
CONTENTS 

Preface vii 

Introduction : The Common Market experience (Bela Balassa) ix 
1. Trade liberalization and commercial policy ix 
2. Monetary integration xi 
3. Structural policies xii 

PART I: INTEGRATION AND TRADE 

Chapter I. The effects of European economic integration on the production and 
trade of manufactured products (Edwin M. Truman) 

1. Introduction 3 
2. The analytical approach 4 
3. The patterns of results for the three basic shares J1 
4. Trade created versus trade diverted 19 
5. The reallocation of supply among domestic, partner, and non-member 

producers 25 
6. The results for subgroups of non-members 30 
7. The results by subsector of manufactured products 34 
8. Conclusion 37 

References 39 

Chapter 2. An empirical examination of bilateral trade in Western Europe 
(Stephen A. Resnick and Edwin M. Truman) 

1. Introduction 41 
2. The model framework 42 
3. The estimated model 44 

3.1. Major assumptions of the model 44 
3.2. Results and qualifications 46 

4. The elasticity estimates 50 
xv 



N vi Contents 

4.1. Direct-price elasticities 50 
4.2. Cross-price elasticities 55 

5- Policy simulation of the distribution of West European trade under 
alternative tariff policies 61 

6. Retrospective policy simulations 62 
7. Prospective policy simulations 71 

7.1. The Kennedy round 71 
7.2. The enlargement of the EEC 72 

8. Conclusion 76 
References 77 

Chapter 3. Trade creation and diversion in the European Common Market: 
an appraisal of the evidence (Bela Balassal 

1. Introduction 79 
2. An ex-post income elasticity analysis of Common Market trade 79 

2.1. The method and its limitations 79 
2.2. Trade creation and trade diversion for seven commodity categories 83 
2.3. Effects on major groups of non-member countries 87 

3. An input-output approach for analyzing Common Market trade 91 
3. f. Description of the method applied 91 
3.2. Trade creation and trade diversion for 11 commodity groups 92 
3.3. Trade effects for individual countries 94 

4. Alternative estimates: efforts at 'normalization' 97 
4.1. The need for normalization 97 
4.2. Other approaches to normalizing trade shares 98 
4.3. Regression models of trade creation and trade diversion 101 

5. Implications of trade creation and trade diversion in the European 
Common Market 103 
5.1; An attempt at reconciling alternative estimates 103 
5.2. Intra-industry versus inter-industry specialization 108 
5.3. Effects on welfare and economic growth 112 

6. Conclusion 116 
References 117 



Contents xvii 

PART 2: MACROECONOM1C IMPLICATIONS OF INTEGRATION 

Chapter 4. A macro model for Western Europe (Stephen A. Resnick) 

1. Introduction 121 
2. Estimation of the model 122 

2.1. The consumption function 123 
2.2. The investment function 137 
2.3. The wage equation 139 
2.4. The price-determination equations 142 
2.5. The production function 144 
2.6. The tax and transfer equations 147 
2.7. The other equations 147 
2.8. The European macro system 149 
2.8.1. Estimation procedures 152 

3. Conclusion 154 
References 155 

Chapter 5. Dynamic properties of the European macro model (Stephen 
A. Resnick) 

1. Introduction 157 
2. Dynamic multipliers 158 
3. The working of the dynamic multipliers 163 
4. Cross-country effects 166 
5. Conclusion 173 

References 174 

Chapter 6. Monetary integration in the European Common Market 
(Bela Balassa) 

1. Introduction 175 
2. An interpretative history 175 

2.1. A period of stability 175 
2.2. Currency crises and efforts of policy coordination 178 
2.3. The crisis of 1971 and its aftermath 182 

3. A permanent fixing of parities? 184 
3.1. The policy assumptions of monetary integration 184 
3.2. Policy objectives and trade-offs 186 



XV'iii Contents 

3.3. The Common Market experience with policy coordination 189 
3.4. Prospects for automatic convergence 191 

4, The consistency of medium-term policy objectives 193 
4.1. Consistency in a macro model 193 
4.2. The mechanics of the calculations 197 
4.3. Simulations with, national targets 199 
4.4. The compatibility of policy targets 201 

5. Monetary arrangements for the transitional period 205 
5.1. Nominal and real exchange rates 205 
5.2. Adjustable peg or rate flexibility 207 
5.3. Decision-making on exchange rates 211 

6- Policy implications and recommendations 214 
6.1. Arguments against the crawling peg 214 
6.2. Limited flexibility and policy coordination 217 

7. Conclusion 220 

PART 3: POLICY ASPECTS OF INTEGRATION 

\ Chapter 7. Structural policies in the European Common Market (Beta 
Balassa) 

J. Introduction 225 
2. Medium-term programming and policies 225 

2.1. 'Openness'and planning on the industry level 225 
2.2. French planning after entry into the Common Market 227 
2.3. The 1962 action program of the community 229 
2.4. The first medium-term economic policy program (1965-70) 231 
2.5. Projections and realization 232 
2.6. The third medium-term program (1971-75) 236 
2.7. Programming and policy-making 238 
2.8. The policy guidelines 240 

3. Industrial policy in the European Common Market 242 
3.1. The making of Common Market industrial policy 242 
3.2. Obstacles to the interpénétration of industry in the Common 

Market 243 
3.3. Legal obstacles 244 
3.4. Fiscal limitations 247 



Conteurs xix 

3.5. Capital markets 248 
3.6. Technical standards 250 
3.7. Public purchases 25i 
3.8. Towards a common technologicalpolicy 253 
3.9. Concentration and competition 255 
3.10. Towards a coordinated industrial policy 257 

4. Regional policies and the environment 258 
4.1. Economic integration and regional disparities 258 
4.2. Regional actions by the Community, 1962-72 260 
4.3. National policy conflicts 263 
4.4. Problems of the environment 265 
4.5. A regional policy for the Common Market 267 
4.6. An alternative scheme of regional assistance 269 

5. Conclusion 272 

Chapter 8. The effects of European économie integration on agriculture 
(Eric Thorbecke in collaboration with Emilio Ragoulatos) 

1, Introduction 275 
2. A comparison of the agricultural policies of the EEC, the UK, Ireland, 

and other EFTA countries 276 
2.1. The principles and mechanisms of the Common Agricultural 

Policies 276 
2.2. Changes in the degree of agricultural protection 282 
2.3. Agricultural and trade policies in EFTA, the UK, Ireland, and 

Denmark 283 
3, The changing pattern of trade and production in temperate-zone 

products in the EEC and EFTA within the framework of world trade, 
1953-69 287 
3.1. The pattern of world trade and the origin and destination of EEC 

and EFTA trade in temperate-zone products 287 
3.2. Commodity composition of EEC and EFTA trade in temperate-

zone products and production and consumption trends in the 
EEC 2B9 

4. Empirical evaluation of the welfare effects of the CAP 296 
4.1. Results of previous studies 296 
4.2. An empirical estimation of the static effects of the CAP 302 
4.3. The statistical results 304 



XX CüHfCWS 

5. The effects of the CAP on the allocation of the agricultural labor 
force in the EEC: the dynamic effects of the CAP 310 
5.1. Agricultural labor mobility as a factor of EEC growth 311 
5.2. A methodology to estimate the effects of the CAP on labor alloca

tion and income growth 312 
6. Some implications of the adoption of the CAP by the enlarged Commu

nity 316 
6.1. The VJK. and the CAP 316 
6-2. The impact on world trade of temperate-zone products of the 

enlarged Community 320 
7. Conclusions 322 

References 323 

Chapter 9. European integration and the developing countries 
(Mordechai E- Kreinin) 

1. Introduction 327 
2. Institutional arrangements 327 

2-1. Agreements with sub-Sahara Africa 328 
2-2. Mediterranean area 332 
2.3. Latin America '334 

3. Effects of European integration on developing countries: general 
considerations 334 
3.1. Trade creation and diversion 334 
3.2. The terms-of-tcade effect 335 
3.3. Dynamic growth effect within the integrating regions 336 
3-4. Dynamic implications of trade diversion 336 
3.5. Investment diversion 337 

4. The static effects of the European Common Market on developing 
countries 337 

5. Trade relations between the Common Market and the Associated 
African States 342 
5.1. Reverse preferences 342 
5.1.1. Pre-EEC 342 
5.1.2. Post-EEC 347 
5-2. Preferences granted by the EEC to the Associated African States 349 
5.3. Intra-Yaoundé trade 352 

6. Effects of European integration on the exports of three countries in 
Southern Europe 355 



Contents XX i 

7. The effects of the EEC's enlargement and the general preference scheme 357 
7.1. Enlargement of the Common Market 357 
7.2. The general scheme of preferences 359 

8. Conclusion 363 
References 364 

Appendix 

A f -  A p p e n d i x  t o  c h a p t e r  i  3 6 5  
A1.1. Computation of the basic shares 365 
Al .2. Cyclical adjustment of basic shares 368 
Al .3. Computation of shares for subgroups of non-members 370 

A2. Appendix to chapter 2 379 
A2.1. Definition of variables 379 
A2.2. The results of the trade model's estimation 381 
A2.2.1. The estimation period 381 
A2.2.2. The country abbreviations 381 
A2.2.3. The tables 382 
A2.3. The simulation procedure 382 

A3. Appendix to chapter 3 393 
A8. Appendix to chapter 8 401 
A9. Appendix to chapter 9 405 

References 408 

Author Index 

Subject Index 

409 
412 


