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The vote by a majority of the UK electorate to withdraw from the European Union is an event 
that poses an extremely serious threat to the successful sixty-year process of economic 
integration in Europe. The removal of barriers to trade goods and services, the promotion of 
competition in product and service markets, and the free movement of people and capital in 
Europe have served the European and the world economies well.  
 
However, this is a time when economic nationalism has been staging a political comeback in 
many of the advanced economies, as suggested by both the resurgence of nationalist parties in a 
number of countries in the European Union and in the arguments put forward by the eventual 
winner during the 2016 presidential election in the United States.  
 
This resurgence of economic nationalism threatens to derail seven decades of progress towards a 
more open global economy not only in Europe but also in the rest of the world. Both the 
European Union and the North American Free Trade Agreement have been questioned during 
this resurgence of nationalism. How can the resurgence of nationalism be stopped? 
 
In this article, we review the progress of the European Union in these last sixty years, and 
demonstrate how well the liberalization of European trade, the opening up of financial markets, 
and the free movement of people have served the economies of Europe. However, we also argue 
that the evolution of the EU, like the globalization process itself, has resulted in both winners and 
losers both among and within European countries. On the basis of this analysis, we suggest that a 
lasting effective response to the resurgence of economic nationalism requires policies that would 
redistribute income to partially compensate the losers from the process of European integration.   
 
1. From the Devastation of War to the European Union 
 
By the end of World War II, the economies of Europe were almost completely destroyed. In 
addition, Europe was soon divided into a group of countries in the West, which maintained 
democratic institutions and free markets, and a group of countries in the East, which embraced 
communism. 
 
During the initial phase of reconstruction in Europe, restrictions on free trade and capital 
movements had been maintained. However, the introduction of the Marshall Plan played an 
important role in rebuilding the Western European economies and kick-starting economic 
collaboration among the countries that were on opposite sides during the war. In addition to the 
transfer of resources from the U.S., the Marshall Plan induced the countries of Western Europe 
to collaborate economically through the Organization for European Economic Cooperation 
(OEEC), the precursor of the Organization for Economic Cooperation and Development 
(OECD), and the European Payments Union. The new spirit of cooperation that developed 
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among the Western European nations, and the French-inspired Schuman Plan laid the 
foundations for deeper Franco-German and wider European economic cooperation. Due in part 
to the longstanding rivalry between France and Germany, that had resulted in two devastating 
wars, the Schuman plan sought to strengthen collective European security. 
 
The Plan was based on a progressive political integration of Western Europe with the first stage 
focusing on economic integration. The first step of this stage was the creation of a common 
market for the main raw materials of the arms industry: coal and steel. This led to the creation of 
the European Coal and Steel Community (ECSC). The Treaty establishing the ECSC was signed 
in Paris in 1951 and came into force in 1952. In addition to France and Germany, the treaty was 
signed by Italy, Belgium, the Netherlands, and Luxembourg, creating a community of “The Six”. 
By creating this market, the ECSC worked towards the consolidation of peace between European 
countries. France and Germany, which had fought on opposite sides during World War II, were 
now going to share and co-manage the production of coal and steel. 
 
The Treaty of Rome, signed by the same six nations, established the European Economic 
Community (EEC) in March 1957. With the creation of a common market came the pursuit of 
both economic and political objectives.  
 
The economic objective was to further strengthen economic and trade cooperation between the 
countries of the EEC, to remove barriers to trade between them and create a common market, 
and to adopt a common commercial policy towards the rest of the world. To this effect, the 
Treaty of Rome originally envisaged the creation of a common market, a customs union, and a 
number of common policies. The political objective was the gradual political unification of 
Western Europe to secure peace. 
 
The EEC has worked towards these goals in two directions: it has deepened economic and 
political cooperation, and it has enlarged its membership, culminating in the creation of the 
European Union. The EEC was based on four fundamental economic freedoms: free movement 
of persons, services, goods, and capital. The EEC Treaty established a single economic space, 
which introduced free competition between firms irrespective of their country of origin. This laid 
the foundation for the convergence of the conditions which govern the marketing of products and 
services. The deepening process transformed the original customs union and common market 
into a truly single market. As the EEC evolved, and with the introduction of new policies and 
areas for collaboration, the economic and political cooperation among members deepened. The 
original Treaty of Rome also underwent a series of modifications in order to provide a more 
functional and effective economic and monetary union. These modifications further deepened 
this cooperation. 
 
The enlargement process has led the EEC to grow from a community of six Western European 
countries to a union comprising twenty-eight states representing western, central, northern and 
southern Europe. In 1973, the original six became nine with the addition of Britain, Denmark, 
and Ireland. Greece joined in 1981 during the second enlargement. Spain and Portugal joined in 
1986 during the third enlargement. The additions of Austria, Finland, and Sweden in 1995 led to 
a European Union of fifteen member states. In 2004, ten new member states (Estonia, Cyprus, 
Latvia, Lithuania, Malta, Hungary, Poland, Slovakia, Slovenia, and Czech Republic) joined the 
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EU. In 2007, Bulgaria and Romania were added to the twenty-five. Finally, in 2013, Croatia was 
the last to join. 
 
It is worth noting that the European path to integration was far from easy, particularly during the 
1970s. The progress of the community was tested during the collapse of the Bretton Woods 
system of fixed exchange rates and the stagflation caused by the two oil crises. However, since 
the 1980s, there has been significant progress in both of these directions until the Euro crisis of 
2010 and the nationalist threats of today.   
 
2. The Roots of the European Economic Miracle 
 
Despite past and current problems afflicting its stability, the creation and evolution of the EU is 
without a doubt the longest running and most successful example of international economic 
cooperation and policy coordination among nation states. The EU is a concrete example of how 
trade liberalization, the free movement of people and capital, and the promotion of competition 
in product markets can have significant positive economic results. Measured in current 
international USD, in terms of purchasing power parity (PPP), the EU is now the second largest 
economy in the world behind China.  
 
According to the World Bank’s World Development Indicators, in 2015, the EU’s GDP (in PPP 
US dollars) amounted to $19.3 trillion, making it the second largest market in the world, larger 
than the US at $18 trillion and Japan at $4.8 trillion. This can be attributed to both the deepening 
and the enlargement process. China, with a total GDP of $19.9 trillion in 2015, is now the largest 
market in the world because of the size of its population and its impressive growth in the last 35 
years. 
 
In terms of per capita GDP, which corrects for population size, the same World Bank data 
suggest that the EU is third among the large economies of the world, behind the U.S. and Japan. 
The U.S. remains the richest and most productive economy in the world, with a per capita GDP 
of $56,084 in 2015. Japan and the EU have a per capita GDP of around 68 percent of the U.S. 
level, at $38,142 and $38,107 respectively. 
 
One must recall that in the aftermath of the creation of the EEC, GDP per capita in West 
Germany, France, and Italy was much lower than in the USA. However, since the 1960s, their 
GDP per capita was growing at least 0.5 percent faster than in the U.S. The UK, which did not 
initially participate in the EEC, had a lower growth than the other three large European 
economies in the 1960s. However, in the 1970s, after the UK became part of the EEC, the 
growth rate of its GDP per capita accelerated as well. 
 
What are the policies that have contributed to this impressive economic performance? The first 
policy was free trade, which allowed countries to concentrate on sectors in which they had a 
comparative advantage and allowed European firms and whole economic sectors to take 
advantage of scale economies. The original elimination of tariffs was followed by the gradual 
elimination of non-tariff barriers to trade such as differences in health, safety, and environmental 
regulations. This was achieved initially in the context of the common market but was later 
accelerated with the single market program of the 1980s. The single market program also led to 
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the liberalization of trade in sectors such as energy, telecommunications, water and sewage, and 
public utilities.  
 
The second policy was the free movement of people. Although flows of people within the EU are 
much smaller than in the U.S, which may be due to language, cultural, and administrative 
barriers to the free movement of workers, the free movement of people has been a significant 
characteristic of the EU, contributing to both growth and convergence among its economies.  
 
The third policy was a regional policy that supported investment in infrastructure in the less 
developed regions and countries of the EU. This allowed countries in the periphery of the EU to 
grow faster and catch up with the living standards of the more developed core countries.  
 
Trade was liberalized with the rest of the world as well as in the context of the General 
Agreement on Tariffs and Trade (GATT) and later with the World Trade Organization (WTO) 
multilateral trade agreements. Therefore, the EU did not follow a “fortress Europe” policy but 
rather opened trade with the rest of the world. 
 
Perhaps the only sector in which Europe followed protectionist policies over many years was 
agriculture. The Common Agricultural Policy (CAP) took advantage of loopholes in global 
trading agreements to institute a system of price floors and export subsidies, which resulted in 
significant costs for European consumers and taxpayers as well as more efficient producers in the 
rest of the world. However, the CAP is now deep into a process of reform that will eliminate 
most of its disadvantages. 
 
3. How to Deal with the Resurgence of Economic Nationalism in Europe? 
 
The study of the conditions that govern economic cooperation and the governance of the EU 
demonstrates how difficult it is to maintain this kind of cooperation between states and how 
important it is to combine vision with political realism. The European path to integration was far 
from easy. It was promoted on the basis of an ambitious vision, which was implemented with 
realism. 
 
There is no doubt that the resurgence of economic nationalism in Europe, as elsewhere, has 
serious economic underpinnings that cannot be ignored. Those who believe in the benefits of a 
free and open European and world economic system must understand the roots of this resurgence 
if it is to be stopped in its tracks.  
 
First, the restructuring of production towards sectors where each country has a comparative 
advantage benefits the owners of the factors of production that are employed in these expanding 
sectors. This adversely affects the owners of factors of production that are employed in the 
shrinking sectors in each country. Second, migration may result in higher output and higher 
employment, in a rise in incomes for the owners of capital or for skilled workers, and in benefits 
for consumers in host countries, but, at the same time, it depresses the real wages and 
employment prospects of a large number of unskilled workers in the host countries.  
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These losses may be overblown in the political discourse, but they cannot and should not be 
ignored.  The losses are real enough for those who experience them. Although economists agree 
that an open trading system is beneficial overall, these benefits do not accrue to all economic and 
social classes. This is compounded by the fact that the benefits from the globalization process 
and European integration are sometimes too diffuse to create a strong political constituency that 
supports an open trading and financial system and the free movement of people. This results in a 
political debate that is dominated by the grievances of the losers. 
 
In addition, during a time of persistently low productivity growth, if not stagnation, such as the 
period that followed the Great Recession of 2009 and the Eurozone crisis, people begin to 
attribute the problems they face to globalization, free trade, migration and European integration 
and not to domestic policies and developments in each country.  
 
So what is to be done? The only credible and sustainable response to the resurgence of economic 
nationalism is a redistribution of income that would benefit those who are most affected by 
globalization and the process of European integration.  
 
In the European context, the forthcoming Brexit negotiations must be approached with extreme 
care. The objective should not be to punish the British electorate for voting for Brexit or to 
extract narrow national benefits from displacing Britain from EU and global markets. The EU 
and the British government should work together to focus on how to ensure that Britain remains 
closely tied to the single European market.  
 
In addition, all governments, but the EU as a whole too, should focus on how they can start 
redistributing income towards those workers, regions, and countries that have suffered most from 
the openness of European markets for goods, capital, and free movement of people. In the short 
term, they should also focus on how to prevent the occurrence of a Brexit-like event in other 
countries.  
 
By working together towards ameliorating the economic position of those adversely affected by 
economic integration, European governments can provide an effective and lasting response to the 
challenges ahead, particularly the fight against the rise in economic populism. 
 
 
 
  
 
 
 
 
 


