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]~o BUTTS: General Ho!m~ and guests: Tids morning i assure 
you we are going to have a treat° 

It is : ~  pleasure to introduce to you ~ro Allan EvanS:, Director 
of the Cffice of Intelligence Research of the State Department. !~o 
Evans has cbmsen for ~s tooic this morning, "implications for Defense 
of Western European Economic Union°" 

Nr Evans. 

~.~. EVANS: Before starting, I want to make one footnote, partly 
to clear my own conscience. This paper -;;hat ! am presenting to :):ou is 
the product of our Intelligence organization (as, indeed, ~ny good intelli- 
gence paper should be) and I come here as -the mouthpiece of rosiny minds. 
Numerous colleagues of mine have contributed ideas and a ~m~l~ grout 
took the lion's share in putting together -the material° So, in my talk, 
v,-hen I say "I" ! hope you will spell it "~,ve." 

INTRODUCTION 

Economic union in western Europe is much more a potential than 
an actual fact. It has seemed to us best, therefore, to discuss the 
matter in general terms, ~sith illustrations dravna from the fer; existing 
samples of action, so that you ma.~r in your thinking and in your plarming 
have pointers to assist in u ra-.ua-Gzng current and future proposals° I 

~" JZ shall discuss, ilrs~, the objectives of economic union; secondly, 
~'" 4 ~'" ~e -'~,-. "o" proposed approaches to such practical obstacles; ~nlr~.:s, ....... j 

union; and, finally, the re!atio;~_ of this matter to our own interests. 

' I shall leave to you the precise determination of ~-~ha-~; o0nstitutes 
the defense potcntfal of a nation, i shall assuzae here, so thmt v.,c may 
proceed with th~ busincss at h~nd, that the ability of vJcstcrr: Europe to 
defend itself requires, first, the ~-,,ill on the part of Europc.~Ins to defend 
themsGlves; secondly, the ability to mobilize all western Europe in case 
of attack; thirdly ., an improvement in European industrial efficiency; and, 
fourthly, a rising standard of living in Europe; Naturally~ these" factors, 
are all inter-related. The probicm is to detcnuinc whether or not the 
integration of western Europe into an economic ,union can contribute to 
the defense of Europe by assisting in the attai~nnc.nt of these four con- 
ditions. 
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The ouestion as defined, it seems to me, is but -the rmv.p of a 
very much l:~rger animal• We are beginning the discussion in a very 
academic way, with the as s~mnpti on that economic union is an evolutionary 

• ~b.8 . , .  v~'e are possibility in Europe Does it not appear at first glance ~ + 
~'¢ishing av:ay more than 2,000 years of history during wSich, to some exten 
constructive statesmanship and com~.on interests, but also to a considerab 
extent wars, revolution, and econelmic competition, sha~-ed the present 
nations of .Europe? ~.Te are really here questioning the usefulness of 
boundary lines and the concepts of nationality and sovereignty, is it 
possible to a.ssume that enlightened self-interest can ~,,~ipe out suspicion 
among national societies, deny everyday habits, and change the y~o''~r_~o~ 
of thinking within a relatively short period of time? Econon~ic ~z~ion 
can be achieved by evolution only if it is the logical continuation of 
forces already in existence, 

i~ud so, we should begin this discussion by stud~J~ng the ~.~story 
of Etu~ope, th.~ evolution of the ideas which Europeans hold about them- 
selves and about their neighbors, and ~h~ developr.ent of similarities in 
the institutions of the different countries. To do this would, h~'ever, 
make this speech book-length. It will be sufficient if we remember that 
v;e are attempting to make predictions about a complex society by startin~ 
somevfnerc in the middle of a problem. 

DEFINITION OF ECONON!C UNION 

%'.~,at precisely is the ~ ,~ • e c o , . o  . . . .  c union vfnich ~.re arc discussing? 
Economic union in the abstract is not difficult -to define. The United 
States of America represents an economic union and can serve as a model. 
Except for some health and motor-truck rules, there are no Lmpediments t~ 
trade among the several states of the Union. There are no import or 

' * be export tariffs, t'~nd no quotas to govern wna~ may imported into or 
exported from any of our states. A single turiff and a single commercial 
policy apply to all the trado cor~Ling into our Union. Persons, goods, 
and capital move across state bou~odarios without hindrance. We have one 
currency and one central bank. The st~:.tes have their o-~ tax system, 
but Federal levies have increased to such an extent zn,~t 80 percent of 
all taxes are now imposed by th~ Federal Gover~nent.. Ewm the state 
social security systems ~½re related to each other by Federal statute. 
We arc also, of course, unified by one Supreme Court wlmich establishes 
a common commercial l~n,~. 

This is what we have in f~uerica, and what msmy people advocate 
for Europe. Of course, we in fu~..erica have much more t}m~n economic union 
To have a political union as well, ::~ common history, a co~mon social 
heritage, and ~ com~,on language. Put what vre mr.~ considerin{~ here for 
Europe is economic ~union only, putting aside the possibility, the expec- 
tation, or the hope--as the casc~ may be--that economic union would 
develop into the kind of union which we have. 
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~Yhat about the geographic extent of a western European economic 
union? An economic union should be defensible as a unit, emd some candidate 
nations might, from the military point of view, better be left out. Since 
we should like Some pennanence in this economic muion, we cou!5 perhaps leave 
out one or two nations that would be difficult to assimilate. Then there is 
the question of the inclusion of certain colonies and dominions of European 
powers. The~e are questions v.r~hich require solutions, but at this time, and 
for our present purposes, we sl~ll ass~mme that vce are talking about an eco- 
nomic union of all the E~ropean nations west of the Iron Curtain, including 
their overseas dependencies. 

What can we expect from such a union in Europe? It has been said 
by both Europeans and ~mericans that ~hmerica's predominant oosition in the 
world today arises from a simple circt~mstance. The strength and v:oalth of 
America, they say, derive from the fact that v~'e are one nation, ~$.ile the 
~eakness and poverty of ~urope result from its multiplicity of national units. 

We Imow that this is an oversimplification. ;~,erioa has a relatively 
sparser population than Europe but is endov,-ed with vastly greater natural 
resources. The larger amount of natural resources readily available to 
~anerican enterprise gives our v.rorker an advantage over his European counter- 
part.- This profulsion of m~terial endov~,.ont and the very process of rapid 
settlement of a virgin continent have combined to favor investment cmd to 
speed up the development of ind'astrial techniques. We cannot o~ft mention 
of tompermont and tradition. '7.'/ithout going into the interplay of our 
material circumstances and the "American character"~ ",.re can say that current 
American attitudes ~re very much a fact, and one that must be considered in 
any analysis of our progress. One salient point is, hovrever, beyond dis- 
cussion; it is true that the size of the American market has in itself been 
a pov¢orful factor in the develov.:ont of American mass-production methods and 
industrial proficioncyo ~e may, therefore, pose the question: In what 
specific -~'.~ays ~.~:ould economic union enable .~urope to approximate more closely 
our o~ happy circt~m, stances? 

Carried to its logical conclusion, economic union in vrestern Europe 
would result first in a relocation of its agricultural and indu:3hriEl pro- 
duotiono Crops ~7ou}d be gro%,rn on the ~.ost favorable ?~irofean and colonial 
soils; preferably, Phrope vzotild depend on the tropics for the bulk of its 
fat supply, while importing much of' its ~rain from the is~nd'ricil and fertile 
countries of the ?Tow ~7orld." The intelligent and educated popu!abe of Europe 
would turn their talents to manufacturing even more than they do no~v, so 
tl,~t appreciable increases in productivit5 ~ could occur. The nations would 
no longer be driven to ~vork their o,,.-n ra~--material deposits, re~_;ardless of 
quality, but would rather exploit first the highest-grade and most accessible 
resources available in any part of %he area, just as we do in this country. 
Those industries v;hich process indigenous European ra-~v r~terials would be 
located close to their ne~.~ - soumcos of supply, and -they r, ould thus avoid many 
of the expensive transportation cos-~s ".:hich they no',,: incur. 

.3 
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Not only would geographic specialization occur in this way, but 
manufacturing firms would specialize to a much greater extent than they 

wnl oh nosy do. The removal of trade barriers in western ~=urope, '" is what 
economic union implies, would im[{Lediately open up to each fin.% a larger 
marke~ than heretofore, free of present tariffs and other restricticns. 
Thus, each firm would sell to a larger potentialmarket even though the 
total effective purchasing po~rer remained the same. 

With a larger market, each firm could sell mere of the one or 
two products which it manufactures most efficiently, instead of attempting 
~:to make 20 or 30 different adaptations of its basic product to" suit the 
separate needs and desires of the small potential market previously served 
A Belgian textile plant, for instczaCe, instead of producing a 'l~rge ntumber 
of designs for women's dresses in Belgium, could produce one design and 
sell it all over Europe. If this manufacturer had attempted to sell one 
or two designs only in Bc!giu~.1, he ::~ould have soon exhausted his market 
because, unlike soldiers, women do not like to wear the sm~.e clothes as 
their neighbors. 

What applies to designs for clothes also applies to other consume 
goods, such as furniture, .~ud also to producers' goods, such as lathes and 
drills, as these, too, have to be designed differently for different uses. 
In short , each plant could have longer manufacturing runs, ~/~hich "::ould 

• ~ • .% ° instantly permit a saving of labor. The advantag:~s of standar~iz~tmon and 
of building plants closer to the optimttm econo~.~c size would soon be re- 
cognized. After some years, during ::;hich existing plants could be amor- 
tized and new plants built, the plant~ of Europe wou~" ~ each specialize in 
a few products produced in long runs and made in factories specifically 
adapted to ootimum production. 

caflerent Furthermore, the difficulti.os of dealing with many l- 
currencies would bo abolished. The uncertainty of passing goods through 

_ customs offices, seeking licenses to import and to export, ~.~ould be things 
of the past. Ra~ ~r.aterials, so f:-r as they were available in the economic 
urn.ion, would be assured to all who could pay for them. The risk that 
Britain-vould cut off coal from Holland, becausc England required the coa] 
itself, or that Sweden ~.~ould decrease the export of wood, because it coulc 
increase its exchange by concentrating on pulp, or that Fra.uce would limi~ 
the convertibility of francs paid to Belgian worP~.en in French factories, 
would be eliminated. With far greater certainty, with much less fear of 

.~ losses, production in Europe could be rationally organized° 

The •European Continent would be no longer fragmented into tiny 
entities, each one incapab!o of leading a truly independent existence. A~ 
present the economic sovereigns of -the small,~r European countries are net 
their legislat~0rs, but the impersonal world markets against whoso vagario~ 
those small countries arc largely powerless. An economic union of all 
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v~cstcrn Europe would change this and build in Europe a finely meshed 
economic system whose economic destiny would to a much gre~ter extent 
remain in its ,o~ hands. With the ~gnole of western Europe an economic 
unit, measures could be taken to prevent tuuemplo~nent, or if m~employment 
developed to undertake prompt and effective action to eliminate ire 

Our catalogue of the theoretical advantages of an economic union 
scarcely ends here, for indeed we may extend th~ list until we have remade 
• Europe in the image of the United States. Continent-wide advertising could 
aid in: centralizing production in huge Plants where the latest ~m~ss-production 
methods would be employed. These ol~ts could be built {:~ith funds raised 
in a Europe-v~ide money market, instead of depending upon the smaller volume 
of funds available in each of the present co,Lorries. The ~ ~ar~er enterprises 
which ~;zould then exist could foster research and develop and maintain the 
highest productivity. 

An improvemcnt in the productivity of Europe would tend to raise 
not only its standard of living but also its rate of investment. For the 
past 30 years, the capital resources of Europe have incrcased very slowly° 
If its business ~ere more efficient, a larger part of its product could 
be devoted to increasing ~roductivity, and its capital might grow at a 
rate approaching that of the Uritcd States. An increase in the rate of 
grm.fch ~.,ould encourage the hca~r industries--steel, chevical, cngincering~ 
coal, and po~;zor--vzhich are, incidentally, csscnti~l for war. Such grov~bh 
~;ould bc important because, besides stimulating ~c basic industries, it 
~-;ould cnable Europe to keep up ~;ith the Soviet bloc. For Europc's defense 
oroblem is by no moans static, but involves consideration of a continuously 
dovcloping economy beyond the iron curtain. 

These changes ~vhich could bc ' c, roug~:t about by econozdc ~nJ.on ",vould 
u~thout question increase the defense potential of western Europo o ~4Ore 
efficient plants and me bhods---o,.i~,.,~.,~ increase Europe's over-all capacity to 
produce ~;~eaocns and war supplies. ~{oreover, unified E,m~0ooan industrial, 
monetary and credit ~ ~e ~ ~ : sys .... s could be mcbi~.Lzed for-,vat much mere efficiently 
and quickly t,.an-~ at present. As con~].dence~" in Europe's abiiity to withstand 
foreign invasion grows 'amon~ the people, its will to resist Soviet pressure 
~.,rill toughen. Furthermore, an economic union co~.its each countrs~ to a 
defense of the ~muien as a whole, for economi,~ interdopendcnce deprives the 
individual nations of military independence. ;" ~ ~ zn~!._y, -!;he increase of 
productivity resulting from specialization :vould ms.intain a rising standard 
of living and thus produce an atmosphere of individual security, in which 
at least the sharply economic app,3als of Colmtuuist Drop/gand~i :;cold fade 
and-~h c force of Soviet "fifth Coluzuns"be diminished. 

PROBL-~.,~S _~,} ACHIEVING b-~.!Ol,~ . . . . .  

At this point wo leave the realm of possibility and e::~_ter the 
.tLc to reality is orecioitous, but it domain of prac+icability. ~- ~ ..... 0.,~ o <, ~5.:-'l u ~ - 

..... "% not be should not be disi].iusion~n~.__,. ~.itnough the most roseate hooes. ~,~: 
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fulfilled by economic union, some part of the program will be attained, 
if economic union can overcome its first crises. There are, ho~z~cver, 
reasons to believe that cconomic union in western Europe will not ~ve 
clear sailing. 

First, western Europe could not begin to'face up to the problem 
of reallocating basic industries unless military security was assured. To 
the extent that military security depends upon economic union, thcn~ wc 
have a vicious circle. Ideally, of course, as in the modcl cconomic union 
~c have been examing hitherto, mining, agriculture, and basic industries 
would bccome concentrated in the locations where production would be the 
least costly. Now surely no individual nation will consent to "close its 
minos, depopulate its farms, or deprive itself of industries basic to war 
unless it relies for its defense on the union as a whole. -- 

• In negotiations on the projected France-italian cconomAc union, 
agrcement has already been reached on a division of vegetable sced pro- 
duction, but no agreement has been reached to date on the rca!!ocation of 
steel production. It is safe to say that no nation, howeve r .small, will 
allow war industries r, ltnln its national boundaries to d~,'dndlc until 
military union is assured. 

Economic Union is not only dependent on military union; it is 
also dependent on a large measure of political unification° If the Countr 
of western Europe were to deprive themselves, u_nder a treaty, of the right 
to control trade and restrict the flow of currency abroad, and the right 
to pursure separate fiscal and "~" " " policies, they would lose , iql. [.C~ lnallCla± 

of their power to solve their ova% economic and social proble:.us. L~en a 
cot~try as large and ~;vealthy as the United States employs tariff restricti 
and subsidies to support various sectors of its economy. Its fiscal polio 
is adjusted from time to time to assure econor~ic stability and full employ 
ment. 

If the .'-'~urope~r. nations had economic union, but not political 
union, the economic problems of any one nation would have to be negotiate8 
by diplomats, instead of settled by constitutional procedures, as in tP&s 
country. Diplomatic nec.otiation for relief of a member in economic dis- 
tress would bc far too slow and uncertain. As soon as the lack of control 
created economic dislocations within any country, irresistible political 
pressures would d~velop to break arr~.~y from the union. Consequently, in 
the process of developing economic ,~iion, segments of sovereignty would 
have to be transferred by each nation to ~ supranational agency. Ther~ 
would arise the need for one central banh for western Europe, one authorii 
for regulating co.v~erce between the member countries, one central social 
security agency, and so on. Europe would begin to gr.~,.sp the notion that 
it could not have the fruits of economic union without the sacrifice of 
sovereignty. There would have to boa central economic a~ministration anc 

• 
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a legislative authority with pov~ers in the large and grov~ing field of 
economic policy° ~ is not ~__~ul.~ ~o see~ therefore, t}mt an economic 
"~nion, to be effective, must have many of the attributes of apoiitical 
~ion. 

I am sure you will at once see the danger of the step v/e have 
taken here° U.~e are on the borderline bet's'Teen ~;he bright calm of objective 
economics and the dark, conPased ar~:a of political oassion. _~her~ are 

~%1~ drar.: on political passion to obsoure the economic ~:-forces aplenty v.~hich ~'" ~ 
zact~, for not everyone -~vould gain and many ~ould lose from econen'ic u.uion~ 
Relocation means dislocation, and all those sectors of the economy--including 
po~.verful business sad labor groups--v£uich-.~vould be advcrse!y affected could 

] .~. ~-r- n • raise a hue and cry that po!iticans cou..~ net ign<:re. .,ml_..mn~ hands ~ould 
ring the changes on the ~" -" " loyalties :~zs ~or~c and equally historic antipathies 
-,,'hich affect Europeans. 

Yet another difficulty st:rids in the ;.~ay of reaiizin__-Z the hopes 
of remaking Europe's economy a!on?~ }~.crican lines. Europe,s psycho!ogica! 
and social impulses differ in certain respects from those that drive this 
c~'o~.~try relentlessly toward technical ~°~":~ . . . .  - ~.~;ncy. .~cono~±<, vuion c~uu, if 
agreed to on ~'aper, create ~.qe opportunity for more e=~cment operation, 
bu.t the -,~Ii to •adopt novel modes of operation must somghov~- aris(, in the 
~ninds of i!~uropean statesmen and businessmsn. Unfortunately, from our point 
of vic~.L European businessmen have developed techniques of maintaining the 
.~ta~'~ quo; . ~ .._ ~" " ,~ ~ s they lean to secu~ty rat~-cr th~n adventure, and orcfcr the 
r elativcly controllable prcfits from limitc~ production .of hi!~h-cost 
articles to the fractiouul gain pcr unit of mass production. Cartels,. 
monopolies, but more csp~cially an understanding not to compctc too 
vigorously, have been dew~loFed to orotcct shrinking markets. Of course, 
some cartels have acted to climir_.atc inefficient .o!ants and to increase 
efficiency. But by and large the purpose of eartelization is to safe- 
guard profit by restrictionisr~. The v.i~Eorous comnetitien of ~erica has 
been avoided. 

Not only have employers carte].ized, but labor }ms also cartelized 
into labor u~ions, -<~hich strive not so much to raise ~'~,ao ~'s as to maintain 
job security. Restrictionism aad featherbedding are more ~vide.spread in 
i~urope, and have been so for a longer time, than they have in this country. 
The ~vork rules of labor unions are an important inhibiting influence on 
the rationalization of European productior.. Nor c~. t.he a~ricult~al 
interests b-~ forgotten in considering the forces that strive for protection. 

European .economic union ~ould put both business and labor to:a 
test. If the pres,~nt mixed economic systems of Europe, which try to 
combine the incentives of p<ivate enterprise with the social benefits of 
social democracy, should prow; i1":cacabie of ass~zring economic stability, 
a more drastic nlan of .~oclal±sm u ill recent.end itself as an alternative 
and the trend ~o'~'a~, ~ na-tion~lization 7,.ilI be ~re...gtneue~. 
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Now, in the face of.all these problems, must ,:¢e conclude that 
t}~ possibility of economic "~qion in western Europe is remo~e? By no 
means. We m:~st, however, bc careful not to look to action in the economic 
field alone. In the last a~.a!ysis, the achievement of economic ~nion is 
dependent on the strengti'~ening of the political, cultural and military 
bonds between the countries of Europe. This suggests ~ step by step 
orocess in which each advance in eoonor, ic unification is matched by a step 
fomvard in political and military ~mion. 

T";,- "~T APPROAC~S TO DJ~ ~ ECO?I0i,{IC u~.llC~., 

In theory, two major approaches arc possible in progressing toward 
cconcmic ~mion--the all-at-once approach and the bit-by-bit approach. 

The all-at-once approach is the ~y we started in this country. 
We v~ote a constitution w.hic]~ unified the 13 separa'~e colonies at one time. 
The all-at-once approach may appeal to us on emotional grounds, ~ut it is 
altogether impossible for Europe. I would like to show you '~ ~ ,,n~. it is im- 
possible in a moment. 

The bit-by-bit approach, on the other h~<nd, might star'b the proces~ 
of developing an economic ~mnion by substituting onc tariff duty armmd the 
union for the scvcral internal tariffs, one co~oodity at a time. ~A~b_en all 
thc internal tariff dutics are eliminated, ~nd :~ single tariff arou~nd the 
union is cstablishcd, th~ coopcratin~ nations con movc to the next phase 
which might consist in unifying bc~r~ laws, mon<~y laws, and so on. Alterna- 
tively, a bcgirming could bc made by initiating a monetary anion, as has 
recently bcen proposed by some members of ECA, and going on from t]m~t 
point to develop a tmiform tax system, ~l.m~n,.t.. tariffs, and so on. 
lO to 50 years, the complete economic union would bc achieved in t.}~is 
gradual way. 

Lot us cxami:qo briefly ~-~-~,,n~ ali-at-oncc approach }y~forc analyzing 
customs unions and m o n e . t a r y  u n i o n s  i n  d o t a i l °  

Ln~.~.gine a situation im this ¢mmtry in which ~.\II trade barriers 
were let 0ovm.~ all subsidies removed, ~I! taxes altered, and the dollar 
rova!uod, all ~,;ithin a week. V.~at consternation would cnsuc: H~,~ differen 
was the situation at the end of the eighteenth century when the Amcric~n 
union was :formed. The colonies traded little with one another, ne::~ crept 
from colony to colony at a snail' s ~ace, and labor competition between 
colonies was limited to itinerant tradesmen who wandered up and dov~ the 
coast. If discontent arose, cheap land drained Off the discontented. 
Luckily, the colonists had the good fort'~ne to possess a conmlon hard 
currency--gold and silver--which served as a standard of value if not as 
a medium of exchange. The history of that day reports no serious economic 
repercussions of economic union, and this is not surprising since the area 
of contact between the colonies was so small. 
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But if Europe formed a co~:~plete economic union all at once, with- 
out providing for. ~ gradual troG.:si-'.~ion, unomplo}nnent and inflation vTQul~ 
arise simultaneously in different parts of ths union° in eo;~_~trast to 
earlier days, the Eurooea_~- nations are: in constant contact v.~i-s!: .. one another 
in a thousand different ways, but constrained by all marz~er o:? cor~ercial 
la:;:s, regulations, and traditions° 

To illustrate the -~ffgct of u~.ien-a!l-at-once, leu us ass'~ne that 
the 7Ouropean nations would, at the moment of b~co:,uin.g a union:, agree to 
convert ~:.ii the separate currencies jr..to a ne~¢ oo~_~..on currencv, and assume 
further that the rate of exchange be-b'.,;een the Frencl~ franc and the ~)ound 
was 1,500 fr'-.~m_cs to one pound. At this rate of exchange, French steel 
could be unloaded at the Liver.cool docks,-forcin~ steel mills in Birmingh~ 
to shut do~n~ and unemplo~ment to s-rise,, In France, hey;over, Pronch steel- 

"C ] ~ " makers would bz-, uo the price of labor and materzal in .their ar~ioty to 
meet the ne~'¢ demand. If the fro.nc/po~,d rate was :-djusted so steel pro- 
duction -;rculd bc -,~ndisturbcd, then temPi!e, pottery, chcmica! or motor 
vehicl:" produczion would be disrupted, 

The adverse ropercussions--m~emolovm.~nt in cL,~. m z , g h  cost a~oas 
• /~ 4-" and ~n±la~o~ in the low cost :;roas--would occur because, as c. result of 

a multitude cf orotective devises, the cos!; structure of oac~.~ country has 
.:ozces as tariffs, quotas, taxes, stg~sidies, developed indcpondentiy. Such ~ • 

monopolies, health regulations, price .:.o~.~rol~, :~.nd the ros~r~.c~lon of 
mzor~.~zo~'~ ~÷" ~ .h~ve dot~:~rm~ncd, to :'. very large c:.:t,:,nt, -¢,,~... _oc,_ozc.~~ .~" ~ of industries 
and the" cost of production. T;ioe~ those away suddonly~ . . . .  : ' ~ -  in the (:old wind 
of co~npetition--an(~ th~ pe..~.enL ,':-.~i probably succumb before he gets better. 
The chances are ~hat if Europe tried the all-at-once, approach, events would 
force a halt. 

The most likely-~vay in ",rhich econor.:ic union may develop is by the 
step-by-step .approach. The me-'.~kod .'.uos~ frequently at.terr-pted 5o date is 
the method of first achieving s. customs union. :fhe other is to start with 
the unification of mone, tary systems, But we should realize that neither 
a customs "~nion nor a monetary union is synoiv~..ous "'*',,._'..,n full economic union. 

A custer, s union in western Euro[~e ,'~ould be a milestone on the road 
to economic union, but a cus~oms union alone ~'.rould at best be.only a half- 

uar_~f and quota restrictions on intra-~. ,~ .... ~'.~ay mark. B~.- removing ~ " g ~ 
trade, a customs -u_~zo~"" ~ would, as I ~iave sho~ previously, incroas~ oroductive 
efficiency as a result of geographic and product specialization° But a 
customs union a!onc would not achieve the optim'~m al!ocaticn o.C resources. 
This result will be attained only through the removal of all m:~n.-made". 
differences in the cost of :producing .goods, such as differe:~cos in taxes, 
social serv.ice.s, and credit conditions, indeed, ov:m ~,ho'n all restrictions 
on th.~ movement .of persons m~d goods are removed, and a co.~mnon monetary 
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unit, co%men economic policies, and common social s~rvices arc cstablish.;d, 
the achievement of the optim'o;n pattern of production is often retarded by 
the reluctance of people to move to new areas or to new jobs, the lack of 
adaptability of workers and businessmen, and the like. 

But even the first steps toward customs tmion raise groat diffi- 
culties. In '-~',e first place, there are now differences between countries 
in the average iovci of their costs. If all trade restrictions were 
removed between a country whose industries carry a high fiscal ~ ,~rl~ !.To.gO 
burden, and one whose mant<facturers ~.ay low wages and fuw taxes, the 
markets of the former would soon be s-.'rmupcd "~,.~th the products of the ~,.~]:~ ..... 
To prevent this, th~ high-wage co~try would probably try to protect itself 
by quantitative import restrictions, by import taxes, or by export silo- 
sidles; similarly, the low-wage country might try to p~,~u~ itself ~ro... ~ 
the excessive drain by imposing export restrictions. 

Secondly, even if the average level of costs were equalized, the 
structure of costs between tl-e ~6r:o coum.tries might be different. In each 
country-only the more efficient irdustries woul£ be able to market their 
goods, v/nile other industries would be left at a disadvantage in competiti~ 
~.vith imports from more favored producers in the other com-~try. The result 
would be a depression in some sectors of the economy of each ceunt<¢ and 
hio~h-pressure demand in other sectors. Unemployment and bankruptcies 
-~rould occur side by side with inflation. 

Clearly a gradual s~oroach is c~l-cd for wb_ich eases -the painful 
process of adjustment during the <.cried in v:hich geographic and product 

: specialization develops. The process itself will raise a host of economic 
and social problems. Each industry would v,d. sh to be the last te go throug 
the wringer, and v,'e .vould bear tl-e an,suished oxclmaations of industrialist 
trade ~mions~ sad farm groups t!-a% ~a~onal ~_ntsrests are being sacrificed 
by misguided diplomats. 

m ~ o. ." - ~ac:~ of mr, ~,~n~.cn some the #re ~ ,, ~ ~ " ,_n~ progress, or ~" ~ . . . .  ' " ' of ~cn~-c,ay 
customs unions have made may illustrate some. of t~, problems we have been 
talking about. The Benelux customs -~mion, for instance, went into ~f.,,c~ 
in January 1948. The situation in v'hich thcs.s countries found themselves 
~:.~as very favorable to the cstablislmment of a customs union. Tr:~rl'-'S be- 
tween Be!gi~, Luxembourg, ~ ~' ~n,~ the I[otherlands were r~'lativc!~" Io~. ~. ~7ene 
of th,'~ three corntrics relied heavily on protectionist ooiicies since all 
three, ther: and now, depend on ~h:, import of raw mo.torials ~vhich they 
process £or export, ._~nd use -the ear'~ings to ~ourchaso food-rod other con- 
st~mor ~oods abroad. 

For t-~sc r.~asons it :,-.'ms relatively easy to eliminate mutual 
tariffs and to make ~xt~rr'ai tariffs ,m'~ . . . . .  : .... rm. It soon appeared, h~vever, 

44-4- that very l~o~!c v~.,s gained by this step. Since the end of World War Ii, 
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the Not~Jerla~ds had been ~mrsuing economic ;~-:olicics ~ ~.;hioh ~':oro quite . 
different: from thos0 .of its neighbors to the South. Th,~ Ncthor!.~_d-s hds 
been, cod-still is, ol=eratin ~ a controlled econc:rcy, t~ibh largo-scale : 
plarmod investmonts fi~a'_,Iood out of forced s+~vings, ~~hile Dclzit~. k{s.. 
removed most eoonon6_C controls and has boon cordoent r.~i-~h a rolativo!y low 
rate of .... 4~'<,~ and investment As a result, a suouressed inf!a:~io~-cro- 
vails in the I.[othoriands, v,rhilc d:~flationary conditions exist in Dolgi~mm; 
and a rola-Dively overvalued, "soft': Dutc]- guilder is confronted -cith 
relatively u_ndervaiuod, 'lh-~d '''~_ B +-i~'~_~l.x:~'~ fr:u~c. To protect its oo-~+ ...... "~oI±~<,~ 
economy, "the lqether!ands has ~o'm~.! it ~:~c ~ .... to continue -b{%~ rationing 
of Belgian ~ "  " ,rar~c's to its ~mporters and also rations its exhorts, so that 
trade is moving no :more ..~ .... y than had .... the before the duties 
~:'ere removed. " • 

The projected French-Italian customs union must overcome much 
• , . ~ ' . ~ o ' ~ e  ~ong Bene!ux nations. The two ~r~ater difficulties t}-,~n ~' - f o u n d  the 

economies are competitive rather than complementary and tariffs .~re a 
majo r obstruction to mutual trade. L$~ 1950, France and Italy plan to 
ann0~mce the abolition of tariffs betwee:,~ •themselves. Since, however, the 

. .  ~ ' : o , . ~ . d  too +he customs ur..ion reperou.ssions oe removing tariff~ "" ~ be sover~, ~. 
draft pro%ides for the l-cvyi.v..,'~ of' -taxes which will condensate in Fart .for 
the tariffs which are to be rm~.,~oved. Consequently, the adoption of the 
French-l+.,alian Customs Unio~ Treaty ~.;;ill not resu!7, in the immediate free- 

" ing of -trade. The elimination of -trade!, > barriers will have to av'r~.it the 
gradual removal of the cushioning taxes, ~lo<,mn~ dctaiicd ~.-:=go-tiation. 

The experience of th,~ B-~ne!ux customs union and tb.-., proble.',.,s 
faced by "the projected Fr.:;.nch-ltalian ~rcions in~.icatm -the m:.gnitude of 
the difficulties ~.~;hioh will be o~.cotu;~tero~d. Because of the complexities 
involved in the problem of freeing %rs..do, it is probable that customs 
~,mion-s between pairs or among stroll :...zrouyss of cou:,_tries r.,xm.y bo cstab!ishod 
before stops are tal..'.on Lov;.~rd an ovcr-a!i Europ~Tmn customs union. Such 

an approach has certain ":<~ .--~ ........ In ~ . _ ' v  . . . . . . . . . .  go~. the first [~lace, groups of sm~.ll 
nations, SUCh as the Lov: Countries or th.,':~ ,"_gc<~dinavian countrims'., may 
find a customs ~uuion of more i~=ediabo benefit thc.m t}-o l,argcr and more 
diV@rsified countries. 

By forming customs urions, th.'~ sr~ll co._Jntrios inoremso their 
bargaining power in ithe r..egotiation of trade tro.'~tios, since they can 
offer larger quantities ,/nd a greater variety of products. E~rthormor(;, 
the problems of internal ,'-..djus-tmcnt arc also simp!ificd by do.?~ling with 
~vo or three countries at a time° But this piecemeal approach is not an 
u~mixod blessing° After painfully adjusting to on.,~ union, co~tries would, 
at a laterdote, be required to go througi~ a new process of.adjustment, 
perhaps in an entirely different diroctiom~ -;.:~hmn the regio6_al customs unions 
~.~-erc integrated. The sounder process would b.,'~ to attcmnt to "~ehAcvo an 
over-all European customs ~mion in one series of coordinated stops. 

1 1  
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F o r t u n a t e l y ,  t h e  w e s t e r n  E u r o p e a n  c o u n t r i e s  a r e  n o t  c o n c e n t r a t i n g  
s o l e l y  on  t h e  p i e c e m e a l  a p p r o a c h  t o  c u s t o m s  u n i o n ,  i n  i 9 4 7 ,  a St lSdy G r o u p  
for a European customs union me-b in Brussels and analy, zed the probable 
benefits and the difficulties ~',~hich would be encountered in such a union, 
All the western European countries except Spain were represented at tb_~s 
meeting° The Study Group recognized that a customs union could be accompli 
ed only gradually in a series of ~ U .. J . . . .  ~e,~s. It was also ~ointed out ~ . . . .  ~ if 
these steps were taken without a clear idea of the ~ "  ~ ~-- '~ ~zs~oc~t_ons ~rhich would 
ensue, the countries suffering, from these dislocations would be forced %0 
impose quantitative controls on trade vi~ich would be more restrmco~_ve t~=an 
ordinary tariff harriers. The Group is, therefor-s, attempting to obtain 
all possible ....... ~'~ zn~orma~±,..n on ~n~ importance of tariffs in protecting the 
~ ~ ~4~ =oo_~o ..... structure of potential member countries. It ms hoFod that in this 
way "undesirable dislocations can be ~ ' .,~ oreoeen and guarded against. 

~?nile a p!armed transition to a i~arooe-~:~ide customs union is to 
be preferred, it will be extremel~, ~ difficult %0 foresee all its ,~f~ects; 
it will be even more difficult to l.'ersuade those advers~y affected by it 
to adapt themselves in advance. The most efficient ;"ay 09 dealing with the 
~.roblcm. would be to empou, era central union administration to ,,o_~,~..u~ ~ 
tariffs and other restrictions to:.upozariiy wherever justifie, d, and to 
refuse such authorization in other _~stan~o~'~ ~ ~. , s  . . . .  But ~-:~e- a~!egation" of such 
powers to an international body would obviously constitute a ~rsns,_or of 
imoortantclements of national sovereignty. ]~.othor, in the onsuing months 
thc nations of Europe can s'~.o~-~ uc cneugh courage to take tl-~s stop re- 
mains to be seen. 

Some statesmen, discouraged by the prospects of' rcducing hu~drcds 
of diffcrcnt tariff, duties, have svmn~ around to tho vie<< that Perhaps the 
best first sts.o in :~.ehicvin;,." ~m economic' ~mion is the formation of a 
monetary union. Un!ikc the principle of customs union, whibh permits a 
variety of approaches and requires tedious, detailed ne~:otiations, monctar~ 
• ~icn boldly~ highlights the necessity ._o~ "~ ~ a suoranational, agency, v.-ith real 
powers. Plans for monet:~ry '~uion which f.~ll short of this v;i!i soon prove 
to bo impracticab!e. 

t 

• One proposal for ~-+'' " ~ ' ~ '  u.~b~l~.:g the equivalent of a corn_men currency 
vrb~ich pretends not to require ~.my surrender of n[ttional sov'eroignty is ,t~- 
the European nations s'imoly abolish all monctar&: restrictions and 10% the 
free market ~-djust +~,-,~_~,, flow of trade according to its .~;~, auuoma~c'~- ~" laws, 
On the surface this suggestion sotmds plausibi¢:~ since it is :~ proposal 
that ~.~o return to the older, and presumably b<.tter~ c~.~'~ .... ,, of ~.'hat is oocu!a~ . 
knevm as the "gold standard." The -:;orid has, in the past, had systems of 
freely convertible currencies ~ ~-~ ,,.~ i:as sometimes flourished under them. Th: 
is, hov,~ever, a difficul.b$~--in times of' stress, the :~utomatic adjustments o. 
-the market arc not p.leasant. In addition, these adjustments to/co too long 
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to work themselves out. To t h e  nations ~:ost severely affected bv diffi- 
culties in balance-of-payments, it appears that allowing ~'-o .... :~ : r 2 a r ] ( e t  to 
adjust itself is soP..eghing like iettin~ a forest fire burn i-Bs~;].f out, 

• " ~" re- in a hundred years, if th{-- observer liw~.d that ion~, he mzg~,t see a 
gro~;,~ forest no worse than t ? ' e  original. : 

To be sure, these fears are often exaggerated. The economic 
forces of the market, if given free play, would probably not requirc a 
boandred years to work themselves out. But how would a sudden transition 
to fre~ oonvertibiiity affect the E,m'ope of today? If the ~,.~esterr. nations 
made their currencies freely cor;~er'Zible today without drasticall} ~ reducing 
their exchange rates, foreign exporters ~.';ould begin to flood them-,';ith goods. 
H~,zover, instead of using the proceeds for the ourchase of European goods, 
:'<hich are too expensive at th,': present overvalued exchange rates:, they 
xould present them for conversion into dollars or other hard currenc'.es. 
Foreign holders of hitherto _n~ . . , ~ e r t _ ' . , - ~  soft currency funds ;-rould else 
try to convert these "~ ~ _ z.:~o hard currencic;s. _.n,:, magnitude ot the disBurbances 
thus created _may be gauged from the disastrous results of the British 
experiment in free ~o~H-~.._.~_ ~.i "~~:~. ,~ in July 1947, ~hen Britain's holdings 
of dollars ;-core reduced >.v about 7~0 ~!iion dollars v&thin si~:- ";coke 

It is often said that once the European nations "put th(;ir houses 
in order" by removing most internal econclr,~c controls and adjusting their 
internal price level ~nd their foreign ur:ohan~e r~.tos to the :;er!£ market, 
most of these difficulties v:ou!d net arise. T]'~ssa arc sound principles if 
applied to a stab!o and prosl~'orous economy, and if European rocovory proceeds 
according to schedule, the tLme may be approaching when they can gradually 
be put into effect. But the difficulties of "transition to a •free economy 
should not be underestimated. 

The removal of trade barriers, as v;e l-ave seen, may zreate unemploy- 
ment in many industries ~i~:ich formerly exported m_der barter ~greements and 
.other special arrangements, and ~Jhich ~:ou!d no~,', - suddenly find themselves 
unable to compete in foreign ::arkets. Furthermore, import quotas and 
tariffs are often imposed v.-ith a view to correcting an undesirable distri- 
bution of income and in order to prevent excessive imports af l~:ury goods. 
The lifting of such restrictions may, therefore, result in increased social 
tension. 

The removal of exchange controls raises equally serious problems 
of adjustment. In theory, three types of adjustment are poss:~h!c. First, 
there is the classical prescri~tion of a general dcw~:,~:ard adjustment of 
internal prices and ?;ages to ccm,oetitive levels. The deflationary approach 
is no longer considered ?racticablo, hey;ever, beoc~use of its adverse effects 
on cmployment and social stability° Another possible remedy , a drastic 
additional rcstrictio~: of i:2ports through ,quotas, tariffs or ~]:xcs, must 
be rules out because it would tend to reduce empio~L'ncnt ~d the nmtisnal 
income. Furthermore, additicua! import restrictions, !ikc th.'.; @~~:ping 
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of subsidized experts, ~.,ould invite retaliation. The third possibility, 
:vhich is now much talked about, is the devaluation of currencies. 

If the rationing of foreign exchange is c.bandonod m~d European 
cxchange rates are permitted to sock their natural levels, some European 
currencies may depreciate .~.t first by as mush as one-third. The consequent 
incrcasc in the internal price of imported goods ~ould have repercussions 
on prices ~nd wages generally. Workers, fdrmors, and employers will tend 
to resist reductions in their real income and unless sevorc measures are 
taken to stabilize the econom~f, :in inflationary spiral might be sot in 
motion, leading to further devaluation and further price rises. 

One of the desired effects of devaluation is to make e~port indus- 
tries more profitable. At the same time, imLoorts will tend to be reduced 
because they are more expensive. If the cour~try's export goods are such 
that a small reduction in prices vrill greatly stimulate sales abroad, the 
probable result will be an in, mediate improvement in its balance of 9a3~.ent~ 
(This is an oversimplification of the problem. The effect of devaluation 
on the bal~_ce of payments depends also on the elasticity of de~nd for it" 
imports sm.d the elasticity of supz~} eor both its imports and e xports.) 
~ut in this way the country v;ill be deprived of goods needed for cons~pti~ 
and reconstruction; this will add to the inflationary pressure in the shor" 

1.~ . I run, or affect the country's long run viabi z~y. If, cn the other hand, 
the demand for its exports is inelastic, the country may actually find its 
receipts of foreign exc}mnge fallin~ as it tries to sell more, thus aggra- 
vating its balance-of-payments deficit. Experience has sho~_ that, at 
least in the short run, the international demand for ~mny European export 
goods is rather inelastic. 

There is also the evor-~,rosont d.'~nger of capital _izgnu. Fev~ 
~mong even the most orthodox econo::~ists propose to lift all controls on 
international capital . . . . . .  " ~'" ,..~ovemcn~o, since ,~nls could only result in a restu?~p- 
tion of the prewar tendency, induce, d b y  +'~ " of .,n,.; fear war, taxation ~nd 
confiscation, to export ~aropoa!~ f[~_ds to "Lhe safe havens of S~,,~itzerland 
and in the V.restern Hemls:here. But unfortunately there are me,my v~ys of 
transferring capital rudder the guise of legitinute exports or imports, 
and the lifting of restrictions on current transactions v~ould make it ~.:}ore 
difficult to prevent such manipulations. 

The immediate obstacles in "~ ..... ~ v.~ay of a return to the general 
convertibility of currencies arc lo..nl~abl~, and seems be be nzm st as 
difficult to rustorc the convertibility of Europe.~,n currencies :;nuong them- 
selves as to ~ko ~hum all cenverti~ole v.~th the dollar. 

But evGn if thc~ ~ • poo u~,ur problems of adjustment could be succossf~ 
solved, bh ~ basic ~roozem remains. :That assurance do the Europe:in nations 
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have that there will not be another v,,ar, or another depression? Would the 
different national - , ~ go~.ern~_en~s be free to pursue their individual policies 
of stabilization of prices or emplo~ment, and at the sa~:ue time maintain 
free convert-.bmlmty and abide by -the rules of fair p~,j mn international 
trade? One might v~-ish ona~ these objectives were r~;conc~L.~e; unfortunately 
-~':e must recognize the possibility, and indeed the probability, of conflicts 
be~..;a,~n national stabilization [;ollcies and inter~oationai economic stability, 
This problem was not very important in the nineteenth centur~g, ~rhen govern- 
ments interfered little in do:ues-tio economic affairs and mos-s countries were 
less dependent on international trade and therefore less vulnerab!a to ex- 
ternal economic disturbances. £:ut since that time, and p~=rtfcuiarly si~_~ce 
%i-~e "Groat Depression" of the oar!y !950's, practically all countries lave 
come to regard the power to take measures of economic pslicy to combat 
inflation or unempiey~.~ent as an essential e!emcnt of their sovereignty. 
By agreeing to free convertibility a~d fair trade m~les, a country, there- 
fore, does surrender a part of its sovereignty. That this is a surrender 
of sovereignty not to a su~,ranational ~o~nc~,~,~,~ " ,  but to the vagaries o~_ the 
~orld nu%rkot, ..~L~kes it no more acceptable. }:;:ost nations, if they have the 
means to permit_ m~,'"- will net ~;ilovz the v:orld market to be t~(;'- arbiter of 
their destinies. 

Generally speaking, he,rover, largo nations are 16ss dependent on 
foreign trade and are, therefore, less vulnerable to economic disturbances 
originating abroad than arm small nation~. As a result they can :~oro 
easily afford to open their doors to free foreign trade and ;.~aymonts. it 
is thus c!oar that the v~y to restore freedom of trade o~nd p<~nonts is to 
create economic units :.gnich are sufficiently large and suffioient!y b<~lanced 
to bc able to roconciio th~ principles of free convertibility of currencies 
and free trade v/_th a measure of independence in shaping their internal 
economic policies. 

~he~e is one neat and olausibie proposal of ~';hich mentmo~ should 
be made, both because it is much ~ ~ ~a-:<ed about ana because in the end it 
points to the same basic problem, it is proposed that the ~':estern European 
nations agree to ~r~intain consistent fixed rates of exchsmge for a sub- 
stantial time period bet~veen every pair of currencies. ~!is v:ou!d be 
substantially the same as inventing a new currency, ~ + ~e~ us say the unita, 
in each co-~mtry, all ~-m_itas to be equal but each to have an appropriate 
£ixed rating in terms of the present national currency° The French unita 
would equal so ~ny francs, ~;~.~.:~ English. unita so many ootunds,~ and the ~'~o 
'u~nitas would be equal and freely exchangeable. 

Tills has psychological value, perhaps, but in-the end a:~y nation 
could violate this agreement by chan~ing its internal price structure. If 
france, for instance, retained the p~,'~er to croat money,, it could, by mesa~s 
of inflation, attract within its be'~qdaries more goods than it exported. 
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If this occurred, other countries -could probably retaliate by setting up 
expert controls. Converse ,_y, no one ".'~ould v,-~m-c to rece,_vc French unit,?~s 
in pa~'..r.ent for :zerchandise, since i'5 would be unprofitable tobu~ the 
overpriced French goods. That would hardly be the freeing of trade~ ]Vo 
come back to the inesoap~blc conclusion that an agreement on exchange rates 
v.~thout an agreement on the internal price level is meaninglcss~ 

A:menetary tmion, to be effective, really recuires ~.~,,a ~ one agenc~ 
control the creation of money. T~i.s is an obvious proposition, but there 
are many people who vish the fern without the Substance and prefer to stop 
short of a single money-issuing authority for all Europe. Reducing this 
~roblem to fundamentals, it me~'._s that one central ban/:_ must be created 
with super~'xsion over the barl.=s in each nation, l~ht the creation of a 
central European bank requires that each nation give uo a basic sovereign 
right. The~istence of one central bank implies that the power of each 

nation to r'~. a budget deficit is severely limited. No nation could fight 
a depression by deficit financing without receivin~ permission from the 
central bank. Siv&larly, the power to create credit would be taken out of 
the hands of individual countries. A substatial part of national sovereig~ 

"~'~" " ~-'~ 0 ' ~ l  a ~ o n o ~ ' y - ,  would thus be transferred to ~ ~.uz.ran~ . . . . . . .  . 

A monetary union in t~s last sense--the ~_sst,~c,~'~- ,, of money by one 
central beak--would autor.~atica!ly eliminate exchange controls. Trade re- 
s~rmo~lo_.s such as tariffs could still be maintained tem~orariiy to ease 

" b.~c ,,~e unprof'tabl thc difficulties of particular industries wf~ch suddenly ~ o~ . _ 
because of foreign comnetition. Bu:~ ,~,n,~.~ .... _ , . . . . . . . . . . .  ,y union would r : ~ k e  pcop!e 
_:_ev_t~,bly think in tc~nus of "mqity on q~..,s ~:..._o_,~- ef economic no±icy, nation 
budgets, taxes, social ~.,,- ~~ and ~ .... ~ " " .... ~...se. would have to b.nznk in ~ < . . . u r .  , , d ,  ~ . . u y  

European terms since, with the control of currency by a central agency 
would severely limit ~he freedom of action of any one ns.tion. Thc advants. 
of ~having ~iform taxes, social -" ~ ~ ~ defense, etc., ,~o.  z_~s, w o u l d  ~hen be mot 
obvious. Consequently~ ~:he estab!is!~,~ont of a single currency~ ccn~,ra~ly 
controlled, would probably prove to be c,. decisive steo toward economic 
ulqi On. 

! k r p L I C A T  I0~,TS ~OR__ A!.:i.~AiCAN , _ ~  . . . .  ,..,~.1 . . . . .  .~ ±," 

D'hat are the implic~f~_ons -or 1~j:tericr~n security of this ~crm~n~ 
to roach economic ~ur.ion in v.Tostorn E~arope? 

I hope I have established in the preceding di ....... ~ ,~ ' ~, , .~s , , .~o .~  ~ h a t  e c o n o i r  

u n i o n ,  i f  i t  c o u l d  he  a c L i e v e d ,  w o u l d  h a v e  . . . . . . .  . g . . . . .  ,.., , - : - , . d v o . n t a g e s  for . ~ : . u . ~ ' o p e .  i 
believe that for t.hi's reason ::-one economic union deserves encourage:~,ent. 

~ut, by encouraging econo~r.ic "~mion in western Europe v;e ore, at the s~,..e ti 
pursuing our self-interest, in the last analysis, a western European unic 
supported by the economic b_nd r~ilitary .,._,<~,.~",: "'~'~ of the United States, vrouldl 
prove to be an essential fe.otor in a~%y "'"~'o ~÷ to ~>~ .... contain Soviet e:<pansioni 
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If western Eurono is considered :~s a v:holo, the +,qc ~ ~-̂ ....,rs r,'hich 
are commonly regarded as the basis of its economic oot?nti~,~l for war add 
up to an impres'~ive total. In tez~.ns of population, F_RP Europe is the equal 
of the Soviet bloc (exclusive of ~hJna). its n~.~lonal inco.~.',e is t~.,~ice that 
of the Soviet bloc its stool production is 80 percent greater, and its coal 
~.roduction 50 percent greater. But at "the present time, as is ;.'ell k.~no',,m, 
this superior economic capacity ~.nnot be translated into imilit~+ry capacity. 
The economic resources of -+vestern [']uro-pe will have to be integrated and sub- 
jected to a cor+.mqon plan for economic mobilization before they +become effective 
for defense From+ the point of vie+.+-+ . of economic .... " .... _ • ~ ~ m+c~n.v, po~'er,' the atomized 
E~rope of today is no match for td~e economically inferior but well organized 
and integrated Soviet sphere• Any real progress toward economic u,~ion v?ill 
tend to strengthen western Europe's ability to resist Soviet aggression. 

The need for European integration becomes evcn more imperative if 
we lo0k beyond the ~n~r.~ediato future. The oco.uo+mic capacity of the Soviet 
Union a~:d its satellites, ~ .~'~ ,,es~_'_. ~ the serious setback as a result of the 
war, is grov,@ng rapidly. ~.~os~ of the war,_mu destruction loas -~c~.~ b~en 
rOpa':red and industrial produc'~ion has :.+ecovered to the prewar level© If 
the present rate of grev+~h continues, industrial production ":,-ill triple 
within the next 20 years. 

+.Even under favorable circ'wnstances, western Europe v.~J_l be ur~able 
to equal "the rapid rate of development of tl~ Soviet bloc. It ,has been 

• ~ the est~mate~, on basis of the rate o_, grov,~h in the 25 years preceding 
~'V.orld War II, that, at best, the industrial capacity of wc.s+tern _Europe ~;dli 
increase by about 70 percent v,dthin the next t w o  decades +~ In Other '..vords, 
even +.+,,dthout any further territorial e:+:pansion~ the Soviet bloc ~+.d+ll have 
caught up with western Europe by + 1970o It is'~.all, the more important that 
~,','e remove all artificial Obstacios to .economic gro~.~ ~-'~- in the. ~7<;st and assure 

+'+" ? ?  " ~ "  " ~ , " I  ~ + " ' a degree of unity and organizatio+~l e~+~_o~ at least coua~ to, aud if 
possible superior to, that attained in the Sovict bloc. 

. . . .  • ° 

It is often ~ointcd out, of ~ourse, t~t when econo~.~c .u~ion has 
boon achieved, we will then bc dealing with a new third great force o Do 
,...re have any guarantccs t,hat ~,~" . . . . . .  +_,~s no+.'. " ooiosaus will bc on our +-;d-,+ .,'+.+ight 
it not find itself economically comp!cmcntary to the Soviet bloc and competi- 
tive to the United Statcs? Is i+t not possible that v+c will h~].p in building 
~p a thi:rd gr<.,at p~+'er only to see it join forces +v+~th our oc[+.(~-,crt'+ 

This possibility c~+nnot "~c dismissed simply by pointi+~g to the 
close bonds that exist at prcscnt bctv.+.~cn the nations -,vhich eo+.sbit['~tc 
thc "Atlantic Co~mur_ity." To be sure, thcs.e bonds arc still ~+~'~'.,+-++u, they 
dominate our entire culture(l, oolitical and economic lifc o +Zven before 
t+:u war, four-fifths of -u+.-cstcrn ~u~opo~s c+xtcm-.:~.l +trmde v+Js directed tor.'ard 
overseas areas and only one-fifth was dirccted tow~.+rd the area now included 
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in thd Soviet bloc. Currently, western Europe's dependence on the West • 
is even greater, and its economic ties with the East are even less importan- 
than before the war. But even now, as before the war, there are so~r.e 
countries along the eastern margin of western Europe which ~vould find it 
advantageous to increase their -trade v~ith the East, such as Sweden, Germany 
Austria, emd Italy. Any stop re,yard in the direction of western ~ropean 
economic union ~vill strengthen the ties of these countries "~dth bhe V~est 
and reduce the temptation to negotiate separately v~-ith the countries to 
the East. i do not have to stress to you the importance of assuring v,~ester 
European soiidarity-in prohibiting the exoort to the USSR of materials and 
equiomont .:zn~ch ~,vould make a significant contribution %o the Soviet war 
potential. ~' " ~.nzs policy is not inconsistent, hov,~ever, vTith the encourage- 
ment of exports to tl~e•East of nonstrate~ic items which can be exchanged 
for coal, tinter, potash, grain and other foods, and raw materials. 

In the long r~mn, hov.~ovcr, '.'re cannot rely v;holly on the automatic 
influence of trade relations. VTe ourselves shall have groat responsibi!itp 
for adjusting our policy, for talcing initiatives to strengthen or ~.veaken 

- " LI~ --~.~ 4- ~ " our ties ~,~ westem~ Europe. If our present e~uc~a~.ons ms.ter.~.a!ize, 
the need for direct economic aid to Europe may disappear or at least 
greatly diminish after 1952. But tb~ overpopulated comntrios of v~cstern 

"lq 0 "i~D "i "y,.~ Europe, which are so poor in ......... i resources, ~.~J.ll never be 2~ble to 
Support an acc6ptablo stmadard of living m~less they are per~mitted to 
develop their specialized industries and to expound their markets in the 
underdeveloped areas of Africa, Asia, and South ]~aorica. in .-those mar]{ots~ 
and also in the -~merioan ~,~rket, Europoa~ suppliers will enter into 
competition with .American manufacturers. !%b must accept this fact. This 
will call for a foreign economic policy of continued self-restrain'b, 

. , h ' ~  n ° . I  generosity, ~nd ~,~.~isdom, ~nd ~_~ internal economic policy d~slgnoa to ~" = " III~..i n ut%. 

stabi;lity, prbsperi~y, and progress in the !~ostern U.~orld. It ~sill also 
call for continued military vigilance. 

COLONEL HcCULLOCI{: Sir, it seems highly inconsistent that anyone 
can talk about the ostablishmor~ of an economic ~ion and nogiect consider. 

ing the establishment of a single type of currency, or a~ least ~n arbitral 
rate of exchange of currency. 

Isn't it quite vital that positive controls be obtained over 
fiscal policies •before ~e can begin talking about the actual fo~laticn, 
step by step, of an economic union, as such? 

i'-~. EVANS: An economic ~_ion cannot be divorced from control eve 
fiscal policy. The point I v, Tas trying to make ~,'~as that" the approach 
through monetary "~ion is inescapably ~.ied up v;ith the necessi~y for agree 
merit on fiscal policy. The establisi~ment of a single curre'ncy obviously 
involves such central financial po~.vers as ~o'tld lead automatically to ~'hat 
you are referring to. 
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..... ~ :,~cCULLCC~: Belgium furnishes an excellent example. After 
the vzar was over, Belgium im::,.odiately adjusted its currency situation. 
And even in the case of the ~SSR--oz course, that nation can do it mere 
effectively than we can--the Russians found it necessary to adjust their 

currency • 

So it seems to me that, in any event, a certain number of cotmtries 
have to go through the ~:~ringer. The question is whether it is more desirable 
to go through slowly and painfully or to make a quick job of it. 

~.Ei. ~/AFS: Yes. Of course, in countries ,..'here there is no such 
flying as civil resistance, you can do just ~hat they are doing in the USSR. 
There is a l'~ppier example, perhaps, in what we accomplished in Germany. 
But when we talk about an economize tmion, we have to consider politics. 
I thi~ that is the consideration on ~d~:[eh this scheme ~7ould f~il in 
i~.e di at e operation. 

QUESTION: Will the NortD_ Atlantic Treaty accelerate ~r decelerate 
the tendency to secure a European economic union? 

}~. EVANS: That is a pretty straight, prognostic in-b.21iigence 
question. 

The treaty may ms]co scononClc ~m~ion a little more difficult to 
the extent that m~!itary aid is associated with the Atlantic Pact, which 
vzill disturb the fluidity of labor and absorb some of the economy in war 
production° The extent of t~-~t disturbs~ce, Of course, is anybody's guess. 
~.'Vo }~ve not as yet ana!~.'zed this situation'. One might kS V~OII wait to 
see'how the figures finally come out. i think, in addition, that the 
Treaty undoubtedly will contri'~utG in the sense that it stiv.;~lates the 
v~l!, the spirit, and the temper; t~hinking in terms of union will ~ke a 
very great contribution, indeed. There is a m~xed blessing--in tenms of 
disturbing the budget, it is bad; in suggesting a common interest, it is 
g o o d .  

QLTESTION: }~[r. Evans , i v:-ould like to have you give your opinion 
as to vN~y Russia has no-,7 realized it c~nnot continue v.ith the Berlin 

• Tt " 

blockade. In other words, wha~ ,_s the reason ~c..~_n~. Russia's gettlng 
soft" on the Ber~zn~" blockade? 

: : :R. EVANS: You have to tic this thought into our subject with 
one ~.~ord--cooncmic. I thiiZ.~, to some c.~:tent, that is the ans~Tcr. There 
wore undoubtedly difficulties dovciopin~; in the Soviet zone mrd the 
Russians vTcrc feeling the prossurG. 

It is a very nice question, whether or not the USSR l-s.s retreated 
in order to find a better place from -~Thich to jump, s, nd if so, just v.~herc 
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the Russians arc going to j~mp. I am not prcp:~.rcd at the prv, scnt time to 
say v,'hat thcir motives arc. }~o~vcvor, a sott].cmcnt would liquidate m situ- 
ation r~hich was not providing good propaganda va!ue--a "deterioration of 
face," so to speak° 

QUESTION: ~,ir. Evans, ~vould you cormment on the feasibility of an 
economic ,~ion of the Eritish Co~onv~ealth and the United States? it 
seems to me it would be a more natural union than joining the ]~odgepodge 
of ~ysstern Europe. 

~. EVANS: That is a possibility, it is a very nice ouestion: 
W~ch way should the British Cor~onv~ealth go--toward the Continent or 
across the Atlantic? 

Taking the general vievr, the groat issue at the present t~z.qe, 
of course, is to achieve an improvement in western Europe as a whole. As 
compared with the desirabi!it~j of accomplishing that, I would not third[ 
so much would be gained. Even if we were joined--and, of course, we are 
pretty close--for strategic purposes to the Co~nonv~ealth, it would still 
be a net loss if conditions in Europe did not improve enough so as to 
diminish the danger of its collapsing. 77e consider it would be preferable 
to insure the increasing prosperity and security of western Etienne at the 
present time. 

QL~STION I had a little difficulty separating your discussion 
of a theoretical situation from one that has actually bc.~n existing. If 
I understood you correctly, there has boon economic union of Lhc Benelux 
nations; also, there is a treaty betv~ccn Franch and Italy vfi~[ch substituto~ 
internal taxes for tariffs. Is that correct? 

MR. EVANS: Correct. 

QL~STiON: Is that all that has boon accomplished, in fact? 

It~<. EVA}:S: Just about. That is u~y you had difficulty in 
di s ti ngui shinc. 

There is another possibility that should be mcntiondd. The 
L:arshall Plan, from its inception, included provision for the ro.tional- 
ization of th~ Er..ropean ¢conomy as a ~::ho!o--th¢ location of i.~%dustry, 
por¢or, and so on--v~ith a viorr to tn over-3.11 European plzn. Up to the 
present time it has been a hand-to-mouth operation. Those particular 
aspects of the plan >~vc not come into effect. But ~,~--,, still iox~vc some 
years to go and it is ass~ucd ....... " ~.~ ~.,~th the spade'.:ork having u~.." boon 
oomp!cted it will bc possibic to go on to the happier rcfincmcnts of the 
original plan. So v~e m~y expect that the CEEC p!a~ming and the Lotion of 
the ERP ~~i!, in the next fe,~ ycars, bc more effcc, tiw,' in arriving at the 
rationalization of the general European cconomy than it has bcen to date. 

2O 
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QD~STION: I gather that the bit-by-bit clan seems more prominent. 
In vic~:~ of the oxpcrionco v.~e have had in th,.: last fc~; years i~ these bit- 
by-bit problems ~;ithin Europe cm~d in the, South American' c o~ntrics, do you 
think that that past experience ~,ill lead us %o beliovc there will bca 
bcttcr o]~nco for putting across these agreements bct~vocn a larger group 
of countries, provided there is no groat<r fear of Russia than no~'; cxists? 

l~H~. E~IANS: First, for a brief moment, I would like io step 
do~.m from my role as an economic oracle (~d~ich is not by best role perhaps) 
to that of historian. I would certainly say that unification has, in an 
incredibly high percentage of oases, taken place as a result cf antagonism 
and fear rather than from ~h~ more ~ositive and constructive aspects of 
h~.~an psychology. 

I agree at once that fear exists. The danger, I thirk, will be 
the halfway point. ~Tnen ~nere is sufficient ground to diminish ~ ~.~ fear, 
as conditions improve, you have less and l,~ss impulse and effee-~iveness 
in th~ drive for ~n~" ~" cation. 

QUESTION: Do you mean by that, if v,,e v;ent half way, r;o would 
be in perhaps a worse situation than ~,~o are at present? 

};~. EVANS: The result would not be very effective. But ~ thir/{ 
one has to watch° There is a danger and one has to keep his eye on that 
danger. After all, the last steps are alvoays "the hardest in these things. 
As soon as you get greater security o.nd greater contentment erelong the people 
of Europe, you will have Isss urgency to change anything that now exists. 

QUESTIO!$: I would ~ "i~, ~m.~u to :~sk whether or not you cor sidor nolitical 

union a prerequisite for economic ;anion? 

~,i<. EVANS: They have tc go ]mnd in hand; othorviso, as i oointed 
~,._._O_~ o ~ i S out, you cannot have economic .... ~ ,-. ! + automatic. Econo1~ic union 

means the giving up of segments of no~tion~l sovereignty° 

QUESTIOn[ • i want to ask v£acthor complete political union is 
necessary if you exoect to ~:~w,~ comoletc ...... ~c~:.o..ic~" union? 

:~v.&=.~: Assuming that a federal union counts as com?L;~c 
union? 

QUES TIO}~R : 
in the United States. 
state s. 

%Yhat I ]~ve in mind is a situation similar to that 
In ether ",;orals, ~ve have one gover~ncnt for all the 

~. EV~[S: I thi~ i'~ is inescapab!c; yes. 

Z1 



of the Com~ci! of Europe° You said, I believe, that consisted of :7ords 
and not deeds. In other words, very little has actually been accomplished. 
! also am.fled to believe that came out of 5he planning that Started back 
in 1947, ~.,ri-thin the present structure. 

~,~. EVANS: Yes. That is embryonic as yet.. !t had to be determin 
what kinds Of people should actually participate--foreign secretaries, 
representatives, er who they should be. There vms a question of ":;hether 
to have actual representatives of nations in legislative ca[~acities or 
merely to conduct diplomatic negobiations. Those mrs rather basic question 
to dot e.~.ine. 

COLONEL }[F, ELER: I gather also from what you said that the possi- 
bility of economic .union it: Europe is probably in inverse proportion to 
the success which we achieve in ;;h:; Recovery Program. In other r'ords, as 
conditions get better, the chances for economic ~u~ion ~;~orson. 

7,'R. ~£a2{S: That is ~:hy it is so important to haw; the two things 
go together. As has been roco[jniz¢d, this is the moment to get the hard 
Dart of the initial work dc'_~e° From then on it becomes more a matter of 
having, so to speak, a sound information prozrs,m and keeping up the uill 
to unite. 

~. BUTTS: '.~r. [;vans, on b:~hs~li' of t:~e Coll{;ge i extend our do.sp 
gratitude and tb~.rJ<s to you for co~.in 6 h~ro this morning. 

In addition to that, i l-m."zo one other obligation to fulfil], on 
behalf of the Col!ego. Fr.•Evans ]-a~; b.~cn personally responsible for 
fulmishing at least 80 pere',~nt of the cousu!t~u:ts who have boon coming 
to our seminars. ~e are more than d~lightcd to acknev~10dge gratitude to 
you, I..:r. Ew~n s o 

~.~..EVAdeS: i ~n glad to know I huve boon of assistance, 

(30 June 1949--450)So 
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