Britain, the Commonwealth,
and the European Common Market

I. Tre StrucTURE oF Brrrisa ForeigN TRADE

1. Trade Flows Between Industrial and Nonindustrial Countries

Among present-day industrial economies, Britain is the only
country whose foreign trade fits the classical pattern: exports of
manufactured goods are exchanged against imports of primary pro-
ducts. Manufactures provide 85 per cent of Britain’s export earnings,
and primary commodities account for %3 per cent of her imports (1).
British trade-relations are further characterized by the large propor-
tion of trade conducted with the countries of the Commonwealth.
Whereas the Continental member countries of the O.E.C.D. carry
out 7 per cent of their trade with the Commonwealth, the corres
ponding ratio is 42 per cent for Britain (2). .

A more accurate picture is obtained if we consider trade between
industrial and primary producing areas in a geographical breakdown, -
distinguishing between countries which do or do not have specific
ties with Britain. The industrial country group is defined to include
the United States, the European Economic Community, the European
Free Trade Area and Japan, while the countries of Latin America,
Africa, the Middle East, Asia (3), Oceania, and Canada are classified
as primary producers. Within cach primary producing area, further
distinction is made between sterling and nonsterling countries, while
Canada constitutes a group by itself (4).

(1) Manufactured goods have been defined to include sections 5-8 of the Standard Inter-
national Trade classification Jess unwrought metals which are classified as primary products.

(2) All data referring to the Commonwealth include three former member countries,
Burma, Ircland, and South Africa. These couatries continue to participate in the Commeon-
wealth preference system and have remained members of the Sterling Area.

(3) Excepting the countries of the Sovier Bloc.

(9 All Commonwealth couptries with the exception of Canada are members .of the
Sterling Arer, whereas a fow stedding countries such as Ireland, Libya, and Jordan do ot
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In Tables 1 and 2 actual figures on trade have been compared
with hypothetical figures calculated under the assumption that the
geographical distribution of exports (imports) according to destina-
tion (origin) was identical for all industrial countrics. For each
primary producing area, actual British exports to and imports from
countries having special links with the United Kingdom are shown
to be substantially higher than exports and imports calculated under
the assumption of a uniform distribution of trade (5). Conversely,

TABLE I

IMPORTS OF INDUSTRIAL COQUNTRIES FROM PRIMARY PRODUCING AREAS, 1961
(millions of dollars)

Indus-

mports %o United Unired Ceminon EFTA less Japan il

Kingdom States Market Coun-

tries

Hypo- | Hypo- Hypo- Hpr. Hypo-

finports from Actual thcztlL Actual rl:ﬁn- Actual tl:::tll- Actual tl;tll- Actual tlma- Actual
|s  Asia o24| 541 608| 875 540 849 114f 123| 484 282| 2,670
NS Asia 165| 380 637 614 455) 598 8ol 86 539 1g8] 1,876
8 Alrica 1,012 474| 314 797, 742| 745 143 108| 130 247) 2,341
NS Africa "1 150| 541] 193| 877|2,741l Bg9) 136| 123 31 281] 2,671
S Middle Bast | 566| 316] 134| 31x| 563 497] 34| 72| 264 165| 1,561
NS Middle East 4o1| 5150 261| 3351,483 8r1| rar| zi8l 262| 269l 2,548

8 Latin America. | 220| 96| 197] 134 22| 149 29| 22 3| so|  4y1]

NS Latin Ametica | 343(1,356]3,494/2,192|1,563(2,128] 415, 310] 478 707/ 6,603
|8  Oceania 96g| 486! 316] 787 569 764 42| rrr| 506 254 2,402
| NS Oceania o 14 3, 20 39 =22 c 3| 24 g 66
Canada g79{1,010(3,107|1,632| 481 1,586] 152] 230) =266| 527 4,983
ToTAL 5,726(5,729|9:264|9,264|8,958(8,998| 1,306 1,306 2,987\2,987 28,284

Sosirce: Urrren Nattons, Direction of Iuternational Trade, February-June 1g6z.

Note: Hypothetical imports have been calenlated under the assumption that the geogra-
phical composition of iraports according to origin was identical for all industrial countries and.
couniry groupings.

8 - Sterling.

NS - Nonsterling.

participate in the Commonwealth preference system. But the latter countries account for less
than one-half per cent of Sterling Area trade.

(5) Canada presents a special case imastnuch as actual exports (impotts) of the United
Kinpdom in trade with Canada were lower than hypothetical expors (imports) although
Canada is a member of the Commonwealth, It appears that Canada’s close economic ties
with the United States due partly to Jocation, partly to business connections, overshadowed
the effects of membership in the Commonwealth,
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TanLE 2

EXPORTS OF INDUSTRIAL COUNTRIES TO PRIMARY PRODUCING AREAS, 1961
{millions of dollars)

Indus-

Exports to United United Common | BFTA less trial
Kingdem States Market UK. Japan Coun-~
tries
Hypo- Hypo- Hypo- Hypo- -
Exports from Actual| theri- | Actual | theti- | Actual thj;}t)ic: Actual th);It":3 Actual I;\;;{lu Actual
cal cal cal cal cal
§ As.ia_ 1,022) 658 899| 1,321 753 §36 201| 189| 537 308 3,412
NS Asl?. 186| 5251 9558) 1,054] 6oo wapl 1100 152 873 246] 2,924
SN Afrxlca 1,103 445| 312 893| 562\ 633 128| 129 203 208 2,308
S Africa Ir5 545 286| r,0052,145 75| 159) 157| 122| 255| 2,827

§ Middle East | 220| 126| 1x41] 250 199 1791 29| 36| 61 s5g 650
NS Middle East | 448] 446 589 Bg5| 928 633! 201| 129, 145/ 208! 2,311
S Lat%nAmerica 258| 09| =200 =218/ 6o 155 34/ 32| 13| 51 565
NS Latin America | 494/1,284] 3,486 2,5771,849(1,825| 499 371} 328| Goo| 6,657

s Ocean.ia 934 354 387 710f 266| 503 rry| 102|. 130! 165 1,834
NS Oceania 2/ Ix 13 25 38| 16 b 3 ¢ 5 6o
Canada 639 918| 3.614| 1,844] 309/1,307] B6| 265 16| 430 4,764

Torav . 5,421|5,421|10,882(10,882 7y709(7,7009 x,56§ 1,56512,515(2,535| 28,112

Source: Unvcen Narions, Direction of International Trade, Pebruary-June 1962.

Noze: Hypothetical exports have been calculated wnder the assumption that the geogra-

phiCill COITlprS‘iTiOH Of- CXPOITS accnrding to originn was iclcn-ticaI f()l‘ "l! industri i
. 1 all
y g tnﬂ.l countries and

5 - Sterling,
NS - Nonsterling.

actual figures are below hypothetical figures in the trade of the
United Kingdom with the nonsterling countries of each area.

' Preferential arrangements other than the British have also con-
trlbl‘.lth to the observed trade patterns. These are of importance in
Africa where three Common Market countries — France, Belgium
and Italy -— trade intensively with their former colonies. But evcr;
for Africa, Britain’s trade with sterling and nonsterling countries
shows considerably larger discrepancies than that of the Common
Mlarl:;et‘ Thus, the conclusion remains that the economic relaﬁons
existing between the United Kingdom and the Commonwealth

pr0v1‘de the main explanation for the observed *skewness” of the
matrix of world trade.
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2. Changing Trade Relations with the Commonwealth

British-Commonwealth trade relations date back to the XVIII
century when Britain endeavored to obtain food and raw materials
from her then colonies. An example of this trade is given by John
Stuart Mill: “ The West Indics... are the place where England finds
it convenient to carry on the production of sugar, coffee, and a few
other tropical commodities. All the capital employed is English
capital; almost all the industry is carried on for English uses; there
is little production of anything except staple commodities, and these
are sent to England....” (6).

But already in Mill’s time Cuba and Brazil were competing with
the West Indics and, also, colonies that had surpluses over the fheeds
‘of the British market traded with other areas, Trading ties were
further loosened during the period up to the depression of the
ninetcen-thirties as several of the former colonies acquired indepen-
dence and Britain, too, shifted her purchases of food and raw
materials whenever cheaper outside sources of supply were available.
Still, the countries of the present Commonwealth remained the prin-
cipal buyers of British manufactured goods; in 1928 they took a
little over 40 per cent of UK. exports while supplying about 30 per
cent of British imports (Table 3).

Trade-patterns underwent substantial changes during the thirties.
After the depression had reduced international trade flows, the
Ottawa Agreement (1932) provided preferential treatment for nearly
two-thirds of the trade between Britain and the Empire. The new
preferences benefited primarily the Empire countries since the drop
in world demand affected mostly the price and volume of trade in
primary products and, also, British exports acquired relatively smaller
concessions. A substantial proportion of manufactures of British
origin enjoyed preferential treatment already before 1932, whereas
goods produced in the Empire had few preferences at that time
(Table 4).

Correspondingly, the share of the Empire in British imports
rose from 297 per cent in 1928 to 39.7 per cent in 1938 while
the Empire took 41.4 per cent of British exports in 1928 and 45.8

(6} Principles of Political Ecotiomy, Ashley, ed., London, Longmans, Green and Co.,
p. 686. ’ :
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BRITISH-COMMONWEALTH TRADE; 1928-1961 TaBLE 3
U.K. Exports to Commonwealth UK. Imports from Commonwealth
Year - As d Percentage of ~ " Asa Percentage of
§ 1?.1113 l.]i;?n ’ UK. Common- $ gl;llfmn UK Common-
Baports I:f;;:ltls ’ Impm:ts ]‘lt;c[?é?;s

1928 2,850 41.4 31.3 . 2,940 29.%7 " 32.6
1935 1,033 44.1 34.4 5,374 36.8 39:3
1938 1,192 45.8 32.1 1,786 30.7 41.4
1948 3:423 51.6 28.8 3,902 46.6 28.8
1949 3,729 54.6 28.5 3,972 471 30.2
1g5o 3,237 51.2 26.3 3,250 44.5 244
1951 4,046 53-4 25.8 4,599 42.1 26.3
1952 3,873 507 26.0 4,766 49.0 29.1
1953 3,891 519 27.1 4,879 52.1 30.3
1954 4,955 52.2 27.3 4,876 511 302
1955 4,364 31.5 26.4 5264 | 484 28,9
1956 4,516 48.6 24.3 5,152 47-3 27.3
1957 44721 48.8 24.4 5,200 45.6 25.1
1958 4600 | 49.0 24.2 4,724 447 25.
1959 4,415 45.6 22.6 1,919 449 247
1960 4,665 45.3 22.0 5,204 41.5 26.1
1961 4,624 430 . 22,2 5,100 41.4 24.3

Somrces: 1928 and 1935: EsrmvAtep rrod Liacur or Narviows, The Newwork of World
Trade, Geneva, 1942, :

1938-1967: UniteD Navions, Direction of International Trade, Varigus Issues,

COMMONWEALTH PREFERENCE TapLE 4

U.K. Exports to Commonwealth 1LE, Imports from .Commonwealth

1929 1937 48 | 1957 5929 1937 1948 1957

Percentage of imports
enjoying preference | 35-36( 55-57| 49-51| n. a. " 7| 60-61| 54-56| 49-50
Average margin of
preference on goods :
enjoying preference 13| 19—20| 14-15| 1. 4. | 2949 [7-20] IT-13( TO-IT
On all goods . . . 5| ro-1x 7| n. a 2- 31 ro~r2| 6~ 9| 5~ 6

v Sozfmf‘s: 1929, 1937, 1948; MacDougarr, G.I).A., and Hurr, R., “ Imperial Preference:
A Quantitative Analysis *, Bconomic Journal, June 1954, 1. 237, 1957; POLITICAL AND EconoMIc

‘PLanniNG, Commuonealih Preference in the United Kingdom, London, Allen & Unwin, 1560,

P- G The figures have been approprjately adjusted to achieve comparability with those
referring to previcus years,

. Note: Preferential margins calculated as the difference between the fuli and the prefer-
ential rates of duty on an ed salorem basis and weighted by import values.
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per cent in 1938. The divergence of trends is even more apparent
if we consider developments from the side of the Empire countries:
although Britain’s share in their exports rose from 32.6 to 41.4 per
cent in this period, Britain accounted for only a slightly higher pro-
portion of the imports of the Empire in 1938 than she had had in
1928 (32.1 and 31.3 per cent, respectively). Among individual coun-
trics, Australia and New 7caland especially increased their dcpenn
dence on the British market, benefiting from preferential treatment
accorded to their meat and dairy products at the expense of Argen-
tine and Danish producers.

Various factors influenced British- Commonwcalth trade in the
years following World War II. The general rise in prices reduced
the value of preferences in cases where specific duties applied, but
in the first postwar decade the introduction of exchange restrictions,
quotas, and long-term purchase agreements more than counterbal-
anced the lessening of preferences. Immediately after the war the
Commonwealth countries increased their purchases from the United
Kingdom in order to make use of accumulated sterling balances.
The pooling of foreign exchange, the agreement to sell dollar and
gold surpluses to the Bank of England, and the control of dollar
expenditure through import licensing systems had similar effects.
As a result, in the first half of the fifties over 50  per cent of British
exports were sold in Commonwealth countries.

After some fluctuations during the Korean War, the share of
the Commonwealth in UK. imports also increased and it stood
above the 50 per cent level until 1954, Up to that year a substantial
— though decreasing - part of British food imports was supplied
under bulk-purchase agreements from Australia, New Zealand, and
Canada. Furthermore, Britain endeavored to rely on non-dollar
sources of minerals and rubber, and contributed to the dcvdopment
of new sources of supply, e.g., tobacco production in Southern
Rhodesia. The largest increase of imports occurred in trade with
tropical Africa which supplied Britain with increasing quantities of
copper, oils, tobacco and tropical beverages.

The expansion of British-Commonwealth trade came to a halt
1n the mid-fifties. After sterling had become de facto convertible in
10955, Commonwealth countries were able to increase their purchases
of manufactured goods from non-British sources. The shift from
imports of consumer goods to capital goods, the decrease of Britain’s
share in long-term financing, and the decline of British competitive-

B
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ness had a similar effect. At the same time, the termination of
bulk-purchase agreements and the decrease of discrimination against
the dollar led the United Kingdom to shift some of her purchases
of food and raw materials to nonsterling sources, and the expansion
of British agricultural production, as well as the general decline in
the prices of primary products, had a further adverse impact on
Commonwealth exports to the United Kingdom.

3. The Present Pottern of U.K.-Commonweakh Trade

- Despite recent developments, the Commonwealth countries ac-
count for a larger proportion of British exports and imports than
they did in 1928, and they also increased their share in the U.K.
market as compared to 1938. On the other hand, given the declin-
ing importance of the United Kingdom in world trade, Britain’s
share in the trade of the Commonwealth countries dccrcascd.

Various influences contribute to the existing pattern of British-
Commonwealth trade-relations. To begin with, the United Kingdom
is the largest single food-importing unit in world trade. In 1961,
Britain imported temperate zone foodstuffs in the value of $3.0 bil-
lion as compared to Common Market imports of $2.7 billion. About
45 per cent of British imports came from the Commonwealth. On
the one hand, Commonwealth countries are low-<ost producers of
several foodstuffs, on the other, they often possess certain advantages
in the U.K. market.

Although the postwar bulk-purchase agreements came to an end
in 1954, special marketing arrangements on wheat and meat are still
in force, and Commonwealth producers benefit from long-standing
commercial ties and catering to British tastes. Further, the United
Kingdom grants preferences to Commonwealth supplicrs on all
temperate-zone foodstuffs with the exception of live animals, mutton
and lamb, and wheat. Altogether, temperatezone foods in the
value of about $800 million receive preferential treatment, averaging
around 10-Ir per cent.

Preferential margins are small in the case of tropical beverages,
and appear to have had little effect on trade patterns. Among other
tropical products, sugar imports are regulated under the Common-
wealth Sugar Agreement (beet-sugar from Australia and South
Africa also comes under the agreement), bananas receive a relatively
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Vhigh preferential margin of about 15 per cent, and oilseeds and oils

about 10 per cent, The preference on tobacco is approximately 27
per cent of the value before duty and 3 per cent after duty. In addi-
tion, until 1961, Commonwealth tobacco benefited from mixing
requirements imposed upon British tobacco manufacturers,

Preferences on most agricultural materials (cotton, wool, rub-
ber, etc.) are negligible or nonexistent although long-term agreements
on wool may give some advantage to Australian producers, Among
agricultural materials there are tariffs and preferences on tropical
timber, bard- fibers, and some hides and skins but these represent a
small part of Commonwealth trade. Finally, although some crude
materials, e.g., asbestos) and metal alloys receive preferential treat-
ment, most ores and unwrought metals enter the United Kingdom
duty-free from all sources, and there is no Commonwealth preference
on fuel imports,

The highest preferential margms apply to certain manufactured

goods which have recently assumed importance in the exports of -

some Commonwealth countries, Cotton fabrics from India and
Hong Kong are not subject to duty while Japanese and Chinese
exports pay 17% per cent; there is a 20 per cent preferential duty
on clothing, approx1mately 18 per cent on footwear, and 10-15 per
cent-on other items with the exception of newsprint which is im-
ported duty-free from all sources. In 1961, over 13 per cent of
British imports from the Commonwealth were manufactured goods
and these received an average margin of preference of 13 per cent.

British exports to several Commonwealth countries also benefit
from preferential treatment. About go .per cent of U.K. exports to
Australia, New Zealand, and Rhodesia and 8o per cent of exports
to Canada and the West Indies are granted preferences averaging
between 11 and 15 per cent. However, preferences granted to UK.
exports are small in Asia and non existent in much of tropical Africa.
All in all; approximately 50 per cent of British exports receive pref-
erential treatment in the Commonwealth countries with an average
margin of about 11-12 per cent.

It appears, then, that about one-half of UK. exports to and
imports from the Commonwealth enjoy preferences averaging slightly
above 10 per cent. Long-standing commercial ties and ownership-
relations, British investments in the Commonwealth preferential area,
the use of the London money-market by the sterling countries, the
existence of the London commodity market, and the favorable envi-
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ronment for economic cooperation provided by Commonwealth in-
stitutions (Commonwealth Economic Committee, Commonwealth
Liason Committee, Colombo Plan, etc.) further contribute to British-
Commonwealth trade-relations.

These relat1onsh1ps would undergo substantlal changes, however,
if Britain were to join the European Common Market. Entry into
the E.E.C. is not compatible with the maintenance of the Common-
wealth preferential system, and, too, informal ties between Britain
and the Commonwealth countries would be loosened. In the fol-
lowing, we shall examine the possible effects of Britain’s participa-
tion in the Common Market on the Britmh economy and on British-
Commonwealth trade.

I1. ProsrEcTs POR AGRICULTURE

1. British Agriculture and the EEC

Mainly as a consequence of the liberal trade policy followed
by Britain durmg the nineteenth century, the proportlon of popula-
tion engaged in agriculture is considerably smaller in the United
Kingdom than in the Common Market countrics, Whereas 4 per
cent of the British labor force was engaged in agricultural occupa-
tions in 1960, the corresponding figures are 31 per cent for Italy,
23 per cent for France, 14 per cent for Germany, and 11 per cent
for Belgium. But agricultural output in Britain rose at a yearly rate
of over 2 per cent during the fifties, as compared to the 0.4 per cent
annual increase in population.

The recent expansion of agricultural production can be attributed
to the application of the 1947 and 1957 Agriculture Acts, The Agri-
culture Acts provide for the support of domestic production through
deﬁmcncy payments which are calculated as the difference between
the price freely established on the domestic market and a periodically
revised minimum price. In addition, the price of fertilizer and lime
is subsidized, and farmers receive grants designed to assist them in
improving their production facilities,

A system of deficiency payments raises farm incomes just as
protective duties do, but in the former case the cost of protection is
paid from the government budget instead of in the form of higher
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prices to consumers. In the United Kingdom, the cost of the agri-
cultural program reached $goo million in 1961, amounting fo 45 per
cent of agricultural incomes, while food prices were kept at a level
considerably lower than in most of Continental Earope. The transi-
tion to a system of protective duties in the event that Britain joins
the Common Market will thus affect farm incomes as well as con-
sumer prices in the UK.

The future prospects for British farmers in an enlarged Com-
munity will depend on the common price level adopted by the
E.E.C. and on intercountry differences in farming costs. Although
price comparisons are subject to a large margin of error by reason
of differences in quality, it can be suggested that, with the exception
of milk, the average prices received by farmers in.the United King-

TABLE 5

COMPARATIVE LEVELS OF AVERAGE PRICES RECEIVED BY PRODUCERS
FOR SELECTED COMMODITIES, 196c-1961

EEG
\ Ger- Nether- | Average | United Den-
Eclglom | France m:ny Maly | ge leweight [Kingdom| O | mark
ed)

Wheat . . . | 93.0 | #7.0 | 02,0 115.6| 84.6 94.x} 4%2.4| 7L.T | 727
Rye . . . . | 6o [ 608 90.3{ Bog 70,06 84.5| 5g.5| n. a | 693
Barley . . . | 69.2 | 62.8 | 1070 812} 74.0 78.3| 763|599 | 558
Oats . ., . . | 64.6 | 56.4 84.0| 8a.7| 72.3 69.7| wi.4| 591 | 627
Potatoes . . . | 2020 307 | 31.3| 45.5| 2550 31.41 325 | 45100 200
Sugar Beet . . | 76.8 | 81.2 | 1og.1] B88.3 go.6 90,8 [ 106.7 [108.4 | 70.3
{per metric ton of
pare sugar) .
Beef Cattle . . |445.8 [399.9¢)] 4975 | 546.4 |475.2 | 455.0| 391.8 335.4 3591
" (live. weight) : .
Pigmeat . . . [425.2 [541 602.5 | 470.g [491.9 | 550.6| 497.7 476.8 |438B.00
"(live wejght) -
Fggs . . . . |669.6 |620 (9| 8ro.0 785.21574.7 695.4 | 720.5 |573.4M521.3
(heny -
Mikk . . . . | 66.0 | 69.9 83.0| 67.3| 78.7 73.8| 8g.1r| 48.4 | 587
" (Cow) : : i

Sources: UN., FAQ, Prices of Agricultral Products and Fertilizers in Europe, 1960-
1961, Geneva, 1962; Excepting the price of pigmeat in France: FAQ, Monthly Bulletin of
Agricultural Economics & Statistics, June 1962.

Notes: () for buman consumption only,
() adjusted from carcass to live weight;
() 1955-196G0 price,
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dom are lower than German prices while they exceed French prices
in most instances (Table 5). At the same time, farming costs in the
United Kingdom are slightly lower than the Common Market
average but will surpass costs in ‘the E.E.C, in the case of entry
as a result of expected increases in the prices of various inputs,
especially feeding stuffs (7).

It can safely be said that grain producers in Britain will benefit
since the price they now receive is lower than prices prevailing in
most of the present member-countrics of E.E.C. On the other hand,
although intercountry differences in beet prices do not adequately
reflect relative levels of protection; there is some evidence that British
beet-growers will be adversely affected in an enlarged Common
Market. Finally, quality differences do not permit reaching definite
conclusions in regard to potatoes and, at any rate, high transporta-
tion costs would limit a loss to British producers.

As regards animal products, we also have to take into account
the expected rise in the price of feedingstuffs which may amount
to 1718 per cent in the event of Britain’s entry. U.K. beef and
veal producers will still be able to compete with cattle-raisers in
France and the Netherlands, but they will be at a disadvantage as
compared to beef imported from Denmark and Ireland in a Com-
munity including the latter two countries, At the same time, higher
feed prices will further weaken the competitive position of producers
of milk and milk products, eggs, and pigmeat, who, at any rate,
receive higher prices than do the low-cost producers of the Com-
munity. . ,
Britain’s entry into the Common Market will thus have differing
effects on various groups of British agricultural producers. By and
large, big farmers producing grains, beef, and veal who account for
over 30 per cent of the net output of U.K. agriculture would benefit
or, at least, maintain their present position, while the mostly small
producers of milk and milk products, eggs, and pigmeat (about
45 per cent of agricultural production) would lose. A substantial
proportion of the small and the medium-sized horticultural establish-
ments (15 per cent of net output) would also be adversely affected-
inasmuch as glasshouse production and the cheaper varieties of fruits

(9 ©.T. Heary, British Agriculture and the Common Market, London, Brimin in
Europe, 1962, Ch, IV.
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are not competitive with the produce of the efficient Dutch’ farmers
or the Italians who are favored by natural advantages. As to the
remaining part of agricultural producers, sugar-beet growers would
probably lose, but definite conclusions cannot be reached for others.

As regards the impact of Britain’s entry into E.E.C. on food
prices in Britain, we note that food prices, on the average, are
approxunatcly 13 per cent higher in the present Common Market

countries than in the United Kingdom if British expenditure weights

are used in the calculations, while the difference is ¢ per cent at
Common Market weights (8). Clearly, for assessing possiblc future
changes in the British pr1cc—levc1 the relevant comparison is that
based on the UK. consumption pattern. Thus, UK. food prices
would rise by about 13 per cent if wholesale prices were equalized
in the enlarged Common Market, provided that the marketing
margins were also identical throughout the area (g). But Britain
being a prospective deficit area, the wholesale prices of foodstuffs
will be somewhat higher here than the Common Market average,
and differences in the cost of marketing and wholesale and retail
markups will also influence the outcome. The necessary informa-
tion on these items is not available for the participating countries,
however,

Approachmg the problem in a different way, we note that the
wholesale prices of foodstuffs which enter into consumption in the
U.K.. may rise by apprommatcly 20-22 per cent and the marketing
margins on food in Britain is about 45 per cent (10), indicating an

11-12 per cent increase in food retail prices under the assumption
that the marketing margin would not change in absolute terms.
However, although marketing costs can be assumed to remain un-
changed, percentage markups may not be reduced sufficiently to
avoid an increase in absolute amount, so that the rise in food retail-
prices could amount to 13-14 per cent,

(8 D. T. Hearwy, op. ¢it., p. 76. The results have been adjusted by taking into account
the appreclation of the German mark and the Dutch guilder in March 1961 as well as changes
in food prices between 1960 and 1961, Also, we have excluded sugar, tea, and coffee from
the calculations since one caonot expect Britain to ralse cxcise taxes on these products to the
Common Market leve!,

(¢) The marketing margin is defined as the difference between retzil and producer
(import) prices, comprising the cost of processing, packaging, tansport, distribution, and

" whelesale and retail markup.

{10) PoLrricaL aNp EcoNoMic PLannInG, Foo(l Prices fn the Common Market, p. xy.
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British national income statistics indicate that food accounts for
about 30 per cent of family expenditure in Britain. Since price
increases are not expected in regard to sugar, tea, and coffee (about
one-tenth of food expenditure), the primary increase in the cost-of-
living would be approximately 3.5 to 4.0 per cent. Further increases
would follow as the rise in living costs leads to higher wages and
salaries and these, in turn, react on the cost-of-living. Under simplify-
ing assumptions, the theoretical upper limit of cumulated increases
in living costs would be 6.8 or 2.8 per cent depending on whether
the primary increase was 3.5 or 4.0 per cent (11). But the upper
limit of the increase in living costs could be reached only after an
infinite number of adjustments and, furthermore, not all wages and
salaries are escalated. Hence, the rise in the costof-living index may
not exceed 6 per cent,

2. The Future of British Food Imports (12)

The Common Market agricultural policy will have repercussions
on the British imports of those foodstuffs which are competing with
E.E.C. supplies. Competitive imports include some tropical products,
too, Sugar and tobacco are produced under tropical and under tem-

perate climate as well, and African oils and oilsceds used in mar-

garine and shortening are competing with European butter and lard.
In addition, the association of former French, Belgian, and Italian
colonies with E.E.C, will affect the prospects of less developed coun-
tries supplying Britain with tropical fruits and beverages.

(13) In arriving at this result we have assomed that (1} all wages and salaries (W) are
escalated as the cost-of-living rises and these account for %5 per cent of personal incomes (Y);

‘and {2) wage and salary carners have a marginal propensity to consume domestic goods (C)

of .65 from pre-tax incomes. The upper limit of the increase in the cost-of-living is then
given as

Ap=Ap——
I

when Apg is the initial and Ap the cumulated increase in living costs, and o equals C—;_N—

{(12) In the following discussion we include tobacco and beverages with food. Oils,
fats and oilsceds also come under this heading since food-uses account for over two-thirds of
the total consumption of oils and fars, Table 6 provides information on imports of foods
and other products, Further breakdown of figures has heen based on pational and interna-
tional statistical sources, Unless otherwise noted, all figures refer to 1961

6
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; TABLE 6 ' TaLt & (Cont.)
BRITISH IMPORTS OF PRIMARY PRODUCTS, 1961 : BRITISH IMPORTS OF PRIMARY PRODUCTS, 1961
1 . {in millions of U.S. dollars) (in millions of U.8. dollars)
‘1 R _(
: ‘ Average .}! . Imports Average
SITC Ttem Total £ r::lpg;;_ Gther Prefe- SITC Itetn Total from Com- Other Prefe.
i Number o Imports rential Number Imports monwealth rential
: monwealth N Margi
i Margin argis
Temperaie Zoue Foodsiufls | 3,001.1 1,338.3 r,662.8 { 262 Waol . 404.0 286.5 117.5 .
: 001 Live animals . . . . . . 146.9 143.4 35 | —~ 263 Cotton 174.8 21.9 152.9 —
. 011 Meat, fresh, chilled or frozen 390.7 243.2 147.5 6 : 264 Jute . 40.9 40.7 .2 —
" o012 Meat, dried, salted or smoked 267.5 21.0 246.5 10 : 265 Vegetable fibres B 46.3 21.6 24.7 10
o13 Meat preparations 200.0 49.0 151.0 16 261,266,267 | Qther fibres and textile waste 23.1 2.3 20.8 —
: o Milk 43 1S 127 § Minerals and non-fervous
I 0z3 g‘;‘m e . 23;.8 Iggg 123'2 IZ Meials £,391.8 685.7 7o6.1
H oz . 2 . 19,
: 02; E E:SC ane aur 20.7 '12.9 16.8 7 29 Crude fertilizers and minerals 115.8 52,2 63.6 7
' 03 Fii T o 120.4 1.6 102.8 8 28 Metal ores and scraps . 459.7 204.2 255.5 —
041,046 Wheat and wheat flour 319.4 236.2 83.2 1 222 ;?}iipcll' 34;‘4 222': 109.2 -
042-045,048 | Coarse grains and rice . 272.4 55.2 217.2 8 683 Mlc-cci ISI.Q " 272 —
e 051 Fresh fruits except bananas , 240.4 93.6 146.8 T 684 Ixjiin oum. - . 42'3 Zﬁ"i 7‘8 _
£ 052,053 Dried fruit and fruit prepara- g 682 i ;8.3 ‘23).0 . 12'3
: ot . o« . o« e . 205.2 100, 104.4 12 e e . . . —
' 054,055 Vegetables L. 195.1 19.3 175.8 12 681,687-689 | Other non.-fcrrous metals | . §2.1 15.2 76.9 —
081 Feeding stuffs . . . . . 1514 95.8 556 | 12 ¥ 29 C?xngferiilll;mal and  vegetable " o o
Bt 09 Pood preparations 51y 1.8 499 | o & ’ 23] 374 2
Beverages and Tobacco 4132 169.6 243.6 Fuels 1;354.2 5_72-6 | 681.6
' 11 Beverages 1314 14.8 96.6 r 32 Coal, ccke and briquettes . 2.3 2.0 .3 —
12 Tobacco . 281.8 134.8 147.0 25 331 Crude petroleum . 982.2 519.6 442.6 —
' 332 Petroleum products 3697 131.0 238.7 —
‘ Tropical Foodst . . 52
i TOpiEeE Fooc “pe 7424 5901 523 Manwufactured Goods 3,284.0 674.6 2,609.4
I : 051.3 Bananas . 65.0 57.5 7.5 15 Chemical. . ek .
) obi1 Sugar . 209.4 145.1 64.3 29 3 emicals I 4729 573 415. 3
Pl o7t Coff 20.6 : 61 Leather, leather manufactures
! E‘ oree C 399 ) 9:3 4 n.e.s, and dressed fur skins 77.8 55.0 22.8 12
| E; ©7%,073 Cocoa and chocolate 96.9 63-7 332 ! 64 Paper and paperboard . 276.4 92.9 183.5 4
I b 274 Tﬁ.a and mate . 522.9 292'2 357 7 651,652 Cotton yarn and fabrics . 229.4 92.4 137.0 | 17
3 75 Spices . . . . 8.3 © 23 | m & 653-656 Other yarns, fabrics, and tex-
‘: Qils, Fars and Oilsceds 279.1 200.8 69.3 6sr 1«‘1:{1; izl';::igs I;jz f;}z 1:?2 ::
221 Ol.lseeds e er e 137.1 173 19.8 9 84,83 Clothing and footwear . 181.9 4.3 104.0 18
K 4 Oils and fats excluding butter 142.0 92.5 49:5 1 Other manufactuted goods and
I .
. Agricultural Rasw Materials 1,848.4 758.8 | 1,089.6 miscellancous 1,864.9. | 2450 | 16198 14
, i 21 Hides and skins 131.3 48.0 83.3 I TotaL . 12,3142 | 5099.5 7,214.7
[ 23 Crude rubber . 201.6 I51.2 50,4 1 b
1k 24 Timber 496.0 1402 355.8 5 s . N c it Trad . I 6t and U
I . ource: Unitep Narions, Commodity Trade Statistics, Part 1. Imports, 1661 and Untran
5 25 Pulp and paper 3304 404 284.0 KinceoM, Trade and Navigation Accomzt?: 1961,
: !
! 3
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Temperate zone foodstuffs

Nearly 45 per cent of temperate zone foodstufls imported into
the United Kingdom originate in Commonwealth countries. In rg61,
these imports amounted to $1,336 million and accounted for 27 per
cent of UK, imports from the Commonwealth. By comparison, the
Common Market countries imported temperate zone foods from the
Commonwealth in the value of $386 million,

Livestock and meat account for over one-third of U.K. imports
of temperate foods. Live animals pay no duty regardless of the
country of origin, but imports from countries other than Ireland

are practically excluded by British health regulations. Should Ireland"

join the Common Market, she could count on increasing her exports
to the enlarged Community.

Mutton and lamb provide over two-thirds, beef and veal one-
fourth of British imports of meat in fresh, chilled or frozen state
from Commonwealth countries, There is no duty on mutton and
lamb imported from any source and low-cost New Zealand producers
have most of the U.K. market. But a shift in British consumption
patterns appears likely if the Common Market duty were to raise
the relative price of lamb. On the other hand, E.E.C. countries do
not have large sheep populations, hence special arrangements on
New Zealand imports could conceivably be reached.

The situation is different with regard to beef and veal. Although
boned or boneless beef imported from Australia enjoys a preferential

duty of 20 per cent and further protection is provided by the Anglo-

Australian meat agreement, British imports from Commonwealth
countries have been declining in recent years. Much of this decline
can be attributed to increased production in Britain. Behind the
protective tariff-wall of the Common Market, production in the
United Kingdom would expand further or, alternatively, Denmark
and Ireland could supply increasing quantities if these countries, too,
entered the Community. At the same time, in the absence of Com-
monwealth preference, Argentina may well provide a larger propor-
tion of the shrinking imports.

Among dairy products (20 per cent of Commonwealth exports

of temperate-zone food to the UK.), buiter and cheese are of greatest -

importance to Commonwealth exporters, Australia and New Zea-
land send go-95 per cent of their butter exports to the United King-
dom and receive a preferential margin of approximately 5 per cent.
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Entry into the Common Market would mean an increase in the
price of butter in Britain with a corresponding shift from butter to
margarine and a reduction in butter imports. Given the prospective
surplus in milk products in the framework of the present E.E.C.,
the share of Commonwealth butter in the reduced imports of the
United Kingdom would decline even if Denmark and Ireland did
not join the Community. Similar conclusions apply to condensed
milk and eggs.

Commonwealth preference on cheese is 15 per cent; New
Zealand is the main supplier and Britain her only export market.
Although this cheese fits the British palate, it would suffer
substantial losses in an enlarged Community and would . possibly
lose a sizable part of its market in Britain even under conditions of
free entry and no Commonwealth preference.

Grains account for over 20 per cent of British temperate zone
food imports from the Comonwealth, 80 per cent of which is
wheat and wheat flour, the remainder coarse grains and rice. There
is no duty on wheat but Australian producers export wheat to the
United Kingdom under the Anglo-Australian wheat agreement,
and there is a 10 per cent Commonwealth preference on wheat flour,

The human consumption of wheat can hardly rise in the future
although increases are expected in feed-uses. An increase of con-
sumption will not benefit Commonwealth suppliers, however, since
the United Kingdom would have to take the surpluses of the
Continental E.E.C. countries and, also, domestic production in the
United Kingdom would expand under increased protection. As a
result, imports of wheat flour (about onc-tenth of the total) and
Australian soft wheat could be expected to disappear, while Canadian
hard wheat would continue to be imported, although in reduced
quantities,

Despite prospective increases in production, the E.E.C. will
remain a deficit area in coarse grains irrespective of whether
Britain joins or not. But Commonwealth exporters would probably
lose some of their British sales to the United States and Argentina if
the 10 per cent preference they presently enjoy in the British market
were removed, Finally, the small amounts of rice imported by the
U.K. from Commonwealth countries would not enter the enlarged
Community. .

The United Kingdom takes most of the fresh fruit exports of
the Commonwealth: oranges and other citrus fruit from South Africa,
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and to a lesser extent from Cyprus; apples and pears mainly from
Australia but also from South Africa, New Zealand, and Canada;
and small quantities of other fruits from several of the Common-
wealth countries. In an enlarged Common Market, Ttalian winter
oranges will not compete with the summer oranges of South Africa
but the removal of the Commonwealth preference of about 10 per
cent will enable U.S, and Brazilian suppliers of oranges (and
lemon) to encroach upon the market of South African citrus fruit
in the United Kingdom., Morcover, in a enlarged Community,
low-cost (and tariff-protected) Italian producers will capture much
of the British market in apples and pears which presently receive
a 10-11 per cent Commonwealth preference.

Dried fruit imported from Australia, as well as canned and
preserved fruit from South Africa and Australia, enjoy a preference
of about 12 per cent in the UK. market. In the absence of this

preference, the United States appears to have a competitive advantage .

over Commonwealth exporters of canned fruits and fruit juices,
and Greck producers could also increase their sales of dried fruit
to Britain behind the Common Market tariff wall.

The removal of preferential advantages will hurt the chances
of Commonwealth exports of vegetables to the United Kingdom
too. Finally, as regards the imports of animal feeding-stuffs (mostly
the by-products of oil-crushing and grain milling) from India,
Canada, and Central Africa, the removal of the Commonwealth
preference of 12 per cent would produce a shift in favor of third-
country producers and the associated territories of the Common
Market, .

Beverages and tobacco,

British imports of beverages and tobacco from the Common-
wealth totaled $170 million in 1961, amounting to little over 3
per cent of Commonwealth export earnings in the UK. market,
In the same year, Commonwealth countries exported beverages and
tobacco in the value of $39 million to the European Economic
Community, Much of the UK. imports of beverages from the
Commonwealth is Trish ale and whiskey which will not be affected
if Ireland joins the enlarged Common Market.

About 40 per cent of British tobacco imports originate in
Rhodesia-Nyasaland and India, Until February 1960 these countries
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benefited from the limitation of imports from the dollar area to
61 per cent of all tobacco used in UK. cigarette manufacturing.
But the removal of this restriction has had little effect on imports,
and the abolition of Commonwealth preference amounting to 3 per
cent of value inclusive of revenue duties is not likely to have much
effect either, considering that these countries are low-cost producers.
Finally, the 30 per cent Common Market tariff is not likely to
induce a shift in trade-patterns in favor of Greece, partly because
the 30 per cent tariff does not amount to more than 3 per cent of
the price including revenuc duties, partly because oriental tobacco
is not favored in Britain, On the other hand, associated status for
Rhodesia-Nyasaland might induce some substitution against Con-

"tinental tobacco in the Common Market countries.

Tropical foodstuffs.

The main tropical foods traded include bananas, sugar, coffee,
cocoa, tea, and spices. In 1961, these products accounted for about
12 per cent of UK., imports from the Commonwealth, and Com-
monwealth countries supplied about 8o per cent of British consump-
tion. At the same time, sales to the Common Market hardly
surpassed one-fourth of sales to the United Kingdom.

The approximately 15 per cent preferential duty and quan-
titative restrictions on imports originating in the dollar area have
contributed to the well-nigh exclusive trading relationship in bananas
between the UK. and the Commonwealth, Nine-tenths of British
imports originate in the Commonwealth countries (mainly in the
West Indies but also in Nigeria) and the latter, in turn, sapply
almost exclusively the UK. market. The removal of the preferential
duty would produce a shift in favor of Latin America but the
application. of the 20 per cent Common Market tariff would have
lictle further effect on U.K. imports given that the present Common
Market associates supply hardly more than one half of consump-
tion in the E.E.C. countries. On the other hand, association with
the Community may benefit the West Indies and Nigeria at the
expense of Latin American producers on the German and Benelux
markets. : 7

We have included sugar among tropical products since three-
fourths of U.K. imports come from tropical areas. About one-half
of sugar imports to Britain is covered by the Commonwealth Sugar
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Agreecment which provides. for a price above the world market
level. Additional quantities are imported at a preferential rate
which averaged around 28 per cent in 1961. In the absence of the
Commonwealth Sugar Agreement and Commonwealth preference,
Latin American producers would capture much of the British market,
and Britain’s participation in the E.E.C. would enable the present
Common Market countries and associates to sell their potential
surpluses to Britain, The association of the West Indies and
Mauritius with the Community would save the markets of these
territories in the United Kingdom, but sugar imports from Australia
and South Africa would not be maintained,

Oaly one-fifth of Commonwealth coffee exports go to tea-

drinking Britain, accounting for one-half of British imports. For

Commonwealth producers, the entry of the United Kingdom into
E.E.C. would mean the loss of preferences of about 4 per cent as
well as the prospect of paying a ¢.6 per cent duty. These changes
would restrict exports of robusta from Uganda (about 40 per cent

of the total) but the producers of the more flavorful arabica (mostly

from Kenya and India) would be hardly affected since the countries
associated with the Common Market produce little arabica. At any
rate, the smallness of the British market limits the possible losses due
to trade diversion. On the other hand, given the possibilities for a
rapid expansion of arabica production in British East Africa, the
share of Latin American producers and that of the countries
presently associated with the Community in the market of the

E.E.C. would fall if the British territories were given associated

status,

British imports of cocoa beans, as distinct from cocoa powder
and cocoa butter, come almost entirely from Nigeria and Ghana.
Considering that these countries are low-cost producers of cocoa,
the slight Commonwealth preference has no influence on trade
patterns, and neither would the envisaged 5.6 per cent Common
Market tariff present much of a barrier. But trade diversion would
again follow if Nigeria and Ghana were given associated status
thereby increasing the share of associated territories from 16 to 67
per cent of world exports. As a result, imports from Brazil and
other Latin American countries to the Common Market would
be adversely affected.

India and Ceylon are the main suppliers of tea to Britain and
they provide about 8o per cent of world exports. Given low produc-
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tion costs in these countries and the importance of taste differences
in tea consumption, the removal of Commonwealth preference
amounting to 7 per cent in 1961 could have little cffect on trade
patterns. And since it is envisaged to climinate duties on tea in
the enlarged Common Market, the present trade flows are likely
to continue. Finally, in view of the negligible amounts of spices
produced by the present E.E.C. associates, Commonwealth exports
of spices arc not likely to be affected under any arrangement,

Gils and oilseeds.

Oilseeds and vegetables oils originating in Commonwealth coun-
tries receive a fairly large preference on the British market (about
10 per cent) and benefit also from long-term contracts between the
West African Marketing Boards and large users in the U.K. that
have taken the place of contracts between the Marketing Boards and
the U.K. Ministry of Food. Correspondingly, the Commonwealth
countries supply about 75 per cent of the British market. But
several of these countries are competitive in the world market which
is attested to by the fact that about one-half of their exports are
taken elsewhere. Groundnuts from Nigeria, copra and coconut il
from Malaya and Ceylon, and industrial oils and oilseeds from
Canada and India find markets in E.E.C. countries. In 1961, the
exports of these producers to the Common Market amounted to
$150 million as compared to sales in the UK. market in the value

of $210 million.

Any discussion of the prospects of Commonwealth oils and
oilseeds is highly conjectural. The loss of preferences (and purchase
contracts) would expose Commonwealth producers to more compe-
tition, especially from American soybeans, but soybean production
in the United States is determined' largely by the agricultural
support-policies to be followed. The Common Market does not
have duties on oilseeds, although there is a 10-15 per cent tariff
on oils. This arrangement favors the vegetable oil exports of -
territories associated with the Common Market, but European coun-
tries attempt to increase their imports of oilseeds at the expense
of oils in crder to obtain the oilcake used as animal feed. Finally,
although other things being equal the association of Commonwealth
countries with the E.E.C. would act to increase their oil exports,
the expected surplus in milk products is likely to induce the E.E.C.
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countries to reduce the price of butter to the consumer, contributing
thereby to the substitution of butter for margarine and shortening
that use vegetable oils.

III, Tue OurLook rorR TRADE 1N Raw MATERIALS
AND Manuracturep (Goobs,

1. Raw Materials in an Enlarged Common Market

Britain’s entry into the Common Market would pose few
problems with respect to raw materials, With some exceptions,
Commonwealth praducers of raw materials do not receive preferences
in the U.K. market and most of these materials are not dutiable
in the E.E.C. British imports of raw materials from Commonwealth
countries amounted to $1,444 million in 1961 as compared to
imports of $1,478 by the European Economic Community. These
imports are approximately evenly divided between agricultural and
nonagricultural materials,

Agricaltural materials.

There is no duty on hides and skins in Britain, excepting
split hides and skins and goat skins; in the latter instances,
Commonwealth producers receive a 10 per cent preference. But
trade in split skins is negligible, and the preferential duty on goat
skins has little effect on trade patterns since the Commonwealth
countries are low-cost producers. Britain’s participation in the
Common Market would not result in any changes either, given
that hides and skins enter the Community duty-free.

Natural rubber is one of the most important export products
of the Commonwealth countries (chiefly Malaya but also Singapore
and Nigeria) and they supply much of the market in the UK. as
well as in the E.E.C. countries. In the absence of duties, integration
will not affect trade patterns except through stimulating the produc-
tion of synthetic rubber. But the removal of the 10 per cent
preference accorded to the Canadian producers of synthetic rubber
is expected to produce a shift in sources of supply, inasmuch as
Britain’s purchases from Canada would be reduced in favor of the
United States and the countries of Continental Europe.

Britin, the Commonwealth, and the European Common Marlet 91

Canada is the main exporter of softwood to the United Kingdom,
but the approximately 1 per cent preference she receives has no
influence on the pattern of trade. There is no duty on softwood in
the Common Market excepting sawn wood and poles of certain
sizes that are produced in larger quantities in some E.E.C. countries.
But the Common Market being a deficit area in softwood, Canadian
sales to Britain would not be affected in an enlarged Community.

The situation js difféerent with regard to tropical hardwood
imported mostly from Ghana, Nigeria, Sarawak and Malaya. The
United Kingdom levies a 1o per cent duty on all hardwood originat-
ing in non-Commonwealth countries, while the Common Market
applies a 5 per cent tariff on hardwood logs and a 10 per cent duty
on sawn hardwood and veneer sheets. Given the possibilities - of
expansion in the former French territories in Africa, the loss of
preferences and the application of the E.E.C. tariff could lead to a
reduction of the share of Commonwealth countries in the U.K,
market in the event of Britain’s participation in the Community.
On the other hand, the association of Commonwealth hardwood
exporters with the EE.C. would mean that these producers could
continue to scll to Britain and would also maintain their present
share in the German market (about one-half of their sales to the
United Kingdom in 1963).

Little over onetenth of British imports of woodpulp comes
from Canada. There is no Commonwealth preference on woodpulp
while the Common Market tariff is 6 per cent, UK. imports from
Canada would not be affected by a 6 per cent tariff, however, unless
Scandinavian countries entered the Community. In the absence of
a large expansion of consumption in Europe, Canadian exports have
little chance to survive in the latter case.

Wool, the largest single item in Commonwealth exports (Au-
stralia, New Zealand, and South Africa are the main producers),
is not dutiable and the Commonwealth’s share in British and E.E.C.
imports is equally 7o per cent. Thus, the prospects of Common-
wealth wool exports will depend on future consumption-trends
rather than on integration in Europe, Similar considerations apply
to cotton excepting that the Commonwealth exporters (British Fast
Africa, Pakistan, India, and Nigeria) supply only a little over 10
per cent of British imports in this case.

Pakistan provides over go per cent of the world exports of jute
and faces no duty in Europe. But producers of hard fibers in
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Kenya, Uganda, and Tanganyika reccive a preference of 10 per
cent and are the exclusive suppliers of sisal for the UK, market
while their share in the Common Market is about 4o per cent.
Hard fibers are not dutiablé in the E.E.C., but the loss of preferences
may mean a fall in the share of the East African producers in the
British market. '

Minerals and Non-fervons Metals,

There is no duty on ores in the United Kingdom and in the
E.E.C. hence the Commonwealth producers of iron ore (Canada,
Sierra Lcone), zinc and lead ore (Australia, Canada), tin ore
(Nigeria) and bauxite (Ghana, British Guiana) have nothing to
fear from integration in Europe. Among non-ferrous metals,
similar considerations apply to copper and nickel on which no
duty is levied in Europe. The present trade patterns based largely
on ownership relations (Rhodesia-Nyasaland is the main supplier of
copper to the U.K. market while nickel is imported from Canada)
are expected to continue if Britain joins the Common Market.

Commonwealth preference on aluminum, lead, and zinc is
nonexistent or negligible and a large proportion of UK. supplies
comes from the Commonwealth (aluminum from Canada, lead
and zinc from Australia and Canada). In the Common Market,
however, these metals will be dutiable: aluminum at a rate of
8.5 per cent, and lead and zinc at approximately 7 and 6 per cent,
respectively. As to aluminum, Britain’s participation in the Common
Market may not substantially affect Canada’s chances of selling on
the British market during the sixtics. Subsequently, however, the
former French and Belgian territories can become serious competi-
tors. The share of Canadian aluminum would decline further if
Norway also joined the Community.

The Common Market countries are self-sufficient in zinc and
supply about 50 per cent of their needs in lead. Behind the proctec-
tive tariff-wall, Belgium and the former Belgian Congo could
increase their zinc exports to the United Kingdom, although the
Commonwealth countries would continue to dominate the British
market during the sixties. Present trade flows are expected to
continue in regard to lead. )

Among the remaining non-ferrous metals, imports of silver and
tin would not be affected by Britain’s entry into the Common
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Market, while imports of some lesser metals (e.g., ferrosilicum and
ferrochromium) would be diverted to European suppliers. Finally,
lictle change is expected in regard to trade in crude minerals, and
crude animal and vegetable materials, since Commonwealth pro-
ducers who receive preferential treatment are often also low-cost
suppliers (e.g., asbestos and graphite).

Fuels,

Petroleum is subject to a specific duty in the United Kingdom
but Commonwealth exports (primarily Kuwait) receive no preference.
It is expected that the Common Market will follow a liberal energy
policy and there will be no discrimination against imports of crude
fuel from third countries, although quotas will apply to refined oil.
Present British-Commonwealth trade-relations could thus be main-
tained under any arrangement,

2. Prospects for Commonwealth Exports of Manufactured Goods

With few exceptions, Comymonwealth manufactures enjoy a
preference exceeding 10 per cent in the UK. market. The high
prefcrcntial_ margin as well as favorable quota-treatment has had
a substantial effect on the expansion of these exports in recent years.
In 1961 over 13 per cent of British imports originating in the
Commonwealth were manufactured goods and onesixth of U.K.
imports of manufactures came from Commonwealth countries. By
comparison, little over one per cent of E.E.C. imports of manufac-
tures originated in the Commonwealth,

British imports of manufactures from Commonwealth countries
can be roughly classified in two groups each . accounting for
approximately one-half of the total: labor-intensive products im-
ported from cheap-labor areas (India, Hong Kong, Pakistan) and
resource-intensive products originating primarily in Canada and,

to a lesser extent, in Australia, New Zealand, and India.

Cotton yarn and fabrics (largely grey cloth) from India and
Hong Kong receive a preference of 1714 per cent in the UK.
market. Although textile imports to Britain are limited by informal
agreements, these quotas favor the producers of India and Hong
Kong over Japanese and Chinese suppliers. Without Commonwealth
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i

preference and quota arrangements, the latter countries would have

a competitive advantage as seen by thci}' sales 111 markets whcr;
all compete on an equal footing (Tropical Africa and much o
Southeast Asia). .

The Common Market tariff on cotton cloth is 17 per cent.
In the abscnce of quantitative restrictions, Hong Kong, and to a
lesser extent, India could still export to the er}larg.cd E.E.C. but‘
it is envisaged that the Community would maintain a system of
quotas, Given existing quantitativc restrictions, in 1901 thﬁ_: E.E.C.
countries imported only 2.5 thousand tons of cotton fabr_u:s fron(;.
India and Hong Kong as compared to 436 thousand tons imported
by the UK. The Geneva agreement provides for raising the quotas
of the present E.E.C. countries to 12 thc?usand tons, and future
quota-arrangements will also 1arg§1y determine the prospects of these
exports to an enlarged Community. . e

Among other fabrics, jute manufactures‘ are of importance. E‘
Jute Control Board, a state monopoly, restricts €Xports of jute clot
to Britain. The 23 per cent EEC, tarifl would not provide an
insuperable obstacle for exports from India and Pakistan, althf)ugh.
the Belgian and French jute in-dust.nc:s are dgngcrous competitors.
But here again quantitative restrictions are likely to be fmposcd.
Similar considerations apply to the imports of rayon-fabrics from
Hong Kong, N .

The sale of Indian carpets in the British market is pro'tcctc-d
by a 4 per cent tariff on hand-made and a 20 per cent tariff ﬁm.
machine-made carpets of non-Commonwealth origin, On the other
hand, duties in the Common Market range between 21 and 40

er cent. In the event of the loss of preferences and the application
of the high Common Market tariff, India’s cxports.of carpets of t}:lc-
cheaper variety may fall substantially although high-quality hand-
woven Indian carpet will be little affected. ' ‘

Clothing and feotwear from Hong ang enjoy preferences ‘of
20 and 18 per cent, respectively, in the British market, Preferentia
treatment favored Hong Kong supplicrs‘ over Japanese compet-
itors in Britain, although the competitivencss of Hong Kong
producers is attested by the fact that they could .cxpand their salcg
to Germany despite the 15 per cent German tariff, The Cpmmgﬁ
Market tariff will be higher, on the average 21 per cent, which wi

ut Hong Kong producers at a disadvantage in compatison with

Dutch and Italian manufacturers, Still, given the low ‘wage-level
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in Hong Kong, many items could be successfully marketed in
Europe, and future sales are likely to be restricted by quotas rather
than by the tariff. Further, despite the loss of Commonwealth
preferences, Hong Kong’s sales of toys and other cheap and low-
quality items could be maintained in an enlarged Community
although, at least in the case of toys, Japan is an important com-
petitor (presently, the importation of Japanese toys to the United
Kingdom is limited by quota).

It appears, then, that the sales of labor-intensive products by
India and Hong Kong and, to a lesser extent, Pakistan in the
British market are protected by quotas more than by Common-
wealth preference, At the same time, in regard to several items,
quotas also limit imports from Commonwealth countrics, The
situation is different .with respect to resource-intensive commodities,
the exports of which have often developed in response to Com-
monwealth preference.

Imports of leather from India and Australia enjoy preferences
averaging at 9 per cent in the British market. The removal of the
preferential margin and the approximately 12 per cent E.E.C.
tariff would mean the loss of much of Commonwealth exports to
the UK., partly because of competition from Argentina, partly
because of the expansion of livestock-raising in Europe. Imports of
leather made of goat and sheepskins from India would, however,
continue,

Newsprint accounts for three-fourths of Canada’s exports of
paper products to the British market and it is imported duty-free
from all sources. But imports of cheaper Scandinavian newsprint
are restricted through informal agreements. It appears questionable
whether these arrangements would be maintained if the Scandina-
vian countries also joined the Common Market given that the
E.E.C. tariff on newsprint is 7 to 16 per cent. Finally, other paper
exports, which have a 1020 per cent preference in the British
market are likely to disappear in an enlarged Community even if
Scandinavian countries did not join.

Much of the exports of chemicals from Canada and South
Africa to the United Kingdom would also be climinated if the
approximately 13 per cent Commonwealth preference were removed.
Exceptions are dyeing and tanning extracts imported mainly from
South Africa, and some special chemicals based on mineral deposits
in Canada. Finally, Commonwealth sales of iron and steel manufac-
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tures, road vehicles, aircraft machinery and scientific instruments in
the British market depend to a considerable extent on Common-
wealth preference and would suffer substantial losses in an enlarged
E.E.C. Exports of ferroalloys and metal manufactures would not
be affected, however.

3. The Outlook for British Exports of Manufactures

In 1961, 47.0 per cent of British exports of manufactured goods

were destined for the Commonwealth, 6.5 per cent for the United

States, and 15.4 per cent for the European Economic Community.
By comparison, the Commonwealth took 29.7 per cent of U.S.
exports and 10.9 per cent of E.E.C. exports. The contrast becomes
greater if we exclude Canada which has close economic ties with
the United States; we find that, in 1961, 40.5 per cent of UK. exports
of manufactures, 9.8 per cent of U.S. exports, and 9.3 per cent of
E.E.C. exports were destined for the sterling countries of the
Commonwealth. In absolute terms, British exports to the sterling
area amounted to $3.4 billien in 1961 as compared to U.S. exports
of $1.2 billion and E.E.C. exports of $1.5 billion,

Thus, despite the setbacks the United Kingdom suffered on the
markets of Commonwealth countries in recent years, the latter are
the principal purchasers of British manufactures and, in turn, the
U.K. is the largest supplier of the Commonwealth countries except
Canada. As Table 2 indicates, about 50 per cent of the imports
of the sterling countries of Oceania, Africa, Latin America, and
the Middle East that originate in industrial couptries come from the
United Kingdom, A lower ratio, approximately 30 per cent, is
shown for the sterling<countries of Asia. On the other hand,
Britain’s share in the imports of the nonsterlingcountrics of these
areas does not exceed 6 per cent, the exception being the Middle
East where long-standing ties link Britain to Irag, one of the largest
importers in the area.

The prefence given to UK. exports of manufactures, ownership-
relations, and informal ties between businessmen in the UK. and
in Commonwealth countries appear to be responsible for the
observed trade patterns. Both Australia and New Zealand grant
preferences to approximately go per cent of UK, exports ranging
from 3 to 35 per cent on duties from 3 to 50 per cent. The West
Indies and the Rhodesias give preferences of about 10 per cent
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on most manufactures originating in the United Kingdom. Prefe-
rences are negligible or non-existent in the African Commonwealth
countries other than the Rbhodesias and in the Middle East but
business ties with the colonies, past and present, favor British
exporters. It should be noted in this connection that in these
territories a considerable proportion of traders engaged in the
importing business are British.

Asian Commonwealth countries give few preferences to British
manufactures, The informal ties and traditional trade-relations
observed in Africa, the West Indies, and the Middle East are also
of less importance here. Finally, preferences granted to British goods
in Canada provide an advantage for U.K. producers over their
Continental counterparts, but in most instances the relatively small
margins fail to counterbalance the competitive advantage of neigh--
boring U.S. producers. '

Presently about 50 per cent of British exports to the Common--
wealth receive preferences averaging at 1i1-12 per cent. But the.
disma.ntling of the Commonwealth preference system would not
necessarily affect the same proportion of trade. U.K. exports of’
wool textiles would be largely maintained, for example, since British
products enjoy great prestige although cheap Japanese exports
present some danger. On the other hand, the loss due to the
abolition of preferences would not be restricted to the consequences
of changing relative prices since the mere existence of the preference.
system often tends to deter other cxporters from competing and’
reduces the possibility that purchasers would consider alternative
sources of supply.

IV, Prosrects ror THE CoOMMONWEALTH AND BRrITAIN. -

1. Commonwealth and Common Market

Britain’s participation in the Furopean Economic Community
w%ll affect the exports of Commonwealth countries to the United
Kingdom in two ways: on the one hand, through the abolition of
Commonwealth preference these countries will lose their discrimi-
natory advantages over non-Commonwealth producers; on the other,
they will be discriminated against in favor of Common Market
supplies. In the following discussion of prospective changes, the
1961 trade pattern will be used as a basis of comparison.

7
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Among Commonwealth countries, Canada’s trade with the
United Kingdom is the largest in absolute amount but Canada is
less dependent on exports to the UK. than are most Common-
wealth nations. In 1961, Canada’s exports to Britain amounted to
$920 million, 15.6 per cent of total exports and about one-third of
her exports to the United States (Table 7). Cereals, metals, and

BRITISH TRADE WITH THE COMMONWEALTH 1961 TarLn 7
(millions of 1.8, dollars)
Exparts Imports
Begion or Country Percentage in . Percentage in
Value British Country Value m{m—cm

Expozts Imports Imports Exports

Canada . . . « . + . 638.8 5.9 10.7 g978.9 7. 15.6
Aunstralia . . o . . . 570.0 5.3 313 488.5 4.0 19.%
New Zealand . . . . . 348.8 3.2 41.5 447.3 3.6 49.6
South Africa . . . . . 422.6] 3.9 29.1 330.7 2.6 32.9
Trop. Africa . . . . . 676.0] 6.3 36.9 6gr.o| 5.6 39.0
Ghapa . . . . . . 140,10 1.3 27.5 56,0 o5 26.5
Kenya . . « . o+ . 81.6| o8 .34.8 348 o3 22.3
Tanganyika . , . . . 2g.1f 0.3 37.6 33-2f o3 34.8
Nigeria + .« « + .+ . 214.3| 2.0 39.6 218.0f 1.8 42.9
Rhodesia-Nyasaland . 132.9 1.2 33.0 285.1 2.3 46.4
Othets . . . . . . | . Boo oy 42.6 63.9 0.5 41.9
Middle East . . . . . 220.3 2.0 n.a. 566.0f 4.6 n.a.
India. . . « « + . . 428.9] 4.0 20.4 405.8] 3.3 24.5
Other Asla . . . . . . 593.0| 5.5 177 5191 4.2 15.5
Ceylon . . . + . . 752 0.7 21.3 112.9 0.9 29.2
Hong Kong . + . . 1244 1.2 £2.3 126.8 1.0 14.6
Pakistan . . . . . . |, 1236 1. 19.9 82.1f o7 12.7
Malaya . .. . . . 114.0)  1.I 22,6 - 106.1 a.9 1.9
Singapore . . . . . 10%7.1 1.0 n.a. 53.6 0.4 ni.
Others . . . . . . 489 o5 n.a. 37.6 e.3 n.a.
West Tndies’ . . . . . 257.8] 2.4 20.5 21871 1.8 30.5
Jamaica . . . . . . 65.6; 0.6 33.5 51.4] 0.4 26.7
Triniddad . . . . . . 72.5 0.7 24.1 95.2 0.8 23.7
Others . . . . .. 119.7 I.I 41.3 72.1 0.6 25.1
Jreland . . . . . . 350.9] 3.6 50.7 408.3 3.3 744
Others . . + . + + 732.0| 6.8 n.a. 55.2 0.4 n.a.
Commonwealth . . . . 4,624.3] 420 22.2 5.099.5| 41.4 243
World . . . . . . . 10,754.2| 100.0 n.a. |12,314.6) 100.0 n.a.

Sourcer Uniren Narions, Divection of Intersational Trade, February-June, 1962,
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wood and wood products account for about 70 per cent of these
exports, Upon Britain’s entry into the E.E.C., the application of
Common Market agricultural policy would reduce but not eliminate
Canadian exports of wheat to the United Kingdom, the share of
Canadian producers of aluminum and zinc in the British market
might also decline, while exports of wood pulp and paper products
would be adversely affected only if Scandinavian countries joined
the Community, There would be no adverse repercussions on
Canadian exports of timber, metal ores, copper, nickel, and lead,
but Canadian producers of most manufactures would have little

chance to compete on the British market. All in all, Britain’s entry-

into E.E.C. could affect approximately 6 to 8 per cent of Canada’s
total exports. '

Australia’s dependence on the British market has been rapidly
declining in recent years; in 1961 only 19.6 per cent of her exports
were destined for the United Kingdom as compared to 37.1 per
cent in 1954. Integration would have no effect on Australian exports
of wool and metals (about 35 per cent of the total) but, in the
absence of special arrangements, exports of wheat, sugar, dairy

products and eggs could be eliminated and sales of fruits and

various manufactured goods greatly reduced. Should Denmark
and Ireland join the Community, the prospects of Australian beef
and veal are not véry bright either. Consequently, Australia can
conceivably suffer adverse changes from Britain’s participation in
E.E.C. on about one-cighth of her total exports,

Among Commonwealth countries, New Zealand stands to lose

the most if Britain joins the Common Market. New Zealand
conducts one-half of her trade with the United Kingdom, two-thirds
of which consists of sensitive jtems. Although she is a low-cost
producer of dairy products, the Common Market agricultural policy
would reduce her sales of butter, cheese and condensed milk — about
one-third of New Zealand exports to the United Kingdom — in the
British market. Meat exports, chiefly mutton and lamb, account
for another one-third, and will depend to a considerable extent on
the special treatment accorded to New Zealand,

South Africa is in a somewhat better position. She sends only
one-third of her exports to Britain, about 35 per cent of which is
wool, nonferrous metals, hides and skins, and crude mineral or
mineral product. But South Africa would suffer losses on much
of her food exports, with the possible exception of coarse grains.
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Considering also the expected setbacks on exports of manufactured
goods and pulp and paper, approximately onc-fifth of South African
exports would be affected.
" Commonwealth countries in Tropical Africa conduct, on the
average, about 40 per cent of their trade with the United Kingdom,
although the dependence of sugar-producing Mauritius on the British
market approaches 100 per cent while that of Ghana and Kenya i$
around 25 per cent. The main export products of the area, copper
and metal ores, tobacco, oilsceds, cocoa, and crude petroleum, would
be hardly affected by Britain’s participation in the Common Market,
although- imports of meat preparations from Kenya, sisal from
Tanganyika, vegetable oils, bananas, and feeding stuffs from-Nigeria,
sugar from Mauritius, coffee from Uganda, and tropical timber
chiefly from Ghana would probably decline. With the exception
of Mauritius, whosc entire exports consist of sugar and would
conceivably receive special treatment, more than 10 per cent of
total exports would be affected only in the case of Nigeria and
Uganda. On'the other hand, Britain’s participation in the Common
Market would limit the possibility for these countries to expand
their exports of processed food and manufactured products to the
UK. market. A good example is Ghana, whose exports of cocoa
preparations would be hampered by the high Common Market tariff
on these products, while her prospective aluminum exports would
be at a-disadvantage as compared to aluminum originating in the
former French territories. ' : -
The bulk of Middle East exports being crude petroleum, export
prospects would not be substantially altered by Britain’s entry into
E.E.C. Quota arrangements will be necessary in regard to petto-
leum products, however. Also, Cyprus would suffer substantial
losses if she did not follow Greece’s example by reaching an agree-
ment for association with the Common Market,
In the absence of tariffs, no changes are expected in regard
to trade in tea which accounts for 45 per cent of India’s export
earnings in the United Kingdom. Yet the loss of Commonwealth
preference and the application of quota restrictions would hinder
the futurc growth of India’s exports of leather goods and textiles
to the UK. and could also result in absolute decreases in regard to
some items (carpets of the cheaper variety and possibly cotton
cloth). If we take account of the prospective decline in the exports
of feeding-stuffs, about 10 per cent of India’s total exports in 1961
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would be affected. This comparison is somewhat misleading, how-
ever, since the adverse repercussions would be concentrated on
those items where India would expect a large expansion in the
future, while tea exports could hardly rise above present levels. -

Quantitative restrictions in an enlarged E.E.C. may limit Hong
Kong’s exports to the United Kingdom, that accounted for 14.6
per cent of her export earnings in 1g61. On the other hand, the
present pattern of exports of the remaining Asian Commonwealth
countrics would be little affected, since jute, cotton and tea from
Pakistan, tea and rubber from Ceylon, and rubber and tin from
Malaya enter the Common Market duty-free. Exports of feeding-
stuffs and vegetable oils would, however, be reduced and the planned
inerease in the exports of labor-intensive manufactured goods from
Pakistan and Singapore would be checked.

The exports of sugar and bananas from the West Indies,
accounting for about 4o per cent of the cxport earnings of these
territories in the U.K, market, would fall to a considerable extent
if the West Indies remained outside the enlarged Community.
Quota-arrangements would also be necessary in order to maintain
present UK, imports of petroleum products from Trinidad, which
account for another 30 per cent of the export earnings of the West
Indies in trade with Britain.

Finally, Ireland would suffer a major dislocation of her exports,
three-fourths of which went to the UK. in 1961, if she were excluded
from the Common Market. On the other hand, admittance to the
E.E.C. would give a boost to Irish exports of livestock, meat and
dairy products, although presenting a danger to exports of manufac-
tured goods, which would no longer enjoy Commonwealth pre-
ference. : ' :

~ So far we have considered the probable effects of Britain’s
participation in the Common Market on Commonwealth exports to
the United Kingdom under static assumptions. It has often been
argued, however, that a higher rate of economic growth in the
United Kingdom, which would supposedly follow if Britain entered
the Common Market, could erase much of the loss due to changes
in. preferential arrangements. This argumentation might have rele-
vance in the case of several raw matcrials inasmuch as a higher
rate of growth in Britain would raisc especially the imports of
metals and fuels and rubber,  In the case of aluminum and zinc,
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for example, the growth effect would reduce the discriminatory
effects of preferential tariffs.

Yet, the income elasticity of demand for wool being approxi-
mately -zcro in the United Kingdom, wool cponsumption would
hardly rise and neither would imports of temperate zone and tropical
foods be much affected by a higher rate of growth of incomes, On
the one hand, the income elasticity of demand for most foodstuffs
is low; on the other, much of the increase in food consumption is
likely to be taken up by an expansion of production in an- enlarged
Community and its associates, Finally, it is questionable to what
extent a higher rate of growth in Britain would benefit the present
Commonwealth exporters of manufactures while, at the same time,
the planned expansion of the exports of processed foods and labo-
intensive manufactured goods from Africa and Asia to the United
Kingdom would encounter obstacles if Britain joined the E.E.C.

It appears, then, that while the “ growth effect” could reduce
losses suffered by Canada and might benefit countries such as
Rhodesia-Nyasaland and Kuwait whose exports have a high income-
elasticity, the adverse repercussions of Britain’s entry into the
Common Market on the economies of most Commonwealth countries
would be hardly mitigated by reason of a higher rate of growth in
the United Kingdom. Special arrangements would thus be necessary
if these countries are to be compensated for prospective losses.

The Common Market offered associated status in the event of
Britain’s entry to all African and Caribbean members of the Com-
monwealth. Pronouncements made by the officials of these countries
indicate, however, that while the West Indies would choose asso-
ciation most African countries would decline such an arrangement.
On the other Hand, Ireland and Cyprus would certainly join in
some form and several of the smaller colonies could also receive
associated status. For the remaining members of the Common-
wealth, cashcompensation, quotas (dutiable or duty-free), world-
wide commodity agreements, and over-all tariff reductions have been
proposed as possible compensating measures. )

It is not our purpose here to evaluate the alternative compen-
satory policies to be followed, but mention should be made of the
repercussions of these policies on third countries. With the possible
exception of commodity agreements and tariff reductions benefiting
all suppliers, such measures would increase existing discrimination
against the United States, Latin America, Japan, and those under-

Britain, the Commonweaith, and the Huropean Cominon Market 103

developed countries in Asia and Africa that do not have links either
with the Common Market or the United Kingdom. It ‘would be
necessary, therefore, to take account of the interests of the latter
countries in negotiating amy kind of arrangement.

2. Britain in the EEC

Under the assumption of unchanged technology and resource
endowments, the economic gains and losses Britain may derive from
participation in the Common Market follow from the reallocation
of resources and changes in the terms of trade. Gains from the
reallocation of resources are the familiar benefits of free trade: the
resource cost of goods consumed will be reduced after the removal
of tariff barriers since resources are transferred from .inefficiently
producing import substitutes to efficiently producing export goods
which, in turn, pay for increased imports. But integration also
brings losses in resource allocation inasmuch as the elimination of
tariffs among partner-countries leads to discrimination against non-
members; goods that have been purchased from third countries at
lower cost will now be bought at a higher cost from partner
countries whose products are not subject to duty. Finally, the
dismantling of the Commonwealth preference system, attendant upon
Britain’s entry into the Common Market, can be regarded as inte-
gration in reverse with the benefits derived from Commonwealth
preference being lost for the former partners. :

Gains and losses from the reallocation of resources will depend
on the amount of trade created (diverted) and the gain (loss) per
unit of trade. An estimate of this kind would require a detailed
econometric investigation in a general equilibrium framework and
will not be aitempted here. Still, the magnitide of possible changes
can be indicated by reference to the present British trade pattern.

In 1961, British imports of manufactured goods from the Com-
mon Market countries amounted to $1.2 billion and UK, exports of
manufactures to E.E.C. totalled $1.3 billion, while the average tariff
levied on manufactured goods was approximately r2-13 per cent in
the Common Market and 14-15 per cent in the United Kingdom,
Harry G. Johnson estimated that, as of 1970, the gain Britain would
derive from the reallocation of domestic resources upon entry into
the European Economic Community could hardly exceed 1 per cent
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of the British G.N.P. (13). Against this gain we must set the losses
incurred as a result of the removal of Commonwealth preferences.
In 1961, the United Kingdom received preferences averaging at
10-11 per cent on exports of $2.3 billion and gave preferences on
imports of $2.6 billion. Given the amount of trade and the rate
of preferential duties, it can be suggested that, under static assump-
tions, the loss in resource allocation due to the abolition of present
preferential arrangements may offset the gain Britain would derive
from entry into the E.E.C. This conclusion is strengthened if we
consider that preferences on part of the $1.0 billion trade with the
E.F.T.A. countries may also be lost (14).

In addition to gains and losses from the reallocation of resources
we also have to consider possible changes in the terms-of-trade. A
certain asymetry appears in this regard which points toward a
deterioration of Britain’s terms-of-trade upon entry into the E.E.C.
Whereas an expansion of trade with the Common Market would
take the form of a reallocation of resources from import-competing
to export industries, the resources presently employed in producing
export goods for Commonwealth markets could not be used to
replace imports from these countries. Rather, a decrease of the
imports of food and other primary products from the Commonwealth
would be accompanied by increased purchases from the Common
Market, its associates, the United States and Latin America, while
the decline of exports to Commonwealth countries would not be
automatically compensated for.

Balance-of-payments equilibrium would then require a deteriora-
tion of the British terms-of-trade through disparate changes in export
pricés or devaluation, Note also that in view of the Common Market
agricultural policy, Britain would pay higher prices for its food
imports than beforchand. The price-differential on imports of grains,
meat, eggs, and dairy products may amount to 25-30 per cent on
an import value of $2.0 billion, although initially only the higher
prices paid for Common Market produce would burden the British
balancewof—payments However, one-third of the levy paid by third

{13} H. G. Jonnsow, “ The Gains from Freer Trade with Burope: An Estimete,” Man-
chester School 6f Economic and Social Studies, September, 1958, pp. 247-255.

{14) Changes in trade with third countfies have been neglected here, considering that
the losses fram trade-diversion wpon entry into the Common Market may be offset by gains
derived from the removal of discrimination against third countries inherent in the Com-
monwealth preferential system. -
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country exporters would be contributed to the Common Market
agricultural fund by the end of 1963 and onc-half the year after.
And, at any rate, higher food prices would adversely affect British
competitiveness through increases in wages.

It appears, then, that the standard argument for gains from
resource allocation and terms-of-trade changes would not speak in
favor of Britain’s entry into the E.E.C., and, on economic grounds,
Britain’s participation in the Common Market could be considered
desirable only if the dynamic effects of an enlargement of the market
and the “impact-effect” of integration offered substantial benefits.

The dynamic effects of integration include large-scale economies,
increased competition, and a lessening of risk and uncertainty (15).
Large-scale economies can take the form of an increase in the size
of the plant, an increase in the length of the production run in
individual plants, and vertical specialization. Although Britain, with
a population of 50 million and reasonably free access to the markets
of several Commonwealth countries, can provide sufficient outlets
for optimum-size plants in most industries, economies of scale can
possibly be appropriated in the framework of the European Economic
Community in the industrial application of atomic energy (e.g., fuel
fabrication and chemical processing plants), in some branches of
clectrical engineering, and in machine-tool manufacturing, Further
benefits are derived from integration if plants that hitherto manu-
factured a great variety of commodities specialize in a few lines of
production, thereby increasing the length of the production run
(horizontal specialization). Lastly, a widening of the market leads to
vertical specialization: various processes and services that have been
carried out in the framework of the firm can now be undertaken
in specialized enterprises.

It appears that even a market as large as the British does not
permit fully exploiting the advantages of specialization. In reference
to several UK. industries, Carter and Williams noted that “there
are a number of cases in which the size of the British home market
is apparently too small to encourage rapid progress... In certain
industries the British market has not been big enough to encourage
the growth of specialist producers of equipment — who themselves

{15} For a detailed exposition, sce B. Batassa, The Theory of Economic Integration,
Homewood, 1., Irwin, and London, Allen and Unwin, 1961, Part IL
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might have created new possibilities of progress” (16). Also, an
investigation of intra-E.E.C. trade has shown that much of the
expansion of trade between 1958 and 1961 took the form of intra-
industry exchange, indicating increased specialization within rather
than between commodity groups (17).

It has further been argued that the uncertainty related to the
possibility of changes in restrictions in export markets would diminish
in an integrated area, and the existence of large and stable markets,
in tarn, would reduce the risk of experimentation for individual
firms and can speed up the process of innovation, This argument
may be objected to on the grounds that integration also increases the
risk of innovation to the firm by opening the national markets to
a greater degree of competition. But, on balance, the stick and carrot
of competition can be expected to contribute to economic progress,
inasmuch as the competition of large firms of efficient size would
take the form of increased research activity and technological im-
provements,

The beneficial effects of increased competition will not necessarily
be uniform throughout the integrated area, however. Rather, future
developments in any particular member-country will greatly depend
on governmental policies as well as on the response of entrepreneurs
to the removal of national protective measures. In this connection,
reference should be made to what we have called, for want of a
better expression, the impact-effect of integration. In some writings
favorable to Britain’s entry into the E.E.C., participation in the
Common Market appears as a “ cure-all,” in others as a “ challenge ”
or a “salutary jolt ” which would bring about a change in the out-
look of business and labor and contribute to faster growth. There
is no certainty, however, that a simulus would bring forth the
desired response. So far, the establishment of the Common Market
has brought little improvement in the performance of the Belgian
economy, and the example of Southern Italy or that of Northern
Ireland indicates that integration can have differential effects on
the participating econiomies.

These considerations should warn the reader from placing too
much stock in psychological arguments, although they should not

(16) C, F. Carven and B. R, WiLrtams, Industry and Technical Progress, London,
‘Oxford University Press, 1957, p. 155. _

(17) Bera Barassa, * BEuropean Integration: Problems and Issues,” American Econvmic
Review, Papers and Proceedings, May, 1963 (fortheoming).
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be interpreted as a pessimistic appraisal of Britain’s prospects in an
integrated Europe. The described dynamic effects of integration can
be expected to bencfit the United Kingdom over the long run pro-
vided that entry into the E.E.C, is followed by the application of
appropriate policy-measures. But should the prospective balance-of-
payments deficit in the years following entry induce Britain to fol-
low a deflationary policy 4.1a 1925, an improvement in the recent
growth-performance of the British economy would not be forth-
coming. :
Bera Barassa
New Haven




