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INTRODUCTION

The process of economic integration presently teking
place in Europe constitutes a gigantic and revolutionary step
for this traditionally nationalistic area of the world. In
terms of the economic and political composition of Western
Europe prior to World War II, what is happening in these
countries at this time verges on the miraculous. Of equal
importance, however, are the implications which these develop
ments hold for other trading nations of the world. Canada,
as a leading world trader 1s understandably concerned as to
the possible effects of these developments upon 1ts foreign
trade.

The point of this research is twofold. This study ig
directed to establishing both the nature and implications of
the process of economic integration taking place in Western
Europe.

Recent developments in Europe have led to the forma-
tion of two separate trading groups. The first was the
European Economic Community (EEC) whieh linked France, Ger-
many, Italy and the Benelux countries in an economic¢ union.
The Treaty establishing EEC provides for eventual free trade
amongst member countries, a common external tariff and com=-
plete economic unification under supra-national institutions.

In effect, when Treaty provisions become fully implemented,

UNIVERSITY OF OTTAWA .. SCHOOL OF GRADUATE STUDIES
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these countries will be only one step removed from political
confederation.

Other countrilss of Western Europe, while admitting
the potential benefits of economic integration, did not wish
to sacrifice much of their politlcal and economic autonomy
as required by that economic unification. Thus, the United
Kingdom, Sweden, Norway, Austria, Switzerland, Demnmmark and
Portugal decided to form a free trade area known as the
European Free Trade Association (EFTA). While the EFTA callg
for the abolishment of tariffs and other impediments to free
trade amongst member countries, it does not provide for the
establishment of a common external tapiff, nor does it pro-
vide for eventual economic union. Member countries will
retaln their individual external tariffs for imports originad
ting outside the free trade area.

Although the introduction of EEC 1s looked upon as a
most significant economic, as well as political development,
the numerous preliminary undertakings in economic cooperatiorn
in Burope cannot be 1gnored, since it is due, in great part,
to the experience derived from their successes and short-
comings that this latest, and most ambltious step was made
feasible. It is therefore of great importance to study what
previous developments led to, and rendered possible, the
implementation of EEC, and which lent economic logiec to the

formation of EFTA. A study of the various preparatory schemds
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is evidently a prerequisite to a sound understanding to pre-
sent happenings in Europe.

Another aspect, which is just as important and
meaningful as past experience in economic cooperation, is the
evolution of economic thinking, reflected in government po-
licy, which led these countries to choose economic coopera-
tion and integration rather than nationalism and protectionigm.
Thus, although one of the main points of this research will
be to determine the nature of EEC and EFTA, an attempt will
also be made to discover the nature of earlier developments,
and their contribution in making these latest steps a reallity.

The second point of this study is to show the impli-
cations of these trading and economic developments in Westerid
Europe upon Canada's foreign trade. Since these countries
constitute important markets for Canadian products it followsg
that changes in trading patterns will undoubtedly have
meaningful effects upon Canadea's future export prospects.

The analysis undertaken 1s not intended to study this aspect
of Canadian exports on a product-by-product basis, but rathen
it is intended to gauge whether or not economic integration
in Europe will prove beneficial in the long run to both
BEuropean and Canadian economic strength and stability, and
to world trade. Briefly, therefore, this study is intended
to point out the full nature of the changes which are taking

place in Western Europe and to determine what benefits meay

be derived.
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The approach used in the exploration of the problem 1&
threefold. The empirical approach is used with respect to
the study of the evolution of economic thinking whilch gra-
dually, in response to the problems of a changing economie
setting, passed through phases of free trade, protectionism
and bilateralism, regionalism, and in-today's refined form
provides justification for economic integration. The second
approach is historical, with respect to the description of
the various steps preceding the formatlon of EEC and EFTA,
including the description of these two most recent develop-
ments, The third approach is analytical, with respect to the
implications of these developments for Canada snd Western
Europe.

The general pggblem of economic cooperation is not a
new concept for European countries, but it is one which inhe-
rently contains lmportant political considerations, and thus
has always received much attention in the literature. In the
postwar period considerable body of literature, both offlcial
and interpretive, has emerged based on the development of
institutions for closer economic cooperation. However, the
main characteristic of this literature 1s that it covers only
one aspect or one institution, or at the most a few, at one
time, without providing any relationshlp between the numerouJ
developments in the field of economic cooperation, The

problem of economic integration, as such, is much more recenti
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having been brought to the forefront by the formation of EEC,
but aiready the literature is voluminous. Unfortunately, the
toplcs are selective, some dealling with the institutions,
others with the meaning and implications for specific areas
of trade. Except for a few articles in the professional
economic literature and in government publications, the
Canadian position has not been explored. One purpose of this|
study 1s to combine the various partial approaches to the
problems of economic cooperation and integration in Europe
and to provide, as much as possible, an overall picture of

the present state of practical developments and their impli-

cations for Canada.
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CHAPTER I

BACKGROUND TO CONCEPT OF ECONOMIC INTEGRATION

A. Voluntary Economic Integration

Voluntary economic integration amongst countries 1s
e relatively new economic policy concept today only inasmuch
as i1ts meaning has been adapted to fit a new set of circum-
stances, But economic integration often forcibly imposed in
its wider sense 1s a concept as old as wars, colonizations,
annexations or confederations., The fruits of the vietor in
war have always included economic control and, 1if desired,
integration; the growth of the Roman Empire contained obviou
signs of economic integration; the defeated country could
expect that its economy would be integrated, to some degree
at least, with the economy of the victors; a successfully
administered colony formed an integral part of the mother
country's economy - the colony supplied the raw materials,
or precious metals, and provided a market for the mother
country's finished products. The mother country supplied
the investments, and their risks could be considered almost
as safe as those involved in domestic investments, although
they usually were more remunerative. Annexation of one
country, or part of a country, by another most obviously

includes some form of economlc integration, whille in
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confederation voluntary economic integration is always one
of the basic considerations.

The rise of Germany as a great economic and poli-
tical power near the end of the nineteenth century coincided
with such a process of economic and political integration.
Economic unification was achieved through the Zollverein, th
German customs union of 1830, which was completed by 1840,
Friedrich List, who made the major contribution to the
establishment of thls customs union, conceived of economic
unification as a prerequisite to sound national economic
developm.ent.l In his view, every nation should follow a
policy of free trade only until it had advanced to the point
where it could undertake manufacturing for itself. At this
stage of development, a system of protection should be
employed to allow the growth of domestic manufacturing indus
tries. When such Industries had reached the stage where
they could meet foreign competition, the national poliey
should revert again to free trade. Although this - his
doctrine of "stages" of economic development - was not novel
as a theoretical economic concept, the practical conclusions
he drew from it for Germany proved beneficial. He became

convinced that Germany had reached the stage where further

1 Joseph A, Schumpeter, History of Economic Analy-
sis, New York, Oxford University Press, 1954, pp. 504-505,

UNIVERSITY OF OTTAWA .. SCHOOL OF GRADUATE STUDIES
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economic progress would require the establishment of an
extended and conveniently bounded territory, together with a

vigorous expansion of manufactures and commerce throughout

the territory. The practigal solution was to introduce judi
clous protective legislation within a customs union compri-
sing all German lands, The successful application of his
ideas to the formation of the German Zollverein undoubtedly
laid the necessary economic foundation to the political uni-

fication of Germany in the Reich established by Bismarck in
1870,

However, desplte the familiarity of the concept of
economic integration in its wider sense, the current meaning
which it connotes differentiates it from all past experien-
ces. In its present day usage "economic integration" impliep
voluntary cooperation of two or more countries with each
other; it excludes the sovereignty of one over the other as
in the case of conguest by war, colonizatlon or annexation;
and it excludes any lmmediate political integration as in
confederation, It thus becomes a new concept whereby autonor
mous nations desiring to preserve sovereignty are nonethelesp
ready to integrate "economically". It 1s a new concept
because 1t implies that, although 1t is desirable to remain
politically independent, it 1s equally desirable to integratp

on a cooperative basis for economic reasons.
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B. International Economic Interdependence

The recourse to economic integration as a solution
to various economic problems is supported by past interna-
tional trade theories and empirical studies., It is based on
the belief that this sort of arrangement will provide both,
the advantages to be galned from free trade - at least on a
regional basis, and the benefits of increased strength vis-
a-vis competitors. That economic lntegration is today, for
certain countries, a desirable economic goal implies of ne-~
cessity a changing outlook towards international economic
interdependence.

Adam Smith in his "Wealth of Nations" provides a
good insight into the classical approach to international
interdependence. In part he contends that "----the natural
advantages which one country has over another in producing
particular commodities are sometimes so great, that it 1s
acknowjedged by all the world to be in vain to struggle with
them" .2

He accepts the economic dependence of one country
upon others as a fact and bases this dependence upon differ-
ential costs, Such interdependence is quite obvious when
dealing with agricultural commodities and industrial raw

materials, since the inequeallties are due to natural advanta

2 pAdam Smith, An Inquiry into the Nature and Causes

FGS

of the Wealth of Nations, Edwin Cannan #£di tion, New York,
The Modern Library, 1957, p. 425.
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not easlly overcome. But even 1n the more complex interna-
tional transactions of industrialized nations, where natural
advantages are not so easily discernible, economic inter-

dependence is not eliminated, To the contrary, the interde-

pendence reflected in the level of trade amongst industrialit

zed countries, increases with the growth in domestic indus-~
trial activity. Until the collapse of international trade
in the early 1930's, the growth of manufacturing sector in
industrial countries far from rendering these countries inde:
pendent of foreign trade in manufactured articles, stimu~
lated the import of such articles.®

lhe growth of both manufacturing activity and
imports of manufactured articles in the five industrialized
countries covered by Table I indicates a certain paralleliasm
between these two factors. From the period 1881l-1885 to
1911-1915 growing domestic manufactures were generally accom
panied by increased imports of manufactured products in each
one of the countries covered. The decline in manufacturing
activity in France, Germany and the United Kingdom during
the period 1921-1925 was equally accompanied by a fall in
imports of manufactured products into these three countries,
On the other hand, in the United States and Sweden where

domestic manufacturing activity did not decline during this

3 League of Nations, Industrialization and Foreign
Trade, Economic, Financial and Transit Department, Geneva,
1945, pp. 76 to 8l.

[
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© TABLE I

Comparison of Imports of Manufactured Goods to Manufacturing Activity
(Index Numbers: 1913 = 100)

France Germany U.K. U.S.A. Sweden
Im.p.1 Mfg.d Imp.l Mfg;zr Imp;1 Mfg.2 Imp.l Mfg.2 Imp.1 Mfg.2
1881-1885 52 41 45 27 44 57 59 24 47 18
1886-18¢0 48 44 52 34 50 61 63 32 58 23
18901-1895 48 50 51 40 58 65 61 38 61 33
1896~-1900 49 60 54 56 64 74 53 45 €8 58
1901-19056 62 64 64 69 89 77 69 66 76 70
1906-1910 82 80 85 81 81 83 88 79 86 84
1911-1913 106 o7 o7 o7 06 93 95 92 93 95
1921-1925 54 95 68 78 72 76 95 129 105 96
1926-1929 61 131 95 112 112 93 140 164 154 134
1930 98 140 87 102 119 91 112 148 199 154
1931-1935 71 114 61 91 83 92 78 118 159 161
1936-1938 52 118 50 138 92 122 94 167 2564 223

e ————

1l Quantitative value of imports of manufactured articles.
2 Quantitative value of manufacturing activity.

Source: League of Nations, Industrialization and Foreign Trade, Geneva,
1945, pp. 130, 162, 163,

SCHOOL OF GRADUATE STUDIES
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period, imports of manufactured articles were maintained. The
1926-1929 period shows increases over the previous period in
all five countries, for both domestic production and imports
of manufactures, whereas the decreases experienced in 1930 by
Germany and the United States and the increases in France and
Sweden lend further support to the existence of this paralle-
lism. The experience in the U.K. 1s the exception, however,
since a slight decrease in domestic manufacturing in 1930
from the previous period, was accompanied by a slight increas¢
in imports.

In the two sub-periods indicated by Table Il follow-
ing the year 1930 the relationship between production and
trade appears to have been severed in those countries which
took steps to develop their manufacturing at the expense of
imports. The increased domestic manufacturing activity in
France and Germany during the period 1831-1938 was accompa-
nied by adecrease 1In imports of manufactured products. In
the United Kingdom, during this same period, a record level
of domestic manufacturing activity was accompanied by only a
small increase in imports., The protectionist poliecy of the
United States is alsoindicated despite the growth in imports
of manufactured products into that country during that period}
While its manufacturing activity was slightly higher than
the level reached in the 1926-1929 period, the index of

imports decreased from 140 to 94. Amongst these five coun-

UNIVERSITY OF OTTAWA .. SCHOOL OF GRADUATE STUDIES
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tries only Sweden continued the growth pattern experienced
prior to 1930,

It would seem, therefore, that the self-sufficiency
which could be assumed to grow with industrialization is
evidently a fallaecy - unless it is an imposed self-sufficienpy

through high tariffs, quotas and other barriers to trade.

C. International Trade and the Classical Approach

Despite the fact that certain countries may have orl
ginally sought industrialization as & means to increased
self -sufficiency, this very development led to increased
international interdependence; and as international trade
grew both in volume and in complexity, classical theory of

international trade, malnly based on Ricardo's theory of con

parative costs, found itself incereasingly wanting in the
face of practical development.4
According to classical theory, free trade enabled
each country to specialize in the production of those goods
which 1t could produce relatively cheaply and import those

items which foreign countries could produce at a comparative|

advantage. In theory, therefore, free trade led to the opti

mum allocation of resources and to some form of international

4 Stephen Enke and Virgil Salera, International
Economics, New Jersey, Prentice-Hall, 1947, pp. 201 and
seq.
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economic equilibrium based on the rules of the gold standard
In this way any international disequilibrium could be recti-
fied through readjustments in the quantity of money and the
price structure in the domestic economy. Thus, stability in
the domestic economy was a secondary consideration to equi-
librium in the world economy.

Classical theory of international trade assumed that
domestic considerations, such as full employment, distribu-
tion of income and price stability could, in effect, be
secondary . t0 objectives of international equilibrium. It
emphgsized the role of money flows and their impact upon
corrective price adjustments, and the restoration of a compe
titive pattern of international prices and costs, while prac
tical developments placed greater emphasis on the mechanism
of income transfers and their impact upon domestic economic
activity and employment. This did not weaken the classical
views as to the effectiveness and equilibrating tendencies
of balance of payments adjustments, but it raised serious
doubts about the theoretical desirability and practical
acceptability of such mechanism wherever its main burden fel
upon domestic economic activity and employment.

In supporting free trade, the classical approach was
increasing the vulnerability of one country to the economic
conditions of its trading partners; and this, together with

the general "laissez faire" approach to domestic activity,

UNIVERSITY OF OTTAWA .. SCHOOL OF GRADUATE STUDIES
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provided no defense for the domestic economy against extern-
ally produced instabilities. A study made by the National
Bureau of Economic Research shows the parallel movements in
business conditions in seventeen countries of the world bet-
ween 1890 and 1925.5 It is evident the gold standard system

linking these countries contributed a great deal to this

parallelism, through the adjustments that this system requirgd

of each domestic economy, especially in their price struc-
ture, in order to reach a position of equilibrium vis-a-vis
the rest of the world. Despite certain irregularities, a
general tendency towards parallelism in the trends of busi-
ness activity - depression, recovery, prosperity and reces-
sion - is conclusively demonstrated by this study. The intex
sity, timing and importance of cyclical movements varies
from one country to another, but it is the exception rather
than the rule for any country to have remained unaffected by
major booms or depressions occurring within the economies of
its trading partners.

However, the increasing importance of domestic econ-

omic considerations in the nineteen thirties necessitated

certain rigidities in internal price, cost and wage structurés.

These latter factors could no longer be submitted to the

5 League of Nations, Economic Stability in the Post-
War World, Department of Economlcs, Geneva, 1945, p. 88.

-~
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external fluctuations inherent in free trade policles under
the gold standard system. Some solution was necessary to
lessen the impact of international adjustments upon the level
of domestic economic activity and employment. International
trade theory could no longer concern itself strictly with
problems of trade, but had to give imcreasing consideration|
to the problem of vulnerability of each domestic economy to
the soundness or instability of its trading partners.

D. The International Monetary System

Although the gold standard was a method of relating
the value of national currencies to each other it was, in
effect, far more than just a "world currency??ra%gggfgta
system which provided the almost automatic co-ordination of
the multi tude of national economies and national economic
policies; it was in fact the framework of an integrated worl@d
economy. Consequently, as demonstrated by the experience
of the thirties, the problems raised by its breakdown could
not be solved by monetary reforms alone.

The gold standard system had two distinctive featu-
res, First, 1t provided a fixed value for all national cur-
rencies in terms of gold. This meant that any disequilibria)
in the balances of international payments could not normally

be corrected by adjustments in exchange rates, but had to be

corrected by adjustments in national price, cost, and income

levels to the fixed exchange rates.
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The other, perhaps even more essential, feature of
this system was its inherent relationship to a competitive
market economy within which the numerous adjustments to eco-
nomic change could be absorbed. To perform its function asa
world monetary system and co-ordinating mechanism, the gold
standard required adjustments of balances of payments to
every change in volume and flow of international trade and
international cepital movements;it necessitated adjustments of
national price, income and employment levels to the require-
ments of equilibrium in the balance of payments; it also re-
quired adjustments of the volume of production of particular
goods and services and of the amounts of capital invested
and the number of persons employed in particular industries
to meet all the aforementioned international economic
factors, such as balance of payments equilibrium.

It is apparent therefore that as long as the gold
standard functioned, the countries accepting it were, in
fact, voluntarily surrendering a substantial part of their
autonomy in determining their domestiec economic policies. It
follows, therefore, that once enough countries would refuse,
even if only tacitly, to follow the "rules of the game", the
system would 1nevitably fall.
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E. Breakdown of the Gold Standard

Although the breakdown in multilateral foreign ex-
change convertibility can be partly attributed to psycholo-
gical factors, mainly a general loss of confidence by more
end more countries in the existing system, several other morL
tangible causes are also discernible. Gold stocks held as
foreign exchange reserves were becoming increasingly uneven-
ly distributed in favour of the United States. This unba-
lanced distribution was mainly due to the failure of most
countries at one time or another to observe, in their inter-
nal monetary policies, the rules of the gold standard
system.6 Under a system of fixed exchange rates such as the
gold standard imposed, the malntenance of equllibrium in the¢
balances of international payments required each country to
adjust its domestic price, cost, income level to the state
of its balance of payments. A "surplus" country had to
inflate,a "deficit" country to deflate, its domestic credit
structure. Thus, according to the rules of the game, the
U.S.A., in 1927-1929 should, 1in view of her large surplus,
have inflated at the risk of stimulating still further the
runaway boom. Great Britain should have, according to these|

rules, during the same period, deflated still further in order

& H.W, Arndt,"The Economic Lessons of the Nineteen
Thirties", Royal Institute of International Affairs, London,
Oxford University Press, 1944, p., 287.
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to reduce costs, and so stimulate exports and curtall 1mporté.
The fact that both countries, in common with most others,
refused to adhere rigidly to these rules asutomatically ren-
dered the gold standard system of adjustment inoperative. In
addition, there was also the fallure of the supply of gold
to increase proportionately to the growth in international
trade. The failure of Britalin to increase its exports, the
tendency towards relative over-production in world agricul-
ture and primary products, with its unfavourable effect on
the balance of payments position of most primary producing
countries, were also important indications of the eventual
breakdown in the world monetary system.

The historical origin of the breakdown in the inter-
national gold standard, however, may well have stemmed from
France's decision in 1928 to accept nothing but gold in

settlement of the enormous surplus accruing to her from repsa

triation of cepital and from its current balance of payment
surplus.7 This move, together with the eventual introduc-
tion of exchange control by Germany, to halt the depletion 1h
its already dwindling forelgn exchange reserves, placed
London, the traditional financilal center, under heavy pres-
sure. The wide usage of the Pound Sterling in international
payments made it one of the most commonly held foreign cur-

rency in most exchange reserves.

7 League of Nations, International Currency Expe-
rienceE Lessons of the Inter-War Perlod, Geneva, 1944, p,39.
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Under the heavy and anxious foreign repatriation of
gold, the U.K. government was forced to suspend the Central
Bank's obligation to sell gold in exchange for silver in
September 1931. Thus the gold exchange standard, which had
maintained convertibility of currencies, fell and was re-
placed by inconvertible currency blocs, fluctuating exchange
rates and exchange controls.

As early as 1933 four groups of currency systems
were in effect. The Gold Bloe, which comprised France, Swit
zerland, the Netherlands, Italy (until 1934), Belgium and
Luxembourg (until 1935), maintaining the parity of their cur
rencies and full convertibility. These countries had to
depend mainly on high tariffs and import quotas on a large
scale in order to keep their trade in balance, since their
currencies were, for the most part, overvalued as a result
of depreciation in numerous other countries. The second
group was composed of countries maintaining an artificial
parity by means of exchange control such as Germany.and
Italy (after 1934). In these countries, quotas were supple-
mented by the rationing of foreign exchange for the purchase
of imports. Exchange control was soon developed by these
countries into an instrument of further economic warfare by
minimizing the need for, and maximizing the acquisition of,
free exchange currencies. It was, in a sense, a return to

mercantilism. The third group of currency bloc was composed
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of those countries with depreclated and controlled exchanges|-
most Latin American countries, and some European, such as
Greece and Czechoslovakia., For this group, extreme measures
of trade restriction were not required to supplement initial
depreciation and control, while at the same time these coun-
tries could pursue policies of domestie reflation, although
not all did. The fourth group of countries depreciated theip
currencies, but maintained convertibility. These included
some

the U.K.q’British Dominions, the Scandinavian countries unde?

the Sterling Bloc; also the U.S., whose dollar was allowed
to depreciate in April 1933.

F. Breakdown of Multilateral Trade

With the collapse of the world monetary system and
its replacement by separate currency blocs, multilateral
trade was replaced by a general move towards bilateralism.
This move was due, not only to the impossibility of conduc-~
ting multilateral trade with ineconvertible currencies, but
also as a means to prevent any further deterferation in do-
mestic economic conditions.

The serious internal economic conditions facing most
countries demanded immediate attention. The drastically re-~
duced levels of production and income accompanied by mass
unemployment required that govermments give increased atten-

tion to domestic problems.Priorifies were forcibly reversed

-e
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domestic problems had to be attended to first and foremost,
even at the sacrifice of international economic considera-
tions. Any further deterioration in the internal situation
of individual countries had to be prevented to all costs.
Employment and production levels had to be revitalized, and
most countries attempted to do just this through replacement
of imports by domestic production. It therefore followed
that, since trade could not be dispensed with completely, it
should at least be controlled in a manner most advantageous
to domestic production and employment.

In this way discriminatory trading agreement became
more and more prevalent as each country sought to restrict
its trade to those countries with whom it felt some advan-
tage could be gained. Such arrangements werse intended to
foster a certain stability in a country's international tradg
which, in turn, would promote greater stability in domestic
production and employment levels.

In many cases, however, bilateral agreements became
instruments of commercial warfare. The degree of instability
which this move towards bilateralism produced was such that
by 1935, when the Economic Committee of the League of Nationp
was requested by the Council to examine the feaslbility of ah
international agreement whereby changes in tariffs and other
restrictions would be announced one month in advance, it

reported that there was '"no chance at present of achieving
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such an agreement“.8
Bilateral trade was also used in an effort to reduce
deficits in balance of trade. No longer supported by foreign|

lending, trade deficits had to be converted into surpluses or

at least into balanced accounts. Thus with exports flounderipg,

mo st countries adopted policies to curb imports through wide
use of quantitative controls and high tariff barriers. Even
the United Kingdom, where the tradition of open competition
and free trade was strongest, did not remain immune to this
move as it adopted the Import Duties Act in February of 1932.f
Of all British imports, over 80 per cent had been allowed frep
entry. From then on, however, only 25 per cent of goods im-
ported remained untaxed; these latter were mainly raw mate-
rials and a few foodstuffs,

Despite the general adoption of bilateral agreements
and import restrictions and the increases in tariffs, the
depressed state of domestic prices, production, trade and
employment continued to deteriorate, and new measures had to
be continuously introduced to prevent still further declines,
which many countries feared would result in complete economic
chaos. Quotas and exchange restrictions were increased, and

they soon overshadowed all previous restrictive measures.

8 League of Nations, Commercial Policy in the Inter-W

Period, Geneva, 1942, p. 71.

9 Ibid., p. 72.
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The speed with which this movement towards bilatera-
lism, with its many accompanying barriers to trade, spread tqg
almost all countries of the world, does not only prove the
anxiety of each country to find a solution to their internal
problems, but also serves to amplify the manner in which the
passive and active trade balances of each country depend upor]
one another, and form only one single global trade balance

within which all countries must either stand or fall.

G. The Role of the U.S.

As discussed earlier in the chapter the problem of
international vulnerability to the spread of economic depres-
sions and inflations was brought to the forefront during
these years of widespread economic depression. This fostered
a psychological approach to the situation whereby smaller
countries readily blamed larger economies for part of their
troubles.

The most commonly accepted premise, in this respect,
was the blame placed by Europe upon the U.S. economy as the
main cause, both for the extent and the intensity of the de-
pression. Europe maintained that although a downturn in eco-
nomic activity had been evident 1n several less industrialize
countries and in Germany between late 1927 and the middle of

1929, their collective economic weight was not sufficient to

d
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spark a worldwide collapse.lO It was not until the downturn

of industrial activity in the U.S. in July 1929, followed by

the stock market collapse in October of that year, that condil-

tions became increasingly worse in the U.S, and in Europe.
The main consequential aspects of the U.S. depressior
for European countries were the abrupt fall in U.S. imports
and dollar investments. The level of world trade and econo-
mic activity prior to 1930 had been partly supported by U.S.
purchases of foreign goods and services and by new invest-
ments abroad at a level of $7.4 billion per annum for the

three years 1927 to 1929. However, by 1933 such income for

foreign countries had dropped by 68 per cent to $2.4 billion|il

This drastic decline in U.S. purchases from foreign
countries, and in the world supply of dollars must rank as a
very severe disturbance directly contributing to depressing
business activity abroad and producing foreign exchange pro-
blems. The level of economic activity in Europe could not be
expected to remain unaffected by such a sudden and severe
contraction in the supply of dollars, and thus the U.S. was
widely blamed for the breakdown of the international currenc#
system and for its devastating effects.

10 g.s, Department of Commerce, The United States in

the

World Economy, Economic Series No, 23, Washington, 1943, p,.14§

1l 1pid., p. 174, Table 2. Actually, if fixed repay-
ments are taken into account, net U.S. dollar payments abroad
had fallen by 77 per cent to $1.5 billion.
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He The Unemployment Problem

The various economic measures, such as increased
tariffs, quantitative import restrictions, currency deprecias
tions, and exchange controls, adopted by most countries
during the depression were, it 1s true, intended to overcome
imbalances in international trade and payments position. But
they were also used as means to salvage any remnant of domest
tic economic stability.

Mass unemployment presented the most obvious and
overwhelming problem of economic instability.lz Dur ing the
winter of 1931-1932, the number of unemployed in the U.K.
reached 2,5 millions, reducing about 25 per cent of the whol¢
working class population to the dole. By 1932 some six to
seven million German workers were unemployed. The effects
of the world depression in France were slightly delayed by
the existing protection against foreign competition., Gradualt
ly, however, the French economy began to suffer, in particu-
lar, from decreases ln exports and in tourist revenues., The
depression first hit several large French business underta-
kings which in the throes of bankruptey had to appeal toc the
State for assistance. Continued export losses steadily
deepened the industrial depression, and led to mass unemploy$}

ment., At the climax of the depression in France 1.5 million

12 H, W. Arndt, The Economic Lessons of the Ninetaen
Thirties, p. 250. )
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were unemployed, While this figure may not appear high in
comparison to those of the U.K, and Germany, 1t was for this
country, who normally employed annusally several hundred
thousand seasonal foreign workers, absolutely catastrophic.
Faced with such dangerous unemployment levels, most
government s viewed the curtellment of Imports as a necessary
measure to prevent any further deterloration, and possibly
even bring some amelioration. The popular thesis was that
goods previously imported would now be manufactured domestic-
ally. In turn this additional internal productive activity
would mean jobs for the unemployed. Of course the 1nadequac§
of this approach to cope with the large and overwhelming
problem of unemployment was immedliately obvious. While polild
cles of protectlion undoubtedly brought a certain measure of

relief to the situation much more was needed.

I. Attempts at Recovery

The breakdown of the world-wide multilateral system
of settlements engendered the establishment of restricted
areas of international settlements and the introduction and
extension of discriminatory measures to insulate domestic
economies from foreign competition. Unfortunately the variov
measures to restrict, control and stabilize international
trade and payments positions did not lead to the coveted

domestic economic recovery.
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To 1lift Europe out of near economic chaos required
action from within each country affected. However, the
success of lnternal policies for recovery were hampered by
the division of Europe into many small markets., Taken as a
whole, Europe represented one of the greatest concentrations
of wealth and productive capacity. However, this capacity,
??ﬁgersed among several countries, was rather inefficient.
The economic drawback resulting from the existing divisions
of markets were even more pronounced as each economy became
increasingly segregated through protectionism and duplication
of industrial development,

Nevertheless each country adopted those policles
which it believed would bring some relief to the situation.
The policies of the various European countries dif fered con-
siderably one from another. Their only common feature, during
this period extending from 1930 to World War II, was the lac
of effort toward greater international economic cooperation.
Each country tried to achieve and maintain recovery through
the implementation of national policies, paying little atten;

tion to considerations of international cooperation.
Most countries pursued different policies on the

basis of different theories and circumstances.l3 The effects

13 Paul Alpert, Twentieth Century Economic History
of Europe, New York, Schumen, 1951, pp. 7-165,
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of the depression in France were mainly felt by a gradually
increasing strain on her balance of payments, domestic indus-
trial inactivity, and growing budget deficits. To overcome
these difficultles every effort was made to pursue the then
orthodox policy of deflation which, it was hoped, would sti-
mulate recovery either by restoring profitability to private
enterprise or by leading to a fall in interest rates which in
turn would encourage private investment.
In the United Kingdom, the new tariff of 1932 becamgq
a vital element in a recovery based on "cheap money" and the
abandonment of the gold standard in 1931. This latter measige
removed the immedlate pressure on the British balance of pay-
ments position, This, together with the incoming flow of
foreign capital paved the way for the adoption of a vigourousg
policy of "cheap money”. However, U.K. policies were assist#d
by other developments. The expansion of trade was achieved
mainly through devaluation of the Pound Sterling and Imperiaﬂ
Preferences devised in 1952, The large residential bullding
boom which began in 1932, end the fact that Great Britain
hed never fully shared in the inflationary period of the
twenties, were of great assistance in determining the succes%
of Britains recovery.
German policles for recovery did not entail monetar#
measures alone. To the contrary monetary measures were secoi-

dary to innumerable devices of putting the unemployed
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[directly to work through such schemes as compulsory labour
service, a compulsory year on the land, and discrimination
agalnst the employment of women. Such direct measures were
coupled with an expansionist monetary policy based mainly on
large scale public spending. By the end of 1934, even before
the indirect effects of public expenditures upon consumer
demand had made itself fully felt, unemployment had fallen by
more than three million and the volume of industrial produc-
tion had increased by 30 per cent. Of course the success of
the German policies was facllitated by re-armament, and
sutocrati¢ powers of control over individual economlic acti-
vity in the country. The series of controls over consumption}
labour supply and investments which had to be implemented as
a result of the initial policies of recovery are only further
indications of the near impossibility of adepting such measu-
res to a democratically governed economy.

The Swedish experiment,14 acclaimed as & model of
trade eycle control, was greatly assisted by favourable deve-
lopments in foreign trade resulting from devaluation, "cheap
money", deficit financing and stability in world demand for
its raw materials, The recovery pollicies of the Labour Goverpn-

ment elected in 1932 did not really get under way until 1934,

14 g, w., Arndt, The FEconomic Lessons of the Nineteen
Thirties, p. 207.
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These policles were characterized by the introduction of com-
Fensatory or double budgets and planned public works. 1In
a

dopting a compensatory budget the government no longer had t¢

balance the whole budget, but only the current items. The
capital account of the budget could be balanced over the
trade cycle as a whole. This permitted more leeway in organ~-
izing public works programmes Sweden already had some expe-
rience with public works as a method of counteracting or allet
viating unemployment. Since 1920 it had been the practice to
create work for the unemployed rather than provide cash
relief; and in 1924 a State Unemployment Commission had been
set up to co-ordinate public works programmes. With such
administrative machinery already in exi stence, the task of
expanding the role of public investment to counteract the fall
in the private sector, was facilitated to a great extent,
Whether the policies adopted by individual countries
were reflationery, deflationary, whether they included mone-
tary measures, or public investments and works programmes,
they were all intended to provide work for the unemployed.
Although these policles were divergent they did have one
common point, they were generally accompanied by national
insulation from outside economic fluctuations. But Europe
soon realized that national planning and regulation of foreigh
trade are interdependent, Each restriction on imports requirsd

further regulation of the industries concerned, and in the
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aggregate meant the control and regulation of competition,

both domestic and foreign, in order to be effective. Thus

the doctrine of full employment, monetary and credit manage-
ment, price and wage controls and public investments conceiqu
within economic boundaries insulated from the pressures of
foreign competition could only lead to progressive dispari-
ties of prices and wages, and to a constantly growing separa-
tion of economies and nations, without providing any enduring

solution to the basic problems of that time.

Je Discouraglng Results

Despite the serious efforts made by all countries
affected to achieve economic recovery, progress was slow and
even discouraging.

As evidenced in Table II, it was not until 1936 that
most countries in Europe reached the level of industrial
produc tion attained in 1929, It should also be noted that in
the United States, France and the Netherlands, where the pain-
ful process of deflation and balanced budget was pursured
most assiduously, until 1936, the recovery was slower tha
in the U.K. and Sweden.

The more noticeable improvements in the U.K. and
Sweden were attributable in part to their success in main-
taining a more favourable export level than in most countried.

Of course, the effect of the planned budgetary deficits and
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TABLE IT
INDUSTRIAL PRODUCTIONY
(Index Numbers; 1929 = 100)

m
1929 1932 1933 1934 1935 19836 1937

World 100 70 78 86 96 111 119
U.S.A. 100 53 63 68 79 94 103
U.K. 100 84 88 99 106 116 124
Sweden 100 89 o1 110 123 135 149
France 100 72 81 75 73 78 82
Netherlands 100 84 172 93 90 ol 103

1 Quantitative value of industrisl production.

Source: League of Nations, Commercial Pollcy in the
Interwar Period, Geneva, 1932, DP. 168,
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public works programme in Sweden are also evident in the
comparatively rapid growth of industrial production in that
country beginning in 1934.

During this pre-war perieod world trade floundered and
did not reach the level achieved in 1929, indicating that the
restrictive foreign trade policies inherent in most domestic
recovery programmes had, at least, been effective in reducing
foreign competition and aggregate volume of international
trade. But the obstacles to foreign trade were in themselveq
hampering the rate of growth of domestic industrial produc-
tilon. This 1s supported by earlier statistical data in
Table I, and can be explained by the fact that domestiec pro-
duc tion mainly for the home market was of necessity at a
lower level than domestic production geared to world demand.
In addition, a lower level of production during the initial
period must have left idle means of production, which head
previously been employed in the field of exports, and even in
concurrence with a larger import market. The resulting na-
tional income, the growth of which was now malinly dependent
upon internal developments, no longer supported by the inflow
of foreign capital, could not but stagnate and be unduly slow]
in its recovery.

This contentgfg%ngggt the low level of foreign trade

contributed to the / ©f recovery in most countries, is also

supported by favourable developments in the Sterling Bloec.
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In this area, enjoying relative currency stability and free-
dom from excessive trade restrictions, trade expanded consi-
derably. This trend was accompanied by comparatively faster
recovery in industrial production in these countries than in
those countries where trade was restricted.

As can be seen from Table III, the volume of indus-
triel production in the United Kingdom, Sweden, Norway and
Denmark increased regularly from 1935 to 1938, along with
increases in national income. These countries, belonging to
the Sterling Bloc experienced relative stability and growth
in their foreign trade, especially amongst themselves., The
contrasting results in the Gold Bloc countries and the
"Dollar" countries were quite remarkable, In these groups
trade was restricted by high tariffs and quantitative impedi-
ments,

Thus, developments following the great depression
were partly characterized by a noticeably slower recovery in
those countries adopting protectionist policies, than in
those countries which managed to maintain a continued and
increasing flow in their foreign trade transactions. Of coursle,
as seen earlier, other factors than foreign trade contribu-
ted to the earlier recovery achieved in the United Kingdom
and Sweden. Nevertheless, this variation in the rate of re-
covery between these two groups of countries, indicates that

sound policies of domestic economic recovery were assured a
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Selected
Sterling Bloec

Countries

U. K.
Sweden
Norway
Denmark

Gold Bloec

Countries

France
Netherlands
Belgium

Dollar
Countries

U.S.A.
Canada

TABLE III
Percentage Change from 1929 in

a) Volume of Industrial Production, and b) National Income1

1935 1936 1937 1938

5,6 156.8 23,6 15.5
23, 35.0 49.0 46.0
7.6 18.2 29.6 29.1
25,0 30,0 36.0 36.0

-26,92 21,7 -18.1 -23.9
- 9.8 - 806 2.8 4.1
-17,8 -13.5 - 2,8 ~21.3
-20.9 - 6.4 2.7 -2000
- 9.0 2.0 12Q0 1.0

l In current currency values
2 Minus signs indicate a percentage reduction.

{ b))

19356 1936 1937 1938
5.5 12.1 20,9 14.5
2e5 10,1 24,2 29.4
7.4 6.4 21.2 32,9
2.5 13,5 18,9 24,3

"50.9 -24.0 -1409 -901

-26.5 -24,8 -20.2 -16.6

not available

-33,1 -22.1 -14.2 -22.9

-25.6 -15.7 =17.5

"54.3

e ——— —————  — —— —— ———— — _—

? » Mo 1840

Source: U.S. Department of Commerce, The U.S. in the World Economy, Economic Series No.23,
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greater measure of success by the inclusion of appropriate
foreign trade considerations. Conversely, it would appear
that domestic recovery programmes implemented at the expense
of foreign trade requirements could achieve only limited
success, To put it very briefly, outright protectionism did
not prove to be a true solution to the ecopomie difficulties

of the nineteen thirties.

K. Economic Cooperation Considered

During this period of faltering economic activity,
the need for economic cooperation was not completely ignored.,
It was felt as far back as 1930, Even before the depression
had given evidence of the overwhelming dependence of segre-
gated European markets upon the economic stability and streng
of the United States,15 this idea of unifying the European
markets into a larger entity to meke 1t more efficlent, to
coordinate its inherent economic wealth and growth potential,
was being voiced. The objective was to create a European
Federal Union invelving political and economic cooperation
between member states.

In May 1930, Mr., Briand, then Prime Minister of Franc

elaborated his views in a memorandum to all European govern-

15 T, Balogh, "The United States in the World Econom

Bulletin of the Oxford University, Institute of Statistics,
OctOber 1946, PPe 309=- .

th

e,
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ments Members of the League of Nations. He referred to the
desirability of the "establishment of a common market" for thT
products of all European countries.l® At the same time he
criticized the creation of bilateral agreements with the
objective of raising trade barriers against outside countries}
This proposal received the unanimous support of forty-five
countries, but owing tc the economic exigenecies of the time
discussion of this broader issue was eventually sacrificed to
considerations of more immediate nature,

That economic cooperation should not have received
more practical attention at that time is quite understandablel
This was a time when economic sutarky end the export of unem-
ployment by reaeising trade barriers were the accepted means of
action for all govermments to combat the evils of the depres-
sion. The main concern was the revitalization of each econom
the end to chronic unemployment and industrial stagnation.
But, despite these immediate and pressing problems, some meanp
had to be found to insure future economic stabllity. This
was the birth of "Keynesian" economics whereby government
participation and planning in economlc activities would pro-
vide the required controls for avoiding repeated significant

economic fluctuations, and provide some assurance of full

16 ynited Nations, Customs Unions, A League of Nation
Contribution to the Study of Customs Unions, Lake Success,

U.N, Department of Economic Affairs, 1947, p. 38.
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employment and a reasonable level of economic activity.
Growing markets, expansion of trade, economies of mass pro-
duc tion, increasing productive efficiency and capacity were
problems of the future, and so too, therefore, was economic
cooperation., Not only did they overlook the presently
accepted tenet that economic advantages are to be found in
cooperation amongst fragmented economies such as existed in
Europe,l'7 but even the concept that economic unity would havgq
to preceed any "peace promising"” political or military unity
was overlooked., Concerned with grave problems in their res-
pective domestic markets, governments could not appreciate
that the only lasting solution would have to be found in
terms of their posltion and economic strength in the world
economy. Moreover, apart from economic considerations, therg
were no evident international forces such as exist today to
popularize the acceptance of cooperation and unification as
the solution to European problems.

However, the policies adopted did not prove successfyl,
and the economic actlivities of European ecountries in the

thirties continued at regrettably low levels. The economic

17 Today it is a widely accepted fact, especially re-
flected in GATT discussions and negotiations, that freeing
international trade of discrimination and restrictions is an
essential requirement to assure economic growth and to raise
standards of living in both the industrialized and less
developed economies alike., Economic integration 1s likewise
considered as a step further in this direction.
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stagnation which faced Europe during most of the pre-war
period amplified the drawbacks of protectionist policles and
divided markets. The inequality between the =small and mar-
ginel European markets compared to the U.S, market led many
to believe that both gains and losses would continue to be
one-sided, to the disadvantage of Europe, as long as this
disproportion in productive and distributive capacity remsine
between these two areas,

The normal development and general acceptance of the
concept of unification through cooperation was disrupted by
the exigencies of war. This catastrophe, apart from its de-
vastating consequences, added more evidence to the d4i sadvan-
tages of European dis-unity.l8 It also gave great lmpetus

to put into practise some form of economic cooperation,

18 R.G. Hawtrey, Western European Union, Implicetions

for the United Kingdom; Royal Institute of International
Affeirs, London, 1949, p. %6.
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CHAPTER II

THE PROCESS OF GRADUAL INTEGRATION

A, Introduction

With the end of the hostilities, Europe's economie
problems, no longer overshadowed by matters of military ne-
ceasity, assumed their position of primery importance.

Europe was a devastated market, and in many instances, in-

ternal economic troubles were ecompounded by the loss of colo
nial dependencies. In addition, the imminence of a second
glant market, the U.8.3.R. and 1ts satellites, represented a
potential threat militarily ardeconomically to the weak and
comparatively divided Western European economies,

The desirability of some sort of unified front, to
meet both the economic and mllitary problems of the time, thhs
became widely accepted. However, the driving force behind
economic cooperation was military. The fear of renewed war
and devastation convinced these historically individualistie
countries, that cooperation was their only hope. The first
step in this direction was taken in March 1948 when the U.K.
France and Benelux were united in the mutual defense Treaty
of Brussels. The immediate fear of renewed war gave the
desire for unlon an even stronger motive than exists today.

Mr. Churchill described these feelings in a speech in 1946,
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when he said in part: "What is the sovereign remedy? It is
to recreate the European Family, or as much of it as we can,
and to provide it with a structure under which it can dwell
in peace, in safety and in freedom. We must build a kind of
United States of Europe." At that time, however, the U.K.
had no intentions of joining such a union, but thought, in
Churechill's words, that the U.K. and the Commonwealth "must
be friends and sponsors of the New Europe, and must champion
its right to live and shine."2? At the Hague "Congress of
Europe" of 1948, the desirability of either a formal federa-
tion of European States, or somethling not far short of 1it,
was contemplated. It was as a result of this, that one year
later, the Council of Europe was put into effect. Although
it did not provide European Federation, it did indicate the
desirability for economic and political cooperation in Europq,
while at the same time recognizing that such steps would have
to be taken gradually.

While there is no doubt that Europe seriously desired
to implement some form of united action to maximize its
efforts in dealing with 1ts economic problems, it is equally

obvious that the strong support and encouragement it received

1l R.G. Hawthrey, Western European Unlon, Implicationg
for the United Kingdom, London, Royal Institute oI Interna-
tional Affairs, 1949, p. 26.

2 Ibid., p. 27.
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from the U.S. hastened the development of practical measures
towards this end, American motives in promoting Eurocpean
unity were basically two-fold., First, they belleved their

own history had been fundamentally changed by the union of

the States, and that any other area of the world which adoptgd

the same formula could look forward to the same future.
Secondly, by promoting what they firmly believed would resulg
in a stronger economic unit in BEurope, they were at the same
time promoting thelr own welfare in terms of a larger export
market for U.S. goods, stronger allies in military matters
and, eventually, the possibllity of some relief in their lar
ger scale economic aid to less developed nations.

Economic cooperation in Western Burope became a
practical political issue as a result of General Marshall's
offer of American financial aid in the reconstruction of
Burope. This was seized and the possibility furthered by thé¢
Report of the Committee on European Economic Cooperation,
representing the sixteen nations which had accepted the U.S,
offer. In the more practical considerations of the Marshall
Plan, Europe reallized that although the need for cooperation
was imminent, a more gradual approach than immediate politie
unification was highly preferable. Europe dso realized that
it was up to them to find the best means of implementing
economic cooperation, for as Mr. Marshall had indicated in

his speech of June 5, 1947, "there must be some agreement
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among the countries of Europe as to the requirements of the
situation, and the part these countries will take in order
to give proper effect to whatever action might be under-
taken."5 In these words, Mr. Marshall expressed the official
U.S5. view, that the initiative to introduce practical measu-
res of economic cooperation would have to be originated by
Burope 1tself., The U.S.'s contribution would be simply to
lend support to this initiative.

The practical considerations, of re-construction and
rehabilitation of whole economies envisaged by the Marshall
Plan, led to the formation of the Organlization for European
Economic Cooperation in the latter part of 1948, The sense
of urgency in these matters, however, was progressively re-
placed by the European preference for gradualism, Europe
was genulnely intent on preventing any possibility of renewed
German military strength, and this fear was only compounded
by the growing military disparities between East and West
Burope. As hope for peaceful agreement between East and Wesy§
faded, Western Europe gradually accepted the fact that there
would be need for cooperation, not only on an sconomic basis
but also on & military basis.

By the end of 1948 there were two main bodies of co-

operative action in Europe; the Brussels Treaty especially

3 R.G. Hawthrey, Western European Union, Implicationg
for the United Kingdom, p. 29.
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interested in the collective self-defense of its members and
the OEEC concerned with economic matters. However, in addi-
tion to these two developments, there was also at that time
another plan for economic cooperation being set in motion in
three European countries., Although thls plan was not Europe-
wide, 1t did contain the seed of those very ideals which the

whole of Western Europe would soon come to accept as 1ts own.

B. BENELUX

Before the concept of Europe-wide economic and poli-~
tical cooperation, three European countries were striving to-

wards some form of economic integration. The three were

ly came to be known under the name of Benelux., Although thei)
aspirations were less encompassing in size than current plans
for European economic integration, they did provide the prac-
tical experience necessary to facilitate the soundness of sub

sequent larger undertakings.

the Netherlands and Luxembourg, whose countries were still
under German occupation, signed an agreement on mone tary co-
operation. This agreement was only the first step towards

the Benelux Customs Convention which was signed in September

lof 1944 in London.4

ted Chronicle, 1943-1956, Princeton University, Studies in
Internatlional Finance No.6, Dept. of Economics and Soeciology,

Belgium, the Netherlands and Luxembourg whose endeavours Quick-

In October of 1943 the govermments-in-exile of Belgium,

4 James E. Meade, Negotiations for Benelux: An Annotat
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The 1944 Convention outlined a plan for the creation
of a customs union between these countries in several stages.
Three Councils were set up by the Convention - an Administra-
tive Customs Council, with the task of proposing measures for
the unification of laws and regulations; - a Council for Eco-
nomic Union, to give advice on the measures which the partner
countries proposed to take to regulate trade by quantitative
restrictions and similar measures, and for the establishment
of a common regime of trade controls and subsidies; - and a
Commercial Agreements Council, to coordinate commercial agree}
ments with third countries. It was clearly the intention
that the common tariff and the general removal of customs
dutlies between the partner countries would eventually lead to
some form of full economic union.

This attempt at economic union did not signify the
immediate abandonment of past restrictionist approach to trade.
The tasks assigned to each Institution points this out very
clearly, This was not to be an outward-looking grouping, in-
tent on reducing obstacles to trade on a multilateral basis.
The se two countries,5 like most others had followed their own
national policies completely on an independent basis prior to
the war with the result that substantial divergencies in theﬁr

5 Belgium and Luxzembourg were already partners in an
economic union started in 1921. Therefore, for purposes of

simplicity "Belgium" will be used to denote both that countr#
and Luxembourg.
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Eespective economies could not be evened out without effort.
FThe divergence in domestic economic, financial and social polf
cies between the partners themselves had to be narrowed beforq
lany sound and practical considerations in the realm of multi-
lateral competition could even be envisaged. Whether or not
the first architects of Benelux had envisaged the slow and
1aborious road ahead, experience soon showed that any progresL
towards complete economic union would be a gradual procesz.6
One of the more immediate problems was the recurring
|deficits in the Netherlands balance of payments position
immediately after the war. The resultant imposition of res-
trictions on imports and on the movement of capital even
within the area frustrated any real progress. It also soon
became evident that a common market for goods and services
and for labour and capital 1is much more difficult to establisw
in practice than on paper. Concrete solutions had to be fourqd
to such problems as, differences in the rate of subsidies or
taxes on the production of similar products; differences in
jmeasures of price control over similar products; differences

in the rates of interest payable on capital funds due to
divergent national monetary policies.”

6 F.G. Eyck, "Benelux in the balance: problems, short}
comings and achievements, Political Science Quarterly, No.69,
March 1954, ppe. 65 to 91.

7 The Post-War Monetary Policy of the Benelux Coun-
tries and its effect on Foreign Trade, A Series of Lectures

on International Beanking and Foreign Trade delivered at Oxfor
versity in Sept,1955, London, The Institute of Bankers, 19%5,
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The difficulties inherent in the objectives which
the se countries had taken upon themselves to achieve were
significantly increased by the very fact that such objectiveg
meant the sbandonment of pre-war economic policles and a re-
versal in the well-established effects of such policies. Thus
it was not until 1948 that the common Benelux customs duties
were put into effect and that the ordinary customs duties on
trade between the member countries were abolished, This was
the first real tangible step put successfully into effect
towards full economic unlon. But even then, the Benelux
could not agree on the inclusion of agriculture in the free
common market.

For the next ten years progress was gradual but en-
coureging. Attention had to be focussed on the more diffi-
cult problems of economic union.8 The unification of rates
of excise duties threatened not only budget revenues but alsp
the future freedom of individual actlon by member countries
in bringing changes to such rates for budgetary or other
reasons, This involved the introduction of central adminis~
trative control over the collection of such duties and over
the future alterations 1n the unified rates. Another most

difficult problem encountered in the early negotiations

8 Alen Valentine, "Benelux: pilot plent of economic
union”, Yale Review, No., 44, September 1954, pp. 23 to 32;
W. Robertson, "Benelux and the Problems of Economic Integra-
tion, Oxford Economic Papers, New Series No. 8, February
1956, pp. 95 to 50.
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towards economic union was the necessity for some assurance
of balance of payments equilibrium within the area. Based on
the separate domestic monetary and fiscal policies of the
partners any imbalance would have to be rectified through
the re-~imposi tion of restrictions on trade and payments. Soly~
tion to this problem was fortunately facilitated by the re-
gional convertibility of most European currencies through
the facilities of the European Payments Union, and through
gradual strengthening of the Dutch balance of trade position
vis-a-vis Belgium. The Dutch were able to finance any defi-
cit within the Benelux by their earnings from third countrieg
in Western Europe., With the all around strengthening of
European currencies, and with the smooth operation of the
BEPU, this difficulty slowly began to disappear. Moreover,
with the participation of Benelux in the moves for the format
tion of a European Economic Community, the real solution
would now have to be sought within this larger economic
grouping.

Having demonstrated to the world that a sound approaéh
to economic union must be gradual, these three countries
signed the Treaty establishing the Benelux Economic Union on
February 3, 1958. This represented the result of almost
fourteen years of negotiations. However, even after all thap
time, an escape clause had to be incorporated in the Treaty

which extends until 1962 the time-l1imit for the creetion of

a common market in agriculture.
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C. The North Atlantic Treaty Organization

Soon after the end of the Second World War Europe came
to realize that the main threat of aggressive militarism did
not lie in a renewal of German military might, but rather in
the attitude and policies of the growing "Soviet Empire™. The
Treaty of Dunkirk slgned in March 1947 had bound the U.K. and
FPrance in resisting a revival of German aggression. But now
some form of military cooperation was needed for the military
consclidation of the whole of Western Europe. The serious-
ness of dangers was underlined very early 1in 1948 by the
Communi st coup d'état in Czechoslovakia. This development
may well have hastened the signing of the Brussels Treaty in
that same year whereby the U.K., France and the Benelux were
joined together in common defenee against aggression in
Burope. Thls move received the support of the U.S. and
Canada, and shortly after its inception talks were held in
Washington to study the possibility of more comprehensive
military cooperation under a proposed North Atlantic Regional
Pact which would include Canada and the U.S.

The creation of the North Atlantic Treaty Organization
(NATO) in April 1949 was the subsequent result of these talksj,
and united most of Western Europe with Canada and the U.S.

under one policy of defense.® With the realization that

9 The European members of NATO were Benelux, Denmark,
France, Iceland, Italy, Norway, Portugal and the United King-
dom; Greece and Turkey joined in 1952 and Germany 1in 1955,
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Germen participation in Western defense would have to be
accepted some day, France proposed the formation of a Europejn
army. The view at that time was that German rearmament would
be acceptable only on the basis of German participation in an
integrated European army. To this end a Buropean Defense
Community (EDC) was proposed with the objective of setting up
a supranational defense community with common institutions,

common armed forces and a common budget.lo

Arrangements werg
also being completed within NATO for an integrated force in
BEurope, with fewer characteristics Qf supranationality, to b1
contributed by participating governments, and to be under on&
commend. It may well have been that these new developments
in NATO, which minimized the need for supranational authority,
while at the same time providing common defense, influenced
the outcome of EDC. With the failure to implement the EDC
Treaty, Germany was not accepted as a member of NATO until
1855. This was a practical demonstration of Europe's indeci-
sion and preference for gradualism 1ln cooperative endeavours
demanding the =ssascrifice of domestic autonomy. It also indi-
cated that Burope still feared a Germany under arms.

With its growing military strength aend stability and
the increasing recognition of the need for cooperation, NATO

did provide Europe with an immediate sense of security. But

10 central Office of Information, Western Cooperation-
A Reference Handbook, London, H.M. Stationery Offics,
November 1955, pp. 5 to 8.
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the Treaty was not solely concerned with defense. In
Article 2 of the Treaty member countries had endorsed the
concept that an effective policy of defense for the free worlld
must be based on economic expansion and prosperity, and that
its cohesion depends more on closer social and political con-
tacts between its members than on strictly military "ententeq".
Thus the importance of closer economic cooperation, the expar-
sion and liberalization of trade were problems which fell
within the intended scope of NATO. Such aspects of NATO,
however, proved more difficult to put into practice than the
purely military objectives. In an attempt to overcome this
deficiency the Minlsterial Meeting of December 1955 decided
that the Council should "exsmine and implement" all measures
conducive to closer cooperation between member countries, as
envisaged in Article 2 of the Treaty. As a result of the
discussion following that meeting the Council decided, in
May 1956, to appoint a Committee of Threell "to advise the
Council on ways and means to improve and extend NATO co-
operation in non-military fields".l2? In commenting on the
work of the Special Committee Mr. Pearson said, "what Article 2

envisaged was not so much the production of tangible results

11 Mr. Halvard Lange, Foreign Minister of Norway,
Mr. Gaetano Martino, Foreign Minister of Italy, Mr. L.B.
Pearson, Secretary of State for External Affairs of Canada.

12 pepartment of External Affairs, External Affairs,
Ottawa, Vol. 8, No. 5, p. 110,
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but the creation of a frame of mind which would accustom
sovereign states to thinking of their allies in the forma-
tion of their political and economic policies."13

The Report of the Committee of Three on non-military
cooperation in NATO was presented at the Paris Ministerial
Meeting in December 1956.14 The Report recognized the impor-
tance of consultation among NATO governments and stressed
the need for members to develop common policies by full and

timely consultation on issues of common concern. This would

not require new institutional arrangements nor orgeanlzationa]

changes but could be achieved through sustained political wil

lingness to form policies through consultation. The Report

was also concerned with differences which might arise betwee

members and suggested procedures to facilitate the settlement

of such differences.
The Report indicated that whlile economic cooperation

was desirable 1t was also difficult to achieve in practice,

and the only tengible means 1t could offer was increased cong¢

sultations amongst member countries. In an address to the
American Council on NATO in New York, in January 1957, Mr.

Pearson supported this view when he said, that unity within

15 Edgar McInnis, "Three Wise Men Look for Ways to
Develop and Strengthen NATO", Canadian Business, Canadian
Chamber of Commerce, Montreal, March 1957, p. 88.

14 pepartment of External Affairs, External Affairs,
Ottawa, Vol. 9, No. 1, January 1957, p. 1l2.
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NATO
must be based on something deeper than defence co-
operation alone if 1t is to survive. As we wrote in
our report 'there cannot be unity in defence and
disunity in foreign policy'. That seems to me to be
obvious, but some years of participation in interna-
tional affairs have led me to the somewhat cynical
conclusion that the obvious is_often more difficult
to implement than the obscure.

Thus, even today, the non-military objectives of NATO
remain secondary to military considerations.

The question of financial aid through NATO has been
the subject of divergent views, and it should at least be menL
tioned here. If NATO - fundamentally a military organization
was to allocate funds for aiding the underdeveloped countries)
such could be looked upon as military rather than economic,
and would imply, for propagandists at least, some form of
military "rapprochement". Such considerationshave tended to
frustrate the economic initiative of NATO. But there does
exist another area of aid which NATO could properly regard as
its own without fear of adverse political propaganda., NATO's
economlc aspect could be tested in its economically less fa-
voured members, such as Greece and Turkey, and even in some

parts of Italy. This would benefit not only the recipient

country, but also the Organization as a whole. And in the

15 pepartment of External Affairs, External Affairs,
Ottawa, Vol. 9, No. 2, p. 78.
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light of the developments in the U.S. international accounts
the moment would seem sppropriate for the adoption of a pure-
1y NATO internal development fund designed to strengthen the
economic side of the Alliance as a whole, This would merely
be giving expression to Article 2 of the Treaty which deals
with self-help and mutual aid.

If solutions to the problem of economic aid and co-

operation within NATO were left wanting, this Organization

did provide a strong cooperative approach to Europe's militarny

problems, even be tween Germany and France, which may well
have facilitated the achievement of success in other European
cooperative endeavours more directly concerned with economic

matters.

D. Organization for European Economic Cooperation (OEEC)

Europe's basic problem in 1945 was economic., Most
of Burope'!s capital equipment had been destroyed or run-down
with the result that productive capacity was stagnant, and ey
deteriorating. Moreover many overseas investmentz had been
repatriated for the war effort, while international indebted-
ness had increased. In addition, the normal sources of
supply of many essential raw materials, especially in South-
East Asia, had been severely disturbed by the "Japanese War',
These conditions were reflected in low levels of production,

shortages of fuel, inflationary pressures, budgetary deficitﬁ

en
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and heavily adverse trade balances - particularly with North
America, which,pending the rehabilitation of other pre-war so
ces, was the main supplier of important foodstuffs and raw
materials,

During this period deficits in payments were covered
by drawing down remaining dollar reserves, and through finan-
cial aid and loans, such as from the United Netions, Canada
end the U.S.A. By 1947, however, most of these exceptional
means of finance were nearing exhaustion. Europe was faced
with a possible reduction of supplies of foodstuffs and raw
materials that could have reversed the trend towards economic
recovery, and precipitated unemployment and acute social
distress.16

In addition, the long-term futility of this type of
uncoordinated aid was gradually recognized. Granting sepa-
rate assistance to individual European countries, whose pro-
duction, foreign trade and investment policies, not only
entirely lacked coordination, but were to a considerable ex~-
tent competitive and contradictory, was to say the least a
futile undertaking., The need for economic cooperation became]
even more evident in the face of growing dichotomy between
east and west Europe. This si tuation helped to spur the U.S.
into action to find some sound solution to Europe's predica-

ment.

11 -

16 United Nations, A Survey of the Economic Situation
and Prospects of Burope, Lake Success, Department of Economic
Affairs, 1948, pp. 10I1-153,
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The interest of the U.S. in the economic recovery of
the non-communist countries of Europe, which otherwise might
become easy prey to Soviet military or economic aggression,
was more than politiecal, Political motives were, of course,
lgiven great display since public opinion could grasp these
more easily, but there were alse very serious economic reasonL.
The general expansion of imports and reduction of exports visg¢
a-vis the Dollar Area was causing ever increasing deficits in
the merchandise trade of Western Europe., While in 1938 the
trade deficit of this area with the U.S. had amounted to only
$700 million, it reached $3.5 billion in 1946 and $5 billion
in 1947. Developments in the balance of payments situation
led to deficits of $4.2 billion in 1946 and $5.4 billion in
1947, compared to $400 million in 1938.17 The problem of fi-
nancing these enormous deficlts was galning in seriousness,
and the U.S. knew too well that current policles of aid would

not provide the coveted recovery in EBurope. It was then feared,

on the basis of past experience, that Burope's chronic depres
sed conditions would eventually make itself felt in a decline
in U.8. exports. The idea of fostering prosperity in Europe
was therefore grasped by the American government as a policy
of necessity to insure continued U.S. economic activity in

the future just as much as for political reasons.

17 paul Alpert, Twentieth Century Economic History of
Europe,pp. 370-371,
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On June 5, 1947, the Secretary of State of the U.S.,

. ;

General Marshall, made a historic speech at Harvard Universlit
in which he invited European nations to join in detailing
their common needs for consideration by Congress. BEuropean
governments responded by setting up a "Committee of European
Economic Cooperation" to determine their needs. Although such
response was welcomed it had not really been expected by the
U.S. The proposal formulated by Mr, Marshall applied to the
whole of Europe, both East and West, and it had been expected
that the newly established U.N. Economic Commission for Europ¢
would provide the technical and administrative machinery for phe
implementation of the Marshall Plen. The Soviet Union, how-
ever, refused to accept the Marshall offer and forced all

18 with the Sovie

T

countries under her control to do likewise,
refusal, the plan became the natural basis of the Western Blog.
Sixteen countries of Europe19 set to work on a plan for
European reconstruction, which led to the response from the
"Committee", and in effect made it impossible for the U.S. to
pursue its aid plan through U.N. facilities.

The aim of the plan was to raise industrial and agri-

cultural production, on the assumption of American aid over a

18 poland and Czechoslovakie first accepted the Mar-
shall offer, but subsequently refused it.

19 Austria, Belgium, Denmark, France, Germany, Greece
Iceland, Italy, Luxembourg, Netherlands, Norway, Portugal,
Switzerland, Sweden, Turkey and the United XKingdom,
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four-year period., A joint report by the sixteen natlions was
presented to the U.S. government in September 1947. Outside
of being a remarkable political and economic achievement in
itself, this report also displayed Europe's new belief in thé¢
soundness and necessity for economic cooperation, While the
U.S. prepared its machinery to administer this plan and to
distribute the funds,20 Burope pursued its efforts, which cul
minated in the signature of a multilateral convention betweeT
the participating countries and the setting up of the Organ-
ization for European Cooperation on April 16, 1948, Subse-
quently, the U.S. Economic Cooperation Administration (ECA)
established local missions in each of the participating couns
tries receiving dollar aid, and bilateral agreements were

si gned between the government of each of these countries and
the U.S. government. Europe had thus officially entered the
era of practical economic cooperation.

Although, at first, the OEEC was looked upon mainly
as a means to facilitate the administration and distribution
of American aid, it soon showed itself to be much morse. The
gradual development of OEEC into something more then a
"distribution agency" led to increasing cooperation in nearly

all fields of economices.

20 on April 3, 1948, President Truman signed the U.S.
Foreign Assistance Act. This embodied the Economic Coopera-
tion Act, which authorized just over $5 billion in aid to
BEurope in the first year.
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OEEC became the agency through which the countries of
Western Europe took the initiative in solving their respectivT
economic difficulties. One of its main pre-occupations soon
became the liberalization of trade and payments, which it
considered as an essential condition for the achlevement of
its objectives of greater production, better standards of
living and sound balance of payments position. Relief was
sought through bilateral trade and payments arrangements at
first, and then through intra-European payments schemes, 21

Despite the doubts, the difficulties and the setbacks
which accompanled this new venture, Europe slowly began to
demonstrate impressive economic gains. As may be seen from
Table IV, between 1947 and 1951, OEEC countries as a whole
not merely regained, but considerably surpassed the pre-war
level 1in most of the main sectors of production and trade;
after 1951 further progress continued. Most of these coun-
tries also attained a much higher degree of internal financiah
stability.

In the practical application of economic cooperation
Europe realized its many beneficial effects. Quantitative
reastrictions were slowly dismantled, trade increased and most

countries involved soon recognized that the progress achieved

L4

had been greatly facilitated by the new poliecy. Thus economi

21 Robert Triffin, Europe and the Money Muddle, New
Haven, Yale University Press, 1957, chapters 4 and 5.
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TABLE IV

Economie Progress of OEEC Members

L ————— e — — e}

1938 1947 1951 1952 1953 19564

Volume index of gross
national product:
(1951 = 100) 83 75 100 101 106 111

Volume index of
private consumption:
(1951 = 100) 89 o4 100 102 107 112

Index of agricultural
output for consumption: "
(1950 = 100) o1 75 102 108 115 115

Index of industrial
production:

(1950 = 100) 82 80** 110 111 116 127

Volume of imports:
(1950 = 100) 100 81 110 107 114 126

Volume of exports:
(1950 = 100) 78 52 114 109 120 132

Volume of intra-European
trade: (1950 = 100) 80 48 110 106 119 135

L e — — — ——— ——— —— — — ]

Source: OEEC, Statistical Bulletins 1955,
No. 4, Paris, July 1955, p. 157.

% Average of years, 1934-1938,
#% 1948,
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cooperation was instilled in Europe as a sound and beneficia
policy from which it would be foolish to retreat. 1In acceptlng
economic cooperation as a worthwhile and workable principle,
Europe was approaching another stage in its change of atti-
tude from pre-war pollcies. The next logical step would be
to determine the degree of intensity of economic cooperation
most beneficial to the countries concerned. Based on the
success already experienced from economic cooperation it was
then only a question of time before some country would sug-
gest that even greater benefits could be theirs if they were
to accept economic integration as their new basie policy.

As events showed, however, this question, with 1ts political
overtones, did not receive the full endorsement of all OEEC
countries as had their first less encompassing endeavour.
Nevertheless, the success of OEEC did provide the tumning
point in European trade policy away from pre-war protectionigm,
and, as such, marked the most important single economic develoyg-
ment in Burope following the war. It paved the way and ren-
dered possible the practical developments towards economic
integration taking place today in Europe. It represents the
necessary precedent and offers the required experience where-
by Europe may some day be united politically as well as

economically under some form of Unlted States of Europe.
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E. Europesn Payments Union (EPU)

The international flow of goods and services in
Burope at the end of the war was seriously impeded by a net-
work of quantitative restrictions and exchange controls., In
order to trade with each other European countries had to rel#
on bilateral arrangements, However, the formation of the OEEC
and the application of economic cooperation in other fields

led to the introduction of intra-European monetary coopera-

tion, In 1948-1949 and 1949-1950, the Intra-European Paymendys
Agreements were developed whereby credits arising from curre
trading between OEEC member countries were reduced by month-
ly clearing operations, However, these payment arrangements
were essentially bilateral, and their drawbacks were event-
ually overcome on July 1, 1950, when the European Payments
Union came 1i1nto operation and provided machinery for a mul-
tilateral system of payments between OEEC countries.

Each member country was thus placed in the position
of being able to ignore its balance of payments with each of
the others and to concentrate solely on its balance with the
group as a whole. EPU did not propose to establish the ulti-
mate solution to Europe's hard currency problems. It was not
expected, for instance, to solve the "dollar shortage" problem
at that time. It was merely designed as a temporary expedienﬁ
to "permit the maintenance of desirable forms of specializa-

tion in trade, while facilitating & return to full
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multilateral trade and ..... to the general convertibllity of
currencies."? The suspension of the former bilateral pay-

ments agreements and thelr transformation into a multilateral

payuments system were not only worthwhile achievements in theq
selves but also contributed to lnecreasing competition amongst
European countries. Thus EPU contributed to the removal of
the major instruments and financial incentives to discrimina-
tion and bilateralism in Europe, and facilitated any subse-
quent steps towards the creation of & common market.

In addition to its direct achlevements, EPU established
a sound basis of international cooperation at the administra-
tive level. Out of the numercus negotiations and the con-
crete problems to be solved by the experts concerned, arose g
broader understanding of European problems. This was in con-
trast to the traditional nationalistic approach quite incom-
patible with successful and lasting integration at the econo-

mic level.

F. European Coal and Steel Community

In the summer of 1952 Europe took a revolutionary
step towards supranational cooperation. Under a new body
called the European Coal and Steel Community (ECSC) Benelux,
France, Germany and Italy joined together in the production

and consumption of coal and steel in EBurope. A cooperative

22 OEEC, Preamble to the Agreement for the Establish-
ment of a European Payments Union, signed on Sept.19, 1950,
Paris, 1952.

UNIVERSITY OF OTTAWA .. SCHOOL OF GRADUATE STUDIES



UNIVERSITE POTTAWA .. ECOLE DES GRADUES

THE PROCESS OF GRADUAL INTEGRATION 60

effort suwch as ECSC had been sought as an economically desi-
rable arrangement, but it was the political events of the
time which assured its early implementation.

In 1949 Benelux, France, U.K. and U.S.A. took over
control of the Rhur coal and steel industry as a power re-
served for the Allies under the original Occupation Statute.
This controlling body was known as the International Rhur
Authority. The main purpose of the Authority was "that the
resources of the Rhur shall not be in future used for the pur
pose of aggression, but shall be used in the interest of
peace; that access to the coal, coke and steel of the Rhur,
which was previously subject to the exclusive control of Ger-
meny, be in the future assured on an equitable basis to the
countries cooperating in the Common economic good N L
With this purpose it combined the hope of lowering trade bar-
riers and facilitating cooperation in Europe, including a de-
mocratic but controlled Germany.

Of course CGermany resented this tutelage and was
seeking for a wider international regime on a basis of equal
rights and duties. Dr., Adenauer's address to the occupying
powers, on taking office as Federal Chancellor in September
1949, expressed the desire quite frankly: "We see another

opening for creating a positive and viable European Federatio

23 E, Strauss, Common Sense about the Common Market,
I.ondon, Allen and Unwin, 1958, p. 61.
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in the hope that the control of the Rhur region would cease
to be a unilateral arrangement and that it would gradually
grow into an organism which would embrace the basic industriep
of the other European countries as well®.?% This suggestion,
although not very palatable to the other European countries,
corresponded very closely with a need for the harmonization of
the production and consumption of coal and steel which was
being expressed at that time in Europe. The plan for the
"pooling" of French and German coal and steel production, put
forward by France in May 1950, was the outcome of these cir-
cumstances. It was also the starting point of the "Schuman
Plan", which culminated in the formation of ECSC in the summe}
of 1952. The basic purpose of the Schuman Plan, from the
French polnt of view, was to keep Germany from regaining
exclusive control of the coal and steel industry. From the
political point of view ECSC promised to confer international
power on a body largely free from the vote of a single governf
ment and equipped with powers to direct the activity and
development of two vital European industries to the benefit
of all. From the economic point of view ECSC was to obtain
for all its members,a strengthening in the export of steel,
better prices to the consumer, increased efficiency in pro-

duction and distribution. It would obviate the re-instatementk

24 1p1d., p. 62.
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of pre-war cartel arrangements detrimental to competition, td
the pursuit of effieciency and to the consumer, and contribu-
fting to wasteful and uneconomic expansion of these industries
in segregated marke ts.

For such a scheme to succeed it was necessary that
no member should suffer unduly from the adverse economic
effects of free competition. On the other hand these countr]
wanted to prevent a renewal of pre-war monopolistic and car-
tel arrangements. It was therefore agreed that, in order to

benefit from the advantages of competition while obviating

should be established. The success of ECSC in increasing
compe tition and in freeing this market from trade barriers
has been quite remarkeble, Most of the glaring forms of
discrimination such as subsidies, preferential tariffs, quo-
tas, customs duties and import and export licences have now

been eliminated. In addition during the seven-year period

cent, while thelr trade in steel products more than doubled.
Whatever its particular achievement, ECSC did prove

economic integration to be practical, However the inherent

drawback of this "Plan" was that it was only partial in

scope. The level of economic activity in steel and coal was

25 William Diebold, Jr., The Schuman Plan, A Study
in Economic Cooperation 1950-1959, Published for the Council
on loreign Relations, New York, Praeger, 1959, p. 569,

its undesirable consequences, a controlled competitive market

1951-1957, steel output of member natlons increased by 43 pe;
5

es

4

13
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obviously dependent on the overall economic conditions in
Europe, but only in that particular area was there specific
cooperative action. Being subject to the rest of the economy,
these two industries could not be guided and developed in th+
most effective manner. By i1ts limited approach to unifica-
tion, ECSC was, in itself, either an intermediate step to
more embracing integration, or a step back towards eventual
segrogation of these two industries from the rest of the
European merkets. But ECSC was not intended to be an end in
itself. It was hoped that from its experience there would
rise a greater spirit of economic and political cooperation
especially between France and Germany.
The parties to this "Plan" realized that a united

Europe could not be achleved within the near future, but
they hoped that it would serve as a first step, a concrete
example, which would encourage the formation of additional
pools, and even pave the way to an eventual political and
economic unification of all continental Europe. It was con=-
sidered to be a plan much wider in scope than the problems
of these two heavy industries to which it was initially
being applied. In the sixth Annual Report of the ECS3C, 1t
was reported that:

Although the industries in a common market consti-

tute a good test of the competitive ability of an

economy, experience has shown that governments do

not manage their general economic policy on the
basis of the competitive conditions of two of their
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industries, however important they may be. The

effectiveness of the measures (with respect to

coal and steel) have been limited. The High

Authority firmly believes that economic policies

will be more effectively and spontaneously co-

ordinated as integration becomes wider, and each

country's stake in integration is extended .26

This indicates that not only was wider economic
integration desired, but that it was also desirable in
order to galn the full benefits from such cooperative
efforts.
There is no doubt that the economic solldarity in

Burope which grew out of these efforts, became an efficient
means of unified action equal to the problems at hand; and
the treaty establishing the European Economic Community was

the fruit of the experience and achievements of the European

Coal and Steel Community.

26 High Authority of ECSC, Sixth General Report on
the Activities of the Community, Luxembourg, April 1958,
P. 19,
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CHAPTER III

THE EUROPEAN ECONOMIC COMMUNITY

A. Introduction

Although there had been signs of interest in economic
cooperation within Euwrope prior to World War II, that war
gave powerful stimulus to renewed action in this direction.
The idea of economic integration is not something which swept
across Burope to be accepted without question. Rather this
concept followed logically from the success and benefits

al ready achieved through post-war economic cooperatlion dis-
cussed in the previous chapter. Many of the reasons for the
remarkeble degree of post-war cooperation in Europe were

equally valid in support of attempting economiec integration.l

1 gubject matter covered in the "Introduction" and
"The Institutions of the Community" is based mainly on in-
formation contained in, Department of External Affairs, "The
Economic Integration of Western Europe', External Affairs,
Vol. II, January 1959; Ibld., Vol. II, No. 2, February 1959;
William Diebold, Jr., The Schuman Plan, A Study in Economic
Cooperationt, p. 636-668; Committee for the Common Market and
Euratom, Treaty Establishing the European Economic Community,
and Connected Documents, Brussels, Secretariat for the Interip
Commitfee for the Common Market and Euratom, 1957, 378 p.;
oyal Institute of International Affairs, "The Treaty for a
uropean Economic Community - A Critical Analysis", The World
Today, Vol. 4, No, 7, Oxford University Press, July 1958,
pPp. 504-315; Political and Economic Planning, European Organ-
izations, London, Allen & Unwin, 1959, pp. 292-298; Political
& Economic Planning, The Spaak Report - a summarized transla-
tion of Part I - The Common Market, London, Allen & Unwin,
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Among the more fundamental causes had been the feeling
that the state organization of 1939, along national lines,
had failed and that a wider political groupling was necessary
in order to eliminate the intra-European animosities. There
was also the feeling that Europe was in no position to re-
instate currency and trade barriers on the same basls as in
the thirties, if it was to share eventually in the technolo-
gical advances, which had characterized U.S.A. growth, and
which called for a large single market at its base. There
was, as well, the favourable background of geographical
proximity within Western Europe, and the unfailing support
from the U.S.A. for all movements directed towards greater
unity in Europe.

In view of the success of the ECSC, the next logical
step was to extend the pattern it developed for coal and
steel to all trade and other economic activities. The pre-
sent Treaty creating the EEC is essentially based on the
experiences of ECSC, and it testifies to the success the

latter has achieved.

At one stage in the developments towards a common mar
ket of wider scope, it seemed as if the whole movement woulJ

founder., The success of ECSC encouraged the supporters of

December 1956, 98 p.; E. Strauss, Common Sense About the
Common Market, pp. 72-106; The European Economic Community,
New York, Société Générale (Frince), no date, approx. 1959,
46 p.; The New European Market, New York, The Chase Manhat-
tan Bank, July 1908, 40 pages.
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integration to move further - but as it turned out - with
too much haste, They attempted to create a European army
and a single defence policy for Europe under the European
Defence Community. Work was also begun on the formation of
a European Political Community. But the loss of French par-
liamentary support for EDC in 1954, brought all these plans
to a more practical level. Economic integration soon came
to be accepted as a prerequisite to political union.

Almost immediately after the defeat of EDC, the six
countries now members of the Common Markst, along with Britaln,
provided a substitute - Western European Union. Like EDC,
it provided for combined defense, but it called only for
inter-governmental cooperation and established no important
supranational suthority. This seemed to express the poli-
tical reality of the time - that integration of armles shoula
be made only after a solid economic and political foundationr
had been laid.

However, the blow which the defeat of EDC dealt to
the advocates of broader economic integration was merely
stunning, not deadening. The winter of 1954-1955 was marked
by a revival of discussions about the best approach to econ-
omiec integration. Included in such debates were a number of
plans for & European Currency Commission, & Federal Reserve
System and even & common currency. The maln drive was

towards adoption of similar national policies, easier finan-
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cial trensactions across national frontiers and a revival of

the cooperation of central banks. On the whole, discussions|

exposed the general view that no major measures of economic
integration could succeed, if they were confined either to
particular industries or to trade alone., Even the BENELUX
governments, partisans of partial integration, shifted thein
support to the broader approach early in 1955.

In the light of the many conflicting and competing

views, and because most of 1ts members were basically inte-

rested in further integration, the Assembly of the ECSC cal#ed

on the foreign minlisters of its member states, in May 1955,
to organize a conference to look into the possibility of
broader economic integration. Of course, the personal
efforts and persuasive force of such men as Mr. Spaak and
Mr. Schuman contributed to the progress achieved in this
drive towards a broader approach to European economic pro-
blens,

The conference of the Six in Messina, ltaly, in June
1955, gave practlical consideration to the feasibility of
economic integration. This conference, known as the "Messin
Conference”, led to an agreement amongst the Six, that the
time had come for & new step on the road to European unity.
Serious consideration was to be given to some form of joint
action in the development of atomic energy and, ujtimately,

to the establishment of a common market. During the autumn

a
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and winter of 1955-1956 a committee under Mr. Spaak (then the
Belgian foreign minister) examined the means for achieving
these ends. In April of 1956, the "Spask Report'", contain-
ing a comprehensive plan for the joint development of atomic
energy, and a somewhat less detaliled plan for the progressiﬁe
establishment of a European common market, was published.

In May, this report was endorsed by the foreign ministers of
the Six as a basis for the negotiation of definitive treatigqs.
Two treaties emerged from these negotiations, creating -

The Buropean Atomic Community, known as Euratom, providing
for the establishment of a common market for nuclear energy
and related products, as well as for joint nuclear develop-
ment - and, the European Economic Community.

By autumn of 1957, &ll the parliaments of the six
member countries of ECSC had ratified the Treaty, and on
January 1, 1958, it came into force, joining together, on
an economic basis, the BENELUX, France, Germany and Italy.
At first sight, the Common Market Treaty might well appear
to be a replica of the ECSC Treaty, but in spite of basic
similarity in concept between the two, there are important
differences of emphasis, The executive body which was known
a3 the High Authority under ECSC became the Commission in
the EEC., The variation was more than just a change in name,
One of the essential features of the earlier Treaty was the

supra-national element which was vested in the High Authoritly.
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The Commission in the Common Market also has important powerd,
but greater importance was given to the @ouncil of Ministers,
and the emphasis on supre-nationality was minimized. This
change in emphasis should not be interpreted as a withdrawal
from the ultimate objectives of a united Europe under common
institutions, but rather it shows that the experience gained
from ECSC and from the failure of EDC initiated a more cau-
tious approach, which was well in keeping with the greater
complexities of common economic activities. The Common Markgqt
Treaty shows a more cautious approach in its lack of details,
It is a more flexible document, leaving to the Council of
Ministers and to the Commission the task of working out de-
tails.

In general, therefore, it may be said that while the
Treaty creating the European Economic Community was basically
similar in terms to the ECSC Treaty, its provisions were drayn
more widely, permitting the adequate flexibility which the
much wider scope of this new undertaking required. Although
the Treaty deals mainly with economic and social integration
of its Members, the political objectives of such a union re-
mained in the background, This underlying political influenge
was present in the Spaak Report which was based on the pre-
mise, that the ultimate purpose of this new scheme was to be
the creation of a "third force" between the United States

and the Soviet Bloec.
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In formulating the more immediate purposes of the
Treaty however, political objectives came second to economic
considerations. The main purpose of the Treaty is to seek
the strength, progress, improvement and stability in the ecor-
omlc and social conditions of their peoples through unity of
action. 1t also declares that its Members are "determined td
establish the foundations of an ever closer union among the
European peoples",2 and as such leaves the door open for
future political integration,

No speclific and inflexible provision could ever be
drawn up which would deal adequately and efficiently with the
numerous problems facing the administration of such a colossdl
undertaking uniting these historically segregated economies.
It was therefore a very practical approach to lay emphasis on
the requirement for a spirit of cooperation if success was tqg
be secured, while concentrating mainly on the establishment
of concrete, yet flexible, provisions to be administered by

adequate and guasi-independent institutions,

B. The Instlitutions of the Community

In the creation of its institutions the Common Market
has recognized the need for some form of supra-national contﬁol

in cooperative undertakings of this nature, and although thig

2 presmble to Treaty Establishing the European
Economic Community.
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element 1s only at the nucleus stage, it 1s at least a first

step in the direction of potential political unity, at which

time a supra-national authority will have slowly emanated ou$

of the practical developments, ready to take on the task at

hand.

Article 4 of the Treaty provides for the Institution
of the Community. "The achievement of the tasks entrusted i
the Community shall be ensured by - an Assembly , a Commissi
and a Court of Justice." "The Council and the Commission

shall be assisted by an Economic and Social Committee...™.

l. The Assembly

The Assembly, or the Parliament of the Six, forms thé¢

center of deliberation and, to some extent, political control

within the Community. It is composed of delegates from the
parlisments of member countries., These delegates are, at
present, appointed by their respective governments. Germany,
France and Italy have 36 representatives each, and the BENELT
has 32. One of the tasks of the Assembly consists of
drawing up proposals for the uniform procedure of elections
by direct universal suffrage in all member states.

The Assembly reviews the annual report submitted by
the Commission and can censure any activities of the Commis-
sion by a two-thirds majority vote., The Assembly may also
discuss, and suggest modifications to the proposals submitted

by the Council. Various provisions in the Treaty require

X
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that the Assembly must be consulted before action is taken by
the Council or the Commission. It must, for example, be con-
sulted in the elaboration of the provisions about agriculture

of business and movement of labour,
the right of establishment/ and the implementation of a common
transportation policy.

The Assembly 1s a common organ of the European Econo-
mic Community, the European Atomic Energy Community and the
European Coal and Steel Community. It replaces the Common
Assembly of ECSC.

Although the activities of the Assembly appear some-
what superfluous, especially in comparison to the wide execu-
tive powers given to the Council, it nevertheless remains a
very important institution of the Community. It represents
the nucleus of a true central parliament which would be re-

quired to achieve political unification, or some form of con-

federation.

2. The Council of Ministers

The Council is the policy-making body, the executive,
of the Community. It is composed of six representatives, one
from each member country. It has important powers of decison}
and 1s responsible for ensuring the co-ordination of general
economic and social policies of member countries. During the
first stage of transition most of its decisions must be taken

by unanimous vote; thereafter, particularly when the Council
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will be acting upon proposals formulated by the Commission,
a qualified majority will be sufficient.®

The Council may be viewed as the most important ins-
titution of the Community not only because it is responsible
for the execution of the Treaty, but also because it is both
a link between the Community and the six national governmentj

and is the prinecipal policy-making body of the Community.

3. The Commission

In effect, the Commission is the Community's civil
service, its administrative body or secretariat. It has ning
members chosen for their general competence and independence)]
with not more than two members having the nationality of the
same State. In supervising the day-to-day operations of the
Communlty, it works closely with the Council., It mey formu-
late proposals for Council decision; it administers Council
decisions and ensures they are put into effect by all memberl
concerned.

Although, as 1indicated above, policy-making decisions

are the responsiblility of the Council, the Commission exercigdes

3 To reach a qualified majority, twelve votes are
required and the votes of the member countries are usually
weighted as follows: four each for France, Germany and Italy
two each for Belgium and Netherlands, and one for Luxembourgf
In cases where the Council is not acting on a proposal of thd
Commission, the twelve votes must include at least four mem-
ber states; the three large countries will, therefore, have
to have at least one of the Benelux countries in agreement
with them.
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certain powers of decision of its own, The most important of]
these powers relates to the use of escape clauses in a balande-
of-payments crisis, or where there are serious difficulties

likely to persist in any sector of economic activity, or dif-
ficulties which might impair the economic situation in any

region. In these cases the Commission, not only authorizes

the country affected to take action, but specifies the precide
measures to be taken, Similarly, where disparities in mone-
tary and commercial policies give rise to serious difficultiqs
in particular areas or in one country, the Commission can
authorize protective measures, specifying their nature and

duration.

4, The Court of Justice.

The Court of Justice, composed of seven judges, has
the duty of hearing complaints referred to the Commission by
member states, and of passing judgements on the legality of
the rules and decisions adopted by the Community. In brief,
its duty is to ensure the observance of law and justice in
both the interpretation and application of the Treaty. As in
the case of the Assembly, the Court of Justice applies to
Euratom, ECSC as well as to EEC.

5. The Committees

A continuing Economic and Social Committee with con-

sultative status has been appointed by the Council., It ig

composed of independent citizens of Member countries, who
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represent the interests of all economic sectors in the Commu-
nity. The Committee includes specialized sections in such
fields as agriculture and transportation. To initiate specl-
fied measures, as provided in the Treaty, the Council or Com-
mission must consult with the Committee.

In order to promote policy co-ordination and stabilify
in monetary matters and to study related problems, a Monetar
Committee has also been formed. 1t is composed of two repret
sentatives from each Member State and of two, named by the

Commission.

C. The Customs Union

The initial purpose of the European Economic Communi$y
is the establishment of a customs union. It is one of the
most important features of EEC since it 1s an immediate and
concrete commitment., The adoption of its principles by Mem-
ber States will result in the abolition of customs duties and
all charges with equivalent effect on the exchange of goods
between themselves and the adoption of a common customs

tariff for trade with countries outside the Customs Union.

l. Internal Trade

The Treaty provides for the abolishment of customs
duties and all equivalent charges in this sphere of trade ovér

a period of at least 12 years and not more than 15 years,

Based on the duty applied in each country on the
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first of January 1957, reductions in tariffs would be made ir

stages of four years each. The first stage included an ini-
tial reduction equal to 10 per cent, one year after the entry

into force of the Treaty, with two other reductions of 10 pen

cent each to follow at 18 month intervals thereafter to achigqve

a 30 per cent total reduction by the end of this four-year
period. Similar reductions would be made in the second four-
year stage, Reductions covering the remaining 40 per cent
would be carried out in the course of the third stage, with
their timing fixed by decision of the Council. The proposed
twelve-year transition period may be altered by permissible
one~-year extensions of the first stage, but, in any event,

the total transition must not exceed fifteen years,

In order to achieve a true position of free trade be}

ween countries, not only must tariff barriers be abolished,
but also quantitative restrictions. Impressive progress was
already made in reducing quantitative restrictions on trade
under OEEC arrangements, Such restrictions have now been
placed in the posl tion of exception rather than general rule
The remaining quantitative restrictions will be removed over
the transition period, eventually achieving complete abolitic
of these impediments to trade. As an initial step, the Tresf

specified that, in general, quotas of a bilateral nature wil]

be converted to Community quotas by the end of the first yeay.

Thus any quotas which France might apply against certain

4
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imports from Germany would become open to all members of the
Community. Exceptional cases and individual problems such as
restrictions equivalent to quotas will receive due considera-
tion by the Commission and the Council. Activities of State
monopolies will also be adjusted progressively under the gul-
dance of the Commission to ensure the early abolition of dis-

crimination against competitive trading.

2. Bxternal Trade

Under this section of the Treaty, Member 3States are
committed to negotiate adjustments in their individual tarifﬂs
in such a way as to effect a common tariff by the end of thel
transition period. In general, the basis of the tariff sche-
dule which will ultimately apply will be the arithmetical
average of individual tariffs in effect on January 1, 1957,
subject to maximum rates for specified lists of goods in the
respectlve general categories of 3 per cent for industrial rgw
materials, 10 per cent for semi-finished goods, 15 per cent
for inorganic chemicals and 25 per cent for organic chemicals].

The difference between the basic duty of each country and the

ultimate common duty is to be adjusted by 30 per cent respect

ively during the first and second stages, with remaining adjust-

ments to follow during the last stage. 1In addition, & more
uniform application of legislation and administration is to

be sought by Member Countries in regard to customs matters.
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D. The Broader Economic Cormunity

As the name implies, the European Economic Community
stands for much closer economic unification than the mere crep-
tion of a customs union. In order to achieve the intended
broader objectives, it was necessary to realize a solid basis
of co-operation and to determine the more detailed problems
to be resolved. This called for the creation of various ins-
titutions belonging to the Community to provide the required
degree of uniformity and control. It also called for deliberp-
tion and the determination of principles and methods which
would ultimately integrate the se gregated economic activitiep
of Members ihto a uniform economic entity., Member Countries
recognizing the impossibility of attaining such unity through
rigid treaty provisions have limited themselves to promulga-
ting general principles of approach, leaving to subsequent
negotlations and discussions the more specific solutions to

be enacted.

l. Agriculture

As might be expected, agriculture presents to the
Community a particularly difficult problem. Agriculture is
generally a Government subsidized industry, and to withdraw
such support would perhaps be politically unwise., Thus, in
their attempts to include agriculture in EEC, Member Countriep
have agreed in the Treaty to initiate a common agricultural

policy. With a view towards increasing productivity,
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stability and prosperity of the agricultural sector, this
policy may embody such features as price controls, subsidies,
stock-piling arrangements and common import or export control
It is apparent that as far as this area of trade is concerne
the objective will be limited to obtaining a uniformly pro-
tected market divested of discrimination rather than a com-

pletely free one.

2. Transportation

The brosder problems of co-ordination, standardizatidn

and control over transportation are not provided for in de-

tail in the treaty. The treaty simply outlines the objective

8.

and the means of achieving an eventual common transport poligy.

To this end, the Council acting on proposals from the Commis-
sion, and after the Economic and Soclal Committee and the
Assembly have been consulted, is to lay down common rules
applicable to transport within the Six. Uniform regulations
are to be established on inter-member traffic, including con-
ditions and controls under which a carrier will be permitted
to operate. All discriminatory rates and conditions based on
the country of origin or destination will be eliminated by
the end of the second stage. Rates or conditions established
for the purpose of protecting or subsidizing a firm, or an

industry, will, in general, be prohibited after the first

stage, unless specifically authorized by the Commission. TheJe

provisions will apply to transport by rall, road and inland
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waterways. Similar action may also be taken concerning sea
and air transport, if the Council so decides.

It is quite clear, serious attention will be given to
adjust rates, charges and subsidies applicable to internal
transportation, without difference or discrimination between
member states. However, such adjustments will be made only
if they do not result in serious economic distortions in indi
vidual countries or industries. In effect, solution to the
transportation problem will be sought with a view towards the
overall objectives to the treaty, but subject to considerable
flexibility, with immediate results limited to the reduction

of unjustifiable discriminating practices.

E. Free Movement of Persons, Services and Capital

Persons and Services

By the end of the transition period, citizens of mem-
ber countries should find no discrimination or added difficul
ty in seeking gainful employment in any of the member coun-
tries. Adjustments to this end will be managed by the insti-
tutions of the Community and will include progressive approxi
mation of labour laws, employment policies, social security,
even municipal laws related to this problem, and elimination
of any other impediments to the freedom of movement and
establishment of citizens. Similar rules will be devised to

effect elimination of restrictions on the free flow of servi-

T
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ces within the Community, such as in the field of insurance,
banking, financing and the liberal professions.

Capital

on the movement of capital between member countries will be
removed., Should any protective measure be introduced by a
member country to restrict the freedom of capital flow, it
will require the sanction of the Council. Inasmuch as flue-
tuations in exchange rates and differences in economic poli-
ciles between member states will affect the freedom of capital
flow, closer cooperation in these matters will be sought, and
both the Commission and Council will take appropriate measure

to this effect.

F. Assoclated Overseas Countries and Territories

The Treaty provides for the association with the
Community of the non-European countries and territories that
have special relations with Belgium, France, Italy and the
Netherlands, Before any of these countries or territories ha
reached complete independence or special independent status,
they were: French West Africa ineluding Senegal, the Sudan,
Guinea, the Ivory Coast, Dahomey, Mauretania, the Niger and
the Upper Volta; French Equatorial Africa including the
Middle Congo, Ubangl-Shari, Chad and Gaboon; 3t, Pierre et

Miguelon; the Comoro Archipelago, Madagascar and dependencies

During the period of transition, existing restrictions

1
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the French Somsli Coast; New Caledonia and Dependencies; the
French settlements in Oceania; the Southern and Antarctic Tert
ritories; the Autonomous Republic of Togoland; the French
Trusteeship Territory in the Cameroons; the Belgian Congo and
Ruanda-Urundu; the Italian Trusteeship Terri tory in Somaliland;
and Netherlands New Guinea,

In brief, the provisions for overseas territorlies in
the treaty foresee the opening of the Common Market to them,
end special financial assistance through the Development Fundj|
Eventually, any common market country should be able to invest
in, and trade with, any of these overseas members on the ssme
conditions as those accorded the "parent" country. Although
the complete abolition of customs tariff remain the ultimate
goal, affiliated countries will retain some freedom to main-
tain duties in accordance with budgetary needs and development
requirements, provided such action shall become progressively
non-discriminatory. No provision is made for these countries$
to adopt the common external tariff of the Community. Conse-
quently, any one of the Six may be allowed to take protective
action against the posslbility of diversion of trade which
rmay arise as a result of the existing level of external cus-
toms duties in any of the territories.

Recently, several of the overseas territories men-
tioned in the treaty have reached independence. It has not

yet been decided whether such independent countries will be
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permitted, or in fact will desire, to participate as affilia-

tes 1n the Common Market.

G. PFPinancial Provisions

An annual Community budget is drawn up to cover the
estimated revenues and expenditures of each institution, 1n-
cluding those relating to the European Social Fund. Expendl-
tures under the budget are balanced by member contributions,
fixed in accordance with two scales of percentages provided
for that purpose. One scale of contributions 1s intended to
meet the expenses of the European Social Fund, while the othe#
gpplies to the general expenses of the Community.

The treaty also provides that the Commission study the|
possibility of replacing financial contributions of members
by the revenue eventually accruing from the establishment of
the common external tariff, This provision, if it is carried
through, would strengthen the Community inasmuch as it implig
the creation of a central body to administer and collect
duties,

1. The European Social Fund

Under the administrative authority of the Commission,
the European Social Fund covers fifty per cent of individual
members'! expenses to ensure re-employment of displaced labour
and to facilitate labour mobility. Although the effects of

the common market upon labour will be different in each member
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country, the costs of relieving financial and other difficul-

tles accompanying labour displacements, will be shared propor

tionately by all, through contributions in the annual budget.

2, The Development Fund

The Development Fund has been set up to promote social
and economic development of overseas countries and territoriep.
As provided in the treaty, European States will contribute
$581 1/4 million, of which $511 1/2 million are to be set
aside for development programmes in French Territories. Fur-
ther arrangements for assistance to these affiliated members
will be negotiated five years after the commencement of pre-

sent assistance.

3. The Eurcpean Investment Bank

An initial capital of $1 billion 1s to be contributed
by member countries in to this bank. These funds will be useL
for development schemes in the 1less developed regions of the
Common Market area itself. They will be used for reconversion
schemes and for large projects of general interest in the
attainment of the overall objectives of the treaty. Member
states will also be required to supply direct loans to the
bank during the course of its activities, if such resources

are not readily available in internationsl capital markets.

H. Early Developments

The implementation of the common market treaty gained
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momentum with the consolidation of several practical measires
in the early transition period.4 The initial measures towards
the complete abolition of all trade barriers within the marke}
were introduced on January 1, 1959, This included the first
reductions in tariffs between member countries and the libereg
lization of quotas. Tariffs on trade within the Community
were reduced by an average of 10 per cent, while in the field
of quotas, the Six removed the total value of remaining quan-
titative lmport restrictions by not less than an average of
20 per cent.

In consolidating these measures lald down in the
treaty, the Six decided to extend most of the 10 per cent ta-
riff reductions to third countries enjoylng most favoured
nation treatment, provided no individusal reduction would bring
national tariffs below the prospective level of the common
external tariff. Member countries were permitted considerablp
discretion in carrying out this decision. Relaxations in
quantitative restrictions were also generally extended to
third countries, but individual members were allowed to requipe
reciprocity, or to extend such benefits on a bilateral basis

only.

4 Material on current developments was accumulated
basically from, Camps, Miriam, Division in Europe, London,
P.E.P., Occasional Paper No. 8, June 1960, pp, 5-12 and 4 -54
Department of Trade and Commerce, "European Trading Arrange-
ments", Foreign Tradef Vol. 114, No. 1, July 1960, pp. 42-46;
U.K. Board of Trade, "Acceleration of Common-Market Time
Table", Board of Trade Journal, Vol. 179, No, 3297, May 27,
1960, pp. 1142-1146,
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Of particular interest were the developments in the
agricultural sector. As envisaged in the treaty, an Agricul-
tural Conference was held in July, 1959, in Stresa, Italy.5
This was to be the first step towards the elaboration of a

common agricultural policy. In an agreed resolution, they

set forth their views on the most important problems connectedd

with agriculture in Europe, and reaffirmed the social impor-
tance of this sector. At the same time, they gave recognitig
to the fact that protective measures, even in this area, havse
certain limitations beyond which economic considerations
should take precedence over social obligations. The views
were expressed as a formal Resolution and were used, in large
part, by the Commission in presenting its proposals for a
common agricultural policy.

The common agricultural polley contains discernable
evidence of intentlions to mchleve self-sufficiency in agricul
tural production. The basiec tool of such a policy will be a
pricing system aimed at establishing common prices for all
important agricultural products based on cost levels in each
area, This ¢ ould result in higher prices, protection from
lower cost imports through levies and quotas, and even the
possibility of partly subsidized exports to relieve any sur-

plus situation that might arise,

S The Chase Manhattan Bank, "A European Farm Policy",
Western Europe, issued bi-monthly by the Economic Research
Department, No. 9, August-September, 1960, 4 pages.
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In preparation for the succeeding steps to be taken,
discussions were held during 1959, and several proposals werg
put forward with a view of consolidating the measures al ready
achieved, in the belief that such new measures would serve td
strengthen the integration process as a whole. At the meeting
of the Council of Ministers held in Strasbourg in November
of that year, these various discussions and proposals were
assimilated and put forward in the form of decisions. At thig
meeting it was agreed that the long-term objective should be
the complete abolition of auotas on a world-wide basis, As a
start they decided that the 20 per cent-auota enlargement
scheduled for January 1, 1960, would be extended to all mem-
bers of the GATT, at the discretion of each Member who could
proceed through bilateral arrangements if so desired. Simi-
larly in the field of tariffs each Member was given the righg
to decide for itself whether to extend to third countries th+
internal tariff reduction of 10 per cent envisaged for
July 1, 1960,

Although the quota enlargements were generally extendeéd
to third countries as proposed, the decision regarding tarifry
cuts was superseded by the outcome of the meeting of the
Council of Ministers in Luxembourg, in May 1960, At this
meeting it was agreed that a shortening of the tramsition
period was desirable, and that the best method for achieving

this would be by an acceleration in the tariff cuts schedule$

UNIVERSITY OF OTTAWA . SCHOOL OF GRADUATE STUDIES



UNIVERSITE DOTTAWA - ECOLE DES GRADUES

THE EUROCPEAN ECONOMIC COMMUNITY 89

in the Treaty. It was therefore decided to supplement the
10 per cent tariff reduction envisaged for July 1, 1960 by a
20 per cent reduction, although the implementation of the addj-
tional 10 per cent cut could be postponed until December of
that year., It was also agreed that the 10 per cent tariff
reduction scheduled for December 1961 should be increased to
20 per cent. This reduction could also be extended to third
countries, on a most-favoured-nation basis, provided no tariffs
were brought down below the level of the proposed common
external tariff, and subject to reciprocity.

The Minlsters also agreed to speed up the movement of

™

national tariffs towards the level of the Common Market tarif
by introducing adjustments scheduled for December 1961 on

December 31, 1960, However, many items were excepted from thiis
sccelerated step. In addition it was proposed that these
adjustments would be made on the basis of the proposed common
tariff reduced by 20 percent. However, this move was made

subject to consolidation at the GATT Conference table of 1960

L]

1961, on the basis of reciprocity from third countries,

The main significance of these various developments is
that by the end of 1961 internal tariffs amongst the Six will
have decreased by 50 percent instead of by 30 percent as
scheduled in the Treaty, all quasntitative restrictions will
have been abolished on industrial products orliginating within

the area, and the first step in the adjustment of national
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tariffs towards a common level will have taken place one year
ahead of schedule. One of the main drawbacks of this accele-
ration for third countries is that it involves an earlier up-
ward movement of those tariff items which are at present belov
the proposed common tariff level. This is of special concern

to the EE
to Canada since about 70 per cent of Canadian exgorts/are ab-

LY §

sorbed by low tariff countries - Benelux and Germany. In add}-
tion, an acceleration in the upward revision of tariff levels
will be prejudicial to the success of future attempts in
international negotiations at bringing about a significant
reduction in the overall common tariff level to be applied in
the final instance., On the whole, achievements to date indi-
cate that the EEC is prepared to move swiftly and unhesitmntlr
to the successful attainment of its goal. The problem of
agriculture remains an important threat to significant liberal
developments, although protectionist views in other sectors
have, by no means, been completely abandoned., This is espe-
clally true with regards to certain industrial raw materials
such as aluminum and lead. Imports of aluminum are controllef
by annual quotas and enter at a 5 per cent rate of duty, pro-
vided it is processed in the country.of import. Any member
desiring to import in excess of the quota for that year must

pay a rate of duty of 10 per cent. Previously, Germany, the

main importer, and Belgium and Netherl ands were admitting alu

minum free of duty. Similar quantitative arrangements have
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been arranged for unwraught lead, and in addition, Italy may
prohibit imports of this product for a period of six years.
However, these various protectionist provisions are currentl%
being discussed at the 1960-1961 GATT Conference, and the
outcome of these negotiations should bring these policies in

better focus.

I. Implications

l, Internal Effects

During the first few years of transition progressive
reductions in tariffs end abolition of the few remaining quan-
titative restrictions will constitute the primary objectives
As far as quantitative restrictions are concerned, the extentg
of liberalization achlieved under OEEC does not leave much
room for improvement, except that now it will be more diffi-
cult for individual countries to reimpose such trade barriers.,

For the remainder of the transition period Member coung
tries will obviate any serious distortions in their economie$
by resorting to the many "escspe clauses"., Certainly, it
should not be expected that the transitional period will
bring great geographical dislocations of industries, re-
adaptation of existing industries to different types of pro-
duction, or any withdrawal of large enterprises from the mar¢
ket in the name of efficiency. Such adjustments will come

only after the Common Market becomes truly common.
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What may be expected to occur is a progressively in-
creasing flow of internal trade, such as occurred after OEEC,
EPU and ECSC. A basic determinant of economic expansion is
the extent of the market, for as the market widens so are the
opportunities for greater specialization, production to scale
and the potentialities for rising productivity increased.
These possibilities for dynamic economic progress will assu-
redly become attainable within the enlarged Euromart. Trans-
portation costs will decline and become equalized throughout
the area., Many enterprises will amalgamate to be in a better
productive and marketing position. The aggregate GNP of the
area will enjoy appreciable increases and will lend strength
and economic stability to the whole market. The effects of
increasing production will gradually produce a higher level
of investment s and the existing industries will add to their
productive capacities, while benefiting from the advantages
of "mass production®.

Once the Common Market becomes a real entity, then the
interplay of competition will be strong enough to cause rediq-
tribution and re-adaptation of enterprises according to econ-
omic principles., And as increased productivity, efficient uJe
of resources and regional specialization begin to show their
results, the Common Market should not do otherwise but achieve
greater economic strength wherein lies the possibility for

increased standards of living.
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Of course, the process will be slow and many hardships
will have to be overcome to achieve such results, but given
the present desire for unification and the economic principle
upheld by the majority of its leaders, Europe should succeed
in the long run.

No drastic change in investment between member countri
can be expected until the flow and level of trade proves
them to be economically warranted. Harmonization of economig
and social policies may be somewhat delayed by political imp#
cations. And the real effects of political attempts at
"harmonization" will not be felt until Members of the Commu-
nity come into closer contact with each other through the

freedom of movement of goods, persons and capital.

The egtablishment of the freedom of movement of persors

will not alter the Common Market in the near future., 1t takeg
much more than a legal right to convince a labourer to move
to a different country, with a different language and cus-
toms, and in some instances - a past enemy. Moreover the
first problem to be met in this respect will be the provisior
of adequate housing to facilitate such moves to any appre-
ciable degree., This same problem was not overcome during
the first five years of ECSC.

The freedom of movement of capital is not so much de-~
pendent on the existence of a Common Market, but rather it

depends on the strength of each Member's foreign exchange

es

-
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reserves., If the establishment of EEC succeeds in strength-
ening European multilateralism, as it obviously should, then
this problem should resolve itself to an even greater extent
than was achieved under EPU alone.

The impact of the Customs Union on agriculture and on
overseas territories is the most difficult to assess in view
of the lack of detailed provisions in the Treaty. It does
seem, however, that both these sectors of economic integra-
tion will carry greater external effects than within the areq
proper, Agriculture will continue as a protected market and
it is obvious that the process of unification will tend to
make Europe more self-sufficient in agricultural production.
However, through the use of "minimum prices" any increase in
internal trade of agricultural goods will not directly affect
competition or prices, Agriculture will continue to be an
economic problem with major policitel and social overtones.

Specisal tariff and quota concessions granted to Over-
seas Territories should be favourable to their economic growgh
and stability. In effect, it will asszure them preferential
treatment in an expanding European masrket. Of course, Francd
also stands to benefit from the strengthening effect such
treatment will have on its overseas dependencies, Moreover,
the provision of the Development Fund means that while French
possessions will benefit from European investments, France

will enjoy a reduction in its financial obligations vis-~a-vig
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its dependencies. However, the creation of, what is in effeck,
a unilateral preferential tariff area will undoubtedly hurt
the trade of many primary producing countries outside EEC,
especially producers of such staples as coffee, bananas and
cocoa and ilndustrial raw materials such as aluminum and coppep.
Overseas territories will retain their own tariff
schedules so that no direct repercussion should be felt
within EEC proper. However, to the extent that increased
imports from the territories and European investments in
these countries strengthen their economies, an increase in
exports from the Community to these territories should resulf.
Although the Treaty does not provide for the eventual
introduction of a common monetary unit for the Community, it
does call for complete currency convertibility and stabiliza-
tion of exchange rates. The implementation of exchange sta-
bility excludes the resort to any other corrective techniques
except those of internal fiscal and credit policies, This
implies the harmonization of budgetary, economic and social
policies of Member Countries and the Treaty makes provision
for such developments. In effect, therefore, the economic
obstacles to be overcome in establishing currency convertibi -
lity at stable exchange rates are idential with those facing
monetary unification. However, the political elements in the
problem are at variance., MNonetary unification implies a popu}

lar acceptance of political integration, it contains an irre-
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versible character not present in a stable exchange rate, it
necessitates administrative and institutional changes and the
creation of a central monetary authority.

Although monetary unification contains many economic
advantages it is not a prerequisite for economic integration.
JMonetary unification of European currencies may well be an
important aspect of any ultimate evolution of broad political
unification, but it is quite unlikely to precede it.

A very important consldereation from a long run point
of view is the extent to which the Common Market will contri-
bute to the desired ultimate objective of political integra-
tion. In view of the traditional segregation of these coun-
tries, unification at the political level may well require it}
acceptance by a new generation of Europeans. However, this
development could occur with greater haste, given the intensit
fication of international forces towards large political blocs.
There is & provision in the Treaty requiring the Assembly to
Eut forward proposals for direct elections to be held throught
out the Community's countries. If such proposals are put intg
practice, there will be created a European Assembly directly
’

responsible to the inhabitants of the six countries themselve%

and not limited to an indirect responsibility through separaté

ational parliaments as at present. The first step towards

olitical unification of Europe will then have been taken.
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2. External Effects

The main effects of economic unification in Europe
upon third countries will be in the fields of trade and inves
ment, including the establishment of foreign subsidiary compa
nies in the ares.

Foreign trade of Western Europe is very large in rela-
tion to its production of goods; it is also highly diversifie
both in terms of commodities and of geographical areas. Prima
ry products play an impertant part in Europe's imports and
their requirement should increase with the growth in economic
activity. However, the preferential treatment allotted asso-
ciated overseas territories will probably adversely affect
some countries dependent on Eurcpean demand for the sale of
their goods, especially agricultural commodities,

The effects upon imports of manufactured products will
be dependent upon the cost structure and the degree of pro-
ductive diversification which is ultimately achieved in Europ
Western Europe trades about as much with third countries as i
does within itself, and this trade pattern seems to be highly
influenced by the availability of materials in Europe. The
effects of progressive tariff abolition in Western Europe
should not cause repercussions upon world trade to any great
extent, untll the results of the larger competitive market in
Europe have shown themselves in the form of new enterprises,

greater efficiency of production and wider diversification of
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industries., But during this trensitional period, the rest
of the world will have the opportunity to meet the challenge
of these gradual developments by progressive adjustments in
productive capacity and trade pattern. The only countries
which should actually suffer from this growth pattern are
those wishing to retain a static stability based on protecti
nistpolicies, With Western European economic integration
being pursued in an atmosphere of competition and gradualism
world trade should not suffer significantly at the start and
should benefit markedly in the long run by the increased
economic activity permissible in the larger single market.
The increase in the level of trade, which followed the pro-
cess of industrialization, technical specislization and in-
come growth in countries which are now industrislized, shoul
also be an expected result of similar developments in Europe
Contrary to what might be expected from the apparent growth
in self-sufficiency, industrialization promotes an increase
in the quantity and diversification of international trade i
the same way that it promotes an increase in income and
standard of living. The substitution of any one, or even

broad groups, of products available within the Common Market

for goods previously imported will not necessarily reduce thle

total demand for imports., To accomplish the latter objectivL,

stringent curbs on the total claims on resources by

governments, businesses and consumers would be required,

[ =
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[fowever, even with the maximum amount of import substitution
that is realistically conceivable and despite high tariffs, 1f
such should come about, the EEC's total import requirements
are likely to rise over the decades. Ag the economies of the
Six move progressively towards higher levels of national in-
lcome and standards of living, new types of imports necessary
to sustain thie progress will outweigh any import economies
lachieved in other areas.

The continued protectioniast spproach expected of
France and Italy will be counterbalanced by the more liberal
attitude of Germany and the Benelux, and may be subdued by
the political aspects of EEC. The outright adoption of French
policies would tend to place the Community at a cost disadvant
tage with respect to the rest of the world. Moreovser, the
strong do not usually submit to the weak indefinitely, and it
is very unlikely that a strong and increasingly influential
Germany will renounce the gains it has earned through the purst
auit of competitive and liberal policies, internally as well
as externally. 4t seems quite likely that a compromise policy
will evolve from within the Community, in line with the cost
and income structure and the trade policies of the rest of thg
IWestern world., Thus the effects of the European Economic
Community on world trade may be expected to follow very closef
ﬂy the consequences of a compromise policy between liberalism

Land protectionism in trade, closely resembling current U.S.

trade pol‘l LYo
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J. European Free Trade Association

The original proposal for a free trade area in Europe
antedated the signature of the Rome Treaty. 1t had its ori-
gin in the evolution of the negotiations, within OEEC, which
led to the Messina Conference.

During the summer of 1956, when the proposals for a
European common market were just beginning to take shape, the
OEEC set up & special working party to study the possibility

of a free trade area embracing all members of OEEC, including

the S1x.% This move was partly designed to prevent the occur
rence of a division in Euroépe, but it was also intended as an
alternative in case the Six met with failure.

The report of the special OEEC Committee publishned in
January 1957 concluded that the operation of a free trade arep

Europe was technically possible. At that time there was, out

wardly at least, great hope for the success of this endeavour|.
Even the United Kingdom government, which traditionally had
preferred to remain outside of any strictly European trade
arrangement of this type, was willing to participate actively
in the formation of Europe-wide industrial free trade area,”’

Negotiations for such a free trade area were carried out

6 France Rogé, "Perspectives d'une petite zone de
libre échange", Etudes et Conjoncture, No. 10, octobre 1959,
pp. 959-9800

7 U.K. Information Office, Negotiations for a Europeah

free trade area; documents relating to the negotiations from
July 1956 to Dec, 19568, London, H.M. Stationery Office, Cmnd
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during 1957 and until the end of 1958, when they broke down
and were suspended indefinitely. The impasse was due mainly
to the impossibility of reconciling the conflicting views of
the various countries on basic issues of commercial policy.
The Six were anxious to preserve the integrity of their new
undertaking and to avoid the erosion of the commercial advan-
tages it embodied. The other European countries, and parti-
cularly the U.K., were anxious to avoid trade discrimination
in Europe, but wished to retain control over their external
trading relationships.

Faced with the impossibility of achieving a Europe-
wide free trade area, seven of the European countries out-
side the Common Market sought to establish free trade on a
separate regional basis., Through such an approach it was
hoped that trade among themselves would grow, thereby minimi-
zing whatever trade dislocation might result from EEC. More-
over, their unification in a free trade area would improve
their bargaining power for continued access to the markets of
the Six.

Negotiations towards this end resulted in the esta-
blishment of a European Free Trade Association (EFTA) in

November of 1959.8 This new regional grouping, commonly

8 Gonvention Establishing the European Free Trade
Association, London, H.M. Stationery Office, Cmnd 906, Novem-
ber 1959, 55 pages.
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called the "Outer Seven" because of its geographical location
relative to the Six, united Austrla, Denmark, Norway, Portu-
gal, Sweden, Switzerland and the United Kingdom in the common
purpose of gradually removing tariffs and quotas on industria%
products traded asmongst themselves, Special treatment, al-

though not necessarily free trade, for agricultural products
is also permissible, The initial tariff reduction of 20 per
cent was effected on July 1, 1960, This placed the level of
transition within EFTA on the same basis as that adopted by
EEC. The remainder of the transitional period follows roughly
the same schedule as in the EEC, and should be completed by

1970.

In other respects, however, there are marked differ-
ences between EFTA and EEC. Fundamentally, EFTA is endea-
vouring to promote free trade among its members with a minimym
of commitments on their part regarding domestic economic and
financial policies. Most important, EFTA allows members to
retain their individual tariffs toward outsiders, change then
at will, and independently conduct commercial negotiations
with other nations., This is in marked contrast with EEC pro-
visions, and the 1lssue of external tariffs was one of the mailn
reasons for the failure of negotiations for a Europe-wide
free trade area,

The retention of individual external tariffs presen=-

ted the possibility of "deflection of trade" within the Seven
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iheoretically imports from third countries could enter EFTA
via one of its members with a low external tariff, for tran-
shipment (eventually free of duty) to another member with a
higher external tariff. To mitigate such "deflections of
trade", certain "rules of origin" were agreed upon in the
Convention. In general, goods not wholly produced within the
free trade area enjoy area tariff treatment only on one of
two conditions: if less than 50 per cent of the value of such
goods consist of materials lmported from outside, or if they
are produced within the area by specified processes,

Since EFTA does not envisage formal economic integra-
tion, but simply closer economic co-operation and trade libe-|
ralization, 1t follows that its institutional organization
should be less encompassing than that for EEC. It has only
one formal body, The Council, which is composed of one repre-
sentative from each member country. Each representative has

only one vote. The Council is charged with the task of imple

menting the Convention and considering whatever further action
should be taken to promote the objectives of the Association.
On the whole, except mainly for the provisions con-
cerning tariffs, quotas and rules of origin, the immediate
form and provisions of the Convention establishing EFTA have
been kept simple, and the way left open for substantial modi-
fications in the nature of the arrangements, This is in

keeping with the very nature of this regional trade grouping
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which does not foresee economic integration as 1its objectives
On the other hand it is also an indication of the tacit real-
alization that their Association will need to adapt itself to
the trade and economic climate resulting from the ultimate
achievements of their closely integrated competitors within

EEC.

Views on EEC and EFTA

Whereas EEC consgstitutes a logical association of coun
tries from the point of view of geography, trade and economic
comparability, the same cannot be sald of EFTA.

EEC countries are geographically well located in rels
tion to one another and form one common boundary with outside
countries. EFTA countries are more or less dotted throughout
Europe, in many cases separated by land or sea,

The established trading pattern within EEC is favour-
able to economic integration. EEC nations trade less with
EFTA countries than with one another, and less than half of
their exports go to countries outside Europe.9 In contrast, -
EFTA countries sell more to the Common Market than to one
enother, and send some three-fifths of their exports to non-

European markets. Within these two respective trading areas,

9 France Rogé, "L'Association Européenne de Libre
Echange", Etudes et Conjoncture, No. 10, Octobre 1960, pp.871
884,
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the element of competition is different. In view of the U.K.
relatively collossal capacity for imports compared to other
EFTA countries, the element of competitive trading would
appear to be smaller in this group. The existence of this on
large importer provides a much better scope for shifting the
trade pattern of the area as a whole. By switching its
imports away from third countries, the U.K. is in a position
to incresasse sizeably the exports of its EFTA partners. In

turn, this would strengthen the area as a whole by placing

from the U.,K. The U.K.'!'s trade deficit alone is equivalent
to nearly 50 per cent of total exports from the rest of EFTA.
Thus, by switching its imports by a value equivalent to its
trade deficit, the U.K. would increase significantly, and
rather easily, the total exports of the rest of the area. No
individual country within EEC has such relative strength vis-
a-vis 1ts trading partners. They are more equally balanced

and thus more conscious of competition. Moreover, within

the Six would affect its international trade balance more
significantly than for the U.K. who 1s already running a highj
trade deficit.

Comparisons between these two groups from the point

of view of population and economic strength also indicate

the partners in a better position for increasing their importp

the EEC, the largest 1lmporter, also has the largest favourablk

trade balance, so that any increase in its imports from withih
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basic differences. The total population of the Six is about
170 million with a G.N.P, equivalent to approxi mately $160
billion, In addition the individual countries within the Six|
(taking Benelux as one country, and except for the south of
Italy) are all closely equivalent in terms of standard of
living and industrial strength. Total EFTA population is
about 90 million, with a G.N.P. for the area as a whole equi-
valent to approximately $100 billion. The disparities in ecoj
omic strength between its members are more obvious, such as
be tween the U.K., Switzerland and Sweden, who have reached
the higher levels of standard of living and Portugal and
Austria who can, by no means, be called strong economic enti-
ties.

The various differences between EEC and EFTA point to
the fact that the initial relative economic posl tion of indi-
vidual countries within the Common Market were more favourabl
to co-operation and integration at the economic, and possibly
even political level. On the other hand the disparities bet-
ween partners in EFTA indicate it would be difficult to go
farther than the objectives of free trade, into economic inte
gration. This also confirms that this latter grouping was
motivated not only by the positive desire to increase trade
between themselves but also with the Common Market and on a
broader international front.

The puzzling question emanating from the interplay of
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these two groups, 1s whether a Europe devoted to liberalism,
or one imbued with protectionism will evolve. Certain provi-
sions in the Treaty establishing EEC lend evidence of protec-
tionist tendencies - for example the eventual commonm tariff
to be established will be higher than exists now in most coun
tries - the inclusion of overseas territories introduces a
new preferential trading system - the provisions for harmonil-
zatlon of economic policies will bring social security costs
to the level of the highest cost country.

On the other hand, since Common Market countries are
also important world traders, the existence of a successful
free trade area right at its doorstep should encourage Europe
to pursue more liberal policies. By its very existence, and
the traditionally liberal trading pollcies of most of its
members, it will undoubtedly instill a keener sense of compe-
tition in intra-European trade.

However, the influence of the free trade area coun-
tries upon trade policies adcpted by the Six will depend on
the success of EFTA itself, The technical difficulties in a
plan such as EFTA place it at a disadvantage with EEC insofan
as efficient and successful administration is concerned. In
EEC the task of adminlistration is simplified by the fact that
each member relinquishes a certain amount of its national
autonomy to the community's institutions. In EFTA, supra-

netional authority has been avoided. Problems such as the
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determination of origin of goods, proper usage of escape claut
ses, deflections in trade, present quite a difficult adminis-
trative challenge in themselves - a task nearly impossible to
accomplish, on an efficient and permanent basis, under the
loose control of an international authority. A co-operative
scheme of this sort is basically dependent on the goodwill of
its members, and seems destined to become only a temporary

arrangement, until some basic disagreement between the part-

ners arises and renders the continuation of the project impos

sible, under any other form but one with supranational author

ity. Thus, outside the direct economic effects it will have
upon its members, and the indirect effects upon the Common
Market, EFTA can be interpreted as an intermediate step towarﬁs
some form of economic community.

Since it is unlikely, the establishment of some form
of economic community will be possible within EFTA, it seems
that the end result will be the accession of individual EFTA
countries to the EEC. One of the most important countries,
in considering this possibility, is the United Kingdom. It
would appear from recent speeches made by Mr. MacMillan that
the U.K. is destined to join the Common Market.lO How many

10 on mebruary 27, 1961, the United Kingdom informed
the E.E.C. that Britain was now willing to accept a common
or harmonized external tariff on non-farm goods as part of a
settlement with E.E.C. The ministers of the Western European
Union composing the U.K. and the six countries of the E.E.C.
sre to meet before the end of May for a more detailed discus~
sion on the matter.- Canadian Manufacturers Assoc1at10n, "New
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of the countries of EFTA will follow suit is difficult to
say, although it is unlikely Switzerland will sacrifice 1its
traditional position of neutrality to some form of supra-
national institution. The Scandinavian countries may well
attempt to join EEC as a unit.

Whatever the outcome, it is obvious that EFTA without
the U.K. could never be successful, but it is equally appa-
rent that the U.K. would not abandon its partners without ob-
taining special concessions or fair treatment from EEC on
their behalf.

The outlook, therefore, 1is for an extension of free
trade to encompass larger groupings in Europe. The larger
single market thus created will lend support to the extensiorn
of liberalization, It will reduce the influence of the few
highly protectionist countries, by its larger membership.
Moreover, it will introduce a greater degree of competition
within its own boundaries and a greater potentiality for in-
vestment and growth. This should minimize the need for pro-
tection, even from a point of view motivated by enlightened
self-interest. It seems evident that a united Western Europg
within EEC, or under some other scheme adapted to meet EEC
requirements, will stand a much better chance of achleving
a liberal economic policy, to the same degree that the Unite&

States and other world traders are willing to pursue.
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CHAPTER IV

IMPLICATIONS FOR CANADA

A. Introduction

International trade is very important to the Canadian
economy., Canada is amongst the five leading world traders,
snd its dependence on exports 1s generally recognized as an
important element in overcoming the drawbacks of its small
and de-centralized population. Large manufacturing operatlor
in this country require sustenance from an export market,
just as does any large scale development of Canadian natural
resources. The Canadian market, because of its size, or, in
some cases, because it is not sufficiently concentrated, cand
not justify large scale undertakings on an economically soung
basis, And so, Canadian extractive and manufacturing indus-
tries must depend on exports to expand and, in some instan-
ces, to exist.

The importance of exports to Canadian industries is
well reflected by developments in the oil, uranium and
nickel industries. The present supply of crude oil in Canaddq
surpasses the current domestic consumption. This 1s partly
due to the fact that western oil is, in the main, unable to
compete in eastern Canada with oil of foreign origin. This

has necessitated curtailment of Canadian oil production, and
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on February 1, 1961, Mr. Hees, the Minister of Trade and Com-
merce, put forward what he termed "a national oil policy".1
The purpose of this pollicy is to increase the usage of Cana-
dian oil in domestic markets west of the Ottawa valley. In
his words, "The growth in domestic use is predicated in parti
cular on substituting in Ontario markets, west of the Ottawa
valley, products refined from Canadian crude for these now
supplied from foreign crude'. The need for government inter-
vention in this industry shows the disadvantages of geogra-
phical dispersal of population and markets within Canada's
boundaries.

In the field of uranium, the effects of a contraction
of exports were quite obvious, even if deplorable, in the
town of Elliot Lake, Ontario. Subsequent announcement of a
United Kingdom intention to purchase large quantities of thid
metal provided some alleviation, but the Canadian uranium
industry will not be out of trouble until additional export
markets are found.

On the other hand, the nickel industry contributes ag
one of Canada's leading export industries, and as a result,
it has experienced growth and profitability.

The contrast in economic conditions between the farm

implements and textiles industries is also an indication of

1 Hensard, Pebruary 1, 1961, Volume 105, Number 38,
PpP. 1640-1642.
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the importamce of exports in the development of Canadian many
facturing industries. The Canadian farm implements industry
is a classical example of industrial growth and expansion
based on foreign trade. The development of this industry wa%
achieved through a high level of ex orts. The high volume of
produc tion warranted by the domestic and export markets per-
mitted this Canadian industry to attain an enviable competi-
tive position, both domestically and in world markets., In
contrast, Canada's textile industry, unsuccessful in the
export field, is well recognized as being in constant diffi-
culties despite the tariff protection it has acquired in the
domestic field.

It would sppear, therefore, that in a number of largs
scale undertakings, the Canadian market, of itself, is not
sufficlently large, or too dispersed, to provide a sound
basis for an economic volume of production.

In view of the importance of export markets for the
development and growth of Canadian industries, it follows
that the implications of European trading arrangements and
economic integration are of special significance to this coun
try's economic future. However, developments in Europe, and
their implicatlons for Canadian export prospects must be
placed in thelr proper perspective if a true assessment is td
be achleved. One of the first steps in this direction is to

establish the relative importance of individual markets and
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indi vidual commodities or groups of products in Canada's cur-

rent export volume.

B. Most Important Export Markets

Canadian sales abroad have a wide and varied distribuL
tion. Nevertheless, of Canada's total exports, approximately
85 per cent are absorbed by the U.S.A., the United Kingdom,
EEC countries and other EFTA countries. These markets are
the most significant if any immediate chenges in trading pat-
terns should occur.

A further breakdown will, however, provide a clearer
insight into the relative importance of these markets. As can
be seen from Table V, Cenadian exports to the U.S.A. over the
past four years have accounted for approximately 60 per cent
of Canada's total sales abroad. During this same period of

time, U.K. purchases from Canada reached a yearly total of

16 per cent of Canadian exports to the world, while EEC coun
tries bought 8 per cent of Canada's total yearly sales abroad,.
Since 1957, EEC and all EFTA countries combined have purchasejd
s8lightly more than 25 per cent annually of Canada's total
export sales. 1t is clear, therefore, that these Europesn
markets are of vital lmportance to Canada's export trade, Of
special importance, is the fact that the United Kingdom repre}
sents by far the largest indi vidual market in Europe for

Canadian products.
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C. Major Export Commodities

A few individual commodities and groups of commodi-
ties account for approximately 80 per cent of total Canadian
exports. As indicated in Table VI, these exports currently
consist of agricultural products, woodpulp and lumber, news-
print, crude metals and chemicals and allied products. The
United States market accounts for more than one half of thesp
exports, whsreas the United Kingdom and the EEC purchase aboug
15 per cent and 5 per cent respectively.

These major litems represent more than 80 per cent of
total Canadian exports to the United Kingdom; for the EEC thig
proportion is closer to 85 per cente The importance of this
group of exports in Canada's trade with the U.K. and the EEC
cannot, therefore, be underrated. It is equally true, howevelr,
that the lmportance of these seame exports to the U.K. and the
EEC should not be overrated, since they represent less than
20 per cent of total Canadian sales abroad. In contrast,
sales of these same major items to the U.S. represent about

45 per cent of total Canadian exports.,

The United Kingdom Market

The United Kingdom is Canada's second largest export
market, It purchases more than 15 per cent of total Canadian
exports - mainly agricultural products and industrial raw
materials.

As indicated in Table VII, the three most important
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TABLE VI

Comparison of Major Canadian Exports
to Selected Areas of the World
($ million)

Commodities or 1959 1960
Groups of Commodities
U.K. EEC U.S.A.} U.,K. EEC U.S.A.

Wheat 147 o7 17 § 135 108 17
Other Agricultural

Products 133 26 178 § 133 30 174
Animals and Animal

Products 48 16 229 35 15 205
Lumber 26 2 271 52 4 270
Woodpulp 24 10 252 31 12 256
Newsprint Paper 52 - 617 60 - 631
Iron Ore 22 13 119 28 27 102
Farm Machinery and

Impleme nts - - 91 - - 75
Aluminum 68 33 80 80 54 54
Copper 48 17 82 68 27 75
Nickel =~ Crude 37 12 114 55 32 88
Uranium 33 - 279 26 - 237
Asbestos & Products 9 20 45 9 25 54
Chemicals and Allied

Products 27 22 86 34 37 22

TOTAL - Major Exports| 674 268 2,460 || 746 371 2,330

Source: Dominion Bureau of Statistics,
Trade of Canada.
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TABLE VII

Breakdown of Canadian Exports to the United Kingdom
($ million)

————————————————————————

Commodities or

Groups of Commodities 1957 1958 1959 1960
Wheat 127 146 147 135
Barley 20 47 56 29
Flour of wheat 20 23 23 23
Flaxseed 22 18 18 21
Tobacco 16 14 20 21
Soya Bean, 0il Cake and Meal 15 6 14 14
Other Agricultural Products 22 29 22 25
Animals and Animal Products 21 40 48 35
Lumber 40 34 26 52
Woodpulp 29 25 24 31
Newsprint Paper 44 46 52 60
Other Wood and Wood Products 29 28 30 36
Iron Ore 24 16 22 28
Steel Billets, Ingots, Blooms 1l - - 18
Other Iron and Iron Products 18 9 10 27
Aluminum 79 68 68 80
Copper 58 45 48 68
Nickel - Crude 39 43 37 55
Nickel -~ PFine 6 10 9 12
Platinum 17 15 12 15
Lead 9 7 6 8
Uranium - 13 33 26
Other Non-ferrous Metals & Products 30 25 25 33
Asbestos and Products 8 8 9 9
Chemicals and Allied Products 28 36 27 34
Other Exports 158 25b 20¢ 204
Grand Total 737 776 786 915

. ——— - ____—— ]

Source: Dominion Bureau of Statistiecs,
Trade of Csanada.

a&. Includes Crude Artificlal Abrasives & Carbon Graphite
Electrodes - $6 million.

b. Includes Crude Artificial Abrasives & Carbon Graphite
Electrodes - $7 million; also Ships - $11 million.

c. Includes Crude Artificial Abrasives - §3 million; also
Ships - $11 million.

d. Includes Cotton Fabriecs, $3 million; Synthetic Fibres,
$4 million; Fused Aluminf $3 million; and non-metallic

n.
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groups of commodities which Canada exports to the United King
dom are agricultural products, non-ferrous metals and wood

produc ts. Since 1957 these items have accounted far well ovek

70 per cent of total Canadian sales to the U.K. Certain indi
vidual commodities are also of major importance, and for the
past three years the same seven individual products have re-
pPresented more than one half of total Canadian exports to thq
U.K. In 1960, these were as follows: wheat - $135 million;
barley - $29 million; newsprint - $60 million; aluminum - $8q
million; copper - $68 million; nickel - $67 million; and
lumber - $52 million.

Other important Canadlan exports to the U.K. include
woodpulp, canned salmon and chemicals. Canadian exports of
chemicals and allied products, which totalled $34 million in
1960, are of particular importance since the trend in the U.K|.
market has indicated growing demand for such products, and
because these are products from Canada's secondary manufactu-
ring industries.

The effect of U.K.'s participation in EFTA upon Cana-
dian exports are not discouraging. Only two significant
areas of probable losses emanate from the provisions of the
EFTA Convention. Malntenance of Canadian sales of wood, wood)
produc ts and paper will require a growing U.K. market capable
of absorbing both Canadian and Scandinavian supplies. Expec-

tations of growing sales of manufactured products and chemicalls
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to this market will now be dependent on increasing Canadian
competitiveness due to the loss of tariff preferences, and
in some cases such as synthetic textliles and fibres, the
introduc tion of reverse preferences.2 However, in accordanc&
with existing U.K. preferences for Canadian products, any sete
back due to losses of these preferences will be concentrated
in a sector of trade which accounts for less than 15 per cent
of Canadian exports to the U.K. - mainly canned salmon, cer-
taln wood products, synthetic textiles, chemicals and other

manufactured products, However, such are the short-run expec

tations, and it is quite likely that in the longer run these
very same products will beneflt from increased demand, not
only in the U.K. itself, but in the EFTA market as a whole.
The implication of the U.K.'s possible membership in
the EEC are obviously quite difficult to assess, It is clean,
at the moment, that the U.X. will seek special arrangements,
if not concessions, in its bid to join the EEC. However, a
brief study of the volume and type of products which the
United Kingdom lmports from Canada is sufficient to indicate
that no drastic change in this trading pattern will occur in

the near future.

2 The introduction of "reverse preferences" means
that not only will certain Canadian products lose their pre-
ferential tariff treatment, but in addition, they will even-
tually be at a tariff disadvantage vis-a-vis other EFTA
products entering the U.K, market.
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Of the seven major export items, accounting for more
then 50 per cent of Canadian exports to the U.K., not one of
these 1s in great danger of competition from European sourceg
of supply, Although it is expected the U.K. will negotiate
reservations on farm products presently entering that market
free of duty, the lmposition of tariffs on farm products
would mainly affect U.K. consumer prices but would not have o
direct bearing on British demand for such products. Europe
cannot meet completely the U.K, requirements for farm pro-
ducts, and Canadian farm products should be able to compete
successfully with other foreign suppllers.,

The loss of tariff preference for those Canadian pro-
ducts enjoying such a preference is of course a very signifi-
cant aspect of Britain's possible membership in the EEC. How-
ever, the following breakdown of Canadian exports to the
United Kingdom indicates quite clearly that the effects of
such a loss should not be overrated. In addlition to the
seven major Canadian commodities which constitute more than
50 per cent of Canadlan exports to the U.XK., and which enter
that market without significant tariff preference, there 1s
another 25 per cent of Canadian ssales to the U.K. on which
the preference is very small - 5 per cent or less. On a
sizeable part of the remaining 25 per cent, the loss of pre-
ference should not affect drastically the flow of trade. For

example, cammed salmon, a fairly large individual trade item,
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has a preference of 5 per cent, but sells mainly on a quality

Lu

basls, Canadian barley, flour and flaxseed have a 10 per cen
duty preference but sell mostly according to market require-
ments rather than price. Really significant preferences =-
over 20 per cent - apply to less than 3 per cent of exports,
mainly manufactured products. Of some concern, might be the
loss of the 10 per cent preference for medicinal preparations
and synthetic rubber, and the 20 per cent preference on
building board and some paper products. These individual
items above account for no more than 5 per cent of Canadian
exports to the U.K.

The loss of tariff preferences may, therefore, be
detrimental to some exports to the U.K., but severe deterio-
ration should not be expected. Canada might, for instance,
experience initial losses in such products as medicinal prepg-
ration, synthetie rubber, building products, some paper pro-
duc ts and chemicals, These are the important items most likahy
to suffer if U.K. demand for such products remains static. On
the whole, there is clear indication a decline in exports due|
to the loss of tariff preferences should not exceed 10 per
cent, at the very most, of current Canadian sales to the U.K.
Of course certain individual items, as indicated above, may
suffer more than others, but such changes in trading patternsJ
are a normal occurrence in international trade, unless intro-

duced suddenly. And it is almost certain that any withdrawal
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of preference will be spread out over a period of years, pro-
viding ample opportunity for Canadian industries to adapt the?-
selves to the new circumsteances.

This maximum possible reduction of 10 per cent in
Canadian exports to the U.,K., would represent less than a
2 per cent decline in terms of Canada's total exports. This
possible loss, however, should be viewed 1n the light of pre-
sent economic conditions in the U.K. Post-war economic deve-
lopments in the U.XK. have not been as favourable as in other
European countries., The failure of the British economy to
achleve a sufficlently high rate of growth, and its continued
balance of payments difficulties, have already resulted in
government measures intended to reduce imports., And it 1s
expected that such "belt-tightening" measures will continue
to be necessary in the U.K. at least in the near future. 1In
such circumstances, the outlook for growing Canadian exports
to that market 1s certainly not favourable.,

In the face of these recurring economic difficulties,
the U.K. has come to the conclusion that it might be to its
advantage to join the EEC. Britaln expects that by its membek-
ship in the EEC the solution to many of its internal economic
problems will be facllitated. It is expected, for exempls,
that within the EEC, the U.K. will be able to achieve a more
favourable rate of growth in Industrisl production, snd that
1t will attract much of the foreign investments currently

directed to EEC countries.
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In the long run, membership of this highly productiv
and competitive island in this wide common market should pro-
duce favourable results on its rate of economic growth and o#
its international balance of payments position, The outlook
should be for increased demand for Canadian products, and grg
posslibility for diversification 1n the types of goods which
the United Kingdom will be able to afford to buy from Canada,

D. The Buropean Economic Communlty

The European Economic Community is Canada's third
largest and, at the moment, fastest growing export market.
Table VIII shows that since 1950, Canadian exports to the
EEC have more than tmipled. In 1960, Canadian sales totalled
$436 million compared to $117 million in 1950.

Table VIII also indlcates that Canadian exports to
individual EEC countries have increased very favourably sincq
1950, except in Belgium-Luxembourg, Even in France and
Italy, where protectionist import policies have been prevaler
sales of Canadian products have more than doubled since 1950,
The growth of Canadian exports to the Netherlands during the
same period has been no more favourable than the increase in
Canada's sales to France and Italy. And yet, the Netherlandd
has been considered by Canada as having more liberal trading
policies than France and Italy, The increase in Canadian

exports to Germany has obviously been tremendous - from $9

ater

€,
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TABLE VIII

Canadian Exports to Countries of
the European Economic Community

($ million)

124

ww

Year Lﬁiiﬁigﬁég France Germany Italy Netherlands TOTAL
1950 66 18 9 15 9 117
1951 94 46 37 49 26 252
1952 104 48 95 53 41 341
1953 €9 32 84 33 42 260
1954 55 34 87 24 40 240
1955 53 42 91 28 48 262
1956 58 53 142 38 55 346
1957 60 LY 152 63 70 402
1958 70 45 202 30 75 422
1959 56 43 129 32 54 314
1960 69 73 165 66 63 436

Source: Dominion Bureau of Statistics,
Trade of Canada.
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million in 1950 to $165 million in 1960, In part, this re-
flects the fact that the German economy has experienced the
most rapid rate of growth of the Six, especially since 1954.

Thus, it would appear that the growth in Canadian
exports to individual countries of the Six since the war, has
been affected more by the rate of growth in these economies
rather than by thelr trading policies. If the opposite were
true, Canada's sales to Belglum-Luxembourg and to the Nether-
lands would have outpaced the growth in Canadian exports to
France and Italy. This has not happened, indicating that
Canadian exports to the EEC will most likely increase in
accordance with the rate of economic growth and industrial
expansion in the Common Market, irrespective of the overall
higher rates of duty imposed by the common external tariff og
the Sizx.

For & number of traditional Canadian export produects,
the Common Market is of major significance. Of Canada's tot
sales of wheat, 30 per cent has been purchased by countries
of the Six. As indicated in Table IX,5 Canadian exports of
asbestos, synthetic rubber, pulpwood and flaxseed are also of
major importance., Of Canada's total exports of the foregoing
products, approximately 25 per cent is sold to the Six.

Similarly, the Common Market purchases about 10 per cent of

S Appendix A contalns five tables showing a breakdown
of Canadien exports to indlvidual EEC countries for the yearﬂ
1957 to 1960.
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TABLE IX

Breakdown of Canadiasn Exports to
the European Economic Community

Groups of Commodities — I957 1958 1959 1960
Wheat 112 101 97 108
Flaxseed 27 18 11 12
Repeseed 11 10 6 4
Other Agricultural Products 23 17 9 14
Animals and Animal Products 10 8 16 16
Wood and Products 22 16 12 22
Iron Ore 46 23 13 27
Aluminum 18 20 33 54
Copper 10 27 17 27
Nickel - Crude 9 13 12 32
Lead 4 5 4 4
Other Non-ferrous Metals

and Products 10 7 8 1l
Asbestos and Products 23 16 20 25
Chemicals and Allied Products 28 27 22 37
Other Exports 49 114 54 44

Total Exports 402 422 314 436

- __ ______— _—_________

Source: Dominion Bureau of Statistics,
Trade of Canada.
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Canada's total exports of barley, iron ore, nickel, tobacco
and aluminum.

Table IX further indlcates that the greater portion
of Canadian exports to the Community - about 80 per cent =-
consists of agricultural products and industrial raw materialF.
Six major export items account for more than 60 per cent of
Canadian exports to the EEC., In 1960, these were: wheat -
$108 million; aluminum - §$54 million; copper - $27 million;
nickel - $32 million; asbestos - $25 million, and, chemicals
and allied products - $37 million.

The common EEC tariff which should eventually apply
to these commodities are as follows: whet - 20 per cent;
aluminum - 10 per cent to 20 per cent; copper - zero; nickel-
zero; asbestos - zero; and chemicals and allied products -
zero to 34 per cent.

The 20 per cent duty on wheat 1s significant since
both the Netherlands and Germany, the major EEC customers for]
Canadian wheat, have in the past levied no duty on such imports.
Of even greater concern than the tariff level, however, 1is
the likelihood that various non-tariff measures such as state
trading, mixing4 regulations, common protective marketing
arrangements and minimum prices will be put into effect.

Although the demand for Canadian hard wheat 1s strong, and 14

4 The proportion of hard wheat to soft wheat in
bread.
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based on quality rather than price, millers' and consumers'
preferences could be changed over time through government
intervention., There is also the possibility of increased
production of hard wheat within the Common Market as a result
of government support, mainly in France. But, in view of the
volume of Canadian wheat sold in the EEC, it is more likely
that any losses, should they occur, will be felt more in
respect of the rate of growth of Canadian sales of wheat in
that market rather than in terms of absolute decline in volunfe.
Such a prospect does not suggest any significant hardship fon
Canada, especially to the Canadian employment situation.
Except for the Benelux countries, the rate of duty on
aluminum in the Six has always been high - between 10 per
cent and 30 per cent., However, duty free guotas were allowed
to meet individual needs. A similar pattern of quotas at
reduced rates of duty from the commnon tariff level has also
been extended as a result of negotiations amongst the Six.
Thus any losses in Canadlian exports of aluminum must be pre-
mised on a statiec European market obtaining its aluminum
requirements from within, This is an unlikely development.
Any effects on exports of aluminum should therefore be expectled
only in the long run rather than in the immediate future
which, in fact, holds promise of growing demand not satiable
within the boundaries of the Six, 1In any event, this hed thy
Canadian industry should certainly be able to adapt itself in
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the long run to whatever changes in trading patterns are in
store. The significant gains in Canadian exports of aluminuA
to the Common Market since 1957 ars not expected to be lost,
but any future growth could well be at a lower rate due to
possible competition from internal sources.

The zero tariff on copper, nickel and asbestos shoulq
certalnly not impede Canadian exports of these products. In
fact, growing demand for sueh products by EEC countries shoulld
favour an expansion in this area of Canadian trade.

Canadian sales of chemicals and allied produets con-
stitute an element of trade of special importance since they
represent output from Canadian secondary manufacturing indus-
tries, With respect to the high common tariff on some of
the se products, it 1s significant to note that although Framcle
has had some of the highest indi vidual tariff rates on che-
micals and allied products, this same country has been by fan,
Cenada's best EEC customer in this field for the past four
years, It would appear likely, therefore, that the growth in
Canadian exports of chemicals and allied products will be
more dependent on the inherent quallities, competitiveness anq
specialization of such Canadian products, rather than on the
rate of duty.

Thus for those products which make up more than 60 pe¢
cent of Canadian exports to the Common Market no drastic los-

ses, and in many cases substantial gains should be the outcoﬁb
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of the implementation of the Rome Treaty. A few other indivi
dual products are of special lmportance, such as woodpulp,

iron ore, flaxseed, rapeseed and barley. These items, toge-
ther with other miscellaneous agricultural products represent

approximately 15 per cent of total Canadian exports to the

EEC. The position of these primary products in future tradiﬁg

patterns with the EEC is difficult to assess. Prospects for
Canadian exports of these products will be hampered by gene-
rally higher tariffs, and since their individual volumes are
not exceedingly high it 1s feasible some of them could be
replaced by products of EEC origln., However, of these pro-
ducts, only barley will receive what might be termed as a
restrictive tariff, The common tariff for barley will be 13
per cent, For flaxseed, rapeseed and woodpulp the rate will
be zero, except on woodpulp for paper meking, which will cary
a 6 per cent levy., The rate of duty on iron ore has been sef
under the European Coal and Steel Community at from 3 per cer
to 10 per cent, and since most of Canada's iron ore exports
are of a type dutlable around 5 per cent, the tariff factor
should not have any adverse effects.

It 1s in the remaining sector of Canada's exports to
the EEC that more significant effects may be felt - mainly on
semi-processed and menufactured ltems. While Canada's exporé
of such products to the Six may not decrease in volume, it

seems quite llkely some changes will occur in the types of

N
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produc ts exported in the future, However, this group repre-
sents less than 3 per cent of Canada's total exports, and it
is inconceivable, except in the case of outright import pro-
hibition, that more than one half of these exports would be
driven out of the Common Market. In such an unlikely event,
Canada would stand to lose slightly more than 1 per cent of I
export trade in exchange for the other benefits to be derived
from the economic unification of Europe. Such an initial log
would soon be replaced by the many potential gains in other
areas of trades.

It therefore appears that the gradual impact of the
Common Market might require ad justments 1n Canada's export
composition, mainly in some agricultural products such as
wheat and barley and in its various small manufactured items.
But the long run effects of the present European Economic

Community are, by far, more advantageous to Canada's export

prospects than the immediate drawbacks it might present at iYs

inception, and Canada will surely benefit from the success ofl
this economic undertaking.

E. Other B.F.T.A, Countries

Although the United Kingdom offers, by far, the lar-
gest market for Canadian exports in the E.F.T.A,, anxleties
also arise in respect of Canada's interests in other E.F.T.Al

countries, Canada has a considerable stake 1In its exports

ts

8
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of agricultural products, various metals and a few manufac-
tured goods, mainly chemicels and allied products, to the
other E.F.T.A. countries.

As indicated in Table X, Canadian sales to E.F.T.A.
countries, excluding the United Kingdom, totalled $133 millio
in 1960, oOf thisetotal, Norway, Sweden and Switzerland pur-
chased $117 million, or more than 80 per cent. Norway alone
accounts for more than one half of Canadian exports to E.F.T.
countries execluding the U.K. In addition, since 1950 sales
to Norway have lncreased more than threefold, from $19 milligd
to $70 million in 1960,

Table XI,5 contains a breakdown of the ma jor Canadian
products exported to Norway, Sweden and Switzerland combined,
for the past four years. These figures show that the ma jor
items which Canada has exported to these three E.F.T.A. coun-
tries have been nickel, copper, wheat and aluminum, During
1960 Canadian exports of these four individual products to
Norway, Sweden and Switzerland amounted to $89 million, or
more than 60 per cent of Canada's total exports to all E.F.T,
countries excluding the United Kingdom.

The type of produets involved in this major portion
of Canada's sales to the E.F.T.A. countries should not be

5 Appendix B contains three tebles showing a break-
down of Canadian exports to individual E.F.T.A countries for
the years 1957 to 1960.
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TABLE X

Canadian Exports to Countries of
the European Free Trade Assoclation

($ million)

—

Year Austria  Denmark Norway Portugal Sweden  Switz, U.K. Total
1950 2 1l 19 6 4 26 470 528
1951 2 6 32 5 12 25 631 713
1952 5 10 39 4 12 27 746 843
1983 5 6 37 4 5 30 665 752
1954 3 3 44 2 4 27 653 736
1955 6 3 47 2 8 26 769 861
1956 5 K] 58 2 8 33 813 922
1967 7 4 56 3 12 25 737 844
1958 7 5 56 2 11 29 776 886
19569 8 5 62 3 15 26 786 905
1960 8 5 70 3 21 26 915 1048

|

Source: Dominion Bureau of Statistics,

Trade of Canada.
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TABLE XI

Breakdown of Canadian Exports to

Norway, Sweden and Switzerland combined

154

e — ]

($ million)

Commodities
1957 1958 19586 1860
Wheat 16 25 16 17
Aluminum K] 3 6 7
Copper 13 10 11 15
Nickel 35 38 45 51
Chemicals 3 4 7 4
Other Exports 23 16 18 23
Total 93 96 103 117

Source: Dominion Bureau of Statistics,

Trade of Canads.
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affected adversely. Rather it may be expected that a growiﬂg
need for these prodw ts will favour Canadian exports. Should
Norway and Sweden decide to join the E.E.C., Canadian exportj
of copper, nickel and aluminum may well be favoured by the
potential intensification of economic activity E.E.C. member-
ship will have on the se countries. The effect of such a

development on Canada's wheat sales i1n E,.F.T.A. should be all]

®

viated by the fact that Switzerland, Canada's largest and
most regular wheat customer in E.F.T.A., is not likely to
Join any trading unit such as E.E.C. since the political impqi-
cations in E.E.C. would require the abandorment of its tradi-
tional neutral position.

Thus, for at least 60 per cent of Canada's exports td
other E.F.T.A. countries no seriocus setback should be expect#d,
whether or not two of the three countries involved decide to
join the Cormon Market.

In considering the balance of Canada's exports to all
E.F.T.A., countries excluding the United Kingdom, possible
losses should not be given exaggerated lmportance, Canada's
sales to many of these countries have experienced erratiec
fluctuations for at least the last ten years., Canadian exporits
totalling $10 million to Demmark in 1952, fell to $3 million
in 1956 and are currently in the order of $5 million., Similan

1y, Portugal purchased $6 million worth of Canadian products
in 1950, $2 million in 1954 end $3 million in 1960, Sweden
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purchased $12 million of Canada's exports in 1952, $4 million|
in 1954 and $21 million in 1960. Fluctuations would not,
therefore, be a new element in Canada's sales to these coun~
tries. The most stable market for Canadian exports, amongst
these countries, has been Switzerland - about §25 to $30
million ennually since 1850, Of course, it would be ideal if|
all had shown rates of growth as in Austria - from $2 million
in 1950 to §8 million in 1960, and Norway - from $19 million
in 1950 to $70 million in 1960,

It would appear therefore that any fluctuations in
Canadian exports, either upwards or downwards, will be diffi-
cult to attribute to developments in E.F.T.A, itself or to
the decision of some of its members to joln the E.E.C. Never-
theless it 1s logical to expect that losses or gains in these
markets will follow the same trends as in other European
markets, and will depend to a great extent on the ultimate
trading arrangements between E.F.T.A, and E.E.C.

In any event Canada's potential losses or gains to
that market represent only a very minimal value of total
Canadian exports. Ssales of nickel, copper, aluminum and whesgt
to Norway, Sweden and Switzerland represent more than 60 per
cent of Canada's exports to all E.F.T.A, countries execluding
the U.K. No serious setback 1s expected in this area of tra*e.
And it would be folly to expect that new tariff arrangements
either within E.F.T.A. or in E.E.C. could disrupt more than
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one half of the balance of Cansda's sales to these six E.F.T.A.

countries, 1In terms of Canada's total exports, this would

mean a maximum loss of less than 1 per cent, Surely, in the
face of such a slight risk of loss, Canada can more readily,
and more beneficially, look to the possible trade expanding

potentialities of this trading group in Europe.

F. Future Prospects

Potential benefits from European economic unification
must be projected on the basis of past experience in similar

areas of economic developments., As such, the accuracy, or

the worth, of these projections may be somewhat wanting. Nevdr-

theless, there exist some areas of economic projection which
are fairly dependable, One of these areas i1s the parallel
movements in industrislization and foreign trade. It has
besn shown in an earlier chapter, that increased foreign trad
is a normal characteristic of the process of industrializatig
Already, the growth in investments and industrial production
in Burope over the past few years has been accompanied by an
increase in both exports and imports. As can be seen from
Table XII, the rate of growth 1n industrial production has
been accompanied by increased levels of both exports and im-

ports. This relationship between industrial production and

foreign trade has favourably affected Canadian exports to these

markets. France, Germany and Italy have experienced a fasten

e

n,
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TABLE XII
Index of Industrial Production and Volume
of Forelgn Trade of EEC Countries
1953 = 100
e
Industrial
Country Year Pgbgzctign Imports Exports
Belgium and 1954 104 110 109
Luxembourg 1987 119 139 133
1958 113 137 136
1959 117 154 154
1960 125 174 173
France 1954 10¢ 109 115
1957 139 1561 131
1958 145 150 137
1959 150 147 164
1960 168 176 192
Germany 1954 112 123 122
1957 146 192 188
1958 151 205 195
1959 162 247 222
1960 179 204 2556
Italy 1954 109 105 112
1957 138 144 178
1958 143 143 189
1959 158 16l 232
1960 182 229 280
Netherlands 1954 111 125 114
1957 127 158 136
1958 127 149 147
1959 139 169 165
1960 157 193 187
Source: OEEC, General Statistics, OEEC Statistical

Bulletin, No. 4, July 1961.
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rate of growth in industrial production since 1954 than Bel~-
gilum and the Netherlands., Simllarly Canadian exports to
France, Germany asnd Italy have increased much more rapidly
than Cenadian sales to Belglum and the Netherlands during the|
same period.

It is fair to expect that thls relationship between
industrial production, imports and exports will continue to
be the general rule in European economic developments. Thus,
it could well be that by 1975,6 when E.E.C.'s population may
have reached 180 million, and when its Gross National Product
could well be $280 billion, Canadian exports to that market
will total $800 million compared to the current level of
s8lightly more than $400 million. Sueh a figure will be reacied
if the ratio of imports from Canada to E.E.C.'s G.N.P. remalns
the same. Of course, a rate of growth of this magnitude would
most likely necessitate greater dependence on imported raw
materials, with the favourable result that Canada's exports
to the E.E.C. fifteen years hence could easily exceed $800
million.

One of the current drawbacks to Canada's trading posi-
tion vis~-a~-vis western Europe, is the cost differential

affecting industrisl production. This has proven a disadvan-

€ The pro jected figures for 1975 are based on a
special study of the E.E.C. published in The Financial Post,
Toronto, August 16, 1958, Volume LII, No. 52, pp. 19=22.
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tage to Canadian exports competing in European markets, or
competing against European products in third countries. The
advent of Intensified industrialization and capital invest-
ments within an economically unified Burope may be expected
to narrow such cost disparities. Indeed, one of the long run
purposes of the Common Market is to raise the standards of
living in Europe. The accompanying increases in industrial
and social costs which can be expected from such an occurrend
will prove beneficial in closing the gap between cost levels
in Canada and Europe, thereby extending a more competitive
position to Canadian products, especially those from secondar
manufacturing. This will be helpful to Canada's export pros-
pects in Europe and in third countries, where European pro-
ducts are presently lower priced.

Higher industrial production and the diversification

in industriel activity will increase the potential flow of

manufactured products from Europe to Canada and to other world

markets. Such a development should be welcomed by Canada,

for many reasons, Firstly, 1t wlill permit Canada to reduce
its dependence on imports of manufactured items from the U.S.
thereby providing a better distribution in the composition of
Canada's trade balance. Secondly, the increase in European
exports of manufactured products to the world will increase

Europe's stake in international trade. In turn, this will

prove a strong incentive for Europe to increasingly liberaliTe

Yy
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its policles towards imports in order to continue receiving
liberal treatment in its access to world markets. Thirdly,
it is fair to assume that an increase in Burope's economic
strength will affect that market's propensity to import, in
the same mammer that such a development has affected the U.S,
market. U.S. represents today the largest market for the salle
of Canadian manufactured products., As indicated in Table XIJI,

the U.S. market accounts for the major portion of Canadian

exports of such manufactured products as farm machinery, many
factures of iron, copper tubing and wire, radio wireless appa-
ratus, telegraph and telephone apparatus, electrical apparatys,
chemical fertilizers and drugs and chemicals.

And so, 1t may be expected that as Europe reaches a

world trading and economlc position similar to that of the

U.8., 1t will constitute a better market for the sale of Can%
dian goods from secondary manufacturing. This is of special
importance to the export prospects of Canada's secondary induls-
tries, since the present volume and composition of such Cenea-
dian sales abroad, render them uncommitted in respect of
future trading developments. In view of the amall volume of
Canada's exports of manufactured products to Europe, any dis-
ruptions in that area of trade must be equally small, On the
other hand, Canadian secondary industries, which currently
have no large scale investments directed to the promotion of

export sales, can be trusted to adapt their investment and
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TABLE XIII

Comparison of Selected Commodlities
Exported from Canada to the U.S.A.
and the World During 1960

($ million)

142

Commodities U.S.A. World
Motor Vehicle Engines 8 10
Mowing Machines and Reapers 6 6
Treshers and Combines 30 32
Farm Tractors 4 4
Adding Machines and Parts 2 4
Iron Valves 1l 2
Manufactures of Iron n.o,.p. 4 6
Copper Tublng 4 8
Copper Wire 3 5
Radio Wireless Apparatus 15 22
Telegraph and Telephone Apparatus 4 7
Electrical Apparatus n.o.p. 5 7
Drugs and Chemicals n.o.p. e 48
Nickel - Fine 8l 142
Dental, Surgical, Hospital

Equipment 2 3
Scientific Apparatus 4 7
TOTAL 200% 313%*

Source:

of Canada.

Deminion Bureau of Statistics, Trade

# Represents more than 7 per cent of total Canadian
exports to the U.S.

##* Represents more than 5 per cent of total Canadian
exports,
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development programmes to meet any growing export sales oppor
tunities in the future. Unlike other countries, this will
not entail the abandomment of existing production facilities,
but only the development of new ones in accordance with oppox
tunities in foreign markets.

Those in favour of a statie pattern of trade express
the fear that Canada will lose its agricultural markets in
Europe. It is agreed that Europe's need for agricultural prg
ducts will grow, However, the fear 1s that restrictive poli-
cies will prevent such increasing needs from being fulfilled
by foreign countries., At present, agriculture is both a polf
tical and economic problem in Europe, with "too many farmers
on too many small farms".7 Approximately one quarter of
E.E.C.'s work force 1ls currently engaged in agricultural pro-
duction, compared to about 8 per cent in the U.S.A. Moreover
European farms are generally small, family-owned enterprises,
More than two-thirds of farms in the Common Market = compared
with about one-quarter in the U.S. - are less than 25 acres
in size. The Common Market Commission's plan for a common
agricultural policy recognizes that the Six must solve their
basic agricultural problem - too many small farms, too many

farmers, too much inefficieney, too much protectionism and

7 The Chase Menhattan Bank, "A European Farm Policy",
Western Europe, issued bi-monthly by the Economic Research
Department, No. 9, August-September 1960, New York.,
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too many govermment controls. As a high cost producer of foop
the E.E.C. realizes the long run economic dividends of gra-
dually shifting resources from some lines of agriculture to
industrial production. 8uch a shift in the composition of thp
labour force from agriculture to industry, will be facilitatef
by the increased industrial economic activity in Europe fol-
lowing the intensified capital lnvestments in industry which
has already begun. A shift of this type is a normal effect
of Industrial growth and there 1s no reason why E,E.C.'s agrif
cultural sector should be an exception.8

These long run developments in Europe's agricultural
production will relieve agricultural policy-makers from preseht
political pressures in this field. With fewer people directlly
engaged in agriculture, policles may be expected to be formu~
lated more on the basis of economic considerations rather thap
political implications. The increases in imports of foodstuff

which economic considerations will suggest, will, moreover, b

W

supported by consumers who expect the Common Market to bring

lower food prices; by the importing and food processing indus
tries of Belgium and Holland, whose influence has, up to now,
been confined to the Benelux; and by an increasing number of

industriaelists who reallize that Europe must liberalize its

8 Richard H. Holton and David C. Smith, "“Canadian
Economic Growth in the Early 1960's, The Business Quarterly,
Vol. XXVI, No. 2, Summer 1961, School of Business AdmInistra-
tion, University of Western Ontario, London.
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agricultural import policies in order to export more indus-
trial goods. Thus, with the relative decline in importance
of agricultural production in the E.E.C. as a result of inten
sified industrialization, the growing demand for foodstuffs
may be expected to favour foreign suppliers, including Canads
It seems obvious, from the foregoing, that providing
the E.E.C. achieves its goals concerning such factors as in-
dustrial production, income growth and higher standards of
living, Canada stands to gain much more in the long run com-
pared to whatever losses or disruptions may affect its trade
initially. The future potentialities of a united Europe
favour not only the growth in Canada's exports of agricul-
tural products and industrial raw materials, but also will
provide opportunities for the development of a sound export
specialization in secondary manufacturing products. In effect
Canada must look hopefully towards the successful attainment
of the economic and political goals of the Europeen Economic

Community .,
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Canada's trade with Europe has been shown to consist
mainly of agricultural products and industrlal raw materials
with manufactured items playing a very minor role. The imme-
diate outlook, resulting from trading and other economic
arrangements in Western Europe, is for this trading pattern
to continue without any significant loss or deterioration in
any one area, It 1s illogical to foresee a decline in Cana-
dian exports of industrial raw materials to Western Europe
in the face of increasing needs for such products as a resulﬂ
of growing industrial production. On the other hand 1t is
inconceivable that Europe's agricultural requirements will
subside suddenly, just as it is inconcelvable that foodstuffg,
such as wheat, which the U.K., Germany and Benelux purchase
in large volume from Canada, can be replaced by EEC or EFTA
production in the near future.

In the fleld of manufactured products, Canadian
exports to Europe have been low in volume, high in prices anq
quelity. They have had to surmount existing high tariff
barriers, and should not suffer from the new tariff rates
adopted by EEC. Moreover, Canadian manufactured products
have been initiated to compete against the preferential treag-
ment extended to intra-European trade through OEEC and EPU,

at least until 1958, so that ilnternal trading preferences
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inherent in EEC and EFTA should not dlslocate this trade.
It 1s mainly in the long run that significant posi-
tive effects upon the pattern of Canadian exports to Europe

may be expected.

Just as the unifying trading and economic characteris
tics of the OEEC resulted in activating industrial productiod
in Burope, so too the integration aspect of the EEC is ex-
pected to have similar results on the industrial growth of
its members. 1In turn, the parallel movements between indus-
trial production and foreign trade, which have been shown as
empirically true, should also hold for future trading pros-
pects with the se markets. Thus 1t may be expected that long
run growth in industrial production within these markets will
be accompanied by greater import requirements,

A successful European Economic Communlity implies the
gradual formation of an integrated market whose benefits will
consist of an increase 1n economic activity, a growth in

industrialization and investment, and a higher level of income.

A united and growing population fomming a single large marketr
with eventusl income growth creating a higher level of demand
for ell goods, logically means more, rather than less, trade.
Thus any tendency to replace Canadian goods by European ones

will diminish as the market grows progressively. This would

not obviate any tendency of possible reduétions in Imports

of particular Canadlian goods, but should enhance the possi-

UNIVERSITY OF OTTAWA .. SCHOOL OF GRADUATE STUDIES



UNIVERSITE DOTTAWA .. ECOLE DES GRADUES

CONCLUSION 148

bility of increasing and diversifying overall Canadian export
to that market.

Of specisl significance is the potentiality for
increased demand in fully manufactured products. It is in
this area of trade where Canada must ultimately seek its
future exports. A continuation of present trends in the pre-
dominance of agricultural and raw materials exports will
prove disadvantagenus to the future development of the Cana-
dian economy. Increasingly more products will have to be
Frocessed domestically prior to export if Canada 1s to sustairn
an adequate level of employment. The Common Market, as it
grows in economic strength and diversification, will undoub-
tedly provide greater opportunities for Canadian secondary
manufacturing to enter the export field. Of course, Canada'q
secondary industries will have to adapt themselves toc new
demands emanating from Europe, but the minor role these indus
tries currently have in Canadian exports to Europe, place
them in a very good position to meet the changling demands of
future trade prospects.

The evolution of Europe into an economic unit compa-
rable to the U.S.A, will not only provide a welcome comple-
mentarity to Canada's present trading dependence vis-a-vis
the U.S.,, but it will also be beneficial to Canada's export
prospects to third countries., The increased European demand

for the products of foreign countries, Europe's potentiai
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role in foreign capital asslistance and investments, will pro-
vide more countries with the means whereby they can purchase
Canadian goods in greater quantities and variety. Thus the
effects of the Common Market upon Canadian exports may not
solely be reflected in an increase in sales to that market,
but also in expanded purchases by countries who presently
must restrict their imports due to a lack of foreign exchangg
or low standards of living.

Given a stronger and more economically viable Europe,
it will participate more actively in the field of foreign
investments, and will itself attract investments from abroad.
The benefits to be gained from an increasing level of fareigy
investments in Europe will go further than its contribution
to industrialization and income growth. Foreign investments
will, in fact, hasten the development of a large economic
area comparable to any other in the world., And eventually
Europe will become a strong creditor area capable of lending
important capital assistance towards the development of unden-
developed countries,

The normal process of economic growth should pernmit
Europe to enlarge its scale of exports, and it may be expectdd
that Buropean investments in the Canadian market will grow.
A greater interest 1n foreign trade combined with a pattern
of cross-investments will, no doubt, promote the c¢reation of

supporting and complementary industries in each area, and
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will give rise to unwritten and self-enlightened trading
arrangements beneficial to both EEC and Canada,

It can therefore be concluded that the gradual impact
of the Common Market will require adjustments in Canada's
exports, mainly in manufactured products. But the long run
effects of present European trading and economic arrangements
constitute, by far, the most promising developments for the
export prospects of Canadian secondary manufacturing.

Desplte the initial drawbacks, which have yet to show|
themselves, Canada must meet the challenge of future trading
patterns since therein lies the feasibility of growing out

of 1ts position as a "hewer of wood and drawer of water" for

the American colossus.
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TABLE XIV

Breakdown of Canadian BExports
to Belglum and Luxembourg

($ million)

Commodities or Year

Groups of Commodi ties 1957 1968 1959 1960
Wheat 23 23 19 19
Flaxseed 4 2 2
Other Agricultural Products 3 1l 1
Animals and Animal Products 1 - 3 2
Wood, Wood Products and Paper 1l 2 1l 2
Iron Ore 2 - 2 ]
Aluminum 1 4 4 6
Copper - 1l 2 3
Lead 2 3 2 2
Nickel - 1l 6 11
Other Non=-ferrous Metals

and Products 2 1 2 2

Asbestos and Products 4 2 4 6
Chemicals and Allied Products 2 1 1l 2
Other Products 16% ek 7 8
Total Exports €0 70 56 69

b ]

Source: Dominion Buresu of Statistics, Trade
of Canada

# Ineludes Aircraft - $8.,5 million
%% Inecludes Alrcraft « $20 million
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TABLE XV
Breakdown of Canadian Exports
to the Netherlands
($ million)
Year
O B omr odt 1o 1957 1958 1959 1960

Wheat 24 29 16 17
Rape Seed 2 5 1 -
Soya Bean 0il 1 2 - -
Flax Seed 10 7 3 5
Other Agricultural Products 4 4 1l 3
Animal s and Animal Products 3 3 4 4
Wood, Wood Produc ts and Paper 3 2 2 2
Iron Ore 7 7 6 8
Aluminum 2 - 1 1
Copper - 5 2 4
Other Non-ferrous Metals

and Products 2 2 3 2
Asbestos and Products 2 2 2 3
Chemicals and Allied Products S 4 5 7
Other Exports 7 3 8 7
Total Exports 70 75 54 63

‘m

Source: Dominion Bureau of Statistics, Trade
of Canada.
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TABLE XVI

Breakdown of Canadian Exports
to France

($ million)

b e ——

Commodities or Yoar

Groups of Commodities 1957 1958 1959 1960
Wheat 6 - 4 13
Flaxseed 6 7 3 3
Other Agricultural Products 1 1l - 2
Animals and Animal Products 1 - 1l 1
Woodpulp 6 3 2 4
Newsprint Paper 3 2 1l 1l
Other Wood, Wood Products and

Paper 1 - 1
Iron Ore 2 1 - 1l
Aluminum 1 2 9 4
Copper 7 10 6 8
Nickel - - 1 7
Other Non-ferrous Metals

and Products 1 - -
Asbestos and Products 7 5 5
Chemicals and Allied Products 11 11 8 17
Other Exports 4 2 3 5
Total Exports 57 45 43 73

Y ]

Source: Dominion Bureau of Statistics, Trade
of Canada.
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TABLE XVII
Breakdown of Canadian Exports
to Italy
($ million)
Commodities or Yoar
Groups of Commodities 1957 1958 1959 1960
Wheat 6 2 6 19
Flaxseed 3 - - -
Rape Seed 6 2 S5 4
Other Agricultural Products - 1l 1 1l
Animals and Animel Products 2 2 3 S
Woodpulp 2 2 2 3
Other Wood, Wood Products
and Paper 2 1 1 S
Iron Ore 18 4 - 6
Aluminum 5 1 4 9
Copper 3 1l 2
Nickel 4 1 5
Other Non~ferrous Metals
and Products 2 1 1 1
Asbestos and Products S 1l 1 2
Chemicals and Allied Products 5 3 3 4
Other Exports 5 3 3 4
Total Exports 63 30 32 66

e _ _— ________ _____— — _— — ——— —— ]

Source: Dominion Bureau of Statistics, Trade
of Canada.
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TABLE XVIII

Breakdown of Canadian Exports
to Germany

($ million)
e — — — — — —  _— _—— — — —  —
Commodities or Year
Groups of Commodities 1957 1958 1959 1960

Wheat

Rye
Barley
Rape Seed

40

o
O
it
o
®

OVEOL HE N YU KV
ol |
I g

Tobaceo

Flaxseed

Other Agricultural Products
Animals and Animal Products

(VI N N

Woodpulp
Other Wood, Wood Products
and Paper
Iron Ore 1

[

Aluminum
Copper
Lead
Nickel

)

OOUNO NNV VW Ok KB
=G
OO o+ O oK+

O O}

Other Non-ferrous Metals
and Products
Asbestos and Products
Chemicals and Allied Products
Other Exports 1

3
6

8 5 7
(2) 79(b) 13(e) 20(4

W33
@ N
© O

Total Exports 152 202 129 165

Source: Dominion Bureau of Statisties, Trade of Cansada.

(a) Includes Aircrafts and parts, $11 million.

(b) Includes Aircraft engines and parts, §$5 million; and
Afrcraft and parts, $67 million.

(¢) Ineludes Aircraft engines and parts, $4 million; eand
non-metallic minerals, $2 million.

(4) Includes Alrcraft engines and parts, $6 million;
steel sheets and strips, $2 million; non-metallic mi-

nefals, $4 million; and bookkeeping, calculating ma-
chilnes and Eapte §:5 n;;;ien
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TABLE XIX
Canadian Exports to Norway
($ million)
M
Commodities Year
1957 1958 1959 1960
Wheat 4 5 5 7
Flaxseed 2 2 - -
Copper 8 7 9 10
Nickel 33 36 40 45
Non-ferrous Ores 5 1 - -
Chemicals and Allied Productas 1 1 3 2
Other Exports 3 4 5 6
Total Exports 56 56 62 70

Source: Dominion Bureau of Statisties,
Trade of Canada.
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APPENDIX B

TABLE XX

Canadian Exports to Sweden
($ million)

b ——— —— ———— =~

Year

Conmodities

1957 1958 1959 1960

Aluminum 2 2 2 3

Copper 2 - - 1

Nickel 2 2 5 6

Chemlcals and Allied Products 1 2 2 1
Other Exports 5 S 6 105
Total Exports 12 11 15 21

Source: Dominion Bureau of Statistics, [Trade
of Canada.

# Includes, Radlo and Wireless Apparatus,
$2 million.
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TABLE XXI

Canadian Exports to Switzerland

($ million)
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]

Commodities Toar

1957 1958 1959 1960

Wheat 12 20 11 10
Flaxseed 1 - - -
Barley - - 1l 1l
Synthetic Filbres - - 1l 1l
Aluminum 1l 1l 4 4
Copper 3 3 2 4
Asbestos and Products 1l 1 1 1
Chemicals and Allied Products 1l 1 2 1
Other Exports 6 3 4 4
Total Exports 25 29 26 26

Source:

Dominion Bureau of Statistics,

Trade of Canada.
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