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FORUM

Chances for Great Britain in Europe

here has been no shortage of

argument about the likely ef-
fect on the British economy of
membership of the European
Community. The debate conti-
nues even now, when Britain is a
fully-fledged member of the Com-
munity — reflecting hopes of ad-
vantage and fears of damage. As
there are so many uncertainties
about the evolution of Europe, it
is at any time hard to analyse
this subject exhaustively; and
this is very much so now, when
the Community is charting its
path towards an economic and
monetary, and even a political,
union. This article therefore ex-
amines only the main economic
forces which are likely to bear on
Britain’s prospects of develop-
ment as a member of the Com-
munity, as well as the implica-
tions of the practical policies at
present being formulated in the
Community — especially in the
industrial, monetary and regional
fields.

“Static” and “Dynamic” Effects

At one time much was made of
the beneficiat effects of removing
customs barriers between coun-
tries, in terms of the principle of
comparative costs: the so-called
“static” effects of integration.
Certainly no economic assess-
ment can lightly disregard this
aspect. But the fact isthat, thanks

.l Commission of the European Communi-
ties.
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to progress in GATT and other
international fora, tariff liberali-
sation has by the early 1970s
reached a fairly advanced stage.
So, while there were still tariff
barriers between Britain and the
Six in certain products, on the
whole they were fairly low. It
would therefore be unrealistic to
expect a major impact on the
growth prospects of the British
economy from the abolition of
tariffs in the enlarged Commun-
ity between 1973 and 1977.

Muchmoreimportantthanthese
“static” effects of the customs
union are what have been cailed
the “dynamic” effects. It is here
that the greatest growth potential
for the British economy seems to
lie: in the greater economies of
scale, the sharper competition
and the higher investment leveis
that can be expected to flow from
membership of the Community. It
is too early to say whether these
beneficial effects have yet begun,
but one can assess what form
they are likely to take.

Greater Economles of Scale

The advantages of greater econ-
omies of scale, in this case the
opportunities provided by a con-
tinental market of some 250 mn
consumers, are likely to be of
major benefit to British industry,
indeed during the “great debate”
about British membership of the
Community, British industrialists

were active in stressing this very
point.

The motor manufacturing indu-
stry is an outstanding example of
an industry which requires alarge
market to make full use of the po-
tential economies of scale. One
major British motor manufacturer
has estimated that an investment
expenditure of £ 50 mn is requir-
ed on new models and another
£ 50 mn on expansion and mo-
dernisation expenditure each
year. This expenditure necessi-
tates an annual output of some
2 mn vehicles. Clearly a market
larger than the UK is required,
particularly as a choice of mod-
els is important.

Membership of the Community
will enable British manufacturers
to share the advantages which
their continental partners have
enjoyed for some time — a 500 %
increase in the domestic market,
permitting a standardisation of
car models, a rationalisation and
single-unit assembly. One esti-
mation is that these benefits will
provide the British balance of
trade with an additional £ 200—
500 mn by the end of the transi-
tion period in 1978 from sales in
the motor industry alone. The
same process, of course, applies
in other export-orientated indus-
tries, and although the exact
economic impact is difficult to
quantify, it seems that a signifi-
cant increase in the British GNP
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which would not otherwise have
taken place could be expected
by 1978.

The other two dynamic effects
— greater competition and in-
creased investments — are much
more difficult to assess. All West-
ern European countries, includ-
ing Britain and the Federal Re-
public of Germany, now have a
mixed economy with a large
public sector. Furthermore most
private enterprise is represented
by vast oligopolistic industrial
empires, often multinational in
character. Thus the realities of
today have little in common with
the perfectly competitive market
which we know from our econ-
omic textbooks. Nor can present-
day governments afford, because
of social and political pressures,
to adopt a “lame-duck” attitude,
writing-off unprofitable industry,
even if it means mass unemploy-
ment in a particular region. The
real impact of what used to be
called the “cold blast of compe-
tition” may therefore be doubted
— itis likely to be only marginal.

The effect of a higher level of
investment as a result of mem-
bership of the Community is aiso
a somewhat subjective matter.
This particular dynamic effect is
related to expectations of busi-
nessmen, who feel that member-
ship of the Community provides a
better climate for investment.
Taking again the British motor in-
dustry, it has been estimated that
an absolute increase in invest-
ment of £ 10—-20 mn will result
from membership, in part no
doubt a reflection of the utilisa-
tion of the larger market. A simi-
lar pattern can be expected in
the component industries and
while the precise relationship be-
tween economic growth and the
level of investment is sometimes
disputed, it is clear that the order
of magnitude involved means that
the likely beneficial effects of in-
creased investment cannot be
ignored.

The analysis of the possible
dynamic effects provides a rela-
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tively rosy picture of the implica-
tions of membership of the
Community. The analysis how-
ever has to be carefully qual-
ified. In particular the point
needs to be made that the Eu-
ropean Community is a long way
from providing a fully integrated
market. While basic obstacles to
trade, such as tariffs and quotas,
have indeed been largely abolish-
ed, many non-tariff barriers such
as differentiated public purchas-
ing policies, conflicting standards
and measurements, different le-
gal requirements and numerous
other technical barriers, remain.
Attempts to make use of the Eu-
ropean market will therefore con-
tinue to face difficulties, a no-
table example being provided by
the trade of branded pharmaceu-
tical goods, where free movement
is still hampered by the lack of
mutual recognition with respect
to marketing licences granted
and diverse standards of qualifi-
cation required for manufacture
and distribution.

Elimination of Non-tariff Barrlers

If the European Community is
to provide the basis for a truly
continental market it will have to
progress from a customs union to
an economic union proper, pay-
ing full attention to the require-
ments of industry as well as of
agriculture.

The framework for progress in
the elimination of non-tariff bar-
riers was provided by the Euro-
peanCommission’s Industrial Pol-
icy Memorandum, issued in May
1973. The memorandum seeks to
promote the establishment of a
European industrial base; in par-
ticular it attempts to re-launch a
programme for the removal of
technical barriers to trade ac-
cording to a fixed timetable, to
mitigate the effects of uncoordi-
nated tendering for public con-
tracts, to promote the establish-
ment of competitive undertak-
ings on a European scale by the
implementation of a European
Company Law, and to devote

special attention to certain indus-
trial sectors, especially advanced
technological industries such as
the aerospace sector, as well as
to sectors undergoing industrial
decline. The ideas contained in
this memorandum would, if im-
plemented, allow not just Britain
but all the member countries of
the Community, to reap the full
benefits of participation in the
European enterprise and their
adoption is clearly of the utmost
importance.

Economic and Monetary Union

Another field where substantial
barriers to trade remain, thereby
restricting the benefits of British
membership of the European
Community, is in the operation of
different currency areas and mon-
etary policies within the Com-
munity, with the attendant
exchange controls. Apart from in-
creasing the difficulties of cross-
border transfers, the existence of
numerous monetary units creates
uncertainty and risk in internatio-
nal trade. While currency risks
can to some extent be hedged on
the forward exchange market,
they nevertheless present an ad-
ditional expenditure and incon-
venience which acts as a disin-
centive.

It is however not only the busi-
nessman who is hampered in his
work by differing rates of ex-
change. The international civil
servant is troubled by exactly the
same headaches. Thus as the
progress of European integration
proceeds there will be a growing
number of attempts, for example
in the field of industrial policy,
which has already been mention-
ed, to evolve a concerted action
at the Community level with re-
gard to the public sector; initia-
tives which will certainly be in the
interest of the United Kingdom.
These will all be impeded in the
same way as a smooth running of
the common agricultural policy is
at present complicated by the
constant re-adjustments and re-
calculations which have to be un-
dertaken in the currency field
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to maintain the common agricul-
tural market. A common mone-
tary unit would therefore produce
a good many sighs of relief in the
corridors of Whitehall and the
Berlaymont in Brussels, not only
in the accountants offices of the
large companies.

Another consideration which
arises is the urgent need to re-
form the international monetary
system. It is unlikely that the
creation of a Community curren-
cy would, on its own, introduce
calm into the turbulent seas of
the world currency markets. The
Dollar, the Yen, not to mention
the Swiss Franc and the Austrian
Schilling are all too closely tied
up in the oscillating waves of
speculation. Any real solution
clearly has to be found at the
world level. However progress in
the currency field at the Commu-
nity level should introduce an
element of stability. This stability
will be all the more enhanced if
the Community, through the Euro-
pean Monetary Cooperation Fund
manages the European Monetary
Union not only efficiently but
imaginatively and in a progres-
sive way, as is to be hoped, keep-
ing in mind the needs of the rest
of the world.

Mention must also be made of
the barriers to trade caused by
the operation of differential eco-
nomic policies, especially fiscal
policies. A multinational com-
pany, particularly, is obviously
held back in its international
dealings if the products it pro-
duces are taxed very different-
ly in particular parts of the
Community. Not only will its ex-
penditure on the number of ac-
countants and clerks it needs to
employ increase, but, much more
significant, it is likely to be ham-
pered in the establishment of a
European-wide marketing and
therefore production network. It
will therefore be unable to bene-
fit fully from the economies of
scale provided by a market of
250 mn people and economic
growth will be accordingly slow-

272

er, a fact which the British entre-
preneur realises as much as his
continental colleague. The estab-
lishment of a real economic
union, as well as a monetary one,
is thus of equal importance.

Following the Paris Summit
Conference of October 1972 the
European Community is commit-
ted to the achievement of Econo-
mic and Monetary Union by 1980.
Phase One of the progress to-
wards monetary union is already
in operation and Phase Two is
due to come into being in Janu-
ary 1974.

The creation of an Economic
and Monetary union, like the es-
tablishment of a proper indus-
trial base, therefore, is some-
thing which could benefit the
United Kingdom's economic de-
velopment. However the prospect
of such a Union also holds sev-
eral distinct adjustment problems
for the United Kingdom, which
could prove to be a major impedi-
ment to effective integration, in-
deed may arrest it altogether un-
less countervailing action is
taken.

Monetary Regional Problems

A risk that needs guarding
against is that monetary integra-
tion will create a fundamental
disequilibrium on a regional ba-
sis, instead of the traditional
balance of payments problems
experienced between countries.
This is a danger which is espe-
cially acute for countries like Bri-
tain, Ireland and ltaly, and it ap-
pears to be no coincidence that
it was these three countries, all
of which have had long-standing
internal regional problems, which
were unable to join the Commu-
nity’s joint float in March 1973.
Thus if the relative costs posi-
tion of some countries diverges
from that of other member sta-
tes, it would, in a common cur-
rency area, no longer be possible
to use general price level adjust-
ments through an employment of
the exchange rate mechanism in
order to correct the resulting im-
balance.

If it is assumed that external
receipts are kept in balance by
adjustments of the common cur-
rency, then individual member
countries must record their over-
all surpluses or deficits with their
partners. A country in deficit can
therefore only correct its deficit
by a reduction in expenditure,
and by creating unemployment.
Clearly these are actions which
would generate strong social and
political pressures, causing great
tensions in the country concer-
ned.

Doubts in Short-term Measures

Furthermore, it is very doubtful
if short-term policy measures as
provided by traditional deflatio-
nary action would really solve the
fundamental economic problems.
Thus in Britain one of the basic
economic problems has been
the high rate of inflation, a rate
which has until recently been
above that of most other Euro-
pean countries and one which
has persistently withstood defla-
tionary measures taken to com-
bat it by the government. This
level of inflation is the result of a
complex of historical, geographi-
cal, social and political forces.

Translated into economic
terms, these considerations
mean that if the Community with
Britain as a member developes
a common monetary system with-
out adequate economic and com-
mon structural policies Britain
may, in the absence of offsetting
measures, be put in a situation of
absolute disadvantage and there-
fore be vexed by major economic
difficulties.

In this context the additional
dimension of capital outflows
from the less-prosperous regions
needs to be considered. In the
medium-to-long-term, however, it
appears that the actual level of
economic activity, rather than the
level of interest rates, is the most
important consideration. Thus, in
the absence of positive Commu-
nity action to the contrary invest-
ments would be placed in the
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most prosperous, expanding re-
gions, and not in those under-
going decline and really in need
of them. The progress towards
monetary union will clearly facili-
tate a greater mobility of capital
and this means that there could
be a serious danger to countries
like the United Kingdom, which,
unable to devalue their currency,
were undergoing a period of se-
vere restraint. The need for off-
setting measures to prevent such
detrimental developments there-
fore becomes apparent and the
establishment of a regional poli-
cy, linked to the progress to-
wards monetary union, becomes
an essential prerequisite for such
a union: it can be said that mone-
tary union and regional policy are
like Siamese twins — the one
cannot do without the other!

A Common Regional Policy

The case for a common region-
at policy by the Community is
certainly a powerful one; as far
as Britain is concerned itis an ir-
resistible one if the adjustment
problems resulting from member-
ship of the Community and the
latter's progress towards mone-
tary union are to be overcome. it
is apparent that rapid advance
towards such a union would be
arrested if national economies
had not undergone the trans-
formations required to avoid
excessive regional divergencies
between the economies of the
member states. The reduction,
by the appropriate means, of
regional imbalances is there-
fore a factor for accelerating
those economic changes upon
which the strength of monetary
union will depend when it
comes to abandoning recourse
to parity changes as a way of re-
storing afundamentalbalance.No
member state can be expected to
support the economic and mone-
tary disciplines of such a union
without the Community solidarity
involved in the effective employ-
ment of a common regional poli-
cy; equally, member states must
be prepared to accept the disci-
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pline of economic and monetary
union as a condition of this Com-
munity support.

The gquidelines for a future
common regional policy were
provided by the Commission ina
report on the regional problems
in the enlarged Community, is-
sued at the same time as the in-
dustrial policy memorandum.

The Regional Policy Report
proposed the establishment of
two basic instruments — a Re-
gional Development Fund and a
Committee for Regional Policy.
The concept of the Fund dates
back to the Paris Summit Confer-
ence, which made a fundamental
decision in principle to launch an
effective European regional poli-
¢y and to make the Fund opera-
tional by January 1, 1974, thus re-
cognising the essential link
between regional policy and
economic and monetary union,
the latter being due to enter into
its second phase concurrently.
The Committee for Regional Poli-
cy will at the same time seek to
coordinate national regional pol-
icies and to find ways of comple-
menting them at the Community
level.

It is important that the Euro-
pean regional policy should be
seen as complementing, not sub-
stituting, efforts at the local and
national levels. The resources at
present being spent by member
states on regional policy have at
best prevented the gap between
the regions from growing. Econo-
mic and monetary union could,
unless there is a deliberate at-
tempt to prevent this, widen the
gap. It follows that if there is to be
a fair share in the prosperity
generated by membership of the
new Europe, then the total re-
sources devoted to regional poli-
cy, both Community resources
and national resources must in-
crease absolutely.

Conclusions

The present paper has at-
tempted to indicate some of the
economic opportunities open to

the United Kingdom as a result
of its membership of the Euro-
pean Community, as well as out-
lining some of the fundamental
problems which could arise. On
the whole, a medium-to-long-
term perspective has been adop-
ted. There remain, of course,
considerable short-term prob-
lems, regarding the adopting of
CAP food price levels, the ad-
herence to Community stee! pri-
ces and the like. While not want-
ing to belittle the difficulties in
respect of these sectors, it is
nonetheless true to say that these
problems are essentially of a
temporary nature, especially if,
as was pledged by the Commlis-
sion following the 1973 CAP price
level agreements, the agricultur-
al policy is given a fundamental
reappraisal, to see how it can be
improved in its mechanisms and
workings.

The real challenges — both in
terms of opportunities and dan-
gers — to the United Kingdom
therefore present themselves in
the longer term. To reap the full
benefits of economic integration
an effective industrial policy must
be created to remove remaining
non-tariff barriers to trade. Simi-
larly the real benefits of monetary
union cannot be realised unless
a dynamic regional policy is es-
tablished in order to overcome
the difficult adjustment problems
which are likely to arise. Other
new policies are also required —
social policies, energy policies,
environmental policies. All these
policies in turn have major politi-
cal, not only economic, implica-
tions; they unequivocally point in
the direction of a democratic,
electorally responsibie European
executive, a development which
is clearly necessary if the econo-
mic responsibilities are to be
effectively met at the European
level. Only if these challenges
are faced up to by the member
states of the Community will the
real opportunities and benefits
of the European Union be shar-
ed equally by all the peoples
of the Community.
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