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THE INTERDEPENDENCE OF THE EURCPEAN HATICES

9 May 1949

COLONZL CLABAUGH: Gentlemen, we have asked Dr. Strausz-Hupd
to talk to us today on the Interdependence of the Fations of Hurope.
The title, I will azdmit, is not specific. Ve left it thatl way, pur-
posely, in order to give him the greatest latitude $to tell ycu some-
tning of his conclusions as z result of his observations and travels
and study in Europe for the Courcil of Foreign Relations. I have becn
privileged to see his notes and to the broad generalizations implicit
in the title we geve him, he has responded with the amazing precision
that is characteristic of cverything that he does.

Dr. Streusz-Hupé has a background not only in the academic
world but in the business world. At a time when so many intellectuals
are suspect, he is an intellectual that vindicates intellect, &n cx-
ponent of the finest ideals in a world of realities, a politicel sci-~
cntist aware of the facts of international life.

Buropean born, with the best of the old world traditions, a
citizen of Americz for more than a guarter of = century, he is a sym-
bol of one of the finest segments of our American life. He is a world
traveler, erudite scholar, cultured gentleman. If he survives that
introduction, he is even better than I think he is. Dr. Straacsz-Bupé,
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The frontiers of Iurope were cdrawn in the age of eotscinics when
technical instruments were fashioned from -rood and iron and :wotive vower
was supnlied by wind and water., Since the economies of all nations wer
then predomlnan tly -agrieultural they were alilke as rezards nolt only siruc-
ture, but azlso the indsuendence of the bulk of popdation f‘ro" worla
markets.  IHence political Trontiers matitered little frowm the econoric
point of view. The areas covered bw individual nations, excent for the
dwarf states of Zermany and ltaly, we-e neither too large nor *oo smas.l
in relation to the available means of transnortation and communication
and adrinistrative technicues, The adveni of nower-driven tools nob
only dirinished prosgressively the cost—time dlrﬁnS‘CﬂS of ILurcnean eco-
nonic geography but facilitated an encrmous expansion of economic exchance:
betweenn Individual countries. On cne han<, ke070ﬂlcal denosiitg vhich
formed the raxr material base of Zuropean 1n4usur1al zaulo ertenced acrcss
several political fron%iers as, fO; example, the coa seas ol nerth-
western Europe, whereas, on the other sand the 'Vtaoos, ion of mineral
rescurces, as, for example, french iron ore and Lernan cozl, gave rise
to a2 system of economic interdenendsnce encormnacssing SH"ePa1 nolitical
units. The geological formation of nortlrrastern Lurone, ohe Jwbanosl-
tion of Rhineland cecal and lLorraine irocn ore, reshed bhe heavy industrles
of Germany, France, Belgiur and Holland into an ccononic unity, That
ity was reinforced by in“erconnected raisrrars, rail and road sysuens
vhich, in large measure, conform to topesranhic fUantions. The noer

ystem of western Eurcne vas developed as & combine of German, rsrench
and Swiss thermoclectric and nydroeleciric resowuwrces. Clore inportant
sti11l, the distribution of plﬂngs,‘_uto force; and siills formed a

na umrn vhich, srithout inberventicns recuiring colossal investments if
immanse loehcs in productivit: vire nol Lo ensuz, was walierable. In
this respect, CGormen hzavy industry in its carzcitry os producer as well

&8 consumer mo of vital interest to such "intcrredizte! and gnoclalized
vreducers as Holland, Belzium and Sidtzerliand.

The movenent of raw materials ana finished goods snun o : ieh of
Eurcpean interdenendonce. Interdsuvendence of sidils npade not on“v Tor
high specialization but alse for division of labor os roguards one and

m

the same branch of industry. Thus, for exzample, Iritish woolen cloth
was shipped to Thuringla for processing and re~shinped to Hritain Sor
cenversion into men's sults and clanlets, Tals type of commorce--{or
which the Gormens devised tho desceriptive term: Vercdelungsverkohr-~
vas characteristic of the difforentistion of Iuropans okL!l as wall
as the unity of the buropern morket o2t tne anoguu of

In the face of innumerable trade restrictions, spamed by Vorld
War I, and subscquent cconomic dislecatio ns, intra~furcpean tradc con-—
tinued at a high level in relatlion oboth to nrtionzl ond to per canita

incomes. In 1928 the nations of Zuropc, oxeluding Russia, exporied to




each other and their dependencies 12.5 willion dollars vrortn of 7o00s;
737 mer head of ponulation, and in 1938 at the helzhs of the flood

of restrictive schemes, intra-Zuropean export trade arownted still to
nine billion dollars, or about 426 per head. The covresponding figures
for imports are 12.8 billion dollars and 38 per hoad in 1GRE ond oizhi
billion dellars and $23 per head in 1038, Thus totel intra-Buropson .
trade wos 275 per head of pepulatieon im 1928 and 349 in 1938, Those
are large per capita fizurss even comparcd with thited States! statistics
which show a total of exports and imgorts per hend of ponulation of 559
for 1928 and %37 for 1938, Since th. por capita income of Zuronc was
conﬂ*derubly lower than that of tho U.S,., intra-Dureopoan «iehnnges ors
DTODOTulO n2toly more important in terms of uUPO“J”n per copita incormes
than was the contribution of Americon foreimm trade to hy ineone of
the avcrage imericon,

Three developments hav: tondod To diminish the total volums of
intrawFuropJ:n trade and to clog the traditional channels of cxchanges
vhich the functional balance of the Duropean oconomic systen dopended.
The first is the catastrophic rcduction of Ghrh‘n"’ trad,, the socond
is the crisis of the Pound and subﬂﬂﬂumnt reorisntatior of British trode,
and the third is the deeline of trade between Srzscrn durone md the ross
of the Zuropcan continent.

1928 Germany oxported to the rost of burons, cxeluding tho
Soviet Union, morc than two billion deollars; in 1947 she cxporiud LD
iilion dollars. This reprusents o deeline of {ermony's contribation
to Buropcan trade from 11% to 2% of the t0u“1. The corrasnonding fizures
for imports arc 1.7 billion and 240 million, on 11% and 1,75 rospectivoly
of total Suropuan imports. ' :

The resulting contraction of intra-furopcan trade was compouwidoed
by the altered pesition of Groot Britein ond by th: reosoluts ro-dircciion
of British trade by governmental controls. Tho barc honos of Srivish
trade nelicy under the guidance of Sir 3tafrford Crinps ere thesoe Britair
sccks to maintain a rigid belaneo in Her oxehanges ith the Buronean
continemt and Jeocks to tho uturlln“ araeas for a faverable talones of
trade in ordur te offsit the doller dofiecit.  3Bolance with the Continont
imnlics 2 sovere reductlen of Beitish ;mp0cbs oX what 2rs called
essentials! or "luxury” products, This nolicy rusultas, Tor ciasnle, in
a sabstartial reduection of Irench cxports to Brit~in ond thas to m over-
2ll rzduetion of Irench foreign trade. For Frones countsd in Ll prewn
cra unon Sterling credits for offsehtiing hor trading doficit with othor

rntinental notions Including Gormany. '

jetertty

In 1938 Eastern Europc cxporied to the rest of Lurops 1.5 billion
dollars vorth of geods, or 8.37 of Zurcpel!s total imports. In 1947 the
East Furcpean share had declinud, with 679 million dO*Luru’ to 3.2% f
the total. Thus tha decline of agwwun Cﬂd East Buropuen coxporis olor
account for a shrinkage of Huropets toltal dmports by 144475
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It is nov necessary Lo digress on the weanins of +he
They are self-exp 1a\Quov“ ani conve:r the essence of Duroene
gconoric probieﬁ. Hlor nced we recaritulate the various neas:
the Inited States and the Duropean berneficiarics of the larsiall
heve taxen in order te ccpe vith the pr cblems pou_u by these thra
disloecations. The stery is told in fthe Cutiine of uropean oco:
Program submitted by the Siabte Zepartment te tho Genate Foreion lield
Commitiee and, more recently, in 4 ur;_z_oL;:bgw:gonojwc Sliua tipn “nu
Prosnects of Durone, prepared uy the U,M. jfinsearch and Plann"' :
of tine Dconomice Cowmission Tor Burope. llo owever, in ordc
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between cmergency and long-range probvlers, 1t 1s nasces
certain foatures of the Duronsan oluu;tlon which, beca
vermanenty as ther are unnracalente@, militate apalinst

the Zuropcan svstem as it existed belfore World iar

|
say that the cowniries of burope are today less depesndent
Twropean exchanges vhan they woere vsfore the War, It is
chiel aims of %he darshall Plan %o increfse subs! Lantiaily
between Indiviiual Yarshall Plan countrics; dollar alcd Is

chiefly as & measure designcd to oLiain that end,
ticn, if not Lo sa¥ the increace of trade Lotwoen L
envisioned by the C.8.2.C., necessltates far-reachi

the comnosivion of Zuroncan trade and imporiant
cal distribution,

countries
25 - .J_l’l
1us ;uo;raphl—

It may ke objeched that Hurone even do"ﬂ",
the Stettin-Trieste line, ic an cgeconcmic unity
Nations Zconomic Commission for Ewrone stilil of
Fussiz's refusal to.pemmit juropu to D&ruic
Flan? Lo goods not move i L
po¢1:1cal clc?vage? De not who .TQPCO—PO+

rmont
:?T,Jnht itn
2 S-vuar trade

&

10&0, atb t'ﬂ v of the Hsrlin crisis,
conciude on byj 1f of estern Germomy 2 540,00
Gzechoslovaxia®t  Tlo pnot on danuary 14, 1949 :
agrecment with Jritain for exchange of goods vith o
billion dollars? It is not proposcd hore to €iscuss
vieccs ol what is called "functional® integration, -
gration beyrond and above, so to speak, of poliuicn?
arc plentifal cascs on record showing tha® notions

other manage to trads with uoch othor, ubiliszing ¥
vital cc”1041,i*°'znﬁ servicos of udLLa_) or of Thu
cngaged in swmugpgling, os SL7 rrancs ono X
Sut this type of achivity shoulid nob sl

-

ncermal ceonomic roelationships,
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Path the Mzrshall dan and b i olotov FL
on the assunphtion of the rovival of nat Turoenion tli
Harshall Filsn counurics cre dopondunt 00 no small
e

Buropean imports of fgroin, lumbor mnd coal, vh
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cocuntriecs arc dependent on the suopply of conitnl goods nnd preclisicn
tools from the “fust for the exwcution of their developmont plo
Hovrever, the proporvion of trade from bthi East in thoe total
Tostern nations would be considoratly less than the oroporition of
Yostern trade in thne total trade of Zastorn Turon:, owvan i o prownr
flow of trade worc to be rovived. reover, the Viestorn nailons cre
vrobably less dependent on the resumpiion of dast~dost teode than arc
the Zestorn nations for the fulfillment of thoir rlans. In the short
run the naticns of the Bastern block will cnecounter many Jifficultics.
The pattern of the lMoletov Flan bugins o cmerze in outlins somovhnt
along these lines: Russic will proviace the industrial raw matorials
wthereby Czochoslovak*n and Poland, as "workshops" of dastern Surope,
will industrialize the dalken comntrics. OF thac latter, Rumanda ond
Hungary 1ill be most closoly ticd te ths Soviot Union, which thoy supply
with certain industrial roav matorials. Yugoslav1%, u_'zrzv, oad
Albania will build wp thulr industry on The basis of (lectrificotion
and 7411 rationalize their ﬂﬁricultura There 1s nothing in the noturc
of things to prevont the creation over o long period of on lostern Dloc
a8 a s;n@lu geonomic wiit, It hes beon sald tant sueh o nrojuct could
ncver be achicved since the ceonomics of Russic ond the Donthlon cown-
Yrics zre not complumentary, both hoving axportable surpluses of such
rroducts as grala and timbor, I thoe industriclization of Sosiurn
Duropc »proceeds and population inecronsos, ana 1D th ot ol the
Scvict Unlon oxponds as 1t is orofctocd, 1t is by . rbnin The
Zasvern Blee will not noed cvery bit of food and wincra NroGaCes .
Therc is littlo reason why in the loag-run thozsoe two areos, o5 the
diversification of their cconomius procecds, should notv be abls to

mergs into a single cconomic bloc with poerhaps o &0 comsor surriuscs
such as tinmber, and o fuoor exbroncous neods,

2 Ry
C

il awvailable cvidence points to o
ef cast—-Furoncan trade and inbegration of H
mics within the Soviebt orbit. Sovict Lhoory and Soviot ﬁf?C*lCQ accords
primaecy Lo politics ovor economics, and nothing in the rocors sugooests
thet Soviet nelicy will yicld Lo vecnonic logie—be its AYEIINTS CVOT
so pursuasive as -ubarno tha "notursit corvogtondoncs of cost-ZEuroncan
agricultural surpluscs cod the industrinl cxpert enmnelds of rusitorm
Zuronc,

Since Gormany, more thon ony othur mojor muropuan
in prevar times on row matericl and food 1mooruM Tom
the Folctov Flan, as we mey ¢nll Tor the snke of pr
schome, affects Gormany most J1
who is rosponsible for the cvietion of Sormeny fron '3r
to the Dost., In ceotain markeds of castern Luroms boon
cffectively replaced by vestern comnstition 2s 2 pur"“;or of »nuu"u“Lvl
imports, as, for gxarnlb, in Pola nQ b the Seoandinavion COuﬁtPLOS: in |
Hungary oy Cz choslovakin md eastorn pusiria,; and in LuA::;‘by the
Tnited Stote an Iritain., There is nothins Lo indicatls thuw for thot

3 -

politicel considerations which dictated Doviet commercinl noliclus in |
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eastern Furope, have been revised. lNore important still, it is doubtful
that they could be revised were this the wish of the Soviet Union. In
all likelihood, the "Molotov Plan" or 2 similar scheme for regional inte-
gration will furnish guidance for the future long-renge orierntation of
ezstern Furopean economies. Political expediency mey have merely hastened
long standing trends which were inscribed in the population statistics cf
eastern Furope and its pattern of progressive industrielization and urban-
ization. In this sense, Hitler's attempt %o conguer eastern Zurope vias an
attempt to capture markets that were slippinz from Germany's Zraso.

It is these circumstances, the long-range and apparently irrcevers-
8 o)

idle developments in Eastern Burope, superimposed on the acute crisis o
Britain's and the catastrophic reduction not only of German productivity
but also of Germany's traditional outlets, which must inevitadly lcad to-

wards increasing competition faor the world's remairing markets and fran-
tic search for new markets. In Burope proper they have actually given
rise to an increasingly sharp competition for hard currencies and to a
repression of intra-Buropean trade because of the efforts of individual
countries to deal unilaterally with the hard currcncy shortage. The
result has been a system of rigid bilateral trade. If these disadvon-—
tages are to bc overcome, ways must b2 found to (1) render bilateral
trade agreements among Zuropean countries morc flexibdle by developing a
trade structure under which a country can offsct its import and export
surpluses with other Buropean countrics, to wit & working clcoering system
and provision of credits to countries which for some years crnnot de with-
out import surpluses; and {2) dccreasc deperdence on bilateral arrange-
ments by droadening the basis of trade and institutionalizing reciprocity,
to wit, by customs union.

The problem of a customs union for Europe raises the question of
two alternative approsches to Zuropean unity, namely (1) the furctiona
and (2) the peoliticel approach. Let us denl briefly with the "functional
integration.

Professor Mitrany, perhaps the mest persuasive exponent of the
"functional® sppromch to the obstinrte problem of equal sovereignty, holds
"that by its very ncoture the constitutionrl opproach emphasizes the indi-
vidual index of power: the functional npproach emphrsizes the common index
of needs," and thst, since many such needs cut ccross nciionnl doundaries,
a2 beginning could be made by providing Joint zovernment for them.* In
brief, it is Professor Hitrany's thesis thrt in order to derl with politi-
cal problems it is necessary to tackle =nd solve first functional nroblemns.
Thig means that if people were fed, clothed ~nd housed, industrics devel-
oped and bariff barriers brokern down, then the prodlem of political unity
would take cure of itself. The real problem is to persunde some 16 Zore-
pean sovereign govermments to do just thet. In arcas where cxisting
inequalities arc smell or not important goverrments and peoples will rend-
1ly incur whatcver inconveniences the "functional cppronch might entail.

*("The Functional Approach to Vorld Orgnnizatibn," Internntional ~Ifnirs,
Vol. 24, No. 3, July 1948, pp. 350-382.)




1% is possible, though not nlways cnsy, to porsucde peoples of
not-too-dissimilar livirg stendards to pool their resources, ~8, for ox-
ample, the pooling of hydro-electric vower by France and Italy, or the
pooling of trading opportunities sffccted by Holland, 3Belgium and Iuxen~
bourg through customs union. It is possible, too, 5o effect similnr
nergers of specific cconomic intercests eriong nations of greatly dissimiler
living standards in times of war, as for exanple the pooling of regionsl
resources in the ¥iddle East Supply Center during World VWar II. But "func-
tlonal® partnership in peace time hetween high-living-stindard ond low-
living-standard countries irvolwes, if it is to cone Yo grips with vital
issues, a sharing of wealth =nd treding opportunities. = Such shoring, whilc
highly desirable from the peint of view of clrssical economies, flies in
‘the face of the protectionist doctrines demineting the economic policy of
every major country. For the sovereign power of overy major state is em—
ployed to no other purpose but to defend existing "incqualisies™, %o wit,

a high standard of living which is not equal to thet of the poor countries.
Wherever "functional! arrangenents entail lerge, though perheps only tem—
porary, sacrifices of cherished "inegunlity," their retificntion by popu-—
lar approval stands no more chance than do such "functionsl® proposals as
teriff agreements and agreements on populstion meverents in general., In
brief, the functional sclution is practienl only when there cxists a simi-
larity or community of interests. Thnt similarity or commanity of inter-
ests can be reinforced by functional crganizations; it cannot de creoated
by then,

The advantages sought in doing awny with dbarriers batween two or
more countries lie essentially in the possibilities of retional crganiza—
tion of production and of a more for-reaching division of labor, such as

would be created within a wide merkoet.

Experience gained in lbrge scole cconomic markets nas always shown
clearly. the immonse progress wiich my result from an increase of produc-
tion, a better utilization of resources snd the inerease in rationnl rove—
nue, all of which arc in close relrticn with frec exchnnge of commoditics
over a wide area. I% is for this receon that trho advantrzes sought in thre
esteblishnent of 2 custors union con naver he cecurately foreseer in their
entire developrment, bocnuse the dynumism of the nrtionnl cconomies concerned
nay result in a maximum exprnsinn to vossibilitics which con only be gucssed
at before the union comes irto being.  The fectors in o stetic economy which
may be measured in advenct ore not provortionsie to the rosult which should
normaliy derive from the efforts-denloyed.

From this point of vicw, the sctSing uy» of nn ccononic union can
always be corsidered more or loss ns nn act _of frith in the future ond
history shows that ressonable confidence ot the outect hrs always beon
rewarded., ) = :

An econpmic union is onc in which the contraeting countries mergoe
their policies ond regulotions in econonic, finoneinl, social, industrial,

™
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agricultural matters, etc., in order to remove all impediments to tho free
cxcharge of commedities, methods of peyment, capital, lsbor, cte., in
territories within their econonic control. ‘ ’

When undertaking the fusion of several nntional markets into ons
lerge internsl market, it is necessary to reclize thst the new distribu-
tion of production which will result, owing to the freedom of movement of
commodities and of factors of production, will always give rise to Qiffi-
culties for certain enterprises. It is on this subject that illusions
should be cast aside from the very beginning and the sacrifices inevitadly
caused by an undertaking of this importance should te clearly =pprecialed.
A rearr'ngement of the factors of production with a view to 1m9rov1ng she
distribution of labor must inevitably cause certsin firms to disappear and
imply the loss of some capital. It may alse eall for large spcrlflces fr
labor, whose new economic conditions may demand displacement, r Ldﬁptzt;or
and training for new tosks. Finally, the movement of row materials, thei:
ugse, the trade channels through which they flow, sre generolly directed
towards new paths to promote = regrouping of the elements of production.

Past experiments in customs unions were genernlly made ot o bime

_when economic liberzlism had created a large dezree of fluidity in cconor:

systems, thereby foeilitating the cdaptretions necessary. This fluidity
has now ceased to exist and, for socizl reasons, its complete reestablish
ment is not desirsble. The power of resistance of wvested interest may
therefore be far greater thon that experienced in the past. FPolitieal
influcnces, elcctoral intercsts and various other forms of resistzance ma
bc opposed to the fusion of markets and it would be unwise bo igrnorc tacs
considerable difficulties which are certain to arisc when setting up an
organization of this kind; such difficulties will have t¢ be overcome wit
perseverance and cnergy in order to obtain satisfactory rosulis.

_ These considerations lead te the corclusion that the simple sup-
Pression of customs barriers between two nationnl marizots which intend tc
unite will not be sufficient to attain the final objective of thc economi
union, that is to say the fusion of markcts, the roticnal organiszabtion of
production and an incresse in nationel remenue,-as long oe other barricrs
renmein, either as regards gunntitstive or cxchange restrictions. It can

be assured that vested interests which would normally be condemned by the

PRy

creation of a union will make use of *hese weopons in order %o safoguard
their situation in spite o* everything and will stand in the way of com-
rlete fusion. '

, A really cfficient form of Furopesn union would uwndoubtedly cell
for a full customs union, dut the functicn of = ciastoms union is differe
in a planned econory than in & liberol cne. _Ln z liheral ceconemy the cr
ation of 2 customs union with the removal of customs duties betweon thc
members might prove rdequate in itself substantially to increasc iradc
between them and to work townrds an adjustnent and unification of their
econpnies. Cn the other hand, the growth of cconomic »lermning and iy t
vention, renging all the way from the issurnce of certain gencral ol

8
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to the supervision of regular deily husiness transcetions, complicntes

the wholec naturce of the problem. It is clear thut o custous union could
not be expected to fulfill its purposc if it were concluded between one
country with private foreign trade and another with 2 government foreign-
trade monovoly or with its trade cenfrally plenned and contirolied. Seri-
ous difficulties might also arise if very inportant brenches of production
were owned by the government in one country while private entersrisc pre-
vailed in the other, or if ithe general objectives of planned cconoy zreatly
differcd between the nmomber states. In either situction the mere existonce
of o custons wnion would not of itself bring about the expeeted nutual ad-
justment of the menber economios, nor would it be powerful cnougs to create
the desired price equilibriun between them. Therefore, in an interven-
tionist economy the need for uniform policy could not be linited to custors
tariffs and nonetary end firancial policy, but should enbroce all impor-
tant aspects of economic policy if the real benefits custormurily associated
with 2 customs union are to be obtrined. FHence, urnder thesc conditions

the concept must be erlarged from that of a custong union to that of on
econonmic union.

With an interventiorist regime this type of econonic -cooperation
consequently requires a higher degrec of homogencity beisween the gcononics
of the member states then does a customs union in o liberal econohy.

That this generalizotion applies to Buroppe can be immediately
verified by the fundanentel divergency of British policy on onec hand and
French and Belgian policies on the other. It is obvious that 3Britain
could join o custons union with the continont only ¢t the sacrifice of
rmost cherished concevptions of austere planning whereas such couniries as
France snd RBelgiun would have to extend greatly governncnt controls in
order to mect British--or rather 2British labor--standards. Conwveorscly,
the Benmelux Unior and the Customs Unicn initinled by France ond Ttaly arc
to be a considerable extent based not so much on econonic correspondence
but rather on sinilarities as rezarde politicel and social structure and,
even rore irportent still, of ways of doing business and terperancntal
and cultural affinities., How divergencies on sociocconomnic dectrine noy
disrupt west-Zurspean cooperation is illustrated by tae reeent intervern-
tion of the British Labor Party in tke affairs of western Gernany. Dur-
inz tho recent desdlock over the drafting of = Gernen constitution at
Bonn the British Government informed confidentiaily the Gernan Socinlists
that their demands for the important powers of centralized financial com~
trol would be azcceptable to the threc military goveranors, althougk Frence,
supported by the U. S., had opposed their grant as being an irrevocable
stép towards the socialization ond centranlization of the Gernan ccononys

The forezeing remariks may suffice to show how difficuls, irdeed
now inedequate, is the "functionsl" approack to Turopcan integration. The
problen is a political one, and that political preoblem dpes not take care
of itself; it can be solved orly by political intervention. fistory sup-
plics & few examples which fortify this contention: v '
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Trhe confederation of thirtcen Anmerican States ngreed to drovide
the forces and nmoncy necessary to fight the War of Independence, Within
taree years of the end of the wer the United States wos bankrupt znd on
the verge of civil waer between one Siate and another. The fanctionzl
apnroach had broken down. Then Washingbon urged them o tnckle the key
political problem of creating an orgen of Government. Over the hends of
the politicians, who said that the States would never surrénder their
sovereignty, Washington persunded the congrese of Pailadelphin to tell
the poeple what théy must do if they wished %o save themselves from anctler
disaster. Yithin twelve months the people, by popular vote, accepted the
propesed constitution. After that the functional problems were compart~

“tively easy to handle and there wes free trade throughout the whole of the
thirteen states. - v

: The second cose is that of Germany, which wes rent with internal
and foreign wars from the Middle Ages onwards. 4&fter the ¥apoleconic ¥War
Germany adopted the functionel aporoach, the Zollverein. Yhen after some
-years one State after another began twisting it in its.own interests,
Bismarck declared thnt unlcss a Government wes elcected by adult suffrage
taroughout Germany which could make onc tariff for the whole-of tho German
pocple, Prussia would go out. Everyone knew that that meant war, and the
Government was formed. ‘

The third casce is thet of South &frica, where o customs convention
wag signed after the South African Wer, but in the coursec of a few years
difficulties arose and there was a possibility of war between the Transvas
and Watal., Then a political-union was formed, and the whole customs gues--
tion was settled a2t once. ' '

- It is France theat has taken the leadershin in the political con-
solidation of Burope: 1In August, 1948, the French Government called for
convening of a Buropean parliamentary assembly Tor the purpose of drafting
of a HFuropean constitution. Having sihown marked initisl coolness the
British Government, yielding to internal and external pressures, acceded’
to the French proposals, although obtrining some important modifications.
A Council of Ministers is to function as thc supreme executive body; the
delegates to the Assembly, o consultative body, are to be chosen according
to methods to te determined by each government, be iV vy appointment, be
it by popular clection. The seat of the Assembly is to be Strasbours.

"Although this seems » logical sitep towards Duropean poliftical z2s
well as economic integration, i% carn solve the Zuropean problem in onc
sector only, to wit, irn Burope. Fowever, Buropcar integration, if it sha
expand and not merely freeze Europc's trading opportunities, is itself =
function of a wider integroting nrocess which must encompass the grea
overseas connections of the FTurpnecan trading community.

One hes to distinguish, from thc points of view:in guestion and
overleaping =11 political boundaries, between zxn industrial puclear
Europe snd o predomincntly agricultural peripheral Burope-—the first
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comprising Englend, Germeny, Belgium, luxemburg, the Yetherlands and 5wl b
zorland, the eastern ereas of Fronce mnd the northern nrers of Italy, as
well as Austriz and Czcchoslovekiz, the second comprising the wiole of
the territories lying around rbout these. 4s can casily be secn, the nass—
ing of industry in the Furopcan nucleus is rnot an historicel accidont ba
is conditioned by the potentiols of raw material znd heavy indusiry partly
located in and partly surrourding these countries »nd By the mines and fac-—
toriecs cxpleiting them, between which or in the vicinity of which thc opti-
mum growing-points of such labor-cbsorbing industrics as usc coal and the
like have developed by preference. If now you look at the living econonmic
circulation in this economic body of Burepe, you will sce thnt it is obvi-
ous that the industrial rucleus should be the given market for the lorgely
agricultural areas on the periphery, just as, ot the same tine, thoy obvialn
their industrizl articles from it (avasraging 80 per cent nnd B per ccnt
respecctively in 1920). These peripheral areas have guite clearly not yoi
reached full industrial development, neither have certain subsidiary nom-
bers of the industrisl body of Burope, which depend wholly for thelr cxport
narket and home supplies on the prosperity of the nuclcus. 3ut this itsclf
is a highly integrated structurc geared to world ecconony. It is——always
taking its tendency to assert itself ofter the fivst world w-or despite all
existing obstacles, as representative-~integroted in every part of the
industrial processes going on in it. The various ports of tre rnuclcous are
their own best customers, since they sxchenge elmest half their tetal ex-
ports among themselves. 4nd in its turn half this pxchrrnge consists cf rav
materials and half-finished goeds, so that it is, thereforc, & novenend
within an integrated process of production, irn whick the various phases
divide themselves out according to the nost suitnble localities ond coimple-
ment one cnother till final completion is renched. Lastly, the nucleus
markets half its finished oroducts in 3urope itsclf; only bto & compara-
tively small extent in the periphery on account of the latter's lesser
development and inferior vurchasing power; and teo tre secornd largest extent
in terri<ories outside Burope, whence it obteins 50 per cent of its raw
materials ond nore then 20 percent of its fondstuffs, prying for these with
goods, transport services and revenues fron foreign investmeats. Hence one
can see clearly that Furope, politically sc frosmented, is naturally and
historically, but sbove 211 in its nucleus, 2 single unit hoand by the clos—
est and most interse econoric ties, ench of whose prris is iatinetely de-—
pendent on all the others for the full use of its votentinlities. And this
state of things, interestingly enough, also includes Brnglend even though
she is part of the British Zmpire, for in 1930 she was sending 32.1 per
cent of her exports %o Burope, and secmingly so antarkic Francs os well,
whose Burcpean exports smounted to 64.1 per cent. Europe, therefore, 1s
a body whose industrial nucleus hos nore vital econonic ties (inperts of
raw materials and foedstuffs, exports of finished goods) with extra Earc-
ean countries than with the periphery,. which is relatively aningortent
from the economic point of wview; dut »ll these peripheral arces, Central
and Spouthern Italy, Greece, Spain, Scandinavia, etc., as well as the nu-
clear areass bordering on or connccted with Cermany, cannct prosper if
Germany suffers economic collapse or atrophy.
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It is, therefore, readily avparent that Buropean integration, the
‘very interdependence of Europe, is tantamount Lo the integration of the
“entire western trading community. Anything less is retrogression infto a
vaein wpursuit of economic self-sufficiency with the conconitant atropuy of
trading opportunities and accentuntion of inequalities of standards of
living.

The high odjective is the oolitical union of the Atlantic Commun-—
ity which is still the largest irading area of the globe end in which arc
interlocked interdependent Europe, the British Comnonwealth and the Unitod

tates.

To pursue that ultinmate goal calls for purposefulness, dub also
for great elasticity of method and tolerant urbanity. The stotesnan wko
will lead the woy will have %o wrestle with innumeradle known and unkiowa
difficulties. D3Iy the time he hos rcached his destinaticn he wiil have
shed whatever excess baggage of formmulas and blucprints with which hoe set
out on the road.

The goal is the unity of the Atlentic community. That comvunity
is a reality, just as communist Pussiz and contested Asia arc the greaot
realitics of the Bast. A maze of economic agrocments, defensive alliances
and politiczal pacts now covers, albeit untidily and cddly, the Atlontic
reglon. Soneath it we can dimly perceive new forns of political organi-
zation. It was the confortable delusion of =n utopian prnilosopher theb
the neoed creates the organ, and that necessity, recoznized by intolligence
realizes itself inevitably. Circumstances obstruct as much as they fovor
new developments. The record of the past tends to deternmine the present—-
until circumstances intervene. The finzl answer to the unique challenge
now confronting the WVest nmust be given within a brief span of time oy this
generation of western peoples.

COLOVEL CLABAUGH: Gentlemen, I thought as I listened to Dr,
Strausz-Tupé that ke was touching directly or indirzectly practicelly
every onc of the problems of the presenbt coursc. Yow is your opportunity
to subject him teo questions.

QUISTION: Will this couneil of ministers in Burope about vhich
you spoke as having been rccently formed have the power to tux?

DR. STRAUSZ-HUPE: Ao, thus far the council of ministers vhich
has beon formed is a consultotive agency. It heas not executive power.
It is still, I would soy, mercly a shadow of o future Furopesn central
executive agency, and the ministers in the council are first and fore-
most the representatives of their Govermments.

QUESTION: Whot countries have accepted and joined that council
of ministers so far?
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DR. STRAUSZ-KUPZ: Tirst of all the nuclear countrics, tast is,
the countries of the Brussels Pact——-Grezt Britein, Froance, Eclgiunm,
Holland, Luxembourg, and four other stetes, There are nine at prescns.
I thirk the others are ¥orwey, Denmark, Portugzl ond Itely.

QUESTIOF: You stated the need for the political unifiecation of
these countries. Would you care to venture o guess as to wkether Furo-
pean countries will get together politically or not?

DR. STRAUSZ-HUPL: Again that depends very largely on circum-
stances,. 4s you well realize, all the concessions we are now winning
in Furope spring primarily from twe circumstances: first, the common
emergency created by the wor; and, secondly, the common energency
created by the pressure of Russia. Those two extranecus forces which
press upon Furope have made for unity. What will happen when the womds
caused by the war have healed, what will happen when Russia 1lifts haer
pressure is uncertain, although bthe countries of Burope for the first
time in their hkistory~-or at least for the first time since the Holy
Roman Fmpire--have learned practical cooperction. I think an institu-
tion such as C.Z.Z.C. will remird Zuropeans forever as to what can de
done by integrated effort. Tonetheless, just because of thz inequal-
ities as regards political and econouic systems, because of those in-—
equalities. there will be alweys centrifugel tendencies., Certain nations
will decide to go their own wry. But under present circumstances,
especially as the result of pressures by the Soviet Union and perhaps
also a growing sense of inseccurity, Europe is learning cooperation.

Then there is on the horizon n third development, very indefi-
nite at this noment, but nonetheless discernible: connon opportunity
for Furcope in Africa. I think an increasing nunmber of Furopesns are
beginning to renlize the frontier of Zurope is in Africs, and, since
sernc of the most important ~embers of the Zuropern Union also heppen
to be the great colonial powers in sfries, it is possible thet the
development of Africa may provide an ares of productive coecparation,

QUESTICHt The Marshall FPlarn runs out about 1952, Weuld you
discuss the possibilitics and probarilities of their nceedirg further
aid from the United Strtes of some sort sisilar to that ofter that
date?

1
DR. STRAUSZ~EUPI: I thirk the yerr 1952 is very largely an

arbitrary dete. I think it was a date set prinmarily to have somnetaing
definite and specific to give Buropenns a gool, to force them to have
goals snd to set then; and, sceondly, it was o linit chosen in order
to calm the fears of the United States Congress and the ancrican pube
lic. I don't think thrt anyone aliwve, net even John Faynard Keynes
were he alive, could say with any categorical assurance what i1s going
to happen in 1882 in Burcpe. I for one don't believe that the situwa-—
tion will have substantially changed, except perhaps as regards the
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most pressing needs, but needs will still be there, especially as I d¢
not see that by 1952 it will be possible to adjust one of the most
important problems facing us in Europe, namely, the redireciion of that
trade of VWestern Zurope which formerly had gone to Eastern Zuropsz
which, as I tried to explain in my paper, will go there no 1onge‘.

QUEISTION: Sir, I would like %o ask a guestion as faras we ir
the United States are concerned, in other words, when we get all these
industries in the other countries going full vlast again, what effect
is that going to have on us over here?

D=R. STF'"SzquPE I would say very serious effects. I foresee

a sharpening of competition. I thinlt that competition is presently
with us, I think we are alrcady feeling now in certain areas the pres-
sure of European competition, and, as Germany zets on her feet again,
it stands to reason that Germany will bid again for thc only market

which she has outside of Durope, which is South fmerica, and which also
happens to be our great market. It is such considorations as these
which, bYoth in Zurope and in this country, seem to suzgest the develop-
ment of Africa as a potential market, not only for Zurape but for ihe
United States, and might provide an arez of cosperation for Burope and
the United States. There is no doubt at all that the United States,
too, will have to adopt policies in the long run modecled after those

of Eritain in the Ninctcenth Century. If the British in the Ninebteent!
Century would have insisted upon the same type of irade balance as we
insist upon, if the British hzad handled their foreisn trade in the same
manner as we have done, the British Fmpire would have ceased to be a
powerful factor, not in Wo*ld Viar 1T, but in approximately 1885.

QUESTION: I would like to follow that up, if I may. Do you
know whether or not labor unions now are cognizant of what you have
been saying anrd are they startinz %o put pressures against any further
aid? R . _ . o :

DR. STRAUSZ-HUPE: I %nizk on the whole Shey are not. Of course,
it varies. I mean vou have the lghor unions in Ty nowér¢ul'industries
which do not fear Euronean campetition, either in tne United States or
abroad, as, for examplo, in our highly efficient autormobile industries.
There the trade union leaders seem to fesl thet we con deal with corpe-
tition .everywhere simply becousc we rnre efficients I and » tallk some
time ago with an economist close to Y,.”Rﬁuther ar.é he, e¢n the whole,
scemed to favor o revision of our tariffs in fovor of Zarepe.. Then
agein, there is a certain resistence. Yor instance, in the water:indus-
try, we see the very 1ntercqt1“g phvnononon of a momber of the hdminis-
tration which stands squarely behind the idea of the Eurdpean coopera-—.
tion and IT0 (Intcrnational Trade ! rgan1zu¢1oﬂ\ &nd which pronounces.
itself again and again in favor of the iden of freec trade,.cohing to
the support of the watch industry of Mnassachusstts-—the Wolthanm Woich
Cormpany, which sew itself threatened by foreign competition~-and took
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the stand—-I am referring to Secretery Tobin--in favor of = protcctive
tarif? which will protect the Massackusctts watch industry rgoinst un-
American Swiss watches,

QUESTION: With the precarious financial posiiion of Afustrin
since World Var I, what do vou think the future will bz far Lustiria
within the scope of the Marshell Plsn =nd after?

1

DR. STRAUSZ-HUPE: Well, of ¢curse, there we first hrve o begin
with the position of Austriz as such., Austriz as created at Versailles
was an economic impossibility %o start with, on urben arsa cf threc
million people, o country very rich in gcancry, imbalanced industry, and
a picturesque but unproductive egriculture. Iow o country of that order,
of course, couldn't exist, and all the troubles bebtween 191S and the
Anschluss were Prinarily due to the economic atsurdity of that creaticn.
So I feel that Austria will always be econonicelly in difficulty. The
alternative is along the linzs of $he Anschiuss with- Gerrany, that is,
trade with the large German narket or the intezration of isustria into
2 Denubien Union. United Stztes foreien moliecr will hew: to consider
most carefully what will be tae place of "Austria in Furspe, becausc
fsustria, though only a small country, is strategically immernsely im-
portant to Europe. austria is the geographicnl heart of Turope.

QUESTION: Would you cutline the picture of Spain in the ccononic
picture of Eurcpe today and what you *hink it will be in *the future?

1
DR. STRAUSZ-HUPE: I ruet adnit, sir, I keow very 1it
Spanish economics. I think the prodlem of Spain is only i

ad
ok
(o]

o

or

o~

=]

econonic one, although Spain can -consribute cxport surpluses o duroni.
4s a matter fact, as you well know, Sprin ie, I think, with Belgiun
the only country in Burope which kes o surplus of hard currcncies and
stands in relatively 1ittle nsecd »f foreign subsidices. Spoin can meke

economically a large contributisn to Zurcpe. Some soy Afries bogins
at the Pyrenees; I think Furope begins nt the Sahers, ¥ by
simply exclude Spanish civilizetion end say, "There i
1ittle man called Franco, and therefare the Spnnish po
of Burope." The Spanish pesole, perhinns as for reo crorti
concerned, are anong the foremost tws or threc peoples of Eurospe. Some
means will have %o be found which assurecs the Sprnigh people that ther
will not be subject to another civil war, be it wnder the mest nebdle
end appealing ideological slogan.

COLONEL CLABAUGE: Ve nhnve boen reoeustomed to thinking that in
any future war cconenic warfare would not be as iroortant ae 1t hog
been in the past because nf the comparative self-sufficicney »f the
world powers and also the relative senrcity of noutrals, bt in view
of what you said sbout $the Fnst-Wast $rade, the fact thnt Bras-Yast
trade was a s5 much larger percentaze ~f the trede of the cestern coun—
tries thar it wec of the western countries, would you earrient on the
pessible role of economic warfare in any future war?
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DR. STBAUSZ-HUP%: Although this tronscends sonewhrt my own
field, Colonel Clabough, I am very glad to do gone thinking -ul loud
on it, think that economic warfare today is prinarily anticipotory
warfare, that is, the role nf ccnnomic warfare is anticipating actuzl
warfare and when actual warfare bresks out econsmic woerfare should
already have done its job. I think if todsy nations ressrt tn cconcnmic
warfare after the fighting has begun, then they confess that they have
been guilty of grave oversight because the goals of economic woarfere
now have to be attained before the war begins. I think there will be
always some marginal areas where preempiive duying may do somethin
There will always be certain areas within which economic intervention
can disturb the organization of the opponent, put I think those will
be relatively small,

i85 far os WVestern BEurope is concerned, we are waging economic
werfare of o kind, which is, of course, very difficult, becsuse on one
hand we have, for exemple, the British who like to avail themselves of
East Zuropean raw materials znd, in turn, are very often forced to con-
tribute to those econcmies' economic utensils and even military utensils,
which we would rather see them keep ot home. But I think it is a choice
betwéen two evils. We either have to supply whet they need curselves
or let them get it where they can pay the price, and, in some instonces,
the price is heavy. 3But there can he no dnudt that we hove been pur-
suing economic warfare in Bastern Burcpe, that is, we have been trying
to keep thnt trade down to an acceptable minimum, not so lerge as bo
strain their economic potential, not so small as to endanger the cconomic
position of our partners and incresse the economic turden upcn us.

COLONEL CLALRAUGH: Thank you again, Dr. Strousz-EH upt

(3 iy 1949—-450) Mr. Butts.
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