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Why does the theory of economic integration ac it now
ands appear largely irrelevent to actual economic union
oposals and institutions, particulerly to those outside
gtern Burope? To what extent dces ite absiresction fron
cio-politicel concerns and ite potentially cimpliste

asgsunptions about the nature of governmental concern with
economic policy limit its usefulness? To what extent are
these weakneseges the result of a faulty analytical approach,

of
to

inappriate institutional and structural assumptions, and
what of incompleteness rather than error or unrealism?
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these questiong i€ not, _as mag)

appear at first glence of purely academic (or~Pedozogl
interest. The reformulstion of economic union theory to
create more useful apalied anslytical tools will be much
counder if the leck of cutting power and gaps in the present
400l list sre hetter understood. Moreover, given the
substantial hody of theoretical - analytical formulations

exX

isting tc stert @ noveou without any attempt to sec whet

concepts and lines of attack are useful or usefully modifiable

WO
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uld be misplaced inventivencss of e high order.

The theory of economic integration arose as z branch
Vinerien teriff and nco-pigivian welfare economics. Despite
irly extensive recent refinemsnt, it retains many of the

nore limiting and ertificiel characteristics of its origins.
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ur of the mcet cruciel of these are: use of comperative
atic and marginal, not dynamic =nd structural, analysis,
sumption of a negative (permisesive) rather than a positive
irective) role for economic policy, adoption of a Ffunctional

rather than institutional policy evaluation framework, =znd

exX
ca

plicit or implicit use of assumptions besed on the "speciel
se" of industrial econonies.

Usge of semi-comparative static enalysis contracting

the situation with and without cconomic union at 2 ziven
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me has the result of placing emphasis on gains or losses
om gtatic efficiency and resource allocation considerations.
the extent the geing (or costs) from ecohomic union arise

cut of increzsed rates of growth either in resource utilizetion

or
tr

ap

in production efficiency they tend to be overloaded or
cated as side effecte. A4t best one has the median taxenomic
proach to marchallian comparative ctatice which is highly

cumbersome and certeinly ill adovted for considering zrowth

ag

by

Oh

in

an intezral pert of models.

Moroever, the limitations of this approach are increased
the use of a modified Ricardin - or simplistic
lin - model in regerd to comparative adventage. Advantages
production are assuned either to result from basically

unchanging factor endowmen¥% =~ characteristics or from econonies

of

scale. Given the standerd assumptions of perfect competition

and mobility of the location of production, these will be

*

This paper is one of three attempting a reformulation of
economic integration analysis in terme more relevant to
non-industrial ceconomies. The first (EDRP 81) provides

a tentative formulation of the potential relevence of economic
uniong to schieving and susteining rapid growth under african
econonic conditions. The third will attempt specific applica-—
tion of the approach set.out in the initizl pair to East African
economic union qguesgtions.
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ke mutually reinforcing within a common market. Specislization
— and intramerket trade flow - w71ll increase on the

of neturel comparative advantasze determined location of optimal
. prcduction unitvs.

Entirely apert from questions as to the validity of
the comperetive and mobility assumntions this approesch feails
to face the guestion of whether and to whet extent conparative
advantage (even if bhasced on factor quality and supply as
defined by Heckscher end Ohlin) is created rether than inherent.
If it is creested then productive loceticn within a conmon
merket will have 2 decided tendency to reinforce historic
patterns of creeted advantage whether these are osntimzl in
a real resource utilizetion or zZrowth sense or not.
Further the acceptance and reinforcement of historic creeted
comparative advantage ag a basie for zllocation of nroduction
is likely to increese Dboth incone level and growth disparities
within the eccnonmic unicn. Free movemnent of labour and invest-
ment within the common market - eg assumed in the model -
would increase the polarizing tendencies regionally, albeit

poeegibly demping them on a per cepits basis.

Finally, the anslyeis implicitly essunes changes in the
market structure of production and consunmption - though
posgibly not of extra market trade - will be merginal. The
gsame real rescucres are to be zllocated more efficiently
resulting in higher outputs but not in any greet chenge in the
distribution of outrut by sector or industry. In other words
one has virtuellya Walrasian egiulibrium type growth in which
2ll the outrut figures are nultiplied by a fixed cocflficizut.
Alternatively, the result could be viewed ag an input-outpuw
gystem in which & morc or lese uniform reduction in input
‘coefficients allowed a consistent expansion of outhut.

When ccmrbined with the stendard assumptions of factor
mobility between usce in eany one of the uniting ccononies and

of mobility of labour and capital amohg them thie Walrasian
eqiulibrium aproroach totally abstracts not only from guestions
of changed procduction or demend patterns for the union as a
whole,but also from zdjustment and factor redeployment problems

in the smallcr units,

Thie zpproach is not inhersntly unreacsonable for
flexible econonies with broadly based structures of wroduction.
Chenges in totzl output =2re lilkely to be marginal for the
economic union snd the increase in output per head not such as
to alter the patterns of demaend. The instentaneous adjustment
ascumotion ig unreelistic but ~iven probable clhanges in
location of procuctive activity the redeployment nroblem would
not be severe in a growing economy with 2 reasonably flexible
and mobile lebour force,

However, this analysis doeg not deal with the case in
which a major proposed zein from economic union is the creation
of a market adcquate .to support new lines of activity. =~ Under
these conditicns ths structure of productiorn wili alter sub-
stantially if the market unificetien proves successful. Such
structural slteretions are likely to have subetzantial effects
both on utilizaetion of resocurces and on growth rates, The first
of these problems is abstracted from inthe Walrasiam equilibrium
approach which =assumes botl: continuous full employment and
totally (or predominantly) intra-market finencing of investment
Analytical concerne have tended to be permisesive rather than
directive in thet the onerational frgmework for econonic policy
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agssumed or implied has been Marchallian neo-laisse2 faire¥
The approach is negative in the sense of removing barriers

to efficient privete utilization of resources rather than
positive in the sense of creating posgibilities more cffective
planned or directive resource sllocation.

Several coaditions are necesgsary for this apvroach o
be relevent. First the economies ust be basgically private
sector in orientetion with public ceconomic policy and
expenditure supporting and naticnzl planning indicative and
inducive. Second there must be workable competition (however
defined) +to ensure that resource reallocation does take place
and that economies of =scale are reeslized.** A stricter
formulation of this condition is that whetever divergences from
perfect competition exist must not be such as to alter materizlly
the optinmum resource ellocation (post union) which would result
under perfectly competitive conditions. Third the changes in
production and productive locetion required nust be consistent -
in scale and time horizon - with »rivate resources and decision
making outlook (either initi=ally or subject to secondary state
inducement and sup:ort programmes) Fourth nrivete and public
costs and benefits accruing from union induced chanses nust
be net only in the same direction but substantially equivalent.

Whether these conditions azre met in any particular case
ie 2 matter of fact. It is worth noting thet the third and
fourth are nore likely to be cetisfied if the changes entailed
by union are nmarginal and thce required adjustmsnt pericd short.
To the extent the first condition is not met analysis assuming
it ie likely to he irrelevaunt while to the extent the others
eare not met actual results zre likely to diverge from those
analytically projected ***

The neo-laissez faire cheracteristic of economic union
eanalysis leads both logicelly and practically to a functional
(or specific) rather than e structural (or comnrehensive) view
of economic policy. In practice - albeit with considerably
less logical justificaetion ~ +this characteristic apiears to
hold true of most CMEA oriented socialist analyticel work.,

* Clearly this cheracteristic is not relevant to CMEA (COMECON)
oriented analytical writinzg. However appear to be very few
serious picces on the basic purposes and ovnerations of an
econonic unifying at coordineting body among socialist
econonies, What articles the autior has seen are extremely
tentative and limited precisely because they tend to think
of cconomic union ag implying cormmon "free" market and
therefore inconsistent with cen.ral planning. Realization
that the presumptive parallel to a Common Market among
"free market" economies is 2 Common Plan zamong centrally
planned economies is apparantly rceccent and inconplete. In
any event CMEA and its literature have had minimal inmpact
on anelytical formulation, propocals, end policies for
tiers monderesgional econonmic cooperation and unification.

**¥EEC's attempts to unify and bolster anti-certel legislation
and the British Conservative intercest in EEC menbership as a
conpetitive spur to efficiency are examples of policies and
concerns concistent with esnd to some extent deriving fron
this analytical point.

*%¥%¥The European Iron and Steel Comnunity illustrates such
divergence, The combination of national planning (and
employment) imnoretives, cartellization, and the scope of
changes both in resources and time required has resulted in
substantially slower and lesser alterations in productive
locetion and scale and lower geine in efficiency than.would have
been the case had the four assumptions been fully net.
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Since policies arc regerded z2s aimed at removing
particular obstacles tosor providing certain incentives
private action within a basicelly private, workably
conpetitive, market economy they e2re ceen s linited in scope
and specific in orientetion. This outlook is, of course,
reinforced hy the assumption that the changes with which
the market and its component economies are faced are nmarginel
and the regource redeployment problems limited in anmplitude

and period.

for,

If the conditions for a neo-laisseg faire analytical
framework are not net there is 2 strong case for a comprehensive
approach to policy and institutionsl effects of an economic

union. Thig case is logically irrefutable if the ccononies
involved are, in fact, basically »nublic plan rather than private
nerket economies¥ Econormic integration would then -be regarded

2g a procecs desianed tc attein ccrtain znds and an overall
optimal institutional end policy framework would be formulated
for the purpose of their atteinment. Specific policy and
institutional additions and alteretions would be designed to
adjust the prescent framework to thet envisaged as most aporopriate
for the desirced owerastion of +the 2conomic union. )

.The structursl and institutional essumptions underlying
ceconomic union analysis arsthose of what Dudley Seers has aptly
termed "the special case", the developed industrial econcmies.
Some of these assumptions - more oftan implicitly the exnlicitly
formula?ed - have been noted sbove. Four additional structural
asgsunptions are ususl.

Firet,relaticnships emonz different sectors of the economy are
taken_to be numerous, quantltat;vely glgnificant, z=nd.sub-
stantially more important than internationsl linkages. Second,
substantie; economic flexibility in use (or mohility) of factors
of production both geographically snd amorg different economic

units or sctivities is assumed. Therefore even substantial

2lteration of »roduction to meet changes in demand or relative

costs is nossible without rzdical price shifte, severe and last-

ing bottlenscke, or substantial long term unemployment. Third,

the pattern of production is taken to be roughly balanced in

relation to national demend. Obviously, autarchy is not

assumed, rather that the bulk of the output of 211 major

economic sectors and most individual lines of production is

home market directed while the bulk of national demand for

most products and all major scctores is met from national

output. Fourth, output levels and growth rates ere viewed

ag primarily internally generated gnd internally suctainable
in the sense that national demand is central in calling forth
hoth short run use of productive capacity and long run invest-
ment in additional capacity. TFurthermore, growth is substential-
ly domestically sustaineble in the real sense because of the
existence of substantizl intermediete and capital goods
production cepacity and of corporate and public savinge flows
sufficient to sustain high levels of productive investment.

In short the uniting, ecoromies are assumed to be
nationally integrated, flexible, and capable of self generated
and self sustained growth. These assumptions are lergely
appronriate for at least most European econcmieg, the United
States, Canada, and (with rather more gualifications) China.

*¥ This definition .is admitedly ioprecise. The nore presence
of a "plan" does not meke an =concmy planned. The degree

of state control over specific nrivate economic decisions = in
particular investment and output levels and internaticnal
transactions —~ and the relztive cshare and role of public
investment, especially in large scale directly. productive
activities, are probabkly the critical criteria.



They are liksly tc leed to fauliy conclusions when applied to
I ent on primary product export'p;oceedg for

2 substantisl share of their netional product, 1nvest1b1g
surplus, comnand over manufactured products and/or supplies
of machinery znd investnment goods.

economies depend
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The narticuler znslytical emphasis of econozig union
theory are closely related to ite special characteristics
and assumdtions. These are global welfeare effects (i.e. _
the relative effects of trade crestion and distortion), static
resource allocetion and scale economies, and partigglar
nolicy modifications necessary for effective operation of
a common mserket. wo. more recent concerns - oftgn vaguely
if at all, lirked to the remaincer of the analysis - have
been growth reinforcement and vertical @ntegraﬁlon of
primary producing units with a central industrial common

narket.

i
i

The welfzre snalveis has tended to be either neo-pigovian
or in terms of the Scitoveky - "bribke potentisl" criterion.
A common market is held to be justified if geins in. welfare
(meesured in terms of edditional real consunmptive capacity)
to the uniting states exceed losses teo the rest of the world.
In other words if total world eutput - physical - is increaced
then it is accepted tnat the common market has increase
global welfare because (given the bagically unchanged product-
ive structure of the union) transfers to losing states
equalling their losses could be made out of common merket
member geins. No assumpiion that such transfere will take
place ie made and no attention iz p2id to questions of the
union's effect on equality of zlobal union distribution,

Eveluation of the conditions under which the conditions
for a net gain will be net h&e conterad on trade creation vs
trade divezsrsion. In general,the criterion is that if the
gains on trade created among union membsres (new trade vealue
times average saving per unit) exceeds the loss on trade
diverted from outeide sources tc market members (diverted
trade value times aversge loss per unit*) the global welfare
(output) effects will be positive. As may be noted this
assumes full employment of factors of production throughout
both in the common merket and in outside economies.

Even at this level, certain ambiguities - or cases
assumed to be gf secondery importence end mentioned a2t best
in passing - aricse. Trade diversion cannot be costed (or
quantified) in terms of total imports shifted bhecause of
teriff discriminstion times pre-union cost differences. Post
union coegts for the market member exporter and pre-union for the
outeide must be used to- evaluate added "diverted trade' cost.
Otherwige the enalysis will zbetract from economies.of scale
waich might svuhstantially reduce costs in the union member
expanding nroduction and raise them in the msrket losing
outsider. Especielly if the joining econcomies are hoth
individually small (say each under $1 billion money sector
nation=2l product) and reratively far from outside sources of
supply, the scele effect mey swamp the apparent pre-union dste

¥ The "loss" on some of the "diverted" imports might be negative.
This would be true if higher pre-union tariffs sgainet union
members had, in fact, diverted imports to outeider: sources.
L number of such ceases might well arise in West Africa were
the Anglophonic end EEC Associate states to form a common
market. For exemple a number of INigerian exports including
beer, confectionery, and probzbly cement, shoes, nlastic
goods, and plywood and finished lumber are kept out of
Cameroonian markets by the tariff structures heavy woroference
to EEC and Associate suppliers.
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based diversionary effect. Unfortunetely in this case,
"diverted trade" cost does not represent global gains or
losses. Nor will the geins or losses of the market and
outsiders necessarily bhe equal and opposite, indeed both
could loose or the market zain end the outside suffer no loss
if it suffurred no econcmy of scale losses and coculd
immediately redeploy ite resources to equally productive
uses. Assuming full employment znd efficient resource
allocation throughout, forriulas for computing market added
real resource cocst (])CM), outside added real rescurce cost
( DC_) and global added resource cost ( DC_) can be
writt8n: 8

1. DC = Tn (CMQ- Vol Dl'(CML- CMQ)

2.DC = D (002- col)

3. DCg = DCm+ DCO

2
DCm and DC% can be 2 O

DCo can be
4

TD = trade diverted

CNE= marget pre-union unit cost

Cyp= merket post-union unit (ecale effect)

C <= outsider pre-union unit cost

- outsider post—-union unit cost (scale effect)

D, = market pre-union output of goods.- affected by
trade diversion.

D = outsider pre and post union output for home use and
non-merket export of goods affected by trade diversion
To the extent that Dl 1s large relative to TD and/or CM2 is
substantially below C.- DC.r is likely to be esmall or
negative. e
To the extent that D is lerge relative to I and/or C_,is
substantielly above C_, DCn is likely to be large.
Ceteris peribus the larsger Di,and D are in relation to TD the
less the C, will diverge from the Cq,
The. smaller D1 is to T.D and D the greater the relative change
. of the C

Mte is likely to be in relation to that of the CO, v

Sae

Operaticnally, this suggests that a union among small

economies with substantial (protected) inefficient production
and imports subkgtantial reletive to that production{but not to
supplier output)may well result in a negetive DC.. and

an insignificant D C even though the computed "trade
diversion" cost is positive arnd large. This conclusien - which
is of evident relevance to Afr¥a - is strengthened if the
market recults in net resource inflows or fuller employment

of existing resources in the market economies while not
substantially effecting employment levels outside, These
conditions are likely to be met if the merket members are

small relative to their trading partners and have import levels
largely determined by export »nlus resourece transfer flows not
by national income levels per se.
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in fact, the position of African ctetes vieg 2 vi
xte2rnal treding pertncrs.

o 3

his
thelr
Similarly the avalueticn in terms of trade creation end
diversion tends to place little emphasis on income ceffects.
If merket membere joint product is substentially higher after
union then z spillover trade effect bencfitting outeide
cconomies is almost certain. This would certesinly reduce
- and nisght revecrse - the initiel diversionery effect costs.*
This can be viewed as 2 secondery trade creation effect.
On the othsr hed if the resource redeployment in the outside
economies resulte in lower rezsl output after union then a
"trade destruction" effesct will increase the diversion losses.
As 2 first approximation it secems true thet the relative sizes
of the positive and negetive income effecte are likely to be
proporticnal to the diresct trade creation - diversion gains
and losseg ag nodified to take scale considerations into
account. Again, however, the smeller the merket in relation
to its outeidc trading ypartners the more likely ites redeploy-—
ment geins are to be substentiel and the partner redeployment
losses minimal end, therefore, the net resl income effects on
trade resulting from stetic redeployment and scale changeg are
to be positive.

As the foregoing partiel amendments to standard trade
diversion - creetion anslysis indicate, two frighteningly
unrselistec assumptions remein. First, by aesuming full
employment in 2ll economies throughout, the possibilities both
of creating factor employment possibilities and of facing
unemploynznt of former export producing factors in the- marked
end outside economies respectively is ignored. Second, by
taking a comparative stetic view of output and trade levels the
effects of cconomic union on growth rates both of national
product and of trade is left outside the analysis although
they could completely alter the static zain and loss calculation
within 2 reletively chcrt period.

The next stage in the znelysis hes usuelly been to
determine what pre-union nroduction »natterns are likely to
recult in predominently trade diversionery and predominantly
trade creating patterns. Herce substential cconfusicn hes
arisen peartly, perhaps, because of the basically static and
narginal approach to productive structures. There is general
agreenent that the union of complementery economics, will
maximize thz share of diverted trade in total intramerket
transactions while uniting competitive economies will tend
to maximize the share of crested trade. Both trsde diversion
and trade creation will be lessened to the extent the uniting
economies were there own major treding partners before as well
as other comnon market creation.

Somewhat ironically this suggests that ceteris paribus a
zlobally beneficizl common market will result in less added-
narket trade and minimel impact on market - outside trade.
Admitedly this probability reinforces the appropriateness of the
marginal cheange assumption noted earlier. One difficulty

with this presentation of complementerity and competitivity

ig that it does not specify whether the member production
structures are competitive beforec or aftcer equilibrium. Further
it fails to dietinguish whether competitiveness - and to lesser
degree or irrelevant nature. If the production structures

of the uniting econonies are dominsted by export commodities
not substantially consumed in any of the market members the

* It seems unlikely to reverse them assuming full employment
before union. To do go would reguire very large geins in
efficiency in the common merket and more productive average
resource utilization in the outside economies B> long =as

one holds totel resource cmployment constant.
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complementarity or competitivity is irrelevant as no
substantial intra-market trade can result unless the total
market structure of production is altered by union. FProposed
unions of primary export dominated economies are cases 1in
point, the diversity or homogeneity if member country's export
patterns is quite irrelevunt to the potential gains from
intra-union trade.

The more recent position is that substantial gains are

likely if the economies joining are intially competitive but
will, after union, hecome complementary. In other words this
formulation recognizes that significant gains are possible only
if intra-market trade and individual economy alterations of
productive structure are relatively large. However this state-
ment still assumes significant pre-union trade among the
economies. If this is absent, the condition for substantial
market gains is that the union results in significant intra-
nmarket trade in goods not previously produced in the market
economies or in significantly lower costs of production for
goods previously produced for national mark:ts behind very high
protective tariff walls but now produced at substantial economies
of scale for the joint mearket. The former conditions are
particularly relevant in Africa or Southeest Asia and the latter
in Latin America. Global gains are likely if the market's
external trade level is not significantly below that of 1its
pre—union component states. However, this meens that the new
output represents not only & relative shift in the structure

of production but also substantial expansion of certain lines
of production without countervailing contractions to release
resources. Therefore either pre-union full employment or

the absence of significant outside — market resources flows
must be relaxed. This 1s scarcely a surprising conclusion as
one of the basic arguments for protection - whether national

or regional - is that it allows previously unemployed (or
unemployable) resources to be utilized while attracting
complementary resources from sbroad. Equally, it is quite
consistent that it should be of particular significence in the
case of small primary export specialized economies with sluggish
dependence on external capital sources.

Curiously enough, distribution of gains and losses within the
common market has received substantially less analytical
attention. ZTither it assumed that gains and losses will be so
distributed that all members will automatically benefit or that
some redistribution mechanism - whether in terms of factor
movements or fiscal transfers - will result. While admitedly
consistent with a neo-laissey faire economic framework these
assumptions appear to be unrealistic. Both the experiences

of widening regional disparities within long united economies,
e.g. the Appalachian Region in the United States, the
Mezzogiorno in Italy, the Northeast in Brazil, and of common
market operational difficulties e.g. EEC, East Africa suggest
that what Hicks terms centrifugal or centralizing tendencies

are likely to be dominant in an economic union. It will be pure
chance if each member his an equivalent (to GNP before union)
share of the centres. Especially in a union which is relatively
small, involving radical changes in the joint (as well as member)
structure of production, substantial intervention in regard to
location of production or significant income transfers are likely
to be necessary for each member to have net gains much less for
gains to be equivalent (either in relation to national product
or to population) in each member.

The second conern of gnalysis has been the nature of the
static gains resulting from a common market. These are seen
as falling under the broad cetegory of specialization in
production with more complete adherence to reel comparative
advantage and economies of scale the significant sub-
categories.
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The liritations involvced in the Ricardian or simplistic
Heckscher - Ohlin tync dcfinition of comperstive advantazes
in factor usc as neturel end permensnt have alroady

been noted, Similerly ettention haz been dravm to the
inadeguate consideration of =cale effects on ~eins and
lossec within (aand outszide) the common merket.

An2lycie of the pattern of wnerticular policy changes .
needed to pernit th: efficicent oncration of competitive
fTorces within 2 cormon merket hog procecded on a2 taxonomic
bagis., Purhaps predictebly the intiel - and in many
regpecte 2till the bect - treatnment is that of J.E. leade,
Problemz of Economic Union. There iz broad agreencat

cn the necd for hermonization of taxation and labour
paynent leveles and of joint action to further competition
and incrasese factor mobility. Divergences arise on the
decrece of specific tax, wege, =ociel benefit, and
competition inducing unification required exist but
apaear to he of secondary significance.* Two critical
noints which do cmergze — alheit in some studies blurred
by the myrisd particular cases treated - are that broadly
parallel econonmic legiglation over a wide ranze of major
areag =2nd substontial feith in tho future actiones of
pertnere (includinz continued adherznce to the comnmon
nerket) are essential for the viable functioning of

even a nco—-laiscez faire cconomic union.

Growth stimulation or reinforcement hac bocorme
an analyticel concern beecaucse of ite egignificence among
the congideraticneg lzading to the Treaty of Rome and
the apnarently substential impact BEEC has had in this
regard.,. The difficulty of integrationing this asgpect into
the basically ctatic eanelytical nodel has tended to he
sidestenped by coneidering the change as a once For
all increase in arowth rates rcsulting from nore efficient
ragource allocation =nd ccononieg of scele., The rcasons
posited arc that lowesr coste increase conmpetitivity
of output in world narkets znd therefore export Zrowth
as well ag raging profits creating both higher marginal
efficiency of capital and the inveestible surpluses to
carry out the leonger deeircd invetrent programme. The
profit cffect will tend to he self-=fulfilling in that
hizher cexpected profits will lead to higher desired
investment ag well as incrcased foreizn canitel inflows
(if for no othcr roeson to protect csteblished nerkate
ag re US end UK firms! additiones to production cepacity
in the Six) and thus incrcase ex bost denend as well
as capacity., This linc of anslycis reguire relaxing
the continuous full employncnt assumption as well as
the negligible market - oulside nroductive capital flows
assumption., In most formeg it elsco implics en expected
shift in thce basic nmerket - outside balance of trade
pogition which is - anarently assumed to be both stable
and in balance before and 2fter unlon in the main body.
of anslysis.

¥ EEC cxzperience is on the
broad equivalance, in hroed
policy uniformity.

ge who arzue
her than specific
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Ainalysis - or reticnalization? - of the effects of
union betweesn a central-industrial economy common market
and a2 group of peripheral primery producers zlso received
substantizl stimulation from EEC and its Associate member
policies¥ Burafrican aand rclated proposale have sought to
devclop on anclytical bhase showing mutual gain through
lower cogt primery »nroduct supplies end sironger cxport
markets to the centre and hizher primary product prices
and larger investment flows for the periphery.

The inconsistency in regard to primery product prices is
obvious but secondery. The union of a group of industrial
and e ~roup of primery producing economries in a common

market is the clessic case of dominesnce of trade diversion
effects with negative global welfare effects. Primary
exports cennot benefit except by discrimination against

lower cost outside producers. Neither can inductrial exports
within the merket be cxpanded except at the expense of lower
cost outside industrial eccnomics a2nd the prinary producers.
The clasgic hothouce nrotection cage erises. If gains and
losses are divided cgually btoth the centre and the perphery
are likely to loose by the resultant inflated cost structure
and by a clear reduction of conpetitive pressures for greater
efficiency either at any given tine or over time.

In preactice,one would not expect the losses to be
shared in aratic eguivalent to netional products but to fall
more heavily on the peripheral rmembers (or Associates).
Their trade to nonctary product ratios are likely to be
higher and their bargeining pwer less. Moreover the union-—
even 7ith safeguerds - is likely to reduce their ability
to develop lings of nroduction competitive with those of
the cantre economies, especially if these are their chief
sources of investmant funde.

EBC - Aszsociete ex
the appropristeneses of the
gpecial provisions built in to the a
Turkish Association azrecments ac opposed to their relative
absence from the ex-colonial ones strongly sugzgests thet the
latter arc net loosers froin Ascociation cxcept to the extent
it gugments their global capitel importing capacity.
Admitedly Azsocietion with ZEC did widen the range of
"Econonic union" import scurcee from the ex-colonial power
to the 8ix but, by the same token, this wee a less advantageous
change than would have resulted from - say - a nost favoured
nation teriff policy.**

ience does little tc challenge
anelytical conclusions. The
o rmeg length Greek and

* It can be argued uite plansilly that nuch of the literature
on the ccononics of impsrielism deales precigely with this
topic. Hoviever, both the assumptions and the areas of
speciel concern tended to he different e.g, dynanic:
growth effects, uncnployment and enpnloyment changes,
and investnent flowe were always significant in colonial-
imperial analysis., Moreover socio-political considersations
and the actuel institutional patterns of the colonisal
perivhory. roceived rather more attention. On the other
hand,the anelysis iteclf was often loose or shoddy and
often e¢.g. Hobson, Luxemburg gquite inadequetely supiorted
by the data cited. Only since 1955 has therc emerged any
substantial interaction betwcen analysis of industrial
centre - coloxdial or dependent periphery economic relations
and thet of economic union.

*¥%¥ In eny cvent, the loss of French import subsidies on
primery producte entailed by the lower EEC protective
duties against outsiders nore than offsete this gain.
At the sane time, it lowerg the contre's loss from the
qnion albeit by reising thet of all members except
France.



The analyticel modcl appears even lesg relevant
to any nroposed Asisn economic union. With the exception
of Indisz (Japan and China do not fizure in any of the
proposale) the economies are basically irrelevently
conpetitive and/or complensntary.* For an economic union
not involving India to have a significent inmpact, massive
changes in the unicn structure of production are needed
and the geine from union would arise if, end to the extent,
it mede possible and resulted in develovment along tiaese
lines., In India were in the union, special problems would
arise ag in s laiscez fairc common nmarket virtuslly all
large ecele industry would tend to gravitzte to her larger
base narket and much mecre advanced industrial foundation.

Africa is nesrly & pure cass of non-applicability
0f the institutional-structural assumptions. Certainly
neither the continued existence of the East African Conmmon
Market nor the crcation of any additicnel or Lroader one
will depend gignificently cither on zlobal zain znd loss
cecngiderations or on static resource allocz2tional efficiency
within basically unchanged nroductive structures, Nor -
ziven even joint market sizes - can competition be viewed as
a very honeful prime nover even in the econonies with loose
or ineffcctual plannin~g mechanicms,

A number of the analyticel limitations cen be removed
either by substituting nore eppropriate structural and
inetitutional assunntions or by adding specific consideration
of dynamic effectes., Indeed, the previous discussion of the
existing theory has pointed to 2 number of instances in which
such additions or modifications appear to involve relatively
mincr effort.

Before proceeding with an attempt to apply, and in the procesg
to modify, the-analytical apperatus to Africen economric union
consideratione, it is necescary to re-exanine the relation—
ships between ccononic union and brosder econcnic ains eas
well as the socic-politicel ends towzrd the attainment of
which,ccononic programmes sre presumebly (and properly)

NMEANS,

Standard custorms union enelysis is based on the promise

that meximizetion of current nstional prcduct throush, more
efficient resource use is the dominant (or only) goal.

In so doing it abstracts from growth ratce, trade balance
employment and unemployment, and structural or instituticnal
change which ere often significantly nmore invortant from

a national policy formulestion viewpoint.

FPurther, by asswaing continucus trade balance with imports
determined by the size of netional product and continuous
full employment of factors, the analysis is able to define
trade diveresion ag unanbiguously harnful and ite ninimization
ag a goal. In the case of econcmies dznendent on capitel
importe for much of their domcstic fixed investnent and
with substential rescurces unemployed or unemnployable in
existing lines of pre-union production trade diversion

may in fact have positive global and market effechs on
real outnut.

¥ There ig, in fact, substantial intra- ECAFE trade even
excluding Japan.  Apart from Indian menufactured goods
cxporte, however, it consists predominantly of Burnese
"and Thail rice exports. The reasons why cconcmic union
night cffect these are rather different from those
posited in the standard analysis.



Examination of the primery concerns of econcmic nnion
enalysis, in summetion, beers out Raymond Mikesell's
judgement s

s}

By and large the theory of custome unions has
been confined to cornsiderstion of welfare gains
and losses arising from a disturbance of the
existing patterns of trade.

Moreover, it has done gc in a static frame. Neither
resource cupoly and utilizetion, market productive
gtructure, nor dynemic growth rete effects have
received more than peripheral attention.

I1T

Censidered in itz own terns, the present body of
econcnic union theory seems of doubtful relevance to
any econcmic wunion excent cne amnong neo-laicssez feire
industrialized econonies, Tven for such a union its
abgtruction from resource cmployment end unemployment,
dynemic efficiency, trancitional, and period, and intra-
union incone distributional effects would appear to render
it seriously incomplete.

These limitaetions are least for EEC. Howevor,
what sketchy computetions exist suzgest that static allocation
and scale cconomy efficicency zaine cannot be very substantial
relative to nationzl product even in this case. The more
recent "growth reinforcement" cese with its recognition of
non-full emnloyment consideraticns, institutional influences
on investment decisions and internetionel investment flows
ceeme of scubstantislly greater explanstory power.

EFTA - which is in any event a loosge freec trade area
rather far from becoming a thoroughgoing comnon market - is
a specilel case becasuse its exisgtence and policies are
lergely reflex reactiocns to EEC., Use of cexisting analysis
would suzgest EFIAl's economic impact is ninimal - a
cenclusion in eccord with empirical evident.

None of the inestitutionsl ¢nd neo-laisscez faire
fremework essumntions hold Ffor CMEA (COMECON). Certainly
ite ceffecte are most unlikely to be the result of frceely
operating competitive narket forces. Furthermore, there
ie a very substantiel divergence in the basic cheracteristics
of the member econonmics from »nredominantly industrial
Czechoeglovekis and economically massive Soviet Union to
prinary product dependent, economically snell Bulgeria.
However, potemtizl static cfficiency and scele considerstions
are almost certainly conadderably more relevant in CMEA's
cage than in EEC'g,

Latinm Americen econonies fit neither the siructural

ing capital and industrial input goods= 2and the major
oneg are neo-nercantilist rether than neo-laisccz faire.
Morecver, the range in cconomic size and structure of pro-
duction between e.g. Brazil and Paraguay is far greater

then the mcdel assumes, However, as with CMEA the scope

for increascc stetic allocationizl and scale efficiency geins
is large albeit less ecignificant than the possible growth
creating c¢ffects of market unification.
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If the uniting cconrmice pra-union imports were detsrmined by
primery exnor¥ lzvels plue capital transfers rather than
national product lzvels ner se., the entirc concept of

trade diversion hecomes smbiguous. Whils the import pettern
of the union will diverge fron that of its pre-union members,
imsorte from outeide cconomies arc likely tc rise ndt fall
because additionel canital inflows induced by the new internal
econormic opportunities edd to import canacity. Iraditional
export nrocccda (end their growth) arz unlikely to he esub-
stentially determincd by the restc of gsrowth of new sectors

of production in thu carly stagec of structural chgnges
hecause thore ig reletively little direct competitions for
scarce factore of n»roduction.*

Global welferc eralycis presupnoses both direct one
to one comparability of nasional gaing esnd lossect znd global
concerns on the nart of nolicy makers. At lcest in the case
of aconomic unicne amon-, poor .countries both are
fellocious. An addition to African (or Asien or Latin Americe
or Middle Eastern) nationzl product "balanced" by an equel
loss to Europce end North Anerica would represent a clear gain
in globhel welfare torme under any reasonable weighting of
equity or mergingl utility considerations. Further a sub-
stantisl c.g. 10% gein to Africa totelly at the oxpense of
outsiders would mcan only 1/5r 1dse to outside economies
bocause of their far zreatsr absolute magnitude. A 1/5%
loss in national product is of en order of megnitude eesily
nandled by national econonic policy and indeed is swanmped
within one year by any pleusible growth rate,**

0

* Thie nay no longer hold cnce a subetantial industrisl
cector ig egtablished cepccially if wage ratee rise.
Certainly it is not ergusd that faulty import capacity
allocetion nmay not herm primary export sectors but such
allocation is ncithor unigue to econonic union nor
inherent in it. On the other hand, the rate of srowth
of extra-narket exnort procecds will be 2 sisnificant
deterninant factor in th:z rate of structural cheange as
well a5 of extra-merket import growth. . Corparative
South Asien studies by Dr. Pauuw and by the aushor show,
success 1in raising and sustaining traditional export
proceeds ig closely correllated with achieving developrment
baged on structursl change vide the cases of the
Phillippines, Meleya, and Theiland ves thosc of Burme and
Ceylon. The latter's fzilure to expend their export
bases has lergely contrituted to their failurc to attain
structural change despite nrotectionist nolicies
verging on attenpted neco-autarchy and certainly far rore
draconic than thosc pursued by the achievements in ‘oth
the vrimery exvort and industrial sectors.

*% The impect on particular industries will of course
ke 1arge?, however cven hers the maximum plausible
lossees will be smaller then those routinely feced fron

internal technological shifts or even minor recescions.
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A4 10% gain foregone is a very diffcrent metter., MNoreover,
ag noted ahove hoth the narket and outside effects are
likely to be positive.

Whatever the force of global welfare considerations
on trade policv formulation by rich economies - and the
history of GATT IMF, EEC, ULICTAD, end various agricultural
subgidy and declining industry employment protection
meesures  leave onc distinctly sceptical, not to =ay
cynical - it is both unreelistic and unreascnsble to
expect African - or other tiers monde — econonies to
give then any substantial weight. National cconomic
policy is determined on the hasgis of (resl or essumed)
national (or politically powerful sectoral) cconomic
intereste subjeet to cutside pressures. Global welfare
is significant only if & national economy is so nasgive
thet the sccondary feedback of its policy measures
affecting tho economies of other states is quantitatively
large. Certainly this ig true of no African state zand -
except for a limited number of. commodity merkets - would
not ke true of Africe as whole.*

More brozdly the glohal seins and losses approach
inherently views customs unions as generalized - end, if
increzssing global welfere, rationalized forme of bilateralism,

g, in chort, seen from the member
point of view 28 an sxercige in optimum tsriff cum bilateral
discrinination formulation and from the zlobal standpoint

ag an inferior "second best" substitute for free trade.

-@ stromgerncase can be made for intra - tiers monde
welfere effeets, TFor example, industrialization through
1m$or? substituting azainst other Poor economies ie e
unde§1reable if regional solutiocns are poséigleu )
MaSSlVE divsrsification by all primery producere into
each OUPPT'S staple exports is - pace the IBRD !
llkely_co te mutuelly disastrous.” 1In fact, tiers ronde
cconomies do recognize these sub-zlobal welfafs
con51deratiogs 2t least to the ex%ent'of geeking

. mitigating or reversing them vide the BNCTAD

75" end wC4, BCL4, 2nd ECAFE discuscsions,
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This is herdly the way eny African ctate views,'or N
can reasonably bhe expoected to view, econonlc uniol.

No seneral ascoczult on the value of analysis baEed
on simnlifigd or special assumptions 1s intended. 1?&04
analysis can: (a) isclate the working of 2 Pertlgu ir
force, (k) provide & clcarer unders?gnglngvof 2 51mgwe
(simpliste) form of an issue frog wiich @ croaderqv}bw
cen be built by relaxing assumptions; (c) serve 2g -a o
pedogozical device. Howevor, to sellevg one'cfg pioce
to direct application of such an analyt}oal model o:L ons
specific problems in political eoopomy ig rather a&g ogou
to a porson attempting to apply the gctlon conclu~10§§
of 2 logical, but not totally reelistic, coemos auch zs

Tolkien's to his daily life.

Governmcnts arc rarely, if cver, interestediln
gsconomic policy as an cnd. Economic policy and prqgects
are secn es neens to ctteining socizl and/or political
ende.

* If two conditions were met there might well be 2 good
deal to bz said for the analytical viewpoint. However,
to state the proconditions, is to illustrate just how
far reality - present or probeble - diverges from them:

1. World tariff policy would be such as to zive
equal access to -~rocessed and finished products
based on raw materiale as to the unprocegsed raw
materials thenselves. In support, infant economy
preferences weuld he extended to enceourage the
growth of comderatively advantsgeous lines of
processing and menufacture in prasent nrinery
exnort cconomicsy

2. Naticnal "full employment promoting" nmonetary policies
would be axtended to the internasional level so
that otherwise viable development would not be
choked off or distarted by forcisn exchenge bottle-
necks inherently beyondg national control Joans
(which would in thz end flow back in lender sxports
to borrowers) vould not be viewed as "aia" any more
(or any lese) then national deficit financing or
credit easins policies to combat recescsion one viewed
as "aid" to thes otherwise unemnloyzd workers or semi-
enployed plante.

African (end other tiers monde) states have,
of course, arzued for such inbternaticnal trade 2nd
finence structural changes. However, despite the
gupport of an zrowing number of applied as well
ag. theoreticel economists in the "industrial
world", the likelihood of their speedy adontion
is nil. So lonz as the 2conomically larger and
richer states decline to pursue global welfare
oriented policies of this vonuity, the "second
best" world is the only one in which African
States can operate. Or rather they can onerate
in "seennd begt" or worse, descendlng g the
"best" of stagnent, semi,subsistence neo-autarchy
a'la Haiti or (perhaps) Burma.
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For exanmple the rate of zrowth in the standard of liying
of the zroups to which noliticiens belong, or fyom.wnlch
the derive their support, is often of more intrineic
concern to them than the rate of growth of netional o
product a2s a whole.* This ig not to say thet politicians
or civil cervants arce uninterested in, or unwilling to '
support, economic policieg and progirammcs 810Wn to.be .
relevant to the attainnent of sgocio-political objectives.
If a government feels reasonably ascsured of 2 long term

nf office (for whatever reason), it will be willing to
consider policies entailing short term sscrifices and
unpopularity if it is convinced the mediwn and long tgrg
effects will be be fuller attainment of its socio-political
ends and greater long run support. Development plans
calling for higher short run investment out of national
savinge - nublic or privete - and slow expansion of
private and public consumption sre of this type e.ga.

Ghana, Tenzania, ¥¥

IT economic integrstion is to be accented and
promoted by politicians it must be znd bhe shown-to be
relevant to their socio-politicel goods. As it happens,
economic intezration may be vaguely "supported" because
it is g handy argument for some other desired epd Cofe
Malaysian or West Indian politicel fedaration with no
real idez of what economic posgibilities or pre-requisites
for attaining them exist. Such an approach is quite as
unlikely to lead to political or economic union as 1g an
unexenined grssping for cconomic unification without any
very precise idea ag to what night be geined, at what
cost, and under which conditions.

There arc three reasons why these comments - which apply
to applied cconomic prosirammes and policies in ~enceral
are egpecilally relevant to gerious economic union, ¥¥*

*¥ Thic statement iz not intended as a wvalve  judgement.
Such concern may mean a concern with greater equality
of income distribution, broader economic participation
and national integration necessary for long ternm
growth, The soundest defense of the Kenya Plan
follows these lines. On the other hand,a meess based
government may cngege in populist largesse while
destroying the bases - political as well 28 economic -
of growth vide Peron and Goulgrt while a government
responsive to a narrow politics-—economic elite may follow
policies useful to them - at least in the short run -
but against any logic.for long term growth of the
national econony vide Nigeria, Liberia, Gebon, and
probably the Ivory Coast.

*¥*If en 'sconomic union" is purely or largely,a paper
one e.z3. the Weet Africen Customs Un*on/orfnyt likely
to have major effects for some yesrs .e.g. Cameroon -
Equatoriel customs union,it may be very easy to keep
"operating" harmoniously. No major conflicts of
interest will arise and no state will walk out - except
perhaps from boredom. Similarly, peculiar pseudo -
uniong e.n. Schal-Benin Entente which have very limited
objectives and a single dominent state (Ivory Coast)
have' very different and less brogd conditions for
viebllity than e.g. the Fast AfrYcan "Common Economy".
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Fires the range and scale of the impact of true economic
unification ie nmuch wider then that of almost any other
econcmic nolicy = other than the acceptance of serious
quantitetive planning cum implementation. This, more
then incidentally, implies that it is ecsentizl for
member nlans to be harmonized or united if en cconomic
union is to work successfully. Economic policy nust be
baged on clear as eum3+1onQ as to the limites of the relevant
gconomic unit and as to what is¢ external to it. Moreover,
if economic unificetion its meaningful, it will involve
concentration on fewer projecte of zZreater ecale and
efficiﬁncy mecde viable by increesed egpccielization and

iczher trade flows within the union. (To halance gzine
and lozses in an econocmic union by dividing up industries,
baleancing +rode gt the level ol the lowest intra-—-market
exporter, & increassing the exceptions to the free flow
of goode nay "nrecerve" the marke t in nemc but minimizes
ite value to a2ll perticinants ceollectively, and maximizes
it for nmone individuslly. )

Second, economic intezration, once ectablished to a
gilgniricent degree, is not easily or cheeply revoreible.
To zepesrate 2 unificd esconomy into its coﬂaonent territorial
units (egpecially if the breskup is less then amicsble)

ig a2t least dieruptive and potentially catzstrophic for
gsome or 211 of +the uvnite.* The scrious cconomic problems
9t111 faced by Senesgal and Conzo Brazzevile flowing from
the divigion of the French West end Equatorial African
Federations, the cconcmic crisis ensuing on the collapse
of the Mzli Federation,; and the dimming of Southern
Rhcdesia's industrizsl cector outlook et Zambien withdrawal
from federation illustrate this noint.

Third, economic intezretion movements - when effectuzable -
ars usually (alway ?) part, and often s ecconiery part,
of broader socio- Uolltlcal movements,** The "European
Idee" and EEC are integrally related (if separable) and
the connections betweon varying exprescions of (and
suppert for or antipathy to) political and economic Pan-
Africanism are sven clocer. This argument, of course,
works in hoth directions. 4 politicel union with no
economic relevance is uplikely to provide substantial
enough gains in other fields to be ¥izble. Economic
intezration once it builde up a body of political support
ig likely - at the lcast - to reinforce existing
cultural and political forces workinz for union.

* If the econonic union was exploitative in owveration
hen sgome of the members mey gein e.g. Zambie and Melawi
on Central African breakup. However, ceven in these cases,
mote equitable restructuring of the union could leave
all mesmbers eccnomically as well or better off than
under dissolution.

*¥* The nosgible exceptions lie in Latin America. On the
other hand the weaknesecee both of LAFTA and the
Central American Tconomic Union may stem in large
measure from the very inchoote nature of "Latin"
or "Central" Americanism. Per-—-contra their rise to
the level of serious attempts perellels the growth
of 2 real - if often vegue - Latin American feeling
of Jjoint interests and desire for Jjoint policy at leact
in the external policy realm.
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If economic progrenmmes and institutions can secure
and meintein political approval and support only when
seen to te relevant to the goels of government and cher
nower wielding aroups, & summary examination of Afr}can
netional socio-political zoals =and the economic policy
neans pcsited for their atteinment ie appropriate at
this point:

1. Economic reconstruction in the sence of reducing
dependence on any one exnort, market, or firm,
increasing national production of locally used
oroducts, and creating-a more national economy o
in terms of ability to take public economic decisions
on the basis of national interests and goals rather
than »rimarily in response to foreilgn economic

interest group pressures;

2. Economic expaneion especielly in the fields of
modernized asriculturs end of industrialization;

3. Modernazation in terms of acquiring distinctively
modern canital cities, industrial plente, agricultural
machinery, =nd trensportation equipment;

4, Augnented standards of living and (elthqugh the
linkege is not always clearly male) of increased
cutput per hecad to support them;

5. Better and rore broesdly available soclal services
particularly education, health, and urban housing;

6. Lessenins "economic distance" between African
and industrial (cepitalist or sociszlist) states.
A somewhat lescer nunber of African states
gpeclally stress lessened economic inegquality
between individuels and rzgions within African
statee and within Africa.

One need not take 2ll the professicns at faoce value
or asgsume a high level of operational efficiency in wrogramme
implementation to attribute meaning to thic set of goals.
A majority of African zovernments actively seck thems
the others sither passively azrse with them, or feel
forced to espouse them leet they follow in the paths of
Abbe Youlou, Preeident Meaga, and Kingz Farouk. In any
event, a far reaching pronosed economic prosramme will
have 1little or no chancce of serious considerations, much
less acceontance, unleess it serves and/or apnears to serve
the rapid ettainment of these ends.

The first economic prerequisite for the attainment
of each of these ende i very easy to define (even if not
to attein): rapid and sustained expansion of real
output, defined as production for domestic use plus the
import purchasing power of. exports. In short Africa
is a relevant case for Dudley Seers! dictum:

?The proponents of eny nmajor economic policy measure
in an underdeveloped econony are under an obligation to
show how this measure will stimulate zrowth, "

To which cne could well add and to outline a framework
of attainaeble institutions =nd imnlementation progranmes
capable of achieving the notential economic growth gains.
To he atteinable the institutions and nrogramnmes nust

be consistent with basic socio-political ~oods — unlike
recurrent studies pressing a “free snterprise", private
sector develonment policy on the Ghana government — and
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nust not lead to levels of socio-political unrest which
will halt or hamsitring 211 government policy or lead to
& chengze of sovernnment.*

Economic invegretion as a cerious pelicy pronosa
in Africa, Asia, the Middle East or Latin America must
gtand or fall on itg sbility tc setisfy thie set of
criterisa,

No sovernment will knowingly adopt an economic
prosramme whose conseguences include itz own overthrowal
(and nresunptively the resersel of the programme).

If 2 proaramme is rejected on this count even though
ite long run effects ere desired the economic civil
servant or ccononigts!' duty is to attempt to find

a way to alleviate short run sacrifices consistent
with rescuing as much as possible of the long term
objectives. Utter failure of nerve by politicians
and unimeginativity by cconomic proposel formulators
is likely to lzed to short run stagnation and a
worsening hasic economic situation meking needed
initiatives over nore draconic end politically
dengerous., A perticularly appalling exanple is
Ceylon which - es 2 rezult - has from 1945 to date
dissipeted ite reserves, failed to develop a viable
gccnoric diversificetion programne, end begun to-face
maesive unemployment cum falling real investment,
import capacity, and income per head.
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