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1992 And
All That

1992 will happen. It won't mean that
on January 1,1993 the world will
look much different, but in the
Ion?er run it certainly will. John

Grahl dissects the meaning of 1992

Andres Keimen

edia success brings cer-
tain problems— the Euro-
pean Community has so
successfully sold its 1992
programme that it will be hard to meet
consumer expectations. When Euro-
peans wake up on January 1, 1993 and

ask themselves what has redly
changed, the results could resemble the
more traditional after-effects often
experienced on that day of the year.
1992 is not as important as the publicity
suggests. But it is important, not so
much for what it will do by 1992, as for
the way it will influence longer-term
developments.

Although tariffs and quota restrictions
on internal trade were abolished in the
EC 20 years ago, it is obvious that full
economic integration is far from being
achieved. One reason is that there are
many other obstacles to the free move-
ment of goods, services and resources
between member countries— the 'non-
tariff barriers'. The 1992 programmeis
a group of some 300 measures aimed at
removing these non-tariff barriers by
the end of 1992. The European Council
(prime ministers and heads of state)
agreed the programme in principle in
1985, and it was written into the Single
European Act (SEA) which was adopted
by all national parliaments in the Com-
munity during 1986. The Single Act
strengthens the Treaty of Rome which
set up the Community, so that carrying
out the programmeis alega obligation
on all member countries.

Each item in the programme has to be
worked out in detail, and then agreed by
the Council of Ministers, which is the
EC's essential decision-making body.
Agreement is made alot easier because
decisions are by magjority vote rather
than unanimity. In spiteof initial scepti-

cism, alarge number of the items have
been agreed, and it is now clear that
most of the programmewill go through,
moreor lesson schedule.

The programme is not a modd of
logical coherence— the EC white paper
of 1985 which laid it out was aresult of
brilliant improvisation rather than
long-term strategy. Some of the items
included had obvioudy been mould-
ering in Brussels filing cabinets for
ages, before being thrown into the pro-
gramme. For example, there are avery
large number of detailed agricultural
measures, to facilitate movements of
livestock and so on. And there are very
far-reaching proposals, which the
white paper sketches ina few lines.

The white paper identified three types
of 'barrier' to the free movement of
products and resources: physical bar-
riers — controls and formalities at the
frontiers between EC countries; tech-
nical barriers — difficulties caused by
the various technical standards and
regulation systems of the different
countries; fiscal barriers— obstaclesto
free trade and resource mobility caused
by incompatible national tax systems.
But not al the aspects of officiddom
mentioned in the white paper really do
block economic relations, nor would
removing them &l 'complete’ market
integration or produce a'single market'
because it is not only functions of gov-
ernment such as taxation or regulation
which obstruct economic interaction
between countries. There are adso
barrierswithinthe private sector andin
society at large. France and West Ger-
many have different economies, not
just because they have different tax
systems and legal systems, but because
they are different societies — with dif-
ferent languages, different traditions,
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different ways of doing things. Even if
their tax and regulatory systems were
completely harmonised, France would
not automatically become a 'home mar-
ket' for West German companies.

Thus 1992 is not a comprehensive pro-
gramme for full economic integration,
as some of the publicity suggests. But it
does push integration forward with four
major sets of reforms.

The first and most far-reaching set of
measures concernsfinancial liberalisa-
tion. Complete freedom to move money
in and out of the country already exists
in Britain and some other member
states. Free capital movements will be-
come EC-wide in 1990 (with temporary
exceptions for the very poorest coun-
tries), dlowing any EC resident to
operate abank account in any country.

Freedom of movement for banks and
other credit ingtitutions is aso well-
advanced: if they are established in one
EC country they will be able to operate
in any other, without having to satisfy a
seoond set of regulations. Together
these measures will make money and
credit systems in the Community comp-
letely interdependent, although a fully-
unified financial system will not be
possible while there are still different
currencies. The possibilities for
national control over interest rates and
credit conditions will be substantially
reduced.

The second set of reformstriesto open
up public procurement to Community-
wide compstition. In each member
country the government buys huge
quantities of goods and services from
private companies — amost 10% of
income is generated by selling to gov-
ernment inthisway. Traditionally these
veluable orders are channelled to
domestic suppliers. This is the reason
that there are so many companies in
Western Europe which produce loco-
motives, for example. The programme
triesto stop this disguised protection of
home markets by rules to compel com-
petitive tendering throughout the Com-
munity. Telecommunications egquip-
ment is one of the key sectorswhich will
be affected. Telephone networks are a
public serviceinmost EC countriesand,
up to now, their purchasing has fav-
oured national suppliers. It should be
noted, however, that military procure-
ment (government purchases of wes
pons and war material) is not subject to
the programme.

The third aspect of the programme
concerns technical norms, quality and
sofety standards, and other kinds of
regulation, including the qualifications
which are legdly required for some
professions like medicine. The pro-
gramme contains measures to har-
monise these standards in many cases,
but it also tries to short-cut the compli-
cated process of agreeing EC standards
by instead introducing mutual recogni-
tion of existing national standards. This
may seem a sensible way of promoting
international exchange without bureau-
cracy but it has caused concern as a

'France and
West
Germany
have
different
economies,
not just
because they
have
different tax
and legal
systems, but
because they
are different
societies'

kind of hidden deregulation. Safety or
qudity standards for a product or a
service in one country could be under-
mined if imports are dlowed from
another country with a less exacting
system of control. This deregulatory
sde of the programme certainly recom-
mends it to enthusiasts of the free
market. But it isnot yet clear whether it
will have big effects in practice. In the
long run, however, the programme will
tend to force close collaboration be-
tween member governments when they
change standards and technical specifi-
cations or aternatively to transfer
competenceinthisareato the EC.

Finally the programme includes mea
sures for tax harmonisation, in particu-
lar an effort to reduce the present dis-
paritiesin the rates of VAT which diffe-
rent countriesimpose on consumer pro-
ducts. Agreement has not yet been
reached on this question and its logic
seemsvery tangled. Infact, the existing
VAT differences don't affect trade at all
because exports are aways zero-rated,
while imports are treated like home
goods. French exports to Britain, for
example, are exempt from French VAT
but attract the same rate of British VAT
as the home products they compete
with. The problem, from the EC Com-
mission's point of view, isthat the exist-
ing procedures require a documenta-
tion system for exports — so that they
can be zero-rated — and these formali-
ties are reckoned to be a ‘physical bar-
rier'. But if the formalities are just
abolished, the different rates of VAT
will become aproblem, because exports
will then pay VAT according to their
origin, not their destination.

Toavoid distorting competition, there-
fore, the Commission wantsto level out
rates of VAT. The danger here is that
southern  Europesn  governments,
highly dependent on VAT receipts, will
cut VAT to stay competitive, depriving
their public sectors of resources.

The main significance of thisreformis
to put tax harmonisation back onthe EC
agenda, after a long period of stagna
tion. A key issue will be the modd
tax-system towards which member sta-
tes start to converge. Until recently one
could assume that harmonsation would
aim to replicate in other countries the
kind of system that exists in Denmark
or Germany: high rates of tax, low le-
vels of evasion, higher tax rates for the
rich. Now that view of progress is in
doubt.

just liging the contents of the 1992 pro-
gramme shows that we are not talking
about the elimination of nationa econo-
mies or the emergence of a fully-
integrated West European economy.
Political debate has focused on two
questions: will the programme tend to
expand or contract employment? And
will it work towards an opening or clos-
ing of the EC economies to the rest of
theworld?

Officid EC assessments of 1992 are of
course optimistic about its effects. The
clam is made that improvements in

efficiency, due to more thorough-going
competition, will add about 4.5% to the
Community's output. This figure is
higher — by an order of magnitude —
than those produced by previous stu-
dies of trade liberalisation and competi-
tion policy reforms. It is similarly
claimed that improved cost-structures
and more rapid investment will gene-
rate millions of jobs without adding to
inflation. These figures are equaly
suspect.

Critics of the programme argue that,
in the present climate of dow growth
and uncertainty, more intense competi-
tion could destroy jobs by encouraging
rationalisation and plant closures in in-
dustries affected by the programme,
without compensating expansion else-
where. This in fact seems a bigger
danger as far as the programme is con-
cerned than the deregulation which is
often talked about but now seems very
unlikely in practice. The danger is dl
the greater because nationd policies to
sustain employment will be constrained
by the programme itsdf — especialy
financid liberalisation — while the
development of EC-wide employment
policy has hardly begun.
evertheless, neither the op-
timistic nor the pessimistic
scenarios seem  plausible,
and for the samereason: the
integration brought about by the pro-
gramme will be limited, especialy in
the short run. Therearen't big stocks of
cheap products held back by fisca or
regulatory barriers and just waiting to
flood into neighbouring countries. The
real interaction between ingtitutions,
change and the behaviour of economic
agents will be dower and more com-
plex. Households, firms and legislators
will be induced to think in more Euro-
pean terms, to develop a European
dimension to their strategies: planning
a career, launching a new product,
modifying the tax laws. The main ex-
ception will be banking and credit:
since financial processes are today ex-
tremely rapid it is likely that liberal-
isation will produce Europe-wide reor-
ganisations in a short period of time.

The second issue, the economic open-
ness of Western Europe, pits the free-
marketeers against more protectionist
views, particularly favoured in France.
French views of the programme often
stress that it is about completing Euro-
pe's internal market and thus giving a
big advantage to European producers
over their US or Japaneserivals. Inthis
view, the priority is to encourage
internal trade and investment flows
before external ones. Doing things the
other way round would 'dissolve’ the
European economy into the world
market. What sound like cloudy conti-
nental notions of the 'Europeanidentity’
are often sharp expressions of concern
about this key economic issue: will the-
re be an identifiable European
economy, or just an open zone for the
free play of global economic forces?

For the free-marketeers, this kind of
thinking leads to the protectionist
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Europe
Against The
World

The image of a'Fortress Euro-
pe' after 1992 conjures up a
continent closed off to the out-
side world. But for the poorer
countries of the world, Europe
already limits the most profit-
able forms of trade open to
them. Their real worry is that
the rapprochement between
states in Europe will present a
new challenge: a 'Fortress
Europe' not cut off from its
surroundings but designed to
dominate them instead.

As the single market is put
into place, Europe is less
dependent on the underdeve-
loped world than at any time in
the last century. Its need for
raw commodity imports has
reduced as new substitutes for
commodities have been deve-
loped: 1,000 tonnes of natural
vanilla on the world market is
now outweighed by 12 times
that amount of synthetic vanil-
la produced in chemical facto-
riesin Europe and the USA. At
the same time there is a steady
world supply of natural com-
modities, as Third World coun-
tries in the grip of the debt
crisis have had to promote ex-
port of commodities at any
cost, in order to gain precious
foreign exchange.

The single market isintended
to reduce this dependence
even further, by internalising
trade within the Community
and promoting self-reliance
within the 12 member states:
internal trade is already over
half of all EC trade. In con-
trast, trade between countries
in Africa represents only 4%
of Africa’strade.

What will the effect of the
single market be on poor coun-
tries dependent on exporting
to Europe? The European Com-

heresy of ‘fortress Europe'. For them
the key objective is not to build an
‘internal’ market, but to remove all
obstacles to market exchange, either
internal or external. As far as the 1992
programmeis concerned, itisnow clear
that this free-market interpretation will
prevail. Anything that makesit easier to
circulate goods or resources among EC
countrieswill also makeit easier for big
Japanese or US companiesto operatein
the EC, or to alesser extent for outside
exporters to sdl into European
markets. An important example is the
financial liberalisation, which in fact
concedes a long-standing US demand
for greater access to the Community for
its banks and credit institutions, since
US bankswill also be able to operatein
several countries and move money

mission claims that 1992 will
increase the overall economy
of the 12, so that importerswill
benefit from more buoyant
markets: the rising tide should
lift al boats. But the most
likely change will be an
increasing preference for EC
goods away from outside im-
ports. This trend has aready
emerged for products where
internal barriers in Europe
have already been removed.
In textiles, for example, the
share of UK imports from the
EC has increased by 50% over
thelast 12 years, whilethe sha-
re from developing countries
has declined by 17%, giving
the lie to the myth that cheap
imports from the Third World
are responsible for the deci-
mation of the British textile
industry.

The threat of 'Fortress Euro-
pe' operates on two levels: of
Europe closed to business
from poor countries, but aso
of European  domination.
However, growing European
political and financial co-
ordination will make it more
difficult for the EC to shirk
global issues such as debt, and
a stronger Europe could offer
Third World countries a more
palatable alternative to depen-
dence on the United States and
theUSdollar.

Poorer countries of the world
are aware and wary of the
shifts taking place in world
markets. Jamaica has argued
long and hard within the con-
fines of the international
GATT talks that radical free-
trade reform of agriculture
suits only the biggest ex-
porters the USA, EC, Austra-
lia. The 'ACP grouping of 66
countries in Africa, the Carib-
bean and Pacific is now
demanding that the EC con-
sults them on the way that the
single market is estab-
lished. «

Edward Mayo

easly between them. There have been
some French attempts to restrict the
benefits of 1992 to insiders, but they
have not been supported by many other
governments. The theme of the 'Euro-
pean identity" is certainly not dead, but
measures to promote specifically Euro-
pean interactions will require other
programmes and other types of policy.
The 1992 programme as such is a free-
market programme putting Europeans
and outsiders on the samefooting. '

The recent wave of European” merger
activity may seem to contradict these
judgments, but its actual importanceis
easy to exaggerate. Adaptation to
change is certainly faster in sectors
dominated by multinationals, but in
many such sectors there aready is a
high degree of European integration.

Some of the present mergers are likely
to be defensive— to avoid moreintense
competition, particularly for govern-
ment contracts, big companies are gett-
ing together and sharing out markets.
Nor is big business going to 'build
Europe’ — mergers and joint ventures
continue between European firms and
Japanese or US partners, so that it be-
comesincreasingly difficult to perceive
a 'European identity' in enterprises
with agloba strategy. In the 60s, when
West European economies were grow-
ing exceptionaly fast, multinationals
did accelerate European integration by
concentrating a lot of their activity in
member countries. The general process
of internationalisation tended to coin-
cide with European construction. This
isunlikely to happen again: other parts
of the world will have faster growth
than the EC, and thiswill bereflectedin
the investment strategies of the big
companies.

Since the 1950s, the European econo-
mies have been becoming more
both to each other, and to the outside
world. The assessment here is that the
1992 programme will reinforce both
these trends, but that its full effectswill
take along timeto devel op.

Most of these economic effects lie in the
future, but 1992 has already had a big
impact on the politics of European in-
tegration. After its last mgjor political
advance, the entry of Spain and Por-
tugal in 1985, the EC was threatened
with stagnation. An ambitious proposal
from the European Parliament for a
Treaty of Union among member states,
which would have moved a long way
towards a federal Europe, failed to get
off the ground. Right-wing govern-
ments in Britain, France and West Ger-
many were resisting further ingtitu-
tional change and refusing to fund new
EC spending. The 1992 programme
emerged in this climate of free-market
conservatism. It promotes integration
by purely market methods — relaxing
constraintson private business— with-
out involving public spending or new
powers for the EC Commission. At the
same time other, more interventionist
projects were blocked. For example,
Commisson proposals to introduce
some restrictions on employment prac-
tices were dropped and the Council of
Ministers adopted instead a British-
inspired document on labour market
'flexibility'. At thispoint, 1986 and 1987,
the doctrines of the free-market Right
were setting the EC agenda.

More recently however, the Commis-
son has used the momentum of 1992 to
launch a number of political initiatives
which go wel beyond market-led in-
tegration to develop the supranational
institutions of the Community and open
up new fields for Community policy.
The Single Act itsdlf, a much-diluted
version of the Parliament's Treaty of
Union proposdl, paved theway for some
of these changes. The Single Act merely
amended the origina Treaty of Rome,
and in ways which did not much streng-
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then its ingtitutions, but it did make.
Community activity legitimate in new
fidds of policy — not just those in-
volved in 1992 but aso on monetary
questions, for example. The develop-
met of EC monetary powers is how
undeway again, after a decade of
dagnetion. The proposas which emer-
ge from the present committee on this
ubject may wel stop short of a fully-
fledged European central bank, but
they will probably involve a centralised
mongtary authority with significant po-
wes ad are thus likely to put new
limits on the exercise of nationa sove-
reignty in akey area.

n the wake of 1992, the Comm-
munity budget has also been re-
fomed and  strengthened,
unfreezing a number of spending

proganmes  The EC's ‘structura

funds, which finance development pro-
jects in regions with low incomes or
high unemployment, will be doubled up
to 192, o that EC influenceonregional
palicy is moving beyond token level. At
the same time the EC has become a
mgoar force in technology policy with a
more comprehensive and better-funded

range of programmes for European col-
lboration in IT, telecommunications,

biotechnology etc.

Duing the present Spanish presiden-
cy of the Council, that isin thefirst half
of thisyear, therewill also be proposals
to gart building the social 'space’ or
dd dimensgon of the EC. Thisisnot a
desion for a European welfare state —
which would be impossible because of
the huge gap between high-income and
loa-income  countries.  Instead, the
sodd space involves anumber of other
ways to reinforce solidarity in the EC:
more redistribution of public money to
poorer regionsis one aspect; otherswill
be induded in a European 'socia
charter' giving basic employment and
wdfae rights to everyone in the Com-
munity. The charter would cover such
things as hedlth and safety, trade union
recognition, employee rights to infor-
metion and consultation, access to na
tiond socid service and socia security
gydems A related development isfor a
Europeen company  statute. The basic
idea here is to dlow companies to reg-
iger at EC rather than national level,
but the new type of registration is aso
s as a means of harmonising and
influending company practice— includ-
ing employment practi ce— throughout
the Community. The electoral victory
of the socidigts in France last year has
gven a lot more support to Jacques
Ddors president of the EC Commis-
don, in his campaign for the socid
dmenson, and athough the British
government will try to stop the whole
thing, they are isolated on the issue and
meet unlikely to succeed.

Thusthere is a new political dynamic
in the Community, deriving alot of its
force from the success of 1992 but mov-
ing in adifferent direction. Integration
by market forcesis certainly not being
chdlenged as such: but other integra
tion strategiesare back on the agenda—

'Democratic
control will
require
elaborate
and flexible
coalitions
and alliances
between the
political
forces of all
member
countries'

solidaristic social policies, economicin-
terventions, the development of Com-
munity institutions. The free-market
conservatives no longer control policy-
making in the Community, partly
because of the change of government in
France, and the political troubles of the
Right in West Germany, and partly
because the intellectual climate is no
longer so favourable to free-market
strategies. Thus Mrs Thatcher's speech
in Bruges last October did not express
triumph on 1992 so much as warn
against thisrenewed growth of EC insti-
tutions and the encroachment of the EC
on national sovereignty.

To sum up, the 1992 programme will
accel erate economic integration in We-
stern Europe as wdl as increasing in-
ternational economic interdependence
in general. Although it will not dissolve
national economies into a 'single mar-
ket' it will significantly narrow the sco-
pe for autonomous economic policies at
national level. Thisis particularly true
of money and credit policy but also
applies to other fields. For example,
once VAT rates have been harmonised,
it will be impossible in practice for a
single country to changeits rates; tech-
nical norms and regulations will be
much more constrained by Community
practice; it will be harder to use public
ordersto private companies as atool of
industrial policy. In genera there will
be closer links between the nationa
market for each product or service and
the corresponding markets in other EC
countries, and thiswill reducethe possi-
bilities of effective control at nationa
level. At the sametimeagroup of politi-
ca initiatives is strengthening the
central ingdtitutions of the EC and
increasing its scope for action.

oth the internationalisation
of our economic life and
European political integra-
tion are cumulative pro-
cesses, where each step makes it easier
to go on and harder to go back. In
practice they are not just irreversible
but even unstoppable. If there is to be
effective public supervision of the vast
private economic forces which operate
on an international scale then the EC
must become a strong political author-
ity able both to master unruly private
interests within Europe and bargain
effectively with the US, Japan, and
other powerful governments or group-
ings outside. Democratic control of
such an authority will require elaborate
and flexible coditions and alliances.

In the short run it may be necessary
and possible to resist certain aspects of
the 1992 programmeat nationa level —
particularly deregulation or the des
truction of jobs by more intense compe-
tition— but the only adequate response
to the programme as a whole is to
strengthen the ingtitutions of the EC
and the democratic powers of the Euro-
pean Parliament. At the sametime stra-
tegies are needed to influence these
emerging institutions in specific areas,
such as monetary policy and the socia
charter.

On Your
Marks

The largest car market in the
world: that's Europe come
1992, with 123m cars bein
bought each year. What wi
the sngle market do to the car
mdustel? .

The European market is pre-
dominantly split between
geot, Ford, Renaullt, Fiat, Gen
eral Motors, VW and the Jap-
anese companies. As internal
trade barriersareremoved, in-
tendfied competition  will
dragtically squeeze these com-
panies profit margins and
drive the industry two
roadsat the sametime.

Ore road leads to greater
capital in Ll[t]s Wldé%o%rsoquk%
range and cheaper
other to increased concentra-
tion of ownership, rdocaion
of production in the low-wage
southern European countries
and the trandformation of
working conditionsin exigting
northern European car plants.

Up to now, the freedom to
take advantage of shifting
exchangerates, unequa work-
ing conditions and divergent
wage rates has not been exp-
loited by the nationaly-based
European companies. y
multinetiondls like Ford have
shifted production from coun-
try to country according to
locd conditions. In “the
scramble for profits this prac-
ticeislikely to devdlop into a
process that bids down wagﬁ_s
and conditions throughout

rope.

Thearrival of Japanese com-

ﬁg;lesm Portugal and Britain

led the Europeen car pro-
ducers to re-examine their la
bour relations. Soon, workers
throughout theindustry will be
required to be multi-skilled,
non-striking and above dl wil-
ling to work when the company
needs.

That is, unless the trade
unions g{a organised and the
EC implements measures to
equalise widdy-variable work-
ing conditions. *

Unlike any of the other international
bodies to which Britain belongs, the
European Community does not involve
specific, limited commitments. Rather
it commits Britain to an open-ended
process of ever-closer integration
among members. This makes member-
ship of the Community a very dynamic
factor in our nationa life, with a struc-
ture that changes and develops as the
integration process moves from phase
to phase. To respond to the process
continual adaptation is needed. The la
bour movement has, in fact, been adapt-
ing to European integration, but
because the adaptation is dow whilethe
process of integration is fast, the gap
between our positionsand the reality of
Western Europe may be getting wider.
It is important to start narrowing that
gap.
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