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Preface

Many a university instructor will have found herself or himself in a situation where she or
he did not know what book to consult to learn about the cutting edge research on a topic
of instruction. This book aims at serving that constituency in the area of European
economic integration. It aims to respond to the needs of both instructors of European
economic integration who are generalists — that is, those who are not necessarily well-
versed in economics but who have a good understanding of European integration. It also
seeks to serve economists who may or may not be familiar with many of the areas of
European economic integration. As the field of economics has professionalized, with
many scholars specializing further in a narrow aspect of economics, fewer and fewer
economists have a good oversight over all aspects of European economic integration,
even if they are familiar with one or more parts of it. Not only instructors encounter these
issues; students and researchers often face the same problem, namely, where to find the
leading edge work on an area. With fewer and fewer economists writing books, this
subfield is particularly poorly serviced.

This book aims to address all three of these audiences by explaining the state of
the field in various areas of European economic integration. As editors we have asked our
contributors to spell out — to map — the field of their sub area. We asked them to review
the scholarly literature in their sub area with a view to disseminating the research results
and clarify the material to a wider audience. What lies before you is an attempt at offering
a key text for all those readers who wish to find, in one volume, the state of the art
research in European economic integration. We hope it will be a useful reference book
for instructors and (lifelong) students alike!

Alfred Tovias and Amy Verdun, June 2011
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1. Introduction
Amy Verdun and Alfred Tovias

European economic integration has formed part of the core of European integration more
generally. Ever since the European Communities started, students of European
integration have had an interest in understanding the fundamental mechanisms behind
European integration. In university courses one saw an emergence of courses in European
Politics, Law and Economic integration.

In early years European economic integration was taught as a course on its own
that sought to address numerous field specific questions, such as: why European countries
choose to integrate, that is to reduce trade barriers, create a common market amongst
themselves, fix exchange rates or consider introducing a common or single currency,
have a common agricultural policy, and develop a common external trade policy, to name
just a few of the important questions.

Early scholars of European economic integration emphasized that European
integration went through stages. Scholars like Tinbergen (1954), Balassa (1961), Corden
(1972a; 1972b) Curzon Price (1974) and Machlup (1977) identified stages that started
with a Free Trade Area, Customs Union through to a Common Market, a Monetary
Union, a complete Economic Union and possibly a more deeply integrated Political
Union (see also EI-Agraa and Ardy 2011, chapter 2).

As time went by the idea that integration would necessarily have to pass through
all these stages in sequence became discredited. The actual practice of integration in the
European Union (EU) with new member states joining the EU in a big bang, but also with
the checkered experiences of Association of Southeast Asian Nations (ASEAN) countries
and the African Monetary Union suggesting that there could be different ways to achieve
deeper integration. Despite the fact that the different stages, may not necessarily need to
be followed in sequence the original insights about analytically identifying stages still
remained useful.

What was noticeable was that the study of European economic integration was
informed by the practice of European economic integration. That means that the focus of
research was often on those areas in which there was observable integration.

In the 1950s European economic integration was achieved in some areas such as
coal and steel and atomic energy. The European Economic Community, which started in
the late 1950s, facilitated integration in many areas of market integration, in particular
agriculture, transportation, and trade of goods within the Community and the creation of a
common external commercial policy towards third countries.

In the 1960s the Customs Union was completed (1968) and the Common
Agricultural Policy (CAP) was further established. In the monetary sphere initiatives
were developed to create an Economic and Monetary Union (EMU) in the Community by
1980 (Commission of the European Communities 1970). The focus in the Community
broadened up and became more focused on these areas.

In the 1970s the Community witnessed its first enlargement (Denmark, Ireland
and the UK joined). The result was that regional policy became more important but also
the understanding of the CAP changed because of UK membership. The latter country
had not built up a system of price supports for farmers and was more accustomed to
paying world prices (and receiving world prices) for agricultural products and deficiency
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payments when needed. Regional policy was developed so as to ensure that the UK,
among others, would be able to draw from the common budget funds for what it wanted
to develop, namely areas in the UK that were lagging behind. Another theme that played
an important role in the 1970s was the increasing positive and policy-shaping role by the
European Court of Justice. Cases that served before the court by this time, on which the
Court made important judgements took place in the 1960s and 1970s (van Gend en Loos
1963 and Costa vs ENEL 1964 and Cassis de Dijon, 1979). These court decisions paved
the way for deeper market integration, a larger role for competition policy, and an
expectation that integration through law and economics would be in the cards.

In the 1980s the tables had turned again. The British weekly business magazine
The Economist published a tombstone on its front cover on the occasion of the 25"
anniversary of the European Communities. The early years marked a period of
eurosclerosis — few people believed that European integration could do much to jump
start growth or cooperation. In the EC member states governments were increasingly
reflecting on the question of “how much state intervention” versus ‘how much should the
market do’. This second half of the 1980s was to become the start of a paradigm shift
whereby governments of West European countries would reflect on the need for more
deregulation. The mid and late 1980s saw an increase in Euro-enthusiasm, and a focus on
completing the single market by 31 December 1992 as a target date (Commission of the
European Communities 1985; Emerson 1988). Competition policy became an
increasingly larger area of study. Towards the end of the 1980s the EC member states had
decided to integrate capital markets so that capital could float freely in the EC marking
the potential start of EMU. Indeed in April 1989 the Delors Report was presented and in
1992 incorporated into the Treaty on European Union, making the aim to create an EMU
in stages a clear objective (Committee for the Study of Economic and Monetary Union
1989, hereafter ‘Delors Report”).

In the 1990s, with the plan to create EMU by 1997 or 1999, it became
increasingly clear that public finance needed to be reassessed (Emerson 1991). Pensions
had not been considered much when policy makers and government officials realized that
with EMU one needed to become more disciplined in the area of public finance. By the
end of the decade the cost of public services, including the role of pensions (and cost of
maintaining affordable pensions) had become part of the public discourse, thereby
mainstreaming pensions studies. In this decade we also witness an increased interest in
enlargement. After all, the EU prepared in 1990s and the early 2000s for the entry of up
to 12 new member states. Eventually ten joined at once in 1 May 2004, followed by
Bulgaria and Romania in 2007. More and more scholars are interested in how the
differences among the 27 member states can be overcome, and to what extent one should
worry about the stark differences among them. Of course adding so many new member
states, many of which are relatively poor, in terms of per capita Gross Domestic Product
(GDP) and have large agricultural sectors (compared to the old member states) leaving
the EU in a situation that it simply must reform the CAP if it is to keep its budget under
control. At this time one can also respond to the increasingly vocal critique that the CAP
is no longer in line with the current thinking as it leads to oversupply, messing up the
world prices for agricultural products due to dumping practices and the frequently heard
concern as to why farmers would be a the only special interest group to be receiving EU



income support in an environment in which state intervention is increasingly frowned
upon.

In the 2000s the tables turn again. At this point the European Union realizes that it
is likely facing a change in economic reality: the rise of countries such as Brazil, Russia,
India and China (the so-called BRICs) whilst Europe is observing that many of the
traditional jobs are no longer viable on European soil, particularly not in the older
member states. This insight, coupled with the reflection on the concerns surrounding
climate changes, leads the EU to put forward a new focus: the Lisbon Agenda. It was to
get more people highly trained, employable, and ensure that the EU will become the most
competitive economy within a decade. It was soon clear that the mantra was insufficient
to secure that. When the EU assessed its achievements it realized it needed updating, and
in the 20-20-20 doctrine the EU seeks to balance innovation and building the knowledge
economy with an attempt to respond to the crash in the financial markets and the loss of
competitiveness to the BRICs and other less developed countries globally. The EU also
realized that the single market was not yet complete. It needed deeper integration in the
financial sphere but also in the selling of services across borders. All these observations
led to the EU’s increased focus of attention on market integration (completing the single
market for goods and services) and in particular in the area of financial integration.

What this brief overview of the process of European economic integration shows
is that it has been a process that fuelled research in part because of the developments in
European integration in practice. Yet, at any give time, students of European economic
integration have been working on studying European integration issues even if for purely
academic reasons — unrelated to any developments in the policy domain.

In this book various themes will be discussed. In the concluding chapter we will
return to the lessons learnt from each of these case studies in various subfields.
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