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Chinese elites. Studies of the social background and career patterns of

clites must always be viewed with caution. It is hard 10 know what these .

characteristics explain about concrete political behavior. Situational var.
iables, be they international, bureaucratic, and/or resource constraints,
may cffectively strip elites of choice. Social background and carcer pat.
terns in the aggregate also do not tell us much about creative acts of
political leadership that aim to reshape patierns of political preferences
within a polity, or about the individual psychological dimensions of key
leaders that may significantly influence policy making. '
Nonetheless, it would be a mistake to ignore the linkage between
the characteristics of elites in China today and the broader patterns of
-societal change. There is no doubt that the political elites have changed
dramatically. Broader social trends are emerging that are closcly related
to the leadership transformation. We have focused on the implications
of elite transformation for the issues of economic localism, clitism, and
political immobilism as they signal emerging trends, some more defi-
nitely established than others. Many Chinese and foreign observers are
clearly aware and worried by some of them—particularly localism—and
the central leadership may take action to mitigate or reverse any of these

tendencies We arguc that, without policies 1o control these trends, the

continuing process of elite transformation will contribute significantly to,
and sometimes cause, problems of localism, clitism, and immobilism,

¥ Chincse leaders are becoming increasingly concerned with localism. Hainan province
recently promulgated regulations barring leading city and county officials from governing
their native places. See Rewmin Ribao (overseas ed.), May 10, 198y, Py
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1992: RECASTING THE EUROPEAN
BARGAIN

Hy WAYNE SANDHOLTZ and JOHN ZYSMAN®

NDER the banner of “1992,” the European Communitees are pmt-

ting in place a series of political and business bargains that will
recast, if not unily, the European market. This initiative is a disjunction,
a dramatic new start, rather than the fultiliment of the briginal etfort 10
construct Europe. 1t is not merely the culmination of the integration be-
gun in the 19503, the “completion” of the internal market. The removal
of all barriers to the movement of persons, capital, and gowcls amony the
twelve member states (the formal goal of the 1992 process) is expected o
increase economies of scale and decrease transaction costs. But these one-
time economic benchits do not capture the full range of purpuses and
consequences of 1992 Dynamic cffects will emerge in the form of re-
structured competition and changed expectations. Nincteen ninety-two
is a vision as much as a program—a vision of Europe’s place in the
world. The vision is already producing a new awareness of European
strengths and a scemingly sudden assertion of the will to exploit these
strengths in competition with the United States and Japan. I is affecting
companics as well as governments. A senior executive of Fiat recemly
declared, “The final goal of the European ‘dream’ is to transform Europe
into an integrated economic continent with its speciic role, weight and
responsibility on the international scenario vis-a-vis the U.S. and Japan.™
But why has this process begun, or begun again, now? In this article,
we propose that changes in the international structure triggered the 1992
process. More precisely, the trigger has becn a geal shilt in the distribu.
“ton ol economic power resources (crudely put, relative American decline
and Japanese ascent). {15 Just as important s t uropcan elite

perceive that the changes in the international setling require that they
rethink their roles and interests in the world. The United States is ne

* The ambuns thank Jellrey Hhant, Peres Kavzcmiom, Swplen Keanes, Holesn Wallae
wamt Willian Wallace ke helplol comneents on casher doalis.

* See Contee for Business Mratepy, tyys Mtk and Realitse, (Lanskos: 1 annbon Bunsser-
&'Hl‘. ..,!L,), -

*Clemente Signotom, “The FOU, 4 Sinaess Factor boe thie 1y Consmnunny Mather
aibidiess i Madrul, January 12, 18y, g 6,
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longer the unique source of forefront technologies; in crucial electronics
" sectors, for example, Japanese firms lead the world. Moreuver, Japanese
innovations in organizing production and in manufacturing technologies

mean that the United States is no longer the most attractive model of

industrial development. In monetary affairs, some Eusopeans argue tha
Frankfurt and Tokyo, not Washington, are now in control. In. short,
shifts in relative technological, industrial, and economic capabilities are
forcing Europeans to rethink their economic goals and interests as well

as the means appropriate for achicving them. American coattails, they .

seem to have concluded, are not a safe place when the giant falters and
threatens to sit down.

While economic changes have triggered the 1992 process, secufity is-
sues may shape its outcomes. Europe’s economic relationship with the
United States has been embedded in a security bargain that is being re-
cvaluated. This is not the first reassessment of the alliance, but it is the
first time that it takes place against the backdrop of Soviet internal re-
form and external overtures to dismantle the symbols of the cold war.
The point is that the security ties that underpinned U.S.-European eco-

nomic relations are being reconsidered in Europe. But we need not look.

decply into the secunity issues to understand the origins of the 1992
movement, though some believe that the nuclear horsetrading at Reyk-
javik accelerated the 1992 process.t Eventually, the economic and secu-
rity discussions will shape each other.

We hypothesize that structural change was a necessary, though not a
suthicie or_the renewal of the European project. It was a
trigger. nher factors were equally necessary and, in combination, sufli-
cient. First, 1992 emerged because the institutions of the European Com-
munities, especially the Commission, were able 1o exercise effective pol-
icy leadership. International structural shifts and a favorable domestic
setting provided a motive and an opportunity for restarting the Com-
munitics. The Commission played the role of policy entreprencur. The
renewed drive for market unification can be explained only if theory
takes into account the policy leadership of the Commission, To be sure,
the Commission did not act alone; a transnational industry coalition alse
perccived the need for Furopean-level action and supported the Com-
mission’s cfforts. The Commission, aided by business, was able 10 mobi-
lize a coalition of governmental clites that favored the overall objective
of market unification. Member guvernments were receptive to the 1992
initiatives because of the domestic political context in the member states,

* Entwque Bason, Ewrope 92 Le Kapt dae Futar [Europe g2: Kednapping the it arm:
Falusons Heenard Coutas, 1yBy), 84, Karer i worel tharm
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which had altered in ways that made Furopean level, market-oriented
initiatives viable. The most important elements of the domestic political
setting were the failure of existing, purely national economic strategies,
the decline (or transformation) of the lefi, and the presence of vigorously
market-oriented governments on the right. Without these shifis, an kc-

based response to the changing international structure would have been -

politically impossible.

We therefore propose to analyze 1992 in terms of elite bargains lor-
mulated in response to international structural change and the Commis-
sion's policy entreprencurship. In the sections immediately following, we
lay out an analytical framework and examine the origins of the 1992
movement and its constituent bargains. In a later section, we discuss the
crucial bargdins that are not formally part of 1992, but that will help to
shape its outcomes. ‘

The 1992 process has so fur been limited to the Community institu-
tions, the governments, and leaders of major companies. National parlia-
ments, political parties, and trade unions have not yet hecome centrally
involved. That will change. How and when the 1992 process will draw
in uther political actors (like labor) is one of the many uncertainties. tn-
deed, the beginnings of the broader political debate are evident in the
summer of 198g. What does appear certain is that the bargains being

struck in advance of 1992 will change the terms of business competition

and probably those of politics as well. Morcover, as we show in the final
section, events in Europe will have powerlul repercussions on the inter-
national trading and financial systems.

EXPLAINING 19y2: ALTEANATIVE APFROUACHIES

Analysis of the 1992 project in Western Europe could follow any one
of three broad approaches, each with a different focus. One approach

would look to the internal dynamics of the integration process wself, 3™~

in integration theory. A second would concentrate on the domestic poli-
mrﬁcmcms. The third inppruacmwe
argue, focuses on elite bargains in response to the challenges and oppor-
{Unitics poscd by internationat and domestic changes. The analysis of
€hite hargains incorporates the strengths of the other two approaches
while avoiding their major weaknesses. Although we have no intention
of claborating three ditterent theoretical framewaorks, we will brictly de-

scribe what appear to be the chiet's
and domestic politics approaches.

Consider intepration theory. Instead of a single theary, there

tcgration theory
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merous permutations, each employing different concepts and defini
tions.+ But what distinguished integration theory from other, traditional
analyses of international politics was that it assigned causal significance
to the process of integration itself, Indeed, a genuine integration theory
would have to posit some specific political effects stemming from the
internal logic of integration. This was the contribution of neofunction-
alist integration theories, which were in turn partly inspired by the func.
tionalist theory of David Mitrany.s
Integration begins when governments perceive that certain economic
policy problems cannot be solved by national means alone and agree to
joint policy making in supranational institutions. Initially, therefore, ex-
perts in the supranational organization apply technical solutions to (pri-
marily) economic problems. Integration proceeds through the “expansive
logic” of spillovers. Spillovers occur when experience gained by one in-
tegrative step reveals the need for integration in functionally related
areas. That is, in order to accomplish the original objectives, participants
realize that they must take further intcgrative steps. Creating a common
market, for example, might reveal the need for a regional fund 10 man-
age short-term current accounts imbalances among the members. That
would constitute a spillover. In the long term, according to the formu-
lations of Ernst Haas, as more technical functions shift to the integrated
institutions, the loyalties and expectations of the populations transfer
from the historical nation-states to the larger supranational entity.*

Haas and other scholars later modificd these initial neofunctionalist
conceprions. Nye noted that integration could progress by means of de-
liberate linkages that created “package deals.” He also argued that func-
tional links among tasks did not always lead to spillovers, but could have
a negative impact on integration.” Others further refined the kinds of
internal dynamics of integration 1o include “spill-back,” “spill-around,”
and “forward linkage.”® Haas recognized that spillovers could be limited

*This is the problem apely identified by Donald Puchala in “OF Hlind Men, Elephamts and
International Integration,” fowrmal of Common Markes Stndses 10 (March 1), 2by-84.
. ' I)avi:)‘Mituny. A Working Peace Syssem (London: Royal Instivte dﬂuﬂmml Af-
airs, 194

¢ Esnest B. Haas, The Unning of Europe, and ed. (Stanford, CA: Stsnford University Pres,
1968). I would be impossible to do justice, in 1his shost srticle, 1w all the comributors (o the
development of integration theory and 1o the variety of integration theusies. Our intent i
simply to carmrc the central notwons. We begin with the formulations of Haas because his
semunal works faunched neofunctionalism.

? Juscph S. Nyc, Ir., Peace in Parts: Intcgration and Conflict in Regional Urgunination (umion:
Little, Brown, 1971).

*See Philippe C. Schmitter, “A Revised Theury of Regional Integration,” Insernations
. ration 24 (Avtuma 1y30); and Leon Lindberg and Stuart A, Scheingold, Karepe’s
m-&: Polity (Englewouod Clifts, NJ: l'umkc-llall?uﬂu).
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by the “autonomy of functional comexis™ and that integration wrned
out not to be the steady, incremental process originally envisioned.»

For a number of icyg that intepration theories -
are well suited for analyzing the 1992 movement. The major wea nesics
were recognized by the integration theorists themselves; two of their
criticisms are most relevant to the concerns of this paper. (1) The internal
logic of integration cannot account for the stop-go nature of the Eure-
pean project. One possibility, suggested by Lindberg and Scheingokd, is
that the Community attained many of its objectives, which led o “the
disappearance of many of the original incentives to integrate.” The
question then becomes, why did the renewed drive for the single internal
market emerge in the mid-1980s and why did it rapicdly acquire broad
support among governments and business clites? (2) Even where the
Community did not meet expectations or where integration ini one area
pointed out problems in functionally related areas, national leaders could
frequently opt for national means rather than more integration. That is,
even in issue arcas where the pressure for spillovers should have been
strong, national means appeared sufficient and were preferred. In the
19603, efforts to establish a common transport policy fell Hat because na-
tional policies appeared adequate to interested parties.** During the
19708, the Commission’s efforts on behalt of broad Community science
and technology planning (the Spinelli and Dahrendort plans) got no-
where because governments perceived science and technology as areas in
which nativnal policies could and should be pursued. “The national op-
tion always stands against the kc option and frequently wins, m

An explanation rooted in the domestic politics of the various Euro”
Pean countries is a second possible approach to explaining 1992, Cer-
tainly the shift of the socialist governments in France and Spain toward
market-oriented economic policies (including privatization and deregu-
lation) was essential for acceptance of the 1992 movement. The Thatcher

‘government in the U.K. could also support measures that dealt primarily
- with reducing regulations and frecing markets. Thus, the favorable do-

mestic political context was one of the necessary conditions that peo-
duced 1992 A

*Un the fiest poion, see Ernst B, Dlaas, “liternatumnal ltegramn: The Eutopran snd the
Universal Process,” Intermutional (hg 15 (Autin 1gta) To explam the ladure of
the incremental madel of integratian, Haas sbentticst the puluy “turlubence™ hacmaghv am by
ackding “pust industrial” 1ssies 10 the apcimda sl the chients ol “enternalszaton” Caaptoealin aond
“Conumic interdependencies sutade the segumd. See Haas, The (solerceme 'LW In
tegranon Thevry, Insttute of Internstumal Simbes Research Seees Noo. 25 (Beshebey, UA:
Toustituse of Inernatumal Studses, 1475).

* LannBsery, and Schesngobd (hn. 8), 2y,
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But domestic politics cannot carry the full analytical burden, for three

main reasons. (1) An argument based on domestic politics cannot answer’
The question, why now? Such an argument would have to account for
the simultaneity of domestic developments that would induce states w0
act jointly. Attention to changes in the international context solves that
problem. International changes posed challenges and choices to all the ec
countries at the same time. (2) The political actors that Aigure in analyses
of European domestic politics have not yet been mobilized in the 1992
project, though perhaps that is now beginning. Although the political
parties and the trade unions now talk about 1992 (and will act in the
future as the social dimension moves to the top of the agenda), they were
aot involved in the discussions and bargains that started the process.
Governments (specifically, the national executives) and business elites
initiated and defined 1992 and have moved it along. (3) An argument
based on domestic politics cannot explain why domestic political changes
produced the 1992 movement. The project did not bubble up spontanec-
ously from the various national political contexts. On the contrary: lead-
ership for 1992 came from outside the national settings; it came from the
Commission.

The third approach to analyzing 1992 is the one we advance in this
paper. It focuses on clite bargains formed in response to changes in the
international structure and in the domestic political context. The postwar
order of security and economic systems founded upon American lead-
ership is beginning to evolve after a period of relative U.S. decline and
Japanese ascent. These developments have led Europeans to reconsider
their relations with the United States and within the European Com-
munitics.”* The international and domestic situations provided a setting
in which the Commission could exercise policy entreprencurship, mobi-
lizing a transnational coalition in favor of the unified internal market.

The 1992 movement (as well as the integration of the 1950s) can be
fruitfully analyzed as a hierarchy of bargains. Political elites reach agree-
ment on fundamental bargains embodying basic objectives; subsidiary
bargains are requircd to implement these objectives. The fundamental
bargains agreed upon for 1992 are embodied in the Single European Act
and in the Commission’s White Paper which outlined specihic steps to-
ward the unified internal market. The Single Eurepean Act extended
majority voting in the Council and cleared the way politically for prog-
ress toward unifying the internal market. Endorsement of the Commis-

* In succeeding sections, we will lovk more clincly at the changing intcrnational siracture
amd the domestic European political coment,

- Vrebaml, amd have become vital elements o the 1o bangam s twe .Ihlll‘ﬂ_?h‘
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sion’s proposals in the White Paper represents agreement on the funda-
mental objective of eliminating barriers to the movement ol persons,

" goods, and capital. The specitic incasures proposed by the Commission

(some 300 of them) can be thought of as implementing bargains. Further
implementing bargains have yet to be considered in arcas like the mon-
ctary system, taxation, and social policy.

The original European movement can be seen in terms ol this rame-
work.’ The integration movement was triggered by the wrenching
structural changes brought about by Workl War 11; alter the war, Eu-
rope was no longer the center of the international system, but rather a
frontier and cushion between the two new superpowers.* Political en-
treprencurship came initially from the group surrounding Robert Schu-
man and Jean Monnet. The early advocates of integration succeeded in
mobilizing a transnational coalition supportive of intcgration; the core
of that coalition eventually included the Christian Demacratic parties of
the original Six, plus many of the Socialist parties.”

The fundamental objectives of the bargains underlying the European
Coal and Steel Community (kcsc) and the expanded European Com-
munities were primarily two: (1) the binding of German industry to the
rest of Europe so as to make a!\mhcr war impassible, and (2) the restart-
ing of economic growth in the region. These objectives may have l_g-en
largely implicit, but they were carried out by means of a number of -
plementing hargains that were agreed upon over the years. The chiel
implementing bargains after the tosc included the Common Market, the
Common Agriculiural Program, the regional development lumls,‘f and,
most recently, the European Monetary System (ems).

" The fundamental external bargain made in establishing the Commu-
nity was with the United States; it called for (certainly as rcmcmh_cred
now in the U.S.) national treatment for the subsidiaries of loreign hrms
in the Common Market. That is, foreign (principally American) firms
that set up in the Community could operate as il they were I’.ufo]ml‘n.
American policy makers saw themselves as willing to tolerate the dis-

' We have no intention of providing a detarled hastory of the £re; that stery has heen well
told many times. We seek only to show that e mapor clements of that histry 1 the analyt-
wal framework we are propusing here., i v

s Many of the carly students of European wntegratum tecogmzed that sructural dhanger
caused by the war were crmcial m trpgenisg the prancs. Sce, lin example, Lamdhery amd
&h::\':cxd\s.:lilzr ?::I:: ll:‘!l ::‘ltl I.;lui the Actin Comniiniee: The Furmative Perunl of the
"'quu-am Cominunitics,” Iniernatonal Organsaanon 1y (Amumn tyhs), g g2,

*The regional develupment fumbs hal 3 precaran m develapanen progrann o)
Taly's inustence i 1ysh. They scguired nuac mpuatame alter the acessm o Hesusm sl -
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crimination and potential trade diversion of a united Europe because the
internal bargain of the esc would contribute to foreign policy objectives,
Not only was part of Germany tied to the West, but sustained economic
growth promised political stability. All of this was framed by the security
tics secn as necessary on both sides of the Atlantic to counter the Soviey
Union.

The European bargains—internal and external—were made at the
moment of American political and economic domination. A bipolar se-
curity world and an American-directed Western cconomy set the context
in which the European bargain appeared necessary. Many expected the
original Community to gencrate ever more extensive integration. But the
pressures for spillover were not that great. Economics could not drive
political integration. The building of nation-states remains a marter of

litical projects. Padoa-Schioppa has put it sim ly and well: “The ce-
ent of a political community is provided by indivisible public goods

such as “defence and security’, The cement of an cconomic community

incvitably Ties in The economic benefits it confers upon its members. ™
The basic political objectives sought by the original intesnal bargain had
been achieved: the threat of Germany was diminished and growth had
been agnited. When problems srose from the mitial integrative steps, the
straments ol natinal poly suthiced w deal with them. Indeed, the
Communny coull accmmalate quine distindt natonal socual, reguls

tary, and tax policies. National strategies tor growth, development, and
cimployment suthiced.

Several fundamental attributes of the economic community that
emerged merit emphasis, as they prove important in the reignition of the
European project in the mid-1980s. First, the initial effort was the prod-
uct of governmental action, of intergovernmental bargains. Second, there
was the partial creation of an internal market; that is a reduction, but
not an climination, of the barriers to internal exchange. The success of
this initiative was suggested by the substantial increase in intra-European
trade. Third, and equally important, there was toleration of national in-

tervention; in fact, in the casc of France such intervention was an cle- -

ment of the construction. There was an acceptance of national strategies
for development and political management. Fourth, the European proj-
ects were in fact quite limited, restricted for the most part to managing
retrenchment in declining industries and easing dislocations in the rural
sector (and consequently managing the politics of agriculture) through

7 Tommaso Padoa-Schioppa, Efficiency, Stubriity und Equity (Oxtord: Oxiord University
Press, syliz). :
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the Common Agricultural Policy. There were several significant excep-
tions, including the European Monctary System that emerged as a
Franco-German deal to cope with exchange-rate fluctuations that might
threaten trade relations; however, the hasic principle of national initia-
tive persisied. Fifth, trade remained the crucial link between countries,
Joint ventures and other forms of foreign direct investment o penetrate
markets continued to be limited. Sixth, American multinationals were
accepred, if not welcomed, in each country.

When the global context changed, the European bhargains had o be
adjusted for new realities. Wallace and Wessels have argued that “even
if neither the kc or e¥Ta had been invented long belore, by the mid-
cighties some form of intra-European management would have had to
be found to oversee the necessary economic and industrial adjust-

ments,”?

Tue Pouricaw Meaning or Caancing Economic Structunes

Changing international economic structures alered lhc- choices and
constraints facing European clites. Europe’s options shifted with lhc_.
chunges in relative economic power resources. The relative position of
the Unsted States declined, prior to 1970, as its trade pariners recon-
structed themselves and developed. Gaps closed in technology, wealth,
and productivity. The U.S. now has difficulty controlling its own eco-
nomic environment, et alone structuring the system for others. The
changed international sctting is equally a story of the emergence of Ja-
pan, which has grown into the second-largest economy of the world,

overtaking all of the individual European nations and even the Soviet , -

Union. The significance of Japan’s rise is frequently hidden rather than ..,
revealed by data about its growing share of world gross domestic product
and its booming exports. The substantial consequences of the interna-
tional changes are qualitative as well as quantitative. They alter the po- .

litical as well as the cconomic choices for Europe. It is not a matter of.

trade quantities or economic ‘well-being, though it may eventually be
viewed in that way. For now, the problem is unc of control and influence.
To capture the essence of the phenomenon, we note shifis in techaulogy,
money, and trade. oo

In this essay we cannot trace out in detail the strategic conscquences
for governments and corporations of the multiple manitestations of this

- | Waoligang Wessels, Tonwrds 4 New: Partneribep: The EC und EFTA4
in *wlmrwl:"al‘;::‘;mmp‘r. f:u:uunal Paper Noo. ah, Fungean Free Tiade Assnistum,
Exonomic Allsirs Deparunent (March 1ghiy), 4.
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structural change. Let us take technology, for example. European elites
(both in government and in business) face new choices regarding the
acquisition of advanced technologies not developed at home. Japan has
assumed a leading position in a number of key high-technology sectors,
especially in electronics. By 1988, total Japanese clectronics production
virtually equaled that of the United States, and in 198y should surpass it.
Competition in semiconductors (one market segment in clectronics) sug-
gests both the changes and the shifting European choices. In 1985, a Jap-
anese company, NEC, became the world's largest producer of semicon-
ductoss." A year later, Japan's total world market share for integrated
circuits surpassed that of the United States for the first time, at just over
45 percent.™ Japanese produccrs emerged suddely and now dominate the
market for memory chips, a product sold in enormous volugne and one
that serves to drive the advances in production techniology. In the early
19703, Japanese makers were absent from the world market for one.
kilobit memory chips, but by 1984 they held go percent of the world
market for 256-kilobit chips. By 198, all but two American merchant
producers of dynamic random access memories (orams), the basic mem-
ory chips, had been driven from the market. (Texas Instruments and tiny
Micron Technology remained.) Japanese firms were the first to produce
t-megabit memory chips (with four times as much memory capacity as
a 256K chip) and 4-megabit circuits. Even when sharp restrictions on
Japanese exports to the United States were instituted, American produc-
ers did not reenter the market for advanced pram chips. Furthermore,
by 1986, Japanese companies were beginning to challenge U.S. domi-
nance in the microprocessor realm.” »

Microprocessors, and logic circuits more broadly, are the brain cells of
computers. Japanese dominance here would alter the balance of indus-
trial power in both the computer and telecommunication sectors. In part
as a defense against Japanese entry and in part 1o capture the full profit
from their innovations, the dominant American producers of micropro-
cessors—Intel and Motorola—have recently protected technology infor-
mation about their advanced products more tightly than in the past. As
a result, the most advanced circuit technologies needed by European
companies are (requently 1o be found in Japan and are more difficult
obtain from the United States. Japanese makers of semiconductors and
semiconductor technology are not just suppliers of components, They are
also competitors in final products—from television scts through comput-

**3un Jose Mercury News, lanuary 4, 1988, P
= International Herald Tribunc, Apnil 1, 1yy.
* Miclael Burrus, Competing for Control (( ambrsdge, MA: Balhinger, 1yih), 737, .
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ers and telecommunications. The risk that a competitor in a final product
will 'use_his leverage in component technologics is a serious one. Recent
experience with global bram shortages suggests that leverage is begin-
ning 10 be used. In short, global events have upset the traditional wech-
nology relationships tying Europe to the United States. This is impor-
tant, ot only for commercial production, but alse for military
equipment. It is a strategic matter for companies as well as for govern-
ments.

The Europeans have responded aggressively 10 break their depen-
dence on the US. and Japan, as key microclecironics technologies ac-
quire ever greater commercial significance. At the core of the effort are
joint development programs for orams and for microprocessors. The
Mcga project faunched jointly by Philips and Sicmens 1 develop state-
of -the-art pram production processes and the Joint European Semicon-
ductor Silicon (Jessi) project for microprocessors that ncludes SGS.
Thomson as well as Siemens and Philips are straightforward responses
to the changed structure of global markets ia this critical sector.,

In the second arena—monctary matters—alter decades of a dollar-
based fixed exchange-rate system and a managed system that still re-
volves around the dollar, a system is beginning 1o emerge.in which U.S,
policy is increasingly dictated by Tokyo if not Frankfun. The dollar
remains the financial core of the world systein, but because of America's
huge and growing debt, the dollar remains the basis of the system by the
choice of others, not so much by American decisions. Japan's expont
boom has put immense financial resources under Japanese control. Japan
has already assumed a more powerful position in the International Mon-
ctary Fund (1mr), with American agreement, ad unsuccessfully sought
a greater role in the World Bank. Japanese funds are now a key part of
plans o case the debt crisis of the third world. For Furopeans, decisions
in Tokyo will have as much or more impact on monetary conditions as

decisions taken in Washington or New York. Perhaps the European -

Monetary System (ems) will soon need to be conceived as a mark zone
moving in relation 1o the yen. The dollar is no longer the obvious sole
choice for the world’s reserve currency. At any rate, the structure of
monectary and current relations has changed, and therefore the choices
anud constraints for European elites have changed also.

A third arena is trade. For most of the postwar period, the United

States has been the leader in a system of free teade and multilateralism. _

Now, although the executive branch maintains the rhetorie of free trade,
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covered by bilateral agreements has risen in the last years. At the same

time, Japan has emerged as a major exporter to Europe while its markers.

remain difficult 10 penetrate; it is not as open as the American market
was. Consequently, a unified ec market has become vitally important for

European development. The structure of Europe’s trade environment

has changed in recent years, and so have the choices and challenges for
European government and business elites.

In sum, the choices for European elites in technology, money, and
trade have changed. Previously, the options had centered on the United
States. If Europe could not lead in technology, at least it could acquire it
relatively easily from the U.S. If Europe could not structure financial
rules to its liking, at least it could accommodate 1o American pusitions,
If Europe was not first, it was second, and a series of individual bargains
by governments and companies could suffice. However, it would be
quite another matter to be third. To be dependent on Japan in monetary
and technology matters, without the integrated defense and trade ties
that link the Atlantic partners, was a different problem. The new inter-
national structure required new bargains.»

The structural changes we have been depicting do not “cause” re-
sponses. Structural changes pose challenges and opportunities. They
present choices to decision makers. Three broad options, individually or
in combination, were open to the countries of the kc. first, each nation
could seck its own accommodation through purely national strategies;
but, for reasons we explore below, going it alone appeared increasingly
unpalatable. Second, Europe could adjust to Japanese power and shift
ties from the U.S. to Japan. But the Japanese option had significant
counts against it: (1) there were no common security interests with Japan
to undergird the sorts of relations Europe has had with the United
States; and (2) Japan has so far been unwilling to exercise a vigorous
leadership role in the international system. The third option was that
Europe could attempt 10 restructure its own position to act more cohet-
ently in a changing world. The international changes did not produce
1992; they provoked a rethinking. The 1992 project emerged because the
domestic context was propitious and policy entrepreneurs fashioncd an
elite coalition in favor of it.

* Again, we are not the first 10 suggest that external, international forces wigger changes
in r:fioml integration politics. Joseph 5. Nye, Jr. propused that “outside sctors or cvents”
_could act as “catalysts” in regional integration cllorts, and that-drastic changes in the inter-
national environment had been uuciar n bringing abuu European integration. See Nyr,
"Patterns and Catalyss in Regional Intcgration,” /nternassonsl Orpamisunion 19 (Autuma
190g), Byu-Yy, a1 882-8;. .

- ing prefesences. Given all of these lacunae and uncertainties, game
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Pouitical Entrerrencunsiir: UNpersTANDING TiE CancinG Bancaing

The surprisingly sudden movement by governments amd companies
toward a joint response does not have a clear and simple explanation.
Uncertainty abounds. In a situation so open, so undefined, political sci-
ence must rediscover the art of politics. The 1992 movement cannot be
understood as the logical response 10 the situation in which actors and
groups found themsclves, and cannot therefure be understoxd through
such formal 100ls as theories of games or collective action. Neither the
payoff from nor preferences for any strategy were or are yet clear.*s Eu-
ropean choices have been contingent on leadership, perception, and tim-
ing; they ought to be examined as an instance of clites constructing co-
alitions and institutions in support of new objectives. ™ '

This is not a story of mass movements, of pressure groups, or of leg-
islatures. In the 19505, the European project became a matier of party
and group politics. In the 1g8os, the ec institutions were nat the object
of debate; they were a political actor. Indeed, the Commission exercised
lcadership in proposing technical measures for the internal market that
grabbed the attention of business and governinent clites, bhut were (in the

» Stravegic games are uscful heutistic devices that can help us reason shost straiured
situstions by clarifying the kigic of intecaction. In this istance, whatever the gencral meth
odalugical case, subsantial investment in speciying and mamipulating a muluplayer, mulu.
issue game will have limited payolls in our umberstanding of 1992, Indeed, the crwial sna.
Iytic issues must be resolved lung before a set of games can cven be devised. Games of ssa.
tegic interaction require preference lunctions for cach playee. With 1gya, decision makens Ji
me possess the intcllectual means 10 foresce alternative vutconses, much less rank them.
(iame theory, as even its most enthusiastic propunents secogmze, catnn yer deal wah chang.
i Icls ol the micrng.
tional interactions involved 1n 1952 canmut pussibly capture the prdntual dynamucs that ma.
ter. Hehind the games are the crucial facturs: puliical strategees, constraints, and Seadershp.

Nor s this reaily a problem fur theuries of collesive actwn 35 traditwnally concesved n
pulitical science. The problem 15 nat one of induscing aiors 1 conttibute to the producinm
of a cullective ol (i.e, avoubing free riders). The insttmtnmal Mrscture of the communny

- compels Plﬂiti twn and shared leadership. At nsue are the areas that should be igennt

i making and the institutional arrangements that gt peove scceptable o the
;:ﬂg,l l‘:: unly :cz there substamial risks amms tor alt, bt unpuning Evrupean devesiom
on domestic politics sequires domestic poltical scnon by the nutwnal executive, et just
scyuicscence in the European Commussion atwl Counal of Mutnten. There ae, w ather
words, multiple layers of politics. :

“ This is st 3 matver of elie learning that wan be explained .D{ulwm ol Jearmung. (e
Propostion would clearly be that what has aliered lirhavior s changed crcunistances, ne
increased knowledge. By knowledge we nican losimally specified eelatmumsbugs Ginformatun
and theuries shout i) that suggest what owicomes tesule from what cawses. It 15 et 4
bettes understanding of an existing situation, bet the dncovery of 2 new sutusinn that » 2t
ssue. The necessary ingredvent for sbapuation is thereture vaion and feadesshap, 4n umape o
Hrangements or relativnships that will respomt o new Lasks, andd the skofl to oudubize chvense
Reoups w comtrut that futere, Rether than greater techan ally roed kinowledge, 1 » jridu
satly finderd imaiyght that is called s play.
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initial stages at least) of liule interest to the organs of mass politics. The
governments and husiness elites had already been challenged by the in.
ternational changes in ways that the parties and unions had not been,
Some business and government leaders involved in 1992 are, in fact, try-
ing to sidestep normal coalition politics in order to bring about domestic
changes.

Conscquently, any explanation of the choice of Europe and its evolu-
tion must focus on the actors—the leadership in the institutions of the
European Community, in segments of the executive branch of the na-
tional governments, and in the business community (principally the
heads of the largest companies)}—and what they have achieved.”s These
are the people who confronted the changes in the international environ-
ment and initiated the 1992 process. Each of these actors was indis-
pensable, and each was involved with the actions of the others. The
Community  remains a hargain among governments. National
governments—particularly the French—have begun to approach old
problems in new ways and to make choices that are often unexpected.
The Commission itself is an entrenched, self-interested advocate of fur-
ther integration, so its position is no surprise. ‘The multinationals are
faced with sharply changed market conditions, and their concerns and
reactions are not uncxpected. The initiatiyes came from the k¢, but they
caught hold because the nature of the domestic political context had
shifted. The interconnections and interactions among them will almost
certainly defy an effort to assign primacy, weight, or relative influence.

In this section, we first address the domestic political context that pre-
pared the ground for the Commission’s plans. We then look at the Com-
mission’s initiatives, and finally at the role of the business clite in sup-
porting the 1992 project.

The question is why nativnal government policies and perspectives
have altered. Why, in the decade between the mid-1970s and the mid-
1980s, did European governments hecome apen 1w European-level, mar-
ket-uriented solutions? The answer has two parts: the failure of national
strategies for economic growth and the transformation of the left in Eu-
ropean politics. First, the traditional models of growth and economic
management broke down. The old political strategies for the economy

“ We have attempied {without tully succeeding) w0 distinguish hetween the poliics of
coalitions and the role of institutions in shaping the present response. In the fint Europesn
muvement that established the Coal amd Steel Commumty amd then the o, there were o
European instiiutions shaping and activating the players. Nuw there are, aml the game »
consequently quite different. The mast important “spillover”™ probably hies i the creation
a permanent advacate of more extensive integration as well as 4 permanent location for 1.
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scemed to have run out. After the growth of the 1ybos, the world econ-
omy entered a period of stagilation in the 1970s. As extensive industri-
alization reached its limits, the existing formulas for national economic

development and the political bargains undeepinning them had o be

revised. Social critics and analysts in fact defined the crisis as the failure
of established formulas 10 provide even plausible guides tor action.® It
was not simply that the price of commodities rose, but that the dynamics
of growth and trade changed.”

Growth had been based on the shift of resources out of agriculiare
into industry; industrial development had been based on bosrowing
from abroad the most advanced technologies that could be obtained and
absorbed. Suddenly, many old industrial sectors had 10 be closed, as in
the case of shipbuilding. Others had to be transtormed and reorganized,
factorics cominuously upgraded, new machines designed and intro-
duced, and work reorganized. The arguments that eventually emerged
held that the old corporate strategics based on mass production were
being forced to give way to strategies of flexibility and adaptability.#
Despite rising unemployment, the steady pace of improvement in pro-
ductivity, coupled with the maintenance and sumetimes reestablishment
of a strong position in production equipment in vital sectors, suggested
that Europe's often distinctive and innovative approaches to production
were working. However, that was only to come toward the end of the
decade. In short, during the 1970s, national executive and administrative
clites found themselves facing new economic problems without adequate
madels for addressing them. v

The 1g70s were therefore the era of Europessimism. Europe secmed
unable to adjust to the changed circumstances ol international growth
and competition after the oil shock. At hrst, the advanced countries
stumbled, but then the United States and Japan seemed 10 pick them-
selves back up and to proceed. Japan's growth, which had originally been
sustained by expansion within domestic markets, was holstcred by the

= Stephen 8. Cohen, “Informed Bewilderment,” in Stephen S, Cohen amd Peter Gouwe
vitch, eds., Frunce in @ Troubled World Fconomy (| vadin: Buttcrworth, 1984). Cohen makes
this puint here in a panticularly clear and jasgon-frec fashwe,

*1 Sec John Zysman, Governments, Murkets, und Gromth (Ithaca, NY: Cornell Universiy
Press, sgiy), chap. 1.

* There is buth a European atul an Amerwan suhonl of din In the United Saates,
the debhate is led by Charles Sabel anid Michae! Prse. Therr Inak, The Second Indutrl
Divide {New York: Basc Books, 1yllg), brought many ul the nsues mio the publu ssena,
though the schodarly wark underlyimg it 15 much more anporan. In Furope, the group o
lhvclle. i luding Robent Hoyer, Henjannn Conat, Guwvann s, aml Jagues Mnttal. A

Particulacly interesting version of the debate » found m Perer Hall, ed., International Journal
o Poliscal Fronomy. Kurupean 1 .abur in she 198 17 (Fall 1987).
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competitive export orientation of major firms in consumer durables,
New approaches to manufacturing created substantial advantages.» Iy
the United States, flexibility of the labor market—meaning the ability 1o
fire workers and reduce real wages—seemed 10 assure jobs, albeit in
services and often at lower wages, despite a deteriorating industrial po-
sition in global markets. Japan experienced productivity growth; the
United States created jobs. Europe seemed to be doing neither and feared
being left behind by the U.S.-Japanese competition in high technology.

For Europe, the critical domestic political issue was jobs, and the prob-
lem was said to be labor market rigidity. In some sensc that was true,
but the rigidities did not lic exclusively or even primarily with the work-
ers’ attitudes, They were embedded in government policy and industrial
practice. In most of Western Europe, the basic postwar political bargain
involved governmental responsibility for full employment and a welfare
net. Consequently, many European companies had neither the flexibility
of their American counterparts to firc workers or reduce wages, nor,
broadly across Europe, the flexibility Japan displayed in redeploying its
labor force.* As unemployment rose, the old growth model built on a
political settlement in each country was challenged—initially from the
left by strategies of nationalization with state investment, and then from
the right by strategies of deregulation with privatization. The political
basis, in attitude and party coalition, for a more market-oriented ap-
proach was being put in place.

For a decade beginning with the oil shocks, the external environment
for Europe was unstable, or turbulent, but its basic structure remained
unchanged. While the United States was unwilling or unable to assure a
system of fixed exchange rates, it remained the center of the financial

system even as it changed the rules. The European Monctary System was

~ an cffort to create a zone of currency stability so that the expansion of
trade inside Europe could continue. In the 19603 and 197us, a long dcbate
on technology gaps and the radical extension of American multinational
power had not provoked joint European responses. During the 19708,
the mandate for the European Community was not altered; it was
. stretched to preserve its original objectives in the original context. The
international economic turbulence and fears of a relative decline in com-

» Robert Boyer makes this point particularly well. One interesting collection of these a6
guments is Hoyer, cd., La flexibulité du travunl en Europe |'The flexibiliny ol labor in Furoped
(Paris: Editions La [écouverte, 1g8h). )

= There was a another 1wist as well: Davad Flannagan at Standord has argued that com
panies hesitated to invest in tramning new workers, and that when they had 1w expand, they
tesuded 160 hire bhack those that had been laut off, thus creating a substantial poul of young
unemployed. '

o)
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petitive position did act pravoke a full-lown European tesponse. The
cxtent of the shifts in relative cconomic power was not yet apparent.
National strategics in many arenas had not yet failed, or at least were not
yet perceived as having failed. In other arenas, the challenges could be
dealt with by accommodations within the realm of domestic politics.

The question remains: Why did national policy change, why did the
perceptions of choice evolve, the range of options shift? Policy failure
must be interpreted; it can be assigned many meanings. National percep-
tions of position are filtered through parties and burcaucracies, shaped
and flavored by factions, interests, and lobbies. In ty 3, the French So-
cialist party was divided between those led by Laurent Fabius, who con-
cluded that pressure on the franc was a reason o reverse policy direction
and to stay within the European Community, and thuse like Chevene-
ment, who felt the proper choice was to withdraw from the eums, even if
that resulted in an effective weakening of the Community. The choice,
to stay in the kms, was by no means a lorgone matter.* ‘I'he French
response to the currency crisis was a political choice made in the end by
the president. :

Thus, the second aspect of the changed domestic political context was

the shift in government coalitions in a number of £c member-states. Cer-

tainly the weakening of the left in sume countries and a shift from the
communist to the market-socialist left in others helped 10 make possible
a debate about market solutions (including uniticd European markets)
0 Europe's dilemma. In Latin Europe, the communist parties weakened
as the era of Eurocommunism wancd. Spain saw the triumph of Gon-
zalez’s socialists, and their unexpected emergence as advocates of mas-
ket-led development and entry into the Common Market. lualy experi-

enced a weakening of the position of the communists in the complex

mosaic of party positioning. In France, Mitterrand's victory displaced the
communists from their primacy on the lefi. The hirst two years of the
French sacialist government proved crucial in wurning France away trom
the quest for economic autonomy. After 1983, Mitterrand embraced a
more market-oriented approach and became a vigorous advocate of in-

creased European cooperation. This had the unexpected consequence of

* There is a gurallel story in Briain sume filicen years carlier. fn the carly 1yhon, the
“‘_'llbh Labour pacty hat refused to devalue the gumsmd scrhing, even thaugh 1t sscam
eflect abanduning a growih strategy. The debute on sesling was supgiressed wathun the panty;
" was scutled caly when there was truly no chosce ket See Siephen Blank, “Hestam. The
olitics of’ Foreign Evonomu Policy,” in Peter Katzenstem, cil., Hetaeen Poser end Plenty
Madison: Univensty ol Wisconsin Press, 1978); Anthony Howard, cd., The Cranman [sanies,
ton from the Duries of u Cabinet Minnter aghy 1970 amulon: Mcthuen Paperbacks,
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engendering independence for the state-named managers of nationalized
companics. When the conservative government of jJacques Chirac
adopted deregulation as a central policy approach, a second blow was
dealt 10 the authority of the French state in industry. In Britain and
Germany, the Labour and Social emocratic parties lost power as well
as influence on the national debate.

Throughout Europe the corporatist temptation waned; that is, man.
agement of the macroeconomy by direct ncgotiations among social
groups and the government no longer seemed to work. In many union
and left circles an understanding grew that adaptation to market pro-
cesses would be required. (As the 1992 movement progressed, unions in
mast countrics became wary that the European “competitive imperative”
might be used to justify policies that would restrict their influence and
unwind their positions and gains."* As a counterpoint on the right,
Thatcher began to fear a bureaucratized and socialized Europe.)

In an era when deregulation—the freeing of the market-—became the
fad, it made intuitive sense to extend the European internal market as a
response to all ailments. Morcover, some governments, or some clites
within nations, can achieve purely domestic goals by using Furopean
agreements to st o constean national policy choices. The eas is ot
only 2 means of stalnhizing exchange sates o taulitate trade, but also o
comteamt on domestn politics that pushes toward mose restrictive mac
rocconomic pobicies than would otheswise have been adopred. There 1
Intle douln that the course of the social experiment in 1981 would have
been different it France had not been 2 member of the £ms, which re-
quired formal withdrawal from commitments if a country wanted to
pursue independent expansionary policies. In a different vein, some ltal-
ians use the threat of competitive pressures as a reason to reform the
administration. As one ltalian commentator put it, “Europe for us will
be providential. ... The French and Germans love 1992 because each
thinks it can be the key country in Europe. The most we can hope for is
that 1992 straightens us out,”» '

In any case, in Europe we are watching the creation of like-minded
clites and alliances that at first blush appear improbable—such as Mit-
terrand and Thatcher committed to some sort of European strategy.
These elites are similar in political function (though not in political basis)
to the cross-national Christian Democratic alliance that emerged in sup-

» Hall (fn. 28). '

3 Philip Revzin, “ltalians Must Change Their Business Style in fntegratcd Furope,™ Wall
Street Jowrnal, November 31, 1988, p. 1. hiahan businessmen quoted in the arucle expresed
the same sentiment.
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wrt of the original Community after World War 11 in Germany, France,
and elsewhere. European-level, market-oricnted solutions have become
acceptable. _

This was the domestic political soil into which the Commission’s ini-
tiatives fell. Traditional models of economic growth appeared to have
playcd themselves out, and the left had beea transtormed in such a way
that socialist partics began to seck market-oriented solutions w economic
ills. In this setting, the European Comimunity provided more than the
mechanisms of intergovernmental negotiation. ‘The Furocracy was a
standing constituency and a permanent advocate ol European solutions
and greater unity. Proposals from the Furopean Commission trans-
formed this new oricntation into policy, and, more importantly, imto a
policy perspective and direction. The Commission perceived the inter-
national structural changes and the failure of existing national strategics,
and scized the initiative. )

To understand how the Commission's initiatives led governments o
step beyond failed national policy, let us examine the case of telematics,
the economically crucial sector combining microelectronics, coanputers,
and telecommunications. By 1980, European policy makers were begin-
ming 1o realize that the national champion strategies of the past decade
ot s el fanled 1o reverse the steady international decline of European
telematies mdusteies. Throughout the 1g7us, cach national government
m Furope had sought to build up domestic tirms capable of compeung
with the American giants. The state enconraged or enginecred mergers
and provided rescarch-and-development subsidies; state procurement
heavily favored the domestic firns. By 1go, none of these approaches
had paid off. Europe’s champions were losing market shares bath i Ea-
rope and worldwide, and most of them were operating in the red. Even
Furope’s traditional electronics stronghold, telecommunications equip-
ment, was showing signs of weakness: the telecommunications trade sur-
plus was declining annually while US. and Jupanese impaorts were ac-
counting for ever larger shares of the most weehnologically advanced
market segments.

In telematics, European collaboration emerged when the Commission,
under the leadership of Etienne Davignon, struck an alliance with the
twelve major clectronics companies in the ke Becanse of the mounting
costs and complexity of xan, rapid technological and market changes,
and the convergence of hitherto separate technologies (e, computing

“ Machael Hoerus ot al., Telecommuncasion: Develupment i, Comparative Perspectove, wnae
wmlull“ PPapes Now o1y Rerkeoey, CA: wuir, 1gligh g8
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and telecommunications), these twelve companies were motivated 1o
seck interfirm partnerships. Although such parinesships were common
with American firms, the possibilities within Europe had not been ex.
plored. The twelve firms designed the European Strategic Programme
for Research and Development in Information Technology (eseriT) and
then sold it to their governments. The nacx program (Research for Ad.
vanced Communications-technologi¢s in Europe) emerged via a similar
process.®t In short, the Community’s high-technology programs of the
carly 1980s ook shape in a sctting in which previous national policies
had been discredited, the Commission advanced concrete proposals, and
industry lent esscntial support. In a sense, the telematics cases prefigure
the 1992 movement and display the same configuration of political ac-
tors: the Commission, certain political leaders and specific agencies
within the national governments, and senior business leaders.

The Commission again took the initiative with the publication of its
“White Paper” in June 1985, The initiative should be seen as a response
to the stagnation of the Community eaterprise as a result of, among other
things, the budget stalemates. When Jacques Delors took office as presi-
dent of the European Commission in 1985, he consciously sought an un-
dertaking, a vision, that would reignite the European idea. The notion
of a single market by 1992 caught the imagination because the need for
a broader Europe was perceived outside the Commission. Helen Willace
and Wolfgang Wessels suggest that if the kec and the European Free
Trade Association (EFTa) had not existed by the late 1g8os, they would
have had to be invented.® Or, as was the case, reinvented.

The White Paper set out a program and a timetable for the comple-
tion of the fully unified internal market.”” The now famous set of three

# This is a radical simplification, but it captures the essence of evemts. For mure detail, see
Wayne Sandholiz, “Crisis and Collaboration in Furopean Telematics” (Ph D). diss., | depart-
ment of Political Science, Universiy of California, Berkeley, 198g), chaps. 7-8.

» Wallace and Wessels (In. 18),

» Michael Emerson, “1992 and After” (suc, Brusscls, Summer 1y88). The White Paper
proposals can be grouped into sets, as fullows:

1. Liberalization of guvernment procurement; essentially opening national procure:
ment 10 outside bidders.

a. Technical norms, by which the largest number of propusals set techncal sandards
that otherwise preclude mouvement of gouds through Europe.

3. Transpon services. ’

4. Agricultural burder taxes amd subsulies.

€. National restrictions in the community’s external trade relations; these matters are

-~ nut srictly an element of the “unernal bargaim,” but are indduded here tor the sake o

completencss. .

6. Abolition of hscal {ronticrs, these hang no fonges 2 nead 10 assess taxes 2 the
burder.

7. Financial sesvices, indluding hankmg, stk markets, and related services amd m
surance, with the bold i ol cresting 3 Furopesn capital market. '
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hundred legislative proposals to climinate obstades o the free tunction-
ing of the market, as well as the analyses that led up 10 and followed &,
expressed a clear perception of Europe’s psition.® European decline or
the necessities of international competitiveness {chome your own phras-
ing) require—in this view—the creation of a continental market.

The White Paper’s program had the political advantage of sctting
forth concrete steps and a deadline. The ditheult political questions could

" be obscured by focusing on the mission amd by reducing the issues 1o

serics ol apparently technical steps. Advocates of market unification
could emphasize highly specific, concrete, scemingly innocuous, and long
overdue objectives rather than their consequences.* [n a sense, the wactic
is to mouve above and below the level of controversy. The broad mission
is agreed 10; the technical steps are unobjectionable. (1 course, there is a
middle ground where the gquestions of the precise form of Europe, the
allocation of gain and pain in the process, become evident. A small
change in, say, health and safety rules may appear unimportant, but may
prove 10 be the shelter behind which a national Grm is hiding trom Eu-
ropean and global competitors. Here we hind the disputes about out-
comes, both in terms of market resulis and of social values. Obscuring
the issues and interests was crucial in developing Furope the first time,
one might note, and has been instrumental once again.

Inplementation of the White Paper required a separate initiative: the
limitation, expressed in the Single European Act, of aational vetoes over
Community decisions. At its core, the Commumty has always been a
mechanism for governments 1o bargain. It has certainly not been a na-
tion-state, and only a peculiar kind of federalism. Real decisions have
been made in the Council by represematives of national governments.
The Commissioners, the department heads, are drawn from a pool nom-
inated by the governments. Broader representative institutions have
played only a hctive (or, more generously, a secondary) role. Morcover,
decisions taken by the Council on major issues had 10 be unannnous,
Providing each government with a veto. For this reason, it has been pain-
tully difficult to extend the Community’s authority, to change the rules
of finance, or to proceed with the creation of a unified market and
change the rules of business in Europe. The most reluctant state pre-
vailed. Furthermore, domestic groups could block Community action by
persuading their government to exercise the veto.

Many sce the Single European Act as the most important amendment

* Padia Schooppes (. 175 Enweum (o, 478 Paola Cecchinn, The Kurapean Ehallenge,
1994 The Henepris of w Sngle Murker (Houmlow, LK. Wikiwenl §louse, 1p85).
" “Easope’s litcinal Marker,” The Euomomaa, july g, 188, ps. ¢, 8.
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to the Treaty of Rome since the latter was adopted in 1957. This acy
has replaced the Luxembourg Compromise (which required decisions to
be taken by unanimity) with a qualified majority requirement in the case
of certain measures that have as their object the establishment and func.
tioning of the internal market. The national veto still exists in other do-
mains, but most of the three hundred directives for 1992 can be adopted
by qualified majority. As a result, disgruntled domestic interest groups
have lost a source of leverage on their governments; the national veto no
longer carries the clout it once did. Perhaps equally importan, the Single
European Act embodics a new strategy toward national standards that
were an obstacle to trade within the Community. Previously, the exc
pinned its hopes on “harmonization,” a process by which national gov-
craments would adopt “Euronorms™ prepared by the Commission. The

Single European Act instead adopts the principle affirmed in the famous

Cassis de Dijon case. That principle holds that standards (for foodsuufis,
safety, health, and so on) that prevail in one country must be recognized
by the others as suthcient. A

The third actor in the story, besides the governments and the Com-
mission, is the leadership of the European multinational corporations. In
a number of ways, they have experienced most directly some of the con-
sequences of the international economic changes. They have acted both
politically and in the market. The White Paper and the Single European
Act gave the appearance that changes in the Ec market were irreversible
and politically unstoppable. Businesses have been acting on that belief.
Politically, they have taken up the banner of 1992, collaborating with the
Commission and exerting substantial influence on their governments.
The significance of the role of business, and of its collaboration with the
Commission, must not be underestimated. European business and the
Commission may be said to have together bypassed national govern-
mental processes and shaped an agenda that compelled atiention and
action.

Substantial support for the Commission’s initiatives has come from
the Roundtable of European Industrialists, an association of some of Eu-
rope’s largest and most influential corporations, including Philips, Sie-
mens, Olivetti, GEC, Daimler Benz, Volvo, Fiat, Bosch, ASEA and
Ciba-Geigy. Indecd, when Jacques Delors, prior to assuming the presi-
dency of the Commission in 1985, began campaigning for the unified
internal market, European industrialists were ahead of him. Wisse 1)ek-

* Thus view is sometimes expressed in vec materials lauding 1992, Not everyone m}“"’
agree; they would aite budget nniauves in 1970 and 1975 and the direct clettion of the
European pachament. We cite the sngle European Act because it eejects the natiwnal vete
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ker of Philips and Jacques Solvay of Belgium's Solvay chemical company
in particular were vigorowsly arguing for unilication of the ke frag-
mented markets. In the early 1g8os, & baoklet published by Philips pro-
posed urgent action on the internal market. “There is really no choice,”
it argued, “and the only option left tor the Community is 10 achieve the
goals laidd down in the Treaty of Rome. Only in this way can inclustry
compete globally, by exploiting economies of scale, for what wall then be
the biggest home market in the world wxlay: the European Community
home market.”+

I is hard, though, 10 judge whether the business community mflu-
enced Europe to pursue an internal market strategy or was itsell’ consti-
tuted as a political interest group by Community action. Business began
o organize in 1983, when the Roundiable of European Industrialisis was
lormed under the chairmanship of Pehr Gyllenhammer, of Valve. Many
of the original business discussions included senior Community burcau-
crats; in fact, Etienne Davignon reportedly recruited most of the mem-
bers of the original group. The executives constituting the Rounduable
(numbering 29 by mid-1987) were amonyg the mogt powerful industrial-
ists in Europe, including the non-txc countries. “The group iniually pub.
lished three reports: one on the need for development of a Europe-wide
traffic infrastructure, one containing proposals for Europe’s unemploy -
ment crisis, and one, Changing Secules, describing the economies of scale
that would bencfit European businesses in a truly unified marker.

The European Roundiable became a powerful lobby vis-a-vis the na-
tional governments.* One member of the Delors cabinet in Brussels has
declared, “These men are very powerful and dynamic ... when neces-
sary they can ring up their own prisne ministers and make their case,”™s
Delors himself” has said, "We count on business leaders fur suppor.”
|:ncal and regional chambers of commerce have helped w establish about
tifty European Information Centers 1o handle queries and publicize
1992.97 In short, the 1992 process is repeating the pattern established by

* “"Furope’s Internal Market” (fo. 3o). Survey, p. 6o

* Eswrope 1990 (Brussels: Chez Philips $.A., no date), 5; emphasis in wrginal.

y *“ Rob van ']'ul-lcr'anul Gerd Junne, European Multinatiunaly in Core Tec hnologies (New
urk: John Wiley & Sons, 1988), 21415,

* Based an interviews and discussions.

* Quoted 1n van Tuldes and Junne ln. g4}, 205, o 8.

A * Axel Krause, “Many Groups Lobby on Tnipdementaion of Macket Plan,” Furope uly/
August 198N), 24.

7 Anothies business group collaboranng witly the Commmsion amd acuvely pronwting the

"2 process i3 the Uniomn of Bndusinial amd Enployess” Contederation i Futope (en ),

which mcludes over thirty undustrial sssocstions trons theoughout Fueope The scoetary
Reneeg) uf unsee, Zygmunt Tyszkiewn 2, descnbedd the amon’s warking grougn aenl lobbying

d .-
Y blluws: “Nine tenths, ol our work comnprines the regnbin, mviable sstee hange ol wleas

tween vur expents and the FCCommssion’s cnal sesvants © K rause i 3t 1q
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gsPriT: major businesses have allied with the Commission to persuade
governments, which were already secking to adapt to the changed iner.
national structure, '

At the same time that the business community has supported the po-
litical initiatives behind the 1992 movement, it has been acting in the

~ market place. A series of business deals, ventures, and mergers torm 3
critical part of the 1992 movement. Even if nothing more happens in the
1992 process, the face of business competition in Europe is being
changed. The structure of competition is being aliered.

There has been a huge surge in joint ventures, share-swapping, and
mergers in Europe. Many are justified on the grounds of preparing for a
unitied market, some for reasons of production and marketing strategies,
and some as a means of defense against takeovers.®® But much of the
movement is a response to business problems that would exist in any
case. Still, the process has taken on a life of its own. The mergers provoke
responses in the form of other business alliances; the responding alliances
appear more urgent because of the political rhetoric. As the Europeans
join together, American and Japanese firms scurry to put their own alli-
ances in place and to rearrange their activities. '

The meaning of the process is far from evident. Are we watching the
creation of European competition, or the castelization of industey at a
European level? In some sectors, such as textiles and apparel, there al-
ready is an cffective European market. In others, such as telecommuni-
cations, the terms of compcetition—whatever the corporate reshul-

Rings—will turn on government regulation and choice. Since U.S. firms
are already entrenched, the real newcomers are the Japanese. A surge of
Japanese investment is taking place in Europe.

Many of the business deals are quite instructive about the broader
policy process. An lalian entreprencur, de Benedetti, tries to take over
the Société Générale de Belgique. The Société Générale, though, is not
simply another bank; it is an institution that played a vital role in the
nincteenth-century development of Belgium. Apart from its symbolic
importance, the bank has its fingers in a substantial chunk of Belgian
industry. The attempted foreign takeover had immediate political ram-

ifications in Belgium; it was blocked by an alliance led by the French

Bank of Suez with encouragement from the French government. Even-
tually, British intcrests were brought in as well. The Société Générale
became a European development bank, controlled at once by Belgian:
French, Italian, and British interests.

. @ See Craig Furman, “European Frons Hope Swappung Stakes Gives Them gy Ponor
Pill Pratecuon,” Wall Street Journal, Uktober 18, sghl, p. Aab,
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A second instance is the recent and apparently successtul takeoves of
Plessey, a British telecommunications and electronics firm, by GEC of
Britain and Siemens of Germany. The cross-national nature of the move
is itself significant. The acquisition of Plessey by GEC alone had been
blocked by the British monopolies commission in an carhicr bid; but in
the European context, the takeover proved acceptable. Equally impor-
wnt, the question of who controls Plessey at once shapes the market
structure in telecommunications and defense. 1t should be amed that the
British Ministry of Defence originally opposed GEC's 1ukeover of Ples.
sey because it feared facing a single British seller in critical defense prod-
ucts. ,

A third case is the merging of the semiconductor interests of the
French firm Thomson with the lalian irm SGS, appacently under SGS
control. What was surprising is that it happencd at the same time that
Matra was backing out of the semiconductos business. Although the
French retained sesearch and development capacity as well as influence
within the SGS operation, the development is a startling one. French
clectronics now scems to be entirely dependent on foreign sources tor the
final development and production of microclectronics, though the
French industry’s ties within Europe have been strengthened. As a busi-
ness deal it makes eminent sense, and was a virtual necessity. That, how-
ever, has not always been decisive in French electronics policy. Comput-

~ers and semiconductors have been viewed as instruments and clements

of national power and policy. Whether the government simply acqui-
esced in management's choice or actively promoted the deal, the merger
represents a real change in its attitude and policy: 3 Furopean pasniner-
ship is now acceptable in France. Finally, ASEA of Sweden and Brown
Boveri of Switzerland, two giants in the clectrical gencration business,
have merged. Swedes, and a Swedish chairman, are now managing the
business from Zurich and implanting themselves in the United States
through the purchase of elements of Westinghouse. In a direct sesponse,
Britain’s GEC and Alsthom of the French CGE group have merged
their power generation businesses. )

- OF course, one must not exaggerate. Deals lhinking European hiems ase
foughly equal in number and value to those joining Furopean 1o Ames -
can enterprises. And the volume of mergers and acquisitions within the
U.S. has tar outstripped that involving European irms. Sull, the boom
M intra- European mergers and alliances is o new developament.

These deals clearly represent decsions by major companies 1o jom
Utether on 4 Earopean scale in order o position themselves for global
tompetition. In many scctors, as Stephen Coben points out, 1992 may

——
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consist fundamentally of these business alliances and meryers; that i,
even if the process is limited o these alliances, big business in Eur
witl have been transformed, The moves by major business will affeqy
smaller businesses, including transport, and the political form and posi-
tion of Evrope. The business deals also represent a change in govern.
mental attitudes to accept and encourage that process. The pace of Ey.
ropean mergers was accelerating in the mid-ig8us; in 1987, it hecame
rush. Perhaps not by accident, that is the year in which the political ini-
tiatives for a uniied market became fully believable.

Tue Barcatns on wiicH THE New Eunore Wit Rest

It is not yet possible to characterize the overall shape of the deal that
is emerging in Europe. The movement rests on the White Paper, the
Single European Act, and the mergers and acquisitions already dis-
cussed. These dimensions of 1992 represent a sharp change from the first
integration project. Recall our specification of the original construction
and note that cach of its clements is changing. The internal market is
being extended. National intcrventions are being limited and openly

constrained by European institutions. The Commission is taking the po-

litical initiative in diverse arcas, from tax and regulatory policy through
technology development. Direct foreign investment and joint ventures,
not just trade, are forming the links among countries.

The real issue is whether the European Communities will pursue their
objectives of growth and a greater role in the world through projects and
policies that go beyond the unificd market. The vision of 1992 implies
the need for future bargains—hoth internal and external—that are out-
side the formal 1992 process and its three hundred technical measures.
They consist of a diverse set of issues whose resolution will determinc
not only how complete the market unification will be, but, more broadly,
its character: Will Europe move toward a unified and coherent position
in the global cconomy? For example, it is improbable that the surge ol
momentum in 1988 that scemed 10 make the drive for market unification
inevitable could have occurred without a resolution, or at least & empo-
rary truce, on budget and agriculwral issues. We hrst address the unse-
solved internal issues; in the section that follows, we shall discuss the
outlines of the key external bargains. :

1.2t us mention the four issues we consider most critical. They were
excluded from the 1992 project at fiest; confronting them will necessanly
broaden participation in the 1992 process to include political actors Ix-
yond the narrow clites involved in its inception. First, and recently st
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visible and controversial, is the link between a European capital market,
exchange-rate policy, and the European Monetary System. Will there be
a inancial and monctary entity called Europe? Free capital movements
umply strictes joint controls to maintain exchange rate stability, which in
wrn will be diflicult 1o manage without a central hnancial institution.
Without one, can there be a unificd or even a partially unitied capital
market? This question quickly broadens to the problem of conrdinated

" management of macroeconomic policy..

Second is the issue of redistributive and social bargains. The structural
adjustment funds are the payotf from the richer north to the poores
south for its sustained participation in the project. An essential part of
the bargain appears to be a massive increase in lunds for the poorer
regions, mostly in"the south. The estimates are that these funds will
amount to as much as § percent of Greeee's GNP and 1.5 percent of
Spain’s GNP.» Then there is the related problem of social Europe. Some
fear that the very system of social protection and welfare that has become
the cornerstone of political bargains in many ol the European nations
will be at risk. Even the business community is aware and concerned. As
one conscrvative European business leader remarked, “One of the risks
is in the social arena. If, in effect, we give in to the temptation o har-
monize work conditions throughout Europe, all that we have succeeded

in developing and modernizing will be put into question.™ The eec, as

we have noted, has generally set rules about business behavior. Except in
agriculiure, it has rarely dirccily affected outcomes or directly altered the
welfare of specific groups in the socicty. A genuine internal market with-
out restriction or subsidy will make social policy and tax rules appear—
whether they actually do or not—to affect industry outcomes. Domestic
sucial policy will become an issue of internal market negotiation. ‘
Third, defense policy may prove to be the most vital matter. A range
of questions in the White Paper in fact turns on European defense strat-
egies and the character of force and procurement integration. Ia partic-
ular, public procurement and high technology development will be
shaped by defense questions. Although these matters are not formatly
under discussion, and were brusquely shoved ol the table by Muterrand
in the fall of 1988, they are likely to reemerge continually. Will Europe
torm a more coherent defense position which misght include some coun-
trics that are currently outside the NaTo structure, such as Fratce and
Sweden? The answers are likely to turn on developments in the Soviet

-~ K.hdurl Faerson, “1gy2 as Foonomn News" tree, Brossels, 188,
* Frangon Pesgen, “LEanmge ardente obliganon,” fFurpe’s bavamg oblyanonl, Pk
e indiastriclle 1o \Wanter 1y8H).
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Union and Eastern Europe and the character of the defense postures tha
France, Germany, and Britain select for themselves.

Fourth, there is the question of the balance between Community and
national decision making. If Brussels begins to make substantial num.
bers of decisions with visible implications for people’s lives, what mech.
anisms of political control will be established?

Given these thorny issues on the edge of the ec agenda, the move
toward 1992 is likely to be accompanied by social and political mobili.
zation at the European level. This might lead 0 a broader European
political identity. It could lead to, as neofunctionalist theorists once ar-
gued, a reconfiguration of politics from the national to the supranational
level—ecither a shift of decisions from political to Eurocrat hands or a
restructuring of mass politics. On the other hand, the European internal
market and the processes to which it is expected to lead could sink in the

mire of mass politics. The mix that emerges is, of course, the object of
speculation.

‘Tue Externar Barcain: Open Taabe anp a Recionar Economy

The 1992 process may have been sparked by a change in global strac
ture; ity outoome i certan to shape bath the orgamzanon and the oo
pomes of the intermational sysiem an the commy decades. The advamned
coutnies ate bikely to become three trading regions orgamized around
the Unued States, Japan, and the European Community, lideed, West:
ern Europe and the United States cach represent about one-quarter of
the global GDP, and Japan about one-cighth.* Whether the regions re-
main open or become closed to each other, and whether they encourage
direct foreign investment rather than trade, remains to be seen. In any
case, the reality of three regional trading groups must be recognized if
we are to understand the dynamics of trade in the years that lie ahead.

Europe as a relatively self-contained cconomic unit already exists. For
ncarly twenty years, Western Furope as a whole has represented roughly
one-quarter of global gross national product, and the European Com-
munity over 20 pereent.® Our understanding of the global trading sys-
tem is radically different if we consider Europe as a single unit rather

* This informanon is taken boh lrom Bureau dInfurmation et Prévision Fxommmgue.
Kurope 1 1992 ll‘luru'n- n 1gya| Parss: BIPE, October 1987) and trom Gerard 1afay aml
Colette Herzog with Loukas Siennisiiais and Deniz Unal, Commence intormational. bu fin do
stvntuges degans [International srade: The emd of scquired advantages] (Pagis: Ecommnna.
1yly); higures are taken from diverse «harts and tables in Section 1.

» These comlusions are deawne lrom a map of globul GDE developed by the wirt, aml
relabeled with their perosyion by sais. wirer, the Burcaw d'lntornatin et Prévisum b
sque, caloulatedd these numbers rom oven figures, The map s e 1 Frawe dans §laige
de 19y, [France i ihe Furope of 1gg4] (Pars: BIPE, wal), Vobo r, pp. K aml 4.
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than the sum of its constituent clements. 11 we take Furupe as a whole,
it is already a fairly insulated regional bloc, The data that show high
levels of imports and exports, suggesting the openness of Fucope 1o trade,
actually reveal increasing levels of teade within the region, “This was no
small political achievement, which should be acknowledged.

Yet Europe’s imports per inhabitant from outside the region are, ac-
cording to some sources, even lower than Japan’s. More than is recog-
pized, a self-contained economic region has already emerged. I taken
nation by nation (with reade within the region included) Western Europe
in 1986 had 44.6 percent of glohal exports (up from 2.4 percent in 19hy)
and roughly 42.6 percent of global imports (down trom 44.1 percent in
1967). Thus, foreign trade (imports and exports) constitutes a large per-
centage of domestic product for each of the European countries. France

- (26.8 percent) and Germany (32.1 percent) define one end, while Belgium

(87 percent) and the Netherlands (8.9 percent) represent the other, with
Britain (41.2 percent) falling in between» However, if we exclude intra-
European trade (as we would trade between California and Michigan
from American trade statistics), the picture changes. In that case, Evrope
(the £xc and k¥Ta) represents 13.8 percent of global exports in 1986 (down
fram 15.4 percent in 1967) and 11 percent of global imports (down from
17.0 pereent mn 1gha ™ .

There are two competing images of Europe, One image is Europe as
4 set of small - and medium-sized countries that have opened themselves
to the global economy and must adjust to it. The other image is of the
European nations moving over the last thirty years from interlinkcd na-
tional economics to a regional economy. In the sccond view, the countries
of Europe are, together, no longer passive takers in the system; they are
able 10 shape their international environment. The new Europe, as Lafay
and Herzog emphasize, really lies between these two images. It consists
of one tight bloc, the Community, and a looser confederation, the Furo-
pean Free Trade Association. Increasingly, the ek1a appears to be ad-
justing to the recent rec initiatives.* What the mechanisim may be—
from status quo through full membership—does not much matter for
the central argument here. Europe will be concerned with itself. The
political boundaries are beginning 10 correspond 10 the existing patiern
of economic and trade policics.

This shift does not mean that Furope will become a fortress, but in

Y Cadetse Herzag, “L'ouveature du marche cunmgen: unc autee vision,” [T he ageeang of
the Furopean macket: Another viewl, Eaomomme Prnpective Internitsmale Revwe du CEPIL,
Premer Frimestre RN, pps. B1 By,

S ibd,

“ Lafay and Herzag (In. 1), trsn dhverse duarts amd vables i Secinon |

¥ Wallaee aned Wessels (fn. 18).
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itself the creation of a politically unified trade region, capable of coheren
action, is significant. It does mean that Europe will now consciously de.
velop joint policies to benefit the Community, policies in which interna
considerations are primary. The direction that Europe’s external policy
takes will depend as much on choices made by its trading and financial
partners as on its own predilections and internal politics. The structural
shifts that compel European adjustments are also changing American
and Japanese trade policies; these changes will alter Europe's choices in
their turn. \ )

The most recent American trade bill represents a fundamental chal-
lenge to the intellectual premises on which policy has rested even while
its implementation preserves, for the moment, the substance of U.S. pol-
icy. Since World War 11, the United States has sought a world of increas-
ingly open flows of goods and finance, but not of labor.s? The principles
of multilateral negotiation, extending to all countrics concessions that are
made to one, encouraged a focus on rules that would promote the gencral
welfare. “Reciprocal” concessions were required from all parties; reci-
procity implied rules for the game, not specifications of the score. 't
differently, the U.S. sought 1o promote market processes and to avoid
bargains about outcomes; the reciprocity was “generalized” reciprocity.”
The new intellectual frame includes the notion of specific reciprocity;
trade is fair when the outcomes are balanced, and vutcomes—not pro-
cess—are the core of discussion. '

Specific rxciprocity emerges in two contexts. In the broadest context,
it tries to place the burden for the American trade deficit on the countries
with trade surpluses, on the premise that limits to American exports and
subsidy of foreign products are the core of the problem. Of course, the
same national policies to which the U.S. now objects have been in place

+ It has often been said thay, 21 the momem of its economic and politecal dominarce, the
U.S. structured the global trading system arvund these principles and embedded them n
own legal pracrice. The reality, of course, has cen more complicated: it involved a series ol
exceptions to these principles. One seL of these exceptions, made from a pusition of economit
strength, was made for reasons of fureign policy vbiectives. The United States—at least
its. conception—opened its marker to Japan, the developing economies, and Europe, amd
tolerated trade discrimination. The stcom set of caceprions, made from a posution of sectonal
weakness, has involved bilateral bargains 10 contain impurts in specitic secturs: autos, texules.
steel. Such sectoral bargaine were ofien made to accommodate those who woukd challenge
the general principles of 1rade policy. Significamily, the level of imports that iriggers substan-
tial protectwonism has been quite high. The delicate hypucrisy has been imaore ditticul 0
maintain a4 the coalition in support of open trade has narrowed. The bulaie between prin
ciples of mulnlaterahsm and a realiy of Inlateralism has slowly tiliesl wward bilaieralism »
a growing number of sectors has achicved protection; with the growth ol the deticu, tha uk
has become more proacunced.

+ For the diflerences between general amd specafic reciprinity, see Jagdish Bhagwaty, P
teetsomsm (Cambrudge: ML Press, 1y88). :
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during the thirty-plus years in which this country duminaml.tmde: A
somewhat natrower context is in telecommunications, the notion being
that closed markets in Japan alter the dynamics of competition f'“'
vanced technology. The American policy debuate thus pushc?' A new kind
of reciprocity {and a debate abom mummcs) oo the negotiating 'f‘l’!“'

Japanese policy, by contrast, has moved trom a.languagc ul' restriction
in a developmental sirategy toward a language of hberalism. The u:ah}y
has been a lousening of the developmental system, but app;m-u‘lly notits
abandonment.* Markets have been formally opened, primarily where
Japan has an established advantage in glclblml markets. However, m_scc-.
tors where advantage is yet to be established or where la]lmncsc hrms
have lost the advantage, a band of protectionism stall emains. I%afracfs
remain both in policy and business practice. FTheir significance lies in
several domains. First, in emerging or transforming seclors, it one pow-
erful national player maintains a closed domestic l?lulktl. its firms gain
substantial competitive leverage. Sceond, if the United Slu!c.s is not able
or willing to absorb the world’s exports, will Japan do so? 'l .hml, it bar-
riers of access 10 hinancial markets are maintained, ]:|;)an gains l«.:wr.agc
in global financial and product markets. Japanese financial institutions
can then use their role in intermediating the massive Japanese savings (o
entrench themselves in the financial markets of the United States and
Europe. ‘ '

These American and Japanese developments press on Furope ques-
tions that it must resolve in any case—those of reciprocity and outcomes
on the one hand, and the choice between free-market :nfd clrvdupmcl.\ml
policies on the other. The notion of general reciprocity in trade bargains,
which focuses on maintaining market processes, gives way to specthic
reciprocity, which focuses on specific outcomes. .M(.»! concretely, there
are manufacturing sectors where national restrictions must 'rnhcr be
ahandoned or genetalized o Europe. The real challenge o national pro-
ducers is not, for the most part, other European or American producers,
but fapanese producers. Consequently, in a range ol products .Imm au-
tomobiles to dot-matrix printees, the question becomes on which terms
the European market will be available o Japan. For mstance, at present,
anti-dumping rules are applicd to restrct imports ul‘ printers ;m'cl pho-
locopiers. In automobiles, should Europe exact a price lt»( opening lhlt'
French and talian automaobile market to Japanese mmpﬂmn_n? At thas
writing, the French have agreed (o treat Japanese car production within

T Y - : : Steateg b Prandine taens Diasovatoom
*Laura Tyson andd John Zysman, “Developinennal Stoategy am ' '
" apan,” m :Tluluwn fobnson, Laura Tysomn, and Jobee Zysinan, b, Polit s and Prodanin
Ay {Cambwulge, MA: Ballinger, 1980).
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Britain as European, but the argument hardly scems over. Policies are
pressing toward requiring direct foreign investment in components an
assembly; the largest surge in new investment will come from Japanese
manufacturers. Indeed, 1992 is accelerating Japanese entry into the Ey.
ropean automobile market.

In a diffesent area, public procurement, decisions involving foreign
suppliers are always political and never entirely technical; some suggest,
theretore, that any opening of public procurement—particularly in tcle.
communications—should require direct reciprocity from trading pan.
ners. It would be difficult to measure reciprocity in this sense in any way
other than by outcome. Just as difficult is the issue of reciprocity in f-

" nancial services. For one thing, the rules of the General Agreement on
Tariffs and Trade (carr) do not cover trade in services, Here it is not a
matter of changing, but rather of making the trade system. There is a
diverse range of matters, from transports through telecommunications
and information services. As these issucs have become more important
to the European dcbate, Europe has become more supportive of a mul-
tilateral debate over trade in services™ The Commission itself is led by
determined free-traders who are secking to commit the gc irrevocably to
a free-trade strategy. It is not clear whether they will succeed. Indeed,
this issuc may be onc that broadens Europe-level politics. :

Much also depends on whether a more unified Europe adopts a de-
velopmental strategy, manipulating access to its new inteenal market in
the interest of the competitive development of European firms and cru-
cial sectors. Will Europe, whatever the rhetoric, in practice preserve its
own market, in a consistent series of cases, as an instrument of develop-
ment? In discussions of teleccommunications, automobiles, consumer
clectronics (next-generation high-dcfinition television in particular), and
information technology products, this is not simply a matter of whether
foreigners will be allowed in; they will. The question is on what terms.
In any case, Europe’s choices will undoubtedly affect not only the rules
of the global trading system, but also the language and 1erms of the de-
bate.

-
Concruston

Europe is throwing the dice. I is confronted with a change in the
structure of the international economy, with emerging Japanese and
dwindling American power and position. It feels the shift in Asian com-

* David Buchan, “Brusscls Not 10 Seek Backdated Banking Pacts,” Finane wl Trmes, (5
twber 20, 1988, p. 1.
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petitive pressure in industry and finance. The problesns are no longer
those of American production in Eurape, but of Japanese imports and
production displacing European production. More importandy perhaps,
Europe also fecls the shift in rising Japanese influence in the monetary
and technology domains. The industrial and governmental presump-
tions and deals with which Europe has operated are changing or will
change. Indeed, Europeans may have to construct a coberent political
presence on the global stage in order 10 achieve the most attractive ac-
commadation to the new order,

We hypothesize that change in the international economic structure
was necessary for the revival of the European project. A full-fledged test
of this propusition will require detailed analysis of the perceptions and
belicfs of those who participated in launching the 1992 movement. We
have mentioned other analytical approaches-—based on integration the-
ory and domestic politics—that appear logically unsuited to explaining
1992. OF course, these approaches are not really alicenatives. Ihere are
functional links among some of the bargains being struck, and domestic

" factors clearly shaped governmental responses to the international

changes. But tests of alternative explanations often create a false sense of
scicntism by setting individually weak explanations against cach other
and finding “confirmation” by denying the worst of them. Competing
explanations often represent different types of explanation, different lev-
els of analysis. In the end, it is not 2 matier of which one is better, but of
whether the right questions are being asked. This article is an etfort to
frame the proper questions and propose analytical links among them.
We argue that structural situations create the comtext of choice and
cast up problems to be resolved, but they do not dictate the decisions snd
strategies. In other words, the global setting can be understond in neo-
realist terms, but the political processes triggered by changes i the sys-

_tem must be analyzed in other than strucural terms. The choices resuht

from political processes and have political explanations. In this case, the
Prucess is one of bargains among nations and clites within the region.
The political process for implementing these baegains is labeled “Europe
1992," a complex web of intergovernmental bargains and accommnmda-
Yons amaong the various national business clites.

In the first half of this essay, we showed why 1992 has so far been o
I"oject of elites; in the second half, we suggested than the elites sre un-
m“"y to maintain that monopoly. The commitment of the governments
' the process, the fundamental bargain, is expressed by the ene of the
Mngle-nation veto system, which changed the logic of Communny dea
sion making. Europe’s states have therown thenselves into the drve for
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a unified market, unleashing business processes that in themselves are
recasting the terms of competition within Europe. The terms of the final
bargains are open.

The effort to reshape the European Communitics has so far been
guided by threc groups: Community institutions, industrial clites, and
governments. The Commission proposes and persuades. Important busi-
ness coalitions exercise indispensable influence on goveinments. Govern.
ments are receptive because of changes in the world cconomy and shifts
in the domestic political context. The domestic context has changed in
two key ways: (1) with the failure of traditional models of growth and
purely national strategics for economic management; and (2) with the
defeat of the left in some countries, and with its transformation because
of the weakening of communist parties in others. These changes opened
the way for an unlikely set of elite alliances. In this context, Ec initiatives
began to demonstrate that there were joint European alternatives to
failed national strategies. The telematics programs werc onc precursor.
Delors built on the budding sense of optimism and gave encrgy and
lcadership to the notion of a genuine single market. Whether a broader
range of political groups will become involved is an open issue, one that
may determine both whether the process continues and what form it
takes. '

The outcomes are quite unknowable, dependent on the timing and
dynamics of a long serics of contingent decisions. But the story, and con-
sequently the analysis, concerns political leadership in creating a com-
mon European interest and then constructing a set of bargains that em-
body that understanding. Many of the choices are simply calculated risks,
or perhaps explorations that will be entrenched if they work and refash-
ioned if they don’t. Even if we could predict the outcomes of any single
choice with a high degree of confidence, the sequencing of diverse deci-
sions and their cumulative effects would be impossible to foresce. h
would be ironic if 1992 succeeded formally but economic rejuvenation
did not follow. In any case, Europe’s choices—particularly the possibility
of a coherent Western Europe emerging as an actor on the global stage—
will powerfully influcnce the world cconomic system, and perhaps the
sccurity system as well.
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ENERAL Secretary Mikhail Gorbachev has now been wn oftice

slightly longer than a one-term U.S. pressdent. Ehs ulimate goal
remains modernizing the Soviet system so it can retain its viabulity and
competitivencss as a superpower. But the pencral seceetary's policies have
evolved from- minor tinkering by demanding the acceleration of eco-
nomic growth and better social discipline (0 4 fundamental reconstruc-
tion he calls “revolutionary perestroika.”

The reform process has made great striddes in some areas. Public dis-
cussion of political and hiswrical issues has broadened immeasurably.
Political reforms, including the prospect of a multipanty democracy, are
seriously debated.' Relatively free clections have been conducted for the
first time since the fall of 1917. Some wleas of even such apostles of free
market economics as Milton Fricdman are seriously presented.?
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