A Service of

ECOMNZTOR pr

Make Your Publications Visible.

Leibniz-Informationszentrum
Wirtschaft

Leibniz Information Centre
for Economics

Schachter, Gustav

Article — Digitized Version

The EEC association policy

Intereconomics

Suggested Citation: Schachter, Gustav (1973) : The EEC association policy, Intereconomics, ISSN
0020-5346, Verlag Weltarchiv, Hamburg, Vol. 08, Iss. 2, pp. 42-44,

https://doi.org/10.1007/BF02927533

This Version is available at:
https://hdl.handle.net/10419/138779

Standard-Nutzungsbedingungen:

Die Dokumente auf EconStor durfen zu eigenen wissenschaftlichen
Zwecken und zum Privatgebrauch gespeichert und kopiert werden.

Sie dirfen die Dokumente nicht fiir 6ffentliche oder kommerzielle
Zwecke vervielféltigen, 6ffentlich ausstellen, 6ffentlich zugénglich
machen, vertreiben oder anderweitig nutzen.

Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen
(insbesondere CC-Lizenzen) zur Verfiigung gestellt haben sollten,
gelten abweichend von diesen Nutzungsbedingungen die in der dort
genannten Lizenz gewahrten Nutzungsrechte.

WWW.ECONSTOR.EU

Terms of use:

Documents in EconStor may be saved and copied for your personal
and scholarly purposes.

You are not to copy documents for public or commercial purposes, to
exhibit the documents publicly, to make them publicly available on the
internet, or to distribute or otherwise use the documents in public.

If the documents have been made available under an Open Content
Licence (especially Creative Commons Licences), you may exercise
further usage rights as specified in the indicated licence.

Mitglied der

Leibniz-Gemeinschaft ;


https://www.econstor.eu/
https://www.zbw.eu/
http://www.zbw.eu/
https://doi.org/10.1007/BF02927533%0A
https://hdl.handle.net/10419/138779
https://www.econstor.eu/
https://www.leibniz-gemeinschaft.de/

FORUM

The EEC Association Policy

by Professor Gustav Schachter, Boston*

ince 1964 representatives of

less developed countries
gather routinely every four years
under the aegis of UNCTAD to
tell the wealthy nations that they
are unhappy about their unend-
ing poverty. Then they issue
solemn resolutions to which
wealthy nations pay little atten-
tion or else give lip service ap-
proval but matters do notchange
much from one UNCTAD meeting
to another.

Countries of the group that
are also Common Market Asso-
ciates are in an even more diffi-
cult position. Allegedly they re-
ceive preferential treatment from
the wealthy EEC countries and
as such they are in an enviable
position vis-a-vis other poor
UNCTAD countries. Poor coun-
tries feel that they are discrimi-
nated against with regard to the
special trade relationship of the
EEC associate countries; and
therefore in double jeopardy by
a lower-lower position in the in-
ternational exchange of goods.
They claim that they must not
only struggle to overcome the
development gap vis-a-vis the
more advanced nations but that
they bear the brunt of discrimi-
nation that favors other poor
countries, the EEC associates.

The trade advantages of the
EEC associates are inflated out
of reality. Each EEC associate
country represents an amount
of trade less than an average
sized EEC city. The integration
of many French speaking African
countries with EEC presents
some advantages but even more
disadvantages. Integration is
beneficial only when trade crea-
tion is larger than trade diver-

* Northeastern University.

42

sion. EEC associate countries
are by and large subsistance
economies. Their cash crops are
narrow-limited in agriculture to
groundnuts, coffee, cotton, and
oil-palm products and in min-
ing to phosphates and iron
ore. Their industrialization proc-
ess is uneven from one country
to another and it has been mov-
ing at a very slow pace. More-
over, the capacity use of exist-
ing plants has been about 50
p.c. In the lvory Coast, Upper
Volta and Niger, capacity used
in some food and chemical
plants does not exceed 30 p. c.'
In most cases the domestic and
African market is too narrow
and EEC associate countries’
industries are not competitive
with their counterparts in the
EEC itself. The open economy
created by tariff removals that
appears to be so advantageous
for poor countries might contain
the seeds of structural stagnation.
One might just recall that Great
Britain at its apex in the early
19th century strongly advocated
free trade which at the time
enriched Great Britain and no
one eise.

Development In Open Economies

Historical evidence in less
developed areas also demon-
strates that market forces alone
will not close international dis-
parity of economic growth with-
in an open economy. The per-
petuation of backwardness in
the less developed areas is due
to a one way movement of re-
sources: from the poor to the
rich.

1 Tableau des Industries de Consommation
Locale en Afrigue Noire (Situation et Pro-
jets?, Bulletin de I'Afrique Noire, No. 506,
Paris, May 1, 1968.

It seems that, within the same
economic system, an area left
economically behind can never
reach a sustained process of
development unless adequate
measures are taken to counter-
balance the advantages of the
more advanced areas. In other
words, deliberate and uneven
policies for development of the
poor EEC associates are needed
to stop the process of sponta-
neous polarization in the EEC
itself. Indeed there is a growing
consensus among economists
that a coordinated effort is re-
quired to achieve an accelerated
increase in output and employ-
ment in these underdeveloped
countries.

There is no easy solution for
achieving sustained growth in
any poor country. What poor
countries at UNCTAD Ill con-
ference demand now, has in
large part already been granted
by the EEC to its African as-
sociates with meager resulits.
Besides an increase in direct
financial aid, at UNCTAD Il it
has been proposed non-recipro-
cal preferences for less develop-
ed countries and the use of the
Special Drawing Rights (SDRs)
for raising aid.

The monetary crisis that set
in last year affected relatively
more LDCs than weatlhy nations
but EEC associates were less
affected than LDCs in general.
Most LDCs have dollar reserves
but EEC associates have Franc
reserves and the Franc was not
devalued. It appears that over
the last year LDCs lost about
1 bn dollars in reserves because
of the international financial
crisis. They suffered a setback
in their capacity to accumulate
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foreign exchange and procure
the capital they need. This is
why poor countries demand re-
presentation to the “Club of
Ten as an agrieved party. With-
in this context UNCTAD Il pro-
posed the expansion of SDRs'
use.

Expansion of SDRs

Some economists contend that
expanding SDRs’' use so that
poor countries can have more
cheap credit would first be
highly inflationary and second
would induce aid-donor coun-
tries to cut their aid commen-
surately. The SDRs as fiat money
can induce inflationary pressure
when used by rich as well as
poor countries. Assuming that
donor countries would cut their
aid commensurately to the SDRs
to the LDCs receiving SDRs, it
would still be worthwhile for poor
countries vis-a-vis bilateral aid.
Bilateral aid is usually tied-in to
the donor countries — the poor
countries must often purchase
goods at higher prices than they
would if they had a choice of
suppliers. The SDRs are similar
to the multinational aid ap-
proach. The LDC can shop
around and purchase goods
from the lowest bidder. Perhaps
this is the main reason why rich
countries object to such an
agreement that would loosen
their control over the aid receiv-
ing country. Indeed, if wealthy
nations would be ready to enter
into a general non-reciprocal
preferential agreement, poor
nations as a whole would be
helped but, then, cut-throat com-
petition would develop among
poor nations. Demand for pri-
mary goods is inelastic; ex-
panded production would just
increase the supply of these
goods thereby inducing an across
the board decline in prices and
poor countries’ foreign exchange
revenue. With regard to manu-
factured goods, poor countries
cannot compete with more de-
veloped countries because usu-

INTERECONOMICS, No. 2, 1973

ally their productivity and mar-
keting sophistication is far below
those of developed countries.

Rich countries have not easily
accepted non-reciprocal prefer-
ences. Where tariffs have been
eliminated, other impediments
have been introduced such as
special licenses, stricter sanitary
requirements and above all
quotas. The use of quotas is a
stronger barrier to trade than
tariffs even when an annually
"expanded” formula is allowed.
It limits bilateral trade and ob-
viously discourages multilateral
trade. To be sure, as former
colonies, the EEC associate
countries are still locked in by
trade patterns developed under
their colonial masters. Not only
trade patterns and trade rela-
tionships but also production
patterns have remained the
same after achieving indepen-
dence. Even now France is by
far the most important trade
partner to its former colonies
though the same trade regula-
tions exist for all EEC countries.

These countries have dual
economies composed of a small
modern industrial enclave tucked
away in a large traditional agri-
cultural sector. Usually the tra-
ditional sector caters to domestic
use and to a lesser extent to
exports. Some economists con-
tend that the size and the
strength of the export-directed
sector determines development.
Yet, over the last decade those
associated countries with strong
export-oriented sectors did not
necessarily achieve conditions
of development. These exports
consist usually of agricultural
(plantation) products or subsoil
raw materials. As exports, these
sectors have no forward link-
ages (output is not used for
domestic production of other
goods) and as primary products
they have no strong backward
linkages (very few of the out-
puts of other sectors are needed
for production in primary sec-
tors.) It is well known that link-

ages are a key ingredient for
achieving economic growth if
not development. Backward link-
ages are propelled by those
sectors that use many domestic
inputs at various stages of pro-
duction.

Restructuring of Import
Promotion

The only way to achieve struc-
tural change in EEC associated
countries — Dbenefiting from
the association but not necessa-
rily hurting other less developed
areas — rests upon removal
of quotas but even more upon
redirecting the type of goods
EEC countries would be willing
to purchase. Import promotion
needs to be changed from raw
materials to semi- and manu-
factured goods. Instead of im-
portation of coffee beans, im-
ports of instant coffee should
be encouraged; instead of
cocoa, cocoa butter; instead of
cotton, cotton fiber and cloth.
The change in the pattern of
imports would allow structural
changes in the associated coun-
tries with increased employment
and decreased needs for aid.
But also because of increased
income and foreign exchange
availability, associate EEC coun-
tries (and other LDCs whenever
they are given the same pref-
erences) would be able to
purchase more goods produced
by capital intensive industries
in the EEC.

The EEC countries complain
and will continue to complain
that such an arrangement de-
stroys most of their own labor-
intensive industries. No one
denies this. But in open econ-
omies, as created by the as-
sociation of poor African coun-
tries with the overindustrialized
European Community countries,
if regional specialization is not
allowed to develop, the entire
integration process is a sham.
Development cannot occur with-
out structural change. As long
as the associated countries con-
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tinue to export their primary
goods (and this with limitations)
and cannot export processed
goods because of noncompet-
itiveness or hidden trade bar-
riers, no structural change is
possible. In short, structural
change is needed not only for
the poor areas but also for the
developed areas because ob-
viously the latter must change
their economies in order to ab-
sorb the processed goods ready
to be delivered by the poor
African associates.

Overrated Trade Preferences

Indeed, this is the prescription
for the world — said in differ-
ent ways — that emanated from
the three UNCTAD conferences.
But the UNCTAD conferences
are strongly against having such
solutions applied only among
restricted groups, such as the
EEC and its associates. They
claim that such regional arrange-
ments would discriminate against
everyone else — this was pro-
nounced illegal even in terms of
GATT’s rules. The reality is that
since the Yaoundé agreement,
the preferences granted by EEC
to its associates did not change
existing trade patterns. In fact,
between 1958 and 1969, the EEC
imports from all LDCs increased
by 108 p. c., but from associated
members and North Africa by
only 88 p.c. During the same
period the EEC’s total trade with
non-associated LDCs in Africa
increased at 6.8 p.c. annual
rate and by 5.6 p.c. with EEC’s
associates.

The associates’ trade repre-
sents a miniscule fraction of all
trade and only a smali fraction
of trade in primary commodities.
Just competing in primary com-
modities would not bring about
conditions of development be-
cause the tendency to concen-
trate in one or a few products
such as certain agricultural or
mining products makes these
countries vulnerable to inter-
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national price and demand fiuc-
tuations. Countries that produce
for export mainly groundnuts,
sugar, or iron ore have no elbow
room. They must compete with
other countries in the same line.
Vagaries of weather but also of
international politics greatly af-
fect how much and at what price
such products are sold if at all.
The dependence of Senegal and
Mauritania on iron ore is the best
example of struggling one ex-
port-commodity poor countries.

Declining Terms of Trade

It is generally acknowledged
that poor countries have unfav-
orable "terms of trade“. When
the price of groundnuts is 10 ¢
per Ib. and the price of a tractor
is $ 20,000, it takes 200,000 Ibs
{100 tons) of groundnuts to buy
one tractor, but when the price
goes down to 5 ¢, twice as much
groundnuts (200tons) is required
to buy one tractor. Some econo-
mists, notably Rall Prebisch,
claim that the terms of trade
have deteriorated for poor coun-
tries over the last twenty years.

International prices are set
through the interaction of de-
mand and supply according to
the price elasticities. Demand
for primary products is quite in-
elastic but so is the supply. With
more elastic demand or supply
with respect to price less change
in total revenue for a change in
supply would occur. This is one
of the reasons why the UNCTAD
conferences attacked the EEC
regional arrangements. But more
inclusive arrangements would in-
duce larger entry into themarket
and decrease the revenue for all
primary producing countries. Ra-
tioning or international planning
(as suggested by Raul Prebisch)
could solve this problem but few
countries are ready to adopt it.

Prices of manufactured goods
imported by poor countries do
not behave alike. They are usu-
ally controlied by a few firms
and the supply is not affected

greatly by whether or not new
firms enterthe market. Therefore
any time the supply of commod-
ities is restricted, poor countries
have to pay more for manufac-
tured goods in terms of primary
exported products; no wonder
as reported by the EEC April
1972 News Bulletin, “. . . the
developing countries have ex-
perienced both a decline in
terms of trade and a reduction
of their world market share. On
the economic level, their exter-
nal debts assumed such propor-
tions that interest payments
alone eat up most of their for-
eign aid revenue."

The discussion of UNCTAD III,
the implementation of the New
Yaoundé Agreement and the
new financial crisis propelled
by the devaluation of the British
pound demand new approaches
for relationships between indus-
trialized and poor nations in
general and between EEC and
its associates especially:

New Approaches

] Escape clauses in non-recip-
rocal preferential agreements
must be eliminated.

] Importation of semi- or man-
ufactured labor-intensive goods
by EEC should be encouraged.

] SDRs could be extended as
an instrument of aid; thus, bi-
lateral aid would be replaced
by multilateral aid.

O LDCs that are hurt by the
instability of international finan-
cial markets should get better
representation at IMF or in the
case of EEC associates (more
realistically) at the European
Development Bank (EDB}).

Only through these onesided
measures, difficulties encoun-
tered by LDCs in open econ-
omies can be mitigated if not
completely eliminated. The pro-
gress of LDCs will further en-
hance effective demand which,
in the long run, will benefit both
poor and rich countries.
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