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Europe of the 1990s has been forged by the complex dynamics inspiring the European 

Community's internal market programme, and by President Gorbachev's revolution 

from above, dismantling the Soviet Union as a single party-state. Major changes,too, 

are underway on the world stage. As the cold war recedes, the postwar alliances have 

either disintegrated or undergone profound transformation. German unity,following 

the dramatic breaching of the Berlin Wall on November 9,1989 turns German energies 

inwards to reconstruction of the former territories of the German Democratic 

Republic. The newly liberated peoples and states are engaged on the painful transition 

from party dictatorships and command economies towards market economies and 

constitutional governments. 

 

In 1985, the main features of Europe were not too dissimilar from those of the early 

post war years. Europe's division seemed set in stone. Stalin's territorial annexations 

and his suspicions of Western motives had ended the wartime Grand Alliance against 

the Axis powers; led to Germany's and Europe's division; and had been a crucial factor 

in the creation of the two hostile alliances under the dominance of the United States 

and the Soviet Union. Monopoly party rule and centralised planning systems were 

clamped onto the satellite states. The lines of command ran through Moscow. Political 

pluralism and market economies prevailed in western Europe. Interdependent among 

each other and with the rest of the world, the states were particularly sensitive to 

changes in the global balance of power and in world markets. Their common affairs 

were managed through a complex diplomatic system, centring on four clusters of 

institutions: the European Communities (EC); the North Atlantic Treaty Organisation 



(NATO); the Conference on Security and Cooperation in Europe (CSCE) between the 

35 signatory states of the 1975 Helsinki Final Act; and the annual summits of the 

seven advanced industrialised countries' leaders, plus the President of the European 

Commission. The meetings, launched on the joint initiate of Paris and Bonn, 

symbolised Japan's emergence as the world's second largest, and most dynamic 

economy.  

 

Yet the events of 1985 suggested a new flux in international relations. Ronald 

Reagan's re-election to the Presidency in November 1984 was followed by Mikhail 

Gorbachev's nomination in March 1985 to the post of Secretary General of the 

Communist Party of the Soviet Union (CPSU). Arms talks between the two great 

powers, interrupted since 1983, were resumed at Geneva, where Reagan and 

Gorbachev met for preliminary discussions in November. In May, the annual summit 

was held in Bonn, where the western leaders agreed on a medium-term adjustment 

programme, bringing greater flexibility to domestic markets. In June, the EC launched 

its internal market programme to reduce non-tariff barriers on the same day as the 

accession treaties for Spain and Portugal were signed in Madrid and Lisbon. At the 

Milan EC summit, the heads of state and government voted by majority to revise the 

1957 Rome Treaty. In July, the tenth anniversary of the Helsinki Final Act witnessed 

disputes among the party-states over treatment of minorities, and frontiers. In 

September, the five leading financial powers met at the Plaza Hotel, New York, to 

head off protectionist pressures arising from trade conflicts between the United States, 

the EC and Japan. The accord was to manage a further fall in the dollar's rate on 

foreign exchange markets. In Seoul, U.S. Secretary to the Treasury James Baker 

announced measures designed to ease the plight of the 15 major debtor countries in 

the developing world. At the December EC summit in Luxemburg, the modified 

constitution was dubbed the Single European Act(SEA).   
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This contrast between the stability of the state system, and flux within it, had been a 

constant since 1945. The system evolved out of the collapse of its predecessor in the 

European civil wars of 1914 to 1945, but derived its particularities from the 

juxtaposition of its inherited competitiveness with the order provided by the presence 

of the two great powers. The post-war order was established through a prolonged 

process, starting in 1943, consolidated in its main features around 1955 and lasting 

through to the late 1960s. Its gradual transformation, accompanying the rhythm of 

world politics and markets, was made possible by the flowering of a specifically 

European state system. By 1985, its pole was Western Europe which presented the 

Soviet Union with a political, economic and civilisational challenge in Eastern Europe 

that it could no longer match. The change in European attitudes towards the Soviet 

Union in turn infused a greater assertiveness into relations with the United States 

(Rummel, 1990). But Western Europe remained fragmented, and dependent for 

protection on the United States from a militarily threatening Soviet Union.  

 

In order to trace Europe's historical evolution in a synthetic way, the first section 

briefly presents the broad framework for the book and for the subsequent discussion in 

this introductory chapter. The second section places Europe in the historical context of 

1945, and brings the account forward to the end of the 1960s. The third section covers 

the transformation in the global state and market system, and Europe's place in it, from 

the late 1960s to the mid-1980s.  

 

 

Some Features of the European State System.  

 

In abstract form, the European state system may be said to hold four key features. It 

posits a condition of anarchy, where the unity of empire is absent. The political units 

are the sovereign states, fulfilling functionally similar tasks, but with their own 

particular histories, internal organisation, and neighbourhoods. The Western European 



states after 1945 developed as a society of states, complementing their traditional 

bilateral diplomatic relations with multilateral fora, where common norms were 

elaborated both for the conduct of their relations and, increasingly, for implementation 

in their domestic affairs. Finally, the states became enmeshed in a web of political and 

market interdependence, of a density that marks them out as a unique entity, but does 

not separate them from the global system.   

 

1. The European tradition of Realpolitik posits a condition of anarchy, whose 

component political units - the states - submit to no government superior to 

themselves. They form a system to the extent that they interact with sufficient 

regularity to behave as parts of a whole (Aron, 1962, p. 103). Membership in the 

system is inescapable; all are effected differentially by events in any part of it; they are 

bound to the precept of self-help to tend to their own survival and prosperity (Waltz, 

1979, p. 82)). State interest and necessity are the operating concepts of Realpolitik 

(Meinecke, 1957); the balance of power in a system of self-seeking states, intent on 

avoiding the hegemony of any one, is the operating concept of the system. States are 

differentiated from the rest not only  in domestic structures or values, but notably by 

the distribution of capabilities among them. Great powers are distinguished from the 

rest by the resources at their command, their relative self-sufficiency, and the respect 

paid them (Bull, 1980, pp. 200-29). No conflict of significance in the system may be 

settled without them. The actual configuration of the system's structure is conditioned 

by their number. This may vary between one and a few, in a gamut ranging from 

unipolar, to bipolar, tripolar or multipolar. Transitions from one configuration to 

another fundamentally alter the behaviour and expectations of all political units in the 

system.  

 

The two principles of the secular state and of its bounded territoriality are one of 

Europe's most significant legacies to the modern world. Europe is the cradle of the 

secular sovereign state, and of its corollaries of competition or conflict. War and 
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diplomacy are the two political forms through which interstate commerce is 

conducted. Competition invariably has stimulated the emergence of capitalism, as the 

most efficient way to provide the means for the state to pursue its particular purposes. 

Divergent performance has fed the rise and decline of powers in a constant 

rearrangement of their rank and status (Kennedy, 1989). 

 

2. The principle units in the condition of anarchy are the states. Sovereignty is the 

legal formula which grants a state a formal equality with all other members of the 

system. A sovereign political unit forms a community of people living together in a 

territory with their own internal organisation and laws. The internal order allows for a 

specialisation of tasks, predicated on a broad, but controversial distinction between the 

political domain of public policy and the private area rooted in the guarantee of 

individual or group rights. As a category of like units, states duplicate each other's 

tasks and functions (Waltz, p. 96). Internal political and market structures have their 

own particular arrangements, within which policy and market processes evolve. Each 

state conducts its affairs according to its own concept, or rather according to the 

prevailing ideas among public officials about state interests. These are filtered, in that 

when  one of a number of proposals has been selected for implementation within the 

territory, it becomes a binding command. The selection may be influenced by the 

presence and actions of other states (Waltz, p.65). Foreign policy, however, remains in 

the realm of persuasion (Baldwin, 1985), as sovereigns are free to ignore a command.  

 

3. The Western European states after 1945 developed as a society of states, 

complementing their traditional bilateral diplomatic relations with multilateral fora, 

where common norms were elaborated both for the conduct of their relations and, 

increasingly, for implementation in their domestic affairs. The concept of a society of 

states stands in contrast to a system of states in which  fragmentation breeds 

competition. A society is defined as forming a sub-set within the system, that is 

described by a sharing among the units of common interests and values (Bull, p. 13). 



The states bind themselves to cooperate in the working of joint institutions, according 

to a set of rules and involving the elaboration of mutually recognised norms. 

Membership in a society is voluntary, and implies the pursuit of joint goals according 

to the general rules that sustain the autonomy of each, and reduce or channel the 

incidence of frictions in their mutual relations. A society also presupposes that the 

principles of domestic political and market structures are similar. The organising 

principles of western Europe are constitutional democracy, human rights, individual 

freedoms laced with social duties, and  moderation in applying the principle of 

national self-determination. 

 

A central feature of the Western European society of states has been the density of 

relations between themselves and the rest of the world. Density refers to the growing 

number of actions by people impinging on other people's existence (Buzan et al, 1990, 

pp. 23-25). It is driven by the permanent revolution in technologies, communications 

and exchanges. Its prime political effect is to increase interdependence between states 

and societies across a wide spectrum of activities. This is particularly applicable to the 

modern practice of diplomacy through public officials - often in conjunction with 

private sector representatives - where the western European society of states negotiate 

their differences and identify their common interests as sovereign states coexisting 

within a confined space. Bilateral and multilateral diplomatic channels provide public 

officials with the means of managing multiple linkages between domestic affairs and 

the external environment. No act of foreign policy is independent of an aspect of 

domestic politics; it requires the permanent exercise of judgement as to the 

appropriate balance between the satisfaction of domestic constituencies and the 

external requirements to achieve the best possible result for the state in the 

international arena. This external arena provides a host of opportunities to sustain the 

autonomy of the states (Nordlinger, 1981) against societal groups domestically, or to 

seek to export the costs of domestic policies or non-policies (Bachrach and Baratz, 

1962, pp. 947-52) into interstate relations as non-negotiable items. In other words, 
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western Europe's society as expressed through diplomatic relations rests on and 

sustains the states.  

 

There is another specific feature of Western Europe's society of states. Each Western 

European state is the point of intersection between its own cluster of domestic, 

European or global ties. No clear distinction may be made between European and 

global relations. This derives from the condition within anarchy in which the 

boundaries between the system and society of states are controversial. The United 

States, for instance, is a participant within Europe's society through bilateral relations 

with all member states, as well as through such multilateral fora as NATO and the 

CSCE. But the EC's expressed aspiration `to speak with one voice' implies a 

distinction between the EC as one cluster within the Western European society of 

states, and the United States. The lack of distinction also follows from the practice of 

sovereign states within Western Europe to use relations within the global state system 

to sustain the state's autonomy against the demands of other states, either outside or 

within Western Europe's society. All Western European states are `Trojan horses', 

within the society's figurative walls. Nowhere is the web of outward-looking 

diplomatic relations between Western European states, and between each one of them 

and the rest of the world, so dense. All the other states in the world system participate 

to some degree in European society, either through bilateral relations or through their 

presence in - or their accreditation with - the varied multilateral fora. These 

multilateral fora have core functions, overlapping competences and variable 

membership. Western Europe is the hub of world diplomatic relations, because 

diplomacy lies at the heart of European politics. 

 

4. Finally, the states became enmeshed in a web of political and market 

interdependence, of a density that marks them out as a unique entity, but does not 

separate them from the global system. The conditions for complex interdependence 

are provided with the existence of multiple channels for exchanges between societies 



and complemented by extensive consultative networks, which are indicative of the 

overlap between domestic and foreign policy characteristic of relations between 

developed industrial countries (Nye and Keohane, 1977). States are still seen as the 

central pillars of the system, but their ability to pursue their particular ideals through 

intermediate policies which are aimed at increasing the community's productive power 

and culture have been undermined by the workings of the established domestic 

principles.  

 

Two competing interpretations derive from this contestable observation. One holds 

that transnational transactions imply wide areas of discretion for citizens to conduct 

their affairs with others (Merle, 1984). Such transactions tie local into global markets, 

over which no single authority exists. The dynamics in markets is provided by 

competition between state policies, but more substantially over technological 

leadership between corporations (Strange, 1988), where a crucial determinant is the 

differential ability of states and societies to harness human capital, innovativeness, 

information and financial resources to the common pursuit of productive power and 

culture. There is therefore a crucial interaction between the domain of the state's 

resources and transnational transactions. Three key relations are thereby identified 

between states (Merle, p. 170): diplomatic relations, transnational interactions at the 

level of societies and markets, and interactions between states and their domestic 

domain of the transnational arena. 

 

The second interpretation holds that public officials   are overwhelmed by the 

transformation of domestic society and by the volume of interstate transactions 

(Wallace, 1971). With universal suffrage, the political process has become more 

complex. A widening scope of government activities has introduced a host of 

divergent interests into the domain of public policy. Policy coherence is an arduous 

task. Interdependence has broken down the older boundaries between external and 

internal affairs. Domestic matters have been externalised, ending the monopoly of 
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foreign ministries in the daily conduct of a state's foreign policy. Multilateral 

organisations in the European society of states have been created with a view to 

managing common concerns. State interests therefore no longer provide  clear criteria 

for the conduct of affairs in the state system. This has had two effects: first, 

government departments, interests or political parties build coalitions across frontiers; 

second, a multitude of centres of power seek to coordinate their own domain at the 

level of the state, the multilateral fora, interstate or transnational exchanges. Overall, 

these multiple centres become mired in a tangle of complexity. Only a chosen few 

make decisions. Complexity derives from the multitude of tasks and interests 

involved.  

 

Strategies to break out of complex interdependence have been multiple. But all require 

the cooperation of the states, which remain jealous of their prerogatives and position 

in the global state and market system. Proponents of state prerogatives focus on the 

interactions of policy with their domestic domain of the transnational arena. They 

argue that the conditions of complex interdependence severely restrict the efficiency 

and effectiveness of common policies agreed and enacted on by states (Nau, 1990). 

Policy actions applied within the boundaries of a sovereign state have infinitely 

greater chance of taking effect. But interactions between states are transmitted through 

transnational flows. Incompatible domestic policy actions may be avoided through 

negotiations, or they may be accepted as the price to pay for policy in conditions of 

anarchy. In the latter case, the key variable is the impact of the domestic policy actions 

of the predominant regional or global power that is transmitted through transnational 

channels into the domestic domain of the dependent states. The politics of complex 

interdependence is thus about the distribution of costs in policy and market adjustment 

between states. It does not escape the logic of the state system, in which states are 

distinguished by their capabilities. 

 

 



Bipolarity and the Post-War Order: 1943-1967/8 

 

Whatever the details of a possible peace settlement, five events in the course of 1945 

prefigured the pattern of postwar Europe. One was the strained nature of relations 

between the western allies and the Soviet Union, particularly over the future of eastern 

Europe and Germany. This had become evident in the differences that had emerged 

over Poland, well before Marshall Zhukov's army groups entered the suburbs of Berlin 

in April 1945. Another was the plight of Germany and former German occupied 

territories, after the deprivations of war and exactions of Hitler's regime. Liberation by 

the armed forces of the wartime allies had exacted its own toll of sufferings. A third 

was formed by the draft Charter of the United Nations, signed by fifty states at the San 

Fransisco Conference of April-June.The United Nations Charter tokened to a liberal 

vision of a world, with defined responsibilities of the great powers in the Security 

Council, the sovereign equality of states in the General Assembly, and geared to 

opening access for all participants in world markets. The fourth was the revelations by 

the advancing allied armies of the concentration camps,and the industrial organisation 

of mass murder. Human rights were subsequently written into constitutions, and 

received institutional expression as core values for Western Europe in the European 

Convention of Human Rights of 1950. The fifth event was the dropping of the atomic 

bombs by the United States on the Japanese cities of Hiroshima and Nagasaki on 

August 6 and 9. Stalin immediately ordered research and development of a nuclear 

capability (Holloway, 1984). The advent of nuclear weapons heralded a fundamental 

break in the nature of warfare, as their possessors could initiate war with absolute 

violence against an enemy (Howard, 1983, pp. 59-73). The year 1945 marked a deep 

rupture in Europe's past.   

 

1. The European Balance of Power. 
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The origins of the European state system may be traced to the years 1492 and 1494. 

From inception, its cardinal feature was the dialectics between extra- and intra-

European dynamics. The first date marks the fall of Grenada, and the unity of Spain 

under Ferdinand and Isabelle. The Genoan venturer, Colombus, set sail in his quest for 

the Indies, leading to the Spanish crown's claim of general sovereignty over the 

Americas, and exclusive rights of navigation in the Caribbean and the Pacific. In 

1494, the rivalry between the Italian city states pulled Charles VIII of France into the 

peninsula, and later Spain and the German empire of Charles V. Machiavelli's hopes 

to find a prince with the wit to unite Italy by stratagem, and then to preserve that unity 

through the creation of a civic polity, were dashed. France succeeded to Spain as the 

power with hegemonial ambitions in Europe. The Treaty of Westphalia, signed in 

1648, consecrated Spain's demise, as well as Germany's fragmentation into a 

multitude of petty states. Britain established its extra-European supremacy over 

France in 1759, the `year of victories' in India and North America. Pitt the Younger's 

alliances with Russia, Austria and Prussia, checked, and then defeated Napoleon's 

continental system. Britain became the world's prime manufacturing centre, and herald 

for free trade. Prussia's response was to organise the northern German states within a 

customs union, and then win unity by force of arms against Austria in the battle of 

Sadowa in 1866. Defeat of France in 1870 was celebrated in January 1871 by the 

proclamation of the German Empire in the palace of Versailles. Germany's subsequent 

rise to eminence was made possible by the conversion of savings through the new 

commercial banks into long term financing for Germany's new industries. Social 

democracy was held at bay through the Prussian aristocracy's hegemony in the Federal 

Council. The Diet, elected by universal suffrage, had little weight in shaping public 

affairs. There were consequently two dimensions of the `German problem' between 

1870 and 1945: its domestic organisation, and the incorporation of a united Germany 

into Europe (Calleo, 1978). 

 



Divergent performance fed the rise and decline of powers in a constant rearrangement 

of their rank and status. Settlements involved the digestion of the smaller or weaker 

states. Allies were sought after with a view to accumulating external resources, in 

addition to those that could be raised internally. But the price of alliance could entail 

for the weaker states a sacrifice in the choice of market specialisation, as evidenced 

for instance by Portugal's abandonment of textiles manufacturing following the 

conclusion of the 1704 Methuen Treaty with Great Britain in defense against Spain. 

The same logic inspired Friedrich List, in his National System of Political Economy, 

written as a rejoinder to British free trade policy. The British, he argued, sought to 

make `Germans humble themselves to the position of hewers of wood and drawers of 

water (List, 1977, p.388). Accumulated wealth was the outcome of past policy, and 

not the result of an abstract interplay of supply and demand in cosmopolitan markets. 

The national community's productive power was best enhanced through 

manufacturing, and the state's major task was to pursue this through commercial 

policy. Germany subsequently developed an organised capitalism, characterised by 

cartels and combines. It contrasted notably to the small firms and open markets 

prevailing in liberal Britain.  

 

European states traced their own particular path through time. Spain, France, the 

Netherlands and Great Britain attained statehood in the sixteenth and seventeenth 

century. Poland, after centuries as a major power, was partitioned between Prussia, 

Austria and Russia in the late eighteenth century, to re-emerge as a sovereign state in 

1918. Italian and German unification were acts of statecraft, implemented according to 

the traditional criteria of European Realpolitik. But they were also informed by the 

twin ideals of liberalism and nationalism, emerging from the British, American and 

French revolutions. Liberalism proposed the internal transformation of monarchical or 

oligarchic states, to allow for the participation of citizens in public affairs. 

Individualism was the guiding tenet of political, as of market liberalism. Private 

property rights were to be assured by a state with functions limited to maintaining 
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internal order and external security. Nationalism referred to the geographic or cultural 

bounds of community under the law. Shaping a nation's future enjoined a drive to 

statehood, portending the disintegration of pre-existing political entities, notably the 

multinational empires of central and south-eastern Europe. It required the political 

activation of mass publics, bringing a host of formerly excluded forces into the 

domain of public policy, while the multiplication of sovereigns representing a 

heterogeneity of cultures raised the incidence of competition between states. As the 

French revolution introduced conscription for war, so nationalism democratised 

diplomacy, and transformed the state system.   

 

The different paths to statehood accentuated the diversity in domestic organisation 

between the European states. Each state developed its own political structures that 

evolved out of the manner of insertion into world markets. In the late nineteenth 

century, the development of long distance transport brought low cost cereals and beef 

from the Americas and Australasia to Europe (Tracy, 1982). Population pressure 

ensured an elastic demand for cheap foods. Responses by producer interests to 

competition from non-European sources ran along state lines. Denmark and the 

Netherlands developed their farm co-operatives to add value through the import of 

foodstuffs to domestic production for sale in British and German markets. German rye 

producers in Prussia opted for protection, harming the trade from eastern Europe, but 

securing their position through alliance with German steel producers. France adopted 

the Méline tariff, perpetuating existent peasant farming to the benefit of low cost 

producers in the Paris bassin. Italy and Spain followed suit. Great Britain stuck to the 

1845 repeal of the Corn Laws. The result was the collapse of land prices, the fatal 

weakening of the landed interest, and the creation of a cheap food system geared to 

imports from the Americas and Australasia. These different policy adjustments of the 

late nineteenth century provided the points of departure for the creation of the EC's 

agricultural policy in the 1960s. 

 



The interaction between the competition between states and technological progress 

compounded Europe's lead over the rest of the world. Technologically backward areas 

of the globe were incorporated into Europe's balance of power struggles, with the 

allocation of non-European territories used as a means to settle inter-European 

disputes. Over time, this expansion of the European states transformed the world into 

a states and markets system of global dimensions. The process, initiated with the 

inclusion first of the United States, and then of the Latin American republics, was 

accentuated with the rise to world position of the United States and the Soviet Union, 

and with the dissolution of the European and Japanese colonial empires in Africa,the 

Middle East, and Asia. By 1985, the number of states in the global system had 

multiplied from the fifty one which signed the San Fransisco Treaty in 1945, setting 

up the United Nations Organisation, to over 160. The multiplication of the number of 

states was accompanied by an accentuation in the divergence between the capabilities 

of the political units in the system.  

 

The European civil wars of 1914 to 1945 dealt a crippling blow to the Eurocentric 

state system, predicated on the maintenance of the balance of power between the 

European great powers. For the first time in the four centuries prior to 1918, the 

Versailles Treaty reversed the pattern of concentration in the number of states. The 

idea of national self-determination was applied to the multinational empires of Russia, 

Austria-Hungary and Turkey, leading in the direction of fragmentation. It was not 

applied to Austria, in that the victors prohibited its joining the new Germany. After 

1945, the experience of fragmentation was not repeated in, but outside of Europe. 

Neither of the two world powers were European. The main European states were 

dwarfed. Europe formed a sub-system in the global system. The member states, with 

few exceptions, could not ensure their own security, depending for protection on one 

or other of the two extra-European powers (Deporte, 1979). Warfare had been 

revolutionised by the exponential progress of technologies, and by new types of 

revolutionary struggle. The scope of the state system was on the scale of the two 
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dominant powers. All states risked being caught in a global war. All were enmeshed in 

the web of  world markets. Modern communications and transport shrank the 

boundaries of distance. As the rivalries of the great powers were global in scope, 

decisions of global significance were taken outside Europe, and the results felt within 

(Northedge, 1981, p. 74). Europe had become an object of world politics, with the 

shots being called by the great powers. 

 

2. The reluctant allies. 

 

War was the cement between the three great powers, and once victory was achieved, it 

was inevitable that the incompatibilities between their respective economic and 

political systems would come to the fore. Churchill, Roosevelt and Stalin, meeting at 

Yalta in the Crimea in February 1945, toasted to their victory, but as Stalin told 

Churchill, `an alliance against the common enemy is something clear and 

understandable. Far more complicated is an alliance after the war for securing lasting 

peace and the fruits of victory' (Churchill, 1954, p. 317).  

 

Since its foundation, the Soviet Union as a party-state had seen the world through a 

dialectical prism (Ulam, 1974; Levesque, 1987). Socialism survived in fundamental 

hostility to capitalism, and diplomacy was one tool among others to exploit the 

contradictions between capitalist states. Germany had been a constant source of 

anguish. Following the German social democrats' vote for war funds in 1914, hopes 

vested by socialists in the working classes as a force for international peace had been 

shattered. Lenin split with the social democrats. The German high command 

smuggled him to Petrograd in 1917, and then imposed a Carthaginian peace, 

consecrated at the March 1918 Treaty of Brest Litovsk, where Lenin surrendered 

immense tracts of territory to extract Russia from the war. Lenin's dream of winning 

Germany to the revolution in 1919 failed, as the German social democrats established 

the Weimar Republic and signed the Versailles Treaty. The Treaty branded Germany 



as guilty of the war and imposed heavy reparation payments. Germany and the Soviet 

Union, as the two outcasts of the postwar settlement, concluded the Rapallo Treaty of 

1922 enabling the German armed forces to train on Russian territory in avoidance of 

the Treaty clauses, which had restricted the size of German armed forces.  

 

State foreign policy took early precedence over party foreign policies. With the 

military defeat, and then the collapse of the central empires of Germany and Austria-

Hungary, the Russian leaders sought to organise the revolutionary movements across 

Europe. The Comintern was to be a world-wide party, whose national branches would 

be the local branches. At the July-August 1920 congress, the constitution was laid out 

in the form of the `21 Conditions', whereby the delegates were required inter alia to 

accept: near military discipline under centralised leadership, the supranational 

authority of the Comintern, the defense of the Soviet Union, the advocacy of the 

dictatorship of the proletariat, the vilification of reformists as class traitors, 

communist penetration of trade unions, support of colonial revolts, and the 

establishment of parallel, para-military organisations in preparation for underground 

activity. The resulting split in working class organisations thus came to run between 

the communists, and the social democrats adherence to social reform through 

parliamentary methods. In 1927,Stalin declared that the social democrats in Germany 

were the communists' principle enemy, opening the way to the National Socialist 

seizure of power in 1933. 

 

Stalin launched the first Five-Year Plan of forced industrialisation in 1928, entailing 

in time the expropriation of the peasantry, famine, the consolidation of the labour 

camps and the deaths of millions. In Europe, communist parties then were mobilised 

to form `anti-fascist' alliances, winning over socialist parties to form `popular fronts'. 

But conservative governments in Britain and France were scared away from dealings 

with Moscow, while Italy, Germany, and Japan - now deeply engaged in its China 

conquests - formed in 1936-1937 the anti-Comintern Pact. When Britain sought to 
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maintain its positions in Asia through a temporary deal with Hitler at Munich in 1938, 

Stalin drifted towards rapprochement with Germany,confirmed in the Pact of August 

1939, where the two powers agreed to divide up Poland, with large tracts being 

absorbed into the Soviet Union. Hitler created the infamous General Government in 

the rump Poland, and in June 1941 launched the Barbarossa campaign on the Soviet 

Union. Continental Europe's labour, farms and factories were harnessed to Hitler's war 

machine. European Jewry, along with gypsies, and other opponents of the National 

Socialists, were rounded up into the concentration camps and annihilated in the flames 

of the Holocaust.  

 

The turning point in the war in Europe came in 1943, with the surrender of the 

remnants of the VIth German army at Stalingrad, followed by the collapse of the 

Wehrmachts' tank divisions at the battle of the Kursk salient in July 1943. Churchill 

and Roosevelt finally informed Stalin at Teheran in November 1943 of their plans for 

Operation OverLord,launched onto the Normandy beaches on 6 June, 1944. As the 

Red Army rolled towards Germany, and into Rumania and Bulgaria, there was little 

that the United States and Great Britain could do to prevent the Soviet Union's 

domination of central- and south-eastern Europe. Indeed,at Yalta in February 

1945,Stalin agreed to enter the war against Japan, in return for possession of the 

Sakhaline, and the Kurile islands. He also agreed to a treaty with Chiang Kaï-Chek, 

Roosevelt's protégé. By the time of Germany's surrender in May,1945 the Red Army 

occupied the area stretching from the Baltic, through Poland and eastern Germany, to 

Hungary, Austria, Rumania, and Bulgaria. Yugoslavia was in the hands of Tito's 

communist partisans. Greece fell under British influence, but there civil war broke out 

in 1944. The communist guerrilla movement refused to surrender arms, and turned 

against the government. It took the Greek government - with British military backing - 

a year to re-establish control over the territory. The world powers thus met 

simultaneously in Europe and the Pacific.  

 



The United States came to its legacy as the world's greatest power with a vastly 

different history and outlook to the Soviet Union (Aron, 1973). The revolution of 

1776 was also a victory in the struggle for independence against a European monarch. 

Self-determination of nations and individual rights for life, liberty and property 

against an overweening government were the twin ideals, manifested in foreign policy 

through swings from isolation to an assertive national purpose to bring the American 

message to a corrupt world (Osgood, 1953). The advice of George Washington's 

Farewell Address not to become entangled in foreign alliances had been heeded, with 

energies devoted to the continental expansion of the United States from sea to sea. 

Since 1865, the United States had never suffered the cataclysm of social revolution 

and war on its own territory. Involvement in the war in 1917 had been presented by 

President Wilson to the American and European public in terms of the relevance of 

the U.S. experience to the old Europe. A world safe for democracy was to be built on 

the principles of self-determination, the rights of small nations, and a League of 

Nations to adjudicate differences. But the disintegration of the Austrian-Hungarian 

and Turkish empires into their successor states, French insistence on pinning a guilt 

clause to Germany as the cause of war in 1914, and the U.S. Senate's repudiation of 

the Versailles Treaty ended Wilson's hopes of mending Europe's ways. The United 

States retreated into detachment, and then after the 1929 Wall Street financial crash, to 

massive tariff protection. As the United States had become since 1914, the world's 

prime creditor, tariff protection made debt repayment impossible. The world was 

dragged into America's monetary vortex. It was not Roosevelt's New Deal policies of 

the 1930s that pulled the United States from the depression, but the United States 

entry to war in response to the Japanese air attack on Pearl Harbour in December 

1941.  

 

Japan's forceful bid for supremacy in the Pacific in the sea battles of 1941-42, dealt a 

fatal blow to Europe's colonial interests throughout the region. But the application to 

devastating military effect of U.S. industrial might culminated in the nuclear attacks 
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on Hiroshima and Nagasaki. The United States emerged from the war in vastly better 

condition than the Soviet Union, which had borne by far the largest burden of war 

against the Axis powers. Compared to the Soviet Union,the United States suffered 

minimal losses in human lives. It was later conceded that the Soviet Union lost twenty 

six million lives during the war, not counting the wounded or the material destruction. 

Victory confirmed the United States as a truly global power, with armed forces in 

Europe, Asia Pacific, the Mediterranean and the Gulf. It enjoyed a monopoly on 

nuclear weapons. Industrial output had soared, making the United States the world's 

main producer of military and consumer goods. It was the world's bread-basket. The 

United States held two-thirds of the world gold stock. The dollar, convertible at $35 

dollars an ounce, was the world's key currency. It was the prime world exporter, so 

that globalist views that the causes of the 1930s depression lay in trade protectionism, 

competitive economic policies and restricted access to raw materials, neatly 

dovetailed with U.S. business interests in opening up world markets to prevent a 

postwar recession. It was only slowly that Washington moved away from aspirations 

to establish a new world order predicated on the United Nations - and its ancillary 

organisations such as the International Monetary Fund, the International Bank for 

Reconstruction and Development and then the General Agreement on Tariffs and 

Trade - towards a U.S. hegemony that emphasised the incompatibilities with the 

Soviet Union's domestic order and external ambitions.  

 

The third power in 1945 was Britain. France and Germany had succumbed to defeat. 

France's economy had stagnated in the 1930s. Riven by political and class rivalries, it 

drifted to 1940 and the ignominy of defeat. Reliance on Britain as a counterbalance to 

Germany was revealed as worthless, when the allied armies folded in front of the 

compact attacks of German tanks, aircraft and infantry. The war then turned to a 

struggle between Britain, on its home base,the Balkans and the Middle East, and 

Germany as the dominant power on the European mainland. Both had stagnated in the 

vulnerable international economy of the 1920s. But both had shown marked revival in 



the 1930s, as their arms race accelerated. Britain's rapid growth of new industries in 

the decade was then coined by 1940 into a fifty per cent greater output than Germany 

in aircraft, as well as in tanks (Kennedy, 1989, p. 441). Neither won a decisive 

advantage in their air warfare, and peripheral battles. Only with the boost in arms 

production in 1943 under Speer as Economics Minister, did Festland Europa overtake 

Britain in arms output. This massive German industrial machine was shorn of one 

quarter of its productive capacity by war or dismantlement, leaving the remainder to 

fuel the Federal Republic's economic revival in the 1950s. 

 

The central point of Britain's position was not economic decline, but a conscious act 

of policy to merge Britain's future security in alliance with the United States. 

Inevitably, the `special relationship' was as the United States' junior partner, but one 

with considerable means. New industries had been adopted on a grand scale. The new 

economics of Keynes provided a theoretical framework for fiscal and financial policy. 

All parties were committed to social reforms. Financial aid was forthcoming from the 

United States; lend-lease enabled Britain to be supplied without immediate payment 

asked in return. Many dominions had achieved self-government and India was well on 

the way there prior to the war. The process was accelerated by the signing of the 

Atlantic Charter between Roosevelt and Churchill in August 1941. The ideals of self-

determination,individual freedoms, and access to world markets proclaimed the 

crusade around which the United Nations formed in January 1942. Churchill's Grand 

Alliance was cemented by the creation of combined chiefs of staff along with 

economic boards. This cooperation culminated in the United Nations organisations, 

and then in the regional economic and security arrangements of the late 1940s.  

 

Britain's weakness was financial. During the negotiations setting up the IMF, the 

British had sought to lay the foundations for an Anglo-American bigemony in 

international financial affairs. But the United States bore no equal. As soon as the war 

against Japan was over, President Truman terminated lend-lease to Britain. As a major 
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debtor, the newly elected Labour government could have withheld payments unless 

U.S. markets were opened to British products. But Commonwealth countries had built 

up claims on the Bank of England, denominated in sterling. Labour wanted to 

continue domestic expansion, so the terms of the December 1945 loan agreement 

negotiated by Keynes with the United States provided for an early return of Britain to 

free trade within the Commonwealth markets, and sterling convertibility (Gardner, 

1980). The short experiment underlined the difficulty Britain would have to coexist 

with a continental European economy: sterling convertibility in 1947 exhausted the 

newly replenished British reserves, as the continental Europeans rushed from sterling 

to dollars to keep their economies running. Convertibility was suspended in August, 

and Britain lined up with the other European countries for Marshall aid to cover its 

needs in dollars.  

 

3. Germany and Poland. 

 

The incompatibilities between the three powers (McNeil, 1953; Lukacs, 1961; 

Fontaine, 1965-67) came to the fore most clearly over Poland, whose independence 

Britain had vainly gone to war to defend in 1939. President Roosevelt had also to take 

account of the 7 million Poles in the United States. Stalin's priority was to consolidate 

a sphere of influence in central Europe. In August-September 1944, the Red Army 

stood on the Vistula, while five German divisions massacred the Polish resistance in 

Warsaw, linked to the London exile government. The pro-Soviet Polish National 

Liberation committee was created, and installed at Lublin. The conferences of Yalta in 

February 1945, and at Potsdam in July-August barely concealed the tensions. The 

three leaders agreed to compensate Poland with a western extension of territory 

running along the Oder-Neisse rivers. Final settlement would await a peace 

conference with Germany. The Lublin government was to be `reorganised on a 

broader democratic basis'. Each power would occupy a zone of Germany; a fourth was 

assigned to France. A joint control commission for Germany was to be established in 



Berlin. Its general principles were defined.It was agreed that a conference should be 

called at San Fransisco to draft a Charter for the United Nations. The Declaration on 

Liberated Europe committed the powers to facilitate `the earliest possible 

establishment through free elections of governments responsive to the will of the 

people' (Grenville, 1974, pp. 226-34). 

 

In the period 1945-47, wherever the Red Army had entered, Stalin used intimidation 

or force to impose the primacy of communist parties or flanking organisations within 

broader coalition governments. Yugoslavia and Czechoslovakia were the exceptions. 

Tito's partisans had acquired complete power by their own exertions. The 

Czechoslovak leaders, Mazaryk and Benes, gave priority in relations to Moscow. They 

were comforted in this by the memory of the 1938 Munich accords, where France and 

Britain had betrayed the country's independence to Hitler. The Czech communists 

were the strongest party. As with Poland's expulsion of the Silesian Germans, 

Czechoslovakia's expropriation of the Sudeten Germans bound them to the Soviet 

Union in fear of a revived Germany placing territorial demands. But Prague also 

aspired to act as a bridge between western and eastern Europe. Stalin could hope that 

détente would lead to a gradual shift of the balance of forces in favour of the western 

parties in government in Rome or Paris, while keeping open the prospect of western 

aid in the reconstruction of the Soviet Union.  

 

Europe's division was precipitated by events in the Gulf, the Mediterranean and in 

Germany. President Roosevelt's meeting with Saudi Arabia's King Ibn Saud, had laid 

the groundwork for the special relation between Washington and Riad. U.S. action in 

1946 stalled Stalin's ambitions to annex the northern provinces of Iran.In August 

1946, Stalin demanded from Turkey the control of the Straits, and restitution of 

territory taken from the Soviet Union in 1918. The United States moved warships into 

the eastern Mediterranean. Simultaneously, the Greek civil war broke out again, with 

the communist partisans receiving strong support from Yugoslavia. In February 1947, 
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the British government invited the United States to provide economic and military aid 

to the Greek government. Meanwhile, it had become clear that the powers could not 

agree on Germany's future. The United States and the Soviet Union suspected one 

another of seeking to pull Germany into its own sphere. France opposed any recreation 

of a central government. Britain sought to limit the costs of occupation. The British 

and U.S. occupation zones were merged in January 1947. At the March-April Moscow 

conference, the  powers failed to settle their differences. 

 

The U.S. policy of containment ended the search for cooperation with Stalin. No 

negotiated settlement would be possible until the Soviet Union had changed. Its 

inherent hostility to the western powers required a policy of strength. There were two 

variants. One stressed U.S. support for Europe's economic revival. The other proposed 

military preparedness (Gaddis, 1982). The balance moved from the first towards the 

second. In March 1947, Truman announced U.S. aid to anti-communist forces in 

Greece and Turkey, promising to `support free peoples who are resisting attempted 

subjugation by armed minorities or by outside pressures'. Within a few weeks, 

communist party participation terminated in the governments of France, Italy, 

Belgium and the Scandinavian countries. In June 1947, Secretary of State  Marshall 

launched the idea of a long-term U.S. undertaking to grant aid in support of a 

cooperative regional effort to achieve a rapid reconstruction in Europe.`Its purpose', 

Marshall declared, `should be the revival of a working economy in the world so as to 

permit the emergence of political and social conditions in which free institutions can 

exist'. Germany would be an evident beneficiary. Its inclusion would pull Europe's 

prime industrial power fully into the western camp. 

 

The doctrine of the world as divided into two camps was expounded in September 

1947 by Zhdanov, Stalin's chief lieutenant. There was no third way between the 

imperialist camp under the leadership of the United States, and the democratic camp, 

headed by the Soviet Union and backed by `fraternal communist parties in all 



countries', and by `all progressive and democratic forces'. Prague and Warsaw were 

subsequently ordered to desist from participation in the Marshall Plan. This, and the 

Czechoslovak communists' sole seizure of power in Prague in February 1948, 

prompted Britain, France and the Benelux countries to sign in March the Brussels 

Treaty pledging military aid and economic cooperation. This was one prelude to 

involving the United States directly in Europe's defense. The other was the three 

western powers decision in March to unify their occupation zones; to call a 

constitutional assembly, and to introduce the currency reform, establishing the 

Deutsche mark (DM) in June. Parallel steps were taken in East Germany. The Soviet 

Union's attempt to blockade Berlin was answered by an allied airlift in relief of the 

city. The North Atlantic alliance came into existence in April 1949. In May, the Soviet 

forces lifted the blockade around Berlin.The German Democratic Republic (GDR) 

was created in October 1949, one month after the constitution of the Federal Republic 

of Germany. 

 

The preamble to the constitution committed the Federal Republic to seek reunification 

by peaceful means. Human rights were written into the text, and a complicated system 

sketched out in which administration was located mainly in the regional governments 

and legislation in Bonn, the new capital. Berlin retained a special status,where the four 

powers retained responsibility. The client party-states across Central-and South-

Eastern Europe took Moscow as a model. Their economies were cast into the Soviet 

mold, entailing the bureaucratic allocation of resources through the means of a central 

plan. Land reforms were imposed, and priority given to heavy industry. Finland 

managed to secure Stalin's acquiescence in a neutrality status in the Treaty of 1948, 

while Yugoslavia broke with Moscow in the same year, when Tito refused to accept 

Stalin's tutelage. Moscow's hegemony over the satellite party-states took the form of 

bilateral treaties, with strong controls being exerted through political and military 

channels. In 1949 a multilateral economic organisation, the Council for Mutual 
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Economic Assistance (CMEA, or Comecon), acquired a shadowy existence. Only 

after 1957 did COMECON acquire some significance.  

 

The Washington Treaty, setting up the Atlantic alliance, constituted a broad, but 

unspecified commitment, by the United States, Canada, and the ten European 

founding members (Belgium, Britain, Denmark, France, Iceland, Italy, Luxemburg, 

The Netherlands, Norway, and Portugal) to come to their mutual protection. The 

assumption was that the provision of an adequate military shield served to convince 

Moscow that aggressive actions would not go unopposed. In the longer term, 

economic recovery in western Europe would provide the means for self-help. Those 

were the sole conditions on which the U.S. Senate could be brought to sign an 

entangling alliance (Osgood, 1962) with European states, reserving each member 

state's right to determine its course of action in the light of circumstances. Such a 

minimal commitment failed to alleviate fears in France and elsewhere that, in the 

event of an invasion of Europe, the light forces available would have to retreat, 

leaving the continent open again to the terrors of liberation by war. The alternative, 

stipulated by Congress, was `an integrated defense of the North Atlantic area', 

involving a specialisation of tasks between signatory states and a civilian and military 

command structure. 

 

Alliance assumptions on the adequacy of a military shield composed of the U.S. 

monopoly on nuclear weapons, and the ready compatibility of economic recovery with 

security were shattered by two events. One was the explosion of a Soviet nuclear 

device in August 1949. Anxiety about nuclear war rose steadily over the coming years. 

With the strains of rearmament aggravating economic and political problems in 

alliance countries, the 1952 Lisbon Atlantic Council proposal for a quadrupling of 

member states' divisions, and a substantial surge in aircraft, remained a dead letter. 

The United States in October 1953 decided that the main deterrent of an aggression 

against Western Europe by the Soviet Union would be the use of its atomic forces in 



the form of massive retaliation aimed at the Soviet Union's cities. In other words, 

NATO Europe imported U.S. nuclear protection on the cheap, as Western nuclear and 

technological superiority readily compensated for any superiority in numbers 

possessed by the Soviet Union's armed forces. Equally,though, as the Soviet Union's 

nuclear diplomacy developed, NATO Europe's concerns of Soviet military incursions 

waned, while worries about U.S. nuclear retaliation waxed.  

 

The second event to shatter western complacency was the entry of the Chinese 

communists to Beijing in October, 1949. Communist predominance on the Eurasian 

landmass seemed confirmed with the conclusion of a Sino-Soviet treaty in February 

1950. The State Department's NSC 68 memorandum of April 1950 urged a political, 

economic and military strategy for the security of the free world (Acheson, 1987, pp. 

373-81). In June 1950, North Korean troops invaded the South, with Chinese and 

Soviet support. President Truman thereupon announced military intervention in the 

Korean conflict, United States naval protection for the Chinese nationalists on 

Taiwan, and support for the French forces opposing the communists in Indochina. In 

September 1951, the United States signed a peace and security treaty with Japan. 

Japan subsequently devoted its resources to industrial expansion under U.S. military 

protection, and entered Asian markets as European colonial tariff schemes were 

dismantled. U.S. predominance in the Asia Pacific region provided the context in 

which the Asian Pacific economies were to prosper.  

 

The Korean war proved crucial to Europe's later development: it opened two decades 

of U.S. foreign policy, predicated on global military containment. The U.S. military 

positions in Japan, Korea, the Philippines, and then in Indochina, were supplemented 

by a network of alliances and military bases, complementary to the North Atlantic 

Treaty Organisation, and strung around the periphery of the Soviet Union in Asia and 

the Middle East. For the United States, Asia was the scene of two major wars over 

Korea and Vietnam, informed by the policy of containment. The Korean war ended in 
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1953, and was followed by negotiations with Moscow or Beijing over Germany, 

Austria, Korea and Indochina. Of the three, only Austria escaped partition. The 

interactions between events in the Pacific and Europe were intensified by the fact that 

both the United States and the Soviet Union were Pacific and European powers. The 

dynamics of the Pacific balance came to affect the central balance between the great 

powers and European relations with both of them. The rhythm of U.S. global policies 

was set by fluctuations in the domestic political definition of the Soviet threat, which 

in turn set the tone for demands in budget allocations for military purposes. The 

domestic politics of the world's key state became a central consideration for European 

states. U.S. policies were punctuated by massive surges in military spending that 

placed severe strains on the national or international economy, followed by attempts to 

curtail outlays or to have them financed at minimum cost to the cohesiveness of U.S. 

society. U.S. commitments regularly tended to outrun the means to sustain them 

(Osgood, 1981, pp.465-502). 

 

In Europe,the Korean war hastened the creation of an Atlantic command structure, 

with General Eisenhower's appointment in December 1950 as Supreme Allied 

Commander Europe (SACEUR). The Atlantic Council, attended by Foreign and 

Defense Ministers, was presided over by a European secretary-general. Its role was to 

define arms policies and defense strategies on the recommendation of the SACEUR. 

His authority extended from the North Cape and North Sea, to the Mediterranean, and 

from the Atlantic seabord to the eastern border of Turkey. The command included 

U.S. land, air and naval forces, notably the Second Fleet in the Northern Atlantic and 

the Sixth Fleet in the Mediterranean. Some European armed forces were assigned in 

peacetime to NATO commands, but remained also under national control. U.S. 

bilateral ties were reinforced with Turkey and Greece, and the two countries entered 

NATO in 1952. In October 1953, the United States concluded the Madrid Pact with 

General Franco's Spain, securing the Atlantic approaches to the Mediterranean. 

 



On the outbreak of the Korean war, Adenauer's suggestion of a German military 

contingent as a contribution to forward defense in Europe prompted the U.S. State 

Department in September 1950 to propose the creation of 10 German divisions to be 

placed under NATO command. Paris in October advanced the idea of a supranational 

European army, under effective French control. This conflict between the German 

search for equality, and France's demand for security was resolved by Bonn and Paris 

agreeing in 1951 to equality, implying the dissolution of a French military identity in a 

European army under SACEUR. The Paris treaty providing for a European Defense 

Community (EDC) was signed in May 1952, in parallel to the Bonn Treaty 

terminating the occupation statute (Fursdon, 1980). The United States saw a European 

army as a means to reduce the U.S. troop presence, but French opinion turned against 

the idea, which was rejected by the National Assembly in August 1954. The result was 

a British scheme for German participation in NATO. The Paris accords of October 

1954 enlarged the 1948 Brussels Treaty membership to include the FRG and Italy. 

The German government agreed not to acquire atomic, bacteriological or chemical 

weapons. In return, Germany's sovereignty was affirmed, and the allies pledged anew 

their support for the German objective of national unity. Britain promised to maintain 

forces on the continent. The Federal Republic was admitted in May 1955 into the 

Atlantic alliance, and its nascent armed forces were placed under NATO command.  

 

Stalin sought to counter western strategy by his offer in March 1952 of German 

unification. The price was neutrality and abandonment of the Federal Republic's 

claims to the lands east of the Oder-Neisse. Adenauer rejected it, insisting that a 

united Germany be able to chose its own alliances. With Stalin's death in March 1953, 

an alternative route was followed by the police chief, Beria, whom First Secretary of 

the CPSU Khrushchev later alleged had planned to drop the East German regime, in 

exchange for Germany's neutrality (Neues Deutschland, 14 March, 1963). Whatever 

the truth, the general strike of June 1953 in East Germany revealed the strength of 

anti-communist sentiment in the population. The subsequent crack-down by Soviet 
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troops contributed to Adenauer's electoral victory in the general elections of 

September 1953, confirming wide public support for his western policy. Moscow 

moved to integrate the GDR into its own system. But greater latitude was granted to 

the client party-states to pursue their own economic `roads to socialism', while in May 

1955, a few days after the Paris Treaties, the Warsaw Pact was signed. The `treaty of 

friendship, co-operation and mutual assistance' established a supreme command for 

the member states, based in Moscow. The Supreme Commander was a Red Army 

officer.   

 

With both spheres of influence in place, a policy of détente predicated on mutual 

recognition of the interests of the other could develop. The limits to accommodation 

were defined by the incompatibility of political systems. The western powers rejected 

the Soviet Union's offer of July 1954 for a European security conference, excluding 

the United States, and intended to establish a collective security system, predicated on 

cooperation between the participant states. The United States was the pillar of the 

Atlantic alliance, and the western powers were committed to free elections for the 

whole of Germany. They were not prepared to recognise the GDR. But Germany was 

de facto divided, with the Federal Republic's sovereignty still restricted by the 

continued responsibilities of the wartime allies for the whole of Germany. The Soviet 

Union illustrated satisfaction with this modus vivendi in signing the Austrian State 

Treaty with the western powers in May 1955. Occupation forces were withdrawn, in 

return for an Austrian guarantee of neutrality. The Treaty excluded any political or 

economic union with Germany. Austria and Finland- as well as Switzerland, Sweden 

and Ireland-thus remained on the margins of the western alliance.  

 

The essential features of the postwar world were now in place. The United Nations 

proclamation of self-determination and state sovereignty as the organising principles 

of world politics had accelerated the retreat of the European powers from their extra-

European colonial possessions. The British withdrew from the Indian subcontinent in 



1947,and subsequently from Asia, the Middle East and the Gulf. The Dutch 

reluctantly conceded independence in Indonesia. In 1948, both the United States and 

the Soviet Union backed the creation of the state of Israel under the auspices of the 

United Nations. The Arab national revolution in Egypt in 1951 marked the beginning 

of the end of the British presence on the Suez canal, and undermined the French 

positions in North Africa. The French left Indochina in 1954, following their defeat at 

the hand of the Vietnamese communists at Dien Bien Phu. Demands for independence 

were sweeping into Africa. At the April 1955 conference of Bandung, in Indonesia, 

India and China took the lead in rallying the newly independent countries of Asia and 

Africa to a policy of peace, outside of the power blocs. At the Geneva conference in 

July 1955,the four powers with ultimate responsibility for Germany celebrated their 

new modus vivendi. The powers acquiesced in the status quo, without renouncing 

their mutually exclusive ideals. The bipolar system would be characterised by a triple 

dialectics of competition, emulation and subversion between the two Germanies, the 

two alliances and their two great powers. The `spirit of Geneva' proved short-lived.  

 

Expectations for change within the Soviet bloc prompted the Poles, and then the 

Hungarians to defy the authority of the party-states. The uprisings were duly crushed. 

In October 1956, while the Soviet Union was facing popular revolts in Poland and 

Hungary, the French and British, with Israeli military support, launched their 

expedition to  seize back the Canal, which the Egyptian leader Nasser had 

nationalised. The French went on to fight the colonial war of 1958-62 in a vain 

attempt to maintain Algeria as a French province. The Algerian war brought General 

de Gaulle to power in France in 1958. Britain opted to accelerate the pace of 

decolonisation. These two extra-European developments contributed to unravelling 

the precarious economic peace settlement, negotiated by the western European states 

in 1950.    
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4. Economic reconstruction and European integration. 

 

The early postwar hopes placed in the United Nations organisation to construct a new 

world order predicated on commerce and law, had foundered on the divergent political 

objectives of the former wartime allies. The deliberations at the 1944 Bretton Woods 

conference had been an Anglo-American affair, whence Italy, Germany and Japan 

were absent. The participants aimed at preserving the world from the monetary 

disorders of the interwar years. Three ideas informed their deliberations. Currencies 

were to be convertible on current account. Member states had to assume obligations to 

maintain stable exchange rates and to avoid unjustifiable devaluations. In the event of 

a `fundamental disequilibrium' in the current account, member-states could chose 

between devaluation or internal retrenchment, but the IMF reserved the right to 

pronounce on the measures. The IBRD was to provide long-term funds for the 

reconstruction of the industrialised regions ruined by war.  

 

Congress was the first to intrude on this design. In ratifying Bretton Woods, it insisted 

that its approval would be required for any change in the dollar's parity. This measure 

altered the sense of the IMF statutes to avoid rigidity in exchange rates and gave 

Congress the final say in any multilateral realignment of parities with respect to gold, 

as stipulated in the statutes. These included no practical measures against chronic 

surplus countries, the United States being the only candidate for that condition in 

1945. Congress also wanted its money back, and cancelled lend lease to Britain and 

the Soviet Union as soon as the war was over. U.S. export interests clamoured to 

break down Britain's `imperial preference' system of 1932, while clinging to the 

Smoot Hawley tariffs of 1930. The short experiment of the December 1945 loan 

agreement led to Britain's suspension of sterling convertibility in August 1947, and a 

more determined British policy to preserve Commonwealth trade, accounting for 

nearly two-thirds of British exports and imports until the early 1960s. But British 



volume export growth in 1950 to 1960 was under 2% per annum, in contrast to 

Western European volume trade growth of 7% (Maddison, 1962). 

 

What were the reasons for this formidable surge in West European postwar growth? 

The one central factor was Germany. The United States aimed to integrate the Federal 

Republic westwards, as a step towards global free trade and convertibility. France 

opposed the idea of free trade, where its steel industry would be sacrificed to 

Germany's, and its agriculture to U.S. exports. Britain refused to ditch the sterling 

area, and take the lead in creating an `integrated' European economy.The two 

institutions that laid the foundations for European interdependence came as a response 

to the relative failure of the Marshall Plan. Britain sought protection against U.S. 

pressure to return to a multilateralisation of payments, and supported the creation of a 

European Payments Union (EPU) in 1950, facilitating the coexistence of the sterling 

area with a managed system of commercial payments in Western Europe. France 

devised the European Coal and Steel Community (ECSC) to establish a common 

market, but subject to a complex of jointly administered regulations. This set the 

precedent for the European Economic Community, and the French-centred Common 

Agricultural Policy (CAP) (Milward, 1984). 

  

The Marshall Plan's main success was to help finance European imports of capital 

goods. It also contributed to shifting the fulcrum of European governments towards 

the centre-right. The U.S. policy debate was infused into European conditions. There 

were three components to the policy-mix: governments were to pursue discretionary, 

but conservative countercyclical fiscal and monetary policies; national factor markets 

in labour, capital and products were to be made as efficient as possible; moves were to 

be made towards freer trade, and currency convertibility (Nau, pp. 8-10, 99-128). 

Productivity was to be promoted through the dissemination of scientific management 

principles. Capital accumulation was to be fostered by keeping wages low, and by 

sustaining profits at a high level. Output and income would rise together, thereby 
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satisfying the demand for policies of growth and full employment. Private corporate 

initiative would provide the means to finance government commitments on health, 

education and welfare.   

 

The Paris conference of July-August 1947, with representatives from sixteen 

countries, revealed the limits to interpreting U.S. policy into practice. Britain and 

France proved resilient to U.S. pressures for `integration'. The Organisation for 

European Economic Cooperation (OEEC) was set up in April 1948, but funds voted 

by Congress came under the more direct supervision of the European Cooperation 

Agency. The United States also reached a series of bilateral treaties with European 

states to foster freer trade and protection of U.S. property rights. But by 1949, the 

continued European boom widened the demand for dollar imports at a time that a new 

U.S. Congress had grown more reluctant to vote funds. Nor could the Europeans agree 

on their distribution. United States exporters thus faced recession, without the 

prospect of relief from export markets. They were saved from recession by the 

revolution in the Truman administration's policy, leading to the global containment 

strategy defined in NSC 68. Marshall aid programmes were now merged into the 

global security policy, and U.S. defense spending surged from 5% gnp in 1949 to 13% 

in 1953. Federal spending went 84% on defense outlays (Economic Report of the 

President, January 1987, p. 245). 

 

With Marshall Plan funds scarcer,most OEEC member country currencies were 

devalued in 1949 against the dollar. A device was then conceived for European 

countries to extend reciprocal credits within limits. The European Payments Union 

(EPU) was set up in 1950, to operate as the agent for European central banks through 

the Bank of International Settlements (BIS) at Basel, Switzerland. The EPU 

functioned as an official multilateral clearing mechanism designed to promote intra-

European trade and payments. Funds were recycled from surplus to deficit countries, 

allowing intra-European trade to expand apace. The United States accepted protection 



against its exports as contributing to European reconstruction. But once the 

continental European central banks had reconstituted their reserves, U.S. diplomacy 

resumed the push for freer trade on world markets. The terms of the Bretton Woods 

accords were cited to end their discrimination against the dollar. The EPU was 

dismantled in December 1958 thereby ending the notion of a distinct monetary zone in 

Europe. Private foreign exchange markets, centred on London, came to substitute for 

the official clearing mechanism.  

 

The other institution was the ECSC, launched in May 1950 by France's Foreign 

Minister, Maurice Schuman (Grosser, 1978, pp. 154-63). The key condition was that 

European coal, iron and steel industries would be subject to a supranational authority, 

in exchange for which a common market would be established in those sectors. The 

proposal was presented as a major step to Franco-German reconciliation, which would 

make war impossible and would create a common base for economic development. 

The idea was immediately welcomed by Chancellor Adenauer of West Germany. It 

satisfied German national aspirations for equality of treatment, opened the path to 

reconciliation with France, and helped bind the young republic into the Atlantic 

alliance. The initiative therefore received the enthusiastic backing of the U.S. State 

Department. Great Britain declined the offer to join in order to protect the nationalised 

coal and steel industries and out of hostility to supranational ideals.  

 

The main divide in the debate over the desirable shape of European institutions  was 

over state sovereignty. The differences emerged at the Congress of The Hague in May 

1948, attended by over 700 delegates and representing the multiple strands running 

through the movement for European unity. The Congress settled for a consultative 

assembly, to be elected by national parliaments. In May 1949, the ten founding states 

signed the statute creating the Council of Europe, with a Council of Ministers whose 

decisions were to be taken on unanimity, and a Consultative Assembly. The Council 

was based at Strasburg,to symbolise Franco-German reconciliation. The statute 
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thereby encapsulated the idea that a political community among states may only rest 

on shared values and compatible domestic institutions. Those institutions derive their 

authority to enact public policy through commitment to political freedoms and the rule 

of law. Diplomatic relations between governments facilitate the extension of the area 

of freedoms available to private citizens. The Council came to be identified 

specifically with the European Convention of Human Rights, signed in November 

1950. It signified the commitment to human rights as binding on sovereign states. 

 

For those aspiring to create a Europe beyond the states, the Council was entirely 

inadequate. The spread of democracy over the past one hundred years had transformed 

the European states from within. Nationalism was seen as the cause of Europe's 

fragmentation and its terrible wars (Lipgens, 1983). The debate about appropriate 

institutions for a European entity encapsulated three different ideas: sectoral 

integration; global integration and federalism. Sectoral integration implied that 

member-states pool resources in the joint administration of a particular sector, such as 

in the ECSC, the Euratom treaty of 1957 for a European civilian nuclear industry, or 

the Common Agricultural Policy (CAP) set up in the 1960s. The global approach 

informed the Rome Treaty, signed in 1957, which set up the European Economic 

Community (EEC). Its principal stated objective was the creation of a customs union, 

capped with institutions capable of promoting a general European policy, but that 

would represent specific national interests. The Commission was charged with sole 

responsibility for establishing the Common External Tariff (CET), thereby becoming a 

crucial negotiating partner for the United States on trade liberalisation. European 

federalists hoped that the process of policymaking within the EEC between 

Commission, Council of Ministers, Parliament and Court of Justice would lead to a 

European polity resembling that of the United States. 

 

The terms of debate on the ordering principle of European institutions in the Western 

European society of states were thereby set. The permanent feud has been between 



those who espouse close cooperation between sovereign states in all spheres of public 

concern, and others who look forward to an overcoming of the inherited state system 

through the development of common supranational or federal institutions (Robertson, 

1966; Gerbet, 1983). Supranationalists contend that  common institutions must be 

powerful in order to master Europe's diversity, and to allow Europe to assume its 

place in world affairs as a single entity. The federalists favour common institutions, 

whose tasks would be those which could not be effectively handled by the states or by 

their local authorities. Their disagreement is over the degree of desirable 

centralisation. Both differ from those favouring cooperation, in that the latter wish to 

retain the voluntary nature of relations, while the former stress the need for binding 

rules. The idea of binding rules was written into the Rome Treaty, setting up the EEC. 

The cooperative principle informs all other European institutions.  

 

These western European ordering principles stood in strong contrast to the idea of 

`proletarian internationalism', informing the policy of the communist parties and states 

(Royen, 1978). The parties claimed to be the vanguard of the proletariat. Their 

doctrine of Marxism-Leninism justified their monopoly of power over the states 

which they had come to rule. Dissent was outlawed. For communist parties operating 

in the capitalist world, the `road to socialism' could vary from acceptance of the 

parliamentary route to office in coalition with other political parties and interests, 

through to the use of terror. The parties reserved the right to chose according to 

circumstances. Communist propaganda could therefore flourish in the open societies 

of western Europe, but penetration of western values into the societies of the party-

states was severely restricted in the name of the right of states to non-intervention in 

their internal affairs. The single common denominator between the competing western 

and communist systems was therefore state sovereignty. East-West relations were 

restricted to balancing competition between the two systems, with the delineation of 

restricted areas of cooperation. 
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The language and symbols of Western European integration failed to sink popular 

roots. This had become evident as early as 1952-54, when General de Gaulle, in 

alliance with the French communists and with the discreet support of Great Britain, 

scotched plans for the EDC. The failure of the EDC was interpreted by the 

pragmatists, surrounding Jean Monnet - the instigator of both the ECSC and the EEC - 

as counselling more supple methods in pursuit of the desired objective of eventual 

European union. Hence the accommodations to national susceptibilities included in 

the Rome Treaty. These delimited majority voting in the Council of Ministers to 

market liberalisation measures, without extending the Commission's powers into the 

fields of non-tariff barriers, taxation or money. Western European security matters, 

after the EDC saga, were left to NATO and to the United States. The Rome Treaty 

failed to mention monetary matters, as financial stability was provided by the dollar. 

Dismantlement of the EPU in 1958 was accompanied by an early move to trade 

liberalisation in the EEC.  

 

Germany was a major beneficiary of this complex European settlement. Of the total 

Marshall Plan aid disbursed between 1948-1952 - which amounted to 12.9 billion 

dollars - 4.4 billion dollars went to the Federal Republic (Francois-Poncet, 1970, pp. 

97-100). The 1948 currency reform, and the realignment of European currencies in 

1949, undervalued the DM. Foreign demand for German goods helped put to work the 

massive German industrial machine built up during the war. European governments 

were determined to facilitate private investment, with the example of the U.S. 

consumer's cornucopia in mind. As the German boom gathered pace, the economy 

became the locomotive for trade expansion in Western Europe. No tariffs were erected 

between the two Germanies, in compliance with the one Germany policy. Growth 

rates in the 1950s averaged 8% volume growth. Government policy stimulated savings 

and investment, keeping private consumption low and export volume growth high. 

Labour costs were held down by the constant inflow of refugees through Berlin, and 

East Germany. Germany's percentage of world market shares rose from 6% in 1950 to 



15% in 1960, whereas Britain's at 20% in 1950 fell to 14% (Scammel, 1983, p. 64). 

Britain's trade pattern minimised the benefits from the European boom, while the 12% 

gnp devoted to defense during the Korean war diverted resources from the expanding 

consumer goods markets. France's promotion of ECSC and the Rome Treaty would 

make the Federal Republic, not Britain, its principle partner in Europe.  

 

5. Polycentrism in the blocs. 

 

There were two dimensions to the gradual weakening of the two blocs, as they had 

been constituted in the 1950s. The one was the expansion of world business, along 

with a gradual undermining of the post-war policy mix in the Atlantic alliance that had 

yielded almost unbroken expansion for over twenty years. The other related to the 

disruptive effect of nuclear weapons diplomacy, and the complementary policies of 

France and China towards the United States and the Soviet Union. 

  

When U.S. diplomacy resumed the drive for a liberal world economy in the late 

1950s, it did not share Britain's fear of the EEC as a continental bloc, splitting the 

OEEC countries. Little concern was shown in Washington over Paris's decision in 

November 1958 to break off negotiations between eleven OEEC members with the 

Six over the creation of a European free trade zone; also, there was lukewarm support 

for Britain's promotion of the European Free Trade Area(EFTA), composed of the 

Scandinavian countries, Finland, Austria, Switzerland and Portugal. EFTA established 

a light secretariat at Geneva, with the task of promoting tariff reductions on 

manufacturing goods. The small, export-dependent states of the EEC joined with the 

manufacturing interests of Germany to back the U.S. and U.K. initiatives to develop 

the multilateral trading system in the framework of GATT. In 1961, the OEEC 

membership was expanded to include the United States, Canada, Australia and New 

Zealand; Japan and Spain joined subsequently. The OEEC became the Organisation 

for Economic Cooperation and Development (OECD), indicating the dual trend of 
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Western economies to promote national economic growth simultaneously with global 

market integration among industrialised countries.  

 

Into the early 1960s, international conditions for expansion had never been so 

favourable. The continued reduction of tariffs transformed Western Europe into an 

open and maritime economy. The port at Rotterdam became the hub of tanker traffic 

for imported oil as a main energy source. Primary energy imports to Europe in the 

1960s rose by a multiple of four, displacing indigenous coal resources. Consumer 

prices were kept low, through the oligopolistic structure of the oil market, dominated 

by the seven major Anglo, Dutch and U.S.companies, with extensive downstream 

facilities in Europe. Changes in U.S. tax incentives had encouraged the companies to 

increase their liftings from the oil-rich region of the Gulf and the Middle East. A 

number of consequences flowed from these events. Cheap oil stoked world growth. 

The conversion to oil extended the dollar's primacy, as the key commodity currency. 

Europe became dependent on political conditions in the main supplier countries. In 

1960, oil-producing countries in the Middle East, Africa and Latin America, created 

the Organisation of Petroleum Exporting Countries (OPEC) with the aim of 

dismantling the concession regime so as to gain control over production and pricing 

policies (Maull, 1984; Chevalier, 1973).  

 

With high growth and accelerated interdependence came a weakening in the 

consensus on Western economic policy (Boltho, 1982), that had informed Atlantic 

relations since the late 1940s. In parallel, Britain, Eire, Denmark and Norway lodged 

their candidacy for EEC membership (Camps, 1964). All were variously effected by 

French determination to take the lead in a continental peasant coalition to establish a 

protectionist EEC agricultural policy, that threatened to exclude U.S. farm exports 

from the lucrative West German markets. The full scope of U.S. policy to promote an 

outward-looking EEC was spelt out by President Kennedy in his July 1962 speech at 

Philadelphia, calling for an Atlantic partnership between the United States and a 



uniting Europe, hinging on an EC that included Britain. The President also won 

Congressional support for a Trade Expansion Act, granting the executive extensive 

powers to negotiate down world tariffs, notably those of the EEC. 

 

The first leg of the post-1947 policy mix to be challenged was adherence to cautious 

fiscal and monetary counter-cyclical policy. The major change in conditions was 

provided by the shift from the dollar scarcity of the immediate postwar years, to the 

dollar overhang as the United States moved to overall deficit on balance of payments. 

In parallel, the Federal Republic's permanent trade surpluses in Europe could no 

longer be offset through the mechanisms of EPU. One way of reducing the trans-

Atlantic and intra-European trade deficits was to stimulate demand in surplus 

countries. The OECD proved an appropriate forum for disseminating the gospel of 

deficit spending. Governments proved attentive, as evidenced by Bonn's adoption of a 

Stability and Growth Law in 1967, empowering the government to plan for 

expansionist growth beyond the one year fiscal cycle written into the Federal 

Republic's constitution, the Basic Law. Electoral shifts across Europe brought centre-

left parties to power. Cautious fiscal and monetary policies were gradually abandoned 

in favour of more ambitious plans to stimulate growth. Budgets slipped into 

permanent deficit. Inflation rates ratcheted upwards. These strains on national markets 

were then translated into tensions on the exchange rates. 

 

The second leg of the post-1947 policy formula was the promotion in national 

economies of competitive labour, capital, and product markets. These,too, were 

gradually called into question. High rates of employment shifted the balance of power 

in labour markets away from management towards trade unions. Income policies 

proved weak instruments in the face of full employment and rising expectations. 

Wages began to rise faster than productivity, and governments, towards the end of the 

decade, conceded wage indexation, more income maintenance, and changes in 

redundancy laws. With corporate profits falling as tariffs declined, European states 
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began to elaborate mutually competitive industrial policies, with a view to promoting 

`national champions', notably in high technology sectors. National procurement was 

deployed as a means to defray research and development costs, and to keep national 

corporations in business. Funding for national governments and corporations was 

typically shifted away from budgets, to captive national capital markets. Meanwhile, 

the expansion of the Eurodollar markets provided abundant sources of funds for 

multinational corporations, which governments scrambled to attract through tax 

holidays or interest rate subsidies. 

 

The third leg was the promotion of open markets, and the maintenance of stable 

exchange rates. De Gaulle used U.S. demands for trade liberalisation to push through 

French policy to establish a Common Agricultural Policy (CAP) (Willis, 1965, pp. 

312-65). Paris agreed that the Commission represent the EEC in the Kennedy Round 

of trade talks, under the auspices of GATT. Negotiations lasted from 1963 to May 

1967, and confirmed the EEC as a major trade power, capable of negotiating on equal 

footing with the United States. The results were recorded in an agreement for 

extensive cuts in industrial tariffs over five years, prompting a leap in the growth rates 

of world trade. Within the EEC, France forcefully used its veto right to trade an 

opening of markets for manufactured goods in exchange for German implementation 

of the CAP. This entailed the establishment of common farm product prices, EEC 

preference for local producers, a common budget, and provisions for export subsidies 

on third markets. But de Gaulle rejected the Commission's proposals to link the EEC's 

own revenues to an increase in the powers of the European Parliament. Nonetheless, 

the key cereal price was established below costs of production in Germany, but 

considerably above French levels. The result in the longer term was to have output 

grow faster than consumption, moving the EC towards self-sufficiency by the end of 

the 1970s. Meanwhile, the institutions of the ECSC, the Rome Treaty and Euratom 

were fused in 1965, thus creating a single Commission, Council, Parliament and Court 

of Justice for the European Communities. The EC, strengthened through the extension 



of its commercial powers, negotiated trade preferences with the former African 

colonies, and with Mediterranean non-member countries to ensure that their products 

had continued access to EC food markets. 

 

France's dual vetoes on Britain's entry in 1963 and 1967 were informed in part by the 

strains in the Atlantic alliance over balance of payments deficits. The continental 

European states, in comfortable surplus, urged Britain and the United States to reduce 

domestic consumption, while the latter sought to reduce EC trade discrimination 

against their exports. As neither side was ready to concede, dollars and pound sterling 

accumulated in central bank reserves and irrigated the nascent offshore dollar markets 

in London. In February 1965, de Gaulle attacked the whole monetary system as highly 

inflationary, and called for a return to payments discipline on agreed rules (de 

Carmoy, 1967, pp. 469-71; Kolodziej, 1974, pp. 176-221). The Anglo-American 

response was to push for an increase in world liquidity through the creation of special 

drawing rights for central banks on the IMF. But the Anglo-American deficits 

continued, with consumption in the United States fuelled by budget deficits, 

compounded by expenditures on the Vietnam war. The war's unpopularity was guaged 

by President Johnson's refusal to ask Congress to finance the war through taxation. 

Attempts by the U.S. Federal Reserve to manage the economy through manipulation 

of interest rates only served to accentuate flows in and out of national monetary 

systems. Meanwhile, France began converting its dollar holdings into gold, while the 

Federal Republic desisted after U.S. warnings against following the French example. 

With its gold stock shrinking further, the United States in March 1968 arranged with 

its major European partners - in France's absence - to signal the de facto non-

convertibility of dollars into gold. The series of currency realignments between the 

pound sterling, the franc and the DM in the years 1967 to 1969 augured a move away 

from the stable parities of the past.  
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Britain allowed the formation of the EC and CAP to undermine its Commonwealth 

and sterling system. Both main political parties supported the policy of extensive 

overseas military commitments, trade liberalisation, active promotion of capital 

exports, a reserve currency status for sterling and the restoration of London as an 

international financial centre. Such priorities, linked to the desire to maintain the 

wartime consensus on welfare and full employment, placed too many strains on the 

economy. The authorities alternated between periodic doses of deflation and reflation, 

until they abandoned attempts to defend sterling's parity with the dollar and the role of 

sterling as a major reserve currency. Fear of a continental trading bloc being created at 

its expense drove it to negotiate on terms that de Gaulle insisted should involve the 

sacrifice of the Commonwealth agricultural system. Devaluation in 1967 of the pound 

sterling, which had held its parity with the dollar since 1949, was followed by the 

completion by 1969 of Britain's withdrawal East of Suez, begun in the 1950s.  

  

French and British nuclear diplomacy were strongly conditioned by relations between 

the Soviet Union, the United States, and China. A central problem in the Soviet 

Union's policy towards the Western powers was whether to opt for bloc consolidation 

at the cost of an improved climate in relations with the West, or for détente with the 

West at the cost of control over the client states, and of relations with China. As the 

Moscow leadership came to live with two Germanies embedded in their own political 

systems, a new policy had to be defined that reconciled the two dimensions inherent to 

the foreign policy of the Soviet Union as a party-state. The unifying aim was the 

encouragement of centrifugal forces in the Atlantic alliance, with the party and state 

assuming two distinct, and in the long-run contradictory, lines of policy. The state 

policy was to secure the Soviet Union's equality with the western powers in world 

politics, while its contribution to promoting disintegrative tendencies in the Atlantic 

alliance would be conducted through the instrument of nuclear diplomacy. Party 

policy was to promote ideas of peaceful coexistence and national liberation around the 

world, while maintaining the Soviet Union's claim to leadership in the international 



communist movement. That meant support for a more polycentric communist 

movement in western Europe, but continued close control over the party-states in 

central-eastern Europe. 

 

Khrushchev's reformulations of party doctrine in February 1956, at the XX Congress 

of the Communist Party of the Soviet Union(CPSU), proved a landmark in the history 

of the international communist movement. His proposal for a policy of peaceful 

coexistence with the capitalist world ditched Stalin's precepts on the inevitability of 

war between the two systems. The explosion of a hydrogen bomb in August 1953 had 

ended any immediate concern of Germany as a military force. The Paris treaties of 

1955 indicated that the western powers, too, could be relied on to oppose the German 

acquisition of a nuclear weapon. But in October 1957, the Soviet Union successfully 

launched the `Sputnik', a satellite whose launch vehicle reflected an intercontinental 

ballistic missile capability. The launching preceded by a few months a similar 

launching by the United States. With both great powers in a situation of reciprocal 

deterrence, doubts emerged in Washington about the policy of massive retaliation, in 

view of the vulnerability of U.S. territory. This raised the problem of U.S. readiness to 

engage nuclear forces in the forward defense of the Federal Republic, and posed the 

question of Bonn's co-decision in nuclear strategy. Bonn, along with other NATO 

capitals, welcomed U.S. tactical nuclear weapons on European soil in 1958.  

 

Khrushchev's response was to deliver in November 1958 an ultimatum contesting the 

Western allied position in Berlin. His aim was to reach a modus vivendi with the 

United States, based on recognition of the GDR and a guarantee by the powers that the 

Federal Republic would not acquire nuclear weapons. But Krushchev's vaunting of the 

Soviet Union's technological prowess prompted public readiness in the United States 

to support the huge space programmes of President Kennedy, elected to office in 

1960. Kennedy was also prepared to negotiate with the Soviet Union, though not at 

the Federal Republic's expense. Adenauer was not convinced. The NATO allies' 
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passivity in response to the erection of the Berlin Wall in August 1961 compounded 

Adenauer's distrust of Washington's motives. De Gaulle backed the Chancellor, but 

indicated that a German unity would have to be within the territory of the two existing 

states. This was the context in which France in October advanced the `project of a 

treaty establishing a (European) union of states'. The Fouchet Plan preserved the 

unanimity principle, and proposed the inclusion of foreign and security policy (Silj, 

1967). Decisions on nuclear policy were indivisible; there could be no sharing 

between Paris and Bonn. The plan met with vigorous opposition from the Dutch and 

Belgians, anxious to avoid a Franco-German condominium in Europe and supportive 

of Britain's entry to the EC. The talks on the Fouchet Plan ground to a halt in April 

1962.  

 

Divisions in the Atlantic alliance over nuclear strategy also proved fatal for Kennedy's 

proposal of an `Atlantic partnership'. In May 1962, Defense Secretary McNamara 

expounded the U.S. preference for a nuclear monopoly in the Atlantic alliance. The 

Europeans would provide the conventional forces, leaving the ultimate decisions on 

use of nuclear weapons in the hands of the United States. De Gaulle's response was 

that both great powers could destroy the other, so that `nobody knows today neither 

when, how, nor why one or the other of these great atomic powers would use its 

nuclear armament'. France would have to retain autonomous use of its nuclear 

weapons.  

 

Britain, though, was moving towards technological dependence on the United States. 

It had announced purchase of the U.S. Skybolt air-launched ballistic missiles in 

exchange for giving the United States the use of Holy Loch, Scotland, for Polaris 

missiles submarines. But in December 1962, McNamara dropped Skybolt in favour of 

sea-launched missiles. At Nassau, Bermuda, the U.S. President agreed to provide 

Britain with Polaris submarines assigned to NATO and targeted according to the plans 

of the organisation (American Foreign Policy Documents 1962, 1966, pp. 635-37). 



The Nassau agreements provided a central reason for de Gaulle's 14 January, 1963 

veto of Britain's EC candidacy. With Britain's membership, Europe would merge into 

a huge Atlantic alliance under U.S. dominion. On January 23, de Gaulle and Adenauer 

in Paris signed the Franco-German treaty, based on the same principles as the Fouchet 

Plan. But the Bundestag modified the protocol, with a view to confirming the Atlantic 

over the European dimension of German foreign policy, notably a commitment to 

promote trade liberalisation in the GATT (Camps, 1966). 

 

In October 1962, overwhelming U.S. conventional superiority in the Caribbean, and a 

giant lead in nuclear weaponry, had forced Khrushchev to step back from his attempt 

to have missiles installed in Cuba. The crisis in the Caribbean was a moment of truth, 

revealing the continued disparities between the United States and the Soviet Union. 

Khrushchev drew the lesson: the Berlin ultimatum was withdrawn. His failure 

prompted the signing in August 1963 of the Test Ban Treaty on nuclear weapons by 

the two great powers and Britain. The Soviet Union enhanced its military build-up in 

the conventional, naval and nuclear fields, while Khrushchev was removed from 

power in October 1964. Meanwhile, the U.S. proposal floated four years earlier to 

create a NATO multinational force composed of nuclear submarines had run into 

strong resistance (Kissinger, 1965). The idea was to have Germany participate in some 

form in the making of allied nuclear policy. But Denmark and Norway were opposed. 

The British Labour government, elected to office in October, was cool. The 

U.S.Congress was opposed to a proliferation of weapons. In December, President 

Johnson withdrew the proposal. A new formula had to be found to fit a non-nuclear 

Germany's security needs into the Atlantic alliance.  

 

The limits to autonomy within Moscow's sphere of influence had been revealed in 

1956 when Khruschev's denunciation of Stalin's crimes, coupled with a modest 

relaxation of police controls, raised expectations of further changes in Poland and 

Hungary. The brutal suppression in November of the Hungarian uprising  left no 
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doubt as to the determination of the Soviet leadership to maintain its sphere of 

influence if need be by force. Nor was Moscow prepared to tolerate challenges to its 

claim to leadership in the international communist movement. The ideological 

disputes between the two party-states had sharpened with Chinese attacks on the 

Soviet Union for seeking accommodation with the United States and reducing support 

for revolution in the Third World (Griffith, 1964). Moscow's relations with Beijing 

deteriorated into open rivalry in the course of 1963. Like France, China refused to 

adhere to the Test Ban accords and later the Non-Proliferation Treaty, patronised by 

the two great powers. China's first nuclear device was exploded in October 1964. And 

like France's challenge to the United States in western Europe, China sought to 

counter the Soviet Union's efforts to promote economic integration in COMECON by 

encouraging Rumania in declaring independence of Moscow. But the Soviet Union 

provided the bulk of military support for North Vietnam, in the war against the South 

and the United States.  

 

After the self-imposed isolation of the cultural revolution from 1966-68, China then 

became anxious about the Soviet military build-up along the disputed 7,000 kilometre 

border, and about Soviet diplomatic efforts to encircle China through closer relations 

with its neighbours in North Korea, North Vietnam and India. The Chinese leaders 

concern grew at the prospect of a U.S. retrenchment from the Asian mainland, 

following the U.S. set-back in the war in Vietnam, leaving the Soviet Union as the 

predominant military power. This convergence of Chinese and U.S. interests in the 

containment of the Soviet Union in Asia held the additional attraction for the United 

States of hobbling communist activities around the world, as national parties fractured 

along the lines of the Sino-Soviet conflict, or emulated China in contesting Moscow's 

claim to leadership in the communist movement. Khrushchev's demise - which 

marked a swing in favour of conservative forces in the CPSU - prompted the Italian 

communists to take the lead in Western Europe for greater autonomy from Moscow. 

The trend was accelerated in August 1968, when the Czechoslovak communists' 



attempts to introduce reforms were crushed by the Warsaw Pact's military action. The 

Soviet Union opted for the status quo in the party-states, at the price of relations with 

the Western European parties.  

 

Meanwhile, the Soviet Union was becoming entangled in the politics of the Middle 

East (Carrere d'Encausse, 1975). Arab nationalists had never accepted the creation of 

Israel, and the accompanying expulsion of the Arab Palestinians from their homeland. 

The wars of 1948 and 1956 had ended in Israeli victories, which in turn enflamed 

nationalist sentiments and opened opportunities for the Soviet Union to champion the 

Arab cause. Egypt benefited from Soviet military and economic aid, and in 1964 a 

Soviet fleet entered the Mediterranean. The aim was to have a say in the resolution of 

conflicts in a region which Moscow considered essential to its interests because of the 

adjacency of its borders. Support was provided to the Algerians against France, the 

Syrians against Israel and later Libya against the Anglo-American presence. But Israel 

triumphed again in the six days war of June 1967, during which it took control of the 

Sinai peninsula from Egypt, the Golan Heights from Syria, the West Bank from 

Jordan and the Gaza strip, which had been under Egyptian administration. Both 

territories were populated by Palestinians. France adopted a stance favourable to the 

Arab cause. The United Nations Security Council resolution 262 of November 1967 

called for Israeli withdrawal from the occupied territories, but in ambiguous terms. 

The result was to draw the Soviet Union deeper into the affairs of the whole region, 

and notably to radicalise the Palestinians, whose 1968 Charter called for Israel's 

`liquidation'. In turn, the U.S. concerns intensified for western access to oil supplies 

and Israel's security. But the policy of containment had been breached. 

 

The rifts in the Atlantic alliance over security and economic policy duplicated the 

fractures in the communist movement. U.S. and NATO policy moved towards a 

policy of flexible response, based on escalation. The fighting, in case deterrence 

failed, would escalate from a conventional battle to a tactical response and lastly to 
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strategic reprisals. France stuck to a strategy of massive retaliation, arguing that the 

limits on the size of its nuclear armoury enjoined an immediate riposte of `the weak to 

the strong', in the event of any major military action against the homeland. In March 

1966, de Gaulle announced the withdrawal of French forces in Germany from NATO 

command, and the closure of NATO facilities in France. France, however, remained in 

the alliance, and a bilateral cooperation agreement was concluded between the allied 

command and the French military authorities. French troops remained in Germany. In 

1967, NATO officially adopted the doctrine of flexible response. The future tasks of 

the alliance were spelt out in the Harmel report of that year, which argued that military 

security and détente policy towards the Soviet Union and the Warsaw Pact were not 

contradictory, but complementary. The process of great power détente was launched 

in 1968, when Moscow and Washington with 35 other states signed the Non-

Proliferation Treaty. The Soviet Union insisted that any move to intra-European 

détente had to be preceded by Bonn's signature to the NPT. For the Federal Republic, 

renunciation of access to nuclear weapons would have to be conditional, and 

accompanied by a permeability of frontiers to make division tolerable (Kaiser, 1968). 

 

By the late 1960s, both blocs had survived the centrifugal forces at work within them. 

The feuds over Europe's future shape between the protagonists of an Atlantic 

partnership, a federal Europe, or a Europe of the states had resulted in a delicate set of 

compromises. Europe of the late 1960s was a complex fabric of interdependent 

markets, and a mosaic of states cooperating together in a number of functional areas 

with their own institutions, overlapping competences and differing memberships. The 

Soviet Union's control over the satellite states remained precarious, resting on force. 

The communist parties of western Europe sought to distance themselves from 

Moscow's policies in eastern Europe, while making  common cause with Moscow in 

promoting a policy of peaceful coexistence from within the western European states. 

France's detachment from NATO left Germany a pivotal role in establishing the 

framework of European security, predicated on a recognition of the results of the 



world war. The United States, disillusioned with the turn of events in Western Europe, 

was moving towards acceptance of Europe's and Germany's division, while edging 

towards a deal with China to contain the Soviet Union in Asia. The boundaries 

between intra-European and extra-European affairs were permeable and changing, 

leaving the region vulnerable to the massive changes occurring in world politics and 

markets. 

 

 

The Transformation of the Postwar System 

 

The new configuration of world politics began to take shape around the end of the 

1960s. Richard Nixon was elected to the U.S.Presidency, and inaugurated an 

extensive reassessment of U.S. foreign policy towards the Soviet Union in Europe and 

around the world. The world was moved onto a dollar standard, with the United States 

world power operating as central banker. Leonid Brezhnev emerged as the Soviet 

Union's leader, and embarked on his dual policy of arms talks and competitive 

peaceful coexistence with the `capitalist' world. The contradictions in this policy 

eventually helped to undermine public support in the West for détente, but also for 

NATO's Harmel doctrine. In Western Europe, the forces operating to weaken the 

Marshall Plan formula of cautious macroeconomic policy, competitive factor markets 

and international trade with stable exchange rates were strengthened by protectionist 

labour market measures, expansive budgetary and monetary policies, and the 

emergence of Japan as a major industrial and exporting force on world markets. The 

western stabilisation policies of 1979-82, mediated through the markets under sway of 

the Bundesbank's preferences, locked Europe into stagnation. A third attempt at 

relaunching the EC  since 1969 was undertaken at the Milan EC summit in June 1985.   

 

Atlantic relations, China and the Middle East. 
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The broad lines of U.S. foreign policy were defined by President Nixon and his 

adviser, Henry Kissinger. The key to the new team's redefinition of U.S. policy lay in 

Pacific Asia. The Nixon-Kissinger strategy of an opening to Beijing and détente with 

the Soviet Union was predicated on the idea that the two communist powers could be 

contained at lesser cost to the U.S. economy (Osgood, 1973). The decisive factor was 

to exploit the Sino-Soviet split. Peace for the countries of the maritime Pacific was 

now to be assured by U.S. retrenchment from military engagement on the Asian 

mainland, and by U.S.encouragement of foreign direct investment into the region. The 

Pacific became more than ever a dollar-based economy. 

 

The rhythm in relations between China, the Soviet Union and the United States set the 

pace for détente in central Europe. Moscow, fearful of encirclement by an alliance 

under U.S. leadership, responded favourably to Bonn's overtures for a peace 

settlement, while expanding its own network of allies in Asia to encircle China. 

Nixon's visit to Beijing in February 1972, followed by China's move to improve 

relations with Japan and all Western European states, came in counterpoint to the 

signing in May 1972 of the Strategic Arms Limitation Talks (SALT) by Nixon and 

Brezhnev. In January 1973, the Paris accords ended the war between North Vietnam 

and the United States, thus consecrating the continued division of Vietnam. In June 

1973, the two powers signed the Agreement on the Prevention of Nuclear War, 

implying joint action against third parties whose policies might jeopardise nuclear 

peace. Talks on mutual balanced force reduction talks opened in Vienna, and 

preliminary discussions were opened in Finland on the Soviet Union's cherished aim 

to hold a pan-European security conference. But confidence in the United States in the 

policy of détente was already dented when in April 1975 North Vietnam conquered 

the South. By 1978, the Soviet Union had established a bridgehead in Afghanistan, 

and in early 1979 Vietnam formally entered the Soviet Union's socialist camp. China 

meanwhile had moved closer to Tokyo and Washington, leading the call for a world-

wide alliance against the `social imperialists' in Moscow. 



 

From the late 1970s on, the public mood in the United States swung away from 

détente to a renewed emphasis on containment of the Soviet Union, and of U.S. 

leadership in the Western alliance. One reason was the concern about the relentless 

growth of Soviet military forces, which had proceeded apace throughout the decade. 

The SALT I agreements of May 1972 had left open competition in ballistic missile 

systems. Both sides armed apace. By 1979, a majority could not be found in the U.S. 

Senate to ratify the SALT II treaty. The Soviet Union's invasion of Afghanistan in 

December thus accelerated the third major surge in U.S. military spending in the 

postwar period. The conservative swing was fuelled by the evidence of Soviet support 

for Third World revolutions stretching from Indochina, through the Persian Gulf to 

Africa and Central America. `The Kremlin leaders do not want war, they want the 

world' (Nitze, 1980, pp. 82-101).  

 

As Washington-Moscow relations reached their nadir in the early 1980s, China moved 

backed to a policy of equidistance. It opposed the Reagan administration on the matter 

of arms sales to Taiwan, and in 1984 achieved negotiations with Britain on the return 

of Hong Kong to Chinese sovereignty by 1997. Talks were resumed with the Soviet 

Union on frontiers. With the revival of the containment spirit in the United States, 

China could turn to its true priority of internal development, cut the military budget, 

and introduce market mechanisms. By 1985, China was setting the pace for reform in 

centrally-planned economies.   

 

Another initial element of the Nixon-Kissinger policy was `benign neglect' towards 

the Gulf and the Middle East. Although the Arab states might look to the Soviet 

Union for arms against Israel, local communist parties were regularly persecuted; 

moreover, in July 1972 Egypt evicted its Soviet military advisers. In OPEC, Libya and 

Iran pushed for higher oil prices in negotiations with the oil companies in September 

to April 1970-1971. The price rises were intended to last for five years. Western 
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Europe and Japan, rather than the United States with its low dependence on oil from 

the region, would be effected (de Carmoy, 1971). Indeed, the Nixon administration 

took steps to develop domestic sources of energy, and to reduce dependence on 

imported oil. The economy had been primed for growth, with federal budget and trade 

deficits on the rise. Nixon was not prepared to stabilise the U.S. economy, and on 

August 15,1971, he announced the end of the dollar's convertibility to gold. A number 

of consequences flowed from this momentous decision. The relative value of the 

dollar to other currencies would be set over the coming years in the light of U.S. 

domestic macroeconomic policy, and the price of oil that OPEC could sustain on the 

world markets. A temporary surcharge on imports to the United States was imposed, 

with a view to extracting trade concessions from Japan and the EC. In December the 

dollar was devalued to a new rate against the yen and the DM; but the dollar's 

convertibility was not reinstalled. 

 

The October 1973 war revealed Europe's reduced place in world affairs. Oil producing 

countries that winter raised prices by a factor of 3.5 in dollar terms. The second price 

surge occurred in 1979 in the aftermath of the Iranian revolution. On both occasions, 

one motive was to ensure the purchasing power of their dollar resources. The dollar's 

hegemony on world markets had been secured by a number of key decisions in the 

course of 1974. The raising in January 1974 of all restrictions on foreign loans by U.S. 

banks opened the way to the recycling of funds through the Eurodollar markets to oil 

importing countries in balance of payments difficulties. In September, the Federal 

Reserve Board initiated an expansion of the U.S. money supply. The banks' sovereign 

lending to Latin America and the party-states in eastern Europe grew by leaps and 

bounds. The United States also concluded agreements with Iran and Saudi Arabia on 

weapons sales and on the placement of their dollar surpluses in U.S. Treasury bonds.  

 

The subsequent five year boom in the United States was sustained on a diet of fiscal 

deficits, easy money and cheap energy. The dollar depreciated on the foreign exchange 



markets. But after the second surge in oil prices, the Federal Reserve Board tightened 

monetary controls in October 1979, stabilising the world economy (Calleo, 1982). The 

resulting high world interest rates led to a rapid decline in the OPEC dollar surplus, as 

world oil demand fell away. Debtors were figuratively strangled by the high interest 

rates. 

 

During the October 1973 war, most European countries and Japan leaned towards the 

Arab countries, and sought to restrict U.S. overflight and landing rights for the supply 

of Israel. At Copenhagen in December, the EC heads of state and government adopted 

a statement of intent `to speak with one voice'. But these remained words. As the 

predominant power in the Mediterranean, the Middle East and the Gulf, the United 

States played a double role, sharing common interests with European partners in the 

Atlantic alliance, but pursuing its own interests as a world power. The United States 

excluded the Europeans from participating in the search for a peace solution in the 

Middle East, where their interests were directly involved. National responses in 

Europe varied from energy savings measures to bilateral trade deals, including 

armaments, with the oil producers. Alternative sources of supply were developed 

around the North Sea, through major investments in nuclear fuels, and by 

diversification of oil imports from the region, which nonetheless in the mid-1980s 

held over one half and one quarter of oil and natural gas reserves respectively . 

 

The war also underlined that events in the region would prove to be a constant source 

of divisiness in the Atlantic alliance. After Egypt in 1975 had turned to the United 

States to reach a settlement on Israel and the occupied territories, the EC member 

states favoured an agreement affirming the rights of all parties - including the 

Palestinians - to be guaranteed by the great powers. The position was reaffirmed at the 

1980 EC European Council meeting at Venice. The United States and the Soviet 

Union moved in that direction in the course of 1977, but in October President Carter 

changed tack and took advantage of the Egyptian President Sadat's visit to Jerusalem 
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in November to initiate the Camp David trilateral talks between Washington, Tel-

Aviv and Cairo. The March 1979 Washington Treaty between Israel and Egypt, co-

signed by the United States, provided for the return of the Sinai peninsula to Egypt. 

But the provisions concerning the Palestinian people in the West Bank and Gaza were 

not implemented. The whole region was figuratively set alight, by a sequence of 

events: the new revolutionary power in Iran promptly pledged support to the 

Palestinians, Moslem activists assassinated Sadat, and the Soviet Union supplied arms 

to the Arab opponents of the Washington Treaty. 

 

The December 1979 Soviet invasion of Afghanistan tolled the knell of great power 

détente in Europe. Many in the United States assumed that the Soviet Union was 

making a bid for hegemony in the Gulf. Forces were duly deployed to guard against 

the eventuality, and the U.S. alliance with Saudi Arabia was complemented by the 

creation of a Gulf Cooperation Council. But the labyrinthine politics of the region 

could not be boxed into a simple cold-war scheme, rooted in postwar European 

conditions. Moscow feared the spread of religious revivalism among its Moslem 

population; Washington shared Saudi Arabia's concern at the Iranian leader, Ayatollah 

Khomeini's intent to rid the region of foreign powers. In September, Iraq declared war 

on Iran, funded on dollars from the Gulf states to buy arms from the Soviet Union and 

France. Israel supplied Iran, and invaded Lebanon in June 1982 to destroy the PLO 

and keep Syria at a distance. In September, the United States created a multinational 

peace force for Lebanon, to which British and French forces were detached. But the 

force had no clear mandate, and was withdrawn in February 1984, after the U.S. 

marines had suffered severe losses at the hands of suicide volunteers driving lorries 

laden with explosives. The episode raised the question whether it was riskier to be 

absent from the regions, like the Europeans, or to intervene, like the United States. 

Moscow and Washington reached tacit agreement to downplay the region's salience in 

their own relations. Europe, though, became the target of a wave of terror actions, 

launched by Syria, Libya, or Iran. 



 

Dilemmas and contradictions in peaceful coexistence. 

 

In 1969, Leonid Brezhnev emerged as the Soviet Union's leader. The contradictions 

inherent in the search for recognition of status as a great power while acting 

rhetorically as a revolutionary force in world affairs derived from Marxist-Leninist 

dogma. As a party, the Soviet Union legitimated its own absolute hold on power on 

the grounds of fundamental hostility between socialism and capitalism. As a state, the 

Soviet Union claimed the rights and obligations in equality with the United States to 

shape the world order emerging from the victory of 1945. The two goals proved to be 

incompatible. On the one hand, by proclaiming itself a revolutionary party aiming to 

transform the world order, the Soviet Union jeopardised its credibility as a partner for 

other states. On the other, when acting as a great power aiming to uphold the status 

quo, it risked its reputation as a leader of world revolution. The Soviet leadership's 

attempt to combine the two strands of policy helped to bring on the `second cold war' 

(Halliday, 1983), and led the Kremlin to fear in the early 1980s that the world was on 

the brink of a nuclear catastrophe. 

 

A central objective of the Soviet Union was to win western recognition of postwar 

Europe's territorial status quo (Mayall and Navari, 1980). The Western failure to react 

to the Warsaw Pact's invasion of Czechoslovakia in August 1968, and the readiness of 

Chancellor Brandt's new government of 1969 to sign the NPT seemed to confirm the 

West's readiness to accept Germany's and Europe's division. The Soviet Union also 

sought recognition of the new borders established after 1945, including the Oder-

Neisse line separating Poland from the GDR. Arms talks with the United States were 

opened that year, with the Soviet Union ratifying United States leadership in the Four 

Power Agreement on Berlin in September 1971. The wartime allies kept their 

responsibilities for the former German capital, thereby recognising continued 

limitations on the Federal Republic's sovereignty. The high point of Soviet-U.S. 
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détente came in May 1972, with the signing of the SALT accords in Moscow. A joint 

statement was also issued on the Basic Principles of Relations between the United 

States and the Soviet Union that referred to the concept of equal security.  

 

NATO's Harmel doctrine, whereby defense and détente were complementary, also 

took firm political shape with the development of the Federal Republic's relations with 

the Soviet Union and its eastern neighbours. Ostpolitik was designed to alleviate 

political tensions between the two German states, and also between the Federal 

Republic and the Soviet Union (Griffith, 1978; Haftendorn, 1983). But there were two 

conditions: Bonn's opening to the party-states was predicated on continued German 

dependence on the U.S. alliance, and Bonn was determined to keep its long-term 

commitment to unity. The NPT was ratified in 1968 with a vote by the Bundestag 

preserving the possibility of European unification. Treaties between the FRG and 

Poland, signed in 1970, were ratified in 1972 after the four powers responsible for the 

status of Berlin (the United States, Britain, France and the Soviet Union) had signed in 

1971 an agreement according to which the Soviet Union guaranteed free access to 

West Berlin and recognised the special links between that city and the Federal 

Republic. The Basic Treaty between the two German states was signed in November 

1972, leading to their admission to the United Nations Organisation. Germany's 

division was confirmed de facto; de jure, the Atlantic alliance and the Federal 

Republic remained bound to the goal of German unification. 

 

The Four Power Berlin accord also implied the Soviet Union's acquiescence in the 

United States continued presence in Europe. This opened the way to U.S. agreement 

to the Soviet Union's proposal for a European Conference on Security and 

Cooperation. The Soviet Union responded by agreeing to U.S. proposals for force 

reduction talks. Both sets of talks opened in 1973 in Helsinki and Vienna. In June 

1974, the Atlantic alliance conference at Ottowa formally recognised the deterrent 

value of the French and British nuclear strike forces. The Helsinki Final Act, signed 



by thirty-five states in 1975 - including the United States and Canada - ratified the 

settlement, giving solemn confirmation to the agreements. The Federal Republic 

became the centre of gravity of East-West relations in Europe. Ostpolitik came to be 

accepted by all political parties, and as the kernel of German foreign policy. As 

Chancellor Schmidt stated: `For us in West Germany, the German question remains 

open: we are called to achieve the reunification of Germany. But the German question 

cannot and must not have priority over peace. This is a contribution of the Federal 

Republic of Germany to stability in Europe' (Schmidt, 1978, pp. 9-17). 

 

According to the Soviet Union,the road to recognition as a great power also ran 

through the development of a military capability comparable to that of the United 

States. The military build-up pursued since the set-back over the Cuban missile crisis 

brought rough parity by the end of the 1960s. Détente between the powers wilted 

rapidly as competition continued around the world and in armaments. Higher ceilings 

on the number and weight of missiles were agreed on in 1974 to set the guide-lines for 

SALT II. Moscow then began to deploy the intermediate-range missiles,SS-20s, and 

the Backfire bombers with ranges covering the whole of Europe and the 

Mediterranean. Warsaw Pact conventional forces, benefiting by numerical superiority 

in tanks and standardisation in equipment, tactics and organisation, were consistently 

strengthened. The Soviet navy, too, was expanded with a view to countering Western 

sea-borne nuclear forces and to securing the local exits to Soviet fleets in the 

Norwegian Sea, the Baltic Sea and the Turkish Straits. Military airtransport facilities 

were deployed to effect during the October 1973 war, and again in 1975 in Africa for 

the convoy of Cuban troops to Angola. 

 

Brezhnev announced his Peace Programme at the XXIV CPSU conference in March 

1971 (Holloway, 1978, pp. 49-76). Favourable conditions for socialism were to be 

fostered through promoting a peace campaign in favour of nuclear disarmament and of 

international trade. A central feature in the move to greater European security was 



59 

France's policy of détente and cooperation with the Soviet Union. But the promotion 

of peace also meant support for alliances between communists and socialists in 

Europe to advance the interests of the socialist camp. `Detente', Brezhnev stated at the 

XXV CPSU Congress in February 1976, `does not in the slightest abolish nor can it 

alter the law of the class struggle...We see détente as the way to create more 

favourable conditions for peaceful socialist and communist construction'.  

 

The contradictions between seeking to maintain leadership in the international 

communist movement, while allowing each national party to take its own `road to 

socialism' became increasingly apparent over the decade (Filo della Torre et al, 1979). 

The communist parties had to elaborate policy within the context of national politics, 

while the states' diplomatic autonomy to maintain the balance between defense and 

détente remained unimpaired. In France, the communists entered a joint Programme 

of Government in June 1972 with the socialists, calling for an abolition of the French 

nuclear force. But the Soviet Union favoured the conservative parties' candidate, 

Giscard d'Estaing in the April 1974 presidential elections. A radical programme for 

change in a key state such as France may have initiated a violent reaction, such as had 

occurred in September 1973 in Chile with General Pinochet's bloody intervention 

against President Allende's united front government. Fear of a right wing coup also 

induced the Italian communist leader, Berlinguer to propose in autumn 1973 an 

`historic compromise' on the governance of Italy with the Christian Democrats. A 

compromise had to be reached between the two main parties, representing the 

Catholic and secular traditions in Italian political culture. Subsequently, the collapse 

of the dictatorship in Portugal prompted the Portuguese communists in 1974-75, and 

with substantial East German aid, to attempt to establish a party dictatorship in 

Lisbon. The Italian, Spanish and French parties distanced themselves from the 

Portuguese, and at the East Berlin conference of European communist parties in June 

1976, they convinced the Soviets to recognise the principle of autonomy of national 

parties, subject to solidarity with the Soviet Union in international politics. The Italian 



communists declared their accord for Italy's membership in NATO, and the French 

communists in 1977 veered round to support for the French nuclear strike force.    

 

Solidarity with the Soviet Union for Western European communist parties by 1977 

was restricted to the anti-imperialist struggle in the Third World, and hostility to 

NATO's nuclear weapons plans. As the Spanish communist leader, Carrillo, pointed 

out in his book, Eurocommunism and the State, there were serious deficiencies in the 

Soviet Union's political system. The Soviet model was not transferable to the 

advanced industrial societies of Western Europe (Carillo, 1977). The signal for the 

launching of the European peace movement was given by President Carter's statement 

to Congress that he would invite the European governments to decide if they wanted 

deployment of a neutron, or enforced radiation bomb, highly effective as an anti-tank 

weapon. In March 1978, Carter decided against production on the grounds that 

Western Europe's political leaders were opposed (Carter, 1982, pp. 225-27). 

Chancellor Schmidt then stated that the Federal Republic would accept the neutron 

bomb if other NATO countries agreed to station the weapons. One source of this 

sensitivity was the rapid development of the European peace movement since the 

previous August (Alting von Geusau, 1982, pp. 29-32). Western communist parties 

decided unanimously to support the campaign to `Halt the neutron bomb', hinging on 

the Dutch InterConfessional Council for Peace, with close ties to Europe's socialist 

parties.  

 

The Carter administration's readiness to exclude the SS-20s and Backfire bombers 

from the SALT negotiations, and the neutron bomb incident, seemed to indicate a U.S. 

trend to disengagement from Europe's defense. Simultaneously, the SS-20s provided 

the Soviet Union with a first-strike capability in Europe, without endangering U.S. 

territory. The ensuing debate in NATO led allied governments to recommend the 

deployment in Europe of U.S. weapons comparable to the new Soviet missiles. Bonn's 

conditions for accepting the installation of the Pershing II and Cruise missiles was that 
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they be land based and under sole U.S. command, that other non-nuclear allies should 

participate in the operation, and that the United States should negotiate with the Soviet 

Union on the limits to new weapons on the basis of adequate reciprocity. The 

December 1979 Atlantic Council thus reached a `double decision', involving the allies 

as well as negotiations between Washington and Moscow. A deadline was set for end 

1983, after which the missiles would be installed (Lellouche, 1980). France stood 

aside from the decision, and sought to maintain a dialogue with the Soviet Union. The 

British and Italian governments agreed to the eventual installation of the missiles on 

national territory. But the Dutch and Belgium governments were constrained by 

christian democrat and socialist opposition to express their reservations.  

 

With the collapse of détente, the peace wave swept across Europe (Lellouche, 1983; 

Volle, 1981/82, pp. 77-91; Johnstone, 1984). Both strategic and intermediary arms 

talks were in effect broken off. A number of themes emerged. One was that Western 

European states were determined to preserve détente, giving prior emphasis to the 

continuation of arms control talks over rearmament. European differences with the 

U.S. were thereby accentuated, as Washington seemed reluctant either to negotiate or 

to ratify SALT II. The pre-existing public support for the Harmel formula of defense 

and détente was undermined. In 1980, the Dutch Socialists campaigned for the 

denuclearisation of the Netherlands in the context of pan-European negotiations and in 

the NATO framework. The British-based European Nuclear Disarmament (END) 

proposed the creation of a nuclear-free zone in Europe, while the Labour party opted 

in 1982 for unilateral nuclear disarmament, closure of the U.S. bases and no 

installation of the missiles in Britain. The German Social Democrats by 1983 came 

round to rejecting the installation of missiles under the 1979 `dual' decision, though a 

majority was found in the Bundestag to vote in favour. But in May 1984, the party 

maintained its commitment to the Atlantic alliance, recommending the gradual 

replacement of nuclear deterrence by a defensive conventional strategy. Across 



Europe, government and opposition parties supported the renewal of discussions with 

the Soviet Union. 

 

Another theme of the peace movement was that both great powers were to blame for 

the breakdown in relations. The world crisis of 1980 was the first postwar example 

where conflict between Moscow and Washington did not lead to their affirming 

control over their allies. Rather,the argument ran, Europeans on either side of the 

divide rallied verbally to their leaders, but distanced themselves in deed (Bender, 

1981). Their main concern was to keep the crisis from their continent, and to preserve 

détente. Unlike former cold war crises, the early 1980s saw a modest improvement in 

relations between the two Germanies, both exposed to the danger of becoming a 

`globally German' battlefield. The temporary crushing of the Solidarity trade union 

movement in Poland in December 1981 underlined that Europe's division was coming 

to an end. The party-states, mouthing an empty ideology and dependent on western 

trade, were mere dictatorships, fearful of domestic dissent. Their predicament was to 

look to Europe to preserve the peace, but to trust on the Soviet Union to maintain their 

position.  

 

Yet there was one area where the difference between President Reagan and the 

European peace movement was one of emphasis, rather than of substance. American 

opinion, too, had been long opposed to exposing U.S. territory to nuclear devastation. 

The 1960s McNamara strategy for NATO of flexible response depended on the threat 

to use tactical weapons immediately, but Washington proved evasive on the matter 

(Bundy, Kennan, McNamara et al. 1982, pp. 754-66; Kaiser, Leber, Mertes et al, 

1982, pp. 753-1170). Indeed, the Reagan administration offered to resume arms talks 

in November 1981 with the Soviet Union on the basis of a `double zero' - a 

dismantlement of intermediary nuclear weapons on both sides in Europe. The 

Strategic Defense Initiative, launched by President Reagan in March 1983, was 

intended to isolate U.S. territory from any possible nuclear attack. Reagan later 
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offered to share the technology so that both sides would not be tempted to strike first. 

The aim, Reagan declared, was to `liberate the world from nuclear war'. The offer was 

picked up by Gorbachev with the accord in 1985 for negotiations to cover strategic 

arms, intermediate missiles and space. 

 

There was also a difference in emphasis between the Reagan administration and the 

Europeans on policy towards the party-states. The German reaction to the December 

1981 coup d'état in Poland betrayed a sense of relief that inter-German détente had not 

been placed in jeopardy. Washington saw the event as one more example of the Soviet 

Union's readiness to crush the liberties of the captive nations in eastern Europe. The 

contradictions came to the fore in June 1982, when the European governments refused 

to comply with Reagan's decision to bloc the sale of technology for the gas pipeline 

under construction, and linking Siberia to Europe. The matter was quietly shelved. 

More importantly, the Reagan administration's thesis on the basic incompatibility of 

the Soviet Union's domestic political system with western values came to be shared 

overtly by the Italian communist party. The party-states represented a menace to 

peace, and the Warsaw pact was an ideological-military bloc, `governed by the logic 

of power politics'. A similar conclusion was reached by the members of the European 

peace movement, as they reflected on nuclear deterrence. Eastern European political 

liberties came to be seen as essential to the consolidation of a pan-European détente, 

ensured by other means than peace through nuclear terror (Thomson and Smith, 1980, 

pp. 58-59).  

 

The Polish crisis of 1980-81 destroyed any vestige of legitimacy possessed by the 

party-state, and further deepened the rifts among European communist parties 

(Ascherson, 1982,; Griffith, 1989). Debates on the `contradictions' of socialism began 

in the Soviet Union prior to the death of Brezhnev, and continued under the short 

reign of his successor, Andropov. The Polish case had indicated that the party of 

workers was divorced from the daily concerns of people. The KGB's industrial spying 



illustrated the Soviet Union's growing backwardness in applying and developing the 

products and processes associated with the new industrial revolution sweeping the 

world economy (Goldman, 1987).  

 

The installation of Cruise and Pershing missiles in western Europe from late 1983 on 

pointed to the failure of the Soviet Union's previous policies. Indeed, the East German 

party leader, Honecker, announced in 1984 his intention to continue inner-German 

détente, despite the neo-Stalinist freeze in Moscow under the feeble leadership of 

Chernenko. This demonstration of autonomy by a state so dependent on the Soviet 

Union's military protection derived less from confidence bred by economic success, 

than from economic failure. East Germany received a DM 1 billion loan from the 

Federal Republic to sustain minimal living standards. Hungary, Bulgaria and 

Rumania, too, sought to preserve their ties with Germany. These frictions between the 

satellite states and Moscow ended in March 1985, when Gorbachev's arrival paved the 

way to a new, and generalised détente. 

 

The United States, too, was more than ever reluctant to maintain forces in Europe. The 

proponents of sea power held that the United States devoted too many resources for 

NATO. The alliance had adopted the United States' concept of Follow-on-Forces 

Attack (FOFA), whereby military targets deep in enemy territory could be attacked 

through high precision electronic equipment. The advantage, in U.S. eyes, was that the 

nuclear threshold would be held high. The disadvantage in European eyes was that it 

underlined the U.S. retreat from flexible response, and promised to be expensive. As 

the European public was averse to raising defense expenditures, the two options were 

to encourage the Soviet Union to talk disarmament, or to spread the costs of 

developing weapons systems through joint production and more open defense 

procurement policies. The Europeans already provided 90 per cent of the ground 

forces and 80 per cent of NATO's tanks and aircraft. France and Britain had both 

embarked on the modernisation of their nuclear arsenals, providing the Soviet Union 
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with the prospect of a formidable indigenous nuclear deterrent in Western Europe by 

the 1990s. In 1984, on French initiative, the WEU Treaty was amended to drop 

discriminatory clauses concerning the FRG. In April 1985, France launched a joint 

Europe-wide space research programme under the name of Eureka. 

 

Western competition in interdependent world markets. 

 

In Western Europe, the forces operating to weaken the postwar formula of cautious 

macroeconomic policy, competitive factor markets and international trade with stable 

exchange rates were strengthened by three new linkages between world politics and 

national conditions. One had direct effect on labour markets, through the changes 

wrought on political ideas and legislation. The second altered the exchange rate 

regime, and derived from the shifts in U.S. macroeconomic and trade policy. The third 

was the eruption of Japan as a major industrial and exporting force on world markets. 

The swing back to the old policy formula gathered pace from 1979 on. 

 

The first linkage, affecting labour markets, came in the mid-1960s with the 

development of the Soviet Union's policy of peaceful coexistence and the changes in 

the churches. The cause of peace was to be served by communist parties leaving their 

cold war ghettos, to form alliances with left socialists or christians on the basis of 

broad platforms for change from within the capitalist states. In parallel, Pope John 

XXIII launched the `aggiornamento' of the Catholic Church. The Vatican Council, 

ending in 1963, condoned political pluralism and the separation of church and state. 

Radical changes ensued. Catholics demanded an extension of worker rights in works 

councils and a greater social control over corporate investment decisions. A similar 

evolution occurred in the protestant churches. The churches also embarked on their 

distinct initiatives to overcome Europe's and Germany's division, or at least to mitigate 

some of the suffering caused. This was paralleled by the Federal Republic's move in 

1966 to establish closer bilateral relations with its eastern neighbours. Moscow's 



suspicions were aroused, and in August 1968 the Warsaw Pact invaded 

Czechoslovakia to crush the `Prague spring'. Brezhnev's reimposition of monopoly 

party control under Moscow's tutelage prompted the new Social Democrat-Liberal 

government in Bonn, elected in 1969, to achieve the same objectives through reaching 

agreements with Moscow, in effect recognising the post-war territorial status quo. The 

resulting easing of East-West relations provided a more amenable climate in West 

European countries for closer cooperation or heightened competition between socialist 

or communist parties and trade unions.  

 

The political constellations on the left of the national spectrums underwent extensive 

realignment. All Nordic social democratic parties had shifted leftwards in 1965-66 in 

response to left socialist or communist criticisms on their failure to move beyond 

political to economic democracy. The Danish, Norwegian, and Swedish parties 

subsequently adopted similar platforms, calling for a greater state role in credit 

allocation, worker codetermination in industrial and financial enterprises, and wage 

earner funds run by trade unions. In Italy, the divisions of the socialist parties between 

1966-69, and a series of strikes by semi-skilled workers in the northern industrial 

cities, brought the communists and christian democrats into competition as champions 

of worker rights. In 1971, the Statute of Workers extended worker rights to all 

industrial sectors, ensured employment for those in work, and launched the major 

public and private corporations on a decade of financial losses, funded through 

privileged access to capital markets. In France, a revived socialist party entered the 

June 1972 Common Programme with the communists, calling for extensive 

nationalisations and hitching the fragmented trade union movement to the electoral 

struggle. In Britain, the trade unions rejected income policies or legislation on curbing 

their power as proposed by both parties. Union membership expanded, along with 

militancy for higher wages. In 1973, a joint Labour party and trade union political 

programme was drawn up, proposing extensive dirigiste measures, involving 

nationalisations in the industrial as well as financial sectors. In Spain, Portugal and 
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Greece, the clandestine communist parties took the lead in opposition to the three 

dictatorships.   

 

The second linkage was relayed through foreign exchange markets. Nixon's financial 

diplomacy of late 1971 presented the Europeans with an option to maintain stable 

exchange rates or retain currency autonomy, and float separately against the dollar. 

Central banks agreed to maintain parities within narrow margins. In October 1972, at 

Paris, the EC leaders declared their common objective to complete a monetary union 

by 1980 (Tsoukalis, 1977; Kruse, 1980). The EC was to move in January 1974 from 

exchange rate alignment to coordinating budgetary policies. But dollars flowed into 

DM. Inflation rates rose, as the Bundesbank tried to stop the flood. The smaller 

countries around Germany endured similar experiences. Furthermore, the advances of 

left parties or the militancy of trade unions prompted governments in France, Italy and 

Britain to go for growth. Italy,then Britain, dropped out of the combined float. Wage 

costs and prices soared across Europe. In March 1973, the German authorities 

clamped down on domestic demand. The trade surplus began to expand even before 

the oil price rises of 1973-74. Highly dependent on oil imports, France dropped out of 

the joint float with the DM against the dollar in January 1974.  

 

It was a chastened Europe which emerged in 1974 into a world of floating exchange 

rates. The Federal Republic was confirmed as Europe's foremost exporter, industrial 

power and key currency country. The compression of domestic demand accompanied 

an expansion of the German trade surplus with all of Europe, the United States, and 

the oil producing countries. Neighbouring small countries hitched their currencies to 

the DM, as a means of exerting a price discipline on their economies. In Italy, Britain, 

France and the smaller European Mediterranean countries, government deficits leapt, 

with the surge in transfers for local government or social policy outlays. Wage costs 

soared. The moment of truth came in 1976, when the financial markets withdrew their 

confidence. Stabilisation policies were introduced. But the United States embarked 



anew on a growth path, with a further flight into the DM in the winter of 1977-78. The 

Bundesbank entered the markets to keep the currency down, prompting a rapid growth 

of the DM as an international reserve currency (Brown, 1979). Eventually,the United 

States moved to stabilise the dollar in the winter of 1978-79, when the Shah's fall 

precipitated another currency panic. 

 

Meanwhile, the Federal Republic had found a new partner in France to establish `a 

zone of monetary stability' in Europe (Ludlow, 1982). The lesson learned from the 

1976 franc devaluation was that there was no option to aligning domestic economic 

policies with those of West Germany. But it was only with the victory over the left 

parties in March 1978 that the conservative French government had freer hands to join 

Bonn. The European Monetary System, conceived as a Franco-German initiative in 

April 1978, was launched in March 1979. It amounted to an organisation of foreign 

exchange markets on the basis of stable but adjustable exchange rates. The common 

discipline, it was hoped, would encourage a convergence of domestic economic 

policies. Italy was granted wider margins of fluctuation in the EMS, to make 

allowance for its chronic financial difficulties. Britain retained its option to join, but 

showed no willingness to make parity changes for sterling a matter of EC concern. In 

June, Chancellor Schmidt agreed to stimulate the German economy, which entered the 

second wave of oil price rises on an expansionist path. The DM weakened, as the 

current account turned to deficit. 

 

The third linkage between world politics and national conditions in Europe was the 

emergence of Japan as a major industrial and exporting force on world markets. Japan 

had been absent from the Kennedy Round of trade negotiations in the mid-1960s, 

when its economy successively outgrew those of Italy, Britain, then France and finally 

Germany. Over half of Japanese exports went to the United States and Western 

Europe. Penetration of foreign markets was made possible by constant improvements 

in value added, as Japanese exports moved away from labour to capital intensive 
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production. On the import side, the pattern differed considerably from those of OECD 

competitors, in that manufactured imports accounted for one quarter compared to two 

thirds in other industrialised countries. The bulk of imports were energy and raw 

materials (Hanabusa, 1979). The result was that Japan's traditional trade deficit with 

the United States moved to surplus in 1965. Its trade with the EC moved into surplus 

in 1969, with over two-thirds of exports in machinery and equipment. The main 

feature was the speed of growth in specific sectors, notably consumer electronics, cars 

and ships. Its share of industrialised country exports rose from 4.8% in 1960, to over 

9% in 1973. The two oil shocks of 1973-74, and 1979-80 were followed by a large 

current account deficit, rapidly made good by a surge in exports. By the early 1980s, 

Japan accounted for 13 % of industrialised country exports (IMF, 1984). About one 

fifth of total exports were in the broad category of electronic products (GATT, 1985). 

 

The contrast between the performances of Japan and Western Europe prompted a 

growing number of critical observations. Unemployment rates in Europe, edging 

upwards from the late 1960s, were at 2.5% of the work force in 1973. The wage 

explosion that followed the oil shock of 1973-74 was accompanied by a surge in 

social security expenditures, and labour legislation that raised the cost for employers 

of hiring. While the United States created 15 million net jobs and Japan 4 million 

from 1973 to the early 1980s, none were created in Europe. Private and government 

consumption rose in Europe, while in Japan the notable feature of the period was that 

savings and investment rates remained high. Tax rates stayed modest, with the 

Ministry of Finance tapping public savings through bond issues to promote economic 

activity. The limited government outlays in Japan on transfers enabled public 

investment rates to be sustained. By the early 1980s, government outlays in western 

Europe were in the range of 45% of national income, as against under one third in the 

United States or Japan (OECD, 1985a). Corporate investment and profitability had 

fallen off, and Europe's trade in high technology products seemed in jeopardy.  

 



Japan's trade offensive was a prime cause, along with the EC's agricultural policy and 

preferential trade agreements with Mediterranean and African countries, for President 

Nixon's aggressive trade policies. Another mulilateral trade round opened officially in 

September 1973, but it was only in January 1978 that negotiating positions of the 

three major trade powers were placed on the table at Geneva. The `new protectionism' 

had been fostered by the oil price rises, currency fluctuations, recession and harsher 

competitive conditions (OECD, 1985). Governments in Europe turned to direct 

subsidy or EC protection in response to the problems in the textile, steel, shipbuilding 

or automobile and light engineering sectors. Tariff reductions in previous negotiations 

had laid bare the importance in international competition of different institutional 

features between national economies (Edelman Spero, 1981, pp. 92-98). The 

negotiations were concluded in April 1979. Japan's tariffs on manufactured products - 

still 40% for automobiles - were reduced; new codes were agreed to regulate the use 

of non-tariff barriers, such as procurement or export subsidies. World farm trade, 

however, which amounted to 20% of world trade, was consistently excluded, and the 

EC insisted on keeping safeguards against surges in exports from developing 

countries. 

 

Japan's prowess in trade symbolised the revolution sweeping through the world 

economy. Starting in the 1960s, Japan's mixture of `administrative guidance' and 

highly competitive markets launched the nation into a vigorous assault on the lead 

electronics sector. The Japanese challenge hit U.S. and European producers in the late 

1970s, and left the rigid Soviet economy standing. Chief of Staff Marshall Ogarkov's 

blunt criticism in May 1984 of Soviet technology for not being able to provide up-to-

date weaponry provided an indication of the dimensions of the economic restructuring 

required of the Soviet Union. Meanwhile, Japan had become the US prime creditor, 

thereby cementing a competitive industrial and financial duopoly across the Pacific. 

With Europe stagnant, there was the prospect of a Pacific economy displacing the 

centre of world political and economic gravity from its post-war Euro-American 
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moorings. Furthermore, Japan's corporations were driving European competitors into 

the nooks and crannies of the crucial North American markets. A central component 

therefore of an EC revival was to place external relations with Japan on a stronger 

footing.  

 

In May 1979, the British conservatives were returned to power with a programme to 

sweep away the state-assisted laisser-aller that had hampered the British economy 

since 1945. Tight monetary conditions were imposed. The conservative government in 

France gave priority to a stable franc, refusing to reflate in order to reduce 

unemployment. In June, the leaders of the main industrialised countries agreed that the 

oil price rises of that year would not be accommodated by easy credit, as in 1974. The 

Federal Reserve Board tightened monetary controls in October, setting the pace for a 

world-wide rise in interest rates. The Euromarket rates jumped to a high and volatile 

plateau of around 16% in 1980 and 1981. Borrowers faced real long term interest rates 

of 7-8%. With the Reagan administration's inauguration in January 1981, foreign 

exchange intervention to keep the value of the dollar as agreed in 1979 was ended. 

Funds flowed back, and the dollar revalued sharply. In February 1981, the 

Bundesbank countered by tightening the lead DM rates. The Bank of Italy followed 

suit in March. The Socialist government elected in France in April and May had to 

raise interest rates from 12 to 18%, in order to stabilise the franc. Both franc and lira 

were realigned downwards three times by March 1983. The Bundesbank moved to the 

fore as Europe's de facto central bank. 

 

With the hard currency doctrine on the virtues of sound money, the OECD countries 

initiated a competitive race to attract funds. OPEC countries were less prepared to 

invest in dollars after the 1970s depreciation, and looked for alternative homes. In 

March 1980, both Germany and Japan modified domestic regulations to increase the 

attraction of investments in yen and DM. With the suspending of U.S. intervention on 

foreign exchange markets in early 1981, funds flowed to a more assertive United 



States. Given Germany's exposed geopolitical position in the second cold war, savers 

moved out of DM to the dollar as a refuge. The Bundesbank's tightening in February 

1981 raised the commercial banks' lending rate to the corporate sector, and made them 

unwilling to finance a government reflationary package. This precipitated a change in 

the governing coalition, and the confirmation in the general elections of March 1983 

of a Christian Democrat-Liberal coalition more ready to assume restrictionary 

policies. Thereafter, Germany's trade surplus with the EC widened, notably in 

machinery and transport equipment. But the Bundesbank's hopes to win independence 

of U.S. interest rates was not fully realised. West German savings, as in Japan, flowed 

to the United States, where savings were low and government or corporate demand 

high. The U.S.' thirst for world savings was revealed in 1984 with the removal of the 

U.S. withholding tax on interest earned by non-residents on U.S. paper. The 

Bundesbank responded promptly ,and abolished withholding tax. Tokyo was 

encouraged to ease restraints on capital outflows.  

 

The global stabilisation of the early 198Os internalised trade expansion within the 

OECD. Developing countries in Latin America and Africa were precipitated into 

recession, that lasted throughout the 1980s. The Reagan administration's easing of 

monetary and fiscal restraints in late 1982, combined with an upward surge in the 

dollar on the foreign exchange markets, then turned the United States into the world's 

locomotive, sucking in imports. In 1985, the United States became a net debtor to the 

rest of the world for the first time since 1914. Oil prices, edging down after 1983, 

plummeted in 1986. Nothing could be expected from a pick-up in the demand for 

Western European production in surrounding markets. The African continent faced 

famine, debt repayment and chronic low growth. Mid-East and Gulf markets were 

dwindling as oil revenues declined, and the Iran-Iraq war continued. Latin American 

states strangled domestic growth in order to raise export revenues in vain efforts to 

repay debts incurred during the recycling of the previous decade. The party-states in 

central-eastern Europe faced debt repayment and sullen populations.  



73 

 

The United States therefore became the main target for European exporters. This 

subjected the world trade system to extreme tension. Restrictions were placed on 

European steel and Japanese car exports. In 1982, antidumping and countervailing 

duty petitions multiplied. The U.S. delegation to the GATT ministerial meeting in 

November met with EC stonewalling on proposals to liberalise trade in agriculture 

and services, and to include industrial subsidies for high technology in discussions. 

Then with the high dollar and the solitary U.S. boom, U.S.-based producers lost price 

competitiveness. The United States moved into trade deficit with all its major 

partners. The U.S. trade balance deteriorated in every category of manufacturing. 

Growing external debts whittled away the surplus income on services, implying a 

longer-term deterioration on current account.  

 

By 1985, the Reagan boom had lost its gloss. Signs accumulated of a downturn in the 

United States, and calls were heard anew for Western Europe to `pick up the slack'. 

The question was posed whether the EC as the world's major importer could take over 

from the United States as the `engine of growth'. Two formulas were proposed. One 

advised extensive deregulation of national markets in order to accentuate European 

integration. European savings would be provided with incentives to stay closer to 

home. The other looked to a conscious reflation by Germany. Neither were likely to 

yield early results. Deregulation of internal markets could only be achieved by lengthy 

and arduous negotiations between governments. Any idea of reflation would run the 

gauntlet of a vigilant Bundesbank, more than ever Europe's de facto central bank. The 

alternative was for the United States economy to continue to be financed on a capital 

inflow from the rest of the world, at the risk of further trade deficits and mounting 

debts. Europe seemed to be locked into a position of becoming a reluctant net creditor 

to its reluctant defender, the United States.    

 

 



From one EC relaunch to another. 

 

By the EC summit at The Hague in December 1969, the concept of cooperation within 

the EC had prevailed over the more ambitious aims of creating a federal Europe, to 

which the states would be subordinate. The Rome Treaty of 1957 had outlined a 

detailed timetable to achieve the customs union and to dismantle internal tariffs and 

quotas. The timetable was completed in 1968, with the establishment of the 

agricultural policy and the moves in GATT to reduce tariffs negotiated in the Kennedy 

Round. Meanwhile, Britain, then France and finally Germany had embarked on an 

attempt to improve relations with the Soviet Union. The Federal Republic moved 

away from an exclusive focus in foreign policy on prior relations with the United 

States and integration within the EC, to the development of its Ostpolitik. At The 

Hague, Chancellor Brandt balanced his diplomatic overtures towards Moscow by 

backing French proposals to `deepen' the EC through the establishment of a European 

monetary union, based on stable exchange rates.  

 

At the Hague, Chancellor Brandt and President Pompidou also agreed to balance the 

EC's `deepening' with its first enlargement. France, concerned about the political 

evolution in West Germany, dropped its opposition to Britain's entry into the EC, 

which had been facilitated by the agreement to stall majority voting in the Council of 

Ministers. The Commission thereby became engaged in a never-ending series of trade 

negotiations with outsiders seeking to preserve access to an enlarged EC through 

membership, associate status or preferential trade agreements. The negotiations - 

which spanned the period from 1969 to 1985 - absorbed EC energies, disrupted the 

compromises of the 1960s in the EC on which its partial external trade and farm 

policies had been based, and accentuated the trend to a reinforcement of the Council 

of Ministers in EC mechanisms. Britain, as well as Ireland, Denmark and Norway had 

little intention of abandoning sovereign powers to a European entity. The Norwegian 

electorate voted by referendum in 1972 against entry. The first extension of the EC's 
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membership from six to nine was followed by the events of 1973-74, inevitably 

complicating the EC's bureaucratic decision-making processes.  

 

The fall of three Mediterranean dictatorships in 1974-75 in Portugal, Spain and 

Greece opened the prospect of the EC's enlargement to the south. Accession was 

favoured by all members on the general grounds that once in the EC, the new 

democracies would be strengthened by their participation in the club. Greece joined in 

1981 while negotiations with Spain and Portugal were concluded in March 1985. The 

further expansion of the EC from 10 to 12 member states, with distinct political 

traditions and often conflicting economic interests, threatened either to bring the 

cumbrous EC mechanisms to a halt, or to oblige them to resort to majority voting.  

 

At the Hague, too, the heads of government launched an arrangement whereby the 

member states' foreign ministries, under the name of European Political Cooperation 

(EPC) (Pijpers et al, 1988), came to consult regularly on foreign policy matters. 

Unlike the Fouchet Plan, it was agreed that the foreign ministries would consult the 

Commission and European Parliament, wherever their competences were affected. 

Intergovernmentalism was thus incorporated closer into the Community's operations. 

A key objective in setting up the EPC was to elaborate common positions on world 

affairs. But the member states retained their autonomy, and limited their engagement 

to consultations, while retaining their own external representations. No permanent 

secretariat was set up to lend consistency to the process. The states, too, remained 

jealous of their powers in the key areas of military, tax, currency, and foreign aid 

policy. Nonetheless, the habit of consultation was developed between the foreign 

ministries. By 1981, it was possible for the states to agree on an obligation to consult 

with their partners, prior to undertaking an initiative.  

 

The Hague meeting also marked the first step to establishing the summits of heads of 

state and government on a regular basis. The next was held at Paris in October 1972, 



where an ambitious programme for an enlarged EC was sketched out. This included a 

commitment to economic and monetary union, a regional fund, a social action 

programme, an industry and technology policy, a definition of the EC position on the 

forthcoming GATT round, and a strengthening of political cooperation. The deadline 

for establishing a European union was earmarked as 1980, with 1975 as the date for 

initiating final discussions on the union's institutions. But the crucial details on the 

institutional balance between intergovernmental meetings and EC procedures were 

left vague, as became apparent at the December 1973 summit at Copenhagen where 

the nine member states' capacity `to speak with one voice' in the great affairs of the 

world was subjected to the harsh test of events.  

 

The major problem for the EC was to define a common position towards the United 

States. By the late 1960s, U.S. support for EC integration had waned. Failure of the 

Europeans to support the United States in Vietnam, as had been the case in Korea, 

fostered the view that the Europeans should pick up more of the burden for their 

defense. The EC was seen as competing with the Atlantic community. Once the 

eastern treaties had been signed, though, it became evident that the United States had 

no intention of abandoning its leadership position. As Kissinger stated in his April 

1973 speech, the United States alone had global responsibilities, while Europe's were 

purely regional. The member states, under French and British urging, subsequently 

subscribed to a definition of a European `identity', but added that there was no 

alternative to the United States' protection. The U.S. blocked EC efforts to participate 

in a Mid-East peace settlement, and demanded that the West elaborate a common 

energy policy, through the creation of an International Energy Agency, attached to the 

OECD. U.S. dollar diplomacy, furthermore, had disrupted the EC's timid bid for 

monetary union. At Ottowa in June 1974, the European allies termed the U.S. 

contributions to the common defense as `indispensable' and `irreplaceable'. 
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A prime source of conflict between U.S. and European interests lay in the 

Mediterranean, the Mid-East and the Gulf. The EC had multiplied preferential trade 

agreements with the Mediterranean non-member states, but had not been able to reach 

any agreement on a `global' policy on account of divergent trading interests and 

differences over the Arab-Israeli conflict. But the events of 1973 brought the member 

states to align their position closer on that of France, as outlined at the EC 

Copenhagen summit of December where the member states called for recognition of 

the legitimate rights of the Palestinians and proposed a direct dialogue between the EC 

and the oil producers. This ran into U.S. opposition, so that when the Euro-Arab 

discussions opened in 1975, the agenda was restricted to economic discussions. The 

EPC process nonetheless proved effective in facilitating the regime changes in 

Portugal, Spain and Greece. In June 1977, the EC summit suggested that talks without 

preconditions be opened on the Mid-East. The EC position was restated at Venice in 

June 1980, to little effect.  

 

The events of 1973-74 had highlighted, as the Commission pointed out at the time, the 

EC's `weaknesses and dependence' (Grosser, p. 356). In the first five months of 1974, 

the political leaderships in France, Germany and Britain changed. In December, 

Chancellor Schmidt and President Giscard d'Estaing decided to make the summits 

between heads of state or government a regular feature of the EC's calendar and to link 

coordination of economic policy between member states with cooperation on foreign 

policy (Morgan, 1976; Bulmer and Wessels, 1987). The idea was to associate the 

Community and intergovernmentalism. The heads of state were to meet three times a 

year in the European Council, placed over the Council of Ministers and the 

Commission. The European Council was to act as the European executive and to 

provide the driving force behind any progress in the EC. Subsequently, it patronised 

direct elections to the European parliament, the launching of the European Monetary 

System (EMS), the enlargement negotiations, especially with Spain, the reforms of the 

early 1980s in agricultural policy, and in June 1985, the calling of an 



intergovernmental conference, on a majority vote, to introduce revisions in the Rome 

Treaty. 

 

There was broad support across Western Europe for NATO's policy of defense and 

détente on the basis of the Harmel doctrine, and high expectations among western 

corporations on the prospects for business with Comecon countries. These were 

reciprocated in the Soviet Union, where a major plank of Brezhnev's peace 

programme was to ease access to Western technologies through improved political 

relations. Poland in particular embarked in December 1970 on a bold programme of 

economic expansion, where external borrowing on the Eurocurrency markets was to 

finance the import of capital goods, which in turn would generate the export revenues 

from sales on western markets to repay debts. The party-states were thus vulnerable to 

western influences on a number of scores. The EC refused to recognise Comecon, 

with its headquarters in Moscow, as an equal, preferring to encourage the party-states 

to negotiate separately with the Commission. More competitive conditions on Western 

European markets restricted their foreign currency earnings and ability to repay debts. 

The EC foreign ministries elaborated a complete policy towards the party states during 

the 1973-75 negotiations on the CSCE.  

 

The Helsinki Final Act also confirmed the Soviet Union's hegemony over its satellite 

states by recognising existing borders, but undermined it in the longer term. The Act 

held three components, or `baskets'. The first dealt with security matters, where 

Rumania won western support in confirming respect for the sovereignty of states and 

non-intervention in their internal affairs as the organising principles of inter-state 

relations across Europe. The Federal Republic, with EPC backing, established the 

principle of the inviolability of frontiers, keeping open the possibility of eventual 

German unity through peaceful negotiations. The second basket concerned economic 

and technological cooperation between states. At the time of the signing of the 

Helsinki Final Act the boom in East-West trade had peaked, accounting for under 3% 
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of world trade in 1975. The third basket pertained to human rights and the free 

movement of people and ideas. EPC insistence eventually won the party-states round 

to accepting a chapter referring to the `respect for human rights and fundamental 

freedoms, including the freedom of thought, conscience, religion or belief'. The states 

confirmed `the right of the individual to know and act upon his rights and duties in 

this field'.  

 

The terms of the Final Act, officially published and distributed by the party-states, 

became the basis for the claims of dissidents in Eastern Europe and the Soviet Union. 

Their demands threatened the parties' monopoly and touched the foundations of their 

state power. Consequently, the party-states from late 1976 on, intensified their 

ideological cooperation, cracked down on dissident groupings, and countered western 

support for human rights as contrary to the Final Act clauses on non-intervention in 

the affairs of other states. Repression in turn fostered hostility to the Soviet Union in 

Western Europe, weakened the support for détente, and complicated the Soviet 

Union's propagation there of its policy of competitive `peaceful coexistence'. Western 

Europe by the end of the 1970s, as ideological and economic stagnation enveloped the 

party-states, presented them with a challenge which they could not match. This 

became evident in Poland when the party's decision to raise consumer prices in June 

1980 led to a general strike, and the signing of the Gdansk agreements in August, 

recognising the trade union, Solidarity. Two months later, Reagan was elected to the 

Presidency. Any military intervention by the Soviet Union in Poland would have 

united the Western allies, and been in flagrant violation of the Helsinki accords, as the 

EPC pointed out. It could also have damaged the vital trade with Western Europe. 

General Jaruselski's coup d'état of December 1981 was therefore the best possible 

solution for the Kremlin, but it stripped the regime of any semblance of legitimacy.   

 

The European Council was also conceived as helping to set a European agenda in 

preparation for the yearly summits of industrialised countries, initiated at Rambouillet 



in November 1975 (Merlini, 1984; Putman and Baynes, 1984). These discussions 

confirmed the dollar's status as the world currency. The leaders' deliberations at 

Rambouillet opened the way for the ratification in January 1976 of the modified 

Articles of Agreement of the IMF. The Special Drawing Rights (SDR)as numéraire 

was to be valued not in gold but in terms of a basket of currencies where the dollar 

weighed one-third. Governments were to counter disorderly conditions on foreign 

exchange markets essentially by giving priority to domestic price stability in their 

national economies (de Vries, 1976, pp. 577-605). The summits of 1977 and 1978 in 

London  and Bonn, including the Commission President, involved pressure on 

Germany to reflate. A deal was cut whereby Chancellor Schmidt agreed to stimulatory 

fiscal measures against a promise by Carter to introduce legislation to reduce U.S. oil 

imports. This eased the way to conclusion of the GATT round of trade talks. In 

Tokyo, the following year, the industrialised countries agreed to stabilise the world 

economy. At Venice, the 1980 summit inevitably dealt with the need to promote 

energy conservation, while in the early 1980s the agenda was filled by the problems of 

world trade, debt and domestic adjustment policies. The May 1985 Bonn summit, like 

that of June 1978, represented an ambitious package not of reflation but of agreed 

microeconomic measures.  

 

Similar ideas inspired the Commission in its ceaseless campaign to overcome the EC's 

stagnation following the events of 1973-74. Its prime concern was to restrict member 

states' protectionist propensities and to open up intra-EC markets, as the precondition 

to strengthening its negotiating position against non-members. The Commission 

therefore elaborated a principle, based on a Court of Justice ruling, whereby a good 

could be freely exported to another member state when produced and commercialised 

in accordance with the regulations of the exporting country (Timmerman, 1982; 

Mattera, 1980, pp. 505-514). Its interpretation into policy required wider scope for 

majority voting thereby enabling more Council decisions to be taken on the basis of 

Commission proposals. The principle of mutual recognition was encapsulated in the 
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June 1985 White Book, setting out in detail the measures to eliminate internal barriers 

to trade within the EC by January 1,1993. The policy to relaunch the EC was 

elaborated at the three European Councils of Brussels, Milan and Luxemburg in the 

course of 1985 and early 1986. Treaty revision included widening the scope for 

majority voting on matters relating to the internal market. 

 

The German and Italian foreign ministers, Genscher and Colombo, presented their 

plan for a `European Act' to the European Parliament in November 1981. Their main 

idea was carried over by the Christian Democrat-Liberal government, formed in 

March 1983 at the height of the crisis in the Atlantic alliance over the installation of 

the Cruise and Pershing missiles. At the Stuttgart European Council in June, the heads 

of government subscribed to a Solemn Declaration on European Union, indicating an 

intention to extend EC domains into `the economic and political aspects of security'. 

The German Presidency made the successful completion of the Iberian entry 

negotiations a precondition to the release of additional funds for the EC budget. The 

move underscored Germany's status as Europe's prime economic and political power. 

It obliged member states to speed agreement on control of farm surpluses, to conclude 

Spain's EC entry negotiations in March 1985, and to win member state support for the 

Commission's internal market programme, from which Germany had most to gain. 

The Genscher-Colombo plan lent its name to the Single European Act(SEA), 

amending the Rome Treaty, and agreed on at the Luxemburg European Council of 

February 1986. 

 

French policy moved in parallel. France's Minister for European Affairs, 

Chandernagor, advanced a `memorandum on the relaunch of the European 

Community' in October 1981, suggesting the need for a European `social space' and 

for a tougher external trade policy against Japan and the United States. But President 

Mitterrand's domestic economic policy of extensive nationalisations, reflation and 

redistribution was at odds with any forceful French lead in the EC. The moment of 



truth came in March 1983, when Mitterrand was forced to ditch his initial policies. 

The President opted for the franc's stabilisation within the EMS, rejecting counsel to 

move to national protection. In November, the French government submitted a further 

proposal to the European Council on an EC-wide industrial policy, internal free trade 

and more effective external protection (Agence Europe, 16 September, 1983). 

Mitterrand's full substitute policy, announced in two key speeches in early 1984 at The 

Hague and at Strasburg, was European unity. This implied a prior agreement on 

agricultural policy reform, Spain's EC entry and new budgetary funds. French-Spanish 

bilateral negotiations paved the way for the conclusion of Spain's entry negotiations in 

March 1985; the subsequent European Councils witnessed the EC's relaunch. France, 

and French opinion, became a champion of European integration. 

 

The European Parliament added its suggestion for a federal Europe, in its resolution of 

July 1982. Inspired by the veteran Italian federalist, Spinelli, the parliament proposed 

a European Union the objective of which would be the promotion of a greater sense of 

solidarity among the European peoples. The Commission was to play a central role as 

the executive. The Parliament and Council would share legislative and budgetary 

powers, with the Parliament exercising control over the Commission. This scheme 

was then elaborated in the form of a proposal for a Treaty, and voted by large 

European Parliament majorities in 1983 and 1984. Some of these ideas, along with the 

other suggestions, were taken on board by the committee, appointed by the heads of 

state and government at the June 1984 Fontainebleau summit to propose 

improvements to the EC institutions. The interim report, published in December, 

pronounced in favour of a `true political entity'. Key objectives would be the 

achievement of a single internal market and of a single currency. The report also 

proposed incorporating security matters in the Community domain, a strengthening of 

Commission and Parliament powers, and that an intergovernmental conference be put 

forward with a view to negotiating a treaty for European union.  
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Finally, the British government supported the EC relaunch. With reform of the farm 

policy underway, and EC enlargement negotiated, there was a chance to promote free 

market ideals as a positive contribution to EC integration. Indeed, by introducing 

deregulation to the centre of EC activity, the new policy would go well beyond the old 

negative freeing of trade between the states to actually dealing directly with non tariff 

barriers within the states themselves. While this would lead to inevitable resistance by 

protected interests, the policy could be expected to appeal to a wide public throughout 

western Europe. It offered a free market solution to low growth that complemented the 

prevailing tide of liberal thinking in the 1980s. The policy would also serve to loosen 

up further the coalitions of producer interests nestling into the centre or centre-right 

parties, and that had underpinned the governments of the 1950s or 1960s. But a liberal 

policy applied to labour markets also ran the risk of confronting entrenched trade 

union interests. For this, the British government suggested that the Rome Treaty 

sufficed. 

  

The majority of member states, though, considered that negotiation of such a complex 

process,entailing a mutual disarmament pact on non-tariff barriers, required a 

strengthening of the EC policy mechanisms. The Single European Act, finally ratified 

by all member state parliaments in June 1987, restricted the extension of majority 

voting to matters pertaining to the internal market. It both amended and incorporated 

into the Rome Treaty, the institutions and practice that developed alongside. It served 

as an example of `cooperative federalism' (Bulmer and Wessels, 1987), in that the 

intergovernmental institutions of the European Council and European Political 

Cooperation were incorporated officially among Community institutions. Cooperation 

in fiscal, monetary and also security issues were evoked, but the first two fell 

expressly within the rule of unanimous voting while European security policy was 

made primarily within NATO, but also in the deliberations of the EPC. On the other 

hand, the SEA strengthened the federalist elements in the Community. It fully 

associated the Commission with the proceedings of political cooperation, and 



confirmed the Commission's status as a twin pillar with EPC in the elaboration of the 

EC's external policies. It extended majority voting in the Council of Ministers to 

include financial services, capital markets and legislation concerning the internal 

market, previously solely under the unanimity rule. This opened wide areas of 

discretion for the Commission, which could frame policies in such a way as to bring 

them under the majority voting rule. A new procedure allowed the European 

Parliament to amend a Council position; the Parliament also had an effective veto 

over new applicants for membership, and especially over the ratification of trade 

agreements with third countries. The Act, in short, strengthened the Commission 

within the Community, and reinforced the Community as a negotiating partner for 

third parties. The states retained the legislative power in Council.  

 

 

CONCLUSION. 

 

By 1985, there were still many features of the world state system in place that were 

inherited from the period of the immediate post-war years. The most notable 

continuity was Germany's division, and the failure of the Soviet Union to implement 

the terms of the Declaration on Liberated Europe, agreed on at Yalta. But the 

transformations in the structure of the world had been extensive. In 1945, the structure 

was close to unipolar, but the United States could not or would not prevail in 

implementing the vision of a One World, associated with the principles and 

institutions of the United Nations. Forty years later, Europe was fashioned by four 

elements of the world structure: bipolarity in relations between the two world powers, 

conditioning the military system; tripolarity in trade and industry, between the leading 

centres of the world economy - the United States, Western Europe and Japan; 

unipolarity in the dominance of the dollar as the key state-produced currency 

commodity on world markets; fragmentation of the world polity into over 160 

political units. 
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The dynamics in all four elements impinged on Europe. The global rivalry between 

the two world powers, informed by incompatible views of political community 

preserved the European divide. Competition on markets between states and 

corporations bound Western Europe into interdependence with the United States and 

Japan, whose rivalry in the key electronic sectors posed a fundamental challenge to the 

Soviet Union's planned economy. A rich Western Europe exerted a strong attraction 

on its poorer eastern neighbours. The United States as the world banker had to 

reconcile management of the national, with the world economy, setting the world 

interest rate and the context for exchange rate regimes. Fragmentation ran along and 

within the divide in Europe. Bilateralism was evident in Eastern Europe through the 

prevalence of what amounted to barter trade, while the strands of military and political 

authority ran through Moscow. In Western Europe, diversity in political and market 

institutions was coined into distinct security policies within the framework of the 

Atlantic alliance, often competing or exclusive industrial policies and national 

currencies and capital markets.   

 

The rhythm of world and European politics and markets had been set by the 

interaction between these dynamics. The bipolar system, set in place over the years 

1943-1955, was subsequently modified by fragmentation through the medium of 

decolonisation,  de Gaulle's challenge and the Sino-Soviet rift of the 1960s. Nixon's 

inauguration as President in 1969 embarked the United States on a redefinition of 

foreign policy, continuing the policy of containment, but taking into account the 

formation of the EC and Japan as partners and competitors while forging the Sino-

U.S. alliance in the years 1972-78. The Soviet Union's concern with China opened the 

way for the Federal Republic to launch its Ostpolitik in 1969, while the aggravation of 

Sino-Soviet rivalry in 1978-79 contributed powerfully to swinging the United States 

back into a hard containment policy in the line of the NSC 68 paper of 1950. The 

second cold war, though, occurred in a world in which the tripolar industrial and 



commercial system had taken shape. The commercial rivalry it entailed, coupled with 

the Soviet Union's active presence in the Middle East and the more assertive posture 

of OPEC on world oil markets, informed Nixon's August 1971 decision to take the 

dollar off gold. As world banker, the United States nudged the world onto a dollar 

standard,inflated the world economy, and then moved to stabilisation in October 1979. 

The European states prevaricated between maintaining their autonomy in 

macroeconomic policy, and moving towards union in the EMS. Germany by the early 

1980s was clearly the hinge on which European security, markets and monetary 

conditions depended.   

 

The gradual transformation of the world state and market system, accompanying the 

rhythm of world politics, was made possible by the flowering of a specifically 

European society of states, characterised by a density of complex political and market 

interdependence marking it off from the rest of the world. Once the military 

boundaries had been staked out between the two powers and the two alliances in 1955, 

competition between the two systems broadened into the incompatible policies of 

détente and peaceful coexistence. Détente spelt relaxation of party-state controls in 

eastern Europe, and dialogue with the western alliance or its members. Peaceful 

coexistence meant making Europe safe for socialism, involving a gradualist strategy to 

transform the western political and market system. But the extension of the 

ideological struggle into a politically fragmented western Europe, which cohered on 

fundamental principles of political community, contributed to the disintegration of 

unity in the international communist movement. The cost for western Europe was to 

have to absorb the ideological struggle into the domestic and Atlantic sources of 

inflationary growth in the period 1965 to 1978. But the European move to stabilisation 

in the late 1970s, preceding the U.S. global stabilisation of October 1979, paralleled 

the export into the party-states of the values subscribed to in the Helsinki Final Act. 

The events in Poland in 1980-81 showed clearly that Western Europe presented the 
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Soviet Union with a political, economic and civilisational challenge in Eastern Europe 

that it could no longer match. 

 

The evolution of the European society of states was accompanied by a partial, 

contradictory reconciliation between France and the Federal Republic, successive 

enlargements of the EC, and the demise of the British Commonwealth as a specific 

trading and currency system. Its bilateral and multilateral network of relations, tying 

European states and markets to each other and into the rest of the world, developed 

first within the blocs. But the centrality of the two world powers to Europe extended 

the membership of Comecon and the Warsaw Pact beyond Europe, and ensured the 

opening of the OECD to include Japan. The Council of Europe, with its European 

Convention of Human Rights as a pendant to the U.N. Convention, was the sole 

inclusive western European organisation. In external trade relations the functions of 

the EC were shared with the GATT, whose membership became widened to about one 

hundred states in the world, and with the BIS in Geneva, which served as the club for 

central bankers and included the United States. The maturing of the European society 

of states came in the years 1974-77, with the creation of the European Council, the 

signing of the Helsinki Final Act and the institutionalisation of the 7-power annual 

summits. Heads of state and government were included into the EC's business, with 

the Commission as co-pillar. The bicephalous nature of the EC was recorded in the 

SEA, relaunching the Community in 1985-86.  

 

The change in European attitudes towards the Soviet Union in the 1980s infused a 

greater assertiveness into relations with the United States. Détente was a European 

policy, designed in part to keep war away from Europe by binding the United States 

into a policy of flexible response that became increasingly irksome for Washington to 

sustain. As the flow of funds from Europe and the world to the United States was the 

counterpart to the assertion of U.S. policy priorities in the early 1980s over European 

concerns, Western Europe became a reluctant creditor to its reluctant defender. The 



U.S. became the world's, and western Europe's main export outlet. As the costs for the 

United States rose of extending its deterrence over western Europe and keeping its 

markets open, the tensions in the Atlantic alliance were played out in trade conflicts 

and over nuclear policy. Stabilisation as conveyed through high interest rates and 

relayed through the Bundesbank's primacy in the EMS was less divisive, as external 

constraints on policy in Western European states served to restrict the upward 

movement of real wages and government transfers. The rub came with Reagan's 

coupling of his vision to free the world of nuclear weapons, and U.S. backing of 

dissidents in eastern Europe. The one represented a step towards U.S. withdrawal of 

nuclear protection from Western Europe; the other cut across the western European 

governments' proclivity to identify the maintenance of détente with good relations 

between governments, rather than the subversion of the party-states.  

 

The relaunch of the EC, culminating in 1985, coincided with Gorbachev's promotion 

to the post of Secretary-General. The EC's analysis saw Europe's excessive 

fragmentation as a source of vulnerability to military, monetary or technological 

initiatives taken in Washington, Moscow or Tokyo. That vulnerability had been 

particularly visible,too, in 1973-74 and 1978-79, when plans to move to unity had 

been shredded by political events in the Middle East and Gulf, leading to the two oil 

shocks. The creation of an `internal market' and the strengthening of EC institutions 

was a pre-requisite for the Commission to be able to negotiate more forcefully with 

the United States and Japan. But it meant challenging domestic interests in member 

states, while extending EC competences deeper into the sphere of social, monetary 

and security policy. Gorbachev's programme for perestroika and glasnost likewise 

drew on an analysis of the inheritance of stagnation in the Soviet economy, tying the 

process of restructuring to moves to greater freedom of expression. But the policy 

reconfirmed the leading role of the party, and Moscow's hegemony over the party-

states. The Warsaw Pact in April 1985 was renewed for twenty years. Gorbachev then 
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strode on to the world stage with his competing vision to Reagan's to rid the world of 

nuclear weapons. It included the concept of a `common European home'. 

 

The novelty in Europe in 1985 was that three visions for its future were now on the 

table for discussion. The EC's pointed towards more union between the twelve 

member states; Gorbachev's opened the prospect of a new détente among the 35 

signatories to the Helsinki conference; a world `freed of nuclear weapons' meant at the 

very least a transformation in the political and psychological support for Europe's 

inherited security system, and therefore of Germany's place in its centre. This book 

seeks to analyse the dynamics inherent to the competition between the three visions, 

and its impact on Europe and the world. It emphasises the continuing dialectic 

between extra- and intra-European developments, or the relation between the balance 

of power and the balance of trade (Liska, 1964) in a world of states. 
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