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The product  study as developed in our research work 
is subdivided into three parts:  

(1) descript ion of the special  physical  and technical  
characterist ics of the product  in question, its pro- 
duction conditions and problems involved and 
its present  and potent ial  fields of application; 

(2) analysis  of the supply situation: 

product ion volumes,  domest ic  process ing or do- 
mestic consumption,  resp., supply to be expected,  
and the factors influencing exports  of the pro- 
ducing country itself; 

{3) invest igat ion into the demand situation: 

markets  ( international and in part icular  the ex- 
port  market  aimed at), 

imported volumes, channels of distribution, in- 
tended use in the import ing country, compet i t ive  
s i tuat ion (home production,  imports  from other  
countries,  substitution/,  

import  regulat ions and other  st ipulat ions influ- 
encing consumption of a certain product.  

The investigation,  as indicated above, of product ion  
condit ions and its bott lenecks and obstacles,  on the 
one side, and of the si tuation on the sales market  and 
the exist ing chances and risks, on the other, enables  
the expor t ing  country  to find out what  difficulties 
will have  to be overcome and what  chances for suc- 
cess there  are l ikely to exist. The product  s tudy ap- 
proach is par t icular ly  pract icable  for the promot ion 
of products  neglec ted  so far, for avoiding set-backs 
in endeavour ing  to launch complete ly  new products ,  
and for the control  of the chances to increase  the 
present  main exports  or of the reasons for decreas ing  
sales observed.  

Important Prerequisites 
Export  diversification,  as might  have  become ap- 
parent  from what  has been  said so far, is not quite 

as easy as the many sugges t ions  for divers i f icat ion 
of exports  the developing  countr ies  should follow. 
Export diversif icat ion is not s imply a mat te r  of "well, 
now let 's  diversify".  It takes  some prerequis i tes  and 
some efforts. 

First, there  must  be certain basic assets to start  from, 
there  must  be somewha t  more  than a mere  deser t  of 
nothing:  be it natural  resources ,  skilled labour, ferti le 
soil, s t range  and unknown fruits and what  more. 
Secondly, there  must be someone  to do the diversi-  
fication job or at the least g ive  some hints. And there  
should be somebody  to work out the product  s tudies  
ment ioned before. All this might  be done by some 
special  kind of Export  Promotion Organisat ion.  Not 
in the form of the t radi t ional  Export  Offices or Export  
Bureaus. 

The task of an Export  Promotion Organisa t ion like 
that  would have  to be: 

(11 elaborat ion of product  s tudies  as descr ibed  be- 
fore, 

(2) the initiation, through divulgat ion of the results  
of such studies,  of endeavours  for diversification,  

(3) the es tab l i shment  of contacts  be tween  producers  
or expor te rs  in the deve lop ing  country  and im- 
port  firms, market ing organisat ions  and the like, 
in industr ial  states. 

This method of proceeding  offers the advantage  that  
the full knowledge  gained in the e laborat ion of the 
product  s tudies  is utilized, that the efforts of the in- 
dividual firm can be di rec ted  towards  the way  of 
success,  that  r isks may be avoided,  and that  exis t ing 
contacts  can be used. Because as to contacts  in in- 
dustrial  countries,  it is just  as decis ive to know the 
adequate  channels of distr ibution as to offer an in- 
terest ing product ,  in teres t ing  from the point  of v iew 
of compet i t ive  pr ices  and quality.  

Economic Aspects of the 
By Dr. Erhard Kantzenbacb, Hamburg 

I 

At the beginning of 1966 the European Economic 
Communi ty  finds i tself  in the throes of one of the 
wors t  cr ises since its foundation. On the one hand, 
the Community  has deve loped  as scheduled and with 
success  during its first  two stages and is now about  
to enter  the third t rans i t ional  stage. By the terms of 
the Rome Treaty, this lat ter  stage is in tended to lead 
to an extens ion of supranat ional  powers  and hence  
to a further  s t reng then ing  of the Community.  

On the other  hand, basic political conflicts be tween  
the governments  of member  states have reached a 
point  where  the fur ther  scheduled development ,  if 
not the ve ry  exis tence,  of the European Community  
is in question. 

* A slightly revised ,,-ersion of a puhtic introductory lecture held 
on 3. 12. 55 before the University of Hamburg's Faculty of Eco- 
nomics and Social Science. 

Current EEC Crisis* 

In 1964 a l ready the p resen t  French Government  
made repea ted  object ions to any s t rengthen ing  of the 
supranat ional  insti tutions wi thin  the Community.  

On 1st July, 1965, differences of opinion on the 
same quest ion regarding the f inancing of arrange-  
ments  for the Common Market  in agricultural  prod- 
ucts led to a meet ing of the Council  of Ministers  be- 
ing broken off. Meet ings  of this Communi ty  agency  
have since been boycot ted by its French members .  

On 9th September,  1965, the Prench President ,  in 
front of the Press, was outspoken in re jec t ing  any 
form of supranat ional  organisa t ion for the European 
Communities,  emphasising this re jec t ion  with an 
open threat  to sabotage the Treaty. 

Like all basic problems of European integration,  the 
current  EEC crisis can be unders tood  only by con- 
s idering its p o t i t i c a i  implications.  For, in the 
first place the European Economic Community is a 
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means  towards,  and part and parcel  of, the overal l  
Cont inental  European policy of unification, which has 
been  born since the Second Wor ld  War. The S c h u -  
m a n  P l a n  was  part  of that  pol icy which then  by 
the es tab l i shment  of the European Coal and Steel 
Communi ty  (ECSC) was aiming mainly at the joint  
control  of a rmaments  by member  states.  The P 1 e v e n 
P l a n  for the foundation of a European Defence 
Communi ty  was  also part  of this, al though it came to 
nothing, and also the E u r a t o m  C o m m u n i t y ,  
founded concur ren t ly  with EEC. 

So far, this pol icy of unification has found its grea tes t  
support  in the European Economic Community,  which 
aims at a comple te  fusion of the part icipant  econ- 
omies. The preamble  to the  Treaty of Rome states 
that  the Communi ty  is being founded " . . .  with the 
object  of c rea t ing  a basis for ever  closer re lat ions 
be tween  European nations".  

It was obvious that, sooner  or later, the European 
Economic Communi ty  would run into a serious crisis, 
when  the government  of one of the most impor tant  
members  fell back upon a nationalist ic policy. For 
the "political phi losophy" implicit  in the Treaty  
s t ructure  is in tended  p rec i se ly  to overcome such 
nationalisms.  Since both  sides are clearly concerned  
wi th  ul t imate poli t ical  aims and criteria of orienta-  
tion, it is improbable  that  there  is any l ikelihood of 
pe rmanen t ly  overcoming such divergencies  of opinion. 

However ,  the European Communit ies  would never  
have  d i sp layed  such unexpec ted  vitali ty and dyna-  
mism i f - -bes ides  their  genera l  polit ical a i m s - - t h e y  
had not la rge ly  accorded with the e c o n o m i c  in- 
teres ts  of members .  The poli t ical  desire for unity in 
Europe by i tself  would  cer ta in ly  not have  been 
s t rong enough  to impel the development  of such 
complex in terna t ional  organisat ions  in the face of all 
opposition. The European Economic Community  must, 
therefore,  be  seen  also as par t  of a second historical  
deve lopment ,  name ly  the  reorganisa t ion  of the world 
economy after  the Great  Depress ion and the Second 
Wor ld  War.  In cont ras t  to the former, this second 
process  der ives  its momentum less from polit ical than 
from economic factors.  

The initial approaches  to the reorganisat ion of the 
world economy were  evo lved  in the last years  of the 
War  and the immedia te  pos t -war  years, on the ini- 
t iat ive of the Americans .  The Internat ional  Mone ta ry  
Conference  at B r e t o n  W o o d s  and the World  
Trade Conference  at H a v a n a were  aimed at com- 
p rehens ive  solutions on a world wide basis. The in- 
st i tut ions born  of t h e s e - - t h e  I n t e r n a t i o n a l  
M o n e t a r y  F u n d  and G A T T - - w e r e ,  however ,  
only  par t ia l ly  able to fulfil original expectat ions.  
Based on this exper ience ,  later approaches were  held 
down to ever  n a r r o w e r  regional  solutions. 

A second stage was created by a t t empts - - t i ed  up 
wi th  the M a r s h a l l  P l a n  and the economic re- 
cons t ruc t ion  of E u r o p e - - t o  achieve, at least in this 
part  of the world, c loser  economic integration. In this 
sphere  it was  logical to begin with a regional  ap- 
proach for Europe, for  only in Europe do national  
frontiers cut across a centre  of world trade; for this 
reason the fall in s t anda rds  of l iving due to autarkic 
policies were  par t i cu la r ly  severe  here. However,  eco- 
nomic cons idera t ions  were  not sufficiently pressing 

in all European countr ies  to relegate t radi t ional  
poli t ical  ties into the background. After  some initial 
success  by the O r g a n i s a t i o n  f o r  E u r o p e a n  
E c o n o m i c  C o - o p e r a t i o n  (OEEC) and the un- 
successful  a t tempt  to create  a " t a r g e "  F r e e  
T r a d e  A r e a ,  the " l i t t l e  E u r o p e a n "  EBC 
is evolv ing  increas ingly  into a motor of integrat ion 
policy. 

The common objec t  of all these approaches to eco- 
nomic in tegra t ion  is the raising of economic s tand-  
ards. Due to expans ion  in world trade and the inter-  
nat ional  division of labour, efforts are  being made to 
effect an overal l  increase  in labour productivi ty,  this 
being the basis for a be t te r  s tandard  of living. Art. 2. 
of the EEC Treaty  reads:  "It shall be the aim of the 
Communi ty  . . .  to promote  a harmonious develop-  
ment  of economic activi t ies within the Community,  
a cont inuous and balanced economic expansion,  an 
acce le ra ted  rais ing of the s tandard  of l iving . . . "  
These aims are taken as the basis for the following 
comments .  

The European Economic Communi ty  is thus at the 
cross-roads  of two historical  d e v e l o p m e n t s - - o n e  polit- 
ical and one concerned  with world economy. EEC 
gains its special posi t ion among internat ional  organ- 
isat ions from this twin function; its current  crisis is 
due to exc lus ive ly  p o l i t i c a l  causes.  This crisis 
broke  out at a time when  serious conflicts of eco- 
nomic in teres ts  be tween  the member  states had just  
been  patched up in a series of "Marathon sessions".  
There  is, therefore,  no point  in seeking economic 
causes  for this crisis. Rather, the economic aspects  
are l imited to the economic c o n s e q u e n c e s  of 
the poli t ical  conflicts. These consequences  well be 
examined  below. 

II 

Cons idered  historically,  the p re sen t  wor ld-wide  eco- 
nomic in tegrat ion policy is real ly an a t tempt  at r e -  
integrat ion.  Before the First World  War,  and, to a 
l imited extent,  until the ear ly  ' twent ies ,  in tegra t ion  
of world trade had a l ready reached an advanced  
stage. Its break-up was mainly  due to policies of eco- 
nomic au tonomy increas ingly  deve loped  in all in- 
dustrial  countr ies  after the World Depression.  

P r e d 6  h 1 has repea ted ly  referred  to the different  
characterist ics of the integrat ion processes  b e f 0 r e 
and a f t e r the world depression.  1 During the nine-  
teenth  century, it was sufficient to avoid the cruder  
forms of s tate  restr ic t ions on t rade for close com- 
mercial  ties to result. Free trade and gold automatism 
led to an extens ive  internat ional  division of labour 
and common business cycles. From the point of v iew 
of pract ical  economies,  the cyclical  f luctuations of 
pr ices  and nominal  incomes led only to modera te  
growth-dis turbances .  Remaining protect ive  tariffs 
mere ly  served to modify certain effects of this wor ld  
economic react ion mechanism, wi thout  basical ly  in- 
ter fer ing with its functioning. 

With in  the present  world economy, however ,  cer ta in  
impor tant  conditions for such a purely  f u n c t i o n a l  
in tegrat ion are lacking. 

On the one hand, the economies '  capaci ty  for in- 
ternal  adjus tment  has decreased cons iderably  wi thin  

! Andreas P r e d i5 h I , Aui~enwirtschaft, G6ttingen I949, idem, 
Das Ende der ~Virtscha[tskrise, Hamburg I962. 
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the last fiity years. The expansion of product ion units 
and the t ighter  organisat ion of interest  groups have  
resulted in a hardening of wage and price structures.  
If the current  industrial  economy were  exposed  to 
the influence of world economy, with no state  inter- 
vention, economic and social frictions would be in- 
comparably  greater  than they  were  fifty years  ago. 

[ ]  On the other  hand, the wil l ingness  to accept  such 
manifestat ions of friction has become cons iderably  
less. Vast  sectors  of the populat ion now demand full 
employment ,  stable pr ices  and increasing real in- 
comes. A democrat ic  government  cannot  be deaf to 
such demands.  

The f i r s t  m a i n  p r o b l e m  of current  integra-  
tion pol icy stems from these  changes in the state  of 
technical product ion and sociological conditions.  Since 
- - o n  the one hand - - i t  is not possible  to avoid far- 
reaching economic in te rvent ion  and - -on  the o t h e r - - a n  
autonomous economic pol icy  cannot be reconci led  
with wor ld-wide  economic in teg ra t ion- - the  necess i ty  
arises for an internat ional  co-ordination of economic 
policy. Loss of s o v e r e i g n t y - - a  natural result  of such 
co-ordin'ation be tween  independent  s t a t e s - -ha s  shown 
itself to be one of the greates t  obstacles to the re- 
integrat ion of world trade. 

At tempts  made by  the Americans  at the H a v e n  a 
Conference  to re- int roduce a l iberatisation of world 
trade f a i l ed - -no t  l e a s t - - d u e  to this problem. Besides 
the general  l iberal isat ion of world trade, the Havana  
Charter  passed  by the Conference  provided for broad 
commitment  on the par t  of the signatories  in the 
fields of economic policy, competition, deve lopment  
aid and agreements  on commodities.  But al though 
these far-reaching aims were  not balanced by any 
corresponding  organisat ional  ties amongst  the states,  
most  Parl iaments  were  not prepared to ratify the 
Charter.  T h e  Conference  finally led to the formation 
of GATT, which avoids this problem, limiting itself to 
a s tage-by-s tage  l iberal isat ion of trade. Concern ing  
all o ther  economic problems the member  s ta tes  remain  
fully autonomous.  

This problem was  also of great  importance in regional  
at tempts at re- in tegra t ion inside Europe. Af ter  the 
European Economic Council  (OEEC) had ex tens ive ly  
abolished quant i ta t ive  restr ict ions upon trade, differ- 
ences  of opinion arose among the member  states 
about the in tegra t ion  pol icy to be fol lowed there-  
after. On one side was  Britain, which, at that  t i m e - -  
because  of its Commonwea l th  connec t ions - -d id  not 
want  to adopt  e i ther  a common external  tariff or a 
supranat ional  economic policy. On the other  s ide the 
French r6gime of tha t  t ime was part icularly insis tent  
upon the creat ion of a customs and economic union. 
This government be l i eved  that only a supranat ional  
organisat ion would be in a position to guarantee  
cont inui ty  of the Communi ty  when there was a diver- 
gence of individual  interests.  It is wel l -known that  
such differences h a v e  ted to the creat ion of two eco- 
nomic "blocs" in Europe in which the contras t ing 
concepts  of economic  union and of a free t rade area 
were  put into pract ice .  

It must be s ta ted therefore  that the T r e a t y  o f  
R o m e was the f i rs t  to offer a basic formula for the 
solution of the cent ra l  problem. Because of the simul- 
taneous co-ord ina t ion  of t rade  policy be tween  the 

free t rade partners ,  the ant inomy be tween  free t rade 
and act ive t rade  pol icy was resolved.  

Under  the polit ical condi t ions obta ining at tha t  time, 
however ,  this problem could only be solved b y  the 
aggreva t ion  of a s e c o n d  c e n t r a l  p r o b l e m  
of in tegrat ion policy: this was  the problem of com- 
mercial  "discr iminat ion against  third countr ies"  which 
s tems from any  in tegrat ion pol icy  involving terri- 
torial  restr ict ions.  According  to modern  theor ies  of 
foreign trade, however ,  d iscr iminat ion tends t o  lead 
to a cons iderable  lower ing  of s tandards,  par t icu lar ly  
w h e r e  the front iers  of an in tegra ted  "bloc" run r ight  
across a world economic cent re  of gravi tat ion,  thus 
dis tor t ing close t rade  relations.  This is prec ise ly  what  
happens  when  Britain is separa ted  from Cont inenta l  
Europe- -whi l s t  Britain is the part ia l  centre  of ano ther  
"bloc". 

III 

It has  not  been  possible  hi ther to  wi thin  the European  
Economic C o m m u n i t y - - e v e n  wi th  its small number  of 
member  s t a t e s - - t o  achieve a sa t i s fac tory  co-ordina-  
tion of economic policy.  

According  to Art. 2 of the Treaty  of Rome, the objec t  
of the  Communi ty  is to promote  in tegrat ion "by 
establ ishing a common market  and by  a p rogress ive  
' rapprochement" of the economic policies  pursued  by  
member  states".  Thus both  ser ies  of m e a s u r e s - - t h e  
es tab l i shment  of the Common Marke t  and the  inte- 
grat ion of economic po l i c i e s - - a re  of equal importance,  
according to the  p r i n c i p l e s  of the  Treaty.  De- 
spite this, the deve lopment  of these  measures  thus 
far has, in actuality,  not been  accorded equal im- 
portance.  

Even from the formulat ion of the p r o v i s i o n s  of 
the Treaty,  it is apparent  that  cons iderable  differ- 
ences  of opinion arose be tween  the part ies  on ques-  
t ions of economic co-ord ina t ion--which ,  by  their  na- 
ture, required nat ional  sove re ign ty  to be wa ived  to 
a maximum extent.  This is the only  explan.ation w h y  
the re levant  provis ions  of the Trea ty  are by no 
means  as detai led and precise  as those  relat ing to 
the  es tabl ishment  of the Common Market .  The Trea ty  
devotes  seven  ent i re  articles to the  quest ion of in- 
ternal  and external  s t ab i l i t y - -an  impor tant  one for an 
economic u n i o n - - t h e  same number  as for the right of 
people  to set t le  in the country  of the i r  choice. 

The es tabl ishment  of a c u s t o m s  u n i o n  has pro- 
g ressed  considerably  in the pas t  few years  on the 
basis  of the detai led provis ions of the  Treaty.  Further-  
more, favourable economic deve lopments  have  made  
it possible  to keep to a speeded-up  timer'able which 
provides  for an earl ier  terminat ion (i.e. 1st Jan. 1967) 
of the  transit ional  per iod for the customs union and 
the  common market  in agricultural  products.  At  the 
beginning of that year,  internal  tariffs will be lowered 
to 20"/~ of their original level ,and 2/3rds of ex te rna l  
tariffs adjusted to the common tariff. These  measures  
have  led to a sudden increase of internal  t rade within 
the Community.  From 1958 to 1964 internal  t rade in- 
c reased  by 168%, compared with an increase in 
world trade of 49 0/e. The high real  economic growth 
of member  states over  the same per iod der ives  not 
least  from this development :  at 39~ it was far 
above  that  of the United States and Britain. 
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C o - o r d i n a t i o n  o f  e c o n o m i c  p o l i c y  with- 
in the Community  dragged far behind the develop-  
ment  of the Common Market.  Even 4 years  a g o - - a t  
the beginning of the Second S tage - - the  EEC Com- 
mission, in a memorandum,  pointed out this dis- 
crepancy. '- '  However ,  it has only been possible to 
carry out some of the measures  proposed at that time. 
In essence,  these were  l imited to the sett ing up of 
fur ther  advisory  commit tees  for business cycle policy, 
budge ta ry  policy and medium-term economic policy 
(in the line of the Currency Committee required by 
the terms of the Treaty) and a committee of Gov- 
ernors  of Central  Banks. 

The Communi ty  has made  very  uneven progress  thus 
far in the deve lopment  of the Common Market  and 
the co-ordinat ion of economic policies. Such an im- 
balance  raises serious problems for the functioning of 
the sys tem because,  on the one hand, due to the pro- 
gress ive  abolit ion of t rade restrictions,  t rade-distort-  
ing side-effects  {due to economic policies pursued by 
individual  states) are becoming  more marked;  and on 
the o ther  hand, the economic policies of individual 
s tates have  progress ive ly  less freedom of action and 
internal  effect iveness ,  due to the abolition of trade 
restr ict ions.  

Both these factors dictate  that  the co-ordinat ion of 
economic policies should be put into effect s i m u 1- 
t a n e o u s l y  with the Common Market.  Since in 
var ious  groups economic devices  are of part icular  
importance,  it is advisable  to examine these sep- 
arately:  

T r a d e - d i s t o r t i n g  s i d e - e f f e c t s  in the 
Common Market  stem, in the main, from those one- 
sided measures  taken by member  states that the 
theory  of economic pol icy attr ibutes to q u a 1 i t a -  
t i r e  p o l i c y .  For example,  differential tax sys- 
tems or legislation on compet i t ion create  discrimi- 
na tory  condit ions for compet i tors  of different na- 
tionalities.  This dis torts  the s tructure of t rade and 
product ion within the Common Market.  Actually, of 
course, dis tor t ions of the flows of foreign trade have  
a lways  existed;  these  were  concealed only by the 
more serious dis tor t ions which arose because  of direct  
s tate  restr ict ions on trade. If such restr ict ions on 
trade are abolished wi thout  a s imultaneous harmo- 
nizat ion of qual i ta t ive  policies, only a partial  suc- 
cess would be achieved. The desired optimum produc- 
tion and trade s t ruc ture  would not automatical ly 
result, but ra ther  a s t ructure  distorted by falsifica- 
tions of the compet i t ive  position. Subsequent  elim- 
inat ion of such discr iminat ion would mean a further 

~- Memoraadum of the EEC Commission on the Community's Opera- 
tion Programme for the Second Stage (publication 8067'/2/XI/1962/5. 
Brussels 1962. 

ad jus tment  of the economic s t ructure  with consequent  
handicaps.  

The second effect-- i .e ,  the r e s t r i c t i o n  o f  
e c o n o m i c  a u t o n o m y  achieved through the 
Common Market  i s - -o n  the o ther  h a n d - - m a i n l y  no- 
t iceable in measures  of quant i ta t ive  policy. The first 
sectors  to be affected by  this are the in t roduct ion 
and ef fec t iveness  of credit and fiscal devices  based 
upon official bus iness  cycle and growth  policies.  The 
es tab l i shment  of the Common Marke t  entails  that  
member  states refrain from economic manipulat ion of 
foreign trade trends, With stable equivalences  of ex- 
ch'ange, any effects upon prices and incomes in one 
count ry  will have  an uninhibi ted effect upon trade 
and payments  trends,  Balance of payments  figures 
will be affected and expans ive  or contract ive ten- 
dencies  will be sparked off in member  states. 

This mutual dependency  on business  cycles restr icts  
the actions of member  s ta tes  in re la t ion to an auton- 
omous business cycle policy. Any  isolated action 
immedia te ly  affects the balance  of payments  posi t ion 
of the country  in question, External  react ions will 
mean  that  the expec ted  internal  effects wilt be 
largely  cancelled.  

In the theory  of external  trade, this has been  called 
the "external  magic tr iangle".  In a free trade sys tem 
there  is a basic contradict ion be tween  the economic 
objects  of full employment  and pr ice  stability, the 
ad jus tment  of the balance of payments  and s teady 
equiva lences  of exchange. Each count ry  has to decide 
to which two of these objects  it will give priori ty 
over  the third. In order  to achieve "a si tuation similar 
to that  of the domest ic  m a r k e t " - - a s  EEC is endeavour-  
ing to d o - - n o n e  of these three objects  can be ignor- 
ed. The only way  out for the member  states is to 
waive  their autonomous rights and overcome this 
contradict ion by co-ordinat ing their  and growth pol- 
icies by means of a complementa ry  regional  policy, 

IV 

The point of depar ture  for our reflections is the 
ques t ion of the economic consequences ,  were  EEC to 
abandon its supranat ional  form of organisation.  At  
the moment,  the fundamental  demand of the Frend~ 
government  is mainly directed at the role which the 
EEC Commiss ion- -as  supranat ional  mo to r - - i s  playing 
in the further development  of the Community.  How- 
ever,  we have grounds for assuming that the same 
demand would be di rec ted  against  any form of supra- 
national powers.  

The al ternat ive:  an international  or a supranat ional  
form of organisat ion is of importance  not only for the 
further  deve lopment  of the Community;  it is equally 
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significant for its abilitv to function from a n  eco- 
nomic s tandpoint  after the deve lopment  period has 
ended. This does not affect the Common Market,  
whose exis tence is a l ready secured if each member  
state  honours its under takings  not to impose any  
restr ic t ions upon trade. It affects only the co-ordina- 
tion of economic policy be tween  member  states, al- 
though ineluctably this is tied to the exis tence  of the 
Common Market.  

The quest ion of the organisat ional  form of co-ordina- 
tion now arises. Is it sufficient for member  states to 
agree internat ional ly  upon their  economic policies 
whilst  retaining nat ional  powers,  or must l imited 
economic powers  be handed  over  to a supranat ional  
authority? 

In my view, the answer  to these quest ions is that  
EEC requires a supran'ational body, if it is to funct ion 
as planned. But I do not  think that  this body need  
necessar i ly  wield, in all fields of economic policy, 
powers  requiring co-ordinat ion within the Community.  

As ,grounds for this view, reference  must  be made to 
the different iat ion be tween  quali tat ive and quanti ta-  
t ive economic pol icy instruments.  This dist inction is 
also ve ry  import 'ant for quest ions of organisat ion and 
distribution of powers .  

Q u a l i t a t i v e  p o l i c y  measures  should improve 
the functioning of economic inst i tut ions by means of 
basic quali tat ive changes. In particular,  the structural  
conditions within which the compet i t ive  process  auto- 
matically evolves  are  determined by these.  By their  
ve ry  nature, these are unique and have  long-term, 
often irrevocable,  effects. Their multi- level economic 
and social  effects often mean that a political weight-  
ing and subsequent  verdict  is necessary.  In demo- 
cratic states the powers  for a quali tat ive policy are 
typical ly ves ted  in the legislature. 

The European Economic Communi ty  has no legislature 
to which this task could natural ly  be entrusted.  For 
the joint  Assembly  in S t rasbourg- -genera l ly  known 
a,s the "European Pa r l i amen t " - -does  not at p resent  
have  the same powers  as a sovereign parl iament.  
Should it one day assume this role it would certainly 
be the proper  hod}/ in which to ves t  quali tat ive policy 
powers  within the Community.  A deveiopment  of 
this type towards a European Political Community is, 
h o w e v e r ,  not obl iga tory  under  the exist ing Treaty  
s tructure and at the m o m e n t - - f o r  political r e a s o n s - -  
it appears impossible  that this should be enter tained.  

The exis tence  of supranat ional  powers  would, of 
course, cons iderably  facil i tate and accelerate  qualita- 
t ive policy decisions within the Community,  but they  
are not absolutely vital. Were  there basic agreement  
on political matters,  in ter-s ta te  t reat ies  would suffice 
to bring exist ing inst i tut ions into line, ,stage by stage, 

and to guarantee  a uniform deve lopment  in the 
future. 

However ,  the problem of q u a n t i t a t i v e  p o l i c y  
methods is ve ry  different. In contras t  to qual i ta t ive  
policies, the lat ter  are in tended  to give dai ly direct  
guidance to the economic process.  Current  economic 
si tuations are designed to be inf luenced by short-  
term measures .  In the main, quant i ta t ive  devices  are 
used, the basic effect iveness  of which is suff ic ient ly  
known both in theory  and practice.  This means  that  
some quant i ta t ive  pol icy me thods  are i l l-suited for 
long-drawn-out  pa r l i amenta ry  discussion. W h e r e  such 
methods do, in fact, have cons iderable  effect, we find 
that  even  in democrat ic  s tates,  these are in the hands 
of the Execut ive.  

The factors which mili tate against  pa r l i amenta ry  dis- 
cussion also mili tate against  in ternat ional  negot ia-  
t i o n s - e v e n  w h e n  such negot ia t ions  take place only  
be tween  the competent  nat ional  execut ives .  In the 
long run, agreed cyclical and growth  policies wi thin  
the Community  can only be enforced  by means  of a 
supranat ional  Executive with cor responding  powers .  
In the Commission the European Economic Communi ty  
has an Execut ive which is bas ical ly  suited to guide 
cyclical  and growth  policies wi thin  the Community.  
The Treaty of Rome by itself, however ,  does not 
confer  such wide powers  upon it. tn all quest ions  of 
internal  and external  s tabi l isat ion it demands  only 
re la t ively  loose forms of co-ordinat ion.  In Arts.  103 If., 
cyclical policies, currency policies and exchange ra tes  
are s ta ted to be "a matter  of common interest" ,  but 
basical ly  the re levant  powers  remain ves ted  in the 
national  authorities,  The compe ten t  Execut ives  of 
member  s ta tes  are only invi ted to co-ordinate  their  
activit ies with the collaborat ion of the Council  of 
Ministers  and the Commission. 

It is doubtful whether  these  provis ions  would be 
sufficient to guarantee pol icies  deve lop ing  in step 
with each other. From an economic  s tandpoint  it is 
logical only that, since the beginning  of the Second 
Transit ional Stage, the Commission has s t r iven to 
achieve a s tep-by-step consol idat ion of the supra- 
nat ional  economic organisation.  Its long-term objec- 
t i v e - t h e  establ ishment  of a cu r rency  un ion- - i s  also 
logical only from this point of view. In no case - -M-  
though this is asser ted  by some c r i t i c s - -does  this pre- 
suppose the es tabl ishment  of a poli t ical  community.  
Central  banking policy can readi ly  be isolated from 
other  areas of policy and such a s ta te  of isolat ion is 
con,sciously being created in m a n y  s ta tes  because  of 
the political independence  of the centra l  banks. 

Hence  theoret ical  factors favour  cycl ical  and growth 
policies within the Community  being guided by a 
supranat ional  execut ive  body. Pract ical  exper ience  
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gained from the development  of EEC does not con- 
t radict  this conclusion. 

Not  least because  of lack of co-ordinat ion connec ted  
with the business cycle, governments  of member  
s ta tes  have repea ted ly  been forced over  the last  few 
years  to resort  to those devices  of external  economic  
pol icy still open to them during the deve lopment  
period. For example,  in the Federal  German Republic 
tariffs levied upon member  states have  severa l  t imes 
been  reduced before their  scheduled date; by en- 
couraging imports, a b rake  was placed upon inflated 
domest ic  prices.  Clearly, this oppor tuni ty  will not  be 
valid at the end of the t ransi t ional  period. 

For the same reason, the German Mark and the Dutch 
Guilder were  revalued in 1961 in terms of the US 
Dollar. The French Government  ha,s twice been  forced 
to improve its balance of paymen t s  si tuation by  de- 
valuing the Franc. According to Art. 107 of the Trea ty  
of Rome, this possibi l i ty remains open- - formal ly ,  at 
l e a s t - - e v e n  after the end of the transi t ional  period. 
However ,  both responsible  poli t icians and most  aca- 
demics agree  that  changes in exchange rates  or even  
full convert ibi l i ty  cannot  be reconci led  with the full- 
scale functioning of the Common Market. 

Only  four years  ago d t i r g e n s e n  analysed  the 
consequences  to the world economy of Britain's en t ry  

into the Common Market .  ~ This ent ry  would have 
led to a cons iderable  diminution of the undesi rable  
effects of the Treaty;  these  are descr ibed above  as 
being the second main p ro b l em raised by modern 
policies of integrat ion.  Over  and above this, Britain's 
ent ry  would essent ia l ly  have  given fresh stimuli to 
the liberal, but realistic, reorganisa t ion  of the world 
economy- - s t imu l i  which have  a l ready  made their  
mark in the original concept  of the "Kennedy Round". 
We know today  that  the European Economic Com- 
muni ty  will not, in the near  future, be able to as- 
sume such a wor ld-wide  function. In EEC's f i r s  t 
basic cr is is--which,  like the p resen t  one, arose from 
polit ical  causes - - i t  r eve r t ed  to its pure ly  regionaI 
functions.  As J t i rgensen put it at the time, it remained 
"a Cont inenta l  European associat ion for improving 
the mutual  division of labour". 

Today EEC faces a n  o t h  e r  basic political crisis. 
Opinions differ on the ques t ion of the infra-structure 
of the Communi ty - - th i s  was descr ibed above as the 
first main problem concern ing  in tegrat ion policy; This 
time, it is not a mat te r  of the external  deve lopment  
and policies of the Community,  but of its abil i ty to 
function internally;  on this occasion, indeed, its very  
exis tence  is in question.  

3) Harald J ti i g e n s e n , Der Beitritt Grogbritanniens zur EWG, 
in Jahrbuch fiir Sozialwissenschaften, Vol. 13, 1962, p. 239 ff. 
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US Economy in Its Sixth Year of Expansion 

In the United States the sixth year  
of an uninter rupted  economic ex- 
pans ion is beginning now. The 
under ly ing forces of expans ion  
have  still increased during the last 
months  and thus economic growth  
has accelera ted again. The s trong-  
est incent ives  are or iginat ing from 
public expendi ture  and inves tment  
activit ies of enterprises .  Also con- 
sumer expendi ture  of pr iva te  house- 
holds cont inues expanding  s t rongly  
while, the same as before,  expen-  
diture for housing does not  show 
any st imulation wor th  mentioning.  
Foreign net  demand,  too, hard ly  
supports  the upswing.  The growth  
of inventories ,  however ,  should 
again increase  after the excess ive  
stocks o[ steel  have been reduced 
to a large extent.  In the first half 
of 1966 on the whole  an increase  
of the gross nat ional  product  even 
somewhat  h igher  than  in the sec- 
ond half of 1965 has  to be anti- 
cipated. 

To avoid a vigorous rise in the 
Federal  expendi ture  for mil i tary 
purposes  should not be possible  
anylonger  as there are hard ly  any 
prospects  for an ear ly  end to the 
war in Vietnam. Al ready  in the 
current  f inancial  year  mili tary ex- 
pendi ture  will surpass  by  $ 4,000 
million the original ly planned 
amount  of $ 49,000 million. An- 
other  increase  of expendi ture  on 
defence by  $ 7,000 million to a 
total of $ 60,000 milIion in the new 
budget  cover ing the per iod be- 
tween mid-1966 and mid-1967 is 
a l ready provided for. Besides also 
expendi ture  for the Great-Society-  
Programme and other  civil tasks 
will rise. 

Inves tment  activit ies of the econ- 
omy will probably  even  accelerate  
during the next  months.  According 
to the most  recent  official survey  
in the first haif of 1966 private  
enterpr ise  is planning an increase 
of its inves tment  in plant and 
equipment  almost as high as in 

the second half of 1965. However ,  
various factors should cause the 
en t repreneurs  even to considerably  
extend their  inves tment  plans, for 
the major i ty  of industr ial  enter-  
pr ises  has reached optimum utit- 
isation of capacities.  Never the less  
the backlog of unfilled orders has 
r isen continuously.  Ano the r  in- 
cent ive  to an increasing p ropens i ty  
to invest  is originat ing also from 
a cont inuing favourable  t rend of 
ent repreneur ia l  profits. 

As a consequence  of the ac- 
celerat ing growth in "pr imary de- 
mand" incomes of pr ivate  house- 
holds will rise even  more than 
before in the near  future. The in- 
crease of social contr ibut ions by 
approximate ly  $ 2,000 million 
should therefore  hardly  slow down 
the rise in consumer  expendi ture .  
Different surveys  confirm that  pri- 
vate households  are prepared  to 
increase above all purchases of 
durable consumer  goods. 

Discussion of a possible "infIa- 
t ionarg" price deve lopment  has 
even  been intensif ied most  re- 
cently.  It was occasioned by the 
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