invention
and innovation and their evolution under capitalism, but when these issues are
recognized at all, the approach suggested implies a uniform and monocausal
explanation theteof based on a partlcular hypothesis about the capitalistic
labour process.?

(¢) The theory provides no adequate treatment of the role of demand. The
level of demand at any time 1s more or less treated as exogenously given,

with firms competing for market shares within some fixed total. However, one
form which competition takes, may well not be independent of demand. Thus,

as argued in 81, cost competitiveness (broadly defined) may be most significant
for commodities which have lower income elasticities of demand, with factors
such as quality and{?ow product development being dominant for goods with high
income elasticities® At the macroeconomic level, cost factors tend to be more
important when demand is stagnant or declining, but less so when it is rising
rapidly (because supply constraints in the most 'efficient' producers permit
less efficient ones to remain in business). Furthermore, the NIDL approach
ignores interrelationships between production relocation and demand.

w*%”” e footnote d) cont. from over
WY use of w, y; at location D would not be selected
1 . .
W despite the fact 1t has the lowest w, because the
2 fall in v is more than offset by a decline in y.
% \\F\ % % ] ] )
3 - However, w y at location A, the technique which
Y4 \\‘ has the most favourable slope is not known, and
' no mechanism is suggested as to how it could be.

Y
E3
Yy Yy ¥, YT
L]

Consider, for instance certain of the important problems which the German groups
study raises (this being by far the most substantial attempt to offer a support-—
jve analytical structure). Such problems arise at a range of levels: £irst,
concerning the characterization of capitalist development (the authors adopt

a monocausal type of approach focussed on the need to intensify the division of
‘labour - for a critique of such a single key factor methodology, see Mandel
1975); second, concerning the analysis of the labour process (where although

the authors take note of the important contributions of Braverman (1974), they
ignore substantive critical issues raised for instance by the Brighton Labour
Process Group (1977), Mandel (1975), Rowthorn (1976); and so side-step questions
related to the development of skills, or job enrichment schewmes, and neglect

the possibility that increased control of the labour force via deskilling may
not maximize growth in labour productivity; third, they implicitly confuse
invention with innovation (and, at times, technological progress and choice

of technique) — an error which leads them to neglect such key factors as the
role of government and the role of institutional factors both in inventions

and in the diffusion of new knowledge; and fifthly, they treat capitalism as
synonymous with industrial capitalism, thus neglecting all the problems related
to service sector productivity and technological change. In fairness to their
contribution, however, it should be noted that the above criticisms apply ©
much of the work of left-wing scholars, and that adequate theories of invention
and innovation in contemporary capitalism have yet to be constructed.

Of course, thorny questions about the definition of a'commodity'are relevant
here. Thus ecost factors are very important, for instance, in the case of
‘cheap' digital watches at the lower end of the market, with quality and design
much more significant at the higher end.



- 45 -

For production relocation generates a complex series of multiplier processes
both at home and abroad. The net impact of these cannot be predicted a priori
as the number of determinants is so iarge, but what is certain is that the net
impact on the capital stock and on employment in home and host cdéuntry alike
after multiplier effects have been taken into account will differ from the

magnitude of the initial impact of production relocation.

For the reasons stated above, NIDL theories are bolth methodologically
and analytically unsound. HEHCME equally weak at the empirical level, first
with respect to their analysis of the motivation underlying contemporary
foreign investment trends (and indeed the nature of the trends themselves),
second, with respect to thelr analysis of the growth process in NICs, and in
particular, the contribution of supposedlyrlabour—oriented export processing
investment thereto, and third, with respect to their analysis of prospective
changes in advanced indusirial capitalism. Preliminary empirical material
related to the first point is given in Paine (1979a), and some additional
material added in the following tables. The second issue is not discussed
here, since it involves an anslysis of the development of the economies in
Question which lies outside the scope of the general issues of this paper as a
whole., The material related to the third has been presented as appropriate

elsewhere in the text.
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Table Zle Wage Rates, Labor Productivity, and Unit Labor Cost in Szlected Countries, 1965-70

i

Wage Rates in Manufacturing

{US dollars per hour) @

{ii}

Labor Productivity
Real GDP/Manhours Warked

(i)

Index of Unit Labor Cost:

1970 = 1.00 (i/ii)

1865 1970 16758 16656 1970 1975° 1565 1970 1975°
Japan , 0,62 1.06 3.60 1.04 1.72 2.86 ) 0.50 0.62 1.28
USA 261 3.36 476 4.32 4.79 4.91 0.60 0.70 0.97
West Germany 1.03 1.53 393 1.79 2.52 4.28 0.78 0.65 0.92
UK 1.23 154 313 2.8 2.09 2.13 0.56 0.74 147
France N YL 084 2.20° 2.60 2.93 4.80 0.23" 0.28° 0.46°
Belgium © D89 1.33 4.11 2,65 3.39 595 0.33 0.28 0.69
Sveeden 1.69 2561 470 351 432 6.51 0.48 0.50 0.72
aly 062 0.07 :,’3?'5; 163 2.22 2.36 0.32 0.44 1.00

&\ %

Lol ©.o7 :
il Ac of LT : . :
e:?nimazes rakc%ne\%ned in1o US doliars; using year-end exchange

rates for 1955 and 1870, and annual average rate for 1075,

b Tha wage rates and unit labor cost tor France, as calculated, are untealisticaliy fow. This seems 1o be due to the fact that the wage rate reported in the 1LG statisucs Tor the
country is smaller in coverage than for other countries. According to Social Indicators for the Eurppean Community 1560-1875, Brussets, French unit labor cost ws 798% of
that of West Germany in 1975. We are grateful to Professor Christian Sautter of the institut Nauonat de la Statistigue e1 des Etudes Economigues, for hit Relpiul comments

on the above indicaters,

Sources: ILO, Yearbook of Labicr Statistics: WWAF, International Financial Statisties; UN, Yearhook of Natipnal Account Statistics, various issues.

Talae 21 b

Labour productivity * in selected countries

Annual percentage change

United

Ger- United | France | King- . Bel- Nether-
Period rany 1| States |1 dom }Japan | gium |tands
1951 to 1964 2 4 43| + 30 + 50| + 24 +106( + 42| + 31
1955 to 1953 2 + 47 + 180 4 45| + 250 4+ 831 + 398 + 43
157010 19732 + 44| + 141 + 48| + 36| + 78] + 52 + 48
19741019792 pe| + 31| + 01] + 32| + 0.8 + 341 4+ 25§ + 2.4
1974 4+ 247 — 34| + 33 — 18] —01} + 31| + 36
1575 + 18] + 01} + 211 — 130 + 1T — D44 — 14
1976 + 61| + 26| + 48] + 46| + 55| + 63| + L8
1977 + 28| + 17| + 26| + 01| + 40! + 1.4} + 27
1976 + 25 + 01 + 40| + 33| + 431 + 24] + 1D
1979 pe + 91 — 10| + 25| +02] + 47} + 27 + 24

* Real gross national preduct per employed person; czlculated by the
Bundesbank on lhe basis of naticnal figures. — 1 Real gross domestic
~ pe Partly

product per employed person. — 2 Annual averages.

estimated,




Table 27 The Changing International Distribution of W. German and Japanese Direct

Foreign Investment in:Manufacturing Between the Mid-1960's and Mid 1970's

Japan (US $ mn and %)

TF.R."Germanya (DM nn and 7) Manufacturing Resource & Resource-Related
’ (Stock basis) Manufacturing = {(Cumulative
: : Approvals)

1967 1973 1976 1977 1965 1870 1974 1951-64 1965-69 1970-4
World Total (amt. of which (%) ’ 12,057 32,235 47,048 52,142 684 963 4137 285 678 3095
Industrial Countries 71 70 70 70 15 34 27 5 33 17
Europe 51 52 49§3 48% 2(il 4@1 Sél -0 0 1
N. America , , 17 16 18 20 13 . 25 17 3 18 7
of Which U.S. 8 8 11 13 | | o _
Other 3 2 2 2 (B SEL - SH 1B 158} ofl
Developing Countries 29 30 30 30 85 66 73 95 67 83
Europe 5 11 8bl ‘ Bb d d di
Africa | - 5 . 2 .2 3 2 3 1 0 8 -5
Middle East N 39 29 0 3 " 64 18 35
Asia . 3 3 3 3 26 35 © 38 26 28 21
Latin America 16 13 14 14 29 29 31 .5 13 15

Direct Foreign Investment in
Fixed Assets as % Total
Foreign Investment

Direct Industrial Investment in
Fixed Assets as % Total Direct
Foreign Investment.

German Direct Investment Abroad
as % of Foreign Direct Invest—
ment in FRG

Sources: W. Germany: IFOQ Digest III, 1, Munich September 1978, Tables 2 & 3.

Japan: Sekiguchi (1979: 54), from Bank of Japan data.
Notes: Excluding Portugal; b Including Portugal; ¢t African Arab countries plus Asian Arab and other oil countries.

The category 'Western Europe' has been allocated entirely to the 'industrial countries' group; e Oceaniaj

im e

Excluding those countries

Y A

e
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Tobte Z3a

arman Investmeni Abroad by S=ctors

a1

3 Charges in Amount:
= ic Sectors Amounts N Charge s
S 'H ‘ 1967 1973 1976 1977 1967 1973 1976 1877 1973/67 19/!/!3 )
or franches ) Df\;l mill - in % DM midl i % DMl in %
Indusiry, total 0723 24979 36,153 35,928 806 7715 TAG 706 15258 756 14,249 151
thereof:
Food, heverages ‘ - L
and tobacco 229 378 1,212 1,247 1.9 27 206 2.4 549 32 3
Mineral oil, natural ] ) i
t]ﬁ}sl production 372 B24 2,288 2,633 3.1 26 49 5.0 ;‘;i ;; :&389 2;
ironworking a82 2776 3,760 4061 8.1 8.8 8.9 71'f3 ]’1;45 1.7 ,;:’.,1; 0:53
Mineiat ol processing 266 6512 713 783 2.? 'L” 1.5 F’) ) 541 , 1.0 o
Chiemical industry 1,952 £.203 2,801 3,389 ‘ ‘16.{) 19.2 18’.7 1?8 1-_[:70 -778 \1'(:‘;3-;} gr,
Meacharical engineering 784. 2354 3,769 4,0"?2 6.5 7'? bO r.4 ,582 4.9 1_(.)-1;} ‘
Road veheis industry 1,321 2,303 2,812 3,351 11.0 7. 6.2 5. ! Kens
-l el (. o I / - - ) - - . o
;:;2:::;:C:”mer”'g 1,319 3,498 4,948 5,618 108 109 105 108 2,179 183 2, ; i? |8L;
Precision 1oaling /optics ‘258 217 312 39% 2.1 04 07 0.8 41 -0 75 M
Iron, sheet and ) ) )
me'lal goods 113 324 393 129 0.9 1.0 0.{_3 0.8 )lll (1)3 1(9‘)-11 82
Fina ceramics, ylass 106 269 327 ’%i}(ﬁ) 8‘; 8:& g.’ 8; 1:;;, o3 7-(; O.d
Leatt ]2 170 224 24 7. 05h 5 5 £ £ 76
‘:h::l::r 62 119 133 139 0.5 04 03 03 57 O.f ) 20 (1)1
Textiles 105 AT 658 688 0.9 1.::} 1;1 1.j 3:; (]32) Z'é’l 0,-:;
Garments 124 171 226 233 10 65 05 04 :r ﬂ.r ) ,’ ?’)A_S
Services 1,173 ° 6529 9,829 11,0681 97 203 209 212 5,355 285 4,532 224
thereof: ) ) N ) . .
Trade 162 495 624 657 13 15 12 13 3:;:4 l.." ;c_} Sq
Transport 147 580 872 987 1.2 1.2’3 1.?) 1.%3 433 ]5.(1) . ;:E/-‘q ‘Jﬁ;.;
BGanks and insurances 640 2.651 4,585 5424 53 8.2 E).? 10.‘} 2,01] ?.1 h,{‘ ').; ,2_:
Othars 1,161 727 1,066 1,153 9.5 23 23 2.2 - 434 - 2 r__? .
Total 1'1'057 32,235 47,043 52,142 100.0 1G0.0 100.0 100.0 20178 1000 19907 1C0.0

a) Cumuistied wmount singe 1952

Source: Bundesanzeiger, various years: linvastmant by residents in foreign countriest

© German Dirzct Invesimant Abroad and B

Scclor

All seclors

Chemical industry and

oif processing

Metal industries?

Electricat enginueting

Precisicn mechanics,

oplics

Food products

Other sectors

"Figures for licence lees refer 1o 1977, In

qoots.

Sources: Dundesanzeinar, var. issucs; Monalsberichte

Developad countries

Tabls 230 _
et2ipls frony Foreion License
1970, 1975 and 1978 {(Millions of DA

veloping countries -

(Fo Doy 3 52

#5 of Corman Conmpanizz

Year Direct Receipts ract i-ifzcei;)!,l:— Direct Hecoipts
iinvestment from invastmant from invasiment irom
licensens icensoes licensees

1670 14,9007 KT 6,212.3 118.1 1,470.8 55.0 o
1975 29.710.¢ 6550 12,2815 2020 28749 a7
1974 41,2106 635.3 15,082.0 141.9 4,039 12.6
1970 4,451.0 142.0 101450 320 2438 13
1875 88312 2443 1,5902 - Gi.2 452.6 1.7
1978" 8.942.5 239.4 22439 62.3 639.6 0.4
1970 4,643.4 71.4 16304 711 7/8.8 51.2
1975 8,138.3 113.8 2,.601.9 101.1 1,330 61.3
19787 11,1197 142.49 26761 369 1,841.7 8.7
1970 19817 74.4 1.8 201.7 1.3
1975 3,147.4 123.3 23.8 408.8 3.1
1078 4,531.4 155.8 18.5 547.0 0.3
1970 343.2 1.6 70.5 03 12.2 -
1975 589.4 05 184.7 0.2 2.

1978° 7187 0.4 2204 0.4 40.4 -
1970 5446 47 2403 0.1 43.7 -
iG75 £58.8 36 3603 0.5 152.0 -
to7g? 1,094.3 2.7 3899 .6 152.7 -
1970 2.938.8 222 26219 2.8 135.6 0.1
1975 10,1449 748 6,493 1 15.2 50041 0.6
1a78" 14,748.0 94.1 8,683.0 202 417.8 3.2

Supplement 1o Ststischi Beineito zu don Miorudsberichten dor Dautschan Bundasbank

1978; unpublished data from Dew

Foumld

LBCaE

Bundeshank.

INTERECONOMICS, September/October 1975

der Dewtschen Bundesbank, Vol. 24, No. 5, May 1572 amd Vol. 28, No. 4. fnfil 1975;

» Benes 3, Balancs-of-paymonts sliatistics, Mo, g, August

ciudes ilon and steel, non-ferrous metals, mechanical enginesning, ransportation equipment and metal

4
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TARLE 24n Reasons for direct foreign investment by West German

Enterprises, 1974-mid-1978 (% share of company responses
weighted by employment size)

Enterprises by employment size

(wzzgiied) 50-199  200-499  500-999 1000 and over
Safeguarding sales through Joser
market proximity 74 52 48 - 69 81
Wage and accessory costs 58 - 81 65 70 52
By-passing import restrictions 40 19 31 39 42
Transport cost advantages 33 16 23 25 38
Investment promotion through host
countries 27 33 19 22 29
Uncertain development of exchange rates 24 15 18 36 22
Lower taxation - o - 11 28 29 16 5
Need to produce near raw materials . 5 4 4 4 6
Real estate and development costs 5 29 16 5 2
Less stringent environmental regulations 2 6 8 2 -
Source: IFO Survey, IFO Digest II, 2, Munich, June 1979, p. 23
Tabla Z4p Medium Term Plans for Produstion Plants Abrozd?
Growlh Compared Real Sales Gross Fixed Capitad Formation o

to Home Market 1971 1972 1973 1974 1975 1976 1977 197% 1972 1973 1874 9Y5 1876 1977

Higheor 54 54 77 72 71 74 67 53 58 79 71 G 65 43
Ahuut the same 42 39 22 28 28 25 32 a4 34 20 28 36 33 46
Lower 4 7 1 2 1 i 1 3 10 1 1 3 2 G
Balanceb! 4+ 50 + 47 + 76 4+ /0 + 70 + 74 +66 +50 +48  +78 470 453 + 63 i 42

a) % shere of entarprises polled; weighted in terms of sales, - b} Diffarence botwoen responisas “higher” end “lows”, mmsp.

Soutce: Frognose 100; IFO calculations
Industrip erwariet Belsoung b -
Inndagaschiift
Shaiom  Apeloiy  {ifo-Schnelldionst
Nr. 11/1978)

Table Zre - Targats of Capital Rxpanditurs

.. % of companies stated as imain target of capitel axpanditee

Seator Capacity Expansion Rationalization Replacarant

1976 1976 1877 1978 | 1975 1976 1977 1978 | 1975 1976 1977 19/8

{planned) (planned) iplanned)
Mamufacturing industry 24 24 26 25 50 45 39 39 25 31 38 35
of which: '
Basic and producer goods 25 - 26 22 22 45 42 - 41 ‘24 29 35 37
Capital gootls 21 19 29 28 51 49 36 38 28 32 35 34
Conswner goods . 22 25 28 24 55 50 46 47 23 25 26 29

Food, drink, and tobacco 38 28 29 24 30 27 29 30 32 45 42 46

al Weighted with company sales.

Souwrce: IFO Invesiment Test.

1978: Die Investitionan werden real
wiader zunehmen

F.Neumann . {ifa-Schnelldienst
Nr. 17/1978)
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Table 26& Trade Fiows of Japanese Foreign Subsidiaries {fiscal year 1974}

Manufaciuring

Textiles

Wood, paper, and pulp

fron and steel

Electrical machinery

- Transport equipment

Sundry goods and misc.

(% of tatal)

Regional Distribution of the Sales of

Japanese Foreign Subsidiaries
Host Region

Regiona! Distribution of Purchoses by

Japanese Foreign Subsidiaries
Host Regron

Destination Latin America Asia Origin Latin Amersica i\sia -
1. host countsy 827 53.0 1. 60.3 40,2
2. other countries 9.9 205 2. 95 88
3. Japan 7.3 263 3. 30.0 50.8
1. 721 450 i. 64.1 401
2. 2710 26,5 2. 206 14.9
3. 6.2 28.4 1 15,2 44.8
1, 571 29.0 1. 833 6g.7
2. 231 2. 18:2
3 428 478 3. 16.6 12.0
1. 97.2 “78.0 1. 56.8 31.2
2. 2.7 11.5 2. 58 6.0
3. 104 3. 37.2 62.7
1. 920 455 1. 400 327
2. 7.9 252 2. 3.6 3.7
3. 291 3. 56.3 63.4
1. 974 738 1. 63,5 31.8
2. 2.2 127 2. 1.8 29
3. 03 13.2 3. 346 651
1. 88.7 46.1 1. 54.9 40,6
2. . 11.2 24.2 2, 9.0 9.7
3. 296 3. 360 49.6

Source: MITI, Overseas Activities of Japanese Business Firms, 1975, Aveilable in Japanese only,

Sdequei 1979

North America
Lotin America
Asia

¥addle East
Western Europe
Qceania

Africa

Total

~ Capital-labor ratio within Japan

2 19720
b 1875

- Capital Ownership Ratio

Total Capital Mobilized

v
- Table 2.')!9 Capital Ownership and Capitel-Labor Retios in Japanese Direct Foreign Investment, 1971-85 {fiscal year}

Capital-Labor t.

1

Lt )

. {US $ million) {US $ ‘000 per person)

- Actual Projected Actual Projected Aciuat Proiecte‘{
1971 1974 1885 1971 1974 1985 1971 1974 19851
80.1 828 83.0 1,267 3,633 16,596 61.8 3jo0.e SOAOE
£36 725 60.0 . 846 L2462 21,000 26.4 342 40.0;
589 57.9 50.0 1,677 5,392 38,528 10.4 15.7 25.0’:—'
70.2 48.7 450 527 1,604 11,351 3393 309.0 795.0;
88.3 84.1 80.0 820 2,508 8,858 847 138.2 1?0.[}3
80.0 63.0 65.0 489 1,084 13,757 784 63.5 80,0:1
48.1 443 42.0 247 98- 16,957 1.3 8.9 30.0;5
730 67.8 68.2 6,075 18,681 127,047 2414 200 39.1;;
N 43° 8.6" 173

Source: The Japan Economic Research Center, Furure of Labor Problems, February 1977 Avsilable in Japanesa only.

Table Z&C Motives for Japan’s Direct lavestment in Production in Western Europe
(number of answers)

Suldkcudai 1979

Sl sy s e

West .

Motives® Germany UK Ireland France Ttaly Belgium  Netherlangs  Spain Greece  -Portugal Total
Better access to materials 1 1 - A, - H 1 - t 6
Easy transplantation of processing 4 1 1 1 - . . - 7
‘Lowering labor costs -3 1 3 ' - 3 1 2 ¥ 2 16
Profitzble production 1 ) 2 - 1 1 1 3 1 1 15
Enlarging sales 9 7 G 5 4 7 1 5 3 3 .50
Information collection 2 ot - - 1 . R . -

Export 1o Japan 1 1 1 - .- - - - - -

Market defense 7 3 1 2 5 2l - 7 1 4 32
Exports 10 a third country § 5 - 4 3 - ? 2 2 22
Others 2 = - - - - v - - 2
Total 35 19 20 8 " 17 4 20 8 13 158

Based only on the data explicitly givea by the firms which filled in the questionnaire, More than one answer was permitted..

Source: Oriental Economist, op. tit. ‘

o~
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Table ZSOL Number of Employees in Japanese Foreign Subsidiaries, 1971-85 (fiscal yzar)

Subsidiaries under Japanese capital ownership Total capital mobilized by subsidiaries
Actual . Prejected Annuai Rate of Increuse Actual Projucted
18971 1974 1955 1874/ 1985/74 1971 1974 1835

North America 18477 100,442 275,494 758 - 9.6 20,607 121,160 331,920
Latin America ) 26,827 73,368 315,000 358 14,2 32,090 101,198 525,000
Asia 24,851 198,791 770,560 27.9 13.1 161,224 343,335 1,541,120
Middle East 1,080 2,528 17,315 324 19,1 ‘ ' 1,553 5,1 38,478
Western Europe 7,549 15,807 58,054 274 12.7 8,663 18,795 . 13817
Oceania 4991 - 11,777 111,776 331 227 6,239 17,063 171,963
Africa 10,053 16,387 237,388 177 27.5 21,807 36,891 565,233
Total 184,021 436,454 1,786,597 334 13.7 . 252,083 643,738 3,257,531
{Ratio of the total to

Japanese domestic

employment percent) 0.4 09 21

. Source: As for Table 3-11. ‘ ‘ l . | PLL’% %L/LCL‘CAM l979
) TaBLE [

Comparalive Data on Direct Foreign Investmen!

Profit repalriations

: ol ) Net* Divect Forergn Investment Jrom dircet foreign
Population GNP in 1976 Value in million As per cent of net® wnvesiment, 1972-70,
el mid-1976 - .- inbillion US doliars Joreign capital inflow as per cent of:
Cotenlry e puliions . . USdollars 1967-71 1972-76 7967-71 1972-76 GNP Exports

Korea 359 ' 253 1201 460.2 37 79 0.13 04
Brazil 1ol 1430 - 14833 © 61583 338 229 0.53 6.5
Colombia 243 15.7 2321 148.3 21.4 102 067 39
Mexico 620 634 12839 26175 - 366 16.0 1.15 125
Taiwan 163 . 17.1 2221 27459 323 129 0.50 11
Thailand 43.0 : 163 236.1 4990 26.1 28.0 ' 0.19 . 08
Turkey 409 413 161.1 390.3 96 66 21 20

* Net of capital repatriations but not of profit {plus dividends) repatriations.
" ¥ Net of principal repayments but not of interest payments. :
Source: Po{)ulation, GNP: 1978 World Bank Atlas. .
Otber: Economic Analysis and Projections Department, World Bank, Consolidated Balasnce of Payments, May 19, 1578,

Econemic Analysis and Projecticns Department, World Bank, Cousntry Report by Dloc and Couniry, May 14, 19789,
. - Tane ZFb Fm .
. Sources of Technolo &L :
' REPUBLIC OF KoRER ok R porks
: ‘ . Traditional Non-traditional All
o Exporls Exporls Exports
Domiestic sources
Licensing and technical assistance 36 24 3.9
Experience acquired by personnel through 123 87 10.5
previous domestic employment ’
Suppliers of equipment or materials 6.2 32 48
Buyers of output 3.1 5.0 40
Sub-total 252 193 223
Government supported institules 87 92 90
‘Loca! know-how’ ) 218 15.7 189
Total 557 442 50.2
Foreign sonrces
. . : Licbensing and technical assistance 118 207 16.0
' Experience acquired by personnel through 9.0 180 132
UBL - WERL ' revious overseas employment )
F He o A . TAB_LE 27 Sur}))p?icrs of equipment or matevials 123 89 107
Total Value of Technical Assistance and Royally Puyments Buyers of ontput 110 67 - 90
‘ (millions of dollars al current prices) - — U —
Vaiue of Technical Rayalty Puyments Total ; . 441 543 489
Period Assistance Received? Abroad Unidentifiable : ‘ 02 15 09
1962-66 989 08 - ) L — _— —_—
1967-71 759 19.7 TOTAL ’ 100.0 1000 1000
1972-76 65.0 930 T
1977 & 78 na 143.1 Note: See the text for the individual export preduct groups included under the categories "traditiona
. and ‘non-traditional’. : ] :
Total : 2438 : 2566 - Sowrce: Tabulated from a survey of 112 exporting firms conducted in 1976 by G. Pursell and Y. Rhee.
# Includes only that financed from bilateral govermment and multilateral international sources, ’|,\ ai ' ([ .
Note: Totals may not reconcile due to rounding error. WC“S{’P d( Cd 979

Sonrce: Data provided by Economic Planning Board, Republic of Korea.
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2.3, Prospects for the World Economy in the 1980's

1. Technological and Resource Adjustment

Advanced industrial economies ﬁill have to adjust (at a pace
determined primarily by government policy decisions and the extent of
international financial reform) both to a rising backlog of more mech-
anized technological inventions and to the need to constrain utilization
of traditional sources of energy (together with the direct and indirect
consequences of the latter for the geographical distribution of both
potential sources of economic dynamism and internaticmal economic and

political power.)

2. Less Propitious National and International Institutional Environments

This adjustment has to occur under institutional conditions less
conducive to rapid world economic expansion than those of the 1950's and
1960's. 1In particular it has to ocecur under international financial
conditions which (a) lack the expansionary bias of the Bretton Woods
System as managed de facto by the U.S5. in its assumed guise as world
banker, (b) have much larger balance of payments disequilibrium problems
to accommodate, on account of the impact on these of world inflation,ij
and (c¢) are less stable, on account of the impact of the greater uncert-—
aintiess which exist, to which the adoption of a flexible exchange rate
system plays a contributory role. Second, the shift in emphasis in
advanced industrial economies to control of world inflation has been
accompanied by the abandonment of Keynesian full-employment orient
policies, with the result that the amplitude of troughs during recessions
can be expected to be larger. Third, the positive relaxation of trade
‘and investment controls in expansionary demand conditions brought much
greater -structural international economic interdependence. This was
strengthened by the further developments which occurred in the character
and role of the multinational corporation, and which brought with them
fundamental changes in certain types of international trade (Particularly
in certain manufactures where there was a rapid increase in intra-industry
trade in which prices and quantities were determined almost independently).

In addition, the extent of international interdependence has risen on

a/ Note that inflation increases absolute deficits in monetary terms even if there is
~ no change in relative prices, and that if the prices of traded goods and services
rise relative to the prices of non~traded ones, this raises the share of the deficit
on this account in GNP. Of course, the 'pure' inlfation effect has been only one
factor underlying the large payments deficits of recent years, and inflation itself

sets in motion changes which affect the size of monetary or real deficits.
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the international economic system (mainly in order to acquire more
advanced technologies), and by the rise of the 'newly industrializing'
group of developing economies, all of which have pursued at least
moderately ‘outward-looking' policies towards the expansion of exports
of manufactures, with some putrsuing this kind of strategy so vigorously
as to induce <¢rifics (erronecusly) towrite them off as no more than
‘export platform' economieng However, although greater international
interdependence brought with it substantial gains from the standpoint
of world economic growth: (e.g. through the realization of dynamic
economies of scale and dynamic externalities which spilled over into
the technological sphere,gﬂr it also brought with it greater risks

(e.g. intensified)more widely diffused and more rapid transmission of
the effects of major adverse economic disturbances), a greater need to
maintain international competitiveness, and greater unease about the
distribution of both gains and costs between those economies best able
to capture the former and minimize the latter, and those economies less

able (or less prepared to introduce the necessary policies) to do so.

a/ There is still enormous resistance amongst certain left-wing economists
to acknowledging the structural dynamism of these economies (see for
instance strict adherents of the dependencia and of the core-periphery
schools, and most proponents of new international divisien of labour
theories). The evidence on this structural dynamism to date is now so
well documented as to necessitate no discussion here (see, for instance
the summaries in OECD (1979) and World Bank (19879). This should not,
however, be taken *o imply that any LDC can guarantee success by trying

. to imitate their East Asian precursors (whose policies in any case
differed from others which successfully attained 'NIC' status), or that
NICs may not have to make important modifications to their policies in
the near future, or that structural transformation necessarily brought
with it the broader components of 'development',

Conventional economic analysis would of course point first to the

gains made possible from more efficient world-wide resource allocation
as fewer barriers to trade permit the price mechanism to work more
effectively. The weight to be attached to these as compared with

the dynamic factors mentioned in the text is of course a highly debate-
able matter, not least because there is no uncontroversial methodology
which can be used to measure each in practice. However, given the
magnitude of the empirically verifiable institutional "distinctions'

in the world economy which not only remain, greater international
integration notwithstanding, but also have in certaln respects
intensified (e.g., on account of the intra—corporation.policies of
TNES), and, given the well—aFtestedolmp?rta?ce of non-price factors .

in determining the international distribution of growth 1in 1nt§rnat10nal
trade, especially in certain high income elasticity manufacturing '
products (so that potential allocational efficiencies of the conventional
kind may not be realized), this author finds it difficult to accept
the view that reallocational gains have outweighed the albeit less
tangible dynamic ones. TFurthermore, casual empiricism would seem to
justify attributing more emphasis to the latter; whether the analysis
is for individual countries or for TNES.



Internaticnalized Cyclical Movements

Furthermore, the greater degree of international economic integration
not only tended to induce international synchronization of the timing of
cyclical movements, but also to reduce the prospects for any single
national government to be able to move an economy out of recession,
Increased trade interdependence meant that it has become relatively more
important for a country to raise ekports either by capturing exogenously
determined 'new' markets or by raising its share in existing ones - both
options requiring a high degree of internatinnal competitiveness., TFurther-
more, the increased internationalization of production via direct foreign
investment meant that the entrepreneurs' response to better business
prospects was more likely than previously to be the establisﬁment of
new productive capacity abroad, rather than within the domestic economy.
And it can be argued that this effect has been strengthened by the adoption

. Prodiichion oo
of a flexible exchange rate system, since A helps entrepreneurs to spread
the potential risk to their international competitiveness which arises
from that possibility of increases in the home country's relative effective
exchange rate.éj Ignoring this potential exchange rate variant, however,
the international relocation of production during the upswing of a cycle
could well arise on account of any of the other reasons which stimulate
direct investment abroad in preference to investment at home, such as
defence of existing markets, superior access to the main expanding
markets, closer proximity to key raw materials, etc., these two specific
problems could turn out of paricular importance for a number of countries
in the near future. First the perceived threat of increased international
protection may)ceteris paribus, encourage countries to locate new plant
behind actual or expected protective barriers, Second, if structural,
geographical, or institutional factors render the domestic climate
unconducive to the kinds of investment required for the kinds of techno-
logical or resource adjustment referred to above, new plant may be
established abroad instead. There are various plausible circumstances in

. L o/ . . . . -
which this might occuf! countries which raise domestic energy charges

a/ There are obviously important variations between industries both.
industries and countries here. Where production location is shiftable
‘in this way and where price is a particularly important attribute of
overall competitivemess, producers of such commodities in countries
which are most subject to exchange fluctuations brought about by
factors exogenous to competitiveness in manufacturing trade will
obviously be the ones most likely to respond in this way (a possible
current example would be U.K. producers of lower income elasticity
manufactures) . ' ,

b/ See alse the discussion of demand homogeneity below.
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sharply without simultanedusly developing new supply sources which can
be expected to be stable and cheaper in the medium term may face
relocation of energy intensive production processes not favoured by
access to easily available energy-saving inventions; countries which
face strong social constraints on the pace of labour-saving technological
change may lose producers tothose where such factors are less important
(because they are growing raﬁidly encugh to be able to keep down the
amount and duration of structural unemployment% or less recognized
(because workers' organizations and/or the means of popular democratic
expression are weak — or even virtually non-existent, as under author-
itarian regimes); countries whose entrepreneurs are faced by sustained
stagnant or sluggish démand conditions, so that the climate for actually
implementing desired innovations is not sufficiently propitious (for
instance, because of sustained deflationary policies)gg; investments in
new processes whose profitability is highly dependent on the rapid
attainment of increasing rveturns [p scale through sales may again be

located abroad.

4. Increased Intérnational Homogeneity in Demand Patterns

Increased integration of the international economy {including

the huge growth in international travel) has brought with it the capacity
for creating 'international tastes' (see e.g., Vaitsos 1979). “Through their
-promotional activitiegiTNES have been able to generate international demand

for ﬁarticular standardized products, even where national per capita income
differentials might suggest an a priori expectation of greater heterogeneity.
Essentiallx high iIncome earners in middle (and even lower) income countries
have: been turned into international consvmers with demand patterns similar to
those prevalent in advanced industrial economies. At the same time, inceome
differentials between advanced industrial economies have naﬁbw&g as Furope
and Japan 'caught up' with the U.S., thus creating particularly fertile
ground for using the capacity for rapid international diffusion of product
information to pfoduce an 'internatijonal consumer The extent this
occurred varied between products (for instance, in the latter 1970's high
gasoline prices in Europe as compéred with the U.S. tastes in automobiles),
but can be expected to strengtﬁen in the medium - long term, and probably
to dutweigh the impact of the emergence of new geographical -gources of

industrial growth in creating new nationally differentiated markets, This

a/ The point here is that even if sustained deflation leads to
rationalization of existing technologies, so increasing their
relative international competitiveness and the ability to profit
from capital-widening investment when demand rises, it may
simultaneously preclude new investment in more advanced technologies.
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has important inmlicétions for .the international competitive process. First,
it may become more difficult to compensate for the lack of international
leadership in new product development by modifying existing innovations to
caty for particular nationally differentiated markets. 'Second, a viable
alternative strategy for'moderate growth rather than 'dypamic leadership’

may be to focus on perfecting the quality and price characteristics of
recently developed products facing fairly homogeneous global demané)in the
sense that the product characteristics required by consumers at a particular
income level deoes not vary substantially with the country of their residence.
This in turn implies that the case for production in a few locations only

(so as to ensure that all plants realize high and increasing returns to

scalq) could assume greater weight in enterprises’ production location
decisions . The net effect of this as compéred with other factors in a
pfotectionist international environment cannot be predicted a priori, although
certain possible causes can be identified. For successful enterpfises in
products where scale economies are particularly important small market size
might outweigh a disire to get behing protective barriers, and leave these

countries 'free' for production by less efficient enterprises. For some

o products, large markets plus protection plus high economies of scale could

well dominate all other factors in international locational decisions,
with the important implication that if an advanced countries' enterprises
have lost the technological capacity to compete in the home country, so
that they have to focus on 'lower-level' products, their enlist production
"activities may be transferred to foreign locatfons. In other words for an
advanced industrial economy, the technological capability or its enterpriscs
is 1ikeiy to assume even greater significance, even if a'technological
leadership' strategy is not being pursued. Furthermore, the more it is
forced to compete in 'lower level' products, the more difficult it will

be for it-to do so in the face of competition from newly iandustrializing
countries (NICs) which are successfully adding substantial technological

profits (including independent innovation) to their unit labour cost advantage.

5. Changing Patterns of R & D Location

A particularly important characteristic of the growth. process
during recent decades has been the geographical diffusion of R & D
activities.a/ This was permitted by improvements in international
communications, the growth and geographical spread of TNES and of direct
foreign investment by smaller enterprises, the increasing availability of
highly skilled personnel to enterprises' subsidiaries abroad (possibly

at lower cost than at home) and the increased integration of the international

a/

For empirical evidence, see particularly Lall (19 ‘), Creave. (1976),
Vernon (198Q).
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economy itself (which meant, for instance, that R & D which requires linkages
to production could occur abroad). In some cases it was positively stimulated
by the need for production to be located in a nationally differentiated marker:
where R & D linkages to production were high or the subsidiary already
could provide significant R & D capacity, this would encourage transfer of
R & D resources from the home country, or expansion in the existing local
capacity - a process which might well be encouraged by host government
subsidies. Furthermore, the reduced léngtﬁ of typical product cycleg {Vernon
1980) plus TNE's perfection of systems of corporate integratioﬁ (Vaitsos 1979)
meant that for some products, it became less important for a TNE to exploit

a product differentiation monopoly in the home country,

Will such factors make R & D internationally mobile, in the same
way as their production? On tﬁe whole, there appear to be good theoretical
reasons to suppose that in practice this may not happen for basic 'invention'
activity, nor become a generalized phenomenon for technological research geared
to the development of key new products and production methods. Probably
the most important is thagﬁﬁinimum cost and complexity of'major R&D
activities has tended to rise, and so make very substantial government
support a precondition for the establishment of a comprehensive programme,
The obvious contemporary example is microelectronic R & D to create very
large scale integrated circuits in a microscopic space. In both Japan and
the U.S., the two countries which have already created a substantial lead,

al

has already led to a situation wher% even if other governments were prepared

to adopt an equally active strategy of research promotion, the cost might

government support makes a key contribution to overall activity and

be virtually prohibitive, particularly given the low probability of their
'catching up'. This factor is reinforced by others whic@)even for less
ambitious R & D activitie% may stimulate the centralization rather than
geographical diffusion of research activity. Location in the advanced
industrial home country provides a highly sophisticated research envirvonmental
infrastructure, the probability of superior access to scarce high-level
scientific and technical manpower, static and dynamic economies of scale,
linkages with other enterprise activities, and (perhaps) less risk of
industrial espionage by foreign competitors. Some of these factors merely
favour centralization in an advanced industrial location which may not

necessarily be the home countty (e.g. there may be national differenceSin

af In the U.S., the Defence Department launched its own. programme as it felt
that notwithstanding the huge potential financial benefits to private
corporations the enormous costs involved would lead them to underinvest
in such R & D activities. In Japan, government strategy was more a
natural continuation of its longstanding recognition of the need for active
government promotion of R & D to attain international technological
leadership.
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environmental climates which depend on the particularly industry concerned);
others (e.g., scale economies which can be internalized if an enterprise's
R & D is linked with other ho&e country activities) actually encourage a
home country..location. On the other hand, the substantial improvement
which has occurréd in the technological capability and research environment
of certain NIC s undoubtedly make it feasible for industrial enterprises
located there to undertake 'product imprdvement', and even certain kinds of
specialized small 'invention' activities, in addition to 'catching up' in
the implementation of the external stock of inventions. Indeed they probably
are advantaged by the fact that they are still in the medium-range of the
technological scale, since they have not as vyet constructdmany of the long

. . , eiseiihnee .
gestation period 1nvestmentsAmade prematurely obsolete by energy constraints.

In other words, centralization of R & D in 'successful' advanced
industrial home countries will probably infensify when the R & D 1s part
of the generation of a new technological wave, or concerned with major new
product or technical development within it. However, when R & D is concerned
more with product improvement (including the 'standardized' product for the
global consumer and the nationally differentiated market cases discussed
under demand homogeneity), tﬁe geographical diffusion of R & D can be
expected to continue {subject to constraints imposed by product type), with
NIC - located enterprised emerging as strong competitors to those pursuing

similar R & D strategles in advanced industrial economies.

Whereas the pace of actual technical change will depend crucially on
the growth. rate of world demandfj slow growth in the latter will probably have
only a minor effect per se on these general R & D trends., However, insofar
as sloﬁ growth brings with it major shifts in the international distribution
of demand, then the reﬂ@tive weights of R & D decentralization versus

COLNITY

diffusion and advanceqﬂvérsus NIC 1locations, as well as the distribution

between NIGC s themselves, will be affected,

'The above discussion is concerned primarily with industrial R & D.
The location of R & D related to natural resources,particularly minerals
and emergy, obviously is constrained (to varying degrees} by the location of
the resources themselves. Civen the probability in the medium-term of a
relative improvement in the prices of such resources to those of manufactured

goods, the share of resource-related R & D in total R & D can be expected

to rise, and so that of resource-rich countries in the international distribution’

of R & D.

af Though this does not necessarily apply to the rate of 'discoveries':
quite apart from the exegenous element therein, different governmental
priorities and so their expenditure on R & D (including not ounly
military considerations but also the intensity of any economic deter-
mination to 'capture' any demand growth which may occur) have substantial
effect on the relationship between demand and discovery.
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6. More limited oppoytunities for national policy remedies

o

.
Even in the absence of any production relocation responses, the scope for using
4

national governggﬁt policy (whether in the'form of conventional Keynesian remedies or
of new monetarist orthodoxies) to promote recovery from the current international
recession or to cure prospective medium—term disequilibria is, for most advanced
industrial economies, considerably limited. The most fundamental reason for this

is the enhanced importance of international competitiveness in securing smooth and
sustainable national growth and structural transformation, plus the non-price nature
of much of the competitive prdcess_J even during recessionary phases when cost or
price factors tend to be relatively more importent . By the early 1970s, it was clear

that a country's high and sustained economic strength was coterminous with its

ability to increase its export share in the main expansionary markets for manufactured

goods - an ability which for advanced industrial economies in turn required a number
of eéonomic qualities: (a) a high degree of price competitiveness subject to a

high minimum quality constraint for goods already in production for which demand
elasticities were such as to permit their rapid diffusion, through geographically

expanding mass markets (i.e. 'current' goeods); (b) the ability to invent in advance

of actual demand new goods of very high quality and with potentially high income

eiasticities, and to create .rgpildly rising effective demand for these by being able
to put them into mass productiona with competitive technolegies which maintained
very high quality standards at a reasonable degree of cost competitiveness and being
able to identify and enter their most promising markets; and (e) the ability to
transform tﬁe structure of production away from 'old' goods no longer subject to

rapid market expansion towards 'new' ones, even if price competitiveness could have
been sustained for much longer in 'old' ones at the cost of a lower pace of structural
transformaﬁion. In terms of academic economic theories, these qualities could perhaps
be summarized as the ability to generate and implement a high growth rate of complete

b}

product cycles.

2/ Where used here, the term 'mass" is relative to the commodity under production,

obviously differing considerably in scope between consumer and producer goods.

b, See further Posner (1961) and Vernon (1966) for the initial exposition of the

.theory, and Vernon (19%)) for a discussion of recent developments, ouk Takics
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The actual situation facing advanced industrial economies at the
beginning of the 1980s is that Japan already has created a dominant dynamic
comparative advantage and the ability to sustain it in the future in tHis key
determinant of economic growth. Consequently demand expansion in advanced
industrial economies will probably generate a distributionai problem between
them, in the sense that their imports io Japan will expand more than proportion-
ately than their export to it. In balance of payments terms, this may not
create the acute surplus problen emphaéized by Criops (1978, 1979), since it
will probably be offset in part at least by inflows of Japanese capital.
However, from the standpoint of struciural transformation and future growth,
it is clear that a potentially serious problem has to be overcome, and that
for the kinds of reasons discussed in secfion 2.1, heither Keynesian nor .

menetarist strategies may be suited to the task.

At the international level, this alsc¢ applies. Transfering resources
to developing économies as a group will not necessarily lead to the kinds
of favourable effects argued in the Brandt Report, even though the world
economy is suffering from a cyclical demand constraint (which has structural
origins). How such transfers are effected, and to whom, are key determinants

of the outcome.

7« Structural employment problems

However long cyclical recovery takes (as determined by the kinds of

policy changes introduced at the international level), it is very unlikely to
eliminate the employment problems of advanced economies. This is on account
of the prospective technological changes which are awaiting implementation.
A point of particular importance is that these will not just have a significant
impact on manufacturing industry, but also on services (where it can already -
be seen (Table 28). There is now enormous potential for raising service sector
_prodactivity'by new investment in a way unknown in the past, with considerable

econcmic and social implications.

Tabte 2R ' Capital Expenditure® by Sectors of the Economy in the EECY

1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980

Percentaga
Farming and forestry . 39 37 38 40 441 42 43 4.4 45 44 42
Mining and energy 6.7 6.8 6.6 6.3 7.2 B.2 B2 7.7 7.9 82 8.5
. Manufacturing _ 193 186 168 16.3 16.3 i54 153 157 156 157 180
Building 43 4.1 3.8 39 40 G A 36 3.6 36 35 |
Services 23.3 24.7 259 26.4 25.2 248 24.9 271 275 250 28.3
Residential building 281 28.2 29.7 300 29.7 29,2 291 286 230 271 267
Government . 14.4 13.9 13.4 13.1 13.5 145 14.5 129 129 13.0 128
Totat . 100 100 100 100 100 100 100 100 1C0 100 100

a) Fixed capital formation at 1970 prices and exchange rates.
b} Excluding Belgium and the Netherlands.
c} Estimated.
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Summary and issues .

In order to compile an agenda of possible pclicies for a country's development,
the first prerequisite is some understandiﬁg of the kinds of envircnment in which
.such policies may be applied. The future necessarily entails uncertainty, sc that in
the final analysis, policy choice reduces te a matter of judgement, However, even
though investigations designed not only to explain the past, but also to identify
likely tren&s'in‘the-futurg-can never produce 'answers' and may be falsified completely
by uhexpected shocks such as natﬁral disasters, wars, and revolutions, without such
enquiries policy-makers can be depriving themselves of important information which
at least might help to reduce the incidence of errots, even if it is not robust encugh
for firm inferences ahout desifable/appropriate strafegiesp That this view is widely
:accepfed is demonstrated clearly by the énonmoﬁs qﬁantity of policy+ related statistics
and.énalytical literature generated by international .and national organizations, .
academic institutions, banks, and the like. But here the implicit consensus often ends,
In particular, there is a wide divergence of view - soﬁetimes implicit, sometimes
explicit - about certain centralranalytical and methoﬁological issues. These include
first, the éauses of supcéééfu} orrunéuccessful dévelopmental performance in the past,
and the contribution of policy to the observed outcomes; second, the desirability of
‘projecting past trends into the future, and how -~ if at all -~ this can be done; and
third, the extent to which policy can be decomposed, with decisions related one area
proposed relatively independently of those in others, and reconciled not so much on
account of their expected interrelationships, but rather in terms of their public
expénditpre and foreign exchaﬁge implications.ej ' These issues still persist even when
there is complete consensus. over what constitutes 'development' and how it should be
measured, what social priorities and specific targets should be, whether (if at all)

the state should try to guide development, etc.

The discussion here was directed primarily to thé international aspects of
economic policy; and thus focussed more on the determinants and evclution of the
international economic environment, following this with a consideration of policy
responses thereto for a particular subgroup of countries, The issues referred to above

were treated as follows:

1, Appreciation of the causes of post World War II world economic growth and its
prospective medium-term evolution requires an analysis of the dynamics of the
later 2oth century capitalist system which incorporates certain important and
rapid changes which have taken place in its structural characteristics

a/ It could be argued that this last issue should not arise in a fully planned econcmy.
But although such an economy should be much better able to construct a decision-
making process which takes static and dynamic interdependencies more fully into
account, the internal political pressures on plan formulation and the problems
which arise during and as a result of the varicus systems of plan implementation
utilized may well constrain buth the nature and extent of the coordination

attempted and of that which actually occurs,



2. Neither demand-side nor su ply side explanations are adequate, either
to explain past performance or future prospects.

The causation pointed to in this paper is as follows: major changes in the
character of the capitalist development process and in the internaticnal
economic system will affect Europe's position therein, and therefore the kinds
of relationships which will develop between the southern and western European
economies. If this fact is ignored, and intra-Furopean developmental iésues
are treated from a regional rather than a global standpoint, then the kinds

of policy implications derived may well turn cut to be misguided. Irrespective
of the relationéhips which 3, Eﬁropean countries develop with the EEC, it is

also equally important for them to look outside the European region.

The second policy iwmplication of the paper is that 5. Euronean governments
should adopt a very active role towards technological and skill development,
both as means to transforming their own economies and as a means to earning
foreign exchange. This in turn has implications for policy towards foreign
investment, which should be designed wherever possible to 'capture' techno-
logical transfer. But it also implies the development of indigenous
technological capacity to an extent which is unlikely to occur without direct

government action.
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Community Budoet and Economic Convergence

1. The subject ycu have asked me to talk about is clearly
related to one of the main issues which has been discussed amcng
the European Community in these-.latest months: how to create and

develop a better economic "convergence” amongst the Member States.

. Let me first point out that ‘economic convergence in
the Community should be seen not only from 'a budgetary aspeét,
because fhe Community budget represents at present 6nly a small

proportion of the GNP of the fommunity'. .

2. I will nevertheless concentrate my attention on two

main but limited aspects of this broad issuc:

- an analysis of the expenditure and réceipts of the
Community budget, which includes observations on the
nature of own resources,

- somé considerations on the economic, financial and
social aspects of participation in the Eurcpean
Community. C

3. In introducing this paper, I wish to draw the attention
of the Conference to a number of fundaomental aspects of the
Community against which the application of the budgetary system

on each Member State needs to be seen.

4y First, the Community in itself comprises a number of

policies which cannot readily be quantified in financial terms.

_The advantages of belonging to a single market, the benefits

conferred by the Common Commerial Policy, and the political
strength which flowks from membership of an organizaticn moving

steadily towards greater.integration are among the more important

-elements in this respect. Moreover, ¢conomic convergence in the

Community should be seen not only from a budgetary aspect, if only
because the Community budget represents at present only a small

proportion of the GNP of the Community. It is also necessary to

‘take into account, for example, the advantages offered.by the

flow of private capital ocross the Community which i¢ in itself
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assisted by an improvément in economic structures. Factors of
this kind have indeed led an increasing number of European
countries to seck to join the Community since its original
creation with six Member States. ®oreover countries joining
the Community haverhad to recognize, as did the originatl
founding members, that not all policies are of equal benefit
to all Member States and that the advantages or disad&antéges

of Community membership must necessarily be seen as a whole.

5. Second, the interdependence of the Community's
achievemgnts should be borne in mind. The creation of the
internal customs union and the contribution which the Community
has made to liberal trading polic{es would not have been possible
without the establishment of a vigorous Community agricultural
pelicy. In the same way the COmmuHity's social and regional
policies have been introduced to correct the effects of the
concentration of developments in certain areas which exist despite
the economic expansion to which the Community has greatly contri-
buted, thus asserting a solidarity among Member States which is
required to diminish the‘regional and.social inequities which can
be identified at a Community level. 1 believe strongly in the

value of these policies.

6. Third, in considering the Community budgef, the figures
cannot in themselves be seen as reflecting the true economic cost
and advantage of membérship of the Community to a Member State. _
The Community budget is the financial expression of common policies
which comprise expenditure, Community competences in certain
secters, and decisiens taken regutarly in respect of them by Member
States. In this context the budget should not be judged in the
Light of the position of each Member State, but mainly of the-
effectivencss with which it ensures the conduct of common policies
to the benefit of the entire Community. The Commission emphasised
this point in all discussions on convergence which was discussed by
the European institutions this year. The Community instruments
which are financed within the budget or through loans have been set
up to serve specific policies.
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7. tay I further emphasise that éven if at present
the Community budget has a weak redistributive effect it should,
as it increases, progressively promote convergence between the

economies of the Member States.

8. The considerations above apply with particular force to
the Common Agricultural Policy. In fact, the main-interventions
of the Guarantee Section are subordinated to the general objective
of maintaining prices for agricultural products on the Community's
internal market at a stable level in accordance with Article 39 of
the EEL Treaty: The econOmic consequences of such expenditure are
not Llimited to the country in which it occurs. For example, if a
quantity of esgricultural produce is removed from the market in a
Member State by intervention for hhblic storage, cr by export with
the benetit of Community refunds, such action supports the market
price both in that Member State and throughout the Community. It
follows that the budgetary incidences of the agricultural price
and market policy are less significant than its wider economic
consequences. The latter are necessarily difficult to quantify.
However, it may be said that, insofar as the interventions of the
agricultural policy succeed in supporting prices at the level
necessary to maintain a fair standard of living for the agricultural
community, they result in a transfer of income to the agricultural
sector from other sectors of the Community econcomy, and therefore
in févour of Member States in which agricultural production is
relatively important. The agricultural policy, threough its main-
“tenance of the agricultural labour forcé, is also playing an
important role in a period of high unemployment. On the other hand,
insofar as the policy assures the stabiLityuof markets and the
availability of food supplies to consumers at reasonable prices, it
represents an economic benefit and a degree of security for these
Member States whose degree of agricuttural self-sufficicncy ¢
“relatively low. This benefit, though difficult to measure, is no
less real, as wes demonstrated in the period of shorfages on world

agricultural markets in 1974-75.
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9. I would also stress that, apart from the above-mentioned
difficulties in quantifying this reLationsHip, I tazke the vicw that
the expansion of existing and the introduction of new policies as
the need arises would be gravely hampered if the notion of "juste
retour” were to become the accepted way for Member States to judge
them, .

Calculations based on-”juste retour' have even less meaning when

it is taeken into account that on the ong hand certain budgetary
expenditure results from Community pbtigafions taken over following
the accession of certain Member States and in the context of the
Communities general commercial relztions with third countries; and
that on the other hand certain expenditure connected with Community
poLicies-has nct so far been included in the Community budget, but
is financed on national budget on different keys (e.g. EDF, food

aid in cerealsy,

10, The amounts entered in the budget do not in themselves

reflect the real economic costs and advantages of a country's
membership of the Community. If at the same time it is realized
thet the introduction of common policies has not always had a
positive dimpact on the structurally weakest areas of the Community,
it will be better understood why the budaet should hot be judged

in the light of the position of each Member State, but rather in
terms of its effectiveness in ensuring that common policies are

implemented to the benefit of the Community as a whole.

‘11. You should be aware that the problem of economic convergence

is only iﬁdirectly Linked to budgetary prohlems. However, in the
absence of other large Community mechanisms, we have to recognize
that the budget and the European HMonetary System are the only

instruménts available for tackling the problem of convergence in

a practical and constructive manner.

12. Ignoring for a moment the role played by the budget, it
shoultd 'be clearly understood at the outset that the primary

objective of the economic mechanisms of the EMS (the purpose of the
ponctary mechanisms is to regulate exchange rates between the vartous
currencies) is to establish appropriate machinery for redistributing
the benefits deriving from the creation of the Europcan monetary

stability zone. _ _ ‘ R S
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~public expenditure by the Member States. Until ways and means are found

The problem of 'convergence' is linked to these economic
mechanisms of the EMS and, if.it is to be properly understood, there

’

must be a critical examination of :

- the total resources required by the Community to ensure that 1t
is able to finance all the common poticies,

- the specific nature and function of the instrument for controlling
the redistributive effects, which can only be the budget.

13. A study of total available resources carried out by all the
experts who have addressed themselves .to the problem apparently shouws
that a budget capabte of meeting requirements would account for 2% to

2.5% of GOP in the medium term and 5% to 7% of GDP in the long term (1),

But the creation of such a'large'budggt is not only technically
difficult (finding the means oflraisﬁng the revenue), but also poses an
institutional problem - the role to be plaved by the institutions in
trénsferring decision-making powers from the Member States to the
Community. It should therefore be recognized at the outset that the problem
is a bolitical problem. It canndt be resolved on the basis of models

that take no account of political reality; for the debate on convergence

- would then become distorted and might well produce results that hindered

rather than helped the movement towards integration. Debates, for
instance, on the upper limits on Member States' payments and on the
maximum assistance that a particular Member State may receive from the
EEC that are based on the principle of '"juste retour' stand in complete

antithesis to the principle of convergence.

14, Limiting the debate to the budget. would also have the effect of
Lessening the impetué that the observance of a few common rules for
controlling the main magro~economic parameters such as investment, price
tevels, employment, etc., could give to a genuine policy of 'convergence',
The successful operation of the ENS does nmot depend solely on the transfer

of revenues. The Community budget accounts for approximately 2% of all

of increasing the Community budget's endowment, it would be wrong to

Y

(1) MacbDougall report, pubtished by the Comaission in April 9977

(Report on the role of public finance in European integration)




underestimate the effectiveness of the joint machinery for tackLiﬁg
the preblem of curbing inflation and public expenditure in the Member

States.

Failure to take account of this important fact, in the present
context, would risk triggering political action of scant cregdibility -

and quite ineffective ipto the bargain,

15, It is fashionable to think that the way to tackle the budget
problem is to increase structural expendﬁture in order to strengthen

the redistributive effect. So it is necessary here to clear up a
misunderstanding, which is that an increase of a few hundred million EUA
is all that is needed to give this kind of aid the effectiveness it

currently lacké.

16. - It has been calculated that, at 1975 prices, the Régional
bevelopment Fﬁnd (ERDF) would have to have five times its current

endowment in order to make even a minimal impact on employment (1),

Unless a way is found of going beyond the present upper Limit on own
resources, we may be faced with the unthinkzble prospect, not of a freeze,

but of an actual reduction in agricultural expenditure.

Such a reduction is unacceptable in the Community of the Hine

‘and will be even more so in the Community of the Twelve because :

l(a?. While the percentage substitution in respect of public
expenditure is very Low in the case of the structural funds,
the reverse is true of agricultural expenditure,'where'the-
substitution figure for national public expenditure is about
33% and can rise to as much as 90% in the case of market

expenditure;

(b the economically less-favoured regions (the peripheral regions)

are broadly of two types

- industrial areas in decline (typical of the United Kingdond,
in which economic recovery depends on the restructuring
of production and on the ¢reation of alternative sources of
employment. Here, non-agricultural policies of redistricuticn

are essential and take priority;
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- the regions such as the Italian Mezzogiorno and the

French Midi which have perhaps never deveiobed their
full industrial potential and in which agriculture
continues to be crucial to employment and income
formation. Regions such as these, in which farming

is5 the major industry, account fér a very substantial
part of the present Community; with the enlargement

of the EEC to include Greece, Spain and Portugal, not
only will there be an increase in the total area in
which agriculture is preponderant, but it will also be
found that there are regions totally untouched by
industrialization (south-east Spain, Portugal, the inner

regions of Greece).

17. . Viewing the Community budget as a means of promoting 2
policy of convergence and of regulating its implementation = the manner
tn which the common agricultural policy currently operates cannot,
nevertheless, in any objective sense justify the thesis that it helps
to fectify regional imbalances, since it makes for an ever greater
accumutation of wealth in the most higHLy-deuetoped areas at the
expense of the least prosperous - as much, moreover, through structural

policy as through market policy.

The theory - which, though popular, has not yet been
translated into practical terms — that expenditure should be subjected
?o purely financial controls is unrealistic because it only takes
account of immediate pressures to hold down expénditure and neglects
the fundamental objectives. Hence the difficulty and, indeed, the
impossibility of obtaining é majority in Parliament in favour of
égricuLturaL policy measures that are truly consistent with the recal
economic situation in the Community and that take account of the

principles of supply %nd demand.

Analysis of Expenditure and Receipts of the Community Budaet

18. In the light of the above considerations let us analyse,
by Member State, the main features of expenditure and receipts in

respect of the Community budget based on tables which will be found at

 Annex 1. These tables record both actual budgetary receipts for the

years 1976-78, and forecast rcceipts and exéenditure for 1979 and 1980.
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(a)

(b)

(al

(b)

18-

It should be borne id mind that:

The projections for 1979 and 1980 are based on an analysis of

~significant categeries of expenditure in each Member State for

the years 1976-78 particularly with the aim of eliminating any
anomalies, Nonetheless the resulting expenditure figures in
Member States sheuld be regarded essentially as orders of
magnitude rather than precise budgetary estimates.

The forecasting of figures for each Member State in the way which

has been attempted presents particular difficulties.

The tables presented in Annex I:

comprise fiqu}és represcenting estimated perceﬁtage shares of
expenditure in Member States and estaimated actual expenditure for
1979 and 1980 (Tables 1=4).

show the development of customs duties and agricultural levies from
1976 to 1980, and estimates for.VAT payments for 1978-80. They also
show the percentage shares of eath Member State and the relationship
between those shares and their shares of Community GNP (Tables 7-9),
Table 10 shows for 1976--80 the shares and forecast shares of each
Member State in financing the budget as a whole compared with its

share in Community gross national product.

19. It should be noted that the report does not include
calculations in respect of the budget of the ECSC due to the fact that

a different method of financing this budget is used.

Analysis of Expenditure

2.

from the Community budget into six main categorics, The resulting

The Commission has grouped the different types of expenditure

~forecast expenditure by Member State is presented in the annexes in terms
of both percentages and in absolute amounts. The following concerns the

‘main separate categories of expenditure within the Community budget.

(i) FEOGA Guarantee Section

This section fepresents by far the biggest category of
expenditure within the Community budget, amounting for

1979 and 19380 to seme 70% of the total. This is due to the
relatively low degree of development of other policies.

The Common Agricultural Policy is a highly develceped policy
based on Community solidarity and i{ has taken over virtually
all the financial COﬂSGQUCHCGSlOf the regulatization of

agricultural markets. The geographical distribution of dts
expraditure therefore determines to an important extent the



Whereas some 25% of the expenditure takes place 1n Germany, 20% in France and 16-17%
in Italy, in 1980 only about 84 will take place in the United Kinngm(1),

However these figures negd to be judged_essentialty in the light of the
considerations advaﬁced in paragraph 8. The relatively low level of
‘expenditure in the United Kingdom reflects the share of United Kingdom
agricﬁtturat producti&n in the Community (some 10-11% of theose products
subject to a system of common prices under the CAP), and is also influenced
by the generally deficit nature of the United Kingdom market and, until
recently, high negative MCA's, both of which Limit intervention expenditure.
It should be noted that 4in conformity with the Council Regulation governing
the operation of the financiat mechanism, negative MCA's paid in the exporting
country have been treated as.if they had been spent in the importing country.
(However, tables on pages 16-55 show the different results which are produced
depending on how the MCA's sre attributed). ﬁUt over the past few months
the importance of MCA's in trade between the United Kingdom and the rest of
the Community has been considerably reduced dué to devaluations of the green
pound and to a strengthening of sterling. So long as the current situatien
is maanta1ned (Un1ted Kingdom MCA's of under 3. SA) then the attribution of

-

MCA's will be of l1ttte practical s1gn1|1cance._,

(11}

i)

Structural Funds

This category of expenditure represents some 124 of the budget and

Lovers o
Lwvwvli o wviiv

social fund, the FEOGA guidance section, the regional development fund, and

the 200 MEUA {nterest rebates allotted for Italy and Ireland over five years

within the EMS. In general the distribution of expenditure from these funds
corresponds to the retativc'nceds in respect of the policies concerned as
between the Member States of the Community. Thus Italy is by far the biggest

recipient from these funds taken as a whole (32-33%) followed by the United

Kingdom (21%). Moreover Ircland, which represents only some 0.6% of Community

GOP, receives some 10% of this expenditure on structures. Expenditure in all
other lMember States is less then their share of Community GDP, amount;ng to

less than half in the case of Germany and the Ketherlands.

Other Intervention Payments

These have been growing fast in recent years but still represent only some 2%

of total expenditure, covering research, energy and industry. Morcover their

ecoriomic significance for individual MHember States is more difficult to

V1)
preliminary draft budaet for 19800  These figures will be updoted ac
necessary through the mormal budgetary procedurcs. One effect of the updating
which should be noted in the prescnt context 15 the .wr;hmr dimirution af
United Kingdom HCA's.

[ - ’ ...,/...

1he expenditure figures in Tables 1~4 are bosesd on the budget of 1979 and the
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evaluate. For example, the results of research

benefit the Community as a yho[e‘qnd not just the

Member State in thch the expendi%ure takes place.

Some 27% of this expenditure is forecast to be made in
Italy and some 12-13% in the United Kingdon, although

this proportion will increase over the néxt few years
principally as a result of a build up of expenditure on the

JET.
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Three categories of reimbursement representing some 5%
of budgetary expenditure can be calculated precisely in
respect of Member States. These are the automatid
reimbursement of 16% of customs duties -and agricultural
levies to cover the cost of collection; the répayment

to the United Kingdom of its contribution to the interest

" rebate scheme within the EMS; and the financial mechanism,

(The Financial Mechanism will not now come into play in respect

of 1979, although it will operate for the first time in 1981

in respect of 1980)(1). The share of Italy in these reim-

" bursements is relatively small (171-12%) whereas it is substantially

and rapidly increasing for the United Kingdom (1979: 27X, 1980: 347 .

Despite the difficulty of satisfactorily attributing

" these expenses to individual Member States, the Commission

_has nonetheless attributed some 90% of them representing

some 64 of total budgetary expenditure,

Expenditure in respect of third countries

This currently represents some 5~7% of the budget and -
covers cssentially co-operation expenditure in respect
of developing countries including food aid (without

restitution’. This expenditure has not however been

Reimbursements
(v} Adnministrative Expenses
{vi)
(1)

Following the agreement reached cn 30 May by the Courcilt, the rules’

governing the Financial Mochanisem Regulation will be changed accordingly.
1t is foreseen that it will give 457 MUCE for the UK.
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divided between Member States since the principal
beneficiaries are cutside the Community. for example
food aid, whose market value is recorded as having
been spent in the Member State which furnished the
product, gives no more advantage to the country con—
cerned than a commercial export of the same product. -
As regards iﬁvestment projects the ingirect economic
benefit which Member States receive would be extremely

difficult to quantify.

. General Considerations

21. The zbove présentation of expenditure from the Community

budget should be scen in the Light of the following comments:

{a) Delays in pavments.
As regards those partc of the budget d1L1ded between comm1tnents
. and paymewts credits, a significant gap hetueen the use by
Member States of conm1tment° credits as opnosed to those for
payments is aquite normat The former represent a coverage
‘of part of the totaL cost of operations which are finalised
over several yearé, while the latter reflect the actual
expenditure taking place year by vear, However the gap
between commitment and payment does vary between Member

States. This is due to two principal reasons,

Firstly, the social and structural situation is not identical
in each Member State znd national policies often vary greatly.
This-means that certain Community instruments respond in differing
degree to the true ncoeds of each Member State and that the
capacity of Member States to take up the available payments
credits varies accordingly. Secondly, the institutional

. and administrative arrangemenis in some Hember Stated can

also be a factor of delay.

These factors lead for example to greater deiéys in the take up
payments credits en the part of Italy (although this is less
the case N Tespect o7 the vegional fund) than on that of the
United Kingdom, wpcre the situaticn appears to be normal.,

There ares ai

m

o cerfTain aelavs in the case of France. BowWeVED

11

Given the relatively smaLL praoportion of the Community UL cget
which 1is reprnvcwt.d Ly the structural funds, delays in respect
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of the use of payments credits do not significantly affect the
position of the Member States concerned as regards the overall

s

application of the Community budget.

(L) Development of -Commitments.

At the sume time it is impor{ant in considering the levels of pay=-

ments to take into account the volume of commitements which have been
made or are forecast in respect of the sttuctura{ funds (Tables 5 and
6). The figures make clear that the volume of commitments is consider-
ably greater in absolute figures than. the volume of payments and that
the commithents are developing consjdérabty from one yesr to the next.
This is the result of significant incrcases in these credits in recent

budgets.,

‘The percentage figurés also show that tHése funds benefit
essentially thosé Member States within the Community which have
the Lowest gross nationsl product per head, Nearly 70% of this
expénditure is forecast to go to Ireland, Italy and the United
Kingdom in 1979 and 1980. | '

22. The cxpenditure figures demenstrate that the division of expen-—
diture among FMember States is relatively stable as regards the majority
of them. = The changes from 1979 to 1980 do not exceed 10% and are
therefore relatively minor. The only exception is the United Kingdom
whose relative share of expenditure falls fronm 13;52 to 10.3%,

i.e. a reduction of 25%, This change is due largely to the reduction

of monetary compensatory amounts referred to in paragraph 12(1).

Community Louns

23. CFull acecunt also needs to be taken of the element represented by

loans and their contribution to economic development within Member States

as well as to the Community's financial cperations. -4 table (Table 112
give§ the volume of leoans from Community sources to Member States

for 1974~75. Loans are clearly not in the same category as trensfers

I ANIN
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from the Community budget. But given the constently increasing loan activities

of the Community and the EIB it scems Likely that despite the charges incurrcd
through them, Loans will produce a growing flow of capital to the countries

which benefit from them especially Italy and the UK,

The balance of payments benefits and their contribution to economic development

are also significant if difficult to quantify.

finalysis of Rudaetary Receipts and the Nature of Own Pesources

24.  The Council Decision ofp21 April 1970 on the replacement of
financial contributions from Member Statéstby th; Communityis oun
resources provided that the Communities shall be allocated resources of
their own in order to ensure that their budget is in balance. The oun
resources were to consist‘of custons duties and agricultural levies,
supplemented by financial contributions which were to be replaced by
payments bésed on VAT:  Thus the customs duties and agricultural levies
constitute resources which béleng to the Communitylas a result of its
basic characteristic as an integrated commercial area; and while the
different national administrations are for reasons of administrative
convenience asked to collect the resources, fhey cannot be said to

belong in any sense to any particular Member State.  The same Decision

“of 1970 placed Limits on the variation which could take place from one

year to the other in the relative,sharés of all Member States in financing
the budget up to the end of 1977. Articles 130-132 of the Act of Accession
also put limitations on the amount to be paid by Denmark, Ireland and the

United Kingdom until 1979, In fact therefore it is not until 1980 that the
fommunity's own resources will be paid in full by each MHember State without
modification,

25.  Because the Community is a customs union and has a common agricultural
policy, some dutigs and levies are collected at the periphery on goods
which are finally censumed in another Member State, Where this
happens the customs duties and agricultural levies collected by the
Member States at the place of import overstate its real contribution
to the Community budget, and the contribution of the Member State
which consumes the goods i3 understated. For example a significant
proportion of goods imported into Germany from outside the Cdmmunity
and consumed in Germany‘have the relevant customs duties and
agricultural levies collected at Rotterdam or Antwerp; The burden
of the duties falls on Germany but the transfer to the Community is

shown as having been made by the Netherlands op Belgium, On the

Y AN



- 14 -

other hand the United Kingdom imports directly from third countries and
also consumes the great majority of its imports; therefore the customs
duties and agricultural tevies which it transfers to the Community
represent a reasonably accurste measure of trade moveménts which actually

take place between the United Kingdom and third countries.

6. In view of the significant increase which has taken place in
industrial and agricultural trade ameng the six original members of the
Community since its creation it is worth examining whether a similar
evolution can be identified in the case of the newLMember States and with

a consequent effect dn contribgfions to the budget in levies and customs
duties, The share of external trade of Ireland and Denmark which is directed
to the Community has regularly increased and is around the leveL'(or above

in the case of Irelarnd) of the Community average. 'As regérds the United
Kingdom, imports from the EEC ;s a percentage of tHe United Kingdom's total

1
imports have risen from around 34% in 1972 to 352 in 19746, and to 437 in the

]
first three quarters of 1978. This has not however led to a consequent decline

in for example the proportion of Community customs duties originating in the
United Kingdom over recent ycars. These duties, which are substantially more
important than agricutfural levies as an own resource have in fact shown a
steady increase since 1976, The -high proportionate level of these duties has
been due to the United Kingdom's rate of imports in proportion to her GNP and
to her continuing volume of imports from third countf{es. However with
progress s Community integratioq,a growing part of the external ;rade of the
United Kingdom will teke place with its Community partners and the result
should be a relative reduction in the United Kingdom's share of financing the
budgetg ' ;
27. Although custonms duties and agricultural levies belong automaticatly
to the Community and there are uncertainties abou{ their financial impact on

the Member States, they have been attributed throUghoux this paper to the

Member State in which they were collected. This is in conformity with the Decis-

ion of 1978 whichprovided that they should be considercd as contributions

by the Member States in the app[ication of the “relative share” method of
financing the Comaunity budgeé which ended on 31 December 1977. HMoreover the
Comnunity's financial mechanism provicdes that they shoutd be

included in the assessment of whether or not a Member State is bearing a

disproportionate burden in the financing of the budget.
]

I
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28, In 1979 six Member States have replaced the financial contri-
butions related to their share of Community GHP which are made in
order to balance the budget by bayments related to the application
of a Community rate (not to excead 1%) to 2 uniform VAY basis of

" assesshcnt. It is expected that in 1980 all #Hember States will
be paying to the Community on the basis of customs dutfes,

*

sgricultural Llevies znd VAT,

29. The financial conseguenctes of VAT paymenés are clearer than

those of the levies and the duties. VAT is 2 tex on consumption

within cach Hember State and the transfers to the Commuhity'arc
“therefore & more sccurate measure of the financial conscquences for

each Member State of this method of financing the Community budget

than zre customs duties and levies. But the VAT contribution does

not necessarily reflect & Member State's dbi{ity.to pay. This is

because the share of value added (i.e. the VAT tax baﬁe) in the

GhP of & Member State is influenced by the level of investment

end thé balance of trade, betause Investwment and exports are not included
in the tax base élthcugh imports are included. Rember -States with at any
.given tine a low iavestment ratc andfor a balance of trade deficit have

2 high VAT tax basc in retation to their GNP shares and.vice versa.

Fvolution of Recelpts from deober States

A
30.  Yhe share of cach Mcaber State in the financing of the Community
budget for the years 1976 to 1980, by comparison with its GNP share,
is.shown in Table 0. It will ba seen that the shares have changed
considerably over the years bécause of the phasing cut of the Limi-
tations in the methed ot financing up to the end of 1977, and of

the zpplication of Article 131 of the Treaty of Accession in 1278

end 1??9(1). Only the shares for 1960 aru fres ef rustraints and

51)Undcr this article the United ¥ingdon and Ireland received paysents,

gutside the budoet and {imanced by the othor Merbor States, of 457 MIUA
and 18 MEUA respectively for 1978,  The payments for 1979 are expected
to be about 410 MEUA and 3 KEUA respectively,
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can be taken as a guide for the future. However, in order to
present comparable figures for moré than one year table T0A has
been constructed which shows what the shares would have been from
1978 to 1980 if Article 131 had not been applied -and if all Fember

States had been contributing to the budget on the basis of VAT,

This table could be‘expected to ShOH'th@ effects on shares of

Member States of increases in the size of the budget. As the

budget increases the proportion financed by VAT-increases,

because additional expenditure is Tinanced szolely by VAT, 1f

customs duties and agricultural levies remained relatively constant,

and 17 exchange rates wére stable, one could therefore expect that

the overatl shares of'Mémber States (Bengum/Luxembourg,Ita{y,Netherlands,
“United Kingdom) whose VAT is less than their customs duties?

agricultural levies share would decrease, that the overall shares

of Member States in the reverse positicn (France) would increcase,

and that those whose customs duties/agricultural levies share is

broadly equal to their VAT share (Denmark, Germany ana Ireland?

would remain in the same position.

31. Table 10A confirms this expectafﬁon, after allowing for
currency movements, except in the case of the United Kingdoem whose
share is not forecast to fall as could have been expected,. This
is because the United Kingdom is the only Member State whose share
of customs duties and agricultural Levies ﬂas riscen steadily
between 1976 and 1980; this has more than offset the benefit which

could otheruise have besn expected from a lower VAT share.

32, ALL the tasbles in this paper have been constructed for the
years 1976 to 1978 on the basis of converting payments to the
budget, in national money, into European Units of Account at the

average exchange rates for the years in question. For 1979 the
rates used are these of 1 February 1976 (used for the 1979 budgevdand
for 1980 they are those of 1 February 1979 (used for the 1%80 budget).

33. It is important to note that the figures for 1979 and 1980
will be different i7 there are significant changes in the relative
values of national money. For example, the rise in the value of

the pound sterliing increases the share of the United ¥ingdem in

Ly

share in Community GNP.

>

financing the budget but dncrossoes also i

-
b

Over a period of years these dncresses will ba broadly self-coapensating

ol
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and will not significantly affect the gep between GNP share and budget
share. But in 1979 (and to some extent in 1980) the increase in budget
share will be Less than the increase in GNP share and the gap will

become narrower. This is because of the method of paying the VAT

element which is fixed in EUA in the year in question and corrected in
national money 4n the,foLtowing'year: Table 108 shows, as an iliustration,

the effect on the forecast shares if the averoge exchange rates for

August 1979 were to be the average rates for the whole year.

Balance of Budgetary Receipts and Expenditure

34, Tha tables below summarize percentage budgetary receibts as

shown in Table 10 and expenditure in Member States in respect of categories
I~V for the years 1979 and 1980. As régards 1979 the receipts take

account of extra-budgetary payments under Article 131, It should be

noted that the net balances which have been catuclated are forecasts based
on a method which means that they . cannct be compared with figures which

the Commissicn has earlier produced for previous years on the basis of

actual monetary transfers.  The tables should therefore be seen as showing

a trend for 197%~80, rather than as indicating absolute balances.

N A



. - R T I R

Table Totn] sooronristiens for ﬁﬂ\me*:q! ond finmeing blucnch Mewnber Stale in 16979

b 14 b i ST L ! e k“b", Oirer | Total
. . ) totel
Seclor ¢ - E 1 » 1 “ —
. S 2 3 ¢ s .18 ¥ 8 e (A N T A T
e SP— R L .\ b + -
Ao Ao nopevrecenrstash . ) . l
1. Expenditure
broken dowmn ) -
into Calegorien | '

A\l
o
st

SN

-0

<Y 1 . . . : -
{u) E'e) 3oy A2l 21,8117,5 17,9 10,2 | 13,5] 100
(b) (5% > 0 22,67 19,3 15_,18 1 8,00 100

2. Financing, 6,68 2,51 [ 30,63 520,00] 0,75 12,11 0,14 19,60 17,55 10D
including . F O - . | ’ )
Article )31
(ree Table 10)

3. Yalence (3 )=(27 ' : . .
o) ¢ 2,004%,7 1-85,8 |-2,8 | +¢,8 1 +5,8 [+1,% |+0,6 | ~&,01 O
vy ¢ 2,60+3,5 1=7.8 1-0,72 | +4, 4 [ 23,7 [+2,0 [+1,7 | 9,60 O
Be In m RUA . ’ ; ) .
1. openditure . ) A ) .
broken down . : - . .
into Categories ) ) . ‘.
1-v _ S o
(2) 1.209) 5511 2.837(2.2851 463 | 2.333L%267 | 1.32311,754113.034
(v) C{1.239f ve2 |e.ovale.sav] 676 | 2.060) 269 | 1.450{1.037 [13.03¢

2. Financinz,
including

Article X311 g74 | 327 |3.992|2.607) 98 | 1.579] 16 | 9.251|2.291{13.033
3. Balance (1)-(2) | '

§§§ . 338 [+226 U~1955] =322] +%45 | 754 [¢251 | <72 | -527] O
¢362_latss Yo1t1el - onf weym {4eqelapey _iepzo badeed O :

L)
R S— )
C. Yol inclu-ed in

ceicuiztions . . .

Chielly expendi- . . . 2
ture not Lioken L
down (11) ’ N

{Category VI) | . . -f )

T, Grand totel L . 4o . - ’ -} : P ,
(for referencey) : 3.747

€E3

(1} T - ZACCF Guarantee Section; 1T - Toprovement of agzricultural structurcs; II1 - Other
intervertion appropriations, Yroken down; IV - Refunds; V - Qperaling expenditurc, part
“broven down. )
(2) Zxperditure uﬂﬁ r the ZACCF Cuarantee Section ~ part of monotary compensatory amcunts (crs)
Tt mol purcuantoto Art cla 2a of Tepulation 9?3/?1
(3) Tarvine into 1ccrunt rticle ¢a of Regalation 6;4/71 wherety exporting Fember Stote
certeain NCAn - granted Ly the UK or Italy on their .mporﬁa. Estinate besed on ile
following nssunpilions:
=~ 4rode ip arriculturzl products between the UX and Tialy, =nd thevefore the proportion of
trade invelving intra-Udn, «ill be uveglipible;
- in 1979 and 1950 ihe propertion of Ui and Italian intra-CAs goirg to the variousexparii
ccuriries will be the ssma as in 16738,
(4) Expenditura not broken dewn (Cotegory VI) arnd 3 very Lmnll proportion of operating
eijendy tu:c‘

te pay

N AP



Todble 1 Totnl :\QRL('m:'i ctionn for payments, r:,nfx___-_fjn!_‘}m':cin{; by f:i'l(:)l__&!ﬂh(r}" HState in ]Qf‘ffi‘. l
hains == ‘ : = b
. . L i ve PH v b Tota
o i€ ¥ f beu £ feotal Other | Tota)
Sector : * - ' -
% 2 « 3 12 H & ¥ 6 e 12 13 1L
- % T ‘
Ao hs p nercentpoe . N
Yo Lxperditurs } _ ok -
broken down '
into 'i
%iff?‘;g’e“ S s |l as2] 55 (17,3 ] 2,0 10,7 10,3 | 300
(v) {3) 9,7 | 4,9 23,441 19,9 by 3 TQ,S R I WP 3,5 100
2. Finoncing, \
including '6,07 | 2,42 [30,12 {19,99] 0,90 |91,52] 0,13 | 6,36 120,45, 100
irticle 131 - ‘ ’
(nco Table 10 ' .
3. Balence {1)}-{2)
1 B
{(n) “3,5 | 1,9 1~7,3 [-0.8 | +2,9 45,8 ['+1,91+2,3 |-10,2" 0 l
. , N PP
(v) 3,6 | 42,5169 [-0,1 | #3,4 |46,0| 42,0427 |-12,0 0O i
— o e A "
B. In m UL .
1. Erperd:iture ) ,
brozen down . '
inte - SO
Categories I~T
{2 1.4600 65177 3.07112.017] 573 [ 2.621] 312 [ 1.629(1.567] 15. 195
b 1.472% 733 (3.530(3.018] 650 2,484 512 1.6592{1.259 15.195
2. Financing, )
including ‘ : i
+ - - ‘4
Artiede 131 gou | 368 [4.s78l3.037) 137 L[ 1.v500 20 [14.270]3.9131 15,199 i
3. Balance {1)-( ' ‘ !
(gg +538 (4253 =107 =120 «&35 ) 871 14292 +359 "15??‘ G
( 0550 {4370 |~10i8| - 19| es13 | e7aa lvzoz |ek2z (187 o ,-
C. Yot ircluced ( ' '
in c~iou.ationd *
hiefly &1pcﬁdi— o N
ture net Vbroxen .
dovn (1) 1“118
{Category V1) .
) \
——— M L . .
P, Grend totsl .
{for referencs) 16,513
SR ; NS S _ .
(1) I - ;uCOF Cuarantea Section; 1T - Improvement of agriculiursl otiuctures: TII — Gtheyr
intervention eppropriations, broken dawn; 1V - Refundny ¥V -~ Cperatirg expenditure, part
- broxen down. )
(2) Dyenditure under the TACGIP Guarentec Scciion - nart of monctary compensatory amounts (MCAs)
but not pursuant 1o Ariicde 2a of Remslntion 974771,
(3) Tekans into accournt Ariicie 2a of Requlation §74/7% wherebly exporting Henmber Stetes pay
certain XOAs granted Yy tke UK or italy on iheir imports.. Astimats besed on tho
following assuzpiicons: : .
- irade in agriculiural vreduects between the UY ond Ttaly, «nd therefore the proportion of
trade invelving intra-iClo, will be nosligidlo;
= in 1579 ard 1900 ke proporiicn of UM and Ftalian intre-¥0is going to the varicus exporting
countries will be the pame zs in 1375, )
(4) Expenditure not broken doun (C.sagc;y ¥IY ard o very stwall proportion of operating

cizenditurg,

I S



L

- 20 -

VI. The Economic, Financial and Social Aspects of hember States' Pgrticipation

in the Community !

35. The progressive creation of the Comaon Market has had very
beneficiat effecté on each of its conétituent ¢cconcmies. In the
six original HMember States it has assisted a géneraL improvement

in the standard of 1living; stecady growth, resulting at least in
part from the development of intra~- Commudity trade (from 5% of
Community GDP in 1958 to about 1274 in 1978); greater specialisztion
through a better distribution of productive rcSOUPCEs} and
economies of scale which have led to great increases in productivity
and a wider choice for consumérsu Horeover the existence of the
Cormon #arket has broﬁght about a {fundamental change in the way of
life of those Membe& States vhose activities uere in 1958 still
lSrgety devoted to agriculture.

36. The accession to the Ceommunity of Denmarli, Ireland and the

United Kingdom coincided with the crisis of 1973, It is therefore

~difficult to draw clear lessons from the ensuing brief and troubled

period, It is houever certain that those three Member States

broadty benefited from their membership of the Common Harket.

37. . The Community has thus been largely responsible for the

exceoptional cconomic advance which the countries of EBurone-have
seen. But dispite this progress regional problems continue to exist,
Greater efforts including financial solidarity, will be necessary to

bring about further progress in this domain, Such cfferts would be to

Cthe kenefit of the entire Community.

- e .
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38. phction has been taken over many years at the nationatl level
with the aim of correcting regional imbalances. '_Moreover a
Community regional policy has heen initiated and is being
progressively devcloped.  In addition to the regional development
fund there are other budgetary and financial instruments, such as
the operations of the ECSC and the EIB, which are designed to
tackle the problems of underdeveloped or declining regions.

Hovever despite a rapid growth in recent years the Community's

oun funds such as the regional and social funds, and the FEOGA
Guidance Section still have ¥inancial resources which rare too

Licited

39. The introduction of Community policies may not always have a
‘bcneficial impact on the structurally weaker parts of the Community.
The need to take into account the regional consequeﬁces of the
application of Community policies was emphasised as recently as

the beginning of 1979, in a Resolution of the Council of 6 February iR
in vhich the Council noted the intention of the Commission to take

more syétematic account of regional implications, and in particular the
consequences for employment in the initiation and in the conduct of
policies. The Council {further expressed its intention to take

account itself of these implications when it took decisions in

respect of Community policies,

0.7 The need to pay greater attention to the regional conseguences

of certsin Community policies was cipphasised by certain Member

States during the discussioﬁs on convergence which prcceded-the

meeting of the Luropean Council at Strasbourg. Reference was also made
to the effecté of the common agricultural policy, and to the Comrunity's

budgetary policy.

YA
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41, Despite the importance of'égrﬁcu{turaL expenditure as shouwn
by the earlier analysis it must be emphasised that-the benefits
and costs resulting from the operation of the market mechanisms
of the agricultural policy cannot be measured simply by a
budgetary asscssment of the distribution of expenditure from

the Guarantee Section, The distribution of this expenditure
between Hember States is determined by a complex series of
factors. These include the size of the agricultural production
and the degree of self-sufficiency of different Member States:
the pattern of traﬁe within the Community; the Llocation from
uhich agricultural exports to third countries take pltace; and
different types of production in different Member States as well
as their market corganisations. The incidence of budgetary
expenditure is therefore no valuable indicator of the cconomic
consequences of the policy. It should also be borne in mind
that the Common Agricultural Policy has different economic and
enployment effects within Member States of the Community
depending on differences in structures and the volume of production,

and the rate of consumpticn.

42, hs regards common policies in respect of agricultural
structures the respoasibility is shared with Member States.

These policies take account of the particular nature of
agricultural sctivity and increasingly of the particular needs

and characteristics in the agricultural domain of particuler
regions, The Community has recently teken a series of decisions
on structural measures which will particularly help the Mediterransan
regions, 1t is intended that a total of about 200 HEUA per year
of additional resources should be committed from the guidance
section of the FEOGA over the pext five years in respect of these
regions. Thus whereas from 1973-77 about 15% of the FEQGA
guidance section was devoted to the poorest regions of the
Hezzogiorne, western Ircland and southern France, in 197%-32 these

regions should account for about 42% of the guidance section.

N AN
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At the same ¢€ime it should be borme in mind that expenditure from the
guidance section on structures represents only some 5% of the expendi-
ture from the guarantee section. Moreover the results of thege
structural measures can be seen only in the med{um and long term.

Their effgctiveness is closely linked with the degree of growth in the
regions coﬁcerned which, assisted by other fommunity policies such as
social and regional policies, can create new employment.

43, As Pegards income within the agricultural sector, the
agriculture policy has had positive effects. HNonetheless disparities

of income Within thé agricuttural sector remain considerable. These

are in part due to disparities between receipts from different types

of production and differences in structure. At present three-guarters
of the farm holdings within the Community represent only & guarter of
Community agricultural production. 0n the other hand, the Mediterranean
regions of the Community have levels of income well below those in other
parts of the Community and while they cover only some 17% of agricultural
land they support some 304 of those in the Community employed in agri-
culture. The system of price suppoert has not in itself reduced these
disparities but first steps have already béen taken in the shape of

structural measures,

L, The economic and financial cffects of operations of the
'budget within individual Member States 0? the Community need to be
assessed with great prudence. Figures relating to the geographical
distribution of budgetafy operations, both in respect of reccipts and
of paynents, can produce a distorted picture of economic realities.

It should be borne in mind that while the Community budget
comprises in itself a considerable volume of financial resources, it
constitutes only a small proportion of the gross product of the
Community. This proportion represcents 0,87 in 1979 whercas public
expenditures approach 50%Z of the natienal product of Member States. It
would however he wrong to conclude that the financial operations of
the Community have no significent impact on Member States. For exampLe,-
as regards Ireland, net budgetary transfers represented some 3.5% of
GHMP in 1978. The dmpact is thus perticularty noteworthy for certain of
the smaller eéonomies and indeed for all Member States in certain

secteors of intervention.
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1979
» EDA | 232,0 L6,5 | 468,3 2391 14,7 | 409,9 ! 371,3 | 377,0 [2.165,8
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- g e ——



° . t . ! i
- ' s Ao .

‘ - T

R Table_gx VAT Estimates
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}’ k]
Payment | 275,6 { 147,6 [1.735,9 [1.330,8 | 40,5 }566,0 | 91,7 | 340,6 | 881,0 |9.329,7
(MELAD ) .

1978 7 5,17 2,77 32,57 246,97) 0,761 10,621 0,22 6,390 16,53) 100,00
% GEP 6,861 2,820 32,22 23,88) 0,62t 135,16 0,24 6,620 15,58{ 100,00
Payment | 306,9 1 172,5 |2.9¢5,9 [1.£00,6 | 5t.4 [697,5 | 14,0 | 422,2 D.21%,4 16.642,4

(MEUA) )

1979 % 4,62 2,00 32,64 24,101 ©,77 | 10,501 0,21 6,35 18,24] 100,00
L GrP 4,64 2,81 30,70 23,691 0,671 14,25] 0,23 6,31 16,70} 100,00
Payment | 398,1 [ 230,71 [2.875,4 {2.163,2 | 75,2 |955,5 | 17,7 | 530,9 {1.521,8| 8.767,9

- (HEUA) :

1980 pe 4,546 2,62 37,80 26,671 0,86 10,90{ "0,20 6,05 17,%4 100,00

LGP L0t 2,841 - 30,92 24,360 0,67 43,84] 0,23 6,36 16,0T 100,00
. . !

Hote 3 These ear

e all nacio-ecanomic estimates wodified Ly infermation

obtained from the individual Fember States. The rates of exchange used

are these of the Budget for {he year in question {.e. 1278 Budget 1.2.77

1979 Budget 1.2.78.

19850 Budget 1.2.79
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Shure of the Membor Staten in financing tho Budpet and in the Cownunityis GXP

p | ik o ¢ IRL % 1 L YL UK {rotal
1576 ,
L of the Pudgel 7,600 2,26] 35,130 22,000 0,36] 11,34] 0,18} 10.66] 10,741 103,00
L of CKP 4,771 2,881 31,69] 24,77 0.58] 13,261 0,21] 6,37 15,6709, c0
1972
% of tha Tudgek 7,690 2,571 35,000 20,010 0,39} 10,33 0,18 11,02} 12,220%¢00,00
% of GIP 4,90 2,84 22,14] 23,08] 0,59] 13,431 0,217 6,08] 15,321400,00
............... e e e e b e e A e e
1978 @
Z of the Pudget 6,06] 2,29 31,14] 99,291 0,58 14,45) ©0,12| 10,31 i5,36]100,00
Lof G 6,860 2,82 32,22) 23,88] 0,62 13,96| 0,26] 6,62 15,53]100,00 |
,,,,,,,,,,,,,,,,,,,,,,,,, SUUNIPUINNS IFPSURIES SUSEILIVS JNIVEDUN NI IENUNIUG: SRR NN P
1979 €1)(2) : .
X of the Budget | 6,68 '2,51) 30,63 20,09] 0,75] 12,91| 0,14} 9,601 17,5811c0,20
L of GNP 6,64) 2,84 30,70| 23,690 o.67] 14,25] 0,230 6,311 16,70]1c0,00 !
.................................... b o v o wn b v o o v v o ] v 2 e o] e o o e o SRpRR SR RO QD RSO qp [ S
1950 (1) ,
¥ of the Budgot 6,07| 2,420 30,12{ 12,99 0,90] 14,52 ©,13] &,36 20,49 (:GC,00
X of G¥P 6,64 2,84 30,920 24,361 0,671 13,96 0,73] 6,36 | 16,04 (700,00
. |

(1} Fhe rates of exchange usad are thooe of ihe budgoetary estimaics in iba
previous year, h.e. 3979 Budget 1.2.19780: 1980 Budget 1.2.1979.

(2) With Article 13). - - -
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' Shares of the Membar States in the financing
of the Dudge! and in the Cozmunity®s CGIP

LR

12 il
Acouning thot Artiele 131 did not epply ard that oll Hembar Siates paid
VAT . '
978 2979 (D 1980 €1
% of 1ihe L of iho £ of the | % of the {4 of thai | % of “he
Budget CHP Budget o Budget orr
Pelgium 6,48 6,86 £ 6,40 L,6h 6,07 4,6
Dartare 2,37 2,582 2,69 2,81 2,42 2,54
Cervany 29,53 52,22 30,190 30,70 130,12 30,92
Mrance 18,66 25,83 16,87 23,69 19,99 24,306
Ircland 0,80 0,62 0,84 0,67 ¢,.90 0,57
Ttaly 12,67 13,16 91,50 14,25 11,52 13,94
Luxenboury 0,13 0,24 0,13 0,23 G173 0,23
Netherlards 10,419 6,62 e, 16 6,51 8,36 6,36
United Kinpdea 19,23 15,54 20,49 16,70 20,49 16,04
10qf60 ! 100,00 100,00 100,09 00,00 ; 'ﬁO0,00

(5) Rate vsed for budget ortnmxianr‘ f.80 that of 1 Fobrusry 1978
shat of 1 P{‘“umié 1979 for 19850 .

for 1979 i
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Sharco og__':"i{‘:t'=bc-1*_~_f’}'_gf}tcﬁ in financing the Dudpet ard in Commnitiy GIP
[RY . IRl
For 1979 asmuming that the averagos exchange rates for Ausost 1979
will bo oqual to ihs averoge ratea for ihe whole year.
TeTe
- % of _the I{resanﬁ . % of the Gudget %
Budge Ko Art. 1313 all 1S GuP
paying VAT
BELGT U 6,74 : 6,07 4,76
DELSARK . . . 2,39 = 2,37 2,56
CGEANANY 31,40 30,87 .32,
FRAMCE ’ 9.5 ©18,38 22,39
JRELAND . C,73 . 0,84 . 0,646
LTALY 11,20 , 10,59 _ 12,36
LU zClRe ‘ 0,14 0,13 0,24
HETHERLANDS - 9,6k © 9,2 6,61
U”iTEL’"L—]NGUG‘"‘. C 18,725 21!15 7,85
100,00 100,00 100,00

st and inird columms chould be corpared with
lo 0.  The necond and third columms Lhould be
columnd in Table 10 A ' '

.H:‘.’l‘l In this table iho
the 1979 eolunac in nb

Tir
wbla
compared with the 1979
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27.7.7¢9 TOANT GRANIND Y TME COMUNTTYIS FINANCIAL DISTANTNTS
Fraskdown by country, 1976-T8 (grose suns {n nillion EUA) :

TOTAL ; b !‘ 3 -1 [ e L UK BK 1RL

i 1976 | 1 C86,6 | 110,8 40,1 182,68 30,4 TNy T 17,6 9,1 57,4

1338 f977 1 1 252,5 28,4 296,% 25,7 -~ T S 489,5 32,7 79,7
5 | 1978 1 968,6 45,5 359,3 } 84S, - ST £30,7 106,3 1,5
R e A T A e R Y ;T R M T

59761 1 083,8 158,9 133,2 147, 33, 37,4 519,3 .- 0,7

ECHC 1977 74%,5 195, $74,5 173,6 O, 13,8 | 0,6 260,3 0,5 L2

1978 | 798,- | 40, | 27,- 127,- 43, TS ‘273, 13- .-

197 TeT B . T T o N =pt a = 'r;

EURATOM 1977 95,1 74,9 21,2 - - - .- — - .-

1978 70,3 34,4 - 35,9 ] e _— -,- -y e -
_________________________________ SRS SR SO SO UUE SR SIS Y AN SRR

Cowzuntity. 1976 | 1152, . -,- - { 825, - - - - “3- R F

lonns 1977 L42,- “. “ 442, e e = ¢ aPa e
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et thainbein etk bl debaled bl b b [ S i Datnhaetinbnb et Mt ""‘"""1""' ------------------ ‘ ““““ :""‘“‘"“'“"‘“‘""""‘":""" o e e h

1976 | 3 301,58 207,7 193,35 |1 414,3 &5 - 55,5 936,9 9,04 326,1

Total 1977 ] 2 32,1 218,8 492,211 041,3. 0,5 5,8 | 0.6 749,8 33,2 79,9

1978 | 2 534,9 219,9 £26,3 i1 C08,~ 43,- 137,2 763,7 119,3 117,5
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The Community of Twelve in an Uncértain World
William Wallace

tA11 the great problems facing a united Europe today - whether we thini

- of monetary stability, energy supplies or the new international division of
labour - are world problems, which frequently require negotiations and
agreements at world level or with particular economic units cutside the

* Commminity: the US, Japan, Eastern Aasia, the cil producers and the non-oil~

producing developing countries, It is desirable that the Commmity and the
Nine 'should, in these various relationships, act as a united body.*®

BReport on Buropean Institutions (the 'Three VWise Meﬁ') 1979, p.106.

In the 19608 much discussion of the development of European integration
aggsumed, in effect, that the Community was impervious to the influences of
the international environment. BEven as the worsening of the American defiecit
and the deepening American involvement in Vietnam increased the instability of
an glready turbulent international economy, the Europeans reaffirmed their
faith in Burope as an island of stability, and launched the Werner Plan,
Looking back, we can agree that ‘the extremely favourable conditions for the
oreation of the customs union in the 1960s created an erronecus impression
about the role of unconsgtrained choice of objectives and of political will
exercised in pursuit of them by the Commmity'.(1) The American suspension
of dollar convertibility in August 1971 shook this optimistic faith; the

0il crisie of 1973-4, and its effects on the international monetary gystem
and on commodity markets and prices, destroyed it altogether. The inter-
national enviromment, it is now clear, is a central factor in the

Commmity's internal development, External policy mugt, therefore, be

among the Commmity's central concerns.

In 1980 we find ourselves in an international situation more difficult
and more threatening than 1973-4. Many of the problems of the 1973-4 crisgie
have recurred. 0il prices have again been raised sharply. The strains on
the existing monetary system have thus been increased, as funds flow to the
oll-exporting countries and as the indebtedness of the oil-inmporting leas—
developed countries worsens, Increased energy costs in their tumm
reinforce inflationary pressures within the industrialised countries,
leading to governmental restriction in domestic demand, so lowering economic
growth; all of which has more severe political and economic consequences

.now than six years ago because it comes on top of an already established
international recession, and on top of the strains of adjusting to rapid
changes in industrial production and in the international division of labour.,
We may therefore anticipate further increases in unemployment throughout
Wegtern Europe and the industrialised world, unsettling domestic politics
and strengthening pressures for competitive subsidiea snd for tariff
protection. .

As in 1973-4, the political and economic amapects of the crisis have
divided the industrialised countries, above all the United States and the
European Community. Many of the themes raised on both sides of the
Atlantic during the last six months are direct echoes of the arguments of
six years ago : Eurcpean acceptance of American leadership, the tension




between global security (variously defined) and European security, burden-
gsharing both in the military and in the economic field, and priorities in
relations with the Middle Eastern states. There is however one crucial new
element : the apparent shift in the global balance of power, symbolised

by the invasion of Afghanistan end by Burcopean and American resctions %o
that invasion. Almogt as worrying for Western Europe has been the confused
nature of the American response, which (it will be argued below) reflects
longer-term trends in American socliety, and deeper sources of domestic
uneage, than can be attributed simply to a particular Administration and

Congress.

The Community's capaclty to manage this series of international
difficulties — with implications not only for Atlantic and Bast-West
relations, but also for relations with the Third World, demanding a response
vhich is partly economic, partly political, and partly military - is
limited. Furope, to use Frangois Duchéne's classic phrase, is a 'civilian
povert. But even at that, it is a civilian power with a very limited range
of instruments at its disposal, which operates through parallel mechanisms
vhich are imperfectly co-ordinated both internally and with each other,

The Community has achieved a common commercial policy - a highly effective
instrument within its limited sphere - a common policy on aid and develop-
ment, and a network of economic and association agreements, vhich give it =&
degree of influence over the majority of states in the international system.
But its anthority does not extend to agreements on economic and technical
co-operation, to controls on' the transfer of technology or of mensitive
industrial plant (such as nuclear power plant or petrochemical complexes),
or to the co-ordination of export finance and credits. Nor hag it yet
developed the internal policies - an industrial adjustment, for example -
needed to back up its external economic diplomacy. Indeed, there are msny
mejor obstacles to the formulation of such Internsl policies, some
ideoclogical, some reflecting the real differences between the interests

snd needs of the member states. As the Maldague Report argues, there isn't
a common European problem of industrial development and sdjustment round
which to build common internal and external policies. The strength and
dynamism of the German economy create interests which appear qualitatively
different to those which the British and Italian governments are condemned
to pursue.(2)

Political Co-operation, alongside the Community's machinery for
external relations and formzlly separate from it, has operated remsrkably
well in the first half of 1980, given the determination ¢f the member
governments to concert their diplomacy over Afghanistan, over relations
with the Soviet Union and the United States, and over the faltering peace

process for the Arab-Israeli conflict. But initial reactions to the
' invasion of Afghanistan, it should be remembered, were diverse and confused;
it tock the Nine several weeks to restore a common position. Furthermore,
the record of member govermments in following through decisiong agreed has
so far been mixed, and the pursult of independent policiee alongside
Pplitical Co-~operstion has added to the impression of incoherence. 4
larger problem is that neither the European Community nor the Nine are
formally empowered to deal with issues of defence and security, though a
co-ordinated policy towards both the United States and the Soviet Union must
evidently include this dimension.



Nevertheless, in spite of these difficulties, the Nine have become a
gignificant factor in the international economy and in international
diplomacy. In 1978 the Buropean Community wae responsible for 38.5% of world
exports, and 37.5% of world imports; a Community of Twelve would have
accounted for 41% and 39%. The influence of the Community in the Multilateral
Trade Negotiations was very considerable. It has played a central role in
fuccessive Multi-Fibre Arrangements, and in negotiating international schemes
for guch 'ecrisis sectors! as ateel and shipbuilding., The Nine played a
decisive part in the Conference on Security and Co-operation in Europe (CSCE)
at Helsinki and Geneva, and will do so again at the review conference in
Medrid, Their influence and standing are recognised in the United Nations
and in other international organisations - perhaps recognised more clearly,
indeed, by third countries than by the Europeans themselves. The
coincidence of economic recession, energy shortage, monetary inatability,
American uncertainty, and Russian aggressiveness places very heavy demands on
the frail machinery of BEuropean diplomacy; but it also serves to concentrate
the minds of member governments on the need for co-operation., 'Une certaine
hogtilité extérieure peut dtailleurs étre le meilleur allié dans la
définition de nouvelles politiques communes.' (3)

In what follows, I will first review the problems posed by the
Commmnity'!s relations with other major powers and groups; then consider what
difference enlargement from nine to twelve may make to the severity (or the
resolution) of these problems; and finally suggest some iseues for discussion
about the future development’ of the Community's external policles. I will
not attempt to remain within the limits set by the proposed title of this
paper, of 'Europe's relations with the leading economic powers', because it
is central to my argument that intermational economic relations have become
increasingly political, and increasingly intertwined with political and
security relations. Even Japan, the international system's other example of
a civilian power, its welations with Western Burope until recently almost
exclusively economic, now wants a political relationship with Western Europe;
the appearance of the Japanese Foreign Minister at a recent ministerial
meeting of the Nine received little notice in the European press, but was
seen as a significant new development in Tokyo., In an uncertain world of
recession and inflation, of deteriorating relations between the superpowers
and continuing instability in the developing world, Burope's relations with
the major powers and groupings must be seen in the round - not limited by
the artificial boundaries which the uneven development of Buropean co-operation
hag created.

Vhatever happened to the Atlantic Commumity?

The relationship with the United States has been the most important
factor in the Community's external relations ever since the Coal and Steel
Community was established, with American support and encouragement. Trans—
atlantic relations have never been easy. There have been recurrent crises,
threats of 'agonising reappraisal!, demands for definition and redefinition
of the Atlantic relationship and of the Furopean identity with it,

European complaints at American dominance and American complaints at European
reluctance to share the burdens of power. Until the mid-1960s, these tensions
were contained by the general acceptance, on both sides of the Atlantic, of
the unavoidable reality of American predominance and American leadership -
both in containing the Soviet threat and in managing the internmationsal
econocmy. They were further limited by the existence of an underlying
comnitment, on both sides of the Atlantic, to the preservation and



strengthening of the political, economic and personal links between the United
States and Burope which had been forged during and after the Second World War.
The American commitment to Atlantic co-operation, as the first priority of
ite foreigm policy, under its own benevolent leadership, waa reasserted by
the Kennedy Administration in the YAtlantic Partnership' proposals of 1962.

Looking back at the Kennedy proposals almost twenty years later, one can
see how far the context for those proposalas has altered. The economic and
political balance beiween the United States and its West European partners
has contirued to tip towards Burcpe. The primacy of Europe in American foreigm
policy has progressively declined., The United States itself has changed, as
a result not simply of short-term political accidents but rather of a number
of long-term social and economic trends. The emotional underpimnings of the
Atlantic relationship have therefore weakened considerably.

It is hardly necessary to rehearse here the comparative decline of the
American position in the Buropean and the intermational economy, and the
strengthening of the Buropean - and above all of the German ~ position.

Its most visible consequences are in the reduced purchasing power of the
dollar, and the reversal of investment flows. The Europeans worried in the
19608 about 'the American challenge' and the march of the American multi-
nationals; Buropean investment in the United States has in turn become an
igsune in some sectors of the American economy. It is more important to note
the consequences, in a rising sense of American grievance at what they see as
the Buropeans (and the Japanese) waxing rich under their protection, without
being prepared to raise their contribution to international security and the
maintenance of an open and economically liberal economic order - either in
termg of political leadership, or of economic assistence, or of military
expenditure,

N .
For the first twenty years after the Second World War, American foreign
policy continued to be dominated by the North-Eastern elite of 'Europe-
firsters', who had themselves shared the trauma of Furopean war and the
struggles of postwar reconstruction. In New York and Washington there are
gtil]l many of like mind, who feel an instinctive attachment to the link with
Europe and who maintain an extensive network of transatlantic contacts; but
their influence over American foreign policy has progressively declined.
This is not simply because the trauma of Vietnam blotted out recollections of
the Atlantic connection, nor because generations have moved on. The
population -~ and industrial base - of the United States has been shifting
steadily south and west for many years, to a point where California has
replaced New York as the largest state and where the 'sunshine states', from
South Carolina through Texas to southern California, represent the most
dynamic elements in the American economy. America's trans-Pacific trade
exceeded its trans-Atlantic trade for the first time in 1968 : the
importance, and the visibility, of Japan, Korea, Taiwan, and potentially
China as America's economic pariners and competitors has grown rapidly since
then. This reorientation towards the Pacific is to some extent counter-
balanced by an increasing preoccupation with America's southern neighbours,
as gources of instability, of immigrants, and of resources. In several
American states, and many American cities, the Hispanic vote is now an
important factor, and Spanish the established second language - which in no
senge links the United States more closely to the Iberian peninsula, but
tiea American politics into developments in Central America and the
Caribbean., In parallel with this, Furopean studies (and studies of the
northern Furopean languages) have precipitately declined in American schools



and universities. The flood of academic dissertations on European-Atlantic
relations and on the Furopean Commmnity which marked the 19508 and early 1960s
had, for example, declined by 1978~9 into a trickle of one completed study on
each throughout the United States.

Other developments have also reduced the importance of the European
relationship in American eyes. The cumlative shift from the United States!
post~yar pogition as an oil exporter to become one of the worldts largest
importers has created new interests and vulnerabilities. The United States
imported 21% of its oil consumption in 1970, and 42% in 1978; current
industyry estimates suggest that, as domestic production continues to decline,
its imports will reach 60% of consumption by 1990. This is not just a
matter of increasing dependence on the Arab oil producers; last year the
bilateral US deficit with Nigeria was almost as large as its deficit with
Japan, due entirely to the surge in oil deliveries. American insistence
that they are defending Europe's resource lifelines in the Gulf must there-
fore be qualified; they are defending America's lifelines as well.

The asymmetry of détente - which is a further dimension of the
unavoidable geographical and political asymmetries of the Atlantic security
relationship -~ has also pulled Buropean and American perspectives apart. The
achievements of the détente process have been predominantly Buropean : the
gtabiligation of Berlin and of the frontiers of central Burope, improved
trade and human contacts, the re-creation of the sense of a European society
wider than Western Burope. . ‘As long as one accepis the classic assumptions 2
of the Cold War of the 19508, that the control of Furope is the central
issue in the global power/balance and that Berlin, Germany and its immediste
neighbours are thus the keys to world security, then détente has been a
worthvhile and rewarding process. But - with considerable justification - the
TUnited States no longer sees the world like this. For its leaders, the
Straits of Hormuz are now at least as sitrategic as the autobahn to Berlin,
the Japanese-Soviet border as sensitive as the Norwegian-Soviet, Scviet use
of Cuban forces in the Third World is a matter of concern to Europeans, but
a matter of profound concern to the United States - with the prospect that
Soviet 'opportunism' might in time spread through the Caribbean and Central
America, as well as through Africa and the Middle East, Dr Kigsinger's
comment in his 'Atlantic Charter' speech of April 1973, that Burope was a
'regional' power and the United States a 'global' power, summed up this
difference of perspective - though he omitted to admit that the United States
algo has specific regional interests, now markedly different from those of
its BEuropean alliles.

It is hardly surprising, therefore, that the choice of president this
Rovember will be between a Southermner and a Californien, neither of them
renowned for thelr understanding of the Atlantic relationghip - nor that
the only clearly 'Atlanticist' candidate among this year's contenders,
Senator Kemnedy, should have failed to strike a chord with his interpretation
of foreign policy priorities. But it is not only the shift in population
and economic orientation and in foreign policy perspectives which now

- distracts America from maintaining its relations with Europe; it is also
that the United States is distracted from foreign policy as such by the need
to adjust simultanecusly $o the loss of global predominance and the axrival
of energy shortage, to recession, unemployment, inflation, and - as those
who travel abroad are acutely aware — a shrunken dollar, The strains which
these adjustments exert on American politics and society are compounded by
the crisis of the United States' political institutions, which in turn they
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make more difficult for any administration to resolve. The sense of grievance
in the United States over the failings of the European allies, the sense of
heightened insecurity over the perceived decline in American strength
vig-d~vis the USSR, are of course to an extent justified and rational; but
their depth and occasional virulence reflect in addition domestic
uncertainties.

Yet the relationship with the United States is still of fundamental
importance to Westerm Europe : an absolute priority in maintaining BEuropean
security, a basic necessity in maintaining the equilibrium of an increasingly
ghalky international economy. The argument here is not that we can or should
disengage Western Europe from the United States; it is rather that we must
recognise that the management of this relationship has become & great deal
more difficult, that interests and attitudes have becoms more difficuli %o
reconcile, that unavoidable differences will therefore threaten more ofien
to escalate into political disputes.

How important is Japan?

The relationship between Japan and Western Europe refiects not only
their limited direct impact on each other, but also their shared dependence
on the United States and their shared concern for American co-operation,
understanding and protection: To an increasing extent it must also reflect
their shared vulnerability to Soviet power, and their involvement in the )
nexus of political and economic relations which revolves around the Sino-
Soviet dispute - not only because of the inherent sensitivity of these issues,
but also because American insistence on the inherent linkage between 'the
three strategic zones' and on the global nature of burden-sharing among
their allies requires both Japan and the West Europeans to respond to the
ghift in American power towards the Middle East.

The Community and its member govermments have been glow to recognise
the broader significance of their relations with Japan. Vhile American
policy-makers were talking about the 'pentagonal structure! of world power,
and Mmerican elites discussing the nature of the trilateral relationship
among the Western ‘centres of power', all but a very small minority of
Furopean policy-makers still paw their relations with Japan in terms of a
1limited range of economic threats and grievances. Thosze threate and
grievances remain - complemented, indeed, by perceived grievances on the
Japanese side. The gap between Japanese perceptions of the internmational
economic system and European remains wide, exacerbated by the *structural
gap! in Japan-EEC trade and the steady growth during the 1970s of Japan's
trade surplus with the EEC.(4) Concern within Buropean governments (and
within the Commission) about Europe's ability to compete in the new
technologies and in the development of electronics with Japan and the
United States - the latter with its gigantic home market and public support,
the former with its determined exporting drive - further sharpens the
relationship. French officials accuse Britain of acting as 'the Trojan
horse of Europe' in co-operating with Japanese firms, while British
officials struggle to negotiate !*voluntary' limits on Japanese imports, and
Italians ca2ll for direct protection.

Alongaside this, however, has grown up a mutual awareness of the
importance of co-operation in maintaining and managing the international
economic system, and - more slowly - an appreciation of the wider political
dimensions of the relationship. Japanese and Buropean activities in the
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international economy directly affect each other, given the weight of their
economies in international trade and finance : competing for oil or for raw
materials, influencing the international exchange markets, bidding against
each other in the American market or in third countries. The Japanesge are
still in some ways the odd men out in fAtlaentic! summitry, separated from
the Furopean and American participants not only by distance but more impor-
tantly by culture. The links between Japan and Burope still run as often
through the American comnection as direct. Yet they have clearly become
accepted and essential participants in the management of civilian power,

.. one of the European Community's most important (and often most difficult)

partners within the OECD, the IMF, the Maltilateral Trade Negotiations, and
the Atlantic Summits themselves.

Japan's growing sense of insecurity over the American relationship,
heightened by the deterioration of détente, the build-up of Soviet
conventional and nuclear forces in the Far East, and the succession of evente
in Iran and Afghanistan, has emphasised for them the importance of closer

. political ties with Western Burope. As in 1973-4, the Nine find themselves

embarrassed by the demands of their partners to be granted entry to the
consultations of Political Co-operation; but whereas six years ago the
request came only from the Americans, this time the Japanese are also
anxious to establish closer political links. The importance for them of an
intensification of direct political consultiations with Europe complemente
the American insistence that the Nine must widen their definition of their
international political resgponsibilities. For Japan the relationship with
Burcpe is the weakest link in a triangle; and on that triangle, with America
as its third point, rests (in their perspective) not only the stability of
the international economy but also the security of the 'West®,
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State Traders and Socialiasts

The Buropean Community has devoted considerable time and energy to
attempts to define a satisfactory relationship with the member states of
Comecon. East-West economic co-operation is included within the framework
of the Helsinki Final Act of the CSCE, and will thus be reviewed this autumm
in Madrid. Here politics and security considerations have never been
entirely abgsent -~ either in the NATO framework of COCOM restricticns on
strategic goods, or in the political motivations for trade and financial
exchanges evident on both sides of the European divide. The Soviet Union

- hag done its best in its economic relations with the West to be seen to be

rewvarding the moderate with increased trade, and punishing the hawkish;
though such political motivations have been complemented by a determination

"te drive the most advantageous bargain possible, and the ability of a

highly-centralised economy to play competing European companies off sgainst
ene another.

The deterioration of détente has given a sharper edge to the political
dimension of East-West trade. Such issues as relations hetween the European
Community and Comecon, export.credit, and the sale of advanced technology
have unavoidably become caught up with Western and Easstern menoeuvres over
the separability or inseparability of Furopean détente and global politics,
over attempts to divide the Atlantic alliance or to differentiate between
the Soviet Union and the East Buropean countries - and caught up, too, in
the mistrustful pattern of European-American relations. But it is important
to recognise that the economic issues in themselves raise difficult problems
for Western Europe, which can only be made more difficult by the incorporation
of the three Mediterranean applicants in the Commmmnity.
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In a recession, in vhich manufacturers of heavy plant - conventional
and nuclear power equipment, chemical plant, machine tools and presses - are
among the first to suffer from a deeline in business confidence, orders from
the state-trading countries for complete factories and power stations are
very welcome; and arrangements to meet the cost from future production are
more acceptable than laying off men, But when the production from those
factories beging to flow into a Commmmnity still, several years later,
suffering from unemployment and slow growth, to threaten the Jjobs of workers
in other factories, the economic costs and benefits begin to look rather
different. It is not only manufactured exports, priced according to decisions
made by central planners rather than market competition, which thus represent
an actnal and potential difficulty for Western Europe. The imbalances
which result from the ability of the state-trading countries to compete
vithin the Community under rules which do not apply in Eastern Eurcope affect
also such sectors as shipping, where the continuing expansion of the
Rugsian, Polish and East German fleets poses problems for Community members.

The sectors of trade which the state-trading countries hope most to
expand in dealing with the Commmity are predominantly those in which the
Mediterranean applicants will hope to find their best comparative advantage
as Commmity members : basic manufactures, textiles, semi-manufactures,
where the technology is widely known. Yet the economic interests of the
Community's less advanced members in containing East European competition
will be countered by the political interests of its more prosperous members -
above all, of Federal Germany - in maintaining close links with Poland, the
German Democratic Republic, Hungary and the other East Eurcpean states, and
the willingness of the Georman Government to accept a degree of economic
sacrifice in order to support their economies and increase their autonomy
from the Soviet Union., The Community has not so far been very adept at
balancing wider political considerations against the pressures of its various
economic lobbies - witness the difficulties since 1974 over the associstion
agreement with Yugoslavia, Heightened awareness within an enlarged
Commmity, with a worsening superpower relationship and contimuing economic
difficulties, of the importance of the political and economic factors at
stake, mst push us in the direction of a more coherent policy.

How many Third Worldg?

The Community's pattern of external relations, as it developed during
the 1960s, distinguished in its treatment of Third World countries according
to a range of geographical, historical and political criteria. The former
African territories of France and Belgium were admitted to association
through the Yaoundé Convention. Greece and Turkey negotiated association
agreements which (partly in order to get round the provisions of GATT)
allowed for full membership of the common market ag an eventual goal, An
untidy network of bilateral agreements with other countries around the
Mediterranean (which, for political reasons, was defined as including Jordan),
was dignified in 1972 by the concept of a 'glohal! Mediterranean approach.
Responses to developing countries outside this framework have been cooler,
with economic co-operation agreements and small disbursements of development
aggistance. With the first enlargement, Britain's former territories were
incorporated within the pre-existing pattern, with the major (and under-
standable) exception of the Indian sub-continent.
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The Commnity's classification of the Third World thus cut across many

of the groupings which have come to appear central to North-South relations

" during the 1970s. Roughly half of the members of the 'Group of 77! are

signatories to the Lomé Convention. Less than half of the members of the

Organisation of Arab Petroleum Exporting Countries (OAPEC) and of the Arabd

League - the Maghred and Mashraq countries - are Mediterranean associates.

The Latin American countries, and the Asian developing states, were excluded ¢

thus, incidentally, conveniently excluding all of the tfast developers', or

‘newly industrialising countries! (NICs), from a privileged relationship

with the Buropean Community. Since the 1973-4 crisis, various other

T groupings and 'dialogues' have therefore been developed - or proposed = to

"éfi;{ focus Furopean relations with the developing world : the Euro-Arab Dialogue

: . (1974), the agreement (ostensibly economic, but with evident political e

4&5@;\undertones) between the Commmity and Asean {1979), the Gulf Dialogue -
.(proposed in 1979), and the '"Trislogue’ which is President Giecard d'Estaing's

Ea ‘latest proposal, intended to bring together the complementary interests of

- the African states in OAPEC development aid with those of the Community
countries in maintaining and expanding their exports both to the Middle East
and Africa, offering the Arab countries economic concessions and technieal
assigtance in a concerted effort.

The problem for the Community in organising its relations with developing
countries is that on global issues of North-South relations its interests
overlap with and complement those of North America and Japan, while its
regional pattern of extermal association fits only inadequately the spread
of specific issues. Just before the Shah's overthrow the Iranian Government
was pressing the Commmnity to offer it association on terma as favourable
as the Mediterranean countries - a not entirely unreasonable demand from the
Iranian perspective. The Gulf states in their turm, as they respond to the
Commmity's efforts at dialogue, may well wish to ask for specific commercial
concessions, adding them to the list of the Community's privileged partners.
In effect, the Commmity's external relations are based upon an agsumption
of regional priorities, amended by resource dependencies and political
imperatives. The question is how far this pattern is any longer appropriate
-« and how far the further expansion of the Community may render it less
appropriate.

Our current preoccupations in comsidering North-South relations include
above all, the problem of the NICs, and the threat which they are seen to
pose tc the Commnity's weaker economies; the problems of security, supply
and cost of raw materials, above all of oil, but also including a range of
scarce metals and minerals; a concern for the development of the tleast-
developed' countries, almost all of which are former territories of European
states, and all of which have been hit severely and repeatedly by the rising
cost of imported oil; anxieties over indebtedness, over the involvement of
European private banks end public institutions in extended loans, and
consequent threats to the stability of the international banking system; and
worries over political ingtability and external exploitation of instability.

(2]

None of these are exclusively European preoccupations. All are chared

by the United States, most by Japan. HNone can be managed by the Nine on

their own ~ or by the Twelve - without co-operation and consultation with

the other advanced industrialised countries. Differences of interest and of
tactics among the advanced indusirialised countries, however, provide yet
another source of strain in European-Atlantic relations, with American .
suspicion of European ‘regionalism' complemented by European uncertainty over
_the continuity and coherence of American policy.




Two particular aspects of Europe's North-South relations are
particularly relevant in the context of the second round of enlargement :
the problem of the NICs, and the implications of Spanish and Portuguese
entry for relations with Latin America., (Some in this conference may wish
to add a third : the implications of Portuguese entry for European relations
with Angola and Mozambique, which are left aside here because they fit far
more eagily into the exigting pattern, once political difficulties are
resolved.) The ‘'fast developers' offer a complex -~ and often exaggerated -
challenge to the European Community. The Asian fast-developers, Korea, Hong
Kong, Taiwan, Singapore, are in differing degrees linked in their develop-
ment with the dymamism of the Japanese economy. Their exports compete in
specific sectors with the most efficient companies in the Commmity, and the
vigour of their expansion threatens to extinguish entire national industries.
Brazil, Mexico, India (which has a substantial industrial sector, competitive
in a number of export areas, alongside the mass of its rural population) and
others are less frighteningly 'super-competitive', but nevertheless offer
growing competition to the Commnity from positions of unilateral advantage
which in differing degrees include low wages, control of trade union
activity, high protective tariffe and lower social and environmental over-
heade. The structure of their exports 1s directly competitive with that
of 'BEurcpe's NICs', Spain, Portugal, Greece, Yugoslavia and Turkey - the
majority of which are now in the process of joining the Community,

i

It is difficult to see ﬁow a Commmity which is already suffering the
strains of economic divergence and industrial adjustment can accommodate .
the needs (and the increased exports) of three new members without deliberate
trade diversion, without increasing the degree of tariff protection or
imposing stricter quotas over the competing exports of third countries.

The disadvantages of these are likely to fall disproportionately on the NHiCs,
since the political cross-currents which affect restrictions on trade with
Eastern Europe hold the Community back from treating the Poles as strictly
ag the Brazilians, and since the sensitivity of relations among the advanced
industrial countries make it hardest of all to impose wide restrictions on
transatlantic trade.

This point directly relates to the question of how the Iberian
Peningula's adhesion to the Community will affect Latin America, : Cultural
and linguistic associations have led some, in the applicant countries and
in the Nine, to suggest that the second enlargement will achieve what a
puccession of British, French, German and Community initiatives have largely
failed so far to achieve : a cloger and more intense political and ecconomic
relationship between Europe and Latin America. There have, certainly, been
some promising developments in recent years, notably in German economic ties
" with Brazil; but by and large this remains the continent on which European
" diplomacy is least active, and European trade least dynamic., It seems to me
‘that the adverse economic effect of the internal adjustments which will
follow enlargement to Twelve, and the consequent tightening of restrictions
on trade, are most likely to inhibit closer relations with Brazil, Mexico,
Argentina and others : an inhibition sirengthened by the Commmity's explicit
cormitments to democratic government and civil rights, as well as by the
lack of any European security interest in Latin America.

f
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BEow different is Twelve from Nine?

The argument of this paper ig that the Community's external relations
have become progressively more difficult and more complex throughout the
19708, for a combination of political, asecurity and economic reagons.
Mediterranesn enlargement can only increase the degree of complication,

This is not to say that Mediterranean enlargement introduces any new
problems : rather, it exacerbates existing problems with which the Community
~ has struggled for some years.

Ve have already touched on the problem of industrial adjustment, and
the likely consequences of enlargement for external industrial trade policy.
On agriculture, we need only to recall the bitter disputes of the late
19608 over orange juice, turkey and chickens between the Community and the
* USA (during which Ralf Dahrendorf, then Commissioner for External Trade,
remarked that the California and Arizona Citrus Growera' Association
gometimes seemed to be directing the whole thrust of American trade policy),
to recollect that the external backwash of intermal compromises will moat
probably provoke protests from Washington. It is hard to see how they will
algo avoid damaging the interests of the Community's North African
associates - all members of the Arab League, with Algeris as an OPEC end
QAPEC member and with a leading role in the Group of 77 of some broader
political and economic significance. On security policy and Western BEurope's
contribution to the Western Alliance, it is difficult to be precise until
the relationship of Spain to, NATO (and, to a lesser extent, of Greece)
becomes clearer, On alliasnce burden-sharing, one may anticipate that -
increased demands from within the Commmity for the transfer of resources to
assist economic development will divert resources which might otherwise
have gone to third countries : to Turkey, for example, to Egypt or Pakigtan,
all countries to which Federal Germany has contributed substantial sums in
the past year or more which might in future be pre-empted by the new
Comminity members. ' '

This is a deliberately pessimistic conclusion. It is better to staxt
by looking at the problems we face, and then attempt to resolve them, than
to pretend that we will somehow manage to avoid them., If we are to avoid
them, then we should reflect on the restrained recommendations of the 'Three
Vise Men! that fthe Commnity and the Nine should, in these wvarious
relationships, act as a united body'. The Community currently has a limited
range of powers and instruments in external relations, managed by a flimsy
gtructure in every field except commercial policy. Its conceptual framework
for handling external relations has adapted only slowly; the consensus among
its member governments about external policy is still weak, Is it realistic
to expect that the Community can meke progress in this area at the same
time that it adjusts to all the other implications of Mediterranean
enlargement? /
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