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E U R O P E  

Progress of EEC-Integration 
by Per Haekkerup*, Copenhagen 

I t is b e y o n d  any  doubt  tha t  EEC has  b e e n  the  
d o m i n a n t  dynamic  force in the  W e s t e r n  European  

economic  i n t eg ra t i on  in the  las t  t en  years .  

In 1957 Europe was  still  d iv ided  into so m a n y  na t iona l  
marke t s  i so la ted  from each o the r  by  the  t rad i t iona l  
p ro tec t ion i s t  p a r a p h e r n a l i a  of tariffs and  quotas.  Now 
the re  a re  two pre fe ren t i a l  t rad ing  areas  of which 
nea r ly  all  t he  count r ies  of W e s t e r n  Europe are  e i the r  
full or  a ssoc ia te  members .  The  fact tha t  no agree-  
men t  has  ye t  b e e n  reached on the  condi t ions  for 
achieving the  economic  un i ty  of W e s t e r n  Europe as 
a who le  should  not  be  a l lowed to h ide  the  degree  
of un i f i ca t ion  ach ieved  s ince then.  The  ques t ion  of 
w h a t  EEC has  in fact  ach ieved  and  the  ques t ion  of 
w h e t h e r  the  C o m m u n i t y  sys tem is capab le  of b r ing ing  
abou t  the  economic  u n i o n  of Europe as a who le  are  
thus  ma t t e r s  which in te res t  publ ic  op in ion  of the  
whole  of Europe and  not  jus t  of the  Six. 

However ,  one  is forced to rea l i se  tha t  the  fur ther  
i n t eg ra t ion  in W e s t e r n  Europe is r unn i ng  the  r isk of 
be ing  b r o u g h t  to a stop. Nego t i a t ions  on the  increas-  
ed m e m b e r s h i p  of EEC, espec ia l ly  wi th  the  UK, a re  
pos tponed  wi thou t  any  t ime-limit .  The  d e v e l o p m e n t  
of EFTA has  b e e n  as  successful  as tha t  of EEC, but  
wi th  the  abol i t ion  of tariffs and  impor t  res t r ic t ions  
seems to h a v e  reached a poin t  of co-operat ion,  which 
it is diff icult  to surpass .  A nd  the  fur ther  i n t eg ra t ion  
wi th in  EEC, which is to b r ing  tha t  Communi ty  f rom 
the  s tage  of a cus toms-un ion  to t ha t  of a full eco- 
nomic  union,  has  s lowed down  and  may,  by  the  
p r e sen t  crisis ins ide EEC, be  b rough t  to a v i r tua l  
s tandst i l l .  

The Two Great Achievements of EEC 

The cus toms un ion  of the  Six wil l  be  comple te  b y  
1st July,  1958. In the  indus t r ia l  sector,  the  r ema in ing  
tariffs on in t r a -Communi ty  trade,  which will  be  re- 
duced  to 15 pe r  cent  of the i r  or ig ina l  leve l  on  1st 
Ju ly  of this  year ,  wil l  be  e l iminated ,  and  the  common  
ex te rna l  tariff  b ro ugh t  into  effect, modif ied  w h e r e  
n e c e s s a r y  to t a k e  accoun t  of the  first K ennedy  
Round reduct ions .  The  abo l i t ion  of f ront ier  taxes  
w i th  e q u i v a l e n t  effect to cus toms dut ies  and  the  
h a r m o n i s a t i o n  of cus toms legis la t ion  in the  six coun- 
tr ies may  still  be  incomplete ,  bu t  these  are  essent ia l -  
ly  c lea r ing-up  opera t ions .  In the  agr icu l tura l  sector,  
the  s ingle  m a r k e t  s tage  should  become  opera t ive  for 
all the  ma jo r  groups  of p roduc ts  according  to the  
t ime- tab le  adop ted  b y  the  EEC Counci l  in M a y  1966, 

* The author  was Danish Fore ign Minis ter  from 1962 to 1966. 

wi th  the  excep t ion  of the catt le,  mea t  and  dairy-  
p roduc ts  sectors,  w h e r e  the  t ime- tab le  has  b e e n  
pos tponed  from Apr i l  l to M a y  31. The  Commiss ion  
e v e n  hopes  to se t  up  m a r k e t  o rgan i sa t ions  b y  1st 
Ju ly  1968 for the  few rema in ing  p roduc t s  no t  ye t  
covered.  

For the  funct ion  of a cus toms un ion  it is in the  long 
run  impor tan t  to inc lude  a c o m m o n  commerc ia l  policy. 
No progress  has  ye t  b e e n  made  on  the  r e p l a c e m e n t  
of na t iona l  impor t  l ibe ra l i sa t ion  lists as regards  th i rd  
count r ies  by  a Communi ty  list, t h o u g h  the  absence  
of a s ingle  l ist  will  r equ i re  the  m a i n t e n a n c e  of 
cus toms controls  on  t rade  b e t w e e n  the  Six af te r  
1st Ju ly  1968 so as to p r e v e n t  t rade  def lec t ion  on  
the  mere  10 per  cent  of the  Communi ty ' s  ex te rna l  
t rade  which is affected. It is pe r fec t ly  t rue  tha t  th is  
10 per  cent  i n e v i t a b l y  conce rns  the  "sens i t ive  = sec- 
tors of m e m b e r  Sta tes '  economies  and  thus  ra ises  
ques t ions  of Communi ty  indus t r ia l  policy.  But, as 
Pres ident  Hal l s te in  po in ted  out  in  his  farewel l  speech 
to the  European  Par l iament ,  it is a b s u r d  tha t  cus toms 
dut ies  shou ld  be  deal t  w i th  by  the  C o m m u n i t y  as 
an  e n t i t y - - a s  du r ing  the  K e n n e d y  R o u n d - - w h i l e  
nego t ia t ions  on  quotas  a re  r e s e r v e d  to the  m e m b e r  
States.  Ne i the r  has  a s ta r t  ye t  b e e n  made  on  the  
r e -nego t i a t ion  of the  numerous  b i l a te ra l  and  mult i -  
la tera l  t rade  ag reemen t s  wi th  th i rd  countr ies ,  to 
which the  m e m b e r  States  a re  par ty ,  so as to r ende r  
poss ible  the i r  t r ans fe r  to the  Communi ty .  Accord ing  
to the  T rea ty  of Rome, a common  commerc ia l  po l icy  
becomes  ob l iga to ry  as from the  end  of the  t r ans i t i on  
period.  Not  on ly  has  t he re  b e e n  no  a t t empt  to 
a n t e d a t e  the  1970 dead l ine  to tha t  now fixed for the  
customs union, bu t  it seems h igh ly  un l ike ly  t ha t  
even  the  or ig ina l  dead l ine  la id  down  by  the  T rea ty  
will  be  met.  There  is no th ing  au tomat i c  abou t  the  
t rans fe r  to the  Communi t i e s  of the  power  to nego t i a t e  
t rade  t reat ies .  The  rea l i sa t ion  of a common  t rade  
pol icy  is a ma t t e r  of pol i t ica l  will, and  the  m e m b e r  
s ta tes  h a v e  b e e n  re luc tant .  Unt i l  t he  co-ord ina t ion  
of na t iona l  fore ign  pol icy  be tween  the  Six has  be-  
come a real i ty,  i t  is idle to suppose  tha t  a c o m m o n  
commerc ia l  pol icy cover ing  re la t ions  wi th  all th i rd  
countr ies ,  and  in pa r t i cu la r  wi th  Eas tern  Europe,  
will  be  possible.  

Small Steps toward an Economic Union 

To deve lop  into an  economic  un ion  is the  dec i s ive  
p rob lem for EEC. In its 10th a n n u a l  repor t  on  act iv i -  
ties, the  EEC Commiss ion  says:  "The i n t e r m e d i a t e  
s tage in which the  Communi ty  n o w  finds itself, name-  
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1y as a complete  customs union but an incomplete  
economic union, presents  a definite danger  of im- 
ba lance  and even  rup ture ' .  One  reason for this, of 
course, is that while  the Trea ty  of Rome lays down 
fair ly detai led instructions for the el iminat ion of 
tariffs and quotas in int ra-Community  trade and for 
the establ ishment  of the common external  tariffs, in 
other  fields it mere ly  lays down a few genera l  guide- 
lines wi thout  a precise t imetable  for the achievement  
of any part icular  measure. 

Economic union implies in the first place the harmo- 
nisat ion of nat ional  laws and regulat ions governing  
the production, distribution and exchange of goods, 
employment ,  the right of establ ishment  for individuals  
and companies, and capital  investment.  

The free circulat ion of goods is l imited in the first 
place by the continued exis tence of " tax frontiers" 
be tween  the member  States, the most important  of 
which arises from the general  pract ice  of g iv ing 
expor t  rebates and charging import  taxes  to offset 
business tu rnover  tax. A big step towards deal ing 
with this problem was taken last February  with the 
adoption by the EEC Council  of two direct ives  giving 
the member  States t ime till 1st J anuary  1970 to re- 
place their  var ious  national systems by a common 
system of tu rnover  taxat ion based on the  added 
va lue  principle. This decision represents  a consider-  
able  improvement  from the point  of v i e w  of tax  
distortion, but  whi le  the adoption of the added va lue  
system as such was a v ic tory  for economic logic, it 
did not  require  immediate  sacrifices by  any of the 
member  States. The real  test  will  come la ter  wi th  
the harmonisat ion of rates which is the pre-condit ion 
of the aboli t ion of tax  frontiers. 

So far only  l i t t le  has been  done in this field. The  
reason why  the progress  has been  so small  in this 
field lies cer ta inly in the fact that tax structures 
wi thin  the Community  v a r y  considerably and as the 
share  of indirect  taxa t ion- -which  includes turnover  
and sales taxes  and excise du t ies - -amounts  on 
ave rage  to about one half of total  tax with  a wide 
spread from one country to another,  it is not  certain 
whether  member  States will  be ei ther  able or wil l ing 
to envisage  their  harmonisat ion except  as part of the 
overal l  harmonisat ion of tax systems which is a rather  
distant prospect. Invisible  obstacles to t rade can be 
just  as effect ive  as customs duties in hampering trade 
and thereby prevent  industry from profit ing by the 
opportunit ies in a market  of near ly  200 million people.  

W h a t e v e r  the de lay  in establishing a single market  
for the products  of industry, there  is still  the  hope 
that the free movemen t  of labour will  be a legal  
real i ty  by Ju ly  1968. Two draft regulat ions recent ly  
submitted to the Council  by  the Commission will  
put  workers  from all member  States on an equal  
footing by abolishing work  permits  and by depriv- 
ing Governments  of the right to give pr ior i ty  to 
their  own nat ionals---even in regions where  there  is 
unemployment ,  as present  Communi ty  legislat ion al- 
lows them to do. A regulat ion dating back to 1959 

and now due to be  revised, guarantees  emigrant  
workers  and their  families against  any loss of social  
securi ty  benefits,  which could o therwise  make non- 
sense of a theore t ica l  f reedom of movement .  Logical- 
ly, the next  step is the harmonisat ion of national 
social secur i ty  systems, which will  invo lve  such 
delicate quest ions as the degree  of redistr ibution of 
income desired. At  present,  the Communi ty  has got  
no further than s tudying how social  securi ty  systems 
are f inanced and their  economic implications. 

If real ised by the 1st of Ju ly  the free movemen t  of 
workers  wi thin  the Communi ty  is not  matched as ye t  
by the right of establ ishment  and the  freedom to 
provide  services.  The programme of l iberalisat ion has 
fallen ser iously behind schedule, though the Com- 
mission still hopes to be able to achieve the aims 
of the Treaty  in this field by the  end of the transi- 
t ion period. The el iminat ion of over t  discr iminat ion 
is one thing; the harmonisat ion of national laws and 
practices governing  the access to and exerc ise  of 
the var ious  professions, without  which the right of 
es tabl ishment  is v i r tua l ly  meaningless  in many sec- 
tors, is another.  A vast  programme of work  still con- 
fronts the Communi ty  institutions here. 

Another  aspect  of economic union is the free move-  
ment  of capital. The first Communi ty  measures  in 
this field date back to 1960 and 1962. However ,  as 
the EEC Commission has pointed out, the removal  
of the remaining restr ict ions wil l  not  by itself c rea te  
an integrated capital  market.  This will require  the  
h~rmonisat ion of the  fiscal and legal  framework,  
not mere ly  because  d ivergences  be tween  the tax 
t reatment  of investment  are  an obstacle  to the free 
flow of capital  but  because  it is unl ikely  that  member  
States will  agree  to r emove  controls unti l  this has 
been done. A considerable  amount  of prepara tory  
work  has been done within the Community  on the 
harmonisat ion of the insti tutional f ramework of na- 
t ional capital  markets.  However ,  these  are  all to a 
greater  or  lesser  degree  in need of structural  reform 
and the member  States are not all prepared to wai t  
for the Communi ty  to take action. 

Hmmoni~Uon of Company Law 

Concerning this quest ion progress has been slow 
and difficult. It is becoming increasingly clear  that  
the provisions of the Trea ty  of Rome do not go far 
enough. The creat ion of EEC let loose a w a v e  of 
business concentra t ion in the Six, but this has taken 
place almost exc lus ive ly  on a national basis. The 
most obvious reason for the failure of genuine Euro- 
pean mergers  to take place lies in the d ivergent  
fiscal and legal  provisions applicable in the member  
States to the management  and merger  of companies.  
But it l ies also in polit ical considerations, maybe  
more than in legal  and economic ones. The w a v e  
of mergers  in each member  State fol lowing the 
establ ishment  of the Common Market  was frequent ly 
the result  of a complex of national self-defence. 
Governments  have  sympathlsed with, if they did no t  
ac t ive ly  encourage,  this movement :  hardly  a day 
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still  goes  by  in some m e m b e r  Sta tes  wi thou t  an  ap- 
peal  for the  concen t r a t i on  of na t iona l  firms in this  
or tha t  sec tor  to mee t  the  chal lenge of the Common  
Marke t  and  of i n t e r n a t i o n a l  compet i t ion.  This  is 
p robab ly  also the  r eason  w h y  the  progress  of accept-  
ing the  s ta tus  of  a European  c o m p a n y - - i n  spi te  of 
much p r e p a r a t o r y  w o r k - - h a s  been  slow. One  m a y  
be  inc l ined  to say  tha t  the  Common Marke t  may  
h a v e  c rea ted  an  economic  space  embrac ing  six na- 
t ions but  it has  no t  des t royed  na t iona l  cen t res  of 
economic  power,  and  it is idle to suppose  tha t  the 
c rea t ion  of a European  company  will au tomat ica l ly  
change this  s i tuat ion.  

In o rder  to form a t rue  economic  union,  the Com- 
muni ty  mus t  a im at the  c rea t ion  of a common Euro- 
pean  t r anspor t  pol icy  and  ne twork .  An  a g r e e m e n t  
on  the  basic  p r inc ip les  tha t  shou ld  g o v e r n  the  forma- 
t ion and  publ ica t ion  of ra tes  in a free m a r k e t  was  
reached in J u n e  1965, bu t  the  Counci l  has  so far been  
unab le  to agree  on  the  Commiss ion ' s  implement ing  
proposals .  Fai thful  to the  t rad i t ion  es tab l i shed  in con- 
nec t ion  wi th  the  common  agr icu l tura l  policy, the  
Commiss ion  is p repa r ing  an  overa l l  package deal  
cover ing  not  on ly  l ibera l i sa t ion  and  pr ice  levels  (a 
sys tem of max imum rates  is proposed) ,  bu t  also tax 
harmonisa t ion ,  the  appl ica t ion  of the  rules of compet i -  
t ion and  the  cont ro l  of capaci ty .  

Also  the  absence  of a common  ene rgy  marke t  and  
a common e n e r g y  pol icy  is bound  to g ive  r ise to con- 
s ide rab le  d is tor t ions  af ter  t s t  of J u l y  1968. The  r ea son  
for  th is  fai lure is par t ly  ins t i tu t ional .  In 1962 the  
m e m b e r  Sta tes  adop ted  a protocol  pu t t ing  off the  
adop t ion  of a c o m m o n  ene rgy  pol icy unt i l  the  merge r  
of the  t h r ee  Communi t ies .  This  merge r  of the  ex- 
ecu t ive  bodies,  Counci l  and  Communi t ies ,  took p lace  
the  1st of ,July 1967, whi le  the  merge r  of the  th ree  
sec re ta r i a t s  is not  ye t  comple ted  and  the  merge r  of 
the  t rea t ies  is be ing  p repa red  by  a work ing  group  
and by  the  Commission.  

The  EEC Commiss ion  has  of course  made  a consider-  
able  effort  to lay  the  basis  for a common ene rgy  
policy, pa r t i cu la r ly  wi th  r ega rd  to oil, which by  1970 
will cove r  nea r ly  60 pe r  cen t  of the  Communi ty ' s  
e n e r g y  needs.  The  new combined  Commiss ion  will 
there fore  not  be  s ta r t ing  from scratch. However ,  the  
mere  fact tha t  respons ib i l i ty  for all e n e r g y  ques t ions  
has  b e e n  b rough t  t oge the r  wi th  the  merge r  of the  
Execut ives  will no t  au tomat i ca l ly  ensure  the achieve-  
men t  of the  EEC Commiss ion ' s  t a rge t  of a common 
ene rgy  m a r k e t  by  1970. 

Economic Union and Economic Policy 

It is ev iden t  tha t  the  r equ i r emen t  of full economic  
un ion  is no th ing  less than  the  merge r  of m e m b e r  
States" economic  policy. This  must  be  the  final aim, 
but  it is not  the  ques t ion  at  this  stage. At  this  momen t  
and  in the  foreseeable  future  progress  mus t  be based  
on  co-ord ina t ion  and  co-operat ion.  

The chosen f r amework  for the  overa l l  co-ord ina t ion  
of m e m b e r  Sta tes  economic  pol icies  is the  Medium- 

Term Economic Policy Commit tee .  This  Commit tee ,  
which is composed  of v e r y  sen ior  officials of the  
m e m b e r  Sta tes  and  r ep re sen ta t ives  of the  Commission,  
was  set  up in 1964 wi th  the  job of d rawing  up  a 
medium- te rm p rogramme for the  per iod  1966-70. The  
Programme was adopted  by  the  Commiss ion  in Apri l  
1966 and by  the  Counci l  a yea r  later.  Its s ignif icance 
lies in the fact tha t  by  adop t ing  this  Programme,  
bo th  the  Communi ty  as a whole  and  the  m e m b e r  
G o v e r n m e n t s  t a k e n  sepa ra t e ly  express  the i r  in t en t ion  
of respec t ing  the  o r ien ta t ions  con t a ined  in the  Pro- 
gramme.  This is implici t  in the  t i t le  of the  Programme,  
which makes  it c lear  tha t  it is the  m e m b e r  States '  
economic  pol icy which is the  subject .  

The Programme concent ra tes ,  as might  be  expected ,  
on those  aspects  of economics  and social  pol icy which 
unde r  the  T rea ty  remain  essen t i a l ly  wi th in  the  compe-  
t ence  of the m e m b e r  States.  Thus the  first P rogramme 
puts the accent  pa r t i cu la r ly  on  the  co-ord ina t ion  of 
f inancial  (public inves tment ,  etc.), l abour  (employment  
and  voca t iona l  t ra ining)  and regional  policy.  A draf t  
second P rogramme was  sent  from the  Commiss ion  to 
the  Counci l  at  the  end of March this  year .  It is not  
t ry ing to br ing  the  first P rogramme up to date,  bu t  is 
a supp lement  deal ing  wi th  p rob lems  of s t r u c t u r e - -  
bo th  of firms and  of sec to r s - - ,  agr icu l tura l  policy, 
scientif ic and  technical  research,  inc reased  sav ing  
and  f inancing of i nves tmen t s  and  income-pol icy.  

Maybe  most  important ,  the re  is the  p rob lem of the  
co-ord ina t ion  of m e m b e r  Sta tes '  shor t - t e rm economic  
m a n a g e m e n t  policies. As the  Common  Marke t  econ-  
omy comes to acqui re  the  charac ter i s t ics  of a na t iona l  
e c o n o m y - - w h i c h  is still far from be ing  the  c a s e - -  
the  co-ord ina t ion  of na t iona l  mach inery  for deal ing 
wi th  cycl ical  m o v e m e n t s  will become  essent ial ,  if it 
is not  a l ready.  

The Political Cooperation 

In order  to unde r s t and  the diff icul t ies  in reai is ing 
the  full economic  union,  it is not  enough  to look 

at  the  economic  problems.  As soon as the  Com- 
muni t ies  are  deve lop ing  b e y o n d  the  free c i rcula t ion  
of goods, l abour  and  capital ,  the T rea ty  of Rome 
has  no opera t ive  clauses,  and  the  merge r  of the  
m e m b e r  States '  economic  po l i cy -making-mach ine ry  is 

the re fore  depend ing  upon  the i r  pol i t ical  will to 
real ise  such a merger .  But the will  to do this  is 

u n d o u b t ed l y  inf luenced  by  the  fa i lure  so far to rea l i se  

or to s tar t  real is ing the  u l t imate  aim of the  Rome- 

Treaty,  the  pol i t ical  un ion  of the  m e m b e r  States.  

An  effort  to s ta r t  t he  d e v e l o p m e n t  towards  pol i t ica l  

un ion  was made  wi th  the  Bonn dec la ra t ion  on pol i t ical  

co-operat ion.  The  fol lowing negot ia t ions  abou t  the  

machinery  for such a pol i t ical  co-opera t ion  b r o k e  

down. The French idea abou t  " l 'Europe de pa t r i es  ~ 
was not  accepted  by  the  o ther  five. It has  not  b e e n  

poss ib le  s ince  then to re-open nego t ia t ions  abou t  

pol i t ical  co-operat ion,  and  the whole  poli t ical  c l imate  

b e t w een  the  member  States  does not  make  it p robab le  
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tha t  a change is fo reseeab le  in the  nex t  future.  But 
this, of course,  has  its adve r s e  effects on  the  wil- 
l ingness  of m e m b e r  States  to accep t  b ind ing  eco- 
nomico-pol i t ica l  decis ions  of a more  far-reaching 
nature. 

It is genera l ly  admi t ted  tha t  the  g rowing  gap b e t w e e n  
the  cus toms and  the  economic  un ion  is a po ten t i a l  
source  of t ens ion  wi th in  the  Common  Marke t ,  par-  
t i cu la r ly  as long as so l i t t le  p rogress  has  b e e n  made  
in the  t r anspor t  and  e n e r g y  sec tors  and  in the  co- 
o rd ina t ion  of reg iona l  policies.  W h e t h e r  the  d ia logue  
b e t w e e n  t he  Commiss ion  and  the  Counci l  will  p r o v e  
suff ic ient  to o v e r c o m e  the  inev i t ab le  inert ia ,  not  to 
say  re s i s t ance  of m e m b e r  States,  is a ques t ion  to 
which t he  first t en  years  of the  C o m m u n i t y  do not  
p rov ide  a conc lus ive  answer  one  w ay  or the  other ,  
bu t  w h e r e  the  lack of in t imate  pol i t ica l  co-opera t ion  
m a y  become  decis ive.  The  pol i t ical  c l imate  b e t w e e n  
the  m e m b e r  States  is p r imar i ly  in f luenced  by  the  
ques t ion  of the  en l a r gem en t  of the  Communi t ies ,  and  
the so lu t ion  of this  p rob lem will  the re fore  h a v e  a 
d i rec t  inf luence  on  the  fu r ther  economic  i n t eg ra t i on  
in the  Communi t ies .  

The Enlargement of the Communltlu 

Even before  the  T rea ty  of Rome came into effect, 
the  c rea t ion  of EEC was  enough  to h a v e  an  impac t  
on the  ques t ion  of the  economic  un i ty  of W e s t e r n  
Europe as a whole .  Severa l  efforts  w e r e  made  to 
avo id  the  economic  d iv is ion  of W e s t e r n  Europe. First  
t he  nego t i a t i ons  wi th in  OEEC for the  e s t ab l i shmen t  
of a Eu ropean  free t r ade  area,  which  b r o k e  d o w n  in 
1958. Af te r  the  c rea t ion  of EFTA, which as  one  of 
its ma in  aims has  the  merge r  b e t w e e n  EEC and  EFTA, 
nego t i a t ions  were  opened  be t w een  EEC and  Br i ta in  
and  Denmark ,  N o r w a y  and  I re land  abou t  member -  
ship in the  Communi t ies ,  jus t  as Austr ia ,  Sweden  and  
Swi tze r land  r eques t ed  associat ion.  These  nego t i a t ions  
b roke  down  in J a n u a r y  1963 w h e n  the  French Govern -  
men t  v e t o e d  fu r ther  ta lks  wi th  Britain.  In 1967 t he  
four s ta tes  r enewed  the i r  appl ica t ions  for member -  
ship,  and  this  is the  background  for the  p re sen t  
s i tuat ion.  

Before going  into an  a t t empt  to ana l y s e  this  s i tuat ion,  
a word  on  the  b r e a k - d o w n  in J a n u a r y  1963 is neces-  
sary.  In the  course  of 1961 and  1962 t he  nego t i a t ions  
on  Bri t ish member sh ip  had  reached a stage, w h e r e  
mos t  peop le  expec t ed  they  could be  b r ough t  to a 
successful  end dur ing  the  spr ing of 1963 and  a polit i-  
cal dec is ion  would  be  taken.  It is  true,  the re  we re  
still  impor t an t  economic  p rob lems  to be  solved,  bu t  
they  did  not  seem to be  unsu rmoun tab le .  The  break-  
down was  not  a resu l t  of economic  h indrances .  It 
was  a c lea r  pol i t ica l  act. F rance  did not  wan t  Bri ta in  
as a member ,  a t  l eas t  no t  at  tha t  time. The  r ea son  was 
the  genera l  i n t e rna t iona l  pol i t ical  s i tuat ion,  the  fear  
tha t  Bri ta in was  not  "European"  enough,  the  ques t ion  
of Europe 's  role in the  wor ld  and  espec ia l ly  and 
most  dec is ive  the  a tomic  defence  policy, w h e r e  the  
Bri t ish g o v e r n m e n t  had  prefe r red  a US-Bri t ish co- 
opera t ion  to tha t  of a French-Bri t ish one. 

It is aga ins t  this  background  tha t  the  p resen t  s i tua-  
t ion  should  be  es t imated.  Is t h e r e  ano the r  s i tua t ion  
today?  Have  impor t an t  changes  t a k e n  p lace  in t he  
a t t i tude  of the  va r ious  count r ies?  It  seems c lear  
tha t  t he re  is a f i rmer  pol i t ica l  wil l  in  Bri ta in  backing 
the  app}ication for m e m b e r s h i p  t h a n  was  the  case  in 
1962-63. On the  o the r  hand ,  the  p rofound  diff icul t ies  
for the  Bri t ish economy h a v e  come more  to t he  fore- 
g r o u n d  t han  was  the  case  f ive yea r s  ago. But the  
impor tan t  ques t ion  is, wha t  will b e  the  a t t i tude  of 
the  Six. 

The  Commiss ion  has  g iven  its adv ice  to the  Counci l  
on  the  appl ica t ions .  It is pos i t ive  in  advoca t ing  the  
open ing  of negot ia t ions ,  bu t  cr i t ical  in va r ious  eva lua-  
t ions of the  Bri t ish economy and  espec ia l ly  in  t he  
ques t ion  of the  s s te r l ing  as an  in t e rna t iona l  r e s e rve  
currency.  

The adv ice  of the  Commiss ion  was  d i scussed  at  the 
Counci l  mee t ing  in October .  The  m a i n  p rob lems  were,  
w h e t h e r  the  admiss ion  of t he  new  member s  would  
change the  fundamen ta l  aims, the  charac ter i s t ics  and  
the  work ing  me thods  of the  Communi t ies ;  nex t  the  
d e m a n d  tha t  all new members  should  accep t  the  
gene ra l  ob l iga t ions  as s ta ted  in the  T r e a t y  inc luding  
the  pol i t ical  aims and  accep t  the  decis ions  t a k e n  by  
the  Communi t i e s  up to t he  da te  of admiss ion ;  and  
th i rd ly  the  special  problems,  w h e r e  so lu t ions  mus t  
be  found, p roblems  such as the  economic  diff icul t ies  
of UK, the  agr icu l tura l  pol icy and  p rob lems  in re- 
l a t i o n  to the  Commonwea l th .  

This  p h a s e  of the  dea l ing  w i th  the  app l ica t ions  was 
b r o u g h t  to an  end  w i th  de  Gaul le ' s  p ress -confe rence  
on N o v e m b e r  27. In a w a y  d e  Gaul le  did  not  s a y  
v e r y  much new. He re - s ta ted  the  we l l -known  a t t i tude  
of the  French gove rnmen t .  He made  it c lear  tha t  t he  
French a t t i tude  to Bri t ish member sh ip  is unchanged,  
m o t i v a t e d  in pol i t ica l  cons ide ra t ions  conce rn ing  the  
f raming of the  future  Europe and  its pos i t ion  in 
wor ld  polit ics,  and  his  op in ion  abou t  the  Bri t ish at- 
t i tude  to those  fundamen ta l  quest ions .  The  resul t  was  
a new crisis in the  Common  Market ,  which b roke  
out, w h e n  the  French de facto ve to  was  officially 
m a d e  at  the  Counci l  mee t ing  on 18-19th of December .  
The  French r e p r e s e n t a t i v e  d id  not  say  a def ini te  "no" 
to Bri t ish membersh ip ,  bu t  a "wai t  and  s e e ' .  The  
mee t ing  ended  wi th  a declara t ion ,  in which the  f ive 
g o v e r n m e n t s  accep ted  the  p roposa l  of the Commis-  
s ion to s ta r t  nego t i a t ions  immedia te ly  wi th  the  ap- 
p ly ing  countr ies ,  whi le  the  French m e m b e r  Sta te  
w a n t e d  the  Brit ish economy recove red  before  nego-  
t ia t ions  could start .  

In o rde r  to o v e r c o m e  the  deadiock, which the  French 
a t t i tude  provoked,  var ious  p lans  a n d  sugges t ions  w e r e  
m a d e  in the  fol lowing months .  The  first was  the  
Benelux-plan .  It p roposes  a p rocedu re  of consu l ta t ion  
b e t w e e n  the  Six and  the  coun t r i es  app ly ing  for 
membersh ip ,  etc., conce rn ing  prob lems  wi th in  t he  
T rea ty  of Rome on fu r ther  d e v e l o p m e n t  of the  Com- 
m u n i t y  and  rea l i sa t ion  of common  pro jec t s  b e t w e e n  
in te res t ed  European  coun t r i es  in fields, which a re  
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not  dealt  with in the Treaty  of Rome. The idea is 
to promote  co-operat ion among the European States 
and to escape  a widening of the gap be tween  the Six 
and the applicants. The Italian government  produced 
some suggest ions of a more procedural  character 
and v e r y  close in content  to the BenehLx-plen. Final- 
ly did the German government  work out proposals for 
commercial  ar rangements  be tween  the Six and the 
other  countries.  The proposals were  presented after a 
German-French consultation, which ended in a joint  
communique,  but  the fol lowing debate has shown 
different interpretat ions in the two countries on the 
type of arrangements,  which could come into question. 

The si tuation today seems to be characterised by the 
following. First, all member  States seem to realise 
the necess i ty  of achieving a compromise on the 
problem of en largement  in order to bring the interior  
deve lopment  out  of its present  deadlock. There is, 
secondly,  no possibi l i ty of unit ing the five and UK 
against  France. It seems to be a poli t ical  doctrine 
in Germany  to put  the French-German understand- 
ing before any European solution, in the hope that  
it wil l  be  possible gradual ly  to smoothen the French 
attitude. The third problem is the aim of a t emporary  
ar rangement  (of wha teve r  sort it may be). The French- 

German att i tude is to accept  trade arrangements  that 
may  reduce the gap in Europe and by that  assist 
in solving the British economic problems, but  under  
the clear  condit ion that there will  be no procedure 
or polit ical obligation towards a la ter  membership.  
The four other  member  States advoca te  a system of 
procedure  for co-operat ion and consultat ion with the 
clear  purpose to put  a cont inued poli t ical  pressure on 
France in order to obtain a changed French att i tude to 
the enlargement  of the Community.  

It is difficult to escape the impression that a distrust 
of the French-German policy is growing in the  var ious 
countries and a fear that its real isat ion may  postpone 
the enlargement  of the Community  for 5-10 years.  

It is difficult to see a solution to the present  difficul- 
ties, which will  not  mean that both Wes te rn  Europe 
and the Communit ies  will lose a great  part  of the 
dynamic economic and thereby poli t ical  force they  
have  had in the last 10-15 years.  This may  not be- 
come evident  immediately,  but in the longer  run. 
This would  raise the problem, whether  it will  not  be  
necessary to find a new dynamic factor in a wider  
European, and not mere ly  Wes te rn  European co- 

operation. 

U N C T A D  GAP S T U D Y  

Capital Requirements of Developing Countries 
by Dr Edgar Kr6Uer, Paris 

T he concept  of capital  "requirements"  of less-devel-  
oped countries has emerged side by side with the 

conscious effort of the internat ional  community  to 
accelerate  the economic growth of these countries. 
This approach has led to var ious  calculat ions of their  
prospect ive  capital needs ( 'gap"  studies). The best  
known of these project ions is the one put forward by 
Dr Prebisch at the First UNCTAD which est imated a 
$ 20 bil l ion balance of payments  gap in 1970 for the 
developing countries as a group. 

Major  gap studies include those by Arthur  Lewis 1, 
Paul G. Hoffman =, P. N. Roeeustein-Rodan s, Bela 
Balassa 4, GA]-I "5, Alfred Maizels 6, M. F. Mill ikan 
and W. W. Rostow 7, H. B. Chenery  and A. M. Strout s 
as well  as by the United Nations and UNCTAD. The 

I United Nations, Measures for the Economic Development of 
Underdeveloped Countries. May 1951. 
t One Hundred Countries, One and One-Quarter Billion People 
- -  How to Speed their Economic Growth end Ours in the 1960s, 
Washington, 1960. 
s International Aid for Underdeveloped Countries, Review of 
Economics and Statistics. May 1961. 
4 Trade Prospects of Developing Countries, Yale University, 1964. 

Foreign Trade and Long-Term Economic Growth of the Develop- 
ing Countries, 1961. 
S Industrial Growth and World Trade, Cambridge, 1963. 

A Proposal, Key to an Effective Policy, New York, 1957. 
8 Foreign Assistance and Economic Development, The American 
Economic Review, September 1966. 

la t ter  have  come out with three different studies: 
(1) by R. Prebisch for the First UNCTAD ' ;  (2) by the 
UN Economic and Social Department  10; (3) by the 
UNCTAD Secretar ia t  for the Second UNCTAD. 11 

This art icle does not  intend to rev iew these different 
studies but to discuss briefly some of the general  
aspects of gap methodology and to cri t ical ly assess 
the latest  UNCTAD project ions of capital  requirements  
which are  included in one of the major  documents  for 
considerat ion at the Second UNCTAD at New Delhi. 

The Gap Approach 

It is a feature of gap estimates that  they  stress the 
importance of capital  inflow in determining how fast 
the developing countries can develop.  It should be 
borne in mind, however ,  that capital  inflow is only  
one of the elements  determining the pace of growth. 
Improved performance in mobilising and making 
efficient use of domestic resources will  reduce the 
amount  of external  assistance required to at tain g iven 
development  object ives.  Gap computations therefore  

0 Reprinted In United Nations, World Economic Survey, 1963. 
t0 A Methodological Note on Some Gap Projections For Develop- 
lag Countries, E/AC.54/L.21, 6th April, 1967. 
It Trade Prospects and Capital Needs of Developing Countries, 
TD/34, 27th October, 1967. 
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