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Introduction

KrAUS LARRES

When World War II in Europe ended in early May 1945 the crushing defeat of the
European continent became obvious. The entire continent lay in ruins, many of its
people were homeless, severely wounded (both physically and mentally) or never
returned from war service at all. The war provoked by Hitler’s Germany had not only
brought misery and death to many millions of people, it also ensured that the once
proud nations of the European continent would for years be preoccupied with physi-
cal survival, reconstruction, and political and social reconciliation.

Even the victorious British found that they had hugely overstretched their resources
and would soon not only face austerity and economic deprivation at home but also
witness the collapse of their global influence, economic prowess, and the ever faster
disappearance of their empire. In a very short period of time even fewer overseas
possessions would remain in the hands of the French, Italians, Portuguese, Dutch,
and Belgians. The entire eastern part of the European continent would be swallowed
up by the Soviet Union within three years. Once fully sovereign countries such
as Poland, Czechoslovakia, Hungary, the Baltic states, Bulgaria, Romania were
forcibly integrated into Moscow’s hugely expanded communist sphere of influence,
which soon developed into a new sort of dictatorial and ideologically underpinned
empire.

The only country which benefited from World War I1, both economically and with
regard to its global standing and immense military power, which included possession
of the atomic secret, was the United States of America. Contrary to the expectations
of many and contrary to America’s decision to withdraw from Europe after World
War I, the US made a deliberate effort to learn from history. Not withdrawal but
further participation in the affairs of Europe appeared to be the recipe for preventing
yet another world war originating on the European continent. Economic reconstruc-
tion, democratic re-education in for example Germany, Austria, and Italy, and the
creation of a Franco-German rapprochement as part of an overarching process of
European integration were deemed vital.

The Truman and subsequent Eisenhower administrations embarked upon an
“empire by invitation,” as Geir Lundestad has called it, and used Marshall Plan aid

A Companion to Europe Since 1945 Edited by Klaus Larres
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2 KLAUS LARRES

in the economic field and the North Atlantic Treaty Organization in the security and
political areas to impose its will and ideas about the future shape of western Europe
on the helpless European governments. Particular attention was paid to Germany,
the divided nation, with the divided former capital Berlin at the frontline of the Cold
War, to Franco—German relations and the economic revival of Europe to prevent the
continent from once again becoming seduced by the promises of radical ideologies.
The impetus to overcome the ingrained animosities of the past with the help of a
process of European integration mostly came from British, French, and Italian think-
ers who had first introduced such schemes in the 1920s and resuscitated and devel-
oped them during the most despairing times of World War II.

Within a mere decade most of the continent’s most pressing economic, social, and
political problems had been overcome. Both outside help and the enormous energy,
imagination, and sheer will for survival of the peoples of western Europe had trans-
formed the continent from a helpless colossus to a democratic, fairly prosperous and
well-functioning half-continent. Europe had again become a force to be reckoned
with in the world, in particular in economic terms. European integration — though
initially only advocated by the Schuman Plan “Six” for a limited number of economic
sectors — had played a vital role in overcoming the economic deprivation and the
political dislocation which had characterized the initial postwar years.

To a considerable extent this also applied to the years after the end of the Cold
War in 1990,/1991 and the resulting reunification of the European continent. The
Maastricht Treaty, in particular, but also the Nice, Amsterdam, and Lisbon treaties
as well as perhaps the Lisbon Reform Treaty of 2008 had a decisive influence on
shaping the difficult transition from the Cold War era to the post-Cold War years
and indeed to the post-9/11 era. Within Europe the creation of a single European
market, the transformation of the European Community into the European Union
(EU), the introduction of a common currency a decade later, the insistence on a
normative process of democratization and not least the resulting waves of enlarge-
ment which led to the incorporation of the former communist states into the
EU have dramatically changed the character of the European continent. Despite
many difficulties and at times unnecessary complexities and stifling bureaucracies,
Europe has certainly become a more coherent and more united continent which
projects its influence, even power, increasingly beyond the confines of the European
continent.

The enlargement of the EU and the integration of the former eastern European
communist states preoccupied the EU to a substantial extent during the first decade
and a half after the end of the Cold War. In the aftermath of the events of September
11, 2001 and the highly controversial US—British invasion of Iraq in March 2003
(which put an unprecedented strain on transatlantic and intra-European relations),
it was above all international terrorism which engaged the EU. The EU countries
were forced to respond to that threat and to the American-led “war against terror”
with increasing domestic vigilance, that led to ever greater governmental meddling
in the private lives of their citizens. They also felt it imperative to become much more
involved than hitherto in peacekeeping and indeed peacemaking activities far beyond
the borders of Europe. The EU also took the lead in facing up to the climate and
energy crises that plague global affairs in the post-Cold War years; Brussels attempted
to develop a strategic policy of international sustainability.
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The failure of the “war on terror” in both Iraq and Afghanistan and the uneasy
stalemate of Washington’s relations with important countries such as China, Russia,
and Iran resulted in a deep political and — under the influence of the global “credit
crunch” and other recessionary economic factors — financial crisis in the USA.
Consequently there was increasing pressure on the EU to become a more active
international player. The partial replacement of the dollar as the global reserve cur-
rency by the euro was not just of symbolic importance.

Towards the end of the first decade of the twenty-first century the EU appears
to be on the threshold of becoming a global power and a crucially important inter-
national mediator. However, it is still an open question if the EU will accept this
challenge and continue with the development of a streamlined institutional set-up,
including the creation of an effective common foreign, security, and defense policy.
Perhaps the EU will lose courage again and shrink away from the global responsibili-
ties of the future; instead it may once again focus on intra-European squabbles, navel-
gazing and confine itself to largely dealing with common market and trade questions.
Only the developments in the second decade of the twenty-first century can tell.

A Companion to Europe since 1945 has a two-fold objective. The many authors who
have contributed to this volume look back and analyze the developments which took
place on the European continent during the Cold War. They also consider present-
day Europe, the Europe which has taken shape since the end of the Cold War in
1990,/1991, and analyze current developments from a plethora of angles.

The book is divided into four major parts. Part I considers the transition from war
to cold war. In the first chapter Mark Gilbert analyzes the political and military
developments, in particular, the origins of the Cold War in Europe. In the following
chapter John Pinder considers the roots of the ideas for European integration and
how these ideas spread and developed into a proposal for the establishment of a fed-
eralist and united European state.

The seven chapters of Part II analyze developments in Europe during the Cold
War. Ian Jackson considers the western European perspective while Mark Kramer
views the developments from the Soviet and eastern European angle. In chapter three
Tan Jackson compares the different economic developments and experiences in
western and eastern Europe between 1945 and 1990. David Devereux considers the
process of decolonization, that affected in particular Britain and France but also some
other European countries, and looks at the impact huge-scale migration from the
former colonies had on the home countries. Desmond Dinan then follows the devel-
opment and execution of the European idea from the Schuman Plan of 1950 through
to the establishment of the single market in the early 1990s. Klaus Larres looks at
the role the United States played in shaping the process of European integration.
The American insistence on their continued hegemony in transatlantic relations which
in particular the Nixon and Reagan administrations pursued gave a decisive impetus
to the European efforts in the 1970s and above all in the 1980s to create more
coherent and effective federal European institutions. Subsequently Dianne Kirby
analyzes the role of religion and the main churches in shaping the Cold War world,
a theme which has been recognized only recently as a crucial factor of influence. Last
but not least Carine Germond considers the impact of the sudden and entirely un-
expected end of the Cold War on the newly reunified European continent.
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Parts IIT and IV of this book deal with the developments from 1990 to the present,
the former with the political and economic developments and the latter with social
and cultural developments since 1990.

Part III begins with a chapter by Robert Hutchings who analyzes the state of
transatlantic relations since 1990 and considers whether or not the transatlantic
alliance will survive in the post-Cold War world. Alfred E. Eckes investigates the
impact the strong European economic performance has had on the forces of global-
ization. Subsequently Christopher Flockton analyzes in detail the economic develop-
ments within the EU since the Maastricht Treaty of 1991. Roger Eatwell then
compares the political parties and the respective party systems in a large number of
European countries. Ralph Dietl looks at the origins and current developments
of the European Security and Defence Policy (ESDP) and Paul Wilkinson considers
the impact of domestic and international terrorism in the major European countries
since 1945.

Part IV, the final section of this book, considers social and cultural developments
in Europe since the end of the Cold War. Ruth Wittlinger questions in her chapter
whether or not something approximating a European identity has been able to
develop during the past five decades and in particular since 1990. Claire Sutherland
looks at the development and rising popularity of post-Cold War nationalism not
only in the liberated countries of eastern Europe but also in the countries of the
western part of the continent. Ingolfur Blithdorn analyzes the development of new
social and political movements, such as the Green Party, in present-day Europe and
the impact this has had on European civil society. Panikos Panayi analyzes the politics
of the EU and the various European countries towards migrants who wish to settle
in the EU. Laura den Dulk considers the changing roles and norms in gender rela-
tions and family structures in both western and eastern Europe. Finally, Steen Mangen
analyzes the crisis of the present-day welfare state affecting almost all European
countries and traces its developments.

On the whole the book offers the reader an attempt at evaluating some of the
most important aspects which have influenced the political, economic, and social and
cultural nature and character of the European continent. All of the chapters
have been written by experts on the themes discussed and they introduce the reader
to the most crucial aspects of the topics under discussion and guide him/her
through the rich literature and lively scholarly debates. Taken together, the 22
chapters enable the reader to obtain a comprehensive picture of some of the crucial
developments that have shaped Europe in the aftermath of both World War II and
the Cold War.

Klaus Larres
Belfast, November 2008
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CHAPTER ONE

From War to Cold War

MARK GILBERT

By late summer 1944, the Red Army had crossed the Soviet Union’s borders into
Poland and Romania and would shortly invade and occupy Bulgaria. A million
American and British troops had invaded France in June 1944 and, with the assistance
of General Charles de Gaulle’s Free French forces, would liberate Paris at the end of
August. Athens was occupied by the British in October 1944 and Italy had been
liberated as far north as Florence. Despite the tenacious resistance of the German
forces, who fought on all three fronts with a determination born of desperation, it
was clear that Nazi Germany was doomed. Her casualties in the east were totalled in
the millions; in the West and the Mediterranean theaters of war she was unable to
match the allies’ massive superiority in tanks, aeroplanes, and artillery.

In Poland, Greece, Italy, Yugoslavia, and France, the German forces were fighting
savage wars of repression against the peoples of the occupied territories. As Russian
armies neared Warsaw, the Polish Home Army raised a heroic insurrection against
the Nazi occupiers in August 1944. The Red Army remained passive, however, for
two months as SS troops crushed the uprising and killed over 200,000 Polish civil-
ians. Terrible episodes of repression took place elsewhere in Europe. To give just one
example, in September 1944, 1,836 civilians, including many children, were mur-
dered at Marzabotto, near Bologna, as a brigade commanded by SS officer Walter
Rader concluded its “march of death” through Emilia-Romagna and Tuscany. By
late 1944 and carly 1945 the grim machinery of the Final Solution was being wound
down. Europe would soon discover the full extent of the human damage done by
the Nazis’ ideological madness (although it had been known since the end of 1942
that the Jews were being systematically slaughtered). Almost six million Jews had
been killed by the Einsatzgruppen or in the extermination camps located in eastern
Poland. Hundreds of thousands of other “undesirables” — the Roma, the mentally
and physically handicapped, homosexuals — had also been murdered.

Faced with evil on this scale, the Allies responded by waging the war with a terrible
brutality of their own. Dresden, Hamburg, and the cities of the Ruhr were bombed
to destruction in British and American “obliteration raids” in 1944 and early 1945:
hundreds of thousands of tons of bombs were dropped on by now defenseless

A Companion to Europe Since 1945 Edited by Klaus Larres
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8 MARK GILBERT

Germany in the first quarter of 1945. The advancing Soviet forces treated the enemy
with the same ruthlessness that the Nazis themselves had applied in Russia. Captured
German soldiers were either shot out of hand or sent eastwards to windswept labor
camps far behind the lines. Few ever returned.

The central question facing the Allies in the postwar world was whether they would
be able to cooperate together to undo the damage of the war and to revive a morally
and physically devastated continent. In the summer of 1944, there was still optimism
on this score. The President of the United States, Franklin Delano Roosevelt, believed
he had established a good working relationship with Stalin. British premier Winston
Churchill was more suspicious of the Soviet leader’s intentions, but certainly believed
that Stalin was a leader with whom deals could be made. Over the next three years,
this optimism was shattered by events. The continent was divided in two, with the
lands east of the Elbe being dominated by Soviet-backed regimes that gradually
eliminated all domestic political opposition. The allies that had been united in fight-
ing against Hitlerite Germany found it impossible to agree on a peace settlement. As
a result, Germany was partitioned economically and politically as early as 1947,
although the formal political separation of East and West Germany only came in the
summer of 1949.

The task of this chapter is to reconstruct how and why this process of division
occurred. Its argument is that unfolding events confirmed ideological stereotypes, on
both sides, and transformed the normal friction of great-power coexistence into a
clash of civilizations and values. In an age where, to paraphrase Stalin’s notorious
remark to the Yugoslav intellectual Milovan Djilas, every victorious power inevitably
imposed its own social system, neither side could make the calculated territorial
arrangements that had characterized traditional European diplomacy without fearing
that a loss had been made.! Poland or Hungary could not be “awarded” to the Soviet
Union without democrats believing that a vital principle was at stake; Germany could
not be rebuilt by the Allies without provoking Russian fears that a capitalist plot was
being hatched. Neither side was satisfied with mere territory; both believed that their
ideals had to prevail as well.

The High Tide of Cooperation: October 1944-June 1945

Great Britain and the United States went as far as was consistent with ordinary
decency to satisty Stalin’s territorial ambitions and security fears between the autumn
of 1944 and the late spring of 1945. Over Poland, in particular, the Western allies,
especially the US, followed a highly conciliatory policy towards Stalin, allowing the
Soviet leader to dictate the precise boundaries of the new Polish state and to construct
a provisional government that was only dubiously in accordance with the USSR’s
commitment at the Yalta conference in February 1945 to widen the democratic
composition of the Soviet-backed government. Churchill and Roosevelt arguably had
little choice — although they had committed themselves in the Atlantic Charter in
August 1941 to making no territorial changes that did not accord with the wishes
of affected populations. The Red Army dominated the country and the two Western
allies needed Stalin’s cooperation: the US because, still unsure whether the atomic
bomb would work, it thought it would need Russian military help against Japan and
Russian participation in the new international organization, the United Nations, in
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which Roosevelt placed so many of his hopes for the postwar world; Britain because
Churchill’s reactionary policy of backing conservative, preferably monarchist, govern-
ments in Greece and Italy would run into difficulties if the Soviet Union gave covert
support to the powerful and well-armed communist parties of those countries.

This process of engagement with the ambitions of Stalin began October 9, 1944,
when Churchill and his foreign secretary Anthony Eden met the Soviet leader in
Moscow. During this meeting, Churchill presented the Soviet leader with a “naughty
document” that proposed to share out influence in the Balkans according to the fol-
lowing percentages: in Romania, the USSR would have 90% influence; in Bulgaria
75% (which was amended by the foreign ministers, Molotov and Eden, to 80% in
the following days). Hungary and Yugoslavia would be shared 50:50, while Britain
would have 90% influence in Greece.? Stalin scrawled a large tick on the document,
but for all its notoriety, it should not be thought that the “percentages’ agreement”
was decisive for the political future of the Balkans as a whole. Josip Broz Tito, the
communist leader in Yugoslavia, would demonstrate over the next three years that
he was his own man, not Stalin’s; Britain had no illusions about its ability to influence
politics in Bulgaria. On the other hand, in both Greece and Romania, the percentages
agreement had a clear and immediate effect on events.

In Greece, Stalin did not so much as raise his voice in December 1944—January
1945 when the British army suppressed a rebellion by the communist-controlled
National Liberation Front (EAM) and forced its military wing, the National People’s
Liberation Army (ELAS) to disarm. Bowing to reality, Britain renounced its long-
standing support for King George II of the Hellenes, whose association with the
prewar Metaxas dictatorship weakened him as a force, but Churchill still remained
determined to exclude the left. Churchill, who flew to Athens on Boxing Day 1944,
persuaded the King to accept Archbishop Damaskinos of Athens as Regent and
backed a new government that was initially led by a veteran soldier with a colorful
past as a coup leader, Nikolaos Plastiris. There was persistent political violence in
Greece between January 1945 and elections in March 1946, when the parties of the
left, making a serious lapse of judgment, boycotted the polls and threw away perhaps
the last hope of avoiding civil war.?

In Romania, the provisional government of an anti-Nazi general, Nicolae Radescu,
was subverted by the communist-controlled National Democratic Front (NDF), com-
posed of the Communist Party, the Social Democrat Party, the Union of Patriots and
the “Ploughman’s Front,” which was to all intents and purposes the rural wing of the
Communist Party. Radescu fought hard to keep his position, but on February 27,
1945 Soviet troops compelled King Michael — to whom Stalin had awarded the Order
of Victory, the Soviet Union’s highest honor, for his part in overthrowing the
pro-Hitler dictator, Ion Antonescu, in August 1944 — to accept a NDF government.
Afew dayslater, the USSR furtherimposed Petru Groza, the leader of the “Ploughman’s
Front,” as premier. In August 1944, when Antonescu fell, there had not been a
thousand communists in the country.* Events in Romania, which coincided with the
Crimea conference between the leaders of the “Big Three,” disturbed both Churchill
and Roosevelt, but as the British premier wrote, “in order to have the freedom to save
Greece, Eden and I at Moscow in October recognized that Russia should have a largely
preponderant voice in Roumania and Bulgaria . . . Stalin adhered very strictly to this
understanding during the thirty days fighting against the communists and ELAS in the
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city of Athens.”” Britain and the United States nevertheless did not recognize the
legitimacy of the Groza government until February 1946.

Both Churchill and Roosevelt seemingly hoped against hope that Stalin, despite
his high-handedness in Romania, would allow at least a fagade of democracy in the
countries falling into the Soviet orbit. At the Crimea conference at Yalta (February
4-11, 1945), the three leaders negotiated a “Declaration on Liberated Europe” that
committed them to assist the “peoples liberated from the domination of Nazi
Germany and the peoples of the former Axis satellite states of Europe to solve by
democratic means their pressing political and economic problems.” The declaration
added that the three allies would help “form interim governmental authorities broadly
representative of all democratic elements in the population” and facilitate the holding
of “free elections.” It is sometimes suggested that the Declaration was an ambiguous
call for postwar democracy, but this interpretation is hard to justify. Stalin plainly put
his name to a document whose specific content he had every intention of flouting.
Churchill and Roosevelt, despite their having by now very few illusions about the
likelihood of democratic evolution within the Soviet system itself, nevertheless sin-
cerely clung to the belief that Stalin might permit political pluralism in neighboring
states so long as Soviet security was guaranteed.

The test case was Poland. Great Britain had entered the war to defend Poland;
Polish soldiers, sailors, and airmen had fought heroically with the allied forces; the
resistance of the Polish Home Army to the Nazis had been brave almost beyond
belief; Poland had suffered proportionately more than any other country from the
ravages of the Nazis.® How could such a people not be allowed to choose its own
destiny after the conflict? It was also true that the USSR, mindful of the bloody
aggressive war against Russia fought by Poland in 1919-1920, and of Poland’s stra-
tegic position as a cushion between Russia and Germany, was determined to ensure
that any postwar Polish government was a friendly one.

The problem was that since, during the war, Poland had suffered almost as much
from the Soviet Union as it had from the Nazis, finding Poles willing to cooperate
with Stalin was almost impossible. The Soviet Union had colluded with the Nazis in
August 1939 to partition Poland and had treated the Polish populations of the ter-
ritories it had occupied with the same appalling brutality that had been visited upon
the peoples of the Baltic states. Over two million Poles and Balts, especially from the
professional classes, had been arrested and transported to Siberia in order to rip up
the social fabric of the newly occupied territories and make them more amenable to
communist rule. Hundreds of thousands never returned. The culmination of this
process had been the secretive mass murder in 1940 of approximately 15,000 cap-
tured Polish army officers, thousands of whose bodies were discovered by the Germans
in April 1943 at Katyn wood near Smolensk. The Soviet Union claimed that the
Germans themselves had killed the officers (and persisted in this claim until glasnost
in the 1980s), but no Pole in any position of responsibility could accept this.” The
Polish government in exile in London refused to believe the Soviet denials and asked
the International Red Cross to conduct an impartial investigation. This led the USSR
to brand the London government as “fascist collaborators” and to establish a
rival government, the so-called “Polish Committee of National Liberation,” of its
own. When Soviet troops entered Poland in July 1944, Stalin recognized the
Committee (whom Churchill described as “the greatest villains imaginable”) as
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the legitimate Polish government. It was, in fact, the only Polish government
that could have accepted, or even contemplated, the Soviet Union’s pretensions to
Polish territory.®

At Yalta, the two Western allies, anxious to keep Stalin’s good will, conceded both
of Stalin’s main demands on the Polish question. First, they confirmed that Poland’s
eastern frontier would be, with some slight modifications in Poland’s favor, a line
drawn in 1920 by Lord Curzon, the then British foreign secretary. Poland was to be
compensated in the west with German territory at the envisaged peace conference.
The Curzon line restored to the Soviet Union most of the gains obtained by the
Nazi-Soviet pact. At the Teheran conference in November 1943, when the war had
not yet been won and when Russia had been doing most of the fighting, Churchill
and Roosevelt had informally promised Stalin, with the aid of three matches symbol-
izing the borders of Poland, the USSR, and Germany, the territories in question.
They knew there was no possibility of reneging on their bargain at Yalta. The Red
Army was iz situ. Second, they recognized that the Committee of National Liberation,
rather than the legal government in London, should provide the nucleus of the pro-
visional government in Poland. The conference communiqué did assert, however,
that the Committee should be “reorganized on a broader democratic basis with the
inclusion of democratic leaders from Poland itself and from Poles abroad.”
Representatives of the Home Army and of the London government in exile would,
in short, be grafted onto the existing puppet regime. Stalin acknowledged, too, that
“free and unfettered” elections would be held in Poland in which “all democratic
and anti-Nazi parties shall have the right to take part.”

Stalin did not keep his word. The Russian delegate on the Commission charged
with reorganizing the Polish government, foreign minister Molotov, tried to block
the inclusion of Stanistaw Mikotajczyk, the Peasant Party leader, and of other repre-
sentative Polish politicians. The free movement of British and American missions was
being obstructed by Russian officials in all the countries that had fallen under Soviet
domination. By mid-March, Churchill was willing to state, in a letter to Roosevelt,
that “we are in the presence of a great failure and utter breakdown of what was settled
at Yalta.” Stalin, by contrast, was seemingly convinced that the arch-anti-Bolshevist
Churchill was reneging on Yalta and trying to foist a hostile government upon him.
The Americans, conscious that “the Soviet Union then had in the United States a
deposit of good will, as great, if not greater than that of any other country,” tried
to bridge the divide."” At the end of May, Harry S. Truman, who had replaced
Roosevelt as President when the latter died on April 12, 1945, sent Harry Hopkins,
“who embodied Roosevelt’s legacy of diplomacy,” as his special emissary to Moscow
to find a solution to the Polish crisis."" Stalin out-argued Hopkins and persuaded him
to accept that the Polish government be supplemented merely by Mikotfajczyk and
four other non-communist members.

The British, who had not been consulted about Hopkins’s mission, went along
with his breakthrough in the talks, even though there was a striking contrast between
Stalin’s behavior in Poland and their own behavior in Italy, where almost contem-
poraneously they presided over the formation of a provisional government led by a
resistance hero, Ferruccio Parri, that contained several pro-Moscow Communist Party
or Socialist Party officials in key positions. Equally important, Mikotfajczyk himself
agreed to return to Poland, despite the opposition of most of the London Poles. His
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view was that it was necessary “to create a provisional government which would
attempt to prepare democratic elections as the first step towards re-establishing
Poland as a free and sovereign state.”'? Sometimes criticized for being indecisive,
Mikotajczyk was in fact a singularly brave man. His decision to accept membership
of'a government that was dominated by the communists should be interpreted as the
last act of good faith in the Soviets’ promises to allow “free and unfettered” elections
in his war-battered country.

Mikolajczyk’s good faith would prove, like Roosevelt’s and Churchill’s before him,
to be woefully misplaced. His Peasant Party rapidly became the most authentically
popular party in the country, with 600,000 members in January 1946, despite the
fact that its activities were subjected to often brutal intimidation by the communist-
controlled police. Elections were postponed in Poland until January 1947, when they
were conducted in an atmosphere of “escalating terror.” The Peasant Party’s candi-
dates were arbitrarily excluded from the ballot in large swathes of the country, and
many of its candidates were arrested or beaten during the campaign. Ballot-stuffing
was de riguenr throughout the country. Officially, the so-called “Democratic Bloc”
composed of the communists and the socialists won 80% of the poll and the Peasant
Party just over 10%, but these figures bore no relationship to the facts. Mikotajczyk
was forced to flee Poland in October 1947."

Similar intimidation of non-communist forces in Romania (where the Moscow-
backed National Democratic Front obtained a two-thirds majority in elections held
in November 1946) and Bulgaria (where preliminary elections held in November
1945 were blatantly rigged and where the government of the independent-minded
agrarian leader Nikola Petkov was subjected to heavy-handed pressure from the Soviet
Union) formed the backdrop to the wartime allies’ attempts to negotiate a postwar
settlement with the defeated nations. Such intolerance of dissent and such cavalier
disregard for both the letter and spirit of the Declaration on Liberated Europe bred
a corrosive atmosphere of distrust. Genuinely free elections in Hungary in November
1945, where the local communists, intent on not scaring the Anglo-Saxons, initially
took a progressive line of cooperating with other forces to establish liberal institu-
tions, showed all too clearly the real electoral strength of communism east of the
Elbe: only 17% voted communist, while nearly 60% voted for the Peasant Party.'* In
a free poll, similar figures would unquestionably have been registered throughout
central and southeastern Europe. Only in Czechoslovakia, where the communists
managed to get 38% of the vote in free elections in May 1946, did communism have
real popular support.

Dealing with the Enemy: July 1945-January 1947

The war in Europe ended on May 7, 1945, a week after Hitler had taken his own
life in the deranged atmosphere of his Berlin bunker.'® Hitler left behind him a dev-
astated city — almost a million died in its defense — that was prey to the victorious
Soviet armies. The fall of Berlin (and Vienna, which the Red Army captured on April
13, and Budapest, which had fallen in mid-February) was marked by an orgy of
looting and rape unmatched in modern history — perhaps all history. A couple of days
before Hitler killed himself, his Italian erstwhile sidekick Mussolini had been shot by
partisans and his body strung up by the heels in Milan’s Piazza Loreto, together with
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the corpses of his mistress and several of the Fascist regime’s senior leaders, or “hier-
archs.” The bodies were vilely treated by the crowds.'® British troops had captured
Belsen on April 15, 1945 and the photographs they took of skeletal inmates dying
of typhoid were published throughout the world, hammering the final nail into the
macabre coffin of the Nazi regime’s reputation.

How were the defeated nations, above all Germany, to be treated? Back in the
1930s, it had been believed that the disastrous outcome of the harsh peace treaties
of 1919-1920 would rob Europeans of any desire for a punitive peace in any future
war. In the summer of 1945, a handful of warm-hearted British intellectuals aside,
nobody contemplated anything but a “Super Versailles” for Germany, or indeed for
Hungary and Italy (Romania, Finland, and Bulgaria, Germany’s other allies, were
more hopeful), although the Italians protested that they should be regarded as victims
of Fascism, not its perpetrators. The only question was how Carthaginian the peace
should be.

All were agreed that the Nazi elite should be publicly tried and punished for the
“crimes against humanity” that they had committed. Starting on November 20,
1945, 24 of the regime’s former leaders, including Hermann Goéring, Rudolf Hess,
Joachim von Ribbentrop and Julius Streicher, were placed on trial at Nuremberg
before a court consisting of a panel of judges drawn from the four victorious allies.
The court sat until October 1, 1946. Twelve death sentences were pronounced,
although only ten were carried out since Martin Bormann was tried iz absentia and
Goring managed to kill himself the night before his execution. Three leading Nazis
(Hans Fritzsche, the head of the news division at the ministry of propaganda, Franz
von Papen, the conservative chancellor who preceded Hitler, and Hjalmar Schacht,
a financier and economist) were actually acquitted; one who was executed, General
Alfred Jodl, was posthumously rehabilitated by a German court. In addition to this
major trial of war criminals, the Nuremberg court and associated military tribunals
handled approximately 2,000 other cases between 1945 and 1949.

The German people were to be punished: to be regarded as complicit in the crimes
of the regime. The Red Army’s looting and use of rape — which was officially sanc-
tioned — has already been mentioned. British and American troops were initially
refused permission to fraternize with German citizens. Above all, Germans living
outside the national borders — in Bohemia, Transylvania, the Baltic states and Poland
— were now uprooted and driven westwards to join the millions who had already fled
from the Red Army or had been evacuated by the Nazi government in the dying
days of the “Third Reich.” The mostly German territories east of the Neisse river
were handed over to Poland by Stalin (a fait accompli that was authorized, pending
the decisions of the final peace treaty at the Potsdam conference) in July 1945. Over
the next months, literally millions of people were forced out of their homes and
compelled, battered cardboard suitcases in hand, to begin a new life hundreds of
miles away from their homes and jobs. As an eloquent British historian has com-
mented, such forced transfers “represented an uprooting of peoples unlike anything
seen in Europe since the Dark Ages.”"”

Germany ran the risk of complete national “dismemberment,” to use the word
that the Yalta communiqué prefigured as a potential solution for the political future
of Germany. Germany was divided into four occupation “zones” at Yalta, with Britain
taking responsibility for the Rhineland; the US for Bavaria and the South; the French
for the Saarland; and the Russians for the East. Berlin was similarly divided and so
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was Austria. There were plenty of people in the Soviet and French governments who
thought that the division of Germany into four or more states should become a per-
manent feature of the political map of Europe: de Gaulle’s view was that “certain
western regions of the Reich” should be “permanently removed” from German
sovereignty.'®

The US, too, initially favored tough treatment. In the summer of 1944, the US
Treasury Secretary Henry Morgenthau Jr. had hypothesized that the Ruhr valley
“should not only be stripped of all presently existing industries, but so weakened and
so controlled that it cannot in the foreseeable future become an industrial area.”"
Morgenthau thought Germany should lose territory to France and Poland and that
the rest of the country should be divided into a “North German State” and a “South
German State” based on Bavaria, with the Ruhr being under international administra-
tion. Roosevelt broadly sympathized with Morgenthau’s ideas for the economic
emasculation of Germany and at Yalta indicated that he preferred a harsh peace. The
Soviet Union asked for substantial reparations at Yalta ($20,000 million, with half at
least going to the USSR), and Roosevelt sided with the Soviet request, which was
put in the communiqué only against British opposition. By July 1945, after “the
Russians had already spread over Germany and its satellites like the locusts of biblical
Egypt, grabbing an enormous war booty haphazardly and without consulting their
allies,” the Americans had become more cautious.?” But there was more initial aware-
ness, in the country of John Maynard Keynes, of the centrality of the German
economy for the prosperity of Europe as a whole and of the “economic consequences
of the peace.”

The question of what to do with the political and economic organization of
Germany was the principal topic of the conference between the “Big Three” held at
Potsdam near Berlin between July 17 and August 2, 1945. By the end of the confer-
ence, Stalin was the only one of the three nations’ leaders who had been in post at
Yalta. Truman had replaced Roosevelt, and Churchill, the great war leader, was
evicted from office at the end of July by a Labour landslide in the general election.
Churchill’s place as prime minister was taken by the prim, schoolmasterly figure of
Clement Attlee, but his role as Britain’s voice in foreign affairs went to the massive,
boisterous, shrewd, and vindictive Ernest Bevin, a proletarian who would soon prove
that he would not be hectored by the representatives of the workers’ paradise.

The Potsdam conference established a Council of Foreign Ministers, composed of
the foreign ministers of Britain, the US, the USSR, France, and China, charged with
drawing up treaties of peace with Italy, Romania, Bulgaria, Hungary, and Finland,
and preparing a peace settlement to be presented to Germany at such time that it
had a government “adequate for the purpose.” Until this time, Germany would be
administered by a “Control Council” of the military commanders in charge of the
four zones. The Control Council was to dismantle and eliminate Germany’s war-
making potential, “convince the German people that they have suffered a total mili-
tary defeat and that they cannot escape responsibility for what they have brought
upon themselves,” and “prepare the ground” for democracy in Germany and for the
reintegration of a democratic Germany into international society. Germany was not
to be broken up into separate states, but the federal principle was to be encouraged
and local government “on democratic principles” was to be restored as soon as
possible.
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Germany, in short, was to be for the foreseeable future a mandated territory shared
by the four allies. She was also to be treated as an economic unit and common poli-
cies were to be established by the Control Council to establish a functioning economy.
Somewhat contradicting this ambition, however, it was also decided at Potsdam that
each country would take reparations from its own zone, while the USSR would meet
Poland’s reparations claims from its own share. The Western allies would further
transfer from their zones 15% of capital stock “unnecessary for the German peace
economy” to the Soviets in exchange for food and raw materials of equal value from
the Soviet zone. A further 10% was to be transferred to the USSR without any kind
of return payment at all.

The Potsdam conference, though it issued an agreed communiqué and a clear
plan of action, was marked by some sharp exchanges in its early stages between
Stalin and Churchill, who, using a phrase that would become famous, accused
the Soviet leader of having drawn an “iron curtain” (some accounts say “iron
fence”) across the continent and of failing to implement the Yalta accords. Britain
and the US refused to recognize the governments constructed in Romania,
Hungary, and Bulgaria and protested against Tito’s elimination of rivals in
Yugoslavia; as a counter-measure, Stalin blocked Italian access to the United Nations
and pointed to the situation in Spain, where the US and Britain, fearing the
spread of communist influence, were loath to undertake any action that might desta-
bilize the Franco regime.”’ He might just as well have reproached the West for the
colonial policy of France, who massacred thousands of Arab civilians after riots in
Algiers and Oran in May 1945, and who shelled Damascus in the same month, but
in fact French premier Charles de Gaulle was more severely reprimanded for his
actions by Washington and London than by Stalin since de Gaulle was following a
slavishly pro-Soviet line on the question of democracy in central Europe. Stalin did
not take France seriously as a potential ally, however, and refused to allow de Gaulle
a place at Potsdam, even though France had become a permanent member of
the Security Council of the United Nations at the San Francisco conference in
April 1945.%

The Council of Foreign Ministers met four times between September 1945 and
July 1946. And from July 29, 1946 to October 15, 1946 the CFM was engaged in
the Paris Peace Conference that decided the five treaties of peace with Italy, Hungary,
Romania, Bulgaria, and Finland. From the first, at London in September 1945, the
conferences were characterized by repeated clashes between V.M. Molotov and
Ernest Bevin, whose language was blunt to the point of rudeness, but whose unwill-
ingness to be browbeaten was probably the only rational response to the relentless
Soviet negotiating style. The US were represented by James F. Byrnes, who like Bevin
was a tougher negotiator than his wartime predecessors.

The peace treaties were an important moment in international diplomacy and were
proof that all cooperation between East and West had not yet broken down — though
the tensions aroused during the meetings of the Council no doubt contributed to
making a breakdown inevitable. Formally signed in Paris on February 10, 1947, the
treaties compelled Finland to make minor territorial concessions to the USSR;
rewarded Groza’s Romania, which had arguably been Hitler’s most assiduous ally,
with the return of Transylvania, although Bessarabia and northern Bukovina were
lost to the USSR; and reduced Hungary to its 1920 frontiers. Bulgaria was compelled
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to return Western Thrace to Greece, but retained territory it had gained from
Romania during the war.

The most important treaty was with Italy, which had held free and unfettered
elections on June 2, 1946 in which the centrist Christian Democrats (DC) had
emerged as the largest party, with 35% of the vote, but in which the two pro-Moscow
parties, the socialists (PSI) and communists (PCI), had together taken 40%. Italy
regarded itself as both a democratic success story and as a co-belligerent in the war
that had proved its antifascist character by its sacrifices after 1943. Italy had, after all,
been a battlefield for two years. Italy’s leaders, of all parties, were shocked by the
severity of the terms being demanded of her. Premier Alcide de Gasperi, when he
responded to the terms agreed by Italy’s victims on August 9, 1946, began his speech
by saying that he realized that “everything, except for your personal courtesy, is
against me.” In a reasoned but perhaps too indignant speech, De Gasperi made a
case for Italy that contained “too little anti-fascism and perhaps too much national-
ism.”?* It was anyway to no avail. Italy lost the Dodecanese islands to Greece, most
of the province of Trieste to Yugoslavia, and all her colonies. Trieste itself became
an international territory. Italy had to pay considerable reparations to Albania,
Ethiopia, Greece, the USSR, and, above all, Yugoslavia. These provisions were
greeted with outrage. On the day the treaty was signed, flags were lowered to half-
mast, a symbolic ten-minute silence was held, the Constituent Assembly stopped
work on the new constitution for half an hour, and the DC newspaper I/ Popolo’s
headline was “the people of Rome are united in dignified protest while at Paris Italy
is being mutilated.”**

Over Germany, East—West tensions were intense and the intention, expressed at
Potsdam, to treat Germany as a whole swiftly became a dead letter. In 1946, the
Western allies followed a policy of economic rebuilding. The Soviet Union did not
keep its promises to send raw materials and foodstufts to western Germany; in May
1946, American commander Lucius D. Clay responded by stopping the flow of repa-
rations from the western zones. Britain and the US merged their zones to form
“Bizonia” in July 1946 and speaking in Stuttgart on September 6, 1946, secretary
Byrnes warned that the US would not favour any controls that would subject the
Ruhr and the Rhineland to the political domination of outside powers. In the same
month, Britain introduced bread rationing at home to help feed hungry Germans.
The Western allies” motives were clear and significant. Clay and his British counter-
parts believed that unless the level of nutrition was raised in the Western zones, which
meant producing goods for export in order to pay for food imports, Germany would
be at risk of going communist.?® This fear arguably underestimated the depth of the
opposition of the German masses to communism. Christian Democracy was quick to
take root in the western zones of Germany, while the leader of the German socialists
(SPD), Kurt Schumacher, a Marxist by conviction and training, was opposed to any
attempt to bring Germany within the Soviet sphere of influence and resisted attempts
by the philo-Soviet wing of his party to allow the fusion of the SPD with the
communists (KPD) in the Soviet zone. In local elections in the Soviet zone in
January 1946, the KPD was heavily defeated by the SPD. In late April 1946 Otto
Grotewohl, eastern German SPD leader, was instrumental in merging the SPD in the
Soviet zone with the Communist Party into the new Sozialistische Einbheitspartei
Deutschlands (“Socialist Unity Party”: SED). Backed by the Russians, this party
swiftly occupied power and marginalized the democratic opposition. In the west, by
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contrast, free and unfettered local elections were held as in the US zone early as the
spring of 1946.

A year on from Potsdam, in short, Germany was already becoming a divided
country. Only a major effort at collaboration could have prevented Germany being
divided in two and neither side was willing to make the compromises necessary to
do it. The former allies met at foreign ministers’ level to discuss the future of Germany
and Austria in Moscow between March 10 and April 24, 1947, but the talks ended
in failure. Britain and the United States were not disposed to accept a Soviet proposal
for a centralized German government, preferring a federal solution, and rejected a
further Soviet proposal for a voice in the control of the industrial production of the
Ruhr. The Soviet Union reinstated its demand for a fixed sum of $10,000 million in
reparations, despite the Potsdam agreement; the two Western democracies argued
instead that it was more important to raise Germany’s productive potential and build
an integrated economy with freedom of movement throughout the country. Bevin,
at least, thought that the USSR, having stripped its own zone of its assets, now
wanted to “rehabilitate” it at the expense of British and American taxpayers.”® Over
Austria, the two sides were just as far apart. Even an American proposal to sign a
four-power treaty to keep Germany disarmed for 25 years was opposed by Molotov
— ironically, in view of the turn events would take in the 1950s.

Constructing New Enemies: September 1945-March 1947

The Moscow meeting of the Council of Foreign Ministers was conditioned by President
Harry S. Truman’s famous speech to Congress on March 12, 1947 in which he
announced what would become known as the “Truman Doctrine,” the conviction that
it was the task of the United States “to support free peoples who are resisting attempted
subjugation by armed minorities or outside pressures.” Truman was asking Congress
for cash to support the governments of Greece and Turkey (which Britain could no
longer afford to do). Civil war had flared in Greece following the election of a right-
wing government in March 1946, and Washington believed — wrongly, in fact — that
the Soviet Union was supplying the EAM, the National Liberation Front, via Yugoslavia.
Tito was in fact acting on his own account, showing the personal independence that
would shortly lead him to break with Moscow. The US was, however, extra-sensitive
to Soviet involvement in this region. In August 1946, during the “war scare of 1946,”
Truman had been prepared to meet aggression against Turkey with “force of arms.”
Informed of Truman’s determination by British spy Donald Maclean, Stalin backed
off, as he had in the earlier March 1946 crisis in Iran.?”

Truman’s speech highlighted just how far relations between the two “superpowers”
— to use a term that was just beginning to have currency — had deteriorated since
Roosevelt’s presidency. The US had become convinced both that the Soviet Union
represented a menace to democracy comparable to the Nazis and that it was the moral
duty of the US to meet this “implacable challenge” by showing political leadership.*®

Several factors had combined in 1946 to make this conviction latent in the
thoughts of American policy-makers. The first can only be described as a psychologi-
cal retreat from the consequences of the decisions taken as the war drew to a close.
In March 1946, at Fulton, Missouri, Winston Churchill, no longer British premier
but still obviously an authoritative figure, had put the new mood into words in a
remarkable speech from which, usually, only a single phrase is remembered:
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From Stettin in the Baltic to Trieste in the Adriatic an iron curtain has descended across
the Continent. Behind that line lie all the capitals of the ancient states of central and
castern Europe. Warsaw, Berlin, Prague, Vienna, Budapest, Belgrade, Bucharest and
Sofia, all these famous cities and the populations around them lie in what I must call
the Soviet sphere, and all are subject in one form or another, not only to Soviet influ-
ence but to a very high and, in some cases, increasing measure of control from Moscow.
Athens alone — Greece with its immortal glories — is free to decide its future at an elec-
tion under British, American and French observation. The Russian-dominated Polish
government has been encouraged to make enormous and wrongful inroads upon
Germany, and mass expulsions of millions of Germans on a scale grievous and undreamed-
of are now taking place. The Communist parties, which were very small in all these
Eastern States of Europe, have been raised to pre-eminence and power far beyond their
numbers and are seeking everywhere to obtain totalitarian control. Police governments
are prevailing in nearly every case, and so far, except in Czechoslovakia, there is no true
democracy.”

Churchill had been personally complicit in the creation of this situation, as, even
more egregiously, had the American administrations of both Roosevelt and Truman,
and his speech, which was delivered with the president sitting in the audience, was
surely a way of expiating his guilt for what he now believed to be a serious lapse of
judgment (significantly, the speech makes an explicit justification for the favorable
treatment given to the USSR at Yalta). Churchill, Roosevelt, and the foreign policy
establishment of the Western allies had been hopeful that a lasting peaceful settle-
ment, and perhaps even a measure of democracy, might be won by conciliatory
methods, but they had been proved wrong. Their instinct was to reverse the policy
— not least because the possession of the atomic bomb strengthened their position.
On January 5, 1946, Truman had expostulated to his secretary of state, Byrnes, “At
Potsdam we were faced with an accomplished fact and were by circumstances almost
forced to agree to Russian occupation of eastern Poland and that part of Germany
east of the Oder river by Poland. It was a high-handed outrage ... ’m tired of
babying the Soviets.”*’

George F. Kennan’s famous “Long Telegram,” sent from Moscow on February
22, 1946 and rapidly diffused at all levels of the American government, essentially
provided a conceptual justification for this change of mood. Kennan argued that
world communism, with its base in the USSR, was “a political force committed
fanatically to the belief that with the US there can be no permanent modus viven-
di...[T]his political force has complete power of disposition over the energies of
one of world’s greatest peoples . . . [and] . . . an elaborate and far flung apparatus for
exertion of its influence in other countries, an apparatus of amazing flexibility and
versatility managed by people whose experience and skill in underground methods
are presumably without parallel in history.”*" Democracy was at risk, in short, not
just east of the “iron curtain” but nearer to home.

There was therefore a growing conviction that the West was facing a remorseless,
well-equipped foe dedicated to the destruction of democratic values. But this was
linked to a parallel conviction, based on the experience of the first year of economic
reconstruction, that the US could not stay aloof from Europe. Without the US’s
material support, the democracies of western Europe would struggle to rebuild their
economies and might fall prey to communist propaganda. In the first year after the

2
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war, it had been expected that the British ally would take the lead in western Europe.
But it became apparent in 1946 that Britain was no longer strong enough to manage
alone. The magnitude of the task was simply beyond the strength of her war-torn,
indebted economy. The US somewhat reluctantly gave socialist Britain a loan of
$3,750 million in December 1945, thus averting, in John Maynard Keynes’s phrase,
a “financial Dunkirk,” but throughout 1946 Britain’s reserves leached away as it tried
to finance reconstruction, a nascent welfare state and huge military commitments
round the globe. In August 1947 the Labour government was compelled to end the
convertibility of sterling for dollars despite the convertibility of sterling having been
one of the conditions of the American loan.*

Britain was in the same fix as its neighbors on the continent. Everybody in western
Europe was desperate for dollars to finance the imports necessary for reconstruction.
In 1946, Britain had a trade deficit of $764 million with the US; France’s deficit was
nearly as high at $650 million. Smaller countries, such as the Netherlands ($187
million) were running deficits of comparable size relative to GNP. In 1947, the defi-
cits were even larger. Western Europe had a collective trade deficit with the US of
nearly $4,750 million in 1947.** Europe needed American raw materials such as coal,
wheat, and other foodstuffs because local producers could not yet churn out enough
of these products. But above all, western Europe needed capital goods. According
to Milward, “the deterioration of western Europe’s balance of trade with the United
States was largely caused by the very high and increasing level of imports of machin-
ery, steel and transport equipment.”** Paying for such goods was difficult, however.
It required a lot of Scotch whisky, or French perfume, to pay for ships, tractors, and
aeroplanes. Europe was only kept afloat financially by ad hoc US loans and, from
1948 onwards, Marshall Plan aid. Between July 1945 and December 1946, the
US loaned western Europe nearly $3,500 million; in 1947, she loaned another
$4,000 million. The US government, in effect, was buying American industry’s own
products.

Such largesse, in the tense political climate of 1946-1947, obviously came at a
price, although whether the Americans specifically named that price, or merely
allowed it to be inferred, remains an open question. In May 1947, the French and
Italian communist parties were excluded from government. In France, this event
came about after a harsh winter had led to increases in the prices for basic necessities.
Factory workers throughout the country struck for wage increases. The French
Communist Party (PCF) took the view that it was their duty to lead the workers’
protests and refused to support the government in a parliamentary vote of confidence
on May 1. Premier Paul Ramadier, deeply aware of how dependent France was on
American loans ($1,000 million in 1946 alone), seized his chance to get rid of his
communist ministers. France subsequently “moved towards open acceptance of the
‘western strategy’ and, in 1948, agreed to co-sponsor the establishment of a west
German state.”

In Italy, tensions had been high since the election of the Constituent Assembly in
June 1946. The Treasury minister in De Gasperi’s government, Epicarmo Corbino,
and the governor of the Bank of Italy, the political economist Luigi Einaudi, followed
a strict deflationary policy after June 1946, hoping to raise Italy’s competitiveness
and boost exports. This policy, however rational from the economic point of view,
caused severe social unrest, which the PCI took advantage of, campaigning for state
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direction of the economy and for higher wages. De Gasperi unquestionably used this
unrest to stir up the fear in Washington that another important European country
was about to fall to the Reds. In January 1947, he visited the US and carried out a
“carefully choreographed public relations campaign” designed to maximize pressure
from the Italo-American community for US aid to their former homeland.?

De Gasperi returned home with the promise of a $100 million loan. In May 1947,
determined to drive the PCI out of government, De Gasperi resigned. The US
promised him increased aid if he formed a government without the extreme left,
which he did ten days later, although he had to rely on the neo-fascists for a parlia-
mentary majority. Although it seems unlikely that the Truman administration imposed
the exclusion of the communists from government as a price for US loans, it is quite
clear that Italian leaders realized that they could manipulate the American dread of
communism to gain their political ends.’” This is not to dispute that the PCI, with
its two million members, huge stocks of hidden arms and strong revolutionary wing,
was a potential menace. There is little doubt that without the strong will and political
moderation of the PCI’s leader, Palmiro Togliatti, Italy could have followed the path
of Greece in 1946-1947. De Gasperi and Togliatti, who continued to collaborate
even after May 1947 to draw up the delicate and intricate amalgam of compromises
that is Italy’s constitution, were the founding fathers of modern Italian democracy.

Events in Greece, France, and Italy in the spring of 1947, along with the failure
of the foreign ministers’ talks over the future of Germany, marked the end of the
transitional period between the defeat of the Nazis and the onset of what the
American journalist Walter Lippmann was soon to call, in a series of articles deeply
critical of the Truman administration, the “Cold War.” The US convinced itself —
though contemporary statistics do not entirely bear this conclusion out — that Europe
was starving and on the verge of revolution and needed a systematic program of
economic aid.*® This conclusion led directly to Secretary of State George Marshall’s
famous Harvard speech on June 5, 1947 promising to aid the reconstruction of
Europe, but it is a mistake to see Marshall’s move purely as an act of charity. It was,
rather, the “most dedicated effort yet to reduce communist influence in Europe” and
was offered to the countries of central Europe only on condition that they reoriented
their economies away from the USSR and towards integration with the West.*

The USSR interpreted these events ideologically in its turn. Reflecting an analysis
that had been in circulation at the highest levels in Moscow since at least September
1946, when the Soviet Ambassador in Washington, Nikolai Novikov, had sent a
lengthy telegram to foreign minister Molotov claiming that the US’s postwar ambi-
tion was “war against the Soviet Union, which in the eyes of the American imperialists
is the main obstacle in the path of the United States,”*’ Stalin circled the communist
wagons rather than allow the states under Soviet control to participate in the Plan.
As John Lewis Gaddis has argued, “Stalin fell into the trap that the Marshall Plan
laid for him, which was to get him to build the wall that would divide Europe.”*! In
September 1947, at a meeting of Europe’s major communist parties in Poland,
Stalin’s henchman Andrei Zhdanov berated the French and Italian parties for their
passivity and attachment to parliamentary methods and dictated the need for com-
munist solidarity in the face of American expansionism and imperialist plots. A new
organization, the Cominform, would be set up to counter the Americans’ propaganda
towards the European masses.*” The split in the wartime Grand Alliance was moot.
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New enemies had been created in both Moscow and Washington to replace the
monsters of the Third Reich.

Notes

I have not provided notes for quotations taken from the official communiqués of the Yalta
and Potsdam conferences, or the Truman declaration. These are all available online at http://
avalon.law.yale.edu/subject_inenus/wwii.asp.
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CHAPTER TwoO

Federalism and the Beginnings of
European Union

JOHN PINDER

Federalism became an zdée-force in Europe following the devastating experience of
the two World Wars in the first half of the twentieth century. But its influence on
the creation of the European Communities in the 1950s had roots in carlier develop-
ments of the idea.

Roots in the Years 1918-1940

Already in 1918 Luigi Einaudi, a distinguished professor of economics in Turin
who was to become the first president of the Italian Republic in 1948, wrote two
articles explaining that a League of Nations, based on the absolute sovereignty
of states, would not prevent another war; so federation, in which states share
sovereignty to deal with common problems, was required to keep the peace and
deal with the fact of economic interdependence. Then a book by the industrialist
Giovanni Agnelli and Professor Attilio Cabiati expounded a similar argument,
for a European federation. They cited predominantly British sources, including
leading scholars such as Acton, Bryce, Mill, Seeley, and Sidgwick, whose writings
on federalism had been inspired by the example of the United States Constitution.
But this early emergence of European federalism was cut short by Mussolini’s
seizure of power in 1922.!

In the same year Richard Coudenhove-Kalergi’s book Paneuropa, advocating the
uniting of Europe as the only alternative to its decline, had enormous success and
influenced the French foreign minister Aristide Briand’s proposal in 1930 for a
European “federal union” which, however, like Coudenhove’s own ideas, failed to
grasp the nettle of national sovereignty. The Pan-Europe movement continued to
enjoy support, though many lost confidence in Coudenhove when he tried to recruit
Mussolini to his cause.”

In Paris a brilliant group of intellectuals, including Alexandre Marc and Denis de
Rougement, developed a theory of “integral federalism,” rejecting both Soviet
Marxism and liberal democracy, and proposing federal structures in the economy,
society, and polity in response to a “crisis of civilisation.”® Having generalized their
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critique of the French political system in the 1930s into a rejection of parliamentary
democracy as such, however, they lacked influence over the beginnings of European
Union in the 1950s.

Ironically, in contrast with the relative influence of France and Britain on the
foundation of the Communities in the 1950s, it was the British who in the 1930s
made the outstanding contribution to federalist thinking in Europe. Stemming from
the same tradition of federalism as had influenced Einaudi, Agnelli, and Cabiati, they
produced a growing volume of high-quality literature in the period up to 1940. In
1935 Lord Lothian made the general case for federation most eloquently in his short
book Pacifism is not Enough. This was followed in 1937 by Lionel Robbins’s National
Planning and International Owrder, explaining that the international economy
required, like a national economy, an effective framework of law and policy, hence
federal judicial, legislative, and executive institutions; and in 1939 he demonstrated
in The Economic Causes of War that absolute sovereignty, not as marxists contended
capitalism, was to blame and concluded the book, a few days after World War II had
begun, with a passionate appeal to establish a European federation after the war had
been won.*

The Federal Union organization had already been launched to campaign for
federation as the antidote to war. It rapidly gained the support of notables such
as Lord Lothian, Sir William Beveridge, Ernest Bevin, and the Archbishop of York
who observed that “the whole scheme of Federal Union has made a staggeringly
effective appeal to the British mind.” By April 1940 it had ten thousand members
and editorial support from the The Times, the Manchester Guardian, and the New
Statesman. Many of the members had been influenced by the message of Clarence
Streit’s Union Now, advocating a federal union of the democracies including the
United States. But as the approach of war confirmed American isolationism,
a European federation such as Robbins envisaged became the main objective.
The Federal Union Research Institute was established, under Beveridge’s
leadership, to work on its constitutional and economic aspects. In addition
to Beveridge and Robbins, the participants included such luminaries as James
Meade, Friedrich von Hayek and Ivor Jennings, the foremost constitutional jurist
of his generation.’

On June 17, 1940 Winston Churchill, attempting to forestall French surrender to
Hitler’s conquering army, made his offer of Union between Britain and France, with
federal elements in its institutions. It was Jean Monnet, then in London as chairman
of the joint Franco-British coordinating committee for war supplies, who had pressed
the idea on the British government.® Churchill was to recall his surprise at the enthu-
siasm of the cabinet. But given the prevalence of support for the federal idea, includ-
ing public commitment by the cabinet’s two leading Labour members as well as its
leading Liberal, that was not so surprising.” Paul Reynaud, the French prime minister,
was also enthusiastic. But he was immediately replaced by Marshal Pétain and France
capitulated on the following day. Britain became fully absorbed in the struggle for
survival, then for victory; and after the war it was to be France, not Britain, that took
the lead in moves towards a federal Europe. Meanwhile Monnet was in Washington,
continuing to play an important part in the procurement of war supplies, thus gaining
practical experience of the federal system and forging strong relations with people
such as Dean Acheson, George Ball, and John McCloy, whose support as leading
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Americans was to be crucial in the launching of the European Community after
the war.®

Federalism and the Resistance, 1939-1945

By 1939 Altiero Spinelli, a former communist, had for 12 years been a political pris-
oner of Italy’s fascist regime, first in jail and after that confined on the island of
Ventotene, where Ernesto Rossi, a brilliant economics professor and former student
of Einaudi, was likewise confined. They read, in a collection of Einaudi’s writings,
his federalist articles of 1918 and, communication with him being permitted, Rossi
asked Einaudi for some literature on the subject. Einaudi sent some of the British
federalists” writings, including the two books by Lionel Robbins, with an astounding
result. Spinelli was to recall that the British federalist thinking, which gave him a “key
to understanding the chaos into which Europe was plunging and for devising alterna-
tives,” had remained impressed on his memory “like a revelation.” It gave him the
cause to which he devoted the rest of his life. The first result was the Ventotene
manifesto, which he wrote with Rossi and which became an iconic statement for
postwar federalist movements, above all in Italy.'” An essay that Spinelli then wrote
before being freed from Ventotene in 1943 demonstrated a clear understanding of
what was to become known as a “hamiltonian” federation for Europe, with demo-
cratic government and the rule of law at both federal and state level, the division of
powers between them constitutionally guaranteed, and enough federal powers to
serve the common economic and security interests.'' So while the thinking of British
federalists who had sought to apply the basic principles of the American founding
fathers to the problems of contemporary Europe was to be neglected in Britain,
it was transmitted to the mainstream of Continental federalism through Spinelli,
who was to play a major part in federalist developments both in Italy and at
European level.

Directly after his liberation, Spinelli convened a meeting in Milan at which the
Movimento Federalista Europeo was founded.'? Believing that there must be like-
minded people in resistance movements elsewhere, Spinelli and Rossi then went to
Switzerland to locate their representatives. By March 1944 they had arranged a series
of meetings in Geneva, including French, German, and Dutch participants, at which
a declaration was adopted proposing a European federation, which was sent to all
accessible resistance movements.'?

There was no answer from Germany, understandably given the circumstances.
But despite the dangers of any activity that the Gestapo might regard as subversive,
the Kreisau Circle, led by Helmuth von Moltke, had envisaged a democratic federal
Germany in a federal European state, with powers relating to foreign affairs,
armed forces, and the economy; and other groups favored federal outcomes, though
there is not much evidence of detailed proposals.'* Von Moltke was executed
early in 1945; and Hans and Sophie Scholl, with other students of the White
Rose group, were likewise executed after distributing leaflets denouncing state
absolutism and proposing, among other things, a federal political organization
for Europe.'®

Communication was generally difficult, so clear responses to the Geneva declara-
tion came only from the Netherlands and France. Although the principal Dutch
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resistance journals had favored a European “federal community,” and a penetrating
analysis of the question of European federation had been circulated, the Dutch
response to the declaration was cautious, preferring joint action on “a common task”
as a move towards a federation.'

The encouraging reaction came from France. Henri Frenay, later a minister in
the first postwar government and subsequently chairman of the European Union
of Federalists, in 1941 had founded Combat, which became one of the
strongest French resistance groups. Albert Camus was editor of its journal. Frenay
had already proposed “a federation of equal states in Europe, with Germany
cured of its megalomania.”"” Soon after receiving the communication from
Geneva, the leaders of resistance groups in southern France met, created the
Comité Francais pour la Fédération Européenne (CFFE), and issued a similar
declaration."®

At Spinelli’s instigation a conference was organized in Paris in March 1945, not
long after the liberation, with French, British, German, Italian, and Spanish partici-
pants, in order to follow up what had been begun in Geneva. The participants, in
addition to Spinelli and Camus, included André Philip, who in London during
the war had been responsible for the relations of General de Gaulle’s Free
French with the resistance movements; was soon to be a minister in de Gaulle’s
government; and did much to promote federalist influence in the following years."”
The conference issued another declaration like that of Geneva, providing further
demonstration of support for the federal idea in Continental Europe, which was
to be manifested in the growth of federalist organizations and their increasingly
prominent activities.

Federalists and the Council of Europe, 1945-1950

In France in July 1945, 73% thought that Europe “should form a federation,” against
17% who did not.?® But leading members of the CFFE such as Camus, not seeing
the basis for a realistic federalist strategy, withdrew from its activities.”! In Italy
Spinelli, after his dynamic and promising start, observed in June 1945 that, with
almost all the Continent occupied by the Americans, the British, and the Soviet
Union, there was no chance of exercising initiative, for in the Soviet bloc there was
no democracy and hence no prospect of federalism, while the Americans and British
opposed activities that might upset relations with Stalin. So for the time being he
suspended his activity in the federalist movement.?* It was left to the British and Swiss
movements to take the initiative at European level.

The Swiss Europa Union organized a conference at Hertenstein in September
1946, with federalist groups from 13 countries, which issued a declaration calling for
the transfer of part of economic, political, and military sovereignty to a European
federation and for a European organization of federalist movements. In October,
Federal Union organized a conference in Luxembourg, with representatives from
organizations in twelve countries, whose main proposal was the creation of two
umbrella organizations, one for European and one for world federalists. The outcome
of these two initiatives was a congress at Montreux in August 1947 to establish the
European Union of Federalists, followed by one to establish a world federalist
movement.*?
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Denis de Rougement opened the EUF congress with an inspiring speech on inte-
gral federalist lines, reflected in the concluding resolution which saw federalism as “a
dynamic principle which transforms all human activities.” The resolution also empha-
sized the need to create a European federation, seen as an incremental process.**
Spinelli pointed out that the Marshall Plan, a product of democratic and liberal
America, now gave west Europeans the chance to federate; and he foresaw that if
they failed to do so the US, lacking an equal partner, would be liable to shift from
the liberal to the imperial alternative. So federation was the condition for ensuring
that there would be not only a properly democratic Europe but also a liberal rather
than imperial America.*®

Meanwhile Churchill, in a speech at Zurich University in September 1946, had
put new life into the idea of a united Europe, affirming that “we must build a kind
of United States of Europe,” to make “Europe as free and happy as Switzerland is
today.” The project would have to be supported by America and Britain, but “the
first step must be a partnership between France and Germany . . . France and Germany
must take the lead together”; and “we must begin now.”?** He may have been vague
about the structure of a United States of Europe and he certainly envisaged that
Britain would not be a part of it, but his insistence on Franco-German partnership
as a condition of progress towards European Union was prophetic and his words had
an electric effect on many people who wanted to unite Europe.

This was followed in May 1948 by a spectacular Congress at The Hague, presided
over by Churchill and organized by Duncan Sandys, who as well as being a very able
politician was Churchill’s son-in-law. Among the eight hundred participants were
many former and future political leaders, including Konrad Adenauer, Alcide De
Gasperi, Francois Mitterrand, Paul Reynaud and Paul-Henri Spaak. The participants
were divided between the federalists, led by Reynaud, and intergovernmentalists, led
by Sandys, presaging the split between the Continental group of states prepared to
take steps towards European Union and those, led by Britain, that were to prefer
cooperation among governments.”’

Not all the British agreed with Sandys. R.-W.G. Mackay, a leading federalist since
1940, who was now a Labour MP and who led a delegation of British federalists to
the Congress, had a few weeks earlier secured the signatures of two hundred MPs
for a motion calling for a long-term policy to create a European federation, designed
by a constituent assembly to be convoked as soon as possible. Prime minister Attlee,
replying to the debate, said that “ultimately we must come to federation of Europe”
- but not yet.?®

The British government was less conciliatory. The Congress had called for a
European parliament to prepare plans for a European Union; and three months later,
the French government pressed for such a parliament to form “the nucleus of a federal
organization of Europe.””” The British government responded by proposing a per-
manent council of ministers, taking decisions by unanimity. When Robert Schuman,
the French foreign minister, had intimated that France would if necessary go ahead
without Britain, the reaction of Ernest Bevin, by now foreign secretary and suspicious
of the idea of European federation, was “We’ve got to give them something. I think
we’ll give them this talking-shop in Strasbourg.”*® So the Council of Europe was set
up with a Consultative Assembly of member states’ parliamentarians alongside a
Committee of Ministers to take the decisions.
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When the Assembly first met in August 1949 Mackay, with André Philip and
Senator Pierre de Félice, took the initiative in calling for “a European Political
Authority with limited functions but real powers.” Their resolution, supported by
Reynaud, was passed by near unanimity, before being rejected by the Committee of
Ministers.*! This reflected the strength of federalist support among parliamentarians,
particularly those from France, Germany, and Italy.

Italy’s federalist movement had been gaining political influence since Spinelli
returned to the Movimento Federalista Europeo (MFE) as secretary general in
June 1948, when it already had twelve thousand members and substantial support
among parliamentarians and political parties but lacked an effective political strategy.*
Not long after the opening session of the Consultative Assembly of the Council
of Europe, the MFE Congress called for its transformation into “a Constituent
Assembly, in order to draw up a Federal Pact of the United States of Europe”;* and
by May 1949 Spinelli had persuaded the EUF to urge the Assembly to draft a Federal
Pact.** A campaign for the Federal Pact ensued, with impressive impact in France,
Germany, and Italy. Several thousand French mayors signed a petition in support.®
In Germany, where a powerful federalist organization was being developed, the
Bundestay passed a resolution approving the project.*® In Italy some half a million
signatures were collected for a petition which was approved by the parliament and
finally signed by prime minister De Gasperi and foreign minister Sforza in the pres-
ence of President Einaudi.’” De Gasperi’s signature was particularly significant, for
when Spinelli had approached him earlier with the petition, he had requested that
the word federal be removed and, when Spinelli refused, had “coldly” concluded
their meeting.*® De Gasperi’s support was crucial to the federalist policy of the Italian
government and mainstream political parties from then on. Indeed, the campaign
helped to evoke the generally federalist stance of both Italy and Germany which
was to be a major influence in favor of steps towards European Union during
the following half-century.

Frustrated by the British-led vetoes in the Committee of Ministers on action pro-
posed by the Consultative Assembly, in August 1950 André Philip moved, on behalf
of French delegates in the Assembly, that willing states should sign a Federal Pact
instituting a democratically elected European parliament and a government respon-
sible to it.* In November the EUF organized a major conference at Strasbourg to
promote the idea; and Spinelli recounted, as an object lesson, the example of the
Annapolis and Philadelphia Conventions.*” The primary sources for Italian federalists
have, indeed, remained until this day not only the Federal Union literature to answer
the question “why make Europe?,” but also the American experience as the basis for
their focus on the constitutional convention as the answer to the question “how make
Europe?.”*!

The split between British intergovernmentalism and Continental federalism had
also occurred in the European Movement, though here it was the federalists who
gained control of the organization. Sandys had been chairman of its International
Executive Committee since the Movement’s foundation in October 1948. But in
January 1950 the federalists, by then predominant in the Committee, secured the
passage of a resolution for opening the way towards a federation among
those willing.** This led to Sandys’s resignation and replacement in November by
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Paul-Henri Spaak, the Belgian statesman who was currently President of the
Consultative Assembly. Spaak, who had been in London in Belgium’s government
in exile during the war, had hoped for British leadership in the uniting of Europe
but, frustrated like André Philip by Britain’s obstruction, was to resign his presidency
in December 1951, saying that “to rely on Britain is to give up the very idea of
building Europe.” He added, in his memoirs, that he decided to support Monnet’s
view: “Create a united Europe and Britain will join. It is by succeeding that you
will convince her.”*® Spaak was indeed to play a leading part in the steps
towards European Union that were to follow Monnet’s initiative in creating the first
European Community.

Monnet, Schuman, Adenauer, and the ECSC, 1950-1952

The campaign for the Federal Pact had demonstrated Continental support for
European Union and British rejection of moves towards it but had not succeeded in
circumventing that obstacle. Monnet devised a way to do so, through a specific step
towards Union that would be accepted by the French, German, Italian, and Benelux
(Belgian, the Netherlands, Luxembourg) governments, with crucial American support
from which Monnet was able to derive full benefit through the relationships he had
forged in wartime Washington. He initiated his proposal, which resulted in the
establishment of the European Coal and Steel Community, by drafting, with his
principal advisers, in particular Etienne Hirsch and Pierre Uri, the Declaration made
by Robert Schuman, the French foreign minister, on May 9, 1950, which called it
“a first step in the federation of Europe.”

Monnet was to recall that, for him, the proposal in 1940 for Anglo-French
union “had no federalist overtones” and that the normal course of his life had
not conditioned him “to look at international problems in terms of national
sovereignty.”** But the following years in Washington had familiarized him with
the workings of a federal system and evidently also with The Federalist of Hamilton,
Jay, and Madison, for when he arrived in Algiers in 1943 and joined the French
Committee of National Liberation, he gave the Committee’s secretary general a
copy, saying “Read it from end to end. It is good throughout”; and he wrote,
in a note for the Committee, that European states must, after the war, “form a
federation or economic entity that will make a single economic unit.”* Hirsch,
who was one of Monnet’s closest collaborators from that time onwards, later
expressed the view that Monnet never really was a federalist.** But it may well be
that Hirsch, who was himself deeply committed to Monnet’s approach to the build-
ing of a federal system, was applying the term to those who had a clearer notion than
Monnet of the meaning of a federal constitution.*” Spinelli, who had several oppor-
tunities to discuss federal institutions with Monnet in relation both to the ECSC and
to the project for a European Political Community, judged that Monnet “certainly”
wanted to arrive at a federation, even if he had “no idea how to make a constitution”
and thought that “a few scraps of improvised ideas were enough.”*® Monnet’s own
idea in 1950 was focused on the creation of a European executive of federal type,
but he was ready to incorporate complementary federal elements proposed by
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others, sufficient to set in train a series of steps that have led far towards a completed
federal system.

The idea of a European organization for heavy industries had long been germin-
ating in Monnet’s mind. Spaak was to recall him explaining, in 1941 in Washington,
“the rough outlines of what later became known as the Schuman Plan.”* By
1950, with the control of German steel production by the International Ruhr
Authority evidently due for reform, ideas for replacing it were in the air. Adenauer,
Reynaud, and Philip were among those who had floated them.*® The French
foreign ministry had been preparing plans for international agreements with the
orthodox formula of “a common ministerial organization” and “ministerial com-
mittees with regular meetings.”®" But Monnet’s idea was to establish an organi-
zation that would put a definitive end to wars between the French and the
Germans, for which he envisaged two conditions to be essential: complete equality
between France and Germany; and institutions that would become a basis for
permanent peace and, as he was later to put it, “civilianize international relations,”
i.e. replace power relationships by the rule of law.>> The coal and steel industries
were the perfect terrain for such institutions, as they were still the industrial basis
for armed force: governed in common, they would no longer offer the means for
war between Germany and France; and the French government urgently needed
a plan to replace the Ruhr Authority as the Americans and British were insisting
that, as a basis for the revival of the German economy, the control of German
steel production must be relaxed — to intense French alarm on both economic and
strategic grounds.

Monnet, with Hirsch and Uri, rapidly produced the proposal that became
the Schuman Declaration. Hirsch, after working with him for many years, then
becoming the first President of the European Atomic Energy Community, was
later to be president of federalist movements; and it was probably he who
introduced the federal concept into the Schuman Declaration.’® Pierre Uri was
an outstandingly creative economist who provided a coherent intellectual frame-
work for Monnet’s ideas including, among other things, the idea of the common
market.**

The first draft of the Declaration already expressed Monnet’s essential political
objective: “to make a breach in the ramparts of national sovereignty which will be
narrow enough to secure consent but deep enough to open the way towards the
unity that is essential to peace.”®® The word “narrow” reflected Monnet’s determina-
tion to propose a step that governments would accept, while “deep” reflected the
strength of the means for dealing with the problem: in Monnet’s view, a European
executive independent of the member states” governments. His experience of dealing
with governments had taught him that a requirement to secure agreement between
them on each decision would lead to little or nothing being decided in good time
and hence to the project’s failure. Thus the essence of the Declaration was, for
Monnet, summarized in its final sentence: “By the pooling of basic production and
the establishment of a new High Authority whose decisions will be binding on
France, Germany, and the countries that join them, this proposal will lay the first
concrete foundations of the European Federation which is indispensable to peace.”*®
The High Authority’s significance for Monnet was indicated when, in a speech
after becoming its first president in 1952, he referred to it as “Europe’s first
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government.””” This was the crucial federal element around which the other federal
elements in the project were to coalesce.

Robert Schuman, despite the words he used in the Declaration, was not an avowed
federalist, though he had expressed the hope, when signing the treaty establish-
ing the Council of Europe, that it would lay the foundations of a “vast and durable
supranational union.”®® But he belonged to the frontier region between France
and Germany and was profoundly conscious of the need for an effective way of
ensuring peace, and hence ready to take responsibility for what became known as
the Schuman Plan. Chancellor Konrad Adenauer accepted the plan with no hesita-
tion whatever. As a Rhinelander, he too came from near the frontier. His first politi-
cal speech, in 1919, had advocated European unity; already in March 1946 he
had expressed the hope for a United States of Europe “in the not too distant future”;
and as Chancellor, he was determned to put a definitive end to the potential
for Franco-German conflict and underlined the importance of the article in the
Federal Republic’s Basic Law that provided for the transfer of sovereignty to inter-
state institutions in order to secure peace.’’ He evidently saw a federal system as
compatible with his aim of restoring Germany to international respectability, with
Franco-German partnership a fundamental necessity. So he warmly welcomed
the Monnet—Schuman proposal and later moves towards European Union in the
1950s.

The negotiations, chaired by Monnet, which opened in June 1950 and concluded
in April 1951 with the ECSC Treaty, brought other federalist influences to bear on
shaping the Community’s institutions, in particular Walter Hallstein and Carl Friedrich
Ophiils. Hallstein, who led the German delegation, was a distinguished law professor
who went into these and subsequent negotiations in the 1950s with carefully thought-
out proposals based on “German, US and Swiss federalism”; was to become the first
President of the Commission of the European Economic Community; and was later
to provide a theoretical basis for the stepwise approach to federation.®® Ophiils led a
group of official jurists who were to champion the cause of federalism as a basis for
stability and security in Europe’s inter-state system.®'

Without a broader federalist perspective, Monnet’s insistence on the federal-type
executive would not have fulfilled his aim of replacing power relationships by the rule
of law. Judicial and parliamentary institutions were also needed. The Germans brought
to the negotiations a proposal for a two-chamber institution, comprising a directly
elected parliament and a council of ministers, to control the High Authority.®® Hirsch,
moreover, to whom André Philip suggested that “an element of democratic struc-
ture” should be added, had passed the suggestion on to Monnet; and the memoran-
dum which Monnet, as leader of the French delegation, presented at the opening of
the negotations proposed that the High Authority be answerable to a parliamentary
body.®® The result was the Community’s “Common Assembly,” with the power to
dismiss the High Authority, whose members were to be directly elected by the citi-
zens when the governments should unanimously agree, which finally led to the first
direct elections to the European Parliament in 1979, but meanwhile were appointed
by the member states’ parliaments. The Council of Ministers, which was both to
become the equivalent of a chamber of the states, akin to the German Bundesrat,
and to exercise intergovernmental tutelage over the Community’s executive (then
the High Authority and later the European Commission), was introduced at the
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behest of the Benelux governments, who hoped it would enable the smaller states to
defend their interests.

The memorandum also proposed, somewhat vaguely, “an arbiter”:** This was
transformed during the negotiations into the Court of Justice, responsible for ensur-
ing that in matters of Community competence “the law is observed”; and these words
have remained in the Treaties to this day, enabling the Court to make the rule of
Community, now Union, law a reality. So Hallstein was able, in an address at
Georgetown University in April 1951, to explain the essential constitutional functions
of the Court; and he went on to describe the High Authority as a potential federal
executive, the Council as corresponding to a Bundesrat and the Common Assembly
as an embryonic European Parliament, with the Community as a whole comprising
a dynamic first step which “in its constitution-type structures already intentionally
anticipates the structure of the future complete federation.”®®

Monnet, in his inaugural address as President of the High Authority in August
1952, more modestly enumerated the federal elements in the Community: the High
Authority independent of governments and responsible to a European Assembly; the
Assembly, likewise independent of the member states, with power to dismiss the
Commission and with the prospect of direct elections; the Court of Justice, indepen-
dent of the states’ courts; and direct relations with legal persons in the states, includ-
ing the power to tax enterprises.®® The precise knowledge of federalism came from
Spinelli. Monnet, impressed by the clarity of his thinking, had invited him to draft
the speech; and Monnet then suggested that he stay to write a series of speeches, on
the pattern of The Federalist. But Spinelli was determined to pursue his own federalist
path, returning to the Community in a political capacity;*” and this he did when he
became a Commissioner in 1970, then a leading member of the European
Parliament.

Already in the the spring of that year, Monnet had written a very short note in
which he listed the further stages that he evidently envisaged for the process of inte-
gration: “single market, single currency, Federation.”®® That was an indication of the
path which he, for his part, intended to pursue.

Spinelli, Spaak and the European Political Community,
1952-1954

Five days after the Schuman Plan negotations began in June 1950, North Korea
invaded South Korea. The US, burdened with this new commitment, insisted on a
German contribution to western Europe’s defense. With German occupation of
France so raw in French memories, Monnet feared that French political reactions
could derail the Community project. The idea of a European army to preempt
German national rearmament was being discussed; Churchill himself had proposed
it at the Council of Europe Assembly in August, though later explaining that he
meant it for the Continentals “and not for us.”® Monnet may well have thought
that the idea was “at best premature,” but he judged that the only way to safeguard
the ECSC project would be to propose a European Defence Community on similar
lines.”” So he devised a detailed proposal to present to prime minister René
Pleven, who set in train an intergovernmental conference (IGC) to draft an EDC in
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parallel with that for the ECSC. Monnet’s memoirs record that the matter “touched
on the core of national sovereignty” and “now, the federation of Europe would have
to become an immediate objective.””" But he did not then realize that institu-
tions such as those envisaged for the ECSC would be an inadequate framework for
a European army. Nor did most of those who started the EDC negotiations in
February 1951.

Spinelli, however, was quick to identify the contradiction implicit in an army
without a state and to grasp the relevance for the federalists’ constitutional project.
In April the European Union of Federalists organized a conference in Lugano, which
approved detailed proposals for a constituent assembly that had been drafted by a
committee of jurists chaired by the Belgian Senator Fernand Dehousse.”” In June
General Eisenhower, following a conversation with Monnet, made a speech in London
favoring a European federation to deal with the problem.”® Early in July
Spinelli visited Monnet, who agreed that a European constitution was required and
considered that the Community’s Common Assembly should draft it.”* Later that
month the IGC issued an interim report containing a draft treaty; and Spinelli reacted
with a memorandum criticizing its inadequacy and proposing that a constituent
assembly design the necessary federal powers and institutions, including a directly
elected European parliament with a political executive responsible to it.”® Spinelli had
discussions with Ivan Matteo Lombardo, the head of the Italian delegation to the
IGC and a long-standing member of the federalist movement, following which
the Italian government sent a memorandum to the other delegations underlining the
need to transfer sovereignty to constitutionally defined institutions; and at a meeting
of the six foreign ministers in December, De Gasperi, who like Adenauer was both
foreign minister and head of government, insisted that the Common Assembly be
required to propose the powers and structure of a democratically elected assembly
which would replace it and to which the EDC’s executive would be responsible.
This was accepted and incorporated in Article 38 of the EDC Treaty, signed in
May 1952.7¢

Spaak, in his speech on resigning from the presidency of the Council of Europe’s
Assembly in frustration at British obduracy, had said that although he had “never
belonged to the federalists,” he had voted “in the same spirit and with the same will”
as they did.”” Spinelli, sensing the prospect of an important ally, visited him in January
1952, and, before the end of February, Spaak had agreed to launch a major campaign
for the constitution. This led to an Action Committee for the European Constituent,
chaired by Spaak and with membership including Spinelli, Frenay, and Philip, as well
as a Study Committee for the European Constitution, also chaired by Spaak, with
Dehousse as secretary general and with Spinelli, de Félice and Frenay and seven
others, mostly federalists and distinguished lawyers, as members, together with two
eminent Harvard academics, Professors Robert R. Bowie and Carl J. Friedrich, as
advisers.”® Spinelli found Spaak to be “a pure political animal,” with imagination and
courage, but “with a fantastic ignorance of all federal problems,” though with a nose
for the path to follow so long as there was a good chance of immediate results; and
Monnet, he found, was in agreement that Spaak was “on our side, but won’t
press the battle to the conclusion.”” Meanwhile, however, Spaak was indeed
with the federalists, and contributed his outstanding gifts as chairman and orator to
their cause.
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The Study Committee worked intensively, on the basis of Spinelli’s drafts of
resolutions aiming at a federal constitution; and Friedrich had particular praise
for Spaak, Spinelli, and Dechousse for the results, which were presented to the
Assembly responsible for drafting the European Political Community Treaty, at its
first session in September 1952.%” On Monnet’s initiative, France had proposed that
the treaty be drafted by the ECSC Assembly (whose membership was slightly enlarged
into an “Ad Hoc Assembly” for the purpose).®’ Spaak was elected its president,
Dehousse was appointed rapporteur of the committee on institutions, and Ludovico
Benvenuti, an active Italian federalist, rapporteur of the committee on powers
and competences.

Though federalists had key positions in the Assembly and Spinelli was active
behind the scenes, the draft treaty that emerged in March 1953 was only
partly federal, with, for example, unanimous approval by a Council of Ministers
required for various important decisions.*> Spinelli nevertheless thought it
contained enough federal structures to permit a struggle against the nation states
to be victorious — “within fifty years.”® Spaak struck a more optimistic note,
presenting it to the foreign ministers with George Washington’s opening words
when presenting the US Constitution to the then US Congress in 1787. But it
had become apparent in the meetings of ministers, who had shadowed the
Assembly’s proceedings, that France intended to block anything beyond a minimalist
outcome.**

This was confirmed in the IGC on the Draft Treaty, where the main point at issue
was Johan Beyen’s proposal that the EPC should be concerned, alongside the EDC
and the ECSC, with the creation of a general common market. Beyen was a former
banker and currently Dutch foreign minister, whose relationship with federalism was
similar to Schuman’s. He avoided using the word but favored a European executive
“answerable not to the national governments but before a supranational parlia-
ment”:% a democratically responsible federal executive wielding a substantial federal
power. He wanted to create a common market as a sound basis for Europe’s economy
and argued, moreover, that political integration concerned mainly with military aftairs
would be inadequate. So he had secured inclusion of the common market in the
terms of reference for the Assembly, which had accordingly included it in the Draft
Treaty.%

Provision for the common market was supported by all participants in the IGC
save France, which was resolutely opposed and continued to maintain a generally
minimalist stance.?” So the IGC remained deadlocked until, following elections which
had given Gaullists, antagonistic to the Community, a powerful position in both
parliament and government, the EDC Treaty fell in August 1954 and the EPC fell
with it. What looked like a disaster for federalism was, however, turned round by the
success of the Treaties of Rome.

Monnet, Spaak, Beyen, Hallstein, and the Treaties of Rome,
1954-1958

Early in September 1954, Spaak visited Monnet to discuss what should be done to
relaunch the integration process after the collapse of the EDC. They agreed that it
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should be something “in the economic field” and that Monnet would prepare pro-
posals and Spaak take the diplomatic initiative. Thus Spaak, having done what he
could for Spinelli’s constitutional project, turned to Monnet’s more incremental
approach. Monnet’s ideas were to extend the ECSC to include transport and energy
as a whole, and to create a new Community for civil nuclear power; and an elected
European parliament figured in the earlier drafts. He also decided to resign from the
High Authority so as to be free to press for the necessary further delegations of sov-
ereignty; and to enhance his effectiveness in this, he established the Action Committee
for the United States of Europe, whose members were the member states’ parties
and trade unions, represented by their leaders, and which acted as a very high-level
pressure group for Monnet’s proposals.™

In April 1955 Spaak, by then Belgian foreign minister, wrote to the other foreign
ministers about Monnet’s proposals for further sectoral integration, but the response
was not encouraging. On the same day, however, Beyen wrote to Spaak renewing
his advocacy of a common market and stressing the need for supranationality to
enable it to work properly and to ensure a strong enough framework to contain
Germany effectively.¥ Monnet, in view of the prevalent French aversion to the idea,
was resistant. But Germany was likewise averse to the atomic energy proposal and
favored the common market for its institutional potential, with Hallstein in particular
continuing to insist that a federal constitution was the ultimate aim.”® Monnet was
persuaded that Germany would not accept EURATOM without the common market,
so that a viable project had to comprise both together; but he continued to emphasize
EURATOM, as the only way to kindle French interest in the relaunching of
integration.”” So it was a “Benelux memorandum,” drafted by Beyen and Spaak,
which proposed the combined project that was the basis for the “Messina conference”
in June.

The prospects for French engagement had improved since elections in January
1955 had almost annihilated the Gaullist parliamentary presence, and Guy Mollet,
who was for a while at least to treat Monnet as his “mentor” for European
policy, had become prime minister.”> But with France favoring EURATOM
and opposing the common market that was central for the other five, a positive
outcome to the conference was far from assured. The German delegation was led by
Hallstein. But it was Spaak who had been developing close relations with Antoine
Pinay, the French foreign minister, and who finally persuaded him to accept further
“exploratory talks” on the combined project. Pinay also agreed to the principle
of appointing a “political figure” to lead them — who was crucially, in the event,
Spaak himself.”?

Spaak chaired the resulting “Spaak Committee” with outstanding ability. In April
1956 it produced its report, brilliantly constructed by Uri.”* Ophiils as head of the
German delegation in the Committee and Benvenuti of the Italian delegation ensured
federalist backing, to add to that of the Belgians and the Dutch; Félix Gaillard, who
headed the French delegation, was a “pragmatic Europeanist.” So they approved the
“Spaak Report.””® But while French backing for EURATOM remained firm, there
was still scant support for a common market. Robert Marjolin, the top official in the
French delegation to the ensuing negotiations, who was to write that he “leant,
almost instinctively, towards the idea of European federation,” encountered resistance
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throughout the government machine.’® But the political climate changed radically in
November 1956, when the failure of the Anglo-French Suez expedition against
American opposition convinced the French political class that they must accept these
steps towards a united Europe. Mollet was able to sign the Treaties of Rome, estab-
lishing the European Economic Community and EURATOM, in March 1957.
Monnet then turned his Action Committee’s pressure from its focus on EURATOM
to the two Rome Treaties together;”” and after some final concessions to France, they
were ratified in time to enter into force in January 1958. Hallstein then became the
first President of the Commission and did much to consolidate the foundations for
the Community’s future development.

Conclusion

Four men in particular had outstanding influence on the beginnings of European
Union in the 1950s: Monnet, Hallstein, Spaak, and Spinelli.

Monnet, as the instigator of the treaties establishing the European Communities,
was later to call the ECSC, as the first of them, the foundation that “made
possible all the rest.””® Despite his incomplete knowledge of federalism, he put
in place federal bases on which a Union with many further federal elements has
been developed.

Hallstein, with his deep knowledge of federalism, consistently applied the incre-
mental approach towards federation from the Schuman Plan negotiations to his time
as the first President of the Commission, then articulated its theory and practice in
his scholarly book on the subject.”” He did much to ensure that federalism would
remain a constant element in German policy.

Spaak’s federalist period lasted five years, when he played a key part in creating
the EPC Treaty, then made his crucial contribution to the establishment of the
European Economic Community (EEC) and EURATOM. He at the same time
eliminated remaining intergovernmentalist tendencies among the Belgians.'”

Spinelli transmitted federalist thought to postwar movements, ensured that feder-
alism was entrenched in Italy’s European policy and inspired the campaigns for a
European constitution. After the EPC Treaty was set aside, he campaigned again for
a constituent assembly, but had to wait until the 1980s before he could, as a directly
elected Member of the European Parliament, lead the drafting and secure the approval
by the citizens’ elected representatives of a treaty-constitution for the European
Union, which has presaged its further federal development into the European Union
of today.'"!

Not least of their achievements has been their enduring influence on their own
countries’ European policies: in Belgium, Germany, and Italy in the form of a com-
mitment to federal institutions; in France in a tradition of initiatives to endow the
Community, now the Union, with federal competences. This has sustained the
process that they launched in the 1950s, together with others such as Schuman,
Adenauer, and De Gasperi, who, aware of the federal implications, took political
responsibility for the first steps, and Beyen, who gave the impulse to the creation of
the common market and hence of the EEC; and thus they initiated the development
of what has become the European Union with its pronounced federal features. The
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neglect of the federalism which they, in their various ways, instilled into the process
has been a critical weakness of the neo-functionalist and neo-realist theories that have
attempted to explain it as well as of citizens’ understanding of the Union that has
emerged; and it has inhibited the British in particular from playing the constructive
part in the Union’s development which their earlier contribution to federalist think-
ing might have led one to expect.
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CHAPTER THREE

The Cold War: The Western
European Perspective

IAN JACKSON

Until the opening of western European government archives in the 1970s and
1980s, the Cold War was largely viewed by historians as a bipolar conflict
between the United States and the Soviet Union. The thousands of declassified
documents that scholars have drawn upon in reconstructing the key turning points
of the Cold War in the past two decades have cast significant light on the role
of western Europe in the shaping of the post-World War II international order.
The research of the “new” Cold War history, in particular, has painted a more
sophisticated and complex portrait of power politics within the US-led Western
alliance. Studies of bilateral and multilateral relationships between the United
States and its European allies have demonstrated the moderating influence of the
western European governments over Washington’s policy in the formative
decades of the Cold War. From the available evidence it now appears, for example,
that Britain and France not only took the lead in inviting a reluctant United States
into the affairs of western Europe, but also sought to manage and orchestrate the
American response to Soviet expansionism in the east. With research well underway
on the events of the Cold War in the 1950s, the 1960s and the 1970s, scholars have
continued to stress the influential role played by western European governments
in East-West relations. A number of recent studies have shown that Britain, France,
and West Germany advocated détente with the Soviet Union long before such
a policy was embraced by Presidents Johnson and Nixon. While historians will
not be able to write with full authority about the events leading up to the end
of the Cold War in the late 1980s until a substantial number of government
documents have been released on both sides of the Atlantic, several recent works
based on political memoirs and secondary sources have emphasized the important
role of western Europe in encouraging the change in Soviet policy that paved
the way to German reunification in 1990.

The intention of this chapter is to provide not only a relatively brief overview
of the Cold War from the western European standpoint, but also to offer a
synthesis of the most recent historical research on the early decades of the East—-West
conflict. First, the chapter reviews the origins of the Cold War with special focus
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on the influence of Britain and France in the forging of the Western alliance. It
also highlights the tension that existed between the West and the Soviet Union
over Germany, which culminated in the establishment of two separate states in
1949. Second, the western European challenge to American leadership of the
Atlantic alliance is the subject of the proceeding section of this chapter. During
the 1960s the western Europeans began to question Washington’s Cold War
policies. The French president, Charles de Gaulle, was an especially vocal critic
of the United States” management of the Western alliance, its decision to intervene
in Vietnam, and the privileged status of the dollar in the international monetary
order. The chapter concludes with a retrospective assessment of the Cold War
after 1969. The western European desire for détente with the Soviet Union
and eastern Europe in the 1970s and the underlying friction with Washington
over alliance policy will be analyzed. Finally, the response of the western Europeans
to the renewal of tensions between the United States and the Soviet Union in
the early 1980s and the subsequent demise of the Cold War system at the end
of the decade are explored.

The Origins of the Cold War, 1945-1955

Despite forging a victorious alliance against Nazi Germany, the “Big Three” powers
of the United States, the Soviet Union and Britain had contrasting visions about the
structure of the post-World War II peace settlement. In the spirit of the Atlantic
Charter they had signed in August 1941, the American president, Franklin D.
Roosevelt, and the British prime minister, Winston Churchill, sought to build a new
world order based on the principles of democracy, collective security, and commercial
liberalism. Roosevelt, however, did not attempt to impose this new world order on
the Soviet Union. Recognizing that Josef Stalin would be anxious to consolidate
Soviet power in eastern Europe, the president proposed the creation of a collective
security framework. Roosevelt’s “Four Policemen” concept envisaged a world of four
main spheres of influence controlled by the United States, Britain, the Soviet Union,
and China. This great power condominium was enshrined in the United Nations
(UN) Charter, which was agreed by the three powers and France in San Francisco
in June 1945. Like Woodrow Wilson, Roosevelt believed that world peace could only
be achieved through the establishment of a permanent international security organi-
zation. Unlike Wilson’s League of Nations, however, Roosevelt’s UN would be
managed by the United States and the other great powers." While Stalin participated
in the formation of the UN and accepted a seat on the organization’s Security
Council, he was extremely suspicious of Western motivations with regard to the
postwar international order. Recent research has demonstrated that the Soviet dicta-
tor did not have any grandiose plans for a global communist revolution, but he was
determined to prevent the capitalist encirclement of the USSR and preserve Moscow’s
domination over eastern Europe.’

Although the “Big Three” differed over their perceptions of world order, Roosevelt,
Churchill, and Stalin were prepared to cooperate on the question of Germany. The
three leaders were unanimous in the conviction that the history of the interwar
period should not repeat itself and that Germany must never again be in a
position to compete for the hegemony of Europe. As the war was ending, they
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gathered for a summit in Yalta to discuss the future of Germany, the borders
of Poland and spheres of influence in Europe. On the German problem, the
three statesmen agreed that the country should be divided into four zones,
occupied and administered by the United States, Britain, the Soviet Union, and
France repectively. Roosevelt and Churchill acquiesced in Stalin’s plan to preserve
the Polish borders and create a network of governments “friendly” to the
Soviet Union in eastern Europe.’ Five months later a second conference was
convened at Potsdam. Once again, the three countries failed to reach consensus
on a satisfactory peace treaty for Germany. It was agreed that the four military
zones would not presage the eventual division of Germany and the country was
to be treated as a single economic unit. The conference was adjourned in
August 1945 with only vague understandings about the issues of German reparations
and a peace treaty.*

The Potsdam accords on Germany were subsequently disavowed by the
Western powers and the Soviet Union in 1946-1947. In the East, Stalin increased
his stranglehold over eastern Europe through military intervention and a series
of coups leading to the incorporation of Poland, Romania, and Bulgaria into
the Soviet sphere in 1946. Hungary and Czechoslovakia became satellites of
Moscow in 1947 and 1948 respectively and Stalin looked to extend his empire into
the Near East.” The new American president, Harry S. Truman, initially persisted
with Roosevelt’s policy of cooperation and accommodation with the Soviet
Union, but grew increasingly wary of Stalin’s brutal and ruthless expansionism
in eastern Europe. In March 1946 an American attaché in the Moscow embassy,
George F. Kennan, forwarded his influential “Long Telegram” to Washington
outlining the dangers of unchecked Soviet expansionism. Now out of government,
Winston Churchill traveled to Fulton in Missouri to deliver a grave warning to the
American public about the prospect of an “iron curtain” descending across the con-
tinent of Europe. While taking cognizance of Kennan’s and Churchill’s geopolitical
views, the Truman administration proceeded cautiously. Initially, neither Truman
nor his secretary of state, James F. Byrnes, wanted Washington to become involved
in the power politics of Europe. The UK foreign secretary, Ernest Bevin,
however, pressed Byrnes to merge the British and American zones in the summer of
1946 thus paving the way for the establishment of a provisional government in West
Germany.® Britain’s financial weakness and her withdrawal from the Near East in
February 1947 precipitated Truman’s famous doctrine pledging assistance to peoples
seeking to preserve their liberty from the tyranny of communism. Truman did
not offer military support to Greece and Turkey, but $400 million in financial
assistance was provided by the US government to protect the region from Soviet
expansionism.”

In January 1947 George C. Marshall replaced Byrnes as secretary of state.
On assuming office, the veteran American general was concerned about two
interlinked European problems: the future of Germany and western European
economic weakness and vulnerability. During the early months of 1947 Marshall
was still hopeful that an agreement could be reached with the Soviet Union over
the future of Germany based on the Potsdam accords. Yet, his 46 sessions with
the Soviet foreign minister, Molotov, in Moscow during March and April
proved unproductive. Marshall’s solution to the second problem was to propose
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an ambitious plan of financial assistance to rebuild the continent, with the
German industrial heartland in the center of a rejuvenated European economic
system.® While Stalin was invited to participate in the Marshall Plan, in the words of
David Reynolds, Moscow was “adroitly excluded” by Bevin and the French foreign
minister, Georges Bidault, from playing any meaningful role in the discussions
concerning the American initiative.” As a result, Stalin ensured that Moscow’s
satellites, most significantly the eastern German zone, would not be involved in
the scheme. When the Marshall Plan was finally approved by Congress in April
1948, approximately $13 billion was provided to the countries of western Europe.
What was more, the Marshall Plan was instrumental in completing the economic
division of Germany and, thus, Europe.

In strategic terms, the Marshall Plan had dual objectives. First, the Truman
administration hoped that financial assistance would help to bolster the western
European nations, fill the power vacuum that had developed in central Europe
and create a “third force” to check potential Soviet aggression in Eurasia. In
encouraging the western European governments to pool their resources and
collaborate under the multilateral auspices of the Organization for European
Economic Cooperation (OEEC), Washington signalled its intention not to
build a sphere of influence in the region. During 1947-1948, American officials
were wedded to the concept of the European “third force” and appeared to be
extremely reluctant to send troops to western Europe, despite their circumspection
with regard to Stalin’s geopolitical objectives in Eurasia.'” Second, the Marshall Plan
aimed to dissuade public opinion in western European nations from the election of
communist political parties to high office. In fact, only countries with democratic
governments committed to capitalist domestic economic systems were eligible for
financial assistance from Washington under the European Recovery Program (ERP).
From a political standpoint, therefore, Marshall Aid was designed to weaken the
influence of European communist parties sympathetic to Moscow and deter the
type of Soviet-inspired military and political coups that were occurring in eastern
Europe.'!

As well as dividing the continent economically, Stalin’s decision not to participate
in the ERP exacerbated East-West tensions over Germany. Virtually no progress was
made at the foreign ministers’ meeting in London between Molotov and his Western
counterparts in December 1947. No longer hamstrung in a coalition government
with the French Communist Party, Bidault dramatically shifted the orientation of
Paris’s foreign policy towards the acceptance of a West German state. The French
zone was subsumed into the British and American zones to form a distinct economic
unit in western Germany.'? The London program, which was finalized in the spring
of 1948, endorsed the creation of a non-sovereign West German state under allied
occupation, with the prospect of democratic elections for the establishment of a
provisional government.'® Stalin reacted to these developments by closing off supply
routes to West Berlin (like Germany, the city of Berlin had been divided between
the wartime allies in 1945) in an attempt to pull the whole city into the Soviet orbit.
Although the blockade of Berlin was to last for 11 months, a war was not triggered
between the Soviet Union and the West. Truman and Attlee responded to the crisis
by supplying West Berlin through airlifts. The blockade, nonetheless, ushered in
a period of confrontation between East and West that not only divided Europe
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indefinitely, but also heightened the risk of war between Moscow and its former
wartime allies.

The military coup in Czechoslovakia in February 1948, encouraged by Stalin, was
viewed with trepidation by the Attlee government. Bevin, with French support, was
instrumental in forming the western European Union (WEU) on March 17. Under
the Brussels Pact, Britain, France, Belgium, the Netherlands, and Luxembourg forged
a military alliance with a view to defending western Europe from Soviet aggression.
Bevin, however, had grander plans for the alliance. He believed that if Britain could
demonstrate its commitment to the common defense of western Europe, the United
States could be coaxed into guaranteeing the security of the continent against the
threat of a Soviet military invasion. Historians of the origins of the Cold War have
now widely accepted that it was the astute diplomacy of the British foreign secretary
that opened the door to the signature of the North Atlantic Treaty (NAT) in
Washington in April 1949."

By establishing and joining the North Atlantic Treaty Organization (NATO), the
Truman administration abandoned the concept of the “third force” in western
Europe and accepted the role of military guardian of western Europe.'® By breaking
its time-honored tradition of avoiding entanglements outside the Western Hemisphere,
Washington sent a strong message to Moscow that its national security interests were
now inextricably bound with the fate of the European balance of power. Following
the creation of the Federal Republic of Germany (FRG) by the Western allies in
September 1949, Stalin transformed the Soviet-controlled eastern zone into the
German Democratic Republic (GDR). The formal division of Germany in 1949,
then, was symbolic in that it split Europe into two spheres: an American-led bloc in
the West and a Soviet-led bloc in the east.

Despite having managed to secure a written guarantee from Washington in the
form of NATO, the western Europeans still feared that Stalin would be able to take
advantage of the vulnerability of the continent and launch an invasion against the
region. While a military alliance organization, NATO did not yet have a finalized
command structure and the United States was only beginning to station troops in
western Europe. Ironically, developments in Southeast Asia were to provide the cata-
lyst that transformed NATO from being a tacit American commitment to the defense
of western Europe into a fully-fledged international security organization. When the
communist-controlled North Korea invaded its pro-Western southern counterpart in
June 1950, alarm bells sounded not only in Washington, but also in western Europe.'®
For one, Konrad Adenauer, the West German chancellor, worried that the United
States would abandon its commitment to western Europe in order to contain com-
munism in the Far East and thus leave the continent unguarded against Soviet
expansionism.'”

In an effort to assuage western European fears, Dean Acheson, the US secretary
of state, met with Ernest Bevin and Robert Schuman, the French foreign minister,
in September 1950. During the talks held in New York City, Acheson pledged to
send further troop divisions to western Europe and nominated the distinguished
World War II general, Dwight D. Eisenhower, as the supreme commander of the
combined armed forces of NATO. While this went a long way to appease Bevin and
Schumann, secretary of state Acheson insisted on a quid pro quo. In return for
American troops, he insisted that West Germany be rearmed.'®
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This demand sent shock waves across both London and Paris. But French strategic
thinking had changed markedly since the mid-1940s. The government of René
Pleven was alarmed by the prospect of a fully armed West German state from the
standpoint of French security, but accepted the realities of the situation: if France
opposed German rearmament, the United States might rethink its pledge to the
defense of western Europe. As the scholarship of Georges-Henri Soutou, Marc
Trachtenberg, and William I. Hitchcock has recently shown through extensive
research in French government archives, Paris was prepared to overcome its innate
suspicions of German revanchism and sanction the militarization of the FRG within
a supranational framework.

The resulting Pleven Plan, in essence, was similar to the economic rapprochement
with West Germany sought by Schumann in his initiative to establish a supranational
coal and steel community: German troops would be incorporated into a European
army. The centerpiece of Pleven’s plan was the concept of the European Defence
Community (EDC), which was approved by the participating governments of the
European Coal and Steel Community (ECSC) in a treaty signed on May 1952. Yet,
French public opinion increasingly turned against the idea of ceding sovereignty to
a supranational defense community. On August 30, 1954 the National Assembly
decided to postpone the decision on the EDC indefinitely and thus in fact voted
against the EDC initiative."

Just 20 months in office, the Eisenhower administration, which had supported the
EDC initiative, was deeply angered by the decision of the French parliament to block
France’s participation in the community and, in effect, scupper any chance of rearm-
ing West Germany within a European supranational community. John Foster Dulles,
the US secretary of state, warned the European allies that failure to settle the conten-
tious issue of German rearmament satisfactorily would lead to an American reappraisal
of its military commitment to western Europe. Kevin Ruane has convincingly argued
that Dulles was probably calling the bluft of the western Europeans.

Nonetheless, the Churchill government, which had refused to participate in the
EDC proposal, was forced to salvage the situation. Actually, it was the diplomatic
skill of both Anthony Eden, the British foreign secretary, and Adenauer that won
the day. Eden proposed that West Germany sign the Brussels Pact (under whose
new terms supervised West German rearmament was to take place), and then also
become a member of NATO under the American military umbrella. Not only
did this satisfy the demands of the Americans, but, moreover, French fears of a
powerful West Germany and uncontrolled German rearmament were allayed by
London’s commitment to the security of Europe. Moreover, Britain was assured
that Washington would honor its military pact to defend the region from Soviet
aggression.”® It was not until May 1955, however, that the FRG finally became
a member of NATO and at the same time also obtained its full sovereignty
(except with regard to matters concerning German reunification) as a state within
the community of nations. Obtaining sovereignty was the price Adenauer had insisted
upon in order to give his agreement to West German rearmament and inclusion
into the Western alliance.

Perhaps the most significant event in the history of the Cold War during the first
decade of the conflict was the death of Stalin in March 1953. In his final year,
the Soviet dictator hinted at reviving diplomatic efforts to solve the German problem.
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In March and April 1952, despite the fact that independent states had been
formed in East and West Germany, Moscow proposed reunification of the country.
In an attempt to make the prospect enticing to the Western allies, Stalin appeared
to be amenable to the creation of a unified Germany, fully rearmed and administered
by a freely elected government. The Western governments spurned Stalin’s
overtures, preferring to maintain the status quo and the pivotal role that the
FRG was now playing in the tentative steps towards the economic and political
integration of western Europe. In his last act of diplomacy prior to retirement,
Winston Churchill launched a campaign to bring about a détente with the Soviet
Union. This was primarily aimed at restoring Britain’s status as an influential
power in the international system, but Churchill failed to convince President
Eisenhower of the need to effect a peaceful settlement of the Cold War through
summitry with the Soviets.”! Following a change in Soviet policy towards “peaceful
coexistence” with the West after Stalin’s death, the USSR, the United States, Britain,
and France met in Geneva for talks about the German question in the summer
of 1955. The “spirit” of Yalta did not prevail on this occasion. Despite empty
rhetoric on both sides about German unity and liberty, the Cold War division
of Europe that was finally completed with Moscow’s decision to sign the Warsaw
Pact with its eastern European satellites in response to West German membership
of NATO became a reality.

The Troubled Partnership: Europe between the Superpowers,
1955-1969

By 1955 the battle lines in Europe had been drawn. As the Cold War entered its
second decade, the newly constituted balance of power between the US-led Western
alliance and Soviet-dominated Warsaw Pact defined a period of tension short of war.
The threat of nuclear war prevented an outbreak of conflict between the Eastern and
Western blocs, but both sides were determined to demonstrate their resolve, espe-
cially with regard to the German question. During 1955-1957 in a drive to pool
resources, increase productivity, and pave the way for political integration, the con-
tinental European states, including West Germany, formed the European Economic
Community (EEC).

Meanwhile, having decided to opt out of the EEC negotiations, Britain witnessed
the further decline of its global influence when the Eisenhower administration refused
to support its ill-timed invasion of Egypt in 1956. The Suez Crisis damaged Anglo-
American relations and led British policy-makers to question the firmness of
Washington’s commitment to the “special relationship.” In Moscow Nikita
Khrushchev finally consolidated his control over the Kremlin in October 1957.
Although he had denounced Stalin’s policies, Khrushchev had ordered Soviet troops
into Hungary to crush a rising in Budapest in November 1956. The launching of
the Sputnik space satellite and the acquisition of the Intercontinental Ballistic Missile
(ICBM) system, moreover, imbued the Soviet leadership with renewed confidence
to challenge the United States in potential “hot spots” in Europe and other regions
in the international system.

In late November 1958 Khrushchev presented the Western occupying powers with
an ultimatum over Berlin: if the United States, Britain, and France did not withdraw
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from the divided city within six months, Moscow would sign a separate peace treaty
with the GDR. Khrushchev’s ultimatum produced friction among the allies over the
best possible response to the Kremlin’s threat to West Berlin.”> Both the United
States and Britain reacted cautiously to the Soviet initiative. The British prime min-
ister, Harold Macmillan, favored negotiations with Moscow and was determined to
avoid war with the Soviets over Berlin at all costs. Eager to continue Churchill’s
campaign for détente between East and West, Macmillan flew to Moscow for talks
with Khrushchev in February 1959. By contrast, France and West Germany, to dif-
fering degrees, chafed at any thought of conciliation with the Soviet Union on the
issue of Berlin. The French president, Charles de Gaulle, felt that Khrushchev was
attempting to call the Western allies’ bluft over Berlin and did not believe that
Moscow was prepared to go to war over the status of the city. He nevertheless sought
to preserve the status quo and offered his full support to Adenauer in the defense of
West Berlin.

The West German chancellor was most disturbed by Macmillan’s attitude to the
crisis, which he viewed as a form of appeasement of the Soviet Union. As events
transpired, Khrushchev did not force the issue over Berlin, and Eisenhower and
Macmillan tried in vain to resolve the problem of Western occupation rights in the
city at a summit held in Paris in June 1960.* It was not until the building of
the Berlin Wall on August 11, 1961 that the Berlin question was resolved between
the Soviet Union and the Western allies. Khrushchev’s decision to erect a barrier to
prevent refugees from flowing into the FRG from the GDR cemented the division
of the city and preserved the status quo in Berlin so readily desired by the Western
powers in 1958.

The confrontation between the United States and the Soviet Union was in evi-
dence not only in Europe, but also in other parts of the world.”* Most significantly,
the clash between Khrushchev and President John F. Kennedy over Berlin in June
1961 resulted in a confrontation between Moscow and Washington over Cuba in
October 1962. Sensing that Kennedy was inexperienced and weak, the Soviet leader
had placed nuclear weapons in Cuba, some 90 miles from the American seaboard.
Khrushchev, however, miscalculated. Kennedy, it seemed, was prepared to risk nuclear
war with the Soviet Union over Cuba. Forced to withdraw the missiles from Cuba,
the Soviet leader’s reputation in the Kremlin was damaged irrevocably. Kennedy was
hailed as winning an important victory in the Cold War against the Soviet Union.
Clearly, the clash between the superpowers over Cuba highlighted the futility of
conflict in an age of thermonuclear power. The aftermath of the Cuban Missile Crisis
culminated in a general relaxation of tensions between Washington and Moscow, as
talks concerning arms control yielded the Comprehensive Test Ban Treaty in August
1963.% The Western allies had unanimously pledged their solidarity with Kennedy
on the Cuban crisis, but began to seriously doubt the future of Washington’s security
commitment to Europe. De Gaulle, in particular, reasoned that the Cuban Missile
Crisis demonstrated that the United States would take action at any price to protect
its national interests. The French president was skeptical that those national interests
included the future security of western Europe.*

One of the most striking developments of the 1960s was de Gaulle’s challenge
to the American leadership of the Western alliance.” Even before the general
assumed power in 1958, France was undoubtedly the most independent of
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Washington’s European allies. Paris was the leading voice in the EEC and viewed
European integration as a means of limiting American influence on the continent.
The rapid economic expansion and the political stability that the new Fifth Republic
had produced enabled de Gaulle to project a more ambitious French diplomacy. By
1960 Paris had acquired the capacity to develop a nuclear weapons program, and
with the decision to withdraw from the Algerian conflict in 1962 the French president
began to implement his vision of an autonomous western Europe between the
superpowers.*

What policies did de Gaulle implement in pursuit of his grand design for Europe?
In November 1958 the general approached Eisenhower and Macmillan with a view
to creating a tripartite directorate to centralize policy-making within NATO. Only
by sharing power with the United States and the United Kingdom in the organiza-
tion, according to de Gaulle, could France and continental Europe have an influential
voice in the Western alliance. Having been rebuffed by Eisenhower and Macmillan
over his idea for a tripartite directorate in NATO, the French president increasingly
began to disengage from the organization during the 1960s. Unimpressed by
Eisenhower and Kennedy’s handling of the Berlin crisis, de Gaulle turned his
attention towards buttressing France’s national defense. In developing an indepen-
dent nuclear deterrent he hoped to provide a shield for the continental powers
against the threat of Soviet aggression in the east. He also believed that a French
nuclear program would somewhat help to break western Europe’s dependence
on the US military guarantee.” As he asserted France’s autonomy from Washington
and London, de Gaulle gravitated towards an entente with Adenauer. Like the
French president, Adenauer was suspicious of American intentions in western Europe.
Far from satisfied with the Anglo-American response to the Berlin crisis, the German
chancellor was receptive to the idea of a Franco-German alliance. On January
14, 1963 the two statesmen signed a treaty of friendship in Paris (the so-called
Elysée Treaty), which formalized the new Paris—Bonn axis. More significantly,
in reaffirming his ties to Adenauer, de Gaulle further alienated the Anglo-Saxon
powers with his so-called “double non.” With characteristic forthrightness, the
French president rejected London’s bid for membership of the EEC and declared
that Paris would not be participating in the American-led multilateral force
(MLF) exercise, which aimed to create a single nuclear deterrent for western
Europe.*

Adenauer’s retirement from the West German political stage in October 1963
deprived de Gaulle of an indispensable ally in his crusade against American hegemony.
The new German chancellor, Ludwig Erhard, was anxious to build bridges
with Washington after the relative coolness that had characterized the Adenauer—
Kennedy relationship. From the outset, Erhard wanted to forge a special
relationship with Lyndon Johnson, who had acceded to the presidency after
Kennedy’s assassination in November 1963. Unlike his predecessor, Erhard was
a proponent of both the MLF concept and a strong Atlantic alliance under
American leadership.

Despite the changes in the orientation of West German foreign policy, de
Gaulle stepped up his campaign against Washington’s involvement in European
political affairs. The general expressed his opposition to the Johnson administration’s
increasing embroilment in the Vietham War and called for the neutralization
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of Southeast Asia in the Cold War conflict. He also criticized US foreign
economic policy. Pointing to the privileged position of the dollar in the Bretton
Woods system, de Gaulle stood firm against American foreign direct investment and
efforts to remove European barriers to trade in agricultural products during the
Kennedy Round of the General Agreement on Tariffs and Trade (GATT). The pres-
ident’s most dramatic act in defiance of Washington was his decision to pull France
out of the combined military command of NATO on March 7, 1966.*" This
diplomatic maneuver stunned the Western alliance. While Paris did not withdraw
from NATO, it ended its military participation within the organization. Foreign
troops had to leave French soil by mid-1968 and the headquarters of NATO
were relocated to Brussels.

De Gaulle’s initiative came at a most inopportune time in the history of
NATO. Britain had declined as a global power. The weakness of sterling led
to devaluation of the pound in November 1967. Given its financial woes,
London was no longer able to meet its overseas military obligations, and British
troops east of Suez were called home as the Wilson government grappled with
the ailing British economy. What was more, relations between Washington and
Bonn soured over the military offset crisis. Throughout the 1960s West
Germany had agreed to meet the foreign exchange costs of US troops stationed in
the FRG in order to help the United States with its ballooning balance-of-payments
deficit, which threatened to weaken the dollar and destabilize the international
financial system. In September 1966, Erhard told Johnson that West Germany
was no longer in a position to carry out the offset arrangement. Although the
United States, Britain, and West Germany succeed in restoring confidence in
NATO through the tripartite negotiations of 1966-1967, Johnson faced intense
pressure from the US Senate to substantially reduce the American troop commitment
in western Europe.? Thus, by the end of the 1960s NATO’s raison d’étre was
being called into question.

In June 1966 de Gaulle visited Moscow for talks about the East—West confronta-
tion and the German problem. As part of his strategy of European independence,
the French president sought to end the stranglehold of the two superpowers over
the continent. He thought that Europe could wrest itself from the Cold War bipolar
structure and establish autonomy from East-West domination. A Europe from the
Atlantic to the Urals, he believed, would only be possible if a lasting détente could
be achieved with the Soviet Union. In contrast with Washington, de Gaulle was
convinced that German unification could become a reality only when the Cold War
ended. The Americans held the opinion that German reunification was the first step
before détente with the Soviet Union and Warsaw Pact. By pursuing détente with
Moscow, de Gaulle envisaged a pan-European settlement of the Cold War, involving
the two superpowers but led by France and the continental powers. A reunified
Germany would be the epicenter of the East—-West settlement, which would witness
the demise of the superpower blocs and the emergence of Europe as an independent
force in world politics.*®* De Gaulle did not live to see his dream become a reality,
but his diplomacy, much like Churchill’s peace campaign of the early 1950s, was
certainly instrumental in the move towards détente by the two superpowers at the
beginning of the 1970s.
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From Détente to the End of the Cold War, 1969-1991

De Gaulle was not the only Western leader to engage in détente with the Soviet
Union in the late 1960s. Pausing momentarily from his absorption with the Vietnam
War, President Johnson conducted talks with the Soviet premier, Alexei Kosygin, in
1967 with regard to arms control and nuclear non-proliferation. The Johnson—
Kosygin talks eventually bore fruit and in the summer of 1968 the Nuclear Non-
Proliferation Treaty (NPT) was signed.** During this time, Washington and Moscow
began to prepare the ground for extensive discussions on reducing their respective
nuclear arsenals. Both de Gaulle and Johnson, however, departed office in 1969. The
West German foreign minister, Willy Brandt, whose Social Democratic Party had
formed a coalition with the Christian Democrats under the leadership of Chancellor
Kurt Kiesinger, engineered a shift in Bonn’s policy towards the GDR in 1967. Under
the Hallstein Doctrine of 1957, the FRG had refused to acknowledge the existence
of East Germany. In the late 1960s Brandt developed political and economic contacts
with both the GDR and some of the other Warsaw Pact countries.

European efforts to pursue détente separately from Washington created friction in
the Atlantic alliance in the early 1970s. After becoming chancellor in 1969, Brandt
inaugurated a new policy towards the GDR, which aimed to improve relations
between the two Germanies. Brandt’s Ospolitik worried President Richard Nixon and
his national security advisor, Henry Kissinger. Kissinger, in particular, was concerned
that Brandt would reach an accommodation with Moscow, split the Western alliance,
and undermine Washington’s policies of linkage and triangular diplomacy.** Despite
American misgivings about Brandt’s initiative, the West German chancellor convinced
his allies to sign an agreement with Moscow in September 1971 that confirmed the
division of Berlin. Brandt also signed non-aggression pacts with the Soviet Union
and Poland and followed these diplomatic successes with the Basic Treaty between
East and West Germany in December 1972. The Basic Treaty recognized the exis-
tence of the FRG and GDR as two distinct political entities, but did not rule out
German reunification as a future prospect. In compliance with the agreement, the
two countries would build economic contacts and begin the gradual process of politi-
cal and diplomatic cooperation.*

Another Western leader who sought autonomy from Washington was Edward
Heath, the Conservative British prime minister. In an unusual break with past tradi-
tion, Heath did not desire an intimate relationship with the United States and pre-
ferred a more Eurocentric focus in his foreign policy. Kissinger pretended to be more
amused than disturbed by this radical shift in British policy and in his memoirs
depicted Heath as a “benign” version of de Gaulle.?’

Progress on the German question led to two years of discussions between the
Eastern and Western bloc countries on a political settlement for Europe. Signed by
35 nations, the Helsinki accords of 1975 marked only the second occasion in
three decades that the Western allies and the Soviet Union met collectively to
discuss European security.®® The Helsinki accords were essentially the result of a
compromise between Moscow and the Western powers. The West, in the words of
Frank Ninkovich, would acquiesce in the Soviet desire “to normalize and legitimize
the post-World War II status quo in Europe.”® In return, the Soviet Union would
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respect universal human rights in eastern Europe. The Helsinki agreement, neverthe-
less, was not binding on any of the signatories. As support for détente crumbled in
the United States and Kissinger’s linkage policies failed to secure satisfactory conces-
sions from Moscow, relations between East and West, despite the Helsinki
accords, deteriorated.*” Forced to adopt a stronger stand against Moscow, President
Ford jettisoned détente in favor of a more confrontational approach towards the
Soviet Union.

Jimmy Carter won the 1976 presidential election in the United States. Charged
with revamping post-Vietnam US foreign policy, Carter emphasized human rights
rather than realpolitik in his diplomacy towards the Soviet Union. The new presi-
dent’s insistence that the Kremlin comply with the Helsinki accords infuriated Leonid
Brezhnev and Carter never achieved the high level of personal contact with the Soviet
leadership that both Nixon and Ford had enjoyed. Carter and Brezhnev did manage
to strike an agreement on arms control and initialled the SALT II Treaty in the
summer of 1979.*! Neither France nor West Germany could fathom the objectives
of President Carter’s European policy. While committed to the pursuit of détente
with the Soviet Union, Paris and Bonn did not have much faith in Carter and fretted
about the future of the US military guarantee in western Europe.** A further attempt
to build on the achievements of the Helsinki accords under the guise of the Conference
on Security and Cooperation in Europe (CSCE) in 1977-1978 did not garner much
in the way of progress. By the late 1970s both NATO and the Warsaw Pact were
following ambivalent policies: as they held talks with the other side on the question
of arms control they were simultaneously bolstering their military capabilities. The
Soviet invasion of Afghanistan in December 1979 stimulated divergent responses
from Washington and its NATO allies. While Carter abruptly ended détente with
Moscow and braced the United States for renewed conflict with the Soviet Union,
the Europeans viewed Brezhnev’s act as a defense measure and not a direct threat to
the status quo in Europe.

Paradoxically, it was the renewal of US-Soviet tensions during 1979-1985
that presaged the end of the Cold War. In January 1981 Ronald Reagan became
US president with the intention of standing firm against communism not only
in eastern Europe, but also in Central America, the Middle East and Africa.
Ideologically hostile to communism, Reagan was morally repulsed by what he
viewed as the repressive nature of the Soviet political and economic systems.
Given the failure of détente to extract adequate concessions from Moscow in
eastern Europe and with regard to arms control, Reagan launched a massive program
of military spending in 1981-1983. However, his bellicose anti-Soviet rhetoric
belied a deep fear of a nuclear holocaust. Reagan’s Strategic Defense Initiative
(SDI) of March 1983, although dubbed “star wars” by scornful critics, was
designed to protect the United States from the threat of anti-ballistic missiles.
Despite his unwavering abhorrence of the Soviet Union, arms control negotiations
with Moscow were never far from Reagan’s mind.** The western European
governments were for the most part startled by Reagan’s remilitarization of the
Cold War.* Reagan found a natural ally in his anti-communist crusade in
the Conservative British prime minister, Margaret Thatcher.** When the
Christian Democrats finally returned to power in West Germany in 1982, the
new chancellor, Helmut Kohl became a solid supporter of Washington. Even
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Frangois Mitterrand, the socialist French president, shared some of Reagan’s views
on the Soviet Union.

By the early 1980s the Soviet Union was enfeebled both in terms of its economy
and its political leadership. The strain of attempting to keep pace in the new arms
race stimulated by Reagan sent the centrally planned Soviet economy into
steep decline. After Brezhnev’s death in 1982, the political reins passed in quick
succession to two ageing Communist Party stalwarts, Yuri Andropov and
Konstantin Chernenko, neither of whom was long enough in power to arrest
the demise of the Soviet Union as a superpower. In 1985, however, Chernenko’s
death brought the young and dynamic Mikhail Gorbachev to office. Reform-minded
and conscious of the parlous state of the Soviet economy, Gorbachev introduced
a series of new measures. His perestroika and glasnost reforms aimed not only
to put the domestic economy on a more secure footing, but also to partially
“open” Soviet society. Moreover, the Soviet premier was convinced that the Soviet
Union could only remain an influential actor in the international system through
engagement with the West.** As part of his reform package, Gorbachev was
prepared to uphold human rights and respect the right to self-determination in
eastern Europe. He also wanted to build a more conciliatory relationship with western
Europe. He visited the major western European capitals and spoke about the future
possibility of a unified continent, echoing de Gaulle’s vision of a Europe from
the “Atlantic to the Urals.”*

Arms control was high on the agenda for both Reagan and Gorbachev when
they met for their first summit in Geneva in November 1985. The two leaders
were united in their determination to take significant steps towards the reduction
of nuclear weapons. They met again at a summit in Reykjavik in Iceland in
October, but aside from mutually acknowledging that intermediate range missiles
should be abolished, made no progress towards agreeing an arms control treaty.
Ostensibly, the major bone of contention at Reykjavik was Washington’s future pos-
session of the SDI system. It appeared that Reagan was willing to share the SDI with
Gorbachev, but the latter misconstrued the American president’s intentions with
regard to the creation of the anti-ballistic missiles system. In March 1987, however,
Gorbachev announced that notwithstanding the SDI issue he was prepared to negoti-
ate an Intermediate Nuclear Forces (INF) treaty with Reagan. An agreement was
reached in September, and at a special signing ceremony in Washington the first
major bridge towards ending the nuclear arms race and the Cold War was crossed
when Reagan and Gorbachev initialled the INF treaty. The INF committed
the United States and the Soviet Union to destroying their intermediate-range
nuclear missiles.**

Within two years of the historic Reagan—Gorbachev accords on nuclear arms
control, the Soviet empire in eastern Europe began to crumble. In line with his policy
of political and social openness in the Soviet Union, Gorbachev recognized the right
of the eastern European countries to self-determination. His decision to remove
Soviet troops from Afghanistan in 1988 marked a radical departure from the Brezhnev
Doctrine, which sanctioned the use of force to prevent member countries from seced-
ing from the Warsaw Pact. Over the course of 1989, the year of the “velvet revolu-
tions,” Moscow legitimized the Solidarity movement in Poland and allowed Hungary
and Czechoslovakia to once again become sovereign nations. The former Soviet
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republics of Latvia, Lithuania, and Estonia, moreover, declared their independence
from Moscow. Dramatically, Gorbachev did not intervene on behalf of the East
German government to prevent the tearing down of the Berlin Wall in October,
which was the catalyst for German reunification. In February 1990, the Kohl govern-
ment entered into negotiations with Gorbachev, Reagan’s successor as the US presi-
dent, George Bush and its East German counterpart.* In a matter of months a
monetary union between the FRG and the GDR was planned, and on October 31
a treaty of unification was finalized and signed, effectively ending the Cold War divi-
sion between East and West Germany.

The reunification of Germany posed potential challenges to both the western
European governments and the Soviet Union.*® Neither prime minister Thatcher
in London nor President Mitterrand in Paris was fully comfortable with the inevita-
bility of a powerful Germany at the center of Europe.’’ Gorbachev, moreover,
was fearful that a united Germany linked to NATO would encroach on Moscow’s
sphere of influence in the east and threaten Soviet security. He, at any rate, consented
to East Germany leaving the Warsaw Pact and joining NATO. Just as Germany
was being unified and Europe transformed, the Soviet Union started to implode.
The revolution in eastern Europe had inspired the Soviet republics to declare
their independence from Moscow. Despite Gorbachev’s heavy-handed attempts
to deny the Baltic states their sovereignty from the Soviet Union, the tide had
turned against the Kremlin and the architect of economic reform and political
openness. In May 1990 Russia, under the leadership of the politically shrewd Boris
Yeltsin, became an independent state, thereby diluting Gorbachev’s power and
influence in the Soviet capital. Although he survived a coup by hard-liners in
August 1991, Gorbachev failed to stall the march of the post-communist era in
Russian history.”? Upon the Soviet president’s resignation on December 25 the
Commonwealth of Independent States (CIS) was established and the former
Soviet republics rejected communism for market reforms and the ambition to adopt
democratic forms of government.

Conclusion

What was the significance of western Europe’s role in the Cold War? In the first
instance, the continent of Europe, like Southeast Asia and the Middle East, was an
important strategic theater in the conflict between the two superpowers. The Cold
War began after the breakdown of the cooperation between the Soviet Union and
its Western allies that had characterized World War II. The Potsdam conference
sowed the seeds for the division of Europe into two competing blocs with divergent
political and economic ideologies. By 1949, the western European states had forged
a military alliance with the United States, and Moscow had consolidated its dominant
position over the countries of eastern Europe. During the near half-century of the
Cold War, Germany was a central battleground in the confrontation between East
and West. Only with the reunification of Germany in 1990 was the Cold War finally
declared over.

Cold War historiography has assigned a pivotal role to western Europe in
the bipolar conflict between the United States and the Soviet Union. In fact, the



THE WESTERN EUROPEAN PERSPECTIVE 61

continent was more than merely a strategic “hot spot” in which the superpowers
confronted each other. The leading states of western Europe, in particular Britain,
France, and the FRG, were instrumental in assisting the United States in the struggle
to contain communism both in Europe and around the world. While firm allies
of Washington, these countries often disagreed with American strategic objectives
and, on occasion, successfully modified the Cold War policies of the United
States. Despite the loss of its empire and relative economic weakness after World
War II, Britain was Washington’s most stalwart ally, ably supporting successive
presidential administrations in waging the Cold War during the 1940s and 1950s.
British officials were influential in convincing the United States to make a long-
standing commitment to the defense of Europe and highlighting to American
policy-makers the potential “threat” that Moscow posed the region. France and the
FRG, at various times during the Cold War, carried the torch for détente in Europe
between East and West. Seeking to restore France to great power status in the 1960s,
President Charles de Gaulle’s envisaged a western Europe independent of the United
States and acting as a third force between the superpowers. Chancellor Willy
Brandt, also challenged the status quo by abandoning the Hallstein Doctrine and
opening dialogue and encouraging contacts between the FRG and GDR. Despite
the abandonment of détente by the United States after the Helsinki conference of
1975, western Europe, for the most part, remained committed to the peaceful settle-
ment of the Cold War. After the uncertainty of the period of renewed tensions
between Washington and Moscow during 1979-1985, the western European gov-
ernments welcomed the Reagan—Gorbachev arms control negotiations of the late
1980s. They encouraged Gorbachev’s internal reforms and welcomed the Soviet
leader to their capitals for discussions about the future of European security.
Gorbachev’s political engagement with the former adversaries of Moscow and his
decision to permit the reunification of Germany ultimately contributed to the end
of the Cold War.
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CHAPTER FOUR

The Soviet Bloc and the
Cold War in Europe

MARK KRAMER

This chapter provides an assessment of the Soviet—east European bloc from 1945,
when the Soviet Union emerged as the dominant power in eastern Europe, until
1991, when the last vestiges of Soviet hegemony in the region were dissolved.! The
formation of the bloc was one of the chief precipitants of the Cold War, and the
demise of the bloc brought an end to the Cold War. The chapter is divided into six
parts. The first part lays out an analytical framework for the rest of the chapter. The
second part provides a brief historical overview of Soviet—east European relations from
1945 to 1985. The third part discusses the military, political, and economic factors
that contributed to Soviet hegemony in castern Europe. The fourth part highlights
the limits of Soviet power in eastern Europe during the post-World War II period.
The fifth part recounts the fundamental changes in Soviet—east European relations
after 1985. The final part determines what broad analytical conclusions can be drawn
from the four-and-a-half decades of Soviet—east European relations.

Spheres of Influence and Asymmetrical Power Relationships

For analytical purposes, it is useful to compare the postwar Soviet—east European
relationship with other highly unequal interstate relationships that have existed in
various parts of the world. One way of approaching this task might be through the
use of “dependency theory,” a neo-Marxist perspective developed in the 1970s as an
outgrowth of earlier theories of economic imperialism.? The original proponents of
dependency theory were interested solely in studying relationships between developed
capitalist states and underdeveloped countries (e.g., US—-Latin American relations),
rather than devising a comparative framework that would also encompass relations
among communist states. Subsequently, a few scholars specializing in the study of
communist systems applied the main tenets of dependency theory to Soviet—cast
European relations.? Their efforts were useful in underscoring the many shortcomings
of dependency theory, but their work shed relatively little light on the dynamics of
Soviet policy in eastern Europe.
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A more fruitful approach to the study of Soviet—east European relations (and of
other highly asymmetrical relationships) has emerged from analyses done in the late
1970s and 1980s on “spheres of influence” and interactions between “preponderant
and subordinate states” — concepts that are related to but distinct from long-standing
notions of “empire.”* These concepts have facilitated cross-regional comparisons of
unequal power relationships over broad periods of history. It is now possible, for
example, to compare post-1945 Soviet—east European relations with post-1933 US—
Central American relations, with the pre-1990 relationship between South Africa and
its neighbors, or with the post-1991 relationship between Russia and the countries
of central Asia and the Caucasus. The differences among these cases may be at least
as great as the similarities, but that is precisely what a comparative framework is
designed to show.

As used in this chapter, a sphere of influence can be defined as a region of the
world in which a preponderant external actor (State A) is able to compel the local
states to conform with State A’s own preferences. Other outside powers may also
have some leverage over the countries in State A’s sphere of influence, but that lever-
age is relatively circumscribed and is greatly eclipsed by the power that State A exerts.
By this definition, eastern Europe was clearly a sphere of influence for the Soviet
Union after World War II. Although Western countries had some effect on the
behavior of the east European states, the dominant external influence in the region
came from the Soviet Union. The Soviet sphere of influence was never formally rec-
ognized as such by Western governments, but the de facto existence of the sphere
was widely understood. The Soviet sphere of influence in eastern Europe was simul-
taneously a military buffer against West Germany and other members of the North
Atlantic Treaty Organization (NATO) and an ideological extension of Soviet-style
communist rule. In that sense, the east European sphere was quite different from the
US sphere of influence in Central America, which was never a full-fledged buffer zone
for the United States and was not regarded as an ideological extension of American
democracy.

A further specification is needed to distinguish among the possible ways that the
preponderant state can exploit its political, economic, and military leverage to gain
influence or control over the group of weaker states. Despite the peculiar nature of
the Soviet bloc (especially in the ideological sphere), the post-1945 Soviet—east
European relationship fits well into a broad typology that Hedley Bull devised of
relationships between a preponderant state and a group of subordinate states. His
typology included the three alternatives of “dominance,” “hegemony,” and “primacy,”
which are best conceived of as points on a continuum, ranging from the most coercive
to the least coercive.® Only the first two alternatives can truly be regarded as “spheres
of influence.” In a relationship of dominance, the preponderant state exercises tight,
pervasive control over the subordinate states, paying little heed to modern norms of
international law. In a relationship of hegemony, the preponderant state exercises
looser control and usually abides by most norms of international law, but it still seeks
— if necessary, through the use of armed force — to ensure that the internal and
external orientation of the subordinate states is in accord with its own preferences.
In a relationship of primacy, the preponderant state makes no recourse to the threat
or use of force in its dealings with the weaker states, and instead relies solely on
standard means of diplomatic and economic influence.
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At any given time, a highly unequal relationship in the modern state system,
including all sphere-of-influence relationships, will approximate one of these three
ideal-types. No such relationship, however, is static over the long term. Even the
Soviet Union’s sphere of influence in eastern Europe, as discussed below, was more
dynamic and variable than often assumed. What began as outright Soviet “domi-
nance” over eastern Europe during the era of Josef Stalin evolved after the mid-1950s
into a “hegemonic” and more complex relationship.

Even so, the changes in Soviet—east European relations over time, important
though they may have been, were never far-reaching enough to prevent the whole
structure from collapsing in 1989-1990. If at some point long before 1989 the
transition from “dominance” to “hegemony” had been carried further to leave the
Soviet Union with something closer to “primacy,” the Soviet—east European relation-
ship might have proven more durable. No such transition was ever forthcoming. The
basic structure of the relationship that was imposed on the east European countries
just after World War II — a structure requiring them to maintain Marxist-Leninist
systems at home and to pursue “socialist internationalist” policies abroad — was left
essentially intact even after pressures for drastic change had set in. Those pressures
occasionally burst into the open, forcing the Soviet Union to defend and restore its
sphere of influence, though at ever greater cost and with ever greater difficulty. In
the late 1980s, when the Soviet Union itself finally became intent on abolishing the
old order, the pressures that had been building for so long in eastern Europe
came rapidly to the surface, leaving the whole Soviet bloc in tatters and ending the
Cold War.

Historical Overview, 1945-1985

In the closing months of World War II, Soviet troops occupied most of eastern
Europe. Over the next few years, the establishment of communism in eastern Europe
proceeded at varying rates. In Yugoslavia and Albania, the indigenous communist
parties led by Josip Broz Tito and Enver Hoxha had obtained sufficient political
leverage and military strength through their role in the anti-Nazi resistance to elimi-
nate their opponents (with ruthless violence) and assume outright power as the war
drew to a close. In the Soviet zone of Germany, the Soviet occupation forces enabled
the Socialist Unity Party of Germany (SED) to gain preeminence well before the
German Democratic Republic (GDR) was formally created in 1949. Similarly, in
Bulgaria and Romania, communist-dominated governments were imposed under
Soviet pressure in early 1945. Elsewhere in the region, events followed a more gradual
pattern. Not until the spring of 1948 were “People’s Democracies” in place all over
cast-central Europe.® Moreover, in June 1948, only a few months after the Soviet
sphere of influence was finally consolidated, a significant breach in it occurred. A
bitter rift with Yugoslavia nearly provoked Soviet military intervention, but in the
end Stalin refrained from using military force. From then on, Yugoslavia was able to
pursue a more or less independent course.

Despite the “loss” of Yugoslavia, Soviet influence in eastern Europe came under
no further threat during Stalin’s time. From 1947 through the early 1950s, the east
European states embarked on crash industrialization and collectivization programs,
causing vast social upheaval yet also leading to rapid short-term economic growth.
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No conflict between “viability” and “cohesion” yet existed, for Stalin was able to rely
on the presence of Soviet troops, a tightly woven network of security forces, the
wholesale penetration of the east European governments by Soviet agents, the use
of mass purges and political terror, and the unifying threat of renewed German mili-
tarism to ensure that regimes loyal to Moscow remained in power.” By the early
1950s, Stalin had established a degree of control over eastern Europe to which his
successors could only aspire.

Following Stalin’s death in March 1953, a shift began in Soviet-east European
relations, as the new Soviet leaders encouraged the east European governments to
loosen economic controls, adopt “New Courses” of development, and downgrade
the role of the secret police.® The severe economic pressures that had built up on
workers and farmers during the relentless drive for industrialization and collectiviza-
tion were gradually eased, and many victims of the Stalinist purges were rehabilitated,
often posthumously. As a result, the socioeconomic turmoil that had earlier been
contained now began to surface, rendering all but impossible a full-fledged return to
the pervasive control of the Stalinist years. Thus, from 1953 until the late 1980s the
fundamental problem for the Soviet Union in eastern Europe was how to preserve
its sphere of influence while adapting to the changed social and political conditions
that made such a sphere far more difficult to maintain.

In the first few months after Stalin’s death, the situation in eastern Europe was
greatly exacerbated by the initial stages of the succession struggle in the Soviet Union
and the analogous struggles in several of the east European countries. The pro-
nouncements and recommendations about reform that emanated from the Soviet
Union in the spring of 1953 were erratic and haphazard, enabling several of the
hard-line east European leaders to retrench and avoid any real movement away from
Stalinism. Only after the outbreak of a violent uprising in Plzen and unrest in other
Czechoslovak cities in early June 1953, stemming from the Czechoslovak govern-
ment’s adoption of a harsh “currency reform,” did the urgent need for greater eco-
nomic and political liberalization become apparent. This need was demonstrated even
more vividly two weeks later by a mass uprising in East Germany against communist
rule. Coming at a time of profound uncertainty and leadership instability in both
Moscow and East Berlin, the uprising in the GDR threatened the very existence of
the SED regime and, by extension, vital Soviet interests in Germany. Although the
Soviet Army put down the rebellion rather easily and with relatively little bloodshed
—roughly two dozen demonstrators were killed, several hundred wounded, and many
thousands arrested — the military intervention was crucial both in forestalling an
escalation of the violence and in reasserting Soviet control.’

Despite the resolution of the June 1953 crisis, the use of Soviet military power in
East Germany did not impart greater consistency to Soviet policy or eliminate the
prospect of further turmoil in eastern Europe. Most Soviet leaders were preoccupied
with domestic affairs, and they failed to appreciate the implications of the changes
taking place in the Eastern bloc. They hoped that the events in Czechoslovakia and
East Germany were an aberration, rather than a portent of more explosive unrest to
come. Not until the events of October and November 1956 in Poland and Hungary
did a modicum of direction finally return to Soviet policy. The peaceful outcome of
the Soviet Union’s standoff with Poland demonstrated that some Soviet flexibility
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would continue and that a return to Stalinism was not in the offing. At the same
time, the Soviet Union’s armed intervention in Hungary in early November 1956
made clear to all the Warsaw Pact countries the bounds of Soviet restraint and the
limits of what could be changed in eastern Europe.'® Far more than the uprisings of
1953 in Czechoslovakia and East Germany, the Hungarian revolution posed a fun-
damental threat to Soviet hegemony in the region. By reestablishing military control
over Hungary and by exposing — more dramatically than in 1953 — the emptiness of
the “roll-back” and “liberation” rhetoric in the West, the Soviet invasion stemmed
any further loss of Soviet power in eastern Europe.

By the time the next major challenge to the Soviet sphere of influence emerged,
in 1968, Soviet—east European relations had undergone several notable changes.
Certain developments had facilitated greater Soviet control over eastern Europe and
better cohesion among the Warsaw Pact states. On balance, though, most develop-
ments since 1956 had pointed not towards an increase of Soviet control but towards
a loosening of that control. In part, this trend reflected the growing heterogeneity
of the east European societies and the continued impact of the “thaw” introduced
under Nikita Khrushchev in the 1950s, but it was also due to the schism in world
communism that resulted from the increasingly bitter Sino-Soviet conflict. Less than
a year after the Sino-Soviet split became public knowledge in 1960, Albania sparked
a crisis with the Soviet Union by openly aligning itself with China — a precedent that
caused deep concern in Moscow. To compound matters, Romania in the early 1960s
began to embrace foreign and domestic policies that were at times sharply at odds
with the Soviet Union’s own policies. Although Romania had never been a crucial
member of the Warsaw Pact, Nicolae Ceausescu’s growing recalcitrance on military
affairs and foreign policy posed obvious complications for the cohesion of the
alliance.

Developments outside the bloc also contributed to the loosening of Soviet
control in eastern Europe. The perceived threat of German aggression, which for so
long had unified the Warsaw Pact governments, had gradually diminished. In the
mid-1960s, West Germany had launched its Ostpolitik campaign to increase economic
and political contacts in eastern Europe (especially the GDR), a campaign whose
potentially disruptive impact on the Soviet bloc was well recognized in Moscow.
Soviet policy in eastern Europe also was increasingly constrained by the incipient
US-Soviet détente, with its promise of strategic nuclear arms accords and increased
East-West economic ties. This new relationship gave Soviet leaders an incentive to
proceed cautiously in eastern Europe before taking actions that could undermine
the détente.

Against this backdrop, the events of 1968 unfolded in Czechoslovakia. Sweeping
internal reforms during the “Prague Spring” brought a comprehensive revival of
political, economic, and cultural life in Czechoslovakia, but it also provoked anxiety
in Moscow about the potential ramifications.'’ Both the internal and the external
repercussions of the liberalization in Czechoslovakia were regarded by Soviet leaders
as a fundamental threat to their sphere of influence in eastern Europe. The Prague
Spring raised doubts about the cohesion of the Warsaw Pact, and those doubts were
bound to multiply if the developments in Czechoslovakia proved “contagious.”
Soviet efforts to compel the Czechoslovak leader, Alexander Dubcek, to change
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course were of little efficacy, as all manner of troop movements, thinly veiled threats,
and political and economic coercion failed to bring an end to the Prague Spring. If
anything, the Czechoslovak reformers seemed to benefit domestically the stronger
the pressure from the Warsaw Pact became.

On August 17, 1968, after a three-day session focusing on the crisis, the CPSU
(Communist Party of the Soviet Union) Politburo unanimously approved an invasion
of Czechoslovakia to bring an end to the Prague Spring.'> The following day, the
CPSU general secretary, Leonid Brezhnev, informed his East German, Polish,
Bulgarian, and Hungarian counterparts of the decision at a hastily convened meeting
in Moscow. Unlike in 1956, when Soviet troops intervened in Hungary unilaterally,
Brezhnev was determined to give the invasion in 1968 a multilateral appearance. As
a result, some 80,000 soldiers from Poland, East Germany, Bulgaria, and Hungary
ended up taking part. In reality, though, Operation “Danube” (the codename of the
invasion) could hardly be regarded as a “joint” undertaking. Soviet paratroopers and
special operations forces spearheaded the invasion, and a total of more than 400,000
Soviet troops eventually moved into Czechoslovakia, roughly five times the number
of east European forces. Moreover, the invasion was under strict Soviet command at
all times, rather than being left under Warsaw Pact command as originally planned.

The invasion of Czechoslovakia explicitly introduced what became known in the
West as the “Brezhnev Doctrine” into Soviet—east European relations. In effect, the
Doctrine linked the fate of each socialist country with the fate of all others, stipulated
that every socialist country must abide by the norms of Marxism-Leninism as inter-
preted in Moscow, and rejected “abstract sovereignty” in favor of the “laws of class
struggle.” The Brezhnev Doctrine thus laid out even stricter “rules of the game”
than in the past for the “socialist commonwealth”:

Without question, the peoples of the socialist countries and the Communist parties
have and must have freedom to determine their country’s path of development. Any
decision they make, however, must not be inimical either to socialism in their own
country or to the fundamental interests of other socialist countries...A socialist
state that is in a system of other states composing the socialist commonwealth cannot
be free of the common interests of that commonwealth. The sovereignty of individual
socialist countries cannot be set against the interests of world socialism and the world
revolutionary movement . . . The weakening of any of the links in the world system of
socialism directly affects all the socialist countries, and they cannot look indifferently
upon this."?

The enunciation of the Brezhnev Doctrine codified Soviet attitudes towards eastern
Europe as they had developed over the previous two decades. The doctrine owed as
much to Stalin and Khrushchev as to Brezhnev, inasmuch as the policies of these
carlier leaders were merely reaffirmed in the Brezhnev era. Nonetheless, the promul-
gation of the Doctrine was significant both in restoring a firmer tone to Soviet—east
European relations and in defining the limits of permissible deviations from the Soviet
model of communism.

For twelve years after the 1968 crisis, the Soviet bloc seemed relatively stable,
despite crises in Poland in 1970-1971 and 1976. In mid-1980, however, the fagade
of stability came to an abrupt end when a severe and prolonged crisis erupted in
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Poland. The crisis started out modestly enough as a wave of protests against higher
meat prices announced in July 1980; but it intensified with remarkable celerity and
soon posed graver complications for Soviet policy than any event had since the late
1940s."* The formation of Solidarnosé (Solidarity), an independent and popularly
based trade union that soon rivaled the Polish United Workers” Party for political
power and that represented the interests of the very same working class in whose
name the party had always purported to rule, posed a fundamental challenge to
Poland’s communist system. From the outset, as the magnitude of that challenge
became apparent, officials in Moscow reacted with unremitting hostility towards
Solidarity and other unofficial groups. Soviet leaders were equally dismayed by the
growing political influence of Poland’s Catholic church, which they regarded as “one
of the most dangerous forces in Polish society” and a fount of “anti-socialist” and
“hostile” elements."®

Because of Poland’s location in the heart of Europe, its communications
and logistical links with the Group of Soviet Forces in Germany, its contributions to
the “first strategic echelon” of the Warsaw Pact, and its numerous storage sites
for Soviet tactical nuclear warheads, the prospect of having a non-communist
government come to power in Warsaw or of a drastic change in Polish foreign
policy was a cause for alarm in Moscow. Soviet foreign minister Andrei Gromyko
spoke for all his colleagues when he declared at a CPSU Politburo meeting in October
1980 that “we simply cannot lose Poland” under any circumstances.'® Although
Khrushchev had been willing in 1956 to reach a modus vivendi with the Polish leader
Wiadystaw Gomutka, the situation in 1980-1981 was totally different. Gomutka,
despite his initial defiance of Moscow’s strictures, was a devoted communist, and
Khrushchev could be confident that socialism in Poland and the Polish—-Soviet
“fraternal relationship” would continue and even thrive under Gomutka’s leader-
ship. Brezhnev and his colleagues had no such assurances about Poland in 1980
and 1981.

By stirring Soviet anxieties about the potential loss of a key member of the Warsaw
Pact and about the spread of political instability throughout eastern Europe, the
Polish crisis demonstrated, as the events of 1953, 1956, and 1968 had previously,
the degree of “acceptable” change in the Soviet bloc. The crisis in Poland was more
prolonged than those earlier upheavals, but the leeway for genuine change was, if
anything, narrower than before. Plans for the imposition of martial law began almost
from the very first day of the crisis."” Although the plans were drafted by the Polish
General Staff, the whole process was supervised and moved along by the Soviet
Union. The constant pressure exerted by Soviet political leaders and military com-
manders on Polish officials thwarted any hope that Stanistaw Kania, the Communist
Party first secretary until October 1981, might have had of reaching a genuine com-
promise with Solidarity and the Catholic church. From the Soviet Politburo’s per-
spective, any such compromise would have been, at best, a useless diversion or, at
worst, a form of outright capitulation to “hostile” forces. The only thing Soviet
leaders truly wanted during the crisis was to get the Polish authorities to implement
“decisive measures” as soon as possible against the “anti-socialist and counterrevolu-
tionary opposition.”

The Soviet Union’s pursuit of an “internal solution” to the Polish crisis was by
no means a departure from its responses to previous crises in eastern Europe. In
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Hungary and Poland in 1956 and Czechoslovakia in 1968, the Soviet Union applied
pressure short of direct military intervention and sought to work out an “internal
solution” that would preclude the need for an invasion. In each case, Soviet officials
viewed military action as a last-ditch option, to be used only after all other measures
had failed. In Poland in 1956 an internal solution that left Gomutka in power did
prove feasible, whereas in Hungary and later in Czechoslovakia all attempts to reassert
Soviet control “from within” proved futile, leading in the end to direct Soviet military
intervention. During the 1980-1981 Polish crisis, one of the first steps taken by the
CPSU Politburo was to mobilize Soviet tank and infantry forces “in case military
assistance is provided to Poland.”'® Soviet military officers drew up plans for a full-
scale invasion, but these plans were to be implemented only if the Polish authorities
failed to restore order on their own. Preparations for the imposition of martial law
began in 1980 even before the Soviet High Command started laying the groundwork
for an invasion, and the “internal” option was deemed throughout to be vastly pref-
erable to direct “fraternal assistance” from outside. Only in a worst-case scenario, in
which the martial law operation collapsed and full-scale civil war erupted in Poland,
would the Soviet Union have gone with the “external” option.

If “Operation X” (the codename of the martial law operation) had indeed col-
lapsed amid widespread violence in December 1981 and the Soviet Politburo had
been forced to decide whether to send in troops, the consequences of such a choice
would have been immense. The extreme difficulty of carrying out an invasion of
Poland and of coping with its aftermath would have been so great that it would have
changed the course of Soviet policy in eastern Europe for many years to come. As it
was, the success of Wojciech Jaruzelski’s “internal solution” precluded any test of
Moscow’s restraint and restored conformity to the Soviet bloc at relatively low cost.
The surprisingly smooth imposition of martial law (stan wojenny) in Poland also
helped to prevent any further disruption in Soviet—east European relations during
Brezhnev’s final year and the next two-and-a-half years under Yuri Andropov and
Konstantin Chernenko.

The lack of any major political turmoil in eastern Europe from 1982 to 1985
seems especially surprising at first glance, for this was a period of great uncertainty
not only because of the post-Brezhnev succession in Moscow but also because of the
impending successions in most of the other Warsaw Pact countries. The last time the
Soviet Union had experienced a prolonged leadership transition, from 1953 to 1956,
numerous crises arose in the Eastern bloc: in Czechoslovakia and East Germany in
June 1953, in Poznani in June 1956, and in Poland and Hungary in October—
November 1956. Moreover, during the 1953-1956 period, all the east European
countries underwent changes at the top of their communist parties, just as the Soviet
Union did. By contrast, no such upheavals or leadership changes occurred in 1982—
1985. This unusual placidity cannot be attributed to any single factor, but the martial
law crackdown of December 1981 and the Soviet invasions of 1956 and 1968 are
probably a large part of the explanation. After Stalin’s death in March 1953, the
limits of what could be changed in eastern Europe were still unknown, but by the
early 1980s the Soviet Union had evinced its willingness and ability to use extreme
measures, when necessary, to prevent or reverse “deviations from socialism.” Thus,
by the time Mikhail Gorbachev became CPSU general secretary in March 1985, the
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internal political complexion of eastern Europe seemed destined to remain within the
narrow bounds of orthodox communism as interpreted in Moscow.

The Dynamics of Soviet Hegemony in Eastern Europe

Soviet hegemony in eastern Europe after 1945 had three key dimensions: military,
political, and economic. The different forms of Soviet power tended to reinforce
one another insofar as the Soviet Union’s military and economic influence in the
region strengthened its political control. Warsaw Pact maneuvers, for example, often
achieved political ends, and economic pressure helped to bring wayward states
into line.

This section discusses the different aspects of Soviet power in eastern Europe,
focusing on only one side of the Soviet—east European power relationship. The other
side of the relationship — that is, the east European states’ leverage vis-a-vis the Soviet
Union — was by no means unimportant, but the chief concern in this section is with
the dynamics of Soviet hegemony in the region. The extent to which the east
European states were able to constrain, inhibit, and influence Soviet power is dis-
cussed in the section after this.

Military aspects

The most conspicuous element of Soviet power in eastern Europe was the deploy-
ment of formidable military strength. Hundreds of thousands of Soviet troops
were stationed in Poland (1945-1993), Romania (1945-1958), Czechoslovakia
(1968-1991), Hungary (1945-1991), and the former East Germany (1945-1994),
and hundreds of thousands more were based in the western military districts of
the Soviet Union. Large quantities of Soviet weapons, including tanks, armored
combat vehicles, artillery, fighter aircraft, bombers, and nuclear and conventional
missiles, were deployed on east European soil. The Soviet Union maintained exclusive
control over Warsaw Pact nuclear weapons, communications networks, joint air
defense systems, and logistical supply lines. In addition, the extensive links between
Soviet and east European Communist Party and military leaders, the influence of the
Soviet and allied state security organs, and the dependence of the east European
armed forces on the Soviet Union for weapons and spare parts enabled Soviet com-
manders to wield a good deal of formal and informal control over the non-Soviet
Warsaw Pact military units."” Soviet control was especially pervasive over the East
German Nationale Volksarmee (NVA), which even in peacetime was wholly subordi-
nated to the Soviet-dominated Joint Command of the Warsaw Pact. In wartime, the
NVA and all the other Warsaw Pact armies (other than the Romanian) would
have been placed under the direct control of the Soviet High Command, in
accordance with an array of secret bilateral agreements concluded in the late 1970s
and early 1980s.>°

Nor was Soviet military power in eastern Europe maintained merely for appear-
ance’ sake. In the first 15 years after Stalin’s death, Soviet troops intervened on three
occasions — in East Germany in 1953, Hungary in 1956, and Czechoslovakia in 1968
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— to counter perceived threats to Soviet interests in the region. The Soviet Union’s
demonstrated willingness to use force in these instances was at least as important as
the presence of Soviet troops on east European territory in precluding violent chal-
lenges to the local communist regimes. By the same token, when specific challenges
did arise in eastern Europe, the record of previous Soviet interventions lent greater
credibility to Moscow’s warnings and threats, and thus helped forestall the need for
direct intervention. During a political crisis, conspicuous Soviet and Warsaw Pact
troop maneuvers were often enough to bring overwhelming pressure to bear on both
the government and the population.

Soviet military power in eastern Europe was reinforced by the military strategy
of the Warsaw Pact, which in effect preserved a Soviet capability to intervene in
other member states. The Pact’s strategy was essentially identical to Soviet
strategy for Europe in its emphasis on a blitzkrieg-style assault by combined Soviet
and east European forces against western Europe.”! To support this strategy, the
military establishments in eastern Europe (other than Romania) geared most of their
training, tactics, and military planning towards offensive operations and devoted little
time to defensive arrangements that might have been adopted to resist Soviet inter-
vention in their own countries. Even the unique system of National Territorial
Defence (Obrona terytorium kraju) in Poland, though defensive in nature, was
designed entirely to protect against nuclear air attacks from the West. By compelling
the east European states to concentrate exclusively on perceived threats from the
West and not on more plausible threats from the East, the Warsaw Pact’s strategy
prevented those states from developing an adequate defensive capacity against
“fraternal” invasions.

In other ways as well, the Warsaw Pact bolstered Soviet military control over
eastern Europe. The formation of the pact in May 1955, the day after the Austrian
State Treaty was signed, served to legitimize the continued deployment of Soviet
troops in Hungary and Romania. The ostensible justification for the presence of those
troops was eliminated by the signing of the Austrian State Treaty, but the establish-
ment of this new multilateral alliance provided a fresh rationale for keeping them.
The status-of-forces agreements concluded with Poland (1956), Hungary (1957),
East Germany (1957), and Czechoslovakia (1968) gave the Soviet Union a further
safeguard for the “temporary” presence of its forces in the region while passing off
a large share of the stationing costs to the host countries. The Warsaw Pact also
became a leading organ for the defense of “socialist internationalism” and “socialist
gains” — that is, for joint military intervention against refractory allies, as was done
in Czechoslovakia in August 1968. To that end, the pact’s joint military exercises
that began in October 1961, in addition to serving as a form of coercive diplomacy
during intra-bloc and East—-West crises, were valuable in providing coordinated train-
ing and preparations for the Warsaw Pact armies in case direct intervention against
another East-bloc country proved necessary.

The Soviet Union’s global military power also played a vital role in maintaining
hegemony over eastern Europe. The threat of Soviet nuclear or conventional
retaliation helped to deter the United States and its Western allies from coming
to the defense of east European countries when the Soviet Union intervened.
Similarly, the NATO governments recognized that even if they responded with
military force to Soviet incursions into eastern Europe, they would have little
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chance of success, given the USSR’s local force preponderance and logistical
advantages. Past Soviet interventions in eastern Europe thus helped to consolidate
Moscow’s claim to a sphere of influence in the region — a sphere that was further
buttressed by the emergence of strategic nuclear parity between the superpowers
in the 1960s and early 1970s. US secretary of state Dean Rusk acknowledged
as much in 1964 when he declared that “our capacity to influence events and
trends within the communist world is very limited. But it is our policy to do
what we can .. .”?

Political/ideological aspects

Compared to most other highly unequal interstate relationships, the Soviet
relationship with eastern Europe was marked by a far greater number of intrusive
political controls. Some of these controls were overt and widely discussed; others
were surreptitious and never mentioned in open sources. One of the standard ways
in which Soviet officials gained broad influence was by cultivating close personal and
political ties with east European Communist Party leaders, both in their initial
selection and during their subsequent careers. During the Stalin era, Soviet control
over east European leaders was pervasive and conspicuous. The situation changed
after Stalin’s death, with the dissolution of the Communist Information Bureau in
April 1956 and the gradual removal of the most blatant forms of Soviet interference
in east European domestic affairs in the 1950s and early 1960s. Nevertheless,
Moscow still retained at least some say over most leadership changes in the
Eastern bloc. The long-time Communist Party leader in Hungary, Janos Kadar,
was installed after a Soviet invasion of his country. Many other east European
Communist leaders — Gustdv Husdk and Milo$ Jakes in Czechoslovakia; Edward
Gierek, Stanistaw Kania, and Wojciech Jaruzelski in Poland; and Erich Honecker in
East Germany — came to power under Soviet auspices after their predecessors had
incurred Moscow’s displeasure. Similarly, Todor Zhivkov’s emergence as a compro-
mise leader in Bulgaria in 1954 was effected through direct Soviet support. The
pivotal role that the Soviet Union played in the selection of these and other east
European leaders usually enabled Soviet authorities to exert far-reaching influence
on the policies of the new leaders. The close relationships fostered by high-level Soviet
officials with their east European counterparts also helped to ensure that party leaders
in eastern Europe would not attempt, at a later stage, to assert too great a degree
of autonomy.

Besides exerting influence over leadership selection, the Soviet Union sought to
strengthen its ties and to coordinate policies with East-bloc officials through regular
bilateral and multilateral meetings. Because bilateral meetings were more effective in
allowing Moscow to communicate and enforce its views, Soviet leaders traditionally
preferred this sort of consultation with their allies. That was especially the case under
Stalin and Khrushchev, and it continued during the Brezhnev era, when bilateral
summits were held annually at summer resorts in the Crimea. Top-level bilateral
meetings also occurred regularly under Brezhnev’s successors. Further bilateral con-
tacts took place via the Soviet liaison officers and embassy representatives stationed
in each of the bloc countries, as well as through meetings held by officials from the
CPSU Secretariat and the CPSU Central Committee department responsible for
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intra-bloc relations with their east European counterparts. Starting in the early
1970s, Soviet leaders also showed greater interest in multilateral forums, such as the
Council for Mutual Economic Assistance (CMEA), the Warsaw Pact’s joint political
and military committees, and various cultural and scientific exchanges under the
CPSU’s close supervision. New multilateral organs were formed within the Warsaw
Pact, including the Council of Defence Ministers in 1969 and the Council of Foreign
Ministers in 1976. These and other multilateral bodies proved to be a useful instru-
ment for coordinating policies and for strengthening the “organic” links between the
Soviet and east European military, economic, and scientific bureaucracies.?®
Those links, in turn, facilitated greater Soviet control over the region’s Communist
Party leaders.

As a further means of retaining political and ideological sway in eastern Europe,
the Soviet Union was able to rely on the monitoring and clandestine activities of the
Soviet state security and intelligence services. When the communist regimes were first
established in eastern Europe, Soviet officials were instrumental in creating local
secret police forces analogous to those operating in the USSR itself. For many years,
and particularly during the Stalin era, the east European internal security organs were
mere appendages of the Soviet state security apparatus. The situation was aptly
described by one of Stalin’s top aides (and eventual successor), Nikita Khrushchev,
in his memoirs:

The security organs [in eastern Europe] worked under the direct supervision of
“advisers” who had been sent from the Soviet state security apparatus, rather than
under the supervision of the East European governments themselves . . . Our “advisers”
were in all the [East European] countries, and their role [under Stalin] was very
shameful.*

Later on, the east European secret police forces were not quite as pervasively con-
trolled by the Soviet Union as they had been in Stalin’s time, but they remained the
most steadfastly pro-Moscow element in the east European states, consistently placing
Soviet interests ahead of their own national interests. Furthermore, even in the 1970s
and 1980s the Soviet security forces, in particular the Committee for State Security
(KGB) still kept a tight rein on the East-bloc intelligence agencies and still used those
agencies to promote Soviet political and military objectives. What is more, the KGB’s
activities extended well beyond its dealings with the allied secret police and foreign
intelligence forces to include the recruitment and installation of Soviet agents in key
positions throughout the political and military command structures of the east
European countries.?® In other ways as well, such as providing information to Soviet
political leaders about social and economic trends in the east European countries,
the Soviet state security and intelligence services played a crucial role in the mainte-
nance of the Soviet sphere of influence in eastern Europe.

These various methods of political control were reinforced by the commonality of
interests that usually existed between Soviet and east European political elites. Their
common interests stemmed from more than the fact that the east European leaders
were ultimately beholden to the CPSU Politburo and the Soviet armed forces for
their security and continued tenure. Even if the east European regimes had had less
of a stake in maintaining good relations with the USSR, most of the leaders in the
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region would have been willing to adhere to Soviet methods of “socialist develop-
ment.” By doing so they could bolster their own political positions and solidify the
dominant role of their communist parties. In this sense, the measures that were
desired by Soviet leaders for the countries of eastern Europe — the maintenance of
supreme authority by the Communist Party, the retention of a highly centralized
party structure and official Marxist-Leninist ideology, and state control over the press
and all publishing outlets — were also likely to be the measures preferred by the leaders
of those countries themselves. Given this natural overlapping of interests between
Soviet and east European elites, the efficacy of Soviet political power in the region
was greatly enhanced.

Economic aspects

The Soviet Union also wielded far-reaching economic power vis-a-vis the East
European states, of which five — Poland, Czechoslovakia, Hungary, Bulgaria, and
Romania — were founding members of the CMEA in January 1949. (Albania was
admitted a month later, and the newly created GDR was admitted the following
year.) In the 1940s and 1950s, Soviet economic power in the region was augmented
by the transfer of German industrial plants to Soviet territory, by the extraction of
war reparations from East Germany, Hungary, Romania, and Bulgaria, by the estab-
lishment of Soviet-dominated joint enterprises, and by trading arrangements slanted
in favor of the Soviet Union. The net outflow of resources from eastern Europe to
the Soviet Union was approximately $15 billion to $20 billion in the first decade
after World War 11, an amount roughly equal to the total aid provided by the United
States to western Europe under the Marshall Plan.?® Moreover, during Stalin’s time,
Soviet leaders directly controlled the economic policies of the bloc governments as
they steered the east European countries — all of which except Czechoslovakia
had been predominantly agrarian during the prewar era — along the path of crash
industrialization.

In later years, Soviet economic power stemmed from the sheer size of the Soviet
economy compared to the east European economies, as well as from the Soviet
Union’s abundant natural resources and certain structural features of CMEA. The
Soviet gross national product (GNP) was three to four times the size of the combined
GNPDs of all the other members of CMEA, and the Soviet Union possessed vast sup-
plies of oil, natural gas, and raw materials, producing 97.7% of CMEA’s crude oil,
90.4% of its natural gas, 97.4% of its iron ore, 72.7% of its steel, 98.2% of its manga-
nese, and similar percentages of other resources in any given year.”” The east European
states, by contrast, were largely devoid of natural resources and were unable to pur-
chase oil and other commodities in sufficient quantity on the world market because
of their dearth of hard currency. What is more, from the mid-1970s on, the east
European states found the relative prices for trade with the Soviet Union to be far
more advantageous than the prices for comparable trade with non-CMEA countries.
Hence, for economic as well as political reasons, the Soviet Union remained the
dominant supplier and market for all the east European countries (except Romania
after the early to mid-1960s). In the first half of the 1980s, roughly 40-50% of total
east European foreign trade (including that of Romania) was conducted with the
Soviet Union.



80 MARK KRAMER

The extent of Soviet economic preponderance was even greater than this percent-
age may imply, for it does not take into account the nature of the bilateral trade
relationship between the Soviet Union and each of its east European partners. In
return for exports of oil, natural gas, and raw materials, which could easily have been
sold for greater returns in the West, the Soviet Union imported machinery, electronic
equipment, and consumer and agricultural products from eastern Europe, most of
which were of inferior quality by Western (though not Soviet) standards and therefore
would have been unmarketable outside the Soviet bloc or at least would have had to
be sold at highly disadvantageous prices.”® This “radial” trading pattern, with the
USSR at the center, reinforced east European economic dependence on the Soviet
Union in two respects.

First, the potentially autarkic Soviet economy, unlike the east European
economies, depended relatively little on foreign trade, including trade with
eastern Europe. Trading activities represented only 6-8% of the Soviet GNP com-
pared to 45-50% of the east European GNDPs, and most of the products the
Soviet Union imported, especially those from eastern Europe, could have been
replaced rather easily. In contrast, the energy supplies and other raw materials
purchased by the east European countries from the USSR, especially those imported
by the GDR, Hungary, Poland, and Bulgaria, were so vital to their economic
development that a cutoff of the supplies would have resulted in economic chaos
almost immediately.

Second, the capacity of the Soviet economy to absorb goods that would have been
unacceptable on the world market allowed the east European countries to continue
production of low-quality items without due regard for international competitiveness.
This situation ultimately retarded economic progress in the east European states and
forced even greater reliance on the Soviet market. The importance of the Soviet
market, in turn, encouraged east European planners to concentrate on products
whose sole customer was the Soviet Union, thus further distorting sectoral develop-
ment in the east European economies and further attenuating the range of market
options outside the Soviet Union. In all these ways, the Soviet Union avoided becom-
ing economically vulnerable in its trade with other CMEA members, whereas the east
European states found, by contrast, that “all aspects of [their] trade with the USSR
— the level, the composition, the terms, and the balance and how it [was] financed —
[were] critical for [their] economic development.”*

The Soviet Union’s economic power vis-a-vis eastern Europe was further strength-
ened by CMEA’s non-convertible currency system. The individual east European
currencies were “commodity non-convertible,” meaning that currency from one east
European country could not be converted for commodities in another country unless
detailed arrangements based on national five-year plans were worked out in advance
by the respective foreign trade ministries. To simplify these transactions, the CMEA
countries used an accounting unit known as the “transferable ruble,” which, despite
its name, was not transferable at all even within the bloc, much less outside CMEA.
Although limited multilateral clearing facilities for intra-CMEA trade did exist (at
least after the early 1970s), in very few cases could one country’s trade surpluses with
another CMEA member actually be transferred to help balance trade deficits with a
third. Instead, almost all trade within the bloc had to be conducted bilaterally, a
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pattern that, because of the USSR’s dominant economic position, slanted intra-
CMEA trade even further towards the Soviet Union.

The CMEA currencies were also “externally” non-convertible — that is, financially
non-convertible outside the bloc. Hence, the east European states could not ordinar-
ily obtain hard currency on foreign exchange markets and had to make do with what
they could receive from exports, Western loans, and the limited reserves of CMEA’s
two banks.** Added to this were the protectionist pressures, inefficiency, and con-
straints on innovation generated by the centralized foreign-trading system in each
east European country. These financial and systemic pressures inhibited the east
European governments from conducting a greater portion of their trade with non-
CMEA countries, leaving them with no real alternative but to conduct most of their
trade bilaterally with other CMEA members, particularly the Soviet Union. The
maintenance of a separate financial bloc among CMEA countries thereby reinforced
Soviet economic preponderance.

In turn, the USSR was able to use its economic leverage to promote “socialist
integration” within CMEA. In accord with Soviet preferences, “socialist integration”
was pursued through greater intra-bloc coordination of centralized planning and
control, especially in areas of advanced science and technology. Although this
policy ensured that economic integration would not cause undue reliance on
market mechanisms, the inefficiencies of centralized planning deprived most integra-
tionist programs of even minimal flexibility, an obstacle compounded by the objec-
tions of some east European countries (most notably Romania) to plans for
a precise “division of labor” among CMEA countries. Consequently, most attempts
to develop formal mechanisms of economic integration, particularly supranational
institutions, never came to fruition. Only a very modest degree of integration actually
took place. Still, Soviet leaders were able to use informal pressure to help make up
for the dearth of formal supranational institutions. Moreover, some of CMEA’s
multilateral and bilateral joint ventures, including joint energy production and
refining, were successtul. The CMEA countries also managed to form two multi-
lateral banks — the International Bank for Economic Cooperation in 1964 and
the International Investment Bank in 1971 — and to establish a Comprehensive
Program of Integration in 1971 and a Comprehensive Program on Science and
Technology in December 1985. These programs encouraged more coherent long-
range planning and capital ventures within CMEA and a certain degree of specializa-
tion, and they also facilitated the implementation of reforms that, though
market-oriented, were largely compatible with the exigencies of centralized plan-
ning.*' In the end, however, intra-CMEA integration produced few tangible benefits
for the Soviet Union.

The Limits of Soviet Power in Eastern Europe

In the first forty years after World War 1I, the Soviet Union at times fell short in
its ability to control political trends in eastern Europe. This was due, in part, to
the limited utility of Soviet military power. The USSR’s armed presence in eastern
Europe was formidable indeed, but not so formidable as to deter and overcome
all threats to Soviet hegemony. Soviet military forces did not forestall challenges
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in Yugoslavia in 1948, East Germany in 1953, Poland and Hungary in 1956,
Albania in 1961, Romania in the mid-1960s, and other countries on other occasions.
Nor did they prevent certain of these challenges — in Yugoslavia and Albania
and to a lesser extent in Romania — from succeeding. In addition, there were
further constraints on the most obvious manifestation of Soviet military power,
namely, the use of armed force. Invasions and the direct use of military force
occurred only in the east European countries that were of critical geostrategic impor-
tance to the Soviet Union (i.e. the northern tier states and Hungary). Moreover, the
prospect of incurring heavy casualties and of being compelled to undertake a bloody
occupation of a “fraternal” east European country helped to induce Soviet leaders to
forgo the direct use of force when it seemed likely that invading troops would
encounter large-scale resistance among the indigenous armed forces and population.
Such was the case, for example, with Yugoslavia, Romania, and Poland. Although
this consideration did not figure as prominently when the decision was made in
December 1979 to invade Afghanistan, the embroilment of Soviet troops in
Afghanistan underscored the dangers of military intervention. During the Soviet
Politburo’s deliberations about Poland in 1980-1981, several of the highest
leaders kept emphasizing that the Soviet Union must not become bogged down
in a “second Afghanistan.”*

Furthermore, even in cases when the Soviet Union did resort to the use of force,
there were limits on what military power could accomplish in and of itself. This was
especially apparent in Czechoslovakia after the August 1968 invasion, and it would
have been equally true of Poland if Soviet troops had intervened massively in 1981.
The use and the threat of armed force, though crucial for precluding unfavorable
developments and safeguarding perceived Soviet interests in eastern Europe, were
insufficient to assure long-term control in the region. To be sure, military power —
whether in the form of Soviet troop deployments, the deterrent effect of past inva-
sions, coercive pressure brought on by troop maneuvers, “internal solutions” such as
occurred in Poland in 1981, or direct military intervention — was the underpinning
of Soviet influence in eastern Europe during the whole period from 1945 to 1985.
But the extent of Moscow’s success in preserving a sphere of influence could not be
determined by its military strength alone.

Much as there were limits on the efficacy of Soviet military power, so too
were there limits on Soviet political leverage. Despite the extensive network of
formal and informal controls wielded by Soviet leaders, and despite the commonality
of interests that often existed between Soviet and east European elites, several
east European countries attempted to deviate sharply from Soviet policy and
even to seek outright autonomy. Such was the case in Yugoslavia and Albania (and
to a lesser extent Romania), where Tito and Hoxha (and Ceausescu) took the pre-
cautionary step of eliminating the pro-Moscow factions in their communist parties
while staking out positions independent of the Soviet Union. A similar situation
might have arisen in Czechoslovakia had Soviet tanks not moved in shortly before
the Extraordinary 14th Congress of the Czechoslovak Communist Party was due to
convene. Equally important, Soviet political controls were not able to forestall occa-
sional revolts “from below,” especially those originating from economic turmoil,
as in East Germany in 1953, Hungary in 1956, and even more dramatically in
Poland in 1980-1981.



THE SOVIET BLOC 83

Soviet political leverage in eastern Europe was also limited — in a more subtle
but no less important way — by domestic political constraints within the Soviet
Union itself. The legacy of Stalin’s tight grip on the east European countries
in the 1940s and early 1950s meant that any appreciable loosening of Soviet control
over the region would encounter staunch opposition in the CPSU Politburo, as
Khrushchev discovered in 1956-1957. Later on, when Brezhnev made a commitment
to preserve the “socialist commonwealth” at all costs, the stakes of maintaining
or losing that commitment were bound to grow over time. Hence, Soviet
leaders became increasingly unwilling to take steps that could endanger the short-
term cohesion of the socialist commonwealth. Proposals that might have engendered
a looser but, in the long run, more viable Soviet—east European relationship — akin
to the Soviet Union’s relationship with Finland after World War II — were almost
certainly rejected at an early stage, if they were broached at all. This constraint,
in turn, circumscribed the flexibility of almost every aspect of Soviet policy in
the region.

Perhaps the greatest limits on Soviet power in eastern Europe were on the eco-
nomic side. On most of the occasions when the Soviet Union attempted to use its
regional economic preponderance for coercive purposes — against Yugoslavia in 1948,
Albania in 1961, and Romania in 1964-1965 — the sanctions and pressure achieved
little and in many respects were counterproductive.®® Yugoslavia and Romania escaped
any lasting economic damage when they turned to the West for trade and assistance,
and Albania ended up relying on the People’s Republic of China to make up for the
loss of Soviet aid (though the Albanian economy was more seriously hurt by the
sanctions than either the Yugoslav or the Romanian economy). Thus, in each of these
cases, the main effect of Soviet economic coercion was to widen the split between
the east European state and the Soviet Union. In other cases where the potentinl for
economic coercion would have been much greater, the actual #se of coercion would
have made no sense. During the crisis in 1980-1981, for example, a cutoft of Soviet
oil shipments to Poland would have quickly brought the Polish economy to a halt.
Such a step, however, would have served no purpose other than to create even greater
turmoil. Hence, Soviet oil and natural gas exports and economic aid to Poland flowed
without interruption during the entire crisis and, indeed, substantially increased. In
private, Soviet officials complained bitterly about the economic burden that these
extra shipments were imposing on the USSR, but they realized they had little
choice.** The actual leverage that the Soviet Union could bring to bear in this case,
as in numerous others, was much less than the country’s economic potential alone
would have suggested.

The limits of Moscow’s economic power were also apparent in the perennial
inability of the Soviet Union to alleviate the economic woes of the east European
countries. From the mid-1950s on, Soviet officials were well aware that economic
grievances in eastern Europe could easily translate into political discontent. Yet
Moscow’s efforts to promote better economic conditions in the region repeatedly
faltered, at times because of a lack of concerted attention to the problem but more
often because of limits on the Soviet Union’s own economic vitality. The highly
centralized economic system set up by Stalin was of some use in promoting
“extensive” growth in the 1930s-1950s, but the system’s pervasive inefficiencies,
distorted incentives, and other shortcomings stymied efforts in the 1960s and 1970s
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to shift to an “intensive” growth strategy based on greater productivity and rapid
technological progress.*® Fundamental reform seemed the only way to rectify these
deficiencies, but neither Brezhnev nor his two immediate successors were willing to
venture far down this path, in part because of worries that sweeping economic reform
might eventually require major political concessions as well. As a result, the Soviet
Union in the early to mid-1980s was confronted by deepening stagnation at home
and was still unable to assume more than a negligible role in the world economy.
Vis-d-vis eastern Europe, Soviet economic power was of far greater importance, but
even there the range of options was constrained by the Soviet economy’s inherent
weaknesses.

The Transformation of Soviet Policy in Eastern Europe,
1985-1991

After Mikhail Gorbachev came to power in March 1985, the Soviet—east European
relationship initially changed very little. By the spring of 1988, however, Soviet policy
towards eastern Europe started to loosen, adumbrating a fundamental shift in
Gorbachev’s approach. As the pace of perestroika and glasnost accelerated in the Soviet
Union, the “winds of change” gradually filtered throughout the Eastern bloc, bring-
ing long-submerged grievances and social discontent to the surface. Under growing
popular pressure, the regimes in Hungary and Poland embarked in 1988-1989 on
much more ambitious paths of reform than even Gorbachev himself had yet adopted.
As ferment in those two countries and elsewhere in the region continued to increase,
the tone of Gorbachev’s public comments about eastern Europe grew bolder. By
early 1989 it had become clear that the USSR was willing to permit far-reaching
internal changes in eastern Europe that previously would have been ruled out and
forcibly suppressed under the Brezhnev Doctrine.

Significant though the first wave of reforms in Hungary and Poland had been, the
full magnitude of the forces unleashed by Gorbachev’s policy in eastern Europe
became apparent only during the last few months of 1989. Events that would have
been unthinkable even a year or two earlier suddenly happened: peaceful revolutions
from below in East Germany and Czechoslovakia, the dismantling of the Berlin Wall,
popular ferment, and the downfall of Todor Zhivkov in Bulgaria, and violent upheaval
and the execution of Nicolaec and Elena Ceausescu in Romania. As one orthodox
communist regime after another collapsed, the Soviet Union expressed approval and
lent strong support to the reformist governments that emerged. Soviet leaders also
joined their east European counterparts in condemning previous instances of Soviet
military interference in eastern Europe, particularly the 1968 invasion of
Czechoslovakia.** Unlike in the past, when the Soviet Union had done all it could
to stifle and deter political liberalization in eastern Europe, there was no doubt by
the end of 1989 that the east European countries would have full leeway to pursue
drastic economic, political, and social reforms, including the option of abandoning
communism altogether.

In every respect, Gorbachev’s approach to Soviet-east European relations from
mid-1988 on was radically different from that of his predecessors. Previous Soviet
leaders had sought to maintain communism in eastern Europe, if necessary through
the use of armed force. Gorbachev, by contrast, wanted to avoid military intervention
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in eastern Europe at all costs. Hence, his paramount objective was to defuse the
pressures in the region that might eventually have led to violent, anti-Soviet uprisings.
This objective, in turn, required him to go much further than he initially anticipated.
In effect, the Soviet Union ended up promoting internal crises in eastern Europe
while there was still some chance of benefiting from them, rather than risk being
confronted later on by widespread violence that would leave Gorbachev with little
alternative other than to send in troops. The hope was that by supporting sweeping
but peaceful change in the region over the near term, the USSR would never again
have to contend with large-scale outbreaks of anti-Soviet violence, as Khrushchev had
to do in 1956. This basic strategy, of encouraging and managing intra-Pact crises in
order to prevent much more severe crises in the future, achieved its immediate aim,
but in the process it both necessitated and ensured the complete demise of east
European communism.?’

By effectively doing away with the communist bloc, Gorbachev vastly improved
the climate for East—-West relations (including East-West trade) and eliminated the
burden that eastern Europe had long imposed on Soviet economic and military
resources. He also removed a major impediment to his domestic reform program.
Whereas previous Soviet leaders had invoked the concepts of “socialist international-
ism” and a “socialist commonwealth” to confer legitimacy on the traditional Marxist—
Leninist model, Gorbachev and his aides could point to the developments in eastern
Europe as evidence of the model’s bankruptcy. The turmoil that Gorbachev allowed
and even encouraged in the east-bloc countries thereby negated a key external prop
on which his opponents in the CPSU might have relied for a rearguard attack. In all
these respects, the dissolution of Soviet hegemony over eastern Europe was highly
beneficial for Gorbachev’s larger program.

On the other hand, Gorbachev’s policy, for all its positive aspects, was fraught
with serious costs. By late 1990, the Soviet Union was unable to salvage what little
remained of its leverage in eastern Europe. Even before the Warsaw Pact was formally
abolished at the beginning of July 1991, the limited effectiveness of the alliance had
disappeared. All the internal political changes in eastern Europe that the Warsaw Pact
was supposed to prevent ended up occurring in 1989-1990, most notably in the
GDR. The elaborate command-and-control infrastructure that Soviet leaders worked
so long to develop for the pact disintegrated, and pressures rapidly mounted for the
withdrawal of all Soviet troops and weapons from the region. All Soviet forces were
gone from Hungary and Czechoslovakia by mid-1991 and from Poland by September
1993. The final pullout of troops from eastern Germany in September 1994 brought
to an end the presence of the former Soviet Army in eastern Europe, thus completing
the demise of the Warsaw Pact.

The fate of CMEA was no better. Although most of the east European states after
1989 still relied heavily on the Soviet Union for trade and energy supplies, the in-
exorable trend in the region was towards much greater economic interaction with
the West, especially western Europe. The new east European governments regarded
CMEA as a cumbersome, antiquated organization that should be abolished, and they
drafted formal proposals to that effect. Soviet leaders, too, soon acknowledged that
the organization had never come close to living up to its stated aims and that its
functions had been overtaken by events. Even if drastic reforms could have been
implemented in CMEA (which they were not), the organization was doomed by the
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upheavals of 1989-1990. Hence, like the Warsaw Pact, it was formally disbanded in
mid-1991.

In all these ways, events moved so far and so fast in eastern Europe, and the Soviet
Union’s influence in the region declined so precipitously, that the fate of the whole
continent eluded Gorbachev’s control. The very notion of a “socialist common-
wealth” lost its meaning once the Soviet Union not only permitted, but actually
facilitated, the collapse of communist rule in eastern Europe. Despite the benefits
Gorbachev gained from the disintegration of the bloc, his political fortunes at home
suffered once the lingering remnants of the socialist commonwealth were formally
dissolved. Domestic recriminations and controversy over the “loss” of eastern Europe
contributed to the resurgence of harder-line forces in Moscow from the late summer
of 1990 through the spring of 1991.% Not until after the aborted coup attempt in
Moscow in August 1991, and the dissolution of the Soviet Union as a whole four
months later, was it clear that Soviet hegemony in eastern Europe was gone for good.
Any hopes that orthodox communist elements in Moscow might have had of someday
resurrecting the “socialist bloc” and Soviet military hegemony were shattered once
the Soviet state itself followed the Warsaw Pact and CMEA into oblivion.

Conclusion

Until the late 1980s the Soviet Union’s determination to preserve a communist
sphere of influence in eastern Europe was not in doubt. Despite important
changes in Soviet policy and the growing complexity of the east European
societies, the main Soviet objective in the region — the maintenance of a political-
ideological bloc and a military buffer zone — remained unchanged. The gradual
transition from “dominance” to “hegemony” after Stalin’s death was never
followed by a transition to “primacy” or anything close to it. Until Gorbachev
came to power, the “rules of the game” within the communist bloc, as codified by
Soviet military interventions in East Germany in 1953, Hungary in 1956, and
Czechoslovakia in 1968, as well as by the threats against Poland in 1980-1981, still
prohibited meaningful “deviations” from the basic principles of Marxism-Leninism.
Under the Brezhnev Doctrine, any threat to the security of an east European com-
munist regime, whether internal or external, was regarded as a threat to Soviet secu-
rity as well. The Soviet Union’s failure to relax its hegemony over eastern Europe
and move towards a relationship of genuine primacy is what ultimately ensured the
collapse of Soviet power in the region. The maintenance of a hegemonic relationship
depended on the Soviet Union’s willingness to resort, in extreme cases, to military
force. Once the military option was no longer deemed viable in either Moscow
or the east European countries, the whole edifice crumbled and there was nothing
to take its place.

This is not to imply, however, that the collapse of the Soviet sphere of influence
in the region was inevitable. Everything seems inevitable in retrospect, but the reality
is always more complex. If Gorbachev had been determined to uphold communist
rule in eastern Europe, as all his predecessors were, he undoubtedly could have
succeeded. The Soviet Union in the late 1980s still had more than enough
military strength to enforce the Brezhnev Doctrine, provided that officials in
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Moscow had been willing to shed a good deal of blood if necessary. Gorbachev’s
acceptance and even encouragement of the peaceful disintegration of the communist
bloc thus stemmed from a conscious choice on his part, a choice bound up with
his domestic priorities and his desire to do away with the legacies of the Stalin
era that had blighted the Soviet economy and Soviet technological prowess. Any
Soviet leader who was truly intent on overcoming Stalinism at home had to be
willing to implement drastic changes in policy vis-a-vis eastern Europe. Far-reaching
liberalization and greater openness within the Soviet Union were incompatible
with, and eventually would have been undermined by, a policy requiring military
intervention on behalf of orthodox communist regimes in eastern Europe. The fun-
damental reorientation of Soviet domestic goals under Gorbachev therefore necessi-
tated the relinquishment of Soviet hegemony over eastern Europe, and that in turn
swiftly led to the outright collapse of Soviet power in the region, bringing an end
to the Cold War.
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CHAPTER FIVE

Economic Developments in Western
and Eastern Europe since 1945

IAN JACKSON

While western and eastern Europe pursued profoundly different approaches to
organizing their economies after 1945, the two regions shared some similar
experiences in terms of their economic fortunes in the second half of the twentieth
century. Despite the slump of the 1930s, the western Europeans remained committed
to capitalism and the market economy. The eastern European nations, however,
traveled in a radically different economic direction. Before World War II the
Soviet Union had achieved relatively high levels of growth through central
planning, and, with Moscow’s determination to build a strategic sphere of influence
as a means of preventing encirclement by the capitalist nations, communism was
imposed on several central and eastern European countries during the 1940s. Whereas
western European capitalism was characterized by the interplay of the private
and public sectors of the economy, Soviet-style central planning rejected the
private market in favor of state direction and ownership of the economic means of
production.

Nevertheless, both western and eastern Europe enjoyed a substantial period of
economic growth from the early 1950s to the mid-1970s. As this chapter will dem-
onstrate, economic growth was achieved in the two regions by radically divergent
objectives and means. During the 1970s, moreover, western and eastern Europe
endured an arduous phase of economic decline and adjustment. The western
Europeans shifted the focus of their economic policies from government intervention
to deregulation and the free market. As central planning failed to deliver the high
economic growth levels of the 1950s and 1960s, the eastern European governments
attempted to reform communism by reducing state involvement in economic life. By
the late 1980s, reform only succeeded in highlighting the deficiencies of the command
economy approach. In less than a decade eastern Europe and the former Soviet
republics dispensed with communism and embraced democracy and the market
economy. It is a supreme irony that in May 2004 a number of these former com-
munist states would join the European Union (EU). Among the ten countries that
became EU members in 2004, the largest number of countries ever admitted at one
time, were the eastern European countries Hungary, Poland, the Czech Republic,
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Slovakia, Slovenia, and the three Baltic countries Estonia, Latvia, and Lithuania. In
January 2007 the former Soviet satellite states Romania and Bulgaria became members
of the European Union.

Western Europe: Reconstruction and Economic Boom,
1945-1973

The global economic malaise of the interwar period together with the devastation
wrought by World War II profoundly influenced western European economic
thinking and policy-making in the second half of the twentieth century. After
1945, governments turned increasingly to the concept of the “mixed economy”
in the quest for growth, stability, and prosperity. The concept of the mixed
economy essentially called for direct government intervention in the financial
affairs of the state through fiscal management, i.e. taxation and public spending,
state-owned enterprise in tandem with the private sector, and the creation of a
welfare state.

Why did the western European governments seek a larger role for the state in
the economy in the three decades following the war? According to Yergin and
Stanistaw, there were three motivating factors. First, the parlous state of the econo-
mies of the European nations after the conflict necessitated immediate government
action to organize and direct recovery programs to tackle the problems of food
shortages, physical destruction, which had brought industry and agriculture to a
standstill, the obsolescence of machinery and shortage of capital equipment. Second,
governments had learnt the harsh lessons of the global recession of the 1930s.
Anxious to avoid future slumps and mass unemployment, European leaders and
civil servants believed that the state should be actively involved in organizing,
directing, and regulating economic life. Finally, in the immediate aftermath of
the war, capitalism appeared to many to be a largely discredited economic system.
The Soviet Union had financed a successful war effort against Nazi Germany
through central planning and communist parties in western Europe seized the
opportunity to proclaim a viable alternative to the market economy in their
political manifestos.'

Another major influence on European economic policy-making in the middle
of the twentieth century was the economist John Maynard Keynes. In many
ways, Keynes was the intellectual godfather behind the concept of the mixed
economy model that was implemented by the western European governments
after World War II. Having combined an illustrious career as an academic economist
with extensive government service, Keynes was a vocal critic of the market approach
that was in vogue in the 1920s and 1930s. In his masterwork General Theory
of Employment, Intevest and Money published in 1936, Keynes presented his
grand scheme for an approach to economic management based on active government
intervention and regulation. Shifting the focus from monetary to fiscal policy,
he eloquently argued that the most important object of governments should
be full employment. Since full employment could not be achieved by relying on
market forces and the simple balance between supply and demand as suggested
by classical economists, Keynes concluded that public investment and expenditure
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on public works could not only create employment opportunities, but also increase
the purchasing power of consumers and thus increase productivity and prosperity.
Governments could finance budget deficits through borrowing and draw on a range
of fiscal tools to macro-manage the economy. For example, during a recession an
increase in public expenditure could expedite economic recovery or taxation could
be reduced to stimulate economic activity.” What made Keynes’s ideas appealing
to many western European leaders in the 1940s was that through his theories
about fiscal management he was offering an alternative to both the market economy
model and socialist central planning. By suggesting that government become the
central actor in the economy, Keynes was not abandoning capitalism, but merely
reforming it.?

With the cessation of hostilities in 1945, all of the European governments were
faced with the arduous task of reconstructing their economies, rebuilding their
infrastructure, and feeding their destitute populations. Perhaps the biggest
problems confronting each of the western European states were the loss of
production, the shortage of raw materials and foodstufts, and the paralysis of
industry, commerce, and agriculture.* Financial troubles also abounded. Many
of the European governments were plagued by financial crises that had been produced
by huge budget deficits, swollen money supplies, and a scarcity of foreign currency
supplies caused by the war effort. In fact, the acute shortage of dollars in western
Europe created an imbalance in the world economy, which elicited a generous
offer of financial assistance from the United States in the form of the Marshall
Plan.® The role of the Marshall Plan in the economic recovery of western Europe has
long been a contentious issue in the literature on post-World War II international
relations.

The American historian Michael J. Hogan contends that Marshall Aid was crucial
to both the economic and political stability of the continent in the late 1940s. For
Hogan the Marshall Plan helped not only to revitalize production and encourage
cooperation between the European states, but also to deter the rise to power of
communist parties sympathetic to the Soviet Union. American financial assistance,
he also asserts, was important from a strategic point of view: the Marshall Plan was
instrumental in bolstering the region against the threat of a potential Soviet invasion
and takeover of the continent.® Conversely, the British economic historian Alan S.
Milward has sought to demonstrate through a quantitative analysis of the western
European economies in the 1940s that the Marshall Plan had little effect on the
industrial and commercial revival of the region. Rather, Milward believes that the
economic recovery of western Europe had actually commenced before the first ship-
ments of aid reached the continent. He concedes that American financial assistance
did provide European states with valuable capital goods, which were essential for
much-needed public investment, but points out that US exports to western Europe
during the Marshall Plan period fell and the rise of communism in countries such as
Italy and France was thwarted by domestic politics rather than the psychological
impact of external financial assistance.” Contemporary scholarship has tended to
support the findings of Milward’s thesis, but it is important to note that the Marshall
Plan certainly expedited the economic recovery of the western European nations by
providing governments with the finance to pursue expansionary policies and coun-
terpart funds which complemented domestic sources of capital.?
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If Keynesian thinking and foreign assistance were two of the pillars on which the
edifice of western Europe’s economic boom of the 1950s and 1960s was built, inter-
ventionist government economic policies provided the third pillar. Public-sector
spending in the industrial world mushroomed from 27% of GDP in 1950 to 43% in
1973. The social safety net provided by welfarism, furthermore, compressed unem-
ployment levels to just 3% during 1950-1973.° While the leading governments in
western Europe shared similar objectives in domestic economic management, there
were subtle differences in terms of the approaches of individual countries.'’ The big
three economies of West Germany, France, and Britain, for example, were each more
or less committed to the twin goals of economic growth and stability during the
formative decades after the war.

The West German approach involved a strong focus on price stability and balance-
of-payments equilibrium at the expense of full employment and growth. The country
nevertheless, enjoyed extraordinary levels of growth Marshall Plan in the first half of
the 1950s, of almost 10% and thereafter an annual GDP increase of 4% until 1973.
As a result of West Germany’s commitment to price stability, inflation remained low
throughout the 1950s and 1960s, and the FRG ran regular balance-of-payments
surpluses, which fortified the Deutschmark in the foreign exchange markets.'!
The West German economy, moreover, became the economic powerhouse of the
European Economic Community (EEC) from the inception of the common market
in January 1958.

Successive French governments tended to target growth as the central aim in
macroeconomic policy during the 1950s. France’s exceptionally high GDP growth
rate of 6.8% between 1945 and 1975 was due to both heavy public investment and
flexibility within the labor force as successive governments sought to move the
economy away from its traditional concerns with agriculture and mining towards
manufacturing industry. Under the Rueft-Pinay reforms of 1958, the de Gaulle
government opened the French economy to external competition and set in motion
an export-drive approach to domestic economic growth.'?

The British approach contrasted sharply with those of West Germany and France.
Far from an exclusive preoccupation with either monetary stability or economic
growth, British governments tried simultaneously to balance full employment against
price stability, growth, external equilibrium, and social equality. While undoubtedly
this constituted the most Keynesian approach to fiscal management, British policy
goals placed severe strains on the economy. Lagging behind its continental neighbors
with GDP annual growth of just 3% during the 1950s, the United Kingdom’s politi-
cal commitment to full employment and the welfare state resulted in so-called
“stop—go”cycles."® Essentially, during a period of economic growth governments
could not restrain demand, culminating in monetary instability as inflation rose, the
balance-of-payments deficit grew and sterling, as an international monetary reserve
currency, was buffeted in the international money markets. In the 1960s economic
weakness not only undermined growth and internal monetary stability, but also
forced the Wilson government to devalue sterling, end the prestigious position of
the pound sterling as an international currency, and curtail Britain’s global defense
commitments cast of Suez.'

Recent research has indicated that the economic boom experienced by western
Europe and the rest of the industrialized world during the first two postwar decades



ECONOMIC DEVELOPMENTS WEST AND EAST 99

was due to the rapid expansion of trade under the Bretton Woods regime. The
Bretton Woods international trade and monetary arrangements married global eco-
nomic openness with national autonomy for governments to pursue welfarism and
demand management insulated from the harsh socioeconomic implications of debili-
tating adjustments required to correct balance-of-payments deficits. As Jeffrey A.
Frieden has pointed out, world trade doubled in volume every ten years between
1945 and 1970. This was a faster rate of growth than even the “Golden Liberal Age”
of 1880-1914 when the world economy was virtually free of barriers to trade and
investment under the Gold Standard. In the case of western Europe, exports bal-
looned from US$19 billion in 1950 to US$244 billion in 1973."

The success of European manufacturers in world markets was, in part, owing to
the existence of the General Agreement on Tariffs and Trade (GATT), a rule-based
liberal trade regime, which was instrumental in reducing tariffs on non-agricultural
goods to below 9% by the 1990s. The establishment of the EEC, moreover, intensi-
fied trade among the western European nations, provided protection from foreign
competition outside the continent and allowed member governments to fund domes-
tic welfare states and regional economic development. In the words of Frieden,
“European economic integration fused classical liberalism and social democracy, with
great success.”'®

Eastern Europe: Challenging the West, 1945-1975

By 1949 seven eastern European countries had organized their economies along the
principles of central planning. The Soviet Union had been the first country to adopt
the command economic model in the 1920s. With their incorporation into the Soviet
sphere of influence after World War 11, Bulgaria, Poland, Hungary, Czechoslovakia,
and Romania employed the central planning approach in economic policy. While
autonomous from the Soviet Union, Yugoslavia also favored a variation on the
command economy model, and Josef Stalin, the Soviet leader, ensured that the
economy of the newly created German Democratic Republic (GDR) was based on
the tenets of socialist planning and state ownership of the means of production. In
the first three postwar decades, eastern Europe enjoyed economic growth levels
comparable with those of the Western capitalist states. Derek H. Aldcroft and Steven
Morewood estimate that the Soviet Union and eastern Europe were responsible for
30% of total world industrial output by 1970."7 Yet, economic growth came at a high
price. While the command economy model enabled the eastern Europe states to
industrialize rapidly, growth and stability proved unsustainable owing to the inflexi-
bility of the system. Indeed, by the 1970s the eastern European socialist economies
were suffering critical food shortages, technology was becoming obsolete, and the
policy of central planning had failed to adapt to the changing conditions of the world
economy.

The command economic model was comprised of three distinct features.
First, whereas, in the mixed economy model, industry was partially nationalized,
in the communist economic system the state directed, managed, and owned the
means of production. The state chose the industries in which it wanted to invest
and to which it wanted to allocate resources and labor. In the absence of private
industry, a free market, and competition, state-owned corporations that possessed
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monopolies within their specific sectors conducted all commerce. Central bureaucra-
cies controlled by the Communist Party operated other aspects of economic
activity such as banking and finance, trade, and transport. Second, the eastern
European economies that followed the Soviet model were centrally planned.
In essence, a vast state bureaucracy regulated economic life. The bureaucracy
was divided into different ministries, with each department responsible for
a specific aspect of the economy. The central bureaucracy’s main functions were to
select and set growth targets for particular industries; oversee the progress and devel-
opment of each industrial sector; and apportion adequate capital resources and labor
to fulfill the aims of the plan. Finally, the Soviet-style command economy was
geared specifically towards obtaining faster levels of growth than the Western
capitalist nations.'®

After all, the communist governments perceived themselves to be in an ideological
struggle with capitalism. This was due, in part, to the Cold War that raged between
the Western and Soviet blocs during the second half of the twentieth century. To be
sure, the Soviet economy had been designed by Stalin and his successors not only
for the purposes of rapid industrialization, but also for advanced military production.
Thus, given their preoccupation with surpassing the capitalist nations in terms of
economic growth and development, the Soviet bloc countries concentrated their
efforts on heavy goods industries. Central plans de-emphasized agriculture, consumer
goods and services in favor of industrial sectors such as machinery, iron, steel, chemi-
cals, and electronics.

Additionally, some of the eastern European countries created a regional economic
regime designed to intensify trade contact and pool resources between governments.
In January 1949 the Soviet Union together with Czechoslovakia, Poland, Hungary,
and Bulgaria formed the Council for Mutual Economic Assistance (CMEA). By 1950
the founding members were joined by Albania, Poland, and the GDR. Scholars have
debated whether the CMEA was created primarily as an economic vehicle for con-
solidating Soviet control over eastern Europe or reflected a genuine attempt by the
communist governments to establish an organization to facilitate trade between their
nations.'” As the process of central planning made trade problematic between the
eastern European countries, the CMEA was to provide an integrated framework to
overcome the obstacles to commercial contact inherent in domestic protectionism
and currency inconvertibility. During 1958-1961 the central organs of the CMEA
began to emerge: the membership adopted the “transferable rouble” to overcome
the problem of inconvertibility, a goods pricing system was introduced and the gov-
ernments agreed to adopt an “international socialist division of labour.” Under the
international socialist division of labor, some of the members would concentrate their
economies on agricultural production, while others would specialize in industrializa-
tion. It was hoped that the combined efforts of the CMEA nations would yield
maximum growth in the agricultural and industrial sectors and raise living standards
throughout the region.*

If the economies of the eastern European countries are assessed in terms of growth
during 1945-1975, then the command economy experiment can be judged a success.
After an initially slow period of recovery after World War 11, the communist nations
recorded industrial output levels of 10% over a 20-year period from 1950 to 1970.
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Moreover, the major shift from agrarian concerns to industrialization across the
region modernized the economies of the eastern European countries and closed
the gap with the advanced capitalist economies of their neighbors in the west of the
continent. Under the centrally planned economic system, full employment was
achieved and a noticeable transformation occurred in the number of workers moving
from jobs in agriculture to industry. Another major success was the expansion of
heavy industry in eastern Europe. The process of central planning ensured that invest-
ment and resources were concentrated in the key industries of machinery, chemicals,
coal, iron, and steel.?!

Yet, despite high economic growth levels, the command economy model did not
produce financial stability or adequate standards of living in eastern Europe. It could
be argued that the biggest shortcoming of central planning was that it neglected
consumption. Eastern European living standards remained much lower than those in
western Europe throughout the remaining decades of the twentieth century. More
significantly, food shortages caused periodic crises of confidence in the efficacy of
central planning, as the state funnelled vast amounts of resources into heavy industry
to the detriment of agricultural production. By the standards of the Western capitalist
countries, goods produced in the communist countries were often poorly manufac-
tured and of inferior quality.

Central planning also failed because of its inflexibility. Until the reforms of the
1970s, state bureaucrats adhered rigidly to the planning process, motivated solely by
the realization of targets. As a result, there was little investment in new technologies
and little regard for the efficient utilization of resources across all sectors of
the economy. In this regard, the Soviet Union paid the heaviest price for its
commitment to the military—industrial complex and its economic and strategic rivalry
with the West. Nuclear parity with the United States, which can be viewed as a
remarkable achievement of the Soviet command economy and its central planning
procedures, brought the Soviet Union to the fringes of economic and financial melt-
down by the early 1980s and was arguably a crucial contribotry factor in the fall
of communism as a viable economic system in the immediate aftermath of the
Cold War.”? The reforms implemented in the 1970s and 1980s actually weakened
rather than strengthened the Soviet economy and highlighted the fatal flaws of
central planning.

Western Europe: Stagflation and Stability, 1973-2000

By the early 1960s most of western Europe experienced economic growth and
prosperity. The economies of the western European countries registered annual
GDP growth rates of 5% on average. Industrial production had tripled in France,
Italy, and West Germany since the 1940s; agricultural production across the
continent also reached new postwar high levels; and the formation of the EEC had
stimulated economic cooperation and trade between the member countries.”
Yet by the mid-1970s the economic boom had run its course. What were the reasons
for this sudden reversal in western Europe’s economic fortunes? The economic
malaise of the 1970s can be explained by a number of external and internal
factors. The chief external factor was the oil crisis of 1973, which triggered
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a recession in the economies of the industrial nations. Internally, inflation was
the scourge that undermined the performance of the European mixed economies
and called into question the efficacy of Keynesian demand-management.”* In their
struggle to respond to the dual problems of low growth and high inflation, or
“stagflation,” governments jettisoned fiscal for monetary policy approaches in the
late 1970s and early 1980s.

The decision by the Middle Eastern oil producers to increase the price of fuel in
1973 sent economic shock waves throughout the industrial world. Much of the
postwar economic boom had been due to the growth of what were termed the
“energy-intensive sectors” of the Western economies. The new scarcity of oil as a
result of astronomical energy prices increased industrial production costs and squeezed
profit margins. As production costs rose and profits fell, other parts of the domestic
economy became caught in the vicious circle: tax revenues declined, unemployment
climbed, and inflation spiralled. What was more, as the terms of trade swung in favor
of the Organization of Petroleum Exporting Countries (OPEC), the balance-of-pay-
ments surpluses that many European countries had enjoyed in the 1960s were
replaced by debilitating deficits.

While the energy crises contributed to the economic slowdown of western Europe
in the 1970s, the major economies of the continent were affected to varying degrees.
Worst hit by the oil shock were Britain, France, and Italy. Each of these countries
had to implement austere deflationary programs to reduce their burgeoning balance-
of-payments deficits and stabilize their exchange rate positions.”” In fact, in 1976
Britain was forced to seek financial assistance from the International Monetary Fund
(IMF) to bail out the Labour government and rescue the pound sterling in the
international currency markets. West Germany was least affected by the energy crisis.
Like the United States and Japan, the FRG’s relatively stable monetary position
enabled it to counterbalance the oil deficits with a surge in exports in the middle of
the decade.

The oil crisis, however, was not the main cause of the economic downturn that
bedeviled western Europe in the 1970s. The seeds of the economic malaise were
sown by the very Keynesian fiscal policies that had paved the way for the two decades
of sustained growth that followed World War II. As we observed, the mixed economy
model placed heavy emphasis on government intervention to maintain high levels of
employment, social security spending and market regulation. Keynesian fiscal man-
agement, nevertheless, could not reconcile full employment with low inflation. This
was the conundrum that most of the leading western European countries, with the
exception of West Germany which enjoyed low inflation levels, were required to
grapple with throughout the 1950s and 1960s. For Britain and France, in particular,
inflation gave rise to persistent economic instability in the latter part of the twentieth
century. The limitations of the Keynesian approach proved that it was not possible
to pursue full employment and run budget deficits conterminously without experienc-
ing high levels of inflation. Low levels of growth, moreover, were attributable to the
fact that western Europe began to lose its industrial competitiveness and technologi-
cal superiority to the newly industrializing nations, specifically in the automobile,
steel, and capital goods sectors.*®

During the course of the 1970s a highly influential school of economists champi-
oning free enterprise and limited government emerged on the political scene. Strongly



ECONOMIC DEVELOPMENTS WEST AND EAST 103

influenced by the writings of Friedrich von Hayek, an Austrian economist based in
London, the Monetarist School argued that the only way inflation could be sup-
pressed and economic growth restored was if governments recognized the primacy
of monetary over fiscal policy. Monetarists such as the Nobel laureate Milton Friedman
profoundly influenced the United States and the United Kingdom governments in
the 1980s. Even the continental European countries began to embrace monetarist
ideas in an effort to overcome their inflationary epidemics.

Friedman and the Monetarists believed that governments had placed too much
faith in pump-priming fiscal tools and that, instead, economic stability could be
achieved if political leaders and civil servants attended to the growth of the domestic
money supply. By regulating the supply of money in the economy through
interest rate manipulation, governments could keep inflation in check and ensure
steady growth. The Monetarists were convinced that less government was better.
They called for lower taxes and reduced spending on social services and public
works, and opposed state intervention in the economy. By keeping the public and
private sectors of the economy separate, industry and enterprise would be allowed to
flourish, generating employment and prosperity. The Monetarists also advocated free
trade and floating exchange rates. Currency exchange rates, they argued, should
be determined by market conditions and not by governments or international
organizations. Similarly, with regard to free trade they stressed the importance of
removing barriers to external commerce and creating a competitive world economic
environment.”’

The 1980s was a decade of economic recovery for western Europe after the slump
that had characterized the 1970s. Borrowing liberally from the ideas of the Monetarist
School, the leading European governments placed financial stability at the center of
their economic agendas. They took action on a number of fronts to control inflation.
In particular, they instituted measures to improve the state of public finances, includ-
ing reducing public expenditure and international borrowing, two of the cornerstones
of the Keynesian mixed economy approach. western European interest rates also
began to rise in the early 1980s both in response to inflation and the strength of the
dollar.

While western Europe succeeded for the most part in stemming the inflationary
tide, the continent was subject to levels of unemployment not witnessed since
the 1920s. High unemployment in western Europe was largely caused by the
OPEC oil shock and the subsequent recession from the beginning of the 1970s,
inflexible labor markets, and the weakening of industrial bargaining, especially in
Britain.?® During the postwar boom, the western European economies enjoyed full
employment. By contrast, during the decade of the economic slump, levels of
unemployment across the continent accelerated from 2.5% in 1973 to over 10% in
the mid-1980s.%

On the positive side, the European integration project was given new impetus
with the accession of Greece in 1981 and Spain and Portugal in 1986 as members
of the EEC. Under the Single European Act (SEA) of 1987, the 12 member
states agreed to create a single market by 1992. The single European market
(SEM) was designed to remove all barriers to trade, investment, and competition
within the European Community (EC). It was to become the largest trading area
in the world, boasting a potential market of 344 million consumers in the
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early 1990s. The SEM was to be the prelude to monetary unification and eventual
political integration.*

In economic terms, the 1990s are synonymous with the great American boom.
From 1994 to 2000 the US economy grew at an annual rate of almost 4% of GDP.
No comparable economic expansion occurred in the big three economies of the
European Union. The average EU growth rate for the decade was in the region of
2.1%. Although some countries such as the United Kingdom and Ireland recorded
growth in excess of the western European average, Germany and France continued
to struggle with sluggish economic performances. For Germany, the two chief obsta-
cles to growth were the persistence of unsatistactory levels of unemployment and the
ongoing costs of reunification that had been achieved in October 1990. The French
economy was also hampered by high unemployment, with the annual rate touching
12% betore dipping slightly at the end of the decade. France did manage to record
an impressive growth rate of 3% in the late 1990s, with inflation falling to just 1%
per year.’! In new millennium, the major challenges facing the EU generally are the
fortunes of the new currency, the euro, the future threat to the provision of social
security posed by the continent’s ageing population, and the financial uncertainty
posed by a global credit crisis, which began with the collapse of the sub-prime mort-
gage market in the United States in the autumn of 2007.

Eastern Europe: Crisis and Reform, 1975-2000

Much like the Western capitalist countries, the eastern European communist
states experienced a downturn in their economic fortunes in the 1970s. But
unlike their counterparts in the West, the economic crisis that afflicted in the Soviet
bloc countries was precipitated not by energy shortages, but the cracks that
were beginning to appear in the command economy approach. The CMEA
failed to live up to its members’ expectations. Multilateral trade appeared to be
virtually impossible given the absence of market mechanisms and the incompatibility
of the diverse planning apparatuses of the CMEA membership. In response,
eastern European countries had increasingly looked West to their capitalist
counterparts for trade agreements to supply consumer goods and industrial
products in the late 1960s.*

The 1970s began in a positive vein for the Soviet Union and its eastern European
satellites. The United States appeared keen to improve relations with the communist
countries, commence arms controls talks with Moscow, and expand commercial
contacts with eastern Europe. Partially liberalized trade and commercial contact with
the West was to have both a positive and negative effect on eastern Europe. On the
positive side, the communist governments could import much-needed technology
and consumer goods for their ailing economies. Yet trade liberalization was to have
an adverse impact on the financial stability of the centrally planned eastern European
economies. The attempt to bridge the technology gap with the West through imports
drove the balance-of-payments positions of countries such as Poland into deficit. With
little or no demand for Soviet or eastern European manufactured goods in the West,
exports in the communist countries struggled to keep apace with imports. The
problem was compounded by the region’s heavy dependence on borrowing from
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Western banks. As a result, high indebtedness coupled with enormous trade imbal-
ances stunted economic growth in eastern Europe during the late 1970s and early
1980s.%

The eastern European economies were hindered by a series of internal setbacks.
During the 1970s and 1980s, agricultural production declined rapidly across the
region. Environmental factors were blamed for much of the hardship and food short-
ages created by the agrarian crisis. But it had become apparent that severe winters
and crop failures were not the only reasons for inadequate agricultural production.
State farms, in particular, were becoming increasingly inefficient and unable to deliver
the levels of production required by the central bureaucracies to feed the population.
The renewed arms race of the early 1980s brought the economy of the Soviet Union
to the brink of bankruptcy. As military expenditure touched 15% of total GNP, the
manufacturing, industrial, and agricultural sectors of the economy were starved of
investment and the Soviet Union was encumbered by shortages of basic consumer
goods and services.

Soviet foreign policy was another huge strain on the economy. The invasion of
Afghanistan proved to be an expensive misadventure, which committed Moscow to
billions of roubles in annual occupation costs over a nine-year period. The effective-
ness of the central planning model, moreover, was called into question. Although
the command economy approach had delivered quite impressive results for the first
two decades after World War 11, its rigidity and incapacity to incorporate new tech-
nologies and practices into the production process led to diminished growth and
inefficiency.

There had been some attempts to reform the communist economic system in
the 1960s and 1970s. Several eastern European countries had tried to increase
worker productivity and growth by improving living standards and allowing the
directors of factories and manufacturing plants more autonomy with regard to man-
aging their enterprises.** It was not until the mid-1980s, however, that sweeping
changes to the operation of the command economy were proposed and implemented.
Following in the footsteps of one of his predecessors, Yuri Andropov, Mikhail
Gorbachev was determined to resuscitate the Soviet economy on coming to
power in 1985. While he did not want to discard the communist principles that
had defined the Soviet Union since the beginning of the twentieth century,
Gorbachev believed that structural reform of both the political and economic
life of the country was urgently needed. To achieve his ambitious aims he expounded
a dual policy approach of glasnost, or “openness,” and perestroika, or “economic
reform.”

Glasnost involved gradually liberalizing Soviet society. In effect, Gorbachev relaxed
the strict ban of free speech and the restriction on religious worship, and sought to
make the Communist Party more accountable to the people. He envisaged a
more transparent political system that would root out corruption and separate the
role and functions of the Communist Party and the state.* The policy of perestroika
was an outgrowth of glasnost, in that the Soviet economy would also be subject to
limited liberalization. Even though Gorbachev did not wish to jettison the socialist
ethos inherent in the centrally planned economy, he believed that some sectors
of economic activity could operate more effectively in private hands. In order to
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allow for private ownership andthe profit incentive, Gorbachev passed a law in
1988 which permitted the establishment of cooperatives. These were enterprises
usually in the consumer goods and service sectors of the economy, which were owned
by groups of individuals and traded for private profits. The Soviet leader’s most sig-
nificant break with the command economy model was his decision to dramatically
reduce the role of the Communist Party in economic activity. Control of the
state economic apparatus was retained by central ministries but was overseen by
Gorbachev after his election as president of the Soviet Union by the Congress
of People’s Deputies.*®

Undoubtedly, Gorbachev’s reforms transtormed the political and economic systems
of the Soviet Union. The decision to partially liberalize Soviet society and the
command economy proved the catalyst that led the eastern European countries to
relinquish communism in favor of democracy and capitalism. Over the course of
Gorbachev’s tenure as leader, the Soviet economy ground to a halt. It was evident
that his efforts to restructure the command economy were not having the desired
effect. In fact, glasnost and perestroika may have expedited the demise of the Soviet
Union, as the policies unearthed the fatal flaws of the system. The centrally planned
economy could not coexist with, let alone function in, an open society with a private
market. Gorbachev’s reforms provided no solutions to the growing food shortages,
the lack of consumer goods, and the ballooning budget deficits that were a product
of the Soviet Union’s commitment to military spending and defense. Military expen-
diture did fall in the late 1980s because of the arms controls talks and agreements
between the Soviet Union and the United States, but by this stage the economy was
in a state of virtual collapse. Low growth rates produced stagflation and popular
unrest as the Soviet people, inspired by developments in eastern Europe, took to the
streets to protest against their meager standard of living.”” Even Gorbachev’s well-
documented and well-meaning crusade to tackle the problem of alcoholism backfired.
New laws restricting the consumption of alcohol and taxes on the beverage deprived
the state of what would have been valuable revenues during a period of high inflation
and negative economic growth.

Encouraged by the liberal policies of Gorbachev, especially his decision to dispense
with the Brezhnev Doctrine and pull Soviet troops out of Afghanistan in 1988, the
eastern European countries started to loosen the shackles that had bound them to
Moscow for the past four decades. Together with political and social transformation,
which resulted in the ousting of communist leaders, the holding of democratic elec-
tions, and the formation of open societies, the eastern European countries desired
rapid reform in the economic sphere. During 1989-1992 the six eastern European
communist countries and the newly independent states that had comprised the
former Soviet Union completed the transition from centrally planned to market
economies.

As Robert Solomon notes, the process had three phases. First, the eastern European
countries had to institute strict macroeconomic measures that entailed the abolition
of price controls and subsidies and a monetary policy geared towards deflation.
Second, new institutions were established to create the financial infrastructure required
for a market economy. In a short period of time, laws concerned with property rights,
a central and private banking system, a tax system, and free enterprise culture were
hastily assembled. Finally, once the conditions governing supply and demand had
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begun to function smoothly, the eastern European countries embarked on the priva-
tization of industry, as firms were sold to investors. The barriers to international trade
were also removed, as private firms sought to sell their goods and services in external
as well as internal markets.*®

How have the eastern European countries fared since the market revolution of
the early 1990s? It is instructive to examine the examples of the Czech Republic
and Poland, two new entrants into the EU in 2004, and the economic adjustment
troubles of Russia. The Czech Republic and Poland were two of the economic
success stories of the so-called velvet revolutions of 1989. As a newly created
sovereign state in 1992, the Czech Republic became a model newly emerging
market economy in less than a decade. The relatively smooth path to capitalism
was due to several major reforms, which swept away the last vestiges of the
Soviet-style command economy that had caused social unrest and economic
stagnation in the 1970s and 1980s. By and large the Czech Republic adhered
to the above-mentioned three-phase transition model identified by Solomon. Price
controls were removed, currency convertibility was introduced, and tight monetary
policy was observed in order to stabilize public finances and suppress inflation.
Massive privatization of publicly owned industries provided important revenue for
the state, and the latent Czech enterprise culture that had lain dormant during
almost half a century of communism quickly replaced the void left by the central
planned economy.*

For Poland the situation was similar, if more dramatic. The new Polish government
applied a type of “shock therapy” to hasten the transition to capitalism. Despite some
initial public apprehension regarding the new economic system, an enterprise culture
was fostered and macroeconomic policies aimed at stabilizing Poland’s financial posi-
tion were put in place.*

Russia, by contrast, experienced a rocky transition to market capitalism. The high
inflation caused by the Gorbachev reforms spilled into the 1990s, leaving Russia’s
external accounts in a hazardous state. In March 1994 a loan of US$1.5 billion from
the IMF was secured with the assistance of the United States, but little could be done
to reverse the shaky position of the Russian economy. Some commentators even
called for a Marshall Plan for the country.*! Unlike privatization in the Czech
Republic and Poland, privatization in Russia was tinged with corruption, nepotism,
and favoritism. Capital flight ensued as investors moved their money out of the
country after the international financial crisis of 1997-1998 during which the rouble
was devalued. By the turn of the millennium the Russian economy was so feeble that
not only the country’s capitalist system but also its precarious democratic political
system was threatened.*

Russia nevertheless rebounded from the economic meltdown of the late 1990s
to become one of the world’s leading oil producers and an “energy superpower”
of the twenty-first century.*® The country’s energy reserves, at the time of
writing, comprise of 20% of the world’s supply of natural gas and 7% of global oil
output.** Through the state-run energy company Gazpron, Russia has become one
of the world’s major oil and gas producers and suppliers. As well as yielding Russia
an abundance of currency reserves, oil has proved to be a potent political weapon
in the hands of the Kremlin. In 2006 and 2007, Moscow curtailed gas exports
to Ukraine and cut off oil supplies to Belarus. While Russia eventually agreed
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to recommence energy supplies to both countries, the EU expressed concern at
President Vladimir Putin’s willingness to use oil as a tool of economic statecraft. As
global energy reserves have begun to dwindle, the EU has become dependent on
Russia for its oil and gas needs, currently importing 30% of its oil and 44% of its
natural gas supplies from Russia. Clearly, European leaders fear that the EU members
could be held to ransom by Moscow over energy supplies if there is deterioration in
diplomatic relations. There is no consensus within the EU on how to address the
issue of Russia’s “hard soft power.” The European governments, for the most part,
have aimed to balance the maintenance of existing supplies through political engage-
ment with Moscow against attempting to locate new energy markets to reduce reli-
ance on Russian oil and gas. *°

Conclusion

After 1945, western and eastern Europe pursued divergent economic models and
approaches on the paths to growth and prosperity. Anxious to avoid the policy mis-
takes of the Great Depression which engulfed the world economy in the 1930s, the
western European governments implemented what the economic historian Barry
Eichengreen has termed “coordinated capitalism.” Coordinated capitalism involved
direct government action in economic affairs in the form of fiscal management, state-
owned and private enterprise, and welfarism. Strongly influenced by Keynesian
economic theory, western European governments prioritized full employment
together with public investment and expenditure. With the recovery of the western
European economies after World War 11, the region enjoyed an uninterrupted period
of economic growth lasting into the late 1960s. The rapid recovery of western
Europe was due not only to effective domestic demand management, but also the
international financial and trade arrangements negotiated at Bretton Woods in
1944. The continent benefited from the boom in global trade from 1945 to 1970
facilitated by significant reductions in tarifts under the GATT. Moreover, the creation
of the EEC in 1958 intensified regional trade between the continental neighbors
while providing manufacturers with insulation from foreign competition in the
form of a common external tariff. The global economic slowdown of the 1970s
had a profound impact on the western European economy as a whole. While
inflation spiralled, economic growth dwindled. Despite the shift from Keynesianism
to monetarism, western European economic growth remained slack in the 1980s and
1990s. By the turn of the millennium, the region’s economic performance paled in
comparison with the double-digit growth levels of the Asian newly industrializing
countries.

For the first two postwar decades, the eastern European economy also experienced
high levels of growth. Employing the command economic model, the eastern
European socialist governments eschewed private industry in favor of state control
of the means of production. Economic affairs were regulated by a vast state bureau-
cracy which set growth targets for specified industries and monitored the progress
and development of each industrial sector. By the 1970s, however, the shortcomings
of the command economic model had become apparent. The eastern European
countries were unable to sustain the high levels of growth they had experienced in
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the 1950s and 1960s. Facing shortages in critical technology components, they
sought an expansion of East-West trade and began to borrow heavily from Western
banks. In the 1980s, Gorbachev’s internal economic reforms and attempt to integrate
the Soviet Union into the world economy only appeared to hasten the demise of the
command system, pushing the country to the verge of financial collapse. As the
eastern European countries seceded from the Soviet empire, they began to democ-
ratize and build market economies. Within two decades a number of the former sat-
ellite states had joined the EU as fully fledged democracies with burgeoning economic
growth rates. For Russia, the 1990s were to prove a decade of economic toil as it
grappled with the vagaries of market capitalism. Yet, under Putin’s presidency the
country re-emerged as a powerful force in Eurasia and a significant actor in world
politics thanks to its vast energy resources.
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CHAPTER SIX

The End of Empires:
Decolonization and
Its Repercussions

DAvID R. DEVEREUX

The withdrawal of European powers from their colonial possessions outside
of the continent represents one of the most critical changes in the geopolitical
balance in the world in the post-1945 period. Not only did this process transform
the place European nations held in the world in general, it also unleashed political
and social forces that continue to transform the European continent in the twenty-
first century. Although the age of empire is now over, its impact on both the “colo-
nizing” nations and those that were “colonized” was deep and profound. Europe
today is still in the process of accepting the legacies of empire, be it in terms of
reduced world power, diminished influence overseas, but perhaps most importantly,
in the communities of recent immigrants from the old empires that transform the
whole idea of what being “European” means.! After years of obscurity, the study of
imperialism and decolonization has enjoyed a resurgence owing to renewed interest
in the interactions between colony and the metropolis and also the legacy of empire
found in much of the developing world and indeed in Europe. This resurgence
has also influenced a wide range of disciplines, from literature to politics and
sociology, as well as history.?

The European Empires in 1945

Six western European nations could be considered “imperial” powers: the United
Kingdom, France, the Netherlands, Belgium, Portugal, and Spain. A seventh European
nation, Russia, could also be considered an “imperial” power by virtue of its domina-
tion of the Soviet Union, a group of theoretically equal republics representing a vast
and diverse region of Europe and Asia. Although not normally classed with the other
six in discussions of imperialism and decolonization (in part because of the contigu-
ous nature of the country and because of its ideological aversion to imperialism), the
Soviet Union would prove to be the last of the great imperial systems to disappear,
in the early 1990s.

Of the six western European empires, those of Britain and France were the only
ones that were truly global in scope, and conferred upon the two nations the status
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of great powers, thus ensuring them a primary role in the shaping of the postwar
world. Both, but especially Britain, played a fundamental part in the decision-making
that led to the United Nations, the postwar settlements of territories, and the creation
of new multilateral bodies such as the International Monetary Fund and the World
Bank. Both were also granted permanent seats on the United Nations Security
Council, perhaps the last remnant of the old concept of Great Powers. Without their
empires, neither could claim equality with the United States and the Soviet Union,
and both continued to assume a global role for their militaries.

The other four European empires were concentrated in specific areas: that of the
Netherlands was in the East Indies (modern Indonesia), with a few small islands in
the West Indies and a mainland territory in South America; that of Belgium was in
the Congo and in the small adjoining territories of Ruanda-Urundi; and Portugal
and Spain also had African territories (and Portugal also held a few small possessions
in Asia). Although the Netherlands and Belgium regarded their empires as important
parts of the national realm, none of the lesser European powers equated their imperial
possessions with great-power status.

Britain’s empire was arguably at its greatest extent ever in 1945. Although the
“white settlement” colonies of Canada, Australia, New Zealand and South Africa had
achieved full statehood, Britain continued to regard itself as “first among equals”
within the British Commonwealth, that curious successor to empire that would con-
tinue to provide a faint echo of Britain’s imperial past up to the present day. However,
most of the remaining parts of the British empire continued under British rule in
1945: in the West Indies, Africa, the Middle and Far East and especially India, Britain
could still claim to hold sway over the largest collection of territories under one sov-
ereignty in world history. British forces also controlled many other territories that
had been part of the defeated Italian and Japanese empires, and also occupied French
territories in the Middle and Far East. The maintenance of a significant empire was
considered essential to Britain’s postwar reconstruction and to its role as a great power
along with the United States and the Soviet Union. The shape the postwar empire
would take, however, was an important question that confronted the Labour govern-
ment elected in July 1945. W.R. Louis and Ronald Robinson, among others, have
argued that the problem must be seen in terms of the important relationship to the
United States and to Britain’s financial condition in 1945; thus what confronted the
new Attlee government was an integral connection between empire, transatlantic
relations and financial stability.?

Second in size only to the British, the French empire was also global, consisting
of territories in the West Indies and mainland South America, large parts of Africa,
Madagascar, Indochina, and islands in the Indian Ocean and the Pacific. As with
Britain, the retention of an overseas empire was considered by French leaders to be
an integral part of France’s reconstruction and its position as a great power. The
defeat of France by Germany in 1940, and its subsequent role as a collaborationist
regime under the discredited Vichy government, placed the French empire in a much
more precarious state than that of Britain in 1945. Not only did the Free French
interim government have to restore constitutional rule to France, it had to assert its
authority in the colonies and restore French control of Syria, Lebanon, and French
Indochina, all of which had fallen out of French control in the course of World
War IL.*
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The Netherlands and Belgium also hoped to use their colonial possessions to assist
in postwar reconstruction, but as with the case of France, the occupation of both
countries by Germany from 1940 to 1945 made restoration of colonial authority a
potential problem. This was particularly true in the Netherlands East Indies, which
like French Indochina, had been occupied by Japan.®

In summary, none of the European countries with colonial empires anticipated
the process of decolonization that would follow over the next three decades. All were
confident that the prewar order could be restored and that the homeland and overseas
possessions would continue to benefit mutually from this arrangement. Although
they were prepared to accept the possibility of reform, none anticipated the rising
tide of nationalism and demands for independence that would bring the colonial era
to an end.’

Changes in Direction

Although the end of empire was not desired or even vaguely anticipated by any of
the colonial powers, all made significant efforts to restore colonial rule in a modified
way. In the case of Britain, the wartime government passed two Colonial Development
and Welfare Acts, in 1940 and 1945, that anticipated spending significant money to
encourage economic development in underfunded tropical colonies, particularly in
Africa and Malaya. The Labour Party’s electoral victory in July 1945 also brought a
change, in that although Labour supported the idea of enlightened development of
the empire (particularly favored by the Fabian Society’s colonial bureau), it intended
to fulfill promises of self-government to India and Burma. Stephen Howe has written
extensively of this in Anticolonialism in British Politics: The Left and the End of Empire
1918-64.

Although the Labour Party presided over the tumultuous first stage of decoloniza-
tion (in India and Palestine) in 1945-1948, this did not mean a wholesale dissolution
of the empire; prime minister Clement Attlee in fact hoped to free “deficit areas” like
India and Palestine that had long posed political difficulties for the British
government. Through the use of careful funding and economic development,
the Colonial Office would step to the fore in the 1940s and 1950s to create
what it hoped would be a new era of imperial collaboration in sub-Saharan Africa
and Malaya, where economic and political development (so the theory went)
could operate hand in hand. This optimistic approach remained for about a dozen
years after 1945, before growing nationalist pressure and a series of crises in the
Middle East (Egypt, Iran, and Suez) and numerous military commitments in such
diverse places as Cyprus, Kenya, and Malaya, led the Macmillan government to begin
the wholesale withdrawal from empire and a concurrent turn towards Europe.
Nevertheless, the demands of domestic programs and the construction of the welfare
state competed constantly for funds. With Britain desperately in debt to the US and
to the Commonwealth, John Maynard Keynes commented “we cannot police
half the world at our own expense when we have already gone into pawn to the
other half.””

The classic era of British decolonization could be said to span roughly the
decade from the independence of Ghana (1957) to the final grant of independence
to the West Indian possessions in the early 1970s (Rhodesia/Zimbabwe provided
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a unique case and did not achieve independence until 1980; there were also a
few remaining vestiges of empire like the Falkland Islands, Hong Kong, and
Gibraltar that would continue to influence British policy long after the era of empire
was gone.)®

The gradualist approach of the British (in which economic and political “develop-
ment” was emphasized) would be derailed by events; as has been argued by W.R.
Louis, “the British lurched from one crisis to the next, sometimes turning adversity
to advantage.” The extensive historiography of British decolonization reveals a good
deal of official misgivings about any withdrawal, and in many cases it was Britain’s
dire economic state after 1945 that influenced the timing of events. In February
1947, for example, in the midst of the worst winter in 50 years and with rationing
and serious fuel shortages to contend with, the Attlee government took three momen-
tous decisions that suggested to the world that the British empire was in the throes
of collapse: Indian independence would be granted by June 1948; Britain would end
financial and military support to Greece and Turkey; and the Palestine Mandate
would be referred to the United Nations."

All three issues had profound repercussions: Indian independence was actually
brought forward to August 1947, and the partition of India into what would become
three nations (India, Pakistan, and Bangladesh) would cost a million lives and create
a border conflict in Kashmir that remains unresolved."’ The British Notes to the US
on the termination of funding for Greece and Turkey led directly to the Truman
Doctrine of March 1947, arguably the first sign of an evolving American Cold War
policy. Finally, the referral of the Palestine problem to the United Nations relieved
Britain of a costly and seemingly insoluble commitment, but the resultant Arab—Israeli
dispute would damage British relations with other Middle East states and led ulti-
mately to the fiasco at Suez in 1956.

Louis and Robinson in “The Imperialism of Decolonization” argue that the deci-
sions made in the late 1940s cannot be understood in isolation but only in the context
of Britain’s dire financial situation after World War II and of the developing Cold
War. Indeed, despite a history of antagonism towards the British empire and its
continuation, “as the Cold War intensified from 1947-1951, competition between
the two superpowers came to the rescue of the Empire. Faced with the Czech Crisis
and the Berlin Blockade (1948), the United States hastened to strengthen Britain
and France in defence of Western Europe . . . after 1947 the Americans subsidized
the imperial system generously in one way or another as a measure of national
defence.”"?

The French reoccupied their empire in 1945 with two ominous signs: the brutal
suppression of Arab nationalists in Algiers in May, and the declaration of Vietnamese
independence by Ho Chi Minh in August. In the latter case, the French did not
actually return until the spring of 1946, and found themselves up against a well-
entrenched and intractable foe. The French empire in Asia came to an end in the
humiliating defeat at Dien Bien Phu in the spring of 1954 and the recognition of
the independence of Cambodia, Laos, and Vietnam. Vietnam, partitioned “temporar-
ily” between north and south, would of course go on to frustrate the Cold War aims
of a much greater power than France. Otherwise, the French “metropolitan” view
of empire achieved its manifestation in the Fourth Republic of 1946, in which the
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Overseas Departments (Algeria, Caribbean islands, St. Pierre and Miquelon, and
Réunion), were combined with the Overseas Territories in Africa and the Pacific to
form a new French Union."

Unlike the British, who had always considered the empire (apart from Ireland)
separate from the home island, the French saw their colonies as “France Outremer”
and part of a seamless whole with France itself (the overseas departments actually
sent representatives to the French National Assembly in Paris). Charles de Gaulle’s
idea for a French Union, first proposed at Brazzaville in 1944 to rally the support of
France’s African colonies, would in theory tie the colonies closer to France while
granting limited local autonomy. All inhabitants of the French Union were made
French citizens with equal civil rights, thus abolishing the old prewar distinction
between “citizen” and “subject” in the French empire. Unlike the British empire,
where as we will see the nationalist leaders grew out of the local political landscape
and went on to demand independence, the potential nationalist leaders of the French
colonies (with the exception of Ho Chi Minh) were drawn off to Paris to be part of
the new French Union. This would have profound consequences for the nature and
direction of French decolonization."

The Dutch government, restored to power after the German defeat in 1945,
hoped to regain control of its valuable East Indian possessions with the defeat of
Japan. However, as the French also found in Vietnam, the sudden Japanese surrender
in August 1945 meant that no forces were available to accept the surrender and hence
arrange for a rapid restoration of colonial rule. The Viet Minh, which declared
Vietnamese independence, had fought the Japanese and then turned on the French.
In the Dutch East Indies, nominal independence had been granted by the Japanese
to a group led by Achmed Sukarno, who proclaimed the independence of Indonesia
upon the defeat of Japan. Although the British (who, as in Vietnam, provided the
first allied troops to disarm the Japanese) and the Americans preferred some kind of
recognition of the new nationalist government, the Dutch insisted on resuming their
colonial rule, although with some nod to local autonomy.

After a year of hostilities, the Dutch recognized an independent state in Java and
Sumatra, but hoped to federate the rest of Indonesia with the Dutch state in a kind
of “Commonwealth” arrangement. This satisfied neither side. After continued fight-
ing, the United Nations became more involved, and, under growing US pressure to
concentrate their resources in the reconstruction of Europe, the Dutch finally relin-
quished control in August 1949. They would continue to govern Western New
Guinea (Irian Jaya) until 1963 as a face-saving measure in what had in effect been a
forced withdrawal by a long-standing colonial power.'®

Unlike the Dutch, for whom German and Japanese occupation fatally weakened
their grip on empire, the Belgians resumed their rule of the Congo with little
difficulty. Although the homeland itself was occupied, the Belgian Congo was
not and remained under its colonial administration throughout the war. Indeed,
its raw materials such as copper, manganese, and uranium, were placed at the
disposal of the allies by the Belgian government in exile. Thus, in 1945, the
Belgian Congo resumed its place as one of the most prosperous and apparently
stable of the European possessions in Africa, with political development a low
priority.'¢
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The Politics of Partition: Britain, India, and the Middle East

Although the new British Labour government led by Clement Attlee continued
to believe in the maintenance of British power both military and imperial, the inde-
pendence of India within the Commonwealth had long been a goal of party leaders.
Its achievement, however, proved to be of monumental difficulty in the first two
postwar years, and because of its significance for Britain itself and for the eventual
long-term progress of decolonization, is worth analyzing at some length. The Labour
government’s pursuit of a solution to the problem of Indian nationalism did not
merely reflect its ideological sympathies. It reflected the hard realities of US
anti-imperialism and opposition to the full restoration of the Raj, as well as Britain’s
own financial difficulties in 1945-1946, which were alleviated in part by a large US
loan. In addition, Lord Wavell, the British viceroy in India since 1943, was not con-
fident that the military could maintain security as anti-British and Hindu-Muslim
communal violence grew in 1945-1946. With Britain’s security and oil interests in
the Middle East located in predominantly Muslim countries (Egypt, Iraq, and Iran),
the extrication of Britain from India and Palestine without becoming caught
in ruinous communal violence was perhaps the highest priority for the British
Cabinet."”

The decision to grant independence to India by June 1948, taken in the difficult
weeks of February 1947, coincided with the appointment of Lord Louis Mountbatten
as the last viceroy and he was given a wider mandate than his predecessor to negotiate
the transfer of power. Perhaps the biggest task confronting him was negotiating
with the leaders of the Congress Party (particularly Jawaharlal Nehru) who
favored a united India, and of the Muslim League (particularly Muhammad
Ali Jinnah) who favored the partition of India to allow the creation of a Muslim
state to be called Pakistan. The inability to achieve the British goal of a united
India with sufficient powers allotted to the Muslim areas resulted in acceptance
of the need for a strong India with its Muslim provinces detached in some way
to form the new nation of Pakistan. By advancing the date of final British
withdrawal to August 15, 1947, Mountbatten was able to finalize plans for the parti-
tion of the subcontinent with the approval of both the Labour government and the
opposition Conservative Party, while also achieving acceptance of Dominion status
within the Commonwealth by both Nehru and Jinnah. Although the speed of the
transfer and the ensuing violence caused by the drawing of boundaries has led to
much historical re-evaluation of Mountbatten, he succeeded in his primary goal,
which was to extract Britain peacefully and to maintain the goodwill of the two
successor states.'®

Although celebrated at the time as a triumph of British policy in maintaining the
good will of India and Pakistan and retaining both within the Commonwealth,
Mountbatten’s decision to accelerate the pace of partition and British withdrawal has
been increasingly criticized by historians for the slapdash manner of the departure.
Partition itself may perhaps have been unavoidable, but the precipitous departure of
British authority before subsequent security could be provided for has been widely
blamed for the death of at least a million Hindu and Muslim refugees and the dis-
placement of at least ten million people. The tendency of post-partition accounts
(and of his official biographer Philip Ziegler) to credit Mountbatten for his brilliant
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work has been replaced by a significant rethinking, in part due to the further break-
down of Pakistan in 1971 and its ongoing problems to the present day. The intrac-
table dispute between India and Pakistan over Kashmir can also be traced directly to
decisions made in haste in the aftermath of partition. Stanley Wolpert in his book
Shameful Flight, places the blame squarely upon Mountbatten, the British govern-
ment, and the leading Indian nationalist leaders."

Along with India, Palestine was the most intractable problem faced by the Labour
government in its plans for a renewal of the empire. Under strong US pressure to
admit 100,000 Jewish refugees from Europe, but unwilling to inflame the Middle
East further by granting wholesale access, the British made a number of efforts to
reconcile Jewish, Arab, and American interests. Facing rising violence, the govern-
ment resorted to referring the Palestine question to the United Nations in February
1947, and in September the date of May 15, 1948 was set for a final termination of
the mandate. In November, the United Nations Special Committee on Palestine
(UNSCOP) recommended the partition of Palestine into Jewish and Arab states, thus
setting the region on the path of war that began immediately upon the termination
of the British mandate.*

The near-simultaneous withdrawals from India and Palestine (and soon after,
Greece) lead to events that continue to have consequences to this day, but, from the
British perspective, the country was rid of problems that could only worsen and
require more British troops and money. The Palestine withdrawal was part of a
broader scheme to place British relations with the Arab states, particularly Egypt, on
a better footing. However, the inability of the British to negotiate a satistactory
defense arrangement in the Middle East, and the expulsion of British staff from the
oilfields of Abadan, Iran, in 1951, made a continued informal British presence in the
region less tenable. Arab nationalism, symbolized best by the accession to power of
Gamal Nasser in Egypt in 1952, inflamed the Arab world against both continued
imperialism and the state of Israel, which was (and still is) considered a creature of
Western “domination” of the region.

Against the background of the Cold War, British and US security interests in the
Middle East were tested in the Suez Crisis in 1956, when Nasser nationalized the
Canal which, with India lost, best symbolized continued British influence outside
Europe. An Anglo-French invasion, in collusion with an Israeli attack across the
Sinai desert, proceeded without consultation with the United States, and, facing
US and Soviet anger, the invasion forces had to be withdrawn, thereby handing
Nasser an important political victory. Not only did Britain’s remaining influence in
the Middle East rapidly decline thereafter, Suez came to represent the “nail in the
coffin” of the British imperial experience, and tends to be perceived that way even
today. Whether Suez was truly a watershed, however, remains unclear from the
documentary record.”' The Suez episode has been particularly important in British
historiography, as it has come to symbolize the moment of Britain’s demise as a
great power.>

The first phase of British decolonization just discussed also witnessed several other
successes and failures. The British departure from India in 1947 was followed by the
successful transition of Ceylon to independence within the Commonwealth, and that
of Burma outside, a loss keenly felt by Attlee. Malaya and Singapore were considered
of vital importance to the British economy because of their rubber and tin resources.
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A Chinese communist insurgency (a legacy of anti-Japanese activity in World War II)
threatened to undermine British attempts to place Malaya on a new constitutional
footing, and considerable military resources were committed to the defeat of the
guerillas, culminating in a federal solution that led successfully to the independence
of Malaya in 1957 (soon joined by Sarawak and Sabah to create Malaysia, but losing
Singapore in 1965).%

The End of Empire: France, Belgium, and Portugal

Nationalist movements in Asia, and the British withdrawal from India, forced the
hands of the remaining European empires in Asia, those of France and the Netherlands.
The inability of both countries to re-establish their authority without military
force led to lengthy conflicts that were resolved only when the two powers, under
pressure at home and with the need to participate in European security and
integration, withdrew from their Asian possessions (the Netherlands in 1949;
France in 1954). However, the humiliating French defeat at Dien Bien Phu in
1954 coincided with the breakdown in order in Algeria, a territory physically
closer to France itself and inhabited by nearly 1 million colons (French settlers),
who enjoyed full rights of French citizenship and voted in national elections. The
growing importance of Arab nationalism, symbolized by Egypt’s Nasser, led to the
formation of the Algerian National Liberation Front (FLN), in November 1954.
French attempts to suppress the FLN led to an increasingly vicious war in which
the French military, supported by the politically influential colons, attempted to
root out the rebellion.

Atrocities on both sides led to widespread condemnation of the war. The frag-
mented nature of the Fourth Republic political system ensured that the war became
a stalemate and by 1958 brought the wartime hero, Charles de Gaulle, to power with
the understanding that he would terminate the Algerian war on acceptable terms. In
addition to founding France’s Fifth Republic (which granted the president enhanced
powers), de Gaulle sought to extract France from Algeria against the vicious opposi-
tion of conservative French public opinion, and the French military, which strongly
backed the colons. At considerable personal and political risk, de Gaulle convened
several conferences at Evian with FLN representatives in 1961-1962, and successfully
negotiated Algerian independence in July 1962. Referenda in both France and Algeria
passed overwhelmingly. Despite careful provision for the French colons, they chose
overwhelmingly to leave Algeria and settled in the south of France, where they and
their descendants tend to support the anti-immigrant policies of France’s political
right.**

De Gaulle’s efforts to resolve the crippling crisis in Algeria had profound implica-
tions for the remaining French territories in Africa. Faced with mounting Algerian
nationalist resistance, and watching the neighboring British territories move to self-
government and independence, French African leaders, particularly in Guinea, clam-
ored for greater autonomy. In 1956, in order to accede to these pressures without
dissolving the French Union, the Fourth Republic passed the oz cadre (outline law),
which retained the federal structure but granted greater representative government
at the local level. The French Union was renamed the French Community in 1958,
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and the territories in Africa were give the option of continued membership (and
French support) or outright independence. At the time only Guinea chose indepen-
dence and was precipitately cut loose by France.

However, the French Community proved to be short-lived: with the war in
Algeria moving to a climax and with major British colonies like Nigeria achieving
independence, de Gaulle chose to grant independence to French West Africa and
French Equatorial Africa in 1960. Unlike the former British colonies, which generally
chose continued membership in the Commonwealth but otherwise became fully
independent, the new states that emerged from French Africa continued to rely
extensively on France for their currency (the French franc remained the
standard), security and economic well-being. Many of the new leaders, like Leopold
Senghor of Senegal, had spent much time in Paris and were considered reliable allies
of France. Therefore, the degree to which France truly decolonized in this era
is debatable.”

With the largest parts of the former French empire gone by 1962, only residual
parts remained in the Pacific, the Indian Ocean, and the West Indies. Those that had
substantial French populations (such as Martinique, Guadeloupe, St. Pierre and
Miquelon, and Réunion) were deemed Overseas Departments of France and thus
elected members to the legislature in Paris. Others, such as French Guiana and New
Caledonia, were considered Overseas Territories and became internally autonomous,
but did not have political representation in Paris. This quasi-colonial situation remains
intact to this day.

Belgium’s gigantic colony in the Congo was considered “the most peaceful and
tranquil of colonies” by a Belgian journalist in 1955, thanks to the territory’s vast
mineral wealth. However, the Belgian government made no provision for political
development and preferred to keep the population at a low level of education.
As a result, the Congo had no indigenous nationalist movement such as could be
found in the British colonies, nor even an educated collaborating class like that in
the French territories. When it achieved independence in 1960 it had only 16 uni-
versity graduates. Only minor political reforms were instituted by Belgium when the
strong wind of independence began to blow in from other parts of Africa. Patrice
Lumumba emerged as a nationalist leader of some skill who returned from an All-
African Conference in Accra with demands for independence. Riots broke out in the
Congo’s cities, and faced with mounting international pressure and financial costs,
the Belgian government decided to grant independence on a shortened timetable; it
was granted on June 30, 1960 with only the most minimal level of preparation. The
result, predictably, was chaos, and as the new country slid into civil war, the United
Nations had to mount a major operation that took place in the shadow of the Cold
War. In 1962, Belgium also withdrew from the small neighboring territories
of Rwanda and Burundi, where ethnic politics continues to inflame tensions to
this day.?

Portugal was the oldest European colonial presence in Africa and Asia, yet proved
the most tenacious. While Britain and France moved towards autonomy and inde-
pendence for their colonies in the 1950s and 1960s, Portugal sought closer union
between its overseas possessions and the metropolis. Portugal’s empire consisted of
four territories in Africa (Angola, Mozambique, Guinea-Bissau, and the islands of
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Sao Tomé and Principe), and remnants of trading settlements in India (Goa),
China (Macao), and the East Indies (East Timor). In 1951, the Salazar government
declared the colonies “Overseas Provinces” and encouraged settlement from
Portugal. So, at a time when the process of decolonization was going forward in
neighboring territories, Portugal was actively seeking closer ties. This combination
of a growing European settler population, particularly in Angola, and the increasing
importance of African nationalism in general, led to growing discontent and outright
rebellion.

By the mid-1960s, Portugal found itself in the middle of full-scale war which
brought not only international criticism (although the United States supported the
anti-communist Portuguese government), but increasing financial and military
exhaustion. A military coup in April 1974 brought an end to the right-wing dictator-
ship in Portugal, ushering in a transition to democracy. An immediate side effect was
the rapid withdrawal from the colonies in Africa and East Timor (Goa was forcibly
seized by India in 1961). This left only Macao as a Portuguese overseas possession,
and it was returned to China in 1999.*

The Climax of British Decolonization

By 1957, Britain had withdrawn from India, parts of the Middle East, and the Sudan,
and was preparing to grant independence to Malaya. But large areas of the empire
remained intact, particularly in Africa, the Caribbean, and various island groups
throughout the world. British leaders remained committed to a global role and were
aloof from the growing movement to European integration. It took only a few years
for this attitude to shift substantially. This was partly due to the humiliation of the
Suez Crisis of November 1956, during which Britain found itself at odds with its
most important ally, the United States. The crisis also illustrated the rising power of
nationalism in the Arab world and beyond, and forced the British to diminish rapidly
their military commitments in Jordan and Iraq. We have also seen how Arab national-
ism would overwhelm the French in Algeria.

The advent of Harold Macmillan as British prime minister in early 1957 initiated
a decisive period in Britain’s abandonment of an imperial role. Unlike his Conservative
predecessors Winston Churchill and Anthony Eden, Macmillan was a pragmatist who
recognized that the empire was not sacrosanct and that Britain’s place between a
close American alliance and a European community had to be reconciled. He also
saw that the rising tide of nationalism was already forcing Britain to commit resources
in such far-flung places as Cyprus, Kenya, and Malaya. Certain territories in Africa,
notably the Gold Coast and the federation of Nigeria, were well on their way to
internal self-government when Macmillan took office; indeed the Gold Coast became
independent as Ghana in March 1957. As a model for the rest of Africa, it was quickly
followed by Nigeria in 1960, and Sierra Leone and Gambia soon after. East Africa
was on a parallel path of evolutionary development; although the concerns of
the white settler minority delayed Kenyan independence till 1963, that territory
along with Tanganyika and Uganda had been among the early candidates for
independence.?®

While presiding over the first and critical stages of the dissolution of the British
empire in Africa, Macmillan’s government continued to see British power in global
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terms and insisted on preserving key bases on several continents. Traditional naval
facilities in the West Indies and South Africa were declining in importance, but the
British developed significant naval and air bases in Malta, Cyprus, Aden, Kenya, and
Singapore during the 1960s, even as those territories achieved independence. Schemes
for federating colonies as a prelude to independence, most notably in Malaysia and
Nigeria, were deemed successes, whereas central Africa (1953-1963) and the West
Indies (1958-1962) proved untenable for various reasons, and the constituent parts
were rushed to independence in the early to mid-1960s, a period which was the crest
of British decolonization.

Macmillan delivered his famous “Wind of Change” speech in 1960, used several
times during a tour of Africa. His speech was seen at the time as aligning Britain with
the growing force of African nationalism, but also as a warning to Apartheid-era
South Africa that Britain would not support white minority rule. It can also now
perhaps be seen as a sign that Britain did not intend to remain in Africa much longer,
as proved to be the case. Equally significant was the Macmillan government’s decision
to apply for admission to the European Economic Community in 1962; although
the outcome was unsuccessful, the unmistakable message was that Britain saw its
future tied to Europe, not to the diminishing empire or its successor body, the
Commonwealth.”

Although the key period of British decolonization was over by 1965, numerous
residual responsibilities remained and continued to influence British policy overseas.
The decision of Southern Rhodesia to maintain white-minority rule and illegally
declare independence in 1965 was a difficult problem for the Labour government
under Harold Wilson (1964-1970), as was the failed effort to keep a base in Aden
surrounded by a federation of South Arabian emirates.*® Britain withdrew defeated
from Aden in 1967, the same year that the decision was made for financial reasons
to terminate Britain’s military role east of Suez. Over the next five years, base facilities
in Singapore, the Indian Ocean, and the Persian Gulf were wound down. Rhodesia
(as the white-minority regime called itself) was blockaded by Britain, but received
sustenance from white-ruled South Africa. Only the growing revolt of the African
majority in Rhodesia made possible the transition to the majority-ruled state of
Zimbabwe negotiated in 1980, making it the last British territory in Africa to achieve
independence.?!

Although, like France, Britain has minor overseas territories to this day, they
no longer symbolize any kind of global ambition; the British military remains the
most flexible in the world after the United States, but this is unrelated to the
legacy of empire. In 1982, that flexibility was put to the test by Argentina’s
seizure of the Falkland Islands, which were successfully recovered by an expeditionary
force that briefly revived the British public’s interest in projecting military power
into a distant (and until then obscure) part of the old empire. The last major
British territory abroad was Hong Kong, which returned to Chinese rule in
June 1997 after China agreed to keep the territory’s free market system intact for
50 years.*

According to John Darwin, the study of British and indeed other European pro-
cesses of decolonization must fuse three different approaches to the problem: the
domestic politics of “decline,” the relative shifts in European power at the interna-
tional and Cold War level, and the local circumstances in each colonial territory.
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Indeed, in their British Imperialism (1993), P.J. Cain and A.G. Hopkins argue that
the economic imperatives of the British situation determined the need to abandon
empire and that indeed the financial and currency situations cannot be separated from
a broader understanding of imperial decline.

The European empires are gone, and apart from minor remnants that are still
under British, French or Dutch sovereignty by choice, they play little role in the
broader national life of their countries. The British even have special passports for
their territories that do not allow residents to move automatically to Britain; ironi-
cally, European Union citizens do have that right.

Legacies of Empire

In a rather ironic twist, the European nations that possessed colonial empires have
since 1945 become much more diverse and cosmopolitan, often through immigration
from the old empires. The need for postwar reconstruction in Europe and the exis-
tence of a common citizenship made it relatively easy for people from the overseas
colonies to emigrate to the metropolis in search of work. This phenomenon of course
preceded 1945; Britain and France had communities of Indians and Africans dating
to the nineteenth century, but they grew rapidly from the 1940s onwards and con-
tinued after the age of decolonization ended.

The first great wave of immigration to postwar Britain came from the Caribbean,
famously beginning aboard the Empire Windrush in 1948. Soon after, large-scale
immigration began from the Indian subcontinent, which continued into the 1970s,
particularly as a result of crises in Bangladesh. Smaller numbers of immigrants came
from Africa (not least Uganda), Cyprus, and Malaysia, among others. Despite immi-
gration controls imposed in the 1960s because of the concerns of many conservative
Britons, British cities in particular became the home of large communities of immi-
grants from the Commonwealth, which swelled because of family unification. In
certain areas, these “minority” communities became the majority.** In the 1991
census, there were 1.5 million people of South Asian origin in Britain, about 2.7%
of the total.*® The evolution of Britain into a multiracial society has had a profound
effect on what it means to be “British,” but also particularly English or Scottish.
Racial discrimination on many levels grew in proportion to the size of immigrant
communities, but as the multicultural nature of modern Britain become more the
norm for new generations, inter-community marriage has grown and the level of
public tolerance has grown with it.*

Official Britain still has ties on many levels with the former empire, through the
Commonwealth (based in London) and through ordinary trade and diplomatic chan-
nels. The former British colonies in the West Indies, for example, have enjoyed pret-
erential access to the European Union for their sugar products, largely because of
British support. Informal ties such as the use of the English language and contacts
made through students in Britain continue to give the country a special role in many
parts of the developing world. Direct intervention is rare, but occurred in the former
colony of Sierra Leone in 2002 to stop a bitter civil war.

As with Britain, France, the Netherlands and Belgium have communities of immi-
grants from their former colonies in the West and East Indies, Southeast Asia, and
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Africa. Many came as students or to seek jobs in a better-paying environment. France
has a particularly large population of immigrants from Morocco, Algeria, and Tunisia,
its former possessions in North Africa. The close proximity to France and Spain has
made moving to Europe very popular; once within the European Union it is very
easy to move around. The largely Muslim Arab communities in France (numbering
about 5 million people) have experienced economic and social discrimination and a
tendency towards ghettoization, but as can be found in Britain, successive generations
become more assimilated to the French mainstream. However, all the countries dis-
cussed have parties of the right that wish to discourage immigration for fear of dilut-
ing the “original” culture.’’

France has maintained a more active role than Britain in its former empire. As
well as treating the imperial remnants as part of the French state at the institutional
level (something the British never did), the French have ensured their sense of
cultural connection with the French-speaking world through La Francophonie,
a body of countries that have large populations of francophones or were at one
time part of the French empire. It has come to have a role similar to the Common-
wealth for Britain. France has also intervened frequently in Africa to support
friendly regimes, including the central African Republic, Chad, and Coéte d’Ivoire.
France also used its territories in the Pacific to test nuclear weapons during the
Cold War.

With the passage of time, the absorption of large immigrant populations from the
former empires has contributed to economic and social growth because they initially
provided a cheap labor source and eventually began moving into the ordinary working
and middle classes. Political power came through organizations devoted to the inter-
ests of each group and eventually through certain individuals achieving elected
office at the local and national level. In all cases, the threat these groups posed to
“traditional” ethnic, religious, and linguistic assumptions has forced the former
colonial powers to adapt to the numerous new populations within them and to
transform their sense of themselves. Although education continues to be in the
national language of each country, the presence of sizeable minorities of people with
languages and religions different from the mainstream has created issues about
whether assimilation should or should not occur, and what degree of tolerance should
be expected from the state. Finally, the existence of open borders and labor markets
within the European Union has permitted these immigrant communities to
expand far beyond their original place of settlement; therefore countries like Ireland,
Denmark, and Germany have also experienced the phenomenon of new immigrant
communities.

More recently, the growth of substantial Muslim communities in many western
European countries has exacerbated social tensions. Particularly since the 9/11
bombings in the United States, the July 7, 2005 bombings in London, and attacks
in Madrid and elsewhere, there has been growing concern that these communities
are not sufficiently integrated into metropolitan society and are indeed possible breed-
ing grounds for extreme Islamist behavior. This has led to open hostility in both
directions, particularly in France which saw outbreaks of violence in suburban Paris
in 2006. In Britain the perpetrators of the London bombings and subsequent plots
to cause damage have been linked not to foreign terrorists but to young men born
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in Britain within long-standing Muslim communities. This has raised substantial
questions about what can be done to confront the problem and whether assimilation
is desirable or not. Similar debates are heard in France, Germany, and Spain, to name
but three examples.*®

The End of the Soviet Union

As suggested at the beginning of this chapter, the Soviet Union was an empire but
of a different type than those of western Europe. As a revolutionary state, the Soviet
Union restored the old Russian empire in the 1920s in a different guise; the territories
were made Soviet socialist republics within a Soviet Union, and thus were technically
equal to each other and to the bulk of the country, Russia. In practice, the Communist
Party of the Soviet Union (CPSU) held a monopoly on power in all areas, and party
members of Russian origin tended to dominate. Tightly controlled from Moscow,
the Soviet Union allowed minimal autonomy in the republics and was in practice an
authoritarian regime that showed little tolerance for regional or local customs. Local
party leaders had to become effectively “Russified” to rise up the chain of command,
and centralized economic planning for the benefit of Russia had a profound impact
on the economies of the Soviet republics. Local religious and political institutions,
particularly in Islamic central Asia, were repressed, and immigration from Russia
ensured sizeable populations that would (it was hoped) maintain Russian political
dominance.*

The policy of glasnost instituted by Soviet president Mikhail Gorbachev in the late
1980s, and his unwillingness to intervene in satellite states in eastern Europe,
unleashed long-repressed feelings of nationalism throughout the Eastern bloc.
Beginning in Poland in 1989 and quickly spreading, the growing political whirlwind
swept away discredited communist governments, and spread into the Soviet Union
itself. The formerly independent Baltic states (Estonia, Latvia, Lithuania) were the
first to challenge Soviet power directly by declaring independence early in 1990.
Georgia, briefly independent in 1918-1920, also fell into internal turmoil. The rise
of Boris Yeltsin as president of the Russian republic in 1991 symbolized a growing
Russian identity separate from the larger Soviet state, whose underlying rationale was
not nationalism but communist ideology. As that rationale crumbled, the more
potent forces of nationalism took over, and in central Asia, Islam reasserted itself as
a rallying force. By December, efforts by Gorbachev to assemble a new “union of
sovereign states” collapsed when the important republics of Ukraine, Belarus, and
Russia itself seceded. Gorbachev’s resignation on December 25, 1991 brought an
end to the Soviet Union, and its constituent republics were now recognized as inde-
pendent states.*

The rapidity of the Soviet collapse meant that the leadership of the new republics
was often the same people, but without the Communist Party label. In theory,
all were trying to transform into representative democracies with free market econo-
mies, but this has proved very difficult after decades, if not centuries, of authoritarian
rule and centrally planned economies. Russia, the largest and most powerful remnant
of the Soviet state, is still a “federation” of 21 republics and numerous small
ethnically based units. In that sense, the empire of the Tsars still exists in a reduced
way.*!
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Conclusion

The period of decolonization since 1945 has had dramatic impacts on world as well
as European history. The study of the period has gone from predominantly an analysis
of the political process leading to the end of empire and after, to a far more nuanced
understanding of the many levels on which decolonization operated. In this chapter
we have examined primarily the process by which each state found ways to withdraw
from empire on its own terms, but the recent trend to return to imperial history has
taken many new and different directions. The continued immigration from former
colonies has opened up many new avenues for analysis, just as the integration of much
of Europe into the European Union has called into question national identities. What
role will these growing communities play in their respective states and indeed in
Europe as a whole? What will the impact be of religious groups who embrace their
faith far more than largely secular Europe? And of course what role should Europe
play in the “developing” world, so much of which used to be part of the European
colonial experience until quite recently.

Postcolonial theory has emerged from the work of Edward Said and also from
cultural studies, including the work of such significant intellectual figures as Foucault,
Barthes, and Derrida. While understanding the end of empire used to be confined
primarily to the fields of political and economic history, it has now broadened dra-
matically to include literature, gender studies, queer theory, environmentalism, and
beyond. While it is sometimes difficult to synthesize different disciplines and forms
of analysis into a coherent whole, it does nevertheless point to an ongoing re-evalu-
ation of the process of decolonization and its transformative effects on both the
metropolis and its people and those territories that experienced colonialism. There is
little doubt then that the extensive historiography on the end of empire will only
continue to grow as interest in the era remains both relevant and intense.*

The end of empire has radically transformed the position European states hold
in world affairs and has ushered in a new era of states still grappling with the chal-
lenges of independence. Although some have privileged access to the European
Union, Europe for the most part has turned back to its own shores and concerns.
Nevertheless, the experience of decolonization has brought with it demographic and
social changes that would have been unimaginable to the leaders of 1945, who
envisioned empires lasting centuries. While within few decades, these vanished few
would question the impact the existence of a colonial past has had on much of
the continent.

Notes

1 The traditional study of empire and its end has gone through a vast transformation.
Instead of focusing exclusively on politics and government, recent scholarship on the end
of empire has embraced cultural studies and postcolonial literary theory, which has
resulted in a burst of new work on interpreting the experience of empire and its influence
on the metropolitan nations. A sampling of recent literature would include Childs and
Williams, Az Introduction to Post-colonial Theory and Mongia, Contemporary Post-coloninl
Theory: A Reader. Much of the writing on these topics has been strongly influenced by
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Edward Said’s pathbreaking work Orientalism, which while devoted primarily to percep-
tions of the Middle East is significant in its use of the “other” in European perceptions
of the wider world.

Much of the recent literature on imperialism and colonialism has explored hitherto little-
examined subjects such as culture, gender, and sexuality, and these have strongly influ-
enced postcolonial literary studies. Among the important works to consult are Chaudhuri
and Strobel, Western Women and Imperialism: Complicity and Resistance; Hyam, Empire
and Sexuality: The British Experience; Midgley, Gender and Imperialism; Prakash, After
Colonialism: Imperial Histories and Post-colonial Displacements, and Said, Culture and
Imperialism.

See Louis and Robinson, “The Imperialism of Decolonization,” 451-42.

Ansprenger, The Dissolution of the Colonial Empires, 208-209.

Ansprenger, op. cit., 253.

There are relatively few books that cover the entirety of the colonial experience of each
of the European powers, but three that attempt to be comprehensive are Holland,
European Decolonization 1918-1981: An Introductory Survey, Ansprenger, Dissolution of
the Colonial Empires; and Chamberlain, Decolonization: The Fall of the European Empires.
Two recent books are Betts, Decolonization and Duara, Decolonization: Perspectives from
Now and Then.

Quoted in Louis and Robinson, op. cit., 455.

Darwin, Britain and Decolonisation, 1-30.

Louis, “The Dissolution of the British Empire,” 329.

Louis and Robinson, op. cit., 457.

Louis, “The Dissolution of the British Empire,” 334-35.

Louis and Robinson, op. cit., 459-60.

Ansprenger, op. cit., 211-13.

See Betts, France and Decolonisation 1900-1960 and Aldrich and Connell, France’s
Overseas Frontier.

Van Goor, De Nederlandse Kolonién. Geschiedensis van de Nederlanse expansie 1600-1975;
Legge, Sukarno.

Stengers, “Precipitous Decolonization: The Case of the Belgian Congo,” 319.

Darwin, Britain and Decolonization, 69-97. There is of course a huge historiography on
the intricacies of the Palestine issue from every possible angle, but among the best studies
are Cohen, Palestine and the Great Powers 1945-48 and Louis, The British Empire in the
Middle East 1945-51, which has an extensive section on Palestine. Much of the discussion
on the issue in recent years has centered on the work of “new” Israeli historians such as
Shlaim’s Collusion across the Jordan: King Abdullah, the Zionist Movement and the Partition
of Palestine and Morris, The Birth of the Palestinian Refugee Problem, 1947-49; both are
very critical of the “triumphalist” view of the emergence of the State of Israel.

Holland, European Decolonization, 74-86.

Wolpert, Shameful Flight: The Last Years of the British Empirve in Indin, 1-11.

Darwin, Britain and Decolonization, 110-125.

Louis, The Dissolution of the British Empire, 339—43.

Important works on the Suez Crisis and its significance for Britain and its relationship to
the US and the empire include Kyle, Suez; Lucas, Divided We Stand; and Louis, Suez:
The Crisis and its Consequences.

Louis, The Dissolution of the British Empire, 336-55.

See Clayton, The Wars of French Decolonization.

See Manning, Francophone Sub-Saharan Africa 1880-1985.

See Stengers, op. cit., and also Young, Politics in the Congo.
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27 See Bender, Angola under the Portuguese and Clarence-Smith, The Third Portuguese
Empire.

28 Darwin, Britain and Decolonization, 222-26.

29  Louis, The Dissolution of the British Empire, 343-35.

30 Shula Marks, “Southern Africa,” 571.

31 See Louis, “The Dissolution of the British Empire in the Era of Vietnam.”

32 Hastings and Jenkins, The Battle for the Falkiands, Tsang, A Modern History of Hong
Konyg.

33 Darwin, “Decolonization and the End of Empire,” 552.

34  Fryer, Staying Power; Holmes, John Bull’s Island.

35 Marwick, British Society since 1945, 4th edition, 390-391.

36  Sce Alibhai-Brown, Imagining the New Britain.

37 Lucassen, The Immigrant Threat.

38 See Bawer, While Europe Slept, Vidino and Emerson, Al Qaeda in Europe.

39 See von Laue, Why Lenin? Why Stalin?

40 See White, After Gorbachev and Remnick, Lenin’s Tomb.

41 Sece Dannreuther, Creating New States in Central Asin.

42  Winks, “Future of Imperial History,” 658-69.
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Further Reading

The literature on the end of empire is vast and growing; after several decades of comparative
neglect, the subject has returned to the forefront of academic research. While this can only be
a brief survey, several works stand out. Without question, the most up to date and compre-
hensive survey of the British empire is the Oxford History of the British Empire (5 vols., Oxford,
Oxford University Press, 1999), edited by W.R. Louis. This covers the entire historical span
of the empire, but volumes 4 and 5 (The Twentieth Century and Historiography) contain sig-
nificant discussion of the post-1945 period. These have been followed by several supplementary
volumes focusing on particular cases. Other important recent books on the end of the British
empire include John Darwin, Britain and Decolonization: The Retreat from Empire to the Post-
war World (London: Macmillan, 1988) and P.J. Cain and A.G. Hopkins, British Imperialism.:
Crisis and Deconstruction 1914-1990 (London: Longman, 1993). An excellent ongoing series
is the British Documents on the End of Empire Project (BDEEP), which has thus far produced
four volumes each on the Labour government of 1945-1951 and the Conservative government
of 1957-1963.

More general works published in English that consider the whole phenomenon of the
European withdrawal are less numerous, but among the most useful are Robert Holland,
European Decolonization 1918-81: An Introductory Survey (London: Macmillan, 1985) and
Franz Ansprenger, The Dissolution of the Colonial Empires (London: Routledge, 1989). A short
introduction to the topic is M.E. Chamberlain, Decolonization: The Fall of the European
Empires (Oxford: Blackwell, 1985).

There are surprisingly few books about the French empire published in English, but two
older works of importance are D. Bruce Marshall, The French Colonial Myth and Constitution-
Making in the Fourth Republic (New Haven, CT: Yale University Press, 1973) and Paul C.
Sorum, Intellectuals and Decolonization in France (Chapel Hill, NC: UNC Press, 1977). For
Marxist approach to the last Portuguese empire see Gervase Clarence-Smith, The Third
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Portuguese Empive 1825-1975: A Study in Economic Imperialism (Manchester: Manchester
University Press, 1985).

Finally, there is a growing scholarship assessing the end of the Soviet Union and the birth
of new nations, including G.I. Mirsky, On Ruins of Empire: Ethnicity and Nationalism in the
Former Soviet Union (Westport, CT: Greenwood Press, 1997) and R.G. Suny, The Soviet
Experiment: Russia, the USSR and the Successor States (1997).



CHAPTER SEVEN

European Integration: From the
Common Market to the
Single Market

DESMOND DINAN

Western European countries launched a process of highly institutionalized economic
integration in the aftermath of World War II. This began with the European
Coal and Steel Community (1952), in which the six founding member states (France,
West Germany, Italy, Belgium, the Netherlands and Luxembourg) agreed to share
responsibility for regulatory policy-making in their crucial coal and steel sectors.
Although seemingly narrow and highly technical, the new Community was of immense
political importance. It epitomized both Franco-German rapprochement and the
member states’ willingness to pool cherished national sovereignty in order to resolve
otherwise intractable problems. The legacy of close cooperation and shared sover-
eignty animated the inauguration in 1958 of the European Economic Community
(EEC), the next major building block of today’s European Union (EU). With
its core objective of a common market in which goods, services, capital, and
people would move freely across national borders, the EEC was a hugely ambitious
undertaking.

The course of European economic integration was anything but smooth over the
following two decades. Only in the late 1980s, with the launch of a new legislative
program, did national governments make a concerted effort to go beyond the
customs union (established in 1968) and achieve the original goal of a common
market, now called the single market. In the meantime, the EEC had constructed a
common agricultural policy and enlarged to 12 member states (Denmark, Ireland
and the UK joined in 1973; Greece in 1981; Portugal and Spain in 1986). In the
Single European Act of 1987, member states agreed to complete the single market
by 1992, to take other policy initiatives, and to alter the EEC’s institutional arrange-
ments with a view to improving efficiency and legitimacy.

The prevailing view among historians of European integration is that economic
interests principally motivated member states to share sovereignty and establish supra-
national institutions. Only when separate national policies and traditional interna-
tional cooperation proved inadequate did national governments opt for deeper
integration. Strategic objectives, notably embedding West Germany into western
Europe under the umbrella of the Atlantic alliance, were important considerations,
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but economic interests predominated. Dreams of European unity or visions of a
federal Europe had little tangible effect.

This chapter provides an overview of the course of European integration from
the launch of the EEC in the late 1950s to the single market program 30 years
later. First, it discusses the commitment to a customs union despite a British proposal
to subsume the EEC into a wider free trade area. It then explores the causes
and consequences of French president Charles de Gaulle’s political challenges to
the EEC, manifested in a veto of Britain’s membership application and boycott
of the Council of Ministers, the EEC’s main decision-making institution. The
next section covers the revival of European integration following de Gaulle’s
departure, encapsulated in the “Spirit of The Hague.” The chapter then assesses the
political and economic setbacks of the 1970s, ranging from the impact of British
accession, to stagflation, to the pernicious effect of non-tariff barriers to trade. The
final section describes the fortuitous combination of political, economic, and personal
circumstances that led to the launch of the single market program, a development
that coincided with, and perhaps contributed to, the reform movement in
central and eastern Europe.

Customs Union or Free Trade Area?

Britain, which preferred not to join a supranational organization and feared the
impact on its exports of a continental customs union, tried to thwart the establish-
ment of the EEC by proposing instead a European free trade area. The idea appealed
to many influential Europeans who were ambivalent about or opposed to the
EEC. For instance, Ludwig Erhard, Germany’s economics minister, feared that the
EEC would be too protectionist. An economic liberal, Erhard favored global
trade liberalization under the auspices of the General Agreement on Tarifts and
Trade. Some French politicians, uninterested in liberalization, feared being
trapped in a “little Europe” of six member states with an economically powerful
Germany.

When the Six ended their negotiations and concluded the Rome Treaties on
March 25, 1957, the founding document of the EEC, Britain took a new tack and
proposed that the EEC, as an entity, join with other European countries in a
free trade area. Britain wanted above all to prevent the Six from taking the first
step towards implementing the customs union, in January 1959. Having vested
so much in the EEC, and having included provisions in the Rome Treaty for
agricultural policy and assistance for overseas colonies, French business and
political leaders rejected Britain’s overtures. Erhard was still interested in them, but
German chancellor Konrad Adenauer remained committed less to the Rome
Treaty itself than to the treaty’s significance as a manifestation of Franco-German
rapprochement.

The survival of the fledgling EEC would depend on French president Charles de
Gaulle, who came to power in early 1958 following the collapse of the Fourth
Republic. De Gaulle was notorious for his opposition to supranationalism and defense
of national sovereignty, positions that resonated in Britain. The British could be for-
given for assuming that de Gaulle (to paraphrase Churchill) would strangle the
Community baby at birth and dissolve the EEC into a broader free trade area. Indeed
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de Gaulle disliked the EEC’s political pretensions, but he appreciated its economic
potential. In particular, the EEC could help to modernize French industry, one of
de Gaulle’s overriding goals. Moreover, the common agricultural policy (CAP),
promised in the Rome Treaty but not yet negotiated, could help defray the increasing
costs of French farm subsidies.

To Britain’s dismay, de Gaulle embraced the EEC. He signalled this unequivocally
by announcing in October 1958 that France would honor the timetable for imple-
menting the customs union and in November 1958 that the EEC would not partici-
pate in negotiations for a wider free trade area. This enraged British prime minister
Harold Macmillan, who threatened to retaliate politically within the North Atlantic
Treaty Organization (NATO), which would hardly have upset de Gaulle. The United
States eventually intervened to calm Macmillan down. Britain then proposed a rival
free trade area for non-EEC member states, which resulted in the European Free
Trade Association (EFTA) in 1960. Seeing the EEC as a fait accompli, and preferring
to be inside its tariff walls, Britain soon abandoned EFTA and, in a remarkable about-
face, applied to join the EEC in 1961.!

The Gaullist Challenge

De Gaulle may have appreciated the EEC economically, but he distrusted it politi-
cally. De Gaulle espoused close intergovernmental cooperation among European
states. He despised the Cold War and the global supremacy of the United States and
the Soviet Union. In order to transcend the Cold War, he wanted to build bridges
to the countries of central and eastern Europe, while transforming NATO into an
equal partnership between western Europe and the United States. In the early 1960s,
he thought that the EEC might form an organizational basis for a “European
Europe,” independent of American political control. He launched the Fouchet Plan
to graft an intergovernmental political superstructure onto the EEC, but was thwarted
by the Atlanticist, and pro-British, Belgians and Dutch. Instead, in January 1963, de
Gaulle signed the Elysée Treaty with Adenauer. Far from spearheading an intergov-
ernmental association of European states, the treaty later became one of the institu-
tional planks of deeper supranational integration.’

De Gaulle’s misgivings about the EEC’s political orientation were generally in
accord with those of the British government. Where de Gaulle and the British
diverged, of course, was in their attitude towards the United States. Whereas de
Gaulle distrusted the United States, the British embraced Washington in a supposed
special relationship. The extent of the Anglo-American relationship became clear in
December 1962 when Macmillan and US president John Kennedy reached an agree-
ment in Nassau to supply US missiles for Britain’s putatively independent nuclear
force. De Gaulle, then striving for a truly independent French nuclear force, saw this
as damning evidence of British subservience to the United States. As Britain was then
negotiating EEC membership, and de Gaulle hoped to use the EEC as the basis for
a “European Europe,” the Nassau agreement convinced de Gaulle that he should
not let Britain into the EEC.

De Gaulle may have already made up his mind, for economic reasons, to keep
the British out. Having committed himself in 1958 to implementing the customs
union for industrial goods, he turned his attention to implementing the common
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agricultural policy, which, because of the size and structure of the French farming
sector, he considered a vital national interest. Putting the CAP in place involved a
series of intensive negotiations among the member states throughout the early 1960s.
Although by now an applicant for EEC membership, Britain, with a small and open
agricultural sector, strongly opposed the CAP. If admitted to the EEC at this stage,
de Gaulle knew, the British would ally with economic liberals in Germany and other
member states to prevent the CAP from ever being implemented. It was a risk that
de Gaulle, sensitive to the welfare of French farmers, would not take. He therefore
vetoed Britain’s application in January 1963, and again in November 1967 after
Britain applied a second time.?

De Gaulle’s first veto provoked a minor crisis in the EEC. Yet the other member
states were more irritated by the manner than the consequences of de Gaulle’s action.
Even fervently pro-British member states suspected that British membership might
be premature in the early 1960s. A combination of political and economic motives
led de Gaulle to provoke a far greater crisis in 1965. Deeply resentful of Commission
president Walter Hallstein’s Euro-federalist ambitions, and eager to prevent a treaty-
mandated change to qualified majority voting on agricultural and commercial policy
issues, de Gaulle withdrew French representation from the Council of Ministers in
July 1965. By trying to bring forward from 1970 (the deadline stipulated in the
treaty) to mid-1965 a mechanism whereby the CAP would be funded directly from
the EEC’s own budget, instead of by national contributions, and linking it to an
increase in the political authority of the supranational Commission and European
Parliament, Hallstein gave de Gaulle an excellent pretext to act. Having pulled France
out of the Council to protest Hallstein’s proposals and the failure of the member
states to reach an interim agreement on CAP funding, de Gaulle announced that
France would not resume its full participation in the EEC unless the others agreed
not to introduce qualified majority voting for decisions concerning the CAP and
commercial policy, key areas in which de Gaulle feared that France would be outvoted
by its more liberal partners.

If de Gaulle’s high-handedness over Britain’s application annoyed the other
member states, his antics in the empty chair crisis pushed them over the edge. By
that time Erhard, not the Francophile Adenauer, was chancellor of Germany. Under
his informal leadership, the other member states stood their ground and refused to
renegotiate the treaty. The impasse ended after de Gaulle received a salutary message
from the French electorate. Although he won the presidential election of December
1965, de Gaulle did not receive the overwhelming majority that he thought his due.
His opponent, none other than future president Frangois Mitterrand, played the EEC
card and garnered a lot of support. French farmers, in whose interests de Gaulle
supposedly acted, signalled their concern that his obstructionism might kill the EEC
— the goose that laid their golden egg (the CAP).

Under the terms of the so-called Luxembourg Compromise of January 1966, the
Council would indeed make decisions by qualified majority vote, but a country could
prevent the presidency from calling for a vote by claiming that a “very important
national interest” was at stake. As national interests are notoriously difficult to define,
and “very important” is an imprecise criterion, in effect the Luxembourg Compromise
gave recalcitrant member states a means of perpetuating the veto in Council deci-
sion-making, a practice that became prevalent in the recessionary 1970s. In the
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meantime, he got his revenge by blocking Hallstein’s reappointment. He also bullied
the Commission into a decade of relative inaction.*

Thus the Luxembourg Compromise was a pyrrhic victory for the other member
states, whose leaders took quiet satisfaction in de Gaulle’s domestic difficulties, when
strikers almost overthrew the regime in May 1968. Although he survived the immedi-
ate crisis, de Gaulle resigned in April 1969, having turned a referendum on minor
institutional reforms into a vote of confidence in his presidency. De Gaulle’s departure
seemed to remove a major obstacle on the road to European integration. With the
customs union completed in 1968, 18 months ahead of schedule, the CAP almost
entirely in place, the common commercial policy coming on-stream, the Court of
Justice establishing an impressive body of Community law, and the Commission
seemingly rebounding under new leadership, it looked as if the EEC was in the
ascendant.’

The Spirit of The Hague

Georges Pompidou, de Gaulle’s successor, called for a summit meeting of EEC
leaders to revive European integration. Pompidou was a Gaullist, but not a dogmatic
one. Like de Gaulle, he appreciated the EEC’s economic importance for France while
opposing supranationalism. On the key question of British accession, however, he
differed from de Gaulle. Once the CAP was firmly in place, which it would be when
the EEC had its “own resources” (monies that accrued to the EEC’s coffers rather
than to national exchequers), Pompidou had no objection to Britain entering the
EEC. On the contrary, with Germany powerful economically and assertive politically,
Pompidou wanted Britain inside the Community as a counterbalance to Germany.
Geopolitical considerations became uppermost for Pompidou as the new German
government, under Willy Brandt, pursued Ostpolitik (a policy of rapprochement with
the communist countries to the east).

The summit took place in The Hague in December 1969 (the Netherlands was
then in the Council presidency). One of the most evocative events ever in the history
of the EEC, it gave rise to the “spirit of The Hague,” a sense that European integra-
tion was bouncing back. The summit communiqué committed the EEC to three
related goals: completion, deepening, and enlargement. Completion meant wrapping
up the unfinished business of the Rome Treaty, namely negotiating a budgetary
agreement whereby the EEC could receive its own resources (from industrial tarifts
and agricultural import duties), from which it would fund the CAP. Given that
Hallstein’s proposal to expedite the introduction of own resources had triggered the
empty chair crisis, this was a sensitive subject.

Deepening meant moving the EEC in new directions, specifically towards eco-
nomic and monetary union (EMU) and foreign policy cooperation. Pompidou’s and
Brandt’s interest in these issues was pragmatic, not ideological. Neither wanted
deeper integration for the sake of “building Europe.” Both were interested in practi-
cal solutions to real problems, although Brandt, unlike Pompidou, was amenable to
sharing national sovereignty in order to enhance monetary policy and foreign policy
cooperation. The pressing reason for EMU was the international financial turmoil of
the late 1960s, which culminated in 1971 in the formal collapse of the Bretton Woods
system. One of the main reasons for foreign policy cooperation was French suspicion
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of Ostpolitik. By devising a procedure to share information and limit unilateralism
in the foreign policy realm, Pompidou hoped to be able to keep Ostpolitik in
check.®

The meaning of enlargement was self-evident. Britain’s exclusion from the EEC
had become synonymous with de Gaulle. Now that de Gaulle was gone, British
accession seemed inevitable. But the situation was not that simple. For one thing,
Pompidou insisted that member states conclude a budgetary agreement (“comple-
tion”) before allowing Britain to join. Only then would the CAP be impervious to
British efforts to change it. For another thing, British accession negotiations were
bound to be arduous. Apart from the CAP, which was not negotiable, Britain
demanded special access to the EEC market for Commonwealth producers, who
already enjoyed preferential treatment in Britain. For sentimental and political reasons,
Britain wanted to protect New Zealand farmers (Britons with family members in New
Zealand were an influential lobby). Finally, because Britain, with its different agricul-
tural system, would benefit relatively little from the CAP, the government wanted to
contribute relatively less to the EEC budget, or else receive financial transfers from
Brussels in other policy areas.

The heady mix of policies and preferences ensured that “completion, deepening,
enlargement” would not be easy or straightforward. Moreover, the favorable atmo-
spherics at the summit obscured deep personal and political differences between
Brandt and Pompidou, the EEC’s most prominent leaders. Pompidou, a bourgeois
conservative, disliked Brandt and distrusted Germany, especially because of Ostpolitik.
Brandt, a working-class socialist, appreciated the political importance of placating
France but felt no particular affinity for Pompidou. Like all spectral beings, the
spirit of The Hague, which hovered over the EEC in the early 1970s, proved
ephemeral.

Member states reached a budget agreement without much difficulty in April 1970.
It provided for the transfer to Brussels of tarifts and other monies collected at points
of entry into the EEC. On the expenditure side, the CAP would be the largest item
covered by the autonomous EEC budget. As part of the arrangement, the European
Parliament received considerable budgetary authority to compensate for the transfer
of some budgetary powers from the national to the European level. It is difficult to
imagine that de Gaulle would have accepted such a proviso.

Completion cleared the way for enlargement, or at least for the start of British
accession negotiations. As expected, these proved difficult. The sticking points were
Britain’s contribution to the Budget, New Zealand butter (lamb, the other big New
Zealand export, was not yet covered by the CAP), and Commonwealth preferences.
Quickly grasping that the member states were not about to allow cheap Commonwealth
products, largely agricultural, to flood the EEC, Britain soon abandoned that demand,
much to the ire of Commonwealth countries and their supporters in Britain. New
Zealand was an exception, so much so that the Six made an obvious link. In return
for allowing New Zealand butter into the EEC, Britain would have to agree to con-
tribute more to the budget that it initially offered. This was acceptable to Britain.
Nevertheless the extent of Britain’s budgetary contribution caused a festering sore in
Britain’s relationship with the EEC, which British prime minister Margaret Thatcher
resolved to cure in the early 1980s. Yet it was a problem for which the British
had themselves, or their New Zealand kinsmen, to blame. The British parliament
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ratified the accession agreement in 1972 (Britain did not hold a referendum on
whether to join).”

Three other countries — Denmark, Ireland, and Norway — applied to join along
with Britain, and held referenda on the question in 1972. All were tied economically
to Britain’s coattails. Of the three, Ireland had the most intense economic and the
most fraught political relationship with Britain. If Britain joined the EEC, Ireland
could not afford to stay out. Yet EEC membership gave Ireland great economic and
political opportunities. Having recently abandoned autarky in favor of openness,
Ireland would avail of preferential access to a large European market, not to mention
the bounty of the CAP. Having been dominated by Britain for hundreds of years,
Ireland might also become more self-assured and, paradoxically, more sovereign in
the EEC. Little wonder that the Irish electorate voted overwhelmingly for
membership.

Denmark and Norway were less enamored of the EEC. Like Britain, both feared
a diminution of sovereignty as a result of membership and looked at accession
largely as an economic issue. With Britain and Germany, its two main markets, in the
EEC, Denmark could hardly stay out. Nevertheless a sizeable minority of Danes
chose that option in the referendum. In Norway, a small majority, fearful of
the political and economic costs, prevailed against membership. The issue
proved extremely divisive, and became the dividing line in Norwegian politics for
a generation to come.

By the end of 1972, completion and enlargement were clearly on track, but what
about deepening? Superficially, at least, the third leg of the EEC’s post-de Gaulle
revival was well on track. In October 1970 Pierre Werner, the prime minister of
Luxembourg, produced a report on EMU which the other national leaders subse-
quently endorsed. The plan called for a phased approach, culminating in the launch
of a single monetary policy (and possibly a single currency) in 1980. Yet the plan
was shallow and disguised bitter differences among member states. Some, like Belgium
and France, wanted monetary union to precede economic convergence; others, like
Germany and the Netherlands, wanted economic convergence to prepare the way for
monetary union. It was no coincidence that Belgium and France were weak-currency
countries, and Germany and the Netherlands strong-currency countries. Germany
and the Netherlands, whose strong currencies rested on sound macro-economic poli-
cies, wanted a single European currency, whether virtual or real, to rest on sound
EEC-wide macro-economic policies. In their view, Belgium and France wanted to
gain from EMU without suftering the pain of fiscal rectitude.

There was another fundamental difference between France and the others on the
question of EMU. Pompidou, an intergovernmentalist, did not want to share any
more sovereignty. The others, although not necessarily committed to supranational-
ism, agreed that EMU could not work without pooling sovereignty in a European
central bank. For the sake of political expediency, the Werner Report fudged the
issue. Like a Holy Scripture, it was all things to all men. It is doubtful that the Werner
Plan could have been implemented even had economic circumstances in the 1970s
been propitious. As it happened, the oil crisis and ensuing recession blew the Werner
Plan way off course.®

Member states disputed neither the desirability nor the feasibility of foreign policy
cooperation, the other area in which they hoped to deepen European integration.
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All agreed that such cooperation should be strictly intergovernmental and limited to
an exchange of information and ideas. Foreign ministers easily endorsed a plan drawn
up by Etienne Davignon, a Belgian diplomat, to hold regular meetings on “European
Political Cooperation,” in order to exchange information about international issues.
Germany gladly used European Political Cooperation as a way to defuse French and
others’ concerns about Ostpolitik.

In December 1972, on the eve of enlargement, national leaders held a summit in
Paris both to celebrate the spirit of The Hague and to discuss the future of the
enlarged EEC. The summit communiqué included a commitment, much derided in
retrospect, “to transform, before the end of the present decade . . . the whole complex
of the relations of [the] member states into a European Union.” This should not
be taken at face value. Pompidou, an arch-intergovermentalist, was not endorsing a
supranational European Union of the kind that came into being in 1993. For him,
and for many in the postwar decades, “European Union” did not have a precise
meaning. Instead, it conveyed the ideal of peaceful, cooperative relations among the
countries of western Europe (central and eastern Europe being cutoff by the Cold
War). Thus the call for European Union in December 1972, with a target date of
1980, did not imply a master plan for a far-reaching federation. On the contrary, it
was a declaration of faith in Europe’s future, inspired by the terminally ill French
president, who was concerned about his place in history.

Setbacks

Britain and Denmark took a long time to settle into the EEC (some would say
that they have not yet settled into the EU). For Britain in particular, the first
decade of EEC membership was a trial for it and for the original member states.
Britain entered the EEC under the leadership of Edward Heath, the country’s
most pro-European prime minister until Tony Blair formed a government in
1997. No sooner was Britain in, however, than Labour Party leader Harold Wilson
won the general election and formed a new government. Wilson was acutely
aware that few Britons were enthusiastic about the EEC and that membership
deeply divided his party. Having campaigned in the general election on a mildly
anti-EEC platform, Wilson demanded a renegotiation of Britain’s membership
terms once he became prime minister, and promised to put the results to a
referendum.

Britain’s EEC partners were appalled. German chancellor Helmut Schmidyt,
a fellow social democrat, urged restraint. Schmidt explained to Valéry Giscard
d’Estaing, the new president of France, that Wilson faced domestic political difficul-
ties and that it was best, for the sake of Britain’s continued membership, to resolve
the situation to everyone’s satisfaction. A patrician conservative, Giscard disliked
Wilson personally and politically, but agreed to play along. The renegotiation of
Britain’s membership terms, which focused on financial issues, dominated the EEC
in late 1974 and early 1975, ending at a summit in Dublin in March. Under the
terms of the settlement, EEC leaders agreed to double the size of the European
Regional Development Fund, most of which would go to Britain in lieu of large-scale
agricultural subsidies, and accepted the principle of a “correcting mechanism”
to provide a budget rebate.
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Both measures were intended in large measure to help Wilson win the ensuing
referendum and thereby keep Britain in the EEC. An extraordinary political event,
this was the first nationwide referendum in Britain, a country that cherished the
sanctity of parliamentary sovereignty (the idea that elected parliamentarians were
solely responsible for legislative and other major decision-making). Thatcher, the new
leader of the Conservative Party, strongly opposed the idea of holding a referendum.
Once parliament approved the referendum, however, she campaigned wholeheartedly
for Britain to stay in the EEC. That seems surprising in view of her later hostility to
the EU. But in the mid-1970s, for Thatcher as for most Britons, the EEC meant
simply a common market (indeed, Britons referred colloquially to the EEC as “the
Common Market”). Despite their concerns about national sovereignty, Thatcher and
most other Conservatives supported the EEC for economic reasons. With strong
Conservative and split Labour support, the outcome of the referendum was hardly
in doubt. Sixty-seven percent voted in favor of staying in the EEC (the turnout was
64%)."°

That should have ended the matter. No sooner was Thatcher elected prime min-
ister in 1979, however, than she returned to the fray. This time she asked not to
renegotiate Britain’s membership terms, but to put the principle of the “correcting
mechanism” into practice by winning for Britain a huge, annual budget rebate. On
a purely financial basis, Britain paid too much into the EEC and got too little in
return. Thatcher had a reasonable case to make. But the way that she made it exas-
perated her EEC colleagues and dragged the issue out for five years, when it domi-
nated countless ministerial meetings.

Demanding Britain’s money back, Thatcher hectored and lectured her fellow
national leaders. Mutual antipathy between Thatcher and Giscard (both conserva-
tives, but one radical and the other moderate) exacerbated the problem. Only when
Mitterrand became president of France was it possible to find a way out of the
impasse. Mitterrand, who found Thatcher fascinating in a freakish way, and who
wanted to end the British budgetary question in order to reinvigorate European
integration, was instrumental in finding a mutually acceptable solution during his
country’s EEC presidency in early 1984. Under the terms of the settlement, Britain
won a generous annual rebate and national leaders agreed to review the budget as
a whole.

The British renegotiations of 1974-1975 and resolution of the British budgetary
question ten years later bracketed a difficult and disappointing period in the history
of European integration. Britain’s experience in the EEC, not to mention the EEC’s
experience of British membership, was made much worse by the harsh economic
climate that coincided with enlargement. The combined effects of international
financial turmoil and the oil crisis of late 1973 and 1974 caused massive disruption.
The golden age of high and persistent postwar growth came to an abrupt end.
Rising unemployment, spiraling inflation, and plummeting growth swept western
Europe, although some countries fared better than others. Here was a true test for
the EEC. Would economic integration wither in the face of stagflation or would
the Community provide its member states with the will and the means to pull
through together?

Both at the time and in retrospect, the EEC seemed to be gripped by Eurosclerosis:
a bloated bureaucracy, a CAP out of financial control, and a Council incapable of
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making decisions. As they saw it, Giscard and Schmidt came to the rescue by inau-
gurating the European Council — regular meetings of national leaders to direct the
beleaguered Community. Not only that, but by launching the European Monetary
System in 1979, a far-sighted initiative for exchange rate stability, they pointed the
otherwise moribund EEC towards completion of the single market program and the
Holy Grail of monetary union.

The truth is less dramatic than that. European integration certainly stalled in the
late 1970s, but the situation was not entirely bleak. The biggest problem, hardly
perceptible to most Europeans, was the proliferation of non-tarift barriers to trade.
Since implementation of the customs union in 1968, there were no more tariff bar-
riers among member states. But non-tarift barriers, ranging from different national
product standards to different testing requirements, were pervasive. Goods could not
travel freely throughout the EEC as long as those barriers existed. The Rome Treaty
included provision for the harmonization of national laws, through qualified majority
voting in the Council, in order to complete the internal market. As the recession
intensified, governments became less and less willing to make concessions in the
Council. Far from being to everyone’s benefit, harmonization looked increasingly
like a zero-sum game. Moreover, the Luxembourg Compromise gave national gov-
ernments an excuse to block decision-making in the Council by claiming that a very
important national interest was at stake (the interest often being pressure from
domestic lobbies). As a result, proposals for harmonization languished in Council
working groups, sometimes for years on end."!

Implementation of the single market, originally envisioned as a gradual but relent-
less process, quickly ground to a halt. Enlargement made matters worse because
Britain and Denmark, jealous of their national sovereignty, championed the national
veto. Little wonder that “political attitudes to harmonization in Denmark and the
United Kingdom . . . [varied] from the politically skeptical to the stridently hostile.”'?
Far from eradicating non-tarift’ barriers, member states introduced new ones in
response to straitened economic circumstances.

In other respects the EEC fared surprisingly well. Greece, Portugal, and Spain
emerged from dictatorial regimes in the mid-1970s and promptly applied for mem-
bership. At a time of rampant Eurosclerosis, it was comforting for the Community
to be courted by three potential new members. For emotional rather than practical
reasons, the EEC put Greece on a fast track for membership (prime minister
Constantine Karamanlis’s evocation of ancient Athenian democracy swayed his
European counterparts). Following relatively short negotiations, Greece entered the
EEC in January 1981. Portugal and Spain, which presented more formidable eco-
nomic challenges, went through a longer and more arduous accession process, joining
only in January 1986.

Regardless of prevailing economic circumstances, the road to Mediterranean
enlargement cast the EEC as a beacon of stability for newly democratic countries. A
major international initiative in the 1970s also reflected well on the EEC. That was
the negotiation of the Lomé Convention, a generous trade and aid agreement
between the EEC and 46 developing countries scattered throughout Africa, the
Caribbean, and Pacific (ACP), all former colonies of EC member states. Instead
of renegotiating an existing relationship (the Yaoundé Convention) with the ACP
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countries, the EEC sought a new departure in keeping with global concerns about
the growing North-South divide. Although later criticized for being post-colonial
and exploitative, and viewed by the United States at the time as a threat to American
trade interests, the first Lomé Convention won plaudits in development circles and
boosted the EEC’s profile and morale.

Institutionally, the launch of the European Council gave national leaders an oppor-
tunity to meet frequently to resolve contentious problems and keep the Community
afloat during a generally turbulent time. By its nature — a gathering of national leaders
in an informal decision-making capacity — the European Council was an intergovern-
mental body. That alarmed supporters of supranationalism, including small member
states that feared big-member state dominance. Given Giscard’s disinterest in the
small member states and disdain for the Commission, their putative champion, such
fears were understandable. To counterbalance the European Council, supranational-
ists advocated the introduction of direct elections to the European Parliament,
something envisioned in the Rome Treaty but not within a particular time frame. A
directly elected parliament, they presumed, would be a politically more powerful one.
Giscard, an intergovernmentalist, was happy to improve the appearance of democracy
at the European level by agreeing to direct elections, without necessarily increasing
the Parliament’s powers. Eventually, after intensive negotiations about the realloca-
tion of seats in the Parliament for each member state, the first direct elections took
place in June 1979.

An otherwise seemingly dismal decade ended on the high point of both direct
elections and the launch of the European Monetary System (EMS). Following the
demise of EMU in the mid-1970s, a new monetary policy initiative only a few years
later looked foolhardy. But the proposed EMS was a relatively modest step. Far from
envisioning monetary union, the EMS sought only to promote exchange rate stability
at a time of wild fluctuations among member state currencies and between European
currencies and the US dollar. Commission President Roy Jenkins launched the idea
in 1977, but Schmidt, more irritated with US international financial management (or
mismanagement) than enamored of the EEC, hijacked the proposal in early 1978.
He ran it by Giscard, his close friend and fellow former finance minister. Thereafter
the EMS became synonymous with Giscard and Schmidt and went down in history
as a Franco-German initiative."

With some input from the Commission, French and German officials worked out
the details of the EMS, which EU leaders approved at the end of 1978. Partly out
of pique but mostly for reasons of national sovereignty, the British declined to par-
ticipate in the system’s Exchange Rate Mechanism (ERM). The ERM used a parity
grid based on the European currency unit (ECU), an artificial currency drawn from
a basket of participating currencies, weighted according to their values. Currencies
could fluctuate against each other within a band of plus or minus 2.25% of their
value. National authorities would have to approve parity changes and take fiscal and
monetary policy measures to stay within the band.

The success of the EMS, both economically and symbolically, became apparent in
the early 1980s after a number of parity changes. Big fluctuations in exchange rates
among participating currencies became a thing of the past, and the discipline of
staying in the ERM helped with the fight against inflation. Yet its highly technical
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nature, as well as the continuing British budgetary question, obscured the success of
the new monetary system. The EEC’s apparent obsession with Britain’s budget rebate
also obscured other important developments. Perhaps the most consequential of
these was a growing realization on the part of politicians, officials, and business people
throughout the EEC that non-tarift barriers to trade had to be tackled and the single
market finally implemented if Europe was ever to overcome the economic setbacks
of the 1970s. Pragmatism (the need for harmonization) and ideology (the onset of
neo-liberalism) combined to infuse new life into the EEC. The result was a dramatic
acceleration of European integration in the late 1980s.

The Acceleration of Integration

Jacques Delors, who became Commission President in January 1985, is often credited
with causing the dramatic improvement in the EEC’s fortunes. Undoubtedly Delors
envisioned a stronger, deeper EEC, with responsibility for many more policy areas
and greater supranational powers. He wanted both EMU and political union, although
he was not sure exactly what the latter meant. As a charismatic, skilled politician (but
with little experience of elective office) from a large and influential member state
(France), with close ties to the leader of the largest and most influential member state
(Germany), Delors was ideally placed to personify the acceleration of European inte-
gration. Yet Delors was an enabler rather than an architect of the EEC’s revival, which
was already well on track by the time he moved to Brussels.

The Commission that Delors took over was finally emerging from a long, post-de
Gaulle depression. Roy Jenkins, Commission President from 1977 to 1981, was an
activist who tried to inject new life into the institution. A former British finance
minister, he spent most of his time consumed by the British budgetary question,
which he called the “Bloody British Question,” and battling Giscard for the right to
sit in the European Council and in meetings of the newly launched group of seven
most industrialized countries (G7). Disillusioned, he returned to London to fight
Thatcher on her own turf (he helped found the new Social Democratic Party).'*

Gaston Thorn, a former prime minister of Luxembourg and Jenkins’s successor,
was a weak Commission President. Nevertheless the Commission began to stir to
life during his tenure, thanks largely to the influence of Vice-President Etienne
Davignon, author of the plan for foreign policy cooperation a decade earlier. As
Commissioner for industrial affairs, Davignon reached out to European business,
hoping to combine private sector pressure and Commission leadership in the service
of greater market integration. European business people increasingly lamented the
fragmentation of the European market. A group of leading industrialists, including
the chief executive officers of Philips (the Dutch electronics firm), Volvo (the Swedish
car manufacturer), and Olivetti (the Italian computer maker), banded together
to form the European Round Table, a high-level lobby for completion of the
single market.

Their rationale for market integration was simple. In the face of stiff competition
from the United States and the Asian tigers, western European firms were unable to
compete internationally. This was hardly a novelty. As long ago as 1968 ].J. Servan-
Schreiber, a French pundit, had written The American Challenge, a book with a catchy
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title that advocated deeper European integration in order to ward off the threat from
US multinationals. Europe’s plight was far worse nearly 15 years later. Especially in
the automobile and electronics sectors, European manufacturers felt besieged by
cheaper, more reliable American and Asian imports. Their response was to call for a
united European market in which they could maximize economies of scale, regain
market share, and learn to compete globally.

The Commission and the European Round Table made strange bedfellows, not
least because business people routinely dismissed Commissioners and their staff as
ineffectual bureaucrats. Yet Davignon’s no-nonsense approach impressed them. By
launching a successful research program for collaboration between the Commission,
industry, and universities in the high-technology sector, Davignon demonstrated that
he could deliver the goods. The resurgent Commission, under Davignon’s rather
than Thorn’s sway, and the European Round Table lobbied national leaders to revisit
the internal market. In effect, that meant picking up the pace in the Council of har-
monization of national rules and regulations on product manufacturing, testing, and
certification.

National leaders were highly susceptible to such lobbying. Thatcher, elected in
1979 with a mandate for economic reform, urged European-wide deregulation and
liberalization. By 1983, Britain was beginning to emerge from the initially disastrous
impact of Thatcher’s domestic economic policies. The bracing winds of neo-liberalism
were about to blow over the continent, where left-of-center social democratic and
right-of-center Christian democratic leaders grasped the need for fundamental change.
Without endorsing Reaganite or Thatcherite ideology, presidents and prime ministers
like Mitterrand in France, Helmut Kohl in Germany, and Felipe Gonzalez in Spain
understood the need to abandon old nostrums and failed approaches. This was most
obvious in France, where Mitterrand, elected in May 1981 on a doctrinaire socialist
platform, made a dramatic U-turn in March 1983 and embraced market principles.
Had he not done so, the franc would have been forced out of the ERM, with disas-
trous financial consequences.

Reflecting changing attitudes in the EEC, the communiqués of several summit
meetings in the early 1980s included promises to complete the internal market.
The directly elected European Parliament passed resolutions to the same effect.
Led by Altiero Spinelli, the veteran Italian Euro-federalist and former Commissioner,
a parliamentary committee produced the “Draft Treaty Establishing the European
Union,” which parliament as a whole approved in February 1984. Going far beyond
a call for completion of the single market, the draft treaty contained a blueprint
for a supranational EU, including EMU and closer foreign policy cooperation.
Mitterrand, in the Council presidency in early 1984, endorsed the draft treaty and
cast himself as the leader of a resurgent EEC. He bent over backwards to resolve
the British budgetary question in order to clear the decks for new policy initiatives.
At Mitterrand’s urging, the other national leaders agreed at a summit in June
1984 to appoint a committee to consider whether and how the Rome Treaty
might be revised.'®

Thatcher viewed Mitterrand’s behavior with some suspicion. She had no
interest in EMU or other new initiatives, but simply wanted completion of the single
market and, possibly, closer foreign policy cooperation — but on a strictly inter-
governmental basis. Thatcher saw no need to revise the Rome Treaty in order to
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achieve what was, after all, one of the treaty’s main objectives. She argued that an
informal agreement among national leaders to dispense with the national veto would
suffice to get the single market going again. Kohl, who came to power in 1982,
was detached from the debate. Preoccupied with domestic political issues, he had
not yet formed a close friendship with Mitterrand in the service of deeper
European integration.

The committee duly met in late 1984 under the chairmanship of Jim Dooge, a
former Irish foreign minister. In its report to EEC leaders in March 1984, the com-
mittee recommended the convening of an intergovernmental conference (a forum of
national representatives) to revise the Rome Treaty, with a view to formally launching
the single market program, strengthening the powers of the European Parliament,
and incorporating areas such as environmental policy and foreign policy cooperation
into the treaty. National leaders took note of the report but did not act on it yet,
being caught up in a Greek demand for compensation because of the supposedly
negative impact of Portuguese and Spanish accession. Nevertheless they took the time
to authorize Delors to draw up a white paper, or policy document, on completing
the single market.

The Milan summit of June 1985, at which national leaders considered both the
Dooge Report and the Commission’s white paper, was one of the most important
in the history of European integration. Delors and Arthur Cockfield, a British
Conservative and the internal market Commissioner, drew up the white paper in
record time because many of the proposals in it had been lying around Council
working groups for years, victims of the national veto. Cockfield’s contribution was
to organize the proposals into categories of barriers — physical, technical, and fiscal —
and present a detailed action plan against which officials, politicians, and business
people could measure progress towards the single market. National leaders endorsed
the white paper and, over Thatcher’s opposition, decided to hold an intergovern-
mental conference that autumn.

This was the genesis of the Single European Act (SEA).'® Concluded at the
Luxembourg summit in December 1985 and signed by foreign ministers in
February 1986, the SEA committed member states to completing the single market,
defined as an area in which goods, services, people, and capital could move freely,
by the end of December 1992. In order to make it happen, national govern-
ments agreed to use qualified majority voting for the majority of harmonization
measures in the Commission’s white paper, the blueprint for the single market
program.

The SEA contained other institutional and policy provisions. One of the most
important of these was the cooperation procedure for legislative decision-making,
whereby the European Parliament won the right to a second reading of Commission
proposals. Although relatively modest, the cooperation procedure set a precedent for
the more far-reaching co-decision procedure, introduced in the Maastricht Treaty of
1992 and strengthened in subsequent treaty reforms. The rationale for the coopera-
tion procedure was not simply to strengthen supranationalism in the EEC, about
which some governments were far from enthusiastic, but to close what was already
being called the “democratic deficit” — the growing gap between the governed and
the governing in the EEC — by boosting the decision-making role of the directly
elected parliament.
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The main policy innovation in the SEA was a commitment to increase spending
on so-called cohesion (efforts to bring poorer countries and regions closer to the
Community-wide economic norm). Here was an issue that pitted Thatcher against
Delors and other EEC leaders. As a die-hard economic liberal, Thatcher saw no need
for the EEC, or national governments for that matter, to help less-advantaged
regions. Like a rising tide, she argued, a rising economy would lift all boats. The
salvation of the poorer regions lay in the single market program, not in cohesion
policy. The other national leaders, less enamored than Thatcher of the free market
and firm believers in government intervention, upheld the principle of transfer pay-
ments from rich EEC regions, mostly in the northwest, to poor ones, mostly on the
Celtic and Mediterranean periphery.

It was one thing for them to proclaim the merit of cohesion policy, but quite
another to come up with adequate funding for it. A row soon erupted over Delors’s
proposal for EEC expenditure covering the period 1988-1992 to include generous
allocations for the structural funds, the means by which cohesion policy would be
implemented. The “Club Med” countries (Greece, Portugal, Spain, and Ireland, an
honorary member) made principled arguments in favor of generous financial transfers,
before threatening to block implementation of the single market program unless they
got their way. Finally Delors prevailed on Kohl, the paymaster of the EEC, who by
that time was keenly interested in European integration, to cover the extra costs.
Agreement on the Delors budgetary package paved the way for completion of the
single market.

With two new member states (Portugal and Spain), a generous cohesion policy,
and a renewed drive to complete the single market, the EEC appeared in the late
1980s to have a new lease on life. Thatcher was the fly in the ointment. While strongly
supporting the single market program, she bitterly opposed related efforts to deepen
European integration. She focused her fury on Kohl and Mitterrand, now working
in tandem to accelerate European integration, and especially Delors, whom she
accused of pushing Euro-federalism. Thatcher and Delors outlined their contending
views of Europe in a series of legendary speeches on the future of the EEC. Delors’s
famous declaration in July 1988 that, in ten years’ time, “80 per cent of our economic
legislation and perhaps even of our fiscal and social legislation will be of Community
origin,”"” infuriated Thatcher. Her response was a clarion call to Euroskeptics: “We
have not successfully rolled back the frontiers of the state in Britain only to see them
reimposed at the European level with a European superstate exercising a new domi-
nance from Brussels.”'®

What Thatcher most feared was the growing momentum to build EMU on
the back of the successful single market program. Against the advice of her
finance minister, she acquiesced in a clause in the SEA mentioning EMU, which
nonetheless stated that it could not happen without another intergovernmental con-
ference. In June 1988, again against Thatcher’s wishes, the European Council
agreed to establish a committee, under Delors’s chairmanship, to chart the road
to EMU. At the same time, they approved the full liberalization of capital move-
ments, a key element of the single market program and a necessary precondition
for EMU. These decisions, and the cotemporaneous changes brewing in central
and eastern Europe, led inexorably to EMU and, parenthetically, contributed to
Thatcher’s political downfall."
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Conclusion

The SEA, which came into effect in July 1987, provided the institutional
machinery (in the form of qualified majority voting and a new legislative
procedure) used to enact most single market measures. The Commission duly
submitted legislative proposals, and the Council and Parliament began the
lengthy process of turning them into law. The phrase “single market” became
widely used instead of “internal market” or “common market,” largely because
of the prominence of the SEA. The single market program, known colloquially
as the “1992 program,” became synonymous with the revival of European
integration, leading to the establishment of the EU. For the first and perhaps
only time in its history, the European project evoked warm and friendly
feelings among ordinary people, before anxieties about democratic accountability,
national identity, and globalization overshadowed the course and conduct of
European integration.

Notes
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CHAPTER EIGHT

The United States and European
Integration, 1945-1990

KrAuUs LARRES

During the entire Cold War all US administrations were in support of the ever closer
integration of western Europe. The American enthusiasm for the creation of a united
Europe was greatest in the decade after the Marshall Plan had been launched. A
certain coolness towards the idea occurred in the years since 1958, after the EEC
had come into being. Yet, it will be argued in this chapter that a decisive turning
point was only reached in the early 1970s when economic and also increasing political
competition from the EEC made Washington rethink its basic attitude towards the
process of European integration in a more fundamental way.

One can thus discern two major stages of intensity with respect to the American
enthusiasm for European integration between 1945 and 1990." During the initial
stage, encompassing the first two postwar decades until the end of the Johnson
administration in 1968 /69, all American governments were in strong support of the
integration of the European continent within an Atlantic framework. Charles de
Gaulle’s challenge to American leadership of Europe throughout the 1960s did not
fundamentally alter Washington’s pro-integration policy.” The late 1960s/ecarly
1970s, however, proved to be a decisive turning point as far as America’s European
strategy was concerned. In the course of the second stage, from the advent of the
Nixon administration in early 1969 to the end of the Cold War in 1989,/90,
American support for the further integration of the European continent deteriorated
considerably. After all, the world of the 1970s and 1980s was much more complex,
interconnected, and economically more competitive than had been the case during
the previous two decades which were largely characterized by the bipolarity of
the early Cold War. By the early 1970s, not so much traditional foreign policy
matters but rather a climate of severe trade competition and economic jealousy had
begun to dominate America’s relations with the European Economic Community
(EEC). This crisis culminated during the second half of Jimmy Carter’s presidency
and the first years of Ronald Reagan’s first term in office, when Helmut Schmidt
was West German chancellor and Giscard d’Estaing and James Callaghan governed
in Paris and London. Moreover, from the late 1970s the economic difficulties
were complemented by serious European—American differences over security issues
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and NATO?’s policy towards the Soviet Union. Trade and security matters became
closely intertwined and this situation contributed to the bitterness of transatlantic
conflicts.

With hindsight it is clear that the transatlantic crisis during the last two decades
of the Cold War was strongly influenced by the gradual emancipation of western
Europe from American tutelage; in particular the Europeans were questioning
America’s predominance in the economic sphere. Washington, however, was not
prepared to accept this challenge to its pre-eminent position within the Western
world. With its support for European reconstruction and integration after World War
II the USA had never intended to nourish a genuinely independent “third force” on
the European continent. The Europeans were always meant to remain secondary in
importance and influence to the United States. This also applied to the Kennedy era
in the early 1960s when the United States appeared to be much more prepared than
hitherto to grant the Europeans a greater input into transatlantic relations and view
them as genuinely independent actors on the world stage.’

Despite all early generosity and genuine idealistic enthusiasm for European
unity, Washington always had its own advantages in mind when supporting
European integration. Although it may be claimed with some justification that
there was something unique about the way the American “empire” and American
“hegemony” developed,* throughout the entire Cold War the United States resem-
bled very much a traditional great power, at least as far as its willingness to remain
the undisputed leader of the Atlantic system was concerned.® Equally, in the post-
Cold War era, and in particular in the post-9/11 years, it was difficult to detect
any willingness on the part of the United States to surrender its hegemonic
position within the Atlantic alliance. Instead, and in particular in connection with
the invasion of Iraq in March 2003, the underlying increasing rivalry in trans-
atlantic relations which had taken root since the early 1970s came ever more to
the forefront.®

It will be argued in this chapter that in the 1970s and 1980s transatlantic mistrust
and Washington’s ever greater preoccupation with its own economic competitiveness
and global hegemonic standing pushed the leading EC governments into cooperating
increasingly closely, for example, by means of the creation of the European Monetary
System and the Single European Act. These developments were viewed with great
distrust by the USA. What set the stone rolling was the Nixon administration’s policy
of attempting to uphold America’s global position while at the same time neglecting
both the economic-financial dimension of such a role and genuine political and mili-
tary cooperation with its European allies. Both gradually encouraged the western
Europeans to develop common economic, financial, and even political institutions.

While to a large extent President Carter benignly neglected European integration
in the late 1970s, the Reagan administration’s attempt to reimpose 1950s-style
American unilateralism on the transatlantic alliance and ignore the European integra-
tion process led to a severe crisis in transatlantic relations and pushed the European
countries even further together in the 1980s. Only in the course of the dramatic
events of 1989,/90 did President George H.W. Bush manage to realign the USA
with the process of European integration and, at least for a short time, link
Washington’s policy once again with America’s old pro-integrationist vision as
formulated in the aftermath of World War II.
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In the following, Washington’s broad geopolitical strategy towards the process of
European integration from the late 1940s until the early 1990s will be analyzed. The
chapter juxtaposes the continuities of Washington’s policy with the abrupt change in
policy which took place in the early to mid-1970s and in 1989 /90.

Europe and America during the Years of Reconstruction

Beginning with the 1947 Marshall Plan it was Washington’s intention to stabilize
and reconstruct the continent with the help of generous economic and financial aid.
It would not be wrong to claim that a number of Euro-centric influential “wise men”
in Washington developed a visionary strategy that was characterized by America’s
enthusiastic support for European reconstruction and unification.” The thinking of
Jean Monnet, the French bureaucrat and political strategist who had extensive per-
sonal ties to many influential American policy-makers, had clearly fallen on fruitful
ground in the United States.® American politicians thus developed the insight that
only a united western Europe at peace with itself would be able to create a concerted
front against the military and ideological threat from the Soviet Union. Moreover,
only such a Europe would ensure the reconciliation of the Federal Republic of
Germany with the countries of the Western world and thereby generate lasting
Franco-German friendship while avoiding tendencies towards neutralism and
defeatism.’

In this respect, the term “double containment,” introduced into the literature
by Wilfried Loth and Wolfram Hanrieder, has proven a helpful explanatory
construct. American “double containment” was aimed at keeping the Soviet Union
in check by means of military containment through NATO. At the same time this
strategy had the aim to control the West Germans by safely integrating them into
the Western alliance in military but, above all, political and economic terms while
making it possible to fulfill Chancellor Konrad Adenauer’s desire to be treated as a
more or less equal and sovereign partner. This would enable the Federal Republic to
develop new self-respect and confidence and thus turn it into a constructive
partner within the Western alliance. It was hoped that the “double containment” of
the Soviet Union and Germany would lead to the pacification of the European
continent."’

Underlying America’s postwar vision was, above all, the assumption that only a
fully integrated, stable, and economically viable Europe would develop into a peaceful
and democratic continent. Achieving prosperity in western Europe appeared to
depend on the creation of a unified single market. The lessons from America’s own
past as well as the country’s federalist structure were to serve as the model to achieve
a single European market. This would prevent economic nationalism and lead to a
truly free and multilateral transatlantic economic system. In due course this strategy
would have the advantage of making unnecessary the continuation of American eco-
nomic aid to western Europe. After all, it would close the dollar gap, permit the
convertibility of European currencies, allow the Europeans to export to the USA,
and, in addition, create a huge market for American exporters. On the whole, it was
hoped by many in Washington that in due time European integration would enable
the “self-healing” forces of the free market to take over. Active American govern-
mental support and interference were always regarded as limited and temporary.'' In
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the heady, enthusiastic days of the late 1940s and throughout the 1950s it appeared
as if the eventual unification of the European continent would not only ensure per-
manent peace and well-being on the continent but also America’s long-term eco-
nomic prosperity.

Thus, Washington’s reasons for supporting European integration were not altru-
istic but they nevertheless were of great benefit to the western Europeans.'? Economic
historian Alan Milward’s thesis that the Marshall Plan was not essential for European
economic revival is not supported by the majority of scholars and also ignores the
important psychological impact American support had on western Europe. His argu-
ment that the Marshall Plan made the Europeans focus on their national recoveries
rather than on cooperating with each other and that thus the receipt of Marshall Plan
monies delayed genuine European economic integration is not widely accepted
cither."

European integration must be regarded as the “deus ex machina” with which the
Truman administration intended to solve the daunting economic but also military
problems of the postwar world. Both President Truman and his successor Dwight
D. Eisenhower expected that an economically healthy Europe would be able to build
up strong military forces and abide by a policy of strength towards the Soviet Union.
In particular President Eisenhower believed that a prosperous Europe would enable
Washington to reduce the large number of American troops still based in Europe.
With the exception of the 1970s, throughout the Cold War US troop levels in
Europe were well above the 300,000 mark; the vast majority of these troops were
based in West Germany (on average four times as many as were stationed in France
or the UK)." This was an important dimension; after all Congress had to give its
support to America’s expensive western European and Cold War policies. Furthermore,
it was expected that the creation and development of NATO and the successful
implementation of the containment strategy would help the Europeans to foster
a sense of security and stability."® This would prevent any internal challenges to
the NATO framework, the security roof which Washington superimposed on
Western political and economic integration.'® It was expected that the system would
work and become mutually reinforcing, as it would give considerable advantages
to both the United States and western Europe.'” In addition, Eisenhower hoped
that the unity of western Europe “would solve the peace of the world” and “ulti-
mately attract to it all the Soviet satellites.”® Thus, it was expected that the unity of
western Europe, to be achieved through the European integration process, would
ultimately lead to the unification of the divided European continent and overcome
the Cold War.

However, European integration did not function as well as had been expected in
Washington. Instead of being all-embracing, initially it appeared to tend to concen-
trate on a limited number of countries and just a few economic sectors (e.g. the coal
and steel industries). Moreover, it was clearly protectionist and discriminatory. There
were ever increasing European endeavors to keep economic competition from the
United States and the dollar area out of Europe.'” Thus, genuine liberalization of
trade and payments and the introduction of multilateralism and currency convert-
ibility as desired by Washington did not occur. Instead, European regionalism pre-
vailed and the creation of the European Payments Union (EPU) in July 1950 was
not able to change this fundamentally.*
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Yet, throughout the 1950s Washington continued to regard this as a temporary
phenomenon which would not be able to prevent the gradual development of
full multilateralism. Short-term American economic sacrifices were regarded as
affordable and would later be counterbalanced by the immense economic
advantages accruing from a huge unified market.”! As long as the United States was
economically and militarily predominant, Washington was prepared to postpone
temporarily both the creation of a new export market for American goods and the
full realization of its economic vision. Despite an increasingly worrying balance of
trade deficit, policy-makers in the USA did not yet worry about American interna-
tional economic competitiveness.”> Instead, at the height of the Cold War,
full European supranational unity and within this framework the integration of
the Federal Republic with the West were viewed as vital to the national interest
of the USA.*

The Transition to Economic Interdependence in the late 1950s

By the end of the 1950s the view that geopolitics was more important than mere
economic and trade matters was increasingly challenged from within the American
government. The speedy recovery of the European economies, above all epitomized
by the West German “economic miracle,” and the discovery of structural deficiencies
in the American economic performance ensured that the Europeans and in particular
the Six — the founding members of the fledgling EEC — came to be seen as serious
competitors. Even during the negotiations that led to the Rome Treaties of 1957,
which created both the EEC and the European Atomic Energy Community
(EURATOM), a number of American policy-makers based in the economic and
trade ministries voiced their fear that the US was giving its support to the establish-
ment of a future rival. However, most policy-makers, in particular those in the
State Department, were not convinced; they were almost exclusively focused on the
geopolitical importance of creating a solid western European bloc to counter
the threat posed by the Soviet Union, its satellites, and not least its powerful
communist ideology.”* Within a matter of years, however, the United States
had to grow accustomed to the dawning of an age of interdependence between the
European and American economies and to a more forthright assertation by Europe
of its political independence. In fact, Federico Romero and Alan Milward have
argued that from 1958, the year the EEC began working, America’s attitude
towards European integration became much more skeptical.?® This appears to be
doubtful. As will be outlined below, Washington’s disappointment with the results
of the process of European integration only manifested itself when America’s
economic problems mounted during the late 1960s and early 1970s. Geir
Lundestad also believes that the “Milward—Romero interpretation seems considerably
overstated.”?¢

Still, in the 1960s economic aspects of transatlantic relations gained increasing
importance, not least because the American payments deficit had greatly increased in
1958-1959. Thus, genuine currency convertibility and the termination of all protec-
tive European tariffs and trade discriminations began to be regarded as long overdue.
American coolness to the British-inspired free trade area and then to the free
trade association (EFTA) can be explained by the fact that both entailed trade
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discriminations against the USA without having any of the expected integrationist
advantages of the EEC.”” The West German—American squabbles about German off-
set payments as a contribution to the cost of American troops and equipment based
on West German soil which burdened German-American relations throughout the
1960s and 1970s also indicates the increasing importance of economic and financial
matters to Washington.®

Part of the American reaction to the increasing economic competition from
western Europe was the Dillon and Kennedy rounds in the General Agreement on
Tariffs and Trade (GATT) which aimed at creating a more liberal world trading
system by, above all, reducing EEC tariffs on American goods. The attempt to
strengthen the role of the restructured and renamed Organization for Economic
Coperation and Development (OECD) had a similar aim. Not surprisingly, John F.
Kennedy’s “grand design” contained the expectation that an ever more united and
independent Europe would have a strong and lasting American connection.”” Kennedy
and his advisers continued to regard it as dangerous if Europe “struck oft on its own”
in order to play an independent role in international politics. Even as far as America’s
most loyal European ally, Britain, was concerned, Washington was not thinking of
independence and genuine partnership but had something very different in mind.
Former secretary of state Dean Acheson, a pro-European ad hoc adviser of Kennedy’s,
was convinced that London should be used “to act as our lieutenant (the fashionable
word is partner)” to help unite the European continent under clear American leader-
ship. Acheson and his colleagues, however, were not opposed to America creating
the impression of European participation in decision-making, with the real power still
residing in the US capital.*® US historian Frank Costigliola concluded that on the
whole “Kennedy paid even less attention to the allies’ views than Eisenhower
had.”*!

In the security sphere Washington also began to pay more attention to
accommodating the Europeans and their attempts to achieve greater independence.
Part of this strategy was the effort made during the Kennedy and Johnson adminis-
trations to introduce a sea-based Multilateral Force (MLF) to give the Europeans,
in particular the West Germans and the French, the impression of participating
in NATO’s nuclear decision-making process while keeping them firmly under the
US-controlled Western nuclear umbrella. It was hoped that any Franco-German
nuclear collaboration and the development of a German atomic bomb could thus
be avoided. The 1967 establishment of NATO’s Nuclear Planning Group as
well as the creation of the Eurogroup in 1968 were part of this policy. It was
obvious that that for Washington European integration was always subordinate
in importance to upholding the Atlantic framework and US hegemony within this
framework.*

Washington had no desire to give up any real power. For example, it was not
Europe but the US that insisted on terminating the “massive retaliation” doctrine
in favor of the “flexible response” strategy in the late 1960s. The raising of the nuclear
threshold by the new doctrine appeared to make war by conventional means in
the middle of Europe much more likely again; a worrisome prospect for the
West Germans and most other continental European politicians.** It was also
characteristic that the last Cold War summit in which the Europeans (i.e. Britain
and France) were invited to participate was the abortive Paris summit of
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1960. Thereafter, summitry was conducted bilaterally between Washington and
Moscow.*

In the course of the 1960s, Washington’s political, military, as well as economic
predominance within the transatlantic alliance was criticized more often than hith-
erto, but on the whole it was not yet seriously challenged. The only notable exception
was de Gaulle’s openly anti-American policy and the French withdrawal from the
military section of NATO in 1966/67. Although the USA was deeply angered
and quite perturbed by the general’s deep-seated anti-American attitude, it was
realized in Washington that not so much France but West Germany and its booming
economy was the key to America’s role in Europe. It was thus not so much
France but the Bonn Republic which had to be kept in NATO. Without West
Germany, NATO - including Washington’s dominance within the Atlantic alliance
and in Europe — was bound to unravel; without France the alliance system could
survive, as it did.*

Fortunately for the United States, West Germany was much more dependent on
American goodwill than France, which ever since the Suez Crisis of 1956 had decided
to develop its own global power position as much as possible, France’s leading role
in the EEC being part of this scheme. Successful US economic and political pressure
on both France and Britain to make them abort the invasion of Egypt in November
1956 had led to great anti-American resentment in Paris.** Owing to the division of
Germany, Bonn’s reunification ambitions, the Berlin problem, and the country’s
front-line status in the Cold War, with its need for military protection from the US,
the Federal Republic could not afford to antagonize the US by for example seriously
embarking on the idea of leaving NATO or developing nuclear weapons itself.
Chancellor Konrad Adenauer and all of his Cold War successors were well aware of
this fact.”’

Thus, while the ageing de Gaulle posed a serious and quite unprecedented
challenge to US hegemony, on the whole both the Kennedy and the subsequent
Johnson administrations believed that the US could afford to wait patiently for
the tiresome general’s departure. It did not seem to be necessary to placate him
too much by for example agreeing to the establishment of a Tripartite Directorate
(US, Britain, and France) for the Western alliance as de Gaulle had desired when
he had come to office in the late 1950s or to grant him a veto over the use of US
nuclear weapons in Europe. Washington had no intention of giving up its predomi-
nance within the Western alliance to please France. Above all, it did not seem to
make sense to exclude West Germany in favor of closer relations with France and
Britain. Washington remained convinced that for both strategic and economic reasons
the Federal Republic was western Europe’s most important state and that Britain’s
loyalty in a crisis could be relied upon in any case. It was also feared that any real
concessions to de Gaulle’s somewhat illusory ambition to turn France once again
into Europe’s foremost power would only whet his appetite and make him ask for
even more favors.*

Therefore, despite de Gaulle’s challenge, US’s hegemony in the Western alliance
as well as Washington’s still largely positive view of the constructive and mutually
beneficial nature of European integration for both Europe and the United States
itself remained largely unimpaired throughout the 1960s. There were an increasing
number of politicians in the United States who questioned whether the process of
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European integration would in fact eventually lead to economic, political, and military
benefits for the United States but they were still in a minority. On the whole, most
politicians in Washington still regarded the process towards a more integrated and
thus economically and militarily stronger Europe under US leadership as vital to
compete successfully in the Cold War with the Soviet Union. This would only change
with the “era of negotiations” and the coming to power of the Nixon administration
in January 1969.

The Turning Point in America’s European Policy
in the Early 1970s

Throughout the global recessions of the 1970s the world’s leading economies
found themselves increasingly exposed to the often contradictory necessities of
“global interdependence, regional integration, and national self-assertion.”®
Washington resented the ever growing competition and exclusionary trade habits
of the EC which seemed to challenge America’s leadership position. Moreover, in
the wake of Vietnam and Watergate, the United States underwent a deep identity
crisis. This situation encouraged policymakers in Washington to indulge in “navel-
gazing.” They were only ready to concentrate on the larger themes of international
politics and neglected the many complex regional European affairs. Above all, the
financial burden of the Vietnam War, the lingering costs of financing the domestic
“great society” programs of the 1960s, as well as the two oil crises of the 1970s
which were accompanied by rising energy prices meant that America’s economic and
financial position was much less secure than in the previous decades. The United
States had not only accumulated a considerable balance-of-payments deficit, but from
1971, for the first time for almost one hundred years, it also had a considerable trade
deficit as well as inflationary problems, rising unemployment, and almost stagnant
wages and the position of the dollar, the world’s leading reserve currency, was
weakening.** The reputation of many European currencies, in particular that of
the West German mark, as a solid “safe haven” for investors meanwhile was
becoming stronger.

President Richard Nixon accused the EC of unfair trade practices and demanded
that the Europeans should lower their tariffs and allow more US goods to enter the
common market. In particular, he made the EC’s protectionist new common agri-
cultural policy (CAP) responsible for the US’s trade deficit. While this was not entirely
wrong, in fact one of the main reasons for Washington’s problems was the relative
overvaluation of the dollar which helped European (particularly West German) and
Japanese exports. Ever since the devaluation of most European currencies in 1949,
the dollar had remained overvalued. Moreover, both the EC and EFTA had discrimi-
nated against all non-essential US goods by imposing quotas, exchange controls, and
import licences.*!

The lingering monetary crisis came to a head in the summer of 1971. In August
Nixon decided on the sudden suspension of the dollar’s convertibility into gold. This
resulted in the free floating of international currencies and, above all, in an eftective
devaluation of the dollar. Simultaneously, the president imposed a 10% protective
tariff on imported goods. In practice, these decisions terminated the 1944 Bretton
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Woods system of fixed exchange rates.*” Morecover, they were solely dictated by
American domestic-economic requirements and disregarded any consequences for
the country’s allies. Secretary of the Treasury, John Connally, did not hesitate to
admit that the American action had been taken “to screw the Europeans before they
screw us.”*

Thus, America’s relative economic and financial decline in combination with global
détente and the accompanying perception that the military threat from the Warsaw
Pact was receding, decisively contributed to undermining the Nixon administration’s
commitment to the European continent.** In addition, Congress had grown increas-
ingly skeptical about the benefits of America’s involvement in Europe. During the
1970s, Senator Mike Mansfield introduced eight amendments for American troop
reductions in Europe.*® Within the administration, national security adviser Henry
Kissinger, a keen student of nineteenth-century European power politics, continued
to pursue America’s relations with its western European allies on a purely bilateral
nation-state basis within the Atlantic framework.*® The administration had not much
time for the fledgling common European institutions and took the European integra-
tion process not terribly seriously. Kissinger’s well-known quip that he did not know
which number to call if he wanted to call Europe appears to have been made during
this time.*” Still, Kissinger was realistic enough to recognize that it was unlikely that
“Europe would unite in order to share ou burdens or that it would be content with
a subordinate role once it had the means to implement its own views.” Kissinger also
noted that once “Europe had grown economically strong and politically united,
Atlantic Cupertino could not be an American enterprise in which consultations
elaborated primarily American designs.” He advised that a “common focus had to
be achieved among sovereign equals; partnership had to be evoked rather than
assumed.”*®

Like previous administrations the Nixon administration continued speaking out
in favor of a united federal Europe with a big single market and fully integrated
into the Atlantic system. In such a case it was assumed in Washington that Europe
would be capable of sharing with the United States “the burdens and obligations
of world leadership.”® The Nixon administration therefore favored the envisaged
first major expansion of the EC. In particular, it hoped that Britain’s entry and
the revival of the Anglo-American “special relationship” would lead to an improve-
ment in transatlantic relations. However, the Nixon White House was no longer
interested in actively supporting the creation of a supranational Europe with common
federal political and economic decision-making bodies. Washington intended to leave
the initiative with respect to any further steps towards a more united continent to
the Europeans. Whether Nixon, as many authors maintain, and Kissinger were con-
vinced that America was a declining power, which only had a limited degree of
influence on the EC must be questioned.” Instead policy-makers in Washington
had come to the conclusion that a federally organized supranational Europe might
well turn against the United States; it certainly could be expected that such a
Europe would become an even more serious trade and economic rival to the United
States.”!

Despite Kissinger’s insights about the consequences of burden-sharing with the
Europeans for American hegemony, which seemed to indicate a willingness to accept
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the realities of a more pluralistic and interdependent world, in practice the Nixon
administration still expected a largely docile Europe. In particular, as far as East—-West
relations and the NATO alliance were concerned, Washington certainly wished to be
in full control. Ostpolitik, West Germany’s fairly independent variant of détente, was
also only grudgingly accepted by the Nixon administration.”* The Brandt government
received only very belated praise from Kissinger for its initiatives. Although, the
acceptance of the Cold War status quo and the de facto recognition of the GDR had
been urged on West Germany since the Kennedy era, Kissinger initially believed that
the Bonn government had embarked on a new Rapallo policy.>® Eventually, however,
Kissinger and Nixon, as well as their counterparts in London and Paris, realized that
West Germany was finally accepting political realities. It was thus concluded with
great relief that Ostpolitik “was more likely to lead to a permanent division of
Germany than to healing its breach.”®* Naturally these sentiments were not revealed
to the West German ally.

It had been the independence and confidence with which the West Germans had
proceeded with Ostpolitik and had competed with Washington’s own strategy of
superpower détente which had been particularly disliked by the US administration.
Within a general climate of American suspicion of growing European independence,
this factor contributed considerably to the apprehension with which Chancellor
Brandt’s policy and West Germany’s leading position in the EC had been regarded
initially by the Nixon administration.®

By 1973 Kissinger realized that transatlantic relations were in urgent need of revi-
sion and repair and, to the utter surprise and then anger of the EC countries, he
grandly announced the “Year of Europe.”* It did not help that Kissinger’s staff had
only informed the Europeans in a most perfunctory way about Kissinger’s intention;
most European leaders felt that they had not been consulted.’” But at the core of
Kissinger’s “Year of Europe” idea was the intention to breathe new constructive life
into the transatlantic relationship. After all, the Nixon administration had been largely
occupied with the Vietnam War and the development of détente with China and the
Soviet Union during its first years in office. Thus, the “Year of Europe” was Kissinger’s
attempt to improve US-EC relations while safeguarding Washington’s leadership
role.*®

In his speech on April 23, 1973 to an Associated Press luncheon in Washington,
DC, Kissinger proposed a new Atlantic Charter and did not hesitate to emphasize
that America had global responsibilities while the EC countries only had to deal
with regional problems. Moreover, he insisted on a greater degree of military
burden-sharing, as only Europe’s economic contribution would guarantee the
further functioning of America’s security umbrella. Both points, but particularly
the linkage between economic and security concerns, led to severe difficulties
between Washington and the western Europeans. Kissinger however managed to
persuade the Europeans to agree to a clause in the Atlantic Declaration, signed
in June 1974, which stated that Washington should be consulted before the EC
countries arrived at important decisions which impacted on transatlantic issues.
Thus, American ideas of the nature of the transatlantic relationship had largely
won the day.”

In practice, however, allied relations remained tense. Severe friction occurred
during the Yom Kippur War of October 1973 when Washington full-heartedly
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backed Israel while many European countries hesitated to do so. At the time most
EC countries were much more dependent on Middle Eastern oil than the USA, and
many countries (like France, the UK, the FRG) had strong economic links with the
Arab countries in the region.®® Thus, the war and the energy question were closely
connected with both security and economic prosperity.

The American-European differences with respect to the “Year of Europe” and
the Yom Kippur War pushed the EC into developing more sophisticated processes
of cooperation, not least in order to be able to resist pressure to fall in line with
American wishes. The 1973 Declaration on European Identity was influential in
gradually leading to a tentative common European foreign policy. It encouraged EC
members to make a serious attempt to use the instrument of European Political
Cooperation (EPC), created in 1970, to ensure that foreign policy positions would
be coordinated among all EC countries.®® Yet this only worked initially, and most
authors view the 1970s largely as a “dark age” or a “stagnant decade” for European
integration.®?

The two oil crises and the accompanying economic recession (best characterized
by the phrase “stagflation”) as well as the expansion of the EC from six to nine
countries with the addition of the UK, Ireland, and Denmark on January 1, 1973
caused a severe long-lasting crisis of adaptation within the Community.®* On the
whole, “the disarray of Europe” worked to the benefit of the USA. Washington
was able to insist on the importance of the Atlantic framework and was thus able,
as Alfred Grosser has argued, to regain “its position as the leading power among
the partners who were unified only when under its direction.”** However, under
Nixon and Kissinger an important re-evaluation of US-EC relations had taken
place. Washington had begun to look after its own economic and political interests
much more than hitherto. It was not prepared anymore to accept unilateral
economic disadvantages in the hope of obtaining vaguely defined benefits in the
long run. The age of American patience and benevolence with regard to European
integration and European economic competition had come to an abrupt end.
While essentially this had long been foreshadowed since at least the late 1950s,
at the time most European leaders were taken by surprise and many viewed it
quite mistakenly as merely a temporary phenomenon which would be overcome in
the near future.

The Limits of American Power

Despite Jimmy Carter’s professed pro-European attitude and his intention to con-
centrate on re-establishing more cooperative and constructive trilateral relations
among the US, western Europe, and Japan, his ever increasing domestic and inter-
national difficulties did not leave him much time to look after European integration
issues.®® Carter was, however, the first President who visited and thus symbolically
acknowledged the importance of the EC Commission.®® Still, due to the recession in
the West, continuing American economic difficulties and growing EC self-confidence,
the economic differences in transatlantic relations were not overcome. During the
Carter presidency the existence of monetary disputes and rivalries among the allies
was often revealed in the course of the various economic summits which had become
established practice in the Western world since 1975. They constituted an active
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strategy to once again attempt to coordinate the Western world’s economic and
financial policies.®”

In the past such initiatives had usually come from the USA; in the mid- to late
1970s, however, the EC became increasingly active in this respect. The EC countries,
for example, attempted to put Western currency exchange rates on a new stable
footing with the help of first the Smithsonian Agreement, then the so-called “cur-
rency snake,” and eventually by creating the European Monetary System (EMS) in
1978, the forerunner of the European Monetary Union (EMU). The main aim of
the EMS was the establishment of a zone of stable exchange rates floating in tandem
against the dollar thus obtaining a certain protection in a volatile world of interna-
tional trade dominated by the increasingly unstable dollar. This benefited, above all,
the position of the Deutschmark — which became ever more important not only as
the EC’s leading currency but also increasingly as a global reserve currency.®® In the
long run this had a positive effect on the West German economy and the country’s
political influence within the EC, thus enhancing the rivalry between Bonn and
Washington.

West German chancellor Schmidt, a trained economist who together with
French president Giscard d’Estaing increasingly appeared to become the EC’s eco-
nomic spokesman, expected Washington to coordinate its expansionary economic
strategies with the EC. However, Carter refused to do so.”” Instead, continued
American economic problems during Carter’s term in office led to Washington’s
unpopular suggestion that in order to diminish the American trade deficit with the
EC, the West German and American economies should form an economic “axis.”
Bonn was asked to act as a “locomotive” for Western economic growth by ending
its restrictive monetary policy and embarking on an expansionist economic strategy
instead. Schmidt, however, believed that this would be detrimental to his policy of
stabilizing inflation and the value of the Deutschmark. He suggested to Carter that
the dollar be stabilized by curtailing inflation and cutting America’s surging payments
deficit (for instance by increasing taxes on the USA’s huge energy consumption,
hardly a suggestion the embattled Carter could accept as it would have made him
even more unpopular). With the support of his European partners, Schmidt argued
that continuing American monetary and fiscal irresponsibility were responsible
for the devaluation of the dollar and thus for undermining the competitiveness
of European exports. This situation was destabilizing the entire Western economic
system.””

Washington’s willingness to resort increasingly to protectionist measures to defend
the competitiveness of American goods was also much resented by the EC. The
summit meeting in Venice in the summer of 1980 must be regarded as one of the
low points of transatlantic and, in particular, West German—American relations. The
conference led to an unprecedented personal clash between Schmidt and Carter.
Carter speaks of an “unbelievable meeting” and “the most unpleasant personal
exchange I ever had with a foreign leader.””"

However, on the whole, in the course of its last two years in office the Carter
administration adopted more restrained macroeconomic and trade policies with a
greater emphasis on cooperation with the EC. Carter, for example, began to pay
more attention to stabilizing the value of the dollar and he made important conces-
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sions during the Tokyo round of multilateral trade negotiations in April 1979. The
president seemed to have realized that America’s relative weakness and the EC’s
growing strength made transatlantic cooperation and mutual accommodation imper-
ative. In effect, it appears that the Carter administration had become “educated to
the new limits of American power.””?

These limits also became apparent as far as security policy issues were concerned.
Differences over arms control negotiations and rearmament issues including
Carter’s unilateral decisions first to develop and then to cancel the so-called neutron
bomb as well as disputes over the divisibility of détente characterized the dire
state of transatlantic relations during the Carter era. The EC countries sharply
criticized the president’s erratic leadership in the security arena.”* Under severe
pressure from the dramatic shift to the right in American domestic opinion during
the 1970s, in 1978/79, even before the USSR’s invasion of Afghanistan in
December 1979, Carter underwent a transformation from apostle of détente to
rigid cold warrior.”* In Europe, however, and in particular in West Germany, there
was much stronger interest in the continuation of détente under almost all circum-
stances than in America. Therefore, Carter’s imposition of trade sanctions on the
USSR (including stopping grain sales) and the American boycott of the Olympic
Games in Moscow were regarded as exaggerated reactions to the Afghanistan inva-
sion.”® Carter was also strongly criticized for deliberately mixing economic and
security policies. In effect, it seemed that Carter had resorted to Kissinger’s
hard-headed realist policy of “linkage” but with a much greater emphasis on the
“stick” than on the “carrot.”

Most EC countries viewed American politics under Carter as ambiguous and
unpredictable, while the president regarded the EC as unhelpful, unsympathetic, and
even ruthless as far as Washington’s global predicaments were concerned. Despite
Carter’s approval, in principle, of American support for further progress towards a
united European continent, the constant crisis atmosphere of his presidency had not
given him the chance to play an active role in this respect. While transatlantic and
particularly German—American relations suffered severely, European integration was
largely benignly neglected by American policymakers during Carter’s spell in office.
In principle the Carter administration and the president himself supported the process
of European integration but, owing to the immensely difficult economic and political
environment in which Carter had to operate and in view of the tension in transatlantic
relations, this resulted in very few American activities in support of a united Europe
during Carter’s term in the White House.

The Reimposition of American Hegemony

When Ronald Reagan became President in January 1981, he was intent on reimpos-
ing America’s leadership on transatlantic relations. In the meantime, however, the
EC had begun to occupy a much stronger economic position, accompanied by greater
political confidence, than had been the case hitherto. Moreover, many Europeans
were wondering whether, in the era of Cold War détente firm hegemonic leadership
by the United States as in the past was still necessary. While superpower détente,
had all but collapsed, détente in Europe seemed to be working just fine, at least
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when seen from the western European perspective.”® Yet these considerations
were largely ignored by Reagan; for the US administration these developments
appeared never to have taken place. Thus, while during the Nixon administration
transatlantic tension had largely resulted from economic and trade issues, under
Reagan, even more so than under Carter, economics as well as security issues and
severely differing perceptions regarding the East—-West conflict affected the transat-
lantic alliance.””

Above all, Reagan was not interested in supporting the creation of a supranational
Europe. In fact, his new policy of strength towards Moscow even precluded a reas-
sessment of Washington’s relations with its allies.”® As far as Reagan’s policy towards
the Soviet Union was concerned, it is useful to differentiate between Reagan’s first
and second term in office; as in 1984 /1985 the president began to embark upon a
less hard-line approach towards the USSR.” Although this helped to improve
Washington’s relations with its allies to a considerable degree, Reagan still expected
the Europeans to follow America’s “hegemonic” lead without questioning any of its
policies. Thus, with respect to transatlantic relations a deliberate policy of arrogant
neglect rather than benign neglect as during the Carter years can be observed
throughout Reagan’s terms in office.®

Early in Reagan’s presidency, for example, the administration talked casually
of developing nuclear war fighting capabilities and the possibility of entering into
tactical nuclear exchanges with the Soviet Union. Such exchanges would of course
have taken place over European territory, destroying much of the continent in the
process. The same apparent willingness to distance himself from European security
concerns appeared to apply to the president’s enthusiasm for the development of the
Strategic Defense Initiative (SDI; star wars). If this project ever came to fruition, it
would make the United States immune to nuclear attacks from the Soviet Union,
while in all likelihood such protection would not be available to the Europeans.®'
Equally, Reagan’s negotiations with Soviet leader Mikail Gorbachev in Reykjavik in
October 1986 almost led to the elimination of all ballistic missiles in East and West
and the tabling of plans for the eradication of all nuclear weapons in the foreseeable
future. Although such a development would have dramatically affected the future of
the European continent, the president never consulted the Europeans.*” The
same applied to Reagan’s and Gorbachev’s so-called “double-zero” agreement of
1987 /88 which foresaw the removal of all medium-range missiles from Europe, and
Reagan’s 1988 proposal to modernize NATO’s short-range nuclear Lance missiles
in Europe. As the latter were mostly deployed in West Germany and could only
reach German territory, the lack of consultation with Bonn deeply angered the Kohl
government.*?

The Reagan administration’s disinterest in consulting the Europeans can also be
observed with respect to economic issues. The EC’s and in particular West Germany’s
and France’s increasing trade with the GDR, the Soviet Union, the developing world
as well as certain Arab nations was viewed with a combination of great suspicion and
envy in Washington. Reagan attempted to restrain the competition of the EC coun-
tries and did not hesitate to explain the rationale of American trade policy with the
help of Cold War security reasons which frequently resulted in the development of
severe economic conflicts among the transatlantic allies.* Such crises emerged, for
example, in connection with the envisaged European gas pipeline deal with Moscow,
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Bonn’s intentions to export a nuclear power plant to Brazil or to sell sophisticated
Leopard tanks to Saudi Arabia.®® Reagan’s controversial trade sanctions on the Soviet
Union in the wake of the declaration of martial law in Poland in December 1981
ensured that transatlantic relations deteriorated further. American policies with respect
to Nicaragua, the Middle East, and “Irangate” brought about further strong European
criticism, while in particular CAP had to bear the brunt of (partially quite justified)
American attacks on European protectionism.*®

However, as usual the EC was ready to compromise as far as security and political
issues were concerned, fully realizing that reasonable transatlantic relations and a
functioning NATO alliance were still the indispensable pillars of the Cold War world.
Moreover, Reagan’s close relationship with British prime minister Margaret Thatcher,
who had little sympathy for further progress towards a united Europe, helped to
undermine any common approach by the EC countries towards Washington. Thus,
from November 1983, after the negotiations with Moscow within NATO’s “dual
track” framework had failed, most EC countries went along with the deployment of
new intermediate-range missiles, despite very hostile peace movements in many
countries, not least in West Germany where most of the new cruise missiles were to
be deployed.*” Indeed, the deployment of the missiles even reassured some European
governments that the Reagan administration did not intend to “recouple” from the
European continent. Eventually, the EC countries compromised over SDI and also
agreed to the imposition of sanctions (though largely symbolic ones) on Moscow
after the Polish crisis of late 1981.%

On important economic issues, however, the EC was much less disposed to com-
promise. Reagan’s emphasis on the market appeared to be at odds with his willingness
to use protectionist measures to defend the competitiveness of American goods and
his authoritarian attempts to curtail western Europe’s trade with eastern Europe by
degree. Thus, with regard to the envisaged gas pipeline with Moscow, the EC coun-
tries were resolute in defying American attempts to undermine the deal by, for
example, not allowing American companies and American technology to be employed
in the construction of the pipeline. Reagan’s attempts to impose what amounted to
extra-territorial sanctions on European companies who were willing to participate led
to an outcry. Eventually, Reagan had no option but to quietly give in with the help
of a face-saving argument.*

Above all, “Reaganomics,” the catchword for the president’s emphasis on relying
on the uninhibited forces of the free market to revive the American economy, was
viewed with great skepticism in Europe (whether “Reaganomics” amounted to any-
thing approximating a thoughtful economic strategy is questionable). Only Britain’s
Margaret Thatcher sympathized with the Reagan’s administration’s economic
approach. The US administration seemed to rely on a policy which consisted of a
mixture of laissez-faire, supply-side economics, tight money, and total governmental
passivity (apart from support for the defense industries) that relied on the forces of
the market to kick-start the economy.” This economic ideology led to renewed
monetary difficulties between Washington and the EC. Reagan’s tax cuts and simul-
taneous huge investments in the defense industry with the help of immense govern-
mental borrowing created a large American budget deficit. As the value of the dollar
increased while interest rates were kept artificially high to allow the government to
obtain cheap loans from abroad, from 1984 an enormous American trade deficit was
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built up. This meant that European countries felt they also had to attempt to maintain
high interest rates to avoid the flow of savings and investments from the EC to the
US; yet such a high interest rate policy slowed down economic growth in the indi-
vidual EC countries.”

Reagan’s economic and financial policies showed yet again that the EC was help-
less in the face of unilateral American policies and was forced to react to the decisions
which had been taken in Washington. Thus, once again, “the precarious dependence
of European economies on decisions taken by a fundamentally unsympathetic US
administration pushed the EC countries towards closer cooperation.”” The EC
under Commission President Jacques Delors began developing plans for a single
European market (SEM) to liberate itself from overwhelming American influence on
western Europe’s economic and financial fate. It intended to develop a fully free and
integrated internal European market by 1992 and to design a common European
currency system for shortly afterwards.”

Moreover, the French-led, though rather short-lived, revival of the Western
European Union (WEU) in 1984 helped to contribute to the development of new
ideas for creating a genuine common European foreign and defense policy as later
articulated in the Maastricht Treaty of 1991.** After all, America’s economic and
financial predicament, made worse by a rapid decline of the dollar’s value in the
second half of the 1980s, seemed to indicate the possibility of American troop with-
drawals from Europe for financial reasons. The negotiations between Gorbachev and
Reagan and the winding down of the Cold War also appeared to make this a distinct
possibility for political reasons. At the least, further conflicts regarding financial
“burden sharing” within NATO could be expected.”

The Reagan administration viewed the European activities towards an economi-
cally and politically more integrated and independent Europe with great suspicion.
Despite its own protectionist and discriminatory trade policies, it did not hesitate to
speak of a “Fortress Europe” and was deeply disturbed by European protectionist
measures, particularly in agricultural goods.”® By the end of the Reagan years it
appeared that not much was left of America’s pro-European unity design as it had
been developed in the late 1940s and early 1950s. The United States appeared not
to be able to cope with an increasingly independent Europe emancipating itself from
American guidance. Adapting America’s once predominant and unchallenged eco-
nomic and financial position to the interdependent realities of the 1970s and 1980s
was proving very difficult.

According to Geir Lundestad in the 1950s the United States had only been pre-
pared to impose its “Empire” on the Europeans because it had been invited by them
to do so.”” Thirty years later Washington did not find it easy to accept the notion
that in certain respects the US was no longer regarded as a welcome guest, but rather
as an uninvited distant relative who was becoming bothersome. While the Reagan
administration instigated a fundamental and very successful review of its Cold War
strategy after 1984 /85, it did not attempt to do the same with regard to transatlantic
relations. Neither the president nor his secretary of state George Shultz appeared to
recognize the need for a “year of Europe.” By 1989, when Reagan’s vice president
George H.W. Bush entered the White House in his own right, the Atlantic alliance
was at breaking point.
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The Maturing of Transatlantic Relations towards
the End of the Cold War

Transatlantic relations considerably improved during George Bush’s presidency;
Bush’s policy towards Europe did indeed “represent a real change of heart” as
Geir Lundestad has written.”® Unlike Reagan, Bush became less involved in the
economic and military squabbles with America’s allies. Instead he concentrated
on the larger picture and realized the importance of reviewing European—American
relations.”” After some initial hesitation, in late 1989 /early 1990 Bush quickly
realized that further European integration, transatlantic interdependence as
well as German unification were inevitable. Thus, the Bush administration
embarked on a course of accepting realities and attempting to influence and
shape events.'® This was made easier by the fact that the USA achieved a trade
surplus with the EC in early 1990. Moreover, it had been possible to work out
transatlantic compromises as far as the many conflicts with respect to the single
European market were concerned.'® Bush also realized that the end of the Cold
War and the fall of communism in central and eastern Europe would make the
newly liberated countries ask for immense financial support from the Western
world. As Washington was no longer in the financial position to offer a Marshall
Plan, this time for the countries of eastern Europe, the Bush administration was
happy to learn that the western Europeans might be induced to participate in
such an enterprise. In November 1990 a new Transatlantic Declaration was
signed to strengthen American—EC relations. The Bush administration wished
to create “a more united European Community, with stronger, more formal links
with the United States.”'*?

By late 1990 it appeared that the United States had again succeeded in
superimposing a somewhat modified and more interdependent Atlantic frame-
work on the process of European integration. This would hardly have been
possible if Washington had not begun to express support for the EC’s increasingly
successful endeavors to unite the continent in economic and monetary terms. Support
was even expressed for the development of a common European foreign and
security policy.

Above all, President Bush realized that the answer to the question of how to
overcome the difficulties and uncertainties of the post-Cold War world might well
be similar to the solution found in the late 1940s. In view of the uneasiness expressed
by countries such as France, Poland, Britain, the Soviet Union, and others regarding
the unification of Germany, once again the stabilization of the European continent
seemed to require the subtle containment of Germany by means of the country’s
voluntary integration into an ever closer Europe and a firm Atlantic system. Once
again the western Europeans including the Germans were happy to oblige. After all,
according to Chancellor Helmut Kohl, German unification and further European
integration were “two sides of the same coin.”'®® Moreover, and much to the relief
of the United States and the European members of the Atlantic alliance, the newly
united German nation was happy to remain a member of NATO. This had been
Bush’s only major condition for extending American support for German
unification.'**
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Conclusion

It was obvious, however, that European-American relations in the post-Cold War
world would have to be based on a much more interdependent and equal basis than
had ever been the case during the Cold War. Yet, despite his impressive role in bring-
ing about German unification, managing the relationship with a dissolving Soviet
Union and winning the Gulf War of 1991, Bush was voted out of office before his
administration developed a new vision for the future of the transatlantic alliance in
the post-Cold War world.

Bush’s “new world order” which he had referred to several times in the years
1990-1991 remained a vacuous and nebulous project that was never filled with any
real substance.'® Former national security advisor Zbigniew Brzezinski wrote with
some justification that “as a global leader” President George H.W. Bush “did not
seize the opportunity to shape the future or leave behind a compelling sense of direc-
tion. The historical moment called for a great vision for the world at large . .. It
called for a burst of global architectural innovation like the one that followed World
War I, in keeping with the new opportunities for international cooperation . . . None
was forthcoming, and not much was foreshadowed should Bush have won a second
term.”'%

Bush certainly never articulated a vision for the future of American-European
relations. Perhaps this contributed to the difficulties which plagued the transatlantic
alliance in the 1990s, during the Clinton administration’s two terms in office, and
which led, in the context of 9/11, to the “war on terror” and the invasion of Iraq,
and the explosion of an unprecedented crisis in transatlantic relations during George
W. Bush’s eight years in office. Some analysts began to dismiss transatlantic relations
and the Atlantic alliance altogether as a thing of the past while others spoke of the
“near-death” of that long-standing relationship. Even more optimistic experts were
still deeply concerned about the “transatlantic drift.”'’” Towards the end of the first
decade of the twenty-first-century, relations may well have stabilized again under
president Barack Obama, George W. Bush’s successor in the White House, and close
transatlantic cooperation and the continuation of the Atlantic alliance may well be
taken for granted again. The United States continues to support the creation of a
united Europe though the Europeans will have to achieve this themselves; there is
little Washington can or wishes to do to bring this about.

Yet a genuine vision, an architecture, an overarching design for the future of
transatlantic relations in their crucial political, military, and economic dimensions is
still lacking. In a world which many still characterize, despite all evidence to the
contrary, as a “clash of civilizations” between fundamentalist Islam and Western
liberal democracy, the transatlantic alliance seems to be based on nothing much more
substantial than the perceived existence of'a common external enemy — al Qaeda and
similar terrorist groups. Unlike in the Cold War, this time, however, the external
threat is too nebulous, too multifaceted, too imprecise, and too fluid and changeable
to give the enlarged alliance much coherence and stability.'®® Moreover, the perceived
threat is very different from what it was during the Cold War. It is no longer nuclear
annihilation of all civilization which is widely feared but the random attacks of inter-
national terrorism which, however, are most likely to result in “merely” local and
regional attacks and disasters. The development of a common threat perception has
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thus been hampered and it is little wonder that the seriousness of the perceived threat
is viewed very differently on both sides of the Atlantic.

Thus, in the twenty-first century the transatlantic alliance can no longer rely on
being kept together by external threats as was the case during the Cold War. Instead
there is no alternative but to keep the alliance together by common democratic values
and, in an increasingly materialistic world, perhaps also by the maintenance of similar
high standards of living across the alliance. The tasks for political leaders on both
sides of the Atlantic would appear to consist of acting as guarantors of the economic
well-being of the transatlantic peoples and ensuring the further development of
democratic values. Above all, the crucial implantation and observation of these values
in everyday life in both Europe and the United States of America must be regarded
as vital.
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Further Reading

While most of the essential reading on the theme of this chapter has been referred to in
the notes, students will find it particularly beneficial to consult the books by Geir
Lundestad. Accessible and very readable accounts are in particular The United States and
Western Euvope since 1945: From “Empire” by Invitation to Transatlantic Drift (2005) and
“Empire” by Integration: The United States and European inteqration, 1945-1997 (1998).
Lundestad’s original thesis that the United States established an “empire by invitation”
in western Europe was published as a journal article. See “Empire by Invitation: The
United States and Western Europe, 1945-1952.” Journal of Peace Research 23, no. 3, 1986,
263-277.

Other good comprehensive accounts are Alfred Grosser, The Western Alliance: European—
American Relations since 1945 (1980); Klaus Schwabe, Weltmacht und Weltordnuny
(2006); Geoftrey L. Williams, The Permanent Alliance (1987); William C. Cromwell,
The United States and the European Pillar (1992); the rather short book by David Ryan, The
United States and Eurvope in the Twentieth Century (2003); and with an emphasis on
transatlantic security issues Ronald E. Powaski, The Entangling Alliance (1994). Several
edited volumes are also useful introductions to the study of transatlantic relations in the
post-World War II era, such as Francis H. Heller and John R. Gillingham (eds.), The
United States and the Integration of Europe: Legacies of the Postwar Era (1996), Kathleen
Burk and Melvyn Stokes (eds.), The United States and the European Alliance since 1945
(1999), and R. Laurence Moore and Maurizio Vaudagna (eds.), The American Century in
Europe (2003).

Very few studies exist which deal directly with the main theme of this chapter, the policy of
the United States towards the process of European integration and European unity. Geir
Lundestad partially deals with it in his publications, as does the edited volume by Heller and
Gillingham. An older but still useful book on the matter was written by Max Beloff, The United
States and the Unity of Europe (1963).

Until the rise of the post-revisionist school within Cold War studies in the early to mid-
1970s, European—-American relations had been somewhat neglected in favor of studies on the
bilateral Soviet—American rivalry. Good balanced post-revisionst accounts are Anton W.
DePorte, Europe between the Superpowers: The Endurving Balance, 2nd edition (1986) and
David Reynolds (ed.), The Origins of the Cold War in Europe: International Perspectives
(1994).

Numerous good articles on American—European relations during the Cold War tend to be
published in the journals Diplomatic History, the Journal of Cold War Studies, Diplomacy and
Statecraft and not least the Journal of Transatlantic Studies.

Most works on European—-American relations have dealt with the years of reconstruction
from the Marshall Plan to the establishment of the EEC in 1958. Among a very large number
of studies in particular the books by Alan Milward, Michael Hogan, and the provocative study
by Marc Trachtenberg, A Constructed Peace (1999) are of interest here as well as the innova-
tive recent book by John Krige, American Hegemony and the Postwar Reconstruction of Science
in Europe (2006). The nuclear dimension of transatlantic relations is convincingly dealt with
by Gunnar Skogmar, The United States and the Nuclear Dimension of European Integration
(2004).
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The most interesting studies on transatlantic relations in the political, economic, and security
fields during the Kennedy/Johnson era, the Nixon/Ford/Kissinger years, and during the
Carter and Reagan/Bush administrations are referred to in the notes of this chapter. For the
best introduction to the cultural dimension of transatlantic relations, consult Richard Pells,
Not Like Us: How Europeans Have Loved, Hated, and Transformed American Culture since
World War 11 (1997).



CHAPTER NINE

The Churches and Christianity in
Cold War Europe

DIANNE KIRBY

After the 1648 Treaty of Westphalia, which removed religion as a justification for
war, the salience of religion for international affairs declined.! Nonetheless, the wide-
spread separation of religion from the ensemble of political institutions that constitute
the modern national state and geopolitical system did not mean that religion ceased
to play a role in politics or in the constitution of the world order.> The potency of
religious “soft power”® meant that religion was never discarded from state arsenals.
The actions of Christian leaders and institutions during World War II highlighted its
national and international value to the nation state, however secular. The war itself
renewed the determination of the churches to secure political influence and a mean-
ingful position in the postwar world, convinced that Christianity was the means to a
more just and equitable society for all. While Roosevelt and Stalin seemingly thought
religion a potential bridge between East and West, others identified Marxist atheism
as the window of vulnerability through which to attack and curtail the Soviet experi-
ment. Consequently, the postwar period and the emerging Cold War were endowed
with a critical religious dimension. The “religious cold war” that followed, plus the
Christian component of transatlantic relations, a shared religious heritage between
Europe and the US, had profound implications for European Christianity and its
churches.

The Catholic theologian John Henry Newman noted that the church is not
“placed in a void, but in the crowded world,” meaning that it must adapt to “persons
and circumstances, and must be thrown into new shapes according to the form of
society” in which it exists.* The Cold War divided Europe and subjected its societies
to two competing models of modernization: the communist-socialist, represented by
the Soviet Union, versus the liberal capitalist, represented by the US. A reliable source
of emotion, ready-made symbols, and rituals, Christianity offered the potential to
extend the appeal of the competing political and economic models throughout what
had once been Christendom. The historical, cultural, and indeed national roots of
continental Europe remained intimately linked to Christianity, the dominant religion
for over 1,500 years. It had been supported by a social and legal framework that
involved coercion, control, and an alliance with state authority. In the early Cold
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War, Christianity became a means through which the US and its Western allies could
de-legitimate Soviet influence and enhance the appeal of the transatlantic alliance for
European peoples wary of American capitalism.> The West’s Manichacan Cold War
rhetoric presented US-Soviet rivalry as the defense of Western civilization and
Christianity against the atheistic communism of a Soviet Union determined on the
destruction of one and the eradication of the other. The appropriation of Christianity
tor Cold War purposes is an area in which new research is now being undertaken
after many years of neglect.® This essay is a contribution that examines how some
key “Christian” institutions responded to the challenges represented by Europe’s
“religious Cold War.””

At war’s end the old European order verged on disintegration, convulsed by con-
flict and the radicalism it fostered. The Soviet Union and the US, one devastated and
the other revitalized by the war, emerged as the world’s major powers. As negotia-
tions about the postwar arrangements in Europe broke down, each side moved to
secure its sphere of influence. At the Potsdam conference, Secretary of State James
Byrnes initially refused reparations, then made concessions in what historian
Marc Trachtenberg has interpreted as a policy of “amicable divorce” by which the
Americans demonstrated their willingness to tolerate a Soviet “security zone.”® It was
clear that Stalin also preferred a modus vivendi. The British, on the other hand, were
concerned that an amicable understanding between the two anti-colonial, anti-impe-
rialist powers might prove detrimental to British interests. Even while fighting against
Germany in alliance with the Soviet Union, Britain had planned for possible future
conflict with it and continued to regard it as the main hostile force in the world.
Britain viewed American power as the safeguard against Soviet power. From the
end of the war, the major objective of British foreign policy was what became the
Atlantic Pact, when, for the first time, the US committed itself to the defense of
western Europe.’

Knowing that the American public and policy-makers alike were wary of British
intentions, especially towards the Soviet Union, the Foreign Office thought that “the
process of inducing the United States to support a British resistance to Russian pen-
etration in Europe will be a tricky one.”'® It would require the inclusion of values
and principles. Religion had proven an eftective component in British wartime efforts
to persuade the American public to support their resistance to the Nazi onslaught
and, after June 1941, the Anglo-Soviet alliance.!' Religion subsequently became
integral to postwar British endeavors to reverse attitudes towards their former Soviet
ally and to educate publics either side of the Atlantic about its threat potential to
world peace. Winston Churchill’s 1946 Fulton speech, carefully coordinated between
the British and American administrations, notably referred to the “growing challenge
and peril to Christian civilisation.”"?

Through the Church of England’s Council on Foreign Relations, the British
Foreign Office had numerous links with Orthodox churches in eastern Europe. As
the Cold War intensified, Foreign Office opinion was that Orthodoxy was more likely
to collaborate with than challenge Soviet domination. In contrast, Roman Catholicism
was regarded as “one of the most powerful anti-communist influences.”'* More than
50 million Catholics came into the Soviet sphere of influence with its postwar exten-
sion into eastern Europe. The institutional Catholic Church had been crushed in the
Soviet Union in the 1930s. The war’s end, however, brought Soviet overtures to the
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Vatican offering a deal: “Potential enemies could be neutralised in return for conces-
sions which would permit Catholics to exercise their faith without molestation.”'*
Although favored by elements within the Catholic Church itself, as well as the US
State Department at the time, Pope Pius XII and his principal advisers resolutely
opposed an agreement. The Vatican’s hard-line stance towards the new communist
regimes was unwelcome to bishops, clergy, and laity who considered church interests
could best be protected by cooperation. This was the case in Poland, Hungary,
Czechoslovakia, Romania, and Bulgaria where the church was initially treated rela-
tively well.'®

The British Foreign Office was reluctant to be openly identified with the Vatican:
“they are rather in disgrace all over Europe for trimming during the war.” But
it supported the Vatican’s anti-Soviet stand by “inconspicuous means.” During
the Anglo-Soviet Cold War of 1945-1946, the Foreign Office’s Russia Com-
mittee advised Heads of Missions abroad to be aware of “the potential importance
of organised religion in combating the spread of Communism.”'® Moscow’s suspi-
cions that its enemies would use religion for subversive purposes were confirmed
in mid-August 1950 when the Hungarian secret police uncovered the Hungarian
Catholic Resistance Movement. Set up in 1947 by the British Intelligence Service,
the Hungarian Catholic Resistance Movement was controlled by its Vienna Station.
In addition to maintaining caches of arms, its initial operational role was to
gather intelligence.'”

The US supplanted the covert and cautious use made of religion by the British
with a much more overt, indeed dramatic and confrontational approach. Beginning
with the return of Roosevelt’s wartime Vatican envoy Myron C. Taylor in 1946,
Truman flaunted his alliance with Pius XII, a self-avowed Soviet enemy.'® In 1949,
Truman demonstrated his satisfaction with the election of the Archbishop of North
and South America as Patriarch of Constantinople, achieved with a significant degree
of Anglo-American collusion, by having him flown in his personal presidential plane
to Istanbul to assume his new position."” He thus directly signalled to Moscow his
overt support for the heads of the two major religions in the Soviet sphere of influ-
ence. Roman Catholicism and Eastern Orthodoxy were each closely connected to
the national identity, history, and sentiment of key countries in the Soviet bloc.*
The equation of religious unity with political unity and national identity was the
motivational force behind autocephaly in the Orthodox world, considered a key
element in the drive towards statchood.”’ While the influence of the Ecumenical
Patriarch did not match that of the pope, the appointment of an American citizen
to the primary position in the Orthodox world was calculated to impress an Orthodox
community susceptible to political intrigue and full of poor churches seeking financial
support. Above all, it was intended to thwart the alleged aspirations of the Moscow
patriarchate to become the “Third Rome.” It challenged potential Soviet influence
in the Orthodox world through the Russian Orthodox Church with Western
influence via the Ecumenical Patriarch. Even more worrying for the Soviets, it
threatened a combination of Roman Catholicism and Orthodoxy against Soviet
communism.*

With his Marxist-Leninist background, the calculated use of religion by the West
confirmed Stalin’s worst beliefs about organized religion and Western hostility. The
attempt to rally the religious into a global anti-Soviet crusade played to Stalin’s fears



186 DIANNE KIRBY

about the subversive potential of religion. World War II had demonstrated that sig-
nificant numbers of Soviet citizens would turn against the regime in response to
religious appeals. The Soviets knew that religion remained a focus for dissent and
were deeply disturbed by the West’s recruitment of religion in a way all too reminis-
cent of Hitler. The Soviet leadership could not revert to the sort of historical alliance
that existed between the church and regimes from which the communist revolution
was meant to be a radical departure. Communism had its own internal legitimation
that would be called into question should it seem to be seeking “sacralization.” An
alliance with religion risked alienating communist adherents for whom religion
remained a reactionary and anti-progressive force from which the masses had to be
liberated. Rather than eradicate, however, Soviet efforts were directed towards con-
trolling and domesticating religion within its sphere and rallying believers with social-
ist sympathies everywhere in its defense. Nonetheless, no matter how domesticated,
religion retained the potential to at least compromise, if not challenge, communist
power. The result was vacillating and contradictory policies towards religion through-
out the Soviet era.

In contrast, shared religious values facilitated popular support for the US-European
alliance. Post-revisionists stress that the “empire” created by the US in western
Europe was made possible by the willingness of host governments to collaborate with
America in pursuit of their own interests. Truman’s rhetoric and overtures to Europe’s
Christian leaders revealed an assumption that in the struggle between the godless,
atheistic Soviet Union and the God-fearing US and its allies, among whom the
president included the faithful behind the Iron Curtain, the world’s religious forces
would be in the American camp. European statesmen were less certain, aware from
their own histories that religious organizations were well able to ally themselves with
dissident sectors of society to challenge established elites and could be rivals to, as
well as supporters of, state power. They knew churchmen were able to transgress the
boundaries between the sacred and profane to assert their own political, social, and
economic influences and would not necessarily be passive recipients of state-imposed
ideological conformity.

Nonetheless, recognizing the importance of ideological solidarity with the US,
west European leaders responded by presenting the basic division between their
democracies and the totalitarian states as a conflict between religion and communism.
In doing so they formulated the basis for a theory of totalitarianism that raised the
question of the structural similarities between National Socialism and Stalinism. It
provided a useful taxonomy of repressive regimes, justifying the postwar switch from
one enemy to another. In the process, the defense of Western civilization and
Christianity became anti-communism’s central rhetorical device, consolidating the
two fundamental contentions on which Cold War policies rested: that communism
was a supreme and unqualified evil and that its purpose was world domination.
Consequently, in many ways the strongest key common denominator facilitating
church—state cooperation in the early Cold War was absolutist anti-communism
which, couched in extreme moralistic terms with strongly religious connotations,
insisted that the Soviet Union was the incarnation and main source of evil. The result
was the “godless Soviet bogey,” perhaps the key construction responsible for the
European nations, united since the Treaty of Versailles in their determination to halt
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Soviet influence, putting aside their differences and supporting America’s Cold War
leadership.

The potency of religious themes, symbols, and metaphors facilitated a process
by which anti-communism, with its deep religious roots, was accorded a doctrinal-
like status that served as the cement that bonded the “Free World.” Anti-
communism also provided a powerful ideological basis of agreement between
the governing conservative forces in the US and their Social and Christian
Democratic counterparts in western Europe. The latter played a vital role in
legitimizing the Cold War, in enrolling labor movements into the anti-communist
crusade and in bringing to fruition a form of social reformism that did not threaten
the established order.”

A decimated Soviet Union, preoccupied with its own future survival and wary
of America’s “empire of modernity” beginning in Europe, was naturally concerned
by the prospect of an anti-communist Christian front as advocated by Truman and
Pius XII. The possibility of uniting an otherwise divided eastern Christianity in an
ecumenism of suffering or struggle was deeply worrying for a Soviet bloc made up
of deeply religious peoples, including significant Catholic populations. Stalin’s need
to reduce anti-Soviet hostility within and without the communist bloc, as well as his
desire to improve his regime’s image abroad, militated against the crude anti-religious
policies he had once implemented.** This deprived Western leaders of a key tool
that had been crucial in consolidating an anti-communist consensus in the aftermath
of the Russian Revolution. Instead, admiration for “Uncle Joe,” the victorious
Red Army and the communist role in resistance movements prevailed in western
Europe.

Consequently, European leaders, already concerned that Stalin might not remain
content with a security zone, also feared that many of their peoples might be attracted
to the Soviet ideological and socioeconomic system. The Vatican was particularly
aware that communism spoke to the poor, the oppressed, and the downtrodden, its
own traditional constituency. It worried that the crucible of war might merge the
Orthodox conception of a messianic Russia with the Marxist conception of a messi-
anic proletariat, representing a fusion of ideas that appealed to a Europe in which a
return to the prewar status quo was unthinkable.?®

The difficulties of combining political and social loyalties with religious identity
were exacerbated for churches in communist regimes owing to the atheism of Marxist-
Leninist ideology. However, unable to eradicate religious faith and confronted with
its power and persistence, a weakened Soviet Union saw advantages in accommodat-
ing and working with the churches. Stalin had hopes that religion might be one
means of bridging the gulf that remained between him and his allies. While religion
may have been a mobilizing device for transformational purposes that could eventu-
ally be transcended, Soviet generals and local communist leaders honored Greek
Orthodox clergy in the Balkans and courted Roman Catholic clergy in Poland. Stalin,
albeit by maladroit means, attempted reconciliation with the pope in the spring of
1944 .%° Hitler’s invasion had impressed upon Stalin the value of closer church-state
relations.””

In October 1917 the Bolsheviks had declared the new Soviet state to be non-
religious, not anti-religious. The Bolshevik decree of 1918 “on freedom of conscience
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and religious societies” theoretically safeguarded “Free practice of religious customs.”
Religious believers were not denied admission to the party, as opposition to religion
was subordinated to the class struggle. Some Christian churches flourished under the
new regime, including Evangelical Christians who increased their adherents from
about 100,000 to over a million in the first decade of Soviet rule.?® However, under
the regime that Stalin gradually introduced, the free conflict of ideas, especially on
the subject of religion, became impossible. Although the March 1919 Communist
Party program had warned against offending religious sentiments in order not to
strengthen religious fanaticism, religious harassment and persecution marked the
history of the post-revolutionary years. By 1940 the Russian Orthodox Church was
on the verge of institutional elimination in Russia. The most church leaders could
have hoped for was survival. By 1946, however, the church had the power to become
involved in Soviet foreign policy objectives, largely derived from its wartime coopera-
tion with the state.

The Soviet regime elected to use the patriarchal church and recognized its need
to re-establish its power throughout Russia. The relationship was mutually beneficial,
although far from a partnership of equals. The state supported the church out
of both domestic and foreign policy considerations. The strengthening of the
Russian Orthodox Church outside Russia was designed primarily to facilitate the
assertion of political control over the liberated territories, challenge Catholic power
and curtail indigenous nationalist movements. Allowed to play a missionary role, the
Othodox Church became complicit in aiding the Soviet government’s destruction of
the Uniate Church, made possible owing to a convergence of interest reflected also
in their joint attacks on the underground churches. Members of the underground
churches avoided participation in Soviet society and the patriarchal Orthodox Church.
The Moscow patriarchate and the Soviet state therefore had a joint interest in
their eradication.

While the Soviets were able to manipulate the church’s concern for self-
preservation to help ensure the survival of their regime,” they also relied upon
the patriotism that had revealed itself so compellingly following the Nazi
invasion. Metropolitan Sergi, then patriarchal locum tenens, condemned the
German invasion on day one, while Soviet leaders and media remained silent.
In a fiery sermon, he warned the clergy to remain with the people and not be
tempted by “the other side.” In 1942 he spoke of “Holy Rus,” “the sacred
borders of our country,” and “holy hatred towards the enemy.” Beyond the identi-
fication with the Soviet state, the terms emphasize the bonds between church
and nation.*

During the Cold War it was both the patriotic disposition of the church, as
well as the coercive power of the Soviet leadership, that informed church-state
relations. The identification of church and national interests, as well as the usurpation
of religion by politics, was not unique to the Russian church and the Soviet
Union. During the interwar period, Christian leaders had deprecated the identifica-
tion of national interests with righteousness.®" With its history marred by religious
wars, the admixture of religion and politics was regarded with skepticism in Europe.
However, Cold War rivalry included the competing universal claims through which
each side created the space in which their respective states and churches could come
together. The West’s declaration that it was defending Western civilization and
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Christianity from atheistic communism was matched by the East’s promotion of the
“peace movement,” supposed to save the world from nuclear destruction. Europe’s
leaders knew that for many people, religion was more relevant and meaningful
than democracy, a malleable and a contested concept to which each side laid
claim.*

Churchmen, after the Depression and two global conflicts and conscious of
their own culpability as well as systemic failures, saw the war’s end as an opportunity
for Christianity. The outbreak of another European war in 1939 fostered a
widespread conviction that the fight must be not just to defeat the Axis enemy,
but to win a new social and political order. Acknowledging the guilt of the
churches in contributing to the historical processes that climaxed in global conflict,
Christian leaders still considered faith the solution, advocating the new order be
built on a renewed relationship between political and moral power. Christian leaders
harbored aspirations that Europe’s common Christian traditions combined with
Christianity’s supranationalism and universalism could provide the foundation
for a new Christendom and beyond that a supranational world community, the
brotherhood of man, that transcended national interests, political differences, and
ideology.

Lacking shared racial origins, ethnicity, or language, Christian thinkers have
posited that Europe is a historical creation that emerged from European culture,
from “Christendom.” During World War II, Christian intellectuals such as Arnold
Toynbee argued that the disappearance after World War I “of the sense of
common Christendom” contributed to the inability to construct a viable inter-
national order. Convinced that religion was central to the historical development
of world order, Toynbee stressed the necessity of a shared religious ethos as a
basis for political order.** His ideas were reflected in a variety of Christian groups
focused on the postwar world.*® Believing Christianity was essential for world
order, significant Christian leaders wanted to exercise a decisive influence on inter-
national policy and behavior.*® Amid the chaos of war-torn Europe, despite significant
collaboration and quietism, the churches were the only organized bodies that
consistently and successfully resisted the National-Socialist Weltanschanung. In
many cases the clergy and the bishops of the various churches became leaders,
trusted by their people. Significantly, however, although church leaders engaged
meaningfully in postwar planning, the victorious Allies, unwilling to relinquish
any power, excluded them from peace negotiations. Even the Vatican, possessed
of state status as well as being the center of the worldwide Catholic faith, was
excluded.”

The Vatican was in many ways another European state looking to the US. Mutual
global interest lay at the heart of their alliance. The Vatican hierarchy had been pre-
paring for the dopo-fascismo (the post-Fascist era) for a long time, and had been
seeking a relationship with the US from well before the war.*® Cardinal Pacelli, the
future Pius XII, visited America in 1936, warning that the greatest threat to the future
was the Soviet Union and that a time would come when all the churches would need
to combine in order to resist and defeat atheistic communism.* The first papal con-
demnation of the “unspeakable doctrine of Communism” came in 1846.* In May
1931 Pius XI delivered Quadregesimo anno. With the world suftering the deprivations
of the Great Depression, the pope could do no other than acknowledge the failings
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of modern liberal capitalism, but his main indictments were reserved for communism
and socialism. He exhorted Christians to “lay aside internal quarrels, link up harmo-
niously into a single battle-line, and strike with united forces towards the common
aim.”' Pius XID’s exhortations were therefore in line with those of his
predecessors.

Pius XII remains an extremely controversial historical figure, mainly over his
wartime role, but his Cold War activities are also a source of scholarly contention.
Frank Coppa argues that Pius XII led the way in the Cold War, followed by the US,
becoming deeply implicated in the political realm as he mobilized Catholic forces to
combat communism in his initiation of a global campaign against Bolsheviks in
general and the Soviet Union in particular.*? Peter C. Kent agrees with Coppa that
the Roman Catholic Church in the twentieth century was among the first ranks of
the Cold Warriors. Kent, however, challenges assumptions about the Vatican’s initia-
tion of the Cold War and Pius XII’s central role in determining the course of inter-
national events in the 1940s.** Pius XII’s aspirations for Europe certainly differed
greatly from those of the US.** Pius XII was the locus of ideological opposition to
the Soviet Union. Hence, US relations with the Vatican prove an effective yardstick
for measuring the scale and degree of changes in American policy towards the Soviet
Union, from the wartime alliance to a more rigid stance in the early part of 1946,
to confrontation in 1947. Most important, Truman’s approaches to the Vatican
indicate how far from seeking to resolve, or at least ameliorate, postwar crises, the
president chose to heighten the Cold War by aligning himself with the foremost
advocate of a “crusade” against America’s former ally.

Following the Truman Doctrine* and the Marshall Plan, in August 1947 the pope
and the president conducted a highly publicized exchange of letters. President and
pope pledged their resources to a lasting peace that could only be built on Christian
principles.* Calling on all persons, regardless of divergent religious allegiances, to
unite to preserve freedom, morality, and justice, Truman denounced “the chains of
collectivist organization,” encouraged religious freedom, and expressed his belief that
the greatest need of the world was for a renewal of faith. The president acknowledged
Pius XII as a central figure in the Western alliance. The pope endorsed US policy,
for which he begged God’s assistance, portraying the battle against communism as
an extension of the conflict in which the church had been involved for the past two
thousand years, that against evil. As well as a symbolic repudiation of accommodation
and negotiation, the exchange was strategic. It provided moral justification for con-
tainment, blamed the Soviet Union for deteriorating international relations, and, like
the Marshall Plan, encouraged dissent within the Soviet sphere.

With the Vatican and the US as arbiters of Italy’s fate in the immediate postwar
period, the left was resoundingly defeated by their combination of material and spiri-
tual power. The left-leaning New Statesmen and Nation wryly observed of the Italian
electorate:

Invited by Togliatti and Nenni to dispense with material aid from the West and spiritual
salvation from the Church — to forgo the good offices of both Mr Hoffman and St Peter
— they have firmly declined to do without the 700 million dollars proftered under ERP,
and have shown an unmistakable reluctance to risk hell fire by voting for the Popular
Front.*
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Nonetheless, substantive differences remained between Pius XII and his Western
allies, revealed when Stalin publicly expelled Tito’s Yugoslavia from the Cominform.
To the pope, Tito was simply another communist bandit hostile to Catholicism. For
the West, Tito represented an opportunity to “penetrate and disunite the Soviet
bloc.”*® It became increasingly clear that the pope had compromised papal neutrality
and exposed the Vatican to criticism from the Left for an alliance with anti-communist
statesmen whose aims diverged significantly from his.*

In contrast to the course followed by the Vatican stood the World Council of
Churches, which was determined to try and transcend the conflict dividing Europe
and its churches. It endeavored to adhere to the traditional conviction that the church
ought not to be “identified with any particular political or social system.”*
Headquartered in Geneva, WCC attitudes towards the Soviet Union reflected those
of west European statesman generally rather than of Pius XII. While not unmoved
by the Soviet threat, they perceived it less in ideological than geo-political and his-
torical terms, as yet another episode in the age-old balance-of-power struggle.
Moreover, WCC commitment was to the ecumenical ideal, the unity of all Christians
regardless of doctrinal divisions or differences, and this, in theory, took no account
of state affairs.”’ The WCC was intended to provide a voice for non-Roman
Christendom. Importantly, it was a collective voice that did not command but which
served the churches. WCC authority consisted “in the weight which it carries with
the churches by its own wisdom.”®? It lacked a titular head that carried supreme
authority, such as the pope, and was in fact forbidden to act in the name of its
participating churches except so far as all or any of them had commissioned it
to do so.

Visser ’t Hooft, Secretary General from the inception of the WCC, recalled in
his Memoirs that “some of the gravest tensions in the life of the council were
caused by the political and ideological divisions of the cold war period.”*
Major financial support came from the US, and in the early stages of formation
west European and American influence predominated. On the whole, WCC
officers were naturally inclined to a Western perspective that blamed the Soviet
Union for deteriorating East-West relations. Europe’s churches were inherently
conservative institutions, naturally anti-communist and suspicious of the Soviet
Union. However, for the WCC to align with one side in the Cold War would
destroy its very raison d’étre, Christian unity, as became apparent following the church
conference of heads and representatives of the Autocephalous Orthodox Churches
held in Moscow from July 8 to 17, 1948. The Patriarchs of Moscow, Antioch,
Jerusalem, Alexandria, and the Orthodox in the satellite countries, all subject
to Soviet influence, decided against participation in the ecumenical movement
owing to a “deeply rooted suspicion that the World Council was controlled by
Western political influences.”™*

On the eve of its inaugural conference, the WCC was confronted with the
same Cold War challenge that divided Europe’s trade unions, students, and
intellectuals.®® Preparations for the WCC inaugural assembly, held in Amsterdam in
August 1948, took place in the shadow of the Berlin blockade. Naturally, the
international tension and the polarization of the world into two competing blocs
had a profound impact, reflected in the debates. But the assembly’s final report
notably stated:
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The greatest threat to peace today comes from the division of the world into mutually
suspicious and antagonistic blocs. This threat is all the greater because national tensions
are confused by the clash of economic and political systems. Christianity cannot be
equated with any of these . . .

The final report advised that “The Christian Church should reject the ideologies of
both communism and laissez-faire capitalism and should draw men from the false
assumption that these extremes are the only alternatives.” It recommended that men
seck new creative solutions. As ’t Hooft later pointed out: “The real significance of
this declaration was that the World Council refused to identify itself with any political
or social ideology and thus to let itself be used as an instrument in the cold war.”*¢
Although this stand helped maintain a form of relations with churches in the Soviet
bloc, tension increased between the WCC and the Vatican.?”

However, with increasing European anti-Americanism, generated by McCarthyism
and the Korean War, and sensitive to left-wing charges that he was a warmonger,
Pius XII himself began to incline towards neutralism. Stalin’s death, the hydrogen
bomb and the proliferation of nuclear weapons moved the pope towards coexistence.
By the end of 1955 the pope was warning the West about its indiscriminate opposi-
tion to any form of coexistence. At the same time he indicated to the communist
bloc his readiness to engage in dialogue. Positive responses from the Soviet Union
led to a shift from the Vatican’s alliance with the West towards nonalignment in order
to reach an accommodation with the Soviet system. The seeds were sown for
Christian-Marxist engagement in the 1960s, as well as John XXIII’s aggiornamento
and Paul VI’s Ostpolitik.>®

Changing Perspectives

From the late 1950s, striking changes in global affairs tore apart the post-World
War II anti-communist consensus, rendering the depiction of the East-West
confrontation as between good and evil less and less tenable. The concept was
challenged by Khrushchev’s domestic thaw, his appeal for “peaceful coexistence,”
plus the denunciation of Stalin’s crimes along with the repudiation of his doctrine of
the inevitability of war between capitalist and socialist countries. It was becoming
increasingly clear that not only was the Soviet government far from being a rigid,
unchangeable monolithic entity, the communist movement was itself fracturing.
Some east European leaders were adopting notably independent positions, while
Chinese communists attacked Soviet “revisionism.” There were even military skir-
mishes between the two countries. As the world changed, so too did the composition
of church hierarchies. Of particular significance was the growing influence within
international church circles of non-white, developing-world participants.”® They
were outraged by the brutal responses of some European powers to the decoloniza-
tion process and as aware as their white counterparts of the way in which morally
questionable US policies undermined America’s self-righteous claim to free-world
leadership.®

Western policies and practices came under increasing scrutiny and criticism as
churchmen from the developing world, and in some cases the Soviet bloc, became
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more involved and active in the high level church affairs that had once been
dominated by European and American churchmen.® Disagreements and conflicts
within the WCC were further exacerbated by the anti-war, anti-imperialist, socio-
political concerns of its youth wings. Although the “desire of ecumenical leaders to
be in the front line of the church’s witness to the world and a partner in its renewal,”
was a defining trait of the WCC, member churches were alarmed by what seemed to
them the “left radicalism™ of its youth and student organizations.®> A notable con-
sequence of the intellectual and ideological turmoil that afflicted the ecumenical
movement in the sixties and seventies was a series of financial crises that weakened
and damaged the WCC.% The peace movement and the arms race were contested
questions within the WCC and Europe’s churches generally. The Cuban Missile Crisis
and American involvement in Vietnam stimulated the peace movement throughout
western Europe, drawing in significant churchmen, militating against its easy dismissal
as “Soviet inspired.” Supported by church leaders throughout the Soviet bloc, the
peace movement had appealed directly to Western Christians through a prism of
religious and moral arguments that advocated coexistence, repudiated the iron curtain
and claimed ideological differences could reside peacefully in one world. Rejected by
key Western churchmen, as well as secular statesmen, as a communist ploy intended
to weaken the West, it still struck a visceral chord among Europeans, of all political
and religious persuasions, who feared a third world war and the terrible potential of
nuclear weapons.

Although by the end of his pontificate Pius XII sought to move from his
alliance with the West towards nonalignment,* it was the election of John XXIII
that proved the significant turning point for the Vatican’s attitude towards the
Soviet bloc and the Cold War. John XXIII saw communism as an outgrowth of
modernity, and his response transformed what was meant to be a transitional
papacy into a revolutionary one, quite distinct from its predecessors, by seeking
better relations with the communist world. His 1961 encyclical, Mater et magistra,
adapted Catholic social teaching to the changed conditions of the postwar world,
proffering the hand of peace to “all men of goodwill.” That the Cold War was a key
factor in his thinking was illustrated by the 1963 encyclical, Pacem in terris, tellingly
composed in the aftermath of the Cuban Missile Crisis that brought the world to
the brink of nuclear warfare. The pope not only repudiated the concept of a just
war in a nuclear world, he drew a notable distinction between unchristian Marxist
philosophy and the positive practices to which it could give rise. His statement that
the time had come for Catholics to cooperate in good causes with non-Christians
began the “opening to the East” that led to the Ostpolitik that permitted the
“opening to the left.”*

After John XXIII’s death in June 1963, Paul VI continued his policies. The radi-
cally changed stance of the Vatican was reflected in the 1965 “Pastoral Constitution,”
Gaudium et spes, which made an unprecedented acknowledgment of past failures. It
also repudiated the church’s political alignments under Pius XII, subsequently dem-
onstrated by dialogue with the communist regimes, particularly the sustained cam-
paign conducted by Mgr. Casaroli aimed at alleviating conditions for the churches
in Czechoslovakia, Hungary, and Yugoslavia. Most importantly, Gaudium et spes
established the church’s independence from any political community or system,
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denouncing doctrines opposing reform “on the pretext of a false notion of freedom”
and those that subordinated personal rights to the “collective organisation of
production.”®®

With the papal “peace offensive” reflecting ongoing concern over the East—West
confrontation, and Popolorum progressio (1967) emphasizing social justice between
nations, conservative sentiment criticized the Vatican for moving to the left and
being overly sympathetic towards Marxism.®”” Eurocommunists did not regard the
denial of religion as necessary, and by the late sixties there were Christians and
Marxists throughout Europe who believed that each could learn from the other.®
Reflecting that the evolving relationship between communism and Christianity in
western Europe was more than simply accommodation, the Italian Communist
Party’s 1979 program stated: “In the reality of the contemporary world, the
Christian conscience can stimulate commitment to the struggle towards society’s
socialist transformation.”” Although popular perceptions are that the Vatican
secretly collaborated with the US in orchestrating the demise of communism in
eastern Europe, the collapse of the Soviet bloc had more to do with internal rather
than external pressures.”” While John Paul II shared the American interest in
supporting human rights in Poland, he and the Polish bishops opposed America’s
call for economic sanctions. Moreover, his 1987 encyclical, Sollicitudo rei
socialis, accused both East and West of betraying “humanity’s legitimate expecta-
tions.””! The demise of communism was preceded by the decreasing ideological
persuasiveness of socialism as it departed from its own claims and objectives and
failed to deliver material benefits, ultimately destroying its own legitimacy. However,
rather than the “truly rich inheritance” that the pope hoped the church could
secure in the post-communist world, it was confronted with kaires, a time of
challenge and danger.

Christian Democracy

The impact of the Cold War on organized Christianity in Europe was ultimately
damaging and divisive, compromising aspirations to effective and independent
socio-political influence. It was Christian Democratic parties that became the
major beneficiaries of the Cold War-induced fear of Soviet communism. As anti-
communism divided and weakened the socialist left and contributed to the resurgence
of Christianity, it paved the way for confessional parties to become a dominant
force in European politics. The interwar Catholic parties moved after the war
not simply to consolidate their old confessional constituencies, but to reach out
across the Catholic—Protestant divide, a gesture of which the church leadership
seemed at the time incapable, to establish genuinely inter-confessional “Christian”
parties.”?

As political efforts to promote a Christian anti-communist front foundered
and America Protestants speculated that the pope was manipulating US foreign
policy to help build up a Catholic western Europe, Christian Democracy oftered
distinct advantages to western Europe’s transatlantic ally. Its political principles
matched those of America’s own mainstream political parties: integration, com-
promise, accommodation, and pluralism, plus commitments to human rights and
liberal democracy. They also held “that private property constitutes an inviolable
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right, that communism is an abhorrent movement, and that the state should
be confined and carefully watched in terms of its interventionist zeal.””® Above
all, Christian Democrats opted for the Atlantic alliance and what seemed to
be its essential corollary, a united western Europe.”* By the 1950s they were
established as parties of government, devoted to a Cold War political agenda
of capitalist economics and defense of western Europe against the Soviet Union.
Christian Democrat statesmen rooted in the traditions of political Catholicism —
Konrad Adenauer, Alcide De Gasperi, Robert Schumann — were supposedly commit-
ted to the concept of a “Christian West,” distinct from both the crass materialism
of the United States and Soviet dialectical materialism.”” However, distinguished
by their attempts to integrate and reconcile a plurality of societal groups, often
with opposing interests, Christian Democrats became catch-all parties of the
center-right, moving away from Catholic doctrines that were cautious about
capitalism and sympathetic towards workers.

For all their protestations of autonomy, the parties benefited considerably from
church instructions to the faithful to vote Christian Democrat. Washington’s
interest in the Vatican derived in part from the perception that it had delivered
electoral success to the Christian Democrats in an Italy on the “front line” during
the Cold War. However, John Pollard contends that without the onset of the
Cold War, Catholicism would not have achieved such hegemony in postwar Italy,
which he identifies as an era of Catholic “triumphalism.””® Observing that the atmo-
sphere of cosmic crisis massively increased the value of the Vatican’s intervention
in Italian politics, Pollard notes that Catholic hegemony in Italian civil society
was from the beginning unnatural, artificial, and very fragile. He suggests that the
church replaced fascism as the authoritarian system sought by the Italian middle
classes. While Vatican pressure on the neutralist and pacifist wings of the Christian
Democratic Party secured Italy’s entry to NATO in 1949, full decision-making
autonomy for the Italian laity in the political and trade union fields was not to be
effectively granted until after the death of Pius XII in 1958. Pollard has shown,
moreover, how Christian Democratic attempts in the mid-1950s to escape Vatican
control began a practice of clientelism and corruption on a massive scale that would
eventually lead to the collapse of the Christian Democratic regime itself.”” The
Cold War therefore ensured the survival of a corrupt regime in Italy. It also meant
that with anti-communism as the major issue on the church’s political agenda,
other serious moral issues, including the fight against the Mafia in Sicily, were badly
neglected.

Throughout western Europe, Christian Democrat parties wanting to be seen as
viable, independent political entities rather than political arms of the church, sought
to construct a distinct political identity. In doing so, they reinterpreted the meaning
of religion for politics and society. Confessional parties never discarded religion,
as it defined their identity and guaranteed their unity. However, the construction
of a Christian Democratic identity was achieved through a radical reinterpretation
of Catholicism that challenged the church’s monopoly in defining the relationship
between religion and politics. “In a process of symbolic appropriation, confessional
party leaders reinterpreted Catholicism as an increasingly abstract and moral
concept, controlled and mediated by them rather than the church.” Concepts
such as Christian, moral, religious inspiration, values of Christian civilization, even
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humanism, replaced Catholic doctrine and the interests of the church as the founda-
tion of the parties’ ideology and program. These concepts were as vague as the doc-
trine of the Catholic Church was detailed and specific. For some, the success of
Christian Democracy, ironically, represented the negation of aspirations for either a
Christian west or a new Christendom. By 1960, America’s leading Christian intel-
lectual, Reinhold Niebuhr, celebrated the successful inoculation of the west against
communism “by the historical dynamism of the Judaeo-Christian tradition.””® In
contrast, the French Catholic thinker Jacques Maritain identified the “so-called
Christian parties” as the reason behind the total destruction of any hope for
truly Christian policies.”

Eastern Europe

In western Europe the appropriation of Christian traditions for Cold War purposes
reflected a process of assimilation and translation of a religious system of values
into secular ethics that did not require the approbation or even active involvement
of the major churches.*® While this can be interpreted as positive for Christianity,
it can also be seen as compromising the position of the churches. Nonetheless, it
was the churches in eastern Europe that confronted the most profound and
precarious challenges. The initial period of toleration accorded most churches in
the Eastern bloc began to change as East—West relations deteriorated in the course
of 1947 and the Americans openly moved closer towards the Vatican. That the
activities of their Western counterparts contributed to the harsher treatment and
attitudes accorded the churches in the new regimes was indicated by the archbishop
of York, Cyril Garbett. In June 1948, the archbishop spoke out about the potential
dangers for eastern Europe’s churches should their regimes suspect anti-Soviet
church—state collusion by their sister institutions in the West. Garbett warned that
in addition to “making a breach with millions of Orthodox and other Christians,
we might easily also prejudice their position with their communist rulers; and
we should certainly be giving the militant atheist an excuse for demanding
the resumption of persecution on the ground that Christianity is a danger to the
State.”™!

Churches were accorded a degree of protection by the importance attached to
religious freedom, albeit interpreted very difterently by the two sides. In the global
Cold War battle for hearts and minds, communist regimes had no wish to
provide fuel for Western propaganda eager to portray religious persecution as a key
trait of the new regimes. Although outright persecution was too often a reality, leg-
islation was directed towards the control and domestication of the churches, often
through state support for religion. The question of religious persecution was further
complicated by the determination of the communist authorities to pursue war crimi-
nals and collaborators, regardless of clerical status, and often involving trials seen as
suspect in the West. The existence of the underground churches, plus the implication
of some leading churchmen in dubious wartime behavior and then anti-regime
activities linked to support from Western elements, meant communist regimes
felt able to repudiate Western charges of religious persecution by citing national
security concerns.™
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Religion confronted Soviet leaders with a range of policy problems, including
domestic and foreign affairs, state security, issues related to ethnicity and nationalism,
not to mention ideological differences. In each case the fate of churches and religious
institutions in the Soviet bloc was dictated by a complex play of factors. These
included historical attributes, political cultures, the caliber and attitudes of religious
leaders and their interaction with their political counterparts. The evolving policies
of the different communist regimes were additional factors. Levels of persecu-
tion varied tremendously between different countries, time periods, and denomina-
tions. Certainly all religious groups in the Soviet bloc confronted difficulties that
included imprisonment, surveillance, censorship, and other means of oppression
and control. However, as “modernizing” regimes, east European countries were
inherently inclined towards some degree of experiment, change, and adaptation,
a process that to some churchmen seemed to allow no more than a means of
survival, for others a chance for the church to realize a far more meaningful place in
communist societies.

In both East and West, significant numbers of Christians, including members of
the clergy, accepted the social analysis developed by Karl Marx. William Temple,
perhaps Europe’s most outstanding twentieth-century ecclesiastic, archbishop of
Canterbury during World War II and a committed ecumenist, defined socialism as
“the economic realisation of the Christian Gospel.”® For Christians in western
Europe, socialism represented a political option; for their eastern counterparts,
however, it increasingly represented state dictatorship and hence elicited very different
responses from most churchmen, including those with some empathy for socialist
economics. Nonetheless, the ethical dimensions of socialism and Christianity created
a space in which church and state could justify working together. For example, the
concept of the “Church in Socialism” that evolved in the GDR suggested a workable
compromise between the church and a communist state.

The GDR was the only communist country with a Protestant majority. Although
Germany was divided after the war, the Evangelical church retained an all-German
institutional structure until 1969 that provided additional resources and income and
constrained communist harassment. From the late 1950s the churches and both
governments engaged in financial deals:

The wealthy West German churches financed the greater part of the eastern churches
and in addition some 10 per cent of the GDR’s health services, traditionally run by
Catholic and Protestant religious communities, and never closed down. Not only church
money flowed east, but large hidden subsidies from the Bonn government.®*

Soviet readiness to negotiate Germany’s political future meant that it was not until
mid-1952 that the SED (Socialist Unity Party) introduced a Stalinist program that
included the Soviet model on religious policy. Before then, the churches, Roman
Catholic included, were among the potential allies with which the Red Army was
instructed to cooperate. Stalin clung to the idea of one Germany, neutral if not com-
munist, for longer than the West. The Federal Republic was established by 1949.
The foundation of the GDR inevitably followed, but Stalin remained ready to negoti-
ate it away. With the SED and GDR in crisis by 1953, a reform program was planned.
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It included a new religious policy that entailed the state working with the
church. Still, membership of the two was deemed incompatible and the route to
success remained the party. The years 1953-1957 were a period of consolidation,
at the end of which a state-supported Clergy Federation was formed, as were
similar organizations elsewhere in the Soviet bloc. A notable failure, it was
subsequently dissolved.

The departure of hundreds of thousands of GDR citizens and the building of
the Berlin Wall revealed the significant distance between socialist promises and
the reality of GDR life. However, without the possibility of escape or unity, East
German churchmen had little option but to work within and with the existing
system. By 1969 the state achieved its goal of breaking the church’s formal links
with the West. The church, however, still managed to establish a strong national
structure that, albeit legally separate from the Federal Republic, wrote into its
constitution links with its West German counterpart based on a common history
and theology.

Church-state détente was represented in the 1970s by the concept of “the
church within socialism,” which reached its climax in the 1980s when the SED
decided to celebrate the 500th anniversary of the Protestant Reformation as a
major national event. It appeared a means of enhancing the GDR’s interna-
tional reputation and of attracting foreign currency. Money, of course, is a key
factor in explaining how the Protestant and Catholic churches in the GDR were
able to maintain their elaborate structures. By 1980 the SED had almost com-
pletely abandoned its earlier atheistic propaganda and had adopted a posture of
relative openness towards religion, alluding to it as a necessary part of socialist
society having “objective roots” in the first phase of the construction of
communism.® Although the evangelical church did not have the same linkage
with nationalism as other churches elsewhere, such as in Poland, it won a broad
credibility that made it a threat to the ideological and political monopoly that the
SED sought to maintain.

Communist regimes hoped that the accommodation between themselves and the
churches would increase their legitimacy and popularity, but the space accorded reli-
gion also facilitated a process by which diverse constituent elements in society used
the church to bring into question their legitimacy. During the turbulent 1980s the
church provided essential space for the reform movement that aimed to effect change
within, rather than end, the GDR. The movement contained many radical groups
with little or no Christian commitment. Interestingly, “practising non-believers”
opposed to communism were joining official non-believers in communist govern-
ments, many of whom subsequently turned out to be actual believers, in using the
churches for political ends.

Glasnost and perestrotka meant further opportunities for the churches. Regarded
as distinct from the Soviet-imposed system, religious values were perceived as part of
pre-Soviet European civilization.

In addition, many churches were viewed as linked to nationalist sentiments and
movements, and “in some ways, yielding to the demands of local religious believers
rather than those of the nationalists was an easy option for the communists.”®® The
religious revivals that followed the demise of the communist regimes were, however,
often closely connected with national independence movements. Notably, they
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proved notoriously short-lived as churchmen and nationalists looked for an idealized
world that supposedly existed before communism.

It was, of course, in Poland, that the importance of Catholicism in defining
national identity, strengthened by the church’s monopoly in representing civil society
against the totalitarian state, proved crucially important. It meant Christianity was
able to play a key role in challenging the communist regime. In August 1980, the
church won an unprecedented victory in the communist world in securing the legal-
ization of Solidarno$¢, an independent trade union with ten million members.
Solidarnos¢ quickly sought to maximize its political profile. This included demoting
the church to a “spiritual force” and replacing it as chief spokesman for civil society.
The church was only able to regain its previous status with the declaration of martial
law in 1981.%

The Catholic Church was most subjected to systematic communist persecution in
Czechoslovakia. Here, as elsewhere in the communist bloc, there were a variety of
Christian strategies, from collaboration and compromise to dissidence and opposi-
tion. This remained the case even during the period of Ostpolitik when, to preserve
the “visible Church” and reconstitute ecclesiastical hierarchy, Rome implicitly toler-
ated the government-sponsored association of priests, Pacem in Terris, set up in 1970.
However, apolitical proselytizing Christians who did not work against the state “did
not really encounter repression.” Still persecution was inflicted on Catholics who
joined Christian and secular dissidents in Charter 77, which called for the application
of the UN Convention on the observance of civic, political, and cultural rights, as
well as the Final Act of the Helsinki conference, both ratified by Czechoslovakia in
1976. Subsequently, the democratic aspirations of these Catholics prevailed against
Vatican preferences for a “Christian democratic alliance” that would increase the
church’s political power following the collapse of the communist regime in November
1989. In the June 1990 elections, the unwillingness of accommodationist Catholics
to work with dissident Catholics contributed to the humiliating defeat of the “Christian
Party.” It received only 10% of the vote, placing third behind the “reconstructed”
Communist Party.*® The electorate proved reluctant to replace one overarching truth
with another.

Conclusion

The role of the churches in the Cold War and the impact on Christianity is extremely
complex and will remain subject to scholarly exegesis and debates for some years to
come, as will the era itself, particularly with the emergence of new archival material.
In the morality play presentation of the Cold War as a Manichaean struggle for the
soul of Europe, the churches played an inimitable role. To the extent that the demise
of communism represented a victory over modernity for the church, it was at best
partial. The real victor throughout Europe was the liberal capitalist model, not a new
Christian order. Paradoxically, the failure of Soviet-type systems, long regarded as
serious threats to Christianity, weakened the churches. The disappearance of the
“godless Soviet bogey” and the advance of deregulated market relations as a renewed
feature of market capitalism reduced the churches in Europe, to a certain extent, to
becoming one of many competing institutions in a secular world of alternative values
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and spiritualities. However, the adaptation of the churches to the post-Cold War
world has been considerably eased by state power. It is worth noting the degree to
which the churches remain in a privileged position. Significantly, most European
states have continued to support religious discourses, practices, institutions, mores,
and belief in varying ways, even during the process of forging secular political institu-
tions and practices.
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CHAPTER TEN

The End of the Cold War
and the Unification of
the European Continent

CARINE GERMOND'

When the Berlin Wall fell on November 9, 1989, the Cold War order that had
ruled international relations for over fifty year and, to an important extent, had
determined the birth and subsequent evolution of the European project came to a
sudden end. The international repercussions of the collapse of the bipolar system
were far-reaching and diverse, but the end of the Cold War was first and foremost a
European event, a truly transnational moment that affected the Old Continent
as a whole. It made possible and rendered unavoidable a profound reshaping of
Europe.

The end of the “fifty-year war”? and the radical change of external circumstances
thus presented both a chance and a challenge for Europeans. Bringing together
the two parts of Europe was seen as an historic mission intended “to heal the
rift in Europe opened up by World War II, the East-West confrontation and the
Cold War.”® It however posed a series of technical and political challenges and
implied a transformation of the institutional frameworks originally designed for
the Six and more or less successfully adapted for a twelve-member European
Community. Europe’s response to the end of the Cold War consisted in ever
more ambitious integration plans. A deepening European Community reached
out to incorporate the newly liberated countries of central and eastern Europe.
The deepening and widening European Community then evolved into a pan-European
Union.

Whereas historians and political scientists have extensively documented and
thoroughly analyzed the processes leading to the end of the Cold War and the
demise of the Soviet empire, the study of its impact on and implications for
post-Cold War European unification processes remains a work in progress given
the still unfolding chain of events. This chapter will first discuss how the
successive post-Cold War enlargements shaped a wider and more diverse Europe
and the manifold challenges it involved. In a second step, it will analyze the
emergence of a new European institutional architecture that ensued from
post-Cold War integrationist efforts to build a more decisive, unified, and
efficient EU.
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Reuniting Europe: the Challenge of Enlargement

Within hardly a 15-year time span, the European Union (EU) underwent its most
spectacular enlargement and more than doubled its size. It grew from 12 to 27
members, and other, more controversial and problematic candidates, such as Turkey
and the Balkan countries, are already knocking insistently at the EU’s door. Though
the two successive enlargement rounds that occurred between 1990 and 2004 con-
cerned different categories of countries, they all resulted from the end of the Cold
War. Neutral states such Austria, Finland, and Sweden were no longer constrained
by the Cold War; the newly independent central and eastern European countries,
liberated from the Soviet yoke, strove to (rejoin the Western community of nations.
Finally, others countries like Norway, Turkey, or smaller southern European states,
took advantage of the changing international circumstances to reactivate or initiate
membership applications.*

The first post-Cold War enlargement:
the Austrian and Scandinavian adbesion

Since its inception in 1960, the European Free Trade Association (EFTA) had failed
to become a credible counterpart of the successful European Community. Of the
original seven founding countries, the United Kingdom and Denmark, followed by
Portugal, had already joined the EC during the first and second enlargement round
in the 1970s and 1980s. The end of the Cold War prompted most remaining EFTA
members, notably Sweden, Norway, Finland, Austria, and Switzerland, to apply for
membership in the EU. The motives of the applicants were manifold. The Norwegian,
Swedish, and Swiss governments had mainly economic interests. The Austrian and
Finnish bid for membership was driven by security considerations, although their
neutrality could impede their participation in the common foreign and security policy
as foreseen in the Maastricht Treaty.® Finland also hoped to escape economic depen-
dence on Russia.

However, not enlargement but internal developments, such as German unifica-
tion, implementation of the European Monetary Union, completion of the
single market and ratification of the Maastricht Treaty, were at the heart of the
EC’s preoccupations. The EC thus tried to delay the accession of the Scandinavian
countries and Austria by proposing the creation of the European Economic
Area (EEA), which would allow would-be members to enjoy the benefits of the
single market without formal adhesion and, in the process, satisfy some of their
economic motives to join the EC. The offer did not fulfill the expectations
of the candidates, who, even before the conclusion of the negotiations on the
EEA, formally applied to the EU by the end of 1992. In a referendum held in
December 1992, Swiss voters rejected the EEA agreement and the Swiss govern-
ment subsequently withdrew its application. Confronted with the insistence of
the four remaining candidates for early membership, the EU emarked on accession
negotiations in 1993, a development made possible by the eventual resolution
of the Maastricht ratification crisis and agreement on a post-Maastricht budgetary
package.
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Compared to earlier rounds, the negotiations were relatively easy and progressed
at a fairly quick pace. The fact that all four applicants were similar to the current EU
member states, both in political and economic terms, smoothed away many of the
difficulties which would come to light during accession negotiations with the central
and eastern European candidates. Moreover, the EEA agreement of 1992 that
entered into force in 1994 already contained many of the “chapters” which would
form the substance of the adhesion agreements, although matters specific to each
of the applicants, such social and energy policy, environment, and agriculture and
fisheries, were hard fought. Negotiations, with a few transitional arrangements and
concessions, were brought to a successful conclusion at the Corfu summit on
June 28, 1994.

With the accession treaties signed, ratification got underway. The four newcomers
held referenda. The outcome was positive in Austria with a majority of 66% and in
Finland with a majority of 57%. Sweden followed with only a thin majority of 52%.
In Norway, however, EU membership was rejected, by a thin majority of 52%, in an
almost exact repetition of the 1972 referendum outcome. Nevertheless, Norway
remained in the EEA, which allowed it to participate in the internal market without
assuming the responsibilities of a full EU member state. On the EU’s side, ratification
proceeded smoothly although the European Parliament (EP) attempted to push
forward institutional change. The EP opposed a Council of Ministers’ decision of
March 1994, the so-called Ioannina compromise, to allow member states failing to
reach the blocking minority voting threshold to postpone decision-making until
consensus has been reached. Enlargement was nonetheless approved by the EP and
took place in January 1995. By raising the institutional issue, it had nevertheless
underscored the need to simultaneously follow the two tracks of enlargement and
institutional reforms so the enlarging EU could continue to work efficiently. This
particular problem would come more and more to the fore as disputes over the
institutional implications of enlargement for central and eastern Europe multiplied
towards the end of the decade.

The greatest challenge: enlargement to central and eastern Europe

Not only did the geopolitical context highlight the specificity of enlargement to
central and eastern Europe, its also nature differed profoundly from previous rounds.
Indeed, rather than a regrouping of similar countries, it came down to the geographic
extension of the political and economic model developed by western Europeans since
the early 1950s.

Despite the apparent consensus about the eastern enlargement, the EC/EU
member states were divided. France, for instance, feared being driven to the periphery
of an enlarged Union and a seeing its traditional influence marginalized. Moreover,
German unification — in actuality, the very first post-Cold War enlargement since
the six new Lander of the defunct German Democratic Republic were incorporated
into the Federal Republic and thus joined the EU — as well as the adhesion of
Austria and the Scandinavian countries in 1995 seemed to guarantee Germany
a pivotal political role in the EU, which the accession of the eastern European
countries would make even more salient. In fact, Germany was a staunch supporter
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of enlargement, which it hoped would both have a stabilizing effect on its eastern
and southern neighbors and lead to the opening up of new markets. Despite their
initial, albeit different, reservations, the EU member states and institutions soon
had to acknowledge that for historical and strategic reasons, European integration
could not limit itself to western Europe. Moreover, the openness and pan-European
finality of the EU was written into its founding treaties. Security reasons also
spoke in favor of enlargement, which seemed the best instrument to support
democratization in the former communist countries and to strengthen Europe’s
future security and stability.

The road to accession proved strenuous, however. The new applicants were new
democracies with weak administrative structures, unstable democratic institutions,
and, for some, pervasive ethnic nationalism. They were underdeveloped and poorer
than the average EU members and any previous applicants. The situation was hardly
made easier by the fact that they had to adopt an even bigger set of European regula-
tions, the acquis communauntaire, i.c. about 80,000 pages of EU law.® The EU’s
cautious approach during negotiations met with the applicants’ impatience, causing
many misunderstandings and disappointments on both sides along the way. The EU’s
reluctance to concede much in key sectors such as agriculture, steel, free movement
of labor, etc., also incurred resentment. The applicants felt that they had to undergo
“shock therapy” involving politically and economically costly adjustments with little
in exchange.

Although the member states were the main negotiating entities during enlarge-
ment negotiations, the European Commission was nonetheless responsible for coor-
dinating of Western help to central and eastern Europe via its main assistance
program, which was primarily intended for Poland and Hungary (Poland and Hungary
Assistance for the Reconstruction of the Economy, known under the acronym
PHARE). PHARE provided both financial and technical assistance to support
the transition towards a market economy and liberal democracy. The European
Bank for Reconstruction and Development (EBRD) created in 1991 also supported
the economic and democratic transition in the former communist countries.
Mere assistance soon proved too little for the more “enlargement-enthusiastic”
EU member states, especially Germany, which encouraged the Commission’s
initiative to propose association agreements to the three most economically advanced
and strategically important central and eastern European countries, i.e. Poland,
Hungary, and Czechoslovakia. Signed throughout the 1990s with most central and
eastern countries — successively with the Czech and Slovak Republics (after the
break-up of Czechoslovakia), the Baltic countries, Slovenia, Bulgaria, and Romania
— the agreements provided a framework for trade relations between the EU and
the signatories, and prepared the eastern participants to trade liberalization of services
and capital.

The relative tardiness of the actual accession negotiations was not only motivated
by the need to prepare the candidates but primarily by the still ongoing negotiations
on the Maastricht Treaty and the subsequent ratification crisis. Once ratification of
Maastricht was secured in 1992, albeit by a very thin majority in France (51%) and
after a Danish rejection (given a few “opt-outs,” for instance on the euro, Denmark
eventually voted “yes” in 1993), the new European Union could focus on
enlargement.
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At Copenhagen in June 1993, EU members explicitly acknowledged the right of
the associated central and eastern European countries to become members of the
EU. They also agreed upon accession criteria, the so-called Copenhagen criteria,
which the candidates would need to fulfill to be eligible to join.” Also significant was
the mention in the conclusions of the Copenhagen summit of the EU’s “capacity to
absorb new members, while maintaining the momentum of European integration”.
This reflected the concerns of EU members that enlargement might delay the sched-
uled deepening of European integration or dilute already completed realizations.
Some of the would-be members were also reluctant to relinquish their newly recov-
ered sovereignty to Brussels.

Nonetheless, by the mid-1990s the EU and the central and eastern European
candidates embarked upon the process of accession. In a white paper adopted in June
1995 by the European Council, the Commission left no doubt about the enormous
and complex difficulties that lay ahead of both the applicants and the EU. The aspi-
rants needed to revamp their entire administrative, legal, and economic structures to
bring them up to EU standards, while the EU had to second their efforts by way of
the PHARE program or detailed pre-accession plans, and closely monitor the pro-
gresses. A first Commission report, published as part of the “Agenda 2000” package,®
concluded that the applicants, although at different stages of development, had pro-
gressed well as far as democratic and legal structures and practices were concerned,
but it underscored the lengthy efforts still required to achieve a functioning market
economy and absorb the EU’s regulations. Of the ten original candidates, the
Commission thus recommended the opening of negotiations with only five: Poland,
Hungary, and the Czech Republic — all of which were scheduled to join NATO by
1999 — as well as Estonia and Slovenia. The Commission’s conclusions were approved
by the European Council in December 1997 at Luxembourg. The latter also man-
dated the Commission to draw up annual reports on the remaining candidates to
assuage their fears about the emergence of a new post-Cold War divide between them
and the EU.

Accession negotiations with the first five candidates began in spring 1998 and the
“chapters” were progressively ticked oft. In fall 1999, the Commission recommended
the opening of adhesion negotiations with the remaining five countries (Latvia,
Lithuania, Slovakia, Bulgaria, and Romania), which was an acknowledgment of their
important efforts and responded to the strategic preoccupations of the old EU
member states given the volatility of the Balkans where war continued to rage. In
February 2000, negotiations were formally opened.

Although accession negotiations were launched with all candidates, no precise date
for actual accession was set. This was an important leverage for the EU. Only in June
2001 did it fix early 2004 as the accession date, provided negotiations were success-
fully concluded by the end of 2002. In its 2002 report, the Commission considered
eight of the ten candidates eligible to join the EU. Bulgaria and Romania, which
failed to fulfill the criteria, could join only in 2007. The EU removed the last obstacle
to enlargement by reaching an agreement on the common agricultural policy for the
next EU budget. In December 2002 new summit at Copenhagen, where the strenu-
ous road to adhesion had begun in 1993, confirmed EU enlargement to central and
eastern Europe. Although this marked the reuniting of Europe, “enlargement-
euphoria” as it existed in the early 1990s had long since vanished both in western
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and eastern Europe by the time the central and eastern European countries became
full EU members on January 1, 2004. Among both older and newer members, it
even fostered Euroskepticism, right-wing, xenophobic movements and nationalist
reflexes. “Enlargement fatigue” also accounted for the 2005 rejection by the French
and the Dutch voters of the EU Constitutional Treaty.’

Two new Mediterranean members: Malta and Cyprus

The two Mediterranean islands of Malta and Cyprus presented similarities, both being
non-aligned and having historic ties to Europe; but the Republic of Malta was unde-
niably the easier case.

Malta had formally submitted an official EU membership application in 1990,
but the Labour government that took office in 1996 suspended it. In September
1998, the newly elected Nationalist Party decided to reactivate Malta’s application.
Although the EU was not particularly enthusiastic about having another smallish
member, hardly six months after Malta had officially applied the Commission con-
sidered it could join the accession negotiations already taking place with the five
central and eastern European applicants. The Republic of Malta easily completed the
negotiations by 2002 and accession was approved by a majority in a referendum held
in March 2003, thus setting a positive example for other referenda to be held in other
candidate countries.

Cyprus was a more complex problem, mainly because of the island’s division into
a Turkish-occupied north and a Greek Cypriot south. The EU had postponed dealing
with the Greece-supported membership application of Cyprus as long as possible,
hoping for a political settlement of the division prior to enlargement. In 1998, acces-
sion talks eventually began with the Cypriot government along with the five central
and eastern European applicants (the 5+1 negotiations), although Turkey contested
the latter’s right to negotiate on behalf of the entire island. Turkey’s own application
to the EU and its poor relations with Greece made the situation more intricate. At
the Helsinki European Council, the EU confirmed that settlement of the Cypriot
division was not a precondition for accession. But the EU also reaffirmed its support
of the United Nations (UN) talks process and reiterated this position in the following
summits. In December 2002, Cyprus was invited to join the EU in 2004, a move
concomitant with the presentation of a plan by UN Secretary-General Kofi Annan
for the resolution of the island’s division. UN efforts intensified in the run-up to the
signature of Cyprus’s accession treaty in spring 2003 but failed to bear fruit. In April
2004, a mere six days before Cyprus’s formal accession to the EU, a revised Annan
plan was put to a referendum in both parts of the islands. A majority of Turkish
Cypriots (65%) voted in favor but an even greater majority of Greek Cypriots (75%)
voted against. Thus, only the Republic of Cyprus joined the EU on May 1, 2004.
By allowing only the Greek Cypriots to become members, the EU lost any future
negotiation leverage on Cyprus’s reunification.

Uncertain future enlargements

The unprecedented scope of EU enlargement to the south and the east has
reactivated the question of and how much further expansion could bear the EU
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go and how fast.'"” The delayed accession of Romania and Bulgaria finally took
effect in 2007. Three groups of applicants, namely Turkey, the western Balkan
countries and the immediate Slavic neighbors of the EU, present greater challenges
for the future.

Turkey’s membership application is an ancient issue. The 1963 association
agreement signed between Turkey and the EC explicitly referred to the ulterior acces-
sion of Turkey to the Community. In 1970, an additional protocol was concluded
which stipulated that the two signatories would establish a customs union within a
22-year span and, in 1987, Turkey formally applied to join the EC. However, the
Turkish candidacy was never considered seriously given, in particular, Turkey’s
poverty and disrespect of human rights. The customs union that came into effect in
1995 was seen by many in Brussels as a substitute for actual membership, and not
until the 1999 Helsinki European Council did the EU grant Turkey the status of a
candidate country and even develop a pre-accession road map. Although the
Commission reaffirmed in the “Agenda 2000” Turkey’s eligibility for membership,
it also underscored the many difficulties (economic, political, human rights, etc.) the
Turkish government would need to overcome. Spurred by the incentive, the latter
successfully conducted a series of reforms to align its norms with the EU’. In
recognition of the substantial progress achieved, Turkey was invited in October
2005 to begin accession negotiations and the usual screening process each applicant
has to undergo.

The issue of Turkey’s EU membership has, however, taken on a political edge in
some of the EU countries, mainly France and Austria, where public opinion is largely
opposed to it. Various arguments have been brought up to justify this opposition.
Some evoke the Christian identity of Europe that would be challenged by such a
large, predominantly Muslim country. Others appeal to geography and question
whether Turkey is really part of Europe, or whether the EU is ready to have outside
borders with states such as Iraq or Iran. Rather than full membership, leading politi-
cians are thus defending a “privileged partnership” that would minimize the desta-
bilizing effect Turkish membership could possibly have on the EU, in economic,
societal, political, and foreign policy terms. Should Turkey succeed in meeting the
Copenhagen criteria, it would rob the EU of most of the credible arguments against
its membership. Nevertheless, actual Turkish membership remains a long-term
prospect.

The western Balkans — Albania and the former constituent parts of the Yugoslav
federation (Bosnia-Herzegovina, Croatia, Macedonia, Serbia, and Montenegro) — are
likely to become EU members at some later date as they are surrounded by present
and future EU member states. The EU has been actively involved in the region
since the late 1990s, with the Regional Stability Pact for south-eastern Europe.
In 2001, Macedonia and Croatia signed agreements similar to the Europe agree-
ments. At the European Council summit at Thessalonica, the EU reaffirmed the
membership perspective for the western Balkans and outlined a road map to help
them move from their current pre-candidate status to the formal start of preparations
for membership."" Early 2003, Croatia formally submitted an application. It was
invited to begin accession negotiations in October 2005, although actual membership
is unlikely to be activated before 2010. Croatia’s lack of cooperation with
the International Criminal Tribunal for the former Yugoslavia (ICTY) has until
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recently constituted a major obstacle to its adhesion. For the remaining Balkan coun-
tries, membership outlooks are less promising. They all are extremely poor, socially
and politically unstable, oftentimes still corrupt states that have a long way to go
before their candidacy is likely to be seriously considered. In the longer term,
however, their membership appears to be the only way to eradicate what has been
a source of instability and war at the very heart of Europe for almost a
century. Macedonia is a somewhat different case. It is already a candidate country
but negotiations have not been opened yet.

Further to the east, a number of former Soviet satellites (e.g. Ukraine, Moldova)
have expressed their interest in EU membership. The EU has remained very cautious
about the prospect of their candidacies, tending to discourage them. Beyond the
political, social, and economic problems that plague these countries and make them
unlikely candidates even in the medium term, there remains the question of Russia’s
reaction to its “near outside” going over to the West. The Russian government’s
attitude towards the 2004 Ukrainian “Orange Revolution” seemed to confirm its
reluctance to lose the last remains of its buffer zone.

In an effort to thwart a premature application by these countries, the EU has
launched a “new neighborhood policy” whose aim is to stabilize the EU’s immediate
periphery by creating a middle ground between full membership and exclusion. These
goals were reaffirmed by the Commission in March 2003."* It proposed the creation
of a zone of prosperity and friendly neighborhood and the development of close,
peaceful, and cooperative relations with a “ring of friends.”"® How successful the
EU’s new neighborhood policy will be remains open, however. The EU has many
other, higher priorities that are likely to absorb most of the EU’s financial resources
and attention in the near future. Yet, in the longer term, it is doubtful that those
countries will accept being relegated to the periphery of the EU, and they are there-
fore likely to seek full membership at some point.

The new European Architecture: from Maastricht
to the Constitutional Treaty

The tension between “widening,” i.e. enlargement, and “deepening,” i.e. the
strengthening of EU institutions and their policy competencies has a long tradition
in European integration, but it acquired a new stringency with the unprecedented
scale of the latest enlargement wave.'* Since the early 1970s, all the successive
enlargements of the EU had challenged European identity and the European
political project, but never before had the EU undergone such a dramatic expansion
that not only redefined it geographically but also considerably altered its
political, institutional, and economic shape. The new European architecture that
emerged during the 1990s was the result of the European efforts to build a
more cohesive and assertive EU within a new post-Cold War economic and political
pan-European order.

From Maastricht to Nice

The project of a European Monetary Union (EMU) had been launched before the
collapse of communism. In fact, in spring 1989 the Commission’s president Jacques
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Delors had presentedthe “Delors Report,” which outlined a three-stage process
towards EMU. Yet the changing international situation gave it and the old project
for political union a new momentum. Indeed, reforms that had long been on the
Community’s agenda and new progress were made necessary by the end of the Cold
War and German unification. The former had deprived the Community of its political
and ideological cement; the latter had altered the power equilibrium between France
and Germany. Deepening thus appeared as the logical response, and integrationist
efforts accelerated in the 1990s.

The two intergovernmental conferences on EMU and political union opened in
December 1990 and were brought to a successful conclusion at the Maastricht
summit a year later. The signature of the Treaty on European Union (TEU) in
February 1992 was a decisive qualitative leap forward for European integration. The
treaty contained a comprehensive blueprint for the implementation of EMU; it for-
mally established a political union and included a series of innovations such as a Social
Charter, EU citizenship, a strengthening of the European Parliament’s powers, and
the “subsidiarity” principle which attempted to define what would fall within the
competency of the European institutions and of the member states and responded
to the growing “supranationalization” of European integration. A final provision
required that the member states convene another intergovernmental conference
(ICG) in 1996 in order to review the treaty and remedy some of its tacitly acknowl-
edged shortcomings.

European Union
Common provisions

The new entity, the European Union (EU), resembled a temple with three pillars,
each of which dealt with different, partially overlapping policy areas (see Figure 10.1).
The first pillar encompassed the three existing Communities — the Economic
European Community (EEC), the European Coal and Steel Community (ECSC),

European Union
Common provisions

1st pillar 2nd pillar 3rd pillar
EEC, ECSC CFSP JHA
EAEC/Euratom

Figure 10.1 The three pillars of the European union, Treaty on European Union, Maastricht,
1992
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and the European Atomic Energy Community (EAEC, also known as EURATOM)
—and was characterized by the pooling of member states’ sovereignty and the transfer
of decision-making competencies to the European institutions. The second pillar
covered the Common Foreign and Security Policy (CESP). The third pillar dealt
with justice and home affairs (JHA) including immigration issues. The second
and third pillars remained largely intergovernmental, with only a limited role for
EU institutions.

The ratification of the TEU proved unexpectedly difficult. The ratification crisis
accrued from the economic recession precipitated by the unanticipated costs of
German unification. Growing unemployment rates in most member states, and fear
of uncontrolled immigration from the central and eastern candidates dampened down
the integrationist enthusiasm of the late 1980s. The outbreak of the first Gulf
War along with the EU’s incapacity to manage the collapse of Yugoslavia and the
subsequent outburst of civil war in the unstable Balkans added to the uncertainty
of voters.

The accelerated pace of enlargement underscored the need for institutional
reforms since the existing EU institutions had been built to function both with
fewer members and within the context of the Cold War. The 1996 IGC seemed
for many member states a welcome opportunity to adjust the institutions so
they could cope with the new challenges. Concluded in Amsterdam in June
1997, the IGC delivered a new treaty, which modestly modified the Maastricht
Treaty. Neither the Union’s institutional structures nor its decision-making
procedures were as radically overhauled as the forthcoming enlargement would
have required.

The Amsterdam Treaty left the pillar structure established by the TEU largely
intact with only a few amendments. It reinforced cooperation in the third pillar,
renamed “Police and Judicial Cooperation in Criminal Matters (PJCC),” while immi-
gration-related issues were transferred from the third to the first pillar. Cooperation
in the second pillar (CESP) was also strengthened by the creation of a High
Representative. The main institutional innovation of the Amsterdam Treaty consisted
in allowing flexibility for “enhanced cooperation” between member states within the
Union in specific policy areas, though, in practice, it remained difficult to use. EU
leaders also agreed at Amsterdam to extend qualified majority voting (QMV) to a
handful of new policy areas but failed to reallocate votes in the Council and redesign
the composition and size of the Commission. Instead, they postponed this politically
sensitive question to a later date. However, the treaty simplified and extended the
legislative cooperation procedure between the Council and the European Parliament,
thus granting the latter an increased co-decision right. Despite its deficiencies, the
Amsterdam Treaty paved the way for the start of negotiations with the southern,
central, and eastern European applicants. Its ratification proceeded without any
problems in the 15 EU member states.

In order to tackle the institutional “leftovers” of Amsterdam — i.e. size and
composition of the Commission, weighting of votes in the Council of Ministers
and the extension of QMV — another IGC convened in 2000 under the French
presidency. The central issue was that of the future of the enlarged Union and
the functioning of its institutions. The IGC had been prepared by a group of
“wise men” appointed by European Commission president Romano Prodi and
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headed by former Belgian prime minister Jean-Luc Dehaene. The report proposed
a new approach to treaty reform, and suggested splitting the main treaty texts
into two parts. One would contain constitutional elements (aims, principles, general
policy orientations, citizens’ rights, and institutional framework); another would
contain all provisions relating to specific policy matters.'> Most member states,
however, were reluctant to tackle other issues than those directly relating to
the institutional implications of enlargement and preferred to stick to a more
limited negotiation agenda.

The 2000 IGC was characterized by tough bargaining, in particular between big
and small member states over voting weights, the Commission’s and Parliament’s
size. France was determined to oppose a reweighting of voting in the Council
based on demographic criteria only, since it would lose parity of votes with a
demographically bigger Germany. The result of hard-fought negotiations between
France and Germany, on the one hand, and big and small member states, on the
other, was all but a simplification of the Council’s decision-making process. The
compromise required a double majority to pass legislative decisions: a qualified
majority of 72% of votes and an absolute majority of member states. An optional
qualified majority of the EU’s population of 62% was provided only in case a
member state would contest the threshold. The debates over the Commission’s
and Parliament’s future composition also highlighted a growing cleavage between
big and small member states. In the end, they all agreed to limit their representa-
tion to one commissioner until the EU reached 27 members, after which appoint-
ments would rotate between member states according to a system to be determined
later but based on strict equality of all member states. EU member states also
grudgingly agreed to reduce the size of their national representation in the
European Parliament to make room for the delegations of the new member
states.

The Nice Treaty which was eventually concluded in December 2000 cleared the
way for enlargement but largely failed to prepare the EU to cope with it institution-
ally. Its main innovation was the adoption of an EU Charter of Fundamental Rights,
although its legal status remained unclear. The treaty’s complicated, partly abstruse
provisions were difficult for the average citizen to understand. It strenghthened
people’s growing alienation from an EU that was said to lack transparency and
legitimacy and laid the ground for the so often disparaged “democratic deficit.”
This was dramatically confirmed by the rejection of the treaty by the traditionally
pro-European Irish electorate in June 2001 by a majority of 64%. Irish voters
eventually endorsed the treaty in a second referendum in October 2002, after the
European Council confirmed that Ireland’s military neutrality would be left untouched
by the treaty.

Arguably, the most striking achievement of EU post-Cold War integrationist
efforts was the euro, which completed the transition to EMU. By January 2001,
twelve member states had qualified to adopt the common currency according
to the strict Stability and Growth Pact (SGP), which had been adopted in 1993
to discipline future members of the “Eurozone” thanks to a set of “convergence
criteria.”'® In January 2002, the first euro coins and bills were circulated in the
participating countries. The euro presented the most tangible proof of the
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EU’s cohesion and ability to accomplish ambitious, long-term objectives. Several
new members are bound to join the “l2-nation euro club” once they meet
the requirements. Since their accession, six new EU members (the three Baltic
countries, Slovenia, Malta, and Cyprus) have joined the European Exchange Rate
Mechanism (ERM II) and, meanwhile, the euro has been introduced in Slovenia
in January 2007. Poland, the Czech Republic, and Hungary are expected to
follow soon. Bulgaria plans to apply in 2007 while Romania intends to join early
in the next decade.

CESP, on the other hand, proved disappointing. The 1998 Franco-British
Declaration of Saint-Malo'” had strengthened the EU’s military credibility, and the
creation of the post of High Representative for Foreign and Security Policy in 1999
had enhanced its political and diplomatic visibility, although the latter was somewhat
diminished by the apparent concurrence between the High Representative and the
Commissioner for external relations. Yet, the Union has since made little progress in
defining a European Security and Defence Policy (ESDP). The September 11 terrorist
attacks showed the necessity for a deepening of cooperation in security and defense
matters and, in fact, resulted in a major boost for police and judicial cooperation in
the third pillar. In December 2003, the EU adopted a European Security Strategy
defining its basic mission and priority areas that, however, did not prevent EU
member states from splitting over the American military intervention in Iraq. An
“old” versus “new” Europe, as US Defense Secretary Ronald Rumsfeld put it, almost
replaced the Cold War East-West fault line.

The future of the union: a European constitution, a constitutional treaty,
or a simplified Lisbon Reform Treaty?

The inadequacies and complexity of the Nice Treaty led reform-minded (and other)
political leaders to set in motion a wider debate on the future of the European Union
that would not limit itself to the usual political circles but, on the contrary, involve
the citizens of the Union.

The so-called “post-Nice debate” actually started well before the conclusion of
the Nice IGC and gained momentum throughout 2001. German foreign minister
Joschka Fischer set the tone in May 2000 at the Humboldt University in Berlin. In
a vibrant and ambitious speech, he proposed the conclusion of a Constituent treaty
that would establish a European federation.'® In the next few months, his example
was followed by British prime minister Tony Blair, French president Jacques Chirac,
and French prime minister Lionel Jospin, who all called for a more imaginative debate
about the envisioned finality of the European project and urged more radical insti-
tutional reforms.'” Under the pressure of these calls, the European Commission for-
mally launched the debate along with an EU website, which allowed EU citizens,
associations, and organizations to follow and partake in the discussions but failed to
attract much attention.?® It was nonetheless a step forward, albeit a limited one, in
the democratization of the EU. The European Convention was to mirror this move
towards greater transparency and democratic accountability: plenary sessions were
held in public; documentation and work papers were available via the website and
the structured consultation with civil-society.
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Concerned about growing public alienation from the EU, an increasing sense of
frustration over the Nice Treaty and the obvious shortcomings of the IGC method,
the European Council agreed at the December 2001 summit at Laeken, to convene
a European Convention. This decision rested on a resolution adopted at Nice to
convene vet another IGC by 2004. Not only would its agenda be broadened but it
would work in a completely novel way. It would include representatives of the
member states, members of national parliaments, including those of the candidate
states — though they had no decision-making powers — members of the European
parliament and Commissions representatives. It was chaired by former French presi-
dent Valéry Giscard d’Estaing and charged with drawing up the draft of a European
constitution. The Convention started its work in February 2002. After intense delib-
erations, the Convention submitted a draft Constitutional Treaty to the European
Council in July 2003.

The Constitutional Treaty contained sweeping innovations. The pillar structure
was abolished. The three pillars were merged into a single European Union that
would have a legal personality and the ability to conclude binding agreements with
other countries and international organizations. The Union’s institutions were simpli-
fied and rationalized. The rotating presidency was abolished and replaced by a presi-
dent of the European Council, elected for a two-and-a-half-year duration (renewable
once), who would also preside over the Union. This was intended to improve both
the European Council’s efficiency and the EU’s international visibility and standing.
The posts of high representative for common and security policy and commissioner
for external relations were merged into the position of foreign minister. The latter
would chair the Foreign Affairs Council for five years and be the Commission’s
vice-president. However, the Constitutional Treaty failed to tidy up the still contro-
versial issue of the size and composition of the Commission as well as the complex
calculation of QMV. The inclusion of the Charter of Fundamental Rights into
the treaty was nonetheless an essential constitutional element. The treaty also rea-
ffirmed the Union’s values (democracy, rule of law, respect for human rights and
fundamental freedoms) and organizing principles (subsidiarity, proportionality, loyal
cooperation).

Signed on October 29, 2004 in Rome, where the founding treaties of the European
Community had been signed almost fifty years before, the Constitutional Treaty
had to be ratified according to the procedures laid down by the constitutions of
the member states to enter into force. By 2007, 18 countries (Germany, Austria,
Belgium, Cyprus, Slovakia, Slovenia, Slovakia Spain, Greece, Hungary, Italy, Latvia,
Lithuania, Estonia, Luxembourg, Malta, Romania, and Bulgaria) had ratified the
Constitutional Treaty, either by parliamentary approval or referendum. France and
the Netherlands rejected it in referendums held respectively on May 29, and June 1,
2005. As a result, ratification was put on ice in the United Kingdom, Poland, and
Ireland. The reasons for the French and Dutch rejection certainly have many domestic
origins, but they also mirrored the growing disconnection between public perceptions
of the integration project and the views of pro-integration elites. The anti-treaty
campaign in France made abundant use of the “Polish plumber,” an imaginary
immigrant from the new member states who would compete with local workers
and depress wages. The “Polish plumber,” as the embodiment of uncontrolled
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globalization, and the purposefully instrumentalized “Bolkenstein directive” on
the liberalization of services served to link enlargement with both economic and
social insecurity and motivated many otherwise pro-European French voters to
reject the Constitutional Treaty. In the Netherlands, the murder of movie-maker
Theo van Gogh by a radical Islamist sent a shock wave through Dutch society
and sparked a vivid debate about immigration-related topics. The Dutch rejection
of the treaty was also a vote against enlargement, globalization, and open
borders.

Following the negative outcome of the referenda in France and the Netherlands,
EU leaders called for a “period of reflection.” Several ideas were advanced to end
the crisis opened by the French and Dutch “No,” including new referenda, revisions
of the Nice Treaty with inclusion of the less controversial part of the Constitutional
Treaty or non-treaty reforms.”’ The 18 member states which have already ratified the
constitutional Treaty, were opposed to a Constitutional Treaty “light” or a new text
that would require a separate ratification. France and the Netherlands, on the other
hand, signalled their opposition to the existing treaty. Other countries such as the
United Kingdom, Denmark, and the Czech Republic indicated that they would be
satisfied with a shorter, simpler text that could be approved without a referendum.
By the December 2006 European Council summit in Brussels, little progress had
been made towards a solution.

During the German presidency in the first half of 2007, German chancellor Angela
Merkel’s diplomatic skills and European commitment contributed to breaking the
deadlock over the Constitutional Treaty by building a consensus on a precise mandate
for an immediate and short IGC. German efforts were seconded by newly elected
French president Nicolas Sarkozy. As early as September 2006, before his election,
Sarkozy had suggested a “mini-treaty” that would retain most of the institutional
reforms of the Constitutional Treaty but would not require ratification by referendum
because of its limited character. Sarkozy was certainly eager to achieve European
successes for domestic purposes, but he also intended that the “simplified treaty” be
ratified during the 2008 French EU presidency as evidence that “France was back in
Europe.”

As often in the EU’s history, the 27 reached an agreement on a road map for
detailed negotiation of a simplified treaty — called the “EU reforming treaty” — in the
early morning of June 24, 2007. The new treaty would replace the defunct constitu-
tion but not the existing treaties, which it would simply amend. It would be emptied
of any reference to symbols (flag, hymn, slogan, etc.). The term “constitution” would
disappear. The dispositions of the third part of the Constitutional Treaty, which dealt
with the policies and the functioning of the Union, would regain their original place
in the existing treaties. The main institutional innovations of the Constitutional
Treaty would be maintained, however. The Union would have a stable presidency
for a two-and-a-half-year duration; the size of the Commission would also be reduced.
QMYV would be extended to new policy areas, e.g. judicial and police cooperation,
thereby further increasing the powers of the European Parliament. The role of
national parliaments would be strengthened too. The double majority (55% of
member states and 65% of the population) was left untouched for the most part. The
subsidiarity principle would remain firmly anchored in the new treaty which would
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further delineate the member states” and the Union’s competencies. The juridical
personality of the Union was preserved along with the merging of the three pillars
into a single entity. The content of the Charter of Fundamental Rights would be
taken up, but Poland and the United Kingdom obtained assurances that it would
not alter their national legislation. The compromise reached by the 27 respected most
of the “red lines” drawn by a handful of member states, primarily Poland and Great
Britain, and should help overcome the two-year deadlock generated by the French
and Dutch rejection of the European constitution.

Portugal, which held the rotating presidency in the second half of 2007, was
responsible for conducting negotiations on the EU’s simplified Lisbon Treaty, which
was adopted at the European Council at Lisbon in October 2007 and signed in
December 2007 in the Portuguese capital. It needed to be ratified by the 27 (by
parliamentary ratification with the exception of Ireland) and was meant to enter into
force in January 2009, shortly before the new European Commission and the newly
elected European Parliament were to take office. Even though not perfect, the treaty
was designed to facilitate the decision-making process in the enlarged Union. Only
time will tell whether yet another reform treaty will be enough to improve the
Union’s efficiency and decisiveness as well as restore the confidence and faith of its
citizens in the European project. The rejection of the ratification of the treaty in a
referendum by a majority of Irish voters in mid-June 2008 has thrown the future of
the Lisbon Reform Treaty, and with it the future of the EU, wide open. Will the EU
find another way (or perhaps ask the Irish to vote again) to become a more efficient
and streamlined and much better-structured institution and thus able to project its
influence and power globally, or will it merely perform the role of an integrated
economic and financial community with a single market, a common currency, and
not much else?

Conclusion

Far from meaning the “end of history” for the European continent,*” the end of the
Cold War propelled a radically transformed EU into a new era. Enlargement of the
Union completed a process that had begun with the fall of the Berlin Wall. It finally
erased the Cold War’s long-standing borders and restored the geographic and cultural
unity of Europe.?®

Since the 2004 “big bang” enlargement, the European Union has definitely
become a more complex entity. The greater diversity of the enlarged EU in terms of
histories, politics, languages, wealth, and geography is likely to increase the multiplic-
ity of interests among its members. But such diversity can also be a source of innova-
tion and power if it is skillfully exploited. Enlargement also brought about essential
changes in the EU’s external relations. The adhesion of central and eastern European
countries has moved the EU’s center of gravity farther eastward, thus affecting the
way the EU conducts its external relations with potent neighbors, such as Russia,
and with the United States. Enlargement has also altered the substance of the EU
and changed the way the Union is run, though not as completely and radically as
expected or feared. For instance, new coalition-building patterns between old and
new members are emerging that are redefining power distribution in the enlarged
Union.
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In less than 20 years, European integration has made impressive progress
despite problems and setbacks. The European Parliament has obtained real legislative
powers, even though democratic accountability of the Union remains a problem.
QMYV has become the rule rather than the exception, even if key policy areas, such
as external relations, remain ruled by unanimity. Justice- and immigration-related
questions have been incorporated into the Union’s policies. And, last but not
least, the Union has been endowed with credible representatives. The European
constitution would have represented an integrationist leap forward but it proved
premature.

Certainly, there remain preoccupying deficiencies in the “EU 27.” These are first
and foremost of a political nature. With its many “opt-outs” — from the euro to the
Charter of Fundamental Rights — the UK is largely offside in the European game.
The European Commission, especially under the leadership of its current president
José Manuel Barroso, has lost a good part of its role as the engine of European inte-
gration. France and Germany need to redefine their privileged partnership if they
want to reclaim some of their lost leadership in the enlarged EU and act again as
Europe’s motor. Furthermore, the Union also needs to take concrete action in policy
areas that are of particular concerns for its citizens. Only then will it be able to recon-
nect its citizens with the European project, an indispensable prerequisite for the
future.

All told, the Union needs to process its enlargement, to clarify the issue of its
finality and to redefine a European project in the context of globalization. What it
is Europeans want to do together is more than ever a relevant question at the dawn
of the twenty-first century.
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CHAPTER ELEVEN

Transatlantic Relations since the
End of the Cold War: Permanent
Alliance or Partnership in Peril?

ROBERT HUTCHINGS

In the middle of the nineteenth century, Lord Palmerston famously remarked that
Britain had no permanent allies, only permanent interests.! At the end of the Cold
War, the question was whether the transatlantic alliance, like alliances before it, would
disband with the disappearance of the threat it was formed to counter, or whether it
would turn Palmerston’s dictum on its head. Was the transatlantic alliance, which
had already established itself as the most enduring alliance in history, still cemented
by common values and interests that transcended the particular circumstances of the
Cold War? Or, on the contrary, would the breakdown of transatlantic solidarity over
Iraq beginning in 2002 mark the beginning of the alliance’s dissolution? Would
international terrorism, so dramatically manifest in the 9/11 terrorist attacks against
the United States, provide the alliance’s new raison d’étre? Were the United States
and Europe poised to renew their relationship for a new and very different set of
twenty-first-century challenges, or were Cold War partners inevitably drifting apart?
All those questions were still open.

When the Cold War ended, balance-of-power realists and neo-realists foresaw the
inevitable collapse of the transatlantic alliance, as well as other Cold War alliances like
the US—Japan pact.? Absent a unifying threat, these theorists maintained, strategic
alignment would give way to strategic divergence, rivalry, and counterbalancing
responses. The values and habits of the bygone era might sustain the alliance for
some years, but eventually the structural changes in the international system would
lead to erosion. The sense of inevitable drift was later captured in Robert Kagan’s
claim that “Americans are from Mars and Europeans are from Venus: they agree on
little and understand each other less.”?

Other observers, not persuaded by such deterministic assumptions, remarked on
how little had changed in US-European relations after the end of the Cold War.*
Far from withering away, as realists and neo-realists had predicted, NATO seemed
to have gotten a new lease on life, as former Warsaw Pact members eagerly lined up
to apply for membership. Liberal internationalists saw a world in which laws and
values transcended balance-of-power calculations. States and their leaders, in this
view, embraced extensive agendas, not ones limited to the pursuit of power or
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security, and thus were animated by considerations beyond those of external threats.
The international agenda after the Cold War seemed to offer new opportunities, and
necessities, for transatlantic cooperation on a host of new issues.

Neo-liberal institutionalists pointed to the critical role played by international
institutions in setting agendas, promoting linkages among smaller states, and encour-
aging coalition formation.® The international system, in this view, is politically con-
structed rather than predetermined. Although obviously affected by post-Cold War
realities, European and transatlantic institutions, as associations of democracies, have
the capacity to adapt themselves to altered circumstances and new challenges.
Successful adaptation was not a foregone conclusion, but neither was it foreclosed.

Competing Visions

For political leaders on both sides of the Atlantic, the challenge of fashioning a new
transatlantic bargain was complicated by the manner in which the Cold War ended
— “not with military victory, demobilization, and celebration but with the unexpected
capitulation of the other side without a shot being fired . . . The grand struggle had
ended not with a bang but a whimper.”® With Western institutions intact and those
of the Soviet bloc fast collapsing, the impulse on both sides of the Atlantic was to
engage in incremental adaptation rather than wholesale change of those institutions.
It was in many ways a sensible calculation, but it tended to inhibit the kind of cre-
ativity that was needed to fashion a viable new order.

The very speed of the process had served Western interests well during the period
of German unification in 1989 and 1990, in that the US and its European partners
were able to present Soviet leaders with a series of faits accompli that they found
difficult to counter effectively. However, it also meant that the post-unification, post-
Cold War security order in Europe had to be built on the fly, as it were, with little
time for far-sighted judgment. In the process, American visions ofa “New Atlanticism,”
intended to reconcile the twin goals of European integration and a US-led transat-
lantic security order, collided with European efforts to build a more cohesive and
assertive European Union (EU) within a “post-Yalta” security order that liberated
Europe from American tutelage.

Long-standing American support for European unity, going back to the Marshall
Plan and even before, was always tinged with ambivalence, and those misgivings came
more clearly to the fore at the end of the Cold War, as Europe embarked on a bold
new drive for unity.” On the one hand, the United States wanted a more cohesive
and capable Europe and knew in any case that American policy had to take into
account the reality of a more assertive European Union. On the other, American
policy-makers did not always like the kind of EU that seemed to be emerging
and so adopted policies that seemed to obstruct these efforts at every turn. It was
not that American attitudes towards European integration were duplicitous, but
that the two strands of thinking were equally strong and frequently in conflict. In
post-Cold War Europe, absent a common external threat, the question was posed
starkly: was the ambition of European unity compatible with a continued strong
transatlantic link?

At the Paris summit of November 1990, marking the decisive end of the Cold
War, three competing visions of the European future were evident. First was the
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Europeanist vision of a more united, cohesive European Community (EC), moving
resolutely to build economic and political union among its 12 member countries even
as it widened its scope to bring in new members. NATO, in this vision, still had a
place but no longer a central or permanent one. Second was the Atlanticist vision of
a permanent American political and military presence in Europe and a seamless trans-
atlantic security community, albeit with a new balance of US and European roles to
accommodate a more cohesive EC. Third was the “Vancouver-to-Vladivostok” vision
of a pan-European security community, advocated with differing motivations by the
Russians, Czechs, and others.®

Secretary of State James Baker’s “New Atlanticism” idea, expressed in his two
Berlin speeches of December 1989 and June 1991, tried to bridge the gap by pro-
posing a system of interlocking institutions, with NATO, the European Community
(soon to become the European Union), the CSCE (the Conference on Security and
Cooperation in Europe), and other organizations playing complementary roles. It
was an elegant formulation in the abstract but often clumsy in the execution. President
George H.W. Bush offered an even more expansive view of a “new world order,”
with the Western allies at the core of an expanding democratic community and a
revitalized UN system operating as its founders had intended.” The hope, as expressed
in President Bush’s speech in Prague in November 1990, was that the end of the
Cold War would create the conditions not only for a continued transatlantic relation-
ship but for a stronger and more natural one, freed from the unnatural imbalance of
roles and responsibilities that the Cold War had imposed.'’

American policy proceeded from several core beliefs. First, NATO had to survive
as the key instrument of European security and the institutional link binding the
United States to Europe. Second, NATO’s role in post-Cold War Europe called for
its radical transformation, towards a broader security agenda and new balance of
European and American roles and responsibilities. Third, the CSCE needed the
institutional and operational capacity to play a stronger political role and assume new
security responsibilities, particularly in the areas of conflict prevention and crisis
management. Fourth and perhaps most important, the United States needed to
embrace European unity, including the development of a common European foreign
and security policy, while also maintaining the vitality of transatlantic security — com-
peting challenges that proved hard to reconcile in practice.'!

Underlying all this was the conviction that the United States had to remain in
Europe to balance Russian power and provide stability so that a more united western
Europe could extend its zone of democratic stability eastward. No idea was more
strongly or deeply held in the upper levels of the administration. The American role,
in Washington’s view, transcended Europe’s achievement of greater economic and
political unity; it had to do with semi-permanent factors of power and geography.

Of course, this American presence had an economic as well as a security dimen-
sion. As the military dimensions of security receded, trade issues loomed larger — and
now would be played out without the galvanizing element of the Soviet threat. It
was, as President Bush put it in a speech in the Netherlands just before the Maastricht
summit, “the danger that old Cold War allies will become new economic adversaries
— Cold Warriors turned to trade warriors.”'? Indeed, Uruguay Round trade negotia-
tions loomed at least as large as security matters in US-European relations
after 1990.
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Conflict over the first-ever US-EC declaration was a portent of the difficulties
ahead. Responding to overtures made by President Bush in his Boston University
speech of May 1989 and by Secretary Baker in his Berlin speech the following
December, German chancellor Helmut Kohl took the lead in proposing that the
United States and the European Community issue a joint declaration aimed at giving
US-EC relations a more intense and regular character. Accordingly, US and EC
negotiators worked out a text to be issued at the Paris summit of November 1990.
The four-page document was mostly hortatory but included a few specific commit-
ments to closer dialogue that were inserted at US insistence over strenuous French
objections."® As luck would have it, however, US-EC Uruguay Round trade negotia-
tions hit an impasse over agricultural subsidies on the eve of the Paris summit. The
declaration, which Bush and Baker were reluctant to endorse under the circum-
stances, was salvaged by 11th-hour negotiations in Paris, but the new US-EC rela-
tionship was off to an inauspicious start.

The European Security “Architecture”

Debate after the Paris summit was similarly fraught in the security arena. US-French
differences were particularly acute. Animated by the vision of an EC-centered Europe,
France aimed to accelerate European integration while it still had political leverage
over newly united Germany. “European construction” in turn required that the EC
develop a political and security component to complement its economic institutions.
Indeed, during the negotiations towards German unification in April 1990, Chancellor
Kohl and French president Frangois Mitterrand had issued a joint call for an acceler-
ated timetable for reaching economic and political union by 1993.

These tasks acquired particularly urgency with two summits looming. A NATO
summit to be held in Rome in November 1991 was to present the alliance’s “new
strategic concept” and complete the vision of a “transformed alliance” heralded at
the London summit of July 1990. The following month, in December 1991, the EC
was to meet in Maastricht to complete the “single European market” and point the
way to European economic and eventual political union.

Under these time pressures, French-led efforts to reinvigorate the Western
European Union (WEU) or create a “Eurocorps” became locked in “zero-sum”
competition with NATO. The French protested that the United States wanted to
preserve a NATO-centric European security order even while gradually disengaging
from an active role in European security. Hence efforts to transform NATO and
develop new approaches towards the East were always viewed with suspicion in Paris,
just as Washington was wary of French-led efforts to set up what appeared to be
free-standing European security institutions in competition with NATO.

Behind the scenes, there was an effort on both sides to try to find a way of bridg-
ing these differences and bring France back closer to NATO. In the French ministry
of defense and at the Elysée (the presidential palace) there was a current of thinking
that favored drawing closer to NATO lest France be marginalized in post-Cold War
Europe.'* These sentiments were reciprocated on the American side, which wanted
France engaged in NATO and indeed wondered whether the alliance could survive
absent full French participation. In a series of secret meetings in late 1990 and early
1991, the two sides explored what changes would need to be made for this to be
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possible. These were serious discussions but also exploratory, not yet involving
Mitterrand directly. Not for the first time or the last, discussions broke down. This
became evident in a meeting between Bush and Mitterrand in Martinique in March
1991, when the French president slammed the door on the idea, arguing that Europe
had to develop the capacity to defend itself because American disengagement was
only a matter of time."®

Meanwhile, immediately after the Paris summit, European leaders launched a series
of ambitious and ill-considered security initiatives. Kohl and Mitterrand called for the
EC’s absorption of the Western European Union. Italian foreign minister Gianni de
Michaelis likewise called for an early “merger” of the two institutions, also without
saying how this new entity would relate to the Atlantic alliance. EC Commission
president Jacques Delors went further, proposing that the WEU’s mutual defense
commitment be inserted into the EC’s political union treaty and calling for the WEU
to become “a melting pot for a European defense embedded in the Community.”*
What that meant was not clear, but it seemed to have no connection to NATO or
the United States. Similarly, the Franco-German proposal for a “Eurocorps” oftered
no explanation of how it would relate to NATO. Would it be inside NATO or
outside? Would it complement NATO or compete with it? These unanswered ques-
tions prompted an angry US reaction — in the form of a démarche to all allied capitals
— warning against the creation of a European “caucus” within NATO or a free-stand-
ing European security organization in competition with NATO."”

In his address to NATQO’s summit in Rome in November 1991, President Bush
addressed these concerns directly:

The United States has been, is, and will remain an unhesitating proponent of the aim
and the process of European integration. This strong American support extends to the
prospect of political union — as well as the goal of a defense identity . .. Even the
attainment of European union, however, will not diminish the need for NATO . ..
We support the development of the WEU because it can complement the alliance
and strengthen the European role in it . . . But we do not see the WEU as a European
alternative to the alliance.'®

Behind closed doors, Bush was adamant: “If Western Europe intends to create a
security organization outside the Alliance, tell me now!”

Neither Rome nor Maastricht settled these fundamental differences, which con-
tinued over the Common Foreign and Security Policy (CESP) and the European
Security and Defence Identity (ESDI). For the United States, the question was not
just about US support for a more united Europe and its development of a security
dimension, but whether this new Europe could be reconciled with a continued
vital transatlantic security system. The extravagant assertion, in the opening line of
the Maastricht Treaty on European Union (TEU)," that “a common foreign and
security policy is hereby established,” fueled Washington’s concerns, as did Delors’s
invocation of the idea of a “United States of Europe,” an ambition that Washington
tended to take at face value — not as a long-term aspiration but as a near-term
challenge.

Even at the time, these debates seemed overwrought. The United States” NATO-
centric approach would have been sound and sustainable if the US were prepared to
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undertake the kind of fundamental restructuring of the alliance that some in Paris
were urging on us. But Washington could not have it both ways — preserving a level
of American dominance that was anathema to the French (and others) while also
insisting that any European effort be made within the alliance framework. The French
position was the mirror image of the American.? They wanted a European security
capacity but resisted practical efforts to adapt NATO in ways that might have facili-
tated this goal.

A Pragmatic Truce

By the mid-1990s it was clear that neither vision was going to prevail in the near
term and that the two sides needed to find some sort of middle ground. Europe’s
failure to avert or arrest the violent breakup of Yugoslavia, and then its inability to
engage fully alongside more technically advanced US units in the Persian Gulf War
of 1991, underlined Europe’s dependence on US power for the foreseeable future.
In the US, similarly motivated by the experiences in the Balkans (where it, too, had
failed) and the Persian Gulf War, the Clinton administration aimed at forging a more
balanced US-European relationship. Secretary of State Warren Christopher’s June
1995 speech envisioning a “broad-ranging transatlantic agenda for the new century,”
together with similar overtures by Kohl and others, set the stage for negotiation of
a New Transatlantic Agenda, including more regular and substantive consultations
between the US and EC.*!

In the security arena, with defense budgets dropping dramatically on both sides
of the Atlantic, the need for a pragmatic meeting of minds became apparent. At the
1991 Rome summit, NATO leaders had approved the alliance’s “New Strategic
Concept,” which outlined a more expansive approach to security, a new mission to
promote stability among former adversaries in eastern Europe, a reoriented military
posture to include enhanced peacekeeping and crisis management capacities, and a
stronger role for NATO’s European members.”> This last stipulation was meant to
facilitate the creation of a European Common Foreign and Security Policy (CESP)
as one of the three pillars of the European Union in the Treaty of Maastricht of
1992. That same year, the WEU outlined the so-called Petersberg Tasks — non-
combat roles including humanitarian assistance, peacekeeping, and peacemaking — as
its appropriate domain, leaving major combat missions to NATO.

Building on these initiatives, the Clinton administration acceded to European
demands for greater autonomy, proposing within NATO the creation of a Combined
Joint Task Force (CJTF) to enable the dual use of NATO forces and command
structures for alliance and/or WEU operations, as well as permitting non-NATO
members to join in such operations.*® This device, in turn, facilitated NATO’s official
endorsement, in the 1996 Berlin communiqué, of a “European Security and Defence
Identity within NATO.”** Through CJTF and ESDI, European forces would be
“separable but not separate” — able to draw on NATO assets for European-only
operations but not acting as a free-standing security organization.

Newly elected French president Jacques Chirac responded to these initiatives by
signaling France’s renewed interest in exploring the possibility of coming back into
NATO’s integrated command. The idea once again foundered, this time on US
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unwillingness to accede to French demands that NATO’s southern command be
transferred from the US to a European country. (One can question the seriousness
of Chirac’s probe, however, for this episode followed a familiar pattern — of escalating
French demands leading ultimately to a French non — going back to de Gaulle’s
protracted withdrawal from NATO’s military command in the mid-1960s and indeed
all the way back to negotiations towards a European Defence Community in the early
1950s.)

The evolution in transatlantic and European security continued to be overtaken
by emerging security challenges, particularly in the Balkans. US—European differences
over Balkan policy arose early in the Clinton administration over the latter’s opposi-
tion to the Vance-Owen peace plan and its push, over European objections,
for a policy of “lift and strike” (i.e. lifting the UN-imposed arms embargo and strik-
ing Bosnian Serb aggressors). Further developments — the helplessness of Dutch
peacekeepers to prevent Serbian atrocities in Srebrenica in July 1995, the US-
brokered Dayton peace accords, and the assumption by NATO, led by the US, of
responsibility for implementing the accords — underscored European military
and therefore political subordination to Washington, even for contingencies within
Europe itself.?®

The 1999 Kosovo war, launched under NATO mandate, reinforced these lessons
by demonstrating, as had the 1991 Gulf War, the wide and growing gap between
US and European military capacities. In Kosovo, the US flew two-thirds of all strike
missions, identified the vast majority of targets, and launched nearly every precision-
guided missile.”® For Americans, the cumbersome decision-making processes pro-
duced a growing sense that going it alone was preferable to conducting “war by
committee” with allies who contributed relatively little to the military mission. For
their part, Europeans saw that American military dominance translated into American
dominance in political decision-making as well. Thus were European military capabili-
ties bound up with the aspiration to greater autonomy in foreign and security
policy.

In December 1998, British prime minister Tony Blair had joined French president
Chirac in issuing the St. Malo declaration, asserting the EU’s need to develop “the
capacity for autonomous action, backed up by credible military forces, the means to
decide to use them, and readiness to do so, in order to respond to international
crises.”” The following June, the European Council endorsed the principles of St.
Malo but asked “how much capability the EU needs to possess independently from
NATO?” in order to fulfill these goals. The Council answered the question six months
later in Helsinki, where it proclaimed a European Security and Defence Policy
(ESDP) as the successor to the NATO-based ESDI, and established the Helsinki
Headline Goals — 60,000 troops capable of deploying within 60 days and sustainable
for up to a year.”® Their missions, as foreseen in the EU Treaty of Amsterdam,
would include humanitarian and rescue tasks, peacekeeping, and crisis management,
including peacemaking. At the 2001 Laeken summit, the EU announced a European
Rapid Reaction Force (RRF) as the partial fulfillment of the Headline Goals, at the
same time acknowledging that the RRF was not yet capable of taking on peacemak-
ing and crisis management tasks — i.e. missions at the high end of the Petersberg
scale.”
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Growing Divergence

NATO, meanwhile, was embarked on a similar process of adapting to the new security
environment. At the 1999 Washington summit held on its 50th anniversary, NATO
brought in three new members — Poland, the Czech Republic, and Hungary — and
announced a membership action plan to facilitate further eastward enlargement.®
Allies also agreed in principle on a highly ambitious “defence capabilities initiative”
designed to begin closing the wide gap between US and European military capabili-
ties, but without any realistic appraisal of the higher priority Europeans were likely
to attach to the EU’s more modest Helsinki Headline Goals. Indeed, the much-
discussed “capabilities gap” was at base a “missions gap,” because European NATO
members were not likely to commit the huge resources necessary to develop high-end
military capabilities they had no intention of using.

The growing divergence over NATO’s future role was manifest in negotiations
towards NATO’s 1999 Strategic Concept. Indeed, many of the disputes that surfaced
were the same as those that had been with NATO at the creation: the geographic
scope of NATO operations, how far NATO’s mandate should extend to nontradi-
tional security challenges (in this case, terrorism and proliferation of weapons of mass
destruction), the automaticity of the commitment to collective defense, and the
relationship between NATO and the United Nations. The strategic concept addressed
some of these, papering over differences along the way, but it failed to chart a clear
course for the future of transatlantic relations.*’ The American warning that NATO
must go “out of area or out of business” turned this challenge into an existential one
— a self-imposed litmus test for the very survival of the alliance. One had to wonder
about the vitality of an alliance that seemed to face an existential crisis with every
new decision.

Because of the amount of political capital and negotiating time required to bring
seven new members into the alliance in 2004,* the process of NATO enlargement
served to mask a growing transatlantic divergence, while at the same time diverting
attention from other issues on the transatlantic security agenda. It also served to
alienate Russia, Ukraine, and other states of the former Soviet Union, which saw
their erstwhile client states joining a formerly adversarial security institution that
seemed permanently closed to them. As a consequence, NATO enlargement raised
as many questions as it answered about the future of European and transatlantic
security.® Allied leaders repeatedly proclaimed, with apparent sincerity, that they did
not want to draw “new dividing lines in Europe,” but the process of NATO enlarge-
ment seemed, from Russia’s perspective, to be doing precisely that.

EU enlargement proceeded somewhat more slowly at the beginning, owing to
policy disputes among EU governments as well as the inherent complexity of the
accession process, but soon caught up. The false starts at the Amsterdam and Nice
summits (of 1997 and 2000) led finally to the December 2002 decision of the
European Council in Copenhagen to admit eight new members from central and
castern Europe, along with Cyprus and Malta, effective from May 1, 2004.** Moreover,
having moved from 12 members at the end of the Cold War to 15 in 1995,% to 25
in 2004 (with Bulgaria and Romania joining in 2007, to bring the total to 27), the
EU faced new challenges of streamlining the increasingly cumbersome system
of collective decision-making and trying to articulate a vision of the European
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future. These constituted the mandate of the “Convention on the Future of Europe,”
or European Convention, launched at the Laeken European Council in
December 2001.

Europe was similarly riveted on the challenge of completing the Maastricht com-
mitment to Economic and Monetary Union (EMU), a project whose genesis actually
preceded the end of the Cold War. Spurred by a series of Franco-German initiatives
in the 1990s, negotiations within the EU led — to the surprise of the many Euroskeptics
in the United States (and the UK) — to the creation of EMU in 1999, and the
simultaneous adoption by nine EU member countries of the euro as a common
currency, which entered into circulation at the beginning of 2002. By 2007, a total
of 15 countries had joined the eurozone, and the euro had surpassed the US
dollar as the currency with the highest combined value of cash in circulation in
the world.

These two huge achievements — EU enlargement and EMU — gave lie to the sup-
posed incompatibility of “widening” and “deepening,” but they also meant that the
EU agenda was confined almost entirely to Europe itself rather than to the new
security challenges beyond. The complaint sometimes heard in Washington that
European perspectives were “parochial” betrayed a poor understanding of the enor-
mity of what the EU had actually done since the end of the Cold War, but it reflected
the extent to which the American agenda had moved away from Europe towards
new global challenges and the growing weight of Asia, especially China, in US
thinking.

European and American security perspectives were diverging steadily in the mid- to
late 1990s, yet because there was no issue or conflict to bring these differences to a
head, they tended to be obscured by the sugarcoated rhetoric of NATO and US-EU
communiqués. All that changed one bright September morning in 2001.

Transatlantic Relations after 9/11

During the Cold War it was always assumed that if the collective defense commitment
in Article 5 of the North Atlantic Treaty were ever invoked, it would entail America’s
rising to the defense of Europe after an attack on European territory. Yet the first
time Article 5 was invoked, the roles were reversed: it was the European allies who
rose to offer “all necessary aid” to the United States after the terrorist attacks
of September 11, 2001. Despite the decision of the US administration of George
W. Bush to bypass NATO’s offer in favor of unilateral American action, Europeans
were likewise fully supportive of the US-led invasion of Afghanistan to expel
the Taliban regime and go after the Al Qaeda terrorists who had enjoyed its
protection.

The instinctive and immediate European expressions of solidarity with the United
States after 9/11 may have revealed the depth of the ties across the Atlantic, but they
did not translate into a shared perspective on the threat posed by international ter-
rorism. Nor did this new challenge replace the Soviet threat as the glue holding the
transatlantic community together. To the contrary: while Europeans saw this new
challenge as a more virulent form of a threat they had experienced already, the Bush
administration proclaimed a “global war on terror.” As the Italian novelist Umberto
Eco later put it, “If two airplanes had crashed into Notre Dame or Big Ben, the
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reaction obviously would have been one of fear, pain, indignation, but it would not
have [produced] the instinct to take immediate, unavoidable action that gripped the
Americans.”* What Europeans for the most part saw as a dangerous but manageable
threat, to be treated as a matter of domestic security and law enforcement, Americans
tended to see (one might say were /ed to see) as an existential threat on a scale
approaching that of the early Cold War. Thus 9/11 served more to divide than to
unite Americans and Europeans.

There were, of course, other divisive issues, notably the conspicuous US withdraw-
als from the International Criminal Court and the Kyoto Protocol on climate change
in the first few months of the Bush presidency. To Europeans, embarked on the most
ambitious effort towards multilateral integration in human history, such acts seemed
to demonstrate a growing American unilateralism and disregard for global institu-
tions, including those binding the transatlantic alliance. European public as well as
elite attitudes towards the United States deteriorated alarmingly, reflecting differences
over basic values as well as about specific policies. But it was the transatlantic clash
over Iraq in 2002-2003 that brought these differences to a head.

Even before the dust had settled in Afghanistan, and with only an improvised,
poorly designed stabilization plan in place, the Bush administration began building
a case for war against Iraq, ostensibly on grounds that Iraq’s WMD (weapons of mass
destruction) programs and alleged ties to terrorists called for immediate action. For
their part, the French insisted that “no military action can be conducted without a
decision of the Security Council,” subsequently lobbying to prevent adoption of
just such an authorizing resolution. German chancellor Gerhard Schroeder went
further, declaring that Germany would not provide material support for a war in Iraq
even with Security Council endorsement. Within the United States, former US
national security adviser Brent Scowcroft warned against ignoring “a virtual consensus
in the world against such an attack.”® The administration pressed ahead despite this
opposition, following Vice President Dick Cheney’s admonition that “the risks of
inaction are far greater than the risk of action.”® Thus when the United States and
a “coalition of the willing” invaded Iraq in March 2003, it did so without the backing
of many of its closest European allies.

The unprecedented breakdown of US—European solidarity over such a seminal
security issue produced shock waves on both sides of the Atlantic. In the immediate
aftermath of the invasion, the philosophers Jiirgen Habermas and Jacques Derrida,
odd political bedfellows indeed, issued joint editorials in Germany’s Frankfurter
Allgemeine Zeitung and France’s La Libération, calling for a united European response
“to counterbalance the hegemonic unilateralism of the United States.”** Other com-
mentators proclaimed it the “end of the West.”*' Yet differences over Iraq policy
were only the proximate cause of a longer-term erosion of transatlantic solidarity, as
has been discussed. Iraq simply brought these underlying differences into full view.
If the breakdown had not occurred over Iraq, it would have occurred over something
else.*?

Relations improved in the second Bush term, beginning in 2005, and with the
elections of Angela Merkel as German chancellor and Nicolas Sarkozy as French
president, as leaders on both sides came to realize the need to put an end to mutual
recriminations over Iraq and restore more civil working relations. Additionally, the
US presidential elections of 2008 and the end of the Bush presidency promise to
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usher in a new and more hopeful chapter in transatlantic relations. Whether these
changes in tone and leadership will translate into policy convergence was another
matter, however.

While US attention was riveted on Iraq and international terrorism, Europeans
were increasingly focused on intra-European challenges: enlargement, Economic and
Monetary Union, and the constitutional debacle after the failed French and Dutch
referenda on the European constitutional treaty in 2005. It was not so much that
US and European leaders disagreed as that they diverged, each side focused on its
own set of priorities, without the galvanizing element of an external threat to compel
them to find common cause.

After the terrorist attacks of 9 /11, some commentators contrasted American fixa-
tion on that date with the greater importance Europeans attached to 11,/9 —i.e. the
collapse of the Cold War order symbolized by the fall of the Berlin Wall on November
9, 1989. Yet this was only part of the story, for there were equally profound global
changes underway that were only indirectly related to the East—West conflict or the
process of European integration. The accelerating process of globalization was ren-
dering obsolete the old categories — east—west, north—south, developed—underdevel-
oped, aligned-nonaligned — that had helped define the transatlantic relationship.*®
Finally, the rise of China, India, and other new powers was shifting the global balance
away from the US-European partnership, no matter how doggedly political leaders
on both sides of the Atlantic continued to assert their primacy.

All these changes added up to a period of flux in world affairs more profound that
at any time since the creation of the Western alliance system in the late 1940s. The
question for American and European statesmen was whether that alliance, which had
served both sides so well in the last half of the twentieth century, could be refashioned
to be as relevant to the challenges of the twenty-first.

A New Atlanticism?

The advent of new leaders in Germany, Great Britain, France, and, above all, the
United States offered opportunities to strike a new transatlantic bargain, but the
challenge was not only about changes of personalities and policies. Opinion surveys
conducted early in the new century revealed a growing estrangement between
European and American publics. In almost every European country, favorable atti-
tudes towards the United States dropped by between 20 and 30 percentage points
between 2002 and 2007.* These declines tracked also with measures of diminishing
European support for the desirability of US global leadership, for committing addi-
tional troops to Afghanistan, and for the US-led war on terror (although Europeans
were almost equally concerned with the threat of terrorism). The reasons Europeans
overwhelmingly gave for the decline in US-European relations were the US-led inva-
sion and occupation of Iraq, US failure to consider the interests of other countries,
and President George W. Bush personally.*®

European attitudes were obviously driven by what Europeans widely perceived as
the assertive unilateralism and militarism of the George W. Bush administration;
whether they reflected a temporary shift or something more durable and worrying
was a matter of debate.** On the one hand, European and American differences over
the use of force in international relations, although exacerbated by the Iraq debacle,



242 ROBERT HUTCHINGS

seemed to reflect a deeper and more durable division that was reflected also in declin-
ing support for NATO. On the other hand, the evidence that Europeans continued
to hold much more positive attitudes towards Americans than towards US policies,
and that, excepting France, they continued to favor addressing threats in partnership
with the United States, suggested the possibility of improved transatlantic relations
after the 2008 US presidential elections.*”

However one interpreted these findings, they clearly suggested that fashioning a
new Atlanticism would demand more than a nostalgic invocation of the past. As
David Gompert put it,

The old Euro-Atlantic order was based on conditions that no longer exist: US-Allied
military interdependence, agreement on the use of force, and a presumption that allies
would stand together in crises. Analytically, therefore, the pre-Iraq alliance is not the
right point of departure for considering a possible new Euro-Atlantic order. Nor is it
wise to proceed from some received wisdom that a close US-European relationship is
essential. That intellectual shortcut bypasses the crucial question of how US and European
interests match up now and looking to the future.*®

A “compact” signed by prominent policy-makers and academics on both sides of the
Atlantic offered a similar argument: “The Partnership between Europe and the
United States must endure, not because of what it achieved in the past, but because
our common future depends on it . . . Europe needs America . . . America also needs
Europe.”*

In the same vein, Geir Lundestad called for a “true redefinition of the American—
European relationship.”®™ But what should be the elements of that new
relationship?

To begin with, it was an inescapable reality that almost all the new challenges lay
outside the traditional NATO area and many were in areas where US and European
approaches had long diverged. Thus it would be too much to ask of the “new
Atlanticism” that there be US—European convergence on every such issue. On some,
such as engagement with China, agreement was neither likely nor necessary, so long
as there was a forum for reconciling issues like arms sales. On others, like the Middle
East peace process, US—-European differences (as well as intra-European differences)
were long-standing and unlikely to change appreciably.

But on many issues, US-European strategic convergence seemed both possible
and necessary. These included such immediate security challenges as counterterror-
ism, Iraq, Afghanistan, and Iran, as well as medium-term issues of energy security
and regional stability in the European “near abroad.” More broadly, they included
issues of global governance related to the Doha trade round, post-Kyoto environ-
mental cooperation, and the refashioning of international institutions to reflect the
emerging distribution of global power and influence.

Since 9/11, counterterrorist cooperation had been good, but it was chiefly bilat-
eral and sectoral (i.e. intelligence-sharing, financial tracking, etc.). Over the longer
term, given the likelihood that this would be a generational challenge, it would be
imperative to develop a shared strategic perspective on how to meet this challenge.
The beginnings of such a convergence were dimly visible: if Americans (for under-
standable reasons) may have overreacted to the attacks of 9 /11, Europeans may have
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underreacted. After the Madrid and London bombings, European publics became
more aware of the challenge within their own societies, even as Americans had come
to see that the Bush administration’s overmilitarized approach had made their country
less secure than before. Similarly, as US forces in Iraq began draw down and transfer
responsibility to Iraqi authorities, there would be new opportunities to fashion a
US-European consensus going forward. This would not mean a US-European
meeting of the minds — surely unfeasible, given all that had transpired — but a gener-
ally shared political and diplomatic effort to avert destabilization of the wider region.
On Iraq as well as other regional issues, most critically Iran and Afghanistan, the
essential requirement would be to develop an ongoing transatlantic dialogue as
intense as that which characterized the Cold War alliance.

Some argued for a transatlantic division of labor between US “hard” power and
European “soft” power, while others contended that Europe needs to close the gap
between their military capabilities and those of the United States so that allies
can operate together in every contingency.”' Although the latter argument offered
a sounder basis for US—European security cooperation, neither of these formulas
could substitute for the development of a shared security perspective. In other
words, closing the “missions gap” took logical precedence over closing the
“capabilities gap.”

One major liability in the transatlantic relationship was the lack of an adequate
forum for strategic dialogue. It did not happen in NATO, where the scope of discus-
sion was constrained by the unwillingness of many European countries to submit to
NATOQO’s strategic primacy, and the unwillingness of the United States to countenance
an “EU caucus” in NATO. Nor did it occur in the US-EU framework, where meet-
ings were too infrequent and formalized to permit the ongoing strategic dialogue
that was needed. Of course, the EU itself had trouble enough with an intra-EU
dialogue, with the result that there was really no place where all of Europe plus the
United States could meet to discuss big strategic issues. The consequences were
profound, because even issues closer to home — dealing with Russia, managing energy
security, bringing Turkey into the EU — never were accorded the sustained transat-
lantic engagement that was once routine on major security issues.

To fill this need, Weidenfeld proposed creation of “Euro-Atlantic Political
Cooperation” as a forum for dialogue;** other formulas, such as enhanced NATO-
EU cooperation, were also advanced. The precise form was less important than the
shared commitment to dialogue, unencumbered by institutional turf warfare.

The same dangers and opportunities presented themselves on the global stage.
International institutions were in crisis, owing to the challenges of globalization, the
intractability of transnational threats, and the imperative of integrating rising powers
into an effective global order. Whether the UN system, the international financial
institutions, the World Trade Organization, and the G7/G8 could be transformed
successfully was an open question, but it seemed clear that this could happen only if
the United States and Europe exercised leadership and mustered the imagination to
open these institutions to new actors while preserving the essential values undergird-
ing the global system.

Since the end of the Cold War, it had been a popular rallying cry of political leaders
and pundits on both sides of the Atlantic to assert that on almost every issue of the
day Americans and Europeans would be better off working together than working
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separately. It was an inspiring thought, and may even have been true, but the years
since the collapse of the old order had shown that just because Americans and
Europeans should act together in this new era did not necessarily mean that they
would do so.
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CHAPTER TWELVE

Europe and Economic Globalization
since 1945

ALFRED E. ECKES JR.

During the long Cold War demonstrators frequently took to the streets to protest
atomic weapons and the dangers of nuclear war. With the collapse of the Soviet Union
that concern faded, but globalization emerged as the next hot-button issue to ignite
widespread political protests. Protests began in Europe with attacks on McDonald’s
restaurants in August 1999. A few months later, the protests spread to Seattle, where
thousands of demonstrators marched, smashed storefront windows, and disrupted a
ministerial of the World Trade Organization (WTO). Quickly, the antiglobalization
protests ricocheted around the planet to intergovernmental summits, meetings of
international agencies, and top-level business conferences. Over time new issues, such
as the war in Iraq, would occupy the protestors. But public opinion polls indicate
continuing widespread unease about globalization in most high-income countries. A
BBC poll, released in 2008, showed an average of 56% in six western European
countries (France, Germany, Italy, Portugal, Spain, and the United Kingdom) saying
that economic globalization is growing too quickly.'

So what is globalization and why has it become so controversial to many ordinary
people, but an irreversible new reality to most business and government leaders? In
a modern setting globalization can be viewed broadly as a dynamic, synergistic process
which over time integrates people and nations into larger structures and communities,
as it dissolves traditional barriers. At the core of this process are international trade
and investments. Corporations, headquartered and managed in one country, invest
abroad, producing goods and services in distant locations for both local and world
markets. Facing unrelenting competitive pressures, transnational firms increasingly
shift factories to countries with low-cost labor and business-friendly environmental
and regulatory policies.?

Among the critical long-term drivers of this globalization process are innovations
in technology transportation, communications, and information-processing which
have dramatically cut the costs and obstacles to international business. Also vital are
national government policies supporting open markets and freer trade. Because the
complex process involves a number of dynamic variables, some of them relatively
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new, such as the Internet, there are few reliable statistical measures which capture
the expansion of cross-border activities over an extended period of time. Some of the
better indicators involve trade and foreign direct investments (FDI), and this essay
will make extensive use of that data for the period since 1950, as it focuses on eco-
nomic aspects of European globalization.?

The word globalization is new. Futurist John Naisbitt may have been the first to
use it his 1982 book Megatrends, but Harvard Business School professor Theodore
Levitt offered the first academic analysis, emphasizing business aspects.* By the end
of the decade, a term first employed to describe business strategies had expanded to
cover many other types of linkage, including culture, communications, and politics.
Scholars in dozens of disciplines debated the origins, nature, or consequences of this
phenomenon.

Europe and Globalization before 1945

In public discussions and demonstrations, many who criticize globalization associate
it with rapacious capitalism, powerful transnational corporations, and American cor-
porate and government power (cowboy capitalism and hegemony). French parlia-
mentarian and author Jean-Jacques Servan-Schreiber did the same in 1967, when he
published a book, The Amervican Challenge. He warned that better-organized
American companies were rolling from Naples to Amsterdam with the ease of Israeli
tanks in Sinai during the 1967 war. Europe might lose its economic identity, Servan-
Schreiber feared, and become a US subsidiary.

Ciritics of globalization sometimes forget that for centuries Europeans drove the
globalization process. Before America achieved independence and emerged as a major
power, European innovations and ideas integrated people and regions, overcoming
barriers of time, distance, and lack of information. European ideas (individual rights,
the rule of law, the efficacy of markets), institutions (democratically elected parlia-
ments, independent judiciaries, professional civil services), capital (portfolio and
direct), goods (including services), and people flowed to other regions of the world,
integrating people and transforming relationships. From the Middle Ages European
traders and explorers roamed the Mediterranean world, looking for precious metals
and tradable goods. In the late fifteenth and early sixteenth centuries improvements
in navigation enabled them to explore Africa, the Americas, and even the vast Pacific
region. The explorations of Christopher Columbus to the Americas and Ferdinand
Magellan in the Pacific were among the most significant of these early globalization
initiatives.®

Thanks to the Industrial Revolution, and spread of laissez-faire economic ideas,
the pace of European-led globalization accelerated during the nineteenth century.
British inventors developed the steam engine, the basis of steam-powered shipping
and railroads, and British business and political leaders seized opportunities in
cable and wireless to create global communications networks, centered on London.
After repeal of the Corn Laws in 1846, and Parliament’s decision to remove
tarifts on almost all imports, Britain became the center of world commerce and
shipping. The City of London dominated global finance, and managed the
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international gold standard. British investors sent a large portion of their
wealth overseas to build railroads and electrify developing countries. On a
smaller scale, the thrifty Dutch matched the commercial and financial prowess
of the British. And all of the major European powers competed for empire, exporting
their systems of government, laws, and business enterprise to far corners of the
world, and integrating colonial areas of Africa, Asia, and Latin America into their
empires.°

“Europe has long...been the world’s leading global investing and trading
region,” observed John Dunning, a British economist specializing in foreign direct
investment. Until the nineteenth century, “most European trade and investment
continued to be intra-regional, and conducted by small or relatively small family
enterprises”. Then the UK emerged as a major player “with its extra-European trade
and investment considerably exceeding . . . its intra-European equivalent”. By 1914
there were hundreds of British multinational firms operating factories in western
Europe, North America, and other areas of the empire. The British were not
alone. The Dutch, French, Germans, Swiss, Swedes, and others had major foreign
investments. In 1914 outward FDI of European firms accounted for 76.9% of
the world’s FDI stock, valued at $14.5 billion. Continental western Europe had
31.4%, while the United Kingdom had 45.5%. The technologically advanced
German electronics and chemical industries had significant overseas investments in
1914, and Germany accounted for about 10.5% of the world stock. The US held
another 18.5%. On the eve of World War II, Europe was still the world’s
leader, accounting in 1938 for nearly 64% of the stock of foreign direct investment.
This included 24.1% for continental western Europe, 39.8% for the UK. The United
States had another 27.7%, its share up significantly from before World War I.
Dunning estimates that 90% of European FDI was invested outside Europe, reflecting
the appeal of global opportunities rather than the attraction of European
regionalism.”

The evolving pattern of international trade before World War II demonstrates in
another way how European commerce drove globalization. During the seventeenth,
eighteenth, and nineteenth centuries Britain, France, Belgium, and the Netherlands
established formal overseas commercial empires, some of them based on political
control of dependent areas (such as India, Malaya, Hong Kong, and Singapore
in the case of the British), large areas of west and north Africa in the case of
France, the mineral-rich Congo for Belgium, and the Dutch East Indies
(modern-day Indonesia) for the Netherlands, among others. Britain and some of the
other European powers used finance and trade to bind other independent areas
informally to the industrializing countries of western Europe. As the British case
suggests, a substantial share of Europe’s trade before 1914 involved exchange of
value-added products manufactured in the developed country for precious metals,
oil, foodstufts (such as sugar, coffee, tobacco, wheat, and meat products) or industrial
raw materials like cotton and forest products. Before World War I, according to
Swiss economic historian Paul Bairoch, 37.2% of Britain’s exports went to colonies
and self-governing areas. Other continental countries had similar ties to colonial
areas. For France the comparable figure was 13%; Portugal, 14.2%; and the Netherlands
5.3%.%
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Phases of European Economic Globalization after World War 1I

Despite the devastation and casualties (some 10 million civilian and military casualties
in western Europe alone), Europe recovered relatively quickly from World War 11,
and soon displayed renewed interest in global commercial and financial linkages.
Viewed retrospectively, the period since 1945 appears to have three distinct phases.
The first one, of European recovery, decolonization, and regional integration, lasted
about 25 years from the end of World War 11 to the early 1970s. During this defensive
phase the United States briefly displaced Europe as the leader of the globalization
process. But during a second distinct period of approximately twenty years (lasting
until approximately 1992) Europe recovered, and on the basis of rising productivity
steadily closed the income gap with North America. Soon it was reasserting leadership
in commerce and finance. During these years, western Europeans fulfilled plans to
create a single market and sought closer economic ties with North America. Finally,
with the collapse of communism in eastern Europe and completion of the single-
market initiative, a third stage began. It was distinguished by the integration and
consolidation of industries along global lines, as transnational corporations came to
view the world as a single market for producing and selling goods. As competition
intensified, Europe, America, and Japan looked for new ways to cut costs in complex
supply chains. They began moving assembly functions, back-office operations, and
even research facilities offshore to low labor-cost nations with abundant skilled
personnel.

Phase One: World War II to the Mid-1970s

Despite the devastation of World War II, Europe remained a major factor in overseas
trade and investments after the war. Initially, old imperial patterns of trade predomi-
nated, with raw materials and foodstufts flowing into Europe, and manufactures
leaving for overseas colonies and dependencies. Europe accounted for 33% of world
exports in 1950, and 39% of world imports, compared to 21% for North American
exports and 20% for imports (see Table 12.1). While Germany, Italy, and the Benelux
countries all relied more on European countries for imports and than on developing
areas, it is significant that in 1950 Britain and France imported more from developing
countries than from the developed nations of western Europe. On the export side
the pattern was similar (see Table 12.2).°

In finance Europe experienced some erosion in its international investment
position during and immediately after World War II. Europe’s overall share of
world FDI stock declined sharply from prewar levels, reflecting the need for
Britain to sell oft 25% of its overseas assets to finance the war. Other foreign
assets were destroyed during the war (Singapore, Hong Kong), or lost subsequently
as the British empire and China disintegrated. Also, there were expropriations
in Argentina, Burma, and Iran. Nonetheless, by 1960 Europe still accounted for
42.1% of world foreign direct investment (estimated stock), but this was down
sharply from 64% in 1938. Of the 1960 share, the Continent supplied 25.8%, the
UK 16.3%."
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In the immediate postwar years, European business leaders understandably focused
on recovery from World War II and integration of Europe through the common
market and the parallel European Free Trade Association (Inner Six and Outer Seven)
so as to avoid future wars. This left the United States as the principal exporter of

Table 12.1 Shares of world merchandise trade (imports/exports)

Country 1950 1973 1992 2001
Developed countries 66/61 73/72 71/72 67 /64
Belgium/Luxembourg 3/3 4/4 3/3 3/3
Canada 5/5 4/5 3/4 4/4
United States 15/16 12/12 14/12 19/12
Western Europe 39/33 47 /45 45 /45 37/39
France 5/5 6/6 6/6 5/5
Germany 4/3 9/12 10/11 8/9
Ttaly 2/2 5/4 5/5 4/4
Japan 2/1 7/6 7/9 6/7
The Netherlands 3/2 5/5 3/4 3/4
Sweden 2/2 2/2 1/1 1/1
Switzerland 2/1 2/2 2/2 1/1
UK 12/10 6/5 6/5 5/4
Developing countries 29/33 18,/20 26/26 29/31
Developing Africa 6/5 3/4 2/2 2/2
Developing Asia 10/12 9/10 16/16 21/24

Source: UNCTAD, Handbook of Statistics, Report 1.1. Online at http://www.unctad.org/

Table 12.2 Share of imports/exports — 1950

Trade partners

Country Developed European  US+  Japan Developing Developing  Developing
100% Europe Union  Canada Countries Africa E + SE Asia
Belgium/ 50/65 46,60 19/10 0/1 22/19 9/6 3/4
Luxembourg

Canada 15,20 15/19 65/62 0/1 12/8 0/0 2/2
France 32/49 28/41 14/5 0/0 39/40 20/29 3/2
Germany 51,/68 46,/60 17/6 0/0 24/19 7/2 5/4
Ttaly 35/52 30/45 24,7 0/0 27/27 5/5 3/5
Japan 4/12 4/11 48/25 n/a 37/53 2/4 27/42
The 57/71 54,/66 12/5 0/0 22/18 3/3 9/8
Netherlands

Sweden 61,/66 57/55 9/7 0/0 19/15 1/2 2/2
Switzerland 54/55 54 /54 17/15  1/0 20,20 3/2 4/5
UK 27/31 25/27 16/12  0/0 34/31 10/9 8/10
us 15/30 13,28 23/20 2/4 53/39 3/2 12/18



Table 12.2 Continued

Share of imports/exports — 1973

Country Developed European  US+  Japan Developing Developing Developing
100% Europe Union  Canada Countries Africa E + SE Asia
Belgium/ 76/81 74,78 7/6 1/1 12/8 5/3 2/2
Luxembourg

Canada 13/14 12/13 69/65 4/7 9/7 1/0 2/3
France 63,/68 60,/62 9/6 1/1 21/19 8/10 2/2
Germany 64,/67 60,/60 9/9 2/2 18/14 5/3 3/3
Italy 57,/64 54/59 10/10 1/1 25/17 7/6 2/2
Japan 10/17 9/15 29/29 n/a 45/42 3/2 23/27
The 68/82 66/79 9/4 1/1 19/9 4/2 3/2
Netherlands

Sweden 75/75 65/62 7/7 2/1 10/10 2/2 2/2
Switzerland 80,/62 79,/60 7/9 3/4 8/17 2/3 2/5
UK 49/48 43/42 15/15  3/2 22/20 6/5 5/6
UsS 27/29 25/27 25/21 14/12 30/30 3/2 10/10
Share of imports/exports — 1992

Country Developed European  US+  Japan Developing Developing Developing
100% Europe Union  Canada Countries Africa E + SE Asia
Belgium 80/81 77/78 5/4 2/1 10/9 3/2 3/4
Canada 12/8 10/7 64/78 7/5 12/8 1/0 7/5
France 66,/68 62/64 9/7 40,2 15/18 4/6 6/5
Germany 66/70 60,/64 7/7 6/2 15/14 2/2 8/6
Ttaly 69,/67 63/62 6/8 2/2 18/18 6/4 5/5
Japan 16/21 14,20 26/31 n/a 49/45 1/1 32/34
The 73/83 70,/80 8/4 4/1 13/9 2/2 6/3
Netherlands

Sweden 70/71 60,/60 10/10 5/2 11/12 1/1 6/5
Switzerland 79,/65 79/65 7/9 4/4 8/17 1/1 4/9
UK 63/63 57/60 12/13  6/2 14/16 1/2 9/7
UsS 20/25 19,24 18,20 18/11 41/39 2/2 23/16
Share of imports/exports — 2001

Country Developed European  US+  Japan Developing Developing Developing
100% Europe Union  Canada Countries Africa E + SE Asia
Belgium 72/78 70/76 8/6 3/1 12/10 2/2 7/5
Canada 13/5 11/4 64/88 4/2 16/5 1/0 9/3
France 70/65 65/61 8/10 2/2 15/18 4/5 6/6
Germany 58,60 52/55 9/11 4,2 16/14 1/1 10/7
Ttaly 61/58 56/54 6/11  2/2 21/20 6/3 7/6
Japan 14,/17 13/16 20/32  n/a 58,/48 0/1 42/40
The 53/81 50/79 10/5 5/1 24/8 2/1 15/4
Netherlands

Sweden 76,/60 68/52 6/13 2/3 8/16 0/2 5/8
Switzerland 74/59 74/59 1112 2/3 9/20 1/1 5/12
UK 52/58 47 /54 16/18 4/2 19/14 2/2 13/7
Us 21/23 19,22 19,22 11/8 46/42 2/1 25/17

Source: UNCTAD, Handbook of Statistics, Report 3.1. Online at http://www.unctad.org/
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private capital. Nonetheless, not until the 1970s did private US FDI outflows surpass
intergovernmental aid and lending."' For about a quarter-century after World War
II, the US remained the leading supplier of direct investment to the world. In 1973,
for example, the US accounted for 48.1%, Europe 37.5% (24.7% for continental
western Europe, 12.8% for the UK).'? Interestingly, until the 1960s, when the lure
of rapid growth and Europeanization attracted American investors, most US direct
investment flowed into other western hemisphere countrie’s—Latin America or neigh-
boring Canada — where US investors accumulated a large stock, much of it in mining
and raw materials."?

There had been a distinctive change to that pattern by the mid-1970s. With its
high growth, expanding consumer markets, and potential for a large integrated
market, western Europe became a target for US investors eager to participate in this
prosperity and to establish long-term positions in a big, recovering, high-income
markets. They focused on opportunities in manufacturing. By 1973, some 37%
of US EDI was in western Europe (10.6% in Great Britain, 18.3% in the common
market countries), 24.6% in Canada, and 15.9% in Latin America. This was the period
when IBM and other American-based multinationals relentlessly expanded market
share in western Europe and bought up local producers. Not surprisingly, this
aroused French politicians like Charles de Gaulle and Jean-Jacques Servan-Schreiber.
They worried Europe might succumb to American commercial dominance. Servan-
Schreiber offered this gloomy forecast: “Fifteen years from now it is quite possible
that the world’s third greatest industrial power, just after the United States and
Russia, will not be Europe, but American industry in Europe.”'* European national-
ists interpreted this as a call to arms, and political leaders like de Gaulle attempted
to restrict American investments and to establish strong national champions. This
occurred in electronics, information-processing, and aviation. Also, de Gaulle and
other European leaders discovered another way to slow the American business
advance. Recalling that the Bretton Woods international monetary system rested
firmly on the American pledge to redeem dollars for gold at a fixed price, they threat-
ened to do exactly that. Because the US Treasury lacked adequate gold to support
the conversion pledge, and sustain the dollar exchange rate at existing levels,
the Johnson administration reluctantly imposed controls on private capital exports
during the Vietnam War.'®

From another perspective, it is arguable that Europe was its own worst enemy
during the late 1960s and early 1970s. Despite the recovery and a series of steps to
promote European integration, it remained divided on the final form of integration,
and its markets remained small and segmented. Political differences, such as French
president de Gaulle’s efforts to keep Great Britain out of the common market and
French efforts to protect family farms, slowed Europeanization and delayed the re-
emergence of Europe’s leadership in the globalization process. Lacking the benefits
of a large market, European business could not achieve cost reductions and econo-
mies of scale.

Before the mid-1970s most European business leaders had national, or regional,
horizons. Except for a few dozen large multinationals — such as British Petroleum
(BP), Ericsson, Philips, Shell, Siemens, Unilever, and Volkswagen — few had global
ambitions, and most were content to serve foreign markets with exports from Europe.
In the auto industry, for example, a series of dominant national firms (Volkswagen,
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Renault, and Fiat) sought to expand market share via exports to other national
markets in the European region.'® Ericsson, the giant Scandinavian telecommunica-
tions firm, offers another example. Long active in international business, this Swedish
company used post-World War II opportunities to reinternationalize, and in particu-
lar to establish a strong presence in the European common market. The export share
of the Swedish parent increased from one-third to two-thirds between 1946
and 1970, and Ericsson’s employment quadrupled, much of this growth being
in west European manufacturing subsidiaries. In the oil industry, however, Shell
and BP pursued global strategies, seeking to compete in all major markets. Until
the late 1960s BP was the only major international oil firm without a stake in the
highly profitable US market. Then, to develop a lease in Prudhoe Bay (Alaska), it
sought an American partner with political connections and an extensive distribution
system. In 1969 BP purchased a 25% equity share in Standard Oil Company of
Ohio (Sohio), founded by John D. Rockefeller. Over the next quarter-century,
it would gradually expand that stake and eventually substitute the BP logo for
the Sohio name."”

Phase Two: 1973 to 1991

As it turned out, European fears of the American business challenge were exagger-
ated. By the mid-1970s the shoe was on the other foot. Much-criticized European
business had reorganized and taken the offensive both regionally and globally.
European capital began to flood the American market. Continental firms such as
French tire-maker Michelin and German automaker Volkswagen set up plants in
North America. Uncertain about the future of Europe, with its high labor costs and
rigid work rules, they wanted to establish a manufacturing presence in the huge North
American market close to millions of affluent consumers. In eftect, they chose to
serve foreign high-income markets through local production rather than to rely on
high-cost European assembly and exports, which might become targets for trade
barriers. One sign of changing circumstances occurred in 1978 when Newsweek
focused on the buying of America. Many European firms, it said, used export earn-
ings to build and buy factories, purchase real estate, and invest in US equities. Two
years later London’s The Economist described the challenge in reverse by which
European, Japanese, and Canadian investors bought such household names as Saks
Fifth Avenue and Baskin-Robbins ice cream, and constructed tire plants in South
Carolina and auto assembly facilities in Tennessee and Ohio. Dutch electronics giant
Philips acquired television-maker Magnavox. While press accounts may have exag-
gerated the intensity of the challenge in the 1970s, the net book value of foreign
investment in America grew at nearly twice the rate of outward investment from the
United States during that decade.'®

What explained the swift turn around? For one thing, Britain, Ireland, and
Denmark, all European Free Trade Association (EFTA) members, joined the European
Community in 1973, and the expanded regional market became more outward-
looking. The newcomers especially the British had a long tradition of global business
activity. For another, the fall of the dollar and the collapse of the Bretton Woods
international monetary system (1971) soon enabled currency markets to set exchange
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rates. Over the next 20 years, the dollar purchasing power of the German mark,
Dutch guilder, Japanese yen, and Swiss franc doubled, helping to fuel a surge in
overseas investments. With their currencies rising against the dollar, European and
Japanese firms could afford to establish a long-term presence in the American
market.

Several other structural factors help to explain the sharp rise in flows of FDI in
the early 1970s. For one thing, by 1973 the full Kennedy Round multilateral tariff
concessions had been implemented, essentially removing tariffs as impediments to
trade in manufactured goods among the industrial powers, and allaying lingering
fears that an integrated Europe might turn inward. Tariff liberalization made it easier
for businesses to ship parts, as well as finished products, across frontiers and to supply
foreign assembly facilities with world-class capital equipment and the best compo-
nents. Finally, technological innovations in satellite communications, containeriza-
tion, wide-bodied ships, and wide-bodied aircraft, like the Boeing 747, transformed
the business environment. Big corporations could now oversee and integrate global
operations, establish global supply chains, and move production and assembly to areas
where labor costs were low. As a result of these developments, transportation costs
fell sharply, and air freight offered immediate delivery for high-value cargoes.
Responding to these developments, Dutch electronics giant Philips set up assembly
operations in Southeast Asia during the late 1970s to take advantage of lower labor
costs."”

The last quarter of the twentieth century thus witnessed a surge of European
investments in North America, with longtime capital exporters Britain and the
Netherlands leading the way. By 1980 Europe had recovered its historic position as
the world’s leading investor, and its accumulated stock of FDI surpassed that of the
United States. Western Europe accounted for 46% of the world’s outbound FDI
stock (continental Europe 31%, UK 15%) compared to the United States with 41%
(see Table 12.3). A parallel liberalization of finance in the mid-1980s would acceler-
ate these trends and enhance the standing of London as a world financial center.
Successtul negotiations in the next GATT round (the Uruguay Round) to extend
trade liberalization to services would also stoke the fires of global business
expansion.

Among the Continental countries, these developments produced an important
shift in national FDI rankings. Until the late 1970s the Netherlands had been
the leading Continental investor, a fact that reflected a long tradition of
overseas investments as well as the presence of several large multinationals such
as Shell, Unilever, and Philips. Ten large multinationals reportedly accounted for
75% of the Netherland’s accumulated stock of FDI in 1980.*° But German
companies began to move abroad during the 1970s, and soon Germany held a larger
stock of FDI.

The German case merits special attention. Although German firms such as Siemens
first went abroad as early as 1855, Germany twice lost its FDI stock in world wars,
and its firms approached the post-World War II period cautiously. During the recov-
ery period they invested domestically, and used export expansion to penetrate foreign
markets. As a result, German exports exceeded foreign production, quite the opposite
what happened in of the United States, Britain, and the Netherlands. The German
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Table 12.3 Percentage of world foreign direct investment (stock) inward/
outward

Country 1980 1985 1992 2002
Developed countries 64,/97 63/96 72/94 65/87
Canada 9/5 7/4 5/4 3/4
United States 13/41 20/34 20/25 19/22
Western Europe 37 /46 31/47 41/50 39/55
Belgium/Luxembourg 1/1 2/1 4/3 7/7 [2001]
France 9/5 7/5 6/8 6/10
Germany 6/8 4/9 6/9 6/8
Ttaly 1/1 2/2 2/4 2/3
The Netherlands 3/8 3/7 4/6 4/5
Sweden 0/4 0/2 1/2 2/2
Switzerland 1/4 1/4 2/4 2/4
United Kingdom 10/15 7/15 8/11 9/15
Japan 1/4 1/6 1/12 1/5
Developing countries 36/3 37/4 27/6 33/12
Brazil 2/7 3/5 2/2 3/1
China -/- 1/- 2/- 6/1
Hong Kong 25/- 19/- 10/1 6/5

Source: UNCTAD, Foreign Direct Investment database, online at http://www.unctad.org/

chemical, electrical, and automobile sectors, as well as banking and finance, would
gradually advance overseas. Siemens, for example, had some 210 factories outside
Germany in 1990. Volkswagen, which established a position in Brazil in the 1950s,
used mergers and acquisitions in western European markets to become a market
leader by 1990, and it attempted to set up a US assembly plant near Pittsburgh in
the late 1970s. But Mercedes Benz and BMW, makers of prestige vehicles, lagged.
Given the tradition of quality production in Germany, they were reluctant to manu-
facture their best models abroad, until rising labor costs and rigid labor practices in
the 1990s forced them offshore.!

On a per capita basis, however, the smaller European countries remained more
outward looking than the French, Germans, and Italians. With small domestic markets
Belgium, the Netherlands, Switzerland, and Sweden had long been accustomed to
exporting and scouring the world for business opportunities. Data for 1985 reveal
how integrated, and globalized, the smaller countries had become. That year the per
capita outward stock of FDI for all of western Europe was $869. Falling below the
average were Germany ($771), France ($683), and Italy ($293). The United States
($983) and Canada ($1,669) were both above western European levels. But the
smaller European countries invested far more abroad on a per capita basis. For
the Netherlands the comparable figure was $3,305 and for Switzerland $3,839 (see
Table 12.4).

In international trade the second period — from the early 1970s to the early 1990s
—saw a surge in intra-European regional trade. This reflected the dissolution of long-
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Table 12.4 World foreign direct investment per capita (outward stock)

Country 1980 1985 1992 2001

Developed countries $644 $815 $2,171 $5.951
Developing countries 11 9 30 168
Canada 970 1,669 3,095 7,883
United States 935 983 1,930 4,832
Western Europe 657 869 2,538 8,643
France 451 683 2,727 8,670
Germany 551 771 2,125 6,266
Ttaly 130 293 1,247 3,172
Japan 168 364 1,995 2,357
The Netherlands 2,976 3,305 7,987 20,617
Sweden 430 1,290 5,628 13,881
Switzerland 3,401 3,839 10,687 32,976
UK 1,428 1,770 3,823 15,835

Source: UNCTAD, Handbook of Statistics, Report 6.2. Online at http://www.unctad.org/

established trading patterns between Britain and its Commonwealth partners follow-
ing admission to the common market in 1973, and the attractions of an increasingly
integrated and prosperous Europe. In 1973 western Europe accounted for 45% of
world exports, and 47% of world imports, a significant rise in shares from 33% of
world exports and 39% of world imports in 1950. Britain and France now (1973)
relied far more on European partners for imports (49% in the case of Britain, 63%
France) than on developing areas (22% Britain, 21% France; see Table 12.2). On the
export side the same pattern applied. Britain sent 20% of its exports to developing
markets, 48% to the advanced countries of western Europe. France exported 19% to
developing countries, 68% to the developed countries of western Europe. It was
evident that Europeanization, the development of a vast regional market as EFTA
and the EEC (European Economic Community) merged, was binding the economies
and people of western Europe. It was also supplanting traditional colonial relation-
ships that once tied France and Britain to overseas colonies and informal commercial
and financial empires.*?

During the second phase, lasting until the early 1990s, Europe moved forward
haltingly, under pressure from business leaders, to convert the European Community
into a single market. In the early 1980s, European business leaders awoke to the
region’s costs and inadequacies. Borders continued to segment the national markets
and to encourage inefficiencies. Product standards varied enormously from country
to country. Intra-European commerce moved slowly because of customs formalities.
The presence of different currencies, tax, and monetary systems increased the costs
of transactions. Concern about lagging growth (Eurosclerosis), rising protectionism,
American competition, and even Japanese penetration of European markets all
prompted a group of top European business executives to form the European
Roundtable of Industrialists, and to press the corporate agenda for a single
market.”
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At a time when some outsiders feared European integration might enhance a
“fortress Europe” mentality, more and more European business leaders had begun
to understand the potential of the new technologies and to think globally. Claude
Noel Martin of France’s Général Biscuit said a European flag should fly at his com-
pany’s headquarters. Asserting that European companies were too provincial, he
urged them to collaborate and compete internationally against American and Japanese
firms. Wisse Dekker, the chairman of Dutch electronics giant Philips, warned
that multinationals might leave Europe if it failed to complete a single market. If
Europe did not unite, industrial innovation would pass Europe by. Multinational
companies would then be forced to adjust their geographic priorities. The new
technologies, they realized, made global competition a fact of life. High costs of
product development required that corporations amortize costs over a larger base of
consumers.”*

Having already established positions in European regional markets, the big
European firms focused on acquiring properties in North America, and on achieving
strong competitive positions in the high-income triad countries (North America,
Japan, and the European Union). As a result, according to a study by business
analyst Joseph Quinlan, European inflows to the US soared in the 1980s,
totaling $216 billion for the decade versus cumulative inflows of just $28 billion in
the 1970s. By 1983 Europe’s investment position in the US on a historical-cost
basis was almost equal to America’s investment stake in Europe. By end of the
decade Europe’s US investment was 26% larger than the figure for US investment in
Europe.?®

The strategies of firms from smaller European economies mirror these trends.
Sweden’s Ericsson tried, and failed, to establish a competitive position in the US
market before World War I, and then during the 1950s, but in the 1980s it made
a third and successful attempt. Ericsson succeeded after an antitrust decision
against ATT & T opened the American market to foreign telecommunications
suppliers. By 1986, the 20 large Swedish multinationals had become increasingly
globalized, with foreign sales accounting for over three-quarters of total sales.*
The Dutch also targeted North America at this time. While investment in the
European Community was 52% of Dutch FDI in 1975, over the next decade that
declined to 33% as Dutch guilders flowed into North America. In 1985, some
41% of Dutch FDI was in the United States, compared with 33% in the European
Community.*”

Phase Three: 1992 to the Present

The pace of globalization and Europeanization accelerated during the 1990s, as the
Cold War ended and the European Union completed its single-market initiative.
Information and economics had helped end the long Cold War. They continued to
transform the global marketplace, and of course the European Union. With collapse
of the Soviet empire and triumph of market-oriented economics came opportunities
to privatize state-owned enterprises and to integrate the well-educated people of
eastern Europe into the European Union and the global economy. Germany was
soon reunited, and business leaders looked castward for new markets and low-cost
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production facilities. Ten central and eastern European states, including three Baltic
countries, Poland, Hungary, the Czech Republic, Slovakia, and Slovenia, qualified
for full membership in the EU by 2004.

Elsewhere, important regional and multilateral initiatives also reshaped the global
economy. A series of regional trading agreements — particularly the North American
Free Trade Agreement (NAFTA), Mercosur in South America, and a South East
Asian regional agreement (ASEAN) — opened markets to trade, services, and invest-
ment on terms benefitting parties to the agreements, and raised concerns in Europe
about continued access. Meanwhile, completion of the Uruguay Round of multilat-
eral trade negotiations in 1994, conducted under the auspices of GATT, presented
new opportunities. The final agreement sought to integrate developing markets into
the world trading system, and it extended the reach of the new World Trade
Organization (WTO) to agriculture, intellectual property, customs harmonization,
government procurement, and services. Negotiators also created a binding dispute
resolution mechanism under the auspices of the WTO.

Despite the progress of trade diplomats, big business chaffed at the glacial pace of
intergovernmental negotiations. The Uruguay Round had taken nearly nine years,
and it had accomplished little in services and telecommunications. In the private
sector technological innovations transformed competitive conditions in product
markets much more rapidly. Business wanted more specific terms of access for service
providers, greater transparency in decision-making, and impartial dispute resolution
panels to resolve business conflicts. The influential International Chamber of
Commerce, based in Paris, explained its support for a world investment agreement
this way:

Worldwide economic integration requires business to produce and market goods
and services on a global scale, by integrating the skills of people and various assets —
tangible (e.g. land and resources), intangible (e.g. intellectual property) and monetary
(e.g., stocks). In this process, trade and investment have become indistinguishable
parts of a single strategy. Indeed, companies trade to invest and they invest to
trade.”®

In this challenging business environment European producers struggled to stay
competitive. Grumbling about high labor costs (labor in France and Germany
cost $22 per hour, compared to about $20 in the US), lagging productivity,
and cultural barriers to risk-taking and innovation, they invested more abroad where
costs were lower. Some pursued “green-field” investments in new markets, and con-
structed plants. Automakers like BMW and Mercedes, and their suppliers, built
assembly facilities in North America in southern states like South Carolina and
Alabama where state governments offered generous incentives and labor unions
lacked influence.?” Thyssen Krupp, the large German capital-goods manufacturer, also
seized opportunities to move beyond its traditional European base. At the beginning
of the 1990s, it had 37,000 German workers. By 1997, it had trimmed the German
workforce to 27,000, while adding 28,000 non-German workers, many of them in
the NAFTA region.*
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Other European competitors took advantage of strong European currencies
and open markets to buy up foreign assets, and even to reinvent themselves.
Sweden’s Volvo sold its automotive division to Ford in 1999, and then pur-
chased the truck divisions of Mack and Renault to become a global producer
of trucks, the second-largest in the US market, and to launch a joint venture in
the Chinese truck industry. One of the most flamboyant failures involved Vivendi,
a staid 150-year-old French water and sewage company. Under CEO Jean-Marie
Messier, it embarked on a global acquisition binge to become a glamorous
media giant. Messier succeeded in purchasing Universal Studios, Seagram, and
USA Networks, adding a bevy of stars, and planting the French flag in Hollywood.
But he succumbed to Americanism, moving to Park Avenue, insisting executives
speak English, and declaring the French “cultural exception” dead. In the final
act, Vivendi collapsed from excessive debt, and an angry French board dismissed
Messier.

By the late 1990s, the world’s transnational corporations — based in Europe, North
America, and Japan — had awoken to the potential of big emerging markets like China
and India. Each had over a billion people, and each had a government anxious to
attract investments and to participate in the international trading system. From a
business point of view interest in China and India had two attractions. One was to
gain a foothold in a large and potentially lucrative market for the future. The other
was to cut costs and thus more efficiently serve international markets. The successtul
strategy involved substituting cheap Asian labor for high-cost workers in developed
nations. In China the transnationals discovered a virtually unlimited supply of highly
motivated, cheap labor. Given an opportunity to choose between a traditional life,
working rice paddies with a water buffalo, or taking factory jobs, several hundred
million residents of rural areas opted for the latter, despite paltry wages of 50 cents
per hour or less. In India the transnationals found an abundance of English-speaking
software engineers and other professionals prepared to work for a fraction of com-
parable costs in high-income nations. Soon call centers were closing in Britain and
their service jobs moving to India.

Similarly, in eastern Europe, European manufacturers discovered a nearby supply
of cheap labor, many with German language skills and technical skills. Glimpsing the
opportunities of globalization, they constructed new plants in eastern Europe where
wages were 15% of German levels, and encouraged their suppliers to join them. By
2002, Volkswagen employed 37,000 workers and another 200,000 at supplier
companies. Detlef Wittig, a Volkswagen group director, told the Financial Times,
“Central Europe gives us a low-cost supply base, which makes a big contribution to
our profit statements. Back home in high-cost EU countries, employment stagnated
and jobless workers grumbled. Trade union leaders complained about a “race to
the bottom”.*!

A new paradigm for the working world had emerged. According to neo-classical
international-trade theory, nations exchanged goods in which they had an absolute,
or comparative, advantage, based on relative production costs. In this model only
goods moved between countries; capital, labor, and technology did not. Moreover,
this explanation assumed that trade remained in balance, and that trading countries
enjoyed full employment. By the 1990s this model diverged far from conditions in
the global economy. Improvements in information technology, communications, and
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transportation enabled corporations to think globally and run complex business
empires. They obtained raw materials and assembled goods where costs were lowest,
borrowed capital where it was cheapest, and moved goods quickly from production
facilities to the world’s consumers. In the contemporary age of globalization,
labor, capital, and technology all became highly mobile, and a large share of
international trade involved transactions among units of large corporations at
non-market prices.

As the twentieth century closed, trade and investments continued to expand.
Europe, along with the United States, provided leadership to the globalization
process. In the year 2000, western Europe accounted for 73% of the world’s
outbound flows of FDI ($1.2 trillion), compared to 12% for the United States.
It is true, as UNCTAD has observed, that the largest share of EU direct investment
went to other EU countries, but the US remained the most attractive location for
EU outward FDI. Europe also appealed to foreign investors. In 2000, western
Europe received 51% of the world’s direct investment (see Table 12.5). From
this peak the quantity of FDI fell sharply in the next two years (down 46%),
as a global economic recession and terrorist attacks created uncertainties. Nonetheless,
in 2002 (the most recent year for available data), Europe still generated 64% of
outflows, and hosted 59% of inflows. But, based on flows and accumulated stocks
of foreign investments, Europe remained highly integrated with the rest of the
world. As a share of gross domestic product, in 2002, the outward stock of the
European FDI was 43%, up from 6% in 1980. The stock of inward investment
was 32% of GDP, up from 6% in 1980. In contrast, America’s external stock of
EDI rose from 8% to 14% of GDP in the same time period, and its inward stock
climbed from 3% to 13% (see Table 12.5).*> No other large market — China,
India, the United States, Indonesia, Russia, or Brazil — was as interlinked with
the world as western Europe.

At the beginning of the twenty-first century, the larger European countries
now surpassed Canada and the US in per capita FDI. In 2001, the average was
$8,643 for western Europe, $7,883 for Canada, and $4,832 for the US. Among
the medium-sized countries, the United Kingdom had the highest per capita
stock of outward FDI ($15,835), and Germany, considerably below the European
average ($6,266), was now ahead of the United States. France had made enormous
strides. Its per capita FDI level ($8,670) exceeded the European average and sur-
passed both Canada and the US. Not surprisingly, the smaller European countries
remained far ahead. In the Netherlands per capita FDI was $20,617 and in Switzerland
$32,976. As a share of the world total, in 2002, western Europe had 55% of
the outward stock, compared to 22% for the US and 4% for Canada. Europe also
attracted large quantities of investments. As a share of inward FDI stock, it accounted
for 39%, the US 19%, and Canada 3%.** China and Hong Kong accounted for 12%
of the inward stock, more than any single country except the United States (see
Tables 12.3 and 12.5).

In world trade the major economies were more tightly integrated than ever at
the opening of the new millennium. Nowhere was this more evident than in the
North Atlantic region. North America’s exports to western Europe and western
Europe’s exports to North America accounted for about half of world trade, if
intra-bloc transactions were excluded. But globalization had also accelerated



Table 12.5 FDI inward/outward stock as share (%) of GDP

Country/group 1980 1985 1992 2002
Developed countries 5/6 6/7 8/10 19/24
Canada 20/9 18/12 19/15 30/38
United States 3/8 4/6 7/8 13/14
Western Europe 6/6 9/11 11/12 32/43
Belgium /Luxembourg 6/5 21/11 31/23 -
France 4/4 7/7 10/12 28,/46
Germany 4/5 5/8 6/8 23/29
Ttaly 2/2 4/4 4/6 11/16
The Netherlands 11/24 19/36 22/36 75/85
Sweden 2/3 4/10 6/19 46/61
Switzerland 8,/20 10/26 14/31 44/111
United Kingdom 12/15 14,22 16/21 41,/66
Japan 0/2 0/3 0/7 1/8
Developing countries 13/4 16/4 12/3 36/14
Brazil 7/17 12/18 10/11 52/22
China 3/- 3/0 10/2 36/3
Hong Kong 624/1 525/7 205/22 266,227

Sounrce: UNCTAD, Foreign Direct Investment database, online at http://www.unctad.org/

Table 12.6 Percentage of world FDI flows (inflows/outflows)

Country/group 2000 2001 2002
World 100,/100% 100,/100% 100,/100%
Developed countries 80/91 72/93 71/93
Western Europe 51/73 49 /66 59 /64
France 3/15 7/13 8/10
Germany 15/5 4/6 6/4
Ttaly 1/1 2/3 2/3
The Netherlands 4/6 6/7 4/4
Sweden 2/3 1/1 2/2
United Kingdom 9/21 8/10 4/6
Switzerland 1/4 1/2 1/2
Canada 5/4 3/5 2/4
United States 23/12 17 /15 5/18
Japan 1/3 1/5 1/5
Developing countries 18/8 25/7 25/7
Brazil 2/- 3/- 3/-
China 3/- 6/1 8/-
Hong Kong 4/5 3/2 2/3

Sounrce: UNCTAD, Foreign Direct Investment database, online at http://www.unctad.org/
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the integration of Asian peoples and nations. Japan’s share of the European
market had doubled in about 30 years. As late as 1970, only Germany among
the major European traders obtained more than 1% of its imports from Japan
and Japan’s share was only 2%; 15% of US imports came from Japan. Thirty years
later Japan’s share of European imports had doubled; German and Britain were
at 4%, France and Italy at 2%. On the export side the pattern was similar. Developing
areas of Asia had also re-established closer commercial ties with western Europe. In
1950, 9% of Dutch imports and 8% of British imports came from developing
Asia, as did 5% of German imports and 3% of French and Italian imports. Those
import shares would decline by 1970, reflecting the growth of intra-European
trade, but they revived in the 1990s as the globalization process spread to Asia’s
low-cost suppliers. In 2001, developing Asia supplied 25% of imports to the US, 15%
to the Netherlands, 13% to Britain, 10% to Germany, and 6-7% of imports to
France and Italy.**

With rising flows of trade and investments, and jobless recoveries in high-income
countries, low-skilled and even white-collar and professional workers in high-income
countries wondered what was next. Did globalization mean a race to the bottom, in
which globally competitive companies scoured the world for the cheapest labor even
for white-collar and professional workers, while unemployment rose and communities
disintegrated in their home countries?*®

That fear motivated many critics of globalization. Except for a few modern-day
Luddites and anarchists who gleefully trashed McDonald’s and Starbucks,
and espoused a return to inefficient “localization,” most parties to the great
globalization debate recognized that technological innovations were irreversible and
inevitable. They would continue to erase barriers of time, distance, and lack of infor-
mation, and to integrate residents of many nations into a global market. What
was uncertain was whether democratic electorates in western Europe and North
America would continue to tolerate open borders and free trade in the face of rising
unemployment, deflation, environmental destruction, and social disintegration.
Growing numbers of anxious and dislocated workers — including skilled and profes-
sional workers — complained that politicians were sacrificing their interests as stake-
holders to accommodate the priorities of transnational corporations and their
shareholders. If trends continued, elected officials might feel public pressure to
reassert control over national and regional borders. In the long run, John Gray,
a professor of European thought at the London School of Economics, forecast
that “like other twentieth-century utopias, global laissez-faire . . . will be swallowed
into the memory hole of history”.*

The debate over economic globalization, which began in Europe during the
late 1990s, and swept around the world, seemed destined, like the synergistic
globalization process itself, to impact twenty-first-century markets and politics, but
in ways that defied easy prediction. Whatever path the future took, the peoples
of western Europe, along with their North American partners, could be expected
to provide leadership, as they had in the past. As the world’s foremost investors
and traders, European businesses and governments would shape the age of globaliza-
tion. But other European activists, who gave energy to the counterglobalization
movement, could be expected to play prominent roles in efforts to tame and regulate
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these market- and technology-driven forces, and to make them more responsive
to the interests of the world’s poor. The dot.com bubble of the 1990s and the
subsequent housing bubble in many developed countries (not least in the US, the
UK, Ireland, and Spain) spurred on further cross-country trade and economic
interconnectedness in the age of globalization. The bursting of the housing
bubble in 2008 and the turmoil in the financial markets in the Western world,
including the credit crunch, soon had very real consequences for the real economy.?’
These developments would provide serious challenges to the continued forces of
globalization. Political nationalism and its economic counterpart, protectionism, were
on the rise again.
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CHAPTER THIRTEEN

Economic Integration since
Maastricht

CHRISTOPHER FLOCKTON

The Maastricht Treaty was adopted in December 1991 by EC heads of state
and government and subsequently put to referendum or parliamentary approval in
member states, often hotly contested, not least in the UK. As the formal outcome
of the two intergovernmental conferences (IGCs) which had been convened at the
end of the 1980s, the clear purpose was to promote the deepening of the EU
(European Union) through ever closer integration, buttressed by reforms to the dis-
tribution of powers. The key provisions in the treaty were the creation of the so-called
three pillars of economic and monetary union, common foreign and security policy,
and internal and judicial affairs. Economic and monetary union (EMU) comprised
the completion of the single market, also known as the “1992” project, to be
accompanied by the creation of a single currency, in the sense of “one market,
one money”.!

Nobody was in any doubt, however, that the underlying political purpose was
to anchor a newly unified Germany into an EU deepened by monetary union,
and to secure the course of economic integration among the western European
nations, before widening took place to embrace the emerging central and eastern
European countries (CEEC) which had escaped Soviet domination with the fall of
the Iron Curtain. The strategy would lock a unified Germany into the west, free
from temptations to recast a “Mitteleuropa” with the emerging neighboring
states in the east. A single-currency strategy would also have the inestimable
value for countries such as France of replacing the deutschmark and the Bundesbank
at the core of European monetary arrangements: a truly European currency
and central bank would be created.? The fact that deepening, in the direction
of EMU, was to precede widening, and that the widening process took the form of
separate bilateral trade agreements with individual CEEC countries, displays
the imperatives and priorities of the time. Widening was achieved hesitantly and
with delay, although the path to monetary union also displayed some surprises and
uncertainties.

The early 1990s, the period of the Maastricht Treaty, saw also milestones in other
key areas of Community economic integration, notably the programmed terminal
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date for the completion of the internal market (single European market — SEM) on
December 31, 1992, and these were also the years of the first fundamental attempts
to reform the common agricultural policy (CAP). Budgetary decisions, so often
closely associated with CAP strains and crises, were adopted at the Edinburgh
summit, and set the financial framework for the decade. From December 1991
onwards, the so-called Europe Agreements began to be signed with central European
countries (as the most advanced on the transition path to a market economy) and
these association agreements held out the possibility of future EC (European
Community) membership.

These agreements confirmed the close economic ties which were already being
forged, helped underpin the transition to the market and set a template for the adop-
tion of a social market economy constitution in these east European countries.
Looking further back, the first half of the 1980s had been years of serious recession
in western Europe and it was only from 1985 onwards, with brightening economic
prospects, that the single-market program and discussions for a single currency gave
an enhanced allure to the European project. However, the early 1990s were years of
the deepest postwar recession in key western European countries: deepening and
widening therefore posed a significant challenge to governing and business elites both
to construct a future European political and economic order and, concurrently, to
overcome voter resistance fueled by recession.

The Single Market Programme (SMP) was clearly perceived as a key liberalizing,
supply-side agenda attacking non-tarift barriers to trade and as such it retained the
close support of the British prime minister, Margaret Thatcher. However, the Single
European Act of 1986, which provided the necessary legislation and which was signed
by Mrs. Thatcher, contained in its preamble the injunction to promote an ever closer
monetary union. Neither the British nor the Danes could accept the sovereignty
impacts of such a transfer of monetary powers to an independent central bank and
so they gained treaty opt-outs.® The British, in particular, felt confirmed in their views
concerning the restrictiveness of multilateral monetary arrangements when sterling
was ejected in September 1992 from the EMS exchange rate mechanism, after intense
speculative pressure.*

However, for other large countries these critical economic policy choices
offered major attractions. As noted, France saw monetary union as a way of
locking unified Germany into the west and at the same time replacing the
hegemonic Bundesbank at the core of European monetary arrangements. Germany
accepted the implied trade-off and was intensely aware of the geopolitical as
well as economic significance of an extension of EC integration eastwards to
embrace countries on its new eastern German border. Nonetheless, agricultural,
budgetary, and competition policy imperatives also continued to exert their influence,
as they had through earlier decades. Partial CAP reforms, attempted primarily
under budgetary pressure, had been introduced in the 1980s, with a relatively inno-
vatory reform package in 1988, which also set budgetary ceilings for the CAP.
However, at the beginning of the 1990s, external pressures in the shape of the
renewal of the GATT (General Agreement on Tarifts and Trade) agreement, the
so-called Uruguay Round, imposed difficult choices for the design and operation
of a CAP which depended on the dumping of subsidized surplus foodstuffs on
world markets.
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As for the SEM, while this rested primarily on a desire among elites to kick-start
EC trade and investment once again and so allow the Community to contest US and
Japanese superiority in manufacturing, there were also court decisions over competi-
tion policy issues which gave the program further impetus. These covered the mutual-
recognition principle, the free supply of insurance services, and the opening of
network industries to cross-border trade, from which these latter had been previously
exempt due to a particular reading of Treaty of Rome clauses.®

This chapter seeks, then, to analyze the construction of the SEM, the paths of
CAP reform attempts, enlargement to the east, and the move to EMU. To varying
degrees, these issues show interconnections, particularly between agricultural reform
and enlargement and between monetary union and enlargement. In the background
is the ever-present issue of the EU budget. Enlargement, were it to have included
an unreformed CAP, would swamp budgetary provisions and threaten world trade
agreements by the dumping of foodstufts. As will become evident, the intervening
years since the commencement of the 1990s have seen further attempts at a partial
reform of the CAP under world trade and enlargement pressures. There has been the
consolidation of the internal market, accompanied by the ambitious liberalization of
network industries, and the successful introduction of the euro, even if its economic
governance arrangements and the conditions for its long-term success remain still
somewhat uncertain. Eastern enlargement itself was subject to delay, but has been
be a signal achievement, establishing a new geopolitical reality in the form of the
widened Europe; enlargement does, however, intensify many pressures — budgetary,
CAP, flexible adjustment — which have been inherent in the EC/EU as it has grown
over the decades.

The Completion of the Single European Market

The Single Market Programme was devised in 1985 in the shape of the Cockfield
white paper, “The Completion of the Single Market,” and took the form of 182 draft
directives. Each proposed to attack specific non-tarift barriers (NTBs) which remained
in place in spite of the tarift abolition which had ended with the final establishment
of the customs union in 1968. NTBs, in a wide array of guises, continued to frag-
ment the common market and prevented the full economic gains from being reaped
from integration. At the time, weaker EU performance, compared with the US and
Japanese economies, was of primary concern, as was a desire to Kick-start growth
again through trade. The Single Market Programme set a deadline of the end of 1992
for the completion of NTB abolition and the Single European Act of 1986 gave the
required powers to this end, primarily in the form of qualified majority voting on
these economic issues.

NTBs constraining trade in goods and services typically took one of five forms:
the customs barriers themselves, fiscal frontiers, norms and standards, public procure-
ment, and services regulation by nation states which prevent the free movement
of services.® Economically, the gains from NTB abolition are largely comparable to
those of tariff abolition, with enhanced competition driving price convergence on
lower price levels, the promotion of allocative and technical efficiency, the reaping
of scale economies and dynamic gains through higher investment rates, and R & D
expenditure in response to market enlargement. This enhanced competitiveness
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of the European market would also bring foreign, extra-EU, trade gains and there
would be public budget gains through higher net revenues, and lowered costs of
public procurement. Of course, consumers would have access to a much greater
range of products at keener prices, previously monopolized sectors would be
opened to competition, and public authorities would pursue more cost-conscious
procurement.”

The Emerson Report of 1988 (published also in the more popular version, the
Cecchini Report of 1988) spelled out the nature of these barriers and the economic
gains which would flow from their abolition, and sought also to quantify the scale
of these gains. The report has sometimes been criticized as political for its excessive
optimism, which served to gain acceptance of this ambitious program of supply-side
reforms. The report documented the cost in waiting time and form-filling for exports
to cross a customs post (estimated at 2% of cross-border sales, but at 30—45% of the
value of a consignment by a small- or medium-sized firm). There was the allied
problem of fiscal frontiers, where differential VAT and excise duty rates meant a good
had to be detaxed before it crossed the border and retaxed on the other side. Norms
and standards, where these were government-imposed technical standards for public
health and environmental control could be very beneficial, but product standards,
such as those of the BSI (British Standards Institute), often restricted import com-
petition, since they were devised to give a specification for home-produced goods
but could thereby exclude foreign production by the details of the specification itself.
Since many commercial insurance policies specified a particular standard, the con-
straining eftect of the standards was the greater: there were 100,000 such standards
in the EC in the later 1980s. Public procurement also favored home producers and
represented a significant part of GDP: large budgetary savings of perhaps one-quarter
could be made.®

Public purchasing represented 15% of GDP and perhaps one-half of this comprised
internationally tradable goods and services, yet the proportion of cross-border
supply was minimal. In sectors closely allied to public purchasing — namely output
such as power station equipment, rail rolling stock, or telecommunications equipment
— the fragmentation of markets and their dominance by local producers meant
that sub-scale output and diversity of technologies held back EU producers often
in the face of US and Japanese competition — the Cecchini estimate of potential
cost reductions in the case of telecoms equipment supply was of 40% in some
member states.

Finally, in the matter of services regulation in transport and the utilities, national
monopolies often existed with protected, inefficient production and with no compet-
ing cross-border supply. To remedy this market fragmentation, the white paper pro-
posed that customs posts be abolished and export documentation be radically
simplified in the form of the Single Administrative Document, that indirect sales taxes
be harmonized so that goods could be exported tax-inclusive according to the origin
principle of taxation (namely tax is levied at the point of production), that mutual
recognition of standards should operate (or harmonization of standards in techno-
logically advanced or sensitive products), and that there should be strict notification
of public invitations to tender in public purchasing.’

The opening of transport, utilities, and financial services markets was treated sepa-
rately for treaty reasons, but a stream of directives through the 1990s prised open
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and abolished protected monopolies. The Cecchini Report of 1988 estimated opti-
mistically the gains at 4.5% of EC GDP as a first-round eftect, but potentially at 7%
with the creation of 5 million new jobs, were the first-round effects to lead to less
restrictive macroeconomic policy. The greatest gains would derive from the assumed
large economies of scale in a single market, and from the opening of the financial
sector to competition (including a fall in interest and bank charges on consumer and
investment credits).

A subsequent large-scale study for the EU Commission pointed to more limited
gains than those forecast by Cecchini/Emerson, namely to a growth impact of 1.5%
of GDP and a net job creation of between 300,000 and 900,000 jobs. This study
concluded that although the gains were more modest, they were still significant.
Intra-EU trade growth had been primarily of intra-industry character (trade in similar
goods) and this indicated that consumers preferred product variety rather than simply
standardized products at lower prices."” However, intra-industry trade could con-
strain the potential gains from economies of scale (given greater variety in production
rather than output-volume increases) and the 1997 report pointed to the limited
effect of economies of scale, which in fact were felt largely in advertising, marketing,
and logistics rather than in production itself.

In November 2002, the Commission produced a further assessment of the
SEM impact called the “The Internal Market — Ten Years without Frontiers™' and
this pointed to achievements as well as to shortcomings in completion. The achieve-
ments can be found in much lower price variation (though this narrowing of price
differentials between markets came to a halt in the late 1990s) and in large price falls
in certain areas such as airline fares and telephone calls. There was also a strong
expansion in intra-EU trade, while imports from non-EU sources also expanded
strongly (pointing to the absence of any “Fortress Europe” trade diversion effect).
Foreign direct investment (FDI) into EU locations also expanded much more strongly
than trade itself. The resulting GDP growth was estimated to be 1.8% higher, though
the report states that this may be an underestimate, with an employment gain
in aggregate from all these market-opening measures (including telecoms and
utilities) of 2.5 million jobs."

Finally, a survey of the first 15 years of the single market concluded that there had
been a total rise in EU GDP of 2.15%, or €518 per citizen, compared with the absence
of'an SEM. This study stressed the gains in terms of personal and occupational mobil-
ity, the marked falls in telephone and airline prices, falls of between 10% and 30% for
typical products of public purchasing, and falls in the cost of setting up a new
company.'?

Much remains, though, to be accomplished, as evidenced by the implementation
reports of the Commission, and also its 2003-2006 Internal Market Strategy, its
November 2007 package of initiatives, the Financial Services Action Plan, the Services
Directive, and repeated attempts by the Competition Directorate-General to prise
open energy markets and weaken the strength of incumbents in telecommunications.
Concerning the transposition of directives into national legislation, this has improved
with time such that the Internal Market Scoreboard in February 2006 indicated that
only 1.6% of the relevant legislation required national implementation, a proportion
very close to the official target of 1.5%. The SOLVIT network is a relatively informal
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way of resolving problems of cross-border access to markets, which brings the parties
together and seeks to ensure a common interpretation and implementation of the
single-market rules. Infringement cases of single-market legislation have been a
problem, however, and in September 2003 a record 1,500 cases outstanding was
reached.™

The Ten-Point Plan of the Internal Market Strategy 2003-2006 made clear that
there remained considerable work for completion in the four domains of enforcing
internal market law, making the free supply of services a practical reality, removing
the remaining obstacles to trade, and building a genuinely European public procure-
ment market. The Commission report of July 2002 on the internal market for ser-
vices'® showed that integration in this sector had been very limited both in services
generally and particularly in financial services. While the directives of the late 1980s
and early 1990s — such as the Directive on Investment Services (which created a
“passport” for EU-registered financial services companies), the succession of banking
and insurance directives, and the more recent prospectus and pensions directives — all
sought to make free right of establishment for financial product suppliers and free
supply of financial products a concrete reality, there remained largely a fragmentation
of markets and the Financial Services Action Programme'® sought to address key
remaining obstacles.

The Commission’s November 2007 package of initiatives shows that there is still
much to be done in all these service areas. The package focuses on achieving a
European market in retail financial services; creating a “start-up” initiative to ease the
creation of small- and medium-sized enterprises (SMEs); easing worker mobility;
strengthening the intellectual property, copyright, and patenting systems; and exploit-
ing more effectively the potential for cross-border public procurement, including
e-procurement.'”

The Draft Services Directive (COM 2004)2 of January 13, 2004 sought to bring
the large swathe of the services sector previously scarcely touched by the SEM under
single-market rules. Goods and utilities markets had been the target of the SEM, but
although services made up 70% of output and more than 70% of employment in the
EU, they make up only 20% of total EU cross-border trade and much of this is in
travel and tourism. Of course, much of the services sector is residentiary, providing
local services, but diverse branches such as leisure, I'T, medicine, legal and fiscal advice,
and construction and employment services could be opened up to cross-border com-
petition, with similar types of economic gain to those of goods-market liberalization.
Many national restrictions prevented cross-border supply or the establishment of a
subsidiary in another country by a services company. Discriminatory requirements such
as authorization and licensing procedures, and other bureaucratic red-tape processes,
hindered effective cross-border competition, and were especially dissuasive for SMEs.
Differing tax, accounting, and professional qualification rules, and residence require-
ments, and restrictions on the “unbundling” of services, all acted as hindrances.'®

The directive did not cover financial, postal, transport, and telecommunication
services, already covered by other measures, nor did it affect non-pecuniary public-
sector services. The key principles to opening markets in support services were mutual
recognition, as for goods, and, connected to this, the “home-country” principle,
whereby the home-country regulations, including business and employment
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regulations, would apply in the supply of the service across the border. A “one-stop
shop” or single official point of reference and access would be created in each country
to ease registration by potential foreign competitor firms, which should be particularly
beneficial to SMEs. The draft directive created a storm of protest among trade unions
and some national politicians, who saw in these provisions the perfect mechanism for
“social dumping,” whereby competitive pressures ensure that looser regulations
would force relaxation of tighter ones, including employment protection legislation.
It was feared that companies in more regulated countries would set up subsidiaries
in those less regulated and then supply services from that jurisdiction. However, the
storm over the draft directive had a strong ideological element, with caricatures of
the “Polish plumber,” since it had always been made clear that the Posting of Workers
Directive (96,/71/EC) would continue to apply: this would ensure that host-country
employment legislation, such as minimum wages, would apply to workers temporarily
employed there, although of course the team of workers might not be subject to
collectively bargained terms, unless these terms applied to the sector as a whole in
the host country. Only employees, not the self-employed, are covered by the direc-
tive. There are also derogations from the Services Directive for public safety, health,
and environment reasons, and of course postal and network services are excluded."

Following much critical debate in the EU Council and the Parliament, a much
diluted directive was agreed in late 2006, with a deadline for implementation of
practical measures specified for the end of 2009. In essence, the revised directive
seeks to ensure that the European Social Model is sustained and that cross-border
supply of services must acknowledge host-country rules. There is much here that is
weakly specified, but it is clear that this is tighter than the rules governing goods
trade, where outside of the importing country’s public health, safety, and environ-
mental regulations, the exporting country’s rules apply.

Separately, the phased opening of air travel and telecoms markets through the
1990s had brought large savings to the consumer and a large increase in traffic, while
member state resistance to the opening of monopolized gas and electricity markets
had led to very variable performance, but the price differentials here between states
reflected closely the degree to which the market had been liberalized.>® Over the
1990s and the 2000s, competition policy has become very 