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Original scientific paper UDK 338.1(497.1)"1952/1988"
UDK 330.34(4991)"1952/1988"

ACADEMICIAN CasLAY OcI¢
Serbian Academy of Arts and Sciences, Belgrade

REGIONAL DISPARITIES IN YUGOSLAVIA
FROM 1952 TO 1988

Abstract: Do regions converge or diverge in the process of their development?
What happened in the socialist Yugoslavia to that effect? This article first considers
general questions of regional disparities within the context of contemporary and often
contradictory theoretical ideas. The second part describes the specific characteristics of
the regional scene of the socialist Yugoslavia. Then the review of analysis methods that
quantify regional disparities follows (measured by three indicators: employment, capital
assets, social product) in the Federal People’s Republic of Yugoslavia/Socialist Federal
Republic of Yugoslavia in the period from 1952 to 1988. Then the article presents the
results of measuring relative and absolute differences among “Yugoslav” regions. These
results are then compared with the results of other researches in order to consider the
Yugoslav regional problem within the international and historical perspective.

Key words: regional disparities, Yugoslavia, Yugoslav “regions”, 1952-1988.

1. Regional disparities: convergence or divergence?

A generally accepted answer has not yet been given to the question whether
the regional differences originate or disappear in the course of the development
1
process.

Generally, the observation of regional differences in development attracts
attention in many ways:
= [t helps understand so-called North-South phenomenon

1 The answer to that question in neo-classic regional analysis has been given in two following

works: G. H. Borts, “The Equalization of Returns and Regional Economic Growth”, Economic
Journal, vol. 70, 1960, pp. 319-47; and G. H. Borts, P Stein, Economic Growth in a Free Market,
Columbia U. P, New York, 1964. An alternative answer is contained in the works by G.
Myrdal, Economic Theory and Development, Yale U. P, New Haven, 1958 and other authors (See
Chapters 4 and 5 in: Harold Brookfield, Interdependent Development, Methuen, London, 1975).
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6 Regional Dispanrities in Yugoslavia from 1952 to 1988

= [t shows that dichotomous classification of countries (to developed
and underdeveloped) is faulty; S. Kusnets noticed almost half a cen-
tury ago that such a classification is oversimplified and showed that
differences appeared especially within a group of underdeveloped
countries where according to G. Myrdal cumulative and circular
causes of poverty take action.

J. G. Williamson undertook the first comprehensive comparative study of
the phenomenon of internal regional differences.? He studied 24 countries to
that effect and calculated for each of them the dispersion of weighted per capita
income for individual regions. In order to take into account the different sizes of
regions and their different number in a proper manner, he changed three various
dispersion measures,® which offered similar results. According to Williamson, if
two sets of relations (first, real per capita income in some country and time and
second, some measure of regional disparity and time) were observed for a long
period, then they would be similar to those shown in Graphs 1 and 2.

Graph 1 describes a path of global economic growth of a country in accor-
dance with a long prevailing concept of development (as economic growth). It
is well illustrated by A. Lewis’s definition of a subject of his Theory of economic
growth: “The topic of this book is per capita growth of production ... economic
growth, and not distribution; second, not consumption but production.”

Real per capitaincome

time

Graph 1. Global economic growth path

Today, however, it shows in many countries that we cannot wait for underde-
veloped regions to develop without bringing into question a stable development

2 ], G. Williamson, “Regional Inequality and the Process of National Development: A
Description of the Patterns”, Economic Development and Cultural Change, 4 (Part 1I), 1965.

3 Ibidem, p. 40.

Megatrend Review, vol 2 (1) 2005



Academician Caslav Ocié 7

of national economy. Sometimes, due to the regional problem, the state order or
even its survival is at stake.*

Graph 2 describes a universal pattern of regional disparities changes, as seen
by Williamson:® “Ever increasing regional income disparities and growing North-
South dualism are typical for early stages of development, while regional con-
vergence — disappearance of strict North-South problems — is typical for more
mature stages of national growth and development.”

Regional disparities index

time

Graph 2. Williamson: regional disparities change pattern
Source: Geoffrey ]. D. Hewings, Regional Industrial Analysis and Develpment, Methuen, London,
1977, p. 2.

This argument, based on comparison of relative indexes on the sample of
countries at various levels of development, as well as on historical tendencies in
individual countries, is usually considered as the reconciliation of two main types
of theories of (regional) development — balancing and unbalancing. The second
is considered characteristic for early stages of development and the first one for
more mature economies.

Many implications may be inferred from the existence of such an ‘unwaver-
ing’ law, which provides for convergence of regional incomes as natural by-prod-
uct of economic development:

1. Inherent contradictoriness of economic growth between efficiency (rate

of global growth) and equality (regional inequality). Regional inequalities

4 See for example: C. Oci¢, “The Regional Problem and the Break-Up of the State: the Case
of Yugoslavia”, Acta Slavica laponica (Sapporo), vol. 16, 1998, pp. 74-110. Electronic issues at
the following addresses: http://www.src-home.slav.hokudai.ac.jp/publictn/act...v/caslav.html
and http:/www.slavweb.com/eng/cee/yugo-e2.html, as well as www.iet.ru/special/cepra/drob/

biblio.htm
5 Ibid., p. 15.
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Regional Dispanrities in Yugoslavia from 1952 to 1988

are the price that underdeveloped countries must pay in some period in
order to achieve economic maturity, which automatically leads to less
sever regional inequalities.

2. Regional planning thus has to be secondary in relation to the global
growth policy. If re-distribution of income is necessary because of political
or social reasons, it should be known that a part of economic efficiency
and economic growth are sacrificed.

3. The relation of economic growth and regional inequalities should be con-
sidered universal. Williamson’s argumentation implies that ‘unwavering’
law is in force independently of a model of strategy of development or
(capitalist or socialist) ‘production relations’.®

4. The developing countries nowadays should follow the development pat-
tern that the developed countries have already passed through various
stages. In other words, K. Marx and W. W. Rostow are considered right.

5. The idea of strategic industrialization connected with process of urban-
ization stood behind the fast economic growth.

6

PR of China can serve as a multiple example about how important regional disparities are,
about disputes related to regional divergence and convergence, and finally about whether
the Williamson’s law is universal or valid for the market only, and maybe not for socialist
economies. Only a small part of new literature on regional disparities in China will be quoted
here: A. Hu, Ch. Wang, X. Kang, Regional Disparities in China, Liaoning People’s Press,
Shengyang, 1995; K. Y. Tsui, “Economic Reform and Interprovincial Inequalities in China”,
Journal of Development Economics, 50, 1996, pp. 353-368; J. Chen, B. M. Fleisher, “Regional
Income Inequality and Economic Growth in China”, Journal of Comparative Economics, 22,
1996, pp. 141-164; World Bank, Sharing Rising Incomes: Regional Disparities in China, The
World Bank, Washington, 1997; X. Tian, R. Duncan, ,China’s Inter-Provincial Disparities:
An Explanation”, Communist and Post-Communist Studies, vol. 32, 1999, pp. 211-214; Y. W,
“Income Disparity and Convergence in China’s Regional Economies”, Discussion Paper 99-
15, Department of Economics, University of Western Australia, Nedlands, http://www.econs.
ecel.uwa.edu.au/economics/dpapers/DP1999/9.15.pdf; X. Tian, China’s Regional Economic
Disparities Since 1978. Main Trends and Determinants, Singapore University Press, 1999; H.
Sun, “Economic Growth and Regional Disparities in China”, Regional Development Studies,
vol. 6, 2000, pp. 43-66; S. Démurger, “Infrastructure Development and Economic Growth:
An Explanation for Regional Disparities in China?”, Journal of Comparative Economics, vol.
29, 2001,pp. 95-117; Chind’s Regional Disparities: Issues and Politics, eds. V. E S. Sit, D. Lu,
Nova Science Publishers, New York, 2001; C. Fang, W. Dewen, D. Yang, “Convergence,
Divergence and Conditions: Explaining Regional Disparities in China”, China and World
Economy, vol. 2, 2002, pp. 17-24; Cai Fang, Dewen Wang, Regional Comparative Advantages
in China: Differences, Changes and Their Impact on Disparity, The Institute of Population and
Labor Economics, Chinese Academy of Social Sciences, Beijing, December 2003; X. Wang,
China: Regional Disparity, Policy Adjustment and New Challenges, http://www.eias.org/con-
ferences/euchina611/regionpolicy.pdf; C. Fang, W. Dewen, D. Yang, “Explaining Regional
Disparities in China”, in: China: An Economics Research Studies Series, vol. 1: A Fresh
Perspectives, Eastern University Press, Singapore, 2004, Ch. 5: pp. 61-77; X. Fu, “Limited
Linkages from Growth Engine and Regional Disparities in China”, Journal of Comparative
Economics, vol. 32, 1, 2004, pp. 148-164.
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Academician Caslav Ocié 9

6. Itis considered that market mechanism is capable to provide for the effi-
cient allocation of resources and accordingly for the high rate of growth’,
or that it is at least possible by state intervention.

7. The idea of territorial balance should not be abandoned even if the exist-
ing evidence contradicted it. Even in cases when it is admitted that the
game of market power leads to greater inequality, the territorial balance
is achievable as long as it is accepted that there are potentials of hidden
dynamics in capitalist economy and that certain efforts will be made to
enable it work on a right turning point. This is the idea of reverse polar-
ization formulated by Richardson in 1981,% and which has many common
elements with the essence of doctrine resulting from Williamson’s work.

It seams that Williamson’s ‘unwavering’ law is valid or out-of-fashion models
may live longer despite the severe criticism they are exposed to. Williamson’s
theory was also a criticism (and revision) of a widely spread opinion until then
according to which a vicious circle (circulus vitiosus) of poverty rules in underde-
veloped countries, as formulated by Winslow, 1951 and Nurkse, 1952. Applied
on regional disparities within underdeveloped countries, this means a constant
process of growing regional differences.

Until 1950s little attention was paid to the problem of regional disparities in
underdeveloped countries; researches referred to developed countries, primarily
the USA. A new approach, based on the ideas of Winslow and Nurkse, was for-
mulated by Myrdal: this is the principle of circular and cumulative causative impact.®
[t starts from the fact that the image of automatic system stabilization represents
a false analogy for the explanation of changes in social system, considering that
the balance bases on a false representation that every change of system causes
automatically the reverse change. According to his theory, such a tendency of
automatic system stabilization does not exist. In a normal case, writes he, the
change does not cause a change of opposite sign, but the first change initiates
and supports other changes that drive the system in the same direction as the
first change. Due to such circular causality, the social process tends to be cumu-
lative and often acquires growing speed. This process, thinks Myrdal, can be

7 On various views of market and regional disparities relation, see: Z. Pjani¢, “Tr¥iste i region-

alni razvoj”, in: Neravnomerni regionalni razvoj u ekonomskoj teoriji i praksi, ed. K. Bogoev, K.
Miljovski i N. Uzunov, MANU, Skopje, 1980, pp. 155-174; D. Salvatore, “The Operation
of the Market Mechanism and Regional Inequality”, Kyklos, vol. 25, 3, 1972, pp. 518-536;
N. Genovese, G. Sobbrio, “Regional Inequality and the Market Mechanism — A Comment”,
Kyklos, vol. 26, 3, 1973, pp. 621-623; D. L. McKee, “Regional Inequality and the Market
Mechanism — A Comment”, Kyklos, vol. 26, 3, 1973, pp. 624-626; D. Salvatore, “Regional
Inequality and the Market Mechanism — Reply”, Kyklos, vol. 26, 3, 1973, pp. 627-633.

8 H. W. Richardson, “Polarization Reversal in Developing Countries”, RSA Papers, vol. 45,
1981.

®  G. Myrdal, Economic Theory and Underdeveloped Regions, Gerald Duckworth, London, 1957.
Megatrend Review, vol 2 (1) 2005




10 Regional Dispanrities in Yugoslavia from 1952 to 1988

stopped if new exogenous changes oppose it. Balancing powers, however, are not
within the system, so the system remains unstable. Every new exogenous change
acts therefore through reaction of cumulative changes within the system in the
direction of a new change.

This means that under ceteris paribus conditions the regional disparities will
continuously intensify, unless the impact of exogenous powers does not oppose
them, such as for instance the discovery of mineral resources, the develop-
ment of new production procedures (which requires new factor combination)
and other factors that could lead to changes of economic or political constella-
tion. The consequences, however, are not necessarily the elimination of regional
imbalances. It is on the other hand possible that qualitatively different regional
imbalance would appear as an outcome, that the position of one region will get
better and of the other will get worse, and that there would not be narrowing
of regional differences at that. However, observed from inter-temporal point of
view, if Myrdal logics is followed, there may not be balancing, but regional dif-
ference may remain further (in the sense of unchanged hierarchy of the region),
and that certain indicators of regional development change. This is why in this
paper three representative indicators are taken when measuring regional dispari-
ties, and not only one indicator, as it is usually done.

2. Regional problem in Yugoslavia
Regional problem in socialist Yugoslavia (1945-1990) was not only the issue

of economic disparities. Both ethnic problem and the question of state order
reflected through it. It was the resultant of various historical influences® that cre-

10 “In order to understand the historical influence,” points Kosta Mihailovié, “it should take into

account that in the past the territory of Yugoslavia made the periphery of two empires. Bordering
areas are less developed as a rule.” (Regionalna stvarnost Jugoslavije”, Ekonomika, Beograd, 1990,
p. 16) Jovan Bara¢ writes about it picturesquely: “Conquering nations took only river valleys and
planes, while domestic element escaped into impassable rocky grounds and swamps. However, no
matter from which side the conquerors came ... our country has always been at the periphery...,
far from centrum of conquering nation, so to speak, always temporarily occupied, always exposed
even in the most peaceful times to guerrilla warfare and attacks by other conquerors or adventur-
ous barbarian tribes, so that over thousands of years it has always been disturbed and always on
the border. There is not any part of our country where there is not some kind of military frontier
or border-land (Timocka krajina, Bosanska krajina, Kordun, Kranjska, etc.)...” (Problem pasivnih
krajeva, Zemun, 1939, pp. 12-13). Speaking about military frontier, Pavle Mijovi¢ observes this
phenomenon within a wider context: “Wider teritory of two great ancient towns of Bar and
Ulcinj... is not better characterized than by their historical name ‘military frontier’ (krajina).
Since the second half of 11th century, when our first South-Slav state on the South Adriatic was
stablizied, Byzantium only touched this bordering territory... The name of this area ... reminds of
a rarely interrupted state of war on both sides of the river Bojana. This military frontier of ours
is not only the oldest ... but it is situated at the crossroads of great ancient civilizations, prehis-
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Academician Caslav Oci¢ 11

ated the mosaic of cultural patterns. This is the source of its complex nature and
extreme importance within Yugoslav context. A specific seal on the approach of
solving regional problems was set by ruling ideology. The proportions of regional
problems can be considered variously, from the point of view of value, theory,
methodology and practice.

If society values egalitarianism more, then the decision makers and the pub-
lic would be more susceptible to the existing regional differences; the opposite
refers to the society that prefers liberalism.

Depending on theoretical concept of the entire and regional development,
the proportions of regional problems can be made equal to the extent of under-
development, comprehended for instance as the participation of traditional
(natural) sector or as the existence of absolute or relative poverty, and similar.

When quantifying the proportions of regional problems, it should take into
account the level, units of observation, their characteristics (expressed by appro-
priate indicators) and the type of statistic representation. The republics and prov-
inces are the units of observation at the federal level, and municipalities at the
republican/provincial level of determining the proportions of regional problems.
The precision of measuring, naturally, depends on the precision of gauging of the
unit of observation. Territory, population, employment, capital and national prod-
uct are representative features of every unit of observation and it is necessary to
express the proportions of regional problems on each of them — as a level index of

toric Illyrian, Helenistic and Roman, and in the Middle Ages of the Roman, Slave and Turkish.
Geographic character of this military frontier at the border of the East and the West determined
since the ancient times the outcomes of all fruitful and ominous touches of both those worlds...
Since God knows when all conflicts in this military frontier and in its vicinity where world con-
flicts, and if they appeared as local, it was only a illusion of complex contradictories among great
powers.” (Pavle Mijovi¢, “Vje¢no na krajini”, in: Virpazar. Bar. Ulcinj, Obod, Cetinje — Beograd,
1974, p. 11). This actually refers to all our military frontiers, more or less.

“Military frontier (Krajiska)” etimology in toponyms of former Yugoslavia can be traced
from derived ones (Krajisnik, Krajiste, Krajiska Kutinica) to direct ones: in Slovena Bela
and neighbouring Suha Krajina, Krajina in Montenegro (between Rumija and Skadar
Lake). Zarko Vidovi¢ thinks that the whole “territory of Montenegro and Brda represents a
Venetian military frontier” as a complement to Austrian military frontier: “Military frontier
as Serbian historical institution was Venetian (in Montenegro and Dalmatia) and Austrian
(Lika, Kordun, Banija, Banat until Temisoara, Srem)”. (Z. Vidovié, Njegos i kosouvski zavjet u
novom vijeku, “Filip Visnji¢”,Beograd, 1989, pp. 66, 67). About military frontiers, see also:
M. Radeka, Gornja krajina ili Karlovacko vladicanstvo. Lika, Krbava, Gacka, Kapelsko, Kordun
i Banija, Savez udruZenja pravoslavnih sve§tenika SR Hrvatske, Zagreb, 1975; G. Stanojevié,
Dalmatinske krajine u XVIII vijeku, Istorijski institut, Beograd — Prosvjeta, Zagreb, 1987; Vojne
krajine u jugoslovenskim zemljama u novom veku do Karlovackog mira 1699, ed. V. Cubrilovié,
SANU, Beograd, 1989; D. M. Berié, Slavonska vojna granica u revoluciji 1848-1849, Prosvijeta
and Institut za istoriju u Sarajevu, Zagreb — Sarajevo, 1984; S. Nakié¢enovié¢, Kninska krajina,
SKD “Zora”, Beograd — Knin, 1990; V. S. Dabi¢, Vojna krajina. Karlovacki generalat 1530-
1746, Sveti arhijerejski sinod Srpske pravoslavne crkve, Beograd, 2000, S. Jovi¢, Etnografska
slika Slavonske vojne granice, Cigoja Stampa, Beograd, 2004.

Megatrend Review, vol 2 (1) 2005




12 Regional Dispanrities in Yugoslavia from 1952 to 1988

chosen indicators or as their participation within the total. In case of expressing by
the level index, the measure may be global average or the most developed region.

From the practical aspect of social intervention in “problematic” regions, the
proportions of regional problem are defined by the possibilities to solve it and they
are primarily determined by the degree of general development of the country.
In general, only such a determination of proportions is practically relevant, since
the scope of intervention assets for realization of the goals of regional policy is
determined on the basis of it. This, however, does not mean that the proportions
of regional problem were determined in such a way. Their official determination,
in fact, was the resultant of the relation of regional powers, economic interests,
political will and ruling ideological postulates.

The status of underdevelopment and the scope of transfer depended on
(unlimited) desires on one hand and on (limited) possibilities on the other.

Table 1. The proportions of regional problem: participation of underdeveloped areas
in respective aggregates of Yugoslavia

e e 1947/52 1965 1988
Area (34.5%) 39.7% 39.7% 39.7%
Population (26.0%) 30.6%* 33.8% 38.5%
Employment (22.4%) 24.2%** 24.6% 29.3%
Capital assets (18.1%) 19.8%** 25.3% 27.1%
National product (21.1%) 23.4%*** 22.0% 22.6%

Year 1948; **1952; ##%1947

The percentages in brackets refer to Bosnia and Herzegovina, Macedonia
and Montenegro, which according to the first five-year plan (1947-1951), held
the status of the underdeveloped. The percentages without brackets, in addition
to these three units, include Kosovo and Metohija.

The estimates of proportions of regional problems are various.!! First of
all, the “official” proportions of regional problem within Yugoslav framework

1 There is a general agreement that this is a long-term structural problem. Galbraith attempts to
persuade us that “the structure is something stubborn that resists changes” (according to French
sociologist Georges Gourvitch): “Let us assume that in 1880, we set on a railway tour around the
territory marked today as a socialist camp. The highest and distributed the best living standard
would be found at the territory of the German Democratic Republic today. The next highest
standard would be in Czech republic, Czechoslovakia today, and then in Slovenia and Croatia,
which belong to present Yugoslavia. Hungary, Austrian and German parts of Poland would be
even poorer, and poorer than them would be Macedonia, Montenegro and parts of Serbia...
The same tour today... would show the same relative relations of prosperity and poverty...”
(J. K. Galbraith, The Nature of Mass Poverty, Penguin, Harmondsworth, 1980; translated as:
“Priroda masovnog siromastva”, Treci program, 59, 1983, p. 289).

Megatrend Review, vol 2 (1) 2005
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(defined by the official status of underdevelopment of the republics and prov-
inces shown in Table 1) do not correspond to the real ones, since the boundar-
ies of underdevelopment do not correspond to the borders of the republics and
provinces. More realistic treatment of the regional problem regarding territorial
scope existed only in the period from 1960 to 1965.12 Even then, however, there
were underdeveloped enclaves outside the ofﬁcially determined underdeveloped
areas or within developed areas, while within “the compact southern area of
Yugoslavia that was (according to 1961-1965 Plan, note by C.O. See Graph 3b)
considered underdeveloped there were certain towns and small industrial centers
that taken as isolated did not have characteristics of the economically underde-
veloped areas. Therefore, a compact southern part of Yugoslavia, where 1/3 of
the entire population of the country lived, could have been taken as economi-
cally underdeveloped area of Yugoslavia (underlined by C.O.). According to the
number of inhabitants, such a marked area almost corresponds to the results of
the analysis of economic development per municipalities...”

Every analysis per municipalities would undoubtedly show the differentia-
tion inside both developed and underdeveloped areas. Namely, there are pockets
of underdevelopment inside the developed areas, as well as developed centers
within underdeveloped areas.

Yugoslav regional policy, however, insisted firmly on the simplified dichoto-
mous division to the developed economically and underdeveloped republics and
provinces (which has never had de facto support in reality). The consequence
was as follows: in 1948, 30.57% of Yugoslav population lived at the territory that
after the World War II almost continuously held the status of underdevelopment
(Bosnia and Herzegovina, Macedonia, Montenegro and Kosovo and Metohija)
and in 1965, it was 33.84% of Yugoslav population. In 1990, the percentage
increased to 40.23%.

Taking into account only these data, the Yugoslav regional policy, which
(especially in the period from 1965-1990) disregarding the interdependence of
development of all regions was reduced to one specific segment of regional devel-
opment, i.e. to the development of underdeveloped areas — could be considered
unsuccessful since it did not lead to the reduction of the number of people living
under the conditions of underdevelopment but to the increase of that number.
It is actually a rigid and rough determination of underdeveloped areas: regional
policy clashed with real proportions of the regional problem, so that the present-
ed data do not show what happened with the population economically at such
imprecisely defined area of underdevelopment.

12 The Social plan of the economic development of Yugoslavia for the period 1960-1965 treated
the area of 105450 km or 41.2% of the total national territory as underdeveloped, and it was
populated in 1960 with some 6.2 million inhabitants, or 33.2% of the entire Yugoslav popula-
tion. (D. Vasiljevi¢, “Nerazvijena podru¢ja”, in: Privredni sistem i ekonomska politika Jugoslavije,
revisors Lj. Markovié¢, B. Mijovi¢ and Z. Bulaji¢, Rad, Beograd, 1961, p. 324).
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14 Regional Disparities in Yugoslavia from 1952 to 1988

The units of observation in this paper are former Yugoslav republics and
provinces. Here also, which is a frequent case, the researcher is forced to operate
with the existing administrative and political delimitations, regardless of wheth-
er they fulfill economic criteria of regionalization or not. Consequently, the term
‘region’ (for the republic or province) will be used conditionally:*

“... Regional aspect of social and economic development appears as a com-
ponent... of the development, i.e. as one of proportions of development that the
structural coordination of the development in general depends on, and consequent-
ly the development of the whole country. It is important for the development of
Yugoslavia as much as it is important for the republics and provinces. However, the
question may be asked what territorial units should represent the regional aspect
of the development of Yugoslavia. Considering that SFRY is the union of the SFRY
nations and their states-republics, it is obvious that from the level of Yugoslavia
the territories of republics (and provinces) should be taken into account for the
requirements of consideration of regional aspect of development, but they should
not be treated as regions. Therefore, the regional aspect of the development of
Yugoslavia should not be termed “the development of republics and provinces”. It
could be called regional aspect of the development of Yugoslavia only conditionally,
for practical and analytical needs. The real regional aspect of the development of
Yugoslavia would be the one that would treat territorial regional units as regions,
more precisely Yugoslav regions, but officially we do not have such regions.”**

Certain efforts in the direction of regionalization at Yugoslav level, which
appeared occasionally from 1945 to 1974 to define such regions for more suc-
cessful global and regional development, did not yield fruit. With the exception
of the period from 1961 to 1965, the republics and provinces, or to be more pre-
cise underdeveloped republics and the province of Kosovo and Metohija, were
in the focus of attention at the Yugoslav level. Until 1965 they were considered
within “spatially coordinated”, and since that year within “spatially uncoordi-
nated regional political target system”.

Yugoslav regional policy was basically characterized by double reductionism:
a. Focusing on republics and provinces (as Yugoslav “regions”) primarily
(only since 1965), and
b. Orientation towards underdeveloped Yugoslav regions.
The official definition of underdeveloped Yugoslav regions has changed over
time (See Graphs 3a, b, c and d).

13 See the discussion on the use of term “region” within Yugoslav context in: “Zajednistvo i
autarki¢ne tedencije u privredi Jugoslavije” (Round table discussion), Treéi program, 52, 1982.

B. Kubovi¢, Regionalna ekonomika, Informator, Zagreb, 1974, p. 58. In the note to the final
part of the quoted text, Kubovié¢ explains: “Actually, these would be bordering regions
between republics where the republican borders would be neglected if required. Although
the possibility of Yugoslav regions treated as republican regions should not be excluded, but
only conditionally until the Yugoslav regions are formed.”
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Graph 3. Underdeveloped areas in Yugoslavia

a) Fom 1947 to 1957
b) From 1957 to 1961
¢) From 1961 to 1965
d) From 1965 to 1990

The specific weight of the republics and provinces in Yugoslavia is deter-
mined by indicators from Table 2. The participation in total and agricultural
area, population, capital assets, employment and domestic product.’®

The institutional, or social and historical context for solving of regional
problems in Yugoslavia in the period observed was changing: from the angle of
regional development, two main stages can be differentiated — until 1965 and

after 1965.

15 The specific weight of Yugoslav republics and provinces is shown on maps represented at
Graph 4. The program for making of these maps for the requirements of this paper was made
by Vladeta Filipovi¢, PhD, of “Mihailo Pupin” Institute in Belgrade.
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Regional Disparities in Yugoslavia from 1952 to 1988

Table 2. Yugoslavia, republics and provinces: some basic characteristics

Participation in %

Active capital . National
assets, social Workers in roduct of the
Area in km? Agricultural Population sector, ,acquisi— social and Pv;ntire econo-
area tion‘ value, private sector, my, prices in
prices in 1972. annual average 1972
1988 1988 1988 1988 1988
YU 100.0 100.0 100.0 100.0 100.0 100.0
BIH 20.0 17.7 18.9 153 15.7 12.8
CGO 5.4 3.6 2.7 3.2 2.4 2.0
HRV 22.1 24.2 19.9 25.8 23.6 254
MAK 10.1 9.1 8.9 5.8 7.7 5.6
SLO 7.9 6.9 8.2 16.9 12.5 16.7
SRB 34.5 38.5 41.5 33.0 38.0 37.5
CES 21.9 21.8 24.8 20.6 253 25.0
KIM 4.2 3.6 8.0 2.8 3.5 2.2
VO]J 8.4 13.1 8.7 9.6 9.3 10.4

Economic ties of Yugoslav republic and provinces were realized during the
observed forty years in various manners and in various (social, political, economic)
surroundings. Formal and then cooperative (and according to some authors only
facade) federalism amended or redefined by new constitutions, was combined or
pushed aside by the elements of (conflicting) confederacy. National equality was
largely equated with the equality of republics and provinces. The highlights on
components of the entire development changed considerably (social — national,
political — economic), and in the economic sphere the concept of development
and institutional framework also changed considerably: from central planning,
through market planning and “economy based on agreement”, to market-ori-
ented, or more specifically mixed...

The specific characteristics of Yugoslav regional scene (multi-national struc-
ture of the country, federative social system and considerable differences in the
degree and structure of economic development among and within certain areas)
impose the need for the discussion on Yugoslav regional relations to be held both
within the context of economic rationality and in the light of conceptual politi-
cal orientations, i.e. main national strategies that treated Yugoslavia as a transi-
tion or as a permanent solution to ethnic (state-related) issue.

Yugoslav regional policy persisted stubbornly on simplified dichotomous
division into economically developed and underdeveloped republics and prov-
inces (which, as we have already mentioned, de facto never had support in real-
ity). Bi-polar interest regional configuration in case of rather formalized political
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18 Regional Disparities in Yugoslavia from 1952 to 1988

decision-making procedure (consensus), as its unavoidable result, had the con-
sequence of perpetuating decisions and intensification of the existing problems,
especially because the original result of the interest “coordination” based on bad
political compromise.’® The mechanism of transfer of funds at the developed-
underdeveloped relation caused double dissatisfaction: both those giving and
receiving were dissatisfied. The developed areas put up a resistance to high pri-
ority that interregional division enjoyed, while the poor areas resisted the grow-
ing tendency of application of distribution criteria (especially profitability) in
valuing of investments, and strongly opposed to the idea to control the use of
transfer means. In that battle, the question whether the regional differences
diminished or increased had a very large practical importance: if the differences
increased then the request of the underdeveloped to increase the helping funds
was justified, and if they decreased it would mean that the strategic goal of “fast
development of all with faster development of the underdeveloped” could be
achieved with less inflow of assets into the Federation Fund for the underdevel-
oped. Did regional differences really increase or decrease? Was the process of
increase (decrease) constant or temporary? Did all relevant indicators show the
same tendencies?! This paper gives accurate answer to these questions based on
the empirical analysis and considering the available statistic foundation these
answers are also final.

3. Measuring regional disparities®’

As opposed to Williamson, who uses only national product per capita for the
purpose of the international comparison of regional disparities, in this paper the
employment per 1000 of working age population and capital assets per a working
age inhabitant are used here in addition to this indicator.

1% In the social atmosphere where bad compromise prevails not one conflict can be led to

the end. (Istvan Eorsi says for NIN: Ludi dani mladog Marksa, NIN, no. 1861, 31. August,
1986, p. 33). “When it is led to the end eventually, then the end is tragic, as the example of

Yugoslavia shows.”

7" In public discussions (even in some ‘scientific’ papers) in the former Yugoslavia it was common to

make the evaluation on the increase or decrease of regional disparities in the period after World
War II (or some shorter part of that period), i.e. on the successfulness or unsuccessfulness of
regional policy, based only on the data on the range of national product per capita between the
most developed (Slovenia) and the most underdeveloped area (Kosovo and Metohija). There was
a double reductionism at work: 1. only one indicator was taken into account (shown in the second
column in the left Table below), and not the other indicators relevant for the measurement of
the total economic development; and 2. only two — extreme — units of observation were taken.
Undoubtedly, it is better to use the coefficient of correlation as a measure of total variations of
(all) republics and provinces per individual indicators of development (Table on the right below)
instead of the range. This is also not enough. This is why the measuring of regional disparities in
this paper was carried out in the manner described in the part that follows.
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The formulas according to which the trend of regional differences is quanti-

fied are as follows:

V1={\/Z[yl—§]z(ﬁ,/n)}/§

V;{JZ[y;Ef/N}/}

M :{Z|yl—y|(fi/n)}/y-100

Where:

N = number of regions = 8, and

i = Bosnia and Herzegovina (BIH), Montenegro (CGO), Croatia (HRV),
Macedonia (MAK), Slovenia (SLO), Central Serbia (CES), Kosovo
and Metohija (KIM) and Vojvodina (VOJ).

In case of the indicator employment per 1000 working age population:
y, = employment per 1000 working age population in i-region,
y = employment per 1000 working age population in Yugoslavia,

f, = working age population of i-region,

n = working age population of Yugoslavia.

Regional ranges per certain elements

of economic development

Coefficients of region variations per certain elements
of economic development expressed by os, dp and zp

(the relation of maximum and minimum indicator values) indicators

year oS DP 7P year oS DP yAY

1952 6.0:1 4.1:1 5.1:1 1952 64.27 52.29 33.41
1955 6.1:1 4.3:1 3.5:1 1955 68.33 48.00 34.03
1960 5.4:1 5.4:1 3.0:1 1960 52.21 52.50 31.87
1965 4.0:1 4.6:1 3.1:1 1965 42.65 45.53 33.87
1970 3.9:1 5.7:1 3.5:1 1970 43.06 50.50 34.51
1975 3.8:1 6.1:1 3.2:1 1975 43.19 53.01 34.87
1980 4.7:1 6.0:1 3.2:1 1980 44.23 50.21 33.02
1981 4.3:1 5.4:1 2.9:1 1981 45.75 47.99 31.12
1982 4.6:1 5.5:1 3.0:1 1982 45.12 46.49 30.82
1983 4.5:1 5.2:1 3.0:1 1983 44.49 46.00 30.35
1984 5.4:1 5.8:1 3.0:1 1984 51.06 48.16 30.35
1985 4.9:1 6.3:1 3.0:1 1985 51.31 52.25 30.16
1986 5.5:1 6.8:1 3.1:1 1986 54.66 56.55 29.96
1987 6.0:1 8.0:1 3.0:1 1987 55.80 61.58 29.71
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20 Regional Disparities in Yugoslavia from 1952 to 1988

In case of the indicator capital assets per a working age inhabitant:
y, = capital assets per a working age inhabitant in i-region,
y = capital assets per a working age inhabitant of Yugoslavia,
f, = working age population of i-region, ‘
n = working age population of Yugoslavia;

while in case of the indicator national product per capita:
y, = national product per capita of i-region,
y = national product per capita of Yugoslavia,
f, = population of i-region,
n = population of Yugoslavia.

It can be noted from these formulas that V|, and V, are the measures of rela-
tive regional differences, while M is the measure of absolute regional differences.
V, represents a weighted measure of regional differences, since the square aber-
rations of region indicator value and indicator value at the level of Yugoslavia
are weighted by the participation of working age population, i.e. entire popula-
tion within the appropriate aggregate at the level of Yugoslavia. The measure of
absolute differences (M) is also calculated as weighted value, whereas weights
are equal to weights used in V| calculation.

In order to determine general formulas of trend of regional differences in the
observed period (1952-1988), each series of acquired values is regressed to time,
i.e. the trend functions are evaluated.

For each of regional differences value series three main functional relations
with time as independent variable are specified and evaluated: linear, log-linear
and half-logarithm. The sign and value of evaluated value of [] parameter shows
direction and intensity of changes of regional differences value in time. The types
of specified functions, where the dependent variable (regional differences value)
marked with letter Z, are:

(1) Linear trend:
Z=0+0T, dz/[dT =[]

[] > 0 — regional differences increase by constant [] coefficient;
[] < 0 — regional differences decrease by constant [] coefficient.

(2) Log-linear trend:
Z=[T5 dZ/dT = [Q[JT%1

[] > 1 — regional differences increase rapidly;
0 < [J < I — regional difference increase slowly;
[] < 0 — regional differences decrease slowly.

Megatrend Rewview, vol 2 (1) 2005




Academician Caslav Oci¢ 21

Computing this function with logarithms results in the equation suitable for
evaluation by the method of common smallest squares (CSS):

InZ=mh[J+[]nT

(3) Half-logarithm trend:
a) Z=eW InZ=[0+0T

[] > 0 — regional differences increase exponent rapidly;
[] < 0 — regional differences decrease exponent slowly.

Computing this function with logarithms results in the formula for evaluation:
InZ=0+[0T
b) Z=1[]+ [JInT dZ/dT = [J/T

[] > 0 — differences increase slowly;
[ < 0 — differences decrease slowly.

In other words, if the trend of regional differences over time is best described
by the function of half-logarithm trend, in which the dependent variable is com-
puted with logarithm, and if the sign of evaluated value of [] parameter is negative,
it means that the differences between regions decrease, but slowly ([] is a constant,
T increases, which means that the [J/T value get smaller with T growth).

The choice of function for every series of dependent variable values is carried
out based on criteria of statistic importance of evaluated [] parameter and statis-
tic importance of evaluated function measured by determination coefficient.

4. Relative regional differences'®

Based on the trend of regional differences in the employment per 1000 work-
ing age population expressed by V, measure (Graph 5), several various sub-peri-
ods may be noticed. Since 1952 to 1961, regional differences in employment var-
ied with the tendency of decreasing. Since 1961 to 1964, they increased continu-
ously, and from 1964 to 1972, they varied again without any expressed tendency
of either growth or fall. From 1972 to 1979, there is again a constant growth of
regional differences, and from 1979 to the end of the observed period in 1988,
they fell from year to year.

18 As of 1945, the regional differences in Yugoslav theory and practice were interpreted as relative
differences. Thus Kosta Mihailovi¢ (“Ciljevi i politika razvoja nedovoljno razvijenih podrudja i
SAP Kosovo”, in: Politika i sistem podsticanja brieg razvoja privredno nedovoljno razvijenih repub-
lika i autonomnih pokrajina, Ekonomski institut — Institut ekonomskih nauka, Beograd, 22.
avgust 1978, p. 14) thinks that the permanent main regional political goal is “uniformity as
narrowing of relative differences.” This paper considers absolute differences as well.
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Graph 6. Employment: relative regional differences (V2)

This nine-year continuous fall of regional differences was mostly determined
by the falling trend for the whole period. The evaluated half-logarithm function
of the trend is:

InV, =-1.1107-0.0032 T R? = 0.3860
(-=75.4736) (-4.6912) R? = 0.3685

Considering the type of trend function, it can be stated that the relative
regional differences in employment per 1000 working age population during the
entire observed period (1952-1988) decreased rapidly.

Similar trend of relative regional differences is obtained based on V, indicators
(Graph 6). According to this indicator also, there is a significant drop of relative
regional differences during the entire period. The evaluated trend function is:

InV, =-1,3201 -0,0024 T R?= 0,3463
(-107,5077) (-4,3058) R? = 0,3276
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Table 3. Employment: relative regional differences

vV, oV, Vv, oV,
1952 0.324 0.328 0.265 0.266
1953 0.328 0.327 0.266 0.266
1954 0331 0.326 0.269 0.265
1955 0322 0325 0.262 0.265
1956 0.328 0.324 0.269 0.264
1957 0316 0.323 0.259 0.263
1958 0321 0322 0.258 0.263
1959 0319 0321 0.261 0.262
1960 0.300 0.320 0.248 0.261
1961 0.298 0319 0.249 0.261
1962 0303 0318 0.252 0.260
1963 0.315 0317 0.261 0.259
1964 0.319 0316 0.264 0.259
1965 0315 0315 0.260 0.258
1966 0310 0314 0.253 0.258
1967 0314 0313 0.257 0.257
1968 0.320 0312 0.261 0.256
1969 0313 0311 0.253 0.256
1970 0317 0310 0.257 0.255
1971 0311 0.309 0.253 0.254
1972 0.309 0.308 0.253 0.254
1973 0318 0.307 0.260 0.253
1974 0322 0.306 0.262 0.253
1975 0.324 0.305 0.263 0.252
1976 0.326 0.304 0.265 0.251
1977 0.328 0.303 0.268 0.251
1978 0331 0302 0.271 0.250
1979 0.333 0301 0.274 0.250
1980 0.307 0.300 0.256 0.249
1981 0.293 0.299 0.245 0.248
1982 0.288 0.299 0.241 0.248
1983 0.286 0.298 0.239 0.247
1984 0.286 0.297 0.239 0.247
1985 0.284 0.296 0.238 0.246
1986 0.281 0.295 0.236 0.245
1987 0.276 0.294 0.233 0.245
1988 0.274 0.293 0.231 0.244
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Graph 8. Capital assets: relative regional differences (V2)

The type of trend function shows that relative regional differences are
decreasing rapidly. The evaluated [] coefficient value in that function, however,
is lower than in case of V| indicator, which is the logical result when it is known
that V| indicator is calculated by weighing of aberration square.

In the trend of relative regional differences considering capital assets per a
working age inhabitant, measured per both indicators (V, and V,), two sub-peri-
ods are clearly noticed (Graphs 7 and 8).

In case of V| indicator in the first sub-period, from 1952 to 1971, relative
regional differences decrease, and in the other sub-period, from 1971 to 1988,
they increase. The trend of relative regional differences in the first sub-period is
best described by the function of half-logarithm trend:

= 0,6418-0,0791 In T R? = 0,7545
(26 7013) (-7,4379) R? = 0,7409
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Table 4. Capital assets: relative regional differences

V, OV, O.V, vV, oV, O.V,
1952 0.559 0.586 0.642 0.433 0.450 0.469
1953 0.563 0.554 0.587 0.441 0.432 0.459
1954 0.590 0.535 0.555 0.467 0.421 0.449
1955 0.593 0.522 0.532 0.468 0.413 0.439
1956 0.592 0.511 0.514 0.464 0.408 0.429
1957 0.553 0.503 0.500 0.437 0.403 0.419
1958 0.513 0.496 0.488 0.406 0.399 0.409
1959 0.489 0.490 0.477 0.394 0.395 0.399
1960 0.469 0.484 0.468 0.386 0.392 0.389
1961 0.434 0.479 0.460 0.363 0.389 0.379
1962 0.417 0.475 0.452 0.345 0.387 0.369
1963 0.428 0.471 0.445 0.352 0.385 0.359
1964 0.426 0.467 0.439 0.347 0.383 0.349
1965 0.411 0.464 0.433 0.337 0.381 0.339
1966 0.414 0.460 0.428 0.337 0.379 0.329
1967 0.401 0.457 0.422 0.330 0.377 0.319
1968 0.408 0.455 0.418 0.339 0.376 0.334
1969 0.412 0.452 0.413 0.341 0.374 0.338
1970 0.410 0.449 0.409 0.342 0.373 0.341
1971 0.404 0.447 0.405 0.338 0.371 0.344
1972 0.414 0.445 0.416 0.346 0.370 0.348
1973 0.416 0.443 0.420 0.349 0.369 0.351
1974 0.422 0.440 0.424 0.352 0.368 0.355
1975 0.430 0.438 0.427 0.359 0.367 0.358
1976 0.437 0.437 0.431 0.364 0.365 0.361
1977 0.442 0.435 0.435 0.364 0.364 0.365
1978 0.452 0.433 0.438 0.372 0.363 0.368
1979 0.449 0.431 0.442 0.374 0.362 0.372
1980 0.434 0.430 0.446 0.367 0.362 0.375
1981 0.443 0.428 0.450 0.376 0.361 0.378
1982 0.449 0.427 0.453 0.379 0.360 0.382
1983 0.463 0.425 0.457 0.389 0.359 0.385
1984 0.464 0.424 0.461 0.393 0.358 0.389
1985 0.466 0.422 0.464 0.395 0.357 0.392
1986 0.464 0.421 0.468 0.394 0.357 0.395
1987 0.468 0.420 0.472 0.398 0.356 0.399
1988 0.473 0.418 0.475 0.403 0.355 0.402
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which means that they decrease at falling rate. In the second sub-period,
their trend is best described by the linear trend function:
V,=0,3388 + 0,0037 T R? = 0,9050
(39,1039) (12,3443) R? = 0,8990

which means that in that sub-period relative regional differences increase at
constant [] rate.

According to V, indicator, however, in 1967 already there was a complete
change of trends of relative regional differences considering capital assets per a
working age inhabitant. Until that year they were falling, and after that year they
were rising.

The trend of relative regional differences in the first sub-period (1952-1967)
is best descnbed by a linear trend function:

= 0,4790 -0,0100 T R? = 0,8622
(46 4257) (-4,2503) R? = 0,8523

which suggests that they decrease at constant [] rate.

Linear trend is characteristic for the trend of regional differences in the second
sub~perlod (1967-1988) also, but the value of evaluated [] parameter is positive:
= 0,2761 + 0,0034 T R? = 0,9764
(85 6092) (28,7995) R? = 0,9753

which means that the differences increase at constant coefficient.

However, when the period is observed as a whole according to both indica-
tors (V, and V), falling tendency of relative regional differences in the value of
capital assets per a working age inhabitant prevails. In both cases their trend is
best described by the function of half-logarithm trend, which suggests that the
fall of regional differences becomes slower over time. The evaluated trend func-
tions are:

V, =0,5863 - 0,0465In T R? = 0,5014

(26,5392) (-5,9328) R? = 0,4872
and

=0,4497-0,0262In T R? = 0,3404

(25 9149) (-4,2503) R?=10,3216
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Table 5. Social product: relative regional differences

vV, oV, Vv, oV,
1952 0.453 0.415 0.355 0327
1953 0397 0.417 0311 0.329
1954 0.429 0.419 0.341 0.331
1955 0.427 0.421 0.341 0.334
1956 0.432 0.423 0.346 0.336
1957 0.411 0.425 0322 0.339
1958 0.457 0.427 0.361 0.341
1959 0.427 0.429 0.332 0.344
1960 0.461 0.431 0.360 0.346
1961 0.452 0.433 0.365 0.349
1962 0.450 0.435 0.364 0351
1963 0.439 0.437 0.357 0.354
1964 0.427 0.439 0.349 0.356
1965 0.409 0.441 0.336 0.359
1966 0397 0.443 0325 0.361
1967 0.404 0.445 0337 0.364
1968 0.427 0.447 0.356 0.366
1969 0.434 0.450 0.361 0.369
1970 0.455 0.452 0.381 0372
1971 0.455 0.454 0.380 0.374
1972 0.461 0.456 0.383 0377
1973 0.463 0.458 0.386 0.380
1974 0.456 0.460 0.380 0.383
1975 0.484 0.463 0.402 0.385
1976 0.484 0.465 0.404 0.388
1977 0.474 0.467 0.399 0.391
1978 0.487 0.469 0.408 0.394
1979 0.493 0.471 0.411 0397
1980 0.459 0.474 0.392 0.399
1981 0.439 0.476 0377 0.402
1982 0.422 0.478 0.357 0.405
1983 0.421 0.480 0357 0.408
1984 0.443 0.483 0.376 0.411
1985 0.484 0.485 0.412 0.414
1986 0.509 0.487 0.427 0.417
1987 0575 0.490 0.483 0.420
1988 0.581 0.492 0.493 0.423
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Graph 9. Social product: relative regional differences (V1)
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Graph 10. Social product: relative regional differences (V2)

The trend of relative regional differences in social product per capita shows
the undoubted rising trend of the differences, measured according to both
and V, indicators (Graphs 9 and 10). In both cases their trend is best describe
by half-logarithm trend function in which the dependent variable is computed
with logarithm. This means that relative regional differences in national product
per capita increased according to rising rate. The evaluated trend functions are:

InV, = -0,8848 + 0,0047 T R? = 0,3615

(-38,1002) (4,4517) R? = 0,3433
and

InV, = -1,1260 + 0,0072 T R? = 0,6003

(-52,1261) (7,2510) R? = 0,5889
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5. Absolute regional differences

Four sub-periods with various tendencies follow each other in the trend of
absolute regional differences in the employment per 1000 working age population
(Graph 11.). During the sub-period from 1952 to 1964, absolute regional differ-
ences increase, from 1964 to 1971 they decrease, and from 1971 to 1979 they
increase again. Finally, during the sub-period from 1979 to 1988, they decrease
from year to year.

When the entire period is observed (1952-1988), the tendency of fall of
absolute regional differences according to this indicator is clearly noticed. This is
confirmed also by the evaluated function of half-logarithm trend:

InM = -1,5910-0,0042 T R? = 0,5845
(-120,8410) (-7,0168) R? = 0,5726;

according to which the absolute regional differences in the employment per
1000 working age population decrease at increasing rate.

The trend of absolute regional differences in the value of capital assets per a
working age inhabitant (Graph 12), however, does not have a common tendency
during the entire observed period (1952-1988). This is confirmed also by insig-
nificant evaluated value of parameter with complete time in all evaluated func-
tions of the trend for the entire period.

Four sub-periods follow each other in the trend of the differences. The first
one, from 1952 to 1954, in which the differences increased per constant coef-
ficient:

M =0,2671 + 0,0207 T R? = 0,9989
(178,9876) (29,9712) R? = 0,9770;

The second, from 1954 to 1964, in which the differences decreased at con-
stant coefficient:
M = 0,3666 - 0,0101 T R? = 0,9360
(49,3612) (-10,1160) R? = 0,9268;

The third one, from 1962 to 1974, during which the absolute differences
among regions increased:
M = 0,2446 + 0,0005 T R? =0,3815
(66,8693) (2,6046) R? =0,3252;

And the fourth one, from 1974 to 1988, during which the absolute regional
differences considering capital assets per a working age inhabitant also increased,
but faster than in the previous sub-period.
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Graph 11. Employment: absolute regional differences
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Graph 12. Capital assets: absolute regional differences

As for the national product per capita, the main tendency in the trend of
regional differences (Graph 13) according to this absolute indicator is the same
as in case of V, and V, indicators. Namely, absolute regional differences showed
tendency of growth during the entire period (1952-1988). Judging by the func-
tional form of trend that best describes the trend of these differences

InM = -1,4268 + 0,0087 T R? = 0,7564
(-78,2746) (10,4242) R2 = 0,7494
they grow rapidly.
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Table 6. Employment, capital assets and national product: absolute regional differences

MZAP OMZAP MOSR OMOSR MDP OMDP
1952 19.4 20.3 28.8 28.8 25.2 24.2
1953 19.3 20.2 30.8 30.9 22.2 24.4
1954 19.5 20.1 33.0 32.9 26.7 24.6
1955 19.1 20.0 32.9 32.6 25.3 24.9
1956 19.8 19.9 32.2 31.6 25.7 25.1
1957 19.1 19.9 31.5 30.6 25.2 25.3
1958 18.8 19.8 28.3 29.6 26.9 25.5
1959 19.8 19.7 28.4 28.6 24.3 25.7
1960 19.5 19.6 28.1 27.6 25.9 26.0
1961 20.4 19.5 27.1 26.6 26.9 26.2
1962 20.3 19.4 25.0 25.1 27.6 26.4
1963 20.8 19.4 25.4 25.1 27.3 26.7
1964 20.9 19.3 25.4 25.2 26.2 26.9
1965 20.9 19.2 25.0 25.2 20.7 27.1
1966 19.7 19.1 25.2 25.3 253 274
1967 19.7 19.0 24.6 253 26.1 21.6
1968 19.5 19.0 25.6 254 26.7 27.8
1969 18.3 18.9 25.7 25.4 21.0 28.1
1970 18.3 18.8 25.8 25.5 28.5 28.3
1971 18.0 18.7 25.4 25.6 29.3 28.6
1972 18.2 18.6 25.7 25.6 28.2 28.8
1973 18.3 18.6 25.6 25.7 29.3 29.1
1974 18.2 18.5 25.7 25.9 29.5 29.3
1975 18.4 18.4 26.4 26.3 31.0 29.6
1976 18.6 18.3 26.9 26.7 31.2 29.9
1977 18.9 18.2 21.3 21.2 31.1 30.1
1978 18.9 18.2 27.8 21.6 31.7 30.4
1979 19.2 18.1 27.8 28.1 31.6 30.6
1980 18.5 18.0 28.2 28.5 31.0 30.9
1981 18.0 17.9 28.9 28.9 30.5 31.2
1982 17.7 17.9 29.5 29.4 28.5 31.5
1983 17.4 17.8 29.7 29.8 28.4 31.7
1984 17.4 17.7 30.6 30.3 30.1 32.0
1985 17.3 17.6 30.9 30.7 32.1 32.3
1986 17.1 17.6 30.9 31.1 31.4 32.6
1987 16.6 17.5 31.7 31.6 36.2 32.9
1988 16.8 17.4 31.9 32.0 37.6 33.1
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Graph 13. National product: absolute regional differences

The results of the analysis show that the relative and absolute regional differ-
ences in the observed period decrease in case of employment and capital assets.
Lowering of risk in case of employment is accelerated, while in case of capital
assets it is slow. If only the last decade is observed, both absolute and relative
differences in capital assets among regions increase. As for the national product,
both relative and absolute regional differences increase rapidly in the course of
the entire observed period.

6. Some international comparisons

Williamson and other researchers (almost without exception) have used
only one indicator in international comparisons of regional disparities. Using
national product per capita, he came to the conclusion that inter-regional dif-
ferences are larger in underdeveloped countries. E. Egner'® and K. D. Klages®
also (who rely upon Williamson) conclude that the image of expressed disparities
appears in underdeveloped countries. On an average, they are much larger than
in the developed industrial countries (there are some exceptions, such as India,
for instance).?

¥ E. Egner, “Regionale Wirtschaftspolitik in Entwicklungslindern”, in: Handwérterbuch

der Raumforschung und Raumordnung, Akademie fiir Raumforschung und Landesplanung
(Hrsg.), Gebriider Janecke, Hannover, 1970, p. 2670.

K. D. Klages, Das Regionale Entwicklungsgefille. Ein Beitrag zur Regionalplanung in
Entwicklungslinder, Horst Erdmann, Tiibingen — Basel, 1975.

See also the papers on regional disparities within certain countries or within comparative
context, such as, for instance: K. L. Gupta, “Development Patterns: An Interregional Study”,
The Quarterly Jowrnal of Economics, vol. 85, 4, November 1971, pp. 644-666; T. A. Reiner,
“Welfare Differences Within a Nation”, The RSA Papers, vol. 32, 1974, pp. 71-82; ]. B. Parr,
“Welfare Differences Within a Nation. A Comment”, The RSA Papers, vol. 32, 1974, pp. 83-
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Table 7. Williamson: The results of the international cross-section analysis

of regional disparities

Country and group acc. to ) Number of | Dispersion
Kuznets Years included regions medasures Order
V, V, M V, \% M
Group [
Australia 1945/50-1959/60 6 0.058 0.078 4.717 1 1 1
New Zealand 1955 10 0.063 0.082 4.93 2 2 2
Canada 1950-61 11 0.192 0.259 17.30 6 12 8
G. Britain 1959/60 15 0.141 0.156 11.39 4 4 3
USA 1950-61 9 0.182 0.189 16.56 5 6 6
Sweden 1950 1955 1961 24 0.200 0.168 15.52 7 5 5
Group II
Finland 1950 1954 1958 23 0.331 0.276 26.64 17 14 18
France 1954 1955/6 1958 21 0.283 0.215 20.80 13 9 12
FR Germany 1950-55 1960 9 0.205 0.205 16.98 8 8 7
Holland 1950 1955 1958 11 0.131 0.128 12.45 3 3 4
Norway 1952 1957-60 20 0.309 0.253 23.84 15 11 13
Group 111
Ireland 1960 26 0.268 0.271 24.20 11 13 14
Chile 1958 9 0.327 0.440 30.65 16 19 19
Austria 1957 9 0.225 0.201 18.69 9 7 9
Portorico 1960 76 0.520 0.378 42.31 21 18 22
Group IV
Brazil 1950-59 21 0.700 0.654 53.78 24 24 24
[talia 1951 1955 1960 19 0.360 0.367 30.94 19 17 20
Spain 1955 1957 50 0.415 0.356 32.32 20 16 21
Columbia 1953 16 0.541 0.561 46.70 22 21 23
Greece 1954 11 0.302 0.295 26.56 14 15 17
Grupa V.
Yugoslavia
1956 1959 1960 6 0.340 0.444 24.54 18 20 15
Japan 1951-9 46 0.244 0.222 19.88 10 10 11
Grupa VI
Philippines 1956 10 0.556 0.627 29.59 23 23 15
Grupa VII
India 1950/51 1955/56 18 0.275 0.580 19.39 12 22 10

As it can be seen in Table 7, Yugoslavia (together with Japan!) is in Group IV

according to Kuznets’s classification of countries? according to the state of development
and in the average three stated years (1956, 1959 and 1960), it more or less fits into the
described “universal” pattern of regional disparities. It should not forget, however, that

22

91; W. Molle, T. M. Smit, B. van Holst, Regional Disparities and Economic Development in the
E.E.C., Saxon House, London, 1979; R. J. Fuchs, G. ]. Demko, “Geographic Inequality Under
Socialism”, Annals of the Association of American Geographers, vol. 69, 2, June 1979, pp. 304-
318; M. L. Kiljunen, “Regional Disparities and Policy in the E.E.C.”, in: Integration and Uneqal
Development: the Experience of the E.E.C., D. Seers — C. Vaitsos, eds., Macmillan, London, 1980;
E. C. Hallet, “Economic Convergence and Divergence in the European Community: A Survey
of the Evidence”, in: Economic Divergence in the European Community, M. Hodges — W. Wallace,
eds., Allen & Unwin, London, 1981; Paul Philips, Regional Disparities, “James Lorimer”,
Toronto, 1982; Ch. Harvie, The Rise of Regional Europe, Routledge, London, 1994; Convergence
Issues in the European Union, ed. W. Meeusen, et al., Edward Elgar, London, 2002.

S. Kuznets, “Quantitative Aspects of the Economic Growth of Nations”, Economic
Development and Cultural Change, Il Industrial Distribution of National Product and Labour
Force, Supplement to vol. V, no. 4, July 1957.
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this is an average (cross-section) analysis. Our analysis offers more detailed information,
not only because it includes the period of almost four decades but because it measures
regional disparities by means of two additional indicators. As for relative (V, and V)
and absolute (M) regional differences, Yugoslav condition in each of the observed years
(from 1952 to 1988, see Tables 5 and 6), per characteristic sub-periods, and for the entire
period, can be compared with seven groups of countries (according to Kuznets's classifi-
cation) and with the average of all groups (Table 8). The data refer to the sixth decade
of 20 century.

Table 8. The degree of development and regional disparities

Average national product per capita Dispersion measures
\A v, M
Group | 1700% 0.139 0.155 11.72
Group 11 1000$ 0.252 0.215 20.14
Group IIT 650% 0.335 0.323 28.96
Group IV 400% 0.464 0.4417 38.06
Group V 270% 0.292 0.333 22.26
Group VI 200% 0.556 0.627 29.59
Group VII 100% 0.275 0.580 19.39
All groups 0.299 0.309 23.78

soksk

[t would be interesting, and not only in order to check theses on the usefulness of
methodical pluralism, to compare the results obtained with the results of factor analysis
applied on the same units of observation. For the illustration, we have given here only
a segment (three chosen years — 1952, 1970 and 1987), which shows how distant in
economic development Yugoslav regions were based on the three mentioned indicators
(employment, capital assets and national product) taken together (Graph 14).%
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Graph 14. Classification of regions according to the degree of economic development

in 1952, 1970 and 1987.

For more details about this topic see: C. Ocié, Ekonomika regionalnog razvoja Jugoslavije,
Ekonomika, Beograd, 1988, pp. 103-166.
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7. Conclusions

As distinguished to Williamson, who uses only national product per capita
for the purpose of the international comparison of regional disparities, this paper
in addition to this indicator uses also employment per 1000 working age popula-
tion and capital assets per a working age inhabitant: V, and V, are the measures
of relative regional differences, while M is the measure of absolute regional dif-
ferences. V| at that represents a weighted measure of regional differences, since
the aberration squares of value of indicators of regions and values of indica-
tors at the level of Yugoslavia are weighted by the participation of working age
population, i.e. total population within the appropriate aggregate at the level of
Yugoslavia. The measure of absolute differences calculated as a weighted value,
whereas weights are equal to weights used for V, calculation. In order to deter-
mine the general pattern of trend of regional differences in the observed period
(1952-1988), each series of obtained values is regressed to time, i.e. the trend
functions are evaluated. For each series of values of regional differences three
main functional connections with time as independent variable are specified and
evaluated: linear, log-linear and half-logarithm. The choice of trend function for
each series of values of dependent variable is made based on criteria of statis-
tic significance of evaluated [] parameter and statistic significance of evaluated
function measured by determination coefficient.

1. Based on the trend of regional differences in employment per 1000 work-
ing age population expressed by V|, measure, we can note several dif-
ferent sub-periods. From 1952 to 1961, regional differences in employ-
ment oscillated with the diminishing tendency. From 1961 to 1964, they
increased continuously, and from 1964 to 1972 they oscillated again, but
without any expressed tendency of either growing or falling. From 1972
to 1979, we observe again a constant growth of regional differences, and
from 1979 to the end of the observed period they are falling year by year.
This nine-year continuous fall of regional differences determined mostly
the falling trend for the entire period. Considering the type of trend func-
tion (half-logarithm), it can be stated that relative regional differences in
employment per 1000 working age population measured by V indicator
in the course of the entire observed period diminished rapidly. Similar
trend of regional differences is obtained based on V, indicator. According
to this indicator also there is a significant drop of relative regional differ-
ences in the course of the entire observed period. The type of trend func-
tion shows also that relative regional differences fall rapidly. The evalu-
ated value of [] coefficient in this function, however, is lower than in case
of V, indicator, which is the logical result when we know that V indicator
is calculated by weighing of aberration square.
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Underdevelopment and relatively ample supply of labour power made a
strong pressure on the employment. The employment growth was often fol-
lowed (because of growing expectations of latently unemployed rural popula-
tion) by the growing rate (of registered) unemployment. Formal and informal
channels (nepotism, corruption...) of providing jobs were constantly used in
the observed period and in all “regions” (with the exception of Vojvodina
during the sub-period from 1965 to 1970) the number of the employed per-
sons increased. High correlation of non-productive employment and the
degree of development suggests that a considerable number of the employed
was not in the production function. Political concept of creation of blue-col-
lar class (industrialism and urbanization) as social foundations of new power
influenced undoubtedly the intensity and sector and regional dynamics of
employment in the social sector. Under the general conditions of loose bud-
get limitations, social function of employment had priority over the func-
tion of efficient economic activities. The changes of regional disparities in
employment should be observed from this perspective.

. As for the trend of relative regional differences in the value of capital

assets per a working age inhabitant, measured according to both indica-
tors (V, and V), two clear sub-periods can be noticed. In case of V| indi-
cator during the first sub-period, from 1952 to 1971, relative differences
decrease, and in the second period, from 1971 to 1988, they increase.
During the first sub-period the trend of relative regional differences is
best described by the half-logarithm trend function, which means that
they decrease at a falling rate. During the second sub-period, their trend
is best described by the linear trend function, which means that the rela-
tive regional differences in this period are increasing at constant [] rate.
According to V2 indicator, however, in 1967 already there was a change
of trend tendency of relative regional differences considering capital
assets per a working age inhabitant. Until this year, they were falling, and
after this year they were rising. The trend of relative regional differences
in the course of the first sub-period (1952-1967) is best described by lin-
ear trend function, which suggests that they decrease at constant [] rate.
Linear trend is characteristic for the trend of regional differences during
the second sub-period (1967-1988) also, but the value of evaluated []
parameter is positive, which means that differences increase at constant
coefficient. When the period is observed as a whole according to both
indicators (V, and V,), the tendency of fall of relative regional differences
considering capital assets per a working age inhabitant prevails. In both
cases their trend is best described by half-logarithm trend function, which
shows that the fall of regional differences becomes slower over time.

Similar as in case of the employment, the results obtained by the analysis
of regional disparities of capital assets must be interpreted starting from

Megatrend Review, vol 2 (1) 2005



Academician Caslav Oci¢ 37

economic assumptions, but taking into account at that the social and
political context. From the economic point of view, the change of values
of capital assets is equivalent to gross investments in the given periods.
More intensive investment activities can mark an economy as success-
ful, providing that the investments are also efficient. The problem in
Yugoslavia in fact was the efficiency of capital assets. Yugoslav economy
had all the characteristics of relatively underdeveloped economy first (for
instance relative abundance of work and relative lack of capital), and
second, it was socialist: intentionally, work is the pivot of socialism, as
capital is the pivot of capitalism. In Yugoslav case the price of capital
was lower than the one suggested by its relative availability, which under
the conditions of loose budget limitations leads necessarily to inefficient
investments. This is why more investments did not mean more successful
economy. This refers to less developed regions particularly. Therefore:

. The trend of relative regional differences of national product per capita
shows undoubted tendency of growth of these differences, measured by
both VI and V2 indicators. In both cases their trend is best described by
the half-logarithm trend function in which a dependent variable is com-
puted with logarithm. This means that relative regional differences in
national product per capita increased at increasing rate.

. In the trend of absolute regional differences of employment per 1000 work-
ing age population, four sub-periods with various tendencies follow each
other. During the sub-period from 1952 to 1964, absolute regional differ-
ences increased; from 1964 to 1971 they decreased, while from 1971 to 1979
they increased again. Finally, during the sub-period from 1979 to 1988, they
decreased from year by year. When the entire period is observed, the falling
tendency of absolute regional differences according to this indicator can clear-
ly be noticed. This is confirmed also by the evaluated half-logarithm trend
function, according to which he absolute regional differences in employment
per 1000 working age population decreases at an increasing rate.

. The trend of absolute regional differences considering capital assets per a
working age inhabitant, however, does not have a common tendency in
the course of the entire observed period. This is confirmed also by insig-
nificant evaluated value of parameters with time in all evaluated trend
functions for the entire period. Four sub-periods follow each other in the
trend of these differences. First sub-period, from 1952 to 1962, in which
the differences grew at constant coefficient; second, from 1954 to 1962,
in which the differences decreased at constant coefficient; third, from
1962 to 1974, in which absolute differences among regions increased, and
the fourth, from 1974 to 1988, in which the absolute regional differences
regarding the capital assets per a working age inhabitant also increased,
but faster than in the previous sub-period.
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6.

7.

As for the national product per capita, the main tendency in the trend
of regional differences according to this absolute indicator is the same as
in case of V, and V, indicators. Namely, the absolute regional differenc-
es increase in the course of the entire period. Judging by the functional
form of the trend that best describes the trend of these differences, they
increased rapidly.

The results of the analysis show that both relative and absolute regional
differences in the course of the observed period decrease in case of the
employment and in case of capital assets. The diminishing of differences
at that in case of the employment is accelerated, while is case of capital
assets it is slower. In the last decade of the observed period (1978-1988),
however, both absolute and relative differences among regions consider-
ing capital assets increase. As for the national product, both relative and
absolute differences in the course of the entire observed period increased
rapidly.

The results of the quantitative analysis of regional disparities show autono-
mous trends at the former Yugoslav regional scene, but considering that the system
then declared as egalitarian, they illustrate well the accomplishment of the goal
of interregional equality, i.e. they are an accurate indicator of (un)successfulness

of regional policy in FPRY/SFRY.
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Abstract: Integration processes in Latin America are accompanied with competing pro-
cesses of globalization. On one side, there is MERCOSUR, founded in 1991, as a core of
economic integration within Latin America, and on the other side there is a project of Free
Trade Zone between two Americas — ALCA, which was initiated by the USA in 1994.
MERCOSUR and ALCA have been incompatible so far since the realization of the ALCA
project would in fact mean to annul the basic values on which MERCOSUR was created.
This is why MERCOSUR must extend its influence, to be the basis of the South American
Union of the Nations and thus remain the guardian of the regional specific characteristics of
the South.

Key words: MERCOSUR, ALCA, Latin America, regional integration, globalization.

1. Introduction

The aim of this article is to analyze from various aspects the great challenge
of the integration process in which both Argentina and Latin America partici-
pate at the end of the 20* and the beginning of the 21 century.

[t is evident that we cannot leave aside all that preceded historically and
fueled these problems. Although this study is not intended to analyze the integra-
tion process from historical point of view only, we must mention the Agreement
of Tordesillas (Tratado de Tordesillas) from 1494. This Agreement was signed by
Spain and Portugal in order to determine the boundaries of their territories. It
was then inherited by both Argentina and Brazil, and in the centuries that fol-
lowed it caused first rivalries between the two countries. These rivalries stopped
mostly after the Agreement of Asuncion was signed (Tratado de Asuncién) in
1991, which started the new stage of integration process in the region that con-
tinued then at the international level, primarily because of the influence of glo-
balization on the world economy.

Historical complexity of Latin America largely reflects the problems that
used to burden and still burden the integration processes in the region. Historical
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predecessors of Latin American integrations can be traced back to 19 century,
but only in 20% century, they gain in significance and become the issue of inter-
est and political negotiations.

The end of World War II marked the beginning of a new stage in politics and
economy for European governments, but horrible experience made the whole soci-
ety aim at a new Europe. Entire reconstruction was not a problem for one country
only, but for the whole region. Political will and society in general made integration
at the old continent possible. The Roman Agreement (1957) enabled creation of
the European Economic Union, the goal of which was to shape one protectionist
economic bloc for the agricultural producers from mild and tropical zones. This rep-
resented a threat for the future of export-oriented agricultural economies of South
America.! This situation instigated the need to unite powers in order to oppose
the new European protectionism, because of which it was decided to restore and
extend bilateral agreements. From that moment on, Latin America intensified its
own negotiating process for initiation of new forms of regional integration, which
resulted in signing of the Agreement in Montevideo on February 08, 1960, which
formed the Latin American Association of Free Trade (Associacion Latinoamericana
de Libre Comerciio — ALALC).? ALALC had many rises and falls, but it should not
be forgotten that Latin America in most parts was subject to coups in 1960s and
1970s, which made impossible the continuity of idea of integration. In addition,
it should be taken into account that the economies of Latin American countries
were primarily export-oriented, which made them mutually competitive and not
complementary. This is why the economic integration began rather late and, why
not say, remained our debt to the future of the region.

Only when the Latin American Association for Integration (Asosiacion
Latinoamericana de Integracion — ALADI)® was formed, general principles of plural-
ism in political and economic sphere were established: progressive transition from
partial influences to formation of common Latin American market, flexibility, intro-
duction of differential treatment in accordance with the degree of development of
member-countries and multiple forms of coordination of trading instruments.*

ALADI included in its legal structure the most various sub-regional, multi-
lateral and bilateral integration agreements, which were signed more and more

on the continent — the Andean Community of Nations (Comunidad Andina de
Naciones), The Group of the Three (Grupo de los Tres), MERCOSUR.?

1 M. De M. Llairé, La integracion latinoamericana: de la ALALC al MERCOSUR, Universidad
de los Andes, Mérida, Venezuela, 2002.

2 M. de M. Llair6, R. Siepe, Frondizi: Un Nuevo modelo de insercién internatcional, EUDEBA,
Buenos Aires, 2003.

The Agreement was signed on August 12, 1980.
4 See ALADI institutional standards.

> About MERCOSUR, see also: L. Ruis Jimenez, “The Iberoamerican Community of Nations
— The Unused Potential of a Stagnant System“, Megatrend Review, vol. I, no. 1, pp. 65-76
(Editorial’s remark).
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Consequentially, The Association, as an institutional and normative frame-
work of regional integration, had a duty to develop the activities of support and
strengthening of all efforts with a view of their progressive joining into the com-
mon economic area.

ALADI has continued the integration process that started with ALALC,
so in July 1986, within ALADI, the Argentine President Raul Alfonsin and the
Brazilian President Hose Sarrney signed the Program for integration and eco-
nomic cooperation (Programa de Integracion y Cooperacién Ecénomica — PICE).
This agreement aspired not only to create the free trade zone but also fore-
saw gradual coordination of monetary, fiscal and currency policies. Taking into
account world events and previous unsuccessful attempts in the field of regional
integration, the two Presidents acknowledged the need of the two nations to
prepare for the challenges of the 21* century.®

By signing the Act in Buenos Aires (Acta de Buenos Aires) on July 06, 1990,
the Argentine President Carlos Satil Menem and the Brazilian President Fernando
Collor de Mello reestablished the principles and obligations contained in the
Declaration of Iguazt (Declaracié de Iguazit) of 1985.” They also confirmed the
1986 Act for Argentine-Brazilian integration (Acta para la Integracion Argentino-
Brasilienia)® and 1988 Agreement on integration, cooperation and development
(Tratado de Integracion, Cooperacion y Desarrollo).°

In the second half of 1980s, there was a rising tendency of forming regional trading blocs, which
presented various degrees of openness towards the rest of the world or protection from them. Such
a tendency started because of the decision of the EEC countries, adopted in 1985, to establish
a common market. Soon its example was followed all over the globe and there were numerous
processes of integration or free trade zones were established on various continents.

The Agreement of Foz — Iguazi set basis for bilateral integration with common diagnosis of
problems in the region and with two fundamental principles for integration strategy: bilateral
economic coordination and the development of common infrastructure and complementa-
tion of energetic, traffic and communication sector. Please note that the stated Declaration
was signed in the course of a very important event within physical integration — opening of
the international bridge Tancredo Neves on the Iguasu River.

Based on the Act of Argentine-Brazilian friendship “Democracy, Peace and Development”,
the Presidents Alfonsin and Sarrney re-approved in Brasilia on December 10, 1986, the
coordination of five new sector protocols, which fundamentally influence metallurgy, traffic,
communications and nuclear cooperation. New progress is achieved seven months later,
when the same Presidents approved three new sector protocols for the fields of culture and
public administration.

In April 1988, the Presidents of three countries examined modalities of Uruguay joining the
possible three-party process of integration characterized by principles of gradualism, flexibili-
ty and balance. On November 29, 1988, two Presidents signed the Agreement on integrati-
on, the basis of today’s MERCOSUR, which provided for formation of “common economic
area”. In August 1990, it was agreed to include Uruguay in the common market project and
to invite Chile and Paraguay to join.
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By concluding these contracts, signed before their coming into force, both
Presidents shaped the idea to create a “common market” between Argentina and
Brazil for the period not longer than four years.

In December 1990, it was decided to protocol the Agreement between
Argentina and Brazil in the legal framework of ALADI, which was finally
realized on March 26, 1991, by signing the Agreement of Asunsion that offi-
cially established the Common market of the South (Mercado Comuin Del Sur
— MERCOSUR).X This Agreement was extended on Paraguay and Uruguay,
which also signed the stated Agreement.

2. What is MERCOSUR?

MERCOSUR has originated as a project with political roots and economic con-
tent, supported by democratic legitimacy of Argentine and Brazilian Governments,
which got the support of their Parliaments to sign the Agreement of Asunsion.*

From the very beginning and starting from the perspective of open regionalism,
MERCOSUR took the counter-stand towards protectionist strategy with high tar-
iffs and established the strategy, which had the aim to adjust to the requirements of
the world economy in order to be able to compete with other big markets.'

At the beginning, consisting of Argentina, Brazil, Paraguay and Uruguay,
MERCOSUR was the main system of cooperation in the region, covering the
territory of over 1.186.200 square kilometers, with more than 200 million inhab-
itants and GDP over a billion US Dollars. Bolivia and Chile, the associate mem-
bers of MERCOSUR, have almost 22 million inhabitants and GDP amounting
to almost 80 billion US Dollars. Intraregional trade within MERCOSUR absorbs
25% of exports of all member countries. From the economic point of view, in
addition to providing directing of a considerable part of exports of its member
countries, MERCOSUR provides for the existence of a privileged area where
they can empirically and operatively determine the degree of international com-
petitiveness of some production sectors or to evaluate their achievements by
means of possible technical and management improvements to that effect. In
other words, MERCOSUR functions as a kind of laboratory in which its member
countries can test the international competitiveness of their exports and at the
same time to prepare certain sectors to face these requirements.*3

10 M. de M. Llairé, ibidem.

1 The Agreement of constitution of the common market between the Republic of Argentina,

Federative Republic of Brazil, the Republic of Paraguay and East Republic of Uruguay was

signed in Asunsion, Paraguay, on March 26, 1991.

B. Nofal, “Relanzamiento ya. Hacia la integracién profunda”, Encrucijadas, vol. 1, no. 4,

Universidad de Buenos Aires, 2001.

18 H. Jaguaribe, “La opcién de hierro. Consolidar y expander el Mercado comiin del Sur”,
Revista Encrucijadas, vol. 1, no. 4, Universidad de Buenos Aires, 2001.

Megatrend Review, vol 2 (1) 2005

12




Professor Maria de Monsrat Llairé, PhD 47

However, globalization with its denationalizing effects caused MERCOSUR
to gain more importance as a system to preserve national autonomies of the
member countries. On one hand, they were given the power of international
negotiating that none of them could have on its own.** On the other hand,
MERCOSUR was and still is the crucial factor for preservation of borders of
international autonomy of member countries against the power of large mul-
tinational companies, which tend to manage from the outside through their
branches. Despite all chances of success, MERCOSUR faced several important
inconveniences. After the period of the greatest success in its work from 1991 to
1995, it was noted that in spite of everything there were signs of certain struc-
tural susceptibilities that Aldo Ferrer calls “four substantial defects”.

These defects have impact on both Brazil and Argentina, and they are: depen-
dence on the international financial market, insufficient internal social integrity,
asymmetry of national strategies and differences considering joining the international
cooperation.®® Taking into account the importance of the stated “substantial defects”
suggested by Aldo Ferrer, it is important to comment on each of them briefly.

First, overdependence on the international financial markets represents pri-
mary structural limitation for Argentina-Brazil axis. In neither of these coun-
tries, trade balance can generate enough financial assets to pay off net debts in
the balance of capital transactions, which is mostly the consequence of heavy
liabilities. To cover this deficit, these countries depend on the annual inflow of
foreign capital in certain amounts, which creates their structural dependence on
the international financial market.'

Second, poverty and social marginalization, important in case of Argentina,
reach disturbing proportions; in case of Brazil, they affect 30% population. Until
this serious defect is corrected, these countries, primarily Brazil, will continue to
suffer consequences of low level of social integration, which would consequently
decrease national power.

Third, serious limitations that Aldo Ferrer pointed to speaking about asym-
metry of national strategies in the two countries are possible in short terms. Ferrer
shows how Argentina was brought to the point where it sacrificed its industry
due to serious inconsistencies of economic orientation in the last twenty years,
turning country into agricultural and oil manufacturer, while Brazil maintained
and extended its industrial capacity. This is where important quality imbalance
comes from in the terms of trade between the two countries.!’

14 Ibid.

15 A. Ferrer. “Los cuatro pecados originales del MERCOSUR?”, Encrucijadas, vol. 1, no. 4,
Universidad de Buenos Aires, February 2001.

16 Ibid.

1 A. Ferrer, Los Cuatro Pecados Capitales en El Cono sur y su insercién internacional. Los
desafios en el tercer Milenio, Compiladores: Llair6 Marfa de Monserrat-Siepe Raimundo,
Facultad de Ciencias Econémicas, Universidad de Buenos Aires, Argentina, 2003.
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Fourth, as for their joining the international cooperation flows, Ferrer points
to the fact that in 1990s in both countries, primarily in Argentina, important
segments of public opinion and majority of political power accepted neo-liberal
principles as unavoidable economic laws. Passive acceptance of the rules of the
game of the international market and powerful opposition to well-considered
state intervening for improvement of economic development and preserva-
tion of internal economy, brought Argentina to the state of helplessness before
the international economic powers with the consequential loss of possibility to
decide.!® Therefore, we agree with Ferrer here. Observed from the historical per-
spective, on the eve of establishing of MERCOSUR, Argentina and Brazil did
not have necessary time to correct these four defects and, first of all, did not
have the measures to decrease the coefficient of poverty and social exclusion.

Accordingly, we think that establishing of MERCOSUR was an extremely
urgent and absolutely necessary task for the national survival of member coun-
tries of the group as a whole and their opening towards unconventional regional
blocs.®® This is why it is necessary for Argentina and Brazil to solve the problems
in the mutual relations as soon as possible and within the integration, indepen-
dent from what the agreements contain and, of course, taking into account the
total requirement to achieve permanent consent with a view of their mutual
survival.? Taking into account its regional importance, MERCOSUR is the
guardian of regional specific characteristics of the South, but also it must and
will have to overcome many difficulties: one of them is the negotiations with the
bearers of the project of free trade zone of the two Americas (ALCA), although
quite limited and conditioned for now, which was caused by sudden changes
in the international and regional politics. We shall try to present some of these
changes in the text to follow.

3. What is ALCA?

ALCA (Area de Libre Comercio de las Américas) means “the area of free trade
of two Americas”. It should be the area because it would extend from Alaska to
Tierra del Fuego. Free trade would include elimination of customs barriers for
the trade in the region, including movement of capital, but not the movement of

8 Ibid.

¥ S, S. Pajovié, “Posibilidades de un Nuevo Didlogo entre los Balcanes y el MERCOSUR”,
Boletin Informativo de CORI, afio VIII, no. 45, p. 7-12. This article explains the motivation
of the Balkans to strengthen the cooperation with MERCOSUR, i.e. how Balkan countries
view the significance of MERCOSUR in Latin America and in the world, and why it would
be important for the Balkans to initiate the dialogue with this group — in order to balance
their dependence, primarily from Brussels (EU) and from NATO.

20 A. Columres, “Hacia una politica de la integracién en el dmbito del MERCOSUR”,
MERCOSUR: la dimension cultural de la integracién, Editorial Ciccus, Argentina, 1997.
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labour power. This would supposedly enable small and medium-size enterprises
of the member countries to compete under equal conditions. Operative centers
would be in the USA, extending to Canada. The term “two Americas” suggests
that the area would consist of all American countries, excluding Cuba. Our cri-
terion boils down to the saying: “America to the Americans, but from the North”
and only 34 OAD member countries would participate.

As a project, ALCA was initiated at the third Pan-American meeting, which
was titled the Summit of Americas, which was called together by the USA in
Miami in December 1994. Under the wing of the USA, Latin American coun-
tries were led into accepting a number of obligations with a view of establishing
the American area of free trade in 2005. This free trade system represents in fact
the extension of the Agreement on free trade (Tratado de Libre Comercio — TLC)
from 1993 to the whole America.

We think that this USA project was initiated as a sign of opposition to
Iberian-American summits organized by Spain and Portugal, where the EU mem-
ber countries also participated.?* Therefore, in order to diminish the participa-
tion of Europe in Latin-American context, the USA called together the Summit
of Americas.?

The ALCA project is characterized by the inequality between realistic
power and economic and technical capabilities of the USA and the countries
of the South.?® The existing inequalities between North-American and South-
American enterprises express also qualitative inequalities that are related to
financial resources, technological level and managing capability, by which ALCA
unavoidably directs them to contradictory specialization. This means that North-
American enterprises would have the power over all sectors of higher value
added, and South-American enterprises would be reduced to the conditions of
supplying raw materials and unprocessed agricultural and cattle products.

It is beyond doubt that those who defend ALCA take neo-liberal stand: con-
sumer’s society would benefit from the access to better and cheap North-American

2L 1V Iberian-American summit of the heads of states and governments, Cartagena de Indias,

June 14-15, 1994.

III Iberian-American summit of the heads of states and governments, Bahia, Salvador, Brazil,
July 15-16, 1993.

II Iberian-American summit of the heads of states and governments, Madrid, Spain, July 23-
24, 1992.

I Iberian-American summit of the heads of states and governments, Guadalajara, Mexico,
July 18-19, 1991.

Held in Miami from December 09 to 11, 1994. By the declaration of principles pact was esta-
blished for development and prosperity, based on preserving and strengthening of the union
of democracies of the two Americas. The goal of the document was to increase prosperity by
means of economic integration and free trade, root out poverty and discrimination on the
hemisphere and guarantee viable development and preservation of environment.

23 A. Zabaleta Fajardo, Relacion MERCOSUR — ALCA, Universidad Central de Venezuela, 2003.
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products, but it should also be taken into account that this situation would be useful
for North-American oligopolistic market that would impose the prices most suitable
for it. On the other hand, the case of Mexico and the influence of North-American
investments on its economy should be mentioned.?* Namely, it is about the maquila®
project and all included by it on a social level.?®

Economic effects of ALCA would be very harmful for the southern countries
and very useful for the USA. South-American economies would remain com-
pletely subordinated to large North-American multinational companies. Helio
Jaguaribe gives the following explanations related to this:

“Since the internal consumption of these countries is based largely on the
goods imported from the USA, and their international trade characterized by
extremely unfavourable terms of trade, while they are the exporters of primary
products and importers of goods with high value added, balance of payments
would in any case be in structural deficit, by which they would become dependent
on continuous compensation inflow of foreign capital. Similar regime, therefore,
would soon tend to make the external autonomy of these countries unviable,
which would force them into formal subordination to the USA.”?

ALCA may influence the considerable decrease of direct foreign invest-
ments in the MERCOSUR countries, especially Argentina, as well as the loss
of markets of MERCOSUR countries in Brazil and the continuous exodus of its
enterprises from this country.®® As we have already said, only the USA enter-
prises would benefit from ALCA, since they are more efficient and competitive,
and they would force out certain Argentine products from the Brazilian market.
Despite their good intentions, as the USA authorities point out, the initiation
of ALCA hides many difficulties and unfavourable conditions for the majority
of Latin American countries. We must take into account that the economies of
these countries are on their path of development and this would hinder the pos-
sibility of development of industrial sector with high value added.?®

24 P Arroyo, et al., Resultados del Tratado de Libre Comercio de América del Norte en México, Red
Mexicana de Accién Frente al Libre Comercio, México, 2001.

Maquila — a kind of industrial development in areas situated near borders, especially chara-
cteristic of Mexico; multinational capital was invested in maquilas, factories along Mexican-
American border, where assembly production processes are carried out with a very low degree
of processing. They are export-oriented.

J. Bricefio Ruiz, “Las regions de frontera e integracion internacional. Las experiencias en la Unién
Europea y América Latina y las perspecitvas para el ALCA”, in: ]. M. Sandoval — R. Alvarey, eds.:
Integracion y fronteras en América Latina, Universidad de los Andes, Venezuela, 2003.

2 H. Jaguaribe, ibid.

2 D. B. M. Tussie, El Alca y las cumbers de las Américas: una nueva relacién priblico-privada?,
Editorial Biblos, Argentina, 2003.

S. Larrain, Haciendo las conexiones apropadas entre el comercio, la sustanbilidad y las
politicas de participacién social. Presented at the International Conference on Trade,
Environment and Sustainable Development — Perspectives for Latin America and the
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4. International political context of ALCA

[t is important to present the international context within which ALCA was
established. This is why we have to remind of some of the most important inter-
national events of our epoch.

In 1994, the triumph of neo-liberalism in the Western world was indisput-
able and this is why we have to take into account some events that marked the
global victory of this ideology. In June 1994, Russia joined NATO Partnership
for Peace. Parallel to that, UN empowers France to intervene in Rwanda,* when
the number of genocide victims reached 500 people. Several days later, the UN
Security Council empowers the USA by the Resolution 940 for military interven-
tion on Haiti. On August 29, of the same year, I[IIl UN Conference for population
and development was held with participation of 182 countries and the central
topic of discussion was abortion and not high rates of poverty worldwide. In
October 1994, IMF and IBRD celebrate fifty years of signing of Bretton Woods
Agreement. In November, the First Economic Summit for the development of
the Middle East and North Africa was held in Morocco, where the Arabians
and Israelis gathered. The Second summit on economic cooperation in Asian-
Pacific region was held the same month,® on the occasion of which Chile was
accepted as a new member and the Zone of free Trans-Pacific trade was projected
(TAFTA) as far as 2020. Parallel to that, on Jamaica, in Montego Bay, the UN
Agreement of Maritime Law came into effect. Moreover, what a coincidence, the
year ends in Miami with the suggestion to establish ALCA. On the other hand,
between 1989 and 1994, 95.2 billion US Dollars come from abroad into Mexico.
The sum of 72 billion US Dollars was used to invest into chosen production
branches (portfolio investments)®? and to cover huge trade balance deficit of the
country. The currency exchange rate fell from 3.5 Pesos to 7.0 Pesos for a Dollar
in March. The capital outflow reached 23.4 billion US Dollars in 1994, 47% of
which in the last two months of that year. In the same 1994, monetary reserves
of the Mexican Central Bank fell from 29.5 billion US Dollars to 6 billion US
Dollars. At that moment, President Clinton lends a helping hand.

In January 1995, the Group of the Three is formed by the Agreement of free
trade coming into force, which was signed by Columbia, Mexico and Venezuela,
and MERCOSUR was founded by Argentina, Brazil, Uruguay and Paraguay.

Caribbean (Conferencia Internacional sobre Comercio, Ambiente y Desarrollo sustenable
“Perspecitvas para América Latina y Caribe”), Mexico, 2001.
%0 Resolution 929 of the UN Security Council.
31 Held in Bogora (Indonesia), with participation of 16 countries.
82 It consisted of 28 billion US Dollars from the purchase of shares and 44 billion US Dollars
from short-term financial instruments; the greatest part were the Treasury bonds issued in
US Dollars in 1994. The income was intended to cover foreign debts, which at that moment
amounted to 63.5 billion for the six previous years.
Such exhaustion of monetary reseves was the reflection of the impossibility to pay off debts.
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World Trade Organization (WTQO) was also formed, which replaced GATT.

In Europe, the European Union extended to 15 members, accepting Austria,
Sweden and Finland. In August 1995, four countries (Hungary, Poland, Czech
Republic and Slovakia) decided to join economically the Central-European free
trade agreement (CEFTA), which would later be joined by Slovenia. At the
meeting of eighteen countries of Asian-Pacific economic cooperation (APEC) in
Osaka, Japan, the agreement was reached to establish Free trade zone by the year
of 2010, for industrialized countries and by 2020 for the developing countries.

At the end of 1995, the European Union held a meeting in Barcelona with
the eleven countries of the Mediterranean, Mauritania and Palestine among
others as well, with a view to project for 2010 the establishing of free trade zone
within framework of global cooperation in the world.

Many examples, only some of which are mentioned here, show that it is
not accidental that the USA initiated establishing of ALCA. It is undoubted
that the Free Trade Agreement (TLC) is the predecessor of ALCA and that the
results were not encouraging for some of the countries that were in TLC. In case
of Mexico, but also of Canada, there were harmful political and economic imbal-
ances. During the mandate of President Carlos Salinas de Gortari Mexico offered
to President George Bush Senior to cancel tariffs for the most sensitive products,
increased the purchase of corn, accepted to open Mexican oil sector for foreign
investors, and later, during the Presidency of Bill Clinton, rigorous regulations
in the field of safety at work and environmental protection were introduced.
If we leave aside economic issues and observe political panorama, there were
also points of instability, such is the case of Zapatistas,® internal problems of
Revolutionary institutional party (Partido Revolucionario Institucional — PRI) and
the assassination of the presidential candidate Luis Donado Colosio. In case of
Canada, the idea on secession of Quebec and the problem of cutting social trans-
fers started to emerge.

5. Into which form of integration would ALCA wish to classify?

There are various forms of agreements for realization of regional integration.
We shall mention only the generally known: free trade zone, customs union,
common market and integration.®* In accordance with traditional definitions,
we shall try to define synthetically each of these:
» Free trade zone is a multilateral agreement, which enables free flow of
goods, capital and persons.

34 Zapatist army of national liberation (Ejército Zapatista de Liberacién Nacional) — indihenist
movement originated on November 17, 1984 in the state of Chiapas in Mexico.

% J. Requeijo, Economia Mundial, un andlisis de dos siglos, Mc Grow Hill, Espafia, 1995.
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»  Customs union adds common foreign tariff to free trade zone. Countries
included in the agreement act mutually as one country, MERCOSUR
represents a kind of customs union.

»  Common market aims at adopting of common or convergent macro-eco-
nomic policy. For instance, consumption must not exceed the agreed per-
centage of gross domestic product. That was the case with the European
Union while it was on a lower level of economic integration.

» Integration is the widest aspect of cooperation. It implies not only the eco-
nomic relations, but also the efforts to carry out the political and cultural
agreements. For instance, the European Parliament and legal authorities
of the EU are the example of this, as well as the uniform currency.

Continuing our analysis, we wonder where we could classify ALCA. Actually,
it has the characteristics of all forms of cooperation, but cannot be classified into
one of them precisely. ALCA implies free flow of goods and capital, while the
free movement of persons is eliminated, so it can be classified as free trade zone.
Foreign investments are secured, which would harm national companies that
would never be able to compete with multinational companies.3®

Actually, ALCA is a final stage of process of imposing hegemonistic power of
the USA on the American continent, which started with the agreement known
as the Washington Consensus (1989).%” Argentina at the beginning of the 1990s
is a good example. While the world interest rate was falling, Argentina decided
to raise internal interest rates in order to attract foreign capital. This country
looked for the ways to cover high foreign trade deficit, which originated from the
conditions of overvalued domestic currency. On the other hand, public enterpris-
es in the field of telecommunications and electric energy were sold to the USA
companies, so they established technological monopoly in the field of energy
sources.® Fiscal revenues increased thanks to the sale of public enterprises, but
the effects of this sale were soon exhausted since the repayment of high domestic
interest rates to foreign investors had to be financed. After serious political and
economic crisis that the country experienced in 2001 and that it still has not
managed to overcome, in the first years of a new millennium the intention is to
change the direction of the economy to production and not speculations, as in
previous years. In that context, one of the ways to strengthen production and
trade is the investing in improved functioning of MERCOSUR and processes of
regional integration of the South.

% Clarin Journal, November 03, 2004.

87 On Washington Consensus, see also: B. Babi¢, "Managing Current Development in
Economies in Crisis“, Megatrend Review, vol. 1, no. 1, 2004, pp. 33-52 (Editorial’s remark).
E Pefia, “MERCOSUR 'y las relaciones entre la Argentina y el Brasil. Perspectivas para su
evaluacién y propuestas de accién”, Revista de CARI, Buenos Aires, October 2004.
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Having learned the lesson from these events, we can continue with some
thoughts regarding ALCA. We believe that ALCA has no interest in co-habita-
tion with any of the regional markets. Its aspirations are to form hegemonistic
bloc under the USA leadership, which on the other hand, is not continuation
of TLC. ALCA as an agreement is quite disputable, if we have in mind that
this agreement was made secretly without the support and participation of Latin
American countries, which gives it a characteristic of suspicious transparency in
goal defining, but also in the domain of application. In addition, there are other
issues that make the implementation of ALCA in the region difficult.®® What
would happen with the following:

n  Workers and working conditions (in order to be able to compete at the mar-
ket, local entrepreneurs will be forced to lower wages, which would cause
greater imbalance in purchasing power and consumption, and poverty
and social marginalization will become greater, causing retrogression in
that field, and, why not say, greater lack of working motivation);
Privatization of social services and all the consequences it brings;

National industries, considering that it is clear that they are slowly vanish-
ing within this framework;

» Political rights and democratic life of countries, since they will suffer great
impact from introduction of the idea of supra-national ALCA;
Destruction of the environment, due to the abuse of natural resources;
Concentration of the existing processes of regional integration within ALCA.*

These are just some of the problems that emerged in the face of ALCA
implementation. It is clear that there are many problems and unfavourable con-
ditions hiding within ALCA, which are not possible to notice at first sight. With
the initiation of ALCA, certain USA companies could move to those countries
in the region where the production costs are lower or to run their business in
Latin American countries from their headquarters in the USA.#

6. Will MERCOSUR be able to be feasible project in this context?

Taking into account some previous considerations and pointing out the
need to consolidate the idea of integration as a method for achieving fast eco-
nomic development of Latin American countries, we can say that some advan-
tages could strengthen the process of Latin American integration, particular-

% E. Arceo, ALCA, Neoliberalismo y Neuvo Pacto Colonial, Ediciones CTA, Buenos Aires,
2002.

40 Thid.

4 E Pefia, MERCOSUR Yy las relaciones entre la Argentina vy el Brasil. Perspectivas pare su evalua-
cién vy propuestas de accién; Fundacién Banco de Boston; Buenos Aires, 2004.
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ly MERCOSUR. MERCOSUR must be a fast process of regional integration,

which enables more adequate inclusion into the globalization process, preserving
the identity of the countries that constitute it. History is not a linear process of
evolution, it records progresses and falls, so certain events going on between
Argentina and Brazil revived again the old debates regarding the path to be fol-
lowed within MERCOSUR, especially regarding the issues of solving the for-
eign debts of these countries. In fact, these differences in opinion are those that
showed the weaknesses and susceptibilities of these countries as well as their
incapability of joint negotiations on their international obligations. As we see it,
the relation of power between MERCOSUR and ALCA should be determined
by negotiations, taking the previously signed agreements as a starting point for
negotiations. This position would provide for the preservation of identity of both
integration groups, and not merging of MERCOSUR into the ALCA process,
which is of special interest for the USA as a part of their strategy of positioning in
the new international context.*? We agree with some authors that MERCOSUR
is the guardian of regional specificities of Iberian America, but it is also true that
it needs a detailed revision, or in other words coordination of the basic interests
of its member countries.®® In addition to this, it should also find an answer to
the question how to arrive at a political idea to create a common market, which
first implies to define common goals. Accordingly, cooperation and not competi-
tion among the member countries becomes a priority.** In Argentina where the
social situation is disturbing because half a population is at the edge of poverty
and social marginalization,® carrying out the integration according to the recipe
of neo-liberal economic school would mean the end of the application of the
concept of welfare state. In the recent years, Argentina has lost its competitive-
ness and technological capabilities, which makes its entrance to highly competi-
tive world market considerably difficult.*® If we observe the current situation in
Argentina, joining the ALCA at this moment would bring more problems than
advantages. MERCOSUR and ALCA are incompatible for now. MERCOSUR
must extend its influence to the southern zone and achieve full economic inte-
gration. We believe that the possibility of more equal negotiations with ALCA
depends primarily on strengthening of MERCOSUR.

42 S. Anderson, et. al., El Alto Costo del Libre Comercio, Alianza Social Continental, México,
2003.

J. Sevares, Por qué cayé la Argentina. Imposicion, crisis y reciclaje del orden neoliberal, Norma,
Argentina, 2002.

4 E Penia, ibid.
M. Seoane, El saqueo de la Argentina, Sudamericana. Argentina, 2003.
4 M. Seoane, El siglo del progreso y la oscuridad (1900-2003), Critica, Espafia, 2004.

Megatrend Rewview, vol 2 (1) 2005




56 Mercosur Facing the Challenge of ALCA Project
7. Current challenges of MERCOSUR

The tenth anniversary of MERCOSUR member countries protocol, signed
in Ouro Preto (Brazil) will be marked at the forthcoming summit that will be
held in Ouro Preto in December 2004, and the goal of which is to coordinate the
reforms among the participating countries.

At the moment of its signing, Ouro Preto I Protocol meant passing over into
new integration stage, which consequently led to taking over responsibilities and
challenges related to defining of total development strategy, functioning of a new
institutional structure that included some other bodies and finally modified inter-
actions and functional dynamics, the status of international legal face of the group
within the international framework as a bloc in negotiations with third countries.

One of the remarks to the Ouro Preto I Protocol is that it has not included
fundamental aspects referring to the principles of functioning of the system among
the member countries. We also mention here that the process of decision-making
maintained at the principle of legal equality among the states, without considering
its real structural asymmetries, which undoubtedly influenced the whole process
dynamics, mutual politics and strengthening of the regional identity.

According to this logic, the Protocol has not deepened the institutional struc-
ture, but left many unsolved problems related to application of previously adopted
norms at the regional level, coordination of regional institutions and states, defin-
ing the scope of authorization between regional and national level, foreign rela-
tions of states and extending of mechanisms for settlements of disputes.*’

The outstanding issues and problems in the developmental stage of the group
so far have not been given adequate significance since MERCOSUR has shown
vitality by the growth of regional trade. On the other hand, shortcomings within
the institutional framework made the achievement of goals defined in the Ouro
Preto protocol difficult, but also regarding other topics that could result from
negotiations with third parties. MERCOSUR member countries signed Ouro
Preto I Agreement in 1994, in order to improve institutionally the organic struc-
ture of the bloc, making it possible to conduct its international relations as an
internationally acknowledged legal subject. Common Parliamentary Committee,
Administrative Secretariat, Trade Committee and Social-economic Consulting
Forum have also been established.

However, it was not until 2000, that the first and required answer to the
problems caused by outstanding issues of the institutional functioning has been
given by the adoption of the Agenda for reconstruction (Agenda del relanza-
miento). This document has emerged as a consequence of the change of gov-
ernment in Argentina, and primarily of clear signal for strengthening of coop-
eration, which Brazilian foreign policy sent to the South American area and
MERCOSUR. The Agenda for reconstruction identified institutional consolida-

47 S. Penheiro Guimaraes, El 1ol politico del MERCOSUR, September 2004, <www.amersur.org.ar>
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tion and adoption of standards of MERCOSUR as priorities and offered certain
solutions by strengthening of MERCOSUR Administrative Secretariat and its
transforming into Technical Secretariat. Political changes that occurred in 2003
in the countries of the region caused new reconsideration of the integration pro-
cess in Latin America, starting from the revision of previously determined pri-
orities, regional goals and time limits and methods. Argentina-Brazil axis man-
aged to restart this process by affirmation of joint values designated in two basic
documents: Final document from the meeting of Argentine President Kirchner
and Brazilian President Lula held in Brazil on June 11, 2003, on the eve of the
first MERCOSUR summit, and the document known as Buenos Aires Consent.
These documents set the path that should be followed, as well as certain priori-
ties among which institutional strengthening and establishing of regional parlia-
ment are underlined.

At MERCOSUR summit held in June of 2003, Brazil presented its proposal
for achieving the final goal: establishing of common market of South America
contained in the document titled Program for consolidation of customs union
and initiation of common market. Goal 2006 (Programa para la Consolidacion
de la Unién Aduanera y para el lanzamiento del Mercado Comiin. Objetivo2006).
This document underwent some modifications in accordance with the reforms
introduced by the governments and was subsequently précised within the Work
Program of MERCOSUR for the period 2004-2006, adopted at Montevideo
summit in December 2003.48

MERCOSUR Work Program 2004-2006 represents a guidebook how to pro-
vide for the further development of the group by determining the exact schedule
and appropriate methodologies. One of the news contained in the Work Program
is that it deals with the issue of asymmetry, especially the position of Paraguay,
since it is a country at a lower degree of economic development without the
exit to the sea. In addition, it contains a provision of compensational financing
aimed at establishing funds for structural changes that are intended to increase
competitiveness of less developed partners and regions.*°

One of the goals of Ouro Preto Il is to coordinate the process of institution-
alization. Two provisions refer to MERCOSUR Parliament and its institutional
strengthening and these two provisions should round up the framework of coop-
eration in this field.*

According to the attitudes presented within the Common Parliamentary
Committee, the regional Parliament represents the highest political instance for
the debate on the MERCOSUR future. However, it cannot be seen from the pro-

4 A. Sosa, “Los desafios de Ouro Preto II”, Le Monde Diplomatique, Argentina, December
2004.

49 Ihid.

% The additional protocol to the Agreement of Asunsion on institutional structure of
MERCOSUR - Protocol of Ouro Preto, Brazil, December 17, 1994.
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posal of this committee in which order the ideas at regional and national level
would be realized in order to overcome in a synchronized manner the issues such
as what the regional parliament is for and how it is significant for society.®! In addi-
tion, neither the goals nor jurisdictions of MERCOSUR Parliament are clear in the
institutional structure of the Group, since they are not demarcated from jurisdic-
tion of Parliamentary Committee. It can be argued that this is just another incom-
plete structure, which it is in fact. Nevertheless, the beginning of establishing of the
regional parliament is certainly the foundation of this project. That is the reason
why it is necessary to define “political Maastricht” with clear goals.®

Basically, the provision that refers to institutional strengthening takes over the
path of the recent years and this is why Ouro Preto II Agreement is the opportunity
to improve institutional structures of MERCOSUR. The improvement includes the
completion of transformation of Administrative Secretariat into Technical Secretariat,
functioning of Permanent Revision Court of MERCOSUR, including Advisory
Forum for Political Gathering and defining jurisdiction of Committee of Permanent
Representatives. In addition, the procedure for urgent adoption of regional standards
will be defined for those cases where parliamentary procedure is not required. On the
other hand, there will still be an open issue of the increasing participation of middle-
class society in the regional process, which is stated in the Program as “strengthening
of private sector”.

Ouro Preto II will therefore represent a new step and necessary innovation,
which would present regional situation at this moment. In addition to this, it will
offer legal framework to determine the agenda of a new stage of discussion on
institutional topics related to democratic and social problems, quality of informing,
degree of social participation and presentation of various segments of middle-class
society. It will also have to determine the principles of functioning of regional bloc
in which issues related to rights and responsibilities of partners must be included,
with all the susceptibility resulting from asymmetry.

[t is within this context that MERCOSUR members will have to analyze the revi-
sion of the original Protocol of Ouro Preto, which established MERCOSUR bodies at
the time, their jurisdictions and relations, as well as the regime of determination and
importance of standards. Besides the stated institutional changes occurred in organic
structure of the group, major attention will be paid to deepening of the integration
process and concretization of measures for coordination of policies and creation of
common market by means of integration in the fields of production of goods and ser-
vices and the operatios of energy systems, supported with the appropriate provision
of financial resources.®® It is also considered important to develop economic infra-

51 A. Lépez, M. Laplane, Complementacion productive en MERCOSUR. Perspectivas y potenciali-
dades, Taller FCES, Montevideo, Septiembre de 2004.

52 S. Pinheiro Guimaraes, El rol politico del MERCOSUR, Septiembre de 2004, <www.amersur.
org.ar>

58 La Gagzeta del MERCOSUR, Buenos Aires, August 1998.
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structure that would serve as a foundation of MERCOSUR.>* Also, it is of universal
importance for the Group summits to discuss economic and social inequalities existing
among MERCOSUR member countries. For instance, Paraguay is a poor inland coun-
try with serious social polarization, while the main sources of economic development
in Uruguay are agricultural and live stock sector and tourism. Argentina must adopt
the policy of reindustrialization, because of the application of neo-liberal policy that
caused the process of deindustrialization in the country, increase of unemployment
and serious social polarization. In Brazil, in spite of its economic potentials, there are
large social inequalities, which could be diminished in one homogenous bloc.

When analyzing the Protocol, the projects in the field of economic infrastruc-
ture, which will revive regional integration should be taken into account. It is nec-
essary to precise and organizes the construction of transportation system, river and
air traffic among other things. The projects refer to construction of inland and river
roads and railways.®® A Venezuelan initiative to sign the agreements at the South
American level, which would enable business cooperation between Oil Industry of
Venezuela (Petrdleos de Venezuela) — PDVSA, Brazilian Oil Company Petrobras,
Argentine Energy (Energia Argentina) - ENARSA, ANCAP from Uruguay and YPF
from Bolivia is also interesting. In this way, there would be joint activities in the field
of research, improvement and commercialization of oil and natural gas. The com-
petition at the world market, which is controlled by oligopolies, would also be more
successful. This initiative implies also the development of alternative energy resourc-
es and forming of trade-union center of the South American workers employed in
energy-supply industry.*

The current world system is characterized by growing concentration of
wealth and power. Although at the strategic and military level the United States
of America are the only big power, at the economic and trading level they share
power with the European Union, Japan, China and India. Therefore, the priority of
MERCOSUR s to define what its role will be in the evolution of world system ori-
ented at multi-polarity and possible conflicts within that framework.%” In our opin-
ion, one-sided hegemony of the United States is and will be the main characteristic
of world political system, and its second characteristic is that there is a divided
hegemony within the Group 7, IME WTO, World Bank and NATO. With such
a perspective of development of world relations ahead, MERCOSUR will have to
develop a viable industrial and technological strategy, if it tends to become one of
the power centers, together with its partners from the South.%® Such an orientation

% M. Seoane, ibid.

% M. de M. Llaird, Los grandes proyectos de infraestructura del MERCOSUR. La Hidrovia, reali-
dades y controversias, Universidad de los Andes, Venezuela, 2002.

% Plan Fénix, Revista Oikos, Facultad de Ciencias Econdmicas de la Universidad de Buenos Aires, 2003.
57 Ibid.

S. Calloni, V. Ego Ducrot, Recolonizacion o independencia. América Latina en el siglo XXI,
Norma, Buenos Aires, 2004.
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will imply that the leadership in the region will have to be responsible and divided,
which would contribute to solving or right treatment of existing conflicts and the
conflicts that might occur.>®

8. Establishing of the South American Union of the Nations

Before the meeting where Ouro Preto II will be adopted, the plan was to
establish the South American Union of the Nations (Unién Sudamericana de
Naciones) in the place called Ayacucho in Peru on December 09, 2004.

The goal of integration of South America is to follow the steps of the
European Union and to create a similar bloc, which can face the rest of the world
politically and economically. For the time being, this is one important politi-
cal project, which has not yet been fully defined. The South American Union
would be a product of integration of MERCOSUR (Argentina, Brazil, Uruguay
and Paraguay) with Chile and the Andean Community (Bolivia, Peru, Ecuador,
Columbia and Venezuela), with which it has already signed agreements on free
trade that strengthens this relation additionally.

In the next six months, a new summit of all Presidents of the South American
countries should be held, where a form of administration within the bloc and
common instruments will be defined. All these measures would accelerate the
integration process. It should not be forgotten that the European Union needed
40 years from the moment of constitution to the functioning at the present level
of integration.

After the European Union and NAFTA, the South American Union would
be the third economic bloc in the world with huge reserves of ores, petroleum
and energy resources. In addition to this, this union would be the first food man-
ufacturer and exporter in the world.

Eduardo Duhalde, President of Argentina 2002-2003, said at the last sum-
mit of the Rio Group that there is great enthusiasm of Presidents of Guiana,
Panama and Mexico. President of Mexico, Vicente Fox, did not reject the possi-
bility to attend the summit in Peru. For more than four years, Presidents of Latin
American countries have been working on establishing of this political and trad-
ing alliance. At the Presidential summit held in Brazil on August 30-September
01, 2000, they decided to stimulate organizing of South American region, not
only according to geographic criteria, but also in accordance with cultural iden-
tity, or common values of the nations in these countries.

The draft agreement of the South American Union should symbolically be
signed in Pampa de Quinua in Peru on the same date and at the same place where
there was the battle of Ayacucho 180 years ago, the last great battle against the

% Ministerio de Relaciones Exteriores de Argentina. Argentina ante Ouro Preto II. Un enfoque
abarcativo. (October 04, 2004), <www.MERCOSUR .abc.com.ar>
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Spanish Royal Army. A day earlier, Presidents of the countries that form the
Andean Community should meet at Cuzco, and the next day they would sign
this document in Ayacucho.

The central idea of forming the South American Union is to reach unity of
the bloc in the fight against inequality, social marginalization, famine, poverty
and insecurity, as is written in the outline of its foundation acts.

The intention is for South America to become one of the most competitive
regions and to develop further common region. For a long term, the tendency is
to achieve goals such as creation of common currency, which is an ambitious goal,
to determine conditions of trade- and energy- related cooperation, cooperation in
the field of telecommunication, provide for the flow of people and goods.

The decision has not yet been reached whether the final name of the integra-
tion of the South American countries will be the South American Union. The
other suggestions are the Union of the South (Unién del Sur) and the United
States of South America (Estados Unidos de Sudamérica).

Dualde, as the President of the Committee of permanent representatives of
MERCOSUR, is leading these negotiations for establishing the South American
Union, and the Minister of Foreign Affairs Rafael Bielsa is helping him as well as
his Brazilian colleague Celco Amorim. It is a great political stake for Presidents
of ten countries that would meet at the same soil where their nations fought
together 180 years ago.

On the model of the European Union, the South American Union of the
Nations would make the biggest of all the blocs of countries in the world, with
17.2 million square kilometers, consisting of 10 countries with the population of
over 330 million people and regional gross product of 800 billion US Dollars.

9. Conclusions

There is no doubt that MERCOSUR is progressing, despite inconveniences,
in strengthening relations with two big partners, Argentina and Brazil and by
signing new agreements on free trade. There is a great progress made in getting
closer to Asia by signing the agreements with India and China. In the meantime,
the measures are considered to conclude negotiations for initiation of the agree-
ment signed with the European Union in 1995 before the end of 2004.

These shifts are made while Brazil and Argentina strengthen their econo-
mies in an inspiring process, which has prospects to sustain because of what is
going on in these countries and because of renowned readiness of international
investors to invest in their economies, although with a delay.

However, all these positive movements do not eliminate the possibility of
new problems arising, some of trade character, such as disagreements of these
two countries over the measures adopted in Buenos Aires that are contradictory
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to the goals to open their borders for trade. In addition, there are other political
problems, such is strong opposing of Uruguayan Government to establish the
MERCOSUR Parliament.

At the political level, there is another serious problem in the shape of
Bolivian request for exit to the sea, which resulted in cooling of relations with
Chile at the moment of initiation of the agreement on MERCOSUR joining the
Andean Community, where Bolivia and Peru are members, which are associate
members of MERCOSUR as well as Chile.

Trading problems will certainly be overcome as they were overcome in the
past, by negotiations, which include all interested economic sectors, and by offer-
ing mutual concessions. The other two issues require political decision at the
top level with the participation of middle-class society. This is the path advised,
since the establishing of MERCOSUR Parliament would give a strong impulse
to integration and also make adoption of far-reaching political measures easier,
as it was the case in Europe with its Parliament. Since the present Uruguayan
Government opposes to establishing of the Parliament, they will have to wait for
the attitude and measures that a new government of this country will take in this
field. It is clear that otherwise bilateral agreement of Chile and Bolivia cannot be
reached with the approval of Peru, since the projected corridor would lead from
Bolivia to the Pacific and pass through the territory that Peru lost in the Pacific
War with Chile in the 19" century. MERCOSUR policy could play a positive
role in the process of solving this issue, not only by supporting the negotiations
between these countries but also by opening the possibility for the stated cor-
ridor to function as an activator for the trade of the bloc from a new port, which
could be under divided sovereignty of three countries, in the same way as Bolivia
and Peru have divided sovereignty in the area of the Titicaca Lake.

In any case, it is important to point out that the progress is confirmed, which
is powerfully expressed by the appointment of Presidents Lula and Kirschner in
their respective countries in 2003.

When the initiation of ALCA was anticipated for the beginning of 2005,
this event was shaded by the beginning of negotiations between MERCOSUR
and the European Union, and now quietly the project of the South American
Union emerges.

It should be taken into account that the area of this union would be twice
bigger than the area of the USA and that it would have 100 million people more
than the USA. It would represent the largest world exporter of food, the lungs
of the planet, and the territory with the richest biological diversity in the world,
with considerable scientific and technological development and huge reserves of
energy sources of all kinds sufficient to meet their own needs.

If the South American Union of the Nations would manage to become an
acting entity, it would change the international situation considerably. There
would be redistribution of power regardless of all complexities, unstable and
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ever-risky situations for all actors involved. The United States of America are
monitoring carefully these shifts and realize by every day that passes that initia-
tion of ALCA planned for 2005 is harder and harder to achieve. Due to all this,
it is very important to initiate the South American Union as soon as possible.
Accordingly, it seems that ALCA will have to wait or to rephrase its current
aspirations, which is very difficult for the time being. However, it is realistic to
predict that the international situation will be changing quickly, so that ALCA
that is a priority issue of the USA today might not be that in the future. Time
and facts will show that.

Appendix

1989 — Washington Consensus
1990 — Initiative for two Americas
1991 - MERCOSUR

1993 — Free trade agreement (TLC)
1993 — Puebla Plan, Panama

1994 — ALCA

1999 — Columbia Plan

New rules of the game of regional integration
from the Washington Consensus
Consensus establishes ten assumptions of economic policy
for the developing countries

1. Budget discipline

2. Changes in priorities of public consumption (less productive fields such as
health care, education and infrastructure)

3. Fiscal reform

4. Financial liberalization

5. Looking for and maintaining of competitive models of change

6. Trade liberalization

7. Opening for entering of direct foreign investments

8. Privatization

9. Deregulation

10. Guarantees of proprietary rights
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Mercosur Facing the Challenge of ALCA Project

Consequences of ALCA implementation for Latin America

1. ALCA is the instrument of the USA for reestablishing of economic hege-
mony in the world

2. ALCA has double economic and strategic goal: to control production
structure of the region and markets

3. ALCA can cause negative social consequences (case of maquiladors in

Mexico)

ALCA tends to disturb workers’ rights and working conditions

ALCA will increase poverty and social inequality

ALCA will cause changes of living environment

ALCA and the relation towards intellectual property and monopole over

patents

ALCA and privatization of social services

ALCA will limit expansion of small and middle-size enterprises and lead

to deindustrialization

10. ALCA and its relation towards democratic governments in the region

N
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AGRICULTURAL POLICY
OF EUROPEAN UNION

Abstract: The main goal of this article is to analyze the system regulating the mar-
ket of agricultural products in the European Union as well as directions and mecha-
nisms of its reform. The analysis points out to the main characteristics of the production
and exchange policy of agricultural products shich has been set on agricultural prices
and the negative consequences of such agricultural policy on the budget, consumer’s
position, environmental protection and foreign trade flows of agricultural products. The
main stages and content of the EU agricultural policy reform have been identified,
in the field of current policy as well as in the sphere of transformation of structural
institutes and measures. The attention has also been payed to the dangers that the EU
agricultural policy will be exposed to after accession of new member states.

Key words: the European Union, Common Agricultural Policy (CAP), agricul-
ture, agricultural prices.

1. Introduction

Agriculture is a sector of economy where the European Union (EU) has
established firm integration relations since the day it was founded. Numerous
common instruments and measures of agricultural policy have been made, their
support provided in a special budget and considerable efforts made to make deci-
sions for their implementation. Theoretically, such system regulating the market
of agricultural products in the EU represents an example of a completed and
institutionalized model suitable for analysis, generalization and prognoses.

The reasons for great interest in the EU agricultural problems lie in the fact
that EU agriculture is characterized by small land territory and high labour price.
So, the protection of agriculture and regulation of the related issues appear as a
necessity in the process of shaping of common agricultural policy (CAP). This
fact was particularly underlined because of the pressure of lower prices of agricul-
tural products in the world. The process of forming common agricultural policy
and reform that followed will be presented in the following manner.
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First, we shall analyze the main concept of the so-called current agricul-
tural policy, which is primarily defined by the system of agricultural prices and
levies that have presented a trademark of the EU agricultural policy for years.
Second, we shall consider crucial pressures that contributed to the reform of
this concept: budgetary-, consumer-, ecology- and internationally-related. Third,
we shall analyze implications of the use of production quota system in the EU
agricultural policy and practice. Fourth, we shall consider the model and con-
sequences of the system of direct payment to farmers by means of the so-called
set-aside program. Fifth, we shall analyze the structural measures applied in the
EU agriculture, as well as their sources of financing. Sixth, we shall point to the
challenges that the expansion of the EU with new members will bring in the
sphere of agriculture and agricultural policy.

2. Main concept of the EU agricultural policy

The reasons for establishing common agricultural policy are numerous, but
undoubtedly linked directly to the lack of certain agricultural products and to
the lagging of agricultural areas and their income in comparison with other refer-
ence areas and branches of economy.

From the very beginning, the EU agricultural policy focused on market policy.
Solving the problems of parity income of farmers and market supply has become
practically the only priority. An originally conceived application of structural
policy has been left aside for years.

The main characteristic of such a system of agricultural policy in spite of
various dimensions and formal intricacy are agricultural prices. It can be said
that this conclusion is still valid, although the system has been reformed several
times. The prices varied from country to country in the transitional stage and
they were then made equal for the majority of agricultural products in 1968.
The level of the prices of agricultural products is determined once a year, mostly
as a result of negotiations among member-countries and not based on objective
criteria. The outcome is high level of agricultural prices determined under the
political influence, much higher than the prices at the world market.*

The organization of agricultural product market and the mechanism of pro-
tection are functioning through the following main prices: target (indicative or
orientation) price, intervention price, threshold (or ceiling) price, market price,
import price and world price.

Target price is a desirable price that the EU would like to provide to agricul-
tural producers for a certain agricultural season. It is also called an indicative or
orientation price, depending on the kind of agricultural product.

1P S. Ivanovi¢, “Agrarni protekcionizam i njegov uticaj na jugoslovenski izvoz”, Ekonomika

poljoprivrede, 1986, p. 24.
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Intervention price is the lowest price guaranteed to the agricultural produc-
ers. The EU is obliged to buy off the offered agricultural products at these prices.
This price is lower than indicative price, and the motive for its application is to
protect the income of farmers in case of high supply and to stabilize the market.

Threshold price is the price defined by bodies of the EU at which the agri-
cultural products are imported from third countries for a common market. The
amount of levies is determined according to this price, i.e. the levies should level
the difference between world price and threshold price. Therefore, the main pur-
pose of threshold price is to ensure that the selling price of an imported product
will be at the level of indicative price. It is also called ceiling price.

In their economic essence, levies represent changing customs fees. The main
goal is to ensure the desirable level of internal prices at the common agricultural
market and to minimize the influence of world prices on the EU internal prices.
This is achieved by customs burden on importers for a certain agricultural prod-
uct in case the import price is lower than the desirable domestic price. The lower
the import prices are when compared with domestic ones the customs burden
is higher and vice versa, the higher the import prices are the lower the customs
burden is. The amount of levy, therefore, corresponds to the difference between
higher domestic and lower foreign prices.

Export subsidies represent the other side of levy regime. Subsidy is used to
compensate importer the difference between higher domestic and lower world
prices. In this way, the competition of the EU agriculture at the world market is
ensured. As a rule, the amount of subsidies equals the amount of levies for the
same agricultural products.

The original system of the EU agricultural policy functions in such a way
that producers are presented the target, orientation prices in advance, before
the beginning of agricultural season. The state manages its agricultural policy on
that basis. For instance, it offers the agricultural producers lower target prices of
cereals and higher prices of milk, if there is trouble with the production of the
latter. This also serves as a basis for production choice in that agricultural season
to producers. The market price is formed depending on the domestic demand
and supply. In case the domestic supply is higher than demand, market price is
formed below the target price. The lower limit of market price from the point of
view of agricultural policy is determined by intervention price that represents
the lowest price guaranteed to producers. All offered quantities are purchased at
that price.

In order for such a system to function, it is necessary that it is half-closed,
or that it is not imbalanced by the goods from the world market. This is why the
protection from imported goods in the form of levies is provided for the goods
that are under the regime of intervention price at the domestic market. Thus,
the system is closed and can function.
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Taking into account the afore said, the organization of agricultural market
can be classified into three groups,? based on the full price guarantee (milk and
dairy products, cereals, sugar); organization of common market based on partial
price guarantee (fruit and vegetable, beef) and organization of common market
without the system of guarantees.

On the other hand, the system of permanently changing levies is applied
in the sector of wheat, sugar, dairy products, rice and olive oil, while the system
of fixed levies is applied for pork meat, poultry meat and eggs, whereas their
amount is determined every three months. Combined system of customs burdens
and changing levies is applied for beef.

Such organized system of agricultural policy is supplemented by the follow-
ing measures: subsidizing of agricultural product stocks and intervention in cases
of market disturbances; subsidies of production (awarding bonuses) per hectare
or per head of cattle; subsidizing of final consumption of certain products (com-
pensations) and subsidizing of consumption of certain inputs.

3. Consequences of agricultural policy

The EU agricultural policy has been considered efficient since the very
beginning. Agricultural production in the EU, observed per all the important
products, has been self-sufficient since 1970s — it either covered the needs of
the internal market or, most often, it possessed important surpluses. Thus, for
instance, in 1995 the situation in production, if meeting the internal require-
ments of the EU were marked 100%, was as follows: wheat 133%, oat 122%,
barley 123%, corn 94%, potato 103%, sugar 128%, vegetable 106%, fresh fruit
98%, wine 106%, cheese 106%, butter 121%, milk 272%, beef 107%, veal 113%,
pork meat 104% and poultry meat 105.3

However, analyzed in a wider sense, therefore taking into account the impli-
cations of agricultural policy on various economic and social structures, it pro-
duced negative consequences, causing pressure on budget, consumption and
environmental protection within the EU, as well as the pressure on the interna-
tional exchange of agricultural products.

3.1. Pressure on budget
The concept of agricultural policy based on the protection of farmer income

and backing of prices of the prevailing group of agricultural products in the EU
countries required a considerable budget support.

2 D. Stancié, Agrarna politika Evropske unije, 2001, p. 44.

Eurostat, Yearbook of Agricultural Statistics, various years.
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Table 1. Agricultural budget from 1970 to 2000 (in 1000 millions Ecus)

Funds 1970° 1980° 1990° 2000°
Guarantees 2.0 11.2 29.2 390.1
Directing - 0.4 1.6 3.1
Total 2.0 11.6 30.8 42.2

* Five-year averages around the reference year.
Source: The Agricultural Situation in the Community, Commission of the European
Communities, various years.

In absolute numbers, the agricultural budget increased in the period from
1970 to 2000 for more than twenty times. If the average expenditures of agricul-
tural budget are calculated for reference years per a member-country, taking into
account each expansion of the EU, then these expenditures would amount to: in
1970 — 0.3 billion ECU; in 1980 — 1.3 billion ECU; in 1990 — 2.6 billion ECU; in
2000 — 2.8 billion ECU. Therefore, in the period from 1970 to 1990, based on the
analyses of the average earmarking of resources for these purposes per a member-
country, it can be concluded that the agricultural budget increased nine times.
In the last analyzed period, from 1990 to 2000, ad hoc restrictive policy measures
gave results, so the agricultural budget expenditures stopped to increase.

The analysis of agricultural budget share in the total EU budget indicates
that its participation has been diminishing. Thus in 1980, it was 73% and in
1989, it was 66%, which was particularly the result of ad hoc measures as well.

The pressure to limit the agricultural budget expenditures or to limit its
further increase came from the countries that were net providers of its finan-
cial resources, such as Germany and the Great Britain. In 1992, their provisions
amounted to 9.7 and 2.4 billion ECU respectively. On the other hand, the coun-
tries that were net recipients of agricultural budget subventions, such as Greece
with 3.6 billion ECU, Spain with 2.7 billion ECU, Ireland with 2.1 billion ECU
and Portugal with 2.1 billion ECU,* showed less willingness to undertake reforms
to that effect.

3.2. Pressure of consumers

Introduction of tariffs, especially variable ones, i.e. levies, caused certain
consequences in the structure of consumption of member-countries population.
Agricultural producers in these countries made profits and increased their pro-
duction. However, the consumers of agricultural products faced higher prices
within this regime, i.e. they were at a loss as taxpayers exposed now to higher tax
paying for the agricultural budget. Gains and losses from the applied agricultural

4 R.W. Ackrill, M. Suardi, R. C. Hine, A. J. Rayner, The Distributional Effects of the Commom Agricultural
Policy between Member States: Budget and Trade Effects, University of Nottingham, 1986.
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policy, expressed in real values are compared with the appropriate indicators
for the USA and Japan in Table 2. These are comparisons referring to the end
of 1980s, when the pressure to unburden the consumers from negative conse-
quences of the agricultural policy was expressed.

Table 2. Benefits and costs of agricultural support 1986/1987 (in billion USD)

Country Producg > Producer’s costs | Tax-related costs i ccono mic
benefit costs
USA 26.3 6.0 30.0 9.2
EU 33.3 32.6 15.6 14.9
Japan 22.6 27.7 5.7 8.6

* Net economic costs: consumer’s costs + taxpayer’s costs = producer’s gain
Source: V. O. Roningen, P M. Dixit, ibid.

Producer’s gain in the EU was almost equal to consumer’s losses, while the
costs of taxes were twice lower than consumer’s costs and represented net eco-
nomic costs. Net economic costs in the USA and Japan were then considerably
lower than in the UE.

The amount of consumer’s costs may be approached from the angle of mea-
surement per consumer categories. It is thus estimated that the costs of the EU
agricultural policy increase the living costs of a four-member family for 900 USD
annually, which is 17.3 USD weekly.®> Special problem at that is the division of
costs — namely, all costs that exceed 60% affect the poorest families. Therefore,
the income of poorer part of city population goes to rich EU farmers since they
participate in subsidies (guaranteed prices) through larger production. Consumer
associations in particular intervene in favour of changing such agricultural policy,
while the so-called agricultural lobby consisting of numerous participants in the
agricultural reproduction chain has an important influence on the maintaining
of status quo.

3.3. International pressure

The EU agricultural policy led to important shifts in the trade of agricultural
products in the world. Limiting the import of agricultural products, subsidizing
of domestic production, appearance of surpluses and subsidizing the export of
agricultural products in the EU has affected ‘third countries’, the countries that
have comparative advantages to develop this sector of economy. The example
of beef and veal trade is a good illustration of the proportions of this process. In
1973, the import of these kinds of meat into the European Community amount-
ed to 983.000 tons. Only four years later, the imports were reduced to 210.000

> Bureau of Agricultural Economics, Agricultural Policies in the European Community, Policy

Monograph, no. 2, Camberra, Australia BAE, 1985.
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tons, and four years after that, in 1981, the flows changed and the European
Community became a net exporter with 389.000 tons annually. In the last
decade of 20% century (1995-2000), export quantities from the EU stabilized to
some 600.000 tons of beef and veal annually. Therefore, not only the agricultural
exporters from ‘third countries’, i.e. the countries outside the EU, faced the lim-
ited access to this market, but they were exposed to competition with EU pro-
ducers of subsidized agricultural products at other markets. In 1980s already, the
leading role of world agricultural exporter has been overtaken by the European
Union from the USA.

[t is natural that the USA was the main initiator of negotiations within the
GATT of 1992 in the so-called Uruguay round, in the direction of reduction
of agricultural subsidies. This request was supported by the so-called Cairns
group, i.e. the group of the largest producers and exporters of agricultural prod-
ucts (Australia, New Zealand). Although agriculture was just one of 14 items on
negotiating agenda, the USA stipulated that they would not sign an agreement if
the issue of agriculture were not solved. After long negotiations, the agreement
was concluded in 1994, providing for the following measures to be implemented
starting from 2000: reduction of internal subsidies in agriculture for 20%; reduc-
tion of the existing and future tariffs for 36%, and every individual item of tariff
for 15%; reduction of expenditures for export subsidies for 36%, and total scope
of export subsidies for 21%.

3.4. Pressure for environmental protection

The development of agricultural production was connected with intensive use
of various chemicals and the consequence of it was degradation of environment.

First, the increased use of chemical fertilizers that contributes to increase of
agricultural production for more than 50%,° had an impact on water pollution.
Namely, the use of chemical fertilizers in production leads to a certain degree
of their sedimentation, which contributes to pollution of underground waters
first and then of rivers and lakes. After that, expansion of agricultural areas, pri-
marily pasture-grounds, by removal of hedges and trees, destroyed natural envi-
ronment. Then, the natural environment was destroyed also by constant use of
pesticides and herbicides, which both contain toxic ingredients. Further, desicca-
tion of swamps and periodically inundated areas and pasture-ground melioration
caused loss of birds, plants and insects in these areas, i.e. ambient natural bal-
ance was disturbed. Finally, undeveloped and mountain areas were permanently
exposed to leaving of agricultural population, decreased use of agricultural soil
and farms, as well as entire devastation of environment.

6 V. Grbi¢, “Neka pitanja proizvodnje i potro$nje mineralnih dubriva u Srbiji, primena dubri-

va”, Ekonomika preduzetnistva, no. 1, 2002.
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Organized policy to preserve natural environment in agricultural areas is of
recent date. In 1984, the European Committee presented a document in which
this problem was explicitly stated. The measures to reduce intensification of pro-
duction as well as those aimed at preservation of traditional production methods
have been undertaken since then.

4. Introduction of production control mechanisms: quota system

The appearance of agricultural product surpluses along with the maintenance
of chosen price level have prompted the creators of the EU agricultural policy to
undertake various measures in order to solve this problem since 1970s. Primarily,
the measures of subsidizing some categories of final consumers were carried out, as
well as of industrial users of agricultural products. On the other hand, there were
also the measures of reduction of budget costs for some products that belonged to
the regime of intervention, guaranteed prices: shortening of period for buying off
these products and raising the quality standards of products belonging to the buy-
off regime.” It should be said that the effects of these measures were modest, so the
European Union made a decision to take some more radical intervening measures
in order to diminish the scope of supply of agricultural products.

At the beginning of 1980s, quota system was introduced. The system was
applied on production of milk and dairy products, the share of which within the
total EU agricultural budget amounted to some 20% of costs. The system was
introduced under the conditions of long-term surpluses of production of milk
and dairy products, depression at the world market and escalation of the EU
budget costs for these purposes.

The system relied on the considerable degree of administration. Each mem-
ber-country got its quota based on 1981 production. Then the quotas in mem-
ber-countries were allocated to farmers, again based on earlier realized level of
their production. The system functioned in such a way that the threshold of
production that farmers could reach was established. Not only the prices were
guaranteed for the production exceeding that level, but it was also exposed to
high taxation.

Quota for milk for the entire EU was reduced from 103.7 million tons in 1984
to 96 million tons in 1992. It has proved to be efficient in achieving the main goal
— reduction of budget costs, and it was supported by technologically easily perform-
able monitoring system. Namely, milk was bought off at a certain number of dairies
where it was easier to determine who exceeded the allowed quota.

In 1980s, the EU introduced another two quota systems, somewhat more
liberal, for the production of cereals, which appeared also to be excessive. These

" D. Colman, “The Common Agricultural Policy”, in: M. Artis, E Nixson, eds., The Economics

of the European Union, Policy and Analysis, University Press, Oxford, 2001.
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quota systems function in such a way that products are bought off through com-
mercial organizations at intervention prices up to the moment when the agricul-
tural producers reach a certain quota. After that, the additional quantities are
bought off at lower prices. This system did not prove to be sufficiently efficient
primarily because of the impossibility of appropriate monitoring.

Numerous shortcomings of quota system were soon noticed. “Limiting the
scope of production is the artificial, non-market way of state intervention in
normal flows of price formation, the functions of which are very well-known.
Deformation of economic structure, ‘ossification’ of the existing relations, and
discouragement of agricultural producers to increase their work productivity and
specialized production do not contribute to rational organization of agricultural
production. Constant aspiration of agricultural producers to adjust to the exist-
ing support system, produce wide range of products, ultimately uneconomical
and market-unsustainable, has been noticed.

Probably the greatest shortcomings of quota system are the creation of
bureaucratized instead of market economy, with all weaknesses characteristic of
controlled economy. Many legal regulations, a bunch of orders, instructions, and
counter-orders, created a very complex, often-chaotic system, often contradic-
tory, where even the best legal experts could hardly manage, let alone the direct
country producers. Administrative officials, accustomed to circulars, technical
instructions, and similar, contributed to the fact that system largely departed from
the principles of equality and impartiality, and the measures of limited produc-
tion did not yield results because of a range of cessions, compromises and sudden
reversals. Huge stocks of certain products created an unbridgeable gap for the
placement of goods at the world market and opposing to aggressive export policy
of the USA by means of its state intervention and depreciation of Dollar.”®

5. Reforms undertaken as of 1992

The outcome of the international commercial negotiations made a crucial
effect on the reform of the European agricultural policy, which was introduced
in 1992 by the so-called MacShary’s reformation package. As a result of these
negotiations, the internal subsidies were reduced for 20% and external tariffs
for 36%. Therefore, although the system of guaranteed prices was kept, it was
eased because of the changes in tariff level, i.e. it was enabled for foreign cheap
products to determine the lower market price. This new market situation had
different impacts on the actors in this process: consumers in the EU were at gain
because of the reduction of prices, the budget suffered less pressure, but the agri-
cultural producers were at a loss: the lower prices reduced their income.

8 D. Stanci¢, ibid., p. 59.
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In order to correct negative consequences of these reforms for farmers’ income,
it was decided in the EU to compensate the potential income losses to farmers on
condition that they accept certain limitations. For cattle breeders, it was decided
that compensations are due only for certain number of animals based on histori-
cally determined number of heads of cattle in the herd. For cereal producers, how-
ever, the compensations were provided for those who accepted not to cultivate
certain areas of their land in that production season or those who accepted the
so-called set aside program. Let us consider more closely the latter situation.

According to the new solution of agricultural policy, cereal producers with
the production exceeding 92 tons had the following possibilities: first, they could
use all their arable land in production and in case of impossibility of realization
at the market the production would be bought off at new (lower) intervention
price; second, they could join the set aside program and be chosen for compensa-
tion payment for the products from the land that remained in production.

The farmers who chose the second strategy entered the regime of two types
of compensation payments. First compensation was received based on the area
of land (in ha) that was not activated in production that year (set-aside compen-
sation, SAP), and second compensation was received for the production realized
in that year (arable area compensation, AAP), but the payments were not made
per yield but based on planted area (in ha), as in the previous case.

Table 3. Compensation payments in reformed cereal regime

Market year
1993/94 1994/95 1995/96

1991/92 Intervention price
A. (ECU/) 155 155 155
B. Target price 130 120 110

Price compensation (A-B)
C. (ECU/) 25 35 45(54)*
D. Yield 5.93 5.93(5.89)* 5.93(5.89)*
E. | Price compensation (C x D) 148.25 207.55 266.85(320)*
E Set-aside program 266.85 | 266.85(338)* | 266.85(405)*

compensation

* Numbers in brackets are the result of adjustment of the original scheme by certain political

pressures (D. Colman, ibid., 114).°

9

D. Colman, ibid., p. 114.
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The amount of price compensation is received by conversion of yield per
area based on fixed yield factor. Yield factor is obtained based on calculation of
historically based statistic series and differs from region to region. Table 3 shows
how this calculation is applied in economic practice.

The Table is made at the example of England. It shows that yield factor
amounts to 5.93 t/ha and it is used for three-year period. Every farmer who chose
not to activate his production in that three-year transition period (SAP pro-
gram) received a compensation of 266.8 Euro. On the other hand, a farmer who
decided in favour of the AAP program, received the same compensation of 266.8
Euro in the last third year of compensation period. The idea of the creators of
this measure was to make the starting conditions equal. It can be noted, how-
ever, that the level of price compensation gradually increased through transition
period because the gap between intervention price and new indicative price,
which reflects the intended tendencies in agricultural policy increased.

Which decision a farmer would make, either to participate in set-aside
scheme or not, depends on market prices and yields. It is clear that if market
prices are higher and if a farmer has above-average yields, higher than yield fac-
tor, then independent appearance at the market would be suitable to him and
vice versa.

Eventually, let us point out that this measure of agricultural policy brought
also a number of problems in implementation in economic practice. Farmers
use more intensively inputs at the land remaining in production; they leave less
productive areas for set-aside program; fertility of the land that remains outside
production improves, which reflects on the production choice of the farmer and
pressure on compensations in the following year, and so on.

6. Structural policy

In 1968, the European Union published a document titled “Memorandum
on reforms of common agricultural policy (CAP)”. This document is known to a
wider public as Mansolt’s Plan, after the name of its creator, the Vice-President
of the European Commission in charge of agriculture. The main goals of the
plan were, first, to reduce the number of people employed in agriculture and,
second, to form bigger and more efficient farms. This plan was often quoted in
the domestic literature at the time, but later also, especially considering the con-
sequences of the achievement of its secong goal. Thus, it was pointed out that
one family with two capable members could cultivate 100 ha under cereals and
30 ha under plants.?

1S, Popovié, Aktuelna pitanja agrarne politike na podrucju SR Srbije bez pokrajina, Institut za

ekonomiku poljoprivrede, Beograd, 1979, p. 114.
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First structural developmental measures in CAP were presented in 1972.
Their goal was to modernize European agriculture. However, the results were
not as expected since production surpluses were accumulating.

In 1983, The European Committee made a proposal for fundamental
reforms.!! Formally, this proposal was presented in publication titled Green Paper
under the name of “Perspectives of Common Agricultural Policy”. The main
goal elaborated in that document was to balance the supply and demand, so
new mechanisms for reduction of production surpluses were presented and alter-
native solutions in the future CAP development were analyzed. In 1988, The
European Council agreed on the package of new measures directed at the reduc-
tion of agricultural expenditures. The main scope of these measures was to limit
the CAP expenditures in the total EU budget.

Both reforms provided for the more efficient instruments to implement cur-
rent agricultural policy, while the measures of structural policy were not accom-
panied by the appropriate financial and institutional support.

Generally speaking, the 1992 reform was considered successful. Its main ele-
ments were to reduce the prices of agricultural products, i.e. to increase their
competitiveness at the world market; to compensate income losses to farmers,
as well as the new measures directed at development of agriculture and environ-
mental protection. However, a number of circumstances, such as preparation of
introduction of a common EU currency, and related to this budget limitations,
increased competition of other countries, especially developing countries, new
round of negotiations within GATT or World Trade Organization, required fur-
ther adjustment of agricultural policy.

In 1997, the European Committee proposed reforms of the Common agri-
cultural policy within the so-called Agenda 2000. The negotiations on the adop-
tion of Agenda 2000 lasted a few years and they were concluded by adoption of
CAP reform at the European Council in Berlin in March 1999.

Agenda 2000 represents the most comprehensive and most radical measures
since CAP was established. Agenda 2000 continues the 1992 reforms and cre-
ates conditions for the development of multifunctional, viable and competitive
agriculture in the EU.

The main measures of structural agricultural policy include support to man-
agement, improvement of commercial channels for agricultural products and
diminishing of regional differences.

How these measures are made instrumental can be best seen from the set of mea-
sures presented in Agenda 2000. It regulates two groups of measures:*? joined reform
measures from 1992 (earlier retirement of farmers; protection of agricultural envi-

1S, Tarditi, “The Green Paper in a long-term perspective”, European Review of Agricultural

Economics, no. 14-1, 1987.

2 V. Grbi¢, “Uredba Saveta o pomo¢i ruralnom razvoju u Evropskoj uniji”, Evropsko zakonodav-
stvo, no. 2, 2002, p. 80.
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ronment and afforestation; development of insufficiently developed areas); measures
for modernization and diversification of agricultural households, investments into
farms; establishing of young farmers farms; training; investment support to marketing
activities; additional support to forestry, promotion and conversion of agriculture.

6.1. Joined reform measures from 1992
6.1.1. Earlier retirement of farmers

The support can be granted to a farmer over 55 years of age, who has engaged
in agriculture for at least 10 years and who abandons commercial production.
The support amounts to 15.000 Euros annually or 150.000 Euros at the most,
i.e. it is given until 75 years of age. If the farmer receives a retirement allowance
already, he can be granted the difference up to the mentioned amount.

The farmer who receives a support cedes his land or part of his land to anoth-
er farmer who has proved his capabilities in agriculture for the last five years. [t is
also possible for the land to change its purpose and become an ecological wildlife
refuge or forest.

The support can be granted to agricultural workers (paid or helping hand to
the family) of the same age, engaged in agriculture for the last five years for at
least half work time, to the amount of 3.500 Euros per year, or 35.000 Euros to
the total, when entering the regime of normal retirement age (after 75).

6.1.2. Protection of agricultural environment

This support is granted to the farmers who have applied the method provid-
ed for the protection of agricultural and rural environment for at least five years
and they are aimed to promote production and farming methods adapted to such
conditions (intensification of production, conservation of environment of high
natural value). For these purposes, the following amounts are granted to farmers
per hectare: for annual crops — 600 Euros, for several-year crops 900 Euros, for
other purposes — 450 Euros.

6.1.3. Development of underdeveloped areas

Underdeveloped areas, for instance mountain areas, can be granted a sup-
port in order to provide for the continuous and viable development in the use
of land, preservation of rural environment and fulfilling the requirements of
agricultural environmental protection. Farmers who have engaged in at least
five years of practice in accordance with the previously mentioned requirements
qualify for this support, in the form of compensation for unachieved income.
This compensation ranges from 25 to 200 Euros per hectare.
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6.2. Measures for modernization and diversification of agricultural households
6.2.1. Investments into agricultural households

The support to investment efforts of agricultural farms is provided for with
the aim to improve agricultural income and working, living and production con-
ditions. The investments must fulfill the following conditions: reduction of pro-
duction costs, improvement of production diversification that is market-prospec-
tive, improvement of quality, natural environment, health and hygienic condi-
tions and animal care. The support cannot exceed 40% of the total investment
value, except in insufficiently developed regions, where it is 50% of this value.
The increase of support is possible in cases of young farmers, ranging from 45%
to 55% of the investment value.

The support is granted to young farmers according to the following criteria:
the property owner should be younger than 40, he should have an adequate
knowledge; he should not have used this support earlier; his farm should be vital
and it should fulfill hygienic and animal protection regulations. The support can
have two forms: single premium amounting to 25.000 Euros or it can cover the
interest on the loan taken to establish the farm.

6.2.3. Expert education

The support is given in order to improve farmers’ education of new pro-
duction procedures, application of production methods compatible with envi-
ronmental protection, about preservation of agricultural environment, hygienic
standards and animal care, as well as about the improvement of farm manage-
ment.

6.2.4. Improvement of agricultural product sale

The main goal of this support is to increase the competitiveness of agricul-
tural products, to rationalize production procedures and marketing channels, to
change the structure of products in the direction of greater marketability, use
of new technologies, to improve the quality control and hygienic conditions,
encourage innovations and protection of environment. The support for these
purposes can cover up to 50% of the accepted investment.

6.2.5. Forestry

This support is granted to private owners of forests or municipalities to improve
the viable development of forests, the protection and extension of forest areas.
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As for quantity, this support refers to afforestation, for compensation of
income if the purpose of land has been changed, and for execution of works,
and ranges from 185 to 725 Euros per hectare; protection of forest land, where

protection and ecological role is of public interest. This support varies between
40 and 125 Euros.

6.2.6. Structural adjustment of rural areas

The support can be granted to other activities, which are not included in the
mentioned measures and which as a whole improve rural development. These
measures would include land consolidation, development of key services in rural
area, renovation of the country and protection of rural heritage, promotion of
tourism and crafts.

The fund for guarantees as a part of fund for agriculture (EAGGF) finances
the following measures: eatlier retirement of farmers, development of underdevel-
oped areas and protection of agricultural environment and afforestation. Other
measures are financed from the fund for management, or the fund intended for
financing of so-called agricultural policy. The amount of 4.300 — 4.370 million
Euros per year is anticipated for the support to rural development for the period
from 2000 to 2006. The support to rural development bases on the plan made
by member-countries for the anticipated seven-year period. The plan (project)
analyzes the existing situation, suggests strategy, expected influences, financial
plan, as well as competent experts for implementation. The plan also proposes
a six-month period prior to the application of regulations, and the Committee
would adopt it within that four-month period.

7. CAP and joining of new members

The EU agriculture is at the threshold of new reform. One of the main rea-
sons for new transformation is the new challenge resulting from joining of 10
new member-countries on May 01, 2004.

It brought new increase of agricultural labour in the form of the additional
3.8 million new farmers in addition to the existing 7 millions, and expansion of
the market for another 75 million consumers.

Joining should provide for farmers in new member-countries to join the
regime of Common Agricultural Policy as well, i.e. to enable financing of their
production by intervention, guaranteed prices, bonuses, subsidies, etc. This
should considerably increase budget costs, which caused concern within the EU.
However, France and Germany were the originators of a new initiative of a dif-
ferent agricultural policy for new member-countries, which was confirmed at
the Council of Europe, i.e. at its Brussels summit in October 2002. Subsidies to
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farmers in new member-countries will be at the level of 25% of subsidies granted
to other EU member-countries as of 2004. Therefore, new member-countries,
which have lower productivity than that in the EU on an average, will be limited
additionally when competing at the common agricultural market, since they will
be granted 75% lower subsidies than farmers in the 15 EU states would. The new
EU financial plan for the period 2007-2013, will probably include measures for
gradual establishing of parity of payments to all EU farmers. What would really
happen remains to be seen.

8. Instead of a conclusion

The main concept of the EU agricultural policy, based on the support to
agricultural prices under the pressure of budget limitations, high prices of agri-
cultural products and consumer dissatisfaction, requirements to preserve envi-
ronment, as well as international negotiations, has been reformed several times.
The reforms took place primarily in the direction of building the system that
would provide for the decrease of final prices of agricultural products and main-
taining at the same time the level of farmer’s income by direct payments.

New agricultural mechanism enabled the transfer of agricultural policy costs
from consumers to taxpayers, which provoked a chain of consequences. Positive
consequences concentrate on relaxing the budget of the poorest consumers and
transparency of costs set aside for these purposes. They do not remain hidden
any more in consumer’s expenditures, but they are clearly visible in surveys of
budget transfers. Negative consequences refer to establishing of more and more
intricate administrative procedures when implementing the agricultural policy,
which on the other hand represents a new burden for already overheated capaci-
ties of the European Committee. This will be particularly obvious after full inte-
gration of 10 new member-countries. On the other hand, structural agricultural
policy increases slowly its share in agricultural budget at the expense of the cur-
rent agricultural policy. At the same time, it extends the range of its instruments
and measures, which is favourable for autonomous and viable development of
agriculture, therefore, the development without external interventions.

The EU expansion, in addition to the mentioned problems, opens some
new ones related to administrative resources of the Committee. Starting from
2004, new member-countries participate with only 25% in the funds intended
for agriculture, which puts their agricultures into artificially subordinated and
non-competitive position. Whether this situation will be corrected in the new
EU financial perspectives is not known at the moment.
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Abstract: Wealthy Asian metropolises with their extremely dense population, effi-
cient systems of urban and suburban railways, restrictive policies regarding the use
of cars and greatly planned development of “new cities” offer particularly inventive
practical planning solutions that greatly fit into the concept of a sustainable acceler-
ated development, which has been promoted more and more in the recent years. These
planning solutions can be very inspiring for metropolises of the developing countries and
countries in transition, which are characterized by markedly high population density
and relatively modest degree of motorization of population.

Key words: wealthy Asian metropolises, sustainable urban development, urban
and suburban railways, limited use of cars, “new town” concept, population density,
space distribution of the employees.

1. Introduction

A concept of a sustainable urban development, which promotes compact
urban forms, higher population densities, more resolute orientation to the use
of town traffic (along with walking and bicycles) and concept of accessibility are
more and more favoured in the West in recent years. However, wealthy Asian
cities such as Hong Kong, Singapore and Tokyo have been forced for a long time
now to orient primarily to public urban transport, especially urban and suburban
railways. This is why they are very interesting from the point of view of sustain-
able urban development.

2. Hong Kong

Theoretically, Hong Kong might not even exist, in any case not as an impor-
tant world metropolis. There is not any geographic justification for those 184 km?
to attract 5.5 million population — hilly, split into many small islands, deprived of
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any important natural wealth and located near endangering world power ready
to take over the majority of its territory for decades, it is not situated in the best
way to attract important economic activities.

In 1920, only 450.000 people lived in Hong Kong. It served as a base of
Royal Navy. When communists began to reign in China, thousands of Chinese
ran over to Hong Kong and that incredible inflow continued until 1960s, when
it was resolutely stopped. However, two million immigrants already settled in this
colony by 1961. Cut off by political storms from its natural background, forced to
accept a huge number of poor emigrants, the city seemed predestined to develop
economically like any other poor metropolis. That, however, has not happened.
Supported by a powerful and efficient government, traditional Chinese entrepre-
neurship achieved what, under such conditions, could be considered a real eco-
nomic miracle: not only the accumulated population was residentially provided
for but also Hong Kong became a dynamic global center of trade and industry.

Seven eighth of population lived in the metropolis that for decades had
been marked by an invisible painfully clear red line to the part, which would
not become a part of China in 1997 and the other part. Thus, trying to survive
at a small surface that would not come under Chinese jurisdiction in 1997, the
development took place mostly in Victoria — the northern part of the Hong Kong
island (the remaining part is too hilly), as well as at the south peak Kowloon,
across the harbour. Both sides of this picturesque harbour are set thickly with
high white buildings (to the regret of those who knew well the previous colonial
architecture), which today look impressive with the background of high green
cliffs. Average height of buildings is 14 floors, with mixed commercial and resi-
dential contents. The population density of this metropolis is huge (over 30.000
citizens per square kilometer). It was in 1970s already that the population density
“in south Kowloon was higher than 70.000 citizens per square kilometer. In parts
such as Mong Kok, Sam Sui Po and Van Chai the population density exceeded
considerably 100.000 citizens per square kilometer, while in the town of Kowloon
and Sai Jing Pun it exceeded 150.000 citizens per square kilometer. We must bear
in mind that these incredible population densities were reached in cities where
there are many offices, hotels, shops and other commercial buildings.”!

The most observable distinction of Hong Kong when compared with other
Eastern or African cities of considerably high population densities is that people
here are “stacked” into the 14-floor buildings instead of the one- or two-floor
buildings. As in Singapore, skillfulness of the city government to cope with the
problems of the growing number of citizens, lacking space and sudden growth
of productivity led to the paradox situation. Those with fast rise of salaries live
today in the zones of high population density and will never have a chance to
move into the zones of lower population density.

! M. Thomson, Great Cities and Their Traffic, Penguin, Harmondsworth, 1978.
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An incredible growth of number of citizens and population density forced
the city government to an especially daring step in 1980s — they created seven
self-sufficient ‘new cities’ for the total of 2.5 million citizens in the so-called New
territories (which were returned to China in 1997). This was far odder since
it was an unwritten rule during the previous decades to direct construction in
the part of Hong Kong that would not fall under Chinese jurisdiction. However,
while the pressure of population in Hong Kong acquires incredible proportions,
globalized economy erases largely the political borders that survived.

These ‘new cities’ are nothing like traditional Abercrombie’s ‘new cities’
— they are incomparably bigger, higher and more densely populated.? In this way
Howard’s concept of a “garden city” of 1898, really underwent dramatic changes:
first in “new cities” of Britain in the period before and after World War II, then in
Stockholm, and got its unexpected end in Hong Kong.

The fact is that the original development of Hong Kong took place with
huge population density. When in 1950s it was decided explicitly to continue the
construction characterized by high population density® (even in “new cities” in
the so-called New territories), it did not leave much choice to traffic planners
— they had to orient to traffic strategy that gives preference to public city trans-
port. All choices that followed only accelerated further the tempo of integration
of urban planning and orientation to public urban transport of high traffic capac-
ity. The development of Hong Kong could not simply be imagined without the
construction of the underground railway.

The development of the city railway has been the framework of Hong
Kong traffic strategy since 1970s. The well-known MTR system (Mass Transit
Railway), which serves the most densely populated zones of Hong Kong and
Kowloon, was presented for public discussion in 1967, and approved in 1972.
Its first line was opened for traffic in 1979, and in the following three years, the
network extended to 43 kilometer-long three lines with 38 stops. Thanks to high
density of population and employment in this metropolis, MTR today represents
a railway system that is used the most in the world (measured by the scope of
traffic per 1 km of the route).*

At the beginning of 1980s, a well-known KCR (Kowloon-Canton Railway),
which serves the “new cities” in the northeast part of the New territories, was
modernized. The KCR speed increased from 27 km/h in 1980, to 53 km/h in
1990. Also, 23 kilometers of left track system was constructed in the northwest
part of the New territories, which links Tuen Moon with Juen Long.’

2 P Hall, The World Cities, Weidenfeld and Nicolson, London, 1984.

3 P Barter, An International Comparative Perspective on Urban Transport and Urban Form in
Pacific Asia: The Challenge of Rapid Motorization in Dense Cities, Murdoch University, Perth,
1999, p. 285.

* C. P Lo, Hong Kong, Belhaven Press, London, 1992, p. 95, 97.

5 Ibidem, p. 97.
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Such a traffic strategy provided for not only fast development of ‘new cities’,
but also helped further growth of employment concentration in Central Business
District (CBD). The number of jobs increased from 136,000 (1980) to 193,000
(1990). It is interesting that space distribution of employees has remained the
same for decades in spite of the increase of number of employees in all areas — in
CBD, central area and suburbs. Namely, the employment density increased in
all areas at the same time (in CBD it increased from 1,250 employees to 1,700
employees per hectare, in the central area from 480 to 780 employees per hect-
are, and in suburbs from 65 to 86 employees per hectare).

Something similar happened regarding the spatial distribution of population.
In the period from 1970 to 1990, the total number of Hong Kong population
increased from 3.9 to 5.5 million citizens, while the urban area of metropolitan
zone hardly increased (from 118 km?to 184 km?). It is true that there are less
citizens in central area today (1,115,000) than it was in 1970 (1,470,000), so
the density fell from 100,000 citizens per square kilometer to 80,000 citizens per
square kilometer. However, the number of citizens in suburbs today (4,400,000)
is almost doubled when compared with 1970 (2,500,000) thanks to the con-
struction of new cities, so the density of population increased from 24,000 to
26,000 citizens per square kilometer.

These huge densities forced the extraordinary solutions with respect to a pas-
senger car also. At the same time when the decision on the construction of the city
railway® was brought, Hong Kong decided in favour of a very strict strategy of limit-
ing the degree of motorization and use of cars. Therefore, the strict restriction policy
considering cars seemingly preceded the introduction of the city railway.” Although
Hong Kong has not become known worldwide for its draconian policy of restriction
of car use like Singapore, its traffic strategy is perhaps more interesting. The follow-
ing Table clearly illustrates the fact that to use a car in Hong Kong is twice more
expensive than in Singapore and three times more expensive than in Tokyo.

Table 1. The price and costs of using cars in wealthy Asian metropolises

CITIES The priFe of basic Car pri?e/GD.P per Costs 1 car-km (USD)
representative car (USD) capita ratio
Hong Kong 39,260 2.8 0.80
Singapore 41,251 34 0.44
Tokyo 21,800 0.6 0.29

Calculated according to: P Barter, An International Comparative Perspective on Urban Transport
and Urban Form in Pacific Asia: The Challenge of Rapid Motorization in Dense Cities, Murdoch
University, Perth, 1999; J. Kenworthy, E Laube, et al., An International Sourcebook of Automobile
Dependency in Cities, University Press of Colorado, Boulder, 1999.

6
7

This, of course, was opened for traffic some ten years later.
Only seemingly, since the creation and then construction of MRT was long under way before

its first line (15.6 km long) was open for traffic in 1979.
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Such a rigorous policy has limited the growth of motorization very efficiently
for the last two decades. Namely, faced with the extremely limited space for fur-
ther expansion and with huge density (30,000 citizens per square kilometer),
city government realized at the beginning of 1970s that the possibilities to build
city roads and parking lots are very limited and expensive.® As in the course of
1960s and at the beginning of 1970s Hong Kong already registered a sudden rise
of number of private motor cars (street traffic got worse and worse rapidly’), the
city government soon decided in favour of traffic policy that comprised three
powerful components:

» Strict changes of concepts and measures directed at limiting of private

cars;

Promotion of city railway;

Organizing various forms of urban transport under the conditions of lim-
ited area of city roads as efficient as possible.

In order to carry out this plan, the government made a decision to apply
rigorous fiscal policy that drastically limited further degree of motorization of
population. Fiscal policy refered to very high:

a) taxes included in the price of a car (FRT — First Registration Tax), and

b) annual taxes for registration plates (ALF — annual vehicle license fees).

The amount of these taxes was drastically raised several times (in 1974, 1982
and 1994), every time the rapid rise of salaries would annul their effect and the
number of motor vehicles would start increasing quickly.

In 1979 White Paper, which deals with the issues of traffic policy, the pos-
sibilities to introduce some alternative concepts and measures were considered,
such as limiting the number of parking space, physical restrictions, etc., but they
were renounced and the fiscal policy was maintained as a preferred strategy.

However, in the period from 1987 to 1993, there was still a high annual
growth of the number of cars of 10%, and then the considerable traffic jams fol-
lowed. In 1995, the experts concluded that the rise of salaries reached such a
level that the application of fiscal measures becomes insufficient and that traffic
policy would have to change. Today, the possibility to introduce a system of pay-
ment for the use of street network is considered rather seriously, (which is more
adequate for Hong Kong than the Singapore system of quotas for motor vehicles

in CBD).

8 T Hau, “Transport for Urban Development in Hong Kong”, in: Habitat II Global Workshop:
Transport and Communication for Urban Development, HR, Singapore, 1995.

C. K. Leung, “The Process of Transport Policy Making” in: Liang-Huew Wang and Anthony
Gar-On Yeh (eds.), Keep a City Moving: Urban Transport Management in Hong Kong, Asian
Productivity Organization, Tokyo, 1993.
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3. Singapore

Singapore, which was long a part of the British Empire, joined the federa-
tion with Malaysia and North Borneo at the end of 1950s. However, because of
more and more expressed tensions between Chinese and Malaysian populations
(approximately equal in number but not in economic power) there was secession
(from Malaysian point of view) or expulsion (from Singapore point of view) and
it finally got independent in 1965.

Singapore today is impressive at first sight: massive residential blocs, busi-
ness towers and hotels scattered all over attractively coloured city built accord-
ing to the principles of the most modern architecture, with perfectly conceived
vegetation, impeccable cleanliness of streets and buildings, it can be compared
only with Switzerland and Sweden. Except for traditional city core and China
Town, at the beginning of 1970s already Singapore did not resemble the roman-
tic oriental city from literature.

Zef Hamel points out: “Singapore is a copy of 19" century London. Ever
since its Oxford days imbued with Victorian ideas and principles, Li Kwan Jeu
managed to transpose these values into an Asiatic society, which after 1965 had
to develop very quickly under a huge social pressure. Singapore is Victorian for
its cult of moral values, for the sincere resentment towards poverty, for its obses-
sion with cleanliness, blind faith in education and in natural superiority of the
educated; the ‘flavour’ of high-tech is only added to all this.

Thus, Singapore has become an Asian variance of British welfare state,
concentrated on fast construction of state flats and social services. The state
is extremely powerful and intervenes systematically in the sphere of economy
through a highly educated well-paid state technocracy.

This state power is manifested in physical sphere as well, where parallels with
British situation are also obvious: emphasis on efficient public city transport, fast
construction of public flats, successful introduction of ‘new cities’; these are all
British ideas that quickly found their way to this island of the Malaysian coast.

Singapore, however, differs essentially from the British Empire in that after
forty years it did not create the middle class, which could manage to adjust state
planning machinery to its needs. As a result, this city state continues to function
with its centralized planning system without any perturbation.”!®

In 1960, Singapore took only 158 km?, and in 1990, it took 314 km? of urban-
ized area on the island of 582 km?. In 1990, 2.7 million people lived in it.

The determination of the government to part with the ‘slams’ changed the
appearance and character of the traditional city core completely. Central city
zone extended from 25 km? to 45 km?, the number of people decreased from

10 7. Hamel, How Desirable is a Fully Planned Metropolitan System?, Megacities Foundation,

Hague, 2002, p. 49.
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616,000 to 560,000, and population density fell from 30,000 to 8,300 citizens per
km?. Today it is four times lower than 30 years ago.

Thanks to the accelerated construction of flats, in the period from 1960
to 1990, both the urbanized area (extended from 133 km? to 269 km?) in the
suburbs and the number of citizens doubled (increased from one to 2.14 million
citizens), while the population density today is halved (3,500 citizens per km?)
when compared with 1960 (7,800 citizens per km?).

Today even 60% more people work in the suburbs (940,000) than in the
central zone (600,000). In the process of spatial dispersion of the employed, of
course, the central role was played by the ‘new cities’, in which the principle of
self-sufficiency was carried out incomparably more successful than in the ‘new
cities’ of the West, i.e. the balance between the number of citizens and the num-
ber of jobs.

In addition, the absolute number of the employed decreased in the central
business district (CBD) in the period from 1960 to 1990, from 390,000 to 280,000,
so their share fell from 33% to 18% of the total number of the employed.

The system of the fast railway traffic is the skeleton of today’s distinctly poly-
centric structure of Singapore. Specific centralistic planning with the addition
of liberal economic policy, directed the development of wider metropolitan area
into a well conceived network of ‘new cities’ and city sub-centers, with mixed
urban contents efficiently connected by high capacity railway traffic, support-
ed by private conventional buses and double-deckers. This is where the name
“Constellation plan” comes from.

Extremely high residential and business buildings were located by planners
of these ‘new cities’ and sub-centers near public city transport stops, maximizing
thus the accessibility and minimizing the car dependence. A long-term structural
development plan of Singapore of 1971 (Constellation plan, known also as Ring
plan) anticipated a hierarchical networks of some fifty centers served well by the
railway. The promotion of public city transport was followed by unprecedented
media campaign with the ambition to raise the use of public city transport to the
highest level in the world.
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Table 2. Non-residential spatial development of hierarchical network of city centers
anticipated by the Singapore development plan.

. . Non-residential area share (in %) Average
URBAN N"“’r::e‘je““al o | e
CENTERS (in millions m’) Offices and food eggtixisn?:ent Cf:::n(liz
Regional 1.5 50 35 15 13
Sub-regional 0.5 40 40 20 6
Peripheral 0.2 35 45 20 2.5
Urban 0.1 40 60 0 E

* Depends on the location of a ‘new city’
Source: Robert Cervero, Transit Matropolis, Island Press, Washinton, 1999, p. 175.

By gaining independence in 1965, city state of Singapore got a more reso-
lute, efficient and somewhat despotic government (that was still supported by
everyone), and in the last three decades from the mud of the Third world pov-
erty literally reached the level of one of the most dynamic contemporary indus-
trial developed countries. Between 1970 and 1980, this metropolis recorded an
almost incredible annual growth of GDP of 9%, while the number of jobs in
industry increased from only 25,000 to 287,000, achieving the full employment.

Table 3. Fast economic development of Singapore

Year 1979 1990 2000

Number of the employed
(in 000) 644 1,563 2,192
Per capita income (in USD) 2,798 21,812 39,585

Source: Thai-Ker Liu, Urbanizing Singapore: Optimizing Resources, Megacities Foundation,
Hague, 2002, p. 18.

Limited by the minimum of available land and natural wealth, Singapore had
to lean on good strategic location, cheap labour power, building of infrastructure
and efficient physical planning, which catapulted it into the sphere of industri-
ally developed countries with the standard approaching the living standard of
Japan and Western Europe.

The creation of the complex and efficient traffic system was crucially impor-
tant for its economic transformation. Today Singapore has especially important
international airport, top air company, serious overseas carrier, and the second
port in the world according to the scope of container traffic, a network of con-
temporary highways and new system of fast railway (MRT). The accelerated
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construction of this complex traffic infrastructure was enabled by a highly cen-
tralized system of economic and physical planning, which wisely directed the
development of city-state in the course of the last three decades.

The other product of this centralized planning was some twenty new cities
— satellites, mutually connected by the efficient MRT system (Mass Rapid Transit),
“like pearls in a necklace”.!' As in Stockholm and Copenhagen, the majority of
new cities is concentrated around the MRT stations, with flats, shops and other
services and open public areas positioned near public urban transport stops.

Table 4. Expansion of new cities, construction of flats and percentage of population
owning flats in public sector (in the period from 1970 to 2000).

Year 1970 1990 2000
Number of new cities 1 16 23
Number of flats
(in 000) 201 274 326
% of population 32 87 86

Source: Thai-Ker Liu, Urbanising Singapore: Optimising Resources, Megacities Foundation,
Hague, 2002, p. 18.

In accordance with the 1971 development plan, the majority of new cities
developed even before the planned MTR system was opened for traffic. However,
their spatial and physical structure was fully compatible with the future super
efficient system of urban railway,*? which is the evidence of an extremely high
degree of coordinated development of traffic system and the city and requires
the most complex level of planning and functional strategy.® This is something
because of which the most of the metropolises of the West could be envious of
Singapore.

1 R. Cervero, Transit Metropolis, Island Press, Washington, 1999.

12 R. Cervero, Transit Metropolis, Island Press, Washington, 1999; R. Cervero, “Paradigm Shift:
from automobility to accessibility planning”, Urban Futures 22 (June), 1997.

V. Vuchic, Transportation for Livable Cities, Center for Urban Policy Research, Rutgers, New
Jersey, 2000, pp. 82-87.
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Table 5. The anticipated number of citizens of “garden city”, three generations of ‘new
cities’ of Britain, Singapore and Liu's suggestion for ‘new cities’ of Megacities.

Urban cells Year Number of citizens
“garden city” 1902. 32,000
British new cities M I 1946-1950. 60,000
MII 1951-1959. 70,000
MIII 1960-1980. 250,000
‘New cities’ of Singapore Nakon 1970. 200,000-350,000
‘New cities’ of megacities ? 1,500,000-2,500,000*

* Number of citizens of ‘New cities’ of megalopolises suggested by Liu.
Adapted according to: Thai-Ker Liu, Urbanising Singapore: Optimising Resources, Megacities
Foundation, Hague, 2002, p. 29.

The decision on construction of underground railway was made in 1980s,
parallel to the creation of ‘new cities’. From 1987, when the first line of under-
ground railway was open for traffic, its network has rapidly extended. Today, it
includes 83 km, and the accelerated construction continues.!* The importance
of such a conceived underground railway for the functioning of new cities is
illustrated also by the fact that in only three years from its opening for traffic,
the underground managed to capture a huge share of traffic market (15% of
the totally realized passenger kilometers per capita), so that the rating of buses
dropped (from 52% in 1980 to 32% of the total scope of passenger kilometers per
citizen in 1990).

A series of draconic measures directed at limiting growth of motorization
and car use was complementary to the integrated development of the railway
and new cities. Actually, the strategy of limiting car use preceded introduction of
the underground railway for some fifteen years, and it could be said, influenced
considerably its incomparably greater economic justification.

These measures are so extraordinary even for contemporary practice of world
metropolises and at that carried out with so much resolution that they were given
special attention in expert literature."”” Their introduction was preceded by two
studies by UNDP (1971) and World Bank (1974). Both of them recommended
introduction of a limited degree of population motorization and car use.'® The
experts in Singapore responded quickly. As a first step, an additional tax for reg-

4 P Barter, An International Comparative Perspective on Urban Transport and Urban Form in
Pacific Asia: The Challenge of Rapid Motorization in Dense Cities, Murdoch University, Perth,
1999, p. 288.

15 B. Dolven, et al., “Asia’s Car Crush”, Far Eastern Economic Review, May 1997.

1% V. S. Pendakur, G. Menon, ]. Yee, TSM Innovations in Singapore: Lessons from Experience:
1974-88, 1989. Paper presented at the Transportation Research Board 68" Annual Meeting,
Washington, DC, 22-26 January.
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istration was introduced (ARF — Additional registration fee) and additional tax
for the imported cars, which in the following 18 years were increased in regular
intervals (in 1974, 1975, 1980, 1983, 1988).

Still, the introduction of ALS (Central Area Licensing Scheme) was even
more important than these fiscal measures, and it attracted undivided interna-
tional attention. These are in fact fees paid for a car on its entering the central
city zone. They were introduced in 1975, and then slightly modified in the fol-
lowing decades. They had, of course, instant effect on dramatic decrease of car
use (and the increase of public urban transport share) in the central city zone,
which from that time on remained considerably lower than before 1975!"7

In the course of 1990, the Vehicle Quota Scheme was introduced, which
determines an exact (limited) number for every vehicle category that is allowed
into the central zone. At the public bidding organized every month, the owners
of vehicles compete for licenses to use their vehicles in the central zone and all
who win pay the lowest price that ‘passed’ at the auction.!® Such a system ensures
limited scope of use of motor vehicles in accordance with the planned extension
of street network capacity, which is approximately 3% per year.

However, even the draconic measures that have been efficient for almost
30 years in maintaining the planned low scope of traffic in the streets of central
zone of Singapore are loosing their topicality. Namely, the public pressure is get-
ting bigger and bigger to liberalize traffic market (perhaps the degree of popula-
tion motorization has not risen that much but those owning the cars decided to
use them intensively, even 18,600 kilometers annually, according to LTA),” so
that in 1995 (manual) toll pay was introduced at jammed city arteries (express-
ways), and as of 1997, the system of electronic payment (ERP — Electronic Road
Pricing).

Singapore’s experience illustrates magnificently what the achievements of
almost fully centralized control of urban development and shaping of residen-
tial communities, by socially oriented ‘pro-public urban transport’ strategy and
high prices of car use can be. Singapore, in which until a few decades ago only
shacks and rickshaws could be seen, has solved residential issue of the majority
of citizens and has one of the most efficient and most coordinated systems of
urban transport in the world. Although it can be said that the city government
policy was excessively interventionist in character, or that it led to limiting of
choice of once more picturesque life styles, the majority of Singapore population
still supports their government and its centralist planning strongly. They also

17" Land Transport Authority, White Paper: A World Class Land Transport System, Republic of
Singapore, 1996, p. 34.

P Barter, An International Comparative Perspective on Urban Transport and Urban Form in
Pacific Asia: The Challenge of Rapid Motorization in Dense Cities, Murdoch University, Perth,
1999, p. 272.

¥ Land Transport Authority, White Paper: A World Class Land Transport System, 1996, p. 33.
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believe that this level of authoritarianism is a small price to pay for rapid growth
of economic welfare and living in a modern prosperous metropolis with perfectly
organized public services, including the railway system of world class.

4. Tokyo

Tokyo is a unique giant agglomeration where 32 million people live today.
In 1825, there were 530,000 people who lived in Tokyo; in 1900, there were 1.5
million people, in 1925 more than 5 million people, and in 1960, there were 15.5
million citizens. Therefore, many important guidelines of urban development
resulted exactly from the size of this metropolis and the fact that it experienced
rapid expansion at the beginning of 20" century already. The following factors
were crucial for the concept of urban development and traffic strategy of Tokyo:
» Extreme lack of land that can be used for urban development;
= Japan does not possess important energy resources (high percentage of oil
is imported);
= In the period following 1960, when there was a large-scale use of cars in
other world metropolises, not only the spatial and physical structure but
also the whole lifestyle of Tokyo largely depended on the railway that
there was not any chance for more drastic breakthrough of automobiles;
» For this analysis, perhaps, the most interesting is especially powerful sym-
biosis of (once state- and today privately owned) railway and companies
dealing with construction of residential and commercial premises.

Japan, in fact, has very little space suitable for the development of cities and
traffic infrastructure. “Approximately two thirds of territory are mountains (out
of 378,000 km?), so that the majority of population is crowded at the remaining
third... In cities, of course, the population density is the highest, but the threat
from earthquakes has prevented, at least until recently, the construction of high
buildings in Japanese metropolises. Therefore, the space is actually a ‘prize’, and
the value of land is extremely high, so that assigning the space for construction
of highways and parking lots for private cars is incredible luxury that any of the
Japanese cities can allow. At the beginning of 1950s, the Japanese road network
was the most underdeveloped in the whole world. Simply, there was not any
driving force for road construction in Japan until recently... Since it started its
modernization in 1868, Japan concentrated its resources only to the railway...,
and the first modern highway was built in 1965!”%°

[t is seemingly a paradox that Japan, which belongs to the most important
world car manufacturers, introduced very early extremely strict restrictive policy

2 McShane and Koshi and Lundin, “Public Policy Toward Automobile — A Comparative Look
at Japan and Sweden”, Transportation Research 2, 1984, p. 97.
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regarding car use. This was not, however, the consequence of some urban or traf-
fic strategy, but of macroeconomic policy. Barter points out: “One of the impor-
tant reasons of restrictive policy introduced very early in Japan regarding auto-
mobile use lies in its huge dependence on foreign oil import.”?! Favoured railway
used local coal, while the motor vehicle manufacturing, which was dominated by
American companies after World War II, depended on the imported oil.

At the same time, after World War II, the main goal of Japan macroeconom-
ic strategy (known as “Marjui”) was to limit personal consumption in order to
maximize saving, investments and export. Therefore, in spite of very fast indus-
trialization and growth of salaries in the course of 1950s, the degree of motoriza-
tion in Tokyo (16 automobiles per 1,000 citizens) was incomparably lower than
in much poorer cities like Singapore and Kuala Lumpur.

Tokyo developed the majority of its railway system much before the growth
of motorization became one of dominant characteristics of metropolises in the
developed countries. The greatest part of suburban railway of Tokyo originated
before World War II (between 1920 and 1940).? In fact, the railway connected
Tokyo with neighbouring towns as early as in 1869 (when Tokyo-Yokohama line
was open), but only in 1915 (when railroads electrification gradually began) it
really got more important role in suburban traffic of this metropolis.”> Many new
suburban lines were open before World War I, especially by companies dealing
with construction of residential buildings.

Population densities were, of course, extremely high. The estimate is** that
in 1850, the population density in Japanese metropolises was 21,000 citizens
per km?, and in 1920, it was 15.000 citizens per km?, which corresponds to the
characteristics of a typical ‘pedestrian city’. In 1935, in Tokyo the suburbs along
the line of suburban railway extended up to 10 km from the city center,” so that
in 1940 it largely started to gain the shape of a typical ‘city with public traffic’.?
In the period from 1940 until 1960s, Tokyo continued to develop as a typical

21

P Barter, An International Comparative Perspective on Urban Transport and Urban Form in

Pacific Asia: The Challenge of Rapid Motorization in Dense Cities, Murdoch University, Perth,

1999, p. 270.

22 P Hall, The World Cities, Weidenfeld and Nicolson, London, 1984, p. 229.

2 P Rimmer, Rickshaw to Rapid Transit: Urban Public Transport Systems and Policy in Southeast
Asia, Pergamon Press, Sydney-Oxford-New-York-Toronto-Frankfurt, 1986, p. 55.

24 Y. Masai, “Metropolization in Densely Populated Asia: The Case of Tokyo”, in: A. K.

Dutt, E J. Costa, S. Aggarwal, A. G. Noble, eds., The Asian City: Processes of Development,

Characteristics and Planning, Kluwer Academic Publishers, Dordrecht/Boston/London, 1994,

p- 122.

R. Inoue, Urban Development and Urban Transportation in Japan; Paper presented at the 2"

ASEAN:-Japan Workshop-cum-Seminar on Urban Transportation 1994, Nippon Convention

Center, Chiba City, May 30 — June 01, 1994.

P Barter, An International Comparative Perspective on Urban Transport and Urban Form in

Pacific Asia: The Challenge of Rapid Motorization in Dense Cities, Murdoch University, Perth,

1999, p. 54.
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railway city (whereas walking and use of bicycles in 1968 still amounted to 51%
of all travels in this metropolis).*’

The first line of underground railway in Tokyo was open in 1927, but the
network of its lines was considerably extended only after World War II, from
1957 to the beginning of 1970s, and completely pushed away the trams in the
central city zone. They were finally cast out between 1965 and 1971.% Powerful,
efficient system of underground railway with almost 200 km of lines is comple-
mentary to a wide network of suburban railway established even before 1940,
so that in 1960 the underground and suburban railways made 90% of passenger
kilometers of public urban transport, four times more than passenger cars. The
demand for railway traffic in Tokyo rose in 1960s at such speed that neither a
rapid expansion of railway capacities nor opening of new lines could meet these
requirements.”’ In the period from 1965 to 1970, the incredible crowd in under-
ground and suburban railways in Tokyo decreased from 240% to 220% of the
designed capacities.’® Naturally, such crowds are possible only when the passen-
gers ‘pack’ in trains as sardines in a can.

The pre-war Japan had explicit policy of favouring investing in railways,
which was dominated by local companies, and not in road traffic, which was
dominated by foreign firms.’! Such a national favoring of investments into rail-
way continued until the end of 1960s. It was supported by giant corporations
(keirecu), which were at that time extremely represented on the railway and
invested almost nothing in the motor vehicle industry. These corporations also
owned real estate in the central city zone and they would be financially shaken if
there were dispersion development of Tokyo under the influence of cars.’* This
was certainly one of decisive reasons for the creation of particularly radial traffic
structure of Tokyo. Although this was primarily railway infrastructure, even the
network of arterial roads that started to be built modestly later, was particularly
radial. The development of Tokyo at that time was really a good example for
Thomson’s “strategy of strong center”.

2 City Bureau and Building Research Institute, Cities and Urban Transport in Japan — 1990,
Ministry of Construction and Japan Transportation Planning Association, Tokyo, 1990.

2 City Bureau and Building Research Institute, Cities and Urban Transport in Japan — 1990,
Ministry of Construction and Japan Transportation Planning Association, Tokyo, 1990; P
Rimmer, Rikisha to Rapid Transit: Urban Public Transport Systems and Policy in Southeast Asia,
Pergamon Press, Sydney — Oxford — New York — Toronto — Frankfurt, 1986.

2 P Hall, The World Cities, Weidenfeld and Nicolson, London, 1977, pp. 229-231.

%0 R. Cybriwsky, Tokyo: The Changing Profile of an Urban Giant, Belhaven Press, London, 1991,

p. 102.

W. Hook, “The Role of Non-motorized Transportation and Public Transport in Japan’s

Economic Success”, Transportation Research Board Paper, 940954, 1994.

W. Hook, M. Replogle, “Motorization and non-motorized transport in Asia: Transport system

evolution in China, Japan and Indonesia”, Land Use Review 13 (1), 1996.
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In 1970s, the degree of motorization begins to rise (from 11.4 automobiles
at 1,000 citizens in 1960, it increased to 42.9 automobiles at 1,000 citizens in
1990). However, the spatial and physical structure of Tokyo even today is cru-
cially influenced by the railway,” since the urban planning is reduced to the
maximum and is influenced considerably the development of Tokyo.** The rail-
way of huge traffic capacity had decisive influence on the creation of a giant
business center (CBD) in the city core also, in which 1.3 million people worked
in 1960, and 2.3 million people in 1990.

Table 6. Spatial and demographic characteristics of Tokyo (1960-1990)

CBD Central zone Suburbs Population density
Year Pop. in Area Pop. in Area Pop. in Area CBD Central Suburb
(000) (km2) (000) (km2) (000) (km2) zone (cit./ha)

1960 545 40.2 8,310 412 7,210 1,400 135.7 201.5 51.5
1970 402 41.1 8,841 490 12,630 | 2,382 97.9 180.4 53.0
1980 338 41.1 8,352 545 17,487 | 3,056 82.3 153.2 57.2
1990 266 42.1 8,160 618 23,630 | 3,862 63.2 132.1 61.2

Calculated according to: J. Kenworthy, Fl Laube, et al., An International Sourcebook of
Automobile Dependency in Cities, University Press of Colorado, Boulder, 1999.

Table 7. Urban transport in Tokyo (1960-1990)

Passenger km per citizen Public urban transport (PCT) - passenger km per citizen
r
o Total nﬁ)l;(;;s PCT total (%) Bus (%) Railway (%) Trams (%)
1960 4,845 917 3,928 (81.1) 259 (5.3) 3,544 (73.1) 126 (2.6)
1970 6,876 1,715 5,161 (75.1) 334 (4.9) 4,807 (69.9) 20 (0.3)
1980 7,579 2,388 5,191 (68.5) 262 (3.4) 4.925 (65.0) 4(0.2)
1990 8,676 3,175 5,501 (63.4) 217 (2.5) 5.280 (60.9) 3(0.0)

Calculated according to: J. Kenworthy, E Laube, et al., An International Sourcebook of

Automobile Dependency in Cities, University Press of Colorado, Boulder, 1999.

* The numbers in brackets are share in percentages of public city transport as a whole and its
various forms in the total of passenger kilometers made per urban citizen.

Thus the most striking features of spatial and demographic development of
Tokyo in the period from 1960 to 1990 were the incredible expansion of suburbs

3 M. S. Bernick, R. B. Cervero, Transit Villages in the 21 Century, McGrow Hill, New York,
1997; R. Cybriwsky, Tokyo: The Changing Profile of an Urban Giant, Belhaven Press, London,
1991, pp. 130-133.

3 W. Hook, “The Role of Non-motorized Transportation and Public Transport in Japan’s
Economic Success”, Transportation Research Board Paper 940954, 1994; P Hall, The World
Cities, Weidenfeld and Nicolson, London, 1977, p. 236.
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and ever increasing concentration of the employed in CBD (from 26% in 1960 it
increased to 28% of the total number of the employed in 1990). While the cen-
tral zone hardly extended in space (for 200 km?, whereas the number of citizens
remained almost the same — 8 million, population density decreased from 13,500
to 6,300 citizens per km?), the expansion of suburbs was incredible: the number
of citizens in suburbs increased from seven to 24 million, and their urbanized
area from 1,400 km? to 3,900 km?. The population density in suburbs in the same
period increased from 5,100 to 6,100 citizens per km?!

Although since 1970s the cars have been used more and more (their use
increased from 900 passenger kilometers per citizen in 1960 to 3.200 passenger
kilometers per citizen in 1990), the railway in Tokyo has continued its incon-
testable domination (in the period from 1960 to 1990, it increased from 3,500
passenger kilometers per citizen to 5,300 passenger kilometers per citizen). None
other form of traffic, of course, could connect 4,500 km? of densely populated
urbanized area and 32 million people in a unique functional entity, or provide
the concentration of 2.3 million employees in CBD (Central Business District)
with the area of 40 km?, except for suburban and underground railways.

The average speed of Tokyo railway has always been considerably higher that
the speed of private cars and that difference has been increasing permanently in
favour of the railway. For instance, the average speed of car in 1970 was 28 km/h
and the railway 40 km/h, while in 1990, the average car speed was 24 km/h and
the railway was still at 40 km/h. In Tokyo, you simply travel twice faster by urban
railway than by car.

Extremely high factor of railway capacity utilization level led to inconceiv-
ably high degree of public urban transport coverage by income in this metropolis
of 110%, which is incomprehensible not only in the USA but also in Europe.
This, of course, represents an important characteristic of all densely populated
wealthy Asian metropolises.” It should bear in mind that public traffic in Japan
gets less subventions and is being privatized. In contrast to the majority of indus-
trially developed countries of the West, private capital in Japan is very interested
in public urban and suburban traffic.

This leads us to an exceptionally interesting complex of questions.
Everywhere in the developed world, the public city transport is a ‘black sheep'.
In the USA, the attitude prevails that the investment in public city transport
is a waste of money, while in Europe, the public city transport is viewed more
benignantly, but the investments are usually justified by some general interest.
For instance, the conclusion of a CEMT seminar is that “in all European coun-
tries the public transportation receives subventions... It would be ridiculous to
expect of the public transport to develop only along profitable lines since this

3 An exceptionally high factor of coverage of costs by income of public urban transport is the
characteristic of other densely populated wealthy metropolises in Asia: in Hong Kong it is
140%, and in Singapore 100%.
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would only serve for strengthening of an already existing polarization of activi-
ties, social inequalities and, in the long term, increase enormously traffic jams
and degree of pollution.”®

As opposed to other wealthy metropolises, public city transport in Tokyo
(especially railway traffic) is particularly lucrative business that private busi-
nesspersons fight for. How is that possible? What is the secret? The reasons are
numerous. First, the railway system in Tokyo had been fully completed much
before the degree of motorization began to rise. This huge widespread system
developed high speeds and was immune to traffic jams at the street network
when in 1960s and 1970s the motorization increased. Therefore, railway in Tokyo
today provides for the biggest degree of accessibility and does not have competi-
tion at all. In addition, the distribution of population, the employed and travel-
ing and spatial and physical structure have for long been fully adapted to railway
traffic. Many researchers even point out that urban planning in this metropolis is
almost non-existent just because the railway traffic completely dictates the type
of urban development.’

Second, the road network in Tokyo is:

»  Of rather a small traffic capacity (even the newest arterial roads have
only two lanes in one direction since they were built at the time of negli-
gible degree of motorization and served primarily for cargo traffic);

»  Of particularly radial structure (so that it only strengthens additionally
the power of the main urban center where 2.3 million people work), and

m There are no prospects of its extending considerably.

Namely, when in 1970s the investment into Japanese roads started, an aston-
ishingly small road network was built in Tokyo. The main reasons were rather
pronounced and inviolable proprietary rights of the real estate owners, as well
as astronomic prices of urban road construction; a huge percentage, even 70%,
goes on the acquisition of land for urban road construction in Tokyo!*® Small
traffic capacity of roads in Tokyo is illustrated by the example from 1980s — just a
slight increase of car use caused such traffic jams that people started using bicy-
cles instead of buses on a large scale. At the end of 1980s, bicycle participated
with 15% in the total scope of traveling in Tokyo, pushing away buses from the

36 C. Reynaud, Transport Policies in the Countries of Central and Eastern Europe. A Decade of
Integration: Results and Challenges, Transport Policy Forum, ECMT — Committee of Deputies,
Paris, 2001, p. 18.

P Barter, An International Comparative Perspective on Urban Transport and Urban Form in
Pacific Asia: The Challenge of Rapid Motorization in Dense Cities, Murdoch University, Perth,
1999, pp. 283-284; R. Cybriwsky, Tokyo: The Changing Profile of an Urban Giant, Belhaven
Press, London, 1991, p. 93, 135.

W. Hook, M. Replogle, “Motorization and non-motorized transport in Asia: Transport system
evolution in China, Japan and Indonesia”, Land Use Review 13 (1), 1996, p. 76.
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position of the main means of transportation for the distribution of passengers to
the railway stations.” There are very few parking spaces and they are extremely
expensive. In Tokyo, for instance, there is such a lack of space that you must
prove you own a parking space prior to registration of a private car.*

The complete construction in Tokyo is under the powerful influence of rail-
way companies. In fact, the majority of private railway companies operate within
large business conglomerates, which deal with construction of residential and
business buildings along the railway lines.*! Not only the private capital has been
invested into the construction of the larger part (out of the total of 2000 km) of
railway lines in Tokyo, but these giant conglomerates, which today deal not only
with railway traffic but also with the sales of consumers goods, various services
and real estate, built the whole new cities with full range of municipal services.

This concept of integrated railway development and new cities in Japan
was conceived by Hangiu railway company right after the opening of the line
to Osaka in 1910. This company discovered rather soon that passenger railway
transport is barely profitable and started the construction of residential buildings
around the railway stations.

The second stage began right after World War II, during the Japanese eco-
nomic boom, when there was a large-scale transformation of private railway
companies into multi-business companies known under the name ‘tarminaru’.
The concept of urban development that such multi-business companies pro-
vided for illustrates greatly just the example of the Tama new city.

The construction of Tama is the most famous, biggest and most successful
project that was ever undertaken by a private railway company in Japan. The
idea of Tama development concept was conceived as early as in 1918, when
Shibusawa Eichi, one of the most successful entrepreneurs of Meiji era (1868-
1912) created the ‘corporation of garden city’, that preceded the today’s Tokyu
company. Today this corporation owns, among other things, the largest of eight
existing private railway companies in Tokyo. Thus Eichi, deriving his ideas from
Howard’s concept of ‘garden city’, wished to free Tokyo from over stuffiness by
building pastoral communities. However, unlike Howard, who wanted to cre-
ate self-sufficient cities, physically and economically independent from London,
Eichi imagined these ‘garden cities’ around Tokyo as places for vacation in the
country, i.e. dormitory settlements, and managed to create only a few of such
suburban enclaves. His idea was brought to life not until Keita Gotoh, former
minister of traffic and very successful entrepreneur.

¥ H. Yamakawa, “The Role of Possibilities for Bicycle Transportation in the Post-Motorization
Age”, IATSS Research 18 (1), 1994, pp. 62-75.

4 M. S. Bernick, R. B. Cervero, Transit Villages in the 21* Century, McGrow Hill, New York,
1997, p. 312.

4 M. S. Bernick, R. B. Cervero, ibid., pp. 312-313.
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Under his leadership, from 1960 to 1984, Tokyu private railway corporation
took the opportunity when 22 km of railway line was built to transform the huge
hilly barely settled area into a well-planned urbanized entity on 5000 hectares,
with almost 500,000 citizens. This amalgam of interrelated new cities extends
along 15-35 km wide line that unites four towns in the southwest of Tokyo.

The success of Tama and many other projects realized by private railway
companies inspired local and national government to that extent that they
already copy their ideas and create their own version of new cities coordinated
with the development of railway traffic. In the recent years, the national policy
of Japan has been strongly promoting integrated urban and railway development,
attempting to redirect the development from metropolitan centers into planned
satellite communities. This 1988 plan was supported by the adoption of National
Law for Multipolar Land Arrangement in order to encourage the development
of these business core cities at the outskirts of Tokyo, i.e. to create peripheral
communities that would offer both jobs and flats and be completely self-suffi-
cient, lowering thus the pressure on railway and roads.

In this way, unlike Stockholm or Singapore for instance, it was the private
sector in Tokyo, motivated by profit only, that managed to coordinate skillfully
the development of the railway and the new cities in the whole region. And
while in the USA and the majority of metropolises of the developed world, the
model of public transport (financed by the state) and urban development (gen-
erated by private owners) after World War II became a standard (accompanied
by disappointing results regarding the utilization level of capacities of public
transport), in Tokyo both private and public sector profited from the use of this
unique enterprising approach that links inseparably the development of the city
and the public city transport.

5. Conclusion

The whole analysis so far has shown that wealthy Asian metropolises, with
their particularly high densities, efficient systems of urban and suburban railways,
restrictive policies regarding car use and greatly planned development of new cit-
ies offer very inventive and practical planning solutions that fit in the concept of
sustainable urban development greatly. This concept has been promoted more and
more in the recent years. It is obvious that these solutions can be very inspiring for
the metropolises of developing countries and the countries in transition, that are
characterized by rather high population densities and relatively low degree of popu-
lation motorization (less than 150 automobiles per 1.000 citizens).
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