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MR. ZUTTS: Genersl Holman and guests: This merning I assurs
you we are going to have a treat.

It is :1y pleasure to introduce tec you Mr. Allan Evang, Sirschor
of the CCfice cf Intelligence Reszarch of the State Department. Ir.
tvans has chosen for his topic this ﬂorning, "Implications for Tefense
of Wlestern Furopean %concmic Union.” : '

Mr Evans,

MR. EVANS: Before starting, I want to malke one footrote, partly
to clear my own conscience. This paper that I am presenting Lo you is
the product of cur Intelligence orgenizaticn (as, indeed; any good intelli=
gence paper should be) and I come here as the mouthpiece of "a‘f minds.
Numerous colleagues of mire have contributed ideas, and a small grour
toox the lionts share in putting together the mats ri l 30, in my talk,
wher T say "L' I hope you will spell it "we," ' ’

INTRCDUCTICN

Eeonomlic union in western Turope 1s much more a potentisl than
an actual fact., It hes seemed to us bzst, therefore, te discuss the
matter in gensral terms, with 1llustrations drawn from the few existing
samples of acticn, so that vou mey in your thinking and in your plamning
‘have pointers to assist in evalusiting current wund future proposals. I
ghall discuss, {irst, the o:jecctives of econcmic union; seccondly,
practical obstncles; thirdly, the major propesed approaches Lo such
union; and, finally, ths relation of this matter to our ows interests.

I shall leuve to you the preecisc deterwinution of what sonstitutes
+the defense potentisl of & ration, I shall assume here, so that o may
proceed with the busincss at huond, that the ability of westerr Zurope to
defend itself roquires, first, the will on the purt of Furopesns to defend
themselves; sgcondly, the ability to mobilize all western Furcops in case
of attack; thirdly, an impreverent in Burovcen industrial cofficicncy; and,
fourthly, a rising stardard of living in Zurope. Waturally, thesc facters,
are all inter-related. The problom is to determine whether or not the
intogration of western Burope inte an cconomic union con contribute to
the defensc of Burope by assisbting in the attairment of thesc four con-
ditions. < h




The guestion =as dcefinced, 1t scome Lo me, is but the rumn of a
very much larger animal. Wo are begirning the dilscusslion in a very
academic way, with the assumption that economic union is an gvolutionary
PCssibility in Zurcpe. Does it not appear at first glance that we are
wishing away mere than 2,002 years of history during which, t¢ some exten
constructive statesmanship and common interests, but also Lo a considsrab
extent wars, revolution, and economic competition, shared the present
naticns of Europe? ¥e are really here guestioning the usszfulness of
boundery lirnes and the concepts of nationelity and sovereigniy. Is it
possible to assume that enlighterned self-interest can wipe cubt suspicion
among national societiles, deny everyday habits, and change the ratterns
of thinking within a relatively short period of <time? Economic union
cen be achieved by evolution only if it is the lcgieal continuation of
forces elrzady in existaence,

And so, we should begin this discussion by studying the history
of Burope, thz gvolution of +he ideas which Zurcpeans hold sbout them-
selves and about their neighbors, and the development of similarities in
the institutions of the different countries. To do this would, however,
make this speech bhook-length, It will bz sufficiont if we remomber that
we are attempting to make predictions about o comnlex society by starting
somevherc in the middle of a problem.

DEFIEITION OF ECCHROMIC UNIONW

What precisely is the economic union which woe arc discussing?
Economic union in the abstract is wnebt difficult to define. The TUnited
States of America roproscnts on sconcmic union and con serve as a modsl,
Bxcept for somc heslth and motor-truck rules, there are no impediments T
trade zsmong the several states of the Union. There are no import or
export tariffs, =nd ne guotas to govorn what may be importcd into or
exported from cny of cur stabes. A single tariff and a single commereia
policy apply to all the ‘trade coming into cur Unioh. Persons, goods,
and capital move across state boundories without hindrance. Ye have one
currency and one central bank. Thoe stotes have their own tax systen,
but Fedoral levics have incroased to such an sxtent that 80 percent of
all taxes are now imposcd by thie Federsl Govermment., Even tho stato
social scourlty systems aro related to cach other by Federal statube.

We arce also, of courss, unificd by one Suprome Court which cstablishes
a - common commereicl law.

wy

This is what we hove in Amorica, and what moany people advocate
for Burcpe. Of coursc, we in Ancrico hove mush more than cconomic union
We have a politieal union as well, o common history, a common social
heritage, and 2 common language. PRut what we ar. considering here for
BEuropc is economic union only, putting asidsc the possibility, the cxpee-
tation, or the hope--as the cnsc may bo--thot sconomic union would
develop into the kind of union which e have.

SIS SR AT ST i, TR e et e e



What about the geographic cxtent of a western European econcmic
union? An economic unicn should be defensible as a unit, and some candidate
nations might, from the military osoint of view, better bhe left cut. Since
we ghould like some permanence in this economic union, we could perhaps leave
out one or two nations that would be difficult to assimiiate. Tien there is
the gquestion of the inclusion of sertain colonies and dominions of Furcpean
powers. Jlhese are questions which require solutions, but at this time, and
for our nresent purposes, we shall assume that we are taliing about an cco-
nemic union of all the European nations west of the Iron Curtain, including
their overseas dependenciss.

What can we expect frem such a union in Fureope? It has been said
by both Europeans and Amsricans that Americal's predominant position in the
world today arises from a simple circumstance. The strength and vozlth of
Amarica, they say, derive from the fact that we are one nation, while the
weakness and poverty of Turope result from its multiplicity of naticnal units.

Ve kmow that this is an oversimplification. Amerieca has o relatively
gparssr population than Zurope but is endowed with vastly grcater natural
resaurces., The larger amount of naturzl rescurces readily availatle to
American enterprise gives our worker an advantage over his Eurcpcan counter-
part. - This profusion of material cndowmaent and the very vrocess of rapid
settlement of o virgin continent have combirned to favor investrent ond to
specd up the development of industrial technigues, Tie cannot omit mention
of tempermsnt and traditien, Tithout going irnto the interplay of our
material circumstances and the "Amorican charcecter”™, we can say that currcat
American attitudes zare very much a fact, and onc that must bs considered in
any analysis of our progress. Onec a2 llbﬂt point is, however, beyond dis-
cussion; it is truz that the size of the Amsrican murkot has in itsclf been
a powerful factor in the development of Amgrican mass-production motheds and
industricl proficicney. Ve Y therefore, pose the guestion: In what
specifiic ways would cconomic union cnabls Purope So approximate morc closely
our ovwn hapwy circumstances?

Carried to its logical conclusion, sconcmic union in western Europe
would result first in a relocation of its agricultural and incustridl pro-
duction., Crops would bs grown cn the wmost favorabls ™uropean and colonial
soils; preferably, Furope would deperd on the tropics for <he bulk of its
Tat supply, while importing much of its grain from the land-rich ard fertile
countries of the Yew World, The intelligent and educated ponvlace of Zurope
would turn their talents to manufaciuring even more than they do ncw, so
that appreciable increases in productivity could occur. The nations would
no longer be driven to work their omm rew-materisl deposi’s, regardless of
guality, but would rather expleit Tirsi the highest-grade and most accessible
resources avallable in any part ol The area, just as we do in this country.
Those industries whizh process indizenous Turopean raw materials would be
located close to thelr new sourcss of supply, and they would thus avoid many
of the expensive transportation cosss vhich they now incur,




Not only would geograpkic cspecialization occur in this way, but
. manufacturing firms would specialize to a much grester extent then they
now. do. The removal of trade berrierz in western Durope, which is what
economic union implies, would immediately open up to each firmm a larger
. market than heretofore, free of present tariffs and other restricticns.
- Thus, cach firm would sell to a larger potential market even though the
total effective purchasing pover remained the same.

With 2 larger market, sach firm could sell more of the one or
two products which it manufactures most efficientliy, instead of attempiing
to make 20 or 30 different adaptabtions of its basic product to suit the
separate needs and desires of the small potential market previcusly served
4 Belgian textile plant, for instance, instead of producing a large number
of designs for woment!s dresses in Belgium, could produce one design and
“sell it all over Burope. If this manuficturer had attempted to sell cne
or two designs only in Belgium, he would heve soon exhausted his market
because, unlike soldiers, women deo not like to wesr the same clothes as
their ncighbors, S :

, . What applics to designs for clothes alse applies to other consume
goods, such as furniture, and 2lso Lo producers! gocds, such as lathes ond
drills, as thesc, too, have to be designed differently for diffcoreut uses,
In short, caech plant could huvs longer monufacturing runs, which would
instontly permit o saving of labor. Tho advantagss of standardization and
of building plants closer to thce optimum cconomic size would soca be re-
cognized, After some years, during which cxisting plonbs could be amor-
tized and ncw plants built, the plonts of Burepe would each specielize in
a fow products producsd in long runs and made in factorics specifically
adapted to optimum produsticn, '

Furthermorce, the difficultics of denling with many differcnt
currencics would be abolished., The uncertainty of passing goods through
.customs offices, secking liconscs te import and to export, would be things
- of the past. Rew materials, so far as they werc available in the cconomic

union, would be assured to all who could pay for them., The risk tha
Britain would cut off conl from Holland, becouse England reouired the coal
itsolf, or thot Swedeon would dsercasc ths cxport of wood, becauss it coulc
incrcase its exchange by corcentrating on pulp, or thot Fronce would limit
the convertibility of franes paid to Belgian workmon in French foctories,
would be eliminated, With faor greater certainty, with much lesa fear of
lossss, production in Europe could be rationally organized.

7 The Ruropean Continont would be no longer fragmented into tiny
cntitics, cach onc incopable of leading a bruly indepondont czistoncc. At
present the ceonomic severcigns of the smallor Burovean countrics arc not
their legislators, but the impersoncl world morkets against whosc vagaries
these small ecountrics arc largoly poworless. An cconcmic union of zll
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wosbern Burops would chonge this ond build in Europe a Tinely moeshed
economic syshem whose economic dosbiny would tc a much grester extent
remain in its -owm hands. With the whole of western Burope an economic
unit, measurss could be taken to prevent unemploymens, or if unemployment
developed to undartake prompt and effsctive action te eliminate it.

Our catalogue of the thecretical advantages of an economic wnion
scarcely esnds here, for indesed we may extend thns list until we have remade
‘Europe in the image of the United States. Continernt-wide advartising could
ald in. centralizing production in huge wlants where the latest mass-producticn
methods would be smployed., These vlants could be built with funds raised
in & Buropc-wide money market, instead of depending upon the smaller volume
of funds available in each of the present countrics. The larzer enterprises
which would then exist could foster research and develop and maintain the
highest productivity.

An improvement in thes productivity of Lurope would tend to raise
nos only. its standard of living bubt also its rate of investment. For the
past 30 years, the capital rcsources of Burope have inercased very slowly.
If its business wers nore efficient, a larger part of its product could
‘bé ‘devobed to increasing productivity, and its capital might grow at a
rote approaching that of tho United Siates. An ingcreazsc in the rabe of
growth wrould sncourage the heevy industriss--shecl, chemical, crngineccering,
coal, and vower--which arc, incidentally, cssentisl for war. Such growth
wrould be important beoeauss, hesides stimulating the basie industries, it
wrould cnable Burope to kecp up with the Sovist bloc. For Europets defonsc
nroblen 1s ¥y no means static, but involves consideratior of o conbinuously
developing cceonomy beyond the iron curionin,

These changes which could bo brought about by cconomic unionr would
without guestion increase the doelons: pobtential of western Burovs. iors
efficient plants and methods would increase Burcrel!s over=-all capacity to
preduce wearcns and war susrlias. Moreover, unified European industrial,
monetary and credit systems could be mebilized for war much mere efficiently
and guickly than at present. Ais confidence in Furopefe ability to withstand
foreign invasion grows among the people, its will to resist Soviet pressure
will toughen. Furthermore, an cconomic union commits each country o a
cefense of the union as o whole, for economic irnterdependence deprives the
indivicdval nations of military irdependonce. i'inally, +the increase of
productivity resulting from spocialization would mointain a rising standard
of living and thus produce an atnosphere of individual security in which
at least the sharply cconcmic appscls of Communist propaganda wonld fade
and the force of Soviet "fifth colwms™ be diminishoed.

FROBLILS TN ACﬁIEVING UEIOH

At this peint we lcove ths realm of possibility and eanter the
demain of practicability. The descoat to reality ls precip
' I
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shouid not be disiliusioning. Althoupgh Lthe most roscate heoes may not be
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fulfilled by econcmic union, some part of the program will ve attained,
if economic union can overcome its Zirst crises. There are, however,
reasons Lo believe that cconomic union in western Europe will not havs
clear saiiing.

FPirst, western Buronc could not begin to face up to the problem
of reallocating basic industrics unless military security wvas assurcd. To
the exbtent that military scourity depends upon econemic union, then, we
have a vicious circle, TIdeally, of course, as in the model cconomic union
we hove. been examing hitheorto, mining, sgriculturc, and basic industries
would become concentrated in the locations where production would be the
least cestly. Now surely no individual nation will consent to-close its
mines, dopopulate its forms, or deprive itsclf of industrices basic to war
anLess it relics for its defense on the union as a whole.

In nogotlatlons on the projected Franco-Italian cconcmic union,
agreement has already boen reached on o division of vegetable sced pro-
duction, but no agreement has been rcoached to date on the recallocation of
steel preoduction, It is safc to say that rc naticen, however emall, will
allow war industries within its national boundaries to dwindle until
military union is assured. o

Economic union is not only dependent on military urions it is
also dependent on a large measure of pclitical unification. If the countr
of wastern Purope were to deprive thamselves, under s treabty, of the right
to control trade and restricet the flow of currency abread, and the right
to pursure separate fiscal and financial policies, they would lose much

of their power to szolve their owm sconomic and social problsms. Iven a
country as larre and wealthy as the United States employs tariff restriecti
and subsidices to support various sectors of its ccomony. Its fiseal pelie
is adjusted from time to time to assurs economic stability and full employ
ment,

If th: Turopean nations had scononic unlon, but not political
union, the economic problemsz of any one nation would have to bs negotiated
by cdiplomats, instead of assttled by coustitutional procedures, as in this
country. Diplomatic negotiation for relief of a member In economic dis-
tress would be far too slow and uncertain. As soon as the lack of control
creoated cconomic dislocations within any country, irresistible political
pressures vould develop to break ammy from the urion, Consequently, in
the procoss of developing sconamic unlon, scguents of ﬂoverolgn v owould
have to be transferrcd by eoch nation to u supranationsl ageney. Thers
would arise the nzed for onc cernbtral bank for western Turope, one authorit
for reogulating commerce betwecn the momber countrics, onc central social
scourity agency, and so ons Durope would begin to grasp the notion that
it could not havL the fruits of cconomic union without tho sacrifice of
sovereoignty. There would have to bo o central cconomic admin 1str tion anc



a lecgislative authority with powers in the large and growing Ileld
gconomic policy. It is nct diffizult Lo see, therefore, that an ecoromic
union, to be effective, must zave many of the attributes of & political
union,

‘I am sure you will at once see the carger of the step we have

taken hers, e are on ths borderling betwesn whe bright calm of objective

. economics snd the dark, confused arza of political nassion, “here are

s :¥oreces aplenty which will drair on political passicn to obscure the cconomic
facts, for not everyone would gain and masny would loss from econcric union.
Relocation means dislocation, and 21l those sectors of ths economy--including
powerful husiness and labor groups--which would he adversely affected could
raise a lwe and cry that peliticans could not ignore. 7Willing hands would
ring the chanzes on the hkistoric loyaities and goually historic arntivsathiss
which affect Buropsans. '

Yot another difficulty stends in the way of rezliizing the hopes
of remaking “urope's econcmy alony American lines. Zurope's psychclogical
and seoclal inpulscs differ in cerbain respectz from thosc that cdrive this
couutry relentlessly toward technical c¢fficlency. Zconomic uiicn can, if

_agrecd to on papsr, create the- opporbunity for more officient opcrasion,
but the will to adopt novel modss of ogeration must somghow arisce in the
minds of Yuropcan statesmen snd businessmen. Tnfortunately, from our point
of view, Turopzan businessmen have developcd techrnigues of mairtaining the
sbavus quoi they lear to security ratier than advenbture, and orefer tho
relatively controllable profits from limited production of higk-cost
articles to the fractional gain per uwnit of mass production. Cartels,,
monopolics, dub more ¢spocially on wndorstanding not %o compete too
vigorously, have been devcloped to vrotest shrinking markets. Of course,
some cartels have acted to c¢liminatc inefficient plants and to incrcaso
efficiency. bBut by and large the purpose of cartelization is bo safe-
guard profit by restrictionism. The vigorous comretiticn of jimerica has
been avoided.

¥ot only have gmployers cartelized, but labvor has also cartelized
into labor unions, which strivs not sc much to ralse wases as to maintain
job security. Restrictionism and featherbedding are more widaspread in
surope, and have been so for & longer time, tharn they have in this country.
The work rules of labor unions are san important inhibitine iniluence on
thke raticnalization -¢f European production.' Nor cen the agricultural
interests be forgotien in considering the forces that strive for protection.

ut voth husiness and labor ta.a

Buropean zconomic union would p
test. If the pressent mixed economic systems of Europe, which try <o
combineg the incentives of private entsrprise with +the social benefits of
social democrzecy, should prove incavable of assuring cconcmic stability,

a more drastic plan of Sozialism will rocommend itsel 23 an alternative
ard the trond ftoward nationalization will bo strenghthened,




Yow, in the face of -all these problems, must we conclude .that
the possibility of sconomic union in western Zurope is remote? By no
neons. We must, however, be careful noet to lock To action in the cconomic
field alornes In the last analysis, the achlevement of economic union is
dependent on the strengthening of the political, culbtural and military
bonds .between the countries of Buropc. This suggosts @ step by step
orocess in which each advance in cconomic unification is matched by a step
forward in political and milidary wunion.

APPROACHES TG AN ECONCUIC UWICH

In theory, twe majer approaches arc possible in progressing toward
cconemic uwnion--ths all-at-once approoch and the bit-by-bhit anproach.

The all-at-once approach 1s the wy we started in this country.
We wrote a constitution which unified the 13 scparate colonics at one time.
The all-at-once appreach may appenl to us on cmobional grounds, bubt it is
altogether impossible for Europe. I would liks to sheow you why it is im-
possible in a moment.

The bit-by~bit approach, on the other haend, might start the proces:
of developing an economic union by substituting onc tariffl duty around the
union for the scveral internzl tariffs, onc commodity at a time. When all
the internal tarifi dutics arc -liminaisd, =snd o single tariff around the
union is cstablished, th: coopcrating nations can move to the next phasc
which might consist in wnifying bank laws, monuy laws, snd so one. Altcrnee

tively, a begimming could be mede by initiating » monchary union, s has
rceently been proposed by some membors of ECA, and going on from thot
point Lo develop a wniform tax system, oliminate btariffs, and so on, In
i0 to 50 years, the complete cconomic union would bo achieved in this

gredual wey.

Lot us cxamine bricfly the oll-at-once opproach heforc analyzing
custors unions and monetary unions in detall,

Imogine o situation in this country in which 21l trade barriers
were lot dovm, all subsidics removed, all taxes altercd, and the dollar
revalued, 2ll within o wesk. That consternation would cnsucl How differen
was tho situntion at the end of ths cightocnth century when the Amcrican
wyhon was formad. The celeonies traded little with ome another, news crept
from coleny to colony a2t a snail's pace, snd labor competition betwesn
colonies was limited to itinerant tradesmon who wandered up and dowirr the
coast. If discontent arose, cheap land drained of { the discontented.
Lueckily, the colonists had the good fortune Lo ncssess a common hard
currency--gold and silver--which served ag o standard of value if not as
a nmediwm of exchange, Ths history of that day reports no serious sconomic
repercussions of econormic union, and this is moi surprising since the area
of contact between the colonies was so small,

rmy s g s
2o "\:"1_3‘:: O
(FANTRE RURRRH h =4 it

N
Y
b )




But if Wurope formed & complebe economic union all at cnce, with-
out providing for o gradual tranmsiticn, unemeloyment ond Inflatien weuld

arise simultaneously in differcrt parts of ihes union. In cozbrast o
sariier dayz, the Buropean naotions are in constant contact wish cne anolhber
in a thousaxnd different ways, but consitrained by all manrer o cummercial
lass, regulations, and traditions,

To ilinvstrate the affz2ct of unicn-all-at-conce, lzt us assume that
the Juropean nations would, at ths morent of becoming a union, sgree to
convert 51l the separate currencies irzto a new common currercy, and as
furitker that the rate of exchange between the French franc and the pound
was 1,500 francs to one nound., At this rate of exchange, Fronch steel
could be unloaded at the Livernocl docks, -forcing steecl mills in Birmingham
to ghut dovm and unemwnloywment %o orise, In France, however, French steel-
naxers would bid up the pricc of labor and material in ctheir anxicty to
nmeot the new demand. If %the Trane/pound rate was sdjustsd so steel pro-
duction weuld be wmdisturbed, then toxtile, pottery, chomical or motor
vehicls producsion would be disrunted,

0

The adversce repercussions--uncimployment in the high cost area
and inf'lation in the low cost wrbﬁon-;oald occur wocausc, as o result of

a multitudo of protective devises, tho cost structure of oach country has
devcelopod indopondently. Such forces as tariffs, guotas, taxcs, subsidics,
nonovolics, health regulations, price corntrols, and “he restriclion of
migretion hove detormined, to = vory large c:tﬂnt locaticn of Industrics
and the cost of produptlud. Tips those away suddenly, ieb in tho cold wind
of competition--and the patlent will protably succumb before te gebs better,
The chainces sre That i Curope tiisd the zll-at-once approach, events would
force a halfg, ‘

~

The most likely way in wihich econoric union may ﬁeve1op'is by the
stev-by-step approsch, The metiod moss freguently atitsmpbed - te date is
the method of first achisving ¢ customs union. The other is to start with
the unification of monetary systems. BHat we should realize that neither
& cusbons union nor a monebary unicn is synonmyrouz swith full econcmic unipn.

ion in wesbtern Furone would be a milestons ) he road
customs unicn alone would at best be Dnlv 2 half- -
arilf and quota restrictions om intra-Buropesn

trade, a customs union would, as I have shown previcusly, iIrcrsase productive
efficliency 2as a resulc of geegravhic and product spocialization. But a
customs union alone would not achleve the optimum allocaticn of resources.
This result will be attained onlv through the removal of all mane-nads
differences in the cost of wroducing goods, such as differences in baxes
social services, and credit conditlons. Indecd, even vhea all ros *rlctlons

on ths movement ¢f perscns and goods are reomoved, and o commnon wonctary

A customs un
to econcmic union, btu
vay mark. 3y removing
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unit, common economic policies, oné common social services ars estaklishod,
the achievement of the optimum pattern of mroduction 1s cften robarded by
the reluctance of people o move to new areas or to new Jobs, Tthe lack of
adaptability of workers and businessmen, and the like.

But cven the §

[}

i cps towsr s wnion raise great diffi-
cultics, In the first place, thers arc now difforcnces betweon courtrics
in the average level of their costs,., If 211 trade rostricbions were
removed between a country whose industrices carry o high fiscal and wege
burden, and org whose manufacturers pay low wages and fow baxes, the

>

merkets of the former would soon be swanmped with the produsts of the latior
To prevent this, the highe-wage countyry would »robably try to protcet itsclf
by guantitative import restrictioms, by import taxes, or by wrpe

sidies; similarly, the low-wapge country might try to protect itaclf from
the c¢xecssive drain by imposing oxport rostrictions,

. Secordly, evern 1if tle average level of costs were squalized, the
structure of costs between the two counbtries might be diffsrent. In each
country only the mcre efficient indusiries would be atle te market thelr
goods, while other industries would be left at a disadvanbtage in compelbitic
writh imports from meore favored producers in the other country. The result
would be a depressicn in some secters of the econony of eachn coundtry and
highepressure demand in other sectors. TUnemvloyment and bankruptceiss
would occur side by side with inflation. ]
Clearly a gradual approsch is ca
progess of adjustment during the rerisd in vhich geosgraphic and product
_specialization develoos., The process itsell will raisc o host of cconomic
and social problems. Zzach industry would wish t
the wringer, cnd w= rould hear the anguished exc
trade upions, and farm groups thet netionnl inte
by misguided diplomats.

¢ be the las®t tc go throug
lamations of industriazlist
reets are belng sacrificed

The progress, or lack of it, vhich sowe of the present-day
customs unions have made may illustrate some of the vroblems we have bhoen
talking about. The EBenelux customs union, for dinstance, went into offact
in January 1948. The situation in which thoss countrics found theomsclves
vras very fovornble to the cstablishmeont of o customs union. Toriffs be-
twoen Belglum, Luxembourg, and the Vothorlaads were relatively low. Yone
of the threc countries relicd heavily on protcctionist celicies szince all
three, thor and now, depend on tho import of row motericls which thoy
process for export, and usc the earnings to purchase focd and other con-
sumer goeds abroad. '

For thzsc recasons it was relatively easy to clinminate mutual
tariffs and to meke oxtornal tariffs wuniform It goor wopearcd, harcver,
8
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that very little wos gained by this step. Since the end ¢f World War II,




the ¥etherlands had boen pursuing cconomic volicies which wers quite
difforont from thosc of its ncighbors to the South. Thb mo+lbrlﬁ“du'nis
hoen, snd-still is, orerating a contrelled cconzyy,
planned investrients financed out of forced 5avir 2ES,
rcmcvca mcst cconomic conbtrols and has been content - iuh 51 relwdwv”lj low
rate of savirngs snd investment. Ac o rosult, o suppresscd inflosicy vre-
vails in the Hetherlords, vhilc deflationary conditions cexist 1n Bolgiun;
andé o rolatively overwalued, "soft? Dutelr guilder is confroz
relatively undervaluved, “harg™ Belgi
ceoromy, the Netherlands has found 1T nceessary to continue thoe tlollng
of Belgien frends to ibs impors raticns its exhorts, 30 that
trade is moving no more fTrsely vcefore the duties
vere removed. o

The projected French-Italian customs union must overcome much
greatér difficulties than those found ameng the Benslur nations. The two
gconcmies are compebitive rather than complementary and tariffs are a
major obstruction fo mutual trads, Iy 1-50 France andéd Italy plan to
announce the abolition of tariffs hLetwse J“vmsglves. Zinece, however, the
repercussions of removing tariffs vould be toc scwereg, tho cwstoms union
draft vrovides [or the levying of taxes which will compensate in part for
the tariffs which ars to bs removed. TOhsuﬁue“tlv tha ?dOguiOn cf the
French~Thalian Custons Union Troaty will net result in the immodist r

ng of trade. The climiration of trads bavriors W1L1 nuve to avnit the
gradual removal of the cushioning baxes, fellovwine do ﬁa*'oﬂ rerosiation.

A oa

=~elux custeons union and the srobloeus
lien arnions 1ndic'+c the meenitude of
g

1.7

The esxperienco of tho Be
faced by the prejectad Fronch-Ite
the difficulties which will o
involved in tha problem of frac
unions boftwoon pairs or among Small sroups of countries may bs ostablished
before stops are token Loward an ovor-all Duropeoan customs union,  Such
an approach has certain zdvaubsages, Te the first place, groues cf smell
nations, sucl: as tlg ~oy: Douatrica or tho Scandinavian couniri: 3, may

find o customs union of wmore imn 52 ponsfit thrn the lorger and wmore
diversiflied countrics.

b (}

. LG
ountared. Becausc of the complexities
trade, it 18 proboble that cusloms

3y forming customs unions, the small countrics increase thlr
bargaining power 1n the negoviation of trade trostics, sinec thoy can
offer larger quantities dnd a groater variety of products. Farthormorc,
the problems of internal sdjustmeant are clso simplilicd by dexling with
two or threo countries at o Time. Bubt this piccomcal approsch is net an
unmixed 01 essing. Alter poinfully adjusting to ornc union, counirics would,
at & later datc, bo requirced to go through o newr prosess of adjustment,
pcrhaps in an entircly diffsrert direction, whoen the rogional customs unions
vare integrated. The scuwnrder precess would be to attompt to achicve an
over-nll Buropcan customs uwnion in one scrics of coordiratod stops,
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Fortunately, phe AEutPrﬂ Luronean ﬂourtr*es are not concentrehing
s0lely on the piecemeal spproach to customs urnion. In 1847, = 3Study Group
for a European customs union mst in Brussels and analyzed the probeble
benefits and the difficulties which -yould be encountered in such & unicn.
A11 the western European countries eycept Spain were repreosentsd at this
neeting. The Study Group recogrnized that a customs uniosn could be accompli
ed only gradually in a series of sieps, It was also reinted out that if
these steps were taken without a clear idea of +the aislocations vwhich would
ensue, the countries suffering fronm these dislocations would be forced %o
impese quantitative controlsz or trads vwhich would be more resbriciive than
ofdiﬁary Yeriff barriers. The Group is, therefore, attempting te obtain
all possibls infermation on the imvortance of tariffs in protecting the
aconomic structure of vote: tlal member countries. It is hoved that in this
Ry uuCOSlrablL dislocations can bo forescen and guarded against,

Furope=-wide customs urion is to

1t to foresee ©ll its effects;
adverscly affected by it

¥hile a planned transition to =
be preferred, it will be extremely diffic
it will be even more difficult to rersuzd
to adapt themselves in advencc. The most ent vay of Aoallnr with the
nroblem would be to empower a central uni administration te conbtinus
Sariffs and other restrictions *Oﬂnor“rlly wherever just fied, ond to
refuse such suthorization in other iumstunces. PBut the delegaticn of such
powers to an internationul body vrould obviously conus titute « sransfer. ol
important ‘clements of rational sovercignty. Whothor, ir the onsuing months
the natiens of Furepe can summon us cnough couraps to toke this sten rg-
mains to be scon, .
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Some stuatosmen, discourag:d by the prospocts of redueing Aundr@ds
of aifferent tariff dutics, have swung around ts the vicw that verhaps the
best first stop in achicving un coonomic wmion is the formation of a
monetary union. Urnlike the principle of customs unim, which permits a
variéty of appreaches and roauirss wco#oug, detoilnd nocgobiabions, monchar:
unicn boldly highlights the neeossity for o supranntional agomey with real
BOVICTS . rlans for monetary union wwhich £211 short of this will soon prove
to bo impracticable. ' -

Cne proposal for sttaining +he cquivaloﬁt ¢f a conmon rurrcﬁd3
vhich protends not %o require any surrcndor of nationsl sovercignty is tha
the Buropean notions Qimaly abolish all morcbory rostrictions and lot the
freo markst sdjust the flow of trade according to its ovm automatic laws.
CA the surfacc this suggestion sounds plousiblc, since it is o proposal

hat ¢ roturn to the o1ayr, ﬁnd prosumably bbtt“r daoys of what is vowula:
kncn_ s bthe "gold standard. The world hos, in t“, past, had systoms of
freely convertible CUPTuFClCS ang s sorotimcs flourished under them., Th
is, however, o difficn --in “imes of stress, the nubomabic adjustments o
the mariet are nob gl nt. In cddition, thuse adjustmonts tske too long

‘
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to work thcnselv cs oubt., To the navions most sevarely aflfected by d“‘Pl-
cultics in be lanCﬁ-of-pa‘ tents, it appears that allowing e market to
adjust itsell is soemething liks led:

In a hundred years, if the
grom forest no worse than

o

g & forest fire burn itsell out.
ved that long, he might gee a re~
1 :

1

To be sure, these fears are often exaggerated. The zcononic
foreces of the market, if given free pizy, would probably nct require =
mndred years to work themselves ocut, But how would s sudciden transition
to freo convertibility alffect the Burope of today? If theo western nations.
made their currsncies frecly convertible today without drastically reducing
their exchenge rates, foreign exbO;tGrs would begin o flood thewm with goods.
Hewever, instead of using the proceeds for The purchase of European goods,
which are too expensive at tho nresent cvervalued exchange rates, they
vrould present them for convsrsion inte dellarz or other hard currencies,.
Foreign holders of hitherto invenvertibie soft currency funds would also
try to conwert these into hard currcencics. The magnitude of the disturbances
tius created may be gauged from thz dl astrous results of the Hritish
cxperiment ir free convortibility in Ju 13 1947, when Britaints holdings
of dollars werec roduced Ly avout 730 miliion dollars within six -ceks.

It is often said thabt once tic European nations "roubt tholr hcouses
in order" by removing most intecrmal cconcmic rois and adju t¢nb their
internal price levcl and their foreipn ;:chal-c retos to the werld warket,
most of these difficultics would not arise. Thase are sound prineiples if
apolicd e a stalls and prosworous cconomy, and if Furopean racovery procceds
according to schedule, the ¥Time may be approachiag when they cen gradually
be put into effect. ITut ths difficulties of %Yransiticn to a frae sconomy
should not be underestimated.

The removal of trade barriers, as we havs seen, may sreante unemploy-
ment in many industries which _o"ner1” exported wmder barter zgreements and

-

-other ”peclaT arrangements, and which would now suddsnly find thenmselves
unable 4o compets in forsigna narlets. Furthermore, import guotas and
tariffs are often imposed with 2 view to correcting an undesirable Aistri-
butlon of income and in or-der to prevent excessive imports of luxury goods.
The 1lifting of such restrichions may, thersiore, result,ln insrensed social
tension,

The removal of exchango controls raises equally serious problems
of adjustment, In theory, ithree typrss of adjustment ars possitle, TFirst,
there is the classical prescrintion of o general dovnward adjustrient of
intornal prices and wages to compeblitive lovels. The deflationary approach

it

is no longer considered oracticcoble, however, because of its adverse offects

on cmoloyment and social stability. Arcther nossitle remcdy, o drastic
ditional restriction of imports *hrough guotns, btariffs or soxes, must

be rules out becouse it would tond to roduce =ny+0fmcnt wnd bhic notional

income. Turthermore, sdditicwal import restrictions, like +tho dumping
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of subsidized experts, would invito retaliaction. The third pessibility,
vihieh is now much talked about, is the devaluation of currcencics.

2opca
cxchange rates are permitted to scck their naturcl lovels, somec Turopean
currencics may dopreziate at first by 2z much as one-third. Tho conscgueont
increasc in the interncl price of importcd goods would have repercussions
on prices and wages generally., TWorlors, fdrmors, and omployers will tend
to resist reductions in their real iacome and unless severc neLsurcs ars
token to stabilize the economy, an inflationary spirel might be sct in
metion, leading to further dovaluation and further price riscs.

=]

If the rationireg of foreizn exchange is abandoned and Tur
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One of the desired effects of devaluation is toc make cxport indus-
tries more profitable. A%t the same time, imporis will tend to be reduced
because they are more expensive, If the country's sxport goocds are such
that a smell reduction in prices will greatly stimulate sales abroad, the
probable result will be an immecdiate improvement in its balance of payment
(This is an oversimplification of the problem. The effect of devaluation
on the balance of payments depends a2lso on the elasticity of demand for it:
imports and the elasticity of supply for both its imports znd ¢ xports.)
But in this way the country will be deprived of goods needed for consumpbic
and reconstruction; this will add bo the inflationary pressure in the shor
run, or affect the country's long run viability. If, on the other hand,
the demand for its exports is inelastic, ths country may actually find its
receipts of foreign excharnge fzlling as it tries %o ssll more, thus asggra-
vating its balance~of-payments deficit, Experience has showm that, at
least in the short rurn, Jthe international demand for many Buronean export
goods is rather inelastic,

tThere is also the svor-proscnt danger of capital £light, Fow
among cven the most orthodox cconovaists propose to 1lift all controls om
international capital movem@n%s, since this could only result in a resump-
Tion of the prowar tendency, inducced by the fear of war, taxation and.
confiscation, teo export Surovean funds to the safe havens of Switzerland
and in the Western Hemisphere. Bub unfortunately thers are many ways of
transferring capital wader the guise of legitimatc s¥pords or imports,
and the lifting of restrictions on current transactions would make it more
difficult to prevent such manipulations,

he immediate cbstocles in tho way of a return Yo the zoneral
corVertlblllty of currencics are formidable, and i% sesms to be olmost as

difficult to restore the convertitility of Furopcan curréncice romong thome
scives as to make them 211 cenvertible vith the dollar

But c¢ven

if the pestrar problems of adjustment could be successfu
solved, the basic probl

em remains, That assurance do the Europcan nations




have that there will not be ancther war, or another depression? Would the
different national governments be [lree to oursus their individual policies
of stabilization of prices or =mployment, and at the same time malntain.

free convortibility and abide by the rules of fair »lay in internsiicnal
trado? One might wish that these objectives were roconcilable; unforfunately
e must recognize the possibility, and indeed the probablility, of conflicts
hetirzen national stabilization policies and international cconunic stabilitye
This problaom was not very Laportant in the nineteenth cerntury, when govern-
ments interfored Little in domestic coonomic affnirs ond mess countrics were
less dependent on intsrrational trade and therefore loss vulnerzbls to ex-
terral sconomic disturbances. fut since thet time, and partlcularly since
thie "Grent Depression” of the early 1930%s, Drwcb1ca11y all courtrizs have
comc Yo regard the power to fake measurcs of coonomic policy to combat
inflation or unemployment as an cssenticl clement of their sovercignty.

By agracing to froe convertivilivy wid fair trade rules, a country, thore-
fere, does surrcnder a part of luo sovereignty, That this is a gurrondor

of sovercignty not to a supranationzl agoncy, but to the va Wgarizs of tho
world market, makes 11 no morc acccptmolc. Wosht nations, if they have the
means to pormit it, will not zllow the world merket to be the arbiter of
their destinies.

Generally speaking, howewer, large nations are laéss donendent on
forelgn trade and arc, theorolere, loss vulnerablc Lo cacnomic disturbancos
originating abread than are smull notions. As o rosult they can morc

nqlly afford ©o open their doors to free forecign trade and paymonts. It
is thus cloar that the wy Yo rostore froedom of trade and poyments is to
create coenomic units which ore sufficicetly large and sufficicently balanced
to be able to reconeilc the prinmeiples of free convertibilizy of curroncies
and froc trade with a meosure of independence in shaping their ink:
economic policiss,

There is one neat and zleusible proposal 2f which menbion should
be made, both because 1t is much talked atout and because in the ond it
points to the same basic probiem. It i° proposed that the western European
nations agres o0 maintain consistent £ixed rates of exchange for a sub-
stantial vime period between svery nair of currencies. 7This would be
substantially the same as inventing a new currency, let us say the unita,
in each country, all unitas to be egual but each 4o have an appropriate
rixed rating in terms of the “resnnt nationnl currency. The French uriba
vould equal so many francs, the snglish unita so many pounds, and the o

unitas would be egual and freely exchongeable,

This has psyechological value, perhops, bubt in the ond any nation
could violote this agreement by changing its internal price structure, If
france, for instance, retained the pover to croat money, it could, by means
of inflation, attroct withirn its boundaries mero goods than i1t exported.




If this occurred, other countries would zrobably retuliabe by setbing u
axpert controls. Conversecly, nc once would wnnt te receive Frencl unitues

in payment for merchondise, sinee it would be unprofitabls to buy the
overpriced French goods. That would hardly te the froeing of trode. o
come back to the inescapatle conclusion that an ogreemsnt on exchange rotes

£
vritheut an ﬂgrdeant on the inbternnl pricc level is meaningloss,

A monetary union, to be ef*ﬂ tive, really recuires thal one agency
contrel the c¢reaticon of money., This iz an obvious proposition, bt there
are many Yeople who wish the form without the substanes and wrefer to step

short of a single money-issuing authority for all Surope. Reducing this
problem to fundamentals, it means that one centrsl bank must be created
with supervision over the banks in each nation. 2uc the creatisn of a
central Buropean bank rsouires that cach nation give uv & basic sovereign
right, Theexistence of one cerntrol bank implies that the power of each
navion t0 rn a budget deficit is se*erply limited., NO nation gould fight
a depression by deficit financing without receiving permission from the
central bank. Similarly, the power Lo crestes credit would be taken out of
he hands of individual coumtriss, A4 substatial part of nstional sovereig:
would thus be transferred to a supraraficnal agoency.

A monetary union in this last sense-—the igsuarce of woney by one
central banXe~would automaticzlly elim : i nhrols. Trade re-
strictions such as tariffs could stil 3 mporarily Lo easc
the diffieuities of particular industri vrdieh DLQQCU1" boodne unproefitab
pecause of foreign competition. FHut monchary union would make pcople
ingvitably think in tcrme of unity on guestions ef econcmic policy, nation
budgets, btaxcs, social sceurity, and defense. They would have S0 think in
Turopean terms since, with the control of currceney by o contiral agency
vrould severely limit the freecdom of astion of any onge mation. The advante
of having uwniform taxes, social scrvices, defense, etc., would then be mor
obviouse. Cansequently, the establislucnt of a single currency, contrally
controlled, wiculd probably rrove to be o docisive stes toward cconomic
union, -

IMPLICATIONS FCOR

-
T

That are the imvlicat
o reach cconomic umion in wes

ong for imerican sceurity of this forment
orn furopc?

I hope I have established in the- preceding discussion that econor
unicn, if it could e azhieved, would have preat ndvontages for Durope. I
believe that for this reuson nlonc escnormic union deserves encouragement.
" But. by encouraging ecomomic unicn in western Burope we are, at the same i
pursuing our seclf-interest. ln the last analysis, a western hurcopson unic
supported LY the economic tna military might of e United S auuS,‘uOuld
prove to be an essential fa ctor in any sifort to contain Soviet expansioni
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If western Furong is considered zas a vhole, she Znetors which

are commonly regardsd as the basis of its econcmic potentlal [or wor cdd
up to an impressive fotal., Ir tur“s of pOpulﬂthn, *RP Furope is the cqual
of tie Soviet bloc (exelusive of Chima). Its national Income is twice thet

of the Sovict bloc its steoel production is 80 percent grouter, wnd its cosl
vroduction B0 percent greaber, But at the prescat time, as 1s cll knowm,
this superior ccomemic capacity ennot be translated into military capacity.
Thé econoniec racources of woestern Zurcpz will have Lo be integrated and sub-
_ jected to a cowmon plan for economic mobilizatlion bafore they becoms effective
“for defense. Trom the point of view ¢f economic striking power, the atomized
Turope of todey is ne match for the economically inferior but -well orgarized
‘and intepgrated Soviel sphers. Any real progress towsrd cconomic uanion will
tend to strengbhen western Ivropels abliity to resist Soviet aggressiona

The necd for Turopean integratvion becomes cven more inmperative if
we lock beyond the immediate future. The gcoromic capacity of the Sovict
Tnion and its satellites, despite the serious setback as a result of the
war, is growing rapidly. :iost of the wartime dastruction has acw beoen
repaired and industrial preduction hes rgcoversd to the prowar level, If
the present rate of growth continues, irdustrial producticn will triple
within the next 20 years.

Bven under favorable clreumstances, wostern Swrope will be wnable
to equal the rapid rate of devceloprment of tio Soviet bloe. It has been
estimated, on the basis of the rate of growth 1an the 205 years proceding
World War II, that, at best, “he indusiricl copacity ol western Europe will
inercase by about 70 percent within the rext twe decades.. Ia othor words,
oven vwithout any furthoer territorial cxpansion, the Soviet bles will have
crught up with western Burope by 1970, It 1s.all the more inportent that
ve remove all artifieial obstaclés to cconomlc grosuh in the Vest and assure
a degree of wnity and organirational efficicuecy at lecast cqual e, ana if
possible superior to, that aut&lnud in tho Soviet bloc.

v is often poin tc outy f course, that when econonic.union has
veen achieved, we will then be dealin g with a new third great “orcc. Do
e have ony guarantcos that this xow colosgus will be on our side? Highb

it pot find itself cconomically complementary to tho Soviet blec and competi-

tive to the United States? Is it not possible that we will halp irn bullding
up a third groeat power only to sco it jein forces with our opponcnt?

closs bonds that oxist at nt botwicn the notions which corstitute

the "Atlantic Commurity.™ 7o bc surg, these bonds cre still strong: thoy
dominate our exntire cultural, political and cconomic lifoo-AEvcn before

the war, four-fifths of wresterr Furopels exterral trade vms dirceted toward
overseas arcas ond only one-fifth wes dirceted towerd the arca rew included

This possibility cunnot e dismissed simply by p01 tlnb to the
pre




in the Soviet bloc. Currently, western Turorc's dependence on the Vest

is sven greater, and 1ts economic ties with the Bast are even less importan
than before the war. Bub even now, as before the war, there are some
countries along the eastern margin of western Bureps which would find it
advantageous to increase their vrade with the Tast, such as Sweden, Germany
fustria, and Italy. Any step forward in the direction of western Huropcan
economic union will strengthen the ties of these countriss with the Viest
and raduce the Temptation to negotiaste separately with the countriss o

the Bast: I 40 not have to stress to you the importance of assuring wester
Burovean sclidariity -in pronlbiting the cxvort to the JSSR of materials and
equimment which would make a significant contributior to the Soviet war
votentinl. This pclicy is not inceonsistent, howsver, with tho ﬂﬂcouragcn
ment of exports to the Tast of nonstlateglc items which can bz sxchanged
for coal, timber, pobtash, grain and other foods, and row materlals.

In the long rum, 01ovcr,'we carnot rely wholly on the sutomatic
fluence of trade relations., ¥z ourselves shall have great responsibility
for adjusting our policy, for taking initiativass to strenpgthen or weaken
our ties with western DBuropc. £ our prescnt expeoctations matoriaslize,
the need for direct cconomic 2id o Burope may disappear or at loast
greatly diminish after 1952. Dut the overpopulsated countrics of western
Burepe, which are so poor in natural resourcas, will never bo able o
support an acceptable standard of living unless they are permitted to
develep their specialized industrics and to expand their markets in the
underdeveloped arcas of Afries, Asia, and South Amcrica. In thosc murkots,
and also in the American marlksh, | UTOpﬁﬂn,ouh”llbrb will cntor inte
competition with American monufocturers. We must accept Lhis fact. This
will call for a foreign cconomic policy of continued sclf-restraint,
gencrosity, and wisdom, ond on intoernal ceconomic policy designed to mainbo:
stability, prosperity, and brogross in the Western Torld. It will also
call for continued military vigilaoncco.

COLOWBL #cCULLOCH: 8ir, it scoms highly inconsistont that anyone
can talk about the estoblishment of ar cconomic union and neglect comsider
~ing the costablishment of a single type ef currency, or at least an arbitra
rate of exchange of currsncy.

Isnt't it quite vital that positive controls be obtained over
Tiscal policles before we can begin toaliting about the actual formabticm,
step by stép, of an ecoromiec union, as such?

MR. EVANS: An economic union canmot be divorced from control ove
fiscal »elicy. The peint I was trying to make was that the apprsach
through monetary uvnion is inescapably tiled up with the necessity for agree
ment on fiscal pclicy. The esbablishment of a single currency obvicusly
involves such central financizl nowers as would lead automatically to what
you are referring to,




IONEL McCULLGCE: Balgium furnishes an excellent ewample. After
the war wog over, Beligium immodiately adjusted its currency situation,
And even in the case of the USSRe=of course, that ration can do 1t mere
ffectively than we cun--the hussions found it necessary to adjust their
currency.

So it seems to me thalt, in any event, a certain number of countries
have to go through the wringer. The question is whether it is more desirable
to go through slowly and painfully or t5 make a suick Jjob of it

KA, EVAVS: Yes., Of oourse, in countries where thesre is no such
thing as civil resistance, you can do just what they are doing in the USSR.
There is a happlier example, perhaps, in what we accomplished in Germany.

Eut when we talk about an economic urlon, we have %o conslaer FOLLLLCSl
I think that is the considsration on which this scheme woulé fail in
imnediate cperatiom.

QUESTICN: Will the North Atlantic Treaty accelerate or decelerate
the tendency to securs a Burcpean economic union?

¥R. BVANS: Thet is a pretty straight, prognostic int:liigence
guestion.

The trzaty may make eceounomic unilon a litsle more difficult to
the extent that militsry aid is associated with the Atlantic Pact, which
wilill disturb the fluidity of lebor and sabsorb some of *the cconomy in war
production. The extont of trat disturbance, of course, is anyhodyts guess,
Wo have not as yet analyzzd this alL”DtﬂO” One might as wipll wait to
sec how the figurces finally comg cut, think, in addition, that the
Treaty undcubtodly will comtritute in the scnse that it stimulates the
will, the spirit, ond the temper; thinking in terms of union will make 2
very greatv contribution, indeed There is a mixed hlessinge--in terms of
disturbing the budget, it is bad; in suggesting o common intorest, it is
good,

: .
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QUZSTION: Hr,. Evens, I would like w0 have ycu give your opinion
as to why Russia has now ro nllzed it cimrot continue with ths Berlin
blockade, In other words, what is the reason bchind  Pussiats "gobling
soft” on tke Borlin blockade? ’

¥R. EVATS: You havo
one wrord--cconcmic. I thinlk,
wore undoubiedly difficuliies
Russians were feeliang the prossurc.

with
Therc

It is o wvery mice guestion, whother or wmet the USSR hes raotreated
in order to find a betior place from which to Jump, and if so, Just where




the Hussians arc going to jumpe I om not proparzd ot the prusent bime o
say what their motives are. Mowever, a scttloment would llguidabe o situ-
ation which wns not providing good propuaganda valuw--o "doterioration of
Tzee," so to speak.

QUESTICN: Mr,. Bvans, would you comment on the feasivility of an
econonic union of the Eritish Commomwealth and the Tnited 3tates? It
seertis Lo me 1t would be a more natural union thar joining the hodgepodge
of western Furope.

MR, BEVAMS: That is o possibkility. 1t is a very nice guestion:
TWhich way should the British Commoimwrealth po--toward the Continent or
across the Atlantie?

Taking the general wvievw, the groat issue at thz present time,
o course, is Y0 achieve an improvement in western Zurope as 2 whole, As
compared with the desirsbility of accmmplishing that, I would not thinlk

. #o much would be gained. Tven if we were joinsd--and, of course, we are

pretty close--for strategic purposes to the Jommenwealth, it would still
be a net loss if conditions in Turope did not improve encugh so as to
diminish the danger of its collapcinge. We consider it would be preferable
te insure the increesing prozperity and sccurity of wesiern Eurobe at the
present tlme.

QUESTION: I had a 1ittle cifficulty separating your discussion
of a theoretical situation from one that has sctually bheen oristing. I
I und rstood vou coerractly, vherc has bsen aconomic union of tho Benelux
natioens; also, therce is a treaty betweoon Franch snd Italy which substitutes

lﬂuOrPdl taxes lor tariffs Ts that correct?
MR, EVANS: QCorroct.
QUESTION: Is that all that has boen accomplished, in fact?

KR, ZVAES: Just about, That is why you had difficulty in
distinguishing.

There is ancther possibility that should e meniiondd. The
Yarshall Plan, from its incepticn, included provision for the rotional-
ization of thu Luropean gconomy as a wholo~=the location of industry
power, and so on--with a view o an over-all Buropcae plan. Up to thc

.present time it hag becn o hand-to-mou+P operation. Theose particular

aspeetas of the plan rove not come into offcet,. But we still heve some
yoars %o go end 1% is assumcd that with the spadework hawving nar beoen
completed it ill be pessiblec 6 go on to the hoppicr refinemenss of the
original plan. 8¢ we may oxpect that tho SERC plamning and thoe aetion of
the BRP will, in ths next feouw years, bo more effective in arriving ot the
rationalization of the general Turopcan oconomy thon it has been to date,




QUESTION: T gather thot the bit-by-bit plan scems morc promincnt.
In viocw of tho cxperionco wo have had in the last four yeoars in theso bit-
by-bit problems witkin Furope mnd in the South American countrics, <o you
think that that past expericnce will lecéd us ve beliewve there v111 bo a
botter chanco for putting aecrcss thesce agrecoments betrocen o larger group
of countries, provided therc is no groatcr fear of FRussia than nrow oyists?

MR, BVAYS: Tirst, for o brief moment, T would like o step
dovm {rom my reolc as an cconcmic oracle (which is not by best rolc perhaps)
t6 that of historisn. I would certainly say that unification has, in an
incredibly high percentage of ocases, taken place as a result cf antagonism
ancd fear rather than from the more vositive and constructive aspecvs of
huirarn psychology. ' '

I agrec at once that fear oxists. The danger, 1 thirk, will be
the halfway point. When there is sufficient ground to diminish the fear,
as conditicns improve, you have less and loss impulse and effectivenoss
in the drive for wnification.

QUESTIOK: Do ycu wean Wy that, iP we went half way, we would
be in perhaps a worse situation than we arc at prescnt?

MR, EVANS: The result would not ba very cffective. But I think
one has to watch., There is = denger arnd one has to kecp his cys on that
danger. After all, the last steps arc always the hardest in thase things.
AS soon as you get preetor sccurity and groateor contentment among the poople
of Buropc, you will have loss urgency te chenge anything Shiat row oxists,

GUBSTION: I would like Lo gk whether or neot you corsider pelitieal
union £ prercquisite for cconomic anion?
MR, TVANS: They have te go hond in hand; cthorwisc, as T pointed
ut, you cannot have cconomic union. It is sutomatic. Feonomdc union
means the giving vo of ssgments of national soversignty,

&

athior complote political union is

CUESTION: I want to ask wi
@ cte ceconomic union?

necessary 17 you expe C hove comp

HE, EVAYS: /Assuming that o federal union counts as comrzlote
union?

QUESTIOYER: What I have in mind is a situntion cimilar Lo that
in the United Statcs. In obher words, we have ore govermment for all the

states.

MR, BVAYS: I think it is incscapublc; yes.




COLONEL KEELER: -T& rcad in the papors about tho ceonomic pio

the Couwnecil of Zurcpe. You said, I belicove, that consisted of ;ords
and not deeds. In other words, very little has actually beewn accomplishiad,
I also am led to believo that cams out of the plarmning that started back

in 1847, within the present structuire.

MR, EVANS: Yes. That ig embryvoric as yete I% had to be debermin

what kinds of people should actually parfioi“ate-—foreign sscrevaries,
representatives, c¢r who they should be. Thers was a3 cuestion of whasther

tc have actual representatives of matlons in leglslabtive capacities or

rerely Go conduct diplomatic negotiatlons. Those ars rather basic gusstion

Lo determine.

COLCMEL KZELIR: I gather alsoe {rom what you said that the possi-
hility of economic union in Zurose i3 probably in inverse Ur0¢3rtﬁow to
the success which we achieve in ths Egcovery Program., In other wcords, as
conditions get better, the chunces for sconcmic unicn WOrson.

HRe BVANS: That is why it is so important %o have the two things
go together. -As has becn rocormized, this is tihe momont to gob the hard
part of the initial work domc. From then on it becomes more & matber of
having, so to speak, a sound information program and kesping up the will
to unite. C '

vz

MR. BUTTS: Mr. Evans, on bohall of the Colloge 1 extend our cogp
tharn 2

this merning.

I have one other cbligation to fulfill on
G 3 buen poersonzlly responsible for
80 percont of the consultants whe hove boen coming

. we arc nmorce than dolightod to acimowlodge gratitude to

A
s
n
furnishing at les
to our seminars
you, Ir, Evans,

Mil, EVANS: I am glad to know I huve boon of assistance.
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