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THE HISTORY OF THOUGHT ON ECONOMIC INTEGRATION

Fritz Machlup

The Fourth World Congress of theVIntérnational Economic
Association, held in Budapest in August 1974, had as its theme
"Economic Integration: Worldwide, Regional, Sectoral.'" The
Presidential Address was on '"The History of Thought on Economic
Integration." In my research for this intellectual history, I
had collected far more material than I could possibly pack into
the limited space of a paper for oral delivery. I therefore
selectea only a few pages for full presentation and several sections
for condensed presentation at the Congress and I briéfly reported
on the existence of additional material to be published soon at
an gppropriate place.

My address to the Congress will be published in the volume
of proceedings. No matter whether that address will be considered
an abridged version of this booklet, or‘whethef this booklet will
be regarded as an expanded version of the address, the historical
survey which it offers is 'still incomplete in several respects.
The chief limitation is that it covers publications in only a few
languages: English, French, German, and a few items in Italian.
This limitation is surely understandable, but since the Congress
was attended by economists from 77 countries, i apologized for my
disregard of the literature in other languages. I am painfully
aware of another deficienéy: even 1n the languages covered in

this survey I have probably been rather arbitrary in the selections
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II. The Meaning of the Term

Now that w. know the history of the term in its new meaning, we must
admit that this meaning is by no means clear. Let me quote a footnote from

a historian's work:

"The term 'integration' came into general ECA usage...
reflecting an adaptationto diverse currents of thought on
both sides of the Atlantic. The word, though never precisely
defined, connoted more than casual cooperation but less than
full unification, _Marjolin of the OEEC later /in a book
published in 1953 / spoke of integration as embracing all the
steps taken toward unification, even though they might fall far
short of that ideal..."2

If one could reasonably say, twenty years ego, that the term had never
been precisely defined, one must say now that we suffer less from a lack of
definitions than from an abundance of mutually contradictory definitions.

Unaninity, Consensus, Divergence

Users are virtually unanimous on one question: that integration can be
understood either as a process or as a state of affairs reached by that
process, Whether that state has to 5e the terminal point or an intermediate
point in the process is not always clear, but this ambiguity can be taken
care of by distinguishing between cbmplete and iﬁcomplete integration. lore
difficult is the question as to what it is that is to be integrated: people,

areas, markets, production, goods, resources, or what? If areas are meant,

IHarry-B:yard Price, The lnrsh2ll Plon and Its Menning, (Ithaca, N.Y.: Cornell
University Press, 1955), p. 122, footnote 7. - The reference in the quotation
is to Rohert larjolin, Enrcope ond the United Stnatos in the World Eoonomy,
Durham, N.C.: Duke University Press, 1953). '
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do they have to be national territories? The iost important questions,
however, ask what are the characteristics of such integration and by what
indications, or symptoms, can one decide whgther'there is or is‘not a pro-
cess at work, or a state of affairs attained? These are very different
qﬁestions. Users of the term may agree on what the characteristics are and
yet disagree on how one can find out or what one should observe; conversely,
some might agree on possible indicators without agreeing on the essentials,
on what it is all about., Just to give one example, there is fundamental
disagreement on the relation between economie integration and equalization
of incomes (or of the prices of productive Services) in different areas;
some writers regarding equglizaﬁion_as the characteristic of integration,
others as a possible consequence, others as the main target, others as an
indicator, and others as merely incidental or even unrelated to economic
integration.

A wide consensus exists on three issues; one, that écdnomic integration
refers basically to division of labor; two, that it involves mobility of
goods or factors or both; and three, that it is related to discrimination
or nondiserimination in the treatment of goods and factors (for example,
with regard to origin or destination). Tais consensus does not imply agreement
on & definition., We shall have to discuss all three‘iSSues before we can
decide on their conmparative significance.

Many disagreements about the most appropriate definition can be disposed

of by the use of adjectives modifying the noun., When Bela Balassa presented
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us with a very helpful review of definitions,2 he proposed the rejection

of some definitions as being too wide. Yet, one does not have to reject a
definition on these grounds as long as the con ept can be narrowed through
the use of a qualifying adjective with the term. For example, Balassa wanted
thg definition of econcmic integration to restrict the process or state of

affairs to different nations joining in & regional groupn or bloc. This is

an unnecessary restriction (and an uneconocmical one) because the economic;
of the matter is the same whether it is differégt provinces of a state that
becone ‘'more integrated," or different nations within a bloc, 6r different
bloes in the world as a whole, One can easily differentiate by speaking of
national (interprovincial, intranational), regional (multinatiénal) and
worldvwide (global, universal) integration.

Similarly, instead of arguing whether certain arrangements for co-
ordination or unified manarement of pa:tiéular sectors of two or nore
economies -~ say, electricity, mining, transportation, communication, ete.,, =~
deserve to be called economic integrationv-- I would be inclined to deny it --,
one may agree to speak of such afrangements as 'sectoral integration, as
distinpuished from genersl economic integration., The use of "general" in
contradistinetion to sectoral or partial integration is intended to produce

in the reader's or listener's mind an association with general-equilibrium

2Bela'Balassa, “Towards a Theory of Economic Integration," Xviklos, Vol., XIV
(1961), vo. 1-17; also The Tacory of Feenemic Intenration, (Hemewood, Ill.:
Irwin, 1901), pp. 1-3.
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theory, a system of interactions and interdependences in the sense that
any activity is directly or indirectly related to any other
activity in the economy (seen as & system or region).

Again, instead of arguing whether a very small increase in the
division of labor deserves or does not deserve to be regarded as economic
integration (seen as a process), one may agree to speak of attaining higher
and lower derrees of integration. On closer ingpéction, however, we shall find
that the idea of degrees involves the possibility of quantification, measure-
ment 6r estimation, and that we still have much to learn on these matters.

Several different techniques, forms, or aspects of general economic
integration are hard to distinguish by mere adjectives or by a few ex-
planatory words. For example, international}economic integration can be
attained -- this has been stated as one of the issues»on which a wide con-
sensus exists -- throuch moyements of people, funds,.ahd products, all three
or any two, or only one, This has been well known long before the term
economic integration was introduced, and some writers on integration have
stressed the distinction, as, for example, Tinbefgen in 1952 _Balassa
proposes that we distinguish trade intecration, gggggg integration,
policy integration, and total integration, One wonders, however, to
what extent factor integration presupposes trade integration, and to what

extent policy integration presunposes trade and factor integration.

Moreover, one may ask whether factor integration refers to all
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types of factors of préduction and to what ext:nt it wouldvco-exist with
unrestricted movement of goods. (There wiil l.ter be an occasion to reflect
on the theory thei{ free mobility of products a:ross na;ional frontiers can,
under ideal conditions, achieve the same results as could be attained by
perfect mobility of labor and capital.) It would be less misleading to
sp;ak of commoh (or integrated) product markets, labor markets, and capital
markets, The term market integration was proposed by Vajda.3 It is a
useful term, but one should understand that the economic implications of
market integration are very different if only some markets -- say, for certain
égricultural and industrial products, or for certain kinds of labor -- are
integrated or if all markets are integrated, In the former casé, there may
be only little progress toward general economic integration, and perhaps
even net‘retardation. The distortion in the economy through partial,
selective, sectoral integration may be S0 serious that the effects may be
damgging, rather than beneficial, on balance,

Division of Lobor, Mobilitv, and Nondiserimination

Complete integration of markets implies adequate mobility of whatever
itlis that is supplied in the markets in question:and nondiserimination in
the sense that neither sellers nor buyers are influenced by the origin or
destination of the thing bought or sold. Mobilit& need only be adequate

(rather than perfect) because it is not necessary ‘that every single unit of

3Imre Vajda, "Interration, Economic Union and the National State,” in

Imre Vajda and Mihily Simal, eds,., Foreirn Trrde in a Plrancd Eccnomy,
(Cembridge: University Press, 1971), p. 33. Vajda wanted "market integration
to be supplemented by "production and development integration" (pp. 35ff).
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the product or factcr of production be movable;.it suffices for all
practical purposes if a certain part of the total supply cen be moved without
undue cost or tfoub.e.

Let us try to illustrate these stateménts separately for product markets,
labor markets, and capital markets., One may regard the wheat market in the
United States as fully integrated if the buyer does not care whether the
wheat was grown in Iowa or in Kansas, and the seller does not care whether
it is shipped to California or to New York. The wheat market in the European
Coéiﬁ#ify would be regarded as fully integrated if the buyer did not care
whether the wheat ﬁﬁs grown in France or in Germany, and the seller did not
care’where it was being shipped - bgth of which is made difficult because of
8 ;ééiéfynéf formalities, restrictions, and border taxes or adjustments-
ac;ording to CAP regulations (Common Agricultural Policy).
ﬁiliOﬁé:méy regard’é lébﬁfrharket, éay, for unskilled faétofy workers in
the United States, as fully integrated if the‘employef does not care whether
the worker ¢ames from Ohio or from Tennesseegand if the worker doés not care
(aﬁért from the cost of moéiﬁé) whether the job is in Pennsylﬁania or in
Iliiﬁoié;;?The market for thé‘Séme type of labor.in the'EuropéEh Community
would be regarded as fully integrated if the erployer did not care whether the
wofkermcaﬁe from Belgiun or from Itély;'and the worker did not care (apart
from the cost of moving) in which of ﬁhe Common Market countries his job

might”be. These conditinns seem to be approachable, ‘since there are no
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governmental restrictiéns, but the language barsriers make things more
difficult.

The capital market in the United States is fullyiintegrated if the
buyer of shares of stock does not care whether the issuing cooperation has
its headquartérs or most of its assets in Delaware or in Minnesota,and if
the corporation does not care who its stockholders are and where they reside.
The analogous indifference does not prevail in the European Community, where
most stockholders hold shares of stock in corporations domiciled in the same
country and where the acquisition of foreign securities and the sale of
securities to foreign buyers mey be subject to governmental restrictions

and controls.

These illustrations may have given some idea of how both mobility and

nondiserimination are related to'économic integration, It seems that it would

“be more to the point to look at both as necessary conditions rather than as

the essentials in the definition of integration. If, for exemple, mobility

of a vart of the supply suffices to attain the allocation or distribution

that corresponds to the economic optimization model, why should the definition

of economic integration regquire mobility of the entire supply? However, if

we are satisfied with "edequate” mobility, we obviously think of adequacy for

a purpose, namely, for the attaimment of complete general economic integration

-~ and this clearly morks integration.as something else than mobility of

products arnd/or factors, The same holds for nondiscrimination; it is a
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necessary (thourh not sufficient) condition for economic integration.

Can ve take division of labor as an essential part of the definition
of economic intesration? If we do, we carry out, I believe, the intentions
of most, perheps all, users of the term; I believe also that we thereby con-
form to the ideas of socialist as well as of free-enterprise economists. A
very neat formulation in terms of an analogy helpful in explaining the essence
of general economic integration has recently been offered by a Polish econo-

mist, Stanislaw Chelstowski. As he puts it, in an article on "CMEA and

Integration" (Polish Persvectives, Vol. XV, December 1972), it means
"tailoring the economic fabric of each country to the requirements of an
international division of labour" (p. 10). But how much international division

of labor has to be arranged for? Is there a minimum and/or a maximum of ex-

change of products that makes it economic integratio@?

Actual wversus Poten+ial' Onﬁartunitinr Rerlized end Unrealized

emn

I submlt that the idea of complete integration 1mp11eg the actual

o

utzllzaulon of all notnhtlal oppo*tunltles of eff1c1ent d1v1s1on of labor.

The notlon of taklng zdvantage of an existing but hltnerto unused opportunity

‘ relegates the entire conception from the dorain of recorded cbservations to

the domain of delicate calculations based on data not publicly available and

not recorded anywhere. For, alas, whether an unused opportunity for a bene-
ficial exchange of potentially produced goods exists cannot be shown except
by a benefit-and-cost andlysis in which benefits as well as costs are hypoth-

esized with the help of an imaginative marginal calculus.
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If progress in the degree of international economic integration is
made by inereasiny, trade, but only such trade a: benefits the economies
affected, and if complete integration is attained when all opportunitiés
for beneficial expansion of trade are exhausted, two important inferences
follow. First, it is conceivable that some increase in the exchange of goods
does not constitute a higher degree of integration, because the calculations
of the opportunity costs of production and exchange may have bveen faulty or
neglected. (Exports may have been subsidized at the expense of foregone
alternatives.) Secondly, it is possible that in the cases of certain coun-
tries a relatively small volume of foreign trade represents complete integration
.between the countrieé concerned -- because there may not be an& more oppor-
tunities for gainful trade left ﬁnﬁsed -- and that, in other cases, a large
volume of foreign trade represents a still very incomplete integration of the
economies in question, because so many_opéortunities for efficient divisiop
of labor remain unused.

The calculations relevant for the e&aluation of actual and potential
exchange are so delicate and complex because they involve an indefinite number
of inputs and oﬁtputs indirectly related to one énother by alfernative en-
ployment and alternative prédnction. General economicvintegration of the
economies under consideration does not refer to particular industries or
sectors, nor to pérticular féctors ;f products, intermediate or final, but

rathef to the entirety of economic activities of the region (country, blee,
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or world), It is an in%egration of all produc'.ive resources available anywhere
in the region for the production of all the many goods and services demanded
under actually or potentially realized conditions. Itlis constituted by a
complete interweaving and interdependence of all economic sectors, industries,
brgnches, and any activities whatsoever, in the closest possible approximation
to the theoretical model of general equilibrium in & system with unrestricted
mobility of all movable factors and products, intermediate and f:i.ni.shed.)+

The essential criterion of complete general economic integration is
~commonly seen in equality of prices of equal goqu and equal services. That
is to say, that all means of production (original or intermediate) in the
integrated economic region which are both perfectly mobile and perfectly
substitptable for one another (hence, genuinely equal) will receive the same
prices and will have thg same marginal net value productivity in all their
uses, Of course this also implies that unequal means of production (i.e.,
those not perfectly substitutable for one another) will not command equal
prices (except by sheer coincidence). eqality of prices despite inequality
of the marginal net value productivities -- for example, due to lower
efficiency or unfavorable location -~ is a typical form of discrimination,
which may meet some standards of social justice but definitely violates the
goals of general economic integration.

The economiéally optimal relationships am;ng all costs and prices in

the cémpletely integrated area can be determined only in a system of perfect

Lprite Machlup, "Intesrationshemmende Integrationspolitik,"” Bernard-Harms-
Vorlesungen 5/6 (Kiel: Institut flir Weltwirtschaft, 197hk), p. 43,
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interdependence. This presupposes that all en:erprises and éll agencies in
charge of planning and allocation have to make their calculations on the

basis of opportunity cost. Every means of prouuction, wherever actually used,
has to be valued according to the social utility that could potentially be
derived from alternative uses. Such alternative uses may be anywhere in the
(supposedly) integrated region and in any sector, industry, or branch,however
remote., All means of production have to "compete" for all possible uses,

and all branches of production have to "compete" for all possibly usable

means of préduction. In market economies this competition includes effective
competition among enterprises; in comprehenéively planned economies it in-
volves competition among all conceivable alternatives in the cohsiderations

of the decision-making agencies or boa;ds. Expressed in & slightly modified
way': 'all inputs are considered eligible to compete for uses in the pro-
duction of all conceivable outputs, and all outpgts ere considered eligible

to cormete for allocations'of all conceivable inputé. Ih ﬁhis inter-
relatedness and interdependence among all economic éctivities I see the essence
of general economic integration. This is the principle, and it applies equaily

to a single country, a group of countries, or the whole world,?

Freedom from Restrictions versus Selective Activism
While unrestricted movements of all kinds of labor, capital, and
products may be necessary conditions of general integration of any economy

or ccmbination of economies, the frecdom of travel and migration, capital

SIbid.. 1] ppo 14’4—,45-
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transfer, and trade may not be sufficient for .he attainment of full
integration. Ordinarily, verious institutions and policies are needed to
secure the full uvilization of all efficient puseibilities of division of
labor, This is most readily seen if one reminds oneself of the facts that
tfade calls for payments, that capital movements call for the exchangeability
-of different currencies, and that migrations on a large scale call for chances
to take possessipns along and to remit earnings. Hence an international
payments system that allows payments and foreign-exchange transactions without
restrictions or controls -~ in short, monetary integration -- is an integral
part of compnlete economic integration, One can understand, therefore, why

several writers add policy integration and institutional integration to

integraﬁion of the markets for labor, capital, and products.

If governments of countries with free enterprise are intent upon pro-
- moting international economic integration, regional or,worldwide, they will
have to act in these three ways: to remove restrictions on the movements of
people, funds, and goods; io pursue policies designed to correct wrong signals
of the free market and to strengthen the effects of correct signals; and to
create permenent institutions without which the ihtegrating forces of free
markets may be too weak to be effective. Jan Tinbefgen preposed to speak of
the first of these techniques as nenative integration, and of the two others
as pogsitive integration. He may only have wanted £o contrast the removal of

old governmental policies and institutions (namely, of those that prevent
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integration) with the esteblishment of new polizies and institutions
(designed to aid integration). But the evaluative connotations of negative
and positive make these into loaded words. The removal of discriminatory
and restrictive institutions and thus the grant of freedom of economic
transaction is called negative, while the establishment of policies and in-
stitutions endowed with the coercive powers of the state is called positive;
ergo -~ don't ever forget -- freedom is negative; coercion is positive.

Those who see in liberalization (of trade, payments, travel, migration,
and financial transactions)the strongest force in general economic integration
dp not deny that certain governmental institﬁtions are necessary if the profit
motive is to call forth the right kind.of spontaneous actions of free, private
decision-mekers, There is certainly/need for a legal system that safeguards
property rights and enforces contracts, There is nééd for a2 monetary system
that facilitates foreign payments by securing the 1gtérchangeability of
different currencies or, still better, by replacing the éeéarate nétional
currencies with an international one. Tax harmonization would avoid some
distortions in resource allocation and consumption if indirect taxes, such
as sales texes or value-added taxes were made upiform for all goods and
services all over the area to be econémicallj integrated. Yet I have a strong
suspicion that the actions recommended to or édogted by several governments
in the name of monetary integration and fiscal harmonization are counter=-

productive., Let me state my reasons for saying so.
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Monetary and Fiscal Integration

The most urgent prescription which the miey-doctors (or money-quacks)
gave to governments desiring monetary integrgtioﬁ was fixed exchange rates
with the smallest possible bands for permissible oscillations around
p#rities. This prescription would be fine .if the countries were prepared
to give up their autonomy over credit policy. For it is not possible to
pursue an independent monetary policy -- perhaps for purposes such as main-
taining full employment, accelerating economic growth, counteracting
fluctuations in business activity, or keeping price levels more stable than
they are abroad =-- and at the same time to ﬁaintain fixed ratés for foreign
exchange, Monetary economists have known this for hundreds of years. Fixed
exchange rates were possible as long as govermments did not pursue monetary
policies designed to aim at other targets. With bther.targets proclaimed
as national goals, a system of fixed exchange.rates became.ipoperable. Yet,
the advocates of fixed rates stubbornly stuck to their preseription and, in
order to avoid or postponé adjusting them, resorted to foreign-exchange re-»
strictions, to cﬁntrols of capital movements, and even to outright impediments
of trade, Thus, & policy advertised as instrumeﬁtal fo the achievement of
monetary integration and as conducive to gréatér ecbnpmicbintegration be-
caﬁe in effect a "positive" obstacle in the way to integration, setting
back general integration by many years. Even aftér most men in charge of

national monetary affairs had realized that some kind of floating-rate system
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was inevitable, they maintained much of the arsenal of control devices,
continued to restriet international movements of capital, and prolonged
the disintegration of capital markets to the best of tbeir ability.

What should we, then, make of the term monetary integration? Should
wg allow it to be used for policies and institutions flagrantly impeding
integration? We cannot prevent people from using words any way they like,
but we may warn against misleading and deceptiye usage. I propose that
- monetary integration be used only for policies or processes that facilitate
_monefary transactions by anybody or for any purpose. Absence of restrictions
is the minimum meaning of the term; the maximum is monetary unification;
coordination of national monetary policies is a practical-polifical im=
possibility under present-day ideologies coﬁcerning the functions of national
central banks and, therefore, does not qualify for a place in the spectrum of
meanings of monetary integration.

If a group of countries is determined to give strongest possible support
to economic integration for the region, tﬁe member countries will have to
abolish their independent national central baﬁks and to adopt a uniform
currency, issued by a Community Central Bank. If they are not prepared to
do so without a lengthy transition period, they can speed up the process
toward a uniform currency by adopting a parallel'standard, with both national
and regional (or international)eurrencies circulating side by side, not linked

by fixed exchange rates, and with no restrictions on the use of the regional
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(or international’ currency in payments, contracts, and settlements,
foreign or domestic. If the members of the gruup of countries are not
prepared to follow such a plan of gradual substitution of an international
currency for their own, the only contribution to the attainment of general
economic integration which they can make through monetary arrangements is ﬁo
continue to let their currencies float, but to.remove all restrictions on
- payments and financial transactions. |

" Harmonization of fiscal institutions, particularly the tax system, has
been an important subject of analysis, discussion, and positive government
aption in recent years. It is firmly believed that equalization of indirect
taxes in all member countries of a common market is an important step on the
way to higher degrees of genefal economic integration. This is an especially
strong preconceptionswith regard to sales taxes, turhover~taxes, and value-
added taxes; businessmen apd bureaucrats in the fingﬁbe ministries are con-
vinced that these taxes ought to be refunded to exporters énd coliected from
importers if they are not to deteriorate the cﬁmpetitive position of the in-
dustries concerned, That this is wrong, at least if the tax rates are not
different for different goods, has been known gince Ricardo and has been
repeatedly restated, most recentiy by'Gottfriea'Haberler.6 Yet, in deference

to the practitioners' beliefs and pressures, the member countries of the

6Gottfried huberler, "Probleme der wirtschaftlichen Inteqration Eurogas,”
in Bernhord-Harms=Vorlesurzen 5/6 (Kiel: Institut filr Weltwirtschaft, 1974),
Pp. 23-26.
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European Community, although they abolished customs duties on intra-
Community trade, make border tax adjustments, collecting from importers
and refunding to exporters. These import taxe: and export premiums have
been established and maintained as compensatory adjustments in line with
thé principles of harmonization and integration. - Whét these "positive"
measures imply is the maintenance of check points at the frontiers between
the countries of.the presurably integrated group. These measures preserve
some of the previous economic separation of the countries concerned. Any
German product shipped to France will at the border be proééssed, with all
due Qormalities, to arrange for tax refunds to the exporter and tax
ng}egtion frgm‘the importer,

» unld it be unreasonable to suggest that a higﬁly‘siggificanf tréit
or probe of economic integration may be the nonexistencé éf any check-points
at the frontiers between member countries? What the authors of the Constitution

9::??3 United States of America recognized almost 200 years aco is far from

being realized by the architects of the Common Market: that a shipment from

QQ?many.to France mugt not be treated differently from a shipmcn£—from Bavaria
to Baden-ﬂﬁrtteﬁberg, or from Burguhdy to the ﬁofmandy. Perhaps one‘may go
even farther and say that full economic integration Eetweeﬁ fwo or ﬁb;e<
countries with ﬁarket economies is not reached as long as theyAstili'knéw

the volume of trade between them. No statistic ;ells us what the trade volume

is between Pennsylvania .and Ohio.’
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Degrees of Economic Intecration

With so man- different conditions helpful or harmful to the progress
of economic integration it is difficult, or_perhéps impossible, to find any
comprehensive description, let alone any short formula, to express the com-
bined effects to be expected. How much do the formalities and bureaucratic
delays at the border interfere with the movement of goods? If, on balance,
the border tax adjustments favor export to othér member countries, are they
possibly discriminatory and favor the wrong products? If controls on payments
hinder monetary transactions with other member countries, how can the éffects»
on trade and on capital movements be appraised separately? How can changes
in people's propensities and in institutiongl arrangements, promoting or

- discouraging movements of people, funds, and goods, be analyzed for their
separaté and combined effects on mobility?

I wish I were able to propose & neat and concise verbal formulation
describing the different degrees of mobility éf different t&ﬁes of factors
and products -- but I do ﬁot know how this could be done. And perhaps we
ought to shy away from any attempt at devising numerical indices of the
degree of economic integration achieved as a result of so-called "positive"
policies and institutions and of the different degrees of mobility of factors
and products effected by "negative’ measures to remove restrictions. Yet,
one should not give up. I look forward to studyiﬁg the papers of Vorking

Group A of the Congress of Budapest, which may give us new insights into the
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problem of "Measuring the Progress or Degree of Economic Integration” or,
more likely, of divising separate indices of different conditions and
different effects that seem to be sufficiently relevanﬁ to give meaning to
the confident assertions as to how far the existing regional blocs have
p{ogressed toward their professed objectives.,

The difficulty or impossibility of measuring economic integration,
or even of suggesting methods of doing it, is embarrassing. There are
' philosophers' dicta to the effect that a concept ought to be subject to

operational definition and that propositions employing the concept ought to

be subject to overational testing. I am inclined to disregard these dicta

as neopositivistic prejudice, and to reject the still more extfeme position
which denies that anything but empirical opérations can give meaning to cén—
cepts and to propositions involving them. Thus I insist that the concept of
a degree of econcmic integration has meaning even if we do not know how to
measure it. However, if one asserts that a concrete historical situation
represents a higher degree of integration‘than enother such situation, one
cannot reasonably refuse to tell on what evidence his agsertion rests. For
exzmple, if somebody comparesthe progress made or degree attained.in the
economic integration among ﬁhe CMEA countries and the EEC countries (or

among the states of the USA,or between the USA and Canada) he has to present
statistical evidence - and present also the theoretical basis on which one can
agree that it really is evidence for what is being asserfed. This holds also
for comparisons of the progress of integration in a given area over stated

periods of time,
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The indices offering themselves for comparisons of this sort refer
either to conditions or to effects. Among the conditions are those that
are likely to affect mobility, and among the effects are actual movements.
Both mobility (the elaéticity of responses to stimuli) and actual movements
refer to goods, people, capital funds, and enterprise and management,
Mobility of‘goods can be affected by tariffs and customs formalities (with
their delays and chicaneries), quotas, license requirements, payments re-
strictions, currency allocations, deposit requ;rements, and all sorts of
controls, regulations, and their operations. One can furnish similar lists
for conditions affecting travel, migration, trade credits, caﬁital transfers,
securities purchases, direct investments, and whatevef else may contribute
to economiclintegration.

The effects of mobility may be seen not dnly in actual movements of
goods, people, and capital funds but also in relative prices; hence, com-
parisons of relative pfices of goods, labor services, loanable funds, and
securities in the supposeély integrated countries are valuable tests of
the adeguacy of ﬁobility;on the éne hand, and on the degree of integration
achieved, on the other, For standardized producfs such tests are easier

than for differentiated ones. The simplest tests are based on the rule

that, in the absence of restrictions, prices f-r the same commodity will not

differ frcm one place to another by more than the transport cost between

these places and, if one of the places in question is the site where the
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good is produced, the prices should not differ by less than the transport
cost. Tests for prices of the same securites on different stock exchanges
are even simpler, whereas tests of interest»ra'eé for loanable funds are
complicated by the fact that various risks =-- risks of default or future
restrictions on payments, exchange risks, etc., =-- are involved and may be
differently evaluated by different lenders for different borrowers, Tests
for prices of the 'same" kind and quality of labor in different countries
are very difficult, first because one can never be sure that the efficiency
of the workers is really the same, secondly because differences in working
conditions, fringe benefits, and nonpecuniary sdvantages and disadvantages
of residing in different places and .countries are hard to take into account,
thirdly because variations in exchange ratesmay play havoc with the com-
parisons, and fourthly because adjustments of existing differeﬁces in
earnings through migration are very slow, what with the risky investment

in moving expenses and the psychological obstécies tqjﬁecidiﬂqué7moving

to a foreign country.

One of the most widely used tests consists in comparisons of various
traﬁe ratios: what portion of total purchases in any part of a supposedly
integrated (or intentionally to be integrated) region is of goods and
services produced in that same part (province, state, country), what portion
is of goods and services preoduced in other parts‘bf the region, and what
portion is of things ﬁroduced in the rest of thé WOrid?"Analogous tests

are made for total sales of output: what portion is sold to residents of the
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same part of the region (province, state, country), what portion sold to
other parts of the region, what portion to the rnst of the world?

Numerous studies of this sort have been made with most surprising results.
they show a remarkable'provincialism in Europe, where the bulk of all pur-
chases are of goods énd.services produced in-the same country, and the bulk
of all sales are to residents of the same country. Analogous estimates for
the United States yield very much larger shares of purchases and sales,
respectively, from suppliers and to buyers residing in other states of the
union.

Translated into the thinking of the maﬁ in the street, this type of
provincialism is reflected in the fact that in Europe everybody is aware
of the origin of his motor car: he is fully conscious of his driving a
French, a German, an Jtalien car; in the United States nobodf ever thinks
of the fact that he drives a car made in Michigan or assembled, say,
in Maryland, .

The tests discussed; and probably several other tests not discussed
here, with all their weaknessés, probably shed some helpful light on the
meanings and connotations cf economic integration. Yet, none of the tests
can be admitted as conclusive in an attempt fo'meASure thé degree of economic
integration attained. Tﬁe main reason for this skepgis lies in the fact that
integration is essentially, as I have said before; é relative aphievement,

a ratio of actually realized to potentially realizabie opportunities for
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effective divisica of labor. We may have learned how to measure actual
trade, actual migration, actual capital movemerts, but we have not yet

learned how to measure the unused potential.

" Degree of Integration versus Extension of Area Integrated

Additional difficulties of a conceptual nature arise from the fact
that economic integration is relative not only to unknown potentials but
also relative to the area under consideration. We-must distinguish the
degree of integration achieved in the use (allocation) of the productive

resources and in the organization of economic activities within a given

'teriitorx from the extension of the territory to be integrated,

If new territory is added to a region with the intent’of having the
resources and activities in the new territory integrated with those of the
"oid" area, one must expect a reorganization of some of the activities and a
reallocation of its resources in both parts and, of c&urse,'more trade between
the old and the new parts.of the extended region. This calls for caution in -
appraisals of the degree of integration, especially if actual movements of
goods and factors are measured and the results considered as aids in such
appraisals, The increased division ofAlabor between the old and thevnew
parts of the region should express itself in new trade flows which increase
the share of intraregional trade in total trade.)-Of course, the shares of

domestic trade and of ‘intraregicnal trade counting only the old region would
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then be lower., This reduction should not lead to wrong conclusions con-
cerning cither the degree of integration in the old or in the extended
region. As the network of trade widens and th: share Qf trade among the
closest neighbors is reduced in the process, it would surely be erroneous
tq infer from this‘that the extension of external trade and the smaller
relative share of internal trade mean a lower degree of general economic
integration of the original "home area," |

If we accept the idea that the degree of‘integration may be estimated
(or at least a rough impression formed) separately for each afea and for
each ccmbination of areas, we shall find it possible to speak of a relatively
high degree of integration within area A, a lower degiee with érea A+B, a
still lower cne within A+B+C, and so on until we have the entire world.
Tnis. is pot inconsistent with expresced policy statements of several govern-
ments. They are, as avrule, determined to take advantage of all efficient_
oppo:tunities for division of labor within their own country; they very much
vant to utilize many such opportunities within the regional group of which
they are a member; they hold thatvconsiderable‘gains could be derived from
trade with other recional blocs (for example, Eaét-West_trade); and they are
not prepared to forego promising opportunities for trade with the rest of the
world. It would be unnecessarily confining to estimate the degree of in-
tegration just for the economic activities withiﬁ the regional bloc. The
concépt nakes sense for any and all comvinations of territories, even if we

are still far from knowing hcw to measure it,
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Positive Economics wversus Welfare Fconomies

Several tim=s in this discussion I have used such words as beneficial
and gainful in connection with extensions of trade and opportunities for
division of labor. As long as nothing but a "more efficient" use of re-
sources is involved and efficiency is understood to refer to additional output
(measured at given prices) without regard to its distribution, the relevant
propositions may still be regarded as being within the limits of positive
. economics, As soon as we realize that gains from trade are divided among
the partners, and that changes in the terms of trade may increase the gains
qf one country at the expense of another country, we enter the domain of
welfare economies, How much of the anglysis of economic integration will
be welfare economics?

.It.ig often considered best professional practice to avoid value
judgments - judgments as to whether a change is for‘ﬁhe better or for the
worse - and stay within positive economies. In the theory of ecoﬁomic
integration one cannot get very far with such purity. Any reallocation of
resources, any reorganization of economic activity will be beneficial to
scme, harmful to others. Thus the attempt to jpdge whether a particular
change will be "on balance" helpful o¥ harmful to the residents of an area,
& combination of areazs, or the whole world, cannot help being "evaluative,"
that is, welfare economics,

Judgments of the beneficial or harmful effects of economice integration

depend therefore on the interests which the conomic advocate has most at heart.
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He may be concerned with local, provincial, national, regionel interests
or he may be cosmopolitan and think chiefly of the world at large. Some
"elassical” economists were staunch cosmopolituus and would regard a change
as beneficial even if their own country were a loser in the deal, provided
some net benefit accrued to the inhabitants of the world. Several of these
authors made strong pronouncements about the "desirability" of some measure
or development without even realizing (or at least witﬁout warning) that
they were thinking of the world community, not of the narrow interests of
the nation. Since all plans for more extended economic integration assume
that gains will be derived from it, it will be necessary to make clear, more
than has been done in much of the literature, which parts of the world will
be major beneficiaries, which minor beneficiaries, and which possibly losers.
.The possibilities are so manifold, depending on & host of conditions
and circumstances, that the task of distributingvthefgain in even the sim-
plest of theoretical modele is most demanding; it cells fof analyfical skills
of the hairsplitting variety. Aseume, to indicate the type of reasoning to
be employed, a world of four countries, A,B,C,'and D, each of them having
some trade with the other three, and each using tariffs to protect some of
its domestic producers. Now, recogniéing the advantages of more extended
trade, A and B join in a customs union and abo.ish the duties on. imports
from each other., A will now buy from B some goo&s which it uced to make

at home end some which it used to import from C, The substitution of imports
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from B for domestic production represents an iicrease in foreign trade and,

1]

therefore, "trade creation," whereas the substi:ution for importsfrom C
represents '"trade diversion,”" to use the importan£ dichotomy introduced by
chob Viner.7 Thus far things are not too difficult, especially if we
confine ourselves to the effects on the efficiency of production: the trade
creation has involved the displacement of a less efficient source of supply,
(namely, the previously protected domestic producexrs in A) by a more efficient
one in B; and the trade diversion has meant that a more efficient source of
suPply'(namely,guTﬁucers in C who were the most competiti&e suppliersof A
as long as A's tariffs were the same regardliess of the origin-of the goods
have been displaced by less efficient producersin B (who became A's supplier
only because the duty cntheir products was abolished while that on C's product
was kept). If the volume of trade creation exceeded that of trade diversion,
welfare will have increased in A and probably also in three_cpuntries comn-
bined; it cannot be said yet how B and C have fared, for thus far we do not
know how B will deal with its export surplus and (perhaps) overemnloyment
and what C will ao with its trade deficit and unemployment, The story,
theref'ore, must go on and, alas, there are too mény plots to choose from.

Let us see what some of our choices have.to offgr. -Assume that B has

previously had unemployed labor and excess plant: capacity, which it now

7Jacob Viner, The Custcms Union Issue (ilcw York: Carnegie Endowment for
International Peace, 1950), ppe = .
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uses to'produce i:s new exports to A; that C suffers an increase in un-
employment becaus: of its losses of exports to A; and that A too suffers

an increase in unemployment because itsdomestic production was reduced,

What will B do with its new income and what will C do with its unemployed
résources? The simplest plot would be to let B use its additional income

to buy something from A and something else from C. This would restore
balance intheir trade and put the unemployed in A and C to work. But this
outcome is too simple and too dull; let us assume instead that B uses its
gxtravincome to buy from D, and C uses its extra workers to make something
to sell to D; since D's exports to B exceed its imports from B, it has still

- some income left to buy enough from A to absorb A's unemployment, Still too
simple? More interesting plots would bring us some good complications arising
ffom various ordinary or extraordinary elasticities of supply and from
especially entertaining income- and price-elasticities of demand for domestic
products and various imports.,

In the preceding paragraph énly positive economics was involved. But
now let us call in our best experts in value judgments and have them first
reach an agreement on what is most likely to happen and then what the net
benefits and net losses will be for A, for B, for ¢, for B, for A and B
together, for C and D together, for A, B and C togetﬂer, and for all four,

The task sounds formidable., The question is whether one may be satis-

fied with one of the-sbnpler plots and with some simple rules of thumb for
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judging the effects on welfare. Most of the conomic advocates seem to

think so and I can only hope that they are right.

A Taxonomie and Semantic Sumrary

I have proposed that muéh of the ambiguity of»the term economic in-
tégration may be avoided by the use of qualifyiné adjectives, and I have
also discussed some of the adjectives tﬁat have attained wide currency.
A’warning may be in order, however, not to expect that the proposed adjectives
remove all vagueness. Unfortunately, some of the adjectives have been used as
'ambiguously as the noun., Here is a sample:
Regional has been used to mean

(1) provinecial, any part of & state,

(ii) ﬁultinational, two or more states but less than the world,
(iii) | any territory, such as a province, a nation, a group of nations
but also the whole world.

Viner can be cited as one whovused region innfhe first sense, that is,
to mecn a part of a country;7 Ohlin used region most often in the
third sense, that 15, to refer to the area_that happened to be relevant
in the context;8 in the last.two or three decades most writers have
been thinking of groups or blocs of countrieé, hence, of regions in the

second sense,

1Jacob” Viner, Studies in the Theory of International Trede, (New York:
Herper, 1937), p. 59Y5.

8Bertil Ohlin, Interre~ional and Intarnational Trade (Carmbridge, Mass:
Harvard University Press, 1933), p. 67.
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Global has been tsed to mean
(1) worldwide, comprising the entire globe,
(ii) | corprising all activities and al.. sectors of any region.
In the first sense global is meant to be the opposite of regional
in sense (ii), in the second sense global is meantto be the
opposite‘of sectoral.

Universal has been used to mean
(1) worldwide,
(ii) comprising all parts (or sectors) of the relevant region.
In the first sense universal is a synonym for global in sense (i),
in the second sense it is the opposite of partial.

Sectoral has been used to mean
(1) limited to particular industries or_sectoré of tﬁe'economy or
econonies concerned,
(ii) gradual, proceeding successivel& from sector foléector.
In the second sense sectoral was uéed in a report prepared for an

international conference.?

Fritz V. lMeyer, Die Furornlische Acrarcemeinscheft und ihre Auswirkungen

auf die reronvirtize und ov-linftice Eondelsnolitik und das Tronafernroblen,
Gutachten flir die deutsche Delecation bei dem Vorbereitenden Arveitsausschuss
der Konferenz flir die Organisation der Europiischen Agrarmirkte. :

15 September 1952,
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Functional has be>=n used to mean

(1) gradual, proceeding successively from sector to sector,
(i1) vby neans of price incentives operating in the free market.
In the first sense, functional is equivalent to sectoral in sense
(ii); it is so used by many political scientists.l® However,
political scientists have also used functional in the second sense,
roughly equivalent to "liberalist."ll

Institutional has been used to mean
(1) by means of "dirigist," administrative commands and prohibitions,
(i1) by means of adaptations of national or international institutions
(in the widest sense of the word, for example, monetary éractices and
arrangements).,
In the first sense, institutionai is the opposite of functional in
sense (ii) and has been so used by fhe writers who wanted to stress this

pair of antonyms. The second sense has been more customary.

The Inclusion of Public Gools

Definitions of integration that stress the opprortunities for division

of labor in the production of goods and services are likely to focus on

1

oP. G. Bock, "Functionalism and Functional Intezration," International
Encycloredin of the Soeizl Sciences (New York: Macmillan, 1988),
VOl. 7’ ppc 53)“'-5)4‘1.

1lro1f Sonnwald and Jaccues Stohler, Fcongorie Interration: Theoretical
Ascrrntionn nnd Connccuences of Furonesn Unifiention (Princeton: Princeton

University Fress, 1959, 2nd ed., 1$61), p. Ch.




economic eriterie and to leave political and.other aspects aside. A dis-
regard of political concerns disturbs those wh like to integrate all social
sciences into a unified science of spciety. A good way to satisfy some of

~ these unitarians is being shown by Richard Cooper, when he,in a most stimu-
l%ting paper prepafed for the Congress, widens the focus of our economic

analysis to include public goods (usually intangibles) besides the private

goods which have long monopolized the economic theorists' attention,12

Many of these public goods are what social scientists (economists
included) have regarded as the satisfaction of noneconomic, social or
political objectives (of groups, communities, nations, or groups of nations).
If the attainmenf of widely held collective objectives -- such’as nationalism
(anticosmopolitanism), national or international egalitarianism, or the
cultivation of particular artistic and literary tastes -- is regarded as a
public gqod, the most effective division of labor in producing this public-
good may well call for very different territorial delimitations than would
be compatible with efficiency in the prodﬁction of private goods and services.
Some years ago, Harry Johnson,and Charles A. Cooper and Benton F. Massell
(in independent articles to be cited later in Chapter IX) celled attention
to these matters; now Richard Copper does us a great service by incorporating
them into a conceptual framework for our thinking about the geographic ex-

tension of international economic integration.

12ananas are privote goods, most cheaply acquired in exchange for a domestic
product; but the pride of having bananas grown at home, rather than acquired
by trade, is a public good. Scme non-conformists may not share this pride.
To their tastes, this public good would be & nonsense and a nuisance,
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The trouble with most of these public goods is, in my Qiew, that they
are wanted by a p'iblic that does not know their costs, Even if we presented
the most sophisticated benefit-and-cost analyses for each of the public goods,
we could not make most people comprehend that they must pay for them and how
much. Many things that flatter the nationalistic sentimenfs of a people
are fervently and zealously wanted as long as people think that the cost is
reasonable or is being paid by others. If each of the public goodé had to
be paid fbr out of taxes and each citizen knew how much his own share of the
cost woﬁld be, we might see that the effective-demand for many public goods
is not so strong as the proponents had thought it was. I cannot furnish
,egpirical supporﬁ for this statement, but I am highly skeptical about the
strength which the demand for public goods would have if the citizens were
fully éognizant of the unavoidable assessments of thé individual contributions
to the cost of providing many of these public goods._‘My doubts refer to a
large variety of collective.undertakings, ranging f¥om defeﬁse and.armament_
via national airlines and protected steel mills to subsidized arts and
sciences,

As we learn that many public goods can be more efficiently provided
by a smaller club of provinces or countries thaﬁ by a larger (more cosmo-
politan) group of countries, we ought to take notice of the fact that the
opportunity cost of providing:these collective goods will be increased by
the decision to forego fhe greater efficiency with which private goods could |

be produced if division of labor were extended over a much larger territory,



- 50 -

probably the enti.'e world. In other words, the provision of‘public goods
in the smaller gengraphic area that appears optimal for their production
may be subject to heavy external costs which burden the production of priva.e
goods for an unduly limited market., These external costs would surely escape
the attention of the tax accountants, but would probably be missed also by
tﬁe benefit~and-cost accountants looking at their items ana nunbers through
rose-tinted glasse

In the history of the idea of economic integiation not muchhas been
written.on publiec or collective goods in an explicit fashion; except when
some arguments against free trade, and in favor of protection of domestic
.production,. were made with reference to collecﬁive objectives such as military
preparedness for the next war (to secu;e an ample supply of soldiers from a
rdbusﬁ rural population and of arms from a strong defense industry). The
overwhelming part of the literature, when the cases for national, regional,
or global integration‘wcre.argued, focused on short; and'léng-run'economic
efficiency in the production of ordinary (that is, private) goods and services

as the major objective.
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PART TWO: THE IDEA AND ITS DIFFERENT STRANDS

In this part I shall first engage in‘some geﬁeral reflections
on the task before us, especially on the differences between economic
though and economic analysis and on the relation between political
and economic thought. I shall then proceed to the job of breaking
up the complex idea of general economic integration into its many
elements or, to use another metaphor, tﬁe job of disentagling the
vmany‘different strands with which its idealogical yarn has been
spun. Finally, I shall present samples of contributors to the
strands of ideas, ordered in a somewhat unusual schehe of classi-

fication.

I1I. Economic Thought, Economic Analysis, and Political Aims

In distinguishing economic thought and analysis I follow the
example of Joseph Schumpeter. There had been-many-comprehensive
works on the history of economic thought or economic doctrines,
but Schumpeter found their scope too wide for the careful theoreti-
cal dissecting.that he meant to do on the economic literature.
There was more than enough to say on economic analysis alone,
unencumbered by discussions of applied economics and broader
economic thought that was not sufficiencly shgrp, clean-cut and
generalized to be regarded as analysis.

In a history of the idea of general economic integration it
would surely be too restrictive and too -pretentious to limit oneself:
to pure economic analysis. However, one may still recognize

Schumpeter's distinction by sorting the contributions into different
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categories, one of which is-iabeled "Economic Theory." It will
contain economi . analyses of the abstrart issues raised in the theory
of economic integration, ranging roughly from the theory of division
of labor and comparatire costs via the theory of customs unions to

the theory of second-best and other theorems of welfare analysis.

Just as economic analysis wants to be segregated, perhaps

somewhat snobbishly, from broader economic thought, so economic

_thought often wants to be separated from social and political thought,
notwithstanding the fashionable bow to interdisciplinary research.
This separation, however is difficult to carry through in a history

of the 1dea of natlonal and 1nternat10na1 economic 1ntegrat10n,

because SOClal and p011t1ca1 issues are 1nseparab1y linked with

> -
- . - e . . - - -

economlc ones. Indeed the fundamental questlon of means and ends

may mllltate agalnst monod15c1p11nary thlnklng and requlre inter-

b -

d15c1p11nary 1nqu1ry The 11terature is full of statements contra-
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dlctlng one another in the 1dent1f1cat10n of target and 1nstrument
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There are many for whom peace and p011t1ca1 un1ty is the target
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see 1n economlc 1ntegrat10n the target and in p011t1ca1 1ntegrat10n
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requlred 1nstrument
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One might thlnk that on thlS questlon economlsts and political

scientists are neatly d1v1ded, but thlS is not so. We find mixed

‘companf on both sides of the issue. A good many economists have

eclared that a customs union was politically impossible without
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simultaneous, o¢Afrom preceding, political integration. Other
economists, how:ver, were convinced that closer political relations
and, eventually, peace among the nations, could be achieved onl}

by means of economic cooperation and coordination ahead of political
unification. For example, Vilfredo Pareto, speaking at a Peace
Congress in Rome, in 1889, saw customs unions and other international
economic arrahgements as means to better political relations and

eventual pacification.1

Similar statements were made in 1900 at a
Political Science Congress on "Les Etats-Unis d'Europe."

Séveral apodictic assertions about the impossibility of’custohs
unions in the absence of political unification have been discon-

firmed by historical events: first by the formation of the German

Zollverein and again by the formation of the European Common

Market. Other, more vaguely formulated propositions ciaiming much
weaker preconditions were not falsifiable. Fo; example, claims
that some unspecified measure éf "national sentiment" or "cultural
affinity" is a necessary condition for achieving closer economic
ties, can neither be proved nor disproved. What was the role of
national sentiment in the economic unifications of the kingdoms
on the British Isles, of quadrilingual Switzerland, or of the multi-
lingual, pluricultural Austria of the Hépsbﬁrgs?-

For some targets of integration it is difficult to decide

whether they are economic or political. I admit to serious confusion

latei del Congresso di Roma per la pace e per l'arbitrato inter-
nazionale, Maggio 1889, (Citta di Castello, 1889).
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when I réad a feu eminent economists who include equality (or

"less inequality ') of income among the criteria of integration.

If this is to refer to the earnings of labor, it would be a seriors
blunder to forget that the homogeneous factor L (of uniform quality)
is a purely mental construct designed to.explain the equalization

of factor prices in an abstract model of imaginary countries under
perfectly free trade and under several other counterfactual assump-
tions. This factor L is neither the same as nor related to real-
world labor of various typés working with different efficiency

under different conditions in different real-world countries.

Yet we find that a substantial reduction, if not removal, of exist-
iné national and international differences in the earnings of labor
is stipulated among the targets of economic integration or among

the indices of their being'approached orrattained. Perhaps I have
misunderstood Jan 'I:inbergen2 and Gunnar Myrda13 and their heavy
emphasis on redistribution within and betweenfcountries.. I cannot
help thinking of Jacob Viner's4 reference to the income differentials
of farmers within the United States, where the average income per
man was more than 39 times higher in the richest agricultural county

than in the poorest. With perfectly free interstate trade and a

2Jan Tinbergen, International Economic Integration (Second, reviced
ed., Amsterdam: Elsevier, 1965), p. 78.

3Gunnar Myrdal, An International Economy: Problems and PrOSpects
(New York: Harper, 1956), p. 1-4.

4Jacob Viner, International Economics and Economic Development,
(Glencoe, I11.: Free Press, 1952), p. 65.
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common market for products, with perfect mobility of capital, anl
substantial mob: 1lity of labor within the United States, this nation
had surely attained a higher degree of internal economic integration
than any larger region or the whole world is likely to achieve in
decades to come.. Should we as responsible theoretical and political
economists encourage or even entice our students to jump from

A

idealized explanatory models to practial f(or impractical) political

problems of the real world?
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IV. The Main Strands of :he Idea

Every sericrus discussion of economi: integration, national,
multinational, or global, is based on some fundamental principles
of international trade. After all, trade is the quintessence of
economic integration, and both involve division of labor. This
holds for intranational as well as international trade. The ad-
vantages of division of labor have been expounded for at least 400
years, though the rigorous analysis of these advantages is only 200

years old.

Specialization. Specialization had much to do with the increased

output of appropriately divided production. Some of the division
of labor was dictated by natural differences ('"soil, climate, and
situatioh”), some was based on differences in the relative endow-
ments with productive resources of the saﬁe type, and some was

‘"artificial" in tﬁe sense that acquired skills -increased the effi-

ciency of specialized producers.

The Extent of the Market. An early insight was that the possi-

bilities of division of labor were limited by the extent of the
market and that the extent of the market, in turn, was limited by

the natural and artificial barriers to.tfansportafion. Tolls, taxes,
and customs duties were the major artificial barriers, and economic
integration was therefore promoted by the reduction and abolition

of such imposts. The question of the optimum size of the integrated
territory arose very early in the game: I shall later quote a perti-

nent statement made in 1691. Yet for several centuries the main
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concern of the promoters of economic integration was to unite tte
counties, provinces, and splinter states into an integrated 33£j33
state. Although there were some forward-looking proposals of
international and even worldwide integration, fhe discussion of

Asuch plans was largely a matter of the 19th and 20th centuries.

Absolute and Comparative Advantage. The early writers on inter-

national trade had explained the advantages of international
~division of labor by pointing to '"absolute'" differences (in terms
of factors used) in the costs of production of different goods.

The invention of the law of '"comparative" advantage may be regarded
P g

as one of the greatest achievements of economic thegpy. The law

can best be expressed in two propositions. The first is that the
money prices of goods and services in fully competitive markets,

in the absence of external economies, and under perfectly adjusted
exchange rates reflect the.comparative advantages inAproducing

thgse goods and services. The second is that all that it takegyfor
a country or a region to have comparative advantages in the production
of some things is to have worse disadvantages in the production of
other things. Since it is practically impossible for any economic
region'(provinée, country, groﬁp of counfries) to be equally ineffi-
cient in all conceivable activities, it is virtually certain that
every region will have comparative advantages in some of them. To
ﬁnderstand the logic of this and its.practical implications is a

prerequisite of any intelligent discussion of economic integration,
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though of course the implications fof cemmercial policy may be

offset by other considerations.

Dividing the Gain. One such consideration is the division of the

gain from trade. Early economic analysts made several errors of
reasoning on this subject. How the additional proauct due to an
extension of division of labor is distributed among the trading
partners depends on the terms of trade; and how these terms were

determined in competitive markets was not easy to figure out.

Optimum Tariff. After this was at last comprehended to the
theorists' satisfaction, it was found that an artful set of tariff
rates coula, through clever exploitation of monopolistic or mono-
psonistic market positions, improve the country's terms of trade

in order to squeeze the trading partner and fhereby gain for itself
a larger share of the joint increase in total output, though that
total may be reduced in‘the process. Thus fhe theory of the
"optimum tariff" was worked out and it gave protectionists a new
argument. Its use in the theory of the customs unionA added some

. fascinating facets to an intellectually challenging analysis.
Whether it is operationally significant in the sense that it may

be helpful in actual tariff setting and tariff bargaining is very
doubtful. Moreover, one may doubt the moral acceptability of
schemes of national enrichment at the cleér expense of one's trading

partners.
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Infant Industries and Underdeveloped Couvntries. The strongest
argument for tariffs or subsidies is‘thu case of the infant industry,
first clumsily suggested by opponents o' free trade, but later
developed and formulated in tenable propositions by staunch free-
~traders. With certain reformulations, the argument has been used
to!5upport the use of tériff protection for>deve16ping countries

and also for groups of developing countries trying to achieve closer

integration in customs unions or free-trade areas.

Independence, Power, Income Distribution. The use of tariff walls

surrounding a bloc of integrating economies is also advocated for
-reasons other than faster development; for example, to achieve
hb&e‘"independence“’from economically more advanced countries, to
fé&h economic and, with it, political power vis-a-vis some supposedly
'%%%%iééf‘couhtries; and to influence the distribution cof the national
ET“regiohal income amdhg economic sectors, classes or ethnic groups.

EQ%E? one of these issues has its'place in the theory of economic

s

integration. While the issues of power and economic independence

%%uiark&)'éré‘réther'oid and were debated as early as 200 years ago,

if”not ear1ier, fhe distributional cffects of tariff protection,

tariff preferences, customs unions, and ether forms of economic
integration and disintegration entered the economic literature, the
'halls” of academ~, and the negotiations among community partners

only in recent times.

International Mcbility of Factors. Early writers on international
trade assumed that neither labor nor capital was able to move

abroad. This assumption was less contrary to fact as it would be
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nowadays and it allowed the theorist to build himself a much
simpler model for his analysis. The modern theorist knows full
well that international migration of labor and international
movements of capital have become facts of life. However, he knows
also that fhe effects of trade and the effects of.factor movemeﬁts
have to be studied separately before one can proceed to study

L 3
them in combination. Thus, '"trade integration'" without inter-

national movements of factors remains a subject of analysis.

Factor Prices without Factor Movements. Indeed, this has become

the subject of a mathematically fascinating aﬂalysis'on an exceed-
ingly high level of abstraction. Under a set of very strong
assumptions this analysis has yielded the theorem of the equaliza-
tion of the prices of the same productive factors in the different
trading countries. (In Teutonic English, this is called the
"factor price equalization theorem"). That without any movement
of any factors across the border their real prices would become
equal in the countries concerned, merely as a result of free trade
in their produéts, would be a phenomenon of great significance for
testing the degree or progresé of integration -- if the theorem
were applicable under real-life conditions. - Unfortunately, it is
not -- not even as an approximation to "realify" -- though it may

have misled a few economists to use it for testing purposes.

Obstacles to International Movements of Factors. Closer approximation

of factor prices to equality in different countries can be expected
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only through their unrestricted movement within the entire area

to be integrate.. International integr:tion of capital markets
would be more easily achieved than a fully infegrated labor market,
which rarely exists even within countries. High‘costs of moving,
high psychic costs of getting uprooted and re-acciimatized,
obstacles due to ethnic and cultural differences and differences

in learning abilities and, finally, resgfictions, if not exclusion,
through rules and practices of labor unions, would keep the inter-
national mobility of labor far below perfection, even if governments

were prepared to open the frontiers and allow unrestricted migration.

Intraregional Migration and Immigration from Outside. We have had

occasion to observe that, where the governments permit it, migra-
tion of labor is far more likely from very poor to rich countries
than améng countri;s where the differences in_real wages are small.
This is not surprising, but it is worth ndtiﬁg that in the European
Community the movements of labor are not from the partners in the
common market but from outside the region which is supposed to be

integrated.

Transfer of Technology and Enterprise. One type of economic inte-

grationvthat has often been emphasized is the international transfer
of technology and enterprise. In recent discussions this problem
has been dealt with in connection with multinational companies and
with governmentally organized cooperation in industrial projects.

The problem, however, is not of recent origin and the classical
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writers did neither overlook nor disregurd it.

Transport and Ccmmunication. That cheaj transportation and speedy
communication are among the most fundamental conditions of economic
integration is one of the oldest insights. It was known to princes,
goﬁernors, traders, and economists, in fact to every one concerned
with commerce. The degree of integration -- within a given geo-
graphic area as well as the extension of integration over larger
areas -- were seen to depend on cheap and reliable transportation.
No wonder that historians, both those reporting on the economic
integration of nation states and those reporting on the expansion
of world trade, have assigned to the successive revolutions of
transport technology a major role. No wonder, also, that theorists
analyzing tHe effects of tariffs were wont to simplify their models
for purposes of comparative statics by assuming transport costs

to be zéro. No wonder, too, that at least one economist tried to
elucidate the effects of tariffs on prices and production by speak-

ing of them as ''negative railways'" (Bastiat).

The Transfer of Money. Equal to cheap transport as a precondition

of economic integration ranks éheapness and reliability of transfers
of money. This requires a monetary system that allows importers

to make payments to their foreign suppliers with a minimum of bother,
risk, and other costs, and likewise capitalists to remit funds to
their foreign borrowers or correspondents, and debtors to pay

interest and principal to their foreign creditors. Needless to say,
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the oldest literature dealt chiefly with easy payments in foreign
trade; the freelom and ease of capital movements entefed the dis-
cussion only later..  The importance of easy payments has been
extensively discussed in mercantilist writings abqut unification

of the nation state, when large numbers of different coins, made

of gold and silver of different weight and different fineness,
circulated within the provinces, principalities and splinter states.
After the establishment of nation state;, the formation of monetary
vunions to guarantee the interconvertibility of national currencies
became an object of public discussion, governmental negotiations
and actual agreements, none of which has proved a lasting success.
The discussion continues. No economist will qﬁestion that monetary
integration may make a significant cohtribution to general economic
integration, but many will disagree on tﬁe‘best sequence of steps
to bring it about. Questions such as the stability or rigidity

of foreign-exchange rates, the autonomy of national monetary
authorities, the coordination of national monetary policies, the
use of governmental restrictions and controls of foreign payments
and transfers of capital, and the eventual replacement of national
currencies by a uniform money for the entire economic union, all
these questions have remained controversial. -To some economists,
the existence of free markets for currencies, unencumbered by con-
trols and restrictions, secures all the ménetary intégration that
1is needed to achieve a very high degree pf geﬁeral economic inte-

gration.
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Competition, Oligopoly, Monopoly. While most economic analysts

have developed “heir generalizations about trade and production

under the assumptibn of free competition, a good deal of attentiun
‘has always been given to the existence of monopolistic market
positions. Indeed, 198 years ago it was said that it was the

"spirit of monopoly'" that was behind the invention of import

barriers to protect domestic producers. And the same writer a&-
vocated the freeing of the '"colony trade from the trading mono-
polies granted by the state; he wanted to open it '"to the competition

of all other nations.”1

Many writers, recognizing the imperfections .
of competition in domestic markets, saw one of the greatest bene-
fits of free trade in the competition from foreign producers.

Competition from abroad could end the oligopolistic sinecures of

domestic firms and force them to work with greater efficiency.

Forced Efficiency. The probability of "forced efficiency'" under

the pressure of foreign competition ié now one of the most respected
arguments for the formation or extenéion of customs unions. This
forced efficiency is often téken to outweigh the induced inefficiencies
through trade diversion from cheap external sources of supply to more

expensive producers located in a member country of the customs union.

Trade Creation and Trade Diversion. The distinction between trade

ladam Smith, An Inquiry into the Nature and Causes of the Wealth
of Nations (lst ed. 1776) New York, Modern Library 1937, p. 574.
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creation and trade diversion had its formal debut in 1950. It was
the beginning of the modern theory of cistoms unions. The first
issue centered on the effects of the formation of a customs union
~upon the utilization of comparative advantages in production. If
coﬁntries A and B form a union by removing tﬁe tafiffs on imports
from each other but retain a tariff on imports from C, it is
possible that a new import from B, no lenger subject to duty, will
‘displace in A either a home-made product of A or an import from C.
If it displaces A's domestic product, new foreign trade (though

it is intra-union trade) is created. vait displaces a previous
import from C, no new trade is created, but tfade is diverted from
a cheaper source of supply to a more expensive one, which (thanks
-only to the tariff discrimination) becomes more competitive. From
the poiﬁt of view of greatest possible economy in production, the
customs union will increase economié welfare only to the exteng

that the effects of trade creation outweigh those of trade diversion.

The Consumption Effect of Lower Tariffs. The theory was incomplete

and new strands were added to it in quick succession. The first
was the "consumption effect" of the price reduction due to the
removal of the duty on imports from B. Even with no shifts to make
better or worse uses of opportunities for.comparatively more ad-
vantageous production, indeed even if pro&uction remained unchanged
everywhere, the changes in relative prices charged to consumers

would induce them to rearrangé the pattern of their consumption in
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line with their preferences. If the ta:es on iﬁports had caused
worse distortions of the price structure relative to the cost
structure of tle goods and services proriuced than will be caused
by any new taxes which the governments will have to raise in

order to replace the lost revenues from_import duties, consumer
welfare will have increased by the formation of the customs union.
Favorable consumption effects of this sort may conceivably outway
any adverse production effects of trade diversion from lower-cost
to higher-cost sources of supply. It was in the analysis of com-

parisons of this sort that the "theory of second-best'" was developed.

Economies of Scale. Another strand in the twining of the idea of

economic integration over extended areas, and therefore with ex-
tended markets, is the theory of economies of scale in production
activities for which particularly large plants are required.
Although this theory has now been built into the theory of customs
unions, it had existed for a long time -- af least for 126 years.
That economies of large—écale production could be exploited only
where markets were sufficiently wide was recognized long before
_technological developments gave serious practical relevance to the
issue. Ingenious attempts have been made recently to measure the
economies of scale that were attained with the enlargement of the
market afforded by the European Community. One may question,
however, the justificatiop of attributing to the customs union
effects fhat could be had even better by_any‘move toward freer
trade without the formation of regional blocks. Many who recognize

this correction of the causal attribution are nonetheless willing
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to credit custoas unions with the effects achieved, because they
doubt that any :ountry could have been persuaded to adopt free
trade or even substantially freer trade had it not been for the

schemes being limited to small groups of countries.

A Compromise between Free-Traders and Protectionists. A customs

union may be seen as a compromise between free-traders and pro-
tectionists. The former are happy about the abolition of barriers
in intra-union trade, the latter about the continuation of

barriers against extra-union imports. The height of these barriers
determines who has made the greater concession. Some of the
free-traders were not even much concerned about the tariff walls
around the region, because (as eternal optimists) they counted on
‘both a gradual lowering of the walls and on a gradual pushing out-
wafd of the walls: more countries would join the union and a

continuing growth of world trade would be admitted or even promoted.

Political Integration. The two groups of friends of the customs

union, those aiming at regional protection and those aiming at
eventual worldwide trade integration, were greatly aided by a third
group: those who cared far leSs_about eédnomic integration as an .
objective but saw it as é catalyst of political integration. They
were hoping that closer economic relation; among the members of
customs union would lead to closer politiéal ties and eventually
to political unification.

-~ 0 -

I have now completed the task of pointing out some of the most
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important strands that have been twined together to the idea of
general economic integration.* A history of ideas undertakes to
present the ideas and their component strands together with the
persons who put them forth in their published works, either as
vague or raw suggestions or in refined and consistgnt formulations.
The contributors to the idea under review have come from many
quarters, and I shall find it helpful first to propose a system

of classifying the sources from which th® thoughts have sprung.

*After I had gone some way in my research for Part Three, I realized
that this chapter on '"The Main Strands of the Idea'" is really in- -
complete. Several more '"strands'" have to be added to, or rather
worked into, the presentation. Suggestions from the readers of
this draft will be welcomed. Please tell me what you think ought
to be included (or treated more extivensively than it has been
treated here).
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IX. Economic Theor.sts

As we come to the fifth group of c»ntribufors, those among
my audiencé who are chiefly.interested in econémic analysis may
"at last get what they have been patiently (or impgtiently) waiting
fof. In ChaptervIV a review of the theorétical issues was offered
without indication of the parentage of the ideas; now the names of
the authors will be given together with their "intellectual
offspring.'" But first a few general prihciples regarding the
inclusiveness, selectivity, and general arrangement of this

survey should be set forth.
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General Guidelingi

We should bcar in mind that virtuaily all economic propositions
about internaticial economic integration ire part and parcel of the
theory.of international trade and finance and,'obversely, that most
of this body of theory is directly relevant to issues of economic
integration. I doubt that one could find any proposition in trade
theory that had no bearing on some of the implications of economic
integration. To demonstrate this for individual contributions to
the theory would be too tedious and I shall therefore take it for
granted.,

Where an author has written a comprehensive book on inter-
national economics it would Bg quite arbitrary to piék out those
of his contributions which may be most relevant to our present con-
cerns. Nearly everything regarding the effects of extending or
restriﬁting trade, free trade or protection, customs unions and
other forms of discrimination, the gains from trade and their dis-
tribution, the terms of trade and their implicatibﬁs, the'pricés of
productive factors and their divergencies in different countries,
tendencies toward an international equalization of factor prices,
internationzl movements of labour and capital, international payments
and their balance or imbalance, mechanisms of adjustment and transi-
tional financinglof imbalances, exchange rates and monetary policy,
and so on and so forth -- everything that has been said on any of
these matters bears on theAanalysis of the.implications of general
economic integration. Oniy deliberate arbitrariness and ruthless
selectivity can help us keep this survey down to acceptable propor-

tions.
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This arbitrairy selectivity will make the survey vulnerable to
charges of misplicement of emphasis. For example, several authors
may have made equally important contributions to the theory of coii-
parative advantage, but one of them may have addressed the customs-
union issue; the latter will then be cited or quoted on his proposi-
tions on customs unions while his work on the more general and
more fundamental points may remain unmentioned. Or, some authors
may have dealt with matters of economic integration through abolition
of trade restrictions, coordination of monetary policies, and harm-
onization of fiscal institutions; chances are that their work on
trade integration will be reviewed while their contributions to
otﬁer issues may be disregarded. Finally, many authors in the
field surveyed will be left out fo} no other reason than that
their work has not been widely referred fo by other writers and,
thus, apparently h;s not made any impact on this discussion. The
number of omissions from this survey is probabiy a multiple of the
nﬁmbe; of inclusions.

Where should we begin? How far back should we go in this
review? Who were the first economists to understand the economic
benefits obtained from trading freely with othérs than oné's
immediate neighbors in the same locality br province? We have
learned from Jacob Viner that we must not attribute these insight: 
to the physiocrats, for they advocated foréign trade not for the
advantages to be derived from more extended division of labor; they

saw in foreign trade the fulfillment of liberty and justice and,

before all, of divine providence, which had endowed nations with
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1 ‘(Imcidentally, I shall rely

very different natural conditions.
on Viner's Studies as the major guide and principal source for
virtually all classical contributors to the theory of international

.trade.) My list of authors must begin with one who clearly saw a

genuinely economic advantage in extending. the area of trade.

1691- -~ 1874

Sir William Petty (1623-1687), in his Political Anatomy of

Ireland (ﬁondon: Brown and Rogers, 16915, ridiculed those who
wanted '"to keep Ireland a distinct kihgdom” as he asked them "why
was there ever any union between England and Wales? and why may not
the entire Kingdom of England be further cantonized for the advan-
tage of all?" (Petty, 2nd ed., 1719, p. 34).

Charles Davenant (1656-1714) may have anticipated later
theorists in understanding the law qf comparative advantage in his

Essay on the East-India Trade, (London: J. Knapton, 1696, reprinted

in"‘1771); but this is a matter of how his brief allusions may be
interpreted.

Isaac Gervaise (16 -1739) published a pamphlet on The Systém

or Theory of the Trade of the World (London: Woodfall and Roberts,

1720, reprinted Baltimore, Md., Johns Hopkins Press, 1954), which
anficipated in several respects not only Hume but also Ricardo.

Anonymous. An unknown but widely quaoted author of a pamphlet

on Considerations on the East-India Trade (1701, reprinted in John

l5acob Viner, Studies in the Theory of International Trade, New
York: Harpers, 1937.
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R. McCulloch, ed., A Select Collection of Early English Tracts on

Commerce, 1856, pp. 541-629), showed thit the fundamental advantage
of acquiring cheap imports lies in the saving of domestic resources.

Patrick Lindsay (1699-1746), in his pamphlet The Interest of

Scotland Considered, (Edinburgh: R. Fleming'Co.,~1733) drew the

1

practical conclusion that Scotland ought to concentrate on making
linen and buy its woolen goods from England, because Scotland was
L]

losing by using its labour for making its own woolens.

David Hume (1711-1776) in his Essays: Literary, Moral, and
Political (1741-42) gave a detailed explanation of the mechanism
ofﬁadjustment of the balances of trade and payments. ‘He surely
understood the idea of absolute cost advantages in production and
‘trade. Whether he had also grasped the idea of comparative advan-
tage is open to question. When he wrote "Of the Jealousy of Trade"
(1758) and stated that "Nature, by giving a diversity-of geniuses,
climateg, and soils, to differentbnations, has secured their mufual
intércourse and commerce" (p. 79), absolute differences in real
costs would suffice to make this true. When he added that no
country need fear that its trading partners '"will improve to such a
degree in ever} art manufacture; as to héve no demand" for its pro-

ducts, this sounds almost like an inference from the law of compara-

tive advantage. Yet, a conditional clause in the same sentence
spoils it again. The reservation was '"so long as it [the nation]
remains_industrious.” After all, even the laziest and most indolent

nation would probably be less inefficient in some activities than
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in others, and hence have comparative ad—rantages in the latter.

Adam Smith (1723-1790), in his Inqu'.ry into the Nature and

Causes of the Wealth of Nations, (London. Strahan and Cadell, 1776),

pronounced explicitly on the mutually useful division of labour
Eetweén areas on different levels of development; like Hume before
him: and Josiah Tucker in his corre5p6ndenEe with Hume, Smith had

no reservations about the full application of the principle of free
trade in such situations.l This position, however, can be arrived
at without support from comparative advantage; of course, the volume
~of mutually‘beneficial trade would be smaller if only absolute cost
differences -- that is, costs in terms of factor inputs -- were
exploited, but there would still be foreign trade. Interpretors

of what Adam Smith really knew and really meant differ on just how
fhe advahtages from international trade are to be explained. '"By
opening a more extensive market for whatever part of the produce

of their labour may exceed the home consumption, it [foreign trade]
encourages them to improve its productive powers, and to augment

its annual produce to the utmost..." (Smith 1876, Mod. Lib. ed., 1937,
p. 415). Was this’improvement of productive powers an increase in
efficiency either through acquired skills or through production on

a larger scale, or was it due_to a reallocation of labour from
branches now cut down as a result of cheaper imports from abroad?

or did it perhaps consist only in the exchange of a surplus commodity

lsamuel llollander, The Economics of Adam Smith, Toronto: University
of Toronto Press, 1973, p. 291.
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for something not produced at home?‘ The latter was John Stuart
Mill's interpretation of Smith's thought and he called it the
"vent-for-surplus'" argument for free tra.e. A new interpretation
has recently been offered to the effect that '"trade economizes
capital and therefore allows a faster increase in the demand for

"2 None of

labour as capital is released for additional ventures.
the several explanations of the benefits from international trade
that have here been mentioned would be inconsistent with the later
explanation of the advantageous pattern of trade among nations

that arises from relative differences in thev“scarcity" of the major
productive factors. ' These relative scarcities may be caused by

" differences- in supply (endowment) or demand (tastes) in the markets
for productive factors and may give rise to trade-inducing compara-
tive advéntages and disadvantages, even in the absence of any
technological, climatological, physiological, psychological or
attitudinal differences. An anticipation bf~fhis,”modern” idea can
be found in Smith's discussion of the mutually beneficial trade

with the American colonies, where land was cheap and labour dear
relative to the price ratios prevailing in the countries of Europé
(Smith 1776, 1931, p. ). In any case, Smith's dictunm

that "The division of labour is limited 5y the extent of the market"
(Smith 1776, 1951, p. )}, together with his convictipn that

extensions in the division of labour would increase its productivity,

made him infer that every extension of the market will increase the

2Samuel Hollander, op. cit., p. 276.
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product in all countries, regions, or co:ntinents involved and thus
be advantageous to all. |

Robert Tor:ens (1780-1864) was the ’irst undisputed expositor
of the law of comparative advantage. Through his books, The

Economist Refuted (London: S. A. Oddy, 1808), An Essay on Money

and Paper Currency (London: J. Johnson Co., 1812), and An Essay

on the External Corn Trade (London: Hatchard, 1815), Torrens'

priority is clearly established. However, in contrast to Ricardo,
who made this law the major premise for an unqualified endorsement
of free trade, Torrens, in the course of a léter discussion on the
inFernational.division of the gains from trade, was unwilling to
concede that unilateral reduction of tariffs would benefit the
liberalizing country. (More on T;rrens later, in connection with
the division of the gains from trade.)

| David Ricardo (1772-1823) saw the explanation of the '"'general

benefit!" to be derived from international trade almost exclusively

in the more efficient allocation of productive resources that was

associated with the extension of trade: 1In his book On the
Principles of Political Economy and Taxation (London: John Murray,
1817) he wrote: '"Under a system of perfectly free commerce, each

country naturally devotes its capital ana labour to such employ-
ments as are most beneficial to each. This pursuit of’individual(
advantage is admirably connected with the.universal goods of the
whole. By sfimulating inaustry, by rewarding iﬁgenﬁity, and by

using most efficaciously the peculiar powers bestowed by nature,
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it distributes labour most effectively and most economically:
while, by increasing the general mass of productions, it diffuses
general benefit, and binds together, by one cohmon tie of interest
and intercourse, the universal society of nations throughout the
civilized world" (Sraffa edition 1951, Vol, I, pp. 133-134). The
"diffusion" of fhe benefit was attained by commodity prices fallgng
relative to labour as a result of "the better division and distri-
bution of labour" (p. 94). Again, as Ricardo wrote in a letter
to Malthﬁs between 1820 and 1830, "In proportion as the market is
extended, the people of every country are enabled to make the

best division of their labour, and the most advantageous use of
their exertions" (ed. Sraffa, Vol.- II, p. 360).

‘James Mill (1773-1836) fdund that neither Ricardo nor his
immediate followers had solved the problemvof:how the gains from
trade -- that is, the additional output produced thanks to the
more efficient allocatioﬁ of resources -- woﬁld béldividéd among
the trading countries. James Mill made a famous error when he,

in the first edition of his Elements of Political Economy (London:

Baldwin, Cradock and Joy, 1821), counted the gains twice: each of
the two countries was assumed to gain the entire increment in output.
He corrected this error in the third edition (1826) but naively
believed that each of the two countries would gain one-half of the
iﬂcrement. James Mill's idea of a fifty-fifty sharing of the gains
from trade was set aside and a solution found when the pr1nc1p1e

of reciprocal demand was developed by John Stuart Mill.

John Stuart Mill (1806-1873) wrote the puzzle-solving essay
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in 1929-30, but published it only in his Essays on Some Unsettled

Questions of Pol tical Economy (London: T. W. Parker, 1844, p. 12).

There was a letter from James Pennington to Kirkman Finlay, Esquire

"on the importation of foreign coin," which also contained the

solution of the problem. It was printed in 1840, but when it was
written is unknown. Thus there is a question of priority, though
it may well have been an instance of multiple invention. In any

case, Mill's exposition is the one from which later generations

of economists have learned that the division of the gains from
trade is determined by the termé of trade, which in turn are deter-
mined by the reciprocal demand for each other's product. This was
only one of several important contributions John Stuart Mill made
to the theory of international trade, some of them in the first

edition of his Principles of Political Economy (London:

, 1848), others in later editions, (See Ashley edition,
1909; and University of Toronto edition, 1965, to which the subse-
quent page references go). There was a clear understanding of
the economies of large-scale production, as Mill said that the possi-
bility of "substituting the large system of production for the
small, depends, of course, in the first p}ace, on the extent of the

market'" (p. 140). Chapter XVII of Book III of his Principles

treats entirely "Of International Trade'"; ¥ 1 deals with the inte.-
national immobility of factors; 72 with comparative cost; %3 explains
that the "advantage [of trade] consists in a more efficient employ-

ment of the productive forces of the world," 74 criticizes Smith
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for his narrow view of foreign trade as a.country's '"vent for its
surplus'"; 75 shows how long-run, indirect benefits are combined
with direct benefits: "A country which produces for a larger
market than its own, can introduce a mbre extended division of
labour, can make greater use of machinery, and is more likely to
make inventions and improvements in the processes of production"
(p. 593). [This emphasis on development is nowadays discussed '
under the heading of "dynamic'" considera%wions and set against the
alleged one-sideness of '"classical'" and '"static" considerations. ]
Anqthér indirect benefit of trade is seen in the international trans-
fer of technology, enterprise, and industrial discipline, if one

may thus translate Mill's statement that a nation may borrow from
others '"'not merely particular a£ts and.practiceé, but essential
points of character in which its own type is inferior" (p. 594).
[One may‘wonder how the dynamic critics of.classical statics can
reconcile their feelings of superiority with this statement of
Mill's.] 1In Chapter XVIII, Mill treated "Of International Values'",
and presented his theory of reciprocal demand. The exposifion was
largely in terms of two countries exchanging two goods only. From
the third edition on (1852), Mill recognized that, with only two.
goods traded, it would be possible for the entire gain from trade

to accrue to only one of the two countries (p.- . In such a
case, trade would quickly be extended to a. greater number of goods
and both countries could get some of the benefits, (ﬁ? ).

William E11is (1800-1881), a minor writer in the circle of
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J. S. Mill, was among the earliest to observe that the theory
could not be kept confined to two countries and two commodities.

In an article on “"Exportation of Machinery" in Westminster Review,

Vol. III (1825, pp. 388-89), he pointed to an extension of the
theory of comparative costs to more than two countries. [The task
was obviously beyénd the technical capabilities of the time. Most
teachers of international trade will admit that even now, 150
years later, we have serious difficultiess with such extensions --
especially if we extend the model also to three or more factors
of prdduction, something the classical econoﬁists avoided by stick-
ing to labor as the sole factor.]

Samuel Mountifort Longfield (1802-1884) aftempted to extend
the theory of comparative costs t& more than two goods. In his

Three Lectures on Commerce and One on Absenteeism (Dublin: William

b

Carry, 1835), he was able to show that comparative money wage rates
in the two countries would determine the preeise_line of division
between exported and imported commodities. He did not correctly
explain, however, how the wage differentials were determined. On
the other hand, he anticipated Heckscher and Ohlin when he stated
fhat "independent of every difference of soil or climate, the ex-
change between two countries...will consist prinéipally of articles
produced by that species of labour which in each country is rela-/
tively cheapest" (p. 240); and again when he remarked that '"commerce
which exchanges the production of human labour has the same effect
as if the labourers themselves could remove from one c¢ountry to

another..." (p. 239). On a different issue, Longfield greatly ad-
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vanced the understanding of the adjustment mechanism in inter-
national payments and trade as he showed the interactions of what
we today call in ome effects and price effects. See his '"Banking

and Currency,' Dublin University Magazine, Vol. XV, (1840), p. 1C.

Robert Torrens (1780-1864) should again be mentioned for his
attémpt to analyze the case of trade in several commodities. In

his book on Colonization of South Australia (London: Longmans,

Rees, Orme, Brown, Green, and Longman, 1835), he made progreés
toward solving the problem of the determ{nation of the money wage
" rates that would, with given reciprocal demand of the countries'
concerned, separate the exportable goods from the importable ones
in such a way that trade is balanced (pp. 148-174). The terms of
trade and the division of the gains from trade would be determined
in the process.

John Elliott Cairnes (1823-1875) finally provided an essentially

correct 'solution to this problem in his book Some Leading Principles

of Political Economy Newly Expounded, (London and New York: Macmillan,

1874, pp. 334-41), but it was rather.vague and not easy to compre-
hend. |

| Hans Karl Emil von Mangoldt (1824-1868) had anticipated Cairnes
in>presenting the solution of the problem of the simultaneous deter-
mination of wage rates, exchange rates, relative prices, exports
and imports, and, as a resuit, the division of the gains from trade.

It was contained in his book Grundriss der Volkswirtschaftslehre

(Stuttgért: J. Maier, 1863), but became more widely known only
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through an article by Francis Y. Edgeworth, "The Pure Theory of

International Values," Economic Journal, Vol. IV, 1894, pp. 35-50,

424-443, 606-63&t. [In his Papers Relatig to Political Economy,

Vol. II, p. 4, Edgeworth says that "Of all the writers, classical or
mathematical, who are passed in review in the article of 1894,
Mangoldt is the one who emerges unscathed from the critical exami-

nation.'"]

A Digression: 1837 - 1861

Having proceeded with this survey to 1863 and 1874, we must
pause to consider three authors, a German, an American, and a
Frenchman, whose publications préceded.the previous two entries:
‘List, Cafey, and Bastiat. List has been mentioned in an earlier
section among the political economists who proposed or promoted
economic integration through custonms unions, but his omission from
the rank of economic theorists might be resented by some. Bastiat
is Sometimes regarded as a journalist and excluded froﬁ the rank
of économic analysts. The threé writers ﬁa?e in common that they
have taken very firm positions regarding free trade and protection.

Friedrich List (1784-1857) published his major work in two
similar version§ in 1837 and 1841; there ﬁere also later editions,
several volumes of his coilected writiﬁgs, speeches, and letters
(Berlin 1927) and an English edition of his 1841 volume under the

title The National System of Political Ecoﬁomy (London 1928).

List's entire work was a rejection of the "principle of absolute
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free trade," (198, p. 21). He even attacked the famous illustration
of the mutually beneficial exchange of British cloth against Portuguese
wine and arguéd hat it was beneficial to England only, but dis-
advantageous to Portugal. Not that he tried to refute the law of
comparative advantage -- indeed, there is no indication in his

book that he had comprehended it -- but ﬁe believed that the '"theory
of productive powers'" was more important than the '"theory of value.™
A country had not reached the maximum deVeiopment of its productive
powers until it had developed its manufacturing industries suffi-
ciently mot only to meet its own wants for industrial products but
also to produce a surplus of exports. [Since it would be logically
imﬂossible that all countries have an export surplus in manufactured
pfoducts, one may assume that List would be satisfied if every
country had an export surplus in some kinds of manufactured pro-
ducfs.] Countries that had not yet reached this stage of industriali-
zation should protect their national industrieé. [No hint is given
as to the optimum degree of industrialization: of how many manu-
factured products should a country be a net exporter?] List evi-
dently was thinking about underutilized potentials for industrial
production; he thus championed the cause of what othefs called the
temporary protection of infant industries, and the cause of pro-
tected industrialization of underdeveloped countries. His arguments,
however, lacked the necessary analytical support. His éssertiqn

that free competition between two nations can be mutually beneficial
only if both of them are in a nearly equal positioﬁ of indﬁstrial

development is completely unfounded. [What about several parts of
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a nation with different degrees of industrialization?]
Henry C. Carey (1793-1879), American economist and publisher,
championed protectionism, using a variet of arguments against

free trade. His major books in which he expounded these views were

The Past, the Present, and the Future (Philadelphia: Carev §& Hart,

1848), and The Harmony of Interests, Agricultural, Manufacturing,

and Commercial (Philadelphia: Skinner, 1851).

Frederic Bastiat (1801-1850), French_writer, became famous for
his simplified and popularized formulations of libertarian economic
principles. Best known is his parable in which he shows the ab-
surdity of protection, a mock petition of the candlemakers. 1Its
full title is "Petition from the Manufacturers of Candles, Wax-
lights, Lamps, Chandeliers, Refiectors? Snuffers, Extinguishers:
And from the Producers of Everytﬁing Uged for Lights." It first
appeared ‘as é pamphlet in 1845 and was later included iﬁ the volume

Sophismes Economiques of his complete works (Paris: Guillaumin,

1863), English translation Sophisms of the Protection Policy (New

York: Putnam, 1848). 1In this satire the candlemakers and allied
manufacturers complain about the unfair competition from free sun-
light and point to the great increase in employment and domestic
production that would resulg'if the manufacturers were protected

against the free importation of sunlight.

1892 -~ 1952

From the digression on writers who were somewhat outside the

mainstream of trade theory we return to classical and neoclassical



analysis of international division of.lalior. Perhaps my reference
to "classical" theory, ought to be qualified (or even disqualified)
in view of the different meanings attacnh»d to this designation.
Karl Marx, who was the first to use it, meant to refer only to
economists before John Stuart Mill, whereas John ngnard Keynes
included almost ail economists writing before 1936.  But there are
also more subtle distinctions; for example, Bertil Ohlin, whose
work our survey will reach in this section, believed that his funda-
mental assumptions (about the conditions which determine trade)
were so different from those made by eérlier‘economists as to set
him apart from them as a dissenter from classical theory. Sub-
.seduent writers have not seen such a wide gulf and have had no
misgivings when they included Ohlin among the neoclassical economists.
In this section we shall come to writers who addressed them—
selves directly to ﬁssues raised by the establishment of customs
unions or other techniques of greater ecohomié‘intggratiqn among
different countries. There would seem to be little justification
in carrying this section only to 1950 or 1952 and devoting a
separate section to subsequent contributions. I submit that theré
is a reason for such a break: the appearance in 1950, of Jacob

Viner's work on The Customs Union Issue, which shunted the train

of economic thirking onto a new track.

Charles F. Bastable (1855-1945) published in 1892 a book on

The Commerce of Nations (London: Methuen, 1st ed. 1892, 10th ed.;

revised by T. E. Gregory, 1927), presenting the arguments for and
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against protection. In his brief textbowk, The Theory of Inter-

national Trade: With Some of Its Applications to Economic Policy

(Dublin: Hodges, 1887; 4th ed. London; Mécmillan, 1903), he re-
tained the conclusion of earlier writers that large countries may
fail to derive any gains from their trade with small countries
(Ch. II). In an article on "Some Applications of the Theory of

International Trade,'" Quarterly Journal of Economics, Vol. IV

(1889), pp. 1-17, he discussed the adjustment mechanism of the
balance of payments and emphasized, not the level of money wages
or the -rate of efficiency earnings, but rather the '"aggregate of
money incomes'" as the decisive element in restoring balance.

Frank W. Taussig (1859-1940) exerted for many years a wholesome
and most important influence on the developmentAof international
economics through his teaching and writing. Among his books were

- The Tériff History of the United States: A Series of Essays (New

York: Putnam, 1892), Some Aspects of the Tariff Question (Cambridge:

Harvard Univefsity Press, 1915), Free Trade, the Tariff and

‘Reciprocity (New York: Macmillan, 1920), and International Trade

(New York: Macmillan, 1927), a work in pure and applied theory ih
the classical tradition. Taussig stressed the imperfections in the
labor market and the resulting barriers to domestic mobility and
efficient allocuation, but did not conclude that tariff protection
gould be justified on‘such grounds. [This:- entry will be expanded. ]
Eli Heckscher (1879-1952), Swedish economist and historian,

published in 1919 a seminal article on "The Effect of Foreign Trade
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on the Distribution of Income," Ekonomisk Tidskrift, Vol. XXI, pp.

497-512. llis starting proposition was that differences in the
relative scarcities (reflected in relative prices) of the same
factors of production in different countries ana differences in

the proportions in which the factors are used iﬁ different commodi-
ties are prerequisites for international trade. If the same techni-
que§ are used and free trade equalizes the.prices of commodities

in the trading countries, each country will import products for
which relatively more of its scarcer factdrs are used and will export
products for which relatively more of its.abundant factors are used.
As a fesult, the scarce factors become less scarce, and the abundant
ones less abundant. Trade will thus affect the prices of the factors--
and, hence, the distribution of income -- and will eipand until the
relative scarcities (relative prices) of the factors in the trading
countries have become equal. The original differences in comparative
costs oprroducts will have disappea;ed when all potentialities of
profitable trade are fully utilized. Should the cffects on income
dist'ribution be considered undesirable, the Trational policy to avoid
them would be taxation, not protecti&n.

Gustavo Del Vecchio (born 1883), in his book Teoria del

commercio internazionale (Padova: Lalitotipo, 1923), came close

to Heckscher's theory that, since each country exports goods méde
largely with its relatively cheap factor: of production, trade will
increase the demand for these factors and raise their remuneration.
Del Vecchio did not, however, pursue this argument to the conclusions

which Heckscher had reached.*'
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Frank D. Graham (1890-1949) published in 1923 an important
article "The Theory of International Values Reexamined," Quarter.y

Journal of Economics, Vol. XXVIII, pp. 54-86, in which he correc.ed

or qualified several conclusions of Mill's and later theorists
regarding. the division of the gains from trade. Generalization
from an analysis of only two countries' trade in but two commodi-
ties were disconfirmed by analyses of models with more cdunfrie;
and more commodities. Graham showed that it is not always the
smallest or poorest country that gains most from trade, but rather
the céuntry, large or smali, whose price ratios are most drastically
changed by trade. He also showed, rather surprisingiy, that a
country with but one export commodity stands to gain more than a
country that exports a large variety of goods. As to a country's
share of the total\gain, "it makes no difference whether this
variatioﬁ [in price ratios] is due to great superiority in the
production of the goods which are exported-of to great inferiority
in the production...of the goods which are imported." Grahanm

developed his analyses further in his book The Theory of International

Values (Princeton: Princeton University'Press, 1948).

| Jacob Viner (1892-1970) is regarded as the greatest scholar

in the history of preclassical anﬁ classical theory of trade and

as a pioneer in the theory of customs unidns. His first publication

in the area was Dumping: A Problem in International Trade (Chicago:

University of Chicago Press, 1923). In January 1931, he published
an article on '"The Most-Favored-Nation Clause,'" Index (Svenska

Handelsbanken,-Stoékholm),Vol. VI, (reprinted in his book Inter-

national Economics (Glencoe, Ill.: Free Press, 1951, pp. 94-108),
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in which he argued that nondiscrimination in tariff protection
would be less irjurious than a discriminatory reduction of tariffs.

His Studies in the Theory of International Trade (New York: Harper,

1937) became the standard history of thought in the field. His book

on The Customs Union Issue (New York:. Cdrnegie Endpwment, 1950)

will be annotated separately further below.

Jean Marchal (born 1905) published a book on Union Douanidre

et Organisation Européenne (Paris: Recueil Sirey, 1929) for the

Comite frangais d'études pur 1'Union douaniére européenne. Probably
written as a doctoral dissertation, the study offers a valuable
historical sur?ey of-the history of customs unions aﬁd of the rele-
vant literature. The book gives an excessive number of citations
of pronouncements by Lucien Brocard, who apparently supervised the
study, provided a Preface to the book, and evidently influenced the
author in a direction toward protection against American competition
through tariffs and towafd regulation of int?a-Eufdpean éompetition
through agreements among producers. (See pp. 135-148, esp. p. 141)
Mihail Manoglesco (1891-19 ), Rumanian economist, publisﬁed'

a book on The Theory of Protection and International Trade (London:

1931) with several reformulated a;guments-against free frade and in
favour of protection. His chief case for protection‘relates to
differences in marginal productivities and wage rates in different
occupations or sectors of the economy.

Gottfried Haberler (born 1900) reformulated the theory of com- -
parative advantage, which had first been based on labor. cost and
later on variodus notions of '"real cost," in terms of opportunity

cost, which allowed its use for any number of factors of production



-106-

employed in variable proportions. See his articles '"The Theory of

Comparative Cost: Once More,'" Quarterly Journal of Economics, Vol.

XLIIT, (1929), pp. 376-381, and '"Die Theorie dér komparativen Kosten
und ihre Auswertung fur die Begrundung des Freihandels," Weltwirt-

schaftliches Archiv, Vol. XXXII (1930), pp. 349-370. His formulation

of the determination of the exchange ratios among different goods

on the basis of their substitution costs yielded a consistent theory
of the gains from trade. Haberler published what was at the time
the most up-to-date text on Der internationale Handel (Berlin:

Springer, 1933) and its English translation The Theory of Inter-

national TradeA(Edinburgh: Hodge, 1936). Leaving aside those of

Haberler's statements that bear indirectly on the problems of
economic integration and discrimination in trade, I confine myself
here to his specific observations on customs ﬁnions. He held that
"Customs Unions are always to be welcomed,_even when they are not
between neighboring or éomplementary States.' A Customs Unioﬁ must
be especially advantageous for small States, since these are parti-
cularly injured if they exclude one another's goods..." On the
other hand, he argued that a customs union could not bring with it
any advantages that could not be attained in a still fuller measure
by "a general removal of duties'" (p. 390). 1In a later essay on
"The Political Economy of Regional or Continental Blocs,'" in Seymour

E. Harris, ed., Postwar Economic Problems (New York: McGraw Hill,

1943), Haberler repcats that "the economic arguments for...regional-

blocks are identical with the old classical argument for free trade,"
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namely, "the advantages of mass production and of full division

of labour" (p. 330).

Bertil Ohlin (born 1899) in his book Interregional and Inter-

national Trade (Cambridge, Mass.: Harvard University Press, 1933),

followed Eli Heckscher in taking differences in the endowment of
different regions with productive factors as the chief "cause of
interregional division of labour," since "each region is besf A
equipped to produce the goods which requfre large proportions of
fhe factors relatively abundant there" and "least fit to produce
goods requiring large proportions of factors existing within its
borders in small quantities or not at all" (p. 12). - Exchange-rate
adjustments or demand adjustments play an indispensable role in
adapting relativé money costs and Eoney prices to the task of
determining which products are exportable and which importable

(p. 19). However,‘"the list of relative factor prices in the
isolated state does not tell us how high the-éxchange rate will

be [when trade has been opened], and therefore we cannot say which
or how many factors will be cheaper in the one region than in the
other" (p. 21). Since exports make the abundant factor less abun-
dant and imports make the scarce factor less scarce, the effect

of trade is '"a tendency towards équalizafion of the prices of the
[same] productive factors'" in different .egions or countries (p. 36).
We cannot expect '"complete equalization," not only because of trans-

port costs and artificial impediments to trade, but also "because

the industrial demand is always the 'joint demand' for several
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factors" and '"their combination cannot bo varied at will" (p. 38).
But it "is not worth while to analyze in detail why full equaliza-
tion does not occur" (p. 38). "The pric: differences...are reduced
but they do not disappear" (p. 40), as they would if factors were
as mobile as to make one region out of separate regions. But

"the mobility‘of goods to some extent compensates the lack of
interregional mobility of the factors" (p. 42). All regions or
countries gain from trade, since '"only if trade did not change

the relative scarcity of factors in [a country] at all is it con-
ceivable that the terms of exchahge would be unaffected," but "such
a case is impossible" (p. 43). It "can be taken for granted that
~the [average] level of factor price [in terms of commodities] will
rise in all regions. Consequently a relative decline in the price
of one of them, say labour, compared to another, land, does not
necessarily mean that the wage level is léﬁered in terms of»godds"
(p. 44). '"Wages are such a substantial part of the total income that
it is almost unthinkable that a considerable rise of the [total in-
come] could fail to raise total wages also, even if the percentage
going to the labourers became somewhat reduced" (p. 44). Such
reasoning, however, based on a comparison between no trade and free
trade may not be conclusive for a comparison between more or less
trade. In any case, "interregional trade servés as a substitute
for...interregionél factor movements " (p- 49).

Lionel Robbins (born 1898), later Lord Robbins, discussed the

economic effects of customs unions in his book Economic Planning and

International Order (London: Macmillan, 1937). ‘He argued that

.



-109-

""the gain from r:gional regrouping or wider units of any kind"

does not come from the increase in self-sufficiency on the part

of the larger union but rather from the reduction in "self-suffi-
ciency on the part of the areas which are thus amalgamated....

From the international peint of view, the tariff union is not an
advantage in itself. It is an advantage only in so far as, on
balance, it conduces to more extensive division of labour. It is
to Se justified only by arguments which would justify still more
its extension to all areas capable of entering into trade relation-
‘ships" (p. 121).

Wilhelm Ropke (1899-1966) was probably the chief influence on the

adoption of the term "economic integration,'" especially through his

book International Economic Disintegration (London: William Hodge,

1942). He had circulated eariier versions in German and had
published in 1939 an article on the same theme in Economisk
Tidékrifi. He found that "world e;onomy" haﬂ been "an'interdepéndent
and'intercommunicating system,".chiefly through actually and vir-
tually multilateral trade almost free from obstacles an& restrictions
(pp. 14-17). With the outbreak of the war in 1914 a period of
economic disintégration set in,.characteriéed by nationalism and
restrictionism, and'associated with socio-political disintegration

in the international field (p. 76). 1In a later essay on "Inte-

gration und Disintegration der internationalen Wirtschaft" in

Wirtschaftsfragen der freien Welt (ed. by . s
Frankfurt: ' 1957), Ropke made it clear

that economic re-integration could be achieved only through uni-
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versal liberalization of trade and payments (p. 500). In two other
articles in German, published in 1958 and 1959 in Ordo, Vols. X

and XI, he discussed the schemes of regiinal economic integratior
devised through EEC and EFTA. The fifst of these articles appeared
in English under the title "European Free Trade -~.The Great Divide,"

The Banker, Vol. 108 (September 1958), pp. 580-588. Rgpke held

that "The common market and the free trade area alike can improve
the use of resources and raise productivity only to the extent that
the removal of tariffs hurts producers inside, not outside, the
unioni... However, ...the distortions of the common market are
likely to be much more enduring or harmful than those of the free
trade area: fdr they will be aggravated'by thé effects of its

supranational economic planning" (p. S587). Finally, in his book

on International Order and Economic Integration (Dordrecht: Reidel
Publ. Co;, 1959), Rgpke offered additionél.argumeﬁts for integration
by competitive market forces and against integrating efforts
through dirigist techniques.

John Sterling de Beefs (born 1914) published an article on

"Tariff Aspects of a Federal Union,'" Quarterly Journal of Economics

Vol. LVI (November 1941), pp. 40-92, in which he raised four of

the decisive questions in an analysis of the economic effects of

a tariff union between countries A and B: "1.” Before the tariff
reduction, did A have a revenue, protectiug, or prohibitive tariff?
2. Under free trade, would B supply all, some or noﬁe of A's

imports? 3. Is there a constant, increasing, or decreasing supply-
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price schedule for C's exports? for B's exports, for A's pro-
duction? 4. Ir a customs union, will tie external tariff (against
C) be the same as, higher than, or lower than the previous tariff
of A?"

Wolfgang Stolper (born 1912) and Paul A. Samuelson (born 1915)
pubiished an article on ”Protection'aﬁd R;al Wages," Review of

Economic Studies, Vol. IX (1941-42), pp. 58-73, in which they

demonstrated that, since an extension of trade will raise the
prices of relatively .abundant factors of production and reduce
" the prices of relatively scarce factors, a restriction of trade
through the imposition of tariffs on iﬁports may benefit workers
in countries where labor is the scarcer factor. In such countries,
therefore, protection may raise not only money wages but also
feal wagés, and increase the share of labor in national income
both absolufely and relatively. [The argument was made on the
basis of assumptions of two factors producing two goods in two
countries, with no country specializing, that is, with both goods
being produced in both countries with the same techniques. More-
over, the argument rested on the assumption that the tariffs
would leave the terms of trade unchanged.]

Kurt W. Rothschild (born 19 ) in an article "The Small Nation

and World Trade, ' Economic Journal, Vol. LIV (April 1944), ex-

pressed concern that small nations would éuffer from "the growth

of a monopolistic and oligopolistic environment'" even as members

of regional blocks, indeed, even under free world trade. "If a
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laisser-faire policy is pursued, the creation of a federal union
will tend to reiaforce and perpetuate the economic structure of
its constituent nembers. The larger "industriai countries will
become the centers of heavy and other monopolisfic industries.
The smaller countries will find opportunities in the small-scale
ihdastrieé and in-agriculture. Backward cbuntries‘will remain
backward just because they were backward before'" (p. 31). Roths-
child concluded that small and/or backward countries would need
not merely temporary but permanent tariff protection.

Jan Tinbergen (born 1903) published his book on International

Economic Cooperation (Amsterdam: Elsevier s 1945), the

revised edition of which appeared under the title International

Economic Integration (Amsterdam: Elsevier, 1954). 1In 1952 he

published an essay "On the Theory of Economic Integration'" in

Les Cahiers de Bruges (pp. 290 ff), which was later reprinted in

his Selected Papers (Amsterdam: North Holland Publ. Co., 1959) .

He distinguished three kinds ('"phases') ofvintegration: (i) trade
in commodities without transfers of éapital or people, (ii) with

transfers of only Capital, and (iii) with transfers of both capital
and people. He introduced a further distincfion between '"'negative"
and "positive' measures to pfomote economic integration, the former
being the "elimination of institutions" [restrictions], the latter
the establishment of institutions. In the second edition of Inter-

national Economic Integra;ion (Amsterdam: Elsevier, 1965),

Tinbergen regards '"a customs union between a limited number of
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countries" as only a "partial form of integration" (p. 28) and
speaks of '"economic integration' only if countries centralize
"at a supra-natisnal level' numerous "in=trﬁments of economic
policy" (p. 67).

Luigi Einaudi (1874-1961), professor, senator, central-bank
govérnor,‘budget minister, and finally Pregident of Italy, published

a book I problemi economici della federazione europea (Milan: - La

Fiacola, 1946), 112 pages,.in which he discussed the economic

.
implications of European federation. He attempted to dispel wide-
- spread errors and anxieties regarding the removal of protective
tariffs,

Raul Prebisch (born ), noted economist from Argentina,

was the author of a report on The Economic Development of Latin

America and Its Principal Problems, published by the Economic

Commission for Latin America, United Nations (1949).. He rejected
the application of the theory of comparative advantage to less
developed countries and supported protective tariffs to promoté the
industrialization of developing regions.

Herbert Giersch (born 1921), in an article on "Economic Union

between Nations and the Location of Industries," Review of Economic

Studies, Vol. XVII, (1949-50), argued that the abolition of barriers
to inter-European trade and movements of factors would "strengthen
the attractiveness of the highly industrialized centre both for
labour and capital" and, hence, lead to agéiomeration "beyond the

social and economic optimum'" (pp. 91-93); He opposed Rothschild's

argument for intraregional tariffs to offset locational distortions
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due to monopolies, but recommended a '"specific location tax which
offsets the [external portion of] social costs," and also subsidies
to firms in locetions with potential soc’al advantages (p. 94).

[To be expanded when I obtain a copy of a book of his.]

Paul A. Samuelson (born 1915) published, besides numerous other
contributibns to the theory of international trade,.the following
five papers on the equalization of the prices of the same productive
factors in different countries: '"International Trade and the

Equalisation of Factor Prices," Economic Journal, Vol. LVIII (June

1948), pp. 163-184; "International Factor-Price Equalisation Once

Again," Economic Journal, Vol. LIX (June 1949), pp. 181-197; "A

Comment on Factor-Price Equalisation,'" Review of Economic Studies,

Vol. XIX (1951-52), pp.121-122 ; "Prices of Factors and Goods in

General. Equilibrium," Review- of Economic Studies, Vol. XXI (1953-

54), pp. 1-20; and "Equalization by Trade of the Interest Rate
along with the Real Wage,'" in Richard E. Cévés, Harry G. Johnson,

and Peter B. Kenen, eds., Trade, Growth, and the Balance of Payments

(Chicago: Rand, McNally, 1965), pp. 35-52. He demonstrated '"that
free commodity trade will under certain specifigd'conditions in-
evitably lead to complete factor-price equalisation" (1949, p. 181).
The conditions specified that two'countries produce two commodities
from two factors of production, with production functions yielding
‘constant returns to scéle»and diminishing marginai productivities

of both factors, the factpfs being qualitatiﬁely identical and the

production functions the same in both countries, but the two
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commodities differing in the ratios in vhich they use the two
factors; with some quantities of both commodities produced in both
countries and moving perfectly freely in internationai trade,
without tariffs and transport costs, énd with competition effectively
equalizing the market price-ratio between them (whereas the féctors
cannot move between the countries), the result -- equal real
prices of each factor in both countries (p. 182) -- was '"established
unequivocally" (p. 187). 1In his 1948 and 1949 articles Samuelson
had taken labor and land as his only inputs, because both were
primary factors. 1In his 1965 essay he proceeded to introduce
capital as a factor required in produttion. This involved the
problems of depreciation, reprqduction,‘gross and net rentals,
and interest rates., [Most writers on trade thebry, as also on dis-
tribution theory, took capital as one of the tﬁo factors, but
blithely disregarded the problems involfed.] Samuelson demonstrated,
among other things, that under specified conditions_ﬁhe interest
rate would be equalized by (unrestricted and costless) trade of
consumer goods, no matter whether we assume the existence of one
all-purpose capital good or of heterogeneous capital goods for tﬁe
production of different commodities (p. 49). He also formulated
a '"sweeping theorem" for "all kinds of intermediate goods," which
allows exélusiva attention to be given to the primary factors and
the ratios in which they are used in the_p;oduction of traded con-
sumer goods (1965, p. 52). |

Abba P. Lerner (born 1903) published in 1952 é,papér he had
written for a seminar in 1933, in which he anticipated'Samuelson's

demonstration®of the theorem of the international equalization of
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the prices of tie same productive factors. The article, '"Factor
Prices and International Trade," Economica Vol. 19 (February
1952), pp. 1 - 15 , used more geometriceél than algebraic argumerts.

The condition that the relative factor-use-ratios,must not be
"reversed'" when the factor-price-ratios change (that is, to say,
fhét the'more—labor-using good must not bécome the less-labor-using
good as the price of labor rises) is illustrated by the shapes of
the isoquants of the two goods (pp. 77-80). Lerner extends his

demonstration to the cases of more than two countries.

1950 - 1970

[Introductory text not yet completed. ]

Jacob Viner (1892-1970), who had in 1931 defended the principle

. of nondiscrimination (see abo?e), presented in 1950 his pioneering
distinction between (beneficial) fradé cfeation and (harmful) trade
diversion as essential for the analysis of thevecoﬁomic consequences
of‘a discriminatory reduction or removal of tariffs. His book'Ihg

Customs Union Issue (New York: Carnegie Endowment for International

Peace, 1950) has been credited with opening up a new brach of the
theory of commercial policy. [Will be expanded. ]

Helen Makoﬁer (born ) aﬁd : , Morton (born )
published "A Contfibutioﬁ towardé a Theo;y of Customs Unions,"

Economic Journal, Vol. LXIII (March 1953), pp. 33-49. They pro-

ceeded along the lines of Viner's analysis and showed that the gains
from trade creation would be larger the more dissimilar were the
cost ratios of the same commodities in the two countries. Termi-

nological dccisions have to be made: If the two countries produce
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the same commodities, they might be called "competitive'" economies;
but, if the cost ratios are very different, the economies could oe
defined as '"complementary."

James E. Meade (born 1907) published a succeSsion of important
contributions to the theory of integration through customs unions:

Problems of Economic Union (Chicago: University of Chicago Press,

1953); The Theory of Customs Unions (Amsterdam: North Hdlland‘

Publ. Co., 1955); and "The Balance-of-P%yments Problems of a

European Free-Trade Area," Economic Journal, Vol. LXVII (September

1957), pp. 379-96. In the book of 1953 he explained why "a
Eartial movement toward a wider economic union" was in general

preferable to '"a morec complete movement toward a narrower union"

(p- 9). He divided the economic benefits from integration into
three categories as to their sources: "maxiﬁization of production"
(due to reallocation of resources), '"optimization of trade" (dﬁe

to shifts of consumptioﬁ) and "increase in éompetition"'(due to
forced efficiency and relaxation of monopolistic restraints)

(pp. 9-13). He pointed to significant differences in "the degree
~of integration which has beeﬁ achieved" in the United States fela-
tive to Europe (p. 28). In his book of 1955, Meade asked how the
gains from trade creation could be balanced against the losses
~from trade diversion, and suggested that both the volumes of created
and diverted trade and thg sizes of the cost reductions and cost

increases on each unit of traded goods be considered (p. 35).:iEven
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if there is a n2t loss through diversion of trade from cheaper to
more expensive sources of supply, the reduction of the price to the
consumer maf expand consumption, permitting a welfare.gain, offret
by a loss of tax revenue to the goverﬁment. If this revenue is
‘replaced by means of less price-distorting taxes, welfare may

still be increased on balance (p. 43). A "customs union is more
likely to raise standards [of the combined welfare of all countries]
(i) the higher are the initial duties of the countries forming

the unioh, (ii) the lower are the duties iﬁ the outside countries;
(iii) .the more substitutable for each other are the products of

the outside world with the products of the countries forming the
union" (p. 52). 1In the evalua@ion.of gains or losses of welfare
éccount must be taken of any reductions or incfeasés in thé diver-
gences between marginal values and costs as may be due to monopbly
pogitions, taxation, and external econoﬁiés and diseconomies (p. 65).
However, one must not confine oneself to the "primary changes,"

the increases in imports of products from a country which has just
been granted a preferehtial reduction or removal of import duties
(p. 67); one must also consider the "secondary 6hanges" in the trade
in products which in the countries concerned are substitutes or
complements of the products primarily affected (p. 68), and the
"tertiary changes," the adjustments in the trade flows that are

made necessary to restore balance in intexpational payments (p. 83).
Economies of scale may accentuate the extent of alllchanges in

trade as well as the siZe 6f their effects upon combined economié

welfare (p. 93). 1If the interest of the policy makers is not in
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total world income but rather in income distribution among all
countries concer'ned, or among the member countries of the union,
or within a member country, the evaluation of changes could be
seriously affected (p. 94). [This has been only a small sample of
-the rich crop of insights flowing from Meade's analysis. ]

Charles P. Kindleberger (born 1910),‘an early protagonist of
European integration, authored and co-authored in various American
government positions influential ﬁemoraﬁaa, three of which, written
in 1947, 1948, and 1953, have in later yéars been widely circulated
and qﬁoted. He also contributed an essay on "European Economic

Integration" to the Festschrift Money, Trade, and Economic Growth:

In Honor of John H. Williams (New York: Macmiilan, 1951), pp. 58-75.

There he commented on the general sentiment in favor of European
.integration and the general.lack of consensus on what it really
meant (p. 59). He found it to be chiefly a probiem of resource
allocation (p. 61) and concluded that "What is‘called for is the
development of efficient practices and institutions of farming in
Europe or a greater degree of integration between the individual
~countries of Western Europe and the rest-of the world." (p. 75).
Kindleberger's memorandum of 1953, entitled '"Notes on the Inte-
gration of the Free World Economy," was written to suggest revisions
in an outline which Gunnar Myrdal had pzeﬁaréd for a report of the
U.N. Economic Commission for Europe (E.C.E.). Kindleberger proposed
that equalization of prices of qualitatively equal factors of

production be used as a criterion of economic integration. He

emphasizéd~that, chiefly because of the existence of noncompeting
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groups, such equalization had not occuried even within nations;
with national integration sadly incomplete in most countries, inter-
national integration was only in its earliest. stages. In an article

on "The United States and European Regional Integration," Social

Science, Vol. 34 (October 1959), pp. 210-217, he held that trade
creation was mosﬁ likely to outweigh'tr#de diversion, but that
little, if any, economies of larger scale were to be expected in
Europe. He warned of the possibility of "investment diversion"
(p. 214). He was most optimistic regarding ﬁhe effects of the

Common Market upon long-term growth (p. 217). In a later survey

article on "Trends in International Economics,'" The Annals of the

American Academy of Political and Social Sciences, Vol. 358 (March
1965), pp. 170-179, he gave speciél attention fo the contributions
which Viner, Meade, Scitovsky, and Lipsey and Lancaster had made to
theAtheory of tari}f protection and customs unions.

Maurice Allais (born 1911) published'doiensqu articles on
economic unification of Europe and its importance as a first stage

toward an Atlantic community. Among the articles were '"Les conditions

de 1'unification &conomique de 1'Europe," Production Francaise,

Vol. (December 1949), pp. 7-9; '"Les inter@ts des groupes

sociaux et nationaux et 1'union économique de 1'Europe," Economia

Internazionale, Vol. IV (February 1951), pp. 1-14; and '"Fondements
théoriques, perspectives et conditions d'un marché commun effectif,"

/ ) .
Revue d'Economie Politique, Numéro special No. 1 (January-February

1958), pp. 56-99. In his book, L'Europe'Unie: Route de la prospérité,
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Paris: -Calmann—Levy, 1960, he held that a "total liberalization"
of trade and capital movements (with monetary integration) in
Europe would lead to an "immense technical progress,”ballowing
the standard of living to double (p.4252). He regarded the eventual
extension into an Atlantic community not only as imperative but
as a perfectly realistic objective that might be attained within a
period of some 20 years (pp. 220-222, and 254).

Jean Weiller (born 1905) published several articles and books
relevant to the subject surveyed. Let us ﬁention three articles,

Vd
all in the Revue Economique: 'Politique d'integration régionale et

Libération des é%hanges," (May 1950); "Aspects particulier d'une
libé}ation d'eéhanges," (Decemeer 1950); and "Les degrés de 1 inté€-
gration et les chances d'une 'zone de cooperation"internationale,”
(March 1958). 1In the latter he presented various taxonomic dis-
tiﬁctions, spoke of an optimal degree of integration (p. 235)
perhaps far short of an ideal maximum, reminded usqu the difference
between national, multinational; and global integration, suggested
a coefficient of depenaence (on essential imports), contfasted
"spontaneous" integration (through free-market forces)‘with "con-
scious efforts'" at integration (through governmental measures and
institutions), and stressed the importance of international cobrdi-
nation of national economic policies (p. 238). [The "degrees" of
integration in Weiller's sense seem to haye little connection with
the "degrees" in Erich Schneider's conception er in'my own. ]

Frangois Perroux (born 1903) was rather pessimistic in his
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book L'Europe sans rivage (Paris: Presses Universitaires de France,

1954), regardin; the extent to which trzde would actually be freed
within a European union and regarding the height of tariff barriers
against imports from countries outside the union. He was algo
‘apprehensive concerning a possibly domipant position of Germany
within the union.

Franz Gehrels (born 1922) and Bruce F. Johnston (born 1919),
in their joint article on "The Economic Gains from European Inte-

gration," Journal of Political Economy, Vol. LXIII (August 1955),

pp. 275-292, applied Viner's criteria and some of their own to the
case of a European economic union and concluded that substantial
béncfits were to be expected for its members. A major consideration
was that cost differences within.Europe were quite large, so that

the abolition of tariffs among union members would create trade as
impbrts from membér countries would be substituted for more expensive
domestic production. Moreover, there would,ﬁe beneficial long-run
effects on investment, technical progress, producers' competition

and efficiency, economies of scale, and economic growth.

Franz Gehrels (born 1922), in an article on "Customs Unions

from a Single Country's Viewpoint,'" Review of Economic Studies,
Vol. XXIV, (1956-57), pp. 61-64, presenf the substitution effects
in consumption_consequent upon the price changes which result £f-om
a reduction or removal of duties. Such consumption effééts are
independent of any produétion effects. [Gehrels came upon this
thocught at the same time as Meade (see above) and Lipsey (see

below). ]
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Richard G. Lipsey (born 1928) and Kelvin J. Lancaster (born
1924) publishcd a formulation of "The Gencral Thecry of Second Best,"

Review of Econo.ic Studies, Vol. XXIV, (1956-57), pp.v11—32, based

on the traditional convention of optiﬁality in the patterns of
production and consumption under a structure of prices that equate
the marginal social costs of all goods produced with the marginal
valuations of.all goods consumed. The existence of taxes, monopoly"
prices, externalities of all sorts, and customs duties makes the
attainment of the best patterns practically impossible. Since
sqme of the price distortions may offset one another, the removal
of certain duties may make matters worse rather than better, that
is, increase the distance from a "second-best" position. A small
variation of any tax or duty is more likely to raise welfare than
a large variation would.

Gunnar Myrdal (born 1898), in his bobk An International

Economy: Problems and Prospects (New Yprk: Harper, 1956), declares

that '"Economic integration is the realization of the o0old Western
ideal of equality of opportunity" (p. 1). "Migration, capital
movements, international aid and trade are not the primary means

of achieving this closer integration. 1In .a real sense they are

the products of integration, notAthe cause. They can help, but théy
cannot be relied upon to do the job. The major task is first to
force economic development in the underdéVeloped countries..."

(p. 3-4). [The relationships among economic integrafion, equality
of opportunity, equality of incomes, and’econémic development are

not sufficiently clarified. ]
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Erich Schnz2ider (1900-1970), renowned German economist, showed
in an Italian article, "Lineamenti di una teoria economica del

mercato commune,!" Rivista Internazionale de Scienze Economiche «

Commerciali, Vol. Il (February 1957), pp. 107;11§ , that an under-

‘standing of economic integration requires definitions of the two
extremes -- complete isolation and perfecf integration -- and
differentiation of degrees of integration between the extremes.

Richard G. Lipsey (born 1928), in an article on "The Theory

of -Customs Unions: Trade Diversion and'Weifare," Economica, Vol.
XXIV (February 1957), pb. 40-46, presented the thesis of the bene-
ficial consumption effects of the changes in relative prices due

- to reductions or removals of tariffs. He had shown these effects

ﬁreviously in his doctoral dissertation (University of London, )

"which was later published as a book, The Theory of Customs Unions:

A General Equilibrium Analysis (London: Weidenfeld § Nicolson, 1970).

In his brief note '"Mr. Gehrels on. Customs Unions,'" Review of Economic

Studies, Vol. XXIV, (1956-57), pp. 211-214, Lipsey pointed to an
error of reasoning on the basis of a model with only two commodities,
and corrected it by introducing a third commodity. He showed that
the asserted general presumption of a welfare gain derived from a
customs union was not valid. In his moét instructive survey article,

"The Theory of Customs Unions: A General  Survey,'" Economic Journal,

Vol. LXX (September 1960), pp. 496-513, Lipsey defined this theory

as "that branch of tariff theory which deals with the [welfare] effects
of geographically discriminatory.changes‘in'trade barriers" (p. 496).
He contrasted fhe old arguméﬁts, Viner's new reasoning, and the

post-Viner developments; and provided a most lucid exposition of the
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present state of the theory. Some of this is repeated in Lipsey's
article on "International Integration: Economic Unions'" in the

International Lacyclopedia of the Social Sciences (New York: Mac-

millan, 1968), Vol. 7, Lipsey distinguished the following types
(or '""degrees'") of economic integration among two or more countries.
Preferential‘tariff system (lower internal than external tariffs);
free-trade area (zero internal tariffs),_customs union (common
external tariff), common market (free movements of factors),
economic union (common mdnetary, fiscal, and other policies), and
complete economic integration (single economic policy). Of the
economic effects of integration, he regards resource reallocation,
aéjustment§ of consumption patterns, and changes in the terms of
tréde as "static," and econqmies'of scale, changes in market
structures (competition), and changes iﬁ growth rates as "dynamic."
.

[Thése adjectives, I submit, had better be reserved to describe

the type of analysis rather than the effects or processes analyzed. ]

Harry G. Johnson (born 1923) made a series of contributions
to the theory of economic integration: "The Criteria of Econonic

. Advantage,” Bulletin of the Oxford University Institute of Statistics,

Vol. XIX (February 1957), pp. 33-38; "The European Common Market:

Risks or Opportunity,'" Weltwirtschaftliches Archiv, Vol. 79, (No. 2,

1957), pp. 267-280; "The Gains from Free Trade with Europe: An

Estimate,'" Manchester School, Vol. XXVI (September 1958), pp. 247-
255; "The Cost of Protection and the Scigntific Tariff;" Journal

of Political Economy, Vol. LXVIII (August 1960), pp. 327-345;
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"The Economic Theory of Customs Unions," Pakistan Economic Journal,

Vol. X (1960), pp. 14-32, reprinted in Johnson, Money, Trade, and

Economic Growth (London: Allen & Unwin, 1962), pp. 46-73; "Optimal

Trade Intervention in the Presence of Domestic Distortions,'" in
Richard E. Caves, Harry G. Johnson, and Peter B. Kenen, eds.,

Trade, Growth, and the Balance of Payments (Chicago: Rand, McNally

Co., 1965), pp. 3-34; "An Economic Theory of Protectionism, Tariff

Bargaining, and the Formation of Customs Unions, Journal of

Political Economy, Vol. LXXIII (June 1965), pp. 256-283; and

"Probiems of European Monetary Union," Journal of World Trade Law,
Vol. V (July-August 1971), pp. 377-387. Sincé Johnson touched on
nearly e&ery aspect of the relévant theories, I select only a few
for inclusion in this review. In his 1958 article, he presented
reasons why closer integration between the British aﬂd'West
European economies could not be expected to produce more than very
modest material benefits: neither reallocation of productive
resources nor economies of larger-scale production could bring

more than minutc improvements in productivity. In his 1965 article
he introduced a novel approach to the understanding of so-called
non-economic objectives of society, partiéularly, the gratifications
(pride) of the citizens from knowing that thgir éountry was pro-
ducing certain goods at home, rather than importing them more
cheaply from abroad: "Indﬁstrial producffon [within the nation or
region]...appears-as a collective consumption good yielding a flow

of satisfaction to the electorate independent of the satisfaction
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they derive directly from the consumption of industrial products"
(p. ). Thus if I may paraphrase him, Johnson holds that the
real income of a nation or region includes thé psychic income which
its citizens derive from the pride of having '"their own'" industrial
production just like the biggest nations; they have a good feeling
or happiness comparable to that derived from having a winning foot-
ball team, native or resident composer of world fame, or.a éen;rally
admired natural world wonder. [I cannot help raising the question
.whether the citizens know the cost of protection in terms of real
product foregone, that is, whether they know how much consumption
of material gbods they have to give up for the pleagure of having

certain things home-made rather than imported. ]

Tibor Scitovsky (born 1910), in his book on Economic Theory

i

and Western European Integfation (Stanford: Stanford University

Press, 1958) held that in the case of Western Europe no substantial
benefits could be expected from a reallocation of productive resources
through better division of labour; the maiﬁ results would come from
"the increase in competition which the cbmmon market is almost |
certain to bring about" (p. 10). Competition would bring increased
pressures 'upon the economic behhviour of Governments, entrepreneurs,
workers, and others." 1In a paper on "International Trade and

Economic Integration as a Means of Overcoming the Disadvantages of

a Small Nation," in E.A.G. Robinson, ed., Economic Consequences of

the Size of Nations, (London: Macmillan, 1960), pp. 282-290,

Scitovsky distinguished two disadvantages of smallness: A country
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may be too small'to provide a market for.the full-capacity output
of the most efficient plant in a given Lndustry -- this is a

"technological disadvantage -- or it may be too small to provide
the competitive conaitions necessary as a spur to utmost economy

ana efficiency.”'

Bela Balassa (born 1928) has been one of the most productive
contributors to the literature on our subject, beginning with his
‘article "Towards a Theory of Economic Integration,'" Kyklos, Vol. XIV

(1961)., pp. 1-17, and his book The Theory of Economic Integration,

(Homewood, I11.: Irwin, 1961). Differences between integration
of developed and developing countries are treated in Economic

Development and Integration, (Mexico:” Cemla, 1965). Having intro-

duced the distinction between intraindustry and intexrindustry
specialization in "European Integration: Problems and Issues,"

American Ecohomic Review, Vol. LIII (Proceedings, May 1963),

pp. 175-184, he applied it in "Tariff Reductions and Trade in Manu-

factures among the Industrial Countries," American Economic Review,

Vol. LVI (June 1966), pp. 466-473, chiefly to explain the ease of
adjustment to the elimination of tariffs within the common market.

He used data on trade/income ratios to evaluate 'Trade Creation

and Trade Diversion in the European Comu.on Matrket," Economic Journal,

Vol. LXXVITI (March 1967), pp. 1-21, and again in Manchester School,

Vol. XLITI (June 1974), pp. 93-135.

Hans H. Liesner (born 1929) contributed to the collective wdrk

by James E. Meade, S. J. Wells, and H. H. Liesner, Caée Studies in
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European Economic Union (London: Oxford University Press, 1962)

and to the conf:rence proceedings, Roy Harrod and Douglas Hague,

eds., International Trade Theory in a Developing World (London:

Macmillan, 1963). The essay included in the latter volume was on
"Regional Free Trade: Trade-Creating and Trade-Diverting Effects

of Political, Commercial and Monetary Areas' (pp. 194-204). Liesner
expected that the most important benefit; from European intégrétion
would come through increases in "internal economic efficiency" --
‘the reduction of slackne#s and inertia -- under the vressure of more
vvigorous competition (p. 197). He found that the shockingly low
estimates of gains through cost reductions -- between 0.05 per cent
oé national income (Verdoorn) and a maximum of 1.00 per cent (Harry

Johnson) were not so implausible for Britain. If some 27 per cent

of her national product were to become subject to foreign competition;

\

if the largest cost reduction at the margin equaled the height of
the tariff removed, say, 20 per cent, with tﬂe average only about
one-half, that is,‘10 per cent; then these 10 per cent of 27 per
cent would account for a cost reduction by 2.7 per cent. To this,
however, one would have to add the '"consumption effects'" and any

" external economies of scale (p. 199).

Raymond F. Mikesell (born 1913) contributed a paper to the con-

ference proceedings published by Roy Harrod and Douglas Hague, eds.,

International Trade Theory in a Developing World (London: Macmillan,
1963). In the paper on "The Theory of Common Markets as Applied
to Regional Arrangements amoﬁg Developing Countries," pp. s

he gave chief emphasis to the so-called "dynémic-effects" of inte-
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gration. Mikesell includes under this heading '"increasing

opportunities ‘or profitable foreign and domestic investment,"

"broadening the export base,'" '"achieving balance-of-payments
equilibrium," "mobilizing unemployed resources,'" and '"avoiding
economic dualism" (p. 205). [Some of these effects seem to be

rather dubious; and the practice of using the adjective 'dynamic"
for indirect, delayed, or long-run effects, rather than for a

technique of analyzing them, seem quite inopportune.]

Michael Michaely (born 1928) presented in his article 'On

Customs Unions and the Gains from Trade," Economic Journal, Vol.

LXXV (September 1965), pp; 577-583, a comparison of the arguments

of earlier Writers, especially Gehrels and Lipéey,.and showed

- that tﬁeir results can be reached without some of their highly
restrictive assumptions. Thus, the propogition that the discrimina-
tory abolition of duties on imports from union partnérs may result
in a welfare gain even with a preponderance of trade diversion

acquires more generality.

Charles A. Cooper (born 1933) and Benton F. Massell (born 1930)
produced two joint articles, one "Toward a General Theory of Customs

Unions for Developing Countries," Journal of Political Economy,

Vol. LXXIII (October 1965), pp. 461-476, and the other on "A New

Look at Customs Union Theory,'" Economic Johrnél, Vol. LXXV
(December 1965), pp. 742-747. In contrast with earlier writers
from Viner to Meade and to Lipsey, who had analyzed the economic

effects of a customs union as a discriminatory reduction of duties
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in the United States, where purchases of out-of-state products

are almost one-half of the purchases frcm producers within the state.

Imre Vajda (19 - 1971), Hungarian socialist, published in

English an essay "Integration, Economic Union and the National

State," in Imre Vajda and Mihaly Simai, editors, Foreign Trade in
J

a Planned Economy (Cambridge: Cambridge University Press, 1971),

PpP. 29-44. He compared the economic integration of capitalist and
;ociaList countrieé. The former conccntgates "on the integration

of the market," the latter "onrthe coordination of plans" (p. 31).
Although Vajda did not deny the contribution which "market inte-
gration" has made to economic Qelfare, he stressesvthe importance

of selective "production and development integrationﬁ (p- 35),

with its important function of redistribﬁting income within and

among the integrated countries. Nevertheless,Amarkgt integration
should be applied also to '"socialist international division of
labour" (p. 42). While this diviéion of labour '"meed not necessarily
be directed towards total integration," "a more planned and in-
stitutionalized co-operation should be achieved" in the 'sectors
which determine technical progress." However, the Soéialist countries'
CMEA should abandon '"the trend towards 'closedness'" and replace

it "by a wider, continental and eventually global attitude." (p. 42).



