EUROPE'S TRADE PROBLEMS AND U, S, FOREIGN POLICY |

Address of ilians 3enhard, Bconomist
before the International Relations Section of the Commonwealth Club of California
in San Francisco, September 12, 1957, ‘

Gentlemen:

It is an honor to address the Commonwealth Club of Celiforni and I thank
Chairman Colonel Hughes, Executive Secretary Ward and Secretary Wilson ”iving me

the opportunity of submitting thoughts on Europe'q Trade Problems and United States
Foreign Policy. :
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3. To produce a workable amalgam of 1 and 2, which Great Britain could Jjoin
either as a full member or as an associate member.

A federal solution including Great Britain is not in sight. A federal sol-
ution without British participation is unlikely. The second solution - an associa-
tion of governments - does not meet the requirements of Europe, but it could be a
last resort if all else fails, There remains the third solution, '

The first part of the topic deals with Europe's trade problemé. I presume

that you who are specialists in foreign relations expect me merely to sketch high-
lights .

The tradeproblems of Europe, like those of many nations in the rest of the
world, root partially in economic causes, but are essentially the result of politic..
al factors. The basic difference between the economic problems of Europe and those
of the United States is that European countries suffer from poverty that results
from a miserly nature, whereas the economic problems of the United States are an
outcome of natural abundance that hes not been brought into harmony with desirable
methods of distribution.

Europe's trade problems were aggravated by the consequences of two world

wars, The effects of World War I were the decisive factors which destroyed the
status quo ante in the realm of international trade. SR o
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was the creditor of the world, Nevertheless, the United States saw to it that its
trade balances were active,

Before World War I, international trade was conducted according to the
tonets of a free market econory, which assumed that all national economies were dome~
estically integrated. This free market economy is gone forever.

The need to reconstruct the physical bases for industry and trade in Europe
after the destruction during World War II spurred the governments and people of
Western Europe to almost superhuman efforts. Trade libera}ization efforts were not
only more in the limelight, but were also conducted with greater purposefulness than
measures to restore and later increase productivity. Trade liberalization was para=
mount because European countries had to clear the channels for the flow of trade by
means of bilateral and payments agreements, even though the quantitative regulations
of foreign trade, which were implied in this first drive to resume trade, were re-
pellent to all West-European countries., The restrictive policies of the early period
of European reconstruction after the latest war were nowhere absorbed into national
long=term policies, It was confidently expected in all these countries that they

were passing threv:h a transitory phase toward freer, multilateral and non-discrime
inatory trade.

On April 16, 1948, sixteen European states, which were beneficiaries of
the American program of economic aid, set up the Organization for European Economic
Cooperation, Within the structure of this organization, a European monetary clear-
ing house = the European Payments Union ~ was instituted on September 19, 1950,

The apparent limitations to the freeing of trade through liberalization

led to the search for other methods. "Integration by sector" became for a time the
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Within the Common lMarket, including the overseas territories, there is to
be free movement of people, services and capital. Enterprises are free to establish
their business or branches anywhere in the area.

liay I mention here a few words about the economic climate in which the
Common Market is being generated, ,

By 1954, the countries of Continental Europe, ‘including Turkey but exclud-
ing the countiies of Eastern Europe, had regained their prewar (1937) share of world
trade, with 28% of world exports and 30% of world imports. By world is meant our
planet's surface area exclusive of the Soviet Union, Eastern Europe and Red China.

By the end of 1956, the countries of Continental Europe had further improv-
ed their position and accounted for nearly 30% of world exports and 32% of world im-
ports. ‘ . :

Expansion of production, control of inflation and accumuilation of foreign
exchange will be much more difficult in future. The next years will see a slower
rate of economic development in Europe because increases of labor force and product-
ivity, which in the last five years enjoyed exceptionally favorable conditions,
cannot be expected keeping up their heretofore rapid progress. :
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At first, much of America's reaction to the Common Market was dominated by
pessimists who, though quickly spotting the hole » had manaped to overlook the dough~
nut, and whose Cassandra voices warned against the ominous possibility of the Com-
mon' Market!s being a forerunner of a Third Force, which could separate am ungrate-
ful, emancipated Furope from America so that Europe might make a deal with the Sov-
iet Union. : ¥

7 The controversy did not last long for, at an early date, tﬁe Departments
of State and of Commerce pronounced the European Common lMarket as good for the
United States and not at all diabolical,

Gentlemen: So far I have not said anything original, and I am aware that .
you are walting for remarks which would make the sacrifice of your gracious captive
audience worthwhile, You are more interested in prognosis than diapgnosis, but as an
economist of the old school and as a disciple of Professor Sombart, I shall not
deviate from scientific method, I shall try to 1live up to your expectations and
hasten to make myself unpopular through frank, but sincere diagnosis of some aspects
of United States foreign policy, as this policy supgests itself at the time of the
encouraging politico~economic development of the European Common Market,

' Of course, we really could skip the second part of our topic because, =
after all, the United States ‘has not done so badly in foreign policy, It removed .
the Fascist threat though, in fashioning a new order in the Far East, it lost China;
while it otherwise furthered the inmterests of America enormously, it avoided a =

whole series of wars which in Sarayevo fashion could have flared up if manki nd had

tos fearned at least a little from sad experience in four warridden decadess
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ol the prevalent practice of placing form over essence.

Our two basic schools of thought in foreign policy tend te cling to rigid
divisions set by idealism and realism. The idealists consider the realists as serv-
ants of national self-interest and as shopkeepers who would coexist with foreign
devils and horsetrade with potential foes, The realists scorn the idealists as high-
minded Don Quixotes, who are-oblivicus Yo practical necessities of life and to the .
shortcomings of human nature, and who are bent on crusades to vindicate rightecus~
ness, . o - L

Actually, neither idealists nor realists are in a pnsﬁibrifbiﬁirécai:e
successful policies unless idealism is tempered by realism, and realism 1s augment-
ed by idealistic motives, ' B

It was natural that an endeavor to properly play the new role of the
United States would lead to a preoccupation: with the power elements and power aspects
of political existence, and with a concentration on self-interest and power as the

crucial factors in international relaticns,

However, today the United States and all mankind are threatened by nuclear
weapons which weapons are a direct ‘result of foreign affairs, Therefore an under-
standing of the international relations in terms of national self-interest and power
alone cannot possibly meet the 'realities" of the present, Therefore we must seek a
deeper insight into the political realities and national purposes, and go- back to. '
first principles in order to find guide lines for action. B R
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disappear, would the world then be peaceful and without irritation? For over half a
century the British-French influenced part of the world based: policy on the maxim:
The cause of wars is Germans. The German threat is removed and the world is now
held in the grip of a new fear, e :

. While democracy is superior to other forms of government so far known, it
shares the weakness of all human fabrications in that it is not perfe :One of

democracy's weaknesses becomes apparent in the sphere of foreign aff as 1
depend on mass support to win elections, Their appeal is ‘apt, theref

to the emotions than to the intellect. Issues have to be simplified fo;
ation to the masses - at least this is the belief of politicians. he ,
conplify lssues and to enlist support, 1s to translate arguments and problems into
terms of right and wrong, Thus, it is implied that ‘the Republicans in th  United
States or the Labor Party in Britain or the Centrist Party in Germany have orality
and right behind them, whereas their opponents, American Democrats, British Tories
or German Social Democrats are tainted with some kind of imnorality. ‘This helps to
induce a comfortable

, glow of righteousness in the breast of the elector who, in cast~
ing his vote in this manner, feels that he has cast a vote againstSatananduicked-
ness, , o DR A LT

The consequences of mobilizing public opini, ninconduc ucting £ 18!!!‘313*"'
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contained the finite message: "I had to pay a dollar for a gallon of gas in Russia',
One would have to pity the American people if they based their anti-Communism on the
difference in the price of gasoline, for if this were the criterion, it would follow
to be socially correct to embrace Communism when the Soviets manage to manufacture

gasoline at competitive American prices,

: The valid reasons against Communism are those which, in the metaphysical
realm, concern Man!s existence as an -image of God and thus insist on Manls central
position in the order of things (as contrasted to the priority of economics) and

on the recognition of Man's individuality and dignity; and, in the sphére of ethics;
those which strive to bring about representative government and a just social order,

If one quarrels about the Saar; one better says that one is fighting for
the Saar and not for self righteousness; for in the one case one can transact busin-
ess when one is tired fighting, while in the other case one is dedicated to the up-
holding of a principle which ‘requirés unending sacrifices and perhaps even the ne-
cessity of dying for the sake of it, When change of course is likely to be regarded
as a confession of error, rather than as a currently necessary adjustment to ever

changing circumstances, an additional ballast is attached to policy malking, and un-
willingness of leaders to risk their popularity by bold action is the result.

From intensive observation of the American business domain I know that s
great many people have waxed rich because of their conviction that nobody ever went
broke who underestima’ed the intelligence of the American people, ,

It would be a mistake to apply this saying to the political field; it.is a
national scandel that many of our politicians damage the cause of the United States
in the eyes of the world by talking to the voters in the leading democracy of thé
world in the language 6f a baby~talk whose major effect is to discredit politics.

_ Likewiss, pronourcements are not policies, and dispensation of wisdom fe- |
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The Atlantic Alliance was for Western Europe a prerequisite of survival,
This connection is no longer as close as it used to be. When the Soviet Union L
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achieved atomic equality with the United States, the Atlantic Alliance ‘was: no longer
for the nations of Western Europe a protection exclusively, but was also considered
by some a liebility, The Kremlin made it clear to Western Europeans that if there L
is a chance for them to survive 1n an atemic war, it may 1lie in not bed.ng too close-»g—,
ly identif:led, or not identified at all vd.th the United Stat.ea. .

As long as the main deterrent- to Soviet aggresoion remaing the atom:lo
bomb delivered by plane, the military strategy ‘of the United States is in need of -
military installations in Western Europe. And the nations of Westem Europe have a. T
corresponding interest in providing them. v

) To the extent to which 1nteroontinontal missiles will replaco a;l.rplanes o
as a means of delivering the atomic bomb, the 4nterest in American military instal-
lations in Western Europe will diminish on: both sides of the Atlantic.

What should United States relations with Europe be"

- The -answver is clear. The Westem’Ci\rllization, ].ed by"the UnitedVStat’ s,
has to succeed in maintaining the ascen y of the Vest or it ‘be S
Basically, historically, traditionally, the Unite States and;Europe are blood-
brothers, Europe and Amevica must collaborate as:ca.rr:lero’a'm guarantors :f t.he',j
'Wostern humanist hopo. , _ : , , : : S

,interests, but also to th
~as it would deliver the. 7






