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MULTILATERALISH AND EUROPEAN INTEGRATION'E/ Albert 0, Hirschman

Multilateralism defined

There is no need for me to restate pere the advantages of multilateralism
and the drawbacks of bilateralism, It really is obvious that the greatest -
advantages from world trade are realized when every country can buy in the
cheapest market, To state this simple truth means to affirm the principle of
multilateralism, For, when every importer in every country is free to buy
wherever he chooses there is only a small probability that the purchases of

country A in country B will be just equal to the purchases of B in A, It could

happen and if it did nobody would object to the bilatersl balance between A
and B, More likely, however, each country, even when in overall balance, will
have deficits in some directions and surpluses in others, The resulting pattern

of trade is called a multilateral one and we generally designate by multilater-

alism the conditions in international trade and finance that make such a pattern
possible,

Multilateralism, thus, is not identical with free trade although you will
often hear that one of the goals of our foreign economic policy is the reestab-
lishment of a "free, multilateral trading system," Free trade requires the
absence of all barriers to trade whether they be tariffs, quotas, or exchange
controls, A multilateral trading systém, on the other hand, exists when the
proceeds of exports (and, let us add, of foreign gifts or loans) do not have
to be spent in the country which took the exports or which granted the loan, but
may be used for procuring imports from anywhere in the world, Under this,

possibly somewhat narrow definition of our concept, multilateralism would seem

1/ Lecture delivered by lir, Hirschman on March 30, 1950 at the Foreign Service
Institute of the Department of State,
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to be compatible not only with tariffs, but with certain types of exchange
controls and quantitative restrictions, Thus a multilateral trading system

does not necessarily conflict with administrative measures to keep total
spending of foreign exchange within the limits of total foreign exchange receipts
or with the imposition of global ouotas, i,e, quantitative ceilings on commodity
imports that do not specify the countries of origin where the commodities have
to be bought,

In the usual broad sense, multilateralism is defined as a system under
which traders can buy wherever they want and whatever they want to buy, In the
more narrow sense, which I have elaborated here, multilateralism might be definec
as a system in which traders can use wherever they wish those amounts of foreign
exchange and of import licenses that are being made available to them, This
narrower definition is useful because it permits one to perceive clearly the
main conditions of multilateral trade, i,e, the convertibility of currencies
and the absence of bilateral guotas, Actualiy, however, multilateralism has
never taken this restricted and theoretically pure form, We have either had
bilateralism or multilateralism in its broad sense, The simple reason for this
is that foreign exchange difficulties invariably take the form of scarcities of
particular foreign currencies, and this hss resulted in restrictions being
applied to those particular foreign currencies and, therefore, inconvertibility

and bilateralism,

The lsst time we saw multilateralism

Before we look into the conditions and the methods for reestablishing a

multilateral trading system I wish to go back a little bit in history and tell

you how matters stood "the last time we saw multilateralism”, For having

immensely sharpened our vision in this respect we are heavily indebted to the
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: ,ic research work of the League of Nations and in particular to Folke
'fﬁllgerdt, now with the United Nations, l/ By grouping the myriad data on world
?trade:into~a few significant groups, Mr, Hilgerdt has shown how a délicate~ '
'mechanism of world-wide settlement of trade balances had grown up from 1860;to
the nineteen twenties, I wish to retain in particular two lessons suggeSté&”by» .
the fascinating material prepared by him, o
It is often said that before the war the United States import surplusrﬁith

the tropical areas permitted Western Europe to capture dollars through an,exportf:
surplus with these areas and that “estern Europe was in this way enabledftb ‘
settle its ceficit with us, One glance at the tables prepared by lr, Hilgerdt
shows that this is so simplified as a model of what was actually going on~as 

to be seriously misleading, For instance, although the U, X, did have a small -
export surplus with the tropical countries in 1928 this is not true for the

other European countries, The important export surpluses which enabled these
countries to settle their overseas deficits were, for Germany an export surplus
with the Western European Continental countries and;for the latten, an export su
plué with the United Kineg d o m, - Finally, a most important link in.

the whole system of multilateral settlements was the interest and dividends
receipts accruing to the U, K, as a result of its past foreign investments,
which permitted the U, K, to have an import surplus with all its trading partne:
except the tropics, The U, K,'s import surpluses with the Continental countries
of Western Europe permitted these countries to settle an important part of'fheir
import surpluses with the overseas countries and with Germany, Germany in!turn;
was enabled to settle its overseas deficits by its export surpluses with Western
Europe and the U, K, This sketch of some of the essential elements in the multi

lateral settlement mechanism of the interwar period is sufficient to show that

l/ See in particular, League of Nations; The Network of Yorld Trade, and Folke
Hllgerdt "The Case for lMultilateral Trade™ -~ American Ecoriomic Review (Sup emen’
March 19L3) p. 393 - LO7,
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the,mechanism is virtually beyond repair. This is the first lesson, Britain!s
overseas investment and shipping income probably will never again enable it to
sustain an import surplus of the prewar magnitude; consequently the Vestern
European countries and, in turn, Germany will have to look in other directions
for a balance in their international accounts,

This should not, however, lead us to conclude that there is no future in
the multilateral trading system, To reach this conclusion would be equivalent
to the popular fallacy of confusing the principle of the international division
of labor with one particular manifestation of this principle, 1,e, the division
of labor between industrial countries on the one hand and agricultural and raw
material producing countries on the other, 1/ The very studies of Hilgerdt -
and this is the second lesson I wish to draw from his work - show us that the
multilateral pattern never stood still, The U, S, surplus with South East Asia,
of which so much is being made in current literature, became important only in
the twenties, Similarly, the U. K, completely changed its pattern of trade from
the eighteen sixties to the years just before the first World War: In the course
of this 50-year period, a deficit with Europe and with the United States replaced
a deficit with Asia, Africa, and Latin America,

This variability in the pattern of multilateral settlement should give us
confidence that the impossibility of recreating the particular pattern of multi-
lateral settlement, which prevailed in the inter-war period, does not carry with
it the end of multilateralism as such, I should also like to conclude from this
that it is more important to concentrate our attention on the basic prerequisites
of any multilateral trading system than to construct, and to aim at, any specific,
"ideal" system of multilateral‘settlemeﬁt with every country fitted into a neatly

balanced "trade matrix!,

1/ See A, O, Hirschman, "The Commodity Structure of World Trade" “uarterly’Journal
of Economics, August 19L3, pp. 965 - 595,
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*The;eﬁergence of bilateralism

There is perhaps no real need to pass in review the reason for the decay of
the multilatersl trading system in the thirties, It has often been told
how, in the course of the Great Depression, France established import quotas and :
Central Europe exchange clearings and how these devices multiplied angd spread ” 
to many countries during the thirties, l/ Nevertheless, the essential condltl
for a regeneration of a multilateral system remained in existence until the oﬁ ui
break of World War II:+ The pound sterling and the currencies of France, the?Low  [,
and Scandinavian countries remained convertible, This state of affairs was
terminated by the outbreak of the war when comprehensive exchange licensing was :
instituted everywhere in Furope, |

At the end of the war, the trade of the European countries among themseive$*
and with the outside world was resumed under a more pervasively bilateral syStéml
than ever before, Here again the reasons are well known: The devastations of
war and the general depletion of economic wealth required strict husbanding of
foreign exchange resources; hard currencies were particularly sought after since
they permitted the purchase of essential food and raw materials and all countries
were very reluctant to part with these hard currencies in settlement of soft-
currency deficits; foreign exchange reserves were inadeouate; exchange rates were
overvalued while internal purchasing power in most countries was inflated; and
tariffs were inoperative because price inflations had reduced the incidence of the
specific tariff rates that were the rule in many countries, During the immediate
postwar period, therefore, only bilateral currency arrangements combined with
quantitative regulation of imports and exports permitted the rebuilding of foreign

trade,

1/ Teague nf Nations. GCommercial Policy in the Inter-“ar Period, Howard S. Ellis,
Exchange Control in Central Europe,
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Bilateralism, however, drew strength not only from the critical conditions
of the world economy at the end of the war; it was not universally regarded as
a necessary evil, In spite of the experience of the thirties, during which
time Germany had used bilateral trading as a means of dividing, exploiting,
and dominating its prospective victims, bilateralism had come to be advocated
in some quarters as a necessary complement to full employment policies, I
hasten to add that it was this type of theorizing - which as all theorizing
did have its effects on the daily decisions of governments - that Lord Keynes
branded in his last article as "modernist stuff gone wreng and turned sour and
silly," 1/

The reasoning on which this "stuff'" is based can very succinctly be expresse
as follows: At full employment, a country will require a certain volume of
imports to sustain production at the required level; to obtain these imports a
country needs to market exports in the same smounts and in the appropriate
currencies; and to make quite sure that it will be able to do so, the country
cannot afford to throw itself on the vagaries of the international market, but
rmust strike a number of bilateral deals,

It does not take much time to point out that a policy based on this reason-
ing runs the great danger of sacrificing both real income and economic growth
to full employment and that, moreover, it requires complete governmental control
over foreign trade, No government has attempted to carry this policy out in its
pure form, But the jarring experience of the Great Depression still lends con-
siderable attractiveness to any policy that holds out the promise of insulation
from the shocks of international depressions, In this sense, the reluctance to
abandon bilateral trading today stems not only from the continuation of some of

the immediate postwar conditions that compelled the recourse to bilateralism,

1/ Lord Keynes "The Dalance of Payments of the United Statesy "The Economic
Journal" (March 19L6) p. 186
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ylateral trade would result in frequent exposure to unemployment, partlcularly as

a result of the "unstable character of the U, S, economy i

Before - at long last - getting into the real subject of our lecture let

'me shortly inquire into the character of the present trading systen,

The principal European currencies remain inconvertible today, As a rule,

they cannot be freely exchanged for each other, and even less for the dollar,
aither by nationals of the European countries or by the foreigners or foreign
monetary authorities holding them., This absence of convertibility does not

mean, however, that strictly bilateral balancing is enforced,

In the first place, the poﬁnd sterling is in fact freely transferablefover
a wide area through the mechanism of the sterling and transferable account
systems; within these systems there is no payments obstacle to multila teral
trade, but there are important obstacles to true multilateral trade in the form
of state trading and bilateral quotas,

Secondly, between most European countries there is no requirement of
equality between exports and imports, These countries have usually granted
each other so-called "swing credits" and additional funds for the financing of
bilateral deficits have been provided by the "drawing rights" established for
the past two years under the Intra-European Payments Schemes, The essence of
bilateralism, however, is not the requirement of bilateral import-export balance,
but the inability to spend available foreign exchange resources whether deriving
from exports, from credits or from grants, anyvhere but in their country of origir
and by this criterion intra-European trade relations are purely bilateral except

' at the margin,
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;Wthé éx£anstion of swing credits- ‘nd drawing rights, a country*must
,,?éy'goldffar fﬁrthpr payments deficits, and from this p01nt on, net

 or S»to that country bring in gold or currency that is oonvertlble.’ Howé'
exx-at that p01nt, hurried conferences are usually called to "eorrect the situ—
’fatlon" and further import restrictions are considered, With respect to the |
  ster11ng area, there exists in general not even this marginal convertlblllty;
l'w  For the countries belonging to the sterling area and to the transferable account; 
~ system have taken upon themselves the commitment to hold sterllng*wlthoqt;llmlt; ﬂ

drawing on the sterling area dollar pool are the result of administratiVe

decisions rather than the automatic outcome of the course of payments,

How can we then proceed from the present system of bilateral quotas‘and:inCQn;

vertible currencies to multilateral trading?

There probably is general agreement on the point that the so-called dollar

shortage is the principal reason for inconvertibility and bilateralism in the

world today, Our subject, therefore, could be covered fully only by indicating
how to deal with the dollar shortage, It would thus seem to encompass éli the
crucial issues of international economics, I shall, however, attempt to limit

l. myself to consider the various gradual approaches to multilateralism,

The one-by-one vs, the collective approach

Two principal schools of thought may be distinguished in this respect:
According to one school every country should work toward convertibility inde-
pendently of other countries, while the other school advocates a collective
approach, at least on the part of the estern European nations which participate

. in the European Recovery Program,

According to the first approach, each country can and should take a certain

number of steps -‘primarily the elimination of inflationary pressures,gaﬁd the



"stlfllng 1nterna1 and eyternal controls,

These are healthy precepts and for many countries thev are muc

of being repeated, Mevertheless, there are many who doubt whether

can be reached by so direct a route, They think that the cost in i

from economic flnctnétions oririnating abroad may be deemed too hi
to pay by many countries, Foreover they are convinced that the curréhtf
restrictions do not have their origin solely in the demagogic extravaéénce
of govermments, but must be traced in »art to the diverrent trends - not to
the different levels - of productivity that have prevailed over a long neriod
in the Tmited States on t'e one hand and the industrial economiegs of “estern
. "urove on the other, It is this thinkine which has led to the second
approach to vorld-wide multilateralism: Tt consists primarily in creating
first a "center of strength® in Purope through the lifting of intra-European
obstacles to trade and payments; the resulting strengthening of the ?ﬁropean
economy would then make it possible to 1ift barriers against the outside
world at a smaller cost in adjustments and real income and with more confi-

dence in the permanence of such an arrangement than would be possible if

every country were to "go it alone, ™
Here we have then a dispute which is essentially caused by two djfferpnt

diamoses 35 to the severity of the econsmic disea: sfflicting the;dollar-



'1ons wzth the out51de world 1ncludlng the Unltec Jtatg

71Cat10n lS beln? reached would tnere arise a confllct ci’ncean

| callV'unlted “urope Would Have a common set of tariffs, quantltatlvegi

t~strictions (if any),and'exchange controls (if any);vis-a-vis~theﬁo,, 

unification, such a partial reversal of earlier prosress woulcd be more_ 
l' compensated by makine possible more rapid progress in the risht directidﬁ; v
for the area as a whole,

~ut there is another reason for which it is not only not inconsisteﬁt,,
but highly desirable that the two roads toward worl- -wide multilateraiism ﬂe '
travelled at the same time, If and vhen complete Turopean economic un ficat on
will be within our immediate reach, it will be all to the rood if individua f
¥uropean countries will have made on their own the maximum possible progre
toward multilateralism, The common wall aeainst the ouvtside world,fWh

then be erected, will be some kind of average of the individual count



*time 6f*unificatibﬁr The lower the walls of?1n6 vidg

,lectlve'aoproach : But I-havE.yetxto'make the full case;fqr[ﬁhe

 tepra 1on a step toward multllaterallsm°'

he“;reafbf mult11atera1 settlement? & considerable controversy,is nQ
ged on this point and because of its importance I shall devote the r
ng hiSflenture'tO'its discussion, I submit that no eeneral answer to

euestion can be given, and that the answer “epends entirely on the specific

~ region under consideration, A priori there is no reason whatever w

'creation'ofﬂa limited multilateral tradine area should be a contribﬁt_

a world-wide system of multilateral trade, On the contrary, once~thexgré”;“

inefficiencies of the bilateral system have been eliminated by the creation of

a reasonably large area within which multilateralism prevails, the hea!

well be off, so to speak, and we may get the building up of a 1argely7

sufficient rerional bloc that does not look for further integration with_ﬁhe
world economy, This has been the fear of many who have taken a negativéfview
of the plans for "iuronean integration,

There is, however, another possibility which would lead one to ta Le a
rnuch more sympathetic view of current efforts: That is, the creation,g£7ah
area in which the barriers to mnltilateral trace have been removed mayﬂﬁéip

to remove many of the conditions which so far have held back Uropress”tdward

~general convertibility, This is precisely the theory underlying our efforts

‘toward Furopean integration, If it can be shovm that the creatlonuofﬁajfpee




OWnrd ﬁeneral multllatorallsm and convertlbwlity; 

,, ﬁh1€ is l kely to ) be the case

,ny the countrles partlclpatlnp in tne Puropean Recoveryf”'
;quantltatlve restrlctlons amonv tbem°elves and to ﬁﬁopt

toward the mitnal oonvertlbllltV‘of thelr curren01eq

e are propo ing
‘ fpref9rent1a1 or, if you 1like,

dlscrlﬁlnatorV’arranzements for the est rn.

Europeah7area This is, of course, a novel policy'for us to advocate

we have long been staunch defenders of non-ﬁlscrlmlnatlon Evenfourft di

Val~stand, however,

was notfwithoutﬁimportantfqualifications' Thus 1t

“known

that we are favorably disposed toward the most extrene form of

crimination,

namely to customs unions, and that in the ITO Charter'wéf

sanctioned even nreferential arrangerent

S provided they are meant as st

toward cnstoms unions,

Past discussions of these matters look slishtly ont of focus today*bééauSe,

in the past, we did not subject everything to today's supreme test: she Pfeq

l' of a given policy on the dollar shortare,

Thus, one of the standard arruments against customs unions in the p 

higher on the average than the tariffs applying in the separate countri

to the union, In this case the improvements in the division of laborfWithihf

the customs union area may be more than compensated by a loss in interh’zlo fl

specialization between the area and the rest of the world, This argument is

.f perfectly valid in itself, but it has a somevhat eerie quality in toda

when so larre a part of "international specialization" consists of the Un ted

States providing goods and of the Zuropean countries receiving them,



atlonﬁof European resources, it would create greater adaptab111ty a d”m 1 %
rflt would make ‘possible the economies of large-scale productions; and,
rimportant, ;t would increase competition and would be a spur to entrepf ne:f;
efficiency,and initiative, As a result, productivity would be substant:ﬁ
1ncreaoed and Europe's competitive position in world markets would. be ‘immeasura-
bly’strengthened

Vhat, if anything, is there wrong with this reasoning? It has beép'
the whole undertaking betrays the incorrigible naivete of the Americans e
bent on drawing false analoqies from their enviromment and their history;
the first place, it is argued, the Western Furopean economies cannot defiVe‘mﬁchg e
benefit from integration since their economies are competitive rather théﬁi: ;’
complementary, They cennot solve their problems by just trading more wit
other for they must procure food and raw materials from abroad, In onefeffective
formula: " A sum of 18 deficits is still a deficit, "

It is not necessary to waste much time on this argument since those-ﬁﬁbf
propound it have taken so little time in examining the thesis which theyV' 
Vie have already seen that European integration is advocated not in order
make Furope self-sufficient but to enable it to compete more efficiently in
world markets, It is also strange to cite the competitiveness of Turope
economies as a proof that integration is purposeless, Prgsumably,’the'fo

competitive two economies separated by tariffs and other barriers, th grea

will be the increase in real income to be expected from the removal of these




”ethis;pCint'in the discussion, the argument, of the antl-lntegratlonlsts

o é:&hét

The trouble with Furope apparently is not only" that 1ts com=

en economles are not complementary enough, but in addition,

theyﬁ

ffFUpon scrapplng these walls, tremendous dislocation and unemplovment would ensue

7e”&> that the cure would definitely be worse than the disease,

After hearing these arguments one

vwould never suspect that a fI ourishlnp

“_ylnter—trade in manufactured goods has played an important part in the total

",European trade picture,

The existence of this trade suggests that the 1’festern

'fEuropean ‘economies, while highly industrialized, have tradltlonally been

"integrated" to a considerable extent and might be susceptible of further

integration without too much trouble,

To pursue this thought a little further: It seems to me entlrely p0551b1e

and even probable that considerable beneflts of increased spec1allzat10n could

be obtained in Europe as a result of relatively small reshuffling of resources

In the first place, every national industry in Europe has grown up over a

long period of time and the various firms and productive units composing it are

: 1.' often of very unequal productivity, An abolition of intra~Furopean protection

would therefore in many cases not lead to a whole national industry being :
completely outproduced bv a more efficient one in another country, but to the
disappearance of the most inefficient units in both countries,

In the second place, industrial economies as developed and well-rounded as,

for example, the British, German, and French ones,‘can usually add one line of

output without an undue loss in terms of comparative costs even if the article

in ouestion is more efflclently'wroduced elsewhere, They can simply use and

adapt existing machine tools and other eguipment, and need but little,pretection
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for this purpose, 1In the aggregate, however, all these small departures from
an optimum division of labor will represent a considerable loss in real income
to the European economy as a whole, The situation can be compared to the
inflationsry process in which every investment conside red by itself does not
look particularly objectionable, TIf this diagnosis is correct then an abolition
of restrictions among the European industrial economies would mean that this
process would not only be stopped, but could even be reversed without undue
cost, Considerable increases in real income and productivity could thus be
expected to result from the rational loeation of new investment Eﬁg from rela-
tively minor and painless switches and reconversions within the existing indus-
trial structure - without any wholesale destruction of fixed capital, l/

The critics of European integration are not content with contesting the
presumed benefits of a removal of intra~European trade and payments restrictions;
in a counterattack many have expressed a concern that such a removal might

actually intensify the dollar shortage and therebv render more remote the

1/ This point is overlooked in the interesting article of Henry C, VWallich

and Frederick V, Loud, "Intra~Furopean Trade and European Integration®
Columbia Journal of International Affairs, Vol, IV (Vinter 1950), p. L3,

¥uch of the unsaﬁfgfactory state of the discussion around "integration" can

be traced to the oversimplified classification of pairs of countries as either
"competitive" or "complementary", The European economies are neither or both,




’  ; i6:;;”’ , ,ﬁ | ,""Mﬁitiiaﬁeféiiém :
”eﬁﬁﬁofvcéﬁVeftihility'and multiiétefalismg 1/ ‘ | |
vhcipalvargﬁment,here runs as follows: The removal in;isbiéﬁi&ﬁ
‘Eufépean trade and payments restrictions will lead to anﬁeipahsibnféf,‘
. intra-Furopean trade, This expansion, according to our critics,gmgy;ééfi9é
Zéitherffrom”a substitution of the Europsan countries for the UnifedZStéﬁééfas
‘Yafsourcé of supply or from a shift of European exports awayffrom:thefﬁﬁiﬁéd;'_ o
”’S£éte$"t070ther European countries, But, it is argued, the first'effeéiﬁiéf’
 ;1ikely'to be negligible since all countries have already fully exploitéaﬂiﬁe

,possibilities of procuring essential commodities outside of the'United’States.

Therefore the net effect of the expected increase in Europ an trade is likely
to be a diversion of European exports away from dollar markets with a:céh&é@ﬁent &

intensification of the dollar shortage,

1/ Ina differcnt context, I have myself argued that a policy of systematic dis-
crimination against the United States might intensify the dollar shortage (cf,
"Disinflation, Discriminstion, and the Dollar Shortage", American Economic Review
Decerber 1948, pp, 866-892), Iy reasoning was as follows: 7he reshuffling of
resources necessary to export more to, and import less from, the United States
might be prevented if the countries affected by the dollar shortage continue to
import from each other items whose import from the United States they prohibit,
For, as a result, the whole burden of readjustment would be thrown on the bi-
lateral relationships between the dollar-short countries and the United States,
whereas, it they were to cut back their purchases from each other along with
their purchases from the United States, resources would be set free that might be
applied to the production of goods for export to the United States or of substi-
tutes for U, S, imports, :

I still believe that there is truth in this argument, But it clearly has
validity primarily to countries as broadly complementary as for instance the
United Kingdom and the other sterling area countries, In particular, the argu-
ment applies to such commodities as the nog-dollar countries already import and
want to continue to import from each other even though they are not able, because
of the doller shortage, to import them from the United States,

The continustion of that trade (e.g. 4frican tobacco against British manu-
factures) would not result in eny shift in resources among these countries, On th:
contrary it would prevent certain shifts that may be desirable especially if we
assume that these countries have not fully exploited the possibilities of export-
ing to the dollar area, The lowering of barriers between the highly industiial-
ized Furopean economies, on the other hand, would have quite different resultsy it
would mean an expansion of types of trade between those countries which they so
far have attempted to block and whose emergence would be tied to shifts in their

productive resources toward a more efficient pattern, The resulting greater
efficiency of their economies in general is, in this case, likely to outweigh
decisively the possible unfavorable effects oT”dTBéFlﬁTﬁﬁﬁlon‘on'the;curegszthe
dollar shortage, : o
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”fhi§ reasoning'may sound impressive, but I, for one, am not convinced by it,
In the first place, if exports to the United States should really become less
attractive as a result of the removal of barriers to intra-European tradé,fthis
could be remedied by an additional collective devaluation of European currenc1es
Secondly, the above analysis completely overlooks the dynamic elements in the
situation, Tt treats the volume and kind of European exports and imports as
given and only admits of variability in their geographic distribution, This is
of course highly unrealistic, The main effect of the removal of intra-European
restrictions will no doubt be the emergence of new types of commodity flbwsftied
to the curtailment of certain types of output and the expansion of other types
within the various European countries, Host of the new commodity flows will'
therefore fit neither of the two types of shiftsin trade detailed br our crities,
They will bring about (and reflect) that more efficient specialization and dlS-
tribution of productive functions which is the prerequisite for the strengthen~
ing of Europe!s competitive position in world markets,

In this connection, a parallel to the controversy about the virtues of
devaluation comes to mind: fThe anti-devalustionists have often pointed out
how low demand elasticities would make devaluation ineffective in improving a
country'!s balance of payments position, 1In logic they have had to recognize,
however, that if the elasticities were so low as to make devaluation a failure
the opposite monetary move, i,e, appreciation, would result in success,

Similarly, the critics of integration who maintain that the removal of
barriers would worsen the dollar shortage should in logic advocate an increase
of barriers among European countries, In fact why rest there and not come out
in favor of a further fragmentation of Europe? It is doubtless true that if the
province of Champagne were separated by high tariffs from the rest of France some

champagne that is now consumed in Paris, would be shipped to New York, But it
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will probably be conceded that the destruction of the previous integration
between the province of Champagne and the rest of France would weaken the
viability of the whole area by far more than by the worth of such an increase

in champagne sales in this country,

This reductio ad absurdum leads us to a further important argument for

integration, The choice before us is not integration or maintenance of the
status quo, but rather whether we wish to stop and then reverse the slow process

of disintegration, which has been taking place in Furope almost uninterruptedly

at least since the First VWorld War, As we have seen, disintegration is a danger-
ously easy path to go down on for the highly industrialized countries; if one of
them produces cars, why should it not also turn out trucks? If trucks, why not
also tractors? There are no big decisions to be taken as for instance when

a country sets up its first steel mill; each step in the process looks like

a relatively harmless interference with international specialization,

In the absence of positive steps, further disintegration is the likely
course of affairs also for other reasons, At every shock, cyclical or otherwise,
the national economies are likely to look to further insul=tion as a way out,
Full employment is today an important national economic goal in most European
countries, Few countries will hesitate to impose new restrictions on trade if
they think that in this way they will safeguard employment, National sovereignty,
combined with the rigid full employment postulate, is thus bound to le ad to
international economic disintegration, Our policy of integration is an effort
to avert this development,

In the last analysis, our policy of integration is an effort to unleash and
strengthen the dynamic forces of the Western European economy, Personaily, I

am inclined to place less trust in the economies of large-scale production that
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3[iwoﬁl&5bé §o ssible withip s single free Furopean market .. for many industrles
the present markets of the U, X, Germany, and France are of a suff1c1ent1y large
size ~ than in the general strengthening of the competitive spirit and of
entrepreneurial initiative and in the productivity effects of an improved
morale that wenld come with a free and united Burcpe, Of course, if there is no
initistive to be strengthened and no morale to be improved, our efforts will be
unavailing, The success of European integration thus hinges on the continued
vitality of the Vestern European society, But belief in this vitality is at

the same time the basis of our whole foreign policy and ought therefore to be
taken for granted by our economic policy makers, /

In advocating European integration as an important approach to the reétor-

ation of a multilateral trading system, we are, therefore, at least asvright
as we are in relying heavily on the recreation of a healthy Western European

society in our struggle for peace, '
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UNITED STATES FOREIGN TRADE
IN THE FOURTH LUARTER, 1210 Gretchen H. Fowler

“ Increased imports and declining exports resulted in an export surplus
of 875 million for the last qarter of 1949, wich was the smallest for any
quarter in the post-war period. The decline from the third quarter, when the
surplus aemounted to %1,201 million, wes due almost entirely to the 327L million
increasse in imports. The fourth quarter export surplus was due elmost entirely
to the imbelance which persisted with the ERP countries and with Japan, the
Philippines, and other non-sterling countries in Asia and Africa, The appended

table presents United States éxports, imports, and export surpluses by ma jor
trading areas,

Total imports and exports

The most important development in the fourth quarter trade was the
remarkabl e recovery of imports to 41,757 million, or almost equal to the 1948
quarterly average, 1In fact, the volume of imports in the fourth quarter of 1949
was 2 percent above the volume in the 1i ke period of 1948, as can be seen in the
following table,

uantity Indices of Imports, (1923-25z100)

Juarters 1948 1949 % Change from 1948
I 145 140 -
) I 134 133 X
I1I1 138 128 -7
Iv 147 150 +2
Year LT I§7- -3

This rise, in lerge part, was due to the recovery in business activity in the
United Stetes in the latter part of 1949 and to renewed placing of orders once

1/ See "y, s. Foreign Trade in the Postwar Period", This Review, January 3, 1950,
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the devaluations hag been announced. Other factors influential in the last

~ quarter of 1949, and which are probably helping to keep the value of imports
~ocurrently at a high level are the following: (1) prices of principal commodi-

~ *ies in the develuing countries did not fall by the entire extent of the de-

In {the fourth quarter of 1949 United States recorded exports declined
fg‘l?ightly to 2,632 million, the lowest qarterly total since 1946, The decline,
- “Which had started in July seems to be the direct result of the application by

Quantity Indices of Exports, (1923-25:100)

{uarters 1948 19,9 % Change from 19,48

I a1, 226 +6

i1 211 235 +11
I11 192 194 +1
Iy 212 19, -8
Year 208 213 +2

The 5 percent difference between 1948 ang 1949 in total export values shown in the
lust table, was due primarily to lower oxport prices last year, T

Trade by areas

The LE,R.P. countries - The United States export surplus in the fourth

quarter with the L, R.P, countries, including the United fingdom, showed little

hange from the preceding quarter., The éxport surplus in both the third and fourth
“quarters of 1949 was, however, well bel ow the imbalance of 1948 and the first half
aef 1949. United States imports rose from the very low levels experienced in the
gecond and third quarters of the year, but failed to reach either the first quar ter
level, or the quarterly average for 1948, United States exports to this area in
the fourth quarter increased slightly from the very low level reached in the third
quarter but were well below the shipments made during the first half of the year
and during 1948,

The sterling area, excluding the United Kingdom « The sterl ing area,
apart from the Uniteq Kingdom, had a smal] (35 million) favorable balance vis-a-vis
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.~ the United States in the fourth quarter of 1949, This achievement is remarkable
in view of the faet that through September the United States had a quarterly
~ 8verage export surplus with this ares of 279 million. The increase in United
States imports from the very low level of the third quarter, although not large
~enough to boost them to the 1948 level, was the principal reason for the improve-
ment in the fourth quarter balance, In addition, exports to this area were cut

“:%Summer of 1949 ageinst imports from the United btates, it is expected that exports
" will continue at relatively low levels, Further, United States goods are much
higher priced in the sterling area since the devaluation, and growing production
ol Buropean countries should furnish more commodities to this aresa to compete
with dollar area products, '

Cenade - United States trade with Cenada reached a virtual balance in the
fourth quarter of 1949 vhich was due largely to the much higher level of United
States imports from Caneda as comparsd with the first three quarters of 1949.
United States exports declined to some extent which contributed toward the bslance .

Uni ted States imports from Canada were higher in the fourth quarter of
1949 than in earlier quarters partly because of seasonal influences and partly
because of the recovery of production in the U, Se late in 1949, Increased demand
for nonferrous metals and for wood end its products increased United States im-
ports from Canada in these important categories, ilany animel and vegetable
products g so showed increases in the last quarter of 1949, particularly furs,
seeds, grains, and edible animals., Devel uation may have given same impetus to
these increases, but it would be difficult to ascribe eny specific portion of the
rises to this influence.

United States exports to Cenada fell to a low level in the fourth
querter of 1949, Since Candda has been releasing products from import controls
throughout the yeer, it is quite possible that devaluation was importent,

Also, because of these controls, Cgnada has been increasing its production of
items formerly bought in the United States. This devel opment will probatly become
an important factor affecting future Canadian imports from the United S;aetes,

Latin fmerica -United States trade with Latin American countries moved
into virtdal balence { a small export surplus of .6 million) in the fourth quarter
of 1949, Tue to tightened import controls and devaluations by some of these coun-
tries, the first big decline in United States exports to Latin America occurred
in the second quarter of 1949 and they continued to decline in esch succeeding
quarter, Imports from this area reached very low levels in the second and third
quarters of 1949, but recovered in the fourth quarter,
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- UNTTED STATES wERCHANDISE TRADE

(By major

trading areas - in millions of dollars)

Bxports, including reexports

1/ Aree data are preliminary,

, : wuarterly 16ha o o
kejor Trading Areas 1/ Averages 19&9 , guartffly o
- * 198 T TG I 1711 A T Iv
17 BeR.Py countries 1,046 11,008 | 1,111.1,160] “Blo | 880
~United Kingdom 161 175 1751 26| 4155 | 153
- Bterling hres, Excl. U.I, 340 290 326, 3L7| o258 | 229
~ Latin fmerica, excl, St, 4ires 825 709 819 77| - 655 | 6l
L79 | Les Ll 567] . 175 | L3g
Rest of world L7 Lol i 552 531 Ls7 | L36
| 3163 13,000 | 3,325/3,5¢2/2,60 |2,6%
General Imports
17 E.R.P. countries Iaks | 210 ) 250 191 175 | 228
United Kingdom | 73 57 68 Ll 52| 43
Sterling Ares, excl. U.K. 27 232 275] 2,of 180 | 23
Latin America, excl. St. Arsa 622 607 658 576 557 | 638
389 378 366 37} 3o | L3e
Rest of world 249 228 2ho| 220| 22, | 226
1.781 11,658 1 1,79011,601/1,L85 1,757
Excess of Exports g/
- 17 E.R.P, countries 301 797 891 9791 665 | 652
United Kingdom 88 118 107 172{ 103 90
Sterling srea, excl. U.K. 66 58 51 108 78 -5
Letin Mmerica, excl. St. Area 203 | 102 161 1n 97 | 6
90 | 108 98 1 193] 132 7
Rest of world 225 266 312 311 233 | 210
l
1,382 11,343 {1,535 [1,76111,201 875
l

2/ ¥inus sign (-) denotes excess of imports.

and do not necessarily add to corrected totals.,






