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THE INTEGRATION OF THE COMMUNITY IN TUE EACE
- ... OF ENLARGEMENT

This evening T should like to talk to you about
a nrincipal issue that now faces the Community how
and why we should resume our nursuit of monectary union
and economic integration at the same tiﬁe as we face a

second enlargement of the Community.

The applications'for membershin of the Community
from Greece, Portugal and Spain have rightly been
welcomed. Despite the féct that thp last enlargcment
took.place only four years ago; and in some resnects
was.only formally completed this ycar“with the end of
the transitional periods, the Communit& should embrace
this prospect of enlargement to-the South. The
reasons are simple and primarily political. First,
the Community was founded in the duty to cherish
and nurture parliamentary democracy and individual
liberty. Whatever our other difficulties, these

Temain our entrenched values. The recent cnergence / of
of ncw
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democratic regimes in the thrce epplicant naticns

calls for a direct and full-hecarted resvonse from

the Community. To fail to give such a response
would run the risk of undermining the very democracy
for which we stand. The volitical attraction of
apnlication underwrites our fundamental political

purpose.

Second, whatgver'opr economic difficulties
or lack of internal integration, we must be open to
democratic Luropean states who are anxious and qualified
to join. It is'much better that there are thosc who
want to apply rather than there are those who wish to

leave.

But, desnite our overall poiitical aims, the
central thrust of the Community remains-economic, and
there is no doubt that the combined weight of the
three applicants would add to what I would describe
as the 'péor—end' loading of the Community. Naturally
there are importént differences between the three .
countrics concerned. The Greek and Snanish economies,
and standards of 1iving,.are generélly little
different {from those of Ireland of Southern Italy.

The economic situation of Portugal is qualitatively
and quantatively of a different order. But the overall

- »

net effect will add to the Community's economic problems.

The pessimistic reaction in these circumstances
would be to accept the political inevitability of

enlargement and an accompanying weakening and dilution

/ of existing



of existing Community intégration. -1 belicve

this approacﬁ to be profoundly mistaken. It is
politically inconsistent with the Community's aims,
and it is,in my- vicew, based on a false analysis of
the options open to us. I would also add that it

is the last thing the apnlicants themsclves want.
Why should they go to the trouble and take the
political risk of resigning from one frece trade
area, E.F.T.A., only to find that at the end of the
day they have, by doing so, joined'another which has

slipned back to a simple common market ?

But it is not only a problem for the applicant
countries themselves;.or just a question of enlargement.
The existing Community, in any event, has to face up to
its more pressing economic problem§; and that is why
the Commissio; has decided to give a new, more urgent
and contemporary, impulse to the old idea of economic
and monetary union, particularly its monetary aspect.
First, I should 1ik¢_to outline what, in my view,
are the seven basic reasons for pursuing monetary union
today. I will only summarise theseiérguments, since 1
have already set them out in some detail in my Jean
Monnet Lecture in'Florénce in October. ‘But I shall
follow this summary presentation’by a review of how
these arguments appéar to be standiﬂg un to public’
-scrutiny and debate. I should 1ike to con;ludc with

some thoughts on this week's Euroncan Council in Brussels.

/ The seven



The seven reasons for renewing and relaunching

the Community's programme for attainment of econcmic
and monetary union are a combination, on the one hand,
of what T believe are now arguments, and, on the other,
traditional arguments, the combinétion, contrary to
much opinion, being stronger in the circumstances

of the late 1970s than it was at the beginning of the

decade.

The first; and traditioﬁal érgumcnt concerns the

ratignhlisation of trade and commerce, which comes

with a customs union. The iattef is a great achievement,
but it is, in my view, always under some threat, and one
which could both be safeguarded.and further advanced

if the customs union became also a monetary union. The
inter-penetration of Member States' is a rcality; more than half
of each member country's exports goes to its
/partners in 'the Community. No Member State can get

away from these facts, or hope that markets in third
countries, least of all in new competitive circum-
stances, would provide a substitute for the integrated

economic area provided by the Community.

The second, third and fourth arguments concern
the traditional objectives of macféeconomic policy -
employment, stability and a sound external ﬁayments
position. These objectives are traditiondi and ccmmon
to the policies of all Member Sfaées. But there arec
_two new aspects. First there is the extent to which
Member Statecs have suffered a deteriorating outcome

in trying to combine the thrce objectives. Second,
there is the extent to which monetary union accompanied

by policics for economic integration offers itself as
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one of the major keys to sccuring, in {hc lonrg run,
a basic improvement in the economié environment. To
thése central argumenté I will return latcf.

Monetary union would also directly affect our
influence on world monetary affairs. Today we have
not got & proper world mbnctary system. We had one
for 25 years after Bretton ¥Wocds, and on thc'wholc it
worked very well. But it was based on a complcte
‘dollar hegemony. It began to crack in 1968, It
fissured in 1971. Since then it has just staggered
on. And today the dollar looks less satisfactory than
ever as the only real international medium of exchange
that we have. Its continucus wegkﬁess can be a great
de-stabiliser. The.Community is the world's leading
trading power and its sccond economic powver, and the formation
of a monetary union would permit thé Community to play a '
major and perhaps decisive role in the restoration of
order to the international monetary system. It would
also mean that the Community's economy as a whole would
would be managed under less severe and erratic external

financial constraints than at present.

Economic and monetary unioﬁ~Wou1d certainly
not rcmove the need for diéciplinéd efforts thoughout
“the Member Statés to tackle inflation; on the contrary,
it would increase them. But thése efforts would be
recompensed by greater rewards. Monetary union would
provide an opportunity for establishing a ncw standard
of European price stability. ~ Of coursc, such a new
standard would still require of the Commﬁnity

/ authorities



authoritics and ail Member States a determination
to make cut of it a continuing era of monctary
stability. But some part of the present problem of
inflation would in any casc be climinated, notably

the transmission of inflationafy impulses due to
intra-Furopean exchange rate movements. In addition,
the historic .act of monetary union.and thereby monetary

reform could introduce a deccisive break in the inflationary

psychology of recent “years.~

.The fourth argument concerns employment. Here
I believe that economic and monctary union could be a
decisive contribution to the major new stimulus now
required to reverse the deen recessionary tendencies
which are widely established throughout Furope and are
manifecstly of much more than cyclica}.proportions. A
common monetaly policy, together with a significant
degrce of common budgetary action, would favour a more
reliable, sustainable and more evenly snread growth
of demand. It would be less inflatiohary than recent
historical spurts of growth, and hence give a further

strenthening to business .confidence and investment.

The fifth argument concerns fhé regional
distribution of employment and ecornomic welfare in
the Community. Experience has shown that the inte-
gration process contains no inv{sible hand that
. guaranteces an even spread of the increased economic
prosperity that the customs union has proddced, or a
monetary union would furfhef generate. The economic

part of a revised approach must therefore be strongly

/directed




directed towards correcting the Community's structural
problems. 'And +his must both deal with scctoral prolilems,
for examnle in the energy field, and a number of major
branches of industry, and with the problem of regldna]
imbalance. This will require a steddy but solid
development in the Community's power to dircct budgetary
and capital market resocurces into the weaker regions

2

and Member States.

My sixth point is constitutional as wecll as
economic. It concerns how the centralisation of some
macroeconomic powers inherent in theﬁformation of an
economic and monetary union can'bq reconciled with the
profound pressures in éll our Member States favouring a
maintained or increased decentralisation of government.
Monetary unionsdoes not offer much p&ssibility for
cbmpromisc in the sharing of responsibilities between
the levels cof govérnment. On the other hand, the
budgetary and economic aspects of union offer very
much greater scope for the sharing of responsibilities °*
between the Community and Member Stétes. The Community
nust 1on for an original model for the organisation
of economic and monetary union in which the Community
would_take on the mininunm degree of.ceﬁtralisation adequate
for fhc task. We should be neither dismayed nor

constrained by existing federal nodels.

The seventh argument 1is cssentially political.
Economic and monetary union would carry the Community

over thevthreshold of political union. But there

/are



are also two shorter-run political factors o
relevance. The first is the questicn of enlargemenc,

On this 1 should like to add one moint to what 1

-

have said alrecady. It is not the case that an
equality of performance is a pre-requisite for an
effective monetary union.. Ccmmon policy, common dis-
ciplines, yes, obviously yes. But nct the samc
standards of living, levels of output in Hamburg
and Palermo, or in the future Copenhagen and Lisbon.
Monetary unions have worked to the henefits of Dboth
richer.and poorer arcas with at lcast equal
discrepancies in the past. They do indeed work within
are very great, although greatly evened up by fiscal
transfers. This distinction is vital. If equality
of performance were necessary, it would be meaningless
to talk about economic and monetary union for our life-
time or cven our children's lifetime. I thercfore do
not regard cnlargement as a bar to cconomic and monetary
union, bhut rather as making it essential.

The second political factor is the campaign
which will take place for fhe first direct elections
to the European Parliament. This ié an emincntly
suitable occasion for the peonle of Turonme to engage
in a major debate on the profound issues which cconomic
and monetary union both senses and, ‘in my view, helns.

to resolve. o ‘

I present these arguments in this foreshortencd
way as a backdrop against which I should 1like to discuss

some current recactions to them. I shall do this /
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under three headings @
- first, institutional question:s;
. = second, questions of cconowic argument;

- third, questionsof political attitude.

On institutional questions, I have found a clear
ccho of opinion which accepts the propesition that we
face a problem of th§ level at which economic and
monetary nolicy is organised in relation to internutional
invesgmcnt, capifal and the bqsincss cvcle; put another
way, we face a problem in the faiiure of public policy to
be adequatcly drganised in relation to the private
economy. This view is not as pessimistic as it may

: economic
sound. It implies our capacity for a better/performance
in Western Lurope has not becn fatally reduced, and that
cconomic thedry and policy are not quite so badly at
sca as is sometimes suggested. The crucial problem
here is that small and medium sized Euronean states using
their levers of monétary.énd fiscal nolicy independently
cannot adequately face up to the international dimension

:

of the cconomic phenomena’they are trying to control.

German commentators and opinion formers arc
uniquely well placed to participate in this kind of
institutional analysis. You alone among Community

countries have a solid grounding in.the mechanism

~of a federal system. In your history you have expericnced

looser confederal forms of organisation - notably in the
middle of the last century. Now you have a strong
federal structure, one that is tighter in its degree

of central harmonisation (for example on taxation matters)
/than in
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thea in Swiczes tand or the federaticns
Admittedly some other of our Member States arc new
introducing constitutional réforms - and I am thinking
here of Belgium, Italy and the United Viungdem. DBut

the essential point here is that you in Cermany can
contemplate maturely and open-mindedly the wide

spectrum of arvangements {or multi-tiered governucont

thai may be compatible with the functioning of a

modern, indusfrialis?d cconomy. You will, I hone,

exairine carvefully the rather spccial basis for the
development of the Community's functions that I am
presenting, and indecd nut to the ﬁur0pman Council

this weck., It is one in which-the centralisation of
monetary policy would be necessary ﬁut in which the
distribution of fiscal and other financial nowers

would be a véry different matter. I suggest in

particular thdt we might contemplate a Community
intervening only to a very minor degree in the supnnly

of public goods and services. Community public
expenditurce as a share in GNP might remain no morec than
perhaps a fifth of that scen in the average modern federal
statc. (This would be intiusive,of central social
security transactions - I know that in Germany you
conventionally distinguish more strdhgly between budgetary

and social security finances than in many other countries.)

Two other features of the Federal Republic today
.are also of relevance in this context. The first is a
capacity for bold reform in the monectary fiecld. 1n
particular I recall Ludwig Erhard's monetary rcform of

1948, when he went ahead and succeeded only after a

/chorus of



chotus ol oxpoerts and officicls had told hiim that
it could not be done! The socond feature is the

the central bank. Here

I think we should pote the simple but impressive
fact successful and stabic

economics ¢ Tederal

Xepit d'States - have
clearly the throe most cnendent céntral hanks -

and also huve ifcderal or confederal forms of goveinment.

. These are good reasons why Gcrmuny should tea

major source of intellectual and T hepe political
initiative in the construction of EFurope, and why
others in the Community should'listén to your arguments
and experience very carefully. I hope our initiative

in rclaunching the debate on monetary union will
stimulate an Imaginative and professional. contribution.
Let me be more precise, for there are many questions
to be answered. .Fer example, how far could a relatively
independent Luropean monotafy authority delegate
Operational responsibilities to the national banks?

Is it effectively possible'to dcviéc a more decentralised
monetary and banking system than that found in the
United States, which is alrcady more decentralised than
in the TFederal Republic ? How should one envisage the
evolution of the Community's monectary and political

»

development with the evolution of its budgetary powers?

.s

These can be of three types

- transfers attached to macrocconomic cenditions,

clearly appropriate in the early stages of integration;

/ -transfers



- transfers devoted to budgcet equalisation purposcs
as in your 'Finsnzausgleich'.
These latter transfers understandably find ne cquivalent
in the Community of today, but clcarly have their

placc in a more mature political structure.

These are quecstions that T know some of you™
thought deeply about in the early 1970s. If I encourage
you now te do so again, it is because T belicve there are
poverful, new economic arguméﬁts pushing us in that
dircction. The consistent German thesis - that monetary
union and stability, resource transfer mcchanisms, and
political integration - have to be scen as an
interdependeét and indeed indissoluble whole, is,
in my view, right. An advance on any one front alone
cannot succeed. The challenge is to amvnly our
imaginations in a constructive and practical way so
as to make measured progress on .all threce fronts

together.

I turn from institutional aﬁd budgetary
queéstions to those of economic argument. I have
argued that a European monetary’ﬁpion, buttressed
with the right complementary policiés, would greatly .
improve economic welfarc in Europe through inducing
more intensive trade and commerce, creating a more

favourable international monetary position, through

/reducing



reducing infistion and increasing employient. Those

are hold assertions, but the difficulties being cxnericnaed
with present policies in achicving thesce objectives, notubly
in their international dimension,. cen hardly be doubted.
Since, at the sowe time, the genuineness of efforts in

all our countrics to do better by conventional means cannot

he need to look to more radical

w
[ud

also be doubited, this nake

trcatment evern nore compelling.

Vhat therefore seems the current reaction to the
econmmic case 7 On the first two propositions,
concerning tivade and the intcrnational monetary
system, I have heard ho Teal disagrgément : the benefits
to be obtained by the Community in forming a full monetary
union are vast - and increasing when we give weight to
the vulnerability of international trade and the
rclative weakﬁess of the dollar. Put the other way
round, the cost of disunion is becoming increasingly

obvious and heavy.

There has been more hesitation'in accepting my
argument that monetary union would offer a far more
favourable combination of émployment?and nrice stability
than scems achievable in present circumstances by
conventional policies.‘ I would like therefore to
elaborate on this. There are two arguments herc,

- »

onc negative and one positive.

The nepative argument consists of reccognising
that it is no longer truc that cach of our Member Statcs

has to accept that therc is an immutable relationshin
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bhetwoen crnlovicent and Tnitaiion. Tv 1o ot
cconomic theoury, they wood no lenzer beliove thuey

are fatcd by the so-called "Phillins Curve”
velationship. Tufllation prone countvies have

learnod convincingly that you canaot buy highoer

criployment with highey infilstion. Rut the conversce
of this now comuon-nlece observotion is interecsting

higher cuaplovment may well be achicvable without

causing hizher inflialion. Of course some deenly fclt
historical difleroences of view betwaoon cur vneoples,

ls infiation, have not evaporatcad

notanly as regast
and agGorman audience will confirm this. But this

is not an objcction mor an obstacle to setting out to
improve, according to your startiné position, either
or both the inflation and unemployment situation.

The Community inflation and employment record should
in no way be,cxpected to he fixed te the wveighted

average performance of Member States over some recent

reference period.

If this is so, what then of the nositive .

opportunities to do better 7 Here I invite you te

reflcct for a moment on the situation in Eurone today;

to reflect on the reasons why no Member State appears
able to move more quickly ahead towards our sharcd

objectives for employment and stability.

Ld >
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I start”with fhe Federal Republic. Germany resists -
at least in its extreme form - the so-called 'locemotive theory!
of cyclical 1eadership.by the more powerful economies whose
balé;ce of payments position is strong. It is current among
some Anglo-Saxons, but I understand your argument. Virtually
every German boom since the war has been led in no small
measure by strong export demand, leading to a strong con-
sequential tide of private investment. German industry is
so export-oriented that it is looking for firmly based expansion
of overall demand in its European markets. You can take the
horse to the water but you cannot -make it drink. To extend more
expansionary fiscal or monetary credits risks causing the trough
to flow over with inflation. ”Theréfore the attractiveness of
pulling further on the levers offdomestic demand management
policy seems limited. You cannot, in the conventional —
internationa% setting, have an important effect on foreign
demand without risk of domestic instability - but the situation

within the setting of a European union could be substantially

different.

Let us look then at ‘the other medium sized European
economies. Those which, from fhe point of view of monetary
policy and prices are vulnerable, are compelled to adont a
cautious demand management policy. If they do not, there is
the }isk that a Bélder policy will resuit in a sharp drop in
the exchange rate with extremely harmful consequences for

domestic inflation and hence business confidence.

The smaller countries of the Community, for their part,
share the situations of one or other group of the larger countrie

except that the external constraints on the effects of any

economic nnlirv meaciires that thev take will he even ereater.



The result is a sort of economic stalemate. The
countries which are under no external financial constraint are
nonetheless reliant on the weaker countries for the efective-
ness of their nolicies. But the more vulnerable countries
are themselves unable to act on thc basis of the collective

economic and financial strength of the Community as a whole.

- This is a recipe nbt only for immobility and
stagnation,'but also fo; prodﬁéing,in:biblical terms,
not '"'the wages of sin" but the 'wages of frustrated
economic expectations'. The contemporary economic bible
surely demonstrates that the wages of frustrated economic
expectations are inflation and socialfdiscontent, circumstances .
in which it is impossiblé to recreate business confidence
and a strong business upswing. Community interdependence
in trade, finance, exchange rate and ﬁrice'behaviour is
intense, but our system of inter-governmental cooperation
and embryonic Community instruments demonstrably do not
match that intensity: what other conclusion can be
drawn from the continuing lament in official statements °
from each of our European codhfries that*they*cannot 'on
their own' assure the turn-round in international

conditions that are required to change the domestic

economic outlook? -

Some would here argue that imé}dved coordination
should be the full answer; The Community should, of course,
play a full part:inimproving its effectiveness,‘but let
us keep a sense of'perspective as to its potential - afterr
all, our efforts to coordinate have been genuine enough for a

good number of years.‘

/Tn a nranerliy
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In a properly designated Enropean monetary union
the outlook could, I believe, be radically different.
The result would be single, homogenous monetary policy,
setting, and indeed maintaining, a common high standard
of price stability. It would have to be based on a
well-prepared currency reform. This reform would have
produced a decisive break on inflationary expectations,
and on the infiationary impulses from exchange rate changes
within Furope. The international monetary constraint on
cconomic policy would also have been removed between
Member Sfétes, and greatly diminished as regards our
monctary relations with the rest of the world. This
would be a new economic environment, of stronger internal

monetary disciplines, but more relaxed external financial

constraints. To work it would have to be coupled to important
Community budgetary and financial powers, better

geographical balance in cyclical conditions: in the

structural reconversion of declining industries, and

in the smoother development of demand. These are the
conditions in which we would have a right to expect .
business and labour again to look forward to a sustainable

and broadly based economic eipansion. I do not believe

this Vieﬁ of the future is either uhrealistically

academic nor foolishly utopian.

I am describing the technically achievable reforms
in the organisaion of monetary and, to a lesser but stili
important degree, fiscal policy that would allow Europe's
undoubted potential for a more stable and employment-
creating growth to be released. I do not accept that

Europe's potential in these respects has been irrevocably
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damaged in recent years. What I believe is that

in a Europe of 64 million unemployed, and in a TFurope

in which stability and employment arc not so much competing
but comnlementary objectives, we should not be hide-

bound and confined by the assumptions and conventions

of the past, but rcady t6 contemplate institutional

reforms.

There remain those who say that cmployment

problems are a matter of political urgency, but such
proposals are addressed to another, longer time
horizon. Put there are three“replies to such a

criticism.

- First, our employment problem is, I am afraid, now
a medium term,rather than an ordinar& cyclical matter.
Moreover, beyond the 6! million unemployéd of today
there are 9 million more young people who between now
and 1985 are going to bc.added to the Community labour
force looking for new extra jobs; and the Federal .
Renublic is, because of its population profile, at the
top of this list. Thus we have to think in terms of

a new medium-term stimulus for the Eufdpean economy -
a stimulus which will have to be of.scﬁé historic
dimengion to meet’the extent of our present and

- »

prospective employment problem.

n

- Second, while monetary union is clearly not for the
very short-run, I would not wish to push it over the
horizon. VWe should be prenared to take preparatory
decisions and proceed as fast as those who want to

succeed togcther and be convinced of the arguments. To




If a new design for the Community's monetary union and
economic integration gains support in the debatc that we are
now initiating - in all the Communify's institutions and in
the public at large - then we should look very seriously

again at the length of the time-horizon.

- Third, and for the short run, I would by no means
underestimate the favogiable effect on business confidenéc in
Europe of the Community deciding to embark again seriously cn
a rencwed and intcnsified approach to economic and monetary
union. 6ur European Council earlier this week was in this
respect encouraging - although not in itself decisive. Thesc
are early days still, and much morelrémains for next year, but ﬁé
have achieved a 'fair wind' for our new approach. But
this European Council also broke through some log-jams.

It agreed in principle to a new Community loan mechanism;

it resolved certain budgetary problems thus opening

the way for the new unit of account and own resources in

the 1978 budget; strengthened our short and medium-term balance :
of payments mechanisms, supported the build-up of Community
industrial policies,andlookedforward to new proposals on

youth empléyment. This is a ‘considerable list of

practical achievements and they are.all useful steps towards
building up the sinews of an integrated economy. If we can
succeéd in presentiﬁg in the nexf year a convincing and well-
understood plan of action - relating today's steps with
fomorrow‘s design - that in itself should substantially‘improve
the general morale of the Community, of workers, managers and

investors, of industry and of governments.

/1 hope
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I hope that German opinion will join in this
new revival of an old debate with vigour. In terms
of economic policy, you may be rcluctant to embrace
the so-called 'locomotive thedry' for international
economic coordination; some of you may now even
be hesitant about a str&ng new Community initiative.

1 understand both these attitudes. But in the final

analysis, I believe that German interests cannot be

well served by resisting both pronosals at the same

time.- My inclination would certainly be to sunport

-

intcrnational economic cooperation but to give primary

supnort to the construction.of a hard-core intecgrated
Community economy along the iines:I have tried to
describe. I am encouraged that the way is now

opcen in the Community institutions to take up the
central questions afresh. It is tﬁanks in no small
measure to the helpful position taken ﬁp by this
week's European Council. I hone for a vital con-
tribution from the'Fedeyal Renublic as a whole. Your
strength as a greatly respected industrialised and
demdcratic*society inevitably gives you both
opportuhity and responsibility‘in the construction of

Europe.

I shouldﬁlike to conclude with é general political
reflection. It has recently beén’said that Europe
cannot be united by money alone. Indeed this was the
published view of Herr Anel on 2nd December. I agrece
with him. I also agree with him that there is no
alternatiVe to European integration. DBut I also

belicve that there can be no such full integration
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platform from which we launch this debate is a broadly
based one - it is monetary, of course; it is also
c1learly eceonomic; but it is also political and
insti%utionau; we must fashion our policies, short
term and medium term, with the firm purmose of further

Community integration, made more than ever necessary

by the prospect of enlargement.

This requireé’fof both strong and weak a combinaticn
of benefits and sacrifices, certainly not all from one
side,~ccrtain1y not all to the other. But it requires
above all a realisation that the Community creates and
does not merely redistribute.“ It has not been and must
not be thought of as just taking‘from one and giving to
another. It must benefit us all, strong as well as weak,
otherwise it’will never move decisively forward. And it
must always remember its political purpdée, inspiration
and goals, even-though its means must be largely

economic.






