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THE INTERDEPENDEI[CE OF THE EURCPE2~[ i TATi0h-S 

9 May 1949 

COL0hTEL CLABAUGH: Gentlemen, we have asked Dr. Strausz-Hup$ 
to talk to us today on the interdependence of the rations of Europe. 
The title, I will admit, is not specific. We left it that ~TaZ, pur- 
posely, in order to give him the greatest latitude to tell you some- 
thing of his conclusions as a result of his observations sm.d travels 
and study in Europe for the Council of Foreign Relations. I have been 
privileged to see his notes and to the broad generalizations implicit 
in the title we gave him, he has responded with the amazing precision 
that is cD~racteristic of everything that he does. 

Dr. Strausz-Hup@ has a background not only in the academic 
world but in the business world. At a time ~then so many intellectuals 
are suspect, he is an intellectual that vindiqates intellect, ~n ex- 
ponent of the finest ideals in a world of realities, a polltlcel sci- 
entist aware of the facts of international life. 

European born, with the best of the old world traditions, a 
citizen of America for more than a quarter of a century, ho is a sym- 
bol of one of the finest segments of our American life. He is a ~,~orld 
traveler, erudite scholar, cultured gentleman. If he survives that 
introduction, he is even better than I think he is. Dr. Strausz-Hup6. 

' ~ "  I t ' ;  ' - ~  ~ i t "  ~ ' {  ! • Z;J I~ ! 
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The frontiers of Europe v~'ere dravm in the age of eo"GecYanics vdlen 
technical instrmnents were fashioned from :'roo.<~ and iron and met',ve oo~.-,rer 
was supplied by vrind and water. Since the. econordes of all nations ,mere 
then predominantly-acricultural they were alike, as re~ards not on?_ 'j; struc- 
ture~ but also the indeoendence of ~ ' ~  . . " ~n, btt!k of oom.~.ation from ~vor!.:i 
markets. • Hence political frontiers mattered little from the econo~qic 
poJarb of "~ew. The areas covered by indi~.dual nationsj excebt £or the 
d~~arf states of Germany•and Italyj ~.~ere neither too large nor too sma.':.! 
in relation to the available means of transoortation and comn,m~ication 
and administrative teckniques. The advent of ~o~:er-driven tools no% 
onl.] ,_.. diminished .nrogressivei~:r~ the cost-time dimensions of ~ ~'~ro-oean eco- 
nomic geography but facilitated an enormous e~.'pansi0n of economic excban:zs< 
betv, reen individual countries. On one hand~ geo!o~ical ~epos.,..,s ~,n:ch 
fo~med the ra:r material base of Eu:~opean indus.triallzation e:.T.-ended across 
several political frontiers as~ for exa,~aplej the coal sea,~{~s of nori, h- 
trestern EuroF, e; whereas, on the other hand the j1~taposition of mineral 
resources~ as~ for example; French iron ore and .~er~an coa!~ gave rise 
to a system of economic interiependence encomTa:~'sing several political 
units. The geological formation of nortb,,-estern E~..n"ope~ the juo~tanosi- 
tion of Rhineland coal and Lorraine iron ore~ :~eshed the hea~q.: indust"'ies 
of Germany~ Franc% Belgi~m.. and Holland into an economic '~it]r~ That 
~uity was reinforced by interconnected ~.~atar:-:ays~ ~a ~ ~ .... ..... ..~. .... road systems 
which~ in large measure~ conform to topographic foi~.atLons. ~he oo~..-er 

system of ~,'estern Eurooe. -.,:as developed as a combine of Oerman~ f~ench 
and Sv,iss thermoelectric an:.. ~ hydroelectric reso~.~'cas. }icre ~=~~or,,~.-:.n 

~h~ distribution of o!ants~ labor force~ and skills formed a stili~ ~ 
~ a ~ e r n  . . . .  l c n ~  ~ i t h o u t  i n t e r v e n - ' , i o n s  _~,~c~ ._.~.,.~ . . . . . .  "~,,~.~:~ c o l o s s a l  i n v e s t r : : e n  ~s i f  

immense losses in productivit. ~ u-ure no= to onsu.~ ~;.;_'s tumi'~erab!.e, in 
this respect~ ('~.,.,:~, hea<,~ industry i<.. its car.uc:i.t~, ~ as producer as -,:el! 
as consumer -~ras of vital interest to ~~-c~ ~- ,~,~÷-,~.~-~s~.~., ~. ~_.=~+.~"~ an¢.~ s)ecialized. 

a..,~_tze r_'. an d. 

The movement of raw materials and :.~nm,,n,,,~ ~ -" ~" ~': zoods shun_ the web of 
European interdependence. Interdei~endencc of skills ~:ade not only for 
high specialization b~t also ~ ~ ~.o~ @~slon of labor as resards one and 
the same branch o£_ industry. Thus~ for exam,ple~ or.:~=s-,~' ~*: '~ v:oo!en cloth 
~.':as shi2ped to Thuringia for processing and re-shipped to Britain for 
conversion into men's suits and blankets, This type of commerce--for 
which the Germans devised the descriptive term: Vercd,:)!~rm<sverkehr-- 
~.[as characteristic of the differantiation of Eurooean skills as -,-;ell 
as the unity of the Etmopean market ~t *~" ~.po~.~,~ of e~ trade 

in t h e  face of innumero, blc trade rastrict!on% spa:;nod b ~,:.~ ~,7orLd 
14at I~ and subsequent economic fli.s!oca'~ionsj -.n%ra-European-br:.~do con- 
tinued at a high level in relation both to nrtiona_! and -to per canita 
incomes. In 1928 the nations of Zuropoj excluding ]lussia~ exported to 
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each other and their deocndcncies 12.5 billion c'o!iars L~orih of goods, 
. . . .  ~ "  . . . . .  " flood o r  ~)37 per head of popu!ation~ and in 1938 at ~-~u h ..... -~ of ~:~e 

of restrictive schemes~ intra-Zuropoan export trarie ar, o~mtcd still to 
- " . . . .  ~ " fig~mes nine billion do!lars~ or about ~26 per hcaa. The co_.r .... pond_ns 
8 for imports are 12.8 billion dollars and ,:;;3 per head in 1928 m-~u'~ ,._ ,~" g.-h*. 

billion dollars and ~)23 per heo.~ in 1938. Th-s '-~" . . . . . . .  - . . . . . . .  ~ . . . . . . .  

trade r.~as ;;~75 oer h~ad of peculation in 1928 and <i{49 in ~ o 
are large oer canita figures even compared ,~_~h bhited orates' s ba-SJ.sb.~.cs 
which show a total of exports and imi~orts per head of coou]:ation of "' ~o9 
for 1928 and $37 for 1938. Since *'~ . o  ,~ . . . . . .  p e r  c a p i t a  i n c o m e  o f  ~ t u ' o o ~  ~ / a s  

considerably lower than that of the U.S.~ intra-Eurooean exc]-angos -,,or,= 
proportio~.to!y more important in tcz~s of European per c ~,'+ ~ . . . .  

than was the contribution of American foreign trade to the inco::~e of 
the average American. 

Three developments have t-~.ndud to diminish the total vo!umo of 
intra-European trade and to clog the traditionnl ch-~nnols of exchanges 
on ~'~hich the functional balance of the ~ . - ~'.urooe~:n economic syste~~ depended 
The first is the catastrophic reduction of G,.n~,an~."s tradc~ the second 
is the crisis of the Pound and sffusequent reorientation of ~<ii-,ish tr~-do;. 
and the third is the decline of trade but,'con Easte=~n Eurooe and the rest 
of the European continent. 

In 1928 Germany exported to tb,c r,ost of )Zuropc; cxc!udin,g the 
oov~e ~ "~ ~hion~ more than trro billion dol]n,~s .~ in !g&g shc '-~ ~ ~'-'," 
million dollars. This rcorcsents, a decline of r}~, ,~_m~,m:, "~ -~'s contribution 

. ' "  r c o ~ - ~ , - : ~ - , o ~ , c l ' r  ~." figures to European trade from Ii~ to 2% of the total. =as ..... _ ........ o 
for imports, are 1.7 b~z-zon~ . . . .  and 240 mi!lzon~ an 11% an£ I.~i~ rcsncctivel.y. .. 

of total Eurora~,an imports, 

The resulting contraction of int~m-EuroD<:,an. ~+~,-~'~,~ v,ms compo~m~d<:d 
by the altered oosition o~ ~r,~u 3ritain at.,! by th~ resoluts re-direction 

~ ~ ~-,~ .~ . _b bare bon,Js of British trade by ~o i.~r~;.unt:.~l controls o f  i3ritish 
trade policy under the guidance of Sir :3tafford Cripps are these: ~'itain 
seeks to maintain a rigid bai~noo in h<~r c~:changos u'ith ~nu rm: o o ..... 
continent and looks to the Stcrlins aruas for a favorable >~,~,~~,.,~c]_~ of 
trade in ordur to offs:.~t thu dollar deficit. 3~.!:~.nce ~,z9~"~ L_o~" '~on~.~.ndnt~ - 

"h" t ?.rrs cal!<,d "ben- implies a sow~ro reduction of British imports of ,,: ~.,, 
essentials" or "lu_xury:' nroducts. This policy r,.~suit,~_~.~ for ....... in 
a s:~bstant±al reduction of French ~,~ ...... .oo~ to Brituin rand tbzs !:o hr. over- 

tra{-~.. For .... co~mte~! :-n *~' all reduction of French foreign -~~ ~,r~:nc<~ ..... prod.mr 
era ufon Sterling credits for oJ_~se,~zng h,:~r t~dzn~ deficit ::ith other 
continental nations including Germ.any. 

Im 1938 Eastern Europe exported to thc rest of Lu'_nopo i,,5 billion 
dollars vmrth of gooc].sj or 8.3% of E~,zrooe~s total in~orts. Iu: 1947 th<~ 
East European share had doc!in:sdj ~:~ith 679 nil!ion dollars; to 3~2~ of 
the total. Thus the decline of ..... . ~e!m:~n and East European exports a!on~ 

. , . ig. ~i~. account for a shrinkage of Eurooe's total im.~orts by /" 

3 
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It is not necessary to digress on the meaning of these figures. 
m~ev are self-exola:,~ator~ and conve: ~ the essence of Eu.rooe ~s c...,.'q'~+.~e~.:'--,.,o.= ...... ~<! .. 
economic problem. No: need we recapitulate the various moasv, res ,.,]-'.ch 

the ~ " '" " . . . . .  ..... ~c , ~el. ~-'_cla_ :_e,., oR the ,.m. BL{=.~.I q.an 
have taken in order %o cope v.~th the problems posed b~- these three major 
dislocations. The story is to!d in the Outline of :-;urooean ]<@cov,r.:r-y 
Program submitted by the c . . . . .  ~ . . . . . . . . . . . . . . .  ~a,~e Department to the Senate Foreizn ~{~+:~',,'<' 
Committee and~ more zecent.~y~ in A Survey. of the Economic 6x0uat.~.on and 

_ . .  . 

a,.iqt . . . . . . . . .  : ,  R c o s D e c t s  o f  E u r o . n e ~  p r e o a r e d ,  b y  t h e  U.,...'" R e s e a r c h  ~ PTr4Kr , ' ! : ' ~ , v  . . . ]!~r±sJ_on 

o r  t h e  E c o n o m i c  C o m m i s s i o n  f o r  E t m o ~ e .  H o w e v e r ~  i n  o r d e :  -~ t o  @ i s % i n ; ' j n ' , s h  

between emergency and lonc-ran~e proble::'s~ it is necessaY/," to @xam.'.ne 
certain features of the Euronean s~tua-~,_on" ' " ~r~'--~b~ because t.~.. v-,--̀ - are as 

m~__~t~e acar:nst a restorat~cn o, -  permanent as they are unprecedente!~ '~ ~ ~ " " 
the Euronean system as 4t existed ~-~ ~ i ' f o r ! d  T'i" :~,-" . _ o~o_ e War . . . . .  ~..,::,_s is not -be 

sa ~, that the co~mtries of Eurone are today less denendent on in%r,/~- 

Eurooean exchanges -0han !hey wore before the ?far. it is one of ibe 
c h i e f  a i m s  e l  t ' ~  } J i a r s h a l l  P l a n  t o  i n c r e a s e  ~l ........ a n  ~m~_]_ ,  : "  ~ - ~ : - ~  . . . . . . .  

between individual I.'[arsha!l Plan countries$ dollar aid is c:o'~c.--Jved 
chiefly a s  a measure desig.ne-l to obtain thai end. However~ 3he rcstora- 
tion~ if not to say the increase of trade betv&~en the Tt~rsl-a!=_ countries 
e n v i s i o n e d  by t h e  C . E . E . C . ,  n e c e s s i t a t e s  f a r - r e a c h i n g  . . . . .  ~ _~ ,~:-'~"+" ~ ' - - : - ~ ' ~ . o  ~., . , . , : . ,o  i n  

t h e  c o m p o s i t i o n  o f  E u r o p e a n  ~ . . . .  ~,- . . . . . . .  ~= . . . .  ; ~no important s~:.tlbs in l~s goo:jrai'hi- 
eal distribution. 

I t  m a y  b e  o b j e c t e d  t h a t  E u r o , ) e .  e v e n  ~o-<~-~,,: s n l i t _  a s  i t  {s_ a ? . o n s  

t h e  5 t e t t i n - T r i e s t e  l i n e ;  i s  a n  e c o n e x ~ i c  u n i t y .  Do<;s  n o %  % h e  U,"~ t ~ d  

. . . . .  ~ ~ o  . . . . . . . .  i o n  f o r  E u r o p e  ~ + i - , ~  o ~ £ ~ . ~ % .  -, i n  ( ! e n e v a :  £ e s b i t c  ~,.,~:,~mo..o Economic c -~ o~. • o o_=~ ........... 

R u s s i a ' s  r e r u s a !  t o , o e ~ . m : i t  ' " ~  .... ' " " 

P l a n ?  E o  g o o d s  n o t  m o v e  i n  ~ a  ~ ; ~ ,  voll£~:~o o ~ o ~ s  o:: , ;  .LL. n o s  o f  - ,o  ' ' ~ ' '~  

coiitical clears ~ Dc not hn..'. Franco-Polish~ ' -~' ~" ~ ~ ' ~  ' " ,.:n<_o-:-o_,__o.~, a t ; ' . . !  .&n.Tio- 
Yugoslavian trade a Src.'.r~cnts 1 . . . . .  " ~'- mrs t ~ o f  . R . P .  conc_.a,=e... "duri.u~ i ~:.~ £" - v.~ar the :-" 
bespeak Eurooe~s dependence o~ "East-.:cst ira.:Pa"? Did not~ .on D..-c'--~,,b--~- !~ 

n e ~ g h ~  o r  t h e  8 : ; r l J . n  c r i s i s ~  t n ( :  ~ . . . . . . . .  " ~ - r  ; ~ q -  . . . . . .  - . . . . . . . . . . .  i 9 4 8 ~  at the " " ~ ~ ,~, ... . . .  ~.~,.- . . . . . . .  1~_~ ...... . 

conclude o n  b.'sha!f of .fest~rn Ger~_:r.,.ny a :[.40~000~%00 L~ado a'fr.:~mnont-.'.~th 

zochos.~ova.<ma: Lid not on Janua:q; 14~ 1949 Pc±an.:'. si.dn a 5-y~.ac trade 
a c r e e m e n %  "'-" ~ . . . . .  ~ . . . _n  o x c h r . . . n g o  of.. ~oo,.;s" ~ , ' t t h  ~..- ~o .... -. w.l.u-:, '  o f  f i v e  

b i l l i o n  . - ' o ! l a r s ?  I t  i x  n o t  p r o p o s e d  h e r e  t o  a - 1 s c u s s  ~ ;  v ~ : ~ i < v : s  ~_ . u.l<; ~P-,R 

~P_ces of what is called "ftmctional:' integration~ t o  :'~i%: Jconomi~ inte- 
gration be,~ond and above; so to soeak~ of oolitic¢.! divisions° %here 

a r e  o ! e n t i f u . £  c a s e s  o n  r e c o r d  s h o ' , i . n  S t h a t  n a L x o n s  n O o U l . L  . . . .  o . . . . . . . .  s , i f . o h  

o t h e r  m a n a [ e  t o  ~-~->~_~.,~ w i t h  e a c h  o t h c r ~  ,~+-" 1 ~,,~-,,_.~._,_.,.,=,=~ ..~o_ . . . .  ~ :  .... .:.~xcb,:.,-:fik, c f  

v i t a ~ _  c o m m o d i t i e s  t h e  s u r s r i c c s  o f  n c u t r a ! s  o r  o f  t h e i r  c...~ n a  ..... ~,_.o;.s~ 

c n g a , g e d  in o m u o , o _ _ n . ~ :  o ~ ' , ~  ~ .'_'.s , : , i d  } " r a n c u  a n d  " : Juror ,  s d u r i n . s  t ~,'... :.~n~'..~ . . . . . . . . . . . . .  .-.~,~ .~ " . . ' h r s ,  

:~U% t h i s  L Y r e  o £  a c t = v l ~ ,  s h o ,  t l : i  n o t  b e  ~ i s h f i l : - n  f o r  w}m% i s  r~<:a r : t  b?/ 

ne~.~m..-.'.,<.,, e c o n o m i c  r e l a t i o n s h i p s . .  

Both t I~:'..~ i'.,larshal! %an ar-.i %b~ ,'~ ..~7~-4 ;%lotov Fian arc so,.m~" .... ~c,: 
o n  t h e  a s s u m p t i o n  o f  t h . ;  r c v J ' . v a !  o'i" / h s t - V r ~ s t  F m ' o n : ; a n  t r : , d , : ' .  _Tb_~; 

~ . ~ e r s ~ l a l -  P?_an c o u n t r i e s  a r c  L ; .~pon , t :un~  80  n o  .area_k: m : : a s u r c  u - c o u  '" ...... 

Eur6gc~n imports of 6rain~ l'~c.bcr anJ coal: while the L:oiotov PLnn 

4 
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countries are depend~nt on the supply o f  c~,pital goods e, nd r : recis-" , .en  
t o o l s  f r o m  t h e  7,%,st f o r  vhe  e x e c u t i o n  of" t h e i r  d e v e ! o K x ~ e n t  p l a n s  
Howeve r~  t h e  p r o p o r t i o n  o£  t r a d e  f r o m  . . . .  ~ . ~ P  o f  ,.. E a s t  i n  t h e  t o t e d _  " . . . . . .  
! T o s t o r n  n a t i o n s  w o u l d  b e  c o n s i d c r a b i y  l e s s  t h a n  t h e  propo.~ ~"-~..o~ '" o f  
:,cs~ern trade in thu total trade of :-'..astern : " ~ " ~  ~ " . 

flov: of trade ~.vcrc to be "~-~ revm~ . . . .  :.Toreovur~ the t ' f e s t o r n  nations are 

~robablv less dependent on the resumption of East-'.:f.~st trade '-" "" . ~ b ' h . , =  1 a r : J  

the Eastern% nations for thu f~,~fi!!munt of their p]_ans. In tile short 
r'~ the nations of the Eastern block -,>ill encounter many a _ . I z _ , _ c u : u ~ s .  
The  ~ a t t e r n  o f  t h e  H o l o t o v  P l a n  b o ~ i n s  t o  em . o r se  i n  o u t l i n , ~  some~. ,hat  

_ ,.~.~1 provide the ~ndus~rma,'_ raw m a t c : ~ : t a l s  alon~ those lines : Russia "~ ' . . . .  
whereby uzecnoslovak~a and Po!and~ as "workshons" of mastcrn Eu)_~ooe; 
v:il! ~ndustriaiizo the Balkan countries. Of the lattcr~ R'or~c, nia and 
Hungary ~.,~ll be most clos.~Iv tied to ÷' " " ~n<. supply , . . . . . . .  a:.; Sovmct Union~ vrhich +~" ,~", 

~'&th certain industrial ra< m~r,.als. Yugoslavia, " ~ " an,ff 
4~ Albania ,v._:_l build up thuir inJustry on th~ basis of ,,,?.ectrification 

and ~,i!! rationalize their acrictO_tm~e. There is nothinz in the nature 
of thin,is to prevent the creation over a !on~ p~riod of c.n J:stern :qloc 
as a single economic 're%it. It has been said ~'~n,,.~ such a _nroj<"ct could 
never bc achieved o_n~ ~'. the cconomi,:;s of ~-:.~,us ~ s i  ~: and th,~ Dc.nubicn co~- 
trios are not ~o~,m7 ..... ~ .... , both hc, vin~ c>:oortnbl-) s~n~o].us~s of s ' 

products as grain and timbo',". If ~" , ~no industric.lizntion of Eas>:~rn 
Europe proceeds and po.2~!ztion incr.~:scs, nnd if the popr&ntion of' the 
S o v ~ e ~  U n i o n  ex~an .ds  a s  i t  i s  p r o j e  c t c d ~  ~ b  i s  b y  n o  m~,,:.ns c.;r-b.ni~ t,:~c 
E a s t e r n  B l o c  w i l l  n o t  n e e d  e v e r y  b i t  o£ . food a n d  --4 , ~ ' o  m_n . . . . .  ,.~ it p r o d u c e s .  
There is littl~ reason-;',~,, in t h e  long-run th;s,~ t:~o arcas~ as th~ 

diversification of their econoni~s procc~.:is~ sho~Id not bc abi¢ to 
_- ~ •el  --, 

me-~z~ .... into a s~ngme economic bloc with Durhams. , r: ~ :.. common surpiuscs~ 
.,. ,,] ~. such as timbcr~ .~.nd a . . . . .  extraneous ne,uds 

All available cvidenc~ ,~ 4 .... • .... ~.~ ,.~o.~n ~o to a f a r - P ¢ ' . : c ' ~ - i n g  i ~ © - c r F ~ o n  . . . . . . . .  o n  

of e a s t - . F ,  u r o , ~ a n  t r : : d c  ~ "" ,~nu i n t e g r a t i o n  of '  e : t s%- l .h l ro r )can  n a t i o n a l  e c o n o -  
~.:~ies ~ .~- th in  t h e  S o v i e t  o r b i t .  So~.~_,.:-b th .~or-  3 and. S o v i e t  : o r a c t i c : ~  a c c o r d s  
orimacv to ~oolitics over ~.conomm~o~ and not!n.n~ in the r::cord ..u~g~ot~ 
t l w . t  S e r i e s  p o i [ c y  :-d.!]. ~ . ' . c l d  to ,cccno'.:~ic l o c i c - - b e  i t s  ,.=~..,,~...nos ev{ : r  
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eastern Europe, have been revised. Kore important still, it is doubtful 
that they could be revised were this the wish of the Sot<et Union. In 
all likelihood, the "Molotov Plan" or a similar scheme for regional inte- 
gration will furnish guidance for the future long-range orientation of 
eastern European economies. Political exlpediency may have merely hastened 
long standing trends which were inscribed in the population statistics of 
eastern Europe and its pattern of progressive indnstrialization and urban- 
ization. In this sense, Hitler's attempt to conquer eastern ~rope ~as an 
attempt to capture markets that were slipping from Germany's grasp. 

It is these circumstances, the long-range and apparently irrevers- 
ible developments in Eastern Europe, superimposed on the acute crisis of 
3ritaints and the catastrophic reduction not only of German productivity 
but also of Germany's traditional outlets, which must inevitably lead to- 
wards increasing competition for the world's remaining markets and fr~u- 
tic search for new markets. In Europe proper they have actually given 
rise to an increasingly sharp competition for hard currencies and to a 
repression of intra-European trade because of the efforts of individual 
countries to deal unilaterally with the hard currency shortage. The 
result has been a system of rigid bilateral trade, if these disad~-- 
,ages are to be overcome, ways must be found to (1) render bilateral 
trade agreements among European countries more flexible by developing a 
trade structure under which a country can offset its import and e.xport 
surpluses with other European countries, to wi~ a ~orking clearing system 
andprovision of credits to countries which for some years cmnnot do ~th- 
out import surpluses; and (8) decrease dependence on bilateral arrange- 
ments by broadening the basis of trade and institutionalizing reciprocity, 
to wit, by customs union. 

The problem of a customs ~nion for Europe raises the question of 
two alternative approaches to DAropean unity, namely (1) the fur_ctional 
and (2) the political approach° Let us deal briefly with the "functional" 
integration. 

Professor Mitrany, perh~.ps the most persuasive ez9onent of the 
"functional" spproach to the obstinate problem of equal sovereignty, holds 
"that by its very noture the constitutional approach emphasizes the indi- 
vidual index of power; the functional ~pproach emphasizes the common index 
of needs," and that, since many such needs cut 2cross nctional bo6mdaries, 
a beginning could be made by providing joint gover~Lment for them. ~ in 
brief, it is Professor Hitranyls thesis thct in order to deal with politi- 
cal problems it is necessary to tackle and solve first ftunctional problems. 
This means that if people were fed, clothed and housed, industries devel- 
oped and tariff barriers broken down, then the problem of political unity 
would take care of itself. The real problem is to persuade some 16 D~ro- 
pean sovereign governments to do just thot. In areas where existing 
inequalities are smell or not important governments and peoples will read- 
ily incur whatever inconveniences the "fum_ctional" approach hight entail. 

*("The Ftmctional Approach to Uorld Organization, " International ~-ff:~irs, 
" , , ~ 5  3 6  " Vol. 24, l:~o. 3 July 1948 pp. ,~" O- ~. ) 
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It is possible, though not always easy, to persuade peoples of 
not'too-dissimilar living standards to pool their resources, ms, for ex- 
ample, the pooling of hydro-electric power by France and italy, or the 
pooling of trading opportunities elf coted by Holland, Bel~i~zm and Luxem- 
bourg t~mough customs union. It is possible, too, to effect similDr 
mergers of specific economic interests emong nations of gre;~tly dissi:nilnr 
living standards in times of war, as for example the pooling of regional 
resources in the ~,{iddle East Supply Center during World War ~I. But "f~%e- 
tional" partnership in peace time between high-living-standard and low- 
llving-standard countries involves, if it is to come to grips ,~th vital 
issues, a sharing of wealth ~,nd trading opportunities. Such s~o.ring, while 
highly desirable from the point of view of cl~,ssical economics, flies in 
the face of the protectionist doctrines dominating the economic policy of 
every major country. For the sovereign power of every major state is em- 
ployed to no other purpose but to defend existing "inequalities", to %~t, 
a high standard of living which is not equal to thet of the poor countries. 
Wherever "functional" arrangements entail l~rge, though perhaps only tem- 
porary, sacrifices of cherished "Ineq~nllty," their ratification by popu- 
lar approval stands no ~ore chance than do such "functional :T proposals as 
tariff agreements and agreements on population :uovements in gener<~l. In 
brief, the functional sol~tion is practical only when there exists a simi- 
larity or community of interests. ~nat similarity or community of inter- 
ests can be reinforced by functional organizations; it cannot be created 
by them. 

The advantages sought in doing away with barriers botween two or 
more countries lie essentielly in the possibilities of rstionai organiza- 
tion of production and of a more far-reaching division of labor, such as 
would be created ~thin a wide market. 

Experience gained in lhrge scale economic markets has always sho,;m 
clearly the immense progress which u~y result from an increase of produc- 
tion, a better utilization of resources and the increase in national reve- 
nue, all of which are in close rel:~tion withfrce exchange of commodities 
over a wide area° it is for this reason that the sdvant~,ges sought in the 
establisl~ent of a customs union con never be accurately foreseen in their 
entire development, because the dyn~mism of the notional economies concerned 
may result in a maximum exp_:~nsion to possibilities which can only be guessed 
at before the union comes into being. The factors in a static economy which 
maybe measured in advance are hot proportionate to the result which should 
normally derive from the efforts deployed. 

From this point of view, the setting uo of an economic union can 
always be considered more or loss as an act]of faith in the future ~n& 
history Shows that re~sonable confidence at the outset b~s a!wo.ws boon 
rewarded. 

An economic union is one in "~;'hich the contracting cou_ntries merge 
their policies end re~u_l,otions in econov, ic, finenci~:i, social, industrial, 
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agricultural matters, etc., in order to re=:ove all impediments to the frec 
exchange of commodities, methods of payment, capital, l~,bor, etc., in 
territories within their economic control. • 

~en undertaking the fusion of several" national markets into on~ 
large internal market', it is necessary to realize thet the ne~ distribu- 
tion of production which ~611 result, owing to the freedom of movement of 
commodities and of factors of production, will always give rise to ~iffi- 
culties for certain enterprises, it is on this subject that illusions 
should be cast aside from the very beginning and the sacrifices inevitably 
caused by an undertaking of this importance Should be clearly appreciated. 
A rearrangement of the factors of production ~th e -~iew to improving the 
distribution of labor must inevitably cause cert2in firms to disappear an~ 
imply the loss of some capital. ~It may also call for large socrifices fro 
labor, whose new economic conditions may demand displacement, readaptatior 

' and training for new taskS. Finally, the movement of raw materials, thei~ 
use, the trade cb~nnels through which they flow, are generc.lly directed 
towards new paths to promote ~a regrouping of the elements of production. 

Past experiments in customs unions were generally m~.de st a time 
when economic liberslism had created a large degree of fluidity in cconom: 
systems, thereby fscilitating the adaptstions necesss.ry. This fluidity 
has now ceased to exist and, for socis.1 reasons, its complete reestablish 
ment is not desirsble. The power of resistance of vested interest may 
therefore be far greater then that experienced in the past• Political 
influences, electoral interests and various other formg of resistance may 
bc opposed to the fusion of markets and it would be unwise to ignore thes 
considerable difficulties which are certain to srise when setting up ~ 
organization of this kind; such difficulties will have to be ovcrcome ~t 
perseverance and energy in order to obtain satisfactory results. 

These considerations lead to the conc!usion that the simple sup- 
pression of customs barriers between two nation~l markets Which intend tc 
unite will not be Sufficient to attain the final objective of the econo~.li 
union, that is to say the fusion of markets, the r:-tional Organization o-~ 
production and an incre~.sc in national revenue, as long as other barrier. ~ 
remain, either ~s regards au~mtitstive or exchange restrictions. It can 
be e~ssumed that vested interests ~¢}hich ~olould nornall'y be condeo..-uncd by th< 
creation of a union will make us~ ~. of these weapons in order to safeguard 
their situation in soite of everything and ~.,:ill st~=nd in the w~.~,, of com- 
plete fusion. 

A reelly efficient fern of Europes:n union would undoubtedly call 
for a full customs union, but the function of :t customs m-~ion is differe: 
in a planned economy than in a libcr~l one. in ~ liberal economy the cr 
ation of a customs union with the remov61 Of Customs @.uties between the 
members might prove edequate in itself substantially to increase trs.do 
bet~reen them and to ~,ork towsrds on adjustment s nd unification of thcir 
economies On the other hsnd, the ~-~,,,t~ of ecdnomic pl~,nning and inter 
vention, ranging ~ll the w~y from t h e  isstu~nce Of cert~!n general&irect 

8 

'. .~, ~]T~", :.' ! '  ! > L  ' i ~  . :  i~ : '  : 



to t1,e supervision of regular daily business transrctions, .... ~~]~t~s 
the whole nature of the problem. It is clear th:~t a customs union could 
not be expected to fulfill its purpose if it were concluded between one 
country with private foreign trade and another with h.government foreign- 
trade monopoly or with its trade centrally plsnned and con~.].o~oed. Seri- 
ous difficulties might also arise if very important Branches of pro~caction 
were o~,,~ed by the government in one country while private enterprise pre- 
vailed in the other, or if the general objectives of planned econo:uy greatly 
differed between the member states,. In either situation the mere existence 
of a customs union would not of itself bring about the expected ;:~utual ad- 

enough- to create justment of the member economies, nor would it be powerful ~ "~'~ 
the desired price equilibrit~.% between them. Therefore, in an interven- 
tionist economy the need for uniform policy could, not be limited to customs 
tariffs and monetary and financial policy, but should c~.br~.ce all impor- 
tant aspects of economic policy if the real benefits custon~rily associated 
with a customs union are to be obtsined. Hence, under these conditions 
the concept must be enlarged from that of a customs -anion to that of an 

economic union. 

With an interventionist regir:e this tyloe of economic-cooperation 
consequently requires a higher degree of homogeneity between the economies 
of the member states tl~nn does a customs union in a liberal economy° 

That this generalization applies to Europe can be innediately 
verified by the fum.danental divergency of British policy on One hand and 
French and Belgian policies on the other. It is obvious that 9zitain 
could join a customs union with the continent only rt the sacrifice of 
most cherished conceptions of austere planning whereas such countries as 
France end Belgi~u would have to extend greatly government controls in 
order to meet British--or rather British Labor--standards. Coo~crsely: 
the Benelux Union and the Customs Union initialed by Frem~ce and Staly are 
to be a considerable extent based not so much on economic correspondence 
but rather on similarities as rezard~ political and social structure and, 
even more important still, of ways of doing business and temperamental 
and cultural affinities, How divergencies on socioeconomic doctrine nay 
disrupt west-European cooperation is illustrated by the recent interven- 
tion of the British Labor Party in the affsirs of ~estern Gcr::~any. Dur- 
ins the recent deadlock over the drafting of a Gezuan constitution at 
Bonn the British Government informed confidentially the Germ tan Socialists 
that their demands for the important powers of centralized financial con- 
trol would be acceptable to the three military governors, altho~%sh France, 
supported by the U. S., had opposed their grant as bein~ an irreToc~ble 
step towards the socialization and centralization of the Gernan economy. 

~.OW The foregoing remarks nay suffice to show '~ difficult, in,cod 
how inadequate, is the "functional" approach to ~unopcan integration~ The 
problem is a political one, and that political problem does not taka care 
of itself; it can be solved only by political intervention, History sup- 
plies a few examples which fortify this ccntention: 
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The confederation of thirteen A~eric~n States agrecd to pro~,dde 
the forces end money necessary to fight the %~'ar of independence, ~'[ithin 
three yecrs of the end of the w~r the United States was bankrupt and on 
the verge of civil war between oneState and another. The functional 
approach had broken do%m. Then Washington urged them to tackle the ~ 
political problem of creating an organ of Government° Over the heads of 
the politicians, who said that the States would never surrender their 
sovereignty, Washington persu~ded the congress of Philadelphia to tell 
the poeple what theymust do if they ~shed to save themselves from ~notner 
disaster. Within twelve months the people, by popular vote, accepted the 
proposed constitution. After that the functional • problems were comp~.ra- 
tively easy to handle and there was free trade throughout the whole of the 
thirteen states. 

The second case is that of Germany, which wins rent with internal 
and foreign wars from the Middle Ages onwards. After the Napoleonic ~ar 
Germany adopted the functional appr " ' o~tcn, the Zollverein. ~'~en after some 
years one State after another began twisting it in its own inZerests, 
Bismarck declared tl~t unless a ~overnmen~ was elected by adult suffrage 
ti~oughout Germany which could make one tariff for the whole of th~ German 

• t~a~ meant war, and the pocple, Prussia would go out Everyone knew that ~ ~ 
Government was formed• • 

The third case is that of South Africa, where a customs convention 
was signed after the South African ?f~r, but in the course of a few years 
difficulties arose and there was a possibility of war between the Transvaa 
and Natal. Then a political union was formed, and the whole customs ques-- 

tion was settled at once. 

It is France that has taken the leadership in the political con- 
solidation of Europe: in August, 1948, the ~rench Govcrm~ent called for 
convening of a Europeanlparliamcntary assembly for the purpose of draftin~ 
of a European constitution. Having sho~,m marked initial coolness the 
British Government, yielding to internal and external pressures, acceded 
to the ~rench proposals, elthough obt~,iningsome important modifications. 
A Council of Ministers is to function ss the supreme executive bed?l; the 
delegates to the Assembly, a consultative body, are to be chosen accordin~ 
to methods to be determined by each goverr~ent, be it by appointment, be 
it by popular election. The seat of the Assembly is to be Strasbourg~ 

Although this seems ~ logical step towards Z~mropean poiiticml as 
well as economic integration, it can solve the European problem in one 
sector only, to wit, in Europe. However, European integration, if it shal 
expand and not merely freeze Europe's trading opport~nities, is itself a 
function of a wider integrating process which must encompass the great 
overseas connections of the European tr~ding commu_nity~ 

One hns %o distinguish, from the points of ~ew ~in question and 
overleaping all political boundaries, between en industrial nuclear 
Europe and a predominantly agricultural p_~phe[?.l ~Lhlrope--the first 
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comprising England, Gervnany, Belgium, Luxemburg, the ~[etherlo~nds and $~..Tit- 
zerland, the eastern areas of France and the northern aree.s of italy, L~s 
well as Austria and Czechoslovakia, the second comprising the ,thole of 
the territories lying around shout these° As con easily be seen, the mass- 
ing of industry in the ~uropean nucleus is not an histories! accident but 

• ~ ~ partly is conditioned by the potentials of raw material ~:nd hea~qr in~oo.Y 
located in and partly surrounding these countries ~nd by the mines and f~,.o- 
tories exploiting them, between which or in the vicinity of ~.~hich the opti.- 
mum growing-points of such labor-absorbing industries as use coc.l and the 
like have developed by preference. If now you look at the living economic 
circulation in this economic body of iDarope, you will see thnt it is obvi- 
ous that the industrial nucleus should be the given market for the l::.rgoly 
agricultural areas on the periphery, just as, st the samc time, they obtain 
their industrial articles from it (av-~raging 80 per cent and 83 per cent 
respcctively in 1930). These peripheral areas have quite clearly not yet 
reached full industrial development; neither i~.ve certain subsidiary, '~ mem- 
bers of the industrial body of Europe, which depend wholly for their e~xport 
market and home supplies on the prosperity of the nuclcus. But this itself 
is a highly integrated st~acture geared to world economy. It is--al~.~ays 
taking its tendency to assert itself cftcr the first world wrr desT~?ite all 
existing obstacles, as representative--integrated in every p.~.rt of the 
industric_l processes going on in it. The various p~rts of the nuclcus are 
their o%,~n best customers, since they exchange almost half their total ex- 
ports among themselves. And in its turn half this exchange consists of raw 
materials and half-finished goods, so that it is, therefore, a movement 
within an integrated process of production, in which the v~rious phases 
divide themselves out according to the most suitable localities and complc- 
meat one another till final completion is reached. Lastly, the nucleus 
markets half its finished products in Europe itself, only to a cov.para- 
tively small extent in the periphery on acco~_nt of the latter's lesser 
development and inferior purchasing power; and to the second largest extent 
in territories outside ~urope, whence it obtrins 50 per cent of its ra~.~ 
materials and more then 30 percent of its foodstuffs, prying for these vrith 
goods, transport serNrices ~.nd revenues from foreign investments. Hence one 
can see clearly that Europe, politically so fragmented, is n?.turally and 
historically, but above all in its nucleus, a single unit belad by the clos- 
est and most intense economic ties, e;:~ch of whose p~rts is ii~tim~tely de- 
pendent on all the others for the full use of its potentialities. And this 
state of things, interestingly enough, also inclzdes En~l:~nd even though 
she is part of the British ~npire, for in 1930 she "~,:as sending $2.1 r~er 
cent of her exports to Europe, end seemingly so e uts~rkic Fr.'~nce ms ~,eli, 
whose ~uropean exports ~mounted to 64.1 per cent. ~urope, therefore, is 
a body whose industrial nucleus h~%s more vital econo~.ic ties (i.~ports of 
raw materials and foodstuffs, exports of finished goods) witlh extr a ~aro- 
pean co~J.ntries than with the peripheral, which is re!ative!y xni~~porte~nt 
from the economic point of view; but all these peripheral areas, Centrs.l 
and Southern Italy, Qreece, Spain, Scandinavia, etc., as well as the nu~ 
clear areas bordering on or connected with C-ernany, cannot prosper if 
C-ermany suffers economic collapse or atrophy° 

I I  
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It is, therefore, res.dily apparent that European integration, the 
very interdependence of Europe, is tantamount uo the integration of the 
entire western trading commtuui~y. Anything less is retrogression into a 
vain pursuit of economic self-sufficiency with the concomitant atrophy of 
trading opporttuuities and accent~ution of inequalities of standards of 
living. 

The high objective is the political ~uion of tha Atlantic Co2~uur.- 
ity which is still the largest trading area of the globe and in ~ich arc 
interlocked interdependent Europe, the British Coz~monwealth and the United 
States. 

To pursue that ultimate goal calls for purposefulness, but also 
for great elasticity of method and tolerant urbanity, The states~an ~Jho 
will lead the way will have to wrestle with innumerable kno~. ~nd un~uown 
difficulties. By the time he h~s reached his destination he ~ill have 
shed whatever excess baggage of formulas and blueprints with ~hich he set 
out on the road. 

Thc goal is the unity of the Atlantic comm'~uity. That com*LuI~ity 
is a reality, just as communist Russia and contested Asia arc the great 
realities of the East. A maze of economic agrecmcnts, defensive alliances 
and political pacts now covers, albeit untidily end oddly, the Atlantic 
region. ~eneath it we can dimly perceive new form, s of political organi- 
zation. It was the comfortable delusion of an utopian philosopher that 
the need creates the organ, and that necessity, rccogzized by intelligence 
realizes itself inevitably° Circ~mst:~nces obstruct as much as they favor 
new develop2~ents° The record of the past tends to determine the present-- 
until circumstances intervene. The final answer to the unique challenge 
now confronting the West must be given within a brief span of time by this 
generation of western peoples. 

COLONE~ CLAB~UG~: Gentlemen, I thought as i listened to Dr. 
Strausz-?Zup~ that he was touching directly or indirectly practically 
every one of the problems of the present course~ Now is your opportunity 
to subject him to questions. 

QUESTION: Will this council of ministers in Europe about which 
you spoke as having been recently formed have the power to tax? 

DR. ST_RAUSZ-HUP~: No, thus far the council of ministers v~ich 
has been formed is a consultative agency. It has not executive powcr° 
It is still, I would say, merely a shadow of a future European central 
executive agency, and the ministers in the council are first and fore- 
most the representatives of their Goverr~ments. 

QUESTION: What countries have accepted and joined that co'~.cil 
of ministers so far? 
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DR. STP~USZ-HUP~: First of all the nuclear countries, t~z~t is, 
thc countries of the Brussels Pact--Great Britain, France, }clgi~u, 
Holland, Luxembourg, and four other states. There are nine at present. 
I think the others are ~orway, De~mark, Portugal ~nd Italy. 

QUESTI0~: You stated the need for the political ur.ification of 
these countries. Would you care to venture a guess as to whether Daro- 
pean countries will get together politically or not? 

DR. STRAUSZ-~KrgP~: Again that depends very largely on circum- 
stances. As you well realize, all the concessions ~.Je are nc,w winning 
in Europe spring primarily from two circttmstances: first, the common 
emergency created by the w~-r; and, secondly, the contmon eme~-genc.v 
created by the pressure of Russia. Those two extraneous fo~'ces which 
press upon Europe have made for unity. ~hat will happen when the wounds 
caused by the war have healed, w~m.t will happen when Russia lifts her 
pressure is uncertain, although the cotuntrles of ~arope for the first 
time in their hlstory--or at least for the first time since the Holy 
Roman ~upire--!~ve learned practical cooperntion. I thirfK ~n institu- 
tion such as C.E.E.C. will remind Europeans forever as to what can be 

• ~,,~ just because of the inequal- done by integrated effort. ~netheless, 
ities as regards political and econo~qic systems, because of those in- 
equalities there ~ill be always centrifugal tendencies. Certain nations 
~.~ill decide to go their own way. But under present circttustances, 
especially as the result of pressures by the Soviet Union aaS. perhc~ps 
also a growing sense of insecurity, Europe is learning cooperation. 

15men there is on the horizon a third development, very indefi- 
nite at this moment, but nonetheless discernible: connon opportunity 
for Europe in Africa. I think an increasing n~nber of Europeans are 
beginning to realize the frontier of Europe is in Africa, and, since 
some of the most important members of the European Union also happen 
to be the great colonial powers in Africa, it is possible that the 
development of Africa may provide an area of productive cooperation. 

QUESTI0i$: The ~i~.rshall Plan runs out about 1952. ~.i'm~ld you 
discuss the possibilities and probabilities of their needing f~sa-ther 
aid from the United States of some sort similar to that after that 
date? 

I 

DR. S,RAUS~-.~UP~: I think the year 1952 !s very is.rgely an 
arbitrary date° I think it was a d~te sct primarily to have so,.ucthing 
definite and specific to give Europeans ~ goal, to force them to have 
goals and to set them; .... d, secondly, it was a limit chosen in order 
to calm the fears of the United States Congress s nd the A~erican pub- 
lic. I donlt think that anyone alive, not even Jobm i'!ayna:~d K eyr..es 
were he alive, could say with any categorical assurance ~,hat is going 
to happen in 1952 in Europe. I for one ~on't believe that the situa- 
tion v;ill have substantially changed, except perhaps as regards the 
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most pressing needs, but needs will still be there, especially as i &o 
not see that by 19~2 it will be possible to adjust one of the most 
important problems facing us in Europe, namely, the redirection of that 
trade of Western Europe which formerly had gone to Eastern Europe, 
which, as I tried to explain i n my paper, will go there no longer. 

Oj3ESTIO~T: Sir, I would like to ask a q:aestion as far a s we in 
the United States are concerned, in other words, when we get all these 
industries in the other countries going full blast again, what effect 
is that going to have on us over here? 

I . 

DR.. STRAUSZ-EJPE: i would say very serious effects. I foresee 
a sharpening of competition, i think that competition is presently 
with us. I think we are already feeling now in certain areas the pres- 
sure of European competition, and, as Germany gets on her feet again, 
it stands to reason that Germany ~,~ll bid again for the only market 
which she has outside of Europe, which is South .~.merica, and which also 
happens to be our great market. T~ ~ is such considerations as ~hese 
which, both in Europe and in this country, seem to suggest" the develop- 
ment of Africa as a potentia I market, not only for ~iurope but for the 
United States, and might provide an area of cooperation for Europe and 
the United States° There is no doubt at all that the United States, 
too, will have be idopt policies in the long run modeled after those 
of Britain in the Nineteenth Century. If the British in the Nineteenth 
~entury would have insisted upon the same t~pe of trade balance as we 
insist upon, if the British had handled their foreign trade in the same 
manner as we have done, the British ~upire would have ceased to be a 
powerful factor, not in World War i!, 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 and are they startin~ to Put pressures against ~.y further 
aid? . ' ..... ' .... 

• . • , . . 

! 

DR. ST_t~A.~USZ-k-UPE: T think on the whole *~-'~ . - ~ .... ~ ere not Of course, 
it varies. I mann you have the l&/eor ~nion s in Ver[f po~.,6rfui industries 

T7~ • which do not fear EuroT~ean cQmoetition, efther in the ~_~ited States or 
abroad, as: for x-~ & ....... e ....... pl~., In our hishly efficient autor:.o~ile industries. 
There the trade u_nlon leaders seen to feel that ~:~e c.--,n de~l with compe- 

~ ~, t s.l.k tition .everywhere simply becousc we :,re efficient. ! ..... d some 
time ago with nn economist close to ~[r.:R~:uther and he, on the whole, 
seemed to favor a re%~ision of Our tariffs in favor of ~rope. ~hen .... 
again, there is a certainresistance. ~o~_ _ instance, :in the w(.~ucn indus- 
try, we see the very interestf'~ig phenomdnon of a member of the Adminis- 
tration which stands Squarely behind the. ides of theEurOpe~n coopera- 
tion and ITO (International Trade Or'ganizationh &.nd which prono:~nces, 
itself again and again in favor of the ides of ~"- ~ " . . . .  _,.ee trade, comlng to 
the support, of the watch industry of Mnssnchusetts--the"~sitha~:l ~,¢ateh 
Company, which saw itself threatened by foreign Conpe.tition--and took 
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the stand--I am referring to Secret~ry Tobin--in favor of e prot,ec~ive 
tariff which will protect the Massachusetts watch industry against un- 
~meric~. S~riss watches° 

QUESTI01,T: With the precarious financial position of Austria 
since World %'~'ar I, what do you think the future will be for Austria 

~" ~ P!~n within the scope of the ~,~rsh~.ll end after? 

! 

DR. STP~USZ-HLq~E. " Well, ef course, there we first ~.ve to begin 
with the position of Austria as such. Austria as created at Versailles 
was an economic impossibility to start with, an urban area cf three 
million people, a countr}- very rich in scenory, imbalanced industry, and 
a picturesque but unproductive agriculture. [70w a country c.f that order, 
of coturse, couldnlt exist, and s!l the troubles between 1919 and the 
Anschluss were p~marll~ due to the economic absurdity of that creation. 
So i feel that Austria will always be economically in diffic'alty, The 
alternative is along the lines of the ~nscn,_~s~' ~" ~ -wl~._ ~err~any,'~ ~ t "-~*.~ ~s," 
trade with the large @erman :qarket or the integration of ~£t-~ia into 
a Danubian Union. United Ste~tes foreign policy ,,,,ill ha7,- to, consider 
most carefully what will be the place of Austria in ~ ~&rope, because 
Austria, though only a small .... r+~,, s •~a~eg~ca~j immensely im- 
portant to ~-hrope. Austria is the geographic~l heart of Europe, 

QUESTI0i~: ?iould you outline the picture of Spain in the ~conomic 
picture of Europe today and what you think it will be in the future? 

! 

DR. STRAUSZ-~JPE: I ~,ust ad~uit, sir, I ' • m~..o~ very little ~bout 
Spanish economics. I think the problem of Spain is only in part an 
economic one, although Spain can-contribute ex~ort surpluses to ~urooc. 
As a •matter fact, as you well know, Spsin is, i think, ~,ith Belgittm 
the only country in Europe "-" ' ",%:icn has a surplus of hard currencies and 
stands in relatively little need of foreign subsidies. Spain can make 
economically a large contribution to Europe. Some say Africa begins 
at the Pyrenees; i think Europe be~ins at the So o . ~h,~.r~. You cannot 
simply exclude Spanish ci%~ilization end say, :'There is an unpieo.sant 
little man called Frsm.co, mud therefore the S-o~nish people ore not part 
of Europe." The Spanish people, perhaps ms far ~ creative genius is 
concerned, are among the foremost two or three poop!as of Euro~0e~ Some 
means will have to be found "~hich assures the So~.n ~_ . s ~',. .people that they 
will not be subject to e~other ci%%! war, be it [under the ~ost noble 
and appealing ideological slogan° 

COLONEL CLABAUGK: ?;e have been accustomed to thinking that in 
any future war economic warfare would not be as important as it h~:s 
been in the past because of the comparative self-sufficiency ~f the 
world powers and also the relative scarcity of neutrals, but in view 
of w~%t you said about the E ust-West trade, the feet that Z~st-West 
trade was a so much larger percentage of the trad~ of the eastern coun- 
tries th~zr, it was of the western countries, would you com~:ent on the 
possible role of economic warfare in any future war? 
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DR. $TRAUSZ-HUPE: Although this transcends somewhat ny o~,m 
field, Colonel Clabaugh, I am very glad to do some thinking out lou~. 
on it. I think that economic warfare today is primarily anticipatory 
warfare, that is, the role ~f economic w~rfare is anticipating actual 
warfare and when actual warfare bre~.s out economic w~rfare should 
already have done its job. I thi~k if tod~y nations rcsort to economic 
warfare after the fighting has begun, then they confess that they have 
been guilty of grave oversight because the goals of economic warfare 
now have to be attained before the war begins. I think there will be 
always some marginal areas where preemptive buying may do something. 
There will al~ays be certain areas within which economic intervention 
can disturb the o~ganization of the opponent, but I think those will 
be relatively small. 

As far as !~'estern Europe is concerned, ~.le are waging economic 
warfare of a kfnd, which is, of course, very difficult, because on one 
hand we have, for example, the British who like to wail themselves of 
East European raw materials and, in turn, are ve~ often forced to con- 
tribute to those economies' economic utensils and even military utensils, 
which we would rather see them keep at home. ~ut I think it is a choice 
between two evils. We either have to supply wh~t they need ourselves 
or let them get it where they can pay the price, and, in some instances, 
the price is h~vy. But there can be no doubt that ~.Je have been pur- 
suing economic warfare in Eastern Europe, that is, we have been trying 
to keep that trade down to an acceptable minimum~ not so large as to 
strain their economic potential, not so small as to endanger the economic 
position of our partners and increase the economic burden upon us. 

COLONF~L CLABAUGH: T~nnk you again, Dr. Strausz--~_up~. 

(3 i,'iay 1949- -450)  Mr. Ra t t s .  
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