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FOREWORD

T H E literature available to the British reader upon the general
guestion of Reparation, apart from piecemeal and isolated official
records, is confined to four or five works—viz. The Economic Conse-
guences of the Peace (1920) and The Revision of the Treaty (1922),
by Mr J. M. Keynes; Germany's Capacity to Pay (1923), by
Moulton and McGuire; and The Reparation Plan (1924), by Dr
Harry Moulton. There is also, in French, a compendium, entitled
Documents sur la Question des Reparations, by G. Calmette (1924).
These works have dealt critically with various features of the
Reparation problem as they have been prominent from time to time,
but only to a dight extent do they form a connected history, or
a guide through the twist and tangle of six ill-starred and unhappy
years. Apart from the famous third chapter in Mr Keynes first
work, there is little of the intimate touch of the personal observer
and participator to link up the documentary evidence into a living
record of motive and aim, of attack, defence and counter-attack—
too little, indeed, to make an understandable human story.

It is therefore fitting, and indeed indispensable, that Herr
Bergmann's connected and exhaustive record should be made avail-
able to the vagt public of America, England and the British Empire
in this brilliant trandation.

The author has had the immense advantage of close personal
asociation with the problem in mogt of its agects throughout its
whole history. It will be clear to the reader of this work that,
whereas satesmen, governments and diplomats have come and
gone, each contributing his quota to the story, but with a detailed
knowledge of only a single episode or transaction, Herr Bergmann
has stayed through it all, acquiring a probably unrivalled knowledge
of the sequence of events, an invaluable grasp of the continuum,
and possssng a conspicuous ability to bridge the gaps of individual
policy. It is possble that M. Seydoux, from his own angle, could
san a fied of like extent, and of course his treatment would be
fuller in content and more authoritative for those aspects relating
to French ideas, French policies, hopes and fears. It is probable
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that, so far as England is concerned, the joint efforts of Mr J. M.
Keynes, Sir Arthur Salter, Lord Bradbury and Sir Andrew
M cFadyean would be required to cover the same ground. Certain
it is that no single participating statesman, even M. Poincard or
Mr Lloyd George, could tell so much of the narrative with first-hand
authority.

Among all the participants in the various acts of the Reparation
drama that | have personally met—and they have been many—I
have never yet found one holding views which are at variance with
my own concerning Herr Bergmann. His intellectual competence
goes without saying for anyone who reads this book to its end.
It would be difficult to find a man better qualified to act as
" go-between" in difficult negotiations involving the preudices and
diplomatic commitments of nations. For he has appreciated fully
the differences in the mentality of his own people and that of their
neighbours, and if it has been commonly and rightly alleged that
German appreciation of Allied psychology has often been lament-
able, this has never been Herr Bergmann's fault, for he has always
had a clear snse of it. That in many insances he takes a more
definitdly German point of view is no drawback or discredit—his
advocacy or partisanship is the more persuasive because he has a
greater capacity to appreciate the other point of view than most
of his contemporaries. It has been a certain quality or steadiness
of view over the whole problem, not wavering for essentials, but
placing without cavil the several Allied " complexes” in their place
in the scheme, that has made it easy for statesmen and negotiators
of all nations, in numerous conferences, to try their thoughts upon
him in confidence, and to get an authoritative sense of his peopl€'s
reaction. It has been his lot to sse more than once the wheel
full circle, and ambitious projects falling by their own weight. He
cannot even yet have revealed his fund of knowledge and all he has
doubtless felt concerning the peculiarities of national type and out-
look which have added a maze of conflicting aims to the inherent
difficulties of the Reparation problem. It is doubtful whether his
congtructive contribution has yet been appreciated at its true value,
even in his own country.

When Herr Bergmann has abutted upon the collective delibera-
tions of Allied committees, it cannot be expected that his estimates
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of the forces at work therein shall be the last word. For instance,
the inner history of the Dawes Committee and the development of
its ideas will not be written for many years—and then possbly only
by a few actual participants preserving documentary checks upon
elusve recollections—so that Herr Bergmann's intelligent apergus
and inferences from the indications that came his way are not
conclusve or final, though they will ultimately possess a certain
independent value as indicative of the extent to which those inner
forces were objectively obvious.

The present moment is one of calm, during which such retrospect
is valuable. The Dawes Plan has taken the problem largely out of
the political sphere and placed it in the economic field. But the
difficulties of Reparation in the economic field have yet to be tried
and proved, and the Plan provides at least that their solution shall
be attempted in the light of economic principles and possibilities,
judged by economic tests. The old chapter is well-nigh complete,
the new is about to unfold. It must contain at leas one new
problem which may, if care is not taken, dip back into the old
political contest. The quegtions of the duration of the Dawes
annuities, and the maximum sum payable as repar ation—two related
but not identical problems—have yet to be faced, and ought to be
faced before many years have dapsed. For linked thereto are the
financial relations of the Allies, on which rest in turn the cordiality
of their political contacts and their internal financial burdens and
stability.

But we are getting far enough from the past to se it whole,
and not too far but that we can se itsparts. Herr Bergmann gives
it adry light from an indispensable angle.

J. C. STAMP.






PREFACE

THE Ist of September 1925 was the date of the first anniversary* of
the inauguration of the "Dawes Plan," the name commonly given
to the settlement of the reparation problem which was signed in
London, on 16th August 1924, between the Allied Governments,
Germany and the Reparation Commission, and which was based
on the report, submitted on 9th April 1924, by the Committee of
Experts appointed by the Reparation Commission.

The conclusion of the first year's operation under the Dawes
Plan is notable not only for the economic and financia results
achieved, but dso for its far-reaching political significance. Within
this first year all German territory which the Allies had occupied
since the Treaty of Versalles by way of sanctions has been sat free
in accordance with the terms of the London Agreement. Now at last
normal Treaty relations are re-established. The Ruhr District and
thetowns of Diisseldorf, Duisberg and Ruhrort have been evacuaed
by the foreign troops.

To-day these facts appear dmogst as a matter of course.  What
a confusing successon of events they embrace we redize only if we
carry our thoughts back the short period of two years. At that
time chaos prevailed. German economy and finances were utterly
shattered. The separati movement, which had free sway in the
occupied territory, threatened to bresk up the Reich any day.
Germany's doom appeared to be seded.

At one gtroke all this was changed. The political and economic
unity of Germany is stronger than at any time since the end of
the World War, her monetary sysem has been regulated and her
budget hes been balanced. The unhappy struggle for reparation
which for five years kept the world in feverish tension and prevented
the recovery of Europe has been adjusted, for a perceptible period,
by agreement between the victors and the vanquished. For the
present the reparation problem haes found a practical solution. The
change in the genera situation within the last two years is so
startling that it is hard for a good many people to redize that a new
era has dawned and that the hope for a return to quiet and normal
conditionsisnow justified. The army of unbelieversin both camps
will dwindle in proportion as the political tenson between the
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peoples relaxes. An encouraging advance in this direction hasjust
been made at Locarno.

The settlement of reparation, which could not be advanced a
single step through negotiations between the interested Powers or
through brute force so long as the brains of the political leaders
of the conquering Powers were filled with the layman's visions of
uncounted milliards, was accomplished as soon as the inexorable
logic of economic laws prompted the Allied Governments to seek
and follow the counsel of economic experts. By three months of
hard work the experts of the Dawes Committee solved their task
in a manner which deserves the highest commendation, though
naturally the result of it did not fully satisfy either party. This
accomplishment, however, was possible only because the experts
did not attempt to find an entirely new way to solve the reparation
question, but had the insight to build upon the experience of the
past. In every part of their plan we find ideas which had been
put forth and explained by experts of both sides in the course of
previous negotiations. The stones for the structure had been cut
before, but they had been smashed through the interference of high
politics with former attempts at construction, and lay scattered in
ruins along the fateful road of reparation. It is to the everlasting
credit of the experts, headed by Dawes, that they assembled the
best stones from the ruins and skilfully joined them into their in-
genious structure. The Dawes Plan has thus become a monument
to the earlier efforts to find a solution of the problem, and without
a knowledge of the history of reparation the Plan cannot be fully
understood.

But the value of the experience gained in the struggle for
reparation lies not only in the past. This experience will prove
most useful when it becomes necessary to overcome future diffi-
culties arising in the handling of reparation. The stately mansion
of the Dawes Plan beckons us to welcome rest and recuperation
on the wearisome road of reparation, but the goal itself has not
yet been attained. The experts themselves declared that the Plan
offered no complete solution of reparation, which requires above
all the determination of the total amount which Germany will
have to pay. It also remains to be seen by what means and to
what extent the amounts due each year for reparation under the
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Dawes Plan can be actually transferred abroad without injuring the
economy of the debtor and the creditors.

The road of reparation therefore leads onward. We have only
reached a point whence we can obtain a full view of the journey
accomplished and carefully explore the farther trail.

| have undertaken to present in this book an outline of the
development of reparation up to the present day, and on the basis
of past experience to suggest the goal for which we should strive
in the final solution of the problem. Other important questions
have been touched upon in this connexion which do not form an
integral part of the reparation problem but stand in close relation
to it; | have entered upon them, however, only in so far as it
appeared necessary to understand that relation. Owing to the
plethora of the material we shall have to limit ourselves strictly to
the subject-matter in hand.

| believe that such an undertaking meets a real want. There
exist, to be sure, a great many works and investigations of merit
deding® with reparation. The Reparation Commission itself has
published valuable material on its activities, and the Dawes Plan,
its organization and operation have in particular been widely com-
mented upon. There is lacking, however, a complete history of
reparation, tracing events from their beginnings And indicating their
progressive development and interrelation.

It seemed to me that | should undertake this task because,
first, as representative of the German Government with the
Reparation Commission, and later on as confidential adviser during
the negotiations with the Allied Governments, the Reparation
Commission and the Committee of Experts, | have been in a position
to follow closely the development of reparation matters from the
beginning to the end.

| have endeavoured to write in a matter-of-fact, plain and concise
language, addressing myself not only to those who are familiar with
reparation—though | trust they, too, may find the following pages
worth their study—but to all those also who desire to comprehend
the foremost economic problem of the post-war period. To reach
this wider public, however, | had to guard against two pitfalls.

| had to be careful not to stifle general interest under the mass
of details which, under the ramifications of the Treaty of Versailles,
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were for years the subject of arduous discusson between Germany
and the Reparation Commission. It had to be my aim rather to
keep a straight and well-defined line, eliminating whatever was not
essential for clear comprehension. | hope that these restrictions
have not impaired the completeness of my work.

A second and possibly greater difficulty arose from the method
of presentation. The economic problem of reparation has been so
deeply drawn into the political controversies of the former belliger-
ents, and has been so distorted in public discussion, that almost all
publications of this character have been accused of partisanship. |
have been guided by thethought than any presentation of the history
of reparation will be helpful in the final solution of the problem
only if it abstains from serving any political end and treats the
matter without prejudiceor partiality.

What is needed is to find the truth and to tell the truth.

CARL BERGMANN.
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PREFACE TO THE ENGLISH EDITION

THIsbook isatranslation of my work, Der Weg der Reparation, which
was published in January 1926 by the Frankfurter Societaets
druckerei of Frankfurt am Main. Occason has been taken in
this English edition to correct certain minor errors which are to be
found in the original text and to include the results of the second
reparation year, which came to an end on 31st August 1926.

Sir Andrew McFadyean hes been good enough carefully to
check the trandation into English. For this sarvice | owe him a
debt of sSincere gratitude to which | would here like to give public
expression.

| should ds0 like to acknowledge my debt to Sir Josiah
Stamp for writing the Foreword to this English edition, and to
Mr W. T. Layton for his interest and assstance in its production.

CARL BERGMANN.
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CHAPTER |
THE WILSON PROGRAMME

THE word " Reparation," snce the World War, has acquired a
special meaning, and is understood to signify the obligation of the
vanquished, and of Germany in particular, to repair the damages
suffered by the victors. The present work deals exclusively with
reparation incumbent upon Germany under the Treaty of Versailles,
of 28th June 1919. In order fully to understand the provisions of
this Treaty it is necessary to go back somewhat beyond that date.
Reparation originated in the famous peace programme of President
Wilson, on the strength of which Ger many declared, in October 1918,
her readiness to enter into the Armistice. The fourteen points of
the Wilson programme included the demand for the restoration
of the occupied territory. In the course of negotiations regarding
the Armistice, President Wilson, through Secretary Lansing's note
of 5th November 1918, declared, in the name of the Allied Powers,
that restoration of the occupied territory meant that Germany had
to repair all damages inflicted upon the civilian population of the
Allied Governments and their property by German aggresson by
land, by s, and from the air. To this Germany submitted, and
thereby her liability for reparation was legally fixed within certain
definite limits. Humanity would have been spared much suffering
if the ultimate peace terms of the Allies had not overstepped the
limits thus agreed with Germany. The problem of reparation
would not then have become so inexpressibly difficult, and would
have been soluble much earlier. The Allies, however, abandoned
the bass of the Wilson programme so soon as they realized that
Germany was completely defencdess and that, whatever demands
might be advanced, her hands were tied.

At the request of Clemenceau, Germany's liability for repara-
tion was embodied in the agreement for the Armistice, although,
as Lloyd George very properly said at the time, reparation had
nothing to dowith the Armistice, but belonged to the Peace Treaty,

Under the caption " Financial Conditions," Article 19 of the
Armistice compact categorically called for reparation, and stipulated
that, during the Armistice, Germany should not remove any public
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values which might serve the Allies as security for the payment of
the war damages. It further provided for the restitution of specie
holdings of the Belgian National Bank, and generally for the im-
mediate return of all documents, cash and securities belonging to
public or private interests in the occupied territories. Thereupon,
within a few days, Germany returned sequestrated securities, and
property taken as security, to a value of over 8%milliard francs.
The return of Russan and Rumanian gold confiscated by, or
delivered to, the Germans was also stipulated. Reservation was
expresdy made for any supplementary demands of the Allies or the
United States,

In addition to the delivery of an immense quantity of war
material, and all submarines, and the dismantling or internment
of the German sea-going fleet, Germany undertook to deliver 5000
locomotives, 150,000 railroad cars and 5000 motor-trucks, as well
as to surrender the railroads of Alsace-Lorraine, with their entire
rolling stock and material. This was anticipating reparation in
means of transportation to the amount of several milliard gold
marks.

In the agreements for the extension of the Armistice, which at
first was concluded for monthly periods only, the claims for repara-
tion were further enlarged. In thefinancial agreement of Treves,
of 13th December 1918, a formal embargo was placed on all specie
holdings of the German Government and the Reichsbank, as well
as on all foreign securities and foreign credit balances belonging
to the German Government and public treasuries. The German
Government was even compelled to undertake not to grant export
licences for foreign securities and credit balances owned by in-
dividuals and corporations without first obtaining the consent of
the Allies. The attempt of the French Government thus to exercise,
through a special commissioner of finance, general control over
German finances was frustrated at the time by the objection of
the American delegate, Norman B. Davis. In afurther agreement,
concluded at Trfeves, on 16th January 1919, Germany had to
undertake to deliver many thousands of agricultural machines
and implements as a penalty for delay in the complete delivery of
the railway material.

From the time of the Armistice to the conclusion of peace it
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became more and more evident that the demands of the Allies for
reparation would by far exceed the Wilson programme. The
claim that the entire war cods of the Allies should be paid was
now openly made. Even Lloyd George, in a speech made at Bristol
on nth December 1918, took this stand, placing the English de-
mand alone at 8 milliard pounds sterling. At the meetings of the
Allied Reparation Commission which met in Parison 1s February
1919 the three English delegates—Mr Hughes, Prime Minister
of Australia, Lord Sumner and Lord CunlifFe—based the claim of
the Allies for the complete refund of the total cost of the war on the
right of the conqueror in accordance with international usage. The
Americans contested this theory, but approved the complete repara-
tion of all war damage. The discord between the victor nations
was transferred, in March 1919, to the Supreme Council of the
Allies, this being the name of the conferences of the four heads
of the Governments of France, England, Italy and America.
France declined to consider Germany's ability to pay as a bads for
computing reparation, while the American delegation insisted up
to the close that the limits of the Wilson programme should not
be exceeded. The situation became so critical that an open rupture
between the Allies and America seemed almost inevitable, but
finally Lloyd George and Clemenceau changed their tactics. They
succeeded in convincing President Wilson that all their reparation
claims, including that for military pensions, were to be considered
as claims for indemnifying the civilian population. By this means
the victors reached an agreement at Versailles in which the Wilson
programme was adhered to in appearance, but in reality entirely
abandoned.

The main point, that of fixing the total amount of the Ger man
liability for reparation, was left open, notwithstanding strong op-
position from the American delegates. It is difficult to realize
to-day the delusion under which the leaders of the Allies at that
time dictated the terms of peace to Ger many without considering the
possibility of their execution. They, and the world with them, had
logt all financial standards during the years of the war, in which
unheard-of amounts of war expenses and war debts had accumu-
lated. The Allied peoples had been continually told that Germany
would have to pay the entire cost of the war, and there was neither
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insight nor courage enough at Versailles to admit that it would be
necessary materially to reduce the extravagant expectations enter-
tained regarding the German indemnity. For this lack of wisdom
and determination both victors and vanquished had to pay dearly
in the years of the struggle over reparation.

The history of events leading up to the Treaty of Versailles has
been presented exhaustively in numerous publications, especially on
the part of the Allies. | here refer to it only to the extent neces
sary for an understanding of the history of reparation. How far
the compromise of Versailles fell short of the claims of the several
Allies is sen in the tentative draft of the financial conditions of
peace submitted to the Supreme Council, 12th April 1919, by
the French Finance Minister, Klotz. According to their draft,
Germany was to make a first payment on account of her reparation
debt of 24 milliard gold marks—16 milliards within three months,
and the remaining 8 milliards within a year after the conclusion
of the Treaty. Beginning with the second year, annual payments
wer e to be made starting with 8 milliard gold marks and increasing
at therate of 2 per cent, every year. The number of years for which
the payments were to run was to be determined by an Interallied
commission.

While the Allies were thus outbidding each other in Paris in
piling up claims againgt Germany, active preparations for the Peace
Conference were progressing in Berlin, undeflected by daily riots
and srious apprehensions for the country's food supply. Even
though the German people did not read without misgivings the
news from abroad reporting the demand, from the platform and
in the Press, for many hundred milliard marks of war indemnity
it trusted, with almost religious faith, that President Wilson would
enforce his fourteen points as againgt the demands of the Allies,
and that, in conformity with the preliminary international agree-
ment, the indemnity would be limited to the reparation of damages
in the devastated areas of France and Belgium.

In the light of later developments of the reparation question)
and for comparison with the Dawes Report, it deserves to be men-
tioned that the German Government reckoned as early as December
1918 with a reparation debt of 30 milliard gold marks. It was
expected that Germany would have to pay that sum as part of the
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peace terms, and a careful study was made of ways and means by
which such an amount could be paid. In a memorandum prepared
at the time, the Treasury of the Reich came to the conclusion that
reparation could not be accomplished either by cash payments or
by means of a loan or, finally, without grave economic danger for
the Allies and Germany by deliveries in kind, and that the only
proper method of reparation was for Germany to undertake to
repair the damage done with its own labour. In addition to recon-
struction proper, large deliveries might be made of raw material,
building material and ships.

With such ideas regarding reparation the German Delegation
of two hundred strong proceeded to the Versailles Peace Conference,
on 27th April 1919, where it was carefully secluded from the outer
world. On 7th May the conditions of peace were at last handed
to it. Any possibility of negotiations was rejected forthwith, and
the Germans were to present their comments on the termsinwriting
only. But for slight changes, of a merely formal character, the
terms of reparation incorporated in the Treaty of Versailles were
in the exact form in which they were originally presented.

That the Allies precluded in Versailles any discussion of the
Peace Treaty was primarily due to the fact that they considered the
German delegates as representatives of a criminal people, which
was merely to be sentenced, and which before judgment was pro-
nounced was granted only the right to plead to the indictment.
They may have been prompted quite as much, however, by the
fear that any negotiations with the Germans might reopen the

cleavage, only bridged over with trouble, between the several Allies
and America,



CHAPTER 11
THE PROVISIONS OF THE TREATY

UNDER the Treaty of Versailles, Germany's liabilities for reparation
wer e as extensve and complicated asthey were vague. | will attempt
to summarize them in the following lines as briefly as possble

The Treaty defines only the nature of the damages for which
Germany is to make reparation, but not the amount. It makes
Germany responsble in principle for all war losss and damages
sudained by the Allies, on the ground that Germany and her allies
had imposad thewar upon them (Art. 231), but, owing to Germany's
inability to repair all war lossss and damages it prooeeds to limit
the liability to a series of spedific categories (Art. 232 and Annex. .
thereto). In this connexion the Wilson programme—" damages
to the civilian population by German aggresson by land, by seq,
and from the air "—is quoted, but is made ineffective by the words
immediatey following, which gipulate that Germany is hed
generally respongble for all damages enumerated in Annex |. to
Art. 232. Thisindudes pensons and all other compensations paid
by the Allied and Asociated Governments to members of their
armies and their dependents

The amount of thee damages was to be determined by an
Interallied commisson, called " The Reparation Commisson.”
Thisbody wasto fix, by 1¢ May 1921, thetotal amount of damages
and noetify it to the German Government as representing the extent
of Germany's obligation. The Commisson was concurrently to
draw up a Schedule of Payments prescribing the time and manner
for securing and discharging the entire obligation within a period
of thirty years from ist May 1921. The Commisson might, after
an invedtigation of Germany's resources and capacity, and after
hearing her representatives, extend the date and modify the form
of the Schedule of Payments, but it could not cancd any payment
except with the spedfic authority of the several Governments
represented upon the Commisson (Arts. 233, 234).

Pending a final determination of the daims for reparation,
Germany was to pay, by 1¢ May 1921, as an ingalment, the
8
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equivalent of 20 milliard gold marks, in such manner asthe Repar a-
tion Commission might fix. Out of this sum the expensss of the
armies of occupation subsequent to 11th November 1918 werefirst to
bemet. Such suppliesof food and raw materialsas might bejudged
by the Governments of the Principal Allied and Associated Powers
to be essential to enable Germany to meet her obligations for re-
paration might also, with the approval of said Gover nments, be paid
out of theabove sum of 20 milliards (Art. 235). By way of security
for, and acknowledgment of, her debt, Germany was to deliver
immediately to the Reparation Commission bearer-bonds to the
amount of 100 milliard gold marks. Twenty milliar ds of these bonds,
maturing on 1¢ May 1921, were to sarve as security for the
first instalment of 20 milliards. Additional bonds for 40 milliard
gold marks were to bear 2% per cent, interest from 1921 to 1926
and 5 per cent, thereafter, with | per cent, for amortization. For
the balance of 40 milliards Germany was to execute an engagement
whereby she undertook to issue a further 40 milliard gold marks
of 5 per cent, bearer-bonds so soon as the Commission was satisfied
that Germany would meet the interest and sinking fund thereof.
Further issues of bonds, even beyond all these amounts, might be
required by the Commission (Annex1 | .,812,toArt. 232).

Interest at therate of 5 per cent, was to be debited to Germany
as from 1¢ May 1921 in respect of the total debt determined by
the Commission. The Commission was authorized to alter thisrate
ofinterest (Annex| | .,816).

Apart from cash payments, Germany had to agreeto the direct
application of her economic resources to reparation (Art. 236).
These contributions, known as " deliveriesin kind," are regulated
byAnnexesl I 'l .,1V.,V.andV | .totheReparation chapter of the
Treaty.

1. Ships {Annex IIl.).

[All merchant ships of 1600 gross tons and upwards, one-half
reckoned in tonnage of ships between 1000 and 1600 gross tons,
and one-fourth in tonnage of steam-trawlers and other fishing boats,
were to be delivered to the victorious Powers. Germany, further-
more, was to construct for the Allies, for a period of five years,
mer chant vessdls up to 200,000 gross tons annually. Moreover,
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Germany was to restore all river boats which had come into her
possession since 1st August 1914, and cede to the Reparation
Commission up to 20 per cent, of the German river fleet,

2. Animals and Material (Annex ZIV.),

Germany was to replace all losses of thevictor nations in animals
as well as machinery, equipment, tools and similar articles of com-
merce, by animals and articles of the same nature which might be
in being in Germany, and to furnish material for reconstruction,
machinery, heating apparatus, furniture, etc., etc., all on the basis
of lists to befiled with the Reparation Commission by the several
Governments. The Reparation Commission was to fix the prices
and to decide to what extent Germany was able to fill these requisi-
tions. France and Belgium were to receive within the next three
months a certain number of animals, principally horses and cattle
(700 stalions, 40,000 fillies and mares, 140,000 milch cows,
40,000 heifers, 4000 bulls).

3. Coal and Derivatives of Coal (Annex F.).

Germany was to undertake the following deliveries of coal:
to France, 7 million tons of coal per year for ten years, as well as
the deficiency in production of the coal mines in Northern France
destroyed during the war, up to 20 million tons annually for the
first five years, and up to 8 million tons annually for the following
five years; to Belgium, 8 million tons of coal per year for ten
years; to Italy, for ten years, gradually increasing quantities, up to
8,500,000 tons per year.

During thefirstfiveyears, therefore, the yearly deliveries might
reach a maximum of 43,500,000 tons.

The price to be credited for coa was generally the German pit-
head price to German nationals, but was not to exceed the British
export price at pit-head plus the freight to the frontier of the receiv-
ing country. For sea deliveries the German export price f.o.b.
German ports, or the British export price f.o0.b. British ports, was
applicable—whichever happened to be lower. The Allies could
ask for deliveries of coke in place of coal in the proportion of three
tons of coke to four tons of coal,

Germany further undertook to deliver to France during each
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of the three following years 35,000 tons of benzol, 50,000 tons of
coal tar or corresponding products of distillation, and 30,000 tons
of sulphate of ammonia.

The price of coke and coal products was to be the price charged
to German nationals.

The Reparation Commission was authorized to reduce these
deliveries.

4. Chemical Products (Annex VI).

Germany undertook to deliver dyestuffs and chemical drugs
up to 50 per cent, of the stock on hand in Germany at the date of
the coming into force of the Treaty, and up to 25 per cent, of
Germany's normal production until 14 January 1925, The price
was to be the pre-war net export price, plus subsequent increase
inthecog of production.

The Treaty of Versailles provided that the value of all these
deliveries was to be fixed by the Reparation Commission and to
be credited to reparation account. The value of other deliveries
and cessons provided by the Treaty was to be credited to Germany
in a similar manner. Credit for property restored, however, was
expressy ruled out (Arts. 238, 243). Thisrefers to the restitution,
already provided for by the Armistice, of cash, securities, animals,
and objects of every description, sequestrated and confiscated by
Germany during the war, as far as they could be identified on
German territory or on the territories of her Allies.

Other itemsto be credited to reparation account were :

{a) the value of submarine cables ceded by Germany, in so far

as they were private property;

(b) ddliveries made under the provisions of the Armistice, ex-
clusive of war material, mainly material for transportation
and agricultural machines;

(c) the value of the coal mines in the Saar region, which were
ceded to France;

(d) any payments which the Reparation Commission was to
receive from the Powers to whom German territory was
ceded, as compensation for their acquiring property of
the Reich or of German sates, or on account of their
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obligation to pay part of the debt of the Reich and the
states;

(e) thevalue of therights and participation of German nationals

inpublicutilitiesor concessionsin Russia, China, Austria,
Hungary, Bulgaria, Turkey, or in the territories ceded
by Germany under the Treaty, so far as the Reparation
Commission might order the transfer of these rights
(Art. 260).

For the return of Alsace-Lorraine France did not have to pay
any indemnification to Germany, nor was any compensation allowed
for the railroads of those provinces. From this source alone France
secured to herself in advance a separate reparation of several
milliard gold marks.

Belgium, too, was released from the payment of compensation
for property of the Reich or German states in territories ceded by
Germany.

These exclusive exceptions in favour of France and Belgium
aggravated the burden of reparation by the value of the property
thus gratuitously transferred. But even more unjust and oppres-
sive was the provision of the Treaty under which Germany had
to surrender all her colonies without receiving any compensation
whatever for these invaluable cessions.

The supervision of all provisions of the Treaty regarding
reparation was placed in the hands of the Reparation Commission,
which is, therefore, to be dissolved only after complete liquidation
of the reparation debt.

The Commission, according to the Treaty of Versailles, was
to be composed of one delegate and one assistant delegate each
from the United States of America, England, France, Italy, Japan,
Belgium and Serbia. At the meetings of the Commission the
American, English, French and Italian delegates and, as arule, the
Belgian delegate, were to take part and to record their votes. Japan
was to participate in and vote on questions of damage at sea, or on
questions arising under Art. 260, in which Japan's interests were
concerned; Serbia in questions relating to Austria, Hungary or
Bulgaria.

The Commission has its principal permanent bureau in Paris,
but it may meet at other places, if necessary. The meetings, as
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a rule, are private. The chairman, who is to be eected annually,
casts the deciding vote in case of atie. In certain specified cases,
and particularly on questions of postponement of German payments
beyond 1930, and the interpretation of the reparation provisions,
unanimity is necessary.

The Commission was required to give Germany upon applica-
tion due hearing, particularly on the question of her capacity to
pay. It was not to be bound by any rules of law, but was to be
guided in its decisions by justice, equity and good faith.

The Commission had far-reaching authority in matters of
reparation, and especially power to interpret the Treaty provisions.
It was to make periodical estimates of Germany's capacity to pay,
and examine the German system of taxation, first, to the end that
the sums for reparation which Germany was required to pay should
become a charge upon all her revenues prior to that for the service
or discharge of any domestic loan; and secondly, so as to satisfy
itself that in general the German scheme of taxation was propor-
tionately fully as heavy as that of any Power represented on the
Commission. Subject to such exemptions as the Commission might
approve, reparations were to be a first charge on all assts and
revenues of the Reich and its constituent states (Art. 248).

In lieu of cash payments the Commission might at any time
accept chattels, properties, commodities, business rights, conces
sions, ships, bonds, shares or securities of any kind, at a value to be
fixed by the Commission (Annex 1 1., 8§ 19).

The provisions of Annex | | . regarding the rights and duties of
the Reparation Commission may be changed by unanimous decision
of all Governments represented upon the Commission. This right
was subsequently exercised in the London Schedule of Payments
of 5th May 1921, to change §19, which is mentioned above.

In case of Germany's default in the performance of any ob-
ligations in connexion with reparation, the Treaty provides that
the Commission shall forthwith give notice of such default to each
of the interested Powers and, at the same time, may submit its
recommendations as to the action to be taken in consequence
of such default. The measures which the Allied and Associated
Powers have the right to take in case of Germany's voluntary
default to meet her obligations may include economic and financial
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prohibitions and reprisals, and, in general, such other measures as
the respective Governments may determine to be necessary in the
circumstances. Germany was bound not to regard such measures
asactsof war (8817, 18, Annex|1.).

These are the frequently quoted provisions of the Treaty re-
garding sanctions which subsequently had such fateful consequences.

In addition to reparation, Germany was further subjected under
the Treaty of Versailles to a series of other onerous and indefinite
obligations which are neither interrelated between each other
nor with reparation, and do not fall under the supervision of the
Reparation Commission.

The Treaty, for instance, imposes on Germany the payment of
the total cost of maintaining the armies of occupation, beginning
with the day of the Armistice, 11 th November 1918. The cost was
payable in gold marks, except in so far as it consisted of purchases
and requisitions in the occupied territory, which latter had to be
paid in marks by the German Government. This cost of occupa-
tion was a charge on the property and revenues of the Reich and
German states prior even to reparation (Art. 251).

The Treaty further provided that Germany should be respon-
sible to the nationals of the Allied Powers for the pre-war debts of
her own nationals in so far as those Powers might accept the plan
for clearing such claims provided by the Treaty. Debit and credit
balances resulting from the operation of the clearing offices were
to be adjusted monthly. If Germany was the debtor the German
Government was to pay the balance due forthwith to the Allied
states, but if the monthly clearings showed a credit in Germany's
favour it was to be retained by the Allied states pending full
discharge of all German obligations under the Treaty of Versailles.

The creation by the Treaty of mixed arbitral tribunals likewise
burdened Germany with obligations indefinite in extent. These
courtswere to decide, among other things, on all claims for damages
suffered by nationals of the Allied Powers as aresult of exceptional
war measures introduced by Germany.

Finally, the German Government had to undertake to com-
pensate its nationals for losses incurred through the confiscation
of German private property in Allied countries, for the Allied
Powers reserved the right to retain and liquidate all property, rights
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and interests within their territories, including colonies, and even
in German territories ceded to them by the Treaty, belonging to
German nationals at the time the Treaty became effective. The
principal Allied Powers have exercised this right extensively,
liquidating for their own benefit German property of a value of
many milliard gold marks. Compensation for liquidated property
was to be fixed exclusively by the Allied Powers interested. So far
as the proceeds from liquidation were not applied to indemnify the
respective Allied Powers, or used in the operation of the clearing
offices, they were to be credited to Germany on reparation ac-
count. Until now nothing has been credited to Germany under
this head.

The provisions of the Treaty of Versailles regulating Germany's
liability to repair all sorts of damage suffered by the Allies as well
as by German nationals imposed upon the German Government
a series of absolutely unlimited obligations. Even the burden of
reparation proper remained undetermined under the Treaty. The
demand that Germany should issue for the present 100 milliard
gold marks in bonds carried the implication that the Allies expected
to fix ultimately a still higher figure for the reparation debt. But
one thing had been determined : that by 1st May 1921—that is,
within two years—Germany had to pay the huge sum of 20 milliard
gold marks in cash and deliveries in kind. In addition, there was
the loss of enormous capital values which had to be surrendered
by the Reich and the states, and by the private economy of Germany.
And quite apart from reparation they were to pay, as we have seen,
the costs of the armies of occupation, the balances from the opera-
tion of the clearing offices, the awards to Allied nationals by the
mixed arbitral tribunals and the compensation to German nationals
for the confiscation of their property in the Allied countries. All of
this resulted in a boundless inflation of the German debt, immeasur-
able as it was in any event. But the worst of it was that all these
collateral liabilities gravely impaired Germany's capacity to pay
reparation; for the cost of occupation ranked ahead of reparation
under the Treaty—anything that Germany was able to pay was first
credited against the cost of occupation—and this explains why,
from all the cash payments and deliveries in kind actually made by
Germany up to 1st May 1921, nothing was left for reparation.
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Even at a time when no cash payments were as yet demanded
of Germany for reparation she had to pay enormous amounts to
various Allied Governments to adjust her monthly debit balances
under the clearing operations. The only explanation of this curious
fact is that the Reparation Commission, which had been established
to supervise the German payments, had no authority over payments
demanded of Germany under other sections of the Treaty. It isa
fact that some of the members of the Reparation Commission were
not aware until the autumn of 1920 that Germany had already paid
large sums of money to several of the Powers under the clearing
oper ations.

Especially dubious was the provision of the Treaty whereby
Germany was aso to repair damages under the decisons of the
mixed arbitral tribunals. As a matter of fact, by far the greater
part of the damages for which the nationals of the Allied Powers
could claim to be indemnified were presented as reparation claims,
and included in the largejoint bill of theAllies. Theintroduction
of the mixed arbitral tribunals was bound to encourage the filing
with these courts of special claims against the German Reich so as
to secure a direct award of damages which, in the regular repara-
tion procedure, could be obtained only by the intermediary of
the individual Allied Governments. Unquestionably the arbitral
tribunals were thus used to carry on private reparation alongside
general reparation. In many casss this involved Germany in the
risk of being obliged to pay reparation twice.

The piling up of reparation claims against Germany, quite
independent of each other, afforded evidence that the Treaty of
Versailles was not conceived and written as a unit. The funda-
mental psychological mistake of the authors of the Treaty was their
complete failure to envisage a maximum amount which it might
be possble for Germany to pay, or at least to entrust a single body
with the supervision of the German payments. This immeasurable
obligation under the Treaty was bound to dishearten at the outset
the most willing German Government from making really deter-
mined efforts toward liquidating the debt. So long as the debtor
does not know what he hasto pay in all, nor whether hewill be able
to carry the burden, it will be impossible for him to put forth his
best endeavours toward the discharge of his obligations. It is the

16



THE PROVISIONS OF THE TREATY

fault of the Treaty itself that, in the execution of reparation, it
had to come sooner or later to the application of the " sanctions"
provided by the Treaty,

The Treaty of Versailles requires of Germany no supply of
labour for reconstruction work. Thisisa peculiar and striking fact,
which stands in direct contradiction to the demand that Germany
should immediately mobilize her economic resources for the material
reconstruction of the devastated territories. All offers of this nature
made by Germany in the course of years were either rejected by
the Allies as unacceptable, or so treated that no practical results
were obtained. The explanation for this attitude is found in the
fear of competition arising from the participation of German
labourers in the devastated territories, and of the contact of German
labourers with the people of the Allied country.

It isto the credit of the German Peace Delegation in Versailles
that it correctly discerned from the start the fundamental defects
of the peace terms dictated by the Allies and strongly emphasized
them in its notes to the Interallied Peace Conference. The German
delegation at the time did not confine itself to criticism: it also
made counter-proposals, which may not have been acceptable in all
points, but which would have offered a suitable basis for negotia-
tions at Versailles if discussionswith the Germans had been thought
admissible at all.

The German notes and counter-proposals concerning the terms
of peace received little or no consideration; they contain, however,
much valuable material, which should be preserved from oblivion
and find its place in the history of reparation. Some passages from
the German proposals are therefore quoted here verbatim.

In the kernel of the German note of 29th May 1919, addressed
to the French Prime Minister, Clemenceau, appears the following
offer:

" Germany is prepared to make the payments incumbent upon
her under the Peace Programme agreed upon, up to a maximum
amount of 100 milliard gold marks—that is, 20 milliard gold marks
up to 1t May 1926, and the remaining 80 milliards in annual
instalments without interest. These instalments are to bein a fixed
relation to the revenues of the German Reich and States. The
annual instalments will approximate to the former peace budget.
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In the first ten years the instalments shall not exceed one milliard
gold marks. The German taxpayer shall not be burdened less than
the taxpayer in the most heavily burdened State represented on the
Reparation Commission."

It is true that the offer was contingent upon the condition that
the cession of German territory would be kept within certain definite
limits and that Upper Silesia in particular should remain with the
Reich, but it certainly proves that Germany was prepared even at
that time to go extremely far in making reparation.

The German note further states :

" Germany is prepared to devote her entire economic resources
to the service of reparation. She desires actively to co-operate in
the restoration of the devastated areas in France and Belgium. To
make up the deficiency in production of the destroyed mines in
Northern France, there shall be delivered for each of the next five
years up to 20 million tons of coal, and for the succeeding five years
up to 8 million tons. Germany will enable further deliveries of coal
to be made to France, Belgium, Italy and Luxemburg.

" Germany is further prepared to make considerable deliveries
of benzol, coa tar, sulphate of ammonia, as well as dyestuffs and
chemical drugs.

" Germany sees in the cession of industrial participations, parti-
cularly in coal mines for the protection of coa deliveries, a suitable
way to a speedy discharge of her liability for reparation."

The following passage from the German note of 29th May 1919
is adso of special interest in view of the subseguent occupation
of the Ruhr District and of the observations of the experts who
originated the Dawes Plan :

" After the pitiful years of world-wide strife and devastation,
the peoples of this earth should combine in peaceful co-operation
in order to lighten their burdens and promote the speedy recon-
struction of the world through mutual assistance.

" The draft of the conditions of peace submitted to us by the
opposing Allied Governments does not follow this course. On
the contrary, they indulge in the hope that a Germany stripped and
repressed by every instrument of political and economic disqualifi-
cation will be able to do more for their peoples, and relieve them
of more burdens, than the Germany which we desire to build up,
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" The cost of occupation may be extremely high and unbearable
for Germany's weakened finances. To-day the expensss of the
foreign troops of occupation, as far as ascertainable at present,
exceed the former peacetime budget of the German army and
navy. To burden Germany with the cost of a further occupation
would be unfair, for the troops of occupation would be a part of
the enemies peace-time armies, the support of which should be
borne by the enemy powers.

" A military occupation would be the more disastrous because
any occupation has a most injurious economic effect, which might
easly be aggravated by interference of the troops of occupation in
the administrative and economic domain.

"The taxing power of Germany and her ability to pay are
dependent upon a uniform administration of the taxable territories
remaining to Germany. The authority of the German Government
with regard to the collection of taxes, customs, etc., can be re-
established only after the troops of occupation have been withdrawn
from the country. Even the Armistice has brought about chactic
conditions in the territory on the left of the Rhine in regard to
imports and money transactions. An occupation extending over
many years, coupled, as planned, with the introduction of a special
cusoms system, would deprive Germany of the possibility of a
clear economic and financial policy.

" | n the peace proposals frequent reference is made to the liability
of the Reich to make compensation for private property which is
to be expropriated in favour of the Allied and Associated Powers,
without considering that the merely technical aspect of the currency
problem s#salimit to thismethod. The placing of German Govern-
ment loans, either at home or abroad, in any large amounts will not
be possble in the near future; any compensation, therefore, will be
possible only by a large issue of paper money. The serious inflation
that has already developed would increase without check if the
proposed conditions of peace were to be carried out. Nor can
deliveries in kind on a large scale take place unless the Reich re-
funds the value thereof to the producers, involving a further issue
of paper money. As long at these deliveries continue, therefore, a
stabilization of the German currency, even on the present level,
would be out of the question. The mark would steadily continue
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to depreciate. Monetary instability, however, would not affect
Germany alone, but all exporting countries; for Germany, with the
continuous depreciation of her currency, would be an element of
disturbance, incessantly throwing her products on the market at
ruinous prices.

" In the draft of the conditions of peace the manifold desires
of all the countries who have been at war with Germany have been
mechanically added up; no uniform basis exists, and contradictions
accumulate from chapter to chapter. If this mechanical addition
is not revised the economic body which has to carry the burden
must collapse. An organic solution could befound only in a common
consideration by all participants of all the questions involved.

" The proposals of the Allied and Associated Governments are
absolutely impossible of execution in their present form and amount,
and assuming that the provisions could be forced upon Germany
the result would be a sad disappointment to our present opponents.
This would become evident with the first instalment of 20 milliard
gold marks, the immediate payment of which is provided for in
the draft of the conditions of peace. After deducting the cost of
military occupation accruing in the meantime, and the very con-
siderable amounts necessary to provide Germany with the most
necessary food and raw materials, little, if anything, would remain
for payment of reparation.”

This prophetic forecast was substantiated by the course of
events in practically every point.

The economic and financial experts who represented Germany
at Versailles had not only the ability but the honest desire to make
a reasonable reparation settlement. The Allies could very well have
found in Versailles a proper basis for peace by co-operation with
the German delegates, but all German efforts during those fateful
days were doomed to failure because political delusion tolerated no
negotiations with Germany, and allowed coercion to have the upper
hand.

The German counter-proposals were rejected, almost without
exception, in President Clemenceau's covering note of 16th June
1919. On the same day the German delegation left for Weimar, in
order unanimously to recommend its Government to reject the terms
of peace. It arrived at this decision because it saw no possibility
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of fulfilling the demands of the Allies, The great majority of the
representatives at Weimar shared the view of the deegates that
the Treaty could not be executed. Nevertheless, after a severe
struggle, a majority wes finally secured for the acceptance of the
Treaty as presented, because, under the threat of the advance of
the Allied armies into the unoccupied German territory, the signing
of the Treaty appeared to be the only means of preventing the
disintegration of Germany and the reign of Bolshevism.

Thusit came that, under Allied pressure, the Treaty of Versailles
was signed by a new German Government on 28th June 1919, and
confirmed by law as early as 16th July 1919.

Without waiting for the ratification of the Treaty in the Allied
countries, a deputation of the German Peace Delegation that had
remained in Versalles opened a series of discussons with the
French Minister, Loucheur, with respect to the participation of
Germany in reconstruction, the provision of food for Germany
and the beginning of coal deliveries to France.
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THE CONSTITUTION OF THE REPARATION
COMMISSION

As the Reparation Commission could not be constituted until after
the formal ratification of the Treaty in the Allied countries, an
Organization Committee of the Reparation Commission, under the
chairmanship of Loucheur, was first of all set up. The German
Government forthwith created, for permanent intercourse with
the Reparation Commission, a specia body—the Kriegslasten
Kommission—the chairman of which was a permanent delegate
in Paris.

The Treaty of Versailles did not come into force until 10th
January 1920. The long delay was due to President Wilson's
inability to obtain from Congress the ratification of the Treaty.
The Allies had continually deferred action pending acceptance
of the Treaty by Congress, but they were finally obliged to put it
in force without the co-operation of the United States. America,
therefore, is not represented officially in the Reparation Commission,
but two " unofficial observers " of the American Government have
been co-operating from the start with the Commission—though
only in an advisory capacity. A. Rathbone, Roland W. Boyden
and James A. Logan, in their delicate position as "observers,"
for several years rendered most valuable assistance in the various
negotiations which took place, and in many instances they were
called upon to arbitrate questions in dispute. Thisactivity, however,
could not satisfactorily replace official co-operation by American
delegates, with equal rights, in the Commission. The provisions of
the Treaty presuppose the participation of the United States in the
Commission. Everywhere in the Treaty the American members
of the Commission are mentioned first. Five members with voting
powers were to sit in the Commission. |If America fell out, only
four members remained. In fact, the Commission's decisions have
always been reached by the vote of only four members—namely, the
delegates of Great Britain, France, Italy and Belgium.! It stands

' In a few cass the delegate of Japan participated in place of the Belgian
delegate.
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to reason that the absence of America materially affected the relative
importance of the votes and the influence of the Powers represented
on the Commission. America was to have assumed the chairman-
ship of the Commission. This would have been in keeping with
the political and economic position of the United States as well as
with the principle laid down in the Treaty that the procedure of the
Commission should be guided by justice, equity and good faith.
Among all the Powers participating in the war, America was the
least partisan or prejudiced in her attitude toward the struggle.
Under her chairmanship it would have been best possible to apply
the principles of justice and equity. An impartial leadership was all
the more called for because the Reparation Commission was invested
with far-reaching authority which, in theory at least, amounted to
a dictatorship over Germany. In all important cases, except where
the Treaty expressly required unanimity, the vote of the American
delegate would have been the deciding factor. The absence of
America had the effect of throwing the chairmanship and pre-
dominant influence in the Commission to France. Up to a certain
point this wasjustified, as France had suffered the heaviest damage
and had a claim to receive the largest share of reparation, but it had
the important psychological disadvantage of emphasizing as sharply
as possible the natural antagonism between the Commission and
Germany. The feelings of hatred, bitterness and fear against
Germany, bred by more than four years of war on French soil, were
bound to be reflected in the Commission's deliberations when once
France enjoyed decisive influence. But as a result of this develop-
ment Germany's disposition and feelings with regard to the Repara-
tion Commission were aso influenced adversely. With the United
States occupying the chair, the great majority of the German people
could have believed that justice and equity would really be the
guiding principles of the Commission. With French influence
preponderant it can only too readily be understood that Germany
forthwith looked upon the Commission as an enemy, from the power
of which it sought to escape at the first opportunity. We shall have
frequent occasion to recur to this phenomenon. At any rate it is
undeniable that, through the rejection of the Treaty of Versailles by
America, the Reparation Commission was constituted on a faulty
and defective basis, and its usefulness impaired from the start.
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For general political reasons Germany did not deem it expedient
at the time to protest against the constitution of the Reparation
Commission as being at variance with the provisions of the Treaty,
or to raise objections against the Commission proceeding with its
work without the co-operation of American members.

The Reparation Commission functioned for about five years
without America's official participation. In the circumstances it
could not, from the outset, assume the dominating position designed
for it by the Treaty; it was unable to maintain its independence
either as regards Germany or the Allied Powers. Instead of recon-
cilingtheconflictinginterestsof the several Allieswithinitscouncil,
and reaching uniform decisions on the basis of economic reason, the
Commission was compelled, under political pressure, to leave the
decision in all disputes of real importance to the Allied Powers,
who encroached more and more on the Treaty rights of the
Commission at one conference after another. During the entire
period of the Ruhr Occupation the Commission was without signifi-
cance, and practically without work. Only when the Commission
appointed the Committee of Experts who devised the Dawes Plan
did it resume the initiative and acquire lasting merit. By this
action, it istrue, it resigned in fact its creative activity to the Dawes
Committee, but this renunciation was necessary because the problem
of reparation could be brought nearer a solution only by active
American co-operation, and because American influence could not
be brought into play in the Commission itself but only within the
Committee of Experts. Thus after a long and deviousjourney the
object which the authors of the Treaty of Versailles had in mind—
i.e. the settlement of reparation under American leadership—was
finally reached.
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CHAPTER IV

DELIVERIES IN KIND UP TO THE CONFERENCE
AT SPA

As payment of the first 20 milliard gold marks under the Treaty
of Versailles was not to be completed before 1¢ May 1921—that
is, not for nearly two years—the question of cash payments on
reparation account remained at first in the background.

The Organization Committee of the Reparation Commission,
and later the Commission itself, directed their efforts primarily to
obtaining deliveries in kind from Germany as soon as possible. The
German Government endeavoured, in thefirst instance, to create an
organization under which German contractorsand Ger man labourers
could participate in the work of reconstructing the devastated
areas. For this purpose the office of a Reichs Commissioner for
Reconstruction was created in Berlin, and later, in the autumn of
1918, a special Ministry for Reconstruction. Negotiations regard-
ing German participation in reconstruction work throughout the
year 1919 were practically without results. What gave particular
offence to France was the idea that the German labourers were
to have their trade union organizations in France; furthermore,
any offer of participation by German contractors in reconstruction
work was flatly rejected. Only the restoration of the coal mines
in Northern France destroyed in the autumn of 1918 at the time
of the retreat of the German armies was serioudy discussed for
some time between Loucheur and the German Commissioner for
Reconstruction. The German offer to place the mines in operating
condition was finally rejected by France on account of unsatisfactory
terms.

It may be that with more energy and less bureaucratic clumsi-
ness an agreement between the French interests and the German
contractors might have been reached, but it is, at any rate, to be
regretted that so favourable an opportunity for the direct reparation
of war damageswas allowed to pass.

As early as July 1919 Loucheur urged the immediate delivery
of certain German commodities, especially coal. The German
Government gave its ready assent, although it would have been
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perfectly entitled to refuse any deliveries under the Treaty as long
as it was not yet in force. Germany wished thereby to give proof
of her willingness to make reparation and to show that she placed
the fulfilment of the obligations assumed by her above legal techni-
calities. Immediately after the signing of the Treaty, German and
French representatives, therefore, entered into negotiations regard-
ing various deliveriesin kind. Inaddition to coal, the negotiations
covered ammonia, benzol, sugar-beet seed, seed oats, etc., etc.
Seed oats for the devastated areas were delivered to France in
considerable quantities as early as the autumn of 1919—that is,
before the Treaty became effective.

As aready stated, however, the main interest centred on the
delivery of coal. After extensive preparatory work a protocol was
signed in Versailles, on 2.9th August 1919, in which Germany,
without prejudice to the provisions of the Treaty regarding coal
deliveries, agreed to start them as early as 1st September 1919.
The advance deliveries were to be credited against the deliveries
falling due after the ratification of the Treaty, and in consideration
of such advance deliveries the Organization Committee agreed to
recommend the Reparation Commission to fix the monthly coa
deliveries from the date on which the Peace Treaty went into
force until 30th April 1920 at only 1,660,000 tons. Should the
monthly production of German coal exceed 9,000,000 tons, then
the reparation deliveries were to be increased by 60 per cent, of
the excess output. Germany did not assume any obligation in the
protocol for advance deliveries of fixed monthly quantities of coal.

As the question of German coa deliveries very soon gave rise
to serious conflicts with the Allies, critics have not been wanting
who question the wisdom of having started deliveries in advance
of the ratification of the Treaty. Undoubtedly Germany might
have stood squarely on her legal rights and declined to make any
deliveries before the Treaty went into effect. This would have been
of practical importance for the reason that under the Treaty the
Commission had to give 120 days' advance notice of all deliveries
after 1st January 1920. Legally, therefore, the Commission could
not demand any deliveries of coal prior to 10th January, the date
the Treaty became effective, and deliveries would have commenced
only 120 days later, or on 10th May 1920, at the earliest.
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Now the coal situation in Germany, immediately after the war,
as in fact in all European countries, was very unfavourable. The
persistent shortage of coal from which the peoples had suffered
during the last years of the war did not at once improve after the
conclusion of peace. For the recovery of the German economy it
was essential to use the entire German coal production for con-
sumption at home. It is true that the German Government had
undertaken during the Armistice, on 25th December 1918, by the
so-called Luxemburg Protocol, to supply at once the iron industry
of Lorraine with coal and coke, but this did not involve any very
large quantities. The agreement of Germany to make advance
deliveries of coa and coke to the Allies represented a heavy sacri-
fice by German economy, and a specia effort for reparation which
the Allies should have recognized. The protocol of 29th August
1919, of course, gave Germany some protection against excessive
demands by the Reparation Commission, inasmuch as, up to
30th April at least, deliveries to the Allies were not to exceed
1,660,000 tons monthly, while, if full advantage were taken of the
provisions of the Treaty, monthly deliveries of 3'/;million tons
might have been demanded. It was impossible, moreover, to fore-
e in August 1919 that the ratification of the Treaty of Versailles
would be delayed so long. It was, therefore, entirely consistent
with the German interest to make an early start with deliveries,
so as \to avoid being taken some day unawares by impossible
demands.

Thanks to the expert assistance given to the German Govern-
ment by the German Coa Syndicate, whose director, Luebsen,
took a prominent part in the negotiations with the Allies, coal
deliveries started to move forward by 1st September 1919. They
soon increased to about 700,000 tons per month, and reached a
total of over 2,500,000 tons by 10th January 1920. But as France's
coal requirements were not fully covered even with these heavy
shipments, complaints regarding the insufficiency of German de-
liveries never ceased. At a conference held in Essen, in December
1919, monthly deliveries of 1,000,000 tons were agreed upon, but
—owing to strikes, and the rising of the Rhine—deliveries for
January were much below this figure.

After the ratification of the Treaty of Peace the Reparation
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Commission notified the German Government that coal deliveries
should continue until further notice in accordance with the protocol
of 29th August 1919. But on 10th February 1920 the Commission,
after crediting the advance deliveries made, fixed the monthly
guantitiesat 2,234,000 tons. At the sametime Ger many was notified
that out of the coal production of Upper Silesia, which, pending
the plebiscite which was to decide the attribution of that district
to Germany or to Poland, remained under the control of the I nter-
national Plebiscite Commission, 200,000 tons were to be delivered
monthly to Austria, 250,000 tons to Poland, and 20,000 (later
40,000 tons) to Italy, and that Germany should then receive from
Upper Silesia only the surplus coal remaining above Silesa's home
consumption. This drastic increase in the programme of deliveries
was at variance with the agreement concluded with Loucheur, but
Loucheur had in themeantimewithdrawn from theFrench Govern-
ment on the fall of the Clemenceau Cabinet. He was succeeded
first by Jonnart and, later, until 19th M ay 1920, by Poincare, as
chairman of the Repar ation Commission.

The situation was aggravated by a note of the French Prime
Minister,Millerand, of 8th February 1920, in which hecomplained
bitterly of the insufficiency of German coal deliveries. Germany
declared to the Reparation Commission that the new demand for
coal was impossible of fulfilment. This led to lengthy discussions
in Paris, in the course of which the Commission, on 31st Mar ch
1920, fixed the deliveries for April at 1,440,000 tons. In the
meantime conditions had not improved in Germany as regards
production and transportation. The Rhine floods continued
through February, and in March the recoil of the revolutionary
attempt of Kapp brought on serious communistic disturbances in
the Ruhr District. In consequence the deliveries for Mar ch and
April did not increase materially. On 29th April the Reparation
Commission fixed deliveries of coal for May at 1,925,000 tons,
for June at 2,062,000 tons, and for July at 2,175,000 tons. These
figures were unreasonably high. They were in no way approved
by members of the Commission who had fully discussed the coal
situation with the German representatives. How far the official
demand of the Reparation Commission was prompted by political
influence can remain an open question; the fact remains that the
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Commission itself expected only a gradual increase in the deliveries
and not a complete fulfilment of its coal programme. When, at the
end of May 1920, | was able to inform a member of the Reparation
Commission that for the month of May deliveries of coal would
probably reach atotal of 1,000,000 tons, | was told that it was very
gratifying and that, if my expectationswere realized, the Commission
would announce officially that Germany had made an effort which
entitled her to gratitude.

A word regarding the German intercourse with the Reparation
Commission may here be inserted. At first it had entirely the
character of a court martial before which the German representative
appeared as accused, and was treated as such. After one such
session under Poincare, in February 1920, | declared to some of
the members of the Commission that | would not submit to
such treatment, and that upon a repetition of it | would leave
the meeting. | stated that | had accepted the office of German
representative with the Commission to facilitate, if possible, by
reasonable and business-like discussion, the solution of the difficult
task of reparation; that this was impossible in official meetings
and negotiations governed by the procedure of the courts; that
| was always at their disposal for reasonable discussions, but not
for court sessions. This had its immediate effect. Gradually an
informal and open intercourse developed between most members
of the Commission and myself, in which both parties endeavoured
to do justice to the needs and to the viewpoint of their opponents
under the Treaty. High politics alone continually tore the threads
which we had carefully spun, and which we had to reknit after
']Ehe thunder and lightning of the political storm had spent its
ury.

In the midst of these developments came the note of the Repara-
tion Commission of 29th May 1920, increasing, under certain con-
ditions, the delivery of Upper Silesian coal to Poland from 200,000
to 450,000 tons per month. The occasion for this measure was
the increased requirements of Poland, which was then at war with
Soviet Russia. The German receipts of coa from Upper Silesia,
small as they were hitherto, were thereby still further reduced
unbearably. The German Government took the stand that the
Reparation Commission had not authority to regulate coal deliveries
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from Upper Silesia, and resorted to the arbitrary counter-measure
of reducing the daily deliveries for reparation from the Ruhr District
by 10,000 tons. Notwithstanding repeated warnings from the
German representatives in Paris, the German Government adhered
to this measure, even when the Reparation Commission officially
inquired whether the reduction of deliveries, of which it had had
private information, was a fact. When this had to be confirmed,
on the plea of the German distress, the storm broke ! In accordance
with 88 17 and 18 of Annex II. to Part VIII. of the Treaty of
Versailles, the Reparation Commission notified the Allied Govern-
ments, on 30th July 1920, that Germany had voluntarily defaulted
in the performance of her obligations with respect to deliveries
of coal. The Allies put the incident on the programme for the
Conference at Spa

In addition to the quantities of coal, two other points were
thoroughly discussed at Paris in the hearings on the coa question
in March and April 1920. One was the price to be credited for
reparation coal. About one-third of the coa intended for France
was carried by Rhine barges to Rotterdam and was there trans-
ferred to sea-going vessels. Germany demanded for this coal
the German or English export prices as fixed by the Treaty of
Versalles for deliveries of coa by ss which, owing to the
rapid decline of the mark at that time, were many times higher
than the German inland price. The majority of the members
of the Reparation Commission accepted the German contention,
but the French delegation desired to apply the ridiculously low
German inland price, so far as possible, to all coa shipments,
and refused to recognize shipments via Rotterdam as deliveries
by sea

The second point concerned the transportation of coal on the
Rhine itself. The German Coal Syndicate, which furnished the
transportation on account of Germany up to the frontier of the re-
ceiving country, insisted that it must have the Rhine transportation
entirely under its control in order to guarantee prompt delivery.
It declared its readiness even to charter some French barges for
the transportation, in accordance with general commercial usage,
but French shipping interests insisted upon a pro-rata division of
coal shipments.
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Both issues had an unfavourable influence on the coa negotia-
tions. They never were carried to any final decision within the
Reparation Commission, but were adjusted as between Germany
and France only in the Agreement of Wiesbaden of 7th October
1921, which satisfied the French demands in their essential points.
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CHAPTER V
THE CONFERENCE AT SPA

SHORTLY after the Treaty of Versailles was put in force the Prime
Ministers of the principal Allied Powers, at the suggestion of
Lloyd George, entered into communication with one another with
a view to fixing the amount of the reparation debt, which had
been |eft open in the Treaty of Versailles. Lloyd George, who at
Versailles had been unable to make his more moder ate views prevail
with the French, believed that the time had now arrived for a final
settlement of the problem by means of discussons between the
Allied Powers in which Germany should participate. Under the
chairmanship of the Italian Prime Minister, Nitti, thefirst discus
son of the Allies took place at San Remo, from 19th to 26th
April 1920, and, though this conference was without tangible
results in reconciling conflicting views, it led to an invitation to the
German Government on 26th April to a conference at Spa. The
form of the invitation is so significant that it deservesto be quoted.
Therequest of the German Minister of the Reichswehr, addressed
to the Supreme Council, to be allowed to maintain an army of
200,000 men, ingtead of 100,000 men as provided by the Treaty,
furnished the ostensible motive for the invitation. This request
was rejected, with the following comment:

" Germany has failed to meet its obligation. This appliesto the
destruction of war material as well as the reduction of the standing
army, deliveries of coal and reparation and the cost of maintaining
the army of occupation. Germany has neither given satisfaction
nor offered excuses for the repeated attacks upon members of the
Allied missions; nor has she taken seps in conformity with the
protocol of the Peace Treaty to define her obligations for repara-
tion, and to make proposals so that the total amount to be paid
by Germany may be fixed, notwithstanding the urgent interest
which a settlement of this character has for all parties concerned.
Germany does not appear to have even considered how she is to
meet her obligations when mature.

" TheAlliesdo not deny the difficulties confronting the Ger man
Government, and have no desire to force upon Germany a too
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narrow-minded interpretation of the Treaty of Peace, but they are
unanimous in the declaration that a continuation of the infractions
of the Peace Treaty of Versailles cannot be tolerated ; that the said
Treaty must be executed; that it forms the basis of the relations
between Germany and the Allies; and that the Allies are deter-
mined to adopt any measure to ensure the execution of the Treaty,
even if if should become necessary to proceed to the occupation of an
additional part of German territory. For the remainder, the Allies
declare that they have no intention to annex any part of German
territory. The Allies believe that the questions which have arisen
from the infractions of the Treaty of Peace and the measures
necessary to safeguard its execution can be adjusted more readily
by an exchange of views between the respective Governments than
by means of notes. The Allies have therefore decided to invite the
heads of the German Government to a direct conference with the
heads of the Allied Governments.”

Itis evident that all the signatories have contributed something
to this note: reproaches and threats, in keeping with the French
method of dealing with Germany, but at the same time a well-
intended appeal to the better judgment of the " culprit " in the
more moderate language of the other framers of the note.

The Conference at Spa was originally set for 25th May, but
was postponed until 5th July 1920, partly, itisprobable, on account
of the German elections to the Reichstag. In the meantime the
Allied Prime Ministers met twice at Hythe, on 15th May and
19th June 1920, but without reaching any agreement of principle
on reparation. It was decided, however, to nominate a commission
of experts to prepare a schedule under which Germany should pay
each year a certain minimum sum, and additional sums depending
on the improvement in her capacity to pay.

Of more importance was the next meeting of the heads of the
Allies, at Boulogne, on 20th June 1920. Here a plan was adopted,
based on the work of the experts, which was for a long time kept
secret. The outstanding features of the Boulogne plan are as
follows:

(8 Germany pays:

1. From 1st May 1921 for forty-two years, afixed annuity of

3 milliard gold marks.
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2. From 1st May 1926, for thirty-seven years, an additional
annuity of 3 milliard gold marks for five years and
4 milliard gold marks for the succeeding thirty-two
years, or atotal of:

from ist May 1921 to 30th April 1926 (5 years) 3 milliard
gold marks per annum ;

from 1st May 1926 to 30th April 1931 (5 years) 6 milliard
gold marks per annum ;

from 1st May 1931 to 30th April 1963 (32 years) 7 milliard
gold marks per annum ;

or an aggregate of 269 milliard gold marksin forty-two years.

(b) The Reparation Commission is authorized to grant partial
postponement of the additional payments. Germany is allowed a
discount on advance payments, beginning with 8 per cent, and de-
creasingto 5 per cent within six years; the Reparation Commission,
however, is authorized to maintain the full rediscount rate of 8 per
cent.

(c) Germany is to float international loans for reparation.
The Reparation Commission may allot Germany for her own needs
20 per cent, of the proceeds of such loans. An international com-
mission is to be constituted for the German foreign debt. The
security for these loans shall consig of:

1. German industrial securities up to 5 milliard gold marks
and other securities offered by Germany and approved by
the Reparation Commission.

2, All German customs. Changes in the customs tariff and
regulations are made contingent upon the approval of
the Reparation Commission. Payment of customs duties
is made to a General Receiver to be appointed by the
Reparation Commission. The Reparation Commission is
authorized to increase the customs tariff.

Prior tothe meeting at Spa, the Allied Prime Ministersmet in

Brussdls, on 2nd and 3rd July 1920.

The decision of the Allied Governments to fix the reparation
debt by means of negotiations infringed the authority assigned to
the Reparation Commission by the Treaty of Versailles. It is
not known whether the members of the Commission ever made
any representation to their respective Governments regarding the
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curtailment of their rights. Poincare alone drew the logical con-
clusion when he resigned his office as chairman and member of the
Reparation Commission on 19th May 1920. Strange that the sdf-
same Poincare who later, as Prime Minister, always influenced and
directed the French delegates in the Reparation Commission accord-
ing to his own will, publicly justified his resignation from the
Commission at the time on the ground that the Allied Governments
were attempting to rob the Reparation Commission of its Treaty
rights1 It istruethat it then seemed as if the Allied Governments
were endeavouring to settle the reparation question by reducing
the German debt, while Poincare at all times stubbornly defended
the strict enforcement of the Treaty rights of France. His successor
on the Commission was L ouis Dubois.

The fact that the most important task of the Commission was
snatched out of its hands by the Allied Governments themselves, and
thereby withdrawn from the quiet atmosphere of the Commission
into the whirlpool of high poalitics, did much to lower the prestige
of the Commission and to create the impression that the Com-
mission was more or less a political tool in the hands of the Allied
Powers. In Commission circles there were certainly no delusons
about the situation, and not all of its members were content to
remain passve. Some of them made an earnest effort to lead the
development of reparation into normal channels and to make
expert preparations, once the call had gone forth for the conference,
in close touch with the German representation in Paris.

| had frequent occason at that time for full discussons with
most of the members of the Commission. They did not believe that
anything practical affecting reparation would be accomplished at Spa.
The majority would like to have fixed as speedily as possible a lump
sumto represent Germany's total reparation debt, but French public
opinion, dominated by the Foch-Poincare policy, was opposed to this
course. The Reparation Commission nevertheless entertained the
hope that the passage of time and a full discusson would ultimately
effect a change in the French attitude. | was requested confidentially
to submit German proposalsfor the settlement of reparation. Upon
being asked whether we in Germany had considered any definite
amount at all as an offer, | declared at that time that here and there
an annuity of one milliard gold marks for thirty years had been
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mentioned. To this | received the reply that such an offer must
on no account be made public; that it would only arouse general
indignation and interfere with a sensible treatment of the question.
As a matter of fact, such an offer was being drafted in Germany at
thetimein preparation for Spa, but fortunately the Conference never
came to the point at which figures were called for. It was evident
that at that time the Commission did not intend to relinquish to the
Supreme Council the solution of the financial problem; it expected,
rather, that the Conference at Spa would help to bring about direct
contact and a better understanding with the German Government,
without involving any important change in the duties of the
Reparation Commission. In Germany, it must be admitted, the
inclination always was to ignore the Reparation Commission and
rather to negotiate directly with the Allied Governments. For my
own part | always deprecated this policy, on the ground that the
final decision of the Allies would in any case be taken in cose
conjunction with the Commission, and because the actual ad-
ministration of reparation had to be carried out not by the poalitical
chiefs but by the expert members of the Reparation Commission.
It was therefore usdess and, moreover, unwise to offend the
Commission by ignoring it. Later developments, unfortunately,
furnished ample proof that my apprehensions were well founded.
At a confidential discusson between Dr Carl Melchior and
myself and several members of the Reparation Commission, on
9th June 1920, it developed that a German offer would eventually
have to be made at Spa, but that it would have to be handled with
caution. We were told that should the German delegation at Spa
declare that, with the prevailing disorder in Germany's political
and economic conditions, an offer was impossible at the time,
Germany might again be suspected of hanging back and offering
passve resisance, which would strengthen the extreme nationalist
elements, especially in France and England. On the other hand,
any formal offer by the German delegates would have to be kept
within the limits of Germany's prospective capacity to pay. There
would be such a gap between the figures of the German offer and
the amounts continually spoken of in France and England that a
summary rejection, and possibly a crisis in the negotiations, might
result. A way out of the difficulty might perhaps be found through
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an offer from Germany of a minimum amount, with additional
payments based on any improvement in German conditions.

Thus originated the idea of the "Besserungsschein."* The
guestion of finding an index for the participation of the Alliesin an
improvement of German economic conditions was thoroughly dis-
cussed. What suggested itself as the most expedient method was
a sort of special index based on specific data of German economic
statistics—as, for instance, the yield of the income tax, the sur-
plus revenues of the Government railroads, the excess of exports
over imports, etc., all in conjunction with the prevailing rate of
exchange of the mark.

We were warned not to assume that sentiment in England was
much better disposed toward us than in France. Although Govern-
ment circles and leading economic authorities in England fully
appreciated the situation, public opinion there did not differ
materially from that in France.

That extreme caution was necessary in appraising the situation
also appeared from conversations we had at the time with well-
informed Americans. They advised us not to come forward im-
mediately with a definite offer at the Conference at Spa, but first
to give an accurate description of our actual economic and financial
situation, and not to make an offer except under urgent pressure
fromtheAllies. TherewasagrowingappreciationinAlliedcirclesof
the distress in Germany, and in view of these circumstances it would
create some surprise if we came forward with a definite offer. This
might easily lead the suspicious Allies to the assumption that we
were trapping them, and that we were in a position to do a great
deal more than we at first offered. It would further be necessary to
indicate not merely, as hitherto, the negative effects of the German
deliveries and cessions made so far under the Treaty of Versailles,
by pointing out how these efforts and losses had paralysed German
economic life and sapped its capacity to make reparation ; we should
also emphasize their positive aspect, and demonstrate how the
several Allies had been enriched by these German deliveries and
cessions, and how their own economic life had been supported at

1 Bessrungsschein * is the technical term in German law for the written
promise of a bankrupt debtor, given on a general settlement, to make additional
payments to the creditors as and when his position improves.

37



THE CONFERENCE AT SPA

the expense of Germany. Viewed in this light, the surrender of
Alsace-Lorraine with its industrial resources, and of the agricultural
territories of Posen and West Prussia, the loss of the German
merchant marine, of the colonies, and of all German property,
rights, and interests abroad, the delivery of railway material,
coal, cattle, horses, etc., would appear as enormous sacrifices
which, appraised at their real value, constituted a war indemnity
unprecedented in history.

These confidential discussons, which were meant cautiously
to prepare the ground for intelligent negotiations between the two
parties at Spa, were blown to pieces by the explosion over the coal
deliveries.

To make the disaster complete, just at this juncture the Repara-
tion Commission, and especially the British members, were greatly
excited by the news that certain Dutch vessds which the Allies
had asked to have delivered to them under a special provision of
the Treaty of Versailles had left their German port and sailed for
Holland. These vessds had been built in Germany, but had been
sold during the war, while under construction, to Dutch shipowners.
Germany, however, had had to undertake in the Treaty of Versailles
to adopt all necessary measures, in accordance with the directions of
the Reparation Commission, to assure the Allies full title of owner-
ship to the ships. This, of course, was impossible in international
law, as far asthe rights of the Dutch owners were concerned. Never -
theless, after one of the ships had already left a German port under
the Dutch flag, Germany had promised to detain the other shipsin
the German port until the question of ownership was decided. Since
then several months had passed without any further steps on the
part of the Reparation Commission, and one fine morning the
remaining ships also left port. The German delegation in Paris
was taken to task; their explanation that the German Government
did not know whether the ships had sailed with regular clearance
papers, and that moreover it had no authority over Dutch ships,
was considered an affront; in short, there was a most passionate
outburst against Germany in the Commission. Some months later
a member of the Reparation Commission privately informed us
that upon closer investigation it was found that Germany was within
her rights. Nothing further was heard of the matter.
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To add to all this, certain German authorities chose this
moment to interrupt the deliveries of horses to Belgium without
first conferring with the Belgian representative in the Reparation
Commission. The Commission was now so thoroughly exasperated
that it was no longer possible to negotiate with it reasonably.

All this happened within a few days prior to the Conference at
Spa. In Germany a change of Government had just taken place.
The new Cabinet, headed by Chancelor Fehrenbach, was as yet
entirely unaware how bad the prospects for Spa had become. It
was firmly persuaded that it would have an opportunity to discuss
reparation thoroughly with the Allied Governments and to submit
aformal offer.

In inviting Germany to the Conference, the Allies had pointed
out that Germany had neglected to submit plans and proposals for
expediting reparation. The Protocol of the Treaty of Versailles
had s a time-limit for this purpose of four months, commencing
with the signing of the Treaty. The German Government was of
the opinion that this was one of the time-limits which started
only from the date when the Treaty had become effective, and
accordingly transmitted to the Allied Governments and to the
Reparation Commission in May 1920 two documents containing
the German estimates of the war damages in Belgium and France.
The damage in France was computed at 7,319,240,000 gold marks,
and that in Belgium at 2,187,992,000 gold marks. The German
Government had further declared that, following the wishes of
the Supreme Council, it would submit its proposals for reparation
at the Conference at Spa. To prepare the discusson, it presented
to the Allied Governments memoranda on Germany's capacity to
pay, and on the tax burden in Germany, together with afull report
drawn up by German experts on Germany's economic condition.

Germany was represented at Spa by Chancellor Fehrenbach,
the Foreign Minister, Dr Simons, and a number of other ministers,
as well as by a number of economic and financial experts. The
Conference was held under the chairmanship of the Belgian Prime
Minister, Delacroix. Of the Allies, Belgium, England, France,
Italy and Japan were represented. Military disarmament and
the prosecution of the so-called war criminals took first place on
the agenda. As may be imagined, this programme did not tend
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to improve the atmosphere for the consideration of economic
guestions.

The German delegation was completely isolated in its quarters
above Spa. It met the Allied delegates only in the conference-room,
and was treated with frigid reserve. For four days, in steadily
increasing excitement, the question of disarmament was discussed,
until finally a protocol was drawn up in which the Allies extended
the time-limit for the reduction of the German army to 100,000
men until 1st January 1921, but threatened that the Ruhr or other
German territory would be occupied as a sanction for any eventual
non-compliance with the military provisions of the Treaty. Thisled
to violent controversies over the right of the Allies to resort to such
measures, which were not authorized by the Treaty of Versailles.

With respect to the war criminals, a rather harmless protocol
was readily agreed upon. Then at last, in a state of general tension,
the discussion of coal deliveries was broached.

The German delegates were requested to give their explanation
of the unsatisfactory deliveries of coal. This unenviable task fell
to me. After my brief presentation of the facts the storm broke,
with an emotional speech by the French Prime Minister,
Millerand. He made the arbitrary reduction in coa deliveries from
the Ruhr districts the occasion of a sharp impeachment of the
German attitude on the coal question. The fact that, despite the
serious economic strain, Germany had started coal shipments in
advance, and delivered very considerable quantities, received no
consideration before this political tribunal. Millerand concluded his
speech with the notification of a decision by the Supreme Council
according to which Germany was to grant absolute priority to
reparation coal over all shipments for Germany's own needs, and
was to submit to a strict control over the distribution of German
coal production. The following day Minister Simons had occasion
to explain the German standpoint. He was able to state that the
reduction in coal deliveries complained of had been stopped prior to
the Conference at Spa, by the new German Government. Speeches
were also made by Hugo Stinnes and Hue, representing German
business and German labour. The speech of Stinnes, which started
with the words, " | have risen in order to look all my adversaries
in the eye," and in which he spoke of the " madness of the victors,"
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created tremendous sensation. Owing to its extremely harsh
tenor, it did much harm to the German cause at Spa, but it can be
explained by theirritation and bitterness aroused among the German
delegates by the fact that on account of a single political blunder
(for that is all that was involved) the entire German attitude on the
guestion of reparation was condemned root and branch.

The relations between the Allies and Germans were strained to
the breaking-point. In asquare in the town of Spaa Belgian officer
struck an inoffensive German newspaper correspondent in the face
with a horsewhip. It seemed as if the whole Conference was about
to explode, but the discussions continued. The Allies declared
that they would reduce the deliveries of coal for the time being to
2,000,000 tons per month. When the German delegates answered
that such a demand was impossible of fulfilment, and submitted
counter-proposals providing for a smaller amount, the occupation of
the Ruhr District was again threatened. In a private conversation
with Dr Simons, L1oyd George left no doubt that in case of Germany's
refusal the Allied armies would march into the Ruhr territory. In
the internal conflict which developed on this point within the
German delegation, part of the experts under Stinnes were in favour
of letting things come to the occupation of the Ruhr, because they
believed that after a few months at the utmost the Allies would
withdraw again without having obtained any results. Against
this the opinion prevailed that it would be impossible to take the
responsibility of exposing the unoccupied parts of Germany in the
coming winter to afood and coal famine with its attendant danger of
political disruption, while, with asufficient supply of food and coal,
the Ruhr District itself would probably not fare so badly under
Allied rule. Amidst indescribable excitement a coa protocol was
signed at last, on 16th July. Even the last hour was critical, because
the German delegation stubbornly refused to sign a passage which
provided that in case of insufficient deliveries the Allies would
occupy the Ruhr District. Finally it was agreed that the Germans
in affixing their signatures should make a reservation regarding
thisprovision.

By the protocol of Spa, Germany undertook to place at the
disposition of the Allies 2,000,000 tons of coal monthly, for a
period of six months from 1st August 1920. The German
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internal price of the coal was to be credited to reparation account,
and, in addition, a premium of 5 gold marks per ton was to be
paid in cash for the purchase of foodstuffs for the German miners.
An exception was made in the case of deliveries by sea, to which the
terms of the Treaty continued to apply. The apportionment of
Upper Silesian coal, which played an important part at Spa, was to
be adjusted by a special commission. Another commission at Essen
was to ascertain how the conditions of the miners with respect to
food and clothing might be improved. Most important of all was
the fact that the Allies agreed to grant Germany cash advances on
the coal to be delivered under this protocol to equalize the difference
between the German internal price and the export price. Interest
on these advances was later fixed at 6 per cent., and repayment
for 1¢ May 1921. During the operation of the protocol of Spa a
delegation of the Reparation Commission was installed in Berlin
for the control of coal deliveries.

Immediately after the signing of the protocol the Conference
dissolved. It had lasted twelve full days and important affairs of
state called Millerand back to Paris. Reparation, the most im-
portant subject of the Conference, had hardly been mentioned. At
one of the meetings Dr Simons declared that Germany had an im-
portant interest in seeing her debt determined before 1¢ May 1921,
but that owing to lack of cash she could only make deliveries in
kind for the present. He submitted a plan for the organization of
deliveries in kind which had for its object an equitable distribution
of the orders among the industries and crafts. Hefurther submitted
a proposal under which the reconstruction of the devastated areas
would be carried out by an international settlement scheme through
a syndicate of contractors. Neither proposal was of much practical
value, nor did they receiveany further attention. Finally, the German
delegation presented so-called financial proposals, in which it was
pointed out that the 20 milliard gold marks payableon 1st M ay 1921
were more than covered by German deliveries and payments so far
made. A summary of such deliveries and payments, submitted at
the*same time, showed a total somewhat in excess of 20 milliard gold
marks. For the rest the financial proposals were confined to the
discussion of general principles; Germany's annual payments were
to consst of fixed minimum payments, including deliveries in kind,
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and of supplements based on an index. When the aggregate German
payments reached a certain maximum amount, Germany was to be
freed from further annual payments. Definitefigureswere carefully
avoided; their fixation was to be left to a mixed commission of
experts. Thisfinancial plan, born of embarrassment, was discussed
briefly at a single meeting of a sub-commission. The urgent request
of the Allies for figures was not complied with.

At the sudden ending of the Conference at Spa all participants
must have breathed a sigh of relief. It was an instructive instance
of how economic questions should not be handled. The bitter
atmosphere on both sides should have firmly determined all
participants never again to arrange a reparation conference so
long as both sides were groping their way entirely in the dark.
Unfortunately no such lesson was derived from the Spa Conference.
On the contrary, Lloyd George, versatile and unshaken, moved and
carried a proposal to reserve the further discussion of reparations
to another international conference at Geneva.

Whilst no progress was made at Spa in the reparation question
itself, and the outlook for an understanding, on the contrary, was
rendered less hopeful, the Allies at least reached an agreement on
one point—how in future to distribute among themselves the skin
of the bear—the reparation payments. It was agreed that France
should receive 52 per cent., England 22 per cent., Italy 10 per
cent., Belgium 8 per cent, and all other participants the remaining
8 per cent. Furthermore, Belgium's right to preferential treat-
ment in reparation—the so-called Belgian priority—granted to
her in principle by the Allies at Versailles, was definitely fixed at
2 milliard gold marks.
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THE CONFERENCES AT BRUSSELS

AN International Financial Conference called by the League of
Nations was held in Brussels from 24th September to 8th October
1920. Its object was to study the financial world crisis and to
discuss ways and means for its relief. Germany received an invita-
tion to participate. France, however, promptly took stepsto prevent
any discussion of reparation. On 5th August 1920 the Council of
the League of Nations had to pass a resolution that no discussion
should occur at the Conference of any of the questions pending
between the Allies and Germany. This rendered it impossible
for the Conference to consider reparation—the most important of
the world's financial problems. Outwardly the Conference was a
brilliant affair, undisturbed by any embarrassing incident. There
was considerable apprehension that Germany might attempt to avail
herself of the opportunity to gain the support of the neutral Powers
for her standpoint in the reparation question, and it was regarded
as not impossible that the neutrals might manifest an inclination to
join hands with Germany. Hence the formal prohibition against
any reference to reparation by the members of the League of
Nations. But my speech for the German delegation—which, like
the speeches of other nations, had to make a statement regarding
the financial condition of its country—did not justify this appre-
hension. It described Germany's financial condition in gloomy
colours, in accordance with the true situation, but avoided all
reference to the Treaty of Versailles. It hinted at the hope that,
with intelligent co-operation among the nations, German conditions
might improve, and held out the definite prospect of Germany's
ready participation in the reconstruction of Europe, Loud applause
from all sides rewarded this presentation of the case, less, perhaps,
for its content than from a feeling of relief that amoment so critical
for the Conference had passed without mishap. The Conference
passed a series of sagacious resolutions for the re-establishment of
thefinancial equilibrium of the world which, under the conditions
prevalent, were but the expression of pious wishes.

The Brussels Conference is nevertheless of importance for
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reparation in that it afforded the German participants the first
opportunity to associate again on an equal footing with the repre-
sentatives of the Allied Powers. This is a factor which in the his-
tory of reparations is not to be underestimated. At the conferences
at Versailles and at Spa the German representatives were treated
as accused, to be called to account and treated accordingly. This
statement is no exaggeration. It is only necessary to peruse the
official notes that the Supreme Council of Versailles showered at
the timein question in such profusion on the Ger man Gover nment;
they are all in the same key. Such treatment begets, even in those
who comesincerely with the best intentionsto meet their obligations,
a bitterness which is bound serioudly to diminish the eagerness to
perform them.

The most pressing questions in the autumn of 1920 were the
increased deliveries of coal and the arrangement for the advances
to be made on such deliveries. By straining every effort, Germany
succeeded, in the three months from August to Octaber, in deliver-
ing the quantities of coal required—about 6,000,000 tons in all.
The danger of the occupation of the Ruhr was thereby temporarily
averted. From November to January the monthly deliveries of
2,000,000 tons could not be fully maintained. For the entire period
of six months there was a deficit of more than 600,000 tons, which,
however, entailed no evil consequences.

The arrangement for the advances on coal deliveries provided
for at Spa had been left in the hands of the Reparation Commission.
In an agreement with the German War Burdens Commission,
of 27th October 1920, the amount of the advances was settled
at a uniform figure of 40 gold marks per ton of coal. On 28th
December 1920 an agreement was also reached on the difficult
question of the repayment of those advances. | had declared from
the beginning that repayment in cash by 1st May 1921 was out of
the question, and that | would rather forgo the advances entirely if
such repayment wasrequired. It wasfinally agreed that the advances
made were to be set off, on 1st May 1921, against the deliveriesin
kind made up to that date. Thiswas a very favourable agreement
for Germany. She thus received on account of coal deliveries pay-
ments aggregating over 360,000,000 gold marks. It istrue that,
againgt this, a corresponding amount of deliveries in kind was not
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credited on reparation account. But as the deliveries had to be
made in any event, and as this credit was of no particular moment
as compared with the total reparation debt, which, whilst as yet
undetermined, was bound to run into enormousfigures, the advances
of the Allies amounted in effect to cash payments for the coal, and
they were made at atime when Germany was forced to import large
guantities of food and raw material and needed an unusually large
amount of foreign exchange. The amount of 40 gold marks per
ton of coal also proved to be advantageous to Germany, for, while
up to the autumn of 1920 a general scarcity of coal prevailed, a
gradual change took place thereafter which strongly depressed coal
prices everywhere. The difference between the German internal
price of coal and the price in the world market, which had exceeded
40 gold marks at the time the agreement was made, soon fell far
below this figure. The offer of reparation coal at last became so
plentiful that a part of the deliveries, which were intended for con-
sumption in the receiving countries, came on the world market.
Upon Germany's complaint against such abuse of deliveries in kind
the Reparation Commission ruled, on 25th February 1921, that any
receiving country could do with its reparation coal as it pleased.
Three years later, however, the Dawes experts approved the German
standpoint.

The increased supply of coal in the world market also accounts
for the fact that, after the termination of the Spa deliveries, the
Reparation Commission, though it at first fixed the monthly demand
at 2,200,000 tons, soon reduced it to 1,700,000 tons. Disturbances
in Upper Silesia, which still further impaired the German supply
from that quarter, were the occasion for the reduction. For political
reasons, however, the Reparation Commission did not reduce its
coal programme officially, but only indirectly, by designating part
thereof—viz. 1,700,000 tons—as specially urgent and by passing
over in silence the non-delivery of the rest of the coal asked for.
German deliveries were thereafter maintained aways somewhat
below the quantity indicated as urgent without giving rise to
complaint by the Commission, except in isolated cases. And yet
it was just the deficiencies in coal deliveries which later were to
be advanced as justification for the occupation of the Ruhr.

The summons to the Conference at Geneva, which had been
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agreed upon in Spa, was postponed again and again. Lloyd George
urged it, France was evasive. In November 1920 the Supreme
Council resolved first to prepare the reparation problem by a
discussion between Allied and German experts, to be held in
Brussels. This meant another attempt to solve the problem outside
the Reparation Commission, though the interference with the
rights of the Commission in this instance was mitigated by the fact
that, with the exception of France, all Allied Powers sent their
respective delegates in the Reparation Commission to Brussels as
experts.

The official programme of the Conference was to obtain from
the German Government exhaustive and authentic information
regarding the financial and economic condition of the Reich, and
to discuss ways and means by which the solution of the reparation
problem might be advanced. The amount of the debt itself was not
to be discussed, nor was any definite offer expected from Germany.

The experts met at Brussels, on 16th December, under the chair-
manship of Delacroix, who had shortly before become a delegate to
the Reparation Commission in succession to Thenuis, who had been
nominated Belgian Minister of Finance. Germany sent as delegates,
in addition to myself, the President of the Reichsbank, Havenstein,
State Secretary Schroeder, representing the Ministry of Finance,
and some of her most prominent experts. England was represented
by Sir John (afterwards Lord) Bradbury and Lord d'Abernon,
France by Seydoux and Cheysson, Italy by d'Amelio and Giannini,
and Belgium by Delacroix and Lepreux. Japanese delegates also
attended the Conference. The first subject to be discussed was the
condition of the German budget and the foreign exchange situation.
A lengthy and pessimistic speech by President Havenstein dis-
appointed the Allies, who expected German co-operation in a
positive form, and the discussion threatened to drift from the start
into ablind alley. A confidential exchange of views with the other
side showed the necessity of outlining at once a programme of
reparation payments which German opinion held to be possible. |
therefore developed, on the next day, the following ideas : Germany
had a vital interest in seeing its reparation debt fixed as soon as
possible and reasonably—that was to say, at an amount within
Germany's capacity to pay; the moral aspect of the operation was
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of the utmost importance: immeasurable damage would result if
a theoretical amount were to be demanded without regard to actual
possibilities, which would be bound to drive Germany into despair.
The framework of the German ideas was contained in the proposals
made at Spa. From the total reparation debt the German deliveries
and cessions heretofore made would have to be deducted. The
balance of the indebtedness would be discharged in thirty annuities
asprovided inthe Treaty of Versailles. For the time being, Germany
could make no cash payments, for reasonswell known to all present,
but only deliveriesin kind. A particular interest attached to the de-
livery of material for the reconstruction of the devastated territory.
The terms of the Treaty of Versailles regarding these deliveries
were too complicated. Germany was ready for practical co-operation
and hoped soon to reach an understanding which would enable
reconstruction to proceed rapidly. A definite plan for this could
not be developed at the moment, but it might be suggested that
the German Government should open a large credit in marks, out
of which fund payment could be made to German contractors
on account of private orders executed for the damaged parties.
Details had best be worked out by a special commission.

The primary condition for the possibility of cash payments was
the rehabilitation of the German currency and the balancing of the
German budget. Whether Germany could accomplish this by her
own efforts alone was questionable. There was a possibility of a
credit operation on a large scale for the stabilization of the German
currency, as internal order was already re-established and willing-
ness to work was reviving in Germany. As soon as the German
budget and currency were put in order, Germany would start pay-
ments. Before this, however, it would be necessary to remove certain
impediments contained in some of the provisions of the Treaty of
Versailles. The cost of occupation on its present scae would prob-
ably consume everything Germany could possibly pay. Thisitem,
therefore, would have to be reduced considerably in the interest
of both sides. Moreover, there was the Upper Silesian question.
The loss of Upper Silesiawould greatly impair Germany's capacity
to pay. The release of German private property in the Allied
countries was particularly urgent, since otherwise equilibrium in
German trade could hardly be re-established. The clearing-office
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system set up by the Treaty of Versailles for private debts led to
great difficulties in practical operation. Furthermore, Germany
would have to regain a position of economic equality in the world
and, most important of all, be freed from the everlasting threat
of economic reprisals. Finally it was necessary to leave sufficient
ships for German trade. All of these questions required extensive
study.

While this presentation contained nothing particularly new, it
was nevertheless received with satisfaction by the other side, and
considered an important forward step in the German attitude. The
sentiment of the Conference remained the best imaginable up to its
close. The various questions raised by me were elaborated by the
German experts in the meetings of the following days. Intercourse
between Allies and Germans outside the official meetings was un-
constrained. All indications justified the hope that this Conference
of experts, free from political pressure, would at last point out the
right path.

On 22nd December 1920 the Conference adjourned until
loth January 1921, in order that the various subjects might be
studied thoroughly in the meantime. For each question at issue an
Allied delegate was to be in contact with a German representative.
In addition to the German material already submitted extensive
guestionnaires had been prepared by the Allies which were to be
answered in detail by the German delegation.

For the first time a meeting of Allied and German representa-
tives which left a pleasant impression with all of the delegates and
found a friendly Press everywhere had taken place.

The adjournment of the Brussdls Conference was in reality due
to the following circumstances.

Immediately after the opening of the Conference | was informed
confidentially by the chairman that one of the British delegates
was quietly planning a material extension of the scope of the
Conference. He wished to establish at Brussds a firm bags for the
reparation programme and to discuss definite figures for submission
to the Allied Governments. Thereason given to me by the afore-
said British delegate for this sudden change of programme was
the desire to take advantage of the momentarily favourable political
conjuncture, and the spirit governing leading French circles, to
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secure an early solution of the reparation question. If Germany,
basing herself on the plan of Boulogne, should make an offer of
yearly deliveries in kind of about 2 milliard gold marks and a
cash annuity of | milliard gold marks, a satisfactory basis for
reparation negotiations could be found. The deliveries in kind
were to be credited to Germany on the most favourable terms
possible, so asto be sufficient to cover the 2 milliards provided for.

| was at first very sceptical, as my British informant-—quite
apart from the amount of the payments asked for—took a far too
optimistic view of the possibility of an agreement, and was
apparently prompted by the ambitious desire privately to rush
a speedy solution of the great problem. But confirmation came
to me even from French quarters that the " positive policy " had
of late gained considerable ground in France. The conviction was
everywhere taking shape that economic co-operation with Germany
was imperative to ward off the danger of an early collapse of
European civilization. It was now necessary to satisfy public
opinion in France that Germany was trying honestly to do some-
thing substantial for France without delay. While cash payments
were for the time impossible, Germany could pay in deliveries of
materials and in labour. Whether actual German co-operation in
the work of reconstruction could be developed was dependent upon
unsolved political and social problems. For the present, the question
at issue was areasonable and practical solution of deliveriesin kind.

My speech to the Conference, as quoted above, was based on
these confidential communications.

At the same time | learned that the Reparation Commission
would probably be able to fix the indemnity by ist May 1921 at
an amount considerably below previous estimates. As the claims
for damages filed by the Allies reached a total of from 200 to 300
milliard gold marks, it was thought that certain doubtful pro-
visions of the Treaty of Versailles might be interpreted in favour
of Germany so as to screw the total of the damages down to about
100 milliard gold marks.

It was impossible to assume a purely receptive attitude toward
all of these disclosures. | stated that the Boulogne plan, on
account of its fantastic figures and the character of the guarantees
demanded, was unacceptable. When it was pointed out that the
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annuities of 269 milliard gold marks provided by the plan only
represented a present cash value of 85 milliard gold marks | asked
why, instead of adhering to such alarmingly high figures, the
85 milliards were not taken as a starting-point—not, of course, as
the amount of the German debt, but only as the amount of the
damage to be fixed by 1st May 1921. This remark fell on fertile soil.
| then declared, without opposition from the confidential Allied
representatives, that even this was an amount outside of the reach
of Germany, but that in any event it offered at least some sort of a
basis, and that it would then be easier to come to an understanding
than if hundreds of milliards of gold marks were aways staring us
in the face. The exchange of views concluded with the recognition
that the points discussed would require further preliminary con-
sideration by both sides. The Conference adjourned in order to
obtain the time necessary for this purpose. In the meantime, the
intention was to continue the discussion in Paris within an intimate
circle. The Conference at Geneva was not to assemble until
things had so matured that an agreement could be submitted to
the ministers of the respective countries for their signatures.

| reported to Berlin at the time: " The car has now attained a
high speed, thanks to the pressure of some Allied representatives,
and it cannot now be stopped without injury; it only remains to
guide it cautiously on its dangerous course. | consider the progress
achieved at Brussels as significant. When the Conference adjourns
to-morrow until January, we can well say that in spite of all danger
it has passed better than we could have dared to hope."

Immediately after Christmas the discussions were resumed in
Paris. It at once became clear that the Allies were by no means
agreed among themselves upon the method of procedure. | learned
from an authoritative source that the French Government was no
party to the scheme of preparing areparation plan and determining
the amount of the annuities in Brussels, and that the French
delegates had strict orders to make only the necessary preparations
for the later Conference at Geneva and for the decision of the
Reparation Commission and the Allied Governments. Therefore
no real purpose could be served by resuming the Conference at
Brussels on 10th January.

In the beginning of January 192, 1 amember of the Reparation
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Commission submitted to me, as his own idea, a formal plan of re-
paration. He started from an indemnity of 85 milliard gold marks,
against which a most liberal allowance was to be made for previous
German deliveries and cessions. The balance was to be liquidated
as follows : Germany to pay for thirty years a fixed annuity of 3
milliard gold marks, and upon an improvement of German economic
conditions to make corresponding additional payments, in accord-
ance with an economic index. Deliveries in kind were to play an
important part in the discharge of the annuities. Furthermore,
some of theconditionsmade by Ger many at the Brussels Conference
were to be met. It was calculated, in particular, that the German
property sequestrated by the Allies would be returned, or credited
on account of the German debt in so far as it had already been
liguidated. This plan was rejected, not only by myself but by
England and France as well—by England mainly on account of
the provision for the release of German property, which England
wished to retain in all contingencies.

Thereupon came a French counter-proposal by Seydoux:
" Germany isto pay for five years an annuity of 3 billion gold marks*
During this period thetotal of thereparation debt isto befixed assoon
aspossible'

W ith this proposal in my posssson | left for Berlin, on 7th
January 1921, toreport to the German Government.

In the meantime the resumption of the Brussds Conference
was postponed.
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CHAPTER VI

THE SEYDOUX PLAN AND THE PARIS RESOLUTIONS
OF 29TH JANUARY 1921

As a result of the discussions at and after the Brussels Conference
events had been precipitated. While heretofore no one had ven-
tured to come forward with a reparation plan, a concrete proposal
for the complete solution of the problem—even though it was
rejected—had now been discussed between the parties interested.
Now Seydoux suggested, in the name of the Allies, an interim
solution for five years. This was a new departure. The question
first to be decided within the councils of the German Govern-
ment was whether to abandon the policy hitherto followed of
a speedy determination of the total reparation debt and agree to a
provisional solution.

There was much to be said for and against either course. Ex-
perience had shown that, with the ultimate amount of reparation
undeter mined, the credit of the German Government at home and
abroad had practically disappeared, and that for the same reason
the distrust of the paper currency, especially in Germany, was
becoming mor e and more pronounced. Themark had in the spring
of 1920 sharply recovered after a fall which had been continuous
sincetheTreaty, but it had again dropped materially upon thefailure
of the Spa Conference. For the sake of a thorough economic
improvement, therefore, the logical course was to attack the evil
at the root and to strive for a prompt and complete adjustment of
reparation. As against this it was already realized that it would be
impossible for many a day for the Allies and Germany to agree upon
any definite amount of reparation. In discriminating circles on
both sides the opinion was openly expressed that to follow this
direction was to open an unbridgeable gulf between Germany and
France. In France great apprehension prevailed lest a determina-
tion of the debt within bearable limits should free Germany too
cheaply from the Treaty of Versailles and enable her, within ten
or twenty years, once more to become a formidable economic and
political foe to a weakened France. There was a disinclination,
mor eover, to base the German debt on her capacity to pay at a time
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when her economic power was impaired and when there was danger
of underestimating the possibility of future development. The
editorial writer of Le Temps wrote on 18th January 1921 as
follows: " Germany's public finances are in a frightful condition,
but German industry and German commerce already show a signal
recovery. It would, therefore, be unreasonable to impose on
Germany at this time payments which would force her into bank-
ruptcy. But it would be even more unsupportable to forgo the sum
which Germany will be able to pay in the future in proportion to
her growing economic capacity."

This sounds very plausible, but upon closer examination it
is the short-sighted attitude of the rentier whose sole pre-
occupation is not to yield one penny of his claim, and who fails
to consder that by his obstinacy he renders it difficult, or even
impossible, for the debtor to be st upon his feet again and to
pay anything whatever.

But, perverse though it was, the French conception had to be
taken into account. With France—the foremost military Power
of Europe, and Germany's principal creditor—opposing any agree-
ment regarding the amount of the debt it would be inadvisable for
Germany to decline in principle the offer of an interim solution.
For an agreement for five years removed, at least for an appreciable
period, the unbearable pressure which the chronic reparation crisis
exercised on Germany and the whole world. It was legitimate to
hope that within five years the after-pains, psychological and senti-
mental in nature, which had succeeded the travail of the war would
tend to die down and yield to reasonable economic considerations.
During this period of rest, experience would be gathered" which
would show whether it was at all possible for Germany to make
such enormous payments abroad without receiving anything in
exchange, and, what was no less important, whether such pay-
ments would really bring the receiving countries the advantages
for which they hoped. Even Pizarro's famous galleons, with their
freights of gold, did not enhance the wealth of Spain, and the
collection of 5 milliard francs indemnity after the Franco-German
War was followed in 1873 by an economic depression throughout
Germany the conseguences of which were felt for many years*
It is not out of the way to suppose that reparation payments may
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be maturing similar results, and may in the course of time prove
embarrassing to the receivers themselves.

Against a provisional solution, however, there were other
weighty arguments. The Anglo-Saxon world, and especially
America, refused on principleto do anything towardsre-establishing
European credit until after a final settlement of reparation. In
Germany, on the other hand, the payment of annuities for the
next few years on the large scale proposed, without determining
the total debt, was rejected on the ground that such a tremendous
effort would be of no avail, but only result in even worse pressure
by the Allies in subsequent years. This argument was particularly
plausible to German ears.

At the Berlin Conference in January 1921 all these trains of
thought were discussed at length. The industrials, under the
leader ship of Stinnes, were unanimous that Germany must hold out
for a definite and not a temporary solution. | therefore returned
to Paris with instructions from the Government to oppose the
provisional adjustment suggested by Seydoux.

Subsequently, however, Dr Simons had a call from the French
ambassador and from the British charge d'affaires in Berlin, who
both urged on behalf of their Governments the acceptance of the
provisional plan for five years. As a result, | had to enter into
renewed discussons with Seydoux and Lord d'Abernon. | pointed
out that the annuity of 3 milliard gold marks was far too high,
and would have to be reduced materially if an agreement was to be
reached. Thisled to the counter-proposal that we might start with
2 milliards, gradually raising the payments in accordance with a
prosperity index. | could not accept this proposal, but stated that
it might form the bass of negotiations if it were recommended
by the Allied expertsto their Governments. As heretofore, however,
any understanding was contingent on Upper Silesa remaining
with Germany, and upon assent to the further German conditions
set forth at Brussds, particularly the reduction of the cost of
occupation and the release of German property.

Our discussons had progressed thus far when the Supreme
Council met unexpectedly for a conference at Paris, on 24th January
1921, at which, inter alia, German disarmament and reparation
were again subjects for discussion. The Allied experts far the
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Brussels Conference presented to the Supreme Council a memor -
andum in which the material gathered at Brussds was carefully
and intelligently digested. The experts adapted the Seydoux plan
for a provisional arrangement for 1921 -1926 so that the annuity
should reach an average of 3 milliard gold marks within five
years, and that a considerable part of the annual payments should
be discharged by deliveries in kind. They further recommended
the reduction of the cost of occupation to 240,000,000 gold marks
per annum, and the waiving of further deliveries of German ships.
Germany was to put her finances in order and to pledge her customs
receipts as security for the above payments. The Allied experts
thus brought before the Paris Conference a well-defined programme
in the defence of which the French Government was particularly
enlisted. After the fall of the Leygues Cabinet the new Prime
Minister, M. Briand, obtained authority from the Chamber of
Deputies to plead in the Supreme Council for provisional settle-
ment for only five or, if possble, even for three years. The fixing
of a lump sum for reparation (jorfaii) was thereby expressy rejected
as not being in the interest of France.

The Conference, however, took an entirely different course
The French Finance Minister, Doumer, delivered a remarkable
speech, in which he started from a German debt of 212 milliard
gold marks and demanded annuities of 12 milliard gold marks.
This created general bewilderment in the minds of the delegates,
and heated arguments ensued between the British and French.
It appears that Lloyd George suddenly discarded the generally
accepted idea of a provisional settlement, and that in this he was
supported by Loucheur, who had lately re-entered the French
Cabinet. TheBelgian delegates, Theunisand Jasper, at last brought
about an agreement between the contending Allies. But even
their attitude was not objective, for they came to the Conference
smarting at the failure of their negotiations with Germany regard-
ing the repurchase of German currency introduced into Belgium
by the Germans during the war.

The outcome of this extraordinary Conference was the so-called
Paris Resolutions of 29th January 1921. In this instance, too, the
demands for reparation were embroidered by the usual political
threats for non-observance of the military terms of the Treaty.
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The Paris Resolutions demanded of Germany, commencing 1st
May 1921, the following annual payments:

2 milliard gold marks for the first 2 years
3 milliard gold marks for the next 3 years
4 milliard gold marks for the next 3 years
5 milliard gold marks for the next 3 years
6 milliard gold marks for the next 31 years

and further, for the entire forty-two years an annual payment equal
to 12 per cent, of the value of German exports. For anticipated
payments a discount was allowed at the rate of 8 per cent, to
1st May 1923, then 6 per cent, to 1st May 1925, and 5 per cent,
thereafter. Any foreign credit transactions of the Reich, the
individual states, provinces or communities, were to be dependent
upon the approval of the Reparation Commission. The German
land and maritime customs, as well as all taxes imposed on
imports and exports, were demanded as security. The German
Government was to appoint a " General Receiver of Customs,"
approved by the Reparation Commission.

This plan created general sensation. The Allied experts
themselves were nonplussed. Al their labours had been in vain.
Their proposals were simply ignored by the Conference; but
the most singular feature of the plan was that the British and
French Governments, which hitherto had been unable emphatically
enough to reject the fixing of a lump sum (forfait), and had
just sent their diplomatic representatives to the German Minister
of Foreign Affairs to urge acceptance of the provisional settle-
ment, now, within a few hours, decided upon a complete and
definite reparation plan without one word of explanation for this
reversal of their position. In the circumstances it has frequently
been asserted that the Allies were not really in earnest with the
Paris Resolutions, and that only the German Government was so
foolish as to take them seriously.

The real reasons for the sudden change of political front by
the Supreme Council have never to this day been fully cleared up.
Probably, at bottom, they are to be found in purely human factors,
as is often the case with great political decisions. It would seem
that at the moment the pending differences between France and
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England could be adjusted only on the back of Germany, by impos-
ing on the vanquished a burden which did not look too oppressive
at the start, but which, in later years, assumed proportions that
would satisfy even the most exacting claims of France. Lloyd
George may have reasoned, as he had often done, that tactically
it was advisable first to put through such a plan and then trust to
time to bring counsel.

It is amusing to reread and compare the editorials published
by Le Temps, the mouthpiece of the French Government, during
the days before and after the Conference. It will be seen what
skilful dealing was required to explain to the reader why before the
Conference France could support only a provisional settlement and
after the Conference had to insist on a complete settlement. It
is dso significant that immediately after the Conference Le Temps
hitherto so mild and dovelike, now, together with the larger part
of the French Press, demanded the immediate application of
coercive measures against Germany, and especialy a customs
barrier between the occupied and unoccupied territories.

On 29th January the Supreme Council communicated its
decision to the German Government, and proposed that German
representatives should meet the Allied delegates in London at the
end of February. The German ambassador in Paris and the writer
both recommended the German Government to decline to enter into
any negotiations regarding the Paris Resolutions. The arbitrary
determination of the German indebtedness by the Supreme Council
was a breach of the promise made at Spa that reparation would
be discussed with Germany at a conference at Geneva. The Paris
Resolutions, moreover, were contrary to the terms of the Treaty
of Versailles, which required the Reparation Commission to fix the
German debt by 1st May 1921. Germany, therefore, could quietly
stand on the terms of the Treaty of Versailles and decline any dis-
cussion of the Paris Resolutions. From the best French quarters
| learned later that there was a general shaking of heads over the
failure of Germany to assume this simple and clear attitude, and
over its decision to go to London, well knowing what was awaiting
her there. However that may be, Germany promptly accepted the
official invitation to the London Conference, addressed to her from
England on 8th February 1921. Here it was again evident that
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every Berlin Government believed that more could be gained by a
discussion with the heads of the Allied Governments than by
proceeding through the Reparation Commission. This attitude was
doubtless influenced by the thought that such important negotia-
tions should not be left to the permanent German representatives in
Paris, but should be handled by the Berlin Cabinet itself. Finally
the faulty composition of the Reparation Commission, and past
experience with it, offered no guarantee that it would bring the
necessary understanding of German conditions to its task.

Simultaneously with the acceptance of the invitation for London
a storm of indignation broke out in the German Press over the
enormity of the Paris Resolutions. The German Government took
no seps to counteract this. On the contrary, the German Foreign
Minister, on a trip through Southern Germany in the middle®of
February 1921, delivered speeches in Stuttgart and Karlsruhe in
which he not only flatly repudiated the Paris Resolutions, but also
reopened the question of the war guilt. This was not, of course,
a diplomatic way of preparing for an oral discusson with the
opposing party.

The role of the Brussels experts had been played. A British
representative suggested at the time that it might be useful to meet
in Brussdls once more, since among the experts ideas for the London
Conference would easily suggest themselves. | declined on the
ground that Germany would define her attitude toward the Paris
Resolutions only in London, and that until then neither could the
Allies discuss eventual modifications of the Paris Resolutions nor
could the German delegates enter into practical deliberations. The
convacation of a conference at Geneva had also become purposdess.

In the meantime preparations for the London Conference were
proceeding in Berlin with feverish zeal. A large number of
prominent German experts drew up a report on the economic con-
segquences of the Paris Resolutions. The report analysed concisely
the problem of payment from one country to another, enumerated
the various methods for making such payments, and concluded
that the German exports would have to reach the impossible total
of 40 milliard gold marks per annum in order to satisfy the normal
requirements of the Paris Resolutions. Thereport isavery valuable
contribution to the reparation question, and repays reading even
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to-day, especially in relation to the Dawes Plan and its transfer
provisions. A further memorandum served asreply tothecriticisms
of the Brussds experts on the German budget and Ger man taxes.
The German Government was not, however, purely negative, but
was anxious to offer constructive proposals. These counter-
proposals were the subject of deliberation in Berlin throughout
the month of February.

| advocated at that timein Berlin the following attitude. The
Paris proposals were unacceptable. An agreement on a reasonable
total reparation amount could not be reached at the present time.
Therewas no point in trying to cut down the figures put forward
on the other side. The German proposal, therefore, if any were to
be made at all, must rest on an entirely different basis. It must be
of such a nature that the other side could not reect it out-of-hand.
Germany must therefore resolutely take her stand on the recom-
mendations of the Brussds experts, according to which Germany
was to pay 3 milliard gold marks per annum for five years.
The financing of these 15 milliards should be so arranged that
1 milliard in each of the five years should be covered by deliveries
in kind. This would leave 2 milliards for each of thefive years,
which should be raised through loans. These 10 milliard gold
marks of annuities, rediscounted at 8 per cent., represented a
present worth of 8 milliards, the financing of which must be
attempted on the international markets. About 1 to 2 milliards
could probably be placed in Germany. Theinterest need not exceed
5 per cent, if the loan could be made tax-freein all countries where
it was to be offered. The German customs receipts and certain
export taxes could be pledged as security. The proposal was based
upon the presumption that Germany retained Upper Slesia asthe
result of theimpending elections, and that the other Ger man wishes
emphasized at Brussels with reference to the cost of occupation,
private property, etc., received consideration.

I had no success with my proposal. The objections against a
provisional settlement were too great in Berlin. It was thought
possible that a comprehensive German plan could at least create
a bass for negotiations. A French calculation was adopted,
according to which the present cash value of the 226 milliard gold
marks in annuities of the Paris Resolutions, discounted at 8 per
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cent., corresponded to a present cash value of only about 53 milliard
gold marks, and in conformity with this calculation an amount of
50 milliard gold markswastaken asastarting-point for the German
offer. From this a deduction of about 20 milliard gold marks was
made in respect of all German deliveries and cessons made to date.
Thus an amount of 30 milliard gold marks was reached, which
was to be liquidated by international loans. | opposed this idea as
far-fetched, since 30 milliard gold marks of German loans could
not be floated, even over a series of years. But what appeared to
meespecially danger ous was to mention 30 milliard gold marks in
London as the total debt. This was bound to have a fatal effect in
view of the sentiment prevailing in the Allied camp. At the same
time, it might be useful to start from the present cash value of the
annuities as fixed in Paris, in order to get away from the confusing
array of milliards tc more debatable figures. Finally the following
plan was pieced together in Berlin.

The figure of the Allies—viz. 53 milliard gold marks—was
accepted as a basis. From this, however, should be deducted all
German cessions and deliveries under the Treaty of Versailles in
so far asthey were to be credited to reparation account. The value
of these cessons and ddliveries was to be fixed at the earliest possible
date, and at a reasonably high figure. The 12 per cent, levy on
German exportswas rejected. In lieu thereof a" Besserungsschein "
wasintroduced—that isto say, an obligation on the part of Ger many
to pay the Allies as reparation a proper proportion of any later in-
crease in national revenue. To this end a suitable index wasto be
prepared within the next two years.

Thefixed indemnity of 53 minus x milliards—x being the still
undetermined value of past cessions and deliveries—was to carry
interest at the rate of 5 per cent, from 1s¢ May 1921, and to be
financed by international loans. But as it was impossible to float
such enormous loans on the world markets within a reasonable
period, an instalment should first be financed—say, within five
years—of 8 to 10 milliards through loans, and 5 milliardsthrough
deliveries in kind. In addition to the customs receipts, certain
internal revenues—such as taxes on the consumption of sugar,
alcohol and tobacco—were contemplated as security. As long as
Germany regularly paid the amounts required for the service of
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the loans she should be free from foreign interference in the
administration of the revenues pledged as security.

Prior to the London Conference | discussed the draft of this
proposal confidentially in Reparation Commission circles. It was
pronounced not at all bad, but it was pointed out that the credit
for the previous cessions and deliveries would be fraught with
difficulties, and that the German ideas as to their value were
fantastic. Berlin, however, insisted on framing the offer in such
a way as not to exceed a total indebtedness of 30 milliard gold
marks. The statement was therefore inserted in the offer that the
German Government estimated the previous cessions and deliveries
at 20 milliards, but would leave the determination of the true value
thereof to the decision of experts. As a starting-point for the total
indebtedness not 53 but a round 50 milliard gold markswas finally
put in the draft. In all other respects the proposal taken to
London by the German delegation under the leadership of the
Foreign Minister, Dr Simons, was identical with the draft | had
previously confidentially communicated to the Reparation Com-
mission without hearing any serious objections raised against it.
The important point was that the proposal made express provision
for a " Besserungsschein." In this form the German offer, in the
opinion of several members of the Commission, could be submitted
in London without apprehension, although it was not to be
expected that the Allies would at once approveit.

But events again took a different turn. Upon his arrival in
London Dr Simons learned from German quarters that his proposal
involved a great tactical mistake: it was offering the Allies too much
from the start. This was reported to be the opinion of those who
stood very close to Ll1oyd George. It would be advisable, therefore,
not to present the entire German proposal at once, but to have
something in reserve, should the other side want more than
Germany offered. Despite urgent warnings from within the dele-
gation, Dr Simons, anxious to adapt himself to Lloyd George's
intentions, took this hint. In the night preceding the Conference
the passage covering the " Besserungsschein " was temporarily
eliminated from the proposal.
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CHAPTER VIII
THE LONDON CONFERENCE—I1ST TO 7TH MARCH 1921

THE meeting with the Allies in London took place on 1st March
1921. The heads of the British, French, Italian and Belgian
Governments were present, with the other ministers concerned,
and a great number of experts, and also representatives of Japan,
Dr Simonswas invited to speak. Instead of presenting the written
German offer, he entered into a conscientious presentation of
the difficulties under which the German proposal had originated.
He proceeded to make a searching examination of the Paris
Resolutions, which he declared from the economic standpoint to be
impossible of execution. Itwas, properly speaking, impossible for
the German Government, given the existing internal conditions,
to make a firm proposal, but nevertheless it had decided to do so,
in order to arrive at a solution of the reparation problem at the
earliest possible moment. He did not consider it proper to fix
annuities over a long period of years, but wished to start from a
definite present value—namely, 50 milliard gold marks, this being
the present worth of the total annual payments under the Paris
Resolutions discounted at 8 per cent. Against this would have
to be credited Germany's previous services and deliveries, which
he estimated at over 20 milliard gold marks. This left a balance of
about 30 milliard gold marks, which would have to be verified in
detail. Dr Simons, in his subsequent remarks, spoke the whole
time about these 30 milliards. He stated that 8 milliards thereof
were to be financed for the present by an international loan, and
explained to the assembly, which was growing more and more
impatient, his ideas as to how the remaining 22 milliards were to
be financed. This method of presentation, by which the tabooed
30 milliards were persistently hammered into the minds of the
audience, while the debt seemed to shrink more and more, created
an unfavourable impression, which was further intensified by
the difficulties of translating the complicated German address.
Dr Simons therefore felt obliged to break it off short in order to
proceed to the reading of hisformal proposal, but thisLoyd George,
as chairman, very abruptly declared to be unnecessary, and the
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meeting thus ended with the simple transmission of the German
counter-proposal.

The excitement of the Allies was intense; the entire Allied
Press, and particularly the British newspapers of all parties,
condemned the attitude of the German delegation root and branch.
In all sriousness people spoke of a German challenge, and the
whole world at once clamoured for sanctions. There is a touch
of tragi-comedy in ascribing to the German delegation, which had
been working incessantly for weeks, under the painstakingly
conscientious, careful and dignified leadership of Dr Simons, in ita
efforts to prepare and present proposals acceptable to the Allies,
the intention to issue a deliberate challenge. Her e was particularly
glaring evidence of the fact that, on the one hand, the German
does not know how to adjust himself to other peoples ways of
thinking, and that, on the other hand, theworld does not appreciate
the peculiar thoroughness and application of the German. What
had really occurred was a tactical mishap of the German Minister,
which could surely have been avoided in a quiet and matter-of-fact
discussion within a small circle. Instead, Dr Simons was compelled.
to justify himself before a large and solemn assembly, and his
embarrassment was immediately branded as a crime.

Until 3rd March the German delegation remained without
contact with the Allies and was then summoned to a second meeting.
Lloyd George delivered a thundering arraignment of Germany,
He characterized the German proposal as a patent mockery of the
Treaty of Versailles. The spirit of the German delegation was the
result of the speeches which Dr Simons had delivered in Germany
against the Paris Resolutions.

TheKarlsruhe address, in which he had repudiated Germany's
responsibility for the war, was specially serious. That was the true
face of Germany, and her present proposals were the logical conclu-
sion. Germany had asyet failed to understand that she had to make
reparation. The German claim that the Allied demands constituted
an intolerable oppresson and endaved the German people was
false. The Allies only desired to have part of their damage repaired.
It was a waste of time to examine the German proposals. All the
Allies had to say was that, in view of the numerous infractions of
the Treaty of Versailles by the German Government as regards
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convictions of war criminals, disarmament, the payment of 20
milliard gold marks for reparation, etc., the time had now arrived
to impose penalties. Unless Germany proclaimed by 7th March
her readiness to accept the Paris Resolutions, or made other
satisfactory proposals, the Allies would resort to the following
sanctions :

They would (1) occupy the towns of Duisberg, Ruhrort and
Diisseldorf; (2) retain in Allied countries part of the purchase
price of German imports; (2) seize the German customs receipts
in occupied territory and establish a customs line between the
occupied and unoccupied regions.

To what extent honest indignation was mixed in this reprimand
with political histrionicsis difficult tojudge. It isscarcely possible
for anyone of ordinary human intelligence to conceive that the
Allied leaders could really have imagined that the German delegation
would, under the stress of the threatened sanctions, be prepared
either to accept the Paris proposals or to produce better counter-
proposals from their pockets. |f it was really the intention to follow
the famous precedents of Versailles and Spa, and to obtain German
concessions under heavy pressure, the Allies in London absolutely
misjudged the situation. It was simply impossible for the German
delegation to meet the demands of the Allies. There was nothing
left for them to do but to await the sanctions.

In this desperate situation, which had only originated in a series
of mistakes to which an exaggerated importance was attached, an
attempt was made to get into personal touch with the other side.
| called on Philip Kerr, at that time private secretary to Lloyd
George, and explained to him tlte-a-tete that the German attitude
had been entirely misunderstood by the Allies. Kerr understood
at once, and suggested a conference between Lloyd George and
Dr Simons, To avoid arousing French suspicion, Briand was
likewise notified. A meeting was arranged in the strict privacy of
of Lord Curzon!s home, on the morning of 5th March, at which
there were present Lloyd George and Lord d'Abernon, Briand
and Loucheur, Dr Simons and myself. The Allied representatives
listened at first with cold reserve to the explanations of Dr Simons.
Their attitude gradually thawed, however, especially when | pointed
out that, with the present divergence of views as to Germany's
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capacity to pay, it was impossible to reach a definite settlement now,
and that it would be necessary to revert to the provisional adjust-
ment of the Brussels experts. Lloyd George gladly took up the
idea and promptly arranged for a conference between Allied and
German experts. But Loucheur, who presided at this conference,
declared that a provisional adjustment was now impossible because
public opinion in the Allied countries demanded a definite settle-
ment. An arrangement for five years was of novalue now, as no
one could foretell what would happen after fiveyears. 1t would be
necessary to have annuities for thirty years, of at least 3 milliard
gold marks per annum. As the German representatives declared
themselves unable to consent to such an arrangement the meeting
cameto an end. Notwithstanding, the German delegation drew up
a proposal for a provisional settlement for five years, which was
carefully considered over Sunday by the Allies at the country seat
of Chequers. On the night of this Sunday (6th March) Lord
d\Abernon and Loucheur called on the German delegation. They
stated that the provisional settlement had been rejected and
presented two alternative proposals: either annual payments of
3 milliard gold marks for thirty years, and a 25 per cent, tax on the
value of German exports; or, otherwise, a tax of 40 per cent, on
the value of German exports for thirty years, but at least 3 milliard
gold marks per annum. Neither proposal could be accepted on
Germany's behalf.

Fate ran its course. On the following morning the decisive
meeting took place. Dr Simons reverted once more to the proposal
for aprovisional arrangement, and pointed out that only afew weeks
earlier the Allied experts, aswell asthe Allied Governments them-
selves, had insisted on a provisional arrangement and declined a
permanent settlement. He declared his willingness to accept the
fixed annuities as provided by the Paris Resolutions for five years,
and to offer in addition a full equivalent for the 12 per cent, tax on
German exports. If no agreement was reached within five years
regarding the total debt, the terms of the Treaty of Versailles should
be adhered to, Dr Simons adroitly emphasized the fact that it was
unjust to accuse Germany on account of this attitude of an obstinate
and deliberate refusal for which she deserved punishment. He
found telling words in which to express the necessity of German
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co-operation in the reconstruction of Belgium and France, and
proved by the terms of the Treaty of Versailles the illegality of
the threatened sanctions. He concluded with the statement that
any measure of coercion, if it failed to attain its purpose, provoked
further measures of coercion, and thus led away from peace to a
new state of force. It was imperative that all concerned should
emerge from the unhealthy atmosphere of force into the wholesome
atmosphere of voluntary co-operation. However the question of
war guilt might be decided, they were concerned with a common
distresswhich could be removed only by acommon effort. Germany
was ready to exert herself more than the others.

This excellent speech created an evident impression, but it was
too late: the Allies had gone too far to be able to turn back. Force
had been openly threatened to such an extent that it now had to be
applied. When Lloyd George declared that the sanctions would
have to be put into operation it was plain to se and hear how
little his heart was in what he said. He knew as well as the other
members of the Conference that reason and right were being
sacrificed in London to find an escape acceptable to the masses from
an impasse that the Allied Governments had themselves unnecessarily
created by their policy of force directed against Germany.

The provisional settlement offered by Dr Simons has been
severely criticized in Germany aswell asby the Allies. Briand stated
before the French Chamber and to the Press that Dr Simons had
raised his offer within three daysto three times the amount originally
mentioned and had thereby proved Germany's want of good will.
This statement is entirely false. Under the original German offer
made in London annuities of 15 milliard gold marks in all were to
be paid within the first five years, by deliveries in kind and loans.
The last German proposal made in London adopted the Paris
figures for five years—i.e. fixed annuities of a total of 13 milliards
plus 12 per cent, of the value of exports, approximately 3.5 milliards,
or atotal of 16.5 milliard gold marks. The difference in the amount
offered, therefore, is not of any great importance.

Once more high politics had absolutely failed in the solution of
the reparation problem. The sanctions became operative at once.
Marshal Foch moved histroopsasearly asthemorning of 8thMarch
1921. Dlisseldorf, Duisberg and Ruhrort were occupied, a customs

67



THE LONDON CONFERENCE

line between the occupied and unoccupied regions was established,
and the German customs receipts on the western frontier were
sequestrated. England proceeded to enact the German Reparation
Recovery Act, by which up to 50 per cent, (theratewas later reduced
to 26 per cent.) of the value of the German importsto England were
to be retained for reparation. Other Allied states enacted similar
laws—which for the time being, however, were not put into force.

That the Allied Governments could not derive from the Treaty
of Versailles the right to apply the London sanctions has been
demonstrated so convincingly by various authorities that we need
not enter into a further examination of this question. But it may
here be pointed that the London sanctions paved the way for the
later occupation of the Ruhr District.
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CHAPTERIX

ESTABLISHMENT OF THE REPARATION DEBT vND THE
LONDON SCHEDULE OF PAYMENTS OF 5TH MAY 1921

AFTER the London Conference chaosreigned in reparation questions.
It is difficult to make one's way through the maze of subsequent
events.

The Reparation Commission was much concerned over the
occurrences in London. Any reasonable discussion was almost
impossible under the fresh impression of the sanctions. Neverthe-
less some discerning members of the Commission soon lent me
their aid in an effort to reach an understanding outside of the
turmoil of politics. An opportunity presented itself in the work of
fixing the German reparation indebtedness in accordance with the
Treaty of Versailles. Close discussions on this matter between the
Reparation Commission and a German delegation under Dr Ruppel
began in Paris in February 1921. | need not enter into the details
of these discussions, but it is worth mentioning that, despite the
conflicting interests involved therein, the collaboration between the
two commissions was successfully established, and very beneficial. [t
was suggested to me at that time from Allied quarters that Germany
should apply to the Reparation Commission with a proposal that
the two commissions should not only discuss the amount of the
damages but aso the method by which Germany could meet her
obligations. The possibility would thus arise naturally of preparing
a plan of payment in conference with Germany, without requiring
Germany to present a definite proposal beforehand. | strongly
pressed this suggestion upon the German Government, but without
success.  In view of the general political excitement it may have
been too late for such a step, especially as after the Conference of
London the Reparation Commission, acting under superior orders,
officially insisted on the letter of the Treaty of Versailles, and pre-
sented a series of demands which were all impossible of fulfilment.
The Commission thought that it had thus to satisfy public opinion
that it was conscientiously discharging the duties imposed upon it
by the Treaty.

The first case concerned was the payment of the 20 milliard
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gold marks which Germany had to pay by 1st May 1921. As
already mentioned, a German statement of payments, deliveries
and cessons, which was intended to show that Germany had al-
ready paid more than 20 milliard gold marks, had been presented
at Spa. To a further communication of the German Government,
dated 20th January 1921, which came to much the same result,
the Reparation Commission replied on 26th February 1921 that it
was not as yet in a position definitely to determine what proportion
of German cessons and deliveries made in the past were to be
credited on account of the 20 milliards, but could already sate
that the amount to be credited therefor would not exceed 8 milliard
gold marks at the utmost. There remained, therefore, 12 milliards
to be paid prior to 1st May 1921. Germany should indicate the
manner in which she would settle this amount. When the German
Government insisted that more than 20 milliards had already been
paid, the Reparation Commission, on 15th March, made a per-
emptory demand for the payment of 12 milliard gold marks. In
the first place, an instalment of 1 milliard gold marks, in French,
English or American money, was to be paid by 23rd March—that
is, within eight days. By ist April proposals were to be presented
for the discharge of the remaining 11 milliards, for which purpose
payment by deliveries in kind and securities, as well as by the issue
of a loan, would be consdered. The correspondence regarding this
stupendous demand assumed such a character that the Reparation
Commission again threatened the enforcement of the paragraphs
of the Treaty relating to sanctions. When even this did not have
any effect, the Commission demanded the transfer of all gold
and slver held by the Reichsbank to its branches in Cologne and
Coblenz. If the Government resisted this demand, then the delivery
of the gold and slver to the Reparation Commission would be
demanded. All of these demands were presented in the form of
an ultimatum, a reply to which was to be given within a few days.
The German Government declined the transfer of the specie hold-
ings of the Reichsbank as impossible, the bank being a private
institution independent of the Government of the Reich. It further
explained that the removal of the Reichsbank gold from Berlin
would destroy what remained of German credit and thereby render
any reparation impossble. The Reparation Commission then
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demanded delivery of I milliard marks in gold by 30th April.
On 29th April the German Government informed the Reparation
Commission that it had transmitted to the Government of the
United States proposals for the solution of the reparation problem
under which it was proposed to pay forthwith to the Reparation
Commission the | milliard gold marks in the following manner:
150,000,000 in gold, silver and foreign bills of exchange, and
850,000,000 in ninety-day bills in foreign currency.

The Reparation Commission responded only by a formal
notification to the Allied Powers that Germany had not complied
with her obligation to pay 20 milliards and was in default to the
extent of at least 12 milliards.

In the meantime the German Government, in its distress, had
resorted to the mogst extraordinary expedients to extricate itself from
a deperate situation. It applied to the Holy See, and of course
without success. It was ready to accept the proposal of a neutral
intermediary having for its object the offer of 50 milliard gold
marks direct to the French Government. Finally it took the dan-
gerous step of appealing to the President of the United States as an
arbitrator. President Harding declined, but declared his willingness
to examine any new German proposals, and to pass them on to the
Allies if they seemed suitable. Thereupon the German Govern-
ment, on 24th April 1921, addressed the offer mentioned above
to the United Statess Germany agreed therein to acknowledge a
reparation debt of a present value of 50 milliard gold marks, and
to pay this sum, if desired, in annuities up to a total of 200 milliard
gold marks. Interest on the 50 milliards was to start at the rate of
4 per cent., and to be raised thereafter in accordance with Germany's
capacity to pay. As large an amount as possible was to be made
available at once through an international loan. Moreover, the
Allied Powers were to receive the right to share in any future im-
provement in German economic and financial conditions. Germany
renewed her offer to participate to the utmost of her power in there-
construction of the devastated areas with labour, material and other
means, and to make deliveries in kind to the Allies even beyond these
requirements. One milliard gold marks was to be paid at once to
the Reparation Commission in the manner above indicated. Should
the United States and the Allies so desire, Germany would be
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willing to assume, to the extent of her capacity, debts of the Allies
to the United States. In addition Germany declared her readiness
to furnish any guarantees desired.

On 3rd May 1921 the United States notified Germany that
the Allied Governments had rejected the offer.

It is hard to understand to-day how the German Government of
those days could summon the courage to make such a far-reaching
offer, which in the opinion of all informed persons far exceeded
Germany's means of payment. If the Allies had taken up the offer,
and started negotiations on that basis, Germany would have been
committed at once to a promise to pay which would have rendered
the preparation of any further reparation plans unnecessary. Even
under the Dawes Plan the Allies will certainly never receive as
much as Germany herself offered at that time. Perhaps it was
because they were already engaged at that time in the preparation
of their own plan of payments that the Allies did not consider the
offer as deserving serious consideration.

The Reparation Commission concluded its work of fixing the
German reparation indebtedness on 27th April 1921. It reached
a total of 132 milliard gold marks, from which were to be
deducted:

{a) the amount already paid on account of reparation ;

(b) the amounts which might be credited from time to time
on reparation account in respect of the value of State
property in ceded territory;

(c) any sums which might yet be received from Germany's
former Allies and credited on reparation account.

On the other hand, the Belgian war debt to the Allies, which
Germany was obliged to assume in accordance with the Treaty of
Versailles, was to be added to the 132 milliards.

Of all payments made by Germany up to 1st May 1921 nothing
was available for reparation proper. The Reparation Committee
officially established that it had actually received by 1st May 1921
about 2. 6 milliard gold marks as the equivalent of all payments,
deliveries and cessons made by Germany. Against this amount
the expenses of the armies of occupation were to be a first charge.
These reached, on 1st May 1921, a total of 2-1 milliard gold marks
for the French, Belgian and British armies, and for the small
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American army of occupation alone more than | milliard gold
marks. As the advances of 360,000,000 gold marks made on
coal deliveries under the Spa agreement, as well as the cost of the
Allied Control Commissions, had also to be charged against the
credit of 2'6 milliards, the receipts on reparation account were
barely sufficient to pay the expenses of occupation of the French,
Belgian and British armies. The cost of the American occupation
remains unpaid to this day! Under the terms of the Interallied
Financial Conference of Paris of 14th January 1925 this expense
is to be paid gradually out of the German annuities under the
Dawes Plan.

This statement of accounts is symbolic of the senseless economic
destruction and waste resulting from the execution of the Treaty of
Versailles. Be it noted and pondered: the cession of aimost the
entire German merchant marine, consisting of 2,187,000 gross tons
—according to the figures of the Reparation Commission—the
delivery of 24,000,000 tons of coa and 15,000,000 kilos of dye-
stuffs, great quantities of animals (including 135,000 cattle and
50,000 horses), and immense amounts of material (more than
5000 locomotives, 1200 passenger and baggage cars, 135,000
freight cars, 130,000 agricultural machines), which had been sur-
rendered under the terms of the Armistice, in addition to all further
deliveries, were swallowed by the costs of occupation. The sacrifices
and privations which Germany was compelled to impose upon
herself, and which would have been of practical value only if they
really benefited the economic life of the damaged countries, were
squandered absolutely to no purpose in military expenses. They
brought no alleviation to Germany of her reparation debt. No
wonder that, with such a system, by which all German payments
disappeared into the pitchers of the Danaids, it was a task of extra-
ordinary difficulty to convince the German people that they should
strain every nerve to discharge the reparation debt. All this has to
be taken into account if one isto form ajust opinion of the German
attitude toward reparation.

The 2.6 milliard gold marks appearing on the books of the
Reparation Commission as actual German payments to 1st May
1921 are supplemented by further credits under the Peace Treaty
to the amount of something over 2.5 milliards, including principally
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the Saar coal mines ceded to France, valued at 400,000,000, and
the State properties in German territories ceded to the Allies.
These amounts were adjusted on capital account between the
Allies direct, and no payment for the same has been received
by the Reparation Commission. In the aggregate, therefore, an
amount slightly exceeding 5.1 milliard gold marks was credited
to Germany as reparation for all deliveries and cessons up to
1¢ May 1921. According to German opinion this sum is far too
small.

In a memorandum prepared in September 1922 Dr Schroeder,
formerly Under Secretary of State in the Finance Ministry and
now President of the Prussian State Bank, calculated the value of
German payments and services up to 1 May 1921 at more than
37 milliard gold marks. Included in this sum are certain items,
however, for which credit has not as yet been allowed by the
Reparation Commission—such as the value of German property
liquidated in enemy countries, the cesson of Germany's claims
againgt her former Allies, and material abandoned by the German
armies in the regions occupied by them.

The dispute about the value to be placed on German cessons
and deliveries up to 1¢ May 1921 has produced a voluminous
amount of literature. For the purpose of this book it is not possible
to enter into any details. In the ultimate settlement of the re-
paration debt a decison as to the real value of these payments and
services will probably have to be reached by way of arbitration.

The Supreme Council of the Allies reassembled in London
at the end of April, and itself drew up a schedule for the payment
of the reparation debt, after which it summoned the Reparation
Commission from Paristo London so that it might adopt the ready-
made schedule and communicate it to Germany as its own work.
This was done, and thus originated the London Schedule of
Payments of 5th May 1921. It was accompanied by an ultimatum
of the Allies to Germany: unless the German Government un-
conditionally accepted the entire plan within six days the Allies
threatened, in addition to other military measures by land and by
seq, to occupy the Ruhr District. Germany'salleged military defaults
as regards disarmament and the prosecution of the war criminals
were again mixed up with reparation matters.
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The London Schedule of Payments may be summarized as
follows:

(1) Germany shall deliver to the Reparation Commission in
place of the obligations delivered under the Treaty of Versailles:

1st July 1921, 12 milliard gold marks, A bonds;

1 st November 1921, 38 milliard gold marks, B bonds;

1st November 1921, 82 milliard gold marks, C bonds.

The Commission may issue the " A" and " B" bonds at any
time, but the " C" bonds only when satisfied that the German
payments under the schedule are sufficient to provide for the pay-
ment of the interest and sinking fund of the " C" bonds. Interest
on all the bonds is to be at the rate of 5 per cent, and the sinking
fund 1 per cent, per annum. In relation to each other, the " A"
"B" and " C" bonds shall be a first, second and third charge on
the German payments and funds assigned as security.

(2) Germany shall pay annually, until the redemption of all
the bonds:

(@ 2 milliard gold marks;

(b) 26 per cent, of the value of German exports, commencing
IstMay 1921, or an equivalent amount, fixed in accordance
with an index to be agreed upon.

Payments shall be made quarterly.

(3) Asafirm instalment for the first six months, Germany shall
pay at once 1 milliard gold marks, in gold, foreign currencies
or drafts at three months on the German Treasury endorsed by
German banks.

(4) The Reparation Commission will establish a Committee of
Guarantees in Berlin to supervise the execution of the Schedule
of Payments. The following funds shall be assigned as special
security for the German payments: the German maritime and
land customs receipts and a 25 per cent, levy on German exports,
as well as the proceeds of such direct or indirect taxes or
other funds as may be agreed upon between the Committee of
Guarantees and the German Government. In the supervision
of German finances the Committee is not to interfere in German
administration.

(5) Subject to the approval of the Commission, Germany
shall on demand provide material and labour, not only for the
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reconstruction of the devastated areas, but aso for the development
of the economic life of the Allied Powers.!

(6) Germany shall facilitate the execution of the British
Recovery Act and of any similar legislation enacted by any other
Allied Power. Receipts from German exports collected under such
legislation will be credited to Germany on account of the pay-
ment of 26 per cent, due from her on her exports. The German
Government is to refund this charge to the German exporters.

The ultimatum accompanying the London Schedule of Payments
aroused a violent political contest in Germany. The embitterment
caused by the sanctions which had been inflicted upon Germany a
few weeks before was still so intense that a large section of public
opinion was inclined aso to reject the present ultimatum without
further consideration. The impression created by the proclamation
of an indebtedness of 132 milliard gold marks was dominant in
people's minds, and it was urged that in no circumstances should
Germany affix her signature to such a monstrous obligation. The
Government, too, was of opinion that the ultimatum could not be
fulfilled and should be rejected. The same feeling was voiced in
most economic circles, especialy by the representatives of industry.

It was very difficult to stand up rgainst this sentiment. The
German people wanted to see an end to the hapless condition into
which they had been brought through signing the Treaty of Versailles.
In doing so, Germany had been compelled to assume obligations
impossible of fulfilment; and now she was again to be impelled,
by ruthless political pressure, to sign a reparation treaty which
similarly disregarded economic necessities. There was a deter-
mination not to fall a second time into the error that had been
committed at Versailles, but rather to suffer all the attendant horrors
of military occupation and economic pressure than again subscribe to
conditions which could not be fulfilled. These were the arguments
which spoke against the acceptance of the London ultimatum, and
which created a deep impression throughout Germany. Thefollow-
ing arguments, however, spoke for the acceptance of the Schedule
of Payments. The occupation of the Ruhr, the consequences of

! This provision modifies paragraph 19 of Annex |1. of Part VI11. of the Treaty

of Versailles. Heretofore Germany's obligation was limited to the development of the
recongruction of the devastated areas.
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which no one could foretell, would greatly aggravate Germany's
situation. Germany was even morally helpless against any sanc-
tions which the Allies imposed jointly. The rejection of the
ultimatum would not be understood by the world, but would only
strengthen the impression that Germany was systematically trying
to escape her reparation liability. The London ultimatum in any
event represented an important advance on the terms of the Peace
Treaty. Whilst the payment of 132 milliards was certainly impos-
sible, a closer analysis of the Schedule of Payments revealed that
no such payment was really demanded. Contrary to the terms of
the Treaty of Versailles, interest was not to be paid on the entire
indebtedness, for what was decisive was not the nominal figure
of the debt but the annual payment. This was composed of a
fixed sum of 2 milliards and a variable amount dependent on the
value of thevexports. The German exports represented a value at
that time of between four and five milliard gold marks. The pay-
ment of 26 per cent, thereon would therefore require at present a
little over 1 milliard—making the total annual payments a round
3 milliards. This corresponded to 5 per cent, interest and 1 per
cent, amortization on a present value of 50 milliard gold marks.
The London ultimatum therefore was not any worse than the
German offer recently transmitted to the United States, which
promised the payment of a present value of 50 milliards and, in
addition, payments to be made on the basis of an increase in pros-
perity. The rejection of the ultimatum, therefore, was not even
logical. Apart from all this, everything must be done to avoid the
occupation of the Ruhr. It could certainly not be foretold how
Germany could meet the demands made upon her, but it was to be
hoped that genuine and serious efforts to make reparation would
ultimately bring about a clearer appreciation of Germany's economic
necessities among her former enemies.

This line of reasoning prevailed. , By a small majority, the
Reichstag decided for the acceptance. A new Government, under
the leadership of Dr Wirth, accepted the ultimatum as demanded
by the Allies unconditionally and without reservations.
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CHAPTER X
THE PAYMENT OF THE FIRST MILLIARD GOLD MARKS

T H E acceptance of the London Schedule of Payments marks an
important epoch in the history of reparation. After the violent
storms of the past months it ushered in a period of calm weather,
during which the reparation bark, with cautious steering, could
continue its difficult course. The new captain, Dr Wirth, was not
lacking in courage or sdf-reliance. He had secured the co-operation
of one of the most eminent men of Germany, who unsdfishly and
resolutely placed his rare talents at the service of the great cause
Walter Rathenau entered the Wirth Cabinet at first as Minister
of Reconstruction, but as confidential adviser of the Chancellor he
soon settled decisively all the Government's measures of finance and
foreign poalicy.

The reparation problem, if it is compared with the problem
presented by the provisions of the Treaty of Versailles themselves,
had now assumed a tangible shape. Whilst the accomplishment
of the task had not become any eader, its terms had at least been
greatly simplified. No further questions were asked as to the
payment in full of the notorious 20 milliard gold marks, and no
further requests were made for the delivery of the Reichsbank's
gold. The struggle over thefixing of the reparation debt had come
to an end.

The problem that presented itself now was that of adjustment
to the requirements of the London Schedule of Payments, and in
the forefront thereof stood the obligation to pay 1 milliard gold
marks within three months. | pointed out on several occasons to
members of the Reparation Commission in Paristhat it was a grave
mistaketo demand so large a payment of Germany, in her weakened
state of finances, within so short atime. The invariable answer was
that this demand only represented the'acceptance of the German
Government's own offer of April 1921. It had been assumed that
the German Government had the money at its disposal, as otherwise
no such offer should have been made. Now, the milliard was not on
hand, and it was necessary to procure it. Asthe value of the mark
had somewhat improved after the acceptance of the ultimatum, it
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was possible during May to purchase for the Government, and to
turn over to the Reparation Commission, foreign exchange to the
extent of 150,000,000 gold marks. For the balance, drafts on the
Treasury, maturing 31st August 1921, were drawn as stipulated.
The four leading German banks assumed the bank guarantee de-
manded by the Allies, though they were far from controlling the
funds necessary to meet such a guarantee in case of necessity. It
was clear that they urged the Government at every opportunity to
procure the necessary foreign exchange as promptly as possble.
But since it was a matter of general knowledge that the Reich
had to provide for such immense requirements within a short time,
the amount of foreign currency on offer in Germany, which was
already scanty, shrank steadily. The mark, which from January
to June 1921 had been practically stationary, resumed its rapid
downward course on account of the Reich's pressing demands for
exchange. The more it declined the more the precious exchange
was hoarded and sought after in Germany. Gradually it became
possble to procure for the Reich the larger part of the milliard.
There remained, however, a final shortage of 400,000,000 gold
marks, which could only have been acquired at the expense of
tremendous depreciation of the mark. The isue of an internal
gold loan was not attempted for fear of failure. At lag arrange-
ments were effected abroad, especially in Holland and England,
upon onerous terms, for credits running for sx weeks, which,
together with the surrender of gold and the pledge of slver by the
Reichsbank, made it possible to pay the total milliard on 31 st August
1921.

This haphazard and short-sighted financing was soon to have
evil consequences. It had ruined the foreign exchange market in
Germany. It was now necessary to repay the short-term credits
due to the foreign bankers, and the only resource available therefor
was heavy sdes of marks. The consequence was an even more
precipitous fall of the mark in September 1921, although no pay-
ments on reparation account were for a time impending. The
dollar, which prior to June had been quoted for several months
at about sixty marks, rose above a hundred marks.

The second task of the German Government was to settle its
relation to the Committee of Guarantees created by the- London
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ultimatum, A satisfactory start was made. The Committee,
under the chairmanship of the French delegate, Mauclere, pro-
ceeded to Berlin in June 1921, where it entered into businesslike
and thorough discussons with the Government. In several notes
to the German Chancellor, dated 28 th June, the Committee con-
firmed an arrangement which not only seemed to put the payments
upto 1 May 1922 on a tolerable bass, but wisely circumvented the
obstacles involved by the control over German finances. Estimating
the prospective German déeliveries in kind for the year at ri milliard
gold marks, and allowing for collections under the British Recovery
Act, the Committee calculated that only 300,000,000 gold marks
would remain to be paid in cash up to 1¢ May 1922, and that it
would therefore not be necessary that the pledged revenues should
be turned over before about the end of 1921. As regards
subsequent years, it was agreed that it would be sufficient if the
German Government madeavailable as security for reparation certain
definite revenues, such as the capital tax, taxes on sugar, tobacco
and alcohal, the tax on coal, and the turnover tax to the extent of
50 per cent, of itsyield. The Committee waived for the time being
the actual imposition of a general levy on exports of 25 per cent,
and arrived at an agreement with the German Government that it
should turn over the equivalent of 25 per cent, of the value of the
exports to the Committee in instalments in foreign exchange. For
current intelligence respecting the finances of the Reich a permanent
delegation of the Committee of Guarantees was installed in Berlin.

As early as September 1921 it became evident that too optim-
istic a view had been taken of developments. German deliveries
in kind fell so far short of expectations that they hardly sufficed to
cover the reparation instaiment due on 15th November. It was
probable, therefore, that nearly the total fixed quarterly instalment
of 500,000,000 gold marks due on 15th January 1922 would
have to be paid in cash. The first instalment of the levy on
exports, amounting to more than 250,000,000, was to follow on
15th February.

Just at this time the fall of the mark assumed disquieting
proportions. It became increasingly difficult to acquire foreign
exchange for reparation payments either by raising credits or by
selling marks. The continued depreciation of the mark resulted
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in steadily growing deficits in the Reich budget, since the revenue
from taxes naturally did not increase as rapidly as the require-
ments of the Reich for salaries, wages and the increase in the
cost of supplies. In this predicament the Committee of Guarantees
could neither helpfully intervene nor arrive at a decision of its own.
In September and October it deliberated once more for three weeks
in Berlin. All of its members, with the exception of the French,
were convinced that it was necessary to change or postpone the
impending instalments under the London Schedule of Payments,
but the result of the Committee's work was confined to formal
instructions as to how the receipts in paper marks from the pledged
revenues of the Reich were to be transferred to the Committee every
ten days and converted into foreign exchange.

Thereupon in November the Reparation Commission itself, for
thefirsttime, repaired to Berlin in abody, for the purpose of investi-
gating conditions on the spot. The situation had in the meantime
gone from bad to worse. Under the influence of the partition of
Upper Silesia, which gave to Poland by far the larger part of the
industrial regions, with their wealth in coal, iron and zinc, a panic
ensued on the foreign exchange market, which was already sensitive,
and the mark fell precipitously to more than 300 to the dollar. The
Commission was at a loss to know what to do in Berlin, except
strongly to urge the German Government to pay the 15th January
and 15th February maturities without fail if serious consequences
were to be avoided. It would have to secure the necessary foreign
exchange in some way or another, either from German nationals
who had credit balances abroad or from foreign lenders. The
difficulty of the situation was not to be denied, but it was more of a
financial than an economic nature. The fault, moreover, was with
the German Government, which had failed to take timely steps to
put its budget in order and to prevent the increase in the note
circulation. With this sage admonition the Reparation Commission
returned to Paris.
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CHAPTER XI

DELIVERIES IN KIND UNDER THE TERMS OF THE
TREATY OF VERSAILLES

A sumMARY of the terms of the Treaty of Versailles covering de-
liveriesin kind has been given in Chapter | | . The coal deliveries
have already been discussed in detail. It now becomes necessary
to complete the review of this subject by describing how the
other deliveries in kind were carried out and what experience was
gained thereby. Not only coal, but also the other deliveries in
kind, gave rise from the beginning to serious friction between
Germany and the Reparation Commission. One would imagine
apriori that deliveries for the reconstruction of the devastated areas
would prove a useful form of reparation, attractive to both parties,
and that a people industrially so capable and well organized as the
Germans would much better be able to repair war damages by
delivering their own products than by payments of cash.

This is, however, only theoretically correct. Reparation pre-
sented an entirely different picture in practice.

Financially, of course, deliveries in kind offered Germany some
material advantages as compared with cash payments. They were
executed by home industries, which received payment in German
currency. To that extent, therefore, the Government did not have
to provide foreign exchange for reparation and did not have to
impose a further strain on the tottering German currency. But
this remained true only so long as dedliveries in kind could be
financed out of budget surpluses or ordinary loans. When once
the budget showed a deficit and orderly credit arrangements became
impossible—and this was a chronic condition with the continued
decline of the mark—the financing of these deliveries in kind by
means of the printing press was quite as ruinous to the German
currency as the sale of marks abroad. Deliveriesin kind, moreover,
are possible only when both parties to the contract are agreed with
regard to the merchandise itsef, the price, and all other terms.
This requires perfect freedom of both parties in relation to the
delivery.

Under the Treaty of Versailles, however, the deliveries in kind
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were compulsory. There was no question as to any agreement
regarding terms. The Treaty of Versailles makes a one-sided and
peremptory demand upon Germany to supply the commodities
required by the Allieswithout regard to commercial usage. It leaves
the Reparation Commission, which isnot impartial, to decidewhether
Germany is able to make delivery and whether the quantities called
for can be furnished without injury to German domestic require-
ments. It also leaves the Commission to fix the terms of delivery.
A sysem so arbitrary and economically unsound was inevitably
bound to lead to conflict.

This proved to be the rule in practice. The ddiveries of dye-
guffs and chemical drugs furnished a striking exception, and for
this reason there has been little ado about them. After initial
difficulties and careful discussons they proceeded quietly in a
mutually satisfactory manner. | attach importance to payingtribute
to this fact, because it shows how seemingly impossible demands
may be made bearable through skilful and business-like handling.
It is true that the task was greatly facilitated in this instance by the
excellent organization of the German chemical industry, which was
charged with these deliveries, and the brilliant negotiating skill and
wide international experience of its representatives, more especially
of their spokesman, Carl von Weinberg.

The delivery of by-products of coal provided for in the Treaty,
such as sulphate of ammonia, benzol and coal tar, likewise proceeded
satisfactorily and without friction after the difficulties of or ganization
had been overcome.

For all deliveries except ships, coal and chemical products the
Treaty of Versailles prescribed a special procedure, which isroughly
as follows.

Within a definite period—which was extended repeatedly by
the Reparation Commission—the Allied Governments presented to
the Reparation Commission lists of the articles required. In pass
ing on these lists the Commission was to s that the economic life
of Germany was not disorganized by the demands to the detriment
of her ability to make reparation. After revision and approval, the
lists were passed on to the German Government, to which it was
left to arrange for ddiveries by its domestic manufacturers to the
Reparation Commission. Germany's obligation to deliver origin-

86



DELIVERIES IN KIND

ally extended only to live stock and material for reconstruction of
the devastated areas.

The London Schedule of Payments, as we have seen, consider-
ably enlarged the area of obligatory deliveries. With the approval
of the Reparation Commission, the Allied Powers might now
demand material and labour for the general promotion of their
economic life. The value of such deliveries was to be fixed by a
valuation commission, consisting of one representative each from
Germany and the Power interested, and, in the event of disagree-
ment between the two, of areferee to be nominated by the Reparation
Commission.

For by that time experience had already taught something. By
the Treaty of Versailles the determination of prices for deliveries
in kind was placed as a rule in the hands of the Reparation Com-
mission. It was to fix normal prices for deliveries for reconstruction,
taking into account the prices at which similar articles could be
purchased in Allied countries.

On these very general lines the organization for deliveries
in kind was built up. The first lists of the Allied Governments
were received in March and April 1920. These demands repre-
sented approximately 10 milliard gold marks. A large proportion
consisted of timber and industrial material. In addition to staple
articles the lists also contained thousands of different articles
which it was difficult to separate and classify, and to avoid loss
of time the Reparation Commission referred the lists without
detailed examination to the German Government. While the
latter had formed an extensive organization under the Reich's
Commissioner for Reconstruction, it could make little headway
with the mass of material transmitted, as the necessary specifica-
tions, more particularly of the prices to be allowed, were lacking.
It was not until September 1920 that it was possible to transmit
to the Reparation Commission various offers—which, however, in-
cluded relatively little material for reconstruction proper. Germany
made in the early stages no offer at all of bricks and tiles, the need
forwhich was especiallyurgent. The case of material to be made
to specification, particularly machinery, which required careful
examination of every individual order, was even worse. The
German Government endeavoured to assist by arranging that their
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reconstruction office in Paris should furnish a list of German firms
which were ready to deliver on reparation account. The interested
partiesin the Allied countries wereto get into direct communication
with these firms, in order to settle the technical conditions, the time-
limitsand the prices. In thisway deliveries began to move gradually,
by the end of 1920, but the results remained disappointing. With
thebest intentionson all Sdesit wasimpossible, under thecumbrous
organization provided by the Treaty, to arrange deliveries so that
they should somehow keep pace with the actual work of recon-
struction. For what was the procedure? The owner of a house or
factory destroyed through the war had first to apply to his Govern-
ment. The Government tabulated all the claims of its nationals in
uniform lists and passed them on to the Reparation Commission,
which referred the total claims of all the Allied countries to the
German Government. The latter then had somehow to distribute
this enormous mass of demands over German industry. The manu-
facturers, however, could do nothing with the scanty information
furnished. If any offers were at all possible on such a foundation
they had to bereferred back through the German Government and
the Reparation Commission to the individual Allied Governments,
which in their turn had to communicate with the claimants for
damages. A plan as complicated as this was bound to fail lamentably
in practical operation. Organization on a large scale for the recon-
struction of entire regions is impossible unless the reconstruction
of whole towns and villages is permitted on a uniform plan. In
that case, however, the work should have been undertaken between
the States—i.e. the German Government should have been com-
missioned to reconstruct certain regions according to a definite
plan, with German labour, and all necessary material, under a com-
prehensive German industrial organization. Thisiswhat Germany
offered at the outset and repeatedly thereafter, and what the Allied
Governments, for obvious reasons, did not care to accept. They
neither could nor would exclude their own industries from the
work of reconstruction. According to French laws, moreover, every
claimant for damages had the right to determine the way in which
his house or factory should be reconstructed. The whole procedure
established by the Treaty of Versailles was purely theoretical; it
wasall in the air and soon led to serious disappointment.
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The actual reconstruction work was in fact carried out without
German co-operation on any appreciable scale. In most cass
claimants for damages were unable to wait until the intricate pro-
cedure through the Governments and the Reparation Commission
led to results. The serious reproaches which have been directed
againgt the German Government for its attitude toward deliveries
in kind recoil in themain upon theauthorsof the Treaty. Thefault
lay with the system, which expected from a bureaucratic organiza-
tion the execution of a task which could be performed only through
individual practical effort.

Theideaof prescribing deliverieswithout fixing thepricewasun-
precedented. It was obviousthat the Reparation Commission would
desireto obtain the deliveries as cheaply as possible. It was easy to
understand on the other hand that the German Government had an
interest in obtaining the largest possible credit on reparation account,
but as it was bound to indemnify the German sdlers it endeavoured
to limit the amount to be paid to them. Thisresulted in a conflict
of interests all along the line. The difficulties were intensified by the
desire of the German Government, on social grounds, to distribute
the deliveries equitably over the whole field of German industry—
a fine opening for an orgy of bureaucracy.

The question of fixing prices was the subject of a stubborn
and protracted contest between the German Government and the
Reparation Commission. This contest involved not only the amount
itsdlf, but also the question of the currency in which the price should
be fixed, whether in German currency, or in the currency of the
receiving country, or in gold. In order not to delay deliveries on
account of this controversy, the Reparation Commission decided
that, on principle, deliveries should be made even though the price
had not yet been fixed. This, of course, was like pouring oil on the
flames.

The German Government first insisted that prices should be
fixed in gold, which seemed to offer a safe bads for computing the
value of deliveries. Even thiswasto theinterest of Germany only so
long asthe German paper mark continued to decline. In thespring
of 1920 the mark, for some time, rose considerably. This made
it more difficult for the German industriesto work on a gold basis,
and made it seem desirable on the contrary to fix prices in paper
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marks. Finally, both sides agreed that it was necessary to fix the
price definitely in the currency of some one country and to have
each of the countries concerned assume the risk of fluctuationsin
the rate of exchange. Credit on reparation account was thereafter
given in gold marks, on the basis of the rate of exchange of a given
date—namely, the date on which the German offer was accepted by
the Reparation Commission.

The above shows how manifold were the difficulties which
developed in connexion with deliveries for reconstruction. It soon
became evident that it was necessary to break with the system of
the Treaty. Intheautumn of 1920 discussions were opened between
the German office in Paris and the Reparation Commission for the
purpose of introducing free business intercourse between the
claimants for damages and the German industries.

In the Conference of the experts at Brussels in December 1920
deliveriesin kind played an important part. At that timethere were
people in France who were not afraid to urge that it was necessary to
come to an economic understanding with Germany. As | have al-
ready mentioned, | thoroughly discussed with the French delegates
at Brussels the question of establishing direct relations between
the French buyers and the German sellers. The difficult com-
mercial negotiations for the delivery proper were to be taken out of
the hands of the bureaucracy of the countries and the co-operation
of the State |imited more to control over the payments.

| turned thisideato account in Brussels at a moment when it was
necessary to introduce something positive into the deliberations in
order to avoid the danger of a rupture. The Conference resolved
to have the organization for deliveries in kind further examined by
discussion between Allied and German representatives. This was
done in Paris during the early part of January 1921. At that time
Seydoux prepared a plan under which German performances for
the first years were to consist mainly of deliveries in kind. Orders,
deliveries and thefixing of prices wereto be left to private initiative.
Only a few staple articles and bulk deliveries were to be handled
directly between the respective Governments. In all other cases
the interested parties had to make a complete and final contract.
Payment was to be arranged for through a mixed bureau, the
Allied section of which saw to the settlement between the parties
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giving the order and the Allied Government interested, while the
German section gave instructions for payment by the German
Government. The German paying office was to be authorized once
for all to make the payment, and the equivalent was then to be
credited to reparation account.

Seydoux thought of extending the procedure to include deliveries
not intended for reconstruction, in which case a part of the price
was to be paid in cash by the Allied buyer tothe German seller. The
system was to be used also in the event of German participation in
thework of reconstruction. Seydoux further had it in mind to take
advantage of German exports for reparation by providing that the
sale of goods abroad should be left entirely in German hands, but
that a part of the proceeds should be applied to reparation. This
plan was to be applicable to staple articles only, such as coal, potash,
nitrogen, timber, dyestuffs, sugar, electrical materials, steel and iron
products, paper. The German Government was to refund the levy
to the exporters.

This idea was not unsound, and might have been practicable
within reasonable limits, but in the hands of the paliticians it was
turned into a brutal assault on German exports by which, accord-
ing to the Paris Resolutions, 12 per cent., and according to the
London ultimatum 26 per cent., of the total German exports were
seized for reparation, regardless of what sort of merchandise was
involved and whether the export was profitable or not.
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CHAPTERX I

THE WIESBADEN AGREEMENT OF 6TH AND 7TH
OCTOBER 1921

T H E political storms of the spring of 1921 also had their reaction
on the settlement of deliveriesin kind. In June 1921 feelers were
put out from Allied quarters with aview to inducing Rathenau to
come to Paris for a consultation with the Reparation Commission.
Shortly thereafter Loucheur and Rathenau agreed to settle the
guestion of deliveries in kind from Germany to France by an agree-
ment. After several preliminary meetings the so-called Wiesbaden
Agreement was signed, on 6th and 7th October 1921. This
Agreement refers exclusively to deliveries for reconstruction, other
deliveries—such as coal and dyestuffs—remaining subject to the
terms of the Treaty of Versailles.

The Wiesbaden Agreement contemplates the creation of a
German corporation of a private character, which, acting inde-
pendently of both Governments, isto undertake deliveries to French
claimants for damages. A commission, comprising three members
—one Frenchman, one German, and one arbitrator, to be selected
by the former two—arranges all disputes regarding the possibility
of deliveries and all conditions of delivery. It alsofixesthe prices
in so far as they are not agreed upon between the buyer and the
seller. In principle the settlement of all terms of delivery is |eft to
direct intercourse between buyer and seller—particularly for special
material, such as machinery and industrial plant. The intention
was to stimulate to the greatest possible extent deliveries in kind
by Germany to France. During the period from 1st October 1921
to 1st May 1926 deliveries to a total value of 7 milliard gold
marks were contemplated. Of this, only 1 milliard gold marks per
annum, as a maximum, was to be credited on reparation account.
Settlement for the balance on the part of France was to be deferred
until 31st December 1937, with interest at the rate of 5 per cent.
The detailed terms of the Agreement regarding the method of
allowing credit are complicated and offer little of general interest*
France was not to pay in any one year on reparation account, for
all deliveries received by her, more than her proportion of 52 per
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cent, of the total payments for reparation made by Germany in the
respective year.

The Wiesbaden Agreement met with strong opposition on the
part of the Allies of France, as well as in Germany. As between
the Allies, it involved financial advantages for France to which she
was not entitled under the Treaty of Versailles, Her allies justly
objected that their interests might be prejudiced by this one-sided
preference to France, as the excess in deliveries to France would
unfavourably affect Germany's capacity to pay. It certainly appeared
strange that Germany, after accepting the London ultimatum under
pressure, now voluntarily offered to do considerably more for France
in the form of deliveries in kind than was required by the Schedule
of Payments, for all deliveries in kind under the Wiesbaden
Agreement, which Germany had to advance to France, had to be
paid by the Government to the German sellers in German currency.
The annual burden of the Reich budget was increased by this
amount, and for this reason the Wiesbaden Agreement did not lack
opponents in Germany.

The conflict of interests within the Reparation Commission
persisted for a long time. It was only on nth March 1922 that
the Allies came to an understanding regarding the Wiesbaden
Agreement. The approval of the Commission followed on 31st
March 1922, some of the terms of credit being modified in the
interest of the other Allies.

Notwithstanding all objections that have been raised against
the Wiesbaden Agreement, it appears to me that it was useful at
the time. The German Government was following a policy of
fulfilment and of reconciliation with France. To any informed
person it was already apparent that the London Schedule of Pay-
ments could not befully maintained, at least for the first year. New
political conflicts were impending—as always to the disadvantage of
a helpless Germany—in the event of default on any of the payments.
If she wanted to give proof of her sincere intentions to meet her
obligations, deliveriesin kind werethe only method. Moreover, by
this means German industrials were kept busy, while as to France,
deliveries in kind were at least quite as urgent as cash. To prepare
the way for active business relations between the two countries
was the quickest means to overcome misunderstandings and the

93



THE WIESBADEN AGREEMENT

sentiments of hatred and fear. Through commercial intercourse
an understanding could be brought about that might be of con-
siderable importance in another period of international tension.
If France received in abundance the deliveries in kind needed for
reconstruction purposes she would show appreciation of the fact
that it was not possible for Germany to find foreign exchange to
meet the London Schedule of Payments in full.

Thiswasmoreor lessthetrain of thought which led Dr Rathenau
to Wiesbaden, and similar considerations may have been operative
on the French side. Both parties must have recognized that
merchandise to the value of 7 milliard gold marks could not possibly
be delivered for reconstruction within a period of four and a half
years. The high figures served both parties as political window-
dressing. The deliveries under the Wiesbaden Agreement were
to be developed gradually out of modest beginnings, and were
dependent in any event on breaking the resstance of the French
industrials to a wholesale admisson of German products. It
was not likely that the Agreement would impose a very heavy
burden on the German Government from the start. As a matter
of fact deliveries in kind to France—with the exception of coal,
which does not fall under this Agreement—have never ceased to
be modest in amount. In the interest of her home industry,
France has made but sparing use of her right to call for deliveries
of merchandise from Germany.

The introduction of free intercourse between the Allied
buyers and the German sdlers was followed up energetically by
the Reparation Commission also. Bemelmans, as representative
of the Reparation Commission, and Dr Cuntze, on behalf of the
German Government, signed a preliminary agreement in Berlin on
28th February 1922, and a definite agreement on 2nd June 1922,
which, closdly following the Plan of Seydoux, left the execution of
deliveriesin kind to private business, and provided a practical regu-
lation of the method of payment. Products, the export of which
from Germany was either prohibited or subject to legal restrictions,
were excluded from the agreement. Deliveries of such goods as
foodstuffs, fodder, fertilizers, animals, timber, oil, oil seeds cement,
benzol, leather, skins, tanning material, etc., could be demanded,
as heretofore, only under the terms of the Treaty of Versailles—i.e.
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by applying to the Reparation Commission. The Agreement also
excluded goods imported into Germany and not put through finish-
ing processes, foodstuffs prepared from imported goods, and goods
manufactured out of gold, platinum and silver. For a number of
other articles the application of the Agreement was permitted, but
part of the price of the goods was to be paid by the buyer in cash,
on the ground that they could be produced only by the use of im-
ported raw material. Deliveriesfor the reconstruction of destroyed
houses and factories were free from this latter restriction.

Thecontractswereto cover amini mum value of 1500 gold marks.
They were to be submitted within a fortnight to the Reparation
Commission, which in turn notified the German Government. The
contract was considered as approved if no objection was raised
within a fortnight by any Government concerned. In the event
of objection being raised, the decision rested with the Reparation
Commission. The German Government granted any export licence
required for all approved contracts and also undertook to pay the
German seller. The purchase price was credited to the German
Government on reparation account, the respective Allied Govern-
ment being debited with a corresponding amount. Payment was
made by means of cheques provided for the purpose.

The Gillet-Ruppel agreements of 15th March and 6th and
9th June 1922 are modelled on the Bemelmans-Cuntze agreement.
They regulated the deliveries in kind to France, modifying the
Wiesbaden Agreement accordingly. Both Governments stated
therein emphatically that no pressure would be used to assign the
orders to particular German firms or districts.

The free procedure was to apply only to deliveries for recon-
struction ; for all other orders the provisions of the Treaty remained
in force.

For atime it appeared as if the reconstruction of the devastated
areas with German co-operation would now proceed effectively;
even the powerful Hugo Stinnes approved,' and availed himself of the
Wiesbaden Agreement. Following a conference at Heimburg-on-
the-Rhine, from 30th August to 4th September 1922, he entered
into a contract with the Marquis de Lubersac, President of the
French Co-operative Societies for Reconstruction, which provided
for a comprehensive commercial organization for deliveries in kind.
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But this much-advertised contract remained an empty shell: it was
never put into operation, and a few months later the French were
in the Ruhr District.

In conclusion, a few figures are of interest. The total of the
German deliveries in kind to the several Allies under Annex |V.
8§ 8 of the Treaty—i.e. exclusve of ships, coal and dyestuffs—
aggregated in 1922 approximately 230,000,000 gold marks. Of
this amount 19,000,000 went to France, 17,000,000 to Belgium,
47,000,000 to Italy and 116,000,000 to Serbia. Thus Serbia
secured the lion's share, having no domestic industries to oppose
German deliveries in kind. Even in the year 1923, after the
occupation of the Ruhr, deliveries in kind to Serbia continued. In
the aggregate Serbia received up to 30th June 1924 on reparation
account German commodities of a value of 264,000,000 gold
marks—much more than her share.

In order to utilize German labour for reparation to a larger
extent than had so far been possible for reconstruction purposes
proper, the French Government presented to the Reparation
Commission in July 1922 a programme of public works to be
executed by Germany. This included water-power construction
on the Rhone, the Truyfcre and the Dordogne rivers, as well as a
" North-east Canal" to connect the Saar and the Moselle with
the Meuse and the Schelde. The cogt of the work was estimated
at 3.9 milliard francs, the construction to be finished within ten
years. Up to the present time the project exists only on paper.

The deliveries of live stock provided for by the Treaty met
with particular difficulties. Germany's live stock had suffered
severely during the war. To the starving population the demand
for the delivery of hundreds of thousands of milch cows appeared
a crying injustice.  The situation was further aggravated by the
alarming spread of foot-and-mouth disease in Germany during
the years immediately following the war. In the course of endless
negotiations the programme for the delivery of live stock was
changed again and again. Finally Germany was compelled to sur-
render avery considerable quantity of live stock. By 31 st December
1922, 101,659 horses, 174,208 head of cattle, 231,393 sheep,
21,664 goats and 245,668 head of poultry had been delivered.
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CHAPTER X111
RESTITUTION AND SUBSTITUTION

UNDER Art. 238 of the Treaty of Versailles Germany was obliged
to make restitution without cost of whatever had been removed
during the war from the Allied countries and could be identified
in Germany or in the territory of any of her alies. Restitution, as
we have seen, was inaugurated and to a large extent executed even
during the Armistice, particularly restitution of railway and industrial
material. The Allied organization had its seet in Wiesbaden, the
German Commission which corresponded to it in Frankfort-on-
the-Main.

With the willing co-operation of the German authorities it
proceeded on the whole quite satisfactorily. The restitution of
agricultural implements, however, was very difficult, and would have
necessitated a search of all edaes and farms and the removal, one
by one, of any foreign implements found, at the risk of delaying
the cultivation of crops and other agricultural work. In order to
overcome these difficulties France and Germany agreed that the
restitution of agricultural implements should be replaced by the
delivery of new material of avaue of 20,000,000 gold marks. This
was the beginning of substitution so called—a procedure which at
first met with opposition in the Reparation Commission, inasmuch
as it enlisted German deliveries primarily for France and Belgium,
whilst England had no interest in it. Gradually, however, all sdes
realized that restitution as provided by the Treaty could not pos-
sibly be carried through in practice. |n most cases the Allied owner
could not wait for the return of the article taken away from him;
he simply procured a new one and that ended the matter as far as
he was concerned. In Germany, on the other hand, everything
possible had to be done to bring the annoyance of searches in
factories and private houses to an end. Thus, gradually, various
agreements of a general character were entered into under which
the duty of restitution wes replaced by the delivery by Germany,
to the severd Allied Governments, of new material of an agreed
value. The principle of substitution was dso adopted as regards
live stock.
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The value of all that Germany has returned amounts to about
500,000,000 gold marks, exdusve of money and securities. In
accordance with the provisons of the Treaty of Versalles Germany
has received no credit for this on reparation account.

The agreements for subgtitution are till in force to the extent
of savera hundred million gold marks, principally with Franceand
Belgium.



CHAPTER XIV
THE FIRST APPLICATION FOR A MORATORIUM

BY the autumn of 1921 it had become apparent to anyone in
touch with economic affairs that Germany would not be able to
meet out of her own resources the next payments falling due under
the London Schedule of Payments. As early as August 1921 John
Maynard Keynes wrote that Germany would have to default on
her payments between February and August 1922. Since then
the circumstances in which Germany managed to pay the first
milliard gold marks had shown very clearly that this experiment
would not succeed a second time.  In fact, the effect of this pay-
ment on the German currency as well as on the foreign exchange
market was astonishing. On 15th May the German Government
had on hand in different currencies the 150,000,000 gold marks
due on 31st May. At the request of the Reparation Commission
these amounts of foreign exchange had to be converted into dollars
within ten days and transferred to the Federal Reserve Bank of
New York. The forced purchase of dollars resulted in an immedi-
ate decline of all the currencies which Germany had to sdl. This
movement continued even after 31st May 1921, because inter-
national speculators continued to buy dollars on the assumption
that the Reparation Commission would require the payment of
the entire milliard gold marks in dollars. As a result, the English
pound, between 21st May and 30th July 1921, declined in New
York from 4-00 to 3.57 dollars, the French franc from 8.78 to 7.64,
the Dutch guilder from 35.95 to 30.78, the Belgian franc from
8.77 to 7.37, and the Swedish krone from 23.65 to 20.45. The
Reparation Commission thus learned the leson that German
payments would have to be accepted not only in dollars but aso in
other foreign currencies, even at the risk of a possble exchange
loss. Following this decison foreign exchange in New York,
with the exception of French and Belgian francs, showed a strong
recovery.

We have already referred to the movements of the mark con-
nected with the payment of | milliard gold marks. The decline of
the mark did not come to a stop until the first part of December
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1921, when the hope dawned that through some international
arrangement Germany might be relieved for some time of further
large payments. Up to that time everybody knew from the London
Schedule of Payments that Germany had to meet at specified dates
certain payments of large amounts. |t therefore was perfectly safe
business for international speculators to acquire foreign exchange
by the sde of marks and resell it later at higher prices to the
German Government, which had to be always in the market as a
buyer of foreign exchange. Since none of its revenues was received
in foreign money, the German Government was compelled to take
advantage of every offer of foreign exchange in order to avoid the
infliction of further sanctions for default in payment. During the
summer of 1921 the German demand for foreign exchange for
purposes other than reparation—especially for the importation of
foodstuffs and the requirements of the clearing offices—had been
comparatively small. The acquisition of foreign exchange in the
autumn and winter of 1921 was all the more difficult in that the
domestic requirements which had been long repressed made
themselves felt. |t was evident to everyonethat affairs could not con-
tinue in this way, but opinions differed widely as to what should be
done. An attempt was made in Germany first to arrange for a loan.
In September discussions were initiated between the German
Government and representatives of industry with aview to inducing
the industrialists to place their foreign credit at the disposal of the
Reich in order that the next instalments under the London Schedule
of Payments, up to 1 milliard gold marks, might be met by means
of aloan. The negotiations were but lukewarm. |t soon became
clear that there could be no question of transferring foreign credit
balances held by industry to the 1reasury of the Reich; the only
thing to be considered was the flotation of a large loan abroad by
utilizing the foreign credit of the industrialists. Then the so-called
" Hachenberg Plan" appeared: a credit combination, embracing
industry, commerce and agriculture, was to issue a loan secured by
lien on all real estate and the property of all productive enterprises.
The sums required for interest and amortization were to be credited
against the taxes due by the enterprises thus pledged. The plan
did not progress beyond the approval of the Reichswirtschaftsrat
(Economic Council of theReich) and wasrejected by theindustrialists.
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At a meeting of the Association of the German Industries held on
4th and 5th November 1921 it was resolved to continue the credit
negatiations with the Reich, but to inss on the introduction of
strict economy in the entire budget of the Reich, on the relief of
economic life from all restraint upon its operation and development,
and on the immediate transfer of all public utilitiesthen in Govern-
ment hands to private enterprise, in order that their operations
might produce sufficient revenue to meet interest and amortization
charges on the proposed foreign loan, instead of being a burden
upon the Government as heretofore. The demand for the conver-
sion of the German railways into a private enterprise provoked a
storm of indignation. The Socialits made counter-demands ; they
demanded, inter alia, the participation of the Reich in the capital
of industries, Government ownership of the coal mines, dtrict
seizure of foreign exchange resulting from exports, restriction of
imports, increase in export duties, and immediate collection of
direct taxes. In the internal political conflict thus arising, the plan
for an industrial loan fell through.

The attempt of the German Government to negotiate, on its
own credit, a loan in London of about one milliard gold marks
was likewise a failure. In a letter addressed to Herr Havenstein,
President of the German Reichsbank, the Governor of the Bank
of England explained that, in view of the conditions which deter-
mined the obligations of the Reich to the Reparation Commission
in respect of payments during the coming years, neither a long-
term German loan nor a short-term bank credit was obtainable in
England.

The German Government then decided to notify the Repara-
tion Commission, through a note signed by the Chancellor on
14th December 1921, that it was unable to secure the total amount
of the instalments maturing on 15th January and 15th February
1922. Even by making every effort and without considering the
requirements of its own budget it was possble to secure only
from 150,000,000 to 200,000,000 gold marks for the Reparation
Commission, apart from deliveries in kind and credits under the
Recovery Act. The German Government was therefore obliged to
request the Reparation Commission to grant a postponement for
the payment of that portion of the insalments of 15th January
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and 15th February which it would not be able to pay on the
due dates.

This was the demand for a moratorium. The Reparation
Commission answered on 16th December that it could only take
note of the German Government's demarche with surprise, and that
it would not consider the request for an extension of time until the
German Government had justified it in detail. The Reparation
Commission at the same time expressed its regret that the German
Government had taken no geps whatever in compliance with the
views of the Commission to balance the budget and to restrict the
note circulation.

This exchange of notes illustrates once more the lack of mutual
understanding, at a critical moment, between the Reparation Com-
misson and the German Government. Forced into their political
blinkers, they argued with one another to no purpose. After
the presence of the Committee of Guarantees in Berlin for several
weeks, and the visit of the entire Reparation Commission, there
was reason to expect that at least the path had been prepared for
some kind of understanding. Nothing of the sort is to be found
in the exchange of notes, only the cautious, suspicious reserve of
two parties who do not understand each other.

At the request of the German Government a meeting of
the Reparation Commission was held on 29th December 1921, at
which the arguments for the German demand were heard. The
result was disappointing; it only added to the existing tension.
The German Government thought it proper to inform the Repara-
tion Commission that it had already had preliminary discussonswith
some of the Allied Governments regarding reparation, the result
of which it did not wish to anticipate. This allusion had reference
to confidential negotiations carried on by Dr Rathenau in London.
After the decison of the Upper Silesan question he had officially
withdrawn from the Cabinet, but went to London in December
1921, as representative of the German Government, to seek counsd
and aid in the entourage of LIoyd George and in the City.

This congtituted a new attempt to appeal over the head of the
Reparation Commission—cumbersome and disunited—directly to
an Allied Government, where it was hoped to meet with a better
understanding of the German difficulties. Rathenau, who himself
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had not yet personally experienced the sore disappointments or
these tactics, believed that he was bound to succeed in advancing
the reparation question by direct negotiations with L1oyd George.
The friendly reception accorded to him in London strengthened
his hopes. He overlooked the fact, however, that negotiations
with asingle Allied Power would provoke greater opposition from
the other Allied Powers, and consequently hurt the German cause.
Viewed in this light, the attitude of the Reparation Commission
in regard to the first German demand for a moratorium can be
better understood.
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CHAPTER XV
THE FALL OF THE MARK AND THE UNITED STATES

BEFORE proceeding with later developments, it is necessary to refer
back to events which occurred far from the seat of the reparation
war at the time of Dr Rathenau's efforts.

On 31st August 1921 | had relinquished my official position
as representative of the German Government with the Reparation
Commission in Paris, and gone to New York on private business.
At the outset | had accepted the difficult and thankless task in Paris
only for a maximum period of two years, prompted by a desire to
se whether the delicate problem of reparation could be brought
nearer to a sendble solution by the calm methods of business
like intercourse. The political ssorms which led to the London
ultimatum, however, had destroyed the germs of an understanding
between the Reparation Commission and the German Gover nment.
Immediately after the London Conference, in March 1921, |
tendered my resignation, and only the earnest solicitation of the
Wirth-Rathenau Government induced me to remain in Paris for
a few months longer.

Upon my arrival in New York, at the end of September 1921,
| found the interest of the American business world centred upon
the recent collapse of the Reichsmark. Asin many other countries,
so in the United States, the public had made heavy purchases of
marks from 1919-1920 on a rapidly declining market in the belief
that Germany, with her diligent and disciplined population, her
well-equipped and enterprising industry and tried ability for or-
ganization, would recover in a comparatively short time from the
political catastrophe of the war, and that the collapse of the Ger man
currency was only a passng phenomenon. Immense numbers of
marks had thus been gradually transferred to the American people.
After the big fluctuations of the mark in 1920 a certain stability
had been at first attained which was very helpful in re-establishing
busness connexions with Germany. The formal concluson of
peace, in August 1921, between the two countriesjustified the hope
of a speedy improvement in their busness relations. This prospect
was all the more welcome to America, inasmuch as unemployment,
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thedeclinein prices, and consequent heavy business lossesresulting
from the post-war depresson were felt particularly in the United
States. At that time a large speculative interest in marks no longer
existed in New York proper, because the disappointment over the
reparation question suggested caution, but heavy transactions in
German markstook placein New Y or k for South American account,
and selling orders for marks went there in large amounts, mainly
via Amsterdam. This created the almost universal impression in
American banking circles that the Reichsbhank itself was selling
marks on a large scale through its Dutch connexions, and that the
cause of the recent decline of the mark was to be sought in these
ses.  Intelligent observers thought this regrettable, but natural,
as apparently this was the only possble way to meet the payment
of the first milliard gold marks under the London Schedule of
Payments. The daily Press, however, and many busness circles,
were of the opinion that the reckless sale of Reichsmarks was the
outcome of a carefully planned policy. | had often to listen to sharp
criticism of the German Government for keeping the printing
preses busy and systematically depreciating the mark by deflation
in order to throw dust in the eyes of the Allies and furnish proof
of Germany's inability to make further reparation payments. |
took it upon myself to combat this erroneous opinion of Germany's
financial policy among the leading bankers. Any hope of American
help was, of course, out of the question as long as suspicion existed
that the German Government itsdlf, directly or indirectly, pursued
such a frivolous policy to escape its reparation obligations. Thus
| was forced to realize that in America, upon whose assstance
all German hopes were built, the collapse of the mark not only
injured the good name of the German Government, and intensified
the general distrust of the whole of Germany, but also most seriousy
jeopardized the credit of German banks and German industry, and
threatened to ruin the commercial relatipnsjust established. Upon
my urgent representation in Berlin a categorical statement was
issued by the Reichsbank that it was not selling marks abroad,
either for the payment of the milliard gold marks or to meet other
obligations, and that it had no connexion with the sale of marks
through Holland. The only explanation was that the German
public itself, either from necessty or from speculative motives, was
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throwing marks on foreign markets in order to obtain foreign
exchange. If such was the case, then everything had to be done on
the part of Germany to put a stop to the continued fall of the mark,
and especially to pernicious bear speculation. |t was unavoidable
that everyone in Americashould hesitate to transact any businesswith
a country whose currency was headed irretrievably towards absolute
zero. It was therefore necessary, in the interest of private business
as well as of Germany's good name, at once to take energetic
measures for the support of the mark, which had declined heavily
in September 1921. | was well aware that German effort alone
would not be sufficient, and that any prospect of prompt and
complete success was dependent on powerful American help. | dis-
cussed the question thoroughly with prominent American bankers
and with Government circles in Washington. Nearly everywhere |
found a willing ear and understanding. The preliminary condition,
however, for any active support in America, was that the German
Government and the Reichsbank should first take steps of their
own accord to stem a further decline of the mark and bring about
acertain stability at least on the prevailing low level.

The true reason for the continued sde of marks by owners and
speculators was of course to be found in the pessimism regarding
Germany's economic future, which had spread all over theworld in
consequence of her enormous reparation burden after the London
Schedule of Payments. If, therefore, any lasting improvement and
some sort of stabilization of the mark were to be accomplished,
a vigorous effort on the part of the German Government and the
Reichsbank, with possible assistance from foreign banking circles,
would have to go hand in hand with an agreement with the Repara-
tion Commission which would afford Germany, for a few years
at least, the possibility of meeting her obligations. This train of
thought led me to an idea which, after thorough discussion with
leading American bankers, crystallized into a formal proposal.
Negotiations should be opened with the Reparation Commission
which would, without direct changes in the London Schedule of
Payments, create a modus vivendi for a few years. The payments
under the Schedule of Payments were neither to be remitted nor
deferred, but to be so arranged that particular prominence should
be given to deliveries in kind, and that the payments in cash still
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remaining necessary for the next three or four years could be covered
through an international loan. Upon the consent of the Reparation
Commission to consder such a plan in principle, an American
banking syndicate was to announce its readiness to grant an advance
to the German Government—say, 50,000,000 dollars—with which
to counteract the sale of German marks abroad, and, after an initial
moderate recovery, bring violent fluctuations to an end. This
would enable the German Government, by a reasonable handling
of its taxes, and by economy in all directions, to put the budget in
order and then quietly to carry on further negotiations which would
gradually lead to a change in the London Schedule of Payments,
which was impossible of fulfilment in its present form. American
co-operation seemed to me advisable, although the Reichsbank had
at the same time a gold reserve of over one milliard gold marks
with which, under the conditions as outlined, it might have been
able alone to support the mark for some time to come. For one
thing, it was inexpedient to part with gold for the support of the
mark if it was at all avoidable, since, given the general pessmism
with regard to German currency, the surrender of gold would
have been a further stimulant for speculation. Moreover, the credit
which the German Reichsbank enjoyed at home and abroad seemed
to me no longer strong enough to ensure an immediate success
If, on the other hand, an American banking syndicate, headed for
example by J. P. Morgan & Co., publicly stated that it was placing
a very substantial advance in dollars at the disposal of the Govern-
ment of the Reich, for the support of the mark, it appeared to me
that the mere announcement of such a powerful syndicate would
be sufficient to re-establish confidence and to reverse the course of
speculation in marks.

I found much sympathy in America with these ideas, but also
many objections. Some representatives of the banking world who
were especially familiar with German conditions replied with the
argument, accepted as axiomatic almost everywhere in Europe,
that the mark could recover or be stabilized only upon a change
of the London ultimatum and upon a reduction of the reparation
claim to a reasonable total. Until then it was usdess to do anything
for the recovery of the mark, and Germany would have to be left to
her fate. Granted that unspeakable misery would befall Germany—
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snce, with a steadily declining mark, law and order could not
be maintained much longer—granted that there would be strikes,
revolts, political upheavals and famine, all of this was inevitable,
in fact an excelent means of convincing the Allies, especially
France, of the impossibility of enforcing the London ultimatum.

| consistently opposed such a harsh course of treatment. It
can easly be prescribed for others but would hardly be tried by
the physician himsdlf. Germany, | protested, had suffered enough
misery during and after the war, and the thought that we should
again be thrown into even more terrible suffering was unbearable
to me as long as there remained the least hope of rescuing us from
the difficulties caused by the decline of the mark.

A second objection which | met frequently was this. As long
as the German Government continued to pour out milliards of notes
it was impossible to help the course of the mark; the activity of the
German printing presses was automatically depressing the price
of themark. Stop the printing of notes and balance the budget and
the mark will recover by itself.

It was hard to find an answer to this sage advice, which had
been constantly pressed into service by the Reparation Commission.
An unbelieving shake of the head met my explanations that the fall
of the mark, which had st in with such calamitous violence, was
accelerated more and more by the general pressure to sell; that
the continued decline of the mark brought about a corresponding
increase in wages and prices; that in consequence the expenditure
of the Reich was continually mounting while an increase in the
revenue lagged behind; and that therefore the Reich, having no
other source of credit, was compelled to cover its requirements by
calling on the Reichsbank—i.e. by an increase in the note issue.

There are even to-day many intelligent people who cannot
understand that the decline of the mark at that critical period was
not the result but the cause of the increased note circulation.

During the months of October and November 1921 | spared
no pains in New York to create sentiment for the support of the
mark, together with a temporary adjustment of reparation. | had
to do thison my own responsibility; | received no aid from Germany
notwithstanding the full reports sent by me to Berlin, snce the
Government there was following different lines, and was busily
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engaged with the industrial loan of | milliard gold marks previ-
ously referred to. At the outset | did not believe that it would
materialize, but had it succeeded its success would have been
disastrous. The amount of i milliard gold marks would have
been barely sufficient to fulfil the London Schedule of Payments
until the spring of 1922. The loan would have been a heavy burden
for the whole of German industry, whilst in the adjustment of
reparations it would have been of no help. The Reparation
Commission would have pocketed the money obtained with so much
trouble, and at the end of six months would again have come before
the German Government with the unaltered demands of the London
ultimatum. German industry would thus have sacrificed its entire
credit abroad to no avail, and the economic and financial misery of
Germany would have become all the greater. What concerned me
was the conclusion of an agreement with the Reparation Com-
mission which would create, for some years at least, a period of rest
and the time necessary to regulate German economic affairs and to
prepare a final settlement of reparation.

The idea of a moratorium itself—that is, a mere postponement
of German payments—was wrong. | aways held that Germany
would have to offer something to the Allies in return for a change
in the terms of payment. But what could we offer when the
continued decline of the mark carried us deeper and deeper into
economic distress and political unrest ? It could not betoo insistently
urged that the hope that in the course of time German misery
would yet arouse the sympathy of former enemies was groundless.
This distress was attributed nearly everywhere outside Germany
to Germany's own fault. We were credited with sufficient energy
not only to rise above our difficulties but also to contribute materially
to the economic advancement of the Allied countries. We could
not gain a single step simply by appealing to the Reparation
Commission on account of our misery; .we had to offer something
substantial—that is, money—besides deliveries in kind.

France, of all the Allies, was most hostile to a moratorium under
which Germany would have to pay little or nothing. She had
suffered the heaviest losses and the decisive battles of the World War
had been fought on her soil; the devastation caused by the war in
the countryside was frightful. France herself had vigorously taken
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up the work of reconstruction immediately after the Armistice,
and had, out of her own means, within a few years, almost entirely
obliterated visible damage, apart from that suffered by factories and
dwellings. She had restored and materially improved the destroyed
railways and highways and brought the devastated fields almost
entirely back under the plough. The immense outlay of many
milliards of gold francs was financed through internal loans—mainly
through the short-term " Bons de la Defense Nationale " —and
thus without recourse to the printing press. But if France did not
soon succeed in receiving considerable amounts for reparation from
Germany she was bound to remain for many years with a heavy
debt burden and a disordered budget. She therefore had a vital
interest in a speedy beginning of reparation payments, of which
she had to receive as much as 52 per cent, as her own share. As
we have seen, in consequence of the enormous cogs of the occupa-
tion armies nothing was left for reparation out of all the payments
and deliveries made by Germany before 14 May 1921. Even out
of the milliard gold marks which Germany had paid in the summer
of 1921 France obtained only 140,000,000 gold marks, while
500,000,000 gold marks were paid to England for cost of occupation
up to 1 May 1921—not yet reimbursed—and the balance to
Belgium. The Belgian priority, which has already been mentioned,
was originally fixed at 2 milliard gold marks, and by German pay-
ments, up to-the end of 1921, it was reduced to about 1 milliard.
France continued to receive nothing but deliveries in kind, mostly
coal, worth, it is true, several hundred million gold marks a year.
No possible change, therefore, in the London Schedule of Payments
could meet with the approval of France, unless it increased the
deliveries in kind to France and in addition promised her an
early and subgtantial cash payment. A simple moratorium for
Germany, without corresponding compensation to France, was a
political and psychological chimera. To demand or advocate a
moratorium was to chase a phantom which always eluded the grasp.
Thus even those people in England and America who constantly
declared that the final solution of the reparation question must be
awaited before anything could be done for the economic rehabilitation
of Europe were in error. These were ideals which it was easy to
advocate for those whose own economic conditions provided a safe
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anchorage, but which must remain unrealizable. The pressure
exercised by the existing balance of power was clearly in the
direction of a provisional understanding with France which would
gradually prepare the ground for a final solution of the reparation
question.

| was confirmed in these ideas by discussions with French
financiers, who called on me of their own accord in New Y ork and
Washington, at the end of November 1921, taking advantage of the
opportunity offered by the International Disarmament Conference
at Washington, in which the French Premier, M. Briand, partici-
pated with a staff of experts. These French gentlemen thoroughly
recognized the paramount importance of stabilizing the mark, not
only for Germany but also for France, and they therefore welcomed
every expedient likely permanently to relieve the mark exchange
of violent oscillations. Out of our discussions originated the idea
of working for a settlement of reparation covering some four years.
In view of the low gold value of German exports prevailing at the
time, the payments under the London Schedule of Payments were
to be estimated at a comparatively low figure and to be fixed at a
definite total of about 10 milliard gold marks for the entire four
years. Of this, in accordance with the Wiesbaden Agreement,
the major portion was to be covered by deliveries in kind, and the
balance, of a present value of about three to four milliard gold marks,
by an international German loan. During the four years' respite
the London Schedule of Payments itself was to be revised and
brought into harmony with the economic necessities of the Powers
interested. Such, roughly, was the programme to be discussed with
the Reparation Commission. In the meantime, however, steps were
to be taken, with the assistance of an American banking syndicate,
for avigorous support of the mark. The American bankers were to
lend their assistance on the following conditions:

(1) the Reparation Commission should grant absolute priority
to the American advances for the support of the mark
over cash payments required for reparation;

(2) the Reparation Commission should postpone the date of
maturity of further cash payments until 1st May 1922,
and up to that time only deliveries in kind should be
made;
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(3) the Reparation Commission should agree to enter into
negotiations with Germany regarding the settlement of
reparation for four years on the basis of the terms outlined
above.

TheFrench, with whom | was negotiating, declared emphatically
that there was no hope at all in starting at the other end—that is,
with the introduction of changes into the London ultimatum, for
which public opinion in France was not nearly ripe. But they also
rejected the idea of doing nothing to support the mark, and of let-
ting matters take their course in order that public opinion might be
taught by general misery. They characterized thisas an irresponsible
" catastrophe policy " which should be vigorously opposed. They
undertook to approach the firm of J. P. Morgan & Co. with respect
to the advance and to get into touch with the Reparation Commission
regarding the entire plan.

In the meantime matters in Europe had taken another direc-
tion. As aresult of Dr Rathenau's negotiations in London, British
Government circles were considering a reduction in German cash
payments for the year 1922 to a total of 500,000,000 gold marks,
the deliveries in kind under the Treaty being continued. This
programme figured on the agenda of the Supreme Council which
was summoned to meet in Cannes early in January 1922. Upon the
mere hope that Germany's reparation burden would be lightened,
the mark recovered materially without assistance. Early in December
the dollar, which shortly before had been above 300 marks, fell
below 200 marks and, with slight fluctuations, it maintained itself
at this figure for the time being. Thus the danger of an economic
collapse of Germany had temporarily been obviated. But, at the
sametime, the granting of amoratorium, and thisthrough adecision
of the Supreme Council, was now definitely accepted as the aim of
reparation negotiations. It was, therefore, no longer possible to
negotiate with the Reparation Commission on other lines. We had
entered the blind trail of the moratorium; it was soon to terminate
inajungle.
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CHAPTER XV
FROM CANNES TO GENOA (JANUARY TO APRIL 192)

AT the suggestion of Lloyd George, the Supreme Council of the
Allies, which assembled at Cannes, invited the German Gover nment
to participate in the reparation discussons. A small German
delegation, under the leadership of Dr Rathenau, arrived in Cannes
on nth January 1922. Dr Rathenau and myself were immediately
asked to a dtrictly private meeting at the Villa des Broussailles,
located near Cannes, where we met M. Loucheur, the French
Minister, and Sir Robert Home. Both impressed upon us the
srioumness of the situation. The internal political situation in
France was very critical. The French Cabinet, if it made conces
sons to Germany in the way discussed in London, would expose
itself to severe attacks. On the other hand, the sentiment at
Cannes was favourable to Germany and the only thing was to
take advantage of it at once. It appeared possble to grant us a
moratorium of one year. The cash payments for 1922, however,
would not bereduced to 500,000,000 but only to 720,000,000 gold
marks, and in addition we should be obliged to furnish deliveries
in kind to the value of 1,450,000,000 gold marks, of which
950,000,000 were for France. Every delay in accepting was
dangerous, for the French Cabinet might fall to-morrow.

Immediately thereafter the Germans were summoned before
the Reparation Commission, which had also been called to Cannes
by the Supreme Council. There Dr Rathenau dealt with the
condition of Germany and her capacity to pay, in a long speech.
During this a member of the Reparation Commission passed me
a dip of paper with the following words: " Accept quickly; the
terms are 720,000,000 gold marks and 1,450,000,000 in deliveries
in kind."

Dr Rathenau did not think it wise to act upon these repeated
hints. He did not care to enter into any arrangement with the
Reparation Commission, which, like himself, was only a guest at
Cannes, but wanted to secure the decision of the Supreme Council,
still hoping thus to obtain a reduction in the cash payments for
1922 to 500,000,000 gold marks. The next day—12th January—
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a crowded meeting of the Supreme Council was held at which
Dr Rathenau delivered a speech, wide in its scope, lasting several
hours. He described in great detail the German balance of trade
and payments and the causes and consequences of the fall of the
mark, and thus proved the impossibility of meeting the payments
imposed by the London Schedule of Payments. In answer to the
objection madeby L loyd Georgethat German industry was working
at full speed, creating values—especially through exports, where
German competition made itself felt everywhere—in contrast to
Britain, America and other countries, where millions of unemployed
had to be taken care of by the State, Dr Rathenau endeavoured to
prove that the German economy, though fully occupied, was not
producing any increase in national revenue or national wealth, be-
causg, to a large extent, its work was devoted to healing the wounds
inflicted by the Treaty of Versailles and to carrying the burdens
imposed on Germany. He considered that in this snse the work
of 4,000,000 German workmen must be called unproductive; it
was exactly as if these 4,000,000 workmen were not working. In
this connexion Dr Rathenau coined the paradoxical expression:
" invisible unemployed " —a piece of cleverness which did not have
the desired effect on the Conference.

Dr Rathenau was in the midst of his speech when suddenly
the news was received that the Briand Cabinet had just been over-
thrown in Paris. The Supreme Council was thus no longer able
to take a decison and the Cannes Conference had to adjourn. In
order that the discusson of reparation might not be entirely with-
out result, the Reparation Commission was instructed to pass for
its part upon the German application for a moratorium. Thusthe
Commission, out of whose hands the decison on the moratorium
had been taken, very strangely came into its own again. As the
Supreme Council was unable to decide it was again compelled to
turn to the Reparation Commission. The latter decided, on 13th
January, at Cannes, to grant a provisional postponement for the
cash payment of amounts due on 15th January and 15th February
1922. During the period of postponement Germany was to pay
31,000,000 gold marks every ten days, commencing 18 th January
1922. The German Government, further, was to submit to the
Commission within a fortnight a scheme for reforming the budget
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and the note circulation, together with a complete programme for
the cash payments and ddiveries in kind for the year 1922.

The curious figure of 31,000,000 for every ten days corre-
sponded with the amount which, under the instructions of the
Committee of Guarantees, was to be deposited every ten days by
the German Government in foreign currencies as security for the
reparation payments out of the proceeds of the customs receipts
pledged for reparation and the 25 per cent, tax on German exports.

Thustheresult of the Conference at Cannes, from which so much
had been expected by both Great Britain and Germany, was indeed
a meagre one. Instead of a broad decision by the Supreme Council,
nothing was obtained but an extension of time by the Reparation
Commission, unsatisfactory in every respect. It burdened Germany
with heavy payments every ten days without giving any assurance
of a reasonable settlement for a longer period. Of course, the
danger that Germany would again be subjected to sanctions for
default in payments was temporarily avoided, but the struggle for
a moratorium was only just beginning.

What might have happened if Dr Rathenau had immediately
accepted the offer of 720,000,000 gold marks is difficult to say. A
quick resolve might have determined the Reparation Commission
to take a decison and thus assured results at Cannes which were
obtained only after months of untold difficulties and much too
late.

After the close of the Conference a Committee of Allied experts
met at Cannes to condder the terms of a moratorium for 1922.
Its report of 14th January 1922 was transmitted to the German
Government confidentially. It adopted the figures already men-
tioned—namely, cash payments of 720,000,000 gold marks and
deliveries in kind to the value of 1,450,000,000 gold marks. The
cods of occupation for 1922 were not to exceed the amount of
220,000,000 gold marks and to be met out of German deliveries
in kind. As a condition precedent to the moratorium, Germany
was to furnish a series of guarantees which in effect amounted to
a strict control of German fiscal and financial legisation by the
Reparation Commission's Committee of Guarantees, which was to
take up residence in Berlin.

In conclusion, the report dealt with the distribution of German
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cash payments among the Allies. France was to receive 140,000,000
gold marks for cods of occupation out of the cash payments from
1¢ May 1921 until the end of 1922. Great Britain had already
been granted previously 500,000,000 for the same purpose. The
entire balance was to go to Belgium.!

In a carefully prepared note of 28th January 1922, in com-
pliance with the request of the Reparation Commission Germany
submitted a programme for the reform of the budget and the note
circulation, together with guarantees, and a complete programme
for the cash payments and deliveries in kind for the year 1922.
The note made reference to a comprehensive tax programme
(" Steuerkompromiss') that had just been submitted to the
Reichstag, and which, through increased direct and indirect taxes,
should produce a material increase of revenue. It announced im-
portant savings in the budget of the Reich and predicted that the
operating revenue of the post office and railroads would cover their
operating expenses. A surplus of 16% milliard paper marks—equal
at that time to 300,000,000 gold marks—should be attained to meet
the reparation payments. The note further promised to attempt the
issue of an internal loan and, independently thereof, the imposition
of a forced loan, the proceeds of which were to reach the equivalent
of 1 milliard gold marks, and were to be used to check the increase
in the floating debt. The Reichsbank, furthermore, was to become
entirely independent by the abolition, through special act, of the
right of the Chancellor of the Reich to interfere in its busness
management.

The note emphasized the fact that Germany's balance of pay-
ments showed at the moment a deficit of 2 milliard gold marks a
year, and that any considerable payment in foreign currency was
bound to shake the mark again. This would depreciate the value
of all internal revenue, increase all expenses, aggravate inflation,
and more and more impair Germany's capacity to make reparation.
Notwithstanding these objections, the German Government ac-
cepted the Cannes figures for 1922—namely, cash payments of
720,000,000 gold marks and 1,450,000,000 in deliveries in kind.
It again declared its readiness to co-operate in the reconstruction

! Theee proposis were adopted by the Interallied Financial Agreement of
8th March 1922.
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of the devastated areas with all the energy and resources at its
command, and concluded with the following remarks:

" The German Government is of the opinion that the settle-
ment of the German contribution to reparation during 1922 alone
congtitutes only the firs step towards the solution of the repara-
tion problem. The programme for 1922 is based upon a system,
the effects of which—as the experiments which have been made
demonstrate—are serioudy impairing Germany's capacity to make
reparation. Payments in foreign currency which have to be made
periodically—that is, monthly or quarterly—for reparation purposes,
prevent Germany from restoring order to her finances. It would
therefore seem that it is to the interest of all the countries con-
cerned to make efforts—while adopting a different basis and making
provision for a more extended time-limit—to place Germany in a
position to make reparation. It would, moreover, be well to pro-
ceed to these measures very speedily, in view of the fact that the
uncertainty as to whether Germany will be able, after 1923, to
fulfil her obligations, is having a paralysing effect upon the economic
and financial situation, not only of Germany but also of the Allied
countries.

" It is only on condition that recourse is had to domestic and
foreign credit in order to bring to a successful conclusion financial
operations on a large scale that Germany will be in a position
to fulfil the task of reparation. At present, however, neither the
German capitalists nor foreign capitalists desirous of making in-
vestments consider Germany worthy of credit. A universal distrust
is making itself felt; everyone doubts whether Germany will be
able in present circumstances to recover economic weapons suf-
ficient to make her a solvent debtor for a loan contracted on a large
scale for reparation purposes. To restore confidence in Germany's
solvency to the world at large is essential to a satisfactory solution
of the problem.”

The German proposal was referred to the Reparation Com-
mission for decision. The Commission took a long time to arrive
at a conclusion. After the fall of the Briand Cabinet, Poincare had
assumed the reins of government in France. It soon became ap-
parent that the opposition of the French delegates in the Reparation
Commission to a moratorium was increasing steadily. Confidential
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inquiries in Paris disclosed the fact that the question of guarantees
would be a decisive factor. In this respect the German reply was
not considered satisfactory. The proposed forced loan of I milliard
gold marks received no serious consideration, and in view of the large
deficit in the German budget it was not considered sufficient.

When | realized that the moratorium was to be granted only
in exchange for far-reaching rights of control by the Allies, | called
the attention of the member of the Reparation Commission to the
following difficulties. With a full appreciation of political exig-
encies in the Allied dates, care should be taken that the Commission
did not perhaps make the mistake of taking back with one hand
from Germany—by exacting excessive guarantees—what was to be
given to her with the other hand in the way of material relief. The
distrust of the Commission was deeply rooted in Germany, If it
was not possble to restore confidence in an early return of better
times, and if the decison of the Reparation Commission did not
breathe a spirit of large-minded conciliation and economic under-
standing, then it would be impossible to pay even the 720,000,000
gold marks for the year 192,2. It surely could not be desired that
after a short while Germany should be compelled to come back
and report that even the amounts of the reduced payments were
not obtainable in the foreign exchange market. And what should
then be done? Should the Guarantee Committee itsdf, perhaps,
attempt to carry through in Germany the measures which the
Reparation Commission believed would lead to financial recovery?
The terms of control, therefore, whatever they might be, would have
to be drafted very carefully if they were not to cause immeasurable
damage.

From conversations which | had with Seydoux at the time, it
appeared that, even among those in France whose economic views
were most far-sighted, the moratorium was meeting with opposi-
tion on the ground that the suspenson of German payments thus
proclaimed created a bad impresson and opened up the difficult
question of guarantees. In this connexion Seydoux again advanced
the idea of a provisional plan of reparation up to 1¢ May 1926,
during which time Germany would pay annually 720,000,000 gold
marks in cash and make within the London Schedule of Payments
such deliveries in kind as might be ordered in Germany by the
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several Allied Governments. As shown by past experience, these
deliveries in kind, especially those made to France, would be main-
tained within reasonable limits. This was practically the same
plan as | had discussed in America, but on account of the advanced
negotiations regarding the moratorium it had not been possible to
pursue it further.

In the meantime Germany was paying the 31,000,000 gold
marks every ten days, in accordance with the provisional arrange-
ment made at Cannes. The mark continued to decline. A meeting
of the Allied Ministers of Finance, held in Paris from 8th to lith
M ar ch, still further delayed the decision of the Reparation Commis-
sion, and it was not until 21st M ar ch that it reached its conclusion.
It in fact fixed the cash payments for 1922 at 720,000,000 gold
marks, so distributed—after deducting the 282,000,000 gold marks
already paid from January to March—over the several months that,
from 15th May to 15th October, 50,000,000 gold marks were
payable each month, and on 15th November and 15th December,
respectively, 60,000,000 gold marks. Deliveriesin kind, as foreseen,
were required to the value of 1,450,000,000 gold marks, of which
950,000,000 should go to France and 500,000,000 to the other
Allies. It was further stipulated that, in the event of a culpable
default on the part of Germany in the déliveries in kind, any deficit
would have to be paid in cash. Germany was relieved from the
payment of the cods of occupation, which were to be covered by
the ddiveries in kind. The postponement granted was to be only
provisional. The Commission reserved the right to examine on
31st May the question whether Germany had satisfied the condi-
tions laid down in its special letter of the same date to the German
Chancdllor, and thereupon to confirm or cance the provisional
postponement. In the latter event, the amounts provisionally post-
poned under the London Schedule of Payments were to be met
within fourteen days if sanctions were to be avoided.

The special note of the Commission to the German Chancellor
characterized the programme of the German Government for
balancing the German budget as insufficient. It further declared
the plan for the imposition of a forced loan indefinite. The Commis-
sion demanded that the entire Treaty charges be progressively and
rapidly incorporated in the budget. To the extent that they could
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not be covered by current revenues of the Reich, German capital
would have to make up the balance either by means of a loan or a
direct levy. In addition to the new taxes contained in the " fiscal
compromise/' Germany should pass legislation, by 31st May 1922,
providing for additional taxes of at least 60 milliard paper marks.
Of this amount, 40 milliards should be collected by 31st December
1922. It was further requested that the rates of taxation should be
increased automatically in proportion either to any further increases
in the debt of the Government to the Reichsbank, or the diminu-
tion of the internal purchasing power of the mark. The German
fiscal legislation to be passed under this programme was to be
discussed between the German Government and the Commission's
Committee of Guarantees. The Committee was to exercise a far-
reaching control over German finances and have the right to make
proposals designed to remedy any defects it might detect in the
management of the budget.

The entire note was written in a severe tone; there was not
a word of recognition of the good will so far manifested by the
German Government and its efforts to meet its reparation liabilities.
The actual relief granted to Germany was rendered totally valueless
by harsh criticism and threats. It was therefore no wonder that
the decision of the Reparation Commission had the worst possible
reception in Germany.

On 30th March 1922 Dr Wirth made a full report to the
Reichstag, in which he attacked the Reparation Commission with
great bitterness. The demand for new taxes to the amount of
60 milliard paper marks he rejected as an absolutely impossible
burden : the Reparation Commission had, by making it, proved to
the whole world that no economic representations by the German
Government, however serious and conscientious, made any im-
pression on the Commission. Regarding the question of control,
the Chancellor declared: " Against that principle | must here and
now, in the name of the Government of the Reich, register the
most emphatic protest; it is incompatible with the right of self-
determination of a people and with the honour of a great nation
to impose upon it foreign agencies for the supervision of the in-
dividual branches of particular spheres of civil administration.
We have aready gone through such sad experiences with Control'
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Commissions that no one here would understand it if this system,
prolific of chicanery, expensive and wholly unproductive, were to
be extended to the German civil administration."

Dr Rathenau, who had drafted the speech delivered by the
Chancellor, emphasized it by his own remarks. He attributed the
sudden change in the international situation to the coming into
power of Poincare, who had taken up the fight with England on
theentire political front with great success. Withregard to Germany
the forward march of French policy manifested itself in a down-
pour of notes which had been showered on Germany by the Inter-
allied Military Commissions. He had a check made which showed
that in the course of two months he had received one hundred notes
from these commissions for reply. The paralysing effect upon the
authorities who had to spend days and nights in preparing answers
to these documents could readily be imagined. There was some-
thing pathetic in the fact that France, the foremost military power
in the world at the time, was actuated in all its doings and dealings
by fear of a German attack—of an attack from a country totally
disarmed, with hardly enough soldiers to maintain internal order.

It was a foregone conclusion that the German Government
would gain the enthusiastic applause of the majority of the Reich-
stag for these speeches. But it was equally clear that the German
Government had thereby publicly adopted an attitude of sharp
opposition to the Reparation Commission. The two advocates of
the policy of fulfilment—Rathenau and Wirth—had openly declared
war against the Reparation Commission. What is the explanation
for this change? One reason had already been mentioned by Dr
Rathenau in his speech—that is, the continuous irritation and grow-
ing bitterness of the German Government caused by the Allied
Military Commissions in Germany. Shortly before, Dr Rosen, the
predecessor of Dr Rathenau as Minister of Foreign Affairs, had
collapsed under the daily friction with the head of the Control
Commission in Berlin. When a Minister had to sacrifice a large
part of his time every day to settling vexations caused by an un-
friendly foreign military authority for the sole purpose of justifying
its existence, he must soon become physically and mentally unfit
for international economic problems such as reparation. The
irritating effect of intercoursewith the foreign military commissions
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also told on Dr Rathenau. It deprived him of his former freshness
and objectivity in the handling of reparations. There probably also
entered into his mood a feeling of resentment at the unfavourable
criticism passd on his attitude at Cannes.

Wirth and Rathenau—Iike former German Gover nments—be-
lieved that it was not necessary to st much store by the Reparation
Commission when an occason presented itself to deal directly with
the heads of the Allied Governments. After his visit to London,
in December 1921, Dr Rathenau was unable to rid himself of this
misconception of the practical and juridical position. In March
1922 he again thought that he would shortly have an opportunity
of settling the question of the moratorium in personal intercourse
with Lloyd George at the coming Conference at Genoa.

The Reparation Commission was quite dismayed at the im-
pression its note had produced in Berlin. It had been hoped in
Paris that the German Government would appreciate the difficulty
of the situation, and treat the note accordingly. The British and
Belgian representatives in the Commission had succeeded, only after
a sharp contest with the French, in carrying through the figures of
Cannes. In order to obtain practical concessons from the French
it had been necessary to adopt a severe tone in the note itsef, and
this had been aggravated by French co-operation in the drafting
of the note.

After the storm of indignation in Germany the situation had
become dangerous. It was all-important that the German Govern-
ment should not break down the bridge to an understanding by
a sharp reply. | was again sent to Paris, and, after consulting
several members of the Reparation Commission, | suggested to the
German Government that it should makethefollowing declaration :
" Germany understands that the demand for additional taxes is
made with a view to balancing the budget for 1922. The result
desired by the Commission will certainly be obtained through the
forced loan. In addition, the Government expects a considerable
increase in the receipts from existing taxes. It will endeavour to
create new taxes, but in view of all the circumstances it believes
it will be extremely difficult, if not impossible, to raise a specific
amount by 31st May. Germany will, further, do her utmost to
finance any deficits in the budget through voluntary loans. To this
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end, however, an improvement in the value of the mark and areturn
of confidence are essential. Both are best obtainable through the
issue of an international loan."

I recommended Berlin to draft the reply regarding control
with extreme caution, as the relevant demands in the note of
21st March, upon closer inspection, proved to be more or less empty
phrases and no really effective control of revenue and expenditure
was demanded. Above all, Germany should declare her readiness to
enter into immediate discussion regarding all points raised in the
Reparation Note.

Although my recommendation was supported by the German
ambassador, the German reply of 7th April was entirely different.
It dealt exhaustively with the further decline of the mark under the
influence of the last note of the Reparation Commission, and the
conseguent rise in prices in Germany, suggested a further in-
vestigation of conditions and a comparison of the tax burdens in
Germany and in the Allied countries, and referred to the necessity
of an international loan for reparation and the stabilization of the
mark; but it rejected in most positive terms the demand of the
Commission for the introduction of new taxes and any system of
control whichwasnot compatiblewith German financial sovereignty,
or which would establish foreign influence over the details of
legislation.

The German reply was delivered in Paris on the day of the
opening of the Genoa Conference.
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CHAPTER XVII
THE TREATY OF RAPALLO AND REPARATI ON

AT the Conference at Cannes, in the early part of January 1922,
the Supreme Council of the Allies, on the proposal of England, had
decided to call an International Conference at Genoa for a compre-
hensive discusson of economic and financial questions. Invitations
were sent to all European states—including Germany, Austria
Hungary, Bulgaria and Russia—in order that effective seps might
at last be taken toward the reconstruction of Central and Eastern
Europe. At the ingance of the French Government, discussion of
the reparation problem was officially barred from the programme
of the Conference. Poincare made this the condition of French
participation. In a note dated 15th February he recited the various
objections of the French Government to the agenda of the Confer-
ence, and at a meeting with Lloyd George at Boulogne obtained
England's assurance that no decison regarding reparation would
be taken at Genoa. It was clear to everyone that it would be usdess
to discuss the economic condition of Europe without touching upon
its connexion with reparation and international debts. None the
less, Lloyd George accepted the conditions imposed by Poincare
—perhaps in the hope that the pressure of economic necessities
would prove stronger than political prejudice, and that uncon-
strained intercourse between representatives of the Allied and
German Governments during the Conference would in the end
conduce to the solution of the reparation problem.

While practically all other countries were represented at the
Conference by their Prime Ministers, Poincare ostentatiously sent
Barthou to Genoato take his place. From the German Gover nment,
in addition to the Chancellor, Dr Wirth, the Foreign Minister,
Dr Rathenau, the Minister of Finance, Herr Hermes, and the
Minister of Economics, Herr Schmidt, went to Genoa. The Con-
ference opened on 10th April 1922, and at first all went well.
German representatives were appointed on all committees. Their
statements, especially in the sphere of finance and economics,
always received serious consideration. An informal social inter-
course with the representatives of the other Powers promptly
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developed, and the hope wasjustified that the Conference at Genoa
would bring about a material improvement in international rela-
tions. Even the question of reparation, notwithstanding the official
prohibition, was privately discussed outside the programme of the
Conference. An occason for this, free from objection, was presented
by the fact that, on 4th April 1922, the Reparation Commission
had decided to call a committee of experts to consider the con-
ditions under which the German Government might raise foreign
loans to be applied to the partial redemption of the capital of the
reparation debt. The Committee was to consider:

(1) the terms under which such loans could be raised and the
amounts likely to be obtained in the near future, and
in particular the course of each of the next two years,

(2) the security which could be made available for potential
lenders without undue prejudice to the future interest of
reparation;

(3) the manner in which the revenues and other assets assigned
to the service of the loans should be controlled and ad-
ministered, and the relations to be established as between
the German Government, the representatives of the
lenders and the Reparation Commission.

M. Delacroix, the first Belgian delegate in the Reparation Com-
mission, assumed the chairmanship of the Committee. D'Amelio,
assgant Italian delegate with the Reparation Commission, was vice-
chairman. In addition, one English, one French, one American, one
German, and one neutral expert were to serve on the committee.
Several of the prospective members, among them the chairman,
M. Delacroix, attended the Conference at Genoa and took advan-
tage of the occason quietly to prepare the work of the committee
of experts. The following programme was agreed upon.

A general settlement of reparation could not be obtained as long
as the question of Interallied debts had to be left in sugpense.  If,
however, conditions were allowed to drift—as was the desre of in-
fluential English financial interests—an aggravation of the political
and economic situation must result which, in a short time, might lead
to a complete collapse of Germany, and possibly of other countries
as well. Therefore, a provisional settlement of reparation, say, for
four years, should be attempted, under which Germany would have
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to pay 720,000,000 gold marks in cash annually, and, in addition,
contract with the individual Allied countries for deliveriesin kind.
The four annuities of 720,000,000 gold marks were to be procured
by an international loan, which could be offered partly in Germany
and partly in the international markets. The total amount of the
loan should be 4 milliard gold marks, in order to provide out of
the proceeds for the interest on the loan for the first years, about
half-a-milliard of the proceeds were to be used for the stabilization
of the mark. German customs receipts were to serve as security
for the loan. The Reparation Commission should grant the loan
creditors absolute and irrevocable priority over Allied reparation
claims. Apart from the above-mentioned payments and deliveries,
Germany wasto berelieved, for a period of four years, from all other
financial obligations under the Treaty of Versailles.

This plan was prepared in all of its details; it was even dis
cussed with and approved by Seydoux and other French experts
at Genoa. We were just on the point of submitting the plan to
the international bankers who attended the Conference, when the
signing of the Treaty of Rapallo destroyed, with one stroke, all this
wearisome prepar atory work.

It may be well to enter briefly into the history of this event,
which attracted much attention at the time and let loose a Press
campaign that distorted the actual facts on both sdes.

Long before the Conference of Genoa, Germany had been
negotiating with Russia for an adjustment of mutual relations.
The Peace Treaty concluded between the two countries at Brest-
Litowsk in the spring of 1918 was annulled by Article 116 of the
Treaty of Versailles, under which the Allies expresdy reserved all
rights of Russia as against Germany for reparation in accordance
with the principles of the Treaty. That provison hung over Ger-
many like the sword of Damocles. It was not possible to re-establish
peaceful relations with Russia without first removing the menace
involved in the reparation of Russia's war damage. For this reason
a treaty was drawn up in the negotiations between Germany and
Russia under which the German Reich and the Soviet Republic
mutually agreed to waive all compensation for war cogts and repara-
tion of war damage. The draft of the treaty further provided for
the immediate resumption of diplomatic and consular relations
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between the two countries and for the adoption of the principle of
" mogt favoured nation " treatment in their economic relations. This
was a very useful and ordinary treaty, free from any stipulations
which could result detrimentally to the legitimate rights or interests
of third parties. Aboveall it contained no supplementary agreement
of a political or military character, as has continually been falsely
asserted in the Press. The Treaty was ready, and could easily have
been signed several weeks prior to the Conference at Genoa, but
through some diplomatic red tape its concluson was delayed.
The discussion regarding the signing of the Treaty was resumed at
Genoa by the political representatives of Germany and Russia.

In the meantime the Allied experts, prior to the Conference at
Genoa, had prepared a memorandum in London which contained
proposals for the regulation of international relations with Russia,
which did not, however, take into consideration Article 116 of the
Treaty of Versailles. This, naturally, aroused suspicion on the
German side, which was increased by the fact that the sub-
commisson of the Conference dealing with Russian questions
decided for tactical reasons that the Allies should first meet the
Russian delegates alone, without calling in the German delegates.
Lloyd George evidently believed that he could more readily over-
come the difficulties of diplomatic intercourse with the Soviet people
—whowereunknown to him—and with the German representatives
by first dealing with each separately, and he overlooked the poss-
bility of Germany's suspecting a trap in this procedure. In fact,
serious apprehension was felt among the German delegation lest
in this preliminary discussion between the Allies and the Russians
the London memorandum of the Allied experts might be adopted
asit was, and lest in that event the adjustment of the special relations
between Germany and Russia might no longer be possible in the
manner agreed upon. It is said that Dr Rathenau made several
unsuccessful attemptsto see Lloyd Georgein order to call his atten-
tion to the danger involved in the excluson of Germany from the
discussonswith the Russians. It is further asserted, on the German
side, that several of the Allied " liaison officers” had been warned
that Germany would be compelled to conclude a separ ate agr eement
with Russia unless per mitted in timeto participate in the discussions
of Russian questions. Bethat as it may, a definite rumour suddenly
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reached the German delegation that the Allies were about to
conclude negotiations with Russia without considering Germany's
wishes with respect to the elimination of Article 116 of the Treaty
of Versailles and its dangers. This convinced Dr Wirth that he was
compelled to avail himself immediately of Russia's readiness to sign
the Treaty with Germany.

That Dr Rathenau was the moving spirit in the conclusion of
the Treaty of Rapallo is a myth. On the contrary, he entertained
serious doubts and was only induced to conclude the Treaty with
Russia when he realized that Dr Wirth would, if necessary, sign it
without him. Afterwards, it istrue, he consistently assumed the full
responsibility for the Treaty. On Easter Sunday, 1922, while the
whole Conference kept holiday, he went to Rapallo to meet the
Russians, and returned to Genoa in the evening with the Treaty
duly signed. The announcement of its conclusion had the effect
in Genoa of a thunderbolt out of a clear sky. No one, except
those who actually experienced it, can conceive the excitement and
animosity which was created among the participants at the Con-
ference. No one appeared to understand the action of the Germans.
The Italians especially felt, but the neutrals aso had to admit with
sincere regret, that the spirit of the Conference had been completely
spoiled by the Treaty of Rapallo. The sympathy so far created
by the attitude of the Germans at Genoa was reversed at a blow.
Universal indignation prevailed because Germany, prompted by
basdess suspicions regarding the intentions of the Conference,
should have selfishly safeguarded her own interests with Russia be-
hind the backs of all the other delegations, and thus annihilated the
common labours of the Conference. Those who were well disposed
towards Germany regretted that the French had so miraculously
escaped the isolation into which they had been driven by the narrow
policy of Poincare; they could now claim, with a certain degree
of justification, that their deep distrust of Germany's honesty as a
negotiator proved only too well founded by the consummation of
the Rapallo Treaty.

Among the members of the German delegation—most of whom
were as much surprised by the signing of the Treaty of Rapallo as
the outside world—opinion was divided. Many believed that the
political advantages which might possibly result in the future from
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the treaty with Russia were far from outweighing the injury done
by it to Germany's good name and to the prospect of an early
settlement of reparation.

In anoteof 18th April, signed by all the Allied representatives,
Germany was accused in scathing terms of disloyalty for entering
into a secret compact with Russia dealing with precisdy those
guestions which Germany had agreed to treat in loyal co-operation
with the representatives of the other countries. Germany was
excluded up to the dose of the Conference from discussion of an
agreement with Russia. A counter-declaration of the German
Government which was intended to be explanatory and conciliatory
was without effect. The social treatment of the German repre-
sentatives in Genoa corresponded to the disciplinary measures
which had been taken in the political sphere. Wherever possible,
at social functions and on other occasons, they were cut—even by
the neutrals. The situation improved somewhat with time, but the
bitter feeling of ostracism remained until the close

Thereafter the Conference of Genoa was only kept alive by
work of purely formal and academic importance. Any prospect of
the Conference's real success in political or economic questions had
vanished with Rapallo. Instead of cheerful co-operation, a bitter
feeling of distrust ruled in the field of the Conference's activities.
Even the brilliant closing address of Dr Rathenau did not improve
the situation. The loud applause which greeted his remarks was a
tribute to his oratory and not to the poalicy of the country which he
represented.

After Rapallo, reparation could not be discussed with anyone
in Genoa: Seydoux, in whose hotel room we had until then fully
discussed from day to day the plan of reparation outlined above,
sent me word that, much to his personal regret, he could no longer
receive me.

M eanwhile, at home, Germany was celebrating the valiant wor k
done at Rapallo, and the decison taken at lagt by the German
Government to pursue an activeforeign policy. Weare still awaiting
the fruits of the Treaty of Rapallo.
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CHAPTER XVIII

THE LOAN COMMITTEE OF THE REPARATION
COMMISSION

T H E réelations of the German Government with the Reparation
Commission had in the meantime become aggravated, though
personal influence with the members of the Commission was instr u-
mental in obviating an open rupture. A note from the Commission
on 13th April indicated by the unusual mildness of itstone that the
Commission was seeking the way to an understanding. It pointed
out that compliance with the conditions of the moratorium was
necessary in Germany's interest, epecially in preparation for aloan,
and that therewas no intention to encroach upon the sovereignty of
Germany. The Commission was ready to consider any practical pro-
posal which the German Government had topresent. A further brief
exchange of notes, however, led to new misunderstandings, with the
result that at the beginning of M ay the situation was again critical.
It once more became necessary to have recourse to the mediating
influence of personal relations. The German Government had
recently relapsed into the old mistake of dealing with the Repara-
tion Commission by correspondence. If any chance remained of
removing the existing tension, it was only through a personal dis-
cusson with a responsible German representative. It was there-
fore suggested at Genoa that the German Minister of Finance,
Dr Hermes, who, by his attitude at the Conference of Genoa,
had earned the good will of everyone, should proceed to Paris to
adjust matters in personal discussons with the individual members
of the Reparation Commission. At about the same time the meet-
ings of the International Loan Committee wereto begin, and their
success depended on settling the German disputewith the Reparation
Commission.

By quiet and unremitting work in Paris | had to prepare the
way for peace with the Commission. On 9th M ay 1922 the German
Government issued a statement that had been agreed upon between
members of the Commission and myself. Practically the German
standpoint was unchanged, but the note contained a desre to do
justice, as far as possble, to the views of the Commission. Dr
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Hermes was able to come to Paris on 13th May, and found that
the gulf caused by the previous exchange of notes would be hard
to bridge. The Commisson felt that the German Government
had intended nothing less than a challenge; while the visit of Dr
Hermes corrected this impresson, there still remained the task of
reconciling two parties who obstinately embraced contradictory
theories. Finally, after ten laborious days, the necessary formula
was found. Germany was to acknowledge in principle the Com-
misson's demands of 21st March 1922, but sate at the same time
that some of them were at present impossble of fulfilment. In
this connexion the German Government was for the first timeto
undertake to restrict the increase in the floating debt. Just this
point, which should have been a matter of course, occasoned the
most srious objections on the German sde.  The view obtained in
Berlin that it was impossible to prevent the increase in the floating
debt until the question of reparation had been properly solved. At
the suggestion of the British delegate, Sr John Bradbury, this
obligation was finally so modified as to be binding only in the event
of Germany's being able to obtain reasonable asisance by way of
aforeign loan. On this understanding, the German Gover nment was
to undertake not to increase the floating debt above the amount at
which it sood on 31st March 1922, and to wipe out any increase
within three months—if necessary by means of new taxation.
Amounts paid in execution of the Treaty of Versailles were not to
be taken into account in computing an increase in the floating debt,
and were to be covered by the expected foreign loan.

The Government at Berlin, suspecting a trap, fought against
the formula thus agreed upon in Pariswith tooth and claw. Finally
it demanded an additional dause to the effect that, in case of force
majeure, the whole agreement should become null and void. This
addition was rejected, partly because it went without saying, but
also because the Commission feared that it might serve as a loop-
hole to esxcape from the obligation. This shows to what extent
mutual distrust had grown.

The right of supervison was so defined that it was not to
encroach upon the sovereignty of the German Government, nor
disturb the work of administration, nor violate fiscal secrecy. The
laws against the flight of capital were to be extended in consultation
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with the Committee of Guarantees, and capital exported from
Germany was to be induced to return by means of a foreign or
internal loan. The Reichsbank in the meantime had become com-
pletely independent by the Act of 25th May 1922, Commercial
dtatistics were to be resumed on the same bads as before the war.

On hisreturn to Berlin, Dr Hermes prevailed on the Cabinet
to address to the Reparation Commission, in a note dated 28 th
M ay 1922, the statement required by it. In arriving at this decison
the Cabinet was, above all, influenced by a declaration of the Loan
Committee of the Reparation Commission to the effect that it was
unable to continue its labours unless an under standing was reached
between the German Government and the Commission. As an
annex to the note of 28 th M ay a tentative budget was submitted.
It showed a surplus of total revenue over the Reich's internal
expenditure of about 70 milliard paper marks—at that time one
milliard gold marks—which was to be applied to meeting liabilities
under the Treaty of Versailles. In a subsequent note from the
Chancellor, dated 30th May 1922, the Commission was informed
that, in lieu of the 60 milliards of new taxes demanded by the
Commission, a compulsory loan for the same amount would be
levied—40 milliards of which were to be collected in the course of
the year 1922. The draft of the necessary law was already before
the Reichstag.

The Commission replied on 3lst May 1922. It admitted
that, by the action already taken and the further measures contem-
plated, the German Government was making serious efforts to meet
the requirements of the Commission, and now confirmed without
further conditions the partial postponement of payments for 1922
which had been contemplated by the decision of 21st March. The
Commission, however, reserved the right to cancd the postpone
ment at any time, and to restore the London Schedule of Payments,
if Germany failed to meet her undertakings. Several quegtions left
open were to be settled by a subsequent note from the Commission
to the Chancdlor.

Thus the dispute, lasting several months, between the Repara-
tion Commisson and the German Government was settled to the
extent necessary. Neither side could feel really satisfied with the
result: the rent was patched, but still plainly visible. The short
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respite for Germany was rendered precarious by the possibility of
cancellation.

The further note announced by the Reparation Commission was
sent on 14th June 1922. It dealt with some details, particularly
the independence of the Reichsbank, but brought no surprises.

The Loan Committee of the Reparation Commission met in
Paris on 24th May 1922, under the chairmanship of Delacroix.
The members were: J. Pierpont Morgan (United States), Sir
Robert Kindersley (England), Sergent (France), D'Amelio (Italy),
Delacroix (Belgium), Vissering (Holland), and myself. The de-
liberations started with a general discussion of the possibility of an.
international reparation loan. As to the necessity of such a loan
for the restoration of the finances of Germany, and of all Europe,
all members were agreed. It was aso generally agreed that the
disposition of the investment markets was favourable for the float-
ing of a reparation loan. Morgan, however, laid stress on the fact
that the American market at present was averse from taking up
European securities, public opinion in America being disgusted
with the confusion of international politics and tired of Europe.
But this atmosphere of unfriendly indifference could easily be
overcome, subject to two conditions. Firstly, America had to be
convinced that the loan was desired by the Allies and that it would
benefit them. This could best be demonstrated by the active co-
operation of Allied and neutral banking interests in the issue of the
loan. Secondly, Germany would have to show, by the guarantees
offered for theloan, and by the rehabilitation of her internal finances,
that she was assuming the obligations of the loan for the purpose
of re-establishing her international credit. When once these pre-
liminary conditions had been met, the reparation loan would be a
success even in America.

This declaration made it clear that an international loan for
Germany could not be arranged unless the negotiations between
the German Government and the Reparation Commission were
first brought to a satisfactory conclusion. This was accomplished
by the exchange of the notes of 28 th and 31st May 1922. The
Committee could now settle down to its real work. The first days
were passed in obtaining accurate information regarding the
financial and economic condition of Germany, and in considering
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the various posshble forms of an international loan. During these
days the cool reserve at first displayed toward the German repre-
sentative was gradually dissipated. For even in the Committee the
Treaty of Rapallo showed its evil effect; drawn into the debate by
the French member to justify the French distrust of the German
method of negotiation, the unfortunate Treaty was also referred to
in conversation with me by Morgan and Kindersley. Both declared
that they would have declined tojoin the Loan Committee if the
Treaty of Rapallo had been in existence at the time of their in-
vitation. It was not easy for me to overcome the unfavourable
atmosphere in which the Committee worked.

But now another difficulty arose. Apart from the French member,
the Committee held that there were no prospects for a loan unless
the question of reparation could be settled for a number of years.
It was not simply a question of mechanically meeting, by means of
a loan, a part of the German obligation, within the requirements
of the Treaty of Versailles and the London Schedule of Payments;
it was necessary also to ascertain what reparation burden Germany
and the subscribers to the loan considered Germany able to bear.
The issue of a reparation loan was impossible without the rehabilita-
tion of German credit at home and abroad. The work of the
Committee would serve no practical end unless the question of the
loan could be considered in connexion with a thorough study of
the entire reparation problem.

The French member declared, at meetings, and outside them,
that he did not feel authorized to take part in any discussion of the
question of reparation. He based his attitude on the French text
of the resolution of the Reparation Commission, of 4th April 1922,
which provided that the Committee should study the conditions
under which Germany—regard being had to the obligations imposed
by the Treaty of Versailles and the Schedule of Payments of 5th M ay
1921—might obtain foreign loans for the purpose of reparation.
From this he concluded, evidently under instructions from Poincard,
that the fixed German reparation debt could not be disturbed, and
that the plans of the Committee for a loan would have to be strictly
within the limits of the Treaty. In order to remove all doubt as to
the competence of the Committee, Morgan and Kindersley pro-
posed to address an official inquiry to the Reparation Commission.
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After athorough discusson, the Committee, against the vote of the
French member, decided to inquire of the Reparation Commission,
through its chairman, as to whether in its work it had to consder
the reparation debt of Germany under the Treaty as unalterable,
or whether it was at liberty to examine the possibility of other
solutions.  This brought about a conflict between the French
Government and the majority of the Committee, and the work of the
Committee threatened to split on this rock. | vainly endeavoured
to convince the Committee that the inquiry was unnecessary, the
Committee only having to render an expert opinion as to the con-
ditions under which a loan seemed possible. The terms of the
Treaty of Versailles regarding reparations were so indefinite, and
the power of the Reparation Commission to fix the terms of pay-
ment so broad, that a revision of the Treaty need not be taken into
consideration at all, even though the Committee should come to the
conclusion that, if a loan was to be negotiated, Germany's current
payment would have to be reduced or postponed. My arguments
made an impression, but the majority of the Committee insisted on
elucidating the doubt raised by the French member asto itsauthority.
On the following day Poincar6 made the following statement before
the French Chamber: " Even in the Reparation Commission itsf,
or in its neighbourhood, | can at present perceive the most dangerous
machinations directed against us, in order to make the international
loan contingent on anew reduction of our claims. Thisvery morning, by
virtue of my authority as head of the Government, | notified the French
delegation on the Reparation Commission that it could not accept this"
This gave publicity to the dispute. On 7th June the Commis-
son decided by a majority against the vote of the French delegate
that the Loan Committee was at perfect liberty to study in the
course of its labours all possble conditions for the issue of German
foreign loans. Any suggestions from the Committee would be of
great value. The chairman, M. Dubois, explained that, while he
was obliged to vote againg this resolution, it was his opinion that
the Committee was fully authorized to follow the decison of the
majority of the Commission in order,to be able to continue its
labours on a broader basis. At the next meeting of the Loan Com-
mittee, Kindergley, in particular, protested sharply against the
action of the head of the French Government in publicly criticizing
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the work of the Committee. Morganjoined him in declaring that
the disagreement between the Allies, which on this occason had
become so glaringly manifest, rendered a profitable continuation
of the work of the Committee impossble. The French repre-
sentative, Sergent, read a carefully worded statement in which he
declined to participate in discussons which included a revision of
Germany's reparation debt.

Thus the Committee fell asunder before it had actually started
its work. The chairman, M. Delacroix, and myself exerted every
expedient to prevent the Committee from dissolving without having
accomplished anything. | called attention to the fact that a dissolu-
tion of the Committee or an adjournment for an indefinite period
would have the most serious consequences for Germany, of which
the gravest would be ancther slump in the mark. |f the Committee
declared that a reparation loan was impossible at present, then the
moratorium just obtained would also be endangered, as it had been
granted on the assumption that Germany would obtain a foreign
loan and would thereby be enabled to prevent an increase in the
floating debt and a further decline of the mark. If the prospects
of a foreign loan now disappeared, pessmism would again get
the upper hand in Germany, and the continued depreciation of
the mark would entail the complete insolvency of Germany. The
Reparation Commission would again put the London Schedule of
Payments into operation and the Allied Governments would resort
to sanctions, the effect of which could not be foreseen. Such a result
would be the more deplorable, as Germany's condition in other
respects was not at all desperate. If hope could be held out that
within a year the reparation problem would come nearer a solution,
and that a loan was within the range of possibility, then it would be
possble to check the general depresson and prevent a further fall
of the mark. At the present moment no one serioudy considered
a final settlement of reparation; what had been hoped for was a
provisional settlement with the aid of a loan. Even a smaller loan
with which to meet the cash payments for a few years would be of
the greatest value. Germany was well able to furnish security for
such a loan if thereby she could obtain protection from sanctions
and a respite for the rehabilitation of her currency and her credit.

All these warnings were vain. The majority of the Committee
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interpreted Poincar's sudden attack as a proof that public opinion
in France was not yet ripe for a reasonable treatment of the repara-
tion problem. It was bluntly stated that Poincar€'s remarks made
it impossible for the Committee to consder any loan whatever,
large or small. The deciding factor in this was not so much the
remarks themsdves as the unfavourable atmosphere which they
had created.

Therewasnothingleft but to adjourn the Committee indefinitely.
In order to soften the effect of the adjournment it was agreed that
the views of the majority of the Committee regarding the possibility
of a reparation loan should be sa forth in a full report. This
document, in which, on 10th June 1922, the Committee reported
to the Reparation Commission, is notable for its courage and
clearness. Its closing sentences are as follows:

" If the Committee have felt obliged to be discouraging as to
the prospects of a loan in the present position of Germany's credit,
they desire to be no less emphatic in stating their conviction that,
provided the necessary conditions for the revival of her credit can
be realized, substantial loans could be successfully floated in all the
main markets of the world. Purely financial conditions are now
definitely favourable to the issue of such loans, more favourable
than at any time since the war. The Committee wish to assure the
Commission that it is their earnest desire to do everything in their
power to assig in raising such loans if the conditions to which they
have referred can be secured. They are deeply conscious of the
immense assigance to the economic recovery of the whole world
which would be afforded by the gradual conversion of the German
obligation from a debt to Governments into a debt to private in-
vestors, based, like other public debts, not upon external functions,
but upon the general credit of the debtor country. They believe,
indeed, that the resumption of normal conditions of trade between
countries, and the stabilization of the exchanges, are impossible
without the definite settlement of the reparation payments as of other
external public debts. |If, at any time, therefore, the Commission
is able to repeat, by a unanimous decison,- the invitation which has
been extended by a majority, the Committee will be glad to meet
again and resume the inquiry which has now been interrupted.
They cannot conjecture whether the Allied Governments would be
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able to accept the necessary conditions, but, if so, they repeat that
they are hopeful that substantial loans could be raised.

"Finally, the Committee desire to point out that in the
meantime, and even during the interval between such arenewed in-
vitation and the conclusion of subsequent negotiations, Germany's
financial position may obviously be threatened with serious danger.
Protracted negotiations for a large and long-termed loan might
mature too late if not preceded by immediate help. But if the
programme were considered anew in the improved circumstances
suggested, and with a real prospect of an ultimate settlement, the
Committee feel that the obstacles which at present confront an
interim loan would probably not prove to be insuperable. With
real hope of a definite settlement within a reasonable period it
would be much easier to arrange a shorter-term secured loan suf-
ficient to save German credit from collapse during the period of
negotiation. The Committee need scarcely add that they would
be glad under these conditions to give any assistance in their power
in regard to such a limited loan, as well as in regard to the larger
and more important problem."

The report was signed by all the members of the Committee
with the exception of the French representative. The latter, in a
separate statement, placed himself on record as unable to participate
in any plan for a loan which contemplated any diminution of
French Treaty rights, adding that, in agreement with the French
delegate on the Reparation Commission, he was of opinion that it
was not within the competence of the Committee of Bankers to
study modifications in the Treaty obligations of Germany.

The report made an excellent impression in many German
quarters because, in contrast with the decisions of the Reparation
Commission and the Allied Governments, the economic standpoint
for a solution of the reparation question was for the first time placed
in the foreground and the system of political sanctions condemned.
But in spite of all the sound reasoning displayed in the report, the
fact remained that the opinion of the international bankers regard-
ing reparation had had to yield to political force, and that in view
of the rigid attitude of the French Government the Committee had
abandoned its efforts as useless.
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CHAPTER XIX

THE SECOND APPLICATION FOR A MORATORIUM
POLICY OF PRODUCTIVE PLEDGES

A NEW and serious crisis confronted Germany; its approach was
announced by a renewed gradual decline of the mark. The hope
of a favourable outcome from the negotiations in Paris had been
sufficient to keep the price of the dollar in April, May and early
June somewhat below 300 marks. Immediately after the adjourn-
ment of the Loan Committee the dollar rose above 300 marks.
The significance of this was fully appreciated in Berlin, and it was
decided to support the mark out of the foreign exchange which the
Reichsbank had accumulated in the interval. Dr Rathenau was
particularly in favour of the plan. The Reichsbank was entrusted
with its execution; through moderate offerings of exchange,
especially on the Berlin Bourse, it managed to maintain the quota-
tion of the mark to a certain extent for several days, but, as it
hesitated about entering the market with really large amounts, no
considerable success was obtainable. The public eagerly took up the
foreign exchange offered by the Reichsbank without the dightest
fear that the operation of the Reichsbank might result in a decline
of the dollar.

While these operations were in progress, Dr Rathenau fell a
victim to the bullets of fanatics. The universal horror produced
by this dreadful crime had a paralysing effect on the energy of the
German Government. By the death of Rathenau the Wirth Cabinet
had logt its strongest head. Although Rathenau had taken no
personal part in the recent negotiations in Paris, and was painfully
affected by the constiousness that since the day of Rapallo he had
been pushed on one side, as he thought, in questions of reparation,
he neverthdess had done everything to bring about the acceptance
in Berlin of the understanding effected in Paris with the Repara-
tion Commission. Thereafter the Wirth Government's steps were
vacillating.

In the first week of July the quotation of the dollar reached
500 marks, and the German Government felt that it was not in
a position to make further cash payments to the Allies. In a note,
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dated 12th July, Germany applied for a complete release from there-
maining cash payments provided for 1922, adding that the desperate
condition of the German finances also made cash payments for
1923 and 1924 impossible. On the strength of discussons which
had taken place in London a short time before, Dr Wirth counted
on support for his application from the British Gover nment.

The Reparation Commission deferred action on the German
application pending the completion of the work of the Committee
of Guarantees in Berlin, where it was then negotiating regarding
the settlement of its powers of control. In the meantime payment
of the instalment of 50,000,000 gold marks due on 15th July
had been demanded and met by Germany. But even after the
Committee of Guarantees had arrived at an understanding with
the German Government, on 18 th July, the Reparation Commission
failed to reach a decison on the German application. It was
impossible to make the Commission understand that in her efforts
to support the mark Germany needed at least a friendly gesture on
the part of the Commission. Instead, the Reparation Commission
continued to declare that Germany was herself responsible for the
further depreciation of her currency through failure to put her
budget in order in due time.

To anyone who used his eyes it was already quite evident that
there were no prospects of a longer moratorium—much less of a
reease from reparation payments until the end of 1924. French
influence in the Reparation Commission, whose chairman, M. Louis
Dubois, stubbornly refused to consder Germany's economic and
financial digress, made itself felt more and more. Dubois was
strengthened in his attitude by the obstinacy of Poincare, who now
resumed the fight againgt the moratorium with sharper weapons.
The Paris Press was only too ready to follow his cue by malicious
attacks on Germany. Withal Poincare had no practical plan of his
own. He cloaked himself from everyone in the deepest secrecy,
and in public acted the strong man with some adroitness. All
Britain's well-meaning efforts recoiled against his stubbornness.
Lloyd George could not and would not take the risk of a conflict
with Poincare, the more so in that at thetime French foreign policy,
epecially in the Near East, was scoring undeniable successss over
Britain.
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Once more an attempt was made to take the decision on the
German application out of the hands of the Reparation Commission,
and to find a way out by direct discussions between the heads of
the Allied Governments. For this purpose Ll1oyd George called a
Conference of the Allies for 7th August in London. The French
Government had made extensive preparation for the meeting with
feverish haste. From now onward Poincare adopted the standpoint
that Germany should not be granted any deferment of her payments
unless she furnished further productive pledges to the Allies in
addition to the guarantees previously demanded. The main object
of this " policy of productive pledges " was the direct seizure by
the Allies of the Government coal mines in the Ruhr District and
of the national forests in the Rhine Province, and the direct collec-
tion of customs receipts in the occupied territory, which was to be
separated by a special customs line from the rest of Germany.

This programme, so obstinately defended by Poincare, has an
interesting history. It was not the product of Poincare's brain, but
originated with Seydoux, who recognized that to secure repara-
tion it was essential, first of all, to bring order into the German
finances and to stabilize the mark. Since in his opinion the German
Government was not attacking this task with sufficient earnestness,
he devised a plan whereby Germany would be committed, by the
pledge of valuable revenues, to a thorough reform of her finances
and currency. In return she was to have a respite in her pay-
ments for a suitable period in which to carry through the reforms.
In the meantime the Allies were to keep a firm hold on the
pledges. Seydoux believed that he could secure British consent
to this policy, since the British had continually and emphatically
insisted on the necessity for a sound financial administration in
Germany. The plan was submitted to Poincare and obtained his
approval, but another adviser of Poincare in the French Ministry
of Finance raised strong objections. He argued that Germany
needed no moratorium to put her finances and currency in order.
With a sincere effort she could do this by her own strength and
at the same time make payments. Poincare was accompanied to
London not by Seydoux but by his adviser from the Ministry of
Finance. Seydoux's plan was stripped of its most important feature
—viz. Germany'sfinancial rehabilitation and the moratorium—and
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only the productive pledges remained. These latter wereto be used
to enforce the continuance of reparation payments by Germany,
The four-legged horse had been turned into a horse having only
two legs, and, naturally, it could not run. Poincares programmewas
rejected at the London Conference as economically impracticable
by the experts of the other Allied countries. An English counter-
proposal, of 12th August 1922, provided for a complete respite
from all cash payments until the end of 1922. It did not demand
additional guarantees from Germany in return, but only asked her
to carry out conscientioudy the measures already required by the
Reparation Commission. It suggested supervision over Govern-
ment coal mines and forests only in caxe Germany did not meet
her obligations in regard to the delivery of timber and coal. This
proposal found no favour with Poincare.

The English Government continued its effort to find a solution,
but when | positively declared in a confidential discussion in London,
under instructions from the German Government, that under no
circumstances would Germany permit the Allies to interfere with
the State administration of the mines and forests, all further efforts
towards an agreement with Poincare were abandoned as hopedess.
The Conference at London was adjourned on 14th August, without
any results.

Once more it rested with the Reparation Commission to take up
the game. A precious month had been wasted in barren discusson
between the Allied leaders. In the interval the dollar had risen
from 500 to 1000 marks. The Commission continued at an utter
loss to settle on any course of action. With the French opposition
amoratorium for Germany was out of the question. In some way the
fact had to be faced that Germany would be unable to make further
cash payments for the balance of the year. The Commission, on
18th August, adopted the desperate expedient of staving off a
decison by sending Sir John Bradbury and M. Mauctere, the
chairman of the Committee of Guarantees, to Berlin with instruc-
tions to obtain from the German Government some " indispensable
information." The visit of these two gentlemen was greeted in
Berlin with some measure of hope. It was believed that the discus
sion with them could open away for the solution of the reparation
problem. But upon their arrival they stated that they had no such
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instructions, and only wished to try to overcome the difficulties
impeding the cash payments of 1922. Both did their very best to
make the formula of productive pledges acceptable to Germany and
to meet in some way Poincare's wishes by using the State forests
and coal mines, directly or indirectly, as pledges for the delivery of
timber and coal. But the German Government stood by its refusal.
As an alternative it proposed in effect to guarantee the timber and
coal deliveries by placing at the disposal of the Allies an adequate
guarantee fund—say, 50,000,000 gold marks, in foreign currencies
—to cover any possible deficit in these deliveries. The French
representative declined this proposal after receiving instructions
from Paris. TheGerman Government then offered to guaranteethe
deliveries of coal, the most important part of deliveries in kind, by
direct contracts, running provisionally until 31st December 1923,
between the German coal industry and the Allied consumers, and
thus to supplement the obligation of the German Government by
a direct liability on the part of the German sdlers. As this idea
had not been properly digested when the delegates of the Repar ation
Commission left Berlin, it was arranged to discuss it further with
the Reparation Commission.

The Reparation Commission could now no longer postpone
its decison on the application for a moratorium. As provided by
the Treaty of Versailles, it gave the German Government an oppor-
tunity to be heard on its application. Dr Schroeder came to Paris
and, in a speech delivered before the Commission on 30th August,
drew an impressive picture of the gate of affairs in Germany. He
showed that, in accordance with the Commission's orders, Ger many
had restricted her floating debt up to the end of June 1922. From
31st March to 30th June the floating debt had been increased only
by 23 billion marks, practically all of which was applied towards
therequirementsof the Treaty of Versailles. M or eover, therevenue
from customs receipts and taxes of all kinds had turned out to be
far more satisfactory than could have been anticipated at the M ay
negotiations. Not only was Germany'sinternal expenditurefor that
quarter completely covered out of the budget, but there seemed to
be ground for anticipating a considerable surplus for reparation for
the full calendar year 1922. But all German efforts had been
frustrated by force majeure—viz. by the disappointment over the
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failure of the negotiations of the Loan Committee and the murder
of Rathenau. These two events had turned the pessmistic feeling
at home and abroad regarding Germany's finances into a panic,
which was steadily taking uglier form. The movement of foreign
exchange in recent months was of a nature to overthrow any budget
and defeat any hope of stemming the rise of the floating debt within
any measurable period.

Dr Schroeder proceeded emphatically to repudiate the allega-
tion that either the German Government or German industry had
intentionally brought about the depreciation of the mark. He
showed that by the fall of the mark German liquid capital had been
practically wiped out and that the dividends of German industrial
concerns, which were said to be so prosperous, were really negligible
—almost without exception much below | per cent, on their capital.
The drastic fall of the mark was mainly ascribable to the foreign
political situation and the dilatory handling of the reparation
problem. The cure lay, not in coercion, threats and dictation, but
in the re-establishment of confidence and through understanding
and co-operation. The seizure of the German State mines and
forests would not ensure the payment of reparations, but only
hasten the " flight from the mark " and the complete collapse of
German finances. The German Government, however, was pre-
pared to offer a special guarantee for deliveries of coal in the form
of long-term contracts with the German coal industry.

With conditions what they were, these arguments were of no
avail. A motion of Bradbury's to grant the moratorium until the
end of 1922 without further conditions, and fix as soon as possible
the payments for 1923 and 1924, was lost by three votes against
one. The Reparation Commission, on the other hand, did not care
flatly to reject the German proposal.

At the lat moment Belgium leapt in with a suggestion for a
compromise. Under her priority she was to receive for herself
alone the balance of the payments for 1922, and she declared her-
self willing to accept, in lieu of cash, sx months Treasury notes
which were to be guaranteed by the Reichsbank. Thereupon, on
31st August, the Reparation Commission passd the following
resolution:

" Having regard to the collapse of the German credit and the
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German currency, the decision on the application for amoratorium is
deferred until the Reparation Commission has completed its plans
for the radical reform of German public finance, for the reduction
of the burden of reparation, in so far as may be considered necessary in
this connexion, as well as for the issue of internal and foreign loans,
to consolidate Germany'sfinancial situation. In the meantime the
Reparation Commission agrees to accept in payment of the instal-
ments falling due up to the end of 1922 German Treasury bills
maturing in six months, payable in gold, and guaranteed in such
manner as may be agreed between the German Government and
the Governments to which the payments have been assigned.”

The two Belgian representatives, Delacroix and Bemelmans,
brought about an understanding in Berlin on 9th September 1922,
on the basis of this resolution. The Reichsbank guaranteed the
German Government's six months' Treasury bills covering repara-
tion payments from 15th August to 15th December 1922, to a
total of 270,000,000 gold marks.

This was the outcome of the protracted negotiations for a
moratorium during the summer of 1922. Germany found herself
released from further cash payments for the rest of the year. But
those payments were only deferred. They had to be met as the
Treasury notes matured from 15th February to 15th June 1923,
and to that extent added to the liabilities of the following year.
The question of reparation after 1st January 1923 was left entirely
unsettled. Only four months remained to the close of the year, and
during this time this vital question had to be decided if the tem-
porary respite was to be of any use. All that had been gained for
the present was that no foreign exchange was required for repar-
ation payments for a few months to come. But at what price
had this advantage been purchased? The German currency had
collapsed entirely, owing to the renewed decline of the mark, and
the budget was once more disorganized. The further decay of the
finances could be arrested only for a very short period by the
moratorium which had been obtained for 1922,

K 145



CHAPTER XX

PAYMENTS OTHER THAN REPARATION UNDER
THE TREATY OF VERSAILLES

WHILE the German Government was negotiating with the Reparation
Commission for a postponement of the payments under the London
Schedule of Payments, it endeavoured by diplomatic means to
obtain areduction in the payments other than reparation which were
due under the Treaty of Versailles.

| have referred to these secondary paymentsin Chapter 11 . and
must add a few words to describe how this situation was handled
till the conclusion of the moratorium in the summer of 1922.

In its complaints regarding secondary obligations, the German
Government could rely to some extent on the understanding and
support of the Reparation Commission, because payments made on
that account by Germany went only to certain Allies direct, to the
detriment of all otherswho did not share in them.

This applied in thefirst place to the cods of occupation which,
by the resolution of the Reparation Commission of 21st March
1922, were st off against deliveries in kind for the year 1922, so
that Germany was relieved of special payments on this head. But
deliveries of provisons and fodder for the troops of occupation
had to continue; to this must be added the requisitions and the
cogt of constructions and installations for military purposes and the
housing of the troops, as well as the expenses of the Rhineland
Commission.

The adjustment of private claims and debts of the pre-war
period, or the operation of the clearing officesunder Art. 296 of the
Treaty of .Versailles, required as early as 1920 such lar ge payments,
especially to Great Britain, that the Reparation Commission, in
the common interest of the Allies, endeavoured to spread German
payments for the clearing offices over a long period. An agreement
of 10th June 1921, between Ger many and the states concerned in the
clearing operations—Great Britain, France, Belgium, Italy, Greece
and Siam—provided that Germany should pay monthly a fixed
amount of £2,000,000 sterling. Disagreement, which continued
for a long period, arose over the interpretation of the agreement.

146



PAYMENTS OTHER THAN REPARATION

In July 1922 Germany declared that payments for the clearing
offices must also be postponed. This led to a conflict with Poincarf,
and on 17th August the Allies abrogated the entire clearing agree-
ment. Since then Germany has made no payment for account of
the clearing offices.

How oppressive this burden was to Germany is illustrated by
the following figures. Germany paid in all to the clearing offices
the equivalent of 615,000,000 gold marks; of this Britain alone
received ,£23,500,000 sterling. It is estimated that the balance of
Germany's obligations under the clearing office sysem still amounts
to approximately 230,000,000 gold marks.

The activity of the Mixed Arbitral Tribunals created by the
Treaty of Versailles was followed with particular concern in
Germany. Ifonly a small proportion of the claims for damages due
to German acts during the war was allowed by these tribunals,
there was a danger that, in addition to reparation proper, Germany
might be compelled to pay a second time for the indemnification of
a large number of individuals. And in most casss these private
claims were already included in the claims for reparation filed by
the Allied gates with the Reparation Commission.

The total claims filed with the Mixed Arbitral Tribunals—a
term which does not include the Mixed Claims Commission for
war damages appointed by agreement between the United States
and Germany—amounted to 8,500,000,000 gold marks. With the
dow procedure of the tribunals it is impossible to foresee the final
result. So far no cash payments have been made by Germany on
this account, and the danger of double payments is eliminated in
the future, as any amounts which Germany may have to pay under
decisons of the tribunals are to be defrayed from the payments
under the Dawes Plan.
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CHAPTER XXI
THE PERIOD OF REPARATION PLANS

IN the fall of 1922 the political condition of Europe became steadily
worse, and the tenson between France and England increased—
a date of affairs which frustrated all hope of an early settlement
of reparation. Almost every Sunday Poincare delivered a speech
somewhere in France—his " Sunday sermon "—in which with
unrelenting hatred he enunciated to all the world the same old
message of German guilt and of the singleeminded preoccupation
of Germany to elude reparation and to cheat suffering France out
of the rights guaranteed to her by the Treaty. Particular sensation
was created by Poincar€s speech at Bar-le-Duc, on 21st August
1922, which was forged as a reply to Balfour's note of 1¢ August.
Balfour had dated in this note, which has since become famous,
that Great Britain would be disposed to renounce her claims against
the Allies and her share in German reparation payments in re-
turn for a reasonable and general settlement of Interallied debts
and reparation. Against this Poincare delivered a sermon to the
effect that the Interallied debts and the German obligation to
repair war damages should not be mentioned in the same breath;
the debts between the Allies had been contracted in the service of
the common cause againg Germany, while the German obligation
originated out of the crimes of war which must be expiated.
Germany had systematically brought about the annihilation of her
mark to escape from her obligations. The question of a moratorium
could be considered only if new and specific guarantees wer e offered.
France was not going to abandon any of the rights which she had
obtained for the reparation of her war damages.

These sarmons of Poincare, continuously and monotonously
repeated, clearly showed that under his government France would
never be accessble to any reasonable conception of the economic
condition of the world. In spite of this, endeavours for the settle-
ment of reparation continued unceasingly. No year produced so
many reparation plans as the year 1922. That the 132 milliards of
the London Schedule of Payments would have to be abandoned was
now recognized in all countries, including France. That necessty
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was taken into account even in aFrench plan which should have been
presented to the London Conference in August 1922, but which
is alleged to have been withheld on account of the Balfour note. It
provided for the payment by Germany of 50 milliard gold marks,
mainly through international loans, the balance being set off against
Interallied debts.

It came to be a generally accepted theory that 50 milliard gold
marks present value was the maximum amount of reparation that
could be expected from Germany. Within that limit agreat variety
of proposals was produced, but they were generally vitiated by the
requirement of interest and sinking fund on a definite debt at a
time when the shattered state of Germany's finances rendered any
estimate of her ability to pay extremely problematical. Moreover,
most of those plans linked up the question of reparation with that
of Interallied indebtedness, the idea being to solve the problem by
a sweeping surrender of American and British claims upon the
Allies, and by a corresponding reduction of the German repara-
tion debt. It appeared, however, that there was not the slightest
inclination in America to make such a surrender.

Recognizing the fact that no progress could be made aong
these lines, others tried to find a reasonable solution by a different
route. In the summer of 1922 | myself ventured to propose
a plan, which was published about that time in The Manchester
Guardian. It was apparent to me that there was no chance at that
moment either of a final settlement of the reparation problem or
of a moratorium. | therefore proposed the following temporary
solution:

" Germany undertakes to make deliveries in kind—including
coal—up to the amount of 1 milliard gold marks per annum. In so
far asthe Allied countries do not take full advantage of their share in
deliveriesin kind in any single year, their claim lapses. In addition,
Germany pays a certain percentage of her annual gross exports to the
Allies, but subject to the understanding that the exportsup to 4 billion
gold marks are reserved to cover her own import requirements and
remain exempt from the levy. On the exports exceeding 4 billion
gold marks Germany pays for reparation an amount starting with
10 per cent, and gradually rising to 25 per cent. Furthermore,
Germany undertakes to pay interest and sinking fund on any
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international loan offered to her on reasonable terms. Al payments
made for the service of the loan are credited to Germany on account
of the total annual payments due by her. The agreement runs for
three years provisionally, but serves as a basis for a final solution
should it have functioned for two years to the satisfaction of both
parties. The payments under this plan cover all German financial
obligations under the Treaty of Versailles.”

Like many other proposals, the plan did not receive any atten-
tion. It possessad the novel feature that it attempted for the first
time to grapple with the problem of how Germany was to procure
the foreign exchange required for the transfer of large reparation
payments. It drew on the only possible source—the excess of
exports—and for simplicity's sake it employed as a determining
factor the percentage levy on German exports introduced by the
London Schedule of Payments. An attempt was made, however,
to make this determining factor practical by providing that repara-
tion payments should only commence when the German exports had
exceeded a certain minimum indispensable to cover the country's
own pressing needs of foreign exchange. The Allies would thus
acquire a direct interest in the improvement of German economic
affairs, inasmuch as the percentage of their claim on the German
exports would increase with the rise of the total exports.

At the end of September 1922 another fall of the mark st in,
advancing the price of the dollar in Berlin to more than 9000 marks
on 8th November. The struggle for the moratorium continued.
Within the Reparation Commission convulsive efforts were made
to find a basis which would be approved by the French Government.
Sir John Bradbury first proposed that Germany should be relieved
from cash payments for 1923 and 1924 without any formal change
in the' London Schedule of Payments, but should issue, to the
extent of the deferred payments, five-year Treasury notes which the
Allied Powers were to put in circulation after providing them with
their own guarantee. Deliveries in kind were to continue as before
and be credited against the German Treasury notes. This would
have involved a postponement for five years of the annual cash
payments for 1923 and 1924, and during the period of respite
Germany was to return to the gold standard. The paper mark was
to be redeemed at a price of 4000 marks for the dollar with the aid
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of a reserve fund of 500,000,000 gold marks to be furnished by the
Reichsbank. The remainder of the Reichsbank's gold, amounting
to 500,000,000 gold marks, was to be transferred abroad as security
for foreign commercial credits.

This proposal was aso not followed up any further. A French
counter-proposal for the stabilization of the mark, about which there
was much ado at the time, did not see the light of day. The French
experts were absolutely smothered by the piles of drafts which con-
tinually required fundamental alteration according to the varying
behests of Poincare. Nothing at all came of it; at the time the
Reparation Commission members were working without having es
tablished harmony among themselves, and, indeed, in actual discord.
As nobody knew anything better to do, and as it was necessary
to create a public impression that something was being done, it was
decided, in sheer embarrassment, that the entire Reparation Com-
mission should this time betake itself to Berlin in a body. It took
no plan with it, for it had none. Plenty reasonable proposals
had been made, but the power to resolve was lacking. Within the
Reparation Commission the suggestion cropped up that another
meeting of the Bankers' Committee should be called, especialy as
J. P. Morgan was still in Europe. The Committee was to under-
take at once the formation of an international syndicate which, in
co-operation with the German Government, was to take measures
for stabilizing the mark. It was even then being suggested that a
committee of experts should examine Germany's capacity to pay
and also the question of Interallied debts. These ideas had pro-
gressed to such a point that they were also taken up with the
French Government. Millerand, the President of the Republic,
was said to have assented, whilst Poincare persisted in his attitude
of resistance to everything.

The Reparation Commission spent about a week in Berlin early
in November. It was generally expected that it would at least make
some signs which might be of use to the German Government in
its desperate straits. But in Berlin, Barthou, the chairman of the
Commission, turned the tables by summoning the German Govern-
ment to make a proposal of its own for stabilizing the currency and
balancing the budget, and by confining himself to criticism.

It so happened that just at that time the German Government
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had, of its own accord, invited a number of international experts in
the field of currency reform to Berlin, in order to get the benefit
of their advice on the possibility of stabilizing the mark. Atfirstit
looked as though this independent step by the German Government
would react unfavourably on the temper of the Reparation Commis-
sion, the more so as the experts included men like Keynes and
Cassel, who had been severe critics of the reparation policy of the
Allies. But it proved possible to avoid all friction and even to turn
the work of the financial experts to account in the negotiations
with the Reparation Commission. On 4th November 1922 the
Government presented the following plan to the Reparation
Commission:

" An effective and permanent stabilization of the mark will be
possible only after a definite settlement of the reparation problem
conforming with Germany's capacity. But action cannot be de-
ferred so long because, with all possible haste, the solution of the
reparation problem will require too much time. Any delay involves
a further depreciation of the mark and renders financial reform
increasingly difficult. All steps should therefore be taken at once
that may tend to stop the further collapse of the mark.

" For the support of the mark, the co-operation of German
and foreign capital is necessary. For this purpose an international
syndicate should be formed to procure for the German Government
a bank credit of at least 500,000,000 gold marks, the Reichsbank to
participate in the syndicate.

" As the discussion regarding the arrangement of such a bank
credit and its terms will touch upon conditions which come within
the province of the Reparation Commission, the German Govern-
ment at present would prefer not to make any definite proposal.
It believes that suitable proposals can best be prepared in a con-
ference of international financial experts and therefore suggests that
the Reparation Commission call such a committee without delay
to consider the possibility and the terms under which international
bank credits for the purpose of stabilizing the mark could be ob-
tained. When through such a bank credit the basis for an effective
support of the mark shall have been established, then Germany
is prepared to (a) balance her budget; (b) bring about an im-
provement in her international balance of trade and payments
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through economic measures, particularly through increased pro-
duction; (c) limit the floating debt; (d) secure internal loans."

This rather timid proposal was elucidated in a further note of
8 th November, and supported by the report signed by Messrs
Vissering, Dubois and Brand. These experts thought it necessary
that, during the operation of the international syndicate, and pend-
ing the full repayment of the advances made to Germany by the
syndicate, Germany should be temporarily relieved from all cash
payments under the Treaty of Versailles, as well as from all de-
liveries in kind for reparation purposes. The German Government
concurred, but was willing to undertake deliveries in kind for the
reconstruction of the devastated areas even during the stabilization
process, in so far as it was possible to provide for such deliveries
out of the budget without increasing the floating debt, or out of the
proceeds of internal loans.

The Reparation Commission received the proposal without
comment and returned to Paris. It never made any reply to it.

On 14th November 1922 the German Government presented to
the Reparation Commission a complementary note. It asked, for
the purpose of stabilizing the mark, to be relieved for three or four
years from all payments under the Treaty of Versailles, except
deliveries in kind to the limited extent mentioned. In return, the
German Government declared itself ready to issue internal and
foreign loans as soon as an improvement in the value of the mark
should have restored confidence in Germany. The entire proceeds
from foreign loans and one-half of the proceeds from internal loans
were to be applied to reparation even during the period of the
desired moratorium. The note further laid down certain general
rules for the balancing of the budget, and concluded with the request
that the Reparation Commission should do everything to expedite
the definite determination of the German debt, and should call
a conference of international financiers to consider the proposed
measures of support. Attached to the note were the reports of the
international experts on the stabilization of the mark. The experts
all agreed that Germany would have to be released from all pay-
ments under the Treaty of Versailles for severa years. The group
consisting of Brand, Cassel, Jenks and Keynes, however, emphatic-
ally expressed the opinion that the stabilization of the mark would
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have to be started through Germany's own efforts, by the use of her
own resources, and by the determined action of her Government,
and that to make outside help the basis of the plan was to reverse the
proper process. Certain technical conditions for the success of the
stabilization were already in existence: the large gold reserve of
the Reichsbank, the scarcity of currency and the difference in the
purchasing power of the mark at home and abroad. These facts
would make it easy to obtain control of the money market. With the
dollar quoted at 3500 marks, the gold reserve of the Reichsbank
equalled twice the value of the note circulation, which was unpre-
cedented. No other currency had fallen into decay with so great a
potential support still unused.

The opinion of Messrs Vissering, Dubois and Kemenka, on
the other hand, concluded that for a provisional stabilization of the
mark a considerable foreign credit was of prime importance from
the start, in order to revive lost confidence in the future of the
German currency. This second group of experts contemplated a
gradual and very material appreciation of the mark, while the Anglo-
Saxon group recommended the immediate stabilization at alow value
and the conversion at that price of the paper mark into gold.

The thorough and valuable work of all these experts, unfortun-
ately, was of no use at the time. The Reparation Commission took
no action whatever on the German Government's note of 14th
November 1922.

A few days later | was informed in Paris that no practical
interest in German finances could be expected from America and
England until the reparation debt was finally reduced to a definite
amount. The idea of a moratorium, combined with a provisional
solution of the reparation problem, was again relegated to the
background. Obviously all these fair plans were wrecked on the
opposition of the French Government.

Once more attention was directed to the question whether a
final solution could not be found, a question with which Sir John
Bradbury was particularly preoccupied. The other members of
the Reparation Commission agreed that by confining their efforts
to the stabilization of the mark and to a moratorium no progress
could be made, and that, in spite of all difficulties, they would have
to make up their minds to a complete settlement of reparation.
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At that time the Allies, especialy France, were planning a new
Interallied Conference at Brussels for the purpose of discussing
reparation and Interallied debts together, but the Conference was
adjourned owing to the resignation of the British Cabinet, under
Lloyd George, and then time was required on all sides to prepare
proposals for the solution of the two great problems. | was advised
to induce the German Government to submit a comprehensive
reparation programme on the ground that it was impossible for
any of the Allies to put forward a plan which would provide for a
material reduction of the German debt.

The new British Government, under Bonar Law, remained
passive, awaiting events. The feeling in England was opposed to
the Brussels Conference because it was feared that France, in
return for a slight reduction in German reparation, might demand
the cancellation of her entire Interallied debt. The British did not
care to expose themselves to the danger that the Allies would unite at
Brussels to ask Great Britain to cancel her own claims arising out
of loans made during and after the war, and, in addition, surrender
her share of reparation, whilst as regards reparation France would
insist on unreasonably severe terms, the acceptance of which
by Germany could not be obtained except by renewed threats of
sanctions. British public opinion would have tolerated no such
solution. Poincare, on the other hand, had publicly committed
himself to such an extent to an early opening of the Brussels Con-
ference that he used every lever to overcome the British objections,
in which course he was actively supported by Mussolini, the new
head of the Italian Government. Finally it was agreed to prepare
the new Reparation Conference by a meeting of the Allied Prime
Ministers in London, though no one looked forward to profitable
results with any confidence.

The hope still nursed by the Reparation Commission that the
Bankers' Committee for the reparation loan would be able to re-
assemble had, in the meantime, been suddenly destroyed. J. P.
Morgan had remained in Europe through the summer and autumn
of 1922, and was on the point of leaving London for New Y ork.
At this moment Vissering and Dubois, having concluded their
labours for the stabilization of the German mark, had gone from
Berlin to Paris (at the request of Delacroix, who had earnestly
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continued his efforts despite all former failures), in order to
pursue their plan of forming an international syndicate for the sup-
port of the mark. In Paris Delacroix brought them in touch with
the Belgian ministers, Theunis and Jaspar. Poincare was aso ap-
proached and was actually induced to invite J. P. Morgan to come
to Paris for the purpose of discussing the reparation problem with
him. This may not have been very easy for Poincare, because the
invitation might be interpreted as a withdrawal from the abrupt
declaration by which Poincare had sent the Bankers' Conference
sky-high in June. Morgan first sent an evasive reply to the invita-
tion transmitted to him in London, presumably to show that he
was not at anybody's beck and call. Only a short while before,
Poincare had explained in the Senate and in the Chamber that no
regret need be felt at the adjournment of the Bankers' Conference
in Paris in June, as the bankers would be glad to reassemble at any
time if they were called, since their only object was money-making.
Morgan must have particularly resented this remark, but after some
persuasion he consented to come to Paris. A formal invitation was
then sent to him, not by Poincare personally, it is true, but by the
French Minister of Finance, definitely arranging a meeting between
Poincare and Morgan for 22 nd November. Everything seemed to
be in the best of order when Poincare received a telegram from
Morgan in which, among other things, it was stated that a discus-
sion of the reparation question would be usdess unless Poincare
recognized in principle that Germany must have a moratorium for
several years. Thereupon Poincare had a reply sent to the effect
that his time on 22 nd November was so taken up with important
Cabinet meetings that, to his regret, he would be unable to see
Morgan on that day. This ended the matter, and Morgan went
straight from London to New Y ork.

The impression created in the Reparation Commission by this
second incident was shattering. An economic catastrophe was seen
approaching, not only in Germany, but throughout Europe. The
plan for the stabilization of the mark had no longer any prospect
of realization when once Morgan had departed in anger.

More and more, Anglo-Saxon capital adopted the standpoint
that no money could be invested in Germany until the question of
reparation was definitely settled. On the other hand, Poincari's
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political position grew steadily stronger. Owing to the success of
his policy in the Near East he had the whole Chamber behind
him, and no one dared to attack him publicly. Al suggestions that
Germany should submit a plan for a definite settlement of repara-
tion now ceased. In Paris and London it was openly admitted that
no German offer had any chance of success as long as Poincare was
at the helm.

If Germany wanted to accomplish the stabilization of the
mark it was clear that she must solve the problem without foreign
assistance. But as stabilization did not appear possible without a
moratorium of severa years, and no moratorium could be obtained
from Poincare unless France received compensation in the form of
substantial payments, it became necessary for Germany greatly to
enlarge the basis of her last note of 14th November if she wanted
to continue a practical reparation policy. Notwithstanding the
bitter disappointments hitherto experienced with German proposals,
it was decided in Berlin to make a new offer to the Allies.

Germany aso had just changed her Government. The Wirth
Administration had fallen, worn out by internal and external diffi-
culties, and been replaced by the Cuno Cabinet, in which Hermes
remained as Minister of Finance. Dr Cuno brought from his
former position as Director-General of the Hamburg-American
Line extensive connexions, especialy with American finance.
Hermes was known for his successful negotiations in Paris in M ay
1922. He enjoyed the esteem and confidence of the Allies. With
full vigour and fresh resolution the Cabinet took up the difficult
problem confronting it in foreign politics. Its zeal to advance the
reparation problem through proposals of its own was not to be shaken
by warningsfrom any quarter. Nevertheless, all those familiar with
the question of reparation and the attitude of the French Government
were bound to apprehend that any proposal made by Germany,
reasonable or unreasonable, would be of no avail. Poincare would
regject it, if for no other reason than that it emanated from Germany.
With her preponderating political power there was no prospect
of converting France on the reparation'problem, or of out-voting
her. If a German proposal was to be made with any chance of
success it was necessary that it should not be submitted at a
conference where it would be immediately rejected, but should first
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be discussed carefully with Allied experts, and preferably with
members of the Reparation Commission. The simplest way would
have been, of course, directly to approach experts of the French
Government, but this course, which had previously been followed,
had been closed since the Conference of Genoa and the Rapallo
incident. Those in France who knew the reparation problem and
had judgment—Seydoux, in particular—had since been shelved by
Poincare and could no longer be reached by confidential agents of
Germany. To treat of these matters with Poincare himself in such
away as to approach a practical solution was absolutely impossible.
On principle, he met Germans only in strictly official audiences,
at which he said nothing but: "I demand the strict fulfilment of the
Treaty of Versailles He simply could not understand that it was
first of all necessary, by reasonable negotiations, to make the Treaty
capable of execution. As stated, the new German Government did
not allow itself to be discouraged by any of these facts.

At the London meeting of the Prime Ministers of Great Britain,
France, Italy and Belgium, Chancellor Cuno, in a letter to Bonar
Law, dated 9th December 1922, submitted a proposal which was
designed not only to settle the obligation of Germany under the
London Schedule of Payments for the next few years, but aso to
pave the way for a final settlement of the reparation question. The
proposal, which was based on suggestions made by Director
Wassermann of the Deutsche Bank, put in the foreground the
stabilization of the mark in accordance with the German note of
14th November, with this addition, that the German Government
declared its determination to attempt the stabilization with its own
resources in case the granting of a foreign credit should be found
impossible at the moment. Germany further proposed to meet the
current reparation debt for the next few years by a gold loan to be
issued in Germany and abroad. The part of the loan to be sold in
Germany was to carry interest at 4 per cent., and a sinking fund of
\ per cent. Subscribers were to enjoy far-reaching exemption from
taxes, especially inheritance and capital revenue taxes. Further-
more, an amnesty was to be granted for offences against the laws
regarding the flight of capital abroad, by which means it was hoped
to induce German capital in hiding abroad to return to Germany
and to participate in the reparation loan. The whole proceeds of
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the foreign loan were to be used for reparation. Of the proceeds
of the internal loan, one-half was to be turned over to the Repara-
tion Commission, while the other half, up to I%2milliard gold marks,
was to serve Germany's own requirements, particularly the stabil-
ization of the currency and the balancing of the budget of the Reich;
if half the proceeds exceeded i\ milliards, the excess would likewise
enure to the benefit of reparation. Simultaneously with the issue
of the internal loan, the German Government proposed to place at
the disposal of the Reparation Commission German Treasury bills
to the amount of 3 milliard gold marks, secured on the German
customs revenue and enjoying priority over all other obligations
under the Treaty of Versailles.

In return the German Government asked to be relieved for two
years from all cash payments and from such deliveries in kind as
could not be paid for out of the German budget. For each milliard
gold marks which the Reparation Commission received from the
internal loan, Germany was to be freed from cash payments for an
additional year. The arrangement was to extend over a maximum
period of five years.

The offer of Dr Cuno was read by Bonar Law at the Conference
of Prime Ministers. As was to be expected, Poincard at once moved
its rejection without discussion, as being entirely unacceptable.
And so it was decided. Bonar Law notified Dr Cuno on 10th
December 1922 that his offer could not, under present conditions,
be considered as satisfactory. The obstinacy of Poincare had once
more frustrated any reasonable discussion of the German proposal,
which would, however, have been well worth serious consideration,
as was freely admitted to me at the time by British and Belgian
members of the Reparation Commission. The offer of a gold loan
would have appeared acceptable to them if it had been developed
in greater detail. In particular, the offer lacked a statement to the
effect that the big German industries supported the offer of the
Government and were themselves ready to guarantee the success
of part of the loan: certainly there was no good reason for a flat
rejection of the carefully prepared German proposal.

Mussolini then submitted an Italian proposal for the solution
of the reparation problem, which aso found no sympathetic con-
sideration at the Conference.
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As no practical results could be obtained Poincare moved the
enforcement of sanctions against Germany, particularly the occupa-
tion of the Ruhr District. This was reected by the Conference.
The meeting was then adjourned with a decision to continue the
discussion between the Prime Ministers on 2nd January 1923,

Despitethefailurein London, the German Government, during
the latter half of December, worked feverishly on a comprehensive
offer for the complete solution of the reparation problem. It desred
to prove to the Allies by facts that it took its reparation obligation
in deadly earnest. Numerous financial and industrial experts were
called into consultation and a plan was to be drawn up that would
go to the utmost limit of Germany's capacity. In the course of
these discussons | communicated the outlines of a plan by Sir John
Bradbury of which | had just been informed in London. In essen-
tials it was based on the ideas of the plan which Great Britain soon
afterwards presented at the Paris Conference and at which we shall
presently have to look more closdy. It had been urged upon me
in London that the German Government should take up the British
plan and make it its own, but the German experts reected it as
impossible of execution. They found it very difficult, however, to
agree on a plan of their own, and the German proposals were com-
pleted only during Christmas week. Dr Cuno and his Foreign
Minister, von Rosenberg, wished to publish them at once, even
before the Allies met in Paris, and it was only with difficulty that
they were convinced that under prevailing conditions not even a
moral success was to be expected from any German offer. It would
have been promptly cried down by the Paris Press and was sure to
meet with flat rejection by Poincar e\

The Reparation Commission likewise displayed a sedulous
activity at its Paris office, but not of a constructive character. It
confined itself to denouncing German defaults. After the fiasco of
the London Conference it became more and more apparent that
the only aim of French policy was to s& sanctions in motion
against Germany, which was possble only if the Reparation
Commission established the default of Germany in meeting her
reparation obligations. For the moment, however, it seemed as
if the occupation of the Ruhr constantly threatened by Poincare
was receding into the background. Poincare stated to the Chamber,
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and to representatives of the Press, that the military occupation of
the Ruhr was not the only means to obtain material guarantees from
Germany, and that he was rather seeking to realize his policy of
productive pledges by administrative measures in the Rhine District.

As early as 20th October 1922 the French delegation to the
Reparation Commission had proposed to pronounce Germany's
voluntary default in the delivery of timber to France. The de-
liveries of timber under the Treaty of Versailles had, in fact, been
the object of never-ending contention with the Commission. The
Allies declared that it wasjust by deliveries of timber that Germany,
with her large forests, could do something substantial for recon-
struction. The German Government, on the other hand, pointed out
that the Reich had no timber lands of its own, but had to fall back
on the individual German states which owned the forests, and on the
timber trade, and was therefore entirely dependent on market con-
ditions. As with all other deliveries under the Treaty of Versailles,
so with timber the question of price played an important part.
When an agreement was finally reached regarding the price it
appeared that there would be great delay in delivering the quantities
fixed in the programme of the Commission for 1922. The German
Government had invited public offerings at firm prices made in
paper marks, but had not reckoned with the fact that, owing to the
rapid depreciation of the mark in the summer of 1922, nobody could
furnish the timber at those paper prices. Nor did the Government
take prompt action to raise its bids to offset the depreciation
of the mark, with the result that by the end of the year only a
fraction of the timber ordered had been delivered. So far as France
was concerned, deliveries were in arrear to the extent of 20,000
cubic metres of sawn timber and 130,000 telegraph poles, worth a
few million gold marks.

On 1st December 1922 German representatives were granted a
hearing on the deliveries of timber before the Reparation Commis-
sion. They explained the arrears as being due to the depreciation
of the mark and to various technical difficulties—in particular, to
the fact that the types and dimensions ordered by the Allies were
not customary in the German timber trade. They promised to
make up the deficiency by 1st April 1923. The tone of the nego-
tiations with the German representatives was unpleasant. They
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had the impression—and in this they were justified—that Barthou,
the chairman of the Commission, was trying to set atrap for them
with every question, and were therefore embarrassed and altogether
overcautious in their statements. The atmosphere was already
heavy with thunderclouds. The majority of the Commission had
no longer any desire to reach an agreement, although Sir John
Bradbury did his best for an amicable adjustment.

On 26th December 1922 the Reparation Commission rendered
its verdict. It stated unanimously that Germany had failed to make
the full deliveries of timber to France for 1922. It further found,
against the vote of the British delegate, that this constituted a
voluntary default by Germany under her obligations. With the
British delegate abstaining from voting, it was resolved to notify
the Governments concerned of the decision, but aso to recall
to them that in its letter of 21st March 1922 the Reparation
Commission had stated: " If the Reparation Commission finds, in
the course of 1922, that deliveries in kind called for by France or
by any other Power entitled to reparation have not been effected
by reason of a breach in the procedure of the Treaty, additional
equivalent cash payments shall be exacted from Germany at the
end of 1922 in replacement of the deliveries not effected.” This
communication to the Allied Governments could only be inter-
preted as an indication by the Commission of the way in which, in
its opinion, Germany could and should atone for her default.

The nearer the day approached when the Allied Prime Ministers
were again to meet in Paris the more uneasy grew the Government
in Berlin. It was absolutely bent upon bringing its plan to the
knowledge of the Allied Conference. On 30th December it in-
structed its diplomatic representatives in Paris, London, Rome and
Brussels—by wire—to notify the Allied Governments that a new
tJerman reparation plan had been prepared which would be com-
municated upon request to the Paris Conference by an authorized
representative of the German Government. This message was
officially transmitted to the French Government by the German
ambassador on 1st January 1923. It is important to state this fact
because, in a speech made on 23rd April 1923, Poincare affirmed
that the German offer for the January conference in Paris did not
exist at the time but was concocted after the event.
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CHAPTER XXII

THE CONFERENCE AT PARIS FROM 2ND TO 4TH
JANUARY 1923

| ARRIVED in Paris on 2nd January 1923 with instructions to hold
myself at the disposal of the Conference in case it wished to be
informed of the German plan. Upon making confidential inquiries
in the Reparation Commission, | was advised to withhold communi-
cation of the plan for the moment and to await the developments
of the next few days. | was told at the same time that there wa9
little chance of my being heard by the Conference about the German
plan; France might perhaps leave it to the German Government
to submit her proposals in writing. Nothing remained, therefore,
if I did not wish to upset matters, but to wait quietly for the Con-
ference to express a desire for information regarding the German
plan. No such opportunity arose, owing to the rapidity with which
the Conference was broken off, and none of the Allied Governments
gave any reply to the communication that the German Government
was ready to submit its plan.

At the opening of the Conference, on 2nd January, each of
the Governments represented—excepting Belgium—presented a
reparation plan.

The object of the British plan was to effect a settlement of
reparation in conjunction with the European Interallied debts.
The German debt was to be fixed on the bass of the proposals
which Sir John Bradbury had prepared some time before. Accord-
ing to that plan Germany was to turn over to the Reparation
Commission, in lieu of the 132 milliards of the London Schedule
of Payments, new bonds to the amount of 50 milliard gold marks,
carrying interest at 5 per cent, per annum and repayable at par on
31st December 1954. For the first four years, till 1st January 1927,
all interest was to be deferred, and for the next four years only
4 per cent, interest was to be paid. For the capital value of the
interest so deferred Germany was to issue, on 1t April 1933,
additional 5 per cent, bonds to the amount of 17.31 milliard gold
marks, repayable at par on 31lst March 1965. Upon Germany's
demand, however, a Court of Arbitration was to pronounce, prior
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to 1st April 1933, on the question whether and to what extent the
additional payment was within Germany's capacity.

The total of Germany's annual payments, therefore, was to be
as follows: for the first four years—nil\ for the following four
years—1 milliard gold marks yearly; for the following two years
—2% milliard gold marks yearly; after ten years—31 milliard gol4
marks yearly, or such smaller sums (not less than 2% milliards) as
might be decided by an impartial tribunal.

For the supervision of German finances a Finance Committee
was to be established in Berlin, composed of representatives of Great
Britain, France, Belgium and Italy, as well as of an American and a
neutral member. The German Finance Minister was to preside, but
he was to vote only in the event of the votes of the other members
being equally divided. He was to follow the advice of the Finance
Committee on all questions of currency legislation, budget and tax
laws, genera financial administration, flight of capital and foreign
exchange dealings. The Finance Committee was to leave the German
administration as far as possible in German hands and to refrain
from any initiative in the details of legislation. It was to have
power to antedate the beginning of the annual payment of the
2 milliards to the extent of two years and aso to make various
adjustments in respect of further payments, without increasing,
however, the total German debt. The plan did not provide for
regular amortization, but Germany had the right to redeem the
50 milliards of bonds at a rate of discount which began with 8 per
cent, and was gradually reduced to 5 per cent. The plan calculated
the present capital value of the total German payments thereunder
at from 37 to 39" milliard gold marks. They were intended to
cover all financial obligations of Germany under the Treaty of
Versdilles, not only reparation but aso the cost of the armies of
occupation, amounts due to the clearing offices, the cost of commis-
sions, etc. Germany's deliveries in kind were to be paid for in cash
during the first four years by the receiving countries, or to be re-
duced to a minimum—coke to France, and cod to Italy, with the
possible addition of dyestuffs. The Reparation Commission was
to be dissolved, or continued only as a court of appeal.

Germany was at once to stabilize her currency and restore
budget equilibrium. In the event of any default under the plan she
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was to submit to all measures which might be deemed necessary
by the unanimous decision of the Allied Powers, including military
occupation of further German territory.

The British plan further proposed a settlement of the Inter-
allied debts that had originated between the European Allies
during the war. The American claims against Europe, of course,
were not included in the proposed arrangement, and the loans
granted to the Allies after the close of the war were aso to remain
in force undisturbed.

In return for the cancellation of her war claims Great Britain
demanded, first, the waiving of the Belgian priority on reparation;
and, second, the acknowledgment of France and Italy that the gold
deposited by them in England during the war was to be considered
as forfeited. The amounts involved were about 1 milliard gold
marks in the case of France, and about 400,000,000 gold marks for
Italy, The gold had been sold to America during the war with the
consent of the countries concerned, so that, as a matter of fact,
no such deposit existed any longer in England, a fact which then
became public for the first time. It may be mentioned that the
French gold deposit in England continues to appear to-day as gold
held abroad in the statements of the Bank of France.

In addition, France was to transfer to Britain her share in the
German obligations intended for the payment of the Belgian war
debt. Italy was to transfer to Britain in like manner 1% milliard
gold marks of German obligations. Provision was also made for
the settlement of the debts between the so-called lesser Allies.

The French reparation plan was as follows: France declined
to permit any reduction of her share in the payments due from
Germany under the London Schedule of Payments. A reduction
of the total German debt could only be considered if other Allies
altered their share in reparation in favour of France or granted
priority for the reconstruction of the devastated areas. France
would pay interest and principal on her Interallied debt only after
all expenditure for the reconstruction of the devastated areas had
been covered by German payments. These expenses approximately
corresponded to the French share in the A and B bonds of the
London Schedule of Payments, or to 52 per cent, of 50 milliards—
26 milliard gold marks.
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With this understanding France was ready to assign to the
Allies an amount corresponding to her debt to the Allies, out of
her share of the C bonds of the London Schedule of Payments. She
would further cancel the balance of her share in the C bonds if all
Allies did likewise. Germany could be granted a moratorium only
for two years, and only to a limited extent; but Germany must,
even during the moratorium, pay the expenses of the armies of
occupation and of the Interallied commissions, make the deliveries
in kind required under the Treaty, make payments due in respect
of the clearing offices and arbitral tribunals, etc., as well as carry
out restitutions, and pay a certain amount in cash for reparation.

To secure all of these liabilities guarantees were established.
Deliveries of coal were to be supervised by an Interallied Control
Commission in Essen, under French chairmanship. This commis-
sion was to be authorized to give orders to the coa syndicate and
the German traffic administration. The Allied Governments might
exploit the timber in the state and communal forests of the occupied
territory. For deliveries in kind requisitions might be made in the
occupied territory and the Ruhr District, under the control of the
Rhineland Commission, in so far as Germany was in arrear with
her deliveries. A tax was to be levied in foreign exchange on the
exports from the occupied territory and the Ruhr District. The
customs receipts and the coal tax in the occupied territory and
the Ruhr District were to be seized for account of the Allies; part
thereof was to be collected in foreign currency.

The French plan calculated the German annual deliveries and
payments for reparation during the moratorium at a minimum of
i milliard gold marks. In fact they would have been much higher,
as the cost of occupation, clearing offices, restitution, etc., was also
to be borne by Germany.

Any default by Germany under the foregoing programme was
to involve automatically the following sanctions: (1) military
occupation of the Essen and Bochun districts and such other parts
of the Ruhr basin as Marshal Foch might determine; (2) the
drawing of a customs line east of the entire occupied territory.

It is impossible to estimate what would have been the present
capital value of Germany's total debt under the French proposals
as, in addition to the 50 milliard gold marks which represented
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the minimum of reparation proper, the annual cogt of occupation,
amounting to 220,000,000 gold marks, and the further collateral
liabilities under the Treaty of Versailles, the amount of which
remained undetermined, would also have had to be paid.

The Italian plan conformed to the ideas developed at the
London Conference of December 1922, by Mussolini, who did not
attend the Paris Conference in person. For any reduction of the
German debt a corresponding sacrifice of Interallied debts was de-
manded of Great Britain, by which means it was proposed to reduce
the reparation debt to 50 milliard gold marks. In consideration of
a two-year moratorium Germany was to negotiate forthwith a loan
of not less than 3 milliard gold marks. Part thereof was to be
applied to the stabilization and improvement of the mark, in accord-
ance with the report of the experts called to Berlin in November
1922, whilst the remainder was to be distributed amongst the
reparation creditors. The German banks and German industry
were to guarantee the issue of the loan of 3 milliard gold marks.
When the moratorium had expired, and the German credit had been
rehabilitated, Germany was to fund the reparation payments into
large loans. Early repayment was to be compensated by a higher
discount rate. The Italian plan likewise proposed special pledges,
in addition to the general control represented by the securities
furnished by the Treaty—such as direct collection of cusoms
receipts by the Allies on the frontier of the Rhineland, control of
the Stateowned German forests and the Government mines in the
Ruhr District.

The publication of the British plan created a great sensation
insgde and outsde the Conference. It affronted all the Allies, les
by the proposed settlement of reparation than by the sacrifices it
imposed on Britain's asociates  Belgium resented the demand for
the surrender of her priority, which assured her the right to the
next milliard gold marks out of reparation. France and Italy were
particularly indignant with the demand that their gold deposts in
England should be forfeited.

All but the British representatives in the Conference were
at once agreed that the British plan was completely unacceptable.
Poincare complained to Bonar Law that his proposal, in many
points, violated the Treaty of Versailles, and in fact destroyed it.
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He further stated that the plan reduced the German payments
to an intolerably low figure. Germany might, by an immediate
payment of the total debt, obtain complete release with 27 milliard
gold marks. France would thus receive less than the amount of
her own debt to America, and nothing would be left for the
reconstruction of her devastated aress.

Bonar Law's criticism of the French plan wasjust as sharp. |If
carried through, it would complete the destruction of German credit
and render a settlement of reparation impossible. One had to choose
between the hope of considerable payments by Germany in the
future, as provided in the British plan, and the certainty that, after
a short period of limited payments which might be wrung out of
Germany under the French plan, the possibility of reparation would
disappear altogether. The moratorium which France was willing
to grant did not really deserve the name, as it demanded from the
start annual payments amounting to about 1% milliard gold marks.

The agitated discussions between the Allies lasted only two days,
and as early as 4th January the Conference was closed without re-
sult. The Allied chiefs parted with an exchange of polite phrases,
regretting the negative outcome of the meeting and mutually
assuring each other of continued friendly relations. As a matter
fact, however, the Conference had given public expression to the
deep-seated discord among the Allies, and especially between France
and Britain. Poincare made the significant statement that France
had now regained her liberty of action for the execution of the
signed Treaty.

In the general excitement none of the Allies remembered that
a German reparation plan also existed, for the communication of
which | was present in Paris. To submit the plan without request
would not only have been a gross tactical mistake but also detri-
mental to the German interests. Even the British plan, which,
after all, was based on German payments of 50 milliard gold marks,
had been declared unacceptable by the other Allies. What sort
of chance was there of making a more favourable impression with
the German proposals, which were naturally far outdistanced by
the British plan! The German plan for the Paris Conference, of
which | was the bearer, has never been published. It may be
outlined here, at least in its fundamental provisions.
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Germany offered immediately to arrange an international loan
of 20 milliard gold marks, bearing 5 per cent, interest and 1 per
cent, amortization. Interest for the first four years was to be paid
out of the proceeds of the loan; amortization to commence after
four years. Part of the loan was to be floated in Germany, One-
half of the proceeds of this issue was to be applied to Germany's
own requirements, and especially to the stabilization of the mark.
In so far as the entire amount of 20 milliards could not be covered
by loans by 31st December 1926, it was to carry 5 per cent,
interest and be amortized with 1 per cent, as from that date.

Germany, further, was ready, her capacity permitting, to issue,
after 14 January 1927, an additional reparation loan of 5 milliard
gold marks, also carrying 5 per cent, interest, with 1 per cent, for
amortization. Germany's capacity to do so was to be proved if
the financial syndicate which floated the first large loan was able
to place the additional 5 milliards abroad, by public subscription,
upon normd terms and upon the general credit of the Reich.

After 14 January 1931 Germany would issue, upon the same
terms, a third loan of 5 milliard gold marks. Germany promised
to grant to the loan syndicate all reasonable guarantees, details
being reserved for negotiations with the loan syndicate. In spite
of their doubts as to whether even this offer was not in excess of
Germany's capacity to pay, German industrial and banking interests
would support the Government in the execution of the plan. The
Government would pass the legidation necessary to enlist all the
creative energy and production of the country.

In other respects the plan followed the lines of the German
offer of 14th November 1922.

Had these proposals been communicated to the Allies in the
state of irritation developed during the Conference, all former
experience with earlier German offers gave the assurance that the
qguarrelling Allies would have reunited to enforce common sanctions
against Germany, in pure indignation over German insolence.
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THE OCCUPATION OF THE RUHR






CHAPTER XXII1
FORCE AND PASSIVE RESISTANCE

THE Conference at Paris had scarcely been broken off when
everyone began to speak of the occupation of the Ruhr as of an
event that had now become unavoidable. It was not realized in
those days what nonsensical logic it was for the Allies to occupy
German territory by force because they had failed to agree between
themselves on reparation and their mutual debts. Germany herself
was not by rights a party to the proceedings. It was not a case of
Germany, by her action or omission, rousing the Allied Powers
to wrath which had to find an outlet in new sanctions. Germany
had not been requested at all to express herself in any way at the
Conference. The political differences between Britain and France,
with which Germany had nothing to do, had led to open conflict at
the Paris Conference. That Germany had to endure such terrible
suffering on account of this quarrel between the Allies, which she
was powerless to affect, is one of the worst examples of injustice in
the world's history. The weak was standing by while the strong
were fighting, and received the thrashing.

Some members of the Reparation Commission deliberated with
me in Paris, as early as 5th January 1923, as to what Germany
should do in the event of occupation of the Ruhr. Their advice
to me was that Germany should ask the Reparation Commission to
give an authoritative opinion on the question whether the occupation
was within the Treaty rights of the Allies. Such a ruling would
have to be unanimous, and it would probably not be possible to
attain unanimity. But if the Commission should decline to render
such an opinion, then Germany should apply for temporary admis-
sion to the League of Nations and ask the League to arbitrate. It
was one thing if Germany was alone in declaring the invasion
illegal and another if she was supported by the public opinion of
the world. The German Government did not take this advice, the
utility of which was very questionable in any event.

France this time was bent upon immediate occupation. All
indications pointed in that direction. But what brought Poincare
the irresolute just then to the decision to carry out the threat which
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he had been brandishing for so long that he had finally himself
grown to be afraid of it? This is a psychological puzzle which is
hard to solve. When the Conference at Paris was broken off
Poincare was in a dire dilemma. By the open quarrel with Great
Britain the reparation car had become hopelessly stuck. France
had to try now to collect reparation unaided, and this seemed
possible only by resorting to force.

The decision to occupy the Ruhr is said to have been reached
as follows. In his predicament, Poincare went to Millerand,
President of the Republic, for advice. Millerand, aways under
the influence of the steel-makers centred around de Wendel, who
saw in the occupation of the Ruhr an excellent means of securing
a constant supply of coal and coke for the operation of their works,
advised Poincare that he would now have to proceed in earnest
with his much talked-of occupation of the Ruhr. But Poincaresstill
hesitated. It was only when Le Trocquer, the Minister of Transport,
a nationalist Hotspur and aways an aggressive advocate of the
occupation of the Ruhr, convinced Poincare by figures that the plan
prepared months ago for an enforced French administration of the
Ruhr District under military protection would result in important
and assured reparation profits that Poincard was finally induced to
take the dreaded step.

| cannot vouch for the absolute accuracy of the story, but | have
it from a well-informed source and it sounds probable.

Be that as it may, France moved the Reparation Commission to
declare Germany in default in her deliveries of coal with all speed.
For the occupation of the Ruhr, if the form of legality was to be
preserved, had to be construed as a Treaty penalty for Germany's
violation of her reparation obligations. To this end it was necessary
that the Reparation Commission should establish guilt, and give
notice thereof to the Allied Powers. Thereupon, in accordance
with 8 18 of Annex. Il. to Part VIII. of the Treaty of Versdilles,
the Allied Powers were entitled to adopt economic and financial
prohibitions and reprisals, and in general such other measures as
the respective Governments might determine to be necessary in
the circumstances. The French Government had aways taken the
stand that these measures included the occupation of additional
German territory, and that each individual Power could act on its
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own responsibility. We shall later enter more fully into this legal
guestion.

As we know, the Reparation Commission had a few days before
declared Germany in default in her deliveries of timber, and this
against the vote of the British delegate.  On this offence alone,
however, a case for using the Ruhr occupation as a penalty could
not, even in the opinion of the French Government, be provided,
since the occasion was too trivial. Moreover, the seizure of the
Ruhr District would not increase the deliveries of timber; it con-
tained no timber, but it did contain much coal, and France wanted
more coal and much more coke than she had so far received; so
Germany must be found guilty in the realm of coa deliveries.

In the question of coal deliveries, comparative calm had suc-
ceeded the storms of the first years. The Reparation Commission
had fixed recent monthly deliveries of coal at 1,700,000 tons, and
Germany delivered regularly about 10 per cent. less. Naturally,
complaints were made from time to time about deficiencies—both
as to quantity and quality. In each instance the German Govern-
ment explained that the different qualities of coal—especially coke
—were not available in the quantities required. This ended the
matter in most cases, and, on the whole, conditions were considered
tolerable on both sides. Prior to the Conference at Paris it never
occurred to the Reparation Commission to bring about a conflict on the
question of coal deliveries. According to a memorandum of the
French Government, of 2nd January 1923, the Reparation Com-
mission had demanded for France and Luxemburg for the first
eleven months of the year 1922 a total of 13,864,100 tons. Of
this Germany actually delivered 84.4 per cent.—i.e. 11,710,365 tons.
According to German statements the deliveries were greater, and
amounted to 89 per cent. During the last three months German
deliveries had exceeded even this percentage. Notwithstanding
these facts, coal had to furnish the legal ground for the occupation
of the Ruhr. All other complaints enumerated in the French
memorandum mentioned referred to things of minor importance
—such as nitrates, paving stones and hydraulic construction called
for by the vast Le Trocquer programme. These complaints were,
moreover, too indefinite and not sufficiently supported. The occu-
pation of the Ruhr District, with its coal resources, could best be
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justified before the world by the deficiency in deliveries of German
coal to France.

On 9th January 1923 the Reparation Commission, against the
vote of the British delegate, declared Germany in voluntary de-
fault in deliveries of coal. Technically the Commission was within
its rights, for Germany had, in fact, failed to deliver the full quan-
tities called for, but the Commission had for many months tolerated
in silence the deficiency of slightly more than 10 per cent to which
reference is made above. It was well aware that its demands almost
reached the limits of Germany's ability to deliver. It should not, there-
fore, have lent itself to a sudden use of the question of coa deliveries
as a pretext to justify the military occupation of Germany's most
important industrial centre. All the members of the Reparation
Commission, without exception, realized that the occupation of the
Ruhr was an act of political coercion which would inevitably lead
to an economic catastrophe. It was to the Reparation Commission
that the Treaty of Versailles looked to safeguard the economic life
of Germany and thus to secure that it should continue capable of
paying reparation. The Commission well knew what was at stake
when it declared Germany in default in respect of her coal de-
liveries, and it debased its independent economic authority to become
a political tool of the French Government. The British delegate
was the only member of the Commission who openly opposed the
decision.

Some other members of the Commission must undoubtedly
have had a severe struggle with their consciences. They were,
however, compelled by political pressure to act as their Govern-
ments demanded in order to maintain good relations with a powerful
France.

French and Belgian troops entered the Ruhr District at once,
on nth January 1923. The German Government was notified of
the occupation in identical notes from France and Belgium, in the
following terms.

On account of the default of Germany in the deliveries of timber
and coal it had been decided to send a control commission of
engineers into the Ruhr District in order to supervise the operations
of the coal syndicate, to ensure a strict compliance with the pro-
gramme of deliveries, and to take all other measures necessary for
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the payment of reparation. The Italian Government had likewise
decided to participate in the mission by sending her own engineers.
The Allies at the moment intended no military operation or occu-
pation of a political character; they only sent into the Ruhr troops
necessary for the protection of the mission. There would be no
change and no interruption in the normal life of the people. The
German Government had the greatest interest in facilitating the
work of the mission and the quartering of the troops. |f necessary,
however, coercive and punitive measures would be resorted to. The
Control Commission for the mines and factories was authorized to
demand information of any and all kinds from anyone in the occupied
territory, to enter offices, mines, factories, railway stations, etc., and
to inspect any documents, commercial books and statistics. The
personnel of the German administration and the representatives
of the German industrial and commercial organizations were to
place themselves at the disposal of the mission and to be guided by
its orders under pain of heavy penalties. After nth January 1923 the
distribution oi coal and coke heretofore made by the coa syndicate
was to be placed under the direction of the Control Commission.
The Allied countries and the occupied territory to the left of the
Rhine were to be supplied first; the newly occupied territory
should aso receive an adequate supply.

No mention was made of the requirements of unoccupied
German territory.

The coal syndicate did not wait for the arrival of the Control
Commission and the troops, but moved, with all its records, to
Hamburg.

The German Government, as was to be expected, did not submit
to the orders of the occupying Powers. In its note of reply of 12th
January it declared that it was necessary to tear aside the veil which
France and Belgium sought to cast over the true character of the
occupation. It was contrary to the law of nations and the Treaty
of Versailles. The seriousness of the violation of the Treaty could
not be concealed by giving the occupation a pacific name. The
boundary of the unoccupied German territory had been crossed by
an army organized and equipped for war. This denoted a military
occupation. The German Government entered its solemn protest
before the whole world against the violence inflicted upon a
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defencdess people. It was unable to defend itself againgt force but
declined to submit to the breach of peace, much less to co-operate
in the execution of the Franco-Belgian plans. Responsibility for
the consequences rested with the Governments which executed the
occupation. The evil results were already evident in a further
depreciation of the mark and the rise by leaps and bounds of all
prices in Germany, As long as conditions in violation of the Treaty
and their consequences subsisted, Germany was not in a position
to make payments or deliveries to those Powers which had brought
about the present situation.

The German ambassador in Paris and the German minister
at BrusHs left their posts. Diplomatic relations with France and
Belgium were maintained by charges d'affaires.

By public notice dated 13th January 1923 deliveries in kind
to France and Belgium were suspended. The Reich Coal Com-
missioner, on nth January 1923, had notified all mines in the Ruhr
District that the German Government would make no further pay-
ments for delivery or transportation of reparation coal to France
and Belgium. A few days later he expresdy prohibited the mines
from delivering any further coal or coke to either France or Belgium
—even if the Allies paid for the coal themsaves or made advances
on it. On 19th January 1923 instructions were issued to all func-
tionaries of the Reich and of the dates in the occupied territory
not to comply with any orders from the occupying Powers but to be
guided entirely by directions from their own Government. On the
same day the Reich Minister of Communications issued an order
that the German railway personnel in the occupied territories were
not to obey the French Commander-in-Chief, and that employees
and workmen were prohibited from transporting coal to France
and Belgium.

It was, in fact, a gate of war, with the only difference that no
ressance was offered to the advance of the French and Belgian
troops. The occupation was not confined, as was certainly the
original intention, to the district of Essen, the centre of the coal
region of the Ruhr, but was extended within a few days to the
north and south, aswell asto the districts of Bockum and Dortmund.
In the end almogt the entire coal region of the Ruhr was in the
hands of the French and Belgians.
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Was the occupation of the Ruhr legal or not? This question
has been discussed on all sdes with more or less passon. The
legality of the occupation rested on certain provisons of the Treaty
of Versailless An unpreudiced examination of these provisons
shows that the Treaty gives no such right to France and Belgium.
The occupation of foreign territory is the most extreme measure
that can be taken againg a sovereign State. By itself it creates a
state of war. Thefamous provision of 8 18 of Annex | | .toPartl 11 .
of the Treaty of Versailles—that in the event of Germany's volun-
tary default, apart from economic and financial prohibitions and
reprisals, other measures may be taken—cannot possbly include
the occupation of additional German territory. The occupation of
German territory is dealt with in a separate chapter of the Treaty,
and nowhere in this chapter is any mention made of an occupation
beyond the limits determined by the Treaty. It is therefore im-
possible to assume that § 18, which sands in the chapter dealing
with reparation, was intended, thus incidentally, in a vague and
general provision, to authorize the occupation of additional German
territory. Furthermore, the structure of reparation in the Treaty
is such that the Allies may present and prosecute their claims only
jointly. For this purpose the Reparation Commission was created.
If sanctions are to be applied against Germany they must be decided
and carried into effect by the Alliesjointly. It istruethat § 18 says
that such measures may be taken by the " respective Gover nments,”
but this can only be construed to mean joint action by the Govern-
ments represented in the Reparation Commission and not by any
single one of the Allied Powers. Any action by a single Power on
its own account would disrupt the entire reparation sysem of the
Treaty.

Of the Allied Powers, the British Government, in the course
of time, came more and more tenacioudy to hold the view that the
occupation of the Ruhr could not be reconciled with the Treaty
and was therefore illegal. However, it made no formal protest at
any time, and for political reasons allowed the French and Belgian
action full play. Fundamentally, however, Britain in particular
must share the blame for the way in which the idea of the occupa-
tion was allowed to develop and be trandated into action. It should
be remembered that at the conferences at Spa (July 1920) and at
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London (March 1921)—aswell as in the London ultimatum of 5th
May 1921—the Lloyd George Cabinet used the threat to occupy
additional German territory, especially the Ruhr District, to force
Germany to make reparation payments. Lloyd George not t>nly
threatened the occupation but carried out the threat. Under his
leadership the towns of Dlisseldorf, Duisberg and Ruhrort were
occupied in March 1921, on account of the attitude of the German
delegates at the Conference in London. And when Germany sub-
mitted to the London ultimatum, in May 1921, and a settlement of
reparations—on paper—was effected, the economic sanctions which
had been inflicted on Germany were after some time removed, but
the occupation of the three towns continued.

The military invasion of the Ruhr District was met by the
German people and the German Government with an attitude
which has become generally known as passive resistance. For the
fact that this passive resistance collapsed after six months the
Government of Dr Cuno was later severely censured. But we must
bejust; the policy of passive resistance in itself should not be con-
demned. The German Government owed it to the German people's
sense of justice, aswell as to Germany's figure in the world, not to
submit to France's force but to resist it. Universal contempt would
have fallen upon Germany had she submitted without resistance to
the order of the French commanders in the Ruhr District. Germany,
conscious as she was throughout that right was on her side, would
thereby have placed herself in the wrong and would have accepted
the occupation of the Ruhr as ajust punishment for default in her
reparation obligations. In the eyes of the world she would then
have been adjudged a country without sense of honour. By ready
submission to foreign rule Germany would have forfeited all claims
to political independence. Resistance to the occupation was there-
fore imperative for Germany. The only question to be decided was
how to organize and carry it out. In thisrespect the German Govern*
ment did, indeed, commit mistakes. Under proper leadership the
German people, who in a wave of patriotic enthusiasm and self-
denial took upon themselves all hardships and privations, might have
offered better and more prolonged resistance to foreign coercion
and might possibly have carried it through successfully.

Some of the measures adopted by the German Government in
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the beginning of the occupation were unnecessary and futile. It
was proper, for example, to suspend deliveries in kind; but the
reasons given for the suspension were unintelligent. It should not
have been expressed as retaliation against France and Belgium;
deliveries to all Allied countries should have been stopped, on the
ground that the invasion of the Ruhr District had shattered the
economy of Germany—especially its coa production—and thereby
rendered Germany incapable of making reparation. That would have
been in accordance with the facts, and would have been understood
abroad.

It is, at least, doubtful whether it was advisable to forbid the
German industrials to furnish coa to France and Belgium, even if
paid for by the recipients. In their first alarm at the unexpected
German resistance the Franco-Belgian mission had actually offered
to pay the mine-owners cash for the coal. To accept the offer would
have been an act of political shrewdness. If it was made in good
faith it woulld have hit the occupying Powers in a very tender spot
—their purse—and would have demonstrated at the start the
economic mistake of the Ruhr occupation. And if the offer was a
feint it would have placed France and Belgium politically in the
wrong.

It is also questionable whether it was expedient to summon the
railway employees in the occupied territory to an organized resist-
ance and to enrol all Reich and State officials in the defence. This
provoked immediate and severe counter-measures, and placed in
the hands of the enemy the operation of the railway system and the
administration of the occupied territory.

In consequence of these measures the German Government was
compelled continuously to expend large sums for the maintenance
of idle industries and the support of expelled railway employees and
German functionaries. This imposed a burden which, even with the
greatest economy in the Reich, could not be borne for any length
of time, and which, combined with the further depreciation of the
currency, was bound to lead to an early collapse.

The occupying Powers promptly proceeded to coercive measures.
On 13th and 18th January the Interallied Rhineland Commission
—the controlling body of the Allies in the occupied territory—
issued a series of ordinances seizing the coa tax, the customs
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receipts, the taxes on imports and exports, as well as the revenues
from communal and Government-owned forests, and placing the
distribution of coal under the complete control of the Franco-
Belgian mission. Further ordinances of the Rhineland Commission,
dated 20th and 25th February, established specia Interallied
authorities for the administration of the sequestrated German
revenues. The entire occupied territory was soon completely cut
off economically from unoccupied Germany by customs barriers and
the prohibition of exports.

Simultaneously the military occupation was so far extended
beyond the Ruhr basin that no direct access remained from un-
occupied Germany to the Cologne zone, held by English troops.
Even South German Rhine ports, such as Mannheim and Karlsruhe,
fell into French hands. The refusal of the German railways further
to operate the international trains from France and Belgium through
Germany led at the beginning of February to the occupation
of the important railway junctions of OfFenburg and Appenweier,
which greatly hampered connexions between Northern and Southern
Germany,

All functionaries of the occupied territories, and all railroad
employees who did not comply with the orders of the occupying
forces, were systematically and brutally expelled, with their families.
Many of them were thrown into prison for resistance to foreign
force. Numerous industrial leaders met with the same fate. Arrests
and sentences by military courts were everyday occurrences, A
Franco-Belgian railroad administration—the so-called " Regie "—
assumed the operation and management of the railroads in the
occupied territory outside the Cologne zone, where the German
officials remained. To procure the funds for the cost of the occupa-
tion the Franco-Belgian authorities did not hesitate to seize funds
from the Reichsbank and private banks. Many shipments of cash
en route from unoccupied Germany were captured. In the factories
of the occupied territories the stocks of merchandise, especialy coal,
iron and steel, were confiscated. As the output of coal in the Ruhr
District was gradually coming to a complete standstill, the Franco-
Belgian mission instituted forcible operation in several important
mines. A long succession of bloody encounters between the troops
and the people in the streets, mines and factories made conditions
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worse and worse. Within a short period all economic life in the
Rhineland and Ruhr District was completely paralysed.

The Reparation Commission, too, had to join in the punish-
ment of refractory Germany. On 26th January the Commission
declared that Germany was in general default with respect to France
and Belgium through stopping deliveries for reparation, and that
the provisions of the London Schedule of Payments were again in
full force.

The greatest danger of the occupation of the Ruhr for Germany
lay in the disastrous effect it had upon the currency. In November
and December 1922 the price of the dollar on the Berlin Exchange
generally fluctuated between 7000 and 8000 marks. The mark,
therefore, had shown some power of resistance. From the beginning
of January 1923, however, the price of the dollar rose so rapidly in
Berlin that at the end of the month 50,000 marks had to be paid
for one dollar ! If conditions were allowed to drift in that direction
any attempt at resistance against the Ruhr invasion was vain. There
remained only a choice between unconditional submission and a
determined effort to support the currency, as the nerve centre of
economic life, with every resource. Hermes, the Minister of Finance,
on whom | urged this necessity, promptly decided upon energetic
action for the support of the mark, notwithstanding the failure
of all similar efforts on the part of the Reichsbank in the past.
Dr Cuno, the Chancellor, also promptly realized the demand of the
hour and personally advocated support with all his power. The
Reichsbank, which alone possessed the funds necessary for inter-
vention on the German and foreign exchanges, was difficult to win
over for a comprehensive and energetic operation, as it had no faith
in any lasting success. The other Government departments were
either lukewarm or failed to understand the intentions of the Finance
Minister. It was clear that a real success could be attained only if
it was possible by wholesale purchases of marks on German and
foreign exchanges so to restrict the money market as to deprive the
sellers of marks—among whom owing to the existing panic a good
many business interests in Germany were, unfortunately, included—
of means for further sdles. It was therefore necessary to start with
the sale of large amounts of foreign exchange in order to cover all
marks offered for sde at home and abroad. This was bound not
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only to check the decline of the mark but to cause an upward move-
ment, which would have to be fed until the public also commenced
to sell its foreign currencies and to hold marks. The last severe fall
in the mark had itself created the technical conditions necessary to
make such an operation a material success. On 31st January 1923
the entire floating debt of the Reich—Treasury bills discounted by
the Reichshank—amounted to about 2 billion paper marks. The
entire note circulation of the Reichsbank was aso 2 billions.
Private commercial bills discounted by the Reichsbank amounted
to about 700 milliard paper marks. On the other side the Reichs-
bank had a gold reserve of 1,005,000,000 gold marks—equal at the
rate of exchange of 31lst January to 12% billion paper marks. In
addition, the Reichsbank had at its full disposal some 120,000,000
gold marks in foreign currencies. It received daily from the German
export tax, even in those critical days, from one to two million gold
marks of fresh foreign currency. No funds were required at the
time for reparation beyond the monthly instalments of 50,000,000
gold marks for the payment of the Treasury bills given to Belgium.
The Reichsbank, therefore, had a free hand and ample funds for the
support of the mark. On the basis of the price of the dollar existing
at the end of January, it would have been possible in theory with
180,000,000 gold marks to redeem the entire note circulation of
the Reichsbank, or to extinguish the floating debt of the Reich.
As the printing press had been unable to keep pace with the last
heavy drop of the mark, the circulation had automatically been
reduced to such a degree that a general scarcity of money resulted.
Every purchase of marks was certain to aggravate this scarcity of
means of payment and force people to sell their carefully hoarded
foreign exchange. An immediate appreciation of the mark was
therefore assured as soon as the Reichsbank resolutely undertook
the supporting operation with sufficient funds.

The Finance Ministry of the Reich, however, wanted more than
a momentary success. The improvement in the mark once attained
had to be maintained for severad months at least in order to bring
about a reaction in the inflated prices of commodities and enable
the people to hold out economically in the Ruhr conflict. Only in
that event was there a prospect of so conducting the resistance
against the occupation that an adroit foreign policy might, within
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a few months, enable reasonable negotiations to be opened up with
the Allied Powers. To carry on the conflict in the Ruhr indefinitely
—until perchance France was ready to withdraw her troops—was, of
course, absurd. The object of the resistance necessarily was to con-
vince the other side that by resorting to force they were only doing
themselves economical and political injury and that they could not
hope for an early collapse of German resistance.

The technical exchange operations of the Reichsbank, there-
fore, had to go hand-in-hand with a carefully conducted financial
policy on the part of the Reich. This was the crucial point of the
supporting operation, and at the same time the most difficult part
of the problem. A thorough reorganization of the finances of the
Reich at that time was out of the question. The separation of the
Rhine and Ruhr districts deprived the Reich of an important part
of its revenue and occasioned new and unavoidable expenditure.
Increasing deficits in the budget were, therefore, to be expected,
but by strict economy in every direction they had to be kept at a
minimum. The past year's experiences had shown that reasonable
administration was possible only if the currency remained stable
for at least a few months. To bring this about it was necessary not
only to give sellers of marks at home and abroad confidence in the
strength of the currency, but aso to deprive them of all interest
in arenewed depreciation. Such interest, unfortunately, existed so
long as the Reichsbank made no change in the credit policy which
it had hitherto pursued. During the continued decline of the mark
commercial and industrial interests had learned to an ever-increasing
extent that no more profitable business existed than to obtain a
credit from the Reichsbank in paper marks by discounting com-
mercial bills, promptly to invest the proceeds of the credit in
commodities or, if possible, in foreign exchange, and then to repay
the debt to the Reichsbank at maturity at a handsome profit in
paper marks which, in the meantime, had further declined. What
was thus done on a large scae with the Reichsbank naturally de-
veloped into ageneral practicewith all public and private institutions
of credit, especially with the banks. It took a remarkably long time
before this evil business practice was generally recognized and held
up to public obloquy. It could only be extirpated if the Reich
decided promptly to break with its paper-mark system and to place
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the currency on agold bass. The Government and the Reichsbank
heretofore had always recoiled from this radical cure, which had of
late been urgently recommended from various sides, because they
feared the evil results upon German economy of a sudden returntoa
gold bass Havenstein, the President of the Reichsbank—the model
of a conservative gentleman in all his thoughts and deeds—clung
tenacioudy to the old mark currency. He continued to hope that
the settlement of reparation would some day restore the mark, and
he was unable to grasp that the traditional credit policy of the
Reichsbank was being systematically exploited in important business
quarters.

When, at the end of January 1923, the decison was reached
to support the mark, Hermes, the Minister of Finance, asked the
Reichshank to grant further credits, for the present, not in paper
marks, but only on a gold bads. Thisthe Reichsbank, supported by
the opposition of the Minister of Commerce, declined, in considera-
tion of the welfare of commerce and industry. It only promised
to limit commercial credits as far as possble. In this connexion
Havenstein, not without justice, pointed out that the alarming
increase in the note circulation was due, not so much to the liberal
credits extended by the Reichsbank to private interests, as to the
ever-increasing deficit in the budget of the Reich. He urged, on
his part, that the Reich should practise the most rigid economy in
all of its administrative branches.

Thus the Reich and the Reichsbank finally entered upon the
struggle for the mark with energy and good intentions, but took
no comprehensive measures to ensure a lasting success

The support of the mark was inaugurated simultaneously, on
3lst January 1923, in Berlin, Amsterdam and New York. After
some initial difficulties it met with an unexpected successs When
the Reichsbank had thrown about 100,000,000 gold marksworth
of foreign currency on the market the public at home and abroad
became convinced that the operation was this time serioudy in-
tended. The price of the dollar declined in fourteen days from
50,000 to less than 20,000 gold marks, and after some fluctuations
held steadily around 21,000 marks until 17th April 1923. This
sudden turn naturally brought difficultiesto commerceand industry
and heavy losses to many who had speculated on a further fall of
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themark. Asthe Reichsbank bought all marks offered, the scarcity
of money increased to an unprecedented extent. There were days
when even the largest German banks were unable to obtain the
necessary currency. This, however, was unavoidable, and had, in
the common interest, to be accepted as part of the bargain. The
continued pressure on the money market soon led to the sale by
German business interests of large amounts of foreign exchange,
which the Reichsbank took up at declining prices. In the beginning
of March it was calculated that the cos of the supporting action to
the Reich and to the Reichsbank did not exceed some 20,000,000
gold marks in foreign exchange. Thereafter the price of the mark
maintained itself for a time and the attacks on the mark ceased,
from utter exhaustion of the adversaries.

The truce, however, was of short duration. The well-informed
wer e awar e that new and serious dangers wer e threatening the mark.
Notwithstanding the material improvement in the currency the
floating debt of the Reich had increased, from the end of January
until the end of March 1923, from 2 to 6*6 billion marks. Within
the same period the note circulation of the Reichsbank expanded
from 2 billions to $'$ billions, and the commercial credits from
697 to 2372 milliards. Thismeant a complete reversal of conditions.
With the dollar at 20,000 marks a note circulation of 5.5 billion
marks represented a value of 275,000,000 dollars—or more than
the entire gold reserve of the Reichsbank. The scarcity of money
had gradually disappeared; the Reich and the Reichsbank in this
brief interval had lavishly placed at the digposal of business immense
amounts in marks. A central agency of the Reich, especially created
for the purpose, paid into the occupied territory practically every-
thing that was demanded for support. The Government railways
required daily, on an average, the equivalent of 2,000,000 dollars
to cover their operating deficit. The Minister of Finance, who
had no control over these administrations, repeatedly and urgently
protested against such mismanagement, but his warnings were of
no avail. Even the Chancellor, Cuno, was powerless againg the
indolence of the other departments of the Reich. The only answer
was that it was impossible to curtail the expenditure of the occupied
territory and therailways.

With the growing, e in the money market, demands on the
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Reichshank for foreign exchange steadily increased. The bank
maintained the dollar steadily at 21,000 marks and anxiously
avoided any fluctuations. It soon became apparent that the dollar
would decline no further and that the purchase of foreign exchange
from the Reichsbank at that bottom price offered an opportunity for
a sure and liberal profit. For the business world correctly argued
that the increase in the note circulation and the floating debt was
an avalanche which would eventually force the Reichsbank to sus
pend the purchase of marks for lack of funds and allow a free course
to the upward tendency of foreign exchange.

The Finance Minister, Hermes, endeavoured to obtain further
means for the support of the mark through the issue of 50,000,000
dollars of threeyear Treasury dollar-notes, guaranteed by the
Reichsbank, subscriptions to which were payable in foreign exchange.
But the isuue of this firg-class security, which later was much in
demand, was at first a failure. Only a little over one-quarter of the
issue was subscribed and great pressure had to be used to induce
the banks to take the remainder in order to conceal to some extent
the failure. From that time onwards—the end of March—the
situation became untenable.

The Reichsbank spent daily, for the support of the mark, more
than 20,000,000 gold marks in foreign exchange. But when, on
18th April 1923, demands for exchange reached over 60,000,000
gold marks, the Reichsbank declared itself unable to meet this
demand in full. On that day the dollar rose to 25,000 marks,
reaching 30,000 marks on the following day. This meant, in effect,
the breakdown of the supporting operation, though the fact was
not as yet publicly admitted. In order to continue the struggle for
the mark, the Reichsbank was now compelled to encroach, either by
pledge or sale abroad, upon its hitherto untouched gold reserve.

The initial success of the support of the mark attracted much
attention abroad. No one had believed that the German Govern-
ment poseessed  aufficient strength for such financial resistance.
The French Press showed evidence of keen disappointment and of
a growing uneasness as to whether or not the occupation would
bring the desired results—namely, the submission of Germany to
the military and political pressure of France. Poincare and Theunis,
the heads of the occupying Powers, met several times to consult on

188



FORCE AND PASSIVE RESISTANCE

the continuance of the Ruhr policy. After their first meeting at
Brussds, on 14th March, a rather colourless statement was issued
to the effect that the Ruhr District would not be evacuated on mere
promises on the part of Germany, but only as and when she fulfilled
her reparation obligations. On 13th and 14th April another con-
ference took place in Paris. Now the wind blew sharper: not only
were the resolutions of Brussds confirmed, but the application of
new coercive measures—until Germany consented to make direct
proposals for reparation—was announced. At the same time, the
following programme for the exploitation of the occupied territory
was adopted.

The goods confiscated in Germany were to be sold by the
French and Belgian authorities and the proceeds deposited with a
specially created office, the " Caisse de compatibility des gages."
Out of these funds the cogt of occupation and collection was to be
paid and the balance turned over to the Reparation Commission.

All these proclamations served as a dignified screen for France's
embarrassment, but they were really addressed to Germany. The
task of German policy was now to find and utilize an occason for
negotiations. As every new German offer to the Allies could be
interpreted as a sign of weakness, this was difficult. Feelers for an
understanding, however, from both France and Belgium were not
lacking. Direct negotiations with the French Government were, of
course, hardly possible, owing to the stubbornness of Poincarf. For
a long time the German Government was undecided as to whether
it should take the initiative for new negotiations. It quietly elabor-
ated the reparation plan which had been held in readiness for
the Conference in Paris, in January, and tried to find out, through
Swiss and Belgian channds, whether an understanding on the
bass of these new German proposals was possible, and whether
the Belgian Government would approach France in connexion with
them. Belgium did not dare to do so, but recommended Germany
to communicate with the French Government direct.

On the whole, the outlook for a settlement of the conflict was
not bad. Loucheur was working for a settlement. He went to
London early in April, visited, among others, Lloyd George, and
launched in The Daily Telegraph a reparation plan of his own.
Poincaref, however, who had first permitted the journey, los no

189



FORCE AND PASSIVE RESISTANCE

time in disavowing this attempt to bring the parties together.
He likewise sucossded in thwarting the preparation of a Delacroix-
Barthou reparation plan. The suggestion for this plan had eman-
ated from the Begian Government, and Poincar had expressed
his approval of the suggetion to Prime Minister Theunis when
they met in Paris on 13th April. All this intriguing did not
improve the rdations between the Allies. Even in France disstis
faction with the serility of Poincare's policy was visibly growing.
The German Government, however, was unable to strike the right
ocourse in those critical days Only when Lord Curzon, on 20th
April, made a spexth in the British Parliament which could only
be interpreted as an invitation to Germany to make new reparation
proposals with guarantees did Berlin nerve itsdf to take the difficult
decison.
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CHAPTER XXIV

UNSUCCESSFUL GERMAN OFFERS: UNSUCCESSFUL
BRITISH MEDIATION

ON 2nd May 1923 the German Government addresssd a note with
a new doffer to the principal Allied Powers, and to the Government
of the United Sates of America. The result wes fatal.

In order to undergand the offer a knowledge of the higory of
its devdlopment is necessary. It was intended to offer 30 milliard
gold marks as Germany's total payments under the Treaty of
Versilles, to be efected by way of several international loans and
by ddiveries in kind. A large loan of 20 milliard gold marks was
to be issued at once if possble The interest on the loan for the
firs four years was for the present to be paid out of the principal
in order to afford Germany a respite from cash payments An
impartial covit of arbitration was to decide on the payment of
the interes 0 deferred and on the issue of the subssquent loans.
In the event of the Allies finding the offer too low a committee
of international experts was to determine Germany's capacty to
pay, in accordance with the suggetion made by Mr Hughes,
the American Secretary of Sate in a gpexth deivered at New
Haven on 29th December 1922. The following guarantess were
contemplated:

1. For ddiveries in kind, long-term contracts of deivery by

the German indudtries,

2. For cash payments a general mortgage on the German
Government railways, which were to become an in-
dependent economic body, aso certain revenues of the
Reich, such as cugoms and the tobacoo tax and alcohal.

In the ddiberations of the Cuno Cabinet this smple and definite
plan was drangdy didfigured and diluted to mest the misgivings
subbornly voiced by several minigers as to its effect on internal
politics  The provison for principal and interest was expressd
with so many restrictive dauses that the real value of the 30 milliards
offered ssamed much less The lien on the railroads and the pledge
of certain Reich revenues dissppeared from the draft of the offer,
indead of which, the Government declared in general terms its
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readiness to furnish special guarantees to be agreed upon in nego-
tiations with the international loan syndicate and the Reparation
Commission. The Government further offered to enlist, by the
enactment of the necessary laws, the entire German economy for
the security of the loans. The Hughes proposal to have Germany's
capacity determined by international experts was only timidly
referred to.

The very opening of the German note sharply emphasized the
fact that passve resstance would continue until the evacuation of the
territory occupied outside the terms of the Treaty of Versailles, and
until the restoration of conditions in the Rhineland in accordance
with theTreaty. And at theend it wasrepeated: the starting-point
of negoatiations must bethe prompt restoration of the status quo ante,
which should include the liberation of German prisoners and the
return of the banished to their homes and positions.

To meet the French demand for political security the note
further declared that the German Government was then, as always,
ready to enter into any agreement designed to secure peace on the
bass of reciprocity, and particularly an agreement for the settlement
of controversies between France and Germany by arbitration.

Finally, the offer was made contingent upon the stabilization
of the currency and German equality in international commerce.
These last conditions had formed part of every previous German
offer and were sufficiently well known.

The entire German note, in almost every word, was a com-
promise between external necessties and internal considerations.
It was given itsfinal form only after endless deliberations; and then
it was made public with nervous and needless haste. The Finance
Minister, Hermes, who was ill at the time, raised serious objections
at the last hour againg both the contents and theform of the note,
but his objections did not prevail.

The offer created surprise even within Germany; abroad it was
everywhere rgected as usdess. France and Belgium momentarily
forgot their differences over the Ruhr question and sent their joint
reply as early as 6th M ay, after a further Conference in Brussds.
This reply was evidently Poincard's own composition. He treated
the German offer in the style of hisweekly Sunday sermons, with the
same scornful hatred of which, in all his dealings with Germany,
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he disclosed such a perfect command. To him the German reply
from beginning to end was nothing but " athinly veiled expression
of systematic opposition to the Treaty of Versailles/' to which
Germany was committed by her signature. The declaration that
Germany would continue the passive resistance was met by
Poincare with the answer that the resistance did not originate with
the people, but that the German Government itself had organized
bloody encounters, attacks on the French garrison, acts of sabotage
and common crimes in the Ruhr District.

The French and Belgian Governments now officially announced
that they would consider no German offer as long as the resistance
in the Ruhr District continued, and that they would evacuate the
newly occupied territories only as and when Germany discharged her
reparation payments.

The rejection of the German offer on 13th May by Britain
and Italy was courteous in form, but very positive in terms. Both
Governments expressed keen disappointment at the form and
substance of the German proposals: the amount of the offer was
unsatisfactory and the guarantees were too vague.

The offer—which had been decided upon by the German
Government after so much delay and hesitation—thus proved a
completefailure. Itintensifiedtheexternal political conflict, reunited
the dissenting Allies and presented Poincard with the slogan that
Germany must submit by discontinuing passive resistance before
negotiations could be started. The Cuno Cabinet was thus at the
end of its tether; after its solemn declarations it could not abandon
passive resistance, even though it led to ruin.

The position of Germany now became desperate. The complete
isolation of the occupied territory by passport and customs barriers
intensified the daily growing economic distress. The depreciation
of the mark continued at an alarming rate, despite all the efforts of
the Reichsbank to support it, whilst the price of commodities and
rates of wages rose with equal rapidity to dizzy heights.

But Germany's impending collapse was becoming a source
of grave apprehension to the Allies themselves. While Poincare,
with sullen determination, aimed unswervingly at the submission
of Germany, trying in the meantime to extort as much money
and deliveries as possible from the occupied territory, the Belgian
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Government for some time had been endeavouring to bringthe Ruhr
adventure to a reasonable conclusion. Since the drafting of a Franco-
Belgian plan of reparation was, as previously stated, systematically
thwarted by Poincare, the Belgian Government had a plan prepared
independently, which has become known under the title of " The
Belgian Notes." These notes did not attempt to fix the total
liability of Germany for reparation, but to estimate the amounts
which might be made available for reparation annually from certain
specified revenues of the Reich. According to the notes there
would be available:

GoldMarks

From the German railroads, to be leased to

an operating company . . . . 1,000,000,000

From taxes on the consumption of—

Tobacco . . . 450,000,000
Beer . 200,000,000
Alcohol 600,000,000
Sugar 130,000,000
Salt . 70,000,000
Sundries 80,000,000

1,530,000,000

3. From ddliveries of coal 340,000,000

Total per annum 2,870,000,000

The notes further included in their estimate a tax payable for
reparation of 25 per cent, of the profits of German industrial and
commercial enterprises. The yield of this tax from corporations
alone was esmated at 250,000,000 gold marks. Despite all these
payments, according to the authors the budget of the Reich could
eadly be kept in balance,

" The Belgian Notes" were transmitted to the French Govern-
ment on 9th June 1923.

In Britain Bonar Law had in the meanwhile withdrawn from
the Government on account of ill health, and had been succeeded
by Baldwin. As a result the attitude of Britain in the reparation
guestion became more active. When the German Government,
completely at a loss how to take up the broken threads of inter-
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national negotiation after the fiasco of its note of 2nd M ay, failed
to find the proper way of elucidating its misunderstood reparation
plan, the German memorandum of 7th June 1923 took shape under
British influence. This memorandum, which wastransmitted to the
Alliesand to the United States of America by identic notes, is short
and clear. With a precison which was welcome, it supplemented
the German note of 2nd M ay by the offer of definite guarantees
for reparation. It proposed that the railroads of the Reich should
become independent and issue first mortgage bonds on the property
of the railways to the amount of 10 milliard gold marks, bearing
interest at the rate of 5 per cent, from 14 July 1927. Thus an
annual payment of 500,000,000 was secured by therailroads. The
same amount was to be provided, beginning 1¢ July 1927, by a
first mortgage on theentirereal property of German industry, banks,
commerce, transport and agriculture. Additional security was
offered by customs receipts on articles of consumption and the taxes
on tobacco; beer and sugar, as well as the revenues from the alcohol
monopoly. The income from these duties and taxes was reported
to have been 800,000,000 marks for the year preceding the war.
The memorandum proposed that more detailed discussons of
Germany's capacity to pay should be reserved for oral negotiation,
and repeated the request that a conference should be called for that
purpose.

Since the German note of 2nd May, Poincar6, faithfully sup-
ported by a submissive Paris Press, had obstinately taken the stand
that, before the cessation of the passve resstance, reparation must
not be discussed, even between the Allies. Shortly before the second
German offer of 7th June, however, he was compelled to yield to
Anglo-Belgian pressure and to agree to a further personal discus
sion with Theunis at Brussds. The result was, as usual, publicly
announced to be that the Belgian and French Governments were
in complete accord regarding the handling of the Ruhr question,
and maintained their former decisons without qualification. Asa
matter of fact the difference between the French and Belgian aims
had become more pronounced in Brussds. Belgium considered
the occupation of the Ruhr only as a means to an end, designed to
bring about a solution of the reparation question by pressure on
Germany, after which theRuhr District would beliberated. Poincare
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also wanted to force Germany into submission, but thereafter to
retain the Rhine and the Ruhr and develop the system of their
economic exploitation through Allied organs. From his point of
view, therefore, negotiations regarding reparations were inopportune
at the time. Al the same, Theunis did at least obtain Poincare's
consent in Brussels to the transmission of " The Belgian Notes"
to Great Britain and to the resumption of discussions between the
Allies.

The German memorandum of 7th June acted, of course, like
a red rag on Poincare. On the very same day he instructed his
ambassadors in London, Rome and Brussels to announce that
the German note was wholly unacceptable. In the first place, it
contained no engagement to ceese passive resistance; secondly,
it offered no definite amount; thirdly, it aimed at displacing the
Reparation Commission in favour of international experts and a
conference; and fourthly, it mentioned only theoretical guarantees,
which were not to be turned over to the creditors, and offered no
security. Poincare, however, was induced by Belgium and England
to refrain from making an immediate reply to Germany and to
consider the necessary steps with the Allies. But at heart he re-
mained his old self. In a note of 10th June he notified London and
Brussels that Germany must first be compelled to cease her passive
resistance before any reparation programme could be prepared, and
then Germany would have to resign certain sources of revenue to
the Allies. His list of demands was as follows:

(1) the railroads on the left bank of the Rhine were to be
transferred to a company in which France, Belgium and
England and, possibly, the inhabitants of the Rhineland
should participate;

(2) the big German industrials must transfer to the Reich
certain coal mines in the Ruhr District, in order that they
might likewise be operated by an Interallied company;

(3) deliveriesin kind wereto be resumed in specified quantities;

(4) customs dutieswere to be collected in gold and handed over
to the Allies;

(5) an export tax of 26 per cent, in foreign currency was to be
levied on the large German associations of producers and
transferred to the Allies;
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(6) in the occupied territory the customs duties and the export

tax were to be collected by the Allies themselves;

(7) the Ruhr District was to be evacuated only in proportion

as Germany made her payments for reparations.

The British Government was now in a difficult position. Now,
as before, it firmly maintained that the whole Ruhr Occupation was
a violation of the Treaty, but having permitted it without protest
it was compelled to come to terms with the facts. To use force
against France was out of the question. An open rupture with
France would have indefinitely delayed the adjustment of European
affairs. Britain was therefore compelled to make amicable progress
with Poincare in an endeavour to end the German resistance in a
way that would be tolerable for Germany and promote the solution
of the reparation problem. The British Government therefore did
not, in principle, decline the French suggestion that it should ask
Germany, in the name of the Allies, to cease her passive resistance.
It requested the French Government, on 13th June, for further
information as to the scope of the French demands, and wanted to
know, above all, what Poincare understood by the cessation of
passive resistance. At the same time it indicated its own misgivings
regarding the French demands. To this Poincare, on 29th June, sent
a reply which deserves a specia place in the history of reparations.
He passed the following judgment on Germany:

" England has an entirely erroneous conception of Germany.
One cannot deal with Germany on terms of equality and one must
not expect Germany to live up to a voluntary agreement. Germany
has aways attempted to evade her obligations, because until now
she has not been convinced of her defeat. France has learned by sad
experience that Germany as a nation will keep her word only under
the pressure of necessity, and only when she realizes that she is
dealing with a superior Power, and this she has never realized since
1919. The Allies have never obtained anything from Germany
except when they were united and have threatened to apply force.
After the Conference at Spa, Germany, under the threat of the occu-
pation of the Ruhr, made normal deliveries of coal for some months,
but reduced them as soon as she thought the danger of an invasion
had passed. In May 1921 Germany accepted the London Schedule
of Payments only under Allied threats. But since, after payment
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of thefirst milliard, the economic sanctions wereremoved Ger many
has not ceased to agitate for a moratorium and the reduction of her
debt. To bring this state of thingsto an end, Belgium and France
marched into the Ruhr District. If England now actsasmediator,
Germany will surely proclaim that she was the stronger and that
she forced her will upon the Allies. She will keep her future
promises no better than her past ones. Germany must first learn
that she is really vanquished. England's fear that the occupation
of the Ruhr would bring about Germany's completeruin isground-
less;, only the facade has been destroyed, because Germany has
deliberately annihilated her credit and her currency. The whole
world knows that the Germans systematically keep the equivalent
of their exports abroad in foreign exchange, that the taxes—for the
benefit of big industry with its avaricious and grasping interests—
are not properly collected, that the collapse of the mark stimulates
German exports and cancds all internal German debts, whilst the
middle-class rentier disappears and is forced to become an active
producer; that all profits from agriculture, commerce and industry
are invested in real valuesand increase Ger man capital. |f Germany
really wishes, she can readily balance her expenses and her income,
and with no debts except reparation will then be the least burdened
and richest of all the countries of theworId.

" As Germany will do nothing except under compulsion, com-
pulsion must continue, and be carried through without weakness.
France will, therefore, have nothing to do with measures which, on
the pretext that passve resisance has been abandoned, are intended
to lessen the pressure of the occupation. The pledge must not be
redeased until Germany has met all her obligations. Above all, the
pressure must fall on German industry, as the heart of the resist-
ance and an ever-present menace to French and Belgian industries.
The sources of revenue created by the exploitation of the occupied
territory must be retained permanently. France can begin the
payment of her own war debts only when the devastated regions
have been restored and when the burden of reconstruction has
disappeared from her budget."

In a note accompanying his reply to the British Government
Poincare drew special attention to the fact that England herself
had formerly consented to, and participated in, the occupation of
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additional German territory. To the specific points of the British
questionnaire of 13th June he made no answer.

With this fanatical outburst of Poincare no progress was pos-
sible in reparation. The answer of Belgium to the British note of
13th June was aso a disappointment. The British Government
therefore decided itself to propose the draft of a reply of the Allies
to Germany. In his note to France and Belgium of 20th July
Lord Curzon stated that in the opinion of Great Britain and Italy
the German proposals of 7th June deserved careful consideration.
The international situation was becoming daily more acute. The
occupation of the Ruhr, whether justified or not in its conception,
had failed to produce the desired effect. The steady decline of the
German currency rendered it impracticable for Germany to meet her
liabilities under the London Schedule of Payments. Something
had to be done to restore the economic life of Germany. If passive
resistance was the main obstacle, Britain was prepared to propose
its abandonment to the German Government. No success, however,
could be expected unless Germany's capacity to pay was examined
and the Ruhr restored to that condition which would enable it again
to become an area of fruitful production. The British Government
therefore recommended:

(1) abandonment of the policy of passive resistance;

(2) resumption of the civil administration of the Ruhr District

and its progressive evacuation ;

(3) the setting up of a body of impartial experts charged
with the duty of advising the Allies and the Reparation
Commission as to Germany's capacity to pay and as to the
mode of payment to be prescribed, the co-operation of an
American expert and the hearing of German experts;

(4) expert advice to the Reparation Commission as to the
economic securities and guarantees to be pledged by
Germany to the Allies;

(5) early Interallied discussions regarding a comprehensive plan
for a general and final settlement of reparation;

(6) evacuation of all German territory occupied outside of the
limits set by the Treaty of Versailles as soon as the economic
guarantees had been put into effective operation.

A draft of the reply to the German Government was attached
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to the British note of 20th July. Chit of caution it was couched
in very general terms, in order to cover up as far as possible the
disagreement between the Allies. Britain encouraged Germany to
continue on the road recently entered upon, but made the abandon-
ment of passive resistance an absolute condition for any advance
by the Allies, and emphasized the fact that provision would have
to be made, not only for guarantees, but aso for some form of
international control over German finances.

Placed between France and Great Britain, Belgiumwas in a cleft
stick. She would have been glad to see an end to the unbearable
conditions in the Ruhr District, but could not dissociate herself
from France, to whom she had lately tied herself still more by the
acceptance of a French loan for the support of the Belgian franc.
It required the most convulsive efforts on the part of Belgium so
to tack between her big Allies as to avoid collision on either side.

The Belgian and French replies to the British proposal were
presented in London simultaneously on 30th July. Belgium laid
stress on the fact that the German debt could be reduced only if
either the Interallied debts were cancelled or the devastated regions
given a priority in reparation. In all other respects Belgium was
ready to consider the British ideas regarding reparation.

The reply of France, however, as aways, displayed the stiff-
necked attitude of the unyielding creditor :

" An eye for an eye, a tooth for a tooth. In strict accordance
with the precedent established by Germany in 1871, the Ruhr
District will be released only when Germany pays. The Reich must
be brought to such a state of distress that it will prefer the execution
of the Treaty of Versailles to the conditions created by the occupa-
tion. German resistance must cease unconditionally, without any
compensation. Germany's capacity to pay cannot be established at
all in presence of the present confusion in her economy. Further-
more it is absurd to fix it definitely, as it is continually changing.
The German Government will never recognize any amount as just
and reasonable, and, if it does, it will deny it on the following day.
In 1871 nobody in the world cared whether France considered the
Treaty of Frankfortjust and possible of execution. A nd what about
the investigation of Germany's capacity to pay by impartial experts?
What does impartial mean? Who has to select the experts? What
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will be their relation to the Reparation Commission? Even Lloyd
George, in January 1921, rejected the recommendations of the
experts which were assembled at Brussdls, and declared that he
attached no value to them. What is to be done in the Ruhr
District after the abandonment of passve resistance cannot be
decided now; it depends entirely on the attitude of the Reich and
the German people.”

Lord Curzon did not conceal his keen disappointment with
the Belgian and even more with the French reply. He bitterly
resented the fact that Poincare did not devote a single word to the
British draft of a reply to Germany. On 2nd August he announced
in the House of Lords the publication in full of the notes exchanged
between the Allies, in order to make known to the world the
dimensions of the problem and the urgency of its solution.

In subsequent notes to the British Government, the Belgian
Government endeavoured to explain its position; it proposed an
oral discusson of reparation between the Allied ministers, on
the bass of " The Belgian Notes" The French Government
maintained slence.

On nth August Lord Curzon addressed a further note to
France and Belgium, in which he once more discussed the whole
problem in all its aspects, and clearly analysed, from the English
point of view, the various issues between the Allies. He declined
to purchase the consent of France and Belgium to an investigation
of Germany's capacity to pay by granting them financial advantages
at Great Britain's expense. The devastated areas had no just
claim to priority over other war damages, such as British interests
had suffered by the destruction of ships.

The Reparation Commission in its present composition, with-
out American participation—this is explicitly stated in the British
note—had become in practice an instrument of Franco-Belgian
policy alone. The impartial experts should not be sdected from the
Allied countries alone, but should include representatives from the
United States, from neutral countries and from Germany. The
Reparation Commission as well as the principal Allied Powers had
repeatedly established the fact that it had been impossible for the
German Government to fulfil certain obligations forced upon it by
the Treaty.
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The highest legal authorities in Great Britain had advised the
British Government that Germany's juridical objections to the
occupation of the Ruhr were well founded. The British Govern-
ment had not on former occasions employed the threat of the Ruhr
Occupation on the ground that the reparation clauses had been
violated; it had rather employed the threat in the same way as it
might have threatened war. But even the threat of war could be of
no avail, because Germany's will to pay, on which pressure was to
be brought, had no significance when her capacity to pay had been
annihilated through the Ruhr Occupation. France after the war of
1870-1871 had to pay only 4 milliard gold marks. The claims for
reparation arising from the World War were thirty-three times as
great. A parallel with 1871 could not be drawn for the further
reason that France, thanks to her credit, had then had no difficulty
in obtaining the necessary loans, while it was wholly impossible for
Germany to obtain loans abroad.

Great Britain again declared her readiness to reduce her claims
against the Allies and against Germany to 14.2 milliard gold marks
—an amount which represented the capital value of the debt of Great
Britain to the United States. Even of that amount Britain would
remit to the Allies whatever she received from Germany towards it.

The methods of the French and Belgian Governments of collect-
ing reparation were doomed to failure because, in spite of all the
seizures made in the Ruhr District at enormous cost, the proceeds
were less than in the preceding year. Things might finally go so
far as to force Great Britain to separate action in the interest of an
early settlement of reparation.

Never before had the deep rent between Great Britain and
France been exposed to such a sharp light as in this note of nth
August, and never had the two Allies publicly told each other such
serious truths as in this whole memorable exchange of notes. It
affords a deeper insight into the difficulties of the reparation problem
and into the difference in the attitude of mind of the two countries
than long treatises. It throws a glaring light on the development
of events which had heretofore remained more or less in the dark.
| have therefore thought it necessary faithfully to reproduce here
the most important and interesting passages of that exchange of
notes.
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Poincare replied, on 2oth August, with a note which in
explicitness, frankness and asperity leaves nothing to be desired.
As a clever attorney, he proved that L1oyd George had threatened
and applied the occupation of additional German territory just as a
means of pressure to extract reparation. He further endeavoured
to make it appear that Germany had persistently evaded payment
for reparation and was herself responsible for the collapse of her
currency. As onejustification for the French decision to remain in
the Ruhr District until Germany had paid her entire debt he stated
that otherwise the remark made by Lloyd George at the London
Conference on 3rd March 1921 would come true: "The victors
would have to pay the cost of defeat and the vanquished would
reap the fruits of victory."

This political brief of Poincare, with all its dialectical skill, again
discloses an utter lack of economic understanding. With the logic
of juridical formalism it obstinately clings to the demand which
Poincare steadily proclaimed: " The Treaty of Versailles must be
executed"

This ended the very instructive, but practically usdess, exchange
of notes between the Allies in the summer of 1923. The efforts of
the British Government to re-establish unity of action between the
Allies in the reparation question had failed. Germany received no
reply whatever to her note of 7th June, in which, on the advice of
Great Britain, she had made far-reaching offers. Poincar6 remained
victorious all alongtheline.
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CHAPTER XXV
THE CESSATION OF PASSIVE RESISTANCE

IN the meantime the decay of the currency and the economic life of
Germany spread disastroudy, as is best illustrated by the fluctua-
tions of foreign exchange. The official prices of the dollar on the
Berlin Exchange wer e:

Middle of June . . . 100,000 marks
Middle of July . . . 200,000
8th August . . . 5,000,000 ,
Middle of September . . 100,000,000

9th October, more than . . 1,000,000,000,000

There was no stopping this fall: the German mark was con-
demned to become absolutely worthless. Nevertheless, the Govern-
ment and the Reichsbank continued their vain efforts to erect a dam
againg its destruction. As early as June 1923 everybody had lost
belief in the efficacy of these efforts to support it. The maintenance
of the occupied territory, which was paid for almost entirely by
the Reich, swallowed up amounts which, stated in paper marks,
approached infinity. The operating deficits of the Reich's under-
takings, particularly of the railroads, increased in the same manner.
Notwithstanding all new tax ordinances the revenues of the Reich
covered only a dwindling fraction of its expenditure. Every week,
and finally almost every day, the salaries and wages in public and
private enterprises had to be increased. The printing presses had
long been unable to meet the demand for circulation by the issue of
new bank-notes. Industry, agriculture and tradefinally refused to
continue to sell any of their goods for paper marks. This brought
on disturbances and sanguinary collisons. The spectre of a general
famine loomed over the cities.

All the efforts of the Government to put an end to the whole-
sale depreciation of the mark by means of more rigid exchange
regulations remained without effect. It wasfinally decided to issue
new and stable instruments of currency to circulate sde by side
with the worthless paper mark. By adecree of 14th August a gold
loan of 500,000,000 gold marks was created, the coupons of which
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wer e denominated in dollars and fractions of a dollar, and were put
into circulation as legal tender. The Government went further and,
on 25th August, made a forced levy of foreign exchange, which up
to 27th December brought in 137,000,000 gold marks.

By the end of September 1923 the Reichsbank had lost more
than 550,000,000 gold marks from its gold reserve, which on
15th April still exceeded 1,000,000,000 gold marks. M ore than
100,000,000 had been disbursed for the redemption of the last
two Belgian Treasury notes, which matured on 15th May and 15th
June respectively; 450,000,000 gold marks had been swallowed by
the efforts—as obstinate as they were unsuccessful—to support the
mark.

To remedy the alarming scarcity of circulation the Government
permitted the issue of emergency money, both in paper money and
also on a gold bass Thetotal amount of authorized and unauthor-
ized issues of emergency money has been estimated at approximately
200 trillion paper marks, and the total issue of the emergency
currency on a gold bass at about 200,000,000 gold marks. The
Government railways likewise issued at the same time about 114
trillion paper marks and 150,000,000 gold marks as emergency
railway currency. Finally, a number of German sates and Prussian
provinces issued gold loans to an amount of about 50,000,000 gold
marks, which also served as a circulating medium.

The public exasperation over the complete failure of its foreign
policy, together with the aggravation of conditions in the Reich,
brought about the fall of the Cuno Cabinet on 12th August. A
new Cabinet under Stresemann gained the support of the Social
Democrats, who nominated Dr Hilferding to the difficult and
thankless post of Minister of Finance. In order to stop financial
mismanagement, Dr Hilferding endeavoured immediately to put
into force the policy which he had long advocated of a speedy return
to gold. This, however, involved not only the issue of a gold loan
and a gold currency, but also the abandonment of the Reichsbank's
fatal practice of continuing to grant paper credits to trade and in-
dustry. Above all, the purposdess waste of money in the occupied
territory had to be stopped if the Reich was to be saved from
economic chaos. But if financial support of the occupied territory at
the expense of the Reich came to an end, so did passve resstance.
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It was very difficult for the German Government to admit defeat
in this struggle, but necessity proved stronger than pride. After
the Chancellor, Stresemann, had publicly admitted that passve re-
sgtance had failed, the Government of the Reich officially announced,
on 26th September, that resistance had been abandoned—adding, of
course, that this did not signify surrender to France.

Great was the hope that this step would lead to negotiations
with the Allies, and equally great was the disappointment. The
diplomatic attempts of the new Government at least to alleviate con-
ditions in the occupied territory were unsuccessful. France agreed
to nothing—neither to negotiations, nor to the release of political
prisoners nor the return of those expelled from the occupied territory.
Poincare declared he would first have to be convinced that passve
resistance was really at an end.

Serious political disorders now broke out in Germany. Bavaria
rose in open revolt against the Government of the Reich. Armed
bands, under Ludendorff and Hitler, attempted to promote a
nationalist counter-revolution. This immediately led to Communist
disturbances in Saxony and Thuringia—which were soon subdued,
however, with the aid of the Reichswehr. On 9th November a
revolt broke out in Munich which, thanks to the prompt action of
the Reichswehr, ended as early as the next day with the arrest
of Hitler. In the Rhineland, at Aix-la-Chapelle and Cologne, the
Separatists proclaimed an independent Rhenish Republic. A
similar movement started in the Palatinate and spread rapidly under
the protection of the French troops of occupation. But everywhere
the loyal population offered resstance to the Separatist minorities,
and by the end of the year the revolt was successfully suppressed
everywhere. Britain's political disapproval of Separatism was an
important factor in this connexion.

In October 1923 the economic collapse of Germany seemed
inevitable.

The French Government remained absolutely passve. It did
not even renew the demand that Germany should formally declare
her submission, but preferred to let matters take their course. At
that time an almost universal belief prevailed, especially in America,
that Poincar's sole object was the complete disintegration of
Germany. It was evident that with every passing day the prospects
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of reparation were diminishing. Hence the conclusion was drawn
that France was no longer interested in reparation but in the political
dismemberment of Germany, in order to obtain by these radical
means the assurance of complete security. Many declared that the
breakdown of German resistance had come too suddenly and too
soon for Poincare. He might have preferred to delay this triumph
until the time of the French parliamentary elections was closer at
hand, for there were several months between the cessation of passive
resistance and the French elections, and in the meantime the truth
about the Ruhr adventure would inevitably be revealed. If it then
appeared that Poincar"s political victory entailed economic and
financial disadvantages for France, popular disappointment might
easily bring about the fall of the Poincare Cabinet.

| do not believe that any such deep and definite plans are to be
looked for behind Poincare's policy. Hisstrength lay in his stubborn
persistence in ideas and decisions once accepted. He was great only
in negation. He was afraid to take any definite decision after the
German defeat because, under the changed conditions, he was com-
pletely at s;a.  For the time being he was enjoying the role of the
victorious dictator. He hesitated, moreover, to restore the further
conduct of reparation matters to the Reparation Commission, the
duly constituted authority, as he would have to reckon with the
opposition of Great Britain, and possibly with objections from Italy
and Belgium. Thus the situation on the Rhine and the Ruhr
remained for atime unchanged.

These conditions made it impossible for the Stresemann Cabinet
to continue, for in abandoning passive resistance its precise object
had been to restore bearable conditions in Germany's economic life.
The Cabinet resigned on 3rd October. The Socialist ministers
retired; Dr Luther became Minister of Finance in place of Dr
Hilferding. Stresemann, with a rump Cabinet, carried on the
business of government as a dictatorship until 23rd November.
A new Cabinet was then formed from the centre parties, with
Marx as Chancellor, Stresemann as Foreign Minister and Luther
as Minister of Finance.
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CHAPTER XXVI

THE REFORM OF THE GERMAN CURRENCY AND OF
THE BUDGET: THE MICUM AGREEMENTS

IN the midst of all these disturbances aradical reform of the currency
and finances was accomplished. On 15th October 1923 an ordin-
ance creating the German Rentenbank was issued. It put an end
to the paper-money system of the Reich. The Reichsbank was
relieved of the care for the finances of the Reich and was made
entirely independent. It was prohibited from further discounting
Reich Treasury bills. The total indebtedness of the Reich to the
Reichsbank was liquidated by means of a non-interest-bearing loan
of the Rentenbank to the Reich of 300,000,000 rentenmarks. Such
deficits in the budget of the Reich as would arise until revenue
and expenditure were balanced were to be paid by the Reich out
of interest-bearing credits from the Rentenbank; these credits,
including the non-interest-bearing loan of 300,000,000, were not
to exceed a total of 1,200,000,000 rentenmarks.

The introduction of the rentenmark was a strange experiment.
The paper-money system had to be abandoned because, with the
destruction of the mark, it had been carried ad absurdum. It was
desired to return to a gold basis, but the necessary gold reserve
was lacking and Germany no longer enjoyed any credit at home or
abroad. Both experts and laymen in Germany had been struggling
with this problem for some time past. There were severa projects
for agold note bank, with the currency either on a strict gold basis
or with a so-called " gold-rimmed " currency. The plan of the
Rentenbank was conceived by Helfferich. Asearly as August 1923
he submitted to Hermes, the Finance Minister in the Cuno Cabinet,
a complete draft, which, with only afew changes, became law a few
months later. The only fundamental difference between the Renten-
bank law and the plan of Helfferich is that he did not base the unit
of the currency on the gold mark, but on the value of one pound of
rye. At the very first discussions at the Ministry of Finance he was
told that the price of rye was not a suitable basis for a currency, for
the reason that it was subject to material fluctuations even in the
course of asingle year. Helfferich was well aware that theoretically
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the gold mark was the only correct basis, but with the rye mark he
expected to gain the confidence of the agricultural interests in the
new currency, since the conception of a gold mark was lost upon
the countryside and the gold itself was lacking, while rye was the
principal product of German agriculture. The main object of the
plan of HelfFerich was to furnish a means of payment during a
period of transition against which the farmers would sell their pro-
duce. Helfferich, of course, understood that the rye currency could
only be a step towards the gold basis.

His scheme of the Rentenbank is the conception of a master-
mind. The producing factors of Germany—agriculture, industry,
trade and commerce, including the banks—were charged with an
indebtedness of 3,200,000,000 gold marks, being 4 per cent, of
their total net assets, on the basis of their value as fixed for the
military levy of 1913. On real estate the charge consisted in a first
mortgage. Where there was not sufficient real estate an obligation
of the enterprise took the place of the mortgage. The debt was to
bear interest at the rate of 6 per cent, per annum. Interest and
principal were payable at maturity in rentenmarks, at their gold
value. In thisway the debtors—that is, the entire German economy
—wereinterested in keeping the rentenmark on alevel with the gold
mark, for the greater the decline of the rentenmark below the gold
mark, the larger the amount the debtor was compelled to pay to the
Rentenbank for interest and principal.

The capital of the Rentenbank was 2,400,000,000, the reserve
800,000,000 rentenmarks. Against the capital and reserve stood as
an asst the claim of the Rentenbank for 3,200,000,000, one half
of this amount being due from agriculture, the other half from
industry, trade and commerce. The owners of the mortgaged real
estate and the other debtor concerns shared in the capital of the
Rentenbank in proportion to their indebtedness. The Rentenbank
was authorized to issue 5 per cent. Renten bonds to the extent of its
claim against the German economy, in denominations of 500 gold
marks or multiples thereof. These Renten bonds were to serve as
security for the " Rentenbank notes," to be issued by the Renten-
bank as circulation, with the unit of the " rentenmark.” The total
rentenmark circulation was not to exceed the total amount of all
Renten bonds issued. The Rentenbank was obliged to redeem its
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Rentenbank notes at any time, on demand, by the delivery of a
Renten bond of 500 gold marks for every 500 rentenmarks.

The Rentenbank was to transact banking business only with the
Reich, the Reichsbank or the private banks of issue. In addition
to the above-mentioned credits in favour of the Reich, the Renten-
bank was authorized to extend to the Reichsbank and to the private
banks of issue credits up to 1,200,000,000 rentenmarks for the
purpose of taking care of the private credit needs of the country.
Of the net profits of the Rentenbank, 40 per cent, was to be paid
into a sinking fund, 6 per cent, was then allowed to shareholders
on their investment, or credited against the interest owed by them.
Any balance was to be applied to increasing the sinking fund. The
management of the Rentenbank was to be entirely in the hands of
the shareholders.

The Rentenbank commenced operations on 15th November
1923, with the issue of the Rentenbank notes. Thefloating debt of
the Reich to the Reichsbank at that time amounted to a sum in excess
of 191 trillion paper marks. After 20th November it was possible
to maintain the price of the dollar at 4*2 billion paper marks.
A short time prior to that date the value of the mark abroad had
fallen far below even that figure. By skilful purchases of paper
marks in foreign markets, stability was then restored at a price of
4.2 billions for the dollar. Except for some fluctuationsin January
1924 this price has been steadily maintained. This automatically
solved the problem of establishing a constant relation between the
value of the rentenmark and the paper mark, a problem over which
the originators of the rentenmark had greatly racked their brains.
Henceforth the rentenmark, which was by law equal to a gold mark,
maintained a market price of one billion paper marks. That is the
price at which the main portion of the floating debt of the Reich
to the Reichsbank was redeemed by the payment of a total sum of
about 200,000,000 rentenmarks.

Thus the introduction of the rentenmark brought about with
one stroke a temporary stability of the mark. The paper mark
continued to be legal tender; the rentenmark did not receive that
character, although it had to be accepted in payment at all public
treasuries. The great success of the rentenmark is all the more
notable in that at its inception it met aimost consistently with the
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pronounced opposition of the experts of the banking world. But
agriculture, in particular, stood behind the rentenmark, for it saw
in the new currency thework of its political representative Helfferich,
and therefore supported it, a convincing proof that the confidence
of the people is of the highest importance to the fate of a country's
currency.

The introduction of the rentenmark, however, was but one of
the necessary prerequisites for financial and currency reform. It
would have met with only a passng success but for the radical
changes which took place at the same time in the taxation and
expenditure of the Reich.

By decree of the 11th of October all the taxes of the Reich were
summarily converted into gold taxes. Three " Tax Emergency
Decrees " created new tax measures which deeply affected the
economic life of the country. The control of the Finance Minister
over the various departments was greatly enlarged. Expenditure
was materially reduced, mainly by a very sharp reduction in the
number of officials. About onefourth of the employees of the
Reich were dismissed. The railroads and pogt office were placed
entirely on their own resources. They introduced gold tariffs and
no longer received any subsidies from the Reich.

Notwithstanding all these measures, it was a bold and dangerous
undertaking to re-establish a balanced budget with only the financial
support of the Rentenbank. Of the total credit of the Rentenbank
to the Reich there remained, after liquidation of the debt of
200,000,000 to the Reichsbank, 1,000,000,000 rentenmarks.
Of this amount the Reich disbursed, up to the end of December,
800,000,000, because the revenue at first continued far below
the necessary expenditure. By the beginning of January 1924,
however, it was possible to balance the Reich's receipts and dis
bursements without drawing upon the credit with the Rentenbank,
and, indeed, actual surpluses were soon attained.

At the end of 1923 the condition of the finances of the Reich
was specially strained, because it was .necessary, notwithstanding
the cessation of passive resistance, to continue the support of the
unemployed in the occupied territory even after 15th November.
An amount of 100,000,000 rentenmarks, appropriated for the
purpose, could naturally cover these expensss only for a short time.
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The Government was confronted with the question how economic
life in the occupied territories was to be maintained after the cessa
tion of passve resigance. The Rhine and the Ruhr had in the
past year lived almost entirely on Government subsidies; industry
and commerce were paralysed by the coercive measures of the
occupying Powers, and work in the mines and factories was at a
standstill.

The abandonment of passve ressance was the inevitable
outcome of the general financial distress, but it was pointless
if the Reich continued to make remittances to the occupied
territories. On the other hand, what was to become of the
Rhine and the Ruhr if the support of the Reich was entirely
withdrawn ?

France declined to negotiate with Germany as to what relations
were to be established in the occupied territory. It was thus im-
possble to resume work in the idle factories unless the German
industries came to an understanding with the foreign authorities
—in other words, unless they submitted to their conditions. Such
a decison would sl the confesson of Germany's defeat and re-
pudiate the past defensve policy of the Government. All the
sacrifices and sufferings of the people in the struggle in the Ruhr
thus became usdess. To resume work under the despotic command
of the occupying Powers was therefore illogical and impoalitic.
The world was prepared for Germany in her despair to justify the
abandonment of passve resistance in more or less the following
terms:

" The unequal fight is finished; we are at the end of our re-
sources. By invading the Ruhr you have destroyed the economic
centre of Germany and made the payment of reparation impossible.
We are forced to leave the occupied territories to their fate. Do
with them as you will and see for yourself how to bring order into
the desperate situation at your own expense.

This course, which was undoubtedly the one thing most feared
by the occupying Powers, was not pursued. The instinct of sdf-
preservation was stronger than logic and pride. JLack of money and
provisionswould have driven the workmen in the Rheno-Westphalian
industrial districts into revolt, engendered by desperation. No one
dared to assume the responsibility for sanguinary disorders and the

212



GERMAN CURRENCY AND THE BUDGET

ruin of large dases of the community. Industry was for good
reasons afraid to surrender its property completely to the occupying
Powers. It was, moreover, to be feared that the Separatis move-
ment—which in any case broke out openly—would gain such
strength from the general economic catastrophe as to sever the
occupied territories politically as well as economically from the
Reich for a long time to come.

Such more or less were the grounds on which it was decided,
with a soreheart, to choose the painful path of submission to foreign
force. As several attempts of the German Government to negotiate
with France had been flatly rgected, it was left to the industrials of
the occupied territories to settle affairs on their own responsibility.
Several enterprises—and first, the Phoenix group, in which Dutch
capital was largedly interested—negotiated with the French authori-
ties to obtain the release for sale of their sequestrated stocks of iron
and sted products. Practically all the heavy industries gradually
followed suit.! The negotiations were conducted with the Mission
Interalliee de Controle des Usines et des Mines (Micum). The
Micum at first demanded that the German industries should deliver
without any compensation what was demanded of them by the
occupying Powers. To this the industrials objected, on the ground
that they could make deliveries and payments only on the bass of
the Treaty of Versailles, and that, accordingly, everything would
have to be credited to the German Government on reparation
account.

The Berlin Government was kept steadily advised of the pro-
gress of these negotiations. It acknowledged its obligation to
indemnify the amount of the burdens imposed upon the industries
by the Micum, by letters of the Chancdllor to the representatives
of the heavy industry (the so-called Commission of Six) of 1st
and 2 1st November, on the condition that such deliveries and
payments were credited to reparation account. Reimbursement was
to be made after the finances of the Reich were put in order, and
until then the mines were authorized to Withhold, and credit against
the deliveries to the Micum, certain taxes due by them. After
lengthy debates an agreement between the Micum and the Commis-
sion of Six was signed, on 23rd November, which in its essential
points was as follows:
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. The mines were to pay to the Micum within six months, for
the period up to 1st November 1923, a part of the German
tax on coal, not to exceed 15,000,000 dollars.

. Coal mined prior to 1st October 1923 remained seques
trated by the Allies, the new output belonged to the mines.
The mines were to pay a tax of ten francs for every ton of
coal sold.

. The mines were to resume deliveries of coal and coke to the
Allies in a certain fixed ratio to their total output. France
and Belgium were to receive 18 per cent, of the output
of coal and up to 35 per cent, of the coke produced. De-
liveries of by-products of coal were regulated by separate
agreements.

. The mines were to furnish gratuitously the coal required by
the armies of occupation.

. The sequestrated gtocks of iron and sted products and of
by-products of coal were generally to be released in pro-
portion to the payments made of arrears of the coal tax.
Their export from the occupied territory, however, was
controlled, and subject to duties on a reduced scale.

. Deliveries of coal, coke and by-products were to be credited
to reparation account in accordance with the Treaty of
Versailles. Receipts of taxes and fees were deposited,
subject to the rights of the Reparation Commission, in the
Franco-Belgian " Caisse des Gages." For the present, the
cog of the Ruhr Occupation was to be paid out of these
funds.

7. The Agreement was to remain in force until 15.thApril

1924.

The Micum Agreement created world-wide astonishment, on
account of its severity. Entirely apart from the cash payments
exacted from the mines, it seemed impossible that the Ruhr in-
dustry would be able to deliver the quantities of coal demanded
for reparation. Altogether the quantities called for (including the
deliveries to Italy under the Treaty) amounted to from 30 to 40
per cent, of thetotal production.

The coal operators themsdves declared they had entered into
the Agreement only from dire necessty, in order to prevent the
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utter collapse of the occupied territory. They intended for this
reason to try to live up to their agreement, but feared that they
would be at the end of their resources within a few weeks. In any
event, it would not be possble to carry out the Agreement until
15th April 1924.

Similar agreements were entered into with the Rhenish lignite
industry and the Rhine transport organizations. Promptly following
the example of the Micum, the Interallied Rhineland Commission
likewise entered into negotiations with the most diverse busness
groups of the occupied territory. It concluded contracts for the
sale and export of chemical products, sed and iron, leather, paper,
textile goods, sugar, timber, wine, etc., in which the several in-
dustries entered into engagements to pay certain taxes to the
occupying Powers.

Thus it happened that the sysem of productive pledges, which
had long been the aim of French policy, was inaugurated through
forced agreements with the industries in the occupied territory,
at the very time when Germany, entirely dependent on her own
resources and without assstance from foreign credits, energetically
undertook the dreaded venture of a return to a stable currency and
a balanced budget. No one of experience believed in the middle
of November 1923 that the German Government would be able to
carry on for more than a few weeks the experiment with the renten-
mark, which defied all time-honoured theories on currency. Nor did
anyone serioudy believe that the system of the Micum contracts,
which seemed to drain the very life from the Rheno-Westphalian
economy, could remain in operation for any length of time.

In both these respects the world was mistaken. The German
financial and currency reform, undertaken with so little hope,
proved a complete and lasting success The system of Micum con-
tracts, with the heavy sacrifices it imposed on the German economy,
was continued until the final settlement of conditions on the Rhine
and Ruhr by the London Agreement of 16th August 1924, and
brought in, even after deducting all the cods of occupation and
administration, considerable revenue to the Allies.

The fact that Germany succeeded unaided in reorganizing her
currency and her budget during a period of the very worst financial
and economic digtress is a complete answer to the arguments with
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which the overwhelming majority of economic experts all over the
world had ressed and scotched all former attempts to stabilize
the mark. It was quite generally considered perverse and futile
10 support the mark and to try to balance the budget while the
question of reparation remained unsettled.

Now, the reparation problem never looked so black and in-
soluble as in the fall of 1923, when the rentenmark was introduced
and the finances of the Reich were reorganized. Nobody supposed
in those days that a Dawes Plan was coming and that the policy of
force would soon be ended. The great work of reorganization suc-
ceeded though all the economic and financial conditions seemed
to be lacking. It succeeded because dire necessity had at last taught
the German people that their primary need was a stable currency,
if they were to continue to live. This conviction had hitherto
been lacking among a large part of the people. On the contrary,
numerous German economic interests were quite at ea during the
years of the gradual depreciation of the mark, because business was
good and profits looked large in paper marks. They saw a grave
economic danger in any sudden return to a gold bass or, what was
practically the same thing, a stabilization of the paper mark, unless
it came quite automatically. With such internal opposition, which
reached into the circles of the Government itsdf, the rescue of the
paper mark from complete destruction was impossible. Only when
the entire people had come to recognize the destructive effects of
inflation was it possble to introduce a stable currency into Ger many.
And when that was generally realized the difficult task was already
half done. Only thus can the miracle of the rentenmark be explained.

One fact should not be overlooked, however: the reform of the
German finances and currency remained exposed to grave peril in
the course of time unless early assigance was forthcoming from
abroad by the settlement of reparation. And this asisance was
forthcoming; economic necessity finally triumphed, after so many
failures, over poalitical stubbornness.

Credit for the resumption of the negotiations at this crucial
moment is due primarily to the Belgian and British delegates and
the American " observer " on the Reparation Commission. These
men continued, even in the darkest days, their quiet and persistent
labours to repair the mistakes and follies of high palitics.
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CHAPTER XXVII
THE TASK OF THE EXPERTS

ON 20th September 1923 afirst short conversation took place be-
tween Poincar6 and Baldwin at Aix-les-Bains. To the astonished
world it was announced that as a result there was no difference of
purpose or divergence of principle between the two Governments
in reparation matters. This, however, was only an empty phrase;
no real discusson had taken place at Aix and nothing had been
changed in the situation.

On 30th October the British Government, with reference to
the well-known proposal of Hughes, the American Secretary of
State, suggested to the United States that the economic capacity
of Germany to pay reparation should forthwith be examined by
experts, as the only means of re-establishing order in Europe. The
Washington Government agreed in principle, and Great Britain
then approached France, Belgium and Italy, who also declared their
accord in principle. But when the British Government submitted a
draft of the invitation to such a conference to be sent to the experts,
Poincare so modified it that only Germany's present capacity to pay
was to be examined. He also asked that the experts should not
consder the question of whether or not the occupation of the Ruhr
was legal. Hughes, towhom the French ambassador communicated
these demands, declared that the political side of the occupation of
the Ruhr did not concern the experts; to that extent heyielded tothe
French demand, but he declined to limit the economic investigation
as to time.

Poincare entrenched himself behind the legal technicality that
under the Treaty of Versailles the investigation of the experts could
not embrace a period beyond the year 1930, because even the
Reparation Commission could grant a postponement of Ger man pay-
ments beyond that date only by a unanimous vote. From this, con-
sidered in connexion with other Treaty provisions, it followed that
the Reparation Commission could not undertake the examination
of Germany's capacity once for all time, but should repeat it from
timeto time. The American Government declared that an investi-
gation limited in such a way would be usdess and harmful, and
refused the co-operation of American experts. Now, a conference
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without American participation, in view of the disagreement be-
tween the Allies, would have been quite futile. The holding of a
conferencewith Great Britain and the other Allies, in face of French
opposition, could not be considered by America, Thusin November
1923 the entire plan seemed to be wrecked.

At thisjuncture the Reparation Commission decided to take up
again the plan in a somewhat modified form, to exclude all questions
of high politics and to evade Poincare's legal objections. An op-
portunity presented itself through an application from the German
Government of 24th October, under Art. 234 of the Treaty of
Versailles, asking that an investigation of the economic resources
of Germany and her capacity to pay should be undertaken and a
hearing granted to German representatives. On 2nd November the
German Government notified the Reparation Commission officially
that owing to its financial distress it was unable for the time being
to pay for deliveries in kind.

It will be remembered that, immediately upon the occupation
of the Ruhr, Germany had discontinued deliveries to France and
Belgium, The subsequent collapse of the mark had brought about
on nth August the suspension of deliveries to all other Allies, as
well as of payments under the British Recovery Act. But as under
the Micum contract, deliveries in kind had to be resumed by the
industries in the occupied territory, the German Government
thought it necessary to notify the Reparation Commission that for
the time being it could not pay for these deliveries.

The Reparation Commission granted the German application
of 24th October. On 27th November Herr Fischer, as Secretary
of State, was given an opportunity to describe, in an impressive
address before the Reparation Commission, the gloomy economic
and financial conditions prevailing in Germany. The Commission
resolved on 30th November to appoint two committees of experts,
one committee to consder the means of balancing the German
budget and the measures to be taken to stabilize the German
currency, and the other to consider the means of estimating the
amount of exported capital and of bringing it back to Germany,

The members of the Reparation Commission had agreed upon
this formula in order to assure the assent of all interested Powers,
and of France in particular. The British proposal that neutral
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and German experts should participate in the Committee thereby
fell to the ground. In the form presented, the resolution sounded
perfectly harmless even to the ears of Poincar& No word was said
about investigating Germany's capacity to pay, the fixing of the
reparation debt or the occupation of the Ruhr. What was likely
to please Poincare especially was the proposed investigation into the
flight of German capital abroad, a hobby-horse which he had been
riding in all his speeches. The tasks assigned to the experts were
undoubtedly within the competence of the Commission; at the
same time they were formulated in terms which, if liberally inter-
preted, were sufficiently elastic to permit the accomplishment of
the objects which some of the members of the Reparation Com-
mission, primarily Delacroix, had been striving to attain ever
since the spring of 1922. It was intended to bring about, by the
roundabout means of a report of international experts far removed
from political interference, a reasonable settlement of the reparation
problem. All previous efforts in this direction had been defeated
by Poincar6; now the proposition was submitted to him under a
clever disguise.

Whether Poincare clearly recognized at the time the real signi-
ficance of the Reparation Commission's resolution is an interesting
question. As a matter of fact, Poincare, notwithstanding the intense
hostility which he continually displayed against Germany, had no
definite political aim, but wavered continually between a desre for
reparation and the wish for the destruction of Germany, In the end
he may have been himself alarmed at the mischief he had done by
the occupation of the Ruhr, and may thus have welcomed a formula
which at least preserved appearances with respect to his past policy.
The fact remains that Poincare approved the resolution of the
Reparation Commission. From the other Allies, of course, no
difficulties were to be expected.

Through the able intervention of James A. Logan, who, after
the retirement of Roland W. Boyden, remained the sole American
observer with the Reparation Commission, the consent of the
United States for the participation of American experts was secured.
The German Government had previously, through its ambassadors
in London and Washington, expressed its agreement with the plan
of the Reparation Commission.
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The economic crisis of Germany was not immediately relieved,
nor did the political tenson show the desired relaxation. In
December the German Government presented a demand to the
Reparation Commission that priority over reparation claims should
be granted to a credit of 70,000,000 dollars to be obtained in
Americafor theimport of foodstuffs. Belgium and France objected,
on the ground that Germany should use for this purpose the capital
which had emigrated abroad. The demand therefore was rejected
and the American credit failed to materialize. It soon became ap-
parent that in this instance the Reparation Commission had taken
the right course.  Commodities, especially grain, were on hand in
Germany in sufficient quantities. The pressng need was good
money with which to purchase the goods, and the rentenmark soon
brought material improvement in that respect.

In December 1923 the German Government once more en-
deavoured by diplomatic means to reach a modus vivendi with
Belgium and France in the occupied territory. The negotiations
had no tangible results. They were especially hampered by the
French demand that military control in Germany, which had been
interrupted since the invasion of the Ruhr, should be resumed.
This the German Government declined, though it resumed regular
diplomatic relations with France and Belgium. The post in Paris
which had remained vacant since the death of Dr Mayer was filled
by Dr von Hoesch, who as chargE d'affaires during the occupation
of the Ruhr had displayed diplomatic ability of the highest order in
this difficult position.

The First Committee of Experts, appointed for the investigation
of the German budget and the German currency, met in Paris on
14th January 1924. It consisted of the following members:;

Charles G. Dawes, Chairman® America; Owen D. Young,
America; Robert M. Kindersley, England; J. C. Stamp, England;
J. Parmentier, France; Edgar Allix, France; Alberto Pirelli,
Italy; Federico Flora, Italy; E. Francqui, Belgium; Maurice
Houtard, Belgium.

The Second Committee, called to investigate the flight of
German capital to foreign countries, met in Paris on 21st January.
Its members were:

Reginald M cK enna, Chairman® England; Henry M. Robinson,
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America; Andr£Laurent-Atthalin, France; Mario Alberti, Italy;
Albert E. Janssen, Belgium.

With the exception of a fortnight passed in Berlin during the
first part of February the two committees worked continuously in
Paris. On 9th April they smultaneoudy submitted their reports
to the Reparation Commission,

The report of the First Committee became the bass for the
settlement of reparation which was reached at the London Con-
ference on 16th August 1924. No admiration is too great for the
work which these men accomplished in less than three months.
They were called together by the Reparation Commission at a
time when the German economy seemed to be collapsing under the
pressure of the occupation of the Ruhr. Political relations among
the Allies were strained to the breaking-point. All attempts to
advance the reparation question by way of negotiations had failed.
The Reparation Commission's hope of finding a way out of this
desperate situation, with the asssance of the experts, rested on a
weak foundation. Yet it wasthe last resort left in the emergency,
and it had to be tried.

With all this in mind, one could but marvel at the cheerful
confidence with which the American members of the Committee
in particular attacked their task; they were men who were held in
high esteem in the United States and of whom much was expected.
If they failed theyjeopardized their great reputation. But they were
confident from the start that they would succeed. Perhaps this very
optimism aided them in passng over all difficulties and brought
about success, or perhaps the time was ripe when, after many
failures, success finally had to come.

But, if all went well, what in the most favourable event could be
expected from the work of the experts? No one dared to hope when
the Committee met that it would be able to bring about a thorough
settlement of the German reparation debt and a reasonable adjust-
ment of the Ruhr conflict. It did not even seem possible to har-
monize the different views of the individual members, most of whom
had never met before, and whose countries were divided by sharp
political and economic conflicts. And if this was accomplished,
what then ? What would be the practical value of a report, however
excellent, on German finances and currency? For, strictly speaking,
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the task of the First Committee did not extend beyond the presenta-
tion of a report on what was necessary to balance the German
budget and to stabilize the currency. The question of the currency,
as we have seen, had been answered, as long ago as November 1922,
by a committee of prominent international experts, but without
producing the dightest practical results. Their terms of reference
in no way entitled the experts to touch the heated reparation problem
or even to include it in the scope of their investigation. After all
that had gone before, it was to be feared that, in a discusson of
reparation proper, opinions in the Committee would clash. Pos
sibly a report carefully worded, well sounding, but of no practical
value, might be the result. Had not Poincare proclaimed to the
world over and over again that he would never permit the rights
of France to be discussed or curtailed by irresponsible international
experts? Who would have foreseen that he would now disavow
his rigid principles and assnt to a report of the experts which
repudiated the past reparation policy of France, root and branch?
And who could have predicted that his protestations, repeated ad
nauseam” that France would hold fast to her pledges in the Rhine
and Ruhr districts even after Germany's surrender, would by the
report of the experts be made an empty phrass? Who could assume,
finally, that the Ruhr Occupation, which according to the solemn
resolutions of France and Belgium was to be lifted only in propor-
tion to Germany's reparation payments, would shortly come to an
end? With conditions then prevailing one could look forward to
the report of the experts only with anxious or scornful doubt.

There was, in fact, some perplexity at first in both committees
until they found a dear guiding line for the development of their
problems.

The tak of the Second Committee was comparatively easy.
Much had been written about the flight of German capital. Ex-
perience and theory were at one in indicating that the amount of
German capital in foreign countries could not be definitely ascer-
tained, and could not be brought back to Germany by force. The
only difficulty in the task of the Second Committee was to clear
away a widespread heresy. In France, and also in America, fan-
tagtic figures were circulating regarding the amount of German
capital abroad. From these unsupported statements the conclusion
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was frequently drawn that the German Government could readily
pay at once many millions for reparation if it only made a serious
effort to bring back to Germany the capital which had fled.

This argument was exploited, in political addresses and by the
Press, in order to demonstrate Germany's bad faith. Of a similar
nature were the attacks which Germany's new spirit of enterprise
in foreign countries attracted. Above all, offence was taken at the
purchases and investments of Hugo Stinnes in Europe and over-
ss. From the extent of his business energy, which had been
favoured by inflation, it was immediately inferred that immense
amounts of German capital were available abroad for the purposes
of commerce and industry. Quite as misleading was the effect of
the opening of numerous offices in foreign countries by German
banks and bankers, especially in Holland. Foreign critics omitted
to consider that Germany, having lost all its old relations in the
Allied countries, was forced to form new connexions for its business
abroad. For this purpose Holland was particularly well suited, on
account of its geographical situation. Another object of unfavour-
able comment was the regrettable fact that the depreciation of the
mark had conjured up a large number of nouveaux riches, who
scattered their easily acquired wealth with a lavish hand and bad
manners, and made themselves especially obnoxious abroad. All
these unavoidable incidents of a fevered economy were exploited
in order to arraign Germany's bad faith and hidden wealth before
the world. That at last a thorough investigation should be made
by serious experts in international economic affairs into the question
of Germany's foreign assets was therefore to be welcomed.

The McKenna Committee soon reached the conclusion that it
was impossible to obtain reliable information on the amount of
German capital abroad by direct inquiries among banks and other
financial institutions. To give such information would have been
in conflict with the banks own interests and aviolation of business
secrets. Theresult would have been incomplete, even if theinquiries
had been answered conscientiously, as capital knows many ways of
making investmentswhich do not lead through the banks. McKenna
therefore devised an ingenious scheme to ascertain indirectly the
amount of German capital abroad. Economic literature contains
several pre-war estimates of German capital held abroad. These
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M cK enna made his point of departure. He deducted therefrom all
losses suffered by Germany in her foreign investments during and
after the war, and added what she had gained in new capital after
the war, especially through the sade of marks abroad. On this
theoretically correct but—it must be admitted—practically very un-
certain basis the work of the Second Committee was constructed.

The task of the First Committee was much more complicated.
An understanding had first to be reached if and how far reparation
was to be brought into relation to its work. Men less energetic
and thorough might have shirked the heavy responsibility, and
contented themselves, on a narrow construction of their mission, with
laying down general guiding principles as to what Germany should
do to balance her budget and produce a surplus for reparation.
That is about what happened at the Financial Conference of the
League of Nations at Brussels in 1920 and at the Genoa Conference
in 1922. Nobody, of course, would have been the wiser for it. If
the Committee really wanted to accomplish something, then it
had to attack the reparation problem fearlessly, in spite of all its
difficulties, and make it the main object of its work. The task of
the Committee, therefore, was to be construed as follows:

What can Germany fay for reparation without endangering the
balance of her budget and the stability of her currency ?

Officially the task could not be put in these words, because
the calling of the experts would then have been frustrated by the
opposition of the French Government. It was a great achievement
of the Committee that it fought its way to such a bold transposal of
its task. High credit is due to the French and Belgian delegates
for their joining in this evolution, which wasin patent opposition
to the policy of their Governments as hitherto declared. But there
was another obstacle to be avoided.

The amount of reparation to be demanded of Germany had
been for years the subject of bitter contention between the Allies.
The opinions of the experts also were bound to diverge widely on
that point. Whenever in the past the Allies failed to agree on any
plan of their own they invariably asked the German Government
to indicate what Germany was able to pay annually for reparation.
Thus in the end originated all those German offers which were
then rejected by the Allies with scorn and anger, and answered with
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the notorious sanctions. Everything depended on the experts not
resorting to the same expedient. If they did, they would find
themselves in a dangerous blind alley. The German Government
could not possibly go beyond its lagt offer of 7th June 1923, which
was rejected as insufficient by France and Belgium. In the mean-
time things had become so much worse in Germany that there was
now no bads at all for a new German offer. Fortunately there
existed throughout the work of the Committee a dose personal
contact between the experts and German confidential advisers, so
that all these matters could be the subject of friendly discussion.
Thus many errors were forestalled and many a wrong turn avoided.
Germany was not asked this time how much she could pay.

The preliminary work of the two committees in Paris was
mainly for the purpose of acquainting the members with each other
and of determining a common programme by general discussion.
Practical investigation first concentrated on the currency problem.
Dr Schacht, the new president of the Reichsbank, was requested
to come to Paris. With him the First Committee discussed the
currency problem, the position of the Rentenbank and the project
of a gold note bank. The Second Committee consulted him
regarding the flight of capital.

Whilst no definite results were accomplished in these pre
liminary discussons in Paris, it became evident that the experts
were especially interested in the transfer of the German railroads
to a private corporation, a subject that had been treated exhaustively
in " The Belgian Notes." This project was doubly important. In
the first place, an essential part of reparation should and could be
contributed by the railways of the Reich. And, secondly, an inter-
national interest in the German railways seemed to offer the only
means to induce France to abandon her policy of pledges and thus
to effect the economic reunion of the occupied territory with the
remainder of Germany. To this end it was essential to convince
the French that the guarantee of the German railways, operated
by a private corporation, offered a better security than the costly
apparatus of military occupation, Micum contracts and other
coercive measures in the occupied territory.

Even in Germany it was expected that administration by the
Reich would have to be replaced by a private operating company
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with foreign participation: only thus could the substitution of the
railways for the existing pledges be made palatable to France and
Belgium, and such a sacrifice, heavy though it was, would not have
been too dear a price for the return of the Rhine and the Ruhr to
Germany. We shall ss¢ however, that the transformation of the
German railroads was finally accomplished in a manner far more
bearable for German national feeling.

At the beginning of February the experts proceeded to Berlin,
They entered into communication with the Government authorities
concerned, and also tried, by private discusson with representatives
of various economic interests, to obtain an insight into German
economic conditions.

The Second Committee called on the larger banks for informa-
tion regarding the movement of German capital abroad, in order
to obtain the material necessary for the McKenna scheme.

The First Committee took up a detailed study of the budget for
1924, continuing at the same time the discussons with Dr Schacht
regarding the gold note bank.

By a curious conjuncture of circumstances, the Committee,
upon its arrival in Berlin, found its own problem already almost
solved. With the aid of the rentenmark the German currency had
been stabilized for the time on agold bass. Thanksto the energy
of Dr Luther, the Minister of Finance, the German budget had
already been balanced. Beginning with January 1924, the current
fiscal statements of the Reich showed a surplus of revenue, which
in reality was even greater than the figures indicated, for the Reich
applied a large proportion of the revenue towards taking up amounts
of the German Gold Loan of 1923 constantly offered for sale. The
small denominations of this loan were circulating as currency, with
the result that after the introduction of the rentenmark and the
stabilization of the paper mark the loan depreciated. It was feared
that any sales of the Gold Loan at a discount would disturb the
newly stabilized currency. The Minister of Finance therefore
decided to purchase at par the amounts of the Gold Loan which
were offered for sale, and several hundred millions of gold marks
were used for this purpose in January and February. The out-
standing emergency currency was likewise redeemed. By the end
of May 1924 practically the entire Gold Loan of 500,000,000 and
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the bulk of the emergency currency, a total of 625,000,000 gold
marks, had been redeemed out of the Reich's current revenue.
This was an accomplishment which surprised and perplexed the
members of the Committee, who thought it irregular that a State
which had just emerged from financial collapse should redeem, out
of current revenue, a funded debt of 500,000,000 gold marks.

It was but natural that the experts formed during their stay
in Berlin avery high opinion of Germany's capacity to pay. What
could a country accomplish which, in spite of the loss of all revenue
from the occupied territory, adjusted its shattered finances so
quickly and commenced at once with the redemption of its debts
on a large scale!l What must such a wonderland be able to do for
reparation when once the political situation had been improved and
Germany's economic unity re-established! It was asserted at that
time, in all seriousness, that the experts intended to impose upon
Germany an annual reparation charge of 4 milliard gold marks.

And yet it became apparent in those very days on what an un-
certain basis the German currency still rested. Sudden heavy sdes
of rentenmarks, said to come from the occupied territory, caused
a decline of 20 per cent, in the quotation of the mark abroad. This
gave rise to all sort of rumours of disagreement between the First
Committee and Dr Schacht over the gold note bank. An adroit
public statement by the Committee allayed the danger, and the
mark recovered to gold parity.

229



CHAPTER XXVIII
THE SOLUTION OF THE PROBLEM

WITH their return to Paris, in the middle of February, the work
of the experts began to assume more definite form. The First
Committee now attacked its problem in the broadest sns It
proceeded resolutely to prepare its own reparation plan. How the
co-operation of the French members of the Committee, and above
all the assent of Poincare to such an extension of the problem, was
obtained is a question to which, from the nature of the case, no
definite reply is possble. Much credit is due to Seydoux, who in
the course of time had regained his former great influence with the
French Government.

If we remember how Poincarg had refused over and over again
to place reparation in the hands of experts, and how jealously he
watched lest any unauthorized person should encroach upon the
contractual rights of the French people, we shall fully appreciate
the miracle of his sudden change of front.

The fall of the French franc, which took place at the same time,
has been suggested in explanation. The English pound sterling,
which early in January was quoted in Paris at 85 francs, rose to
120 francs by 9th March. This panicky movement was checked,
and succeeded by a sharp reaction, thanks to energetic support
carried out with the assigance of an English and an American
syndicate under the leadership of J. P. Morgan & Company. It
is certain that the foreign bankers, in extending credit to France,
imposed the condition that France should take certain geps for the
improvement of her finances. It is not correct, however, as has
been frequently claimed, that one of the conditions imposed was
that France should accept the report of the experts regarding the
reparation question.

The continued success of the support of the French franc
materially strengthened the position of the French Government.
The exploitation of the occupied German territory through the
Micum contracts, and the operation of the Franco-Belgian Railroad
Regie, too, were now beginning to yield considerable revenue. All
in all, Poincare's postion in March 1924 seemed to be stronger
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than ever. How is it that this politician, whose strength lay in
his obstinate consistency, decided on a change in policy just at the
moment when, to all outward appearances, he was at the height
of his power? Can he have had enough insight to realize that all
his victories would soon turn into defeat if the Conference again
dissolved without accomplishing anything and despair spread over
Germany and France? Can he have had forebodings as early as
March that the French people, who had but reluctantly followed
his leadership through thick and thin, had in their hearts long since
turned away from the policy of force and were preparing to throw
him overboard at the impending elections?

Poincare put no further obstacles in the way of the experts until
the end of their work. French co-operation, of course, could be
secured only if the other experts on the Committee went some way
to meeting the French views regarding Germany's capacity to pay
and the guarantees to be furnished. The Committee was unanimous
on the poinf that Germany could pay reparation only if she regained
her economic unity and independence. This principle was irrecon-
cilable with the system of productive pledges. Above all, the
German railways, which were to become the most important
guarantee for reparation, had to be placed again under a unified
administration. The great majority of the Committee, therefore,
was of the opinion that the separate administration by the Allies of
the Rhine and Ruhr lines would have to be completely abandoned.
This was the step to which France could be brought only by degrees,
because it involved the question of political security. Until the last
moment the French endeavoured to form a separate organization
under Allied influence for the operation of the Rhine and Ruhr
lines. In this connexion the example of Bavaria, which likewise
occupied a special position in the administration of the German
railways, was cited.

What finally decided the Committee was a detailed report on
the German railroads which had been prepared for the Committee
by two prominent authorities, Sir William Acworth of England
and M. Gaston Leverve of France. The report stated that, after
some years of transition, the railroads of the Reich would yield an
annual net revenue of one milliard gold marks, but only provided
that the Rhine and Ruhr lines were included in a unified business
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management in the form of a company. With this substantial
security, the question as to whether or not international capital
should be interested in the railways became of minor importance.
The negotiations, in which German confidential agents participated,
finally crystallized into the following compromise.

The form of a business corporation was retained, but the
common capital stock of the company remained with the Reich.
On the board of directors one half of the members represented
the Reich and one half the reparation creditors. In order that the
management of the railways should be more and more imbued
with a business spirit, private capital was to participate with pre-
ferred stock. The proceeds from the sde of the preferred shares
would pay for the capital expenditure of the railways. For the
purpose of reparation the railways were charged with a large loan
secured by a first mortgage on the entire system. The plan was
conditional, moreover, upon the return to the new company of the
lines in the occupied territory.

The Committee found further revenue for reparation in the
same sources as " The Belgian Notes." In addition to the customs
receipts, a number of indirect taxes—namely, the taxes on alcohol,
tobacco, beer and sugar—were to be made available for reparation.
In this connexion the fundamental question had to be decided
whether the necessary internal expenses were first to be met out of
the budget and only the surplus remaining from such taxes applied
for the purposes of reparation. This was favoured by the British
experts, who wanted a uniform budget, comprising as well the
requirements of the Reich as reparation. This, however, could only
be accomplished if the entire revenue and expenditure of the Reich,
in all its departments, were subjected to strict Allied control, and
such financial control had been rejected by Germany as unbearable
and usdess throughout the whole reparation conflict.

The British standpoint was wrecked in the Committee by the
opposition of the French and the Belgian members. They would
not be satisfied with the surplus revenues only, but demanded the
direct attachment of the yield of certain specified taxes; and the
Committee so decided. The main part of the revenue remained at
the free disposal of the Reich, whilst certain sources of revenue,
such as the customs and consumption taxes, were applied in the
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first ingance to reparation. Interallied control was confined to
thosereceipts.

A further object for reparation was found by the Committee in
the tax on railroad traffic, the so-called transport tax. This tax is
included in the fares collected from the public, is not therefore
obtrusive and does not impose any special new burden on the
traffic. The experts believed that the Reich would be able, after a
transition period of a year, to digpense with this tax. The transport
tax is easily handled and requires no control, as it can be paid by
the railways directly into reparation account.

Finally it had to be decided whether or not German economic
groups should be called upon to contribute directly to the payment
of reparation. The Treaty of Versailles did not give the Allies a
right to make such demand, but the idea had been for some time
discussed at length, especially in France, where it was popular to
claim a participation of the Allies in the profits of the German
industries. Two reasons were advanced in support thereof. In the
first place it was hoped to secure the influence demanded by the
French iron industry over the German coal indugtries if a part of
the capital of the German industry, either in shares or in some other
form of participation, was turned over to reparation. Secondly,
everyone was repeating that it was only as a state that Germany was
impoverished and temporarily insolvent, but that German industry
had reaped such profits from the fall of the mark that it was its duty
to surrender a part of its gains for reparation.

We have seen that the question of guarantees to be furnished
by the German industry had been a feature of former reparation
plans. In its last proposal, of 7th June 1923, the German
Government itself had offered to enlist, by means of a first mortgage
of 10 milliard gold marks, the entire German economy for the
guarantee of annual payments of 500,000,000 gold marks. Since
then other private proposals had been made which tried to attain
the same object through the delivery by the German industries of
30 per cent, of their capital stock. Outside of France the plan
was advocated particularly by Arnold Rechberg in Germany and
M. Barnich in Belgium.

The experts abandoned the idea of Allied participation in the
German industry, without forgoing, however, a direct contribution
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by industry toward reparation charges. They always returned to
the argument that, through the depreciation of the mark, German
industry had virtually become free from debt, and thereby obtained
a material advantage in the world's markets over its foreign
competitors, burdened as they were with debts payable in gold.
To reestablish equal competition German industry should be
saddled with a special reparation debt to the extent of its pre-war
indebtedness, which amounted to about 5 milliard gold marks.
The foremost advocate of the idea was the Italian delegate, Pirelli.
The American and British members seconded his proposal from
the further consideration that they wished to avoid the criticism
that the experts, as representatives of capital, put the entire burden
of reparation on the shoulders of the toiling masses, by indirect
taxes on consumption and traffic.

German agriculture remained exempt from any direct contribu-
tion to reparation. Whilst landed interests had been aso relieved
from debt by the fall of the mark, the experts were doubtful whether
they could be burdened with a part of reparation without injury to
German economy as a whole.

To ensure from the start the consent of industry, the Committee
brought Dr Buecher, the busness manager of the Central Union
of German Industries, into confidential discussion, and an agreement
in principle was thus reached.

The Committee had now found the various sources of reparation
for its plan. There remained, however, the most difficult part of its
task—the establishment of the total annual payment to be imposed
on Germany. It was necessary, in that respect, to find a com-
promise between economic possibilities and political demands. That
Germany needed a respite, and that during the first years she would
be able to pay only on a gradually rising scale, was undeniable, but
what should the annual burden bein normal times?

Annuities

The British plan of January 1923 provided a normal annuity
of 2| milliard gold marks, which might be increased after 1933
to 31 milliard gold marksin case an impartial court of arbitration
found this compatible with Germany's capacity to pay. Since then

234



THE SOLUTION OF THE PROBLEM

Germany's resources had been materially impaired by the disastrous
occupation of the Ruhr. The British experts therefore advocated
a normal annuity of not more than 2 milliard gold marks. Their
views, however, did not prevail against the more exacting demands
of the French. In the contest which developed regarding the amount
of the annuity the opinion of the American delegates turned the
scales. Towards the end of March the Americans were inclined to
agree to an annual payment of about 3 milliard gold marks. Their
line of reasoning was as follows.

" Germany has a wonderful industrial equipment. Her internal
public and private debts are virtually cancelled. In practical in-
telligence she is, on the whole, superior to other nations. After the
settlement of reparation Germany will experience a great expansion,
which will enable her to surpass all competitorsin theworld markets.
Germany's payments therefore should be in keeping with this
economic power. She should bear the same relative burden of
taxation as the Allied countries. This is a principle which every
right-thinking German accepts asjust. Ifitisapplied toa Germany
free from internal debts, immense sumswill be available for repara-
tion out of the surplus in the German budget. About 3 milliards
can be st aside from German economy—in the first instance, of
course, in German currency only. Whether this amount can be
transferred abroad depends upon the extent of Germany's foreign
trade. The possibility of making payments abroad shall be de-
cided by an international committee of financial experts free from
political influence. As long as the reparation funds remain in
Germany they enrich the German economy, create cheap money and
stimulate German commerce and industry. Germany has therefore
nothing to fear even from a total annual payment of 3 milliard gold
marks."

As soon as | heard of these intentions | went to sse Owen D.
Young, and explained to him that the establishment of an annuity
of 3 milliard gold marks would have a ruinous €lFect. This was the
figure which had haunted us ever since negotiations first started.
It was the kernel of the London ultimatum of 5th May 1921, and
the principal cause of the collapse of our currency. If the experts
agreed upon such a figure, then all the hopes which the Germans
had placed in their decision would be destroyed with one stroke,
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and awakening confidence would give way to general despair. The
German currency would again collapse and the internal political
situation become untenable. At heart the American experts were
themselves convinced that reparation payments on such a scae
were not practicable. If for political reasons they desired to meet
the French demands, then it would be better to make use of the
" Besserungsschein " as being the lesser evil. It was easier to pay
more on a material improvement in the financial and economic
conditions than to face at the outset a charge which in the opinion
of all experts far exceeded Germany's capacity.

This discussion took place on 20th March 1924. Soon after-
wards the experts agreed on a normal annuity of i\ milliard gold
marks, to be derived from the following sources :

1,250,000,000 from customs duties and consumption taxes.
660,000,000 from the railways (5 per cent, interest and 1 per cent.
amortization on 11 milliard bonds).
290,000,000 from the transport tax.
300,000,000 from industry (5 per cent, interest and 1 per cent.
amortization on 5 milliard bonds).

2,500,000,000

I't will be noted that these amounts contain 1 per cent, amortiza-
tion on 16 milliard bonds of railways and industry; the annuity of
2% milliards, therefore, includes 160,000,000 for annual repayment
of capital.

Through this amortization the charge of 660,000,000 on the
railways and 300,000,000 on industry disappears from the annuity
after thirty-six years. The question of what then happens to the
transport tax and the payments out of the budget has been left in
the dark by the experts.

Prosperity Index

The fact that the French experts of the Committee did not
insist on the much higher figures previously demanded by France
is evidence of their economic insight and the courage of their
convictions. But the agreement on 2J milliards was made possible
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only by the introduction of the " Besserungs9chein,” which fed
the imagination of the Allied creditors with some hopes of a later
increase in German payments.

Many learned people had cudgelled their brains over the
problem of the " Besserungsschein " ever since the Conference of
Spa. It had been impossible so far to find a practical and reliable
index to the increase in German prosperity, and the whole idea had
therefore latterly fallen into the background. It was also widely
opposed on principle, in that it left the future reparation burden
uncertain, thereby bringing another important element of unrest into
the development of the German economy.

But the experts immediately took up the idea again, and carried
it through. The index which they instituted, mainly under the
influence of Sir Josiah Stamp, is a complicated structure. It is
composed of sx different factors:

(1) thetotal of German imports and exports taken together;

(2) the total of budget receipts and expenditure taken together

—including those of the States of Prussa, Saxony and
Bavaria—after deducting from both sdes the amount of
the Peace Treaty payments included in the year;

(3) thetonnage of freight carried by therailroads;

(4) thetotal money value of the consumption of sugar, tobacco,

beer and alcohol within Germany;

(5) thetotal population of Ger many;

(6) the per capita consumption of coal.

The basc figures of the index for factors 2, 5 and 6 are the
averages for the years 1927, 1928 and 1929, and for the other
factors the averages for the years 1912, 1913, 1926, 1927, 1928
and 1929. Beginning with the sixth year of the operation of the
Dawes Plan—that is, with 1929-1930—the annuities payable out of
the budget are to be increased in proportion as the six index figures
for any given year show an increase as compared with the base
figures of the index. The percentage change for each of the six
groups, as compared with the base, shall be separately computed,
and an arithmetical average of the sx percentage results taken as
the index—i.e. the percentage which determines the changes in
payments out of the budget. During the five years 1929-1930 to
1933-1934 the index figure applies only to 1,250,000,000, or one
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half of the normal payments, but commencing with 1934 the index
applies to the total normal annual payment of 2,500,000,000.
Should the index show in any one year a decrease as compared with
the basc figures, then the annual normal payments shall continue
to be made, but allowance will be made for the decrease in
computing future increases—i.e. it must be deducted from any
supplementary payments that may accrue in the future.

In practical operation the application of the index may prove
even more difficult than appears at first sight. In anticipation of
such difficulties the settlement of all details has been left to a com-
mittee, to be composed of two German members and two members
to be appointed by the Reparation Commission.

The normal annuity may also be changed, apart from the index,
should the purchasing power of gold as compared with the year 1928
alter by at leas 10 per cent. Such revison may be asked for by
the German Government as well as by the Reparation Commission,
or any Government represented on the Commission. Failing mutual
agreement, a decison shall be given by a committee appointed by
the League of Nations. The modified figure thus established shall
stand until a claim is made by either party that there has again been
achange in the purchasing power of gold of not less than 10 per cent.

Payments other than Reparation

Theannuitiesfixed by the expertsareto comprise all amountsfor
which Germany may be liable to the Allied and Associated Powers on
auount of the war.

This dear provison of the Plan swesgps away one of the most
serious errors of the Treaty of Versailles. What had so far made
the fulfilment of the reparation liability impossible was not only the
amount of the debt as fixed by the London ultimatum of 5th M ay
1921, but also the fact that a number of additional payments had
to be discharged, the amount of which could not even approxi-
mately be estimated. Among these were, in thefirst place, the direct
and indirect cogs occasoned by the armies of occupation, through
payments, requisitions, billeting, construction of . barracks, seques
tration of land, etc. Then the clearing offices represented an addi-
tional burden, which, despite the large amounts already paid by
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Germany, was far from being liquidated. Above all, the claims
upon Germany arising from thejurisdiction of the mixed arbitral
tribunals defied calculation. In addition, there were the expenses
of the numerous commissions established by the Treaty of Ver-
sailles for the supervison of Germany, And finally, the separate
Treaty of Peace which Germany had concluded with the United
States of America, on 25th August 1921, imposed on the German
Government the obligation to indemnify American nationals for
war damages to be ascertained by an arbitral tribunal.

In all these matters the report of the experts made a welcome
change. Beyond thefixed annuities, which shall benormally 2%z milliard
gold marks, there will be no longer any other liabilities arising out of the
Treaty of Versailles or the World War. The experts have therefore
provided that all expenses of control and supervision under their
own plan of reparation shall also be paid out of the fixed German
annuities.

Tears of Transition

The annuity of 2% milliards will be reached only after four
years, and until then Germany is granted a certain respite. The
much-contested moratorium thus became a reality, though ad-
mittedly the moratorium looks very different from what Ger many
had requested and from what had been proposed by theBritish plan
of January 1923.

Completerelief fromreparation for several yearswasnot granted.

This is another compromise between the economic necessties of
Germany and those of the Allies. Through the Ruhr Occupation
France and Belgium had secured for themseves important de-
liveries in kind, particularly coal and coke, entirely apart from the
profits they derived in cash from the railroads, the forests and the
compulsory agreements with the industries. In order to induce
France to rdlease her hold on the economic life of the Rhine and
Ruhr digtricts it was necessary to continue deliveries in kind, if
only to a limited extent. Even Germany's reparation offers had
promised such a concesson. But how was the German need of a
long period of rest to bereconciled with the continuance of deliveries
in kind on an important scale ?

The problem of financing deliveries for thefirst few years gave
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the experts much concern. The solution finally suggested by them
clearly reveals their dilemma. They found a way out by requiring
that reparation payments should be made by the railways and in-
dustry at a much quicker rate than by the budget of the Reich.
Here we find again the thess of the Allies that the railways and
industry, by reason of their freedom from debt, needed little
forbearance and were able to pay from the beginning.

The budget of the Reich itself enjoys a fairly thorough mora-
torium under the Dawes Plan. For thefirst two years it isentirely
free from reparation payments. In the third year the budget
must contribute 110,000,000 gold marks for reparation from the
assigned cusoms and taxes, and in the fourth year 500,000,000
gold marks.

The payments for these two years may be either increased
or decreased, by a sum not exceeding 250,000,000 gold marks,
depending upon the development of the revenue from the assigned
customs and taxes. If the receipts therefrom exceed 1 milliard
in the third year (1926-1927) and 1% milliard in the fourth year
(1927-1928), then one-third of such excess is to be paid as a further
contribution to reparation. |f the receipts fall short of the amounts
stated, then the total contribution shall be diminished by an amount
equal to one-third of the deficiency. All these changes, however,
must be kept within the limit of 250,000,000 gold marks.

Thenormal reparation payment from the budget of 1,250,000,000
gold marks begins only with the fifth year.

The railways are, according to the plan of the experts, to
pay interest on their reparation debt of 11 milliard gold marks as
follows: first year, 3 per cent.; second year, 4 per cent.; third
year, 5 per cent.

In the fourth year 1 per cent, is added for amortization, so that
from that time on the full payments to be made by the railroads
amount to 660,000,000 gold marks per annum.

The industries pay nothing for the first year, and in the second
year only one half of the interest—i.e. 2% per cent., or 125,000,000
on their debt of 5 milliards. Beginning with the third year, the
industries pay the full interest of 250,000,000 gold marks, and
beginning with the fourth year also the 1 per cent, amortization
charge, or a total of 300,000,000 gold marks.
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The transport tax is left to the Government for the first year.
In the second year it is paid to reparation account to the extent
of 250,000,000, and from the third year onwards to the extent of
290,000,000. Any excess revenue from the tax belongs to the
Reich.

In order to fill the gap which would otherwise result under this
schedule of reparation payments in the first year, the experts pro-
posed the issue of a loan of 800,000,000 gold marks, the proceeds
of which were to provide the funds required during the first year
for deliveries in kind, costs of occupation and other necessary dis
bursements. This large reparation loan was to be granted Germany
from abroad, and interest and amortization to be provided out
of the annual German reparation payments. The loan was to be
secured by afirst lien on the German annuities and therefore to have
priority over all Allied claims.

The loan was not intended for purposes of reparation alone but
was at the same time to serve to support the German currency. The
proceeds were to be paid in gold or foreign exchange into a new
Bank of Issue. The latter, on the instruction of the Agent General
for Reparation Payments, was to repay the German Government its
temporary disbursements for deliveriesin kind and other reparation
purposes. The entire proceeds of the loan, therefore, were to flow
into the German economy in foreign exchange and strengthen the
German currency.

In its details the schedule of the transition period was subjected
to some changes.

The actual payments by the railways, for example, were limited
to 200,000,000 marks in the first year, but heavily increased to
make up for it in the second year.

The following Table gives an exact synopss of the develop-
ment of reparation payments up to the normal annuity. Payments
aredue:

In the first year Million Qold Marks
From railways . 200
From reparation loan e 800

1000
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In the second year— Million Qold Marks
From railways . . . . . LS
From transport tax. . . . . 250
From industries . 125
From sale of preference shares of the railway

company . . . . . . 250
1220
In the third year—
From railways . . . . . . 550
From transport tax e 290
From industries . . . 250
From ordinary budget resources . no
1200

In thefourth year—

From railways . . . . . . 660
From transport tax e 290
From industries . . . . 300
From ordinary budget resources . 500

1750

In the fifth year—

From railways . . . . . . 660
From transport tax e 290
From industries . . . . 300
From ordinary budget resources . 1250

2500

The payments for the third and fourth years are subject to
contingent addition or reduction not exceeding 250,000,000 gold
marks, depending upon the total yield of the assigned customs and
taxes.

Systemof Transfer

" All paymentsfor account of reparationswill bepaidin gold marks
or their equivalent in German currency into the Bank of Issue to the
credit of the' Agentfor Reparation Payments' This payment is the
definitive act of the German Government in meeting itsfinancial obliga-
tionsunder thePlan."
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H er e we have the fundamental innovation, the decisive forward
step, in dealing with the reparation problem. All former plans
started from the standpoint that the fixing of the debt in gold marks
obliged Germany hersaf to obtain the amounts as they fell due in
foreign currency—dollars, pounds sterling, francs, lire, etc,—accord-
ing to the demands of the Reparation Commission: in other words,
to convert the German currency by sale into foreign currency. We
have seen that this was the main cause of the collapse of the mark.
No one could say how and when Germany would bein a postion to
pay her reparation debt in foreign money. The attempt to transfer
abroad the first milliard gold marks under the London Schedule
of Payments had rudely shaken the mark. From the German side
the fact had always been emphasized that it was impossible for the
impoverished country to transfer milliards abroad, year after year,
without any return, especially as the German balance of trade had
become markedly passve. But no one had as yet had the courage
to cut the knot of the problem with the proposal to make Germany's
debt payable in her own currency and to leave the conversion of the
reparation payments into foreign money to the creditors.

Who was the father of this new idea? It did not originate
in the deliberations of the Dawes Committee; it is already to be
found in the report of 20th December 1923 on the financial re-
congtruction of Hungary, made by the committee established for
this purpose by the League of Nations. There it is stated that
for the protection of the currency it was necessary that payments
by Hungary under the Peace Treaty should be made in Hungarian
crowns to the Bank of Hungary and that the president of the bank
should convert such payments into foreign currency as promptly
as possible, without, however, endangering the value of the Hun-
garian crown. The experts of the Dawes Plan, therefore, found
this conception of the transfer problem ready to hand. They took
firm hold of it and gave a circumstantial justification of it in their
Report, as follows.

There is a great difference between the revenue which Ger many
can raise for reparation purposes and the amount which it can
transfer to foreign countries. The funds transferred to the Allies
on reparation account cannot, in the long run, exceed the sums
which the balance of payment makes it possble to transfer without
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producing currency and budget instability. A country's economic
balance defies exact calculation. It can be estimated only approxi-
mately, especialy as regards the important item of invisible exports
and imports. But the limits set by the economic balance, if
impossible of exact determination, are real. For the stability of
a country's currency to be permanently maintained, not only must
her budget be balanced but her earnings from abroad must be
equal to the payments she must make abroad, including the sums
paid in reparation. Reparation, therefore, can only be paid abroad
by means of an economic surplus in the country's activities.

The annual amount which Germany, according to the condi-
tion of her budget, was able to pay, was to be fixed in gold marks.
At the same time safeguards were provided lest the conversion of
amounts paid in marks into foreign money should disturb the
stability of the German currency and endanger future reparation.
In this way only the maximum amounts which the Allies might
obtain from reparation were indicated. If it appeared that only
a part of these sums could be converted into foreign money then
the limitation would depend upon the exact economic position as it
developed and not upon any estimate of it. The limitation, there-
fore, would take place only in so far as it was really necessary. Sums
paid in for reparation, which could not be completely transferred,
would be used by the Allies, subject to certain conditions, for in-
vestments inside Germany. In this way the rights of both sides
were safeguarded. It would be hazardous and unjust to forecast
the possibilities of future development of the rates of foreign
exchange and to attempt to estimate Germany's reparation burden
in advance. Experience aone could tell to what extent the con-
version into foreign money would be practicable. In the meantime
the German taxpayer would have to carry an adequate burden of
taxation, and a credit balance was accumulating in gold marks for
the Allies which might be converted into foreign currency as rates
of exchange would permit.

Upon this basis the transfer system of the Plan is constructed
in detail as follows: reparation payments made in gold marks are
controlled by a committee—the so-called Transfer Committee—
consisting of six members, and presided over by the agent for repara-
tion payments. The other five members shall be persons qualified to
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deal with foreign exchange questions. The United States, France,
Great Britain, Italy and Belgium each supply one member ap-
pointed by the Reparation Commission, after the member of the
General Board of the new German Bank of Issue of the same
nationality has been consulted. The Transfer Committee is to keep
in contact with the President and the Commissioner of the new
Bank of Issue.

The Committee, acting in collaboration with the Reparation
Commission, will dispose of the amounts paid by Germany:

(i) by the payments for deliveries in kind and payments under

the Reparation Recovery Act;

(2) by the conversion of marks into foreign currencies, both

(1) and (2) to the extent possible in the judgment of the
Committee, without endangering the stability of the German
currency;

(3) by investments in bonds and other loans in Germany, to

such amounts as the Committee may deem wise.

In addition,’ the Committee may, on the instructions of the
Reparation Commission and at the request of the state to which the
claimant belongs, transfer reparation marks to private individuals
for the purpose of making purchases in Germany, such investments
not being of a temporary character, and such property being of
classes contained in a schedule agreed to from time to time between
the Committee and the German Government with due regard to
the economic condition of Germany.

It is the duty of the German Government and the German
Bank of Issue to facilitate the work of the Transfer Committee in
making transfers of funds—by other means as well as by their dis-
count policy. In the event of deliberate action either by the Govern-
ment or by any group for the purpose of preventing transfers, the
Committee may take action designed to defeat such manoeuvres,
and in such circumstances it will become freed from the restrictions
otherwise imposed on the accumulation of funds in marks or the
investment of funds in German property.

As far as German reparation payments are not used in the
Transfer Committee's ordinary course of business—viz. in paying
for deliveries in kind, in meeting necessary expenses and in con-
verting funds into foreign currencies—they will remain on deposit
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in the Bank of Isaue up to 2 milliard gold marks. Any reparation
deposits in excess of 2 milliard gold marks may be invested by tht
Transfer Committee in bonds or loans in Germany. Whenever the
total credits and investments of reparation funds (deposits, loans
and bonds) shall have reached the sum of 5 milliard gold marks,
then the reparation payments out of the budget, including the
transport tax, shall continue to be reduced to the necessary amount
until there is no further accumulation of reparation funds in excess
of 5 milliard gold marks.

The experts themsdves have realized that their transfer system
involves difficulties of a quite novel character, which experience
alone can overcome. They dexribe their dilemma as follows. if
they attempted to fix definitely the annual reparation payments at
a figure Which would be safdly within Germany's capacity to export
in excess of her imports, they would have arrived at so low a figure
as to be quite unacceptable to Germany's creditors, and unwarrant-
ably favourable to Germany. On the other hand, the debt might
have been fixed without regard to that excess of German exports
at all, and payment might have been demanded irrespective of it*
effect on the exchange market. They refused to follow the latter
courses since it would lead to future instability and disaster. In their
opinion, any plan which offered to the Allies the highest possble
reparation must go hand in hand with intelligent and careful
administration in regard to the foreign exchange situation.

Those were the reasons which led the experts to their proposal

Duration of Payments

The task originally assigned to the experts covered only the
recommendation of ways and means for balancing the budget of
the Reich and stabilizing the currency; it is interesting, thereforer
to follow the chain of thought by which they developed and justified
their plan of reparation.

Financial as well as currency stability cannot be ensured unled
the amount of reparation is determined which is to be contributed
out of ordinary budget resources. It would be a* mistake to fix
reparation only for a period of a few years within which Germany
is to attain a stable currency and a balanced budget, for stability in
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currency and budget, once attained, might be rapidly lost if uncer-
tainty continued to prevail as to what Germany would be obliged
to pay in later years. The effort would then have been in vain and
the same problem would again present itself. More important still
is the fact that the success of the financial stabilization depends
essentially upon the return of confidence in Germany's future.
Without this German capital invested abroad will not return and
foreign counties will not do their share by subscribing to the re-
paration loan and granting credits, and even the proper collection
of taxes will be impossible. Confidence cannot be attained unless
Germany and the outside world are given an assurance that for a
considerable period neither her finances nor her foreign relations will
be endangered by renewed dispute.  In speaking of a " considerable
period " the Committee thinks of a period which will be deemed
sufficient by lenders and investors. Now it is impossible for the
Committee to fix the exact reparation debt once for all, and the
Allies should share in any increased prosperity of Germany, for
which purpose the " Index " has been introduced.

The experts state that it is outside their competence to establish
alimit of years or of amount for the working of the index, or to fix
the number of annuities which Germany will have to pay, as this
would practically mean the fixation of a new German capital debt.
But they recommend that their plan be aso applied in the definite
settlement of the various international financial obligations arising
out of the war, in so far as the German debt is thereby concerned.

Ddliveries in Kind

These deliveries have been analysed by the Dawes Committee
as follows. In their financial effects deliveries in kind are not
really distinguishable from cash payments, and they cannot, in the
long run, exceed the true surplus of German production over con-
sumption available for export without either upsetting the exchange
or rendering foreign loans necessary. Subject to such considera-
tions, the deliveries in kind demanded by the Treaty must be
continued. They cannot be wholly removed without great injury
to the Allied Powers interested. |f the principle is not carried too
far, they may represent a stimulus to German productivity and the
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creation of a greater export surplus. At the same time, they give
the Allies a preferential hold on the surplus of German exports
and act in a manner to keep transfers for reparation as large as
possble. But deliveries in kind should not become uneconomic
in character; they must be confined to natural products of Germany
—such as coal, coke, dyestuffs, etc.—and,.in the second place, to
exports which do not entail the previous importation into Germany
of a large percentage of their value.

In the first two years of the operation of the Plan Germany's
payments are so restricted that this alone serves to keep the de-
liverieswithin narrow limits, but in the later period the programme
must be carefully considered by the Reparation Commission in
conjunction with the Transfer Committee so as to avoid exchange
difficulties. As payments for the first two years must be expended
almost exclusively within Germany the Allied Governments will
have to consder if they should not continue the system whereby
the costs of armies of occupation were made a first charge upon
the proceeds of deliveries in kind made to the Governments which
maintain the armies.

The goods supplied by Germany to the creditor countries are
to be applied for the sole use of the countries receiving them for
their internal requirements—including the requirements of their
colonies and dependencies. The re-export from the receiving
countries is permitted only with the unanimous approval of the
Transfer Committee and the assent of the German Government.

Included in deliveries in kind are the payments in Germany
arising through the operation of the Reparation Recovery Acts.

Guarantees

With respect to the guarantees for reparation, the Committee
has made the following observations. The greater the extent to
which payment may be rendered automatic and a matter of habit,
and independent of fluctuating political standpoints towards re-
paration, the less will be the friction and the greater will be the real
stability of the German budget. In the last resort the best security
istheinterest of the German Government and peoplein accepting in
good faith a burden which the world is satisfied to be within their
capacity, and in liquidating as speedily as possible a burden which
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is, and should be, onerous. Moral security, however, is not suf-
ficient in business, and is especially insufficient in view of pagt
experience and the present condition of German finances. Tangible
and productive guarantees are no less vital in the interest of Ger-
many hersdlf, who will be relieved of a large part of her political
troubles if the main source of political controversy is removed by
a sysem which no longer makes the payment dependent upon
current Governmental decisons.

General control of Germany's finances is to be rejected; it
would involve the controlling authority in responsibility for all
financial troubles, and it might be a pretext for such troubles.
General control should be reserved for the caze of Germany's
wilful failure to meet her obligations.

The guarantees proposed are to represent a combination of
sdf-interest and latent pressure.  For this purpose certain specific
revenues—viz. customs, alcohol, tobacco, beer and sugar—uwill be
assigned to Germany's creditors as a pledge. These revenues shall
pass directly into the hands of the controlling authority, which
therefrom first deducts the Treaty payments due the Allies, whilst
Germany receives for her own purposes such balance as may remain.
The control shall be instituted forthwith, in spite of the fact that
Germany makes no payments from the budget for the first two
years, because it is advisable to put the entire plan into execution
in a definite and public manner. Theyield of the assgned revenues
for the year 1928-1929, exclusve of customs, was estimated by
German officialsat 1.7 milliard gold marks. Thetechnical advisers
specially consulted by the Committee estimated the yield at
2/146 milliards. Thereremains, accordingly, a large margin over
the standard payments of 1*25 billions required under the Plan
from the budget. The whole balance shall remain to Germany,
which 'thus has the fullest inducement to increase the yield. But
every increase in the yield operates in the first instance to increase
the security of the Allies, whose claims have to be fully met before
Germany can touch any part of those revenues.

All the above observations of the Committee apply to payments
from the budget. The payments to be made by the railways and
industries were secured in accordance with business principles on
bonds and first mortgages.
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We shall have to speak of the guarantees in more detail in
connexion with the London Agreement of 16th August and the
German laws enacted for the execution of the Plan,

Bank of I ssue

The proposals of the experts for the stabilization of the German
currency were concentrated from the start on the organization of
a Bank of Issue to be provided with the necessary capital and to
be subject to a certain international supervison. The fact that
both the rentenmark and the paper mark—except for some pass
ing fluctuations—had remained stable since 15th November 1923
could not shake the conviction of the experts that a large Bank of
I ssue would have to be established in Germany. From the beginning
of its activity the Committee discussed the matter exhaustively with
Dr Schacht, whose views at first did not coincide in all points with
those of the Committee. Dr Schacht rather urged the immediate
organization of a Gold Discount Bank, in order to finance the
urgent needs of the German foreign trade. He did not wish to wait
for the experts Bank of Issue. Gradually, however, a mutual
adjustment of ideas took place and it was agreed to organize the
Bank of Discount in such a manner that it could readily be absorbed
by the Bank of Issue. While the Committee was still at work
Dr Schacht proceeded with the organization of the Gold Discount
Bank (law of 19th March 1924).

Of its capital of £10,000,000 sterling, the Reichsbank took
one half fully paid up. The balance of £5,000,000 was subscribed
by a syndicate of German banks with 25 per cent, paid up. Later
the Reichsbank bought up the entire stock. The Discount Bank
was authorized to issue notes to the amount of £5,000,000 sterling,
but of this privilege the bank made no use. On the commercial
paper it discounted the bank secured a re-discount credit in
Britain of £5,000,000 sterling and in America for the same
purpose a credit of 25,000,000 dollars. These credits, likewise,
have hardly been drawn upon. By reason of the developments
following the adoption of the Dawes Plan, the bank soon lost
its importance.

For the new Bank of Issue the experts proposed the following
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principal features. Either a new bank shall be established or the
Reichsbank shall be reorganized for the purpose. With the excep-
tion of small banks with aright of issue subsisting in Baden, Bavaria,
Saxony and Wtirtemberg, the Bank is granted the exclusive right
to issue bank notes in Germany for the period of fifty years. All
German paper money circulating at the time is to be withdrawn
from circulation. The Rentenbank shall be gradually liquidated.
The notes of the new Bank are to be protected by a normal reserve
of 335 per cent, in gold and foreign exchange. For the time being
the notes are not redeemable in gold. The new Bank, like the old
Reichsbank, is merely a bankers bank, re-discounting prime bills
of exchange and establishing the official rate of discount, and acting
as a central clearing office for the transfer of credits between banks.
It isto be the depository and the fiscal agent of the German Govern-
ment, but may make only short-term loans to the Government,
limited in amount. The Government is to participate in the profits
of the Bank but the Bank is entirely free from Governmental control
or interference.

All payments for reparation are to be deposited in the new
Bank to the credit of a special account, and are withdrawable by
the creditor nations only under conditions and safeguards which will
adeguately protect the German exchange market and the interests
of the creditor nations and the German economy.

We shall have to deal with the administration of the Bank in
connexion with the new German Bank Law.

Organization

The experts did not simply leave the execution of their plan to
the Reparation Commission but proposed an organization which,
while issuing from the Reparation Commission and being respons
ible to it, otherwise operates independently in its several depart-
ments. It provides for one commissioner each for the Bank of Issue,
for the railways and for the controlled revenues. The Plan aso
provides for an agent for reparation payments. He is to represent
a co-ordinating agency between the Reparation Commission and
the various commissioners and see to it that there is no friction and
overlapping of functions. He is to prevent duplication of effort
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and, in short, ensure harmonious co-operation in the execution of the
Plan.

These functions make the position of the agent the most
important in the organization; in case of a difference of opinion,
however, between any commissioner and the agent, the commissioner
may gpped to the Reparation Commission.

The Plan further provides for a trustee for the Railway and
Industrial Bonds. Asamatter of fact separate trusteeswere appointed
later for each of the two dasses of bonds. The agent and the
trustees are appointed by the Reparation Commission, and like-
wise the Commissioner of Controlled Revenues, but the Commis-
soner of Ralways is appointed by the foreign members of the
Board of Directors of the Railway Company, and the Commissioner
of the Bank in asimilar manner. In order to facilitate collaboration
the commissoners, the agent and the trustees are to form a co-
ordinating Board, which, however, has only advisory powers, and is
mainly intended to supply the agent with the necessary information
for his co-ordinating orders.

The expenses of this organization shall be kept within reason-
able limits and in any cae be included in the total amount of the
German annuities.
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CHAPTER XXIX

THE ACCEPTANCE OF THE REPORT AND THE CON-
FERENCE IN LONDON FROM 16TH JULY TO 16TH
AUGUST 1924

The Report of the Dawes Committee

ON 9th April 1924 the reports of the two committees to the Re-
paration Commission were published in both English and French.

The Report of the Dawes Committee fills quite an imposing
volume of one hundred and twenty-four printed pages. It isdivided
into three parts. Thefirst part contains the proposals and the prin-
cipal features of the Plan. The second part eucidates the financial
and economic situation and the sysem of taxation in Germany, and
deals with the control of the Reich's revenues to be pledged for re-
paration. The third part contains annexes with detailed plans for
the bank (Annex 1), the index (Annex 2), the railway company
(Annexes 3 and 4), the Industrial Bonds (Annex 5) and the transfer
sysem (Annex 6).

The Report proper—especially the first part—is a remarkable
achievement. It is brilliantly written. Its whole development
breathes an animated spirit of sound economic insight. It carefully
avoids political considerations. From the entire Report emanates a
force of conviction which is irresistible.

At the outset the Report declares that Germany cannot recover
as long as certain parts of the country are subject to financial and
economic limitations by foreign Powers. All recommendations of
the Report, therefore, are based upon the assumption that the fiscal
and economic unity of the Reich will be restored.

The Report declines to condder political guarantees, penalties
or questions of military occupation. It dates however, that foreign
interference, in so far as it hampers the economic activities of
Germany, must be withdrawn. The controls provided by the
Committee should be sufficient for the execution of the Plan so
long as Germany is not guilty of any flagrant failure.

And then follows, wholly in the line of thought of Owen D.
Young, the doctrine of Germany's obligation and of Germany's
strength.
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" Germany must pay reparation, not only in the interest of
the injured, but also for Germany's own good. Her economy can-
not flourish unless the nations surrounding her likewise return to
sound conditions and carry on a normal exchange of goods. And
Germany is strong. She has a growing and industrious population,
great technical skill, and rich material resources; the development
of her agriculture is on progressve lines; she is eminent in in-
dustrial science. Ever since 1919 the country has spared no expense
toimproveitsplant and equipment—particularly itsrailway system,
its telephone and telegraph communications, and its harbours and
canals. The German industry has constructed an entirely modern
plant which can produce a much greater output than before the war.
Germany istherefore well equipped with resources and the meansto
exploit them. When the present credit shortage has been overcome
she will be able to resume a favoured position in world competition.
Without undue optimism, it may be anticipated that Germany's
production will enable her to satisfy her own requirements and raise
the amounts contemplated in the Plan for reparation obligations."

And quoting from the closing paragraphs of the Report:

" The Plan isan indivisible whole. It isnhot possble to achieve
any auccess by selecting certain recommendations for adoption and
rejecting the others, nor must there be undue delay in giving
execution to the Plan. It can work only when Germany's economic
sovereignty is restored. |ts operation will be proportionately post-
poned if there isa delay in effecting that restoration.

" The recongtruction of Germany is not an end in itself. It is
only part of the larger problem of the reconstruction of Europe.

" While the Plan does not, as it could not properly, attempt a
solution of the whole reparation problem, it foreshadows a settle-
ment extending in its application for a sufficient time to restore
confidence, and at the same time it is so framed as to facilitate a
final and comprehensive agreement as to all the problems of repara-
tion and connected questions as soon as circumstances make this
possible.”

The Report of the McKenna Committee

Reference has already been made to the bads of the work of the
Second Committee. Itsreportisrather short. After an examination
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of all eements which have affected the movement of German
capital investments abroad snce 1914, it reaches the concluson
that the total amount of German capital and credit balances abroad
at the end of 1923 could not be less than 5.7 milliard gold marks
nor more than 7.8 milliard gold marks, and the middle figure of
6f milliard gold marks was indicated as probably correct. To this
must be added the amount of foreign currency held in Germany,
which was estimated by the Committee, at the same date, at not less
than 1.2 milliard gold marks. On the other hand the value, esti-
mated by the Committeeat from 1 to 1% milliard gold marks, of the
property held in Germany by foreigners was not to be overlooked.

In an annex to the Report details are given of the estimations
employed by the Committee. They cover all items that have
any bearing on the fluctuations of German investments abroad,
but unfortunately these data do not permit a verification of
the final result, as the figures for several items are missing. Not-
withstanding the great pains the Committee has taken, and the
diversity of the material used, it is quedtionable whether its esti-
mates can be accepted as reliable. At any rate, the development of
the money market in Germany since the operation of the Dawes
Plan is calculated to cag doubt on the belief that at the end of
1923 the German investments and credit balances abroad reached
the surprisingly high total of 8 milliard gold marks.

To the question of how the escaped capital could be brought
back to Germany, the Report answers:

"As in other countries the flight of capital arose principally
from the failure of the Government to bring its budget into proper
order and, as a corollary of such failure, from the raising of large
loans and the direct issue of paper money. Secondly, it was due to
the action of speculators and timid investors who sold their marks
against foreign currency, while the exporters of goods retained
abroad all that was possble of the proceeds of their sales. In the
caxe of Germany, however, the flight of capital was accentuated by
the attitude of the people of Germany towards payments to her war
creditors, and was marked by new and ingenious devices and schemes
for evading restrictive legidation and for cloaking the real owner-
ship of foreign balances When successful evason is so richly
rewarded all restrictive legidation must remain ineffective. Neither
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legal enactment nor severe penalties resulted in disclosure of asss
abroad or hampered the flight of capital. Whether the Government
had or had not used its best endeavours to enforce the laws and
regulations did not materially affect the result. The only way to
prevent the exodus of capital and to encourage its return is to
eradicate the cause of the mischief. Inflation must be permanently
stopped. |f the issue of currency is strictly confined within the true
limits of national requirements on a stable basis of value, the German
with capital abroad will feel assured that he will suffer no loss in
bringing it home; the speculator can no longer look for profit from
the sde of marks. The developments in Austria are a case in point.
Restrictive legislation, which in the main has proved futile, becomes
superfluous the moment there is no longer any inducement to evade
the law. It is indeed to be feared that laws purporting to compel
the return of capital would have the reverse effect to that which
might be wished.

" If effect is to be given to the recommendations of the First
Committee—its reparation plan—a considerable part of the
German assats now in foreign countries will return in the ordinary
course of trade. During the period of transition, while awaiting
stability and restoration of confidence, an amnesty should be granted
for a limited time from penalties for flight of capital, and special
terms should be offered for subscriptions to Government loans
made in foreign currencies. Well-considered measures of this kind
would be helpful in hastening the return of capital and the final
restoration of financial equilibrium in Germany, to the advantage
of reparation."”

The Preparation of the London Conference

Asearlyas nth April 1924 the Reparation Commission notified
the German Government that it considered the report of the experts
as a practical basis for the rapid solution of the reparation problem,
and that it was therefore disposed to accept the Plan, within the limits
of its power, and to recommend to the Governments the acceptance
of those points which required action by them. But the Commission
could take action only after receiving assurances from the Reich of
its willingness to co-operate in the execution of the Plan.
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In a brief note of 16th April the German Government gave its
full consent. Thereupon the Reparation Commission notified the
Allied Governments and the United States in a circular note of 17th
April that it had decided to accept the Report, and recommended
the Governments concerned to take favourable action, in con-
formity with the Plan, on those points which required decision by
them. The Commission would request the German Government to
take at once the measures necessary to put the Plan into operation*
The Commission would itself proceed to prepare the measures
required of it for this purpose.

Great Britain, Belgiumand Italy gavetheir consent on 24th A pril.
On 25th April Poincare, on behalf of France, sent a tortuous note,
lavish in compliments on the work of the experts and the Repara-
tion Commission, but cautiously beating about the bush in so far
as France's approval was concerned. Germany should first adopt
the necessary measures, then the Reparation Commission should
approve these measures, and then only would the Allied Govern-
ments have to examine among themselves what course to pursue.
France would gladly do anything to reach an agreement on the
Plan, but only in so far as her vital interests permitted.

Here was the same old PoincarE at work—anything rather than
a decision which created a new situation! He could not very well
decline the Plan now, but he would at least defer its acceptance as
long as possible, and watch developments.

It was impossible to make much headway with his note. While
it did not prevent the Reparation Commission from continuing its
preparations for the execution of the Plan, it left the eventual attitude
of France entirely in the dark. Fortunately political events brought
relief. At the election for the French Chamber of Deputies held
on nth May the parties of the Left scored an unexpected victory.
The PoincarE Government fell, and was succeeded by a Cabinet of
the Left, headed by Herriot. From this time on events developed
rapidly. There was no more irresolution on the road once taken
and everything moved straight forward. The Reparation Commis-
sion, freed from political pressure, did efficient work. Bradbury,
Delacroix and Seydoux worked together in harmony.

The Plan of the experts required the German Government to
draft the necessary legislation for the organization of the bank,
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for the transfer of the German railways to a company, and for the
issue of 5 milliard Industrial Bonds. The main features thereof
were given in the Dawes Report and in its annexes. The experts,
however, had provided that their proposals covering the three
matters should be worked out in detail by organization committees,
which now met Dr Schacht, as President of the Reichsbank, and
Sir Robert Kindersley worked on the organization of the bank.
Sir William Acworth and M. Leverve, the authors of the report on
the railways, and two German representatives—Secretary of State
Vogt and myself—formed the committee for the organization of
the railway company. The constitution of the Industrial Committee
was delayed owing to difficulties encountered in the sdection of
the Allied representatives. As finally organized it included, for
Germany, State-Secretary Trendelenburg and Dr Buecher, and for
the Allies, Messrs Allix and Bianchini. As neutral member, Mr
Marcus Wallenberg, the well-known Swedish banker, was added to
the Committee.

The organization of the bank was a comparatively easy matter.

The Railway Committee, however, was facing a large and com-
plicated problem. It had to regulate the relations of the railway
company to the Government of the Reich with respect to super-
vision and rates, as well as to the saveral gates which had, in 1920,
transferred their railroads to the Reich by treaties which reserved
them certain rights. The datus of the gaff and officials was an
equal source of difficulty in the change over from Governmental to
private operation. On all these quetions an agreement was reached
without calling in the fifth member of neutral nationality provided
for in the Dawes Report.

To the German national sentiment the transfer of the railways
to a company in the administration of which foreigners were to take
part was a severe blow. The work of the Organization Committee,
however, took account of German interests on several important
points and disspated a number of objections. A German majority
tyn the board of directors is assured in any event. In cae of any
disagreement between the company and the Reich the decision, in
the first instance, rests with a special German Court, and only on
appeal—and then only in exceptional cases—with the International
Court originally contemplated for all arbitration. Finally, the
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possibility of the German railway system passing into foreign hands
for non-payment of interest and amortization on the Reparation
Bonds has been eliminated. The Railroad Commissioner, acting as
agent for the trustee, can at the worst only lease the road, either
wholly or in part, to another company, and only after the Court has
decided that this step is necessary and calculated to assure the payment
of the service of the Reparation Bonds.

The ownership of the railways therefore remains with the Reich
in any event.

The Organization Committee for the Industrial Bonds had to
deal with an entirely novel problem. It was a difficult problem
to distribute the 5 milliard bonds among the various German
industries. Originally the majority of the experts in the Dawes
Committee had been of the opinion that it would be advisable to
charge each single enterprise with a certain specific debt, but to
have the bonds issued through a central company which would
collect interest and sinking fund on the capital debt from the various
enterprises and assume towards the creditors responsibility for the
entire issue. Finally, however, the Dawes Committee decided that
each enterprise should issue its own bonds and deliver them to the
trustee. The Organization Committee was authorized to make
exceptions in favour of small concerns. This question was the
centre of the difficulties. A solution was found at last according to
which the bulk of the 5 milliard bonds was to be issued as collective
bonds of an intermediary, the Industrial Bank, and only 500,000,000
as individual bonds of the large industrial concerns. Another im-
portant question was which economic interests should be charged
with the debt and how the mortgage security provided by the Dawes
Report was to be established. We shall have occasion to return to
these questions.

While the work of the three organization committees was in
progress the driving forces in the Reparation Commission en-
deavoured to find a way to promote the Plan into a binding treaty
between the Allies and Germany. A joint protocol was suggested
in which all parties were to accept the Plan and in which Germany
was to undertake to pass, within a fixed period, the necessary laws
for the Reichsbank, the railways and the Industrial Bonds. A
protocol was also to be signed covering the controlled revenues.
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France and Belgium were then to engage, within a specific time, to
take the necessary deps in the occupied territory to re-establish the
financial and economic unity of Germany.

These consderations developed into the plan for a conference
in which, in the first place, the Allies and representatives of the
United States should take part in London on 16th July.

On theoccason of avisit of the British Premier, Mr MacDonald,
to Paris, on 9th July, a memorandum was published stating that
France and Great Britain were agreed that the Plan would have to
be put in operation as soon as possble and that all Gover nments con-
cerned should confirm their acceptance of the Plan at the Conference
in London. There would be no encroachment upon the rights of
the Reparation Commission, but, if possble, an American member
should be added to the Commission in caee a German default was
to be established. The agent for reparation payments should aso
be brought in if the Reparation Commission failed to reach a
unanimous decision. In cae of Germany's wilful failure to meet
her obligations under the Plan, the Allies would have to agree upon
the measures to be taken. The Reparation Commisson was to
prepare for the London Conference a plan for the economic libera-
tion of the occupied territory. For the questions of transfer and
for deliveries in kind a special organization should be created to
advise with the interested Governments, as well as for questions of
interpretation of the Dawes Plan and its execution.

The memorandum thus touched upon all the questions which
were soon to be decided in London.

TheLondon Conference

The London Conference was solemnly opened on 16th July,
Great Britain, Belgium and France were represented by their Prime
Ministers, Italy and Japan by special delegates. Frank B. Kellogg,
the American ambassador to London, and James A. Logan par-
ticipated for the United States unofficially. Of the smaller Allies,
Portugal, Greece, Roumania and Jugodavia were represented.

The meeting immediately proceeded to the nomination of three
committees. The Anglo-French memorandum of 9th July was
to serve as a bads for their work. The First Committee, under the
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chairmanship of Mr Snowden, the Chancellor of the Exchequer,
dealt with the question of Germany's possible default under the
Plan. The Second Committee, presided over by the British
minister, Mr Thomas, prepared a programme for the restoration
of thefinancial and economic unity of Germany, The Third Com-
mittee, under Sir Robert Kindersley, was to determine the methods
by which German payments were to be transferred to the creditor
states.

The work of the Second and the Third Committees was in the
main of a technical nature. Guided by experienced experts they
made rapid progress. In the First Committee, however, a serious
conflict soon developed between Great Britain and France. The
main problem was to decide what was to be done if, in the event of
Germany's wilful default under the Plan, the Allies could not agree
on the appropriate measures or sanctions. In the Plan itself this
guestion, owing to its eminently political nature, had expresdy been
left to thejoint decison of the creditor states. France now declared
that every Government regained full freedom to act independently
with regard to sanctions if no agreement could be reached. This
standpoint, which in the meantime had aso been publicly adopted
by Herriot before the French Chamber, was vigorously opposed at
the Conference by Great Britain.

It was no less difficult to decide the question who should have
authority to establish Germany's default. On this the French held
fagz to the Reparation Commission, while the British contended
that the Reparation Commission was not competent in matters con-
nected with the Plan. From the American and Belgian side several
compromises were suggested. They were as good as accepted, when
the British and American bankers—with whom the issue of the
reparation loan of 800,000,000 gold marks provided for in the Plan
was under discusson in London—declared that they could not
consider the security for the loan adequate as long as the decision
regarding a German default rested with the Reparation Commission,
and as long as France did not waive once for all her claim for in-
dependent sanctions in the way of military measures, etc. Not even
in the addition of an American member to the Commission, and in
the participation of the reparation agent and representatives of the
bondholders—all this and more was proposed—could the bankers
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find satisfactory security for the loan. Even the declaration that the
loan would have absolute priority over all other reparation liabilities
failed to satisfy them.

France, however, was quite as stubborn in declaring that she
could not relinquish her right to independent action for the protec-
tion of her Treaty rights in extreme cases. The conflict became so
acute that it threatened to wreck the Conference. Only the last days
of July brought a change for the better. The representatives of the
United States at the Conference realized that the American bankers
had gone too far in their demands, and solemnly declared before
the Conference that America attached the greatest importance to
its successful outcome. At the same time, Logan proposed to with-
draw the question of guarantees for the reparation loan from the
Conference for the time being and to leave its settlement to special
discussions between the Reparation Commission, the German
Government and the international bankers. Thereupon the nego-
tiations were resumed. France offered a new proposal for the
establishment of a possible German default whereby the Reparation
Commission could definitely state a default only by unanimous vote,
an American member taking part in the voting. In the event of
differences of opinion within the Commission, any member should
have the right to appeal from the decision of the Commission to an
impartial Court of Arbitration, consisting of three members, under
the chairmanship of an American. The French proposa was
accepted by the First Committee on 31 st July.

Only now was Germany invited to send representatives to the
Conference, for this, too, had, up till then, been a point of dispute.
France contended that, under the provisions of the Treaty of Ver-
sailles, Germany could only be heard but could not participate, on
a footing of equality, in the deliberations of the Conference, but
after a special committtee of jurists had established that the execu-
tion of the Dawes Plan went beyond the Treaty of Versailles in a
number of points, and therefore could not be forced on Germany,
the participation of Germans in the Conference was assured.

The military evacuation of the Ruhr was not on* the agenda of
the Conference, as the matter was not directly dealt with in the Plan.
Germany openly and urgently demanded the evacuation of the Ruhr
in connexion with the reparation plan. As the meeting progressed
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it became more and more evident that this important question
could not be omitted from the discussons in London. Upon
the strong advice of MacDonald, Herriot finally declared himself
ready to discuss the military evacuation outside the agenda. From
the Franco-Belgian side it was proposed to fix the limit of time for
the military evacuation of the Ruhr at two years, provided, however,
that the evacuation was to take place at once whenever Germany
had repurchased 1% milliard gold marks worth of the Railway and
Industrial Bonds provided for in the Dawes Plan, and that for every
fraction of this amount repurchased a corresponding part of the
occupied territory was to be evacuated. This unworthy proposal
was regjected on all ddes, and fell to the ground.

In the Second Committee the Allies had practically agreed on
the economic liberation of the occupied territory and the various
time-limits within which the arbitrary cusoms barriers, Micum
contracts and the Franco-Belgian railway administration were to be
abolished. The French made an important reservation only on
one point. For the alleged purpose of protecting the troops of
occupation, but in reality for reasons of prestige—namely, to cloak
their political retreat—they demanded that upon the discontinuance
of the railroad administration a body of several thousand Franco-
Belgian railroad employees should be retained in the service of the
German railways, preferably on a frontier division such as Treves.
The demand was contrary to the spirit of the Dawes Plan and
devoid of practical utility.

The German delegation arrived in London on 5th August under
the leadership of Herr Marx, the Chancellor, asssed by Herr
Stresemann, Minister of Foreign Affairs, and Dr L uther, theFinance
Minister. The situation in the Conference had, in the meantime,
cleared sufficiently to enable all three committees to adopt a pro-
gramme agreed upon by all the Allies. Two important questions
still remained open—viz. the military evacuation of the Ruhr
District and the retention of French railroad employees by the
Germany railway company. But here, too, the indefatigable
Americans had prepared the ground. In co-operation with Kellogg
and Logan, Owen D. Young was again quietly and successfully
endeavouring to bring about an intelligent understanding on all
points. Mr Alanson B. Houghton, the American ambassador to
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Berlin, who was also present in London, asised his efforts. As
good luck had it, Mr Hughes, the Secretary of State, was also in
London during those critical days on holiday.

Observers of the proceedings of the Conference were able to
inform the German delegates on their arrival that it would be
possible to obtain the evacuation of the Ruhr within a year and
to induce France to abandon entirely the idea of retaining Franco-
Belgian railroad employees in the operation of the railways. All
Germany, however, demanded the evacuation of the Ruhr within
a much shorter period. To obtain this was one of the principal tasks
of the German delegates.

Events did not move as smoothly as had been hoped. The
German representatives deemed it necessary tojustify their proposals
for amending the decisons of the Second and Third Committees
in a comprehensive written statement. The consequent discussion
occasoned prolonged technical argumentation which, though
carried on by both sdes in a busnesdike and thorough manner,
was exhausting to all parties to the Conference. In such an atmo-
sphere it was impossible to hasten the evacuation of the Ruhr. In
the tedious debates in the different committees several of the German
claims were conceded. This partial success however, did not
compensate for thefailure to shorten the one-year limit for the Ruhr
evacuation. The decison to resign themsdves to such a result was
made easer for the Germans by the fact that France agreed to
evacuate at once—upon the signing of the London Agreement—
the district of Dortmund as well as the other regions occupied at
the sametimeastheRuhr District—Offenburg, Appenweier and the
ports of Karlsruhe, Mannheim, Wesel and Emmerich. Finally, it
was arranged that all sanctions imposed on Germany at the London
Conference of 1921 should be abolished; France held out the
prospect of the evacuation of Dlisseldorf, Duisberg and Ruhrort
simultaneously with the evacuation of the Ruhr District.

During the Conference two problems which also came under
the Dawes Plan were settled by special negotiations. Allied and
German experts agreed on a protocol which fixed the payments to
be made out of the budget of the Reich and defined in detail the
authority of the Commissioner of Controlled Revenues. Further,
on 9th August an agreement between the Reparation Commission
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and the German Government was signed, in which both parties
undertook to take all appropriate measures for the execution of the
Dawes Plan.

On 16th August 1924 the Conference of London came to an
end. The final protocol embodied the acceptance of the Dawes
Plan by the Governments concerned and the Reparation Commis-
sion. The formal signature of the various documents was to take
place in London on 30th August. Until then the laws drafted by
the organization committees and approved in the meantime by the
Reparation Commission, regarding the Reichsbank, the railway
company and the Industrial Bonds, were to be passed by the German
Reichstag.

A detailed plan had been agreed upon in the Conference as to
the way in which the Dawes Plan was to be put into operation.
First, the Reparation Commission was to declare that the German
laws for the execution of the Dawes Plan had been promulgated
and that the agent for reparation payments had taken up his
duties. This occurred on 1 September 1924. For the transition
period the office of agent was assumed by Owen D. Young, who
was succeeded on 31st October by S. Parker Gilbert, the permanent
Agent General.

Within five weeks following the first announcement the Repara-
tion Commission was to declare that the necessary organization for
the Plan had been completed, that the Reichsbank and the railway
company had been definitely constituted, that certificates for the
Railroad and Industrial Bonds had been deposited with the trustees,
and that contracts had been concluded assuring the subscription of
the loan of 800,000,000 gold marks. This latter declaration was
duly made on 13th Octaober.

Finally, on 28 th October, the Reparation Commission was able
to announce that the French and Belgian Governments had ful-
filled the programme adopted by the Conference for the restoration
of thefinancial and economic unity of Germany.

Step by sep all encroachments upon the administration and
legislation of the occupied territories snce nth January 1923
were removed. The German authorities, particularly the cusoms
administration, began to function again. On 9th September the
customs barrier between occupied and unoccupied Germany was
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abolished. All mines, cokeries and other economic enterprises
which had been exploited under compulsory Allied management
were returned to their owners. All the special organizations of the
occupying Powers established to levy and administer collections and
charges and all restrictions on traffic in the occupied territory were
withdrawn. Thus ended the unfortunate M icum agreements, which,
snce 15th April 1924, had repeatedly been extended, finally with
some dlight alleviation in cash charges;, the forced deliveries of coal
and coke, however, continued until the Dawes Plan entered into full
operation.

During the transition period, which ended on 28th October
1924, the German Government had to pay monthly to the Agent
General onetwelfth of the first annuity of 1,000,000,000 gold
marks provided by the Dawes Plan—i.e. about 83,000,000 marks.
Towards thee instalments credit was given to the German
Government for the taxes which the Franco-Belgian administration
continued to collect in the occupied territory after 1¢ September,
as well as for the receipts under the operation of the Reparation
Recovery Act and for the German deliveries and payments for the
armies of occupation. The payments thus made were afterwards
refunded to the German Government from the proceeds of the
reparation loan. This arrangement was necessary in order to ensure
the continuation of deliveries in kind during the rather long transi-
tion period, and made it possble to start thefirst reparation year as
early as 1¢ September 1924, from which date the Dawes Plan was
in force.

The release of the railway lines in the occupied territory was
regulated by a special provison in the London Agreement under
which the operation of those lines was to be transferred step by step
from the Franco-Belgian Regie to the new railway company, and
the process to be completed within six weeks after the beginning
of the full operation of the Dawes Plan. As a matter of fact the
complete transfer of all lines was effected simultaneously on 16th
November 1924.

Thus the economic interference of the Allies, originating with
the Ruhr adventure, was systematically abolished. In order to make
a clean date the Allies and Germany agreed to grant mutual amnesty
for all political offences committed during the Ruhr Occupation.
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In connexion with the agreement signed by the German
Government and the Reparation Commission on 9th August the
genera lines of the procedure for deliveries in kind were laid
down.

Freedom of contract and commercial usage shall hereafter be
the guiding principles. The Reparation Commission is to prescribe
from timeto timea programme for deliveries, after consultation with
the Transfer Committee, giving due consideration to Germany's
economic situation and domestic requirements. Within these limits
any kind of German deliveries may be made and services rendered
on reparation account, even though Germany may be under no
Treaty obligation in respect of them. But they must aways be
based on a contract freely entered into between the German seller
and the Allied buyer. The German Government remains respons-
ible only for deliveries of (1) coal, coke and lignite briquettes;
(2) sulphate of ammonia; (3) dyestuffs (until 15th August 1928),
if the delivery of these commodities is not made under ordinary
commercial contracts or is prevented by measures of wilful German
obstruction.

The Allied countries are to prevent the re-export of any part of
German deliveries.

The details of the procedure were to be settled by a specia
committee of Allied and German experts, with the co-operation of
a neutral arbitrator.

The London Agreement further made clear certain points
which might have given rise to doubts as to the relations between
the German Government and the Transfer Committee. Under the
Dawes Plan the Transfer Committee, as we have seen, may, at the
request of the creditor states made through the Reparation Commis-
sion, transfer marks from reparation funds to private individuals for
the purpose of permanent investment in Germany, This, however,
applies only to properties a schedule of which is to be agreed upon
from time to time between the Committee and the German Govern-
ment. Failing an agreement, a neutral arbitrator is to decide on the
motion of either party.

The Transfer Committee intervenes if an attempt is made to
hinder the transfer by financial manoeuvres. |f the Committee is
equally divided in regard to that question the decision also rests
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with an independent and impartial arbitrator. In all other casssthe
chairman of the Transfer Committee has a casting vote.

Whenever the reparation fund has reached 5 milliard gold
marks, or any lower maximum fixed by the Transfer Committee,
and the Committee has by a majority decided that no concerted
financial manoeuvres to prevent the transfer have taken place or
that secific measures to defeat such manoeuvres ought not to be
taken, then any member of the minority may appeal to an arbitral
tribunal.

Finally, arbitration is provided in the event of any Allied Govern-
ment or the German Government considering that defects exist in
the technical working of the Dawes Plan which can be remedied
without affecting its substantial principles. In such an event a
unanimous decison of the Reparation Commission is required,
after an examination of the question by the Allied organization in
Berlin. Failing unanimity, or if any decison taken unanimously
is not accepted by the German Government, any of the parties
interested may appeal to an impartial Court of Arbitration composed
of three experts.

All these examples illustrate how the fundamental principle first
adopted in the nomination of the two expert committees, of sub-
mitting reparation questions to thejudgment of neutral experts, was
deliberately elaborated in the London Agreement.

All guestions which emerged in London as possible points of
contention in connexion with the execution of the Dawes Plan are
entrusted to the decision of arbitrators. The procedure and the
appointment of the various courts of arbitration are regulated in
detail.

It is characteristic of the London Conference, in contrast to
all previous meetings of the Allies, that it abolishes as much as
possble the sysem of coercion in matters of reparation and leaves
the solution of doubtful quettions to the impartial decison of
experts where amicable agreement between the contending parties
is impossible.

The same principle, after a prolonged struggle between France
and Great Britain, was alo applied to the Reparation Commission.
We have seen that, through the withdrawal of America from
the common Treaty of peace, the preponderating influence in the
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Commission fell to France; she held the practical power in her
hands in all reparation questions and only for that reason did things
come to such a head that the Ruhr was occupied.

The Dawes Plan made the first important breach in the bulwark
of the Reparation Commission; in London the ramparts of its
power were completely torn down. The attack was led by the
Allied bankers with their refusal to take up the reparation loan as
long as the rights of the bondholders were not protected against
arbitrary measureson the part of the Reparation Commission or the
Allied Governments represented in it.

The dispute was finally settled as follows.

When the Reparation Commission is deliberating on any point
relating to the Dawes Plan a citizen of the United States shall take
part in the discussons and shall vote as a member with equal rights.
Thisarrangement will continue in force as long asthe United States
is not officially represented in the Reparation Commission. Any
decison of the Commission on German offences against any of her
obligations under the Treaty of Versailles or the Dawes Plan will
not be valid unless passed by unanimous vote. |If such a decison
has been taken by a majority only, any member of the Commission
may appeal to an arbitral commission of three impartial and in-
dependent persons. The president of the Arbitral Commission must
be a citizen of the United States.

If Germany offends against her reparation obligations, sanctions
will not be imposed on her unless a flagrant failure has been estab-
lished. Such a contingency would occur if Germany were wilfully
in arrears with a considerable part of her obligations. In this case
the Allied Governments shall confer at once on the nature of the
sanctions to be applied and on the method of their rapid and effec-
tive application. If sanctions have thus to be applied, the specific
securities provided for the service of the reparation loan are to
be safeguarded. Any disputes in this connexion which cannot be
settled by negotiation are to be submitted to the Permanent Court
of International Justice at The Hague. In all other regects the
rights of the Allied Governments under the Treaty of Versailles are
reserved.

This, briefly, is the agreement which settled in London the
hotly debated question of sanctions. EVen the bankers for the
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reparation loan were padgfied by it, though they still thought that
these precautions were insufficient.  After all it must be admitted
that, with the foregoing agreement, the danger of independent
interference by an Allied Power with the reparation procedure has
practically been eiminated.
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CHAPTER XXX
THE GERMAN REPARATION LAWS

THE German laws for the execution of the Dawes Plan were
passed by the Reichstag on 29th August 1924, and promulgated
on 30th August. As these laws, in addition to the heavy financial
burden imposed upon the German people by the Dawes Plan, in-
troduce foreign co-operation in important branches of the German
economy, it is not surprising that their passage was preceded by
a severe internal political contest, particularly with regard to the
railways. The conversion of the railways into a private company
involved a change in the German constitution which could be
adopted only by a two-third vote of the Reichstag; in the vote on
the railway law the necessary majority was, in fact, obtained.

The provisions of these laws are based on the Dawes Plan and
therefore familiar to us in their essentials. In so far as their details
bear directly on reparation, they may be summarized as follows:

1. Banking Law

For the purpose of the Dawes Plan no new bank .of issue was
constituted, but the existing Reichsbank was reorganized to meet
the new situation, which involved fundamental changes in the old
German banking law of 14th March 1875. The Reichsbank is
entirely independent of the Government. It isto call in all its out-
standing note circulation and redeem it in new Reichsbank notes
at the rate of one billion gold marks to one reichsmark. The capital
of the Reichsbank shall be not less than 300,000,000 and not more
than 400,000,000 reichsmarks. The bank is administered by a
Managing Board, the President and all members of which are of
German nationality. Further, a General Council has been set up,
consisting of fourteen members, one half of which are German,
while the other half is composed of one British, one French, one
Italian, one Belgian, one American, one Dutch, and one Swiss
member. The General Council is presided over by the President
of the Managing Board. The General Council has no direct part in
the actual management of the bank; it elects the President and the

271



THE GERMAN REPARATION LAWS

Commissioner, who must be a foreigner, and acts on all proposals
made to it by them. The essential duty of the Commissioner is
to enforce the legal provisons relative to the issue of notes,
and the maintenance of the bank's reserves guaranteeing that
issue.

- All notes of the Reichsbank must bear the seal of the Com-
missioner ; they must be normally protected by a reserve of not
less than 40 per cent, in gold or foreign exchange, of which not less
than three-quarters must be gold. The reserve requirements can
be reduced only by decison of the General Board, in which event
a deficiency tax is to be paid to the Reich.

T he business operations of the bank are those of a Central Bank
of Issue and are on the whole identical with those of the former
Reichsbank. The bank may make advances to the Reich to an
amount not exceeding 100,000,000 reichsmarks at any one time,
and for a term not exceeding three months, no advance to be
outstanding at the dose of the bank's financial year. A special
account is congtituted with the Reichsbank for reparation pay-
ments; the maximum amount to be held on deposit for reparation
account shall not exceed 2 milliard reichsmarks without the bank's
consent.

The notes of the bank are, as a general principle, redeemable
in gold. This convertibility, however, is suspended until decided
upon concurrently by the managing board and the general board.

The new Bank law became effective on nth October 1924. On
15th October the reconstituted Reichsbank issued its first statement
in reichsmarks, the unit of the new German gold currency.

Simultaneoudy with the Bank law, a law was passed regarding
the withdrawal of the Rentenbank notes.

The capital of the Rentenbank wasreduced to 2 milliard renten-
marks and was subscribed exclusively by the agricultural interests.
The charge on industry and commerce in favour of the Renten-
bank is abolished. The Rentenbank notes are to be liquidated
within ten years, for which purpose a sinking fund is created at
the Reichsbank, into which must be paid each year by the Renten-
bank a minimum of 60,000,000 rentenmarks, and by the Reich
another 60,000,000 rentenmarks, and its share of the profits of
the Reichsbank, until the sinking fund has reached 1,200,000,000
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rentenmarks. Thereupon the Rentenbank notes still remaining in
circulation are to be called in for exchange into legal tender within
a period of six months.

The principal busness of the Rentenbank from now on is to
take care of the credit needs of agriculture. For this purpose the
Rentenbank Kreditanstatt was constituted, by law of 18th July 1925.

2. Industrial Charges Law and the Law on the Contribution
to the Industrial Charge

As previously stated, the distribution of the reparation burden
of 5 milliard gold marks among the individual industrial enterprises
presented serious difficulties. To meet these difficulties the matter
was regulated by two separate laws. One of them relates to the
enterprises which carry the external burden—that is those branches
of the industry which issue debentures for their share of the burden,
securing the debentures by mortgage on their real estate, and are
responsible to the creditors for interest and amortization of the
debt. This is a relatively small group, including only enterprises
whose real property offers sufficient security for the debt. Banks,
insurance companies, hotels, restaurants, public-houses and trading
concerns are therefore excluded, while the carrying trade generally
is also excluded, though shipping, private railways, narrow-gauge
railways and tramways are included. Enterprises of the Reich or
the states are also excluded, and likewise enterprises whose entire
profits are payable to the Reich or the sates. Finally, everyone
whose busness capital does not exceed 50,000 gold marks is
exempt. All this, however, constitutes only the external frame
for the apportionment of the industrial debt. In reality nearly all
industrial and commercial enterprises are drawn in to make up the
annual charge of 300,000,000 gold marks. This is the internal
disposition, regulated by the law on the Contribution to the
Industrial Burden. Under that law the interest and amortization
charge on the 5 milliard gold marksis laid upon all industrial enter-
prises, even upon those exempt from the Industrial Charges law,
including enterprises of the Reich, the dates and municipalities.,
The only concerns that are exempt from contribution are those
whose business capital does not exceed 20,000 gold marks and, in
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principle, all enterprises engaged in agriculture, forestry, market
gardening, raising of live stock, viticulture and fisheries.

We are therefore dealing with two concentric circles, the smaller
of which is responsble for the debt to the reparation creditors, the
larger one for the debt to the Reich. The same burden, therefore,
must be assessad twice—viz. separately on the members of each
group. This necesstates a procedure which is very complicated in
its details, and its practicability is as yet to be demonstrated.

The entire arrangement is made possble only by means of an
intermediary : the Bank for German Industrial Debentures. This
bank receives the annual payments of all enterprises subject to the
contribution, and administers and pays them to the Reichsbank to
the credit of the Agent General for account of the Trustee. The
enterprises responsble to the creditors, the smaller group, in reality
do not pay to the bank the full interest and amortization due
under their nominal liability, but only the smaller annual charge
resulting from the distribution of the entire burden among the
larger group responsible. By a decree of 13th December 1924
the reparation debt of the enterprises responsible for the debt
was fixed at 17.1 per cent, of their busness capital, but was later
reduced to 15.73 per cent. For this amount each individual enter-
prise had to isue its own debentures and to deliver them to the
bank. The amount, however, which each enterprise has actually
to pay in any given year is not calculated on the facevalue of
these debentures, but will be determined by the distribution of the
annual charge of 300,000,000 gold marks among the large group.
This distribution has not yet been carried out and therefore no
figures can as yet be given to show the actual assessment on each
enterprise.

The individual debentures are payable in gold marks, and are
issued in favour of the Industrial Bank. They carry interest at
2\ per cent, for one year from ist September 1925, thereafter at
5 per cent., and are to be amortized at the rate of 1 per cent.,
commencing ist September 1927. Against these individual deben-
tures the Industrial Bank issues its 5 per cent. Industrial Bonds,
payable to bearer, in two series of 2% milliard gold marks each.
One sxies remains without interest until 1st September 1925, the
other until 1st September 1926 ; thereafter both series of debentures
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bear interest at 5 per cent. Beginning with 1st September 1927
they are amortized at the rate of 1 per cent, per annum.

The Dawes Plan provides that in principle the individual
debentures shall be placed on the market, and the law accordingly
stipulates that the Trustee may sell 500,000,000 of the individual
debentures. To this end the largest German enterprises are enlisted,
the aggregate charge on which amounts to i| milliard gold marks.
At the request of the Trustee they must exchange their individual
debentures deposited with the bank for new bearer-bonds. The
Trustee can never sell more than one half of the debentures of any
one enterprise, nor more in all, as stated above, than 500,000,000
gold marks. The bank, therefore, delivers to the Trustee, who has
to administer atotal of 5 milliard debentures, 4% milliard Industrial
Bonds and 750,000,000 individual debentures. When the Trustee
has sold 500,000,000 of the individual debentures the remaining
250,000,000 are returned to the bank and replaced by Industrial
Bonds.

Debentures of shipping and railway enterprises are not
negotiable.

Any enterprise has the right to repurchase its own debentures,
as long as they are in the hands of the Trustee, either at their face-
value or at a price agreed upon with the Trustee. The latter is
to allow the enterprise whose debentures he intends to sell one
month's time for their repurchase.

The burden of the various enterprises is assessed annually on
the basis of the capital tax, but after the expiration of five years not
more often than once in two years. A formal mortgage lien is not
provided for the reparation charge; in lieu thereof the form of a
Public Law Mortgage—which requires no registration and is not
cancelled in the event of a forced sale, but is automatically trans-
ferred to the purchaser—was adopted. This Public Law Mortgage,
as a rule, has priority over all other claims against the property.

Principal, interest and amortization of the debentures are
guaranteed by the German Government. They are specifically
secured by the controlled revenues pledged for reparation.

For the settlement of disputes between the Government and
the bank on the one hand, and the Reparation Commission and the
Trustee on the other, impartial arbitration is provided.
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The Bank for German Industrial Debentures has a capital of
10,000,000 gold marks, with its seat in Berlin. The Managing
Board is of German nationality: the Board of Directors, including
the President, is composed of fifteen members. Seven members are
appointed by the Government of the Reich, three by the Reparation
Commission and four by the foreign members of the General Board
of the Reichsbank. The President must be German.

Theindividual debentures for the total charge of 5 milliard gold
marks, issued by 60,500 assessed enterprises, were delivered to the
bank by the German Government for account of the Trustee on
28th February 1925; the bank has issued the corresponding
Industrial Bonds.

3. The Law on the German Railway Company and its Statutes

For the purpose of reparation the operation of the railways of
the Reich is transferred to the German Railway Company until
31st December 1964. The concession, however, expires in any
event with the redemption of all the Company's reparation bonds
and preference shares, and may therefore be extended or shortened
accordingly. The ownership of the railways, with all appurtenances,
including rolling stock, remains with the Reich, Stock-in-hand and
stores, on the other hand, as well as cash and bank deposits, become
the property of the Company.

The Company's reparation liability of 11 milliard gold marksis
secured by a like amount of the Company's bonds, which, under
the provisions of the law, are a first general mortgage on all lands
belonging to the Reichsbahn undertaking or the real property of
the Company, as well as to everything attached to these lands. As
from 1st September 1927 the bonds carry 5 per cent, interest and
1 per cent, sinking fund. From that date the normal annual charge
payable by the Company is 660,000,000 marks. The reparation
payments of the Company are guaranteed by the Government of
the Reich, and for this purpose are also specialy secured by the
controlled revenues from the budget.

The original capital of the Company consists of 2 milliards of
preference shares and 13 milliards of ordinary shares. The latter
are owned entirely by the Reich. The preferred shares are in bearer
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form. The proceeds from the sale of the preferred stock are mainly
to serve the Company's needs which cannot be paid out of operating
revenues, more especially to provide for extensons and improve-
ments. Under the Dawes Plan the Reich is to receive the proceeds
from the sale of the first 500,000,000 marks of preference shares
in order to provide for its own liability in the second reparation
year. The Company has already placed at the digposal of the Reich
500,000,000 marks of preference shares for that purpose.

T he governing bodies of the Company are the Board of Manage-
ment and the Directorate. The latter conducts the business of the
Company under the supervison of the Board. It is composed of
the Director General and one or more directors, all of whom must
be German. The Board of Management is composed of eighteen
members, nine of whom are appointed by the Government of the
Reich and nine by the Trustee. Of those appointed by the Trustee
five are Germans, so that fourteen Germans and four foreigners sit
on the Board. After the issue of the preference shares the owners
thereof are to be given four out of the nine seats to be filled by the
Government—in the proportion of one seat for every 500,000,000
gold marks of preference shares issued. The representatives of the
preference shareholders must be Germans.

The President of the Board of Management must also be a
German; he is eected annually by the Board, by a majority of
three-fourths of the votes cast. He shall be sdected from the repre-
sentatives of the preferred shares as soon as they occupy three seats
on the Board.

The owners of the Reparation Bonds are represented by the
Trustee. Their rights are protected by a Railway Commissioner,
who is appointed by the foreign members of the Board. The
Commissioner takes part in the meetings of the Board, but without
the right to vote; he is entitled only to information and inspection
so long as the service of the bonds is not in jeopardy. The rights
of the Commissioner are extended if the Company defaults on any
of its reparation liabilities; he may then request that a change
should be made in the office of Director General. |f the Company
remains in arrears for more than sx months, and the deficiency is
not met by the Government of the Reich, the Commissioner himself
may take over the operation of the railroads and ultimately lease the
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concesson to another company. In the latter event, however, the
impartial arbitrator provided by the law must first decide that the
contemplated lease is necessary and likely to ensure the service of
the reparation bonds.

For the protection of the public interest, the Government of
the Reich has control over thetariffsand the service of therailways.
Such control, however, must not be exercised in such a manner as
to impair the ability of the Company to earn the receipts necessary
for the sarvice of the bonds and preference shares.

All former permanent gaff, employees and workmen are taken
over by the Company. Their rights and duties are defined by a
special staff law and staff regulation.

4. Controlled Revenuesof the Budget

A word remains to be said regarding the rights of the Commis-
soner for Controlled Revenues under the London protocol.

TheGerman servicesaretotransfer, and are, in fact, transferring,
theassgned revenuesto the Commissioner on the 20th of each month.
For the sake of simplicity only the ten largest " Zollkassen," the
" Oberfinanzkassen " and the administration of the alcohol monopoly,
are charged to make these payments. Up to 31st August 1926—
i.e. during the two years in which Germany is not bound to effect
any payments out of her ordinary budget—the Commissioner will,
in the normal course, immediately replace at the disposal of the
German Government the amounts paid to his account. Beginning
with the third year he retains from the monthly payments one-tenth
of the annual amount due from the budget. From this amount he
transfers each month to the Agent General the necessary instalment
due—that is, one-twelfth of the total annual liability—and uses
the balance for the accumulation of a reserve fund. As soon as that
fund reaches 100,000,000 gold marks he retains only so much as
is necessary to meet the monthly instalments as they mature, and
returns the balance to the German Government within one week
after the remission to him of the total receipts of the month. Any
eventual deficiency in the monthly payments is met from the reserve
fund.

As long as the payments out of the budget are received as fixed,
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the Commissioner has only the right to information and examina-
tion, which, however, is extensive. Moreover, all draft laws and
ordinances concerning the controlled revenues are to be duly com-
municated to him. The rights of the Commissioner are extended
if the amounts transferred to him for three consecutive months
aggregate less than one-tenth of the annual liability, or if, without
any change in the laws the revenues, as compared with the corre-
sponding period for the preceding year, show a material decrease.
In such an event he is authorized to make proposals to the German
Minister of Finance and to investigate through his mandatories
or experts the causes of the decrease. If the receipts from the
controlled revenues, despite a complete absorption of the reserve
fund, should be insufficient for severa months to cover the monthly
instalments, or if the Finance Minister should not have given effect
to the proposals of the Commissioner and the revenues continue
insufficient, the Government of the Reich must temporarily assign
as security othei* indirect taxes. Should all this prove of no avail,
then the Commissioner, in agreement with the Agent General, may
demand a change in the administration of the revenues the failure
of which has occasioned the deficiency. For this purpose he may
claim that autonomous organizations, independent of the Reich,
be constituted for the administration of the revenues in question.
Such .a change, however, can be carried out only after the neutral
arbitrator who adjusts all divergencies of opinion between the
Government and the Commissioner has decided that the measure
is necessary and apt to increase the returns from taxation so as to
guarantee the annual budget liabilities. All these provisions follow
closely the model of the railways.

The detailed provisions of the protocol are very intricate. They
give evidence of the hard struggle which they occasioned in the
London Conference.

The tax rates on alcohol, tobacco, beer and sugar are not to be
reduced without the consent of the Commissioner. The Commis-
sioner shall avoid any interference with the customs policy of the
German Government.
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CHAPTER XXXI

THE OPERATION OF THE PLAN

The Reparation Loan

AFTER the close of the London Conference there was a temporary
[ull in the loan question. . The English and American bankers, who
during the Conference had demanded that the loan should be more
strictly guaranteed against political complications, assumedawaiting
attitude. Discussions regarding the loan started in London toward
the end of September, between J. P. Morgan & Company and the
Bank of England, on behalf of the lenders, and Dr Schacht and
Dr Luther, on behalf of Germany. The negotiations were brief, and
the conditions more or less dictated.

The loan agreement was signed on ioth October. The terms
were: 7 per cent, interest, issue price, 92; repayment, 15th
October 1949, by means of a sinking fund—in Americaat 105 per
cent., in other countries at par. The loan was underwritten by the
banks—at 87 per cent, in America and 87J per cent, in Europe,
less stamp tax. As the proceeds had to produce 800,000,000 gold
marks net for reparation, the face-value of the loan necessarily had
to be materially higher. Since the time of the issue the British
pound sterling—in which most of the European issues of the loan
are expressed—has reached gold parity. In consequence thereof
the nominal value of the total reparation loan calculated in gold
marks is at present about 960,000,000.

The American tranche of the loan was 110,000,000 dollars;
Great Britain took £12,000,000; Holland, Sweden, Switzerland,
France, Belgium and Italy smaller amounts. The balance of
,£360,000 necessary to round the net proceeds up to 800,000,000
gold marks was taken up in Germany through the Reichsbank.

On 13th October 1924 the Reparation Commission granted
the service of the reparation loan an absolute first charge on all
payments under the Dawes Plan, on the controlled revenues of the
budget and on any other assets or revenues of Germany subject to
a lien of the Allies under the Treaty of Versailles. The German
Government on its part recognized the service of the loan as a direct
and unconditional obligation of the Reich.
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The isue of the loan, which took place in New York and
London on 14th October, was a brilliant success. The price on the
Stock Exchange immediately advanced several points, and has since
risen above par in London and New York.

On 31st October 1924 the Transfer Committee, at its first
meeting in Berlin, also confirmed the priority of the loan, and de-
cided that all amounts in gold marks necessary for its service should
have an absolute right of transfer into foreign exchange irrespective
of the effect upon the exchange. The entire proceeds of the loan
were paid in to the Reichsbank in foreign exchange to the credit
of the Agent General. In conformity with the Dawes Plan the
Reichshank acquired these foreign currencies for its own account,
crediting the equivalent in reichsmarks to a special account of the
Reich, subject to the control of the Agent General. Three trustees
are appointed for the loan, headed by the Agent General, who also
provides for the service of the loan.

The Organisation under the Plan

On 10th October, in conformity with the London Agreement,
the Reparation Commission appointed Thomas N. Perkins, a Boston
lawyer, member of the Reparation Commission for the execution
of the Dawes Plan. At the same time it appointed the members of
the Transfer Committee and the occupants of the offices which it
had to assign under the Dawes Plan.

The permanent organization for the execution of the Dawes
Plan at present is as follows:

Agent General for Reparation Payments, S. Parker Gilbert
(American); Commissioner of the Reichshank, G. W. Bruins
(Dutch) ; Commissioner of the Railways, Gaston Leverve (French) ;
Commissioner of Controlled Revenues, Sir Andrew McFadyean
(British); trustee for the German Railway Bonds, Leon Delacroix
(Belgian); trustee for the Industrial Debentures, Bernardino
Nogara (Italian).

The Transfer Committee is composed of the Agent General,
as chairman, and the following members :

Joseph E. Sterrett (American); Jean Parmentier (French);
Henry Bell (British); Pasguale Jannaccone (ltalian); Renf
Tilmond, on the resignation of M. Janssen (Belgian).
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The new organization for the Dawes Plan greatly restricts
the activities of the Reparation Commission, A reduction of the
Commission's personnel was all the more necessary as its expenses
amounted to about 50,000,000 francs per annum. In November
1924, therefore, the Commission decided to discontinue all un-
necessary branches of its administration. The principal delegates
are no longer called upon to reside permanently in Paris, but only
to assamble for certain meetings. Their deputy delegates constitute
a permanent managing committee in Paris, which, in connexion
with the Secretariat General, transacts the current business of the
Commission.' Most of the subordinate services, more especially
for the Restitution and the Finance Service, are abolished, or greatly
reduced.

The Procedure governing Deliveriesin Kind

After the concluson of the London Agreement the first concern
of the Agent General was to bring order into the treatment of
deliveries in kind. During the time of the Micum contracts and
other forced deliveries from the occupied territory, chaos reigned
supreme. Even the Reparation Commission's system of accounting
for deliveries in kind had become completely disorganized. In the
first year of the Dawes Plan the Agent General had at his disposal
83Y/; million gold marks per month, out of which he had to make all
payments under the Treaty of Versailles. For the sake of clearness
he introduced a sysgem of monthly programmes for deliveries and
payments, from which it immediately became apparent that it
would be necessary to reduce the demands of the Allies. On the
request of the Agent General the programme for coal deliveries was
reduced by 10 per cent, as early as 18th September 1924,

It was now important to adopt an orderly procedure over the
entire field of deliveries in kind. The Special Committee provided
by the London Agreement met on 6th November 1924, in Paris, with
four German and four Allied members, representing respectively
Belgium, Great Britain, France and Italy. It soon decided to call
in the additional neutral member to settle differences of opinion.
T he choice fell again on MarcusWallenber g, whose experiencein re-
paration matters was well tested and who assumed the chairmanship

! Since the above was written, demobilization of the Commission and its staff
has been carried further.
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of the Committee. On 9th March 1925, after exhaustive labours,
the Committee presented its report to the Reparation Commission,
together with proposals for the procedure to govern deiveries in
kind. These regulations, with some amendments, were accepted
by the Transfer Committee and the Reparation Commission, and
became effective on 1¢ M ay.

The procedure applies to all German deliveries in kind. It
regulates the free reparation contracts between German producers
and Allied buyers, as well as the compulsory ddiveries under the
Treaty of Versailles, in so far as they subsst under the London
Agreement. The Committee endeavoured to create a simple and
expeditious sysem for the formulation of programmes of deliveries
and for the approval of the contracts. Under this sysem the
Reparation Commission and the German Government each establish
technical offices in Pariswhich areto co-operate closdy. In principle
all goods and services produced by the German economic system
may be the subject matter of a delivery in kind. Special com-
modities—especially imported raw material, precious metals, the
basc materials of the iron, leather and paper industries, undressed
timber, and practically all agricultural products—are excluded from
reparation deliveries. Certain other commodities may be delivered
in accordance with fixed rations. Finally, many commodities, the
production of which requires a large percentage of foreign raw
material, are only partially to be paid by the Agent General, while
the value of the foreign raw material used therein is to be paid in
cash by the purchaser directly to the sdler. Detailed ligts of the
different groups were prepared by the Committee. The preparation
of the programmes for deliveries is regulated as follows.

1. The programmes for coal, coke and lignite briquettes shall
be fixed provisionally by the Reparation Commission for periods
of three months. The division into qualities is to be determined
according to the demands of the receiving countries, to which
Germany shall haveregard as far as possible Under normal con-
ditions coal and coke are to be taken from the Ruhr and Aix-la-
Chapelle basins and lignite coal from the Cologne basin. Deliveries
may also be executed under free contracts between the Allied buyers
and the German producers, such deliveries being deducted from
the total quantity of the official quarterly programme. The office
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of the Reparation Commission must assure itself that the Transfer
Committee raises no objection to the execution of the programmes.

2. For sulphate of ammonia and other synthetic fertilizers the
Special Committee itself prepared a preliminary programme up to
1st April 1927, under which the German nitrogen syndicate was
to deliver annually 20,000 tons of nitrogen to France, 2000 tons to
Belgium and 3000 tons to Italy.

3. For dyestuffs and pharmaceutical products an agreement,
covering all deliveries up to 15th August 1928, was entered into
between the Allied purchasers and the " Interessengemeinschaft”
of the German chemical industry.

4. For merchandise the delivery of which is subject to rationing
a programmewill be drawn up every six months for the deliveries to
be effected in the succeeding eighteen months. The programmes are
prepared by the Allied and German offices in Paris, submitted to the
Transfer Committee, and approved by the Reparation Commission.

Deliveries of timber and raw sugar, up to 1st April 1927, were
fixed by the Special Committee itself.

5. All other commodities may be delivered freely and in un-
limited quantities, in so far as is practicable without injury to the
German economy.

The Allies have the right—but are under no obligation—to
take delivery of the merchandise in the quantities provided by the
programmes.

All commercial contracts for deliveries are subject to approval
by the office of the Reparation Commission. The German bureau
receives due notice of such contracts and may file objections. The
American member of the Reparation Commission decides finally
on any disagreements between the offices.

A special procedureis provided for so-called exceptional contracts,
such as:

(a) contracts for complete installations, works of public utility

and shipbuilding;

(b) contracts for deliveries and payments extending over more

than twenty-four months;

(c) contracts for commodities not induded in any programme

nor subject to rationing when the annual payments exceed
12,000,000 gold marks.
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All these contracts are examined by the offices jointly under the
chairmanship of the American member of the Reparation Commis-
sion, and they must then be confirmed by the Transfer Committee
and approved by the Reparation Commission. Deliveries in kind
are paid from the account of the Agent General against drafts or
orders to pay presented by the German contractor or the German
Government.

The London Agreement prohibits the re-export of reparation
goods. In this matter, also, the Special Committee made detailed
arrangements providing, inter alia, for offences against the procedure
and for fraud. The entire regulations may, after 1st April 1927,
be revised every two years. The Committee also decided that a
contract made in the ordinary course of business cannot be changed
into a reparation contract without the consent of the German seller.

It is impossible within the limits of this book to enter into the
details of the programmes and the extensive provisions made by
the Committee, especially for the delivery, transport and payment
of coal and coke. They reflect the long struggle waged for years
between the Reparation Commission and the German Government
over deliveries in kind, and the regulations naturally take careful
account of the experience then gained.

It is, however, yet to be demonstrated whether under the new
provisions a method has been found which permits deliveries in
kind to move smoothly and on a large scale in accordance with
ordinary commercial usage. A really free flow of deliveries for
reparation account can hardly be expected now, any more than in
the past. With the control and interference of so many official
institutions this is not really possible. Perhaps the German interest
does not now require such far-reaching precautions against the
extension and the abuse of deliveries in kind. Caution was well
justified during the period of inflation, when the German economy
was suffering severely from a shortage of commodities, and as long
as no fixed plan for annual deliveries existed, with the result that
all deliveries disappeared into the 132 milliards asinto a sieve. But
all this has changed. Pending a complete adjustment of inter-
national markets, and of her own economy, Germany herself has a
lively interest in delivering on reparation account goods in which
the world market is stagnant.

285



THE OPERATION OF THE PLAN

TheLevy on German | mports{Repar ation Recovery Act)

The Dawes Plan places the levy on German imports by Allied
countries on the same footing as deliveries in kind. It therefore
devolved upon the Transfer Committee to bring such German
payments into the sysem of the Dawes Plan, and ensure their
supervison by itsdlf.

It will be remembered that it was decided to impose the levy at
the London Conference, in March 1921, and that after the London
ultimatum of 5th May 1921 Great Britain imposed it at the rate
of 26 per cent, of the German imports. During the occupation
of the Ruhr, Germany was able to conclude an agreement, on
25th February 1924, by which, on account of the great financial
digress in Germany, the levy was reduced to 5 per cent.; but as
early as 29th August 1924 the British Government re-established
the former rate of 26 per cent., in order to earmark for itself a
portion of the German payments under the Dawes Plan corresponding
to the deliveries in kind drawn from Germany by its Allies.

France passd the necessary legidation for the imposition of
the import levy in April 1921, but did not put it into force at the
time. Asfrom 1 October 1924, however, the French Government,
in spite of Germany's representations, likewise started to collect
a levy of 26 per cent, on German imports, on the model of the
British Recovery Act. Other countries, such as Belgium and Italy,
had the same intention, but so far have not carried it out.

The German Government took the point of principle that the
levy was inconsistent with the very bads of the Dawes Plan, in that
it impaired Germany's economic equality and freedom of action,
and was calculated to endanger the Germany currency. The Agent
General also raised strong objections to the Recovery Act, the
fact that the levy was entirely outside the control of the Transfer
Committee causing him particular anxiety.

The British method of collection was this: the customs
authorities took from every shipment of German goods to England
26 per cent, of the sdlling price, leaving it to the exporter to re-
cover the equivalent of the levy from, the German Government,
or, after the Dawes Plan had become operative, from the account
of the Agent General. The Transfer Committee, therefore, was
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always confronted with an accomplished fact. With Great Britain,
and later France, arbitrarily trespassing on reparation, it was impos-
sible for the Committee to exercise the supervison which devolved
upon it. Further, the orderly distribution by the Committee of the
German annuity among the Allies was complicated, for the British
and French customs authorities naturally collected the 26 per cent,
regardless of whether or not the levy was within the limits of their
Government's contractual share in reparation funds. The British
Recovery Act always, in fact, yielded somewhat more each month
than the amount to which the British Government was entitled out
of the German annuity. What was good for Great Britain must be
good for the other Allies. If this means of collecting direct repara-
tion from Germany was adopted generally without restraint, then
the Transfer Committee had to fear that the German annuity might
melt away surreptitiously, and that the German currency might
again be endangered. The Transfer Committee was also alive to
the disadvantages under which German commerce was unneces-
sarily placed by the collection of the tax. The interference of the
cusoms authorities with imports was just as burdensome and
annoying to the Allied purchaser as it was to the German sdler. It
was evident that the purchaser, in order to avoid these difficulties,
looked around for sources of supply in other countries. |f, never-
theless, the German importer succeeded in disposing of his goods
in Great Britain or France, he had to be prepared for the fact that
the equivalent of the levy would be refunded to him, either by the
German Government or by the Agent General, only after appreciable
delay and through a tedious procedure.

The Transfer Committee considered the question at its very
first meeting, on 31st October 1924, and decided to bring about a
change in the procedure. To this end it was necessary to negotiate
with Great Britain and France, and that required time. Meanwhile,
if the Committee desired to safeguard its rights, it had only one
weapon available—it could suspend reimbursement to the German
exporter until the Allied Governments recognized the Committee's
right of control. This measure was, serioudy considered, though
the Committee was aware of the fact that its adoption would, for
the time being, place German commerce in a still worse situation.
In feet, on 14th November, the Agent General officially notified the
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German Minister of Financethat, on and after ist December 1924,
he would repay the German Government for the reimbursements
made to German exporters only to the extent that he was authorized
to do so by the Transfer Committee. For the time being, however,
the Committee gave this authorization, and on this bads the Agent
General reimbursed to the Government the expenditure occasioned
by the levy.

In December negotiations started with Great Britain and led,
on 25th March 1925, to a protocol between the British and the
German Governments which met with the approval of the Transfer
Committee and the Reparation Commission. The Agreement
between the two Governmentswas signed on 3rd April and ratified
by the British Parliament on 7th April. On 1st May 1925 the
new method of administering the British Reparation Recovery Act
came into effect.

The tax of 26 per cent, is accordingly no longer collected on
each shipment of imported merchandise but is merely calculated
statistically by the cusoms authorities. The actual payment of
the amount of the levy thus fixed each month is made as follows:
1200 German export firms, who represent about 90 per cent, of the
total German exportation to England, have given undertakingsto the
German Minister of Finance to deliver to the Reichsbank monthly,
in pounds sterling, 30 per cent, of the value of the goods exported by
them to England during the preceding month. It is assumed that
this depost is sufficient to cover 26 per cent, of the value of the
total importsinto Great Britain from Germany. Out of the pounds
sterling so delivered the Reichsbank remits each month to the Bank
of England, for account of the Agent General, the amount which
the British Government is entitled to receive under the Recovery
Act, and which is at its digposal with the Agent General under the
reparation programme. Upon receipt of telegraphic advice of the
transfer the Agent General reimburses to the German exporters,
through the Reichsbank, the equivalent in reichsmarks of the sterling
remittance to England, and, with the approval of the Transfer
Committee, pays over the sterling to the British Government.

A reserve fund of 10,000,000 reichsmarks is constituted out of
Government money at the " Devisenbeschaffungsstelle " —a German
Government office—out of which any deficiencies are paid if
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the sterling amounts delivered by the German exporters to the
Reichsbank should not be sufficient to cover the levy of 26 per
cent. The fund is to be replenished from any surplus arising
out of subsequent payments made by the German exporters to the
Reichsbank.

The new procedure marks a decided progress in two directions.
It asures to the Transfer Committee the necessary control over
the levy and enables the Committee to suspend payments to Great
Britain if at any time they prove harmful to the German currency.
The Committee, moreover, isnow in a position to maintain payments
to Great Britain within the limits of her share in reparation. From
the point of view of the German interest the relatively greater speed
with which, under this as compared with the old system, the tax is
collected and reimbursed to the German exporter, is of particular
importance. The Anglo-German Agreement has been still further
simplified in its practical operation : the Reichsbank purchases at
once the sterling delivered by the exporters and is reimbursed
by the Agent General on its own account for itssterling transfers to
Great Britain.

But the new method does not overcome the fundamental ob-
jections which are raised againg the levy itsdf in the interest of
German economy.

The French Government also agreed to bring the adminis-
tration of the levy of 26 per cent, on German goods under the
jurisdiction of the Transfer Committee. Since ist May 1925 it has
deposited the proceeds from the tax with the Bank of France to the
credit of the Agent General's account, whence they are paid over
to the French Treasury within the limits of the French share of the
available funds in the annuity. On this basis the German exporters
arethen reimbursed. Unlike Great Britain, Francethereforeretains
the old and tedious method of collecting the tax on every single
shipment.

Distribution of Reparation Payments

On 27th October 1924 the financial experts of the Allied
Governments and the United States met in Paris to resume, after
a long interval, the discussion of the distribution of the German
reparation payments. On this occason their task was particularly
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difficult. TheUnited States presented a demand to be indemnified
for its war claims against Germany out of the annuities under
the Dawes Plan. At the same time, the reparation accounts
had to be put in order for the period preceding the Dawes
Plan—i.e. up to 1st September 1924—and as a consequence
of the Ruhr Occupation those accounts were in a state of
unholy confusion. Great Britain had always maintained that the
occupation was illegal; France and Belgium had exploited the
occupied territories on their own account, practically eliminating
the Reparation Commission. All disputes arising out of this
situation had to be settled.

In spite of weeks of labour the experts were unable to arrive at a
definite proposal. In the report of their proceedings, which makesin-
teresting disclosures, the experts confined themselves to making clear
the position of each Government with respect to the various ques-
tionsat issue. On 6th January 1925 the Allied Ministersof Finance
themselves, and, as representative of the United States, Mr Frank
B. Kellogg, then ambassador in London, met in conference in
Paris. They reached an understanding on 14th January which has
become known as the Financial Agreement of Paris.

Aswas inevitable, a compromise between the conflicting interests
was found on most points. This applied in particular to the ac-
counting for receipts and expenditure for the period of the occupa-
tion of the Ruhr, from nth January 1923 to ist September 1924.
The question of the legality of the Ruhr adventure was discussed
no further; otherwise Great Britain could not have participated in
the distribution of the proceeds.

France and Belgium had presented the following statement of
accounts:

Income— Million Gold Marks
Fines and requisitions e e 45.50
Deliveries i n kind . . . . . . 446.40

Total 491.90
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Cash Receipts— Million Gold Marks
Coal tax . . . . . 129
Customs duties ] . . ] ] 163
Other taxes : ) ) . . l01.
Forests . . . . . . 27
Passports, etc. ) _ _ _ _ 3
Net revenue of the " Regie" railways , . 67

Totd 490

Expenses to be deducted— Million Gold Marks
Administration . . . . 16
Transport of coal and operation of

factories ) . ) 54
Military cods . . . 114
184

Net Incomefrom Cash Receipts 306

Against this presentation Great Britain was able to urge that,
under the Allied financial agreement of 1ith March 1922, the cos
of occupation was to be paid from deliveries in kind, and not from
cash receipts, so that there would be an increase in the net cash
income of 114,000,000, which should accrue tothe Belgian priority.

The Conference of the Finance Ministers left the Reparation
Commission to draw up an exact account of the several items, but
laid down certain general principles. Deliveries in kind and cash
receipts were to be accounted for separately. Military expensss in
the Ruhr District were to be deducted from the value of deliveries
in kind only to the extent that they exceeded the normal cost of
maintenance of the troops in garrisons at home. The net amount
of ddliveries in kind thus ascertained was to be charged to the
reparation account of the recipient countries.

From cash receipts of all kinds there should be deducted only
the civil cogt of collection and administration, transport of coal,
operation of mines and coke ovens. The balance, less an amount
of about 14,750,000 million dollars already s&t asde for American
expensss of occupation, was to betransferred to Belgium on account
of her priority.
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Under the Finance Ministers' Agreement of Paris the German
annuities under the Dawes Plan are to be distributed on the
followingbasis.

|. Prior Claims

(@ The service of the reparation loan takes precedence of
everything else. Apart from thefirst year, in which the full burden
of the loan is not effective, the Agent General estimates that the
foreign currencies necessary in any year for its service will amount
to the equivalent of about 93,000,000 gold marks per annum.

(b) The expenses of the Reparation Commission, together
with the expenses of the organization created under the Dawes
Plan, may amount to 9,250,000 gold marks for the first year,
but must not exceed 7,500,000 gold marks thereafter. Of this
3*7 million gold marks are provided for the organization under the
Dawes Plan, subject to increase if necessitated by an extension of
arbitration.

(c) TheInterallied Rhineland Commission shall not expend more
than 10,000,000 gold marks for the first year, and the Military
Control Commission not morethan 8,000,000 gold marks. Amounts
for subseguent years will be fixed later.

(d) The United States then receives, in payment of the amounts
in arrear of the cost of their army of occupation, 55,000,000
gold marks annually, beginning 1st September 1926, until the total
amount is liquidated. This settlement takes the place of the so-
called Wadsworth Agreement of 25th May 1923, under which the
American costs of occupation, fixed at 255,000,000 dollars, were
to be paid off out of reparation in twelve annual instalments of
83,000,000 gold marks, beginning 31st December 1923.

(e) Specid appropriations, beginning with 15,000,000 gold
marks and increasing to 30,000,000 gold marks, are provided from
the annuities for the arrears of occupation costs incurred by France
and Great Britain for the period prior to 1st May 1921.

(/) For the current costs of occupation in the first reparation
year, the Agent General pays in advance a lump sum of 160,000,000
gold marks—110,000,000 of this go to prance, 25,000,000 each to
Belgium and Great Britain. Any excess cost is to be borne by each
Power out of its share of the annuity; this may, however, be added
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toitstotal reparation claim. For later yearsa new settlement isto
be made, which is to be discussed prior to 1st September 1925.

2. Other Claims

The balance of the German annuity remaining after payment
of all prior claimsis applied as follows.

(a) Five per cent, to the payment of the Belgian war debt, of
which, provisionally, France receives 46 per cent., Great Britain
42 per cent., and Belgium herself 12 per cent, on account of her
debt to America.

(b) For restitution there is s asde, in the first four years,
| per cent, of thetotal amount to bedistributed, in subsequent years
1 per cent, of thefirst milliard gold marksafter deducting preferred
claims, and 2 per cent, of the balance of the annuity. The amount
is distributed among the Powers which concluded substitution
agreements with Germany for the settlement in cash of their
restitution claims.

(c) Belgian priority.

The exact balance of the priority is to be ascertained by the
Reparation Commission. In any case, Belgium will continue to
recelve in thefirst year her share of 8 per cent.; in the second year
8 pe cent, monthly until the priority is completely liquidated;
thereafter the Belgian share in reparation is reduced from 8 per
cent, to 4.5 per cent. Beginning with that date, but not later than
1st September 1926, the 31 7Y% per cent, available from Belgium's
original share of 8 per cent, is paid to Franceand Great Britainin
the proportion of 52 to 22, in addition to their share as fixed at
Spa.

(d) The United States receives from the annuity, after deduct-
ing priorities, a share of 2% per cent., subject to a maximum limit
of 45,000,000 gold marks per annum. It also shares to the extent
of 2% per cent, in thedistribution and joint realization of Railroad
and Industrial Bondsand of all other securitieswhich may be issued
under the Dawes Plan.

(e) In all other respects the Spa percentages remain unchanged.
They are, as we know, 52 per cent, for France, 22 per cent, for
Great Britain, 10 per cent, for Italy, and 5 per cent, for Serbia.
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The Finance Ministers* Conference, in addition, settled a
number of details. One decision of importance was that for the first
four years no special charges are admitted in favour of the Allies
arising out of the uncompleted requirements of the clearing offices.
The Powers concerned are referred for the satisfaction of their
claims to sequestrated German private property which they may
liquidate under the provisions of the Treaty of Versailles.

The Results of the First Year

The first year of the operation of the Dawes Plan ended on
31st August 1925. The results can be seen in black and white.

Regarding the payment of the first annuity little need be said.
It is made up of the proceeds of the reparation loan, the issue of
which in the autumn of 1924 brought about 801,000,000 gold
marks into the reparation chest, and by the contribution of
200,000,000 gold marks promptly paid by the railway company.
It is of interest, however, to note what the various branches of the
German economy and items of the budget, from which subsequent
annuities under the Dawes Plan are to be paid, have actually pro-
duced in the first reparation year.

The railway company did not commence its operations until
14 October 1924. For the eleven months ending 31st August the
following were the operating results:

Reichamarks
Operating receipts . . . . 4,033,050,000
Revenues after operating expens& . . 765,066,000
Less— Retchsmarks

Extraordinary expenses 268,016,000
Interest . . 7,700,000
Service of Repara.tlon Bonds 200,095,000

475,811,000

Leaving a surplus of 289,255,000

which will be transferred to reserve account.
Thisresult was attained notwithstanding the fact that the freight
traffic was unsatisfactory, owing to the general economic depression
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in Germany, while the expenses of the company for salaries, wages
and pensons increased materially. It is to be hoped that, with
normal development of traffic, sufficient net revenues will be avail-
able to meet the greatly increased requirements for reparation in
subsequent years, which for 1925-1926 will amount to 5* 95,000,000,
and as from 1927-1928 to 660,000,000, gold marks annually.

The tax on railway traffic—the transport tax—will have to
contribute 250,000,000 for the second and 290,000,000 for the
third and following reparation years. It produced in thefirst year
280,000,000 gold marks.

Nothing was charged upon German industry for the first year.
Its payments begin in the second year with 125,000,000, increase
to 250,000,000 in the third year, and as from the fourth year are
fixed at 300,000,000 gold marks annually. How the charge will
work out economically cannot be foretold, but as it is a first lien on
the entire German economy, with the exception of agriculture, the
amount will have to be raised under any circumstances.

Controlled revenues under the Dawes Plan produced the
following amounts for the first year:

Million

Reichsmarks
Customs 453-00
Tobacco tax 58470
Beer tax 233-00
Sugar tax . 264.00
Alcohol monopoly 164.40

Total 1,699.10

For the second year the Reich still retains the total amount
of the controlled revenues, and only from the fifth year onwards
do they contribute the full amount of 1,250,000,000 gold marks to
reparation.

Unless exceptionally unfavourable conditions arise it may be
expected that these taxes will yield a considerable surplus for the
budget of the Reich in excess of the reparation quota.

According to thereport of the Agent General the 1,000,000,000
gold marks received for the first reparation year were appropriated
as follows:

295



THE OPERATION OF THE PLAN

For prior claims:
Million Gold Marks

Service of the loan 77'00
Expenses of commissions 26.70
Costs of occupation . 187.40

Total 291.40

Up to 31st August 1925 the Agent General had paid out a
total of 893,000,000 gold marks, leaving a balance in his account
of 107,000,000 for future accounting.

Including the undistributed amounts, the first year's payments

are allocated as follows
Million Gold Marks

To France 429
. Great Britain 190
. ltaly 64
» Belgium 100
, Serbia 31

For deliveries in kind there had been disbursed up to 31st
August a total of 420,000,000, apportioned as follows :

Million Gold Marks

For coal, coke and by-products 217.20
transport of same e 78.40

,» Chemical fertilizers 20.00

' dyestuffs and pharmaceutical products 26.20

,, Miscellaneous ddliveries 78.40

Theimport levy (Reparation Recovery Act) required 180,000,000
—for Great Britain 155,000,000 and for France 25,000,000 gold
marks.

The figures of the operation of the Dawes Plan in its first year
are instructive. Deliveries in kind and collections under the Re-
covery Act combined reached aimost the total amount of the annuity
available for distribution after deducting the prior claims. A
transfer in cash, therefore, in respect of thefirst year, was practically
out of the question.

Compulsory deliveries, under the Treaty of Versailles, of coal,
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dyestuffsand fertilizers make up by far thelargest part of deliveries
in kind.

Through the so-called free reparation contracts Germany de-
livered only a comparatively small quantity of other commodities,
aggregating 78.40 millions. Of this Serbia, with 30,000,000, re-
ceived the chief share; France, the principal reparation creditor of
Germany, took such goods only to the value of 20,000,000 gold
marks.

APPENDIX TO CHAPTER XXXI
THE RESULTS OF THE SECOND YEAR

T H E second year of the operation of the Dawes Plan, which ended
on 31st August 1926, has been dealt with in the report of the
Agent General to the Reparation Commission dated 30th November
1926, and the principal figures given in it are as follows.

The second annuity of 1,220,000,000 gold marks has been
punctually paid by Germany. Including the undistributed balance
of 107,000,000 gold marks from thefirst year and some profits from
interest and exchange operations there were placed at the disposal
of the Agent General, up to 31st August 1926, 1,269,000,000 gold
marks, out of which he paid for the service of the reparation loan
97,200,000 gold marks, cogts of Interallied commissons 14,200,000
gold marks, and cogts of armies of occupation 86,200,000 gold marks.
TheAgent General had disbursed, on 31st August 1926, a total of
1,175,800,000 gold marks, while 93,600,000 gold marks remained
as unexpended balance.

The reparation payments of the second year were allocated as

follows:
Million Gold Marks

To France 612
. Great Britain 228
. ltaly 87
, Belgium 126
, Serbia 44

A total of about 656,000,000 gold marks, apportioned as
follows, was disbursed in respect of deliveries in kind:
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Million Gold Marks

For coal, coke and by-products, about . . 279
» chemical fertilizers, about . . . 51
dyestuffs and pharmaceutical products, about . 11
miscellaneous deliveries, about . . . 179

The import levy (Reparation Recovery Act) required about
243,000,000 gold marks—for Great Britain 201,600,000 gold
marks and for France 41,500,000 gold marks.

Transfers in foreign currencies during the year amounted to
about 416,000,000 marks, or about 35 per cent, of the total pay-
ments ; included therein isafirst direct transfer in cash of 65,000,000
gold marks which the Transfer Committee decided to make towards
the end of the year.

The operations of the railway company in its first and second
fiscal years furnished the following results, which for the first year
cover aperiod of fifteen months, beginning 1st October 1924, while
the accounts for the second year have not yet been closed at the
time of writing:

Estimated
Keichsmarks Reichsmarks
1925 1926
Operating receipts . . 5,668,700,000 4,550,000,000
Operating expenses . . 4,849,900,000 3,800,000,000

Net receipts 818,800,000 750,000,000

Service of Reparation Bonds . 399,300,000
Legal reserve . . 113,400,000

Reserve for depreciation of con-
cession and operating risks . 150,000,000
Dividend on Preference Shares . 3,000,000
Carried forward to new account . 153,100,000
818,800,000

The transport tax yielded in the.second reparation year
268,700,000 reichsmarks, leaving a surplus of 18,700,000 over
and above the 250,000,000 due on reparation account
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The revenues controlled under the Dawes Plan produced the

following amounts for the second year:
Millson Reichsmarks

Customs . 725
Tobacco 587
Beer . . 251
Sugar . 228

177

Alcohol monopoly

1968

On 8th September 1926 an agreement was executed by the
German Government and the Reparation Commission by which the
additional payments provided in the Dawes Plan from the yield of
the controlled revenues in the third and fourth reparation years—
not exceeding 250,000,000 gold marks for either year—have been
replaced by a single definitive payment of 300,000,000 gold marks,
to be made in instalments until 31st August 1927, thus increas-
ing the annuity of the third reparation year (1926 to 1927) to

1,500,000,000 gold marks.
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CHAPTER XXXII
THE TRANSFER PROBLEM

GERMANY'S liabilities for reparation are exactly defined by the
Dawes Plan. The normal annuity of 2%2milliard gold marks may
be increased, after 1¢ September 1929, provided that the German
economic condition shows an improvement as measured by the
" Index." When the Dawes Plan has operated for thirty-six years
a considerable proportion of the annuity—960,000,000 gold marks
—will lapsethrough the amortization of the Railroad and Industrial
Bonds. What is then to be done with the balance of the annuity is
not indicated in the Dawes Plan. In so far as German payments
are concerned, therefore, the reparation problem may be considered
solved for a long time to come. For Germany meets her obligations
by paying into the account of the Agent General in reichsmarks—
that is, in her own currency—the annuities as they mature.

The question is only whether Germany will be able, year in and
year out, to make those payments. Judging from the results of the
first reparation year it would appear that the prospects are fair,
provided general conditions in Germany and in the world develop
normally. One of the main prerequisites is that the new German
currency should remain stable, that there should be no depreciation
in the reichsmark which could make the reparation burden weigh
mor e heavily on the budget and German economic life. To take care
of the currency is the first duty of the Reichsbank, but, at the same
time, the Transfer Committee must s that the German currency
is not endangered by reparation payments. In this respect the first
reparation year does not give any cause for apprehension. As a
result of an energetic and careful discount and credit policy, and
thanks to the reparation loan, the Reichsbank occupies a strong
position to-day. Its statement of 31st August 1925' shows a gold
reserve of 1,138,000,000 reichsmarks. This represents—as com-

1 On 31st December 1926 the gold holding of the Reichsbank had increased
up to 1,831,383,000 reichsmarks. The new Reichsbank had, therefore, acquired
by purchase since its organization gold to the amount of 1,236,000,000 gold marks.
The foreign exchange holdings shown in the balance sheat of the Reichsbank of
31st December 1926 were 519,000,000 reichsmarks' The note circulation of the
Reichshank, which amounted to 3,735,000,000 reichsmarks at the end of 1926,
was covered to the extent of 49 per cent. by gold alone, and to the extent of
62.9 per cent, by gold and foreign currencies.
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pared with the lowest gold holding of the Reichsbank in 1923,
which amounted to 444,000,000—an increase of 694,000,000
reichsmarks. Since the organization of the new Reichsbank, on
nth October 1924, the gold reserve has increased by 543,000,000
reichsmarks. The statement further shows foreign currencies to
the value of 357,000,000 reichsmarks which serve as an additional
cover for the Reichsbank notes. The gold reserve alone, therefore,
was equal to 43.9 per cent., and gold and foreign exchange com-
bined to 57.7 per cent., of the 2,594,000,000 Reichsbank notes in
circulation on 31st August 1925,

Theinternational quotation of thereichsmark showed practically
no fluctuation for the past year and a half; it isat present identical
with the gold mark.

The budget of the Reich, likewise, was in a favourable condition
at the dose of the first reparation year. The equilibrium between
income and expenditure has been maintained. M or e than this, even
the fiscal year ending 31st March 1925, whose accounts, however,
have not yet been finally settled, showed a surplus which had not
been budgeted for, making it possble to liquidate a series of internal
and external obligations. The new fiscal year has so far given
similar results. Thefivemonths ending 31st August 1925 show an
excess in the returns from taxes and other revenues of 392,000,000
reichsmarks, or about 15 per cent, over the estimates® This result,
however, was obtained only by a burden of taxation and by a method
of raising it that cannot be indefinitely borne. To some extent the
necessary tax reform has already begun. It will have to be carried
further, and only then will it become apparent whether the revenues
not reserved for reparation are sufficient to meet the Reich's own
budget requirements.

It will mainly depend on this question whether in the long run
Germany can meet her liabilities under the Dawes Plan, This, how-
ever, as explained by the experts in their report, is only one sde of
reparation, which does not depend exclusively on the assumption
and payment by Germany of her burden in reichsmarks. It is quite
as important that the Allies should receive the German payments

1 Thefinal accounts for the budget years 1924-1925 and 1925-1926 are now
available. The revenue of both years left a consderable surplus over the expendi-
ture, but this excess revenue has snce been completely disbursed for extraordinary
expenditure.

301



THE TRANSFER PROBLEM

in a form that will permit them to use the same for their own pur-
poss, and it is therefore necessary that the reichsmarks deposited
with the Agent General should be used ether for the payment
of German deliveries in kind and other services rendered to the
creditor countries or converted into foreign currencies. To the
extent that reparation funds are not made available in ether of
these two ways they remain in Germany and gradually accumulate.
While this provides cheap money for German busness it must
eventually lead to serious complications. The Allies will not sit
idly by and allow the reichsmarks in the reparation fund to reach
the maximum of 5 milliard gold marks. They will make still greater
difficulties if the German annuity—as provided by the Plan—has
to be reduced, in order to prevent an increase of the fund in
reichsmarks above the five-milliard limit.

The Allies will, on the contrary, use any and all means to obtain
their money. It requires but little imagination and knowledge of
human nature to picture the disputes which will thereupon arise
between the several Allies in the Reparation Commisson and
within the Transfer Committee. Germany will then be the main
sufferer, and its Government or certain economic groups will be
accused of putting obgtacles in the way of transfer.

This so-called transfer problem is the great puzzle over which
experts and laymen have for long racked their brains. The
Dawes Plan placed the task of transferring the reparation funds in
the hands of the Transfer Committee, which is composad entirely of
representatives of the creditor states, while Germany has no st in it.
It therefore rests exclusively with the creditors to take all necessary
measures for the transfer. The German Government and the Reichs-
bank, however, are to facilitate the work of the Committee, and must
refrain from doing anything calculated to interfere with transfers.

It is stated in the Dawes Plan itself that during the first two
years almogt the whole of the reparation funds should be disbursed
within Germany. For this period, therefore, the problem of the
transfer of cash—that is, the conversion of reichsmarks into foreign
currency—does not as yet arise. The service of the reparation loan,
for which the necessary foreign exchange must be acquired without
regard to any posshle effect on the German currency, is, of course,
an exception to therule.
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Limited amounts for administrative expenses, about 30,000,000
gold marks annually, must also be paid from the reparation fund in
foreign currency. Apart from those exceptions, it is the policy of the
Agent General and the Transfer Committee to make all payments
from the reparation fund for the first two years in reichsmarks and
within Germany. The British and French import levies on German
goods under the Reparation Recovery Acts, however, operate
against this principle: they deprive German economy each year of
some hundreds of millions of gold marks of foreign exchange, which
the German exporters turn over to the respective Governments,
either directly or through the Reichsbank, in order to recover the
equivalent in reichsmarks from the reparation chest. The effect
is exactly the same as if the Transfer Committee itself purchased
foreign exchange in the open market with its reichsmarks. Con-
sequently we have even now to reckon with an annual transfer into
foreign currency of at least 300,000,000 gold marks, made for the
service of the loan, expenses of administration and the import tax.

In the third reparation year, when the annuity amounts to
1,200,000,000 gold marks,* the transfer problem will be essentially
unaltered; only in the fourth year—that is, two years from to-day
—will the problem become really serious. The difficulties will in-
crease still more after 1s September 1928, when the full annuity
of 2,500,000,000 gold marks has to be paid. The problem can best
beillustrated in figures. To-day, as stated, 300,000,000 gold marks
are being transferred under the Dawes Plan; from 400,000,000
to 500,000,000 gold marks are paid for deliveries in kind, and
expenses of occupation require about 200,000,000 gold marks;
these three items practically digpose of the first annuity of
1,000,000,000. Assuming that they remain as they are at present,
therewould then beleft, out of the normal annuity of 2,500,000,000,
an amount of 1,500,000,000 gold marksannually for actual transfer
—i.e. for the purchase of foreign currency against reichsmarks.
W hen we consider that the annual payments of Great Britain for the
interest and principal of its debt to the United States, which amount
to less than 700,000,000 gold marks, are a heavy burden on both
budget and currency, then it appears to be a grave question whether
Germany, a much poorer country, will later be able, in addition to

! Now 1,500,000,000 gold marks ; vide p. 199.
303



THE TRANSFER PROBLEM

present reparation payments, to remit annually in foreign exchange
more than twice as much as Great Britain to her creditors.

Many prominent authorities on national economy are of the
opinion that the transfer of the German reparation debt in such
proportions will not be possble, and that any serious attempt by
the Transfer Committee to acquire such large amounts of foreign
exchange by the sale of marks must result in another collapse of
the German currency. Thisview isvoiced not only in Germany and
in the countries not interested in reparation, but more and more in
the creditor countries, including the United States. Throughout the
world the conviction is gaining ground that, after all, a country can
make payments abroad for which it receives no counterpart only
from the surplus of its production—in other words, only up to the
amount that it can sdl to foreign countries in goods and services,
after its internal requirements have been met. The possbilities of
such surplus, it is true, cannot be estimated on the bass of the bare
figures of official trade satistics alone. The terms " imports " and
" exports " must be considered in their broadest snse and the
balance of trade must include all eements which cannot readily
be ascertained in figures, such as international freight traffic and
foreign travel, income from investments in foreign countries, etc.

German credit balances in foreign countries can be created only
by the export of goods or the performance of services, and only in
this way can foreign exchange be made available for the conversion
of the reichsmarks in the reparation fund into foreign currency.
This foreign exchange, however, can be used for transfer purposes
only to the extent that it isnot required for the payment of Germany's
own essential import needs. Purchases of foreign exchange for
reparation without regard to German import requirements must,
as the history of reparation clearly shows, endanger, and eventually
destroy, the German currency. The authors of the Dawes Plan
realized this fully, and for this reason directed the Transfer Com-
mittee to be governed in all its activities by the necessity of a stable
German currency. It is interesting to note that this perception is
now generally accepted as a fundamental principle, even in Allied
countries, whenever the transfer question, is the subject of either
oral or written discusson. The deluson that the Dawes Plan, in
fixing the German annuity, had completely adjusted the entire
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problem of reparation, and that the conversion of reichsmarks into
the currency of the Allied countries was only a technical matter of
banking routine, is sysematically disappearing. Strong emphass
is laid on the fact that the Dawes Plan deliberately left the transfer
question open, and merely created the necessary machinery in the
form of an organization for the technical execution of the transfer.
The extent to which the transfer problem attracts the general
interest of the international business world may bejudged from the
fact that it formed the main subject of discusson at the Congress of
the International Chamber of Commerce at Brusss, from the 21st
to 27th June 1925. The creation of this organization was decided
upon in 1919, at an economic conference of the American Chamber
of Commerce at Atlantic City. In the beginning it had a purely
Allied complexion; gradually, however, it was joined by the
Chambers of Commerce of nearly all important countries. Its
objects are to facilitate international commerce, to promote progress
and the maintenance of peace, and to secure friendly reations
between the different peoples. A congress of the International
Chamber is held every two years. The Congress held at Rome
in March 1923, which adopted resolutions on the reconstruction
of the world, on reparation and on the Interallied debts, is best
remembered. In connexion with these resolutions a " Committee
on Economic Restoration " was appointed, with the American bank
president, Mr Fred. J. Kent, as chairman. After the adoption of
the Dawes Plan the Committee was enlarged, and it now includes
the following members of the Dawes and McKenna committees :
Mario Alberti, Alberto Pirelli, Henry M. Robinson, Sir Josah
Stamp, Owen D. Young. The Committee devoted its efforts
mainly to the investigation of the transfer problem. It deputed
to Sir Josah Stamp, Alberto Pirelli and Comte Andr£ Chalendar
the task of making a thorough study of the transfer problem, with
particular regard to the question whether reparation might be
utilized for carrying out economic enterprises on a large scae.
The report of Stamp, Pirelli and Chalendar was submitted to the
Conference of the International Chamber of Commerce at Brussds,
under the title of " Reparation Payments and Future International
Trade." It is divided into a general part, signed by the three
members, and a special part, which bears the signature of Stamp
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alone. This division into two parts may be explained by the feet
that in dealing with the great transfer problem it is easy enough to
agree upon general principles, but that divergencies arise as soon
as specific proposals for the working of the transfer are considered.
Stamp submitted such proposals in the special part of the report,
and supported them by detailed arguments.

The aspect of the transfer problem which attracts most
attention abroad is the question, what would be the repercussion
on the economic conditions of theworld if the German exports were
increased to such an extent that they could produce the necessary
foreign currency for the transfer of 2\ milliard gold marks ? Even
to-day, when Germany has as yet an unfavourable balance of trade—
speaking of trade in its widest conception—and foreign remittances
for reparation account are held within moderate limits, German
commercial energy is considered dangerous by all competitors in
the world markets. When transfers of reparation funds on a large
scale become necessary, then German exports will have to reach
such proportions as to excite grave alarm among the industrial
states of the world, and these are the very states which also are
Germany's principal reparation creditors. If they want to ensure the
transfer they must promote German exports; in doing so, however,
they injuretheir own export trade. It isthisdilemmawhich sets the
key of the discussion of the transfer problem outside Germany.

We have therefore to examine the following series of questions :

How can German production be increased so as to produce
the necessary foreign exchange for the transfer of the annuity of
2% milliard gold marks?

What obstacles would confront such a great increase in sdes of
German goods and services abroad ?

How can such difficulties be overcome or avoided ?

These are the same questions which German experts had
treated exhaustively in their report on the economic effect of the
Paris Resolutions of 29th January 1921. At that time, however,
an annual reparation charge gradually rising to 6 milliard gold
marks was contemplated, with the additional payment of 12 per
cent, of the German exports, and the answer to the question was
a simple " Non possumus."

But quite irrespective of any figures the economic principles
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subscribed to by the experts in the spring of 1921 retain their
importance for the Dawes Plan,

Sir Josiah Stamp undertook to answer the questions formulated
above at the Congress of the International Chamber of Commerce
held in Brussels, In his own penetrating and thorough manner he
demonstrated, in entireaccord with the prior opinion of the German
experts, that the outlook for the transfers necessary under the Dawes
Plan was poor, if thefiguresof Germany's trade before the war were
taken as a basis and due account was taken of Germany's economic
losses during and after the war. But Stamp rejected that basis
as unsuitable, and endeavoured to show that greater possibilities
existed to-day for the development of the German export trade,
owing to completely changed conditions. For this contention he
gives a number of reasons.

1. The world prices of commodities in gold have increased
60 per cent. The payment of 2% milliard gold marks will be corre-
spondingly easier, because with the substantial rise in prices it will
require muth less merchandise to represent a value of 2%2 milliard
gold marks than before the war.

2. The improvement in German industrial plant, especialy in
regard to water-power, enables Germany to increase her production
very materially.

3. The war industries, which were of little productive value
in an economic sense, have largely disappeared. With the energies
thus released, Germany can produce new values for export.

4. The ranks of the German working people have received
many recruits through the ruin of the former rentier class by the
depreciation of the mark.

5. Germany still has assets and credit balances in foreign
countries, the yield upon which will aid transfer.

6. An important source of revenue consists in the capacity of
German industry to utilize its technical and economic experience
in foreign countries, either directly or by obtaining royalties.

7. Finally, the very existence of a large foreign debt will bring
about special pressure on Germany to' use all possible means to
liquidate the debt. Capital which under ordinary conditions would
be invested in Germany will now go abroad, and thus create new
German credits.
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In spite of all this, even Stamp comes to the conclusion that the
normal development of the export of German goods and services
will probably be insufficient to enable the entire 2% milliards under
the Dawes Plan to be transferred, for there are certain natural
limits to the sale of German goods in foreign countries. Even
though Germany succeeded in increasing her production so as to
create a surplus of 2% milliards it would not be possible to turn
the production into money, owing to the character of German
exports, which in the main do not consist of goods which the
world as a whole requires and absorbs continuously at stable prices
—such as wheat and cattle—but of manufactured products with a
limited market, the offer of which in large quantities would im-
mediately depress prices and soon exceed the demand. Thiswould
seriously damage German trade and disorganize the markets of
the world. All countries competing with Germany in the export of
finished goods would oppose in the interest of their own industry
an expansion of German exports which was unrestricted by any
regard to the established order in the various markets of the world.

The correctness of these considerations is self-evident. The
more German exports develop the greater will be the opposition
encountered abroad. The struggle that French industry has
always waged against the delivery of German goods to France on
reparation account would be repeated on a much larger scale on the
part of the industries of the entire world.

Even now most countries, especialy the United States, are
intent on protecting their industries by high tariff walls against
underselling by countries with cheaper labour. But such a trade
policy, if generally adopted, will work irreparable injury to repara-
tion, as it will render it from the outset impossible for Germany
to obtain the necessary foreign currency for transfer through the
development of her export trade.

In an address before the Brussels Congress which received
much attention Stamp treated this subject even more impressively,
and drew from it the following lessons.

It is wrong for any state desiring, in the interest of the country
as a whole, to collect reparation and lighten* the tax burden of the
country to attempt at the same time to close its borders against the
import of goods from a debtor country by protective tariffs or other
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barriers. The interest of the people as a whole in obtaining repara-
tion conflicts with the interest of the individual industries which
feel themsdlves injured by foreign competition. The debtor has no
choice; he can pay his debt only from the proceeds of his exports.
The greater the debt the greater must be the increase in exports.
His capacity to pay the debt decreases in the same ratio as his goods
are excluded from the world markets. Consequently the creditor
has the choice of two alternatives: either to protect his industry and
waive reparation or, if he wants to collect reparation, to override
the objections of industry.

But Stamp does not confine himself to mere warnings, because
foreign competition in the world markets threatens German exports,
and thereforethreatensreparation, he endeavoursto find away toavoid
competition, and the following is the doctrine which he preaches.

If the outflow of German goods merely takes its course in the
old channels, which were meant for quite different conditions, it
will flood and overflow them. It is therefore necessary to create
new channes for the movement of German goods and to find
new ways of utilizing German labour abroad. This can be accom-
plished only through international co-operation according to a fixed
programme. The task is not to stimulate a new demand for
consumption of goods in order to satify immediate needs but
to create a demand for such German goods and services as will
create permanent capital wealth.

In the reports presented to the Brusss Conference of the
International Chamber of Commerce four methods for transferring
reparation funds to the creditors are indicated.

i. A considerable expansion of German exports to general world
markets, in the ordinary course, and without any special organiza-
tion or co-operation of the creditor countries. This would be the
ideal form for the Allies of receiving cash payments for reparation.

2. Arrangements between the individual creditor countries and
Germany regarding déiveriesin kind or services.

3. International co-operation in large enterprises of public
interest.

4, Sde of Railway, Industrial and other German bonds on
the international markets, and purchase of German securities for
permanent investment in Germany by non-Allied private concerns.
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This method would offer the advantage that a part of the capital
of the reparation debt could be transferred and redeemed immedi-
ately. It was true that such investments in German securities
created a new German indebtedness, on which additional interest
and amortization had to be paid, but the burden was distributed
over a period of many years, and could be transferred later, when the
reparation debt did not press so heavily on Germany as at present.

The novd feature of the above statement is the third suggestion
—thetheory of the so-called assisted schemes. It isintended to direct
German exports and German labour to the countries where they
meet no competition and are not detrimental to Ailed interests.
This idea has lately met with an especially favourable response in
America. Stamp, in hisreport to the Congress of Brusss, analysed
it carefully. He presents the matter as follows.

A part of the reparation funds should be used to carry out—
in neutral countries not yet developed or in colonies of the Allied
countries—large undertakings, such as railway and harbour con-
struction, hydro-dlectric works, river control, etc.,, which could
otherwise be realized either not at all or not so soon. The scheme
should be applied only on condition that the country for whose
development the work is undertaken furnishes from 60 to 70 per
cent, of the capital needed, so that only the remaining 40 or 30 per
cent, has to come from abroad. In such casss the Allied Govern-
ment interested in such enterprise—Great Britain, for example—
would avail itself of its share of the reichsmarks accumulated in the
reparation fund which cannot otherwise be used at the time in order
to employ German goods and German labour for the enterprise in
guestion and to pay for them in reichsmarks. The Allied country
would thus acquire a share of the capital of the enterprise to the
extent of this contribution in goods and labour. Such share could
later be disposed of when the enterprise had developed the necessary
earning capacity.

This, in outline, is the fundamental idea of the assisted schemes.
There is something fascinating in the picture of large areas of the
world, now barren and unproductive, being opened up with the
aid of reparation. It is quite possble that such.an opportunity may
from time to time occur when all the necessary conditions are
present; but to expect the scheme to become a programmefor the
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liquidation of a material part of the reparation debt is hardly any-
thing but a dream, and perhaps not even a pleasant one. Projects
of such a scope—if after thorough investigation considered eco-
nomically sound and profitable—are usually undertaken by the
Government of the country concerned, and financed through issues
of its own loans, or private capital is ready to carry them through
independently. If, on the other hand, there should be serious
doubts as to the earning power of the enterprise a contribution of
30 or 40 per cent, of the cost of construction from reparation funds
would not suffice to carry it through. It is not so much a question
of raising the necessary capital for construction as of being assured
that the operation of the enterprise will be profitable. And if that
cannot be demonstrated, then the 60 or 70 per cent, of the capital
to be contributed by the country interested will not be available
any more than if the entire cost was to be borne by the country.
If, notwithstanding, the project is realized, both sides will run the
risk of losing their contribution, and then the undertaking is of
no benefit either to the country itself or to the states which con-
tribute part of their reparation claims. The promotion of such
development schemes with the aid of reparation funds has been
properly compared with the cultivation of plants in a hothouse : in
both cases care must be taken lest an excessive supply of heat and
nourishment produce a too rapid and unhealthy growth.

Neither can the interest of Germany be disregarded in ques-
tions of this kind. It is clear that the German goods and German
labour to be used can be secured only by free barter, and never by
compulsion. In cases where the German spirit of enterprise applies
itself to large undertakings in foreign countries it will be less con-
cerned to sell goods or carry out works for payment than to obtain
a permanent interest in such enterprises—a possibility which the
assisted schemes totally exclude. German services are to be paid
for from reparation fimds; all profits derived from the services
go to an Allied state. German co-operation for such plansis not in
this way systematically attracted. Conditions may, of course, be
such that there exists no important German interest in the scheme
proposed, but that will be more or less exceptional, and cannot be
made the basis for the application of a general scheme in the grand
style.
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Similar objections were raised within the Committee on
Economic Restoration of the International Chamber of Commerce.
Pirelli made the reservation with regard to the assisted schemes that
he doubted whether there was a practical and useful way of stimu-
lating German trade artificially on a large scale. The Committee
on Economic Restoration, in its report, while granting the poss-
bility of the assised schemes, declared that the idea must first be
thoroughly examined, and that the lag word on the subject could
not as yet be said.

The report of Stamp, Pirelli and Chalendar recommended the
creation of a standing organization for the study of the assisted
schemes, but the proposal received no further consideration on the
part of the Committee.

The Congress of the Chamber of Commerce itself took no
definite attitude toward the transfer problem, but adopted the
following general resolution :

" The problem of transfers evidently presents difficulties which
can be overcome only by actual experience and the continual study
of events. |t seams hardly probable that the problem will be solved
by any one means, but the result will be accomplished by various
methods. The Transfer Committee created for the purpose must
have the co-operation of all Governments and of the busness
interests of the world. The International Chamber of Commerce
pledges all assigance within its power."

The Agent General, Mr Gilbert, also spoke on the question
of transfers before the Conference in Brussds. In his opinion the
time was not yet ripe to adopt any definite theories. It would be
folly for anyone to attempt to predict what volume of transfers
could be attained in three or four years. It was clear that diffi-
culties might arise, but that was no reason for discouragement or
gloomy predictions, but should rather be an incentive for intelligent
concerted effort to overcome these difficulties. That the world
recognized the nature and magnitude of the problem so early was
a healthy sign.

As againg the difficulties analysed by Stamp and others, Gilbert
pointed out the factors which might materially facilitate a solution
of the problem.

In the first place, he beieved in the natural forces of economic
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development. These forces might, if not subjected to too many
artificial experiments, bring results, even within the next few years,
that would surpass anything considered possible to-day. As evidence
for thishe pointed out what these forces had accomplished for world
construction since the end of the war.

Deliveries in kind, moreover, had not yet been fairly tested.
Their development had been hampered because of opposition by
competing interests in the creditor states and because of the dead-
lock and disorder existing in all matters of reparation prior to the
Dawes Plan. Therewere already certain indications of an expansion
of deliveriesin kind.

Furthermore, confidence should be had in the forces st in
motion by the activities of the Transfer Committee, which had
the fullest power for its work. Moreover, the Dawes Plan was not
rigid, but dastic. It could be adapted to changing conditions, as
arbitration was provided for the interpretation of its provisions.
What, in Gilbert's opinion, was most necessary was a general
enlightenment of theworld regarding the nature of the reparation
problem, and in this he saw the main value of the co-operation of
the International Chamber of Commerce. But he demanded, as
a material foundation, a reliable syssem of satistics on economic
conditions, and timely and complete information regarding the
budget, with respect to which, for example, Germany was very
behindhand.

Theintenseinterest which thetransfer problem attractsthrough-
out the world does not apply to reparation alone. In the Allied
countries which are indebted to one another, and particularly to
the United Sates, it is concentrated with equal intensity on the
treatment of Interallied debts, which, after all, stand on the same
footing as reparation debts. Their payment likewise is possble
only to the extent that the debtor state can transfer the surplus of
its production to the creditor state. As all these countries have
reparation claimsagainst Germany, whilst ultimately all Interallied
debtsconvergein the United Statesastheworld'sprincipal creditor,
thetransfer question is being used to. amalgamate reparation and
Interallied debts. The object is apparent: the fate of the claims
against the Alliesisto be made dependent on the payment of reparation.

The United States—for the question really turns on that
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country—isto be paid by its Allied debtors only to the extent that
they receive payments under theDawesPlan. Or, more simply still,
debts and reparation, as far as possible, are to be st off against each
other and the United States is to become the principal and direct
reparation creditor of Germany in place of the Allies.

This has been theattitude which Franceand Italy, in particular,
have adopted for several years—in fact, ever since the Allies made
reparation plans. The United States, for obvious reasons, has
positively refused to consider such proposals and, up to the present
time, public opinion in America has rejected the policy which they
embody. But even admitting that Interallied debts can be settled
independently of reparation, there can be no doubt that the economic
principles established by the Dawes Plan for reparation are equally
applicable to the settlement of Interallied debts. A well-known
French journalist expressed this wittily by saying that the transfer
—a microbe newly discovered in the body of Germany—must also
be found in the organism of the Allied countries if they were to pay
their war debts. In this casg too, the principle of paying in their
own country and in their own money would have to be adopted.
Inthereport of Stamp, Pirelli and Chalendar, to which referenceis
made above, it is stated that in a general settlement of Interallied
debts all payments made by Germany to the Allies would serve to
pay their debts to other Allies or to the United States. As the
United States was ultimately the creditor of all Allied sates
the latter were only intermediary parties between Germany and the
United States. Reparation payments in the main, therefore, could be
made directly by Germany to America and thus the problem would
become a German-American one.

The resolution passed by the Congress of Brussds deals with
this point in a more general and cautious manner:

" The principal considerations which apply to the transfer
problem obtain with equal forcein relation to the question of I nter-
allied debts. Attempts to transfer excessve amounts in settlement
of obligations must of necessty affect especially the budget and
currency conditions of the country involved and disturb its financial
situation. Special precautions are necessary to prevent such diffi-
culties, and due account must be taken of the internal and external
economic conditions of the countries concerned.”
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CHAPTER XXXII1I
A POSSIBLE SOLUTION

OPINIONS regarding transfer possibilities will continue to differ
widely for a long time to come. While many, both at home and
abroad, express the opinion that Germany will in due time be able
to transfer to her creditors the full annuities of 2% milliard gold
marks, a great number of persons, who are really representative of
either the theory or practice of finance, will continue to retort with
good arguments showing that it is quite impossible.

The Congress of the International Chamber of Commerce at
Brussds did not much advance us in the knowledge of the practical
possibilities of transfer. The doctrine preached in the Dawes Plan,
that in this question experience can be the only teacher, will remain
true. It is usdess to build up in advance a definite sysem with
the possibilities of transfer duly classfied. It is gratifying that the
International Chamber of Commerce will deal with the transfer
guestion in this spirit. Its labours will now be all the more useful
in that Germany has lately joined the Chamber of Commerce, and
German members are now able to co-operate in the Committee of
Economic Restoration. For the problem isjust as vital to Germany
as to the Allies, and intelligent German co-operation is essential in
any measure intended to promote the success of transfer.

This activity in international economic circles must proceed in
close connexion with the Transfer Committee, with which ress the
responsibility and initiative under the law and which is, through its
daily handling of the reparation question, in the best position to gain
practical experience and turn it to profit.

Whileit isimpossible at this date, and will be quite as impossible
in the early future, to express any decided opinion as to what form
the transfer will take, and what amounts can be withdrawn from
Germany for reparation, the thorough scientific sudies made by
Stamp and others offer us valuable points of departure. The follow-
ing may already be said regarding the several methods recommended
at Brussds for the development of German exports.

German exports cannot be materially increased by artificial
means—as, for instance, by a sysematic search for new markets
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for German goods and labour. The industry of a country and the
commerce of the world cannot be forced into fixed channels how-
ever many clever and experienced persons may co-operate to attain
this end. This applies especially to the method of the assisted
schemes.

On the other hand, there is little prospect that German exports
will develop naturally to such magnitude as to produce a surplus
which would even approximate to 2%2milliard gold marks. In the
normal course of commerce the world can absorb German goods
only in restricted quantities and within certain mathematical limits.
With every day which passes countries which used to afford good
markets for German industry become more self-sufficient, while
competition between the large exporting countries becomes keener
and keener. Notwithstanding well-meant warnings from economic
experts the creditor stateswill not be deterred from protecting their
industries against underselling from abroad by protective tariffs and
other barriers.

It is surprising that in most recent studies of the transfer
guestion the only point discussed is how to increase German ex-
ports in order to produce a surplus of production. They do not
lay sufficient emphasis on the fact that a surplus can aso be created
by arestriction of imports.

In the report prepared by the German experts for the London
Conference of March 1921, to which repeated reference has been
made, it was pointed out that the German balance of trade might
be considerably improved by economizing on German imports. |t
is, of course, true that Germany must import the necessary raw
material in the ssme—and perhaps even larger—quantities as in the
past; but it is quite conceivable that the import of foodstuffs might
be appreciably reduced through the improvement of her own agri-
cultural production. Large tracts of moorland in Germany, which
are to-day entirely unproductive, are awaiting reclamation. Agri-
culture can be intensified and made to yield better returns; it still
offers in Germany a largefield for the introduction of labour-saving
machinery and the substitution of tractors for beasts of burden.
Nitrates, the most important fertilizer, are produced to-day by
Germany's chemical industry in such quantities as to meet her own
requirements and leave increasing quantities for export. To make
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Germany sdf-sufficient with respect to foodstuffs is not an un-
attainable aim, except perhaps in the case of the meat supply. At
any rate it would be possble in thisway to bring about an improve-
ment of several hundred million gold marksin the German balance
of trade.

Not much can be expected for transfer from the development of
deliveriesin kind. Frequent reference has been made to the causss
which so far have kept deliveries in kind within relatively narrow
limits. These hindrances are inherent and cannot be overcome.

Deliveries of coal to the Allies, which in 1920 reached their
maximum of 2,000,000 tons per month, have decreased steadily.
In the summer of 1925 they amounted to little more than a monthly
average of 1,000,000 tons. To a certain extent these deliveries for
reparation account—of coke to France and coal to Italy—will con-
tinue for some time, but they will certainly not increase. Deliveries
of dyestuffs for reparation will cease on 15th August 1928. Arti-
ficial fertilizerswill be delivered on reparation account just as long
as Germany has an advantage in the production of them. Recon-
struction of the devastated areas is almost completed everywhere,
and practically no German material or labour has been used for it.
The demand for other German industrial products on reparation
account, especially from France, will hardly increase in the future,
because industriesin Allied countries will continue to protect them-
sdves againgt the development of German competition in their own
country.

Against this internal opposition no procedure for regulating
deliveries in kind, however dagtic, will avail. Free commercial
intercourse between countries will, wherever possble, avoid using
a channel which is best at either end with Government supervision,
and offers opportunities for the wholesale disclosure of private
business information. The execution of public works for reparation
account by German contractors will continue to meet with diffi-
culties of a similar nature in Allied countries. In specific ingtances
such work may be undertaken, but extensive schemes, like those
for hydraulic works prepared in the past for reparation account by
theFrench Minister of PublicWorks, LeTrocquer, will hardly ever
materialize.

Everything considered, it would seem to be a fact that neither
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the export of German merchandise nor the utilization of German
labour abroad will ever be increased sufficiently to ensure the un-
interrupted transfer to the creditor dsates of the total German
annuities under the Dawes Plan. Nor is there any chance, of course,
that any more general application of the import levy on German
commodities under the Reparation Recovery Acts would be instru-
mental in opening up much greater possibilities of transfer. For
this levy, by its very nature, interferes with German exports, even
if it is levied with the least possble red tape. It may therefore be
welcome at the moment to the individual creditor sates, as afford-
ing them a direct hold on German exports, but it will ultimately
prove detrimental to reparation because it handicaps German
production.

The sale of German securities abroad figures last in the list of
the several methods of transfer indicated to the Brussds Conference.
This method is quite different in character from all the other means
so far discussed. Its applicability and success are not directly de-
pendent upon Germany's production of commodities and services,
but are based on German credit and the amount of confidence
entertained at home and abroad in the general progress of German
economy.

It is the old-established method of loans. By its natureit isless
adapted to transfer Germany's annual reparation payments under the
Dawes Plan, but it is ideally suited to redeem large amounts of
the capital of the reparation debt through payment of the proceeds
of loans to the reparation creditors. The purpose of this process is to
convert Germany's political debt to the victorious Powers into a
debt to private creditors, and so to bring reparation to a speedy
concluson. To that end it is necessary to induce foreign capital
and German credit balances in foreign currency to invest in German
reparation loans. The more general confidence in the security of
Germany's political and economic relations increases, the greater
will be the success.

The vision of this goal had already floated before the eyes of the
authors of the Treaty of Versailles, It isfound again in the London
ultimatum of 5th May 1921, and forms the central point of every
German reparation offer. In all these plans the German debt was
to be paid through the isue of loans.
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The Dawes Plan also adopted the loan idea, but only for a part
of the reparation debt—that part, namely, which is represented by
the burden placed upon the railway sysem and industry. The
Dawes Plan could not go further, and provide for loans covering
the entire reparation debt, for it would have then been necessary
to fix the total amount of the reparation debt, which, as we know,
was beyond its scope. It had, perforce, to confineitself to indicating
a consolidated loan issue as the ultimate goal of reparation in veiled
terms and as if half ashamed of it.

But the annual payments can be funded into a capital debt only
when the Allies have made up their minds definitely to fix a reason-
able total amount for the reparation debt, which has remained un-
altered since the London Schedule of Payments of 5th May 1921.
Sooner or later this must be done in the interest of both sdes.
The Allieswant reparation—that is, the restoration of war damage.
The sooner such restoration takes place the better for their finances
and economy. They derive but a meagre benefit from the annuities
under the Dswes Plan. These annuities, whilst imposing a heavy
burden upon Germany, are drops in the ocean for the individual
Allies with their financial needs. They can repair the damage only
by very dow degrees. The Dawes Plan introduced them as an
emergency measure designed to re-establish orderly relations in the
world duringa period of transition. After all, reparation answersits
purpose only if made within a reasonable time, while the damages
and their consequences still exist. The latter are disappearing more
and more with every year which passes Reparation becomes an
absurdity if it is not in the main carried out before no damage
remains to be made good. Asa mere matter of calculation, German
payments to the Allies lose in value year by year: what, for ex-
ample, is paid thirty years hence, represents to-day but a fraction of
the nominal amount. In the Allies' own interest it would appear in
every way desirable that Germany's reparation payments should
be made within the shortest possble period and that the successive
annuities should be funded into a fixed capital debt to be discharged
by the issue of loans.

In so far as Germany is concerned the situation is, if possble,
even clearer. Germany can return to normal economic conditions
only when she learns definitely how much in all, and within what
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period, she has to pay. Only when Germany knows this, and is
convinced that the payments required are not beyond her capacity,
will she bend all her strength to extinguishing her reparation debt
asquickly as possble and to recovering her complete independence.
All this sounds like a truism, and has been said over and over
again, yet it can never be repeated insistently enough. We know
why these simple ideas have not so far been put into practice.
Throughout the negotiations for reparation, until the acceptance
of the Dawes Plan, poalitical motives have consistently over shadowed
economicjudgment. The Allied leaders, who at the end of the war
promised their peoples that Germany would pay the huge total
of their war cods have until now been afraid, by a resolute
return to realities, to dissipate the illusons which they have so
long encouraged regar ding Ger many's capacity to pay.

When once the world has advanced so far as to regard the
reparation question, not asa political, but asa purely economic one,
it will be necessary for the Allies to have the German debt so fixed
that Germany is in a postion to mobilize the total amount by way
of loans and regularly to pay abroad interest and sinking fund
charges on such loans. Moreover, the reparation debt must not
be fixed at a higher figure than the amount which foreign and
German capital is willing to invest in German loans. For loans
which find no buyers are of no benefit to the Allies; they may
serve as a political advertisement, but can never be of economic
use

Starting from these principles, we arrive at the following
conclusions.

The reparation debt must not exceed the total amount of the loans
which Germany is able to float, upon reasonable terms, on the money
markets of the world, within a definite time, say ten years. T he proper
criterion will be found in the amount which, in the opinion of
investors, Germany is able to transfer abroad each year.

The possibilities of transfer are to-day a profound enigma, but
the experience to be gained in the next two years will prove very
instructive. Then the moment will have come to end the uncer-
tainty in reparation by an arbitral decision. T hearbitration should
emanatefrom the Transfer Committee constituted under the Dawes
Plan. Upon the bads of the experience gained in the transfer
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operations, it would have to determine the maximum amount of
reparation which Germany is to pay within ten years by means of
loans. The amount and time of issue of each individual reparation
loan would likewise have to be settled by the Transfer Committee,
in accordance with the conditions of the investment market. The
terms governing the several loans would have to be agreed upon
between Germany and the underwriting syndicate, under the
supervision of the Transfer Committee.

Any part of the maximum liability which cannot be liquidated
by loans within the fixed period of ten years must lapse—so that
in any event at the end of ten years the German reparation debt
would be deemed to be completely discharged.

Such a solution offers many advantages; it would, after three
years of operation of the Dawes Plan in its present form, abolish
the existing state of sugpense, in which no one knows how large the
German debt isand when it will beredeemed. Asit fixesa maximum
amount which Expert judgment anticipates Germany can pay abroad,
it prepares the ground for the return to surer and more normal
conditions in the world. Germany gains at last a clear perspective
of her economy and of her budget. The reparation creditors receive,
in lieu of annual paymentsin reichsmarks, for the transfer of which to
their own country there is no certainty, an assured claim to satis
faction out of the proceeds of large German loans, the issue of which
is regulated in accordance with the condition of the investment
markets from time to time. The right of determining the propor-
tion of the maximum of the reparation loans which can be issued
is reserved by the creditor sates to the Transfer Committee, and
therefore to themsaves.

The solution would be final, yet éagic, and there must be no
rigid solution, because there is no way of foretelling exactly, even
after several years, to what extent the world markets will absorb
German loans. And it is equally impossible to answer the question
what payments by the debtor can be supported by the creditor
country without serious injury to its own economy. This latter
consideration must not be dismissed with a cheap phrase or a shrug
of the shoulders. International payments running into many
milliards cannot be compared with ordinary busness transactions
where no one is injured by the collection of his claims. True it is
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that for some time the creditor country will be pleased enough with
large payments, for with their assistance it can improve its budget
and reduce taxes. But even this process has certain limits, which are
reached when there is no further object in reducing taxes and when
the steady influx of gold and gold values leads to a general increase
in the cog of living throughout the country. The danger then
arises that the creditor country may relax its economic exertions in
competition on the world markets and that it will be outdistanced
in efficiency by the debtor country, which must be in first-rate
training in order to pay its debt.

All these economic and moral factors will prove their strength
in the future, and they may lead the creditor dates to find a real
interest in not exploiting their reparation claims to the utmost.

What has been said above applies with equal force to the
settlement of Interallied debts. Gradually the Allied countries
will enter into individual arrangements, modelled on the settlements
already made, between each other, and each with the United States,
for the adjustment of the liabilities between the several Powers
arising out of the World War. The economic consequences of such
agreements cannot now be foreseen, and whether they can be
carried out in their original form is questionable. Perhaps all will
end in a general setting-off of reparation against Interallied debts,
so that in the end America will emerge as the principal creditor and
Germany as the principal debtor. Just because of such unforesee
able possbilities all doors must be left open in the final settlement of
the reparation debt.

The Dawes Plan, as we have seen, also covers the reparation
claims of America against Germany under the separate Treaty of
Peace of 25th August 1921. If the total German debt is to be
discharged by loans the American claims should also be paid
off in the same way. Unlike the claims of the other Allies, they
will shortly be definitely determined by a decision of the Mixed
Claims' Commission in Washington, and as they will presumably
reach only a moderate amount, probably not more than 200,000,000
dollars, it would be very desirable, with the consent of the other
creditor countries, to negotiate the loan necessary to pay them
without waiting for the final settlement of the entire reparation
debt. With a view to this solution the Congress of the United
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Sates should promptly decide to release the sequestrated German
property in the United States unconditionally. Such a réease,
owing to her present lack of capital, would be of vagt importance
to Germany. America has no other interest in the further retention
of the German property than to keep it as additional security for
its reparation claims, although the guarantees provided by the
Dawes Plan should be sufficient for America, as for the other
creditors.

Germany will participate in the purchase of reparation loans to
an increasing extent as her prosperity grows. She has a paramount
interest in placing part of the loans in her own country and thus
converting a foreign debt into an internal debt. This, of course
can be done only to the extent that her nationals have credits avail-
able abroad. The investment of such funds in reparation loans
greatly facilitates the transfer problem, and at the same time benefits
German economy, because the sums paid for interest and sinking
fund on amounts subscribed in Germany remain within the country.
The more this can be done the more quickly will Germany attain
her full economic recovery.

The present proposal for the final solution of the reparation
guestion is in essentials identical with previous German offers to
the Allies. All German proposals for reparation were based on the
issue of loans for the redemption of the debt. At the London Con-
ference of March 1921 the German Government offered 30 milliard
gold marks, of which 8 milliards were to be provided immediately
by a loan. The offer was regarded as a mockery of the Treaty of
Versailles, and was answered with severe economic and military
sanctions. From the autumn of 1922 onwards the German plans
more and more took the shape of an offer of 30 milliards gradually
to be provided by loans on the world market, the issue of which
was to be conditional only on the capacity of Germany to pay, and the
capacity of the markets to absorb German securities; these reserv-
ations correspond exactly in essentials to the limitations placed on
German payments by the transfer provisons of the Dawes Plan.

The road to the final settlement of the reparation problem would
thereforelead back to the standpoint assumed by Germany long before
the occupation of the Ruhr, and for which she had to suffer so
severely.
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The goal of reparation will probably be ablending of the Dawes
Plan with the former German offers of loans. The guarantees
introduced by the Dawes Plan will be of the greatest service in the
issue of reparation loans. The first charge on the railways and on
industry, the customs and the controlled revenues will constitute
excellent guarantees for reparation loans, as long as any specia
security at all is demanded for German Government loans.

The extreme limit for the maximum amount of the reparation
debt is already indicated by the annuities of the Dawes Plan. The
present capital value of all these payments is calculated at from
30 to 40 milliard marks, according to the rate of compound interest
adopted. The capital liability for reparation would therefore be
within these figures, assuming that all annuities could be duly
transferred in full to thecreditors. With the great uncertainty which
exists to-day on this point—an uncertainty which will not grow less
with the passage of time—it is essentia that in the final settlement
—Ilet us say within two years from now—the maximum amount of
the German debt negotiable in loans should befixed at considerably
less than '30 milliard marks, if indeed the Allies wish to have a
reasonable assurance that reparation loans will be sold to the full
amount of the debt and around par. If they exaggerate their de-
mand they run the risk of having the first reparation loan placed
with difficulty and at a loss, and a failure in the case of the first
loan would react very disadvantageously on all future issues.

The Dawes Plan could in its essential features continue to exist
and to function, only Germany's annual payments would gradually
lose the character of direct payments to the creditor states, as they
would be applied in ever-increasing proportion to the service of the
separate loans.  The amount of the normal annuity under the Dawes
Plan will have to be radically revised. In the find settlement of the
reparation debt this annuity will have to be determined by the
amount required for the payment of interest and sinking fund on
the total debt. None of the figures necessary for such calculation
are known to-day, and they can be ascertained only through the
experience gained in the next few years. The Dawes Plan gives us
a point of departure. It fixed the normal reparation annuity of the
German Railway Company at 660,000,000, and its capital debt at
11 milliard gold marks. The annual payment required represents
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5 per cent, interest and | per cent, for amortization of the capital
debt. This calculation could readily be applied to the annuity pay-
able on the total reparation debt. Theannuity so determined would
be paid and administered, in the same manner as in the past, under
the terms of the Dawes Plan. Whenever a reparation loan was
issued, 5 per cent, interest and i per cent, for amortization would
be assigned out of the annuity for its service. As long as the entire
revenues collected by the Agent General are not required for the
service of the loans, payments might continue for cogt of occupa-
tion, déliveries in kind, import levies (Reparation Recovery Act), etc.
But all thee expenses will automatically diminish as time goes
on and ultimately disappear. Deliveries in kind and import levies
are of value to thereparation creditors only while they are dependent
on annual payments. When once the creditor gates receive the
proceeds of the reparation loans they can digpense with all expedients
usad to-day for transferring the German annuities abroad.

In the dear light of economic science, which is illuminating the
road of reparation since the Dawes Plan, the nebulous phantoms
which a world still obsessed with war intoxication has been vainly
pursuing through suffering and want for all these years are dis
solving. A disposition to face stubborn facts has everywhere gained
strength and the milliard-fever has been cured.

From the safe retreat of the Dawes Plan we now descry in the
mists of the future the long wished-for, bitterly contested goal.
And, behold, it lies on the road which we have already trodden.
Many an experienced guide had pointed it out to the peoples as
they rushed past it in their delusion. But their calls remained
unheeded in the turmoil, and the headlong course was continued
through misery and distresss. Now at last we can march toward
the goal, enriched by experience, with quiet and determined steps.
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Reparation Commission announces its decision on application for a
moratorium, 144, 145

Memorandum by State-Secretary Schroeder, 74

Submission of German offer to Reparation Commission, 152

Note explaining German offer of 4th November 19 2 2, and report of
experts, 153

German Government's note on moratorium, 153

M eeting of Reparation Commission on deliveries of timber, 161

Germany submits an offer to Allied Prime Ministersin London, 158

Bonar Law rgects German offer of 9th December, 159

Decision of Reparation Commission on deliveries of timber, 162

U.S. Secretary of State Hughes delivers address at New Haven, 191

German ambassador in Paris informs French Government that a
new German reparation plan has been prepared, 162

Discussions of Prime Ministers in Paris, 163

French Government's memorandum on deliveries of coal, 175

Germany is declared in voluntary default as regards coal, 176

French and Belgian troops enter the Ruhr District, 176

German Government's note on Ruhr Occupation, 177

Germany announces discontinuance of deliveries in kind to France
and Belgium, 178

Reparation Commission finds that Germany is in general default, 183

Poincar6 and Theunis meet in Brussds to discuss Ruhr Occupation,
189

Poincare and Theunis meet in Paris, 189

Lord Curzon's speech in Parliament on new proposals for reparation
and on German guarantees, 190

Note from German Government, with new offer to the Allies, 191

Note from France and Belgium in reply to German offer of 2nd M ay
1923, 192

Note from Great Britain and Italy in reply to German offer of 2nd
May 1923, 193

Wadsworth Agreement, 292
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June 7-
June 9.
June 10.

July 20.
August 2.

August 11.
August 12.
September  20.
September 26.
October 3.
October 15.
October 24.

October 30.

November 1 &
November 24
November 9.
November 23.
November 30.
1924.
January 14.

January 21.
February 25.

March 19.
April 9.

April 16.
April 17.

April 24.
April 25.
May I1I.
July 16 to
August 16
August 5.
August 9.

August 16.
August 29.
August 29.

CHRONOLOGICAL INDEX

German memorandum supplementing note of and M ay, 195

Belgian notes are submitted to French Government, 194

Poincare's note to Great Britain and Belgium on cessation of German
resstance, 196

Lord Curzon's note to France, Belgium, Italy and Japan, 199

Lord Curzon announces in Parliament the publication of the entire
exchange of notes between the Allies on the Ruhr Question, 201

Cessation of deliveriesin kind to all Allies, 220

Fall of Cuno Government, 205

M eeting of Poincareand Baldwin at Aix-les-Bains, 219

Cessation of passve resistance, 206

Stresemann Cabinet resigns, 207

Decrees regarding constitution of German Rentenbank, 208

Application by German Government under Article 234 of Treaty of
Versailles, 220

British Government proposes examination by experts of Germany's
economic capacity for reparation, 219

Letters of German Chancellor to representatives of heavy industry
regarding Micum Agreement, 213

Revolt at Munich, 206

Conclusion of Micum Agreement, 213

Reparation Commission appoints two committees of experts, 220

Meeting in Paris of First Committee for investigating German
budget and currency, 222

Meeting in Paris of Second Committee for investigating flight of
German capital, 222

Agreement between Great Britain and Germany for reduction of
26 per cent, income tax to 5 per cent., 286

Law on constitution of Bank of Issue, 250

Reports of the two committees of experts to Reparation Commis-
sion, 253

German Government accepts report of experts committee, 257

Circular note of Reparation Commission to Allies regarding accept-
ance of report of experts, 257

Great Britain, Belgium and Italy agree to report of experts, 257

Note by Poincar6 on report of experts, 257

Elections to French Chamber ; overthrow of Poincar6, 257

London Conference, 260

German delegates arrivein London, 263

Agreement between Reparation Commission and German Govern-
ment regarding execution of Dawes Plan, 264

Final protocol of London Conference, 265

Reichstag pases German laws for execution of Dawes Plan, 271

Great Britain reintroduces 26 per cent, export tax, 256
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September 1.
September 9.

October |I.
October 1.
October 10.
October 10.

October 11.
October 14.
October 28.

October 31.
November 16.
December 13.
1925.
January 6.
January 14.
March 25.

June 21-27.
July 18.

CHRONOLOGICAL INDEX

Beginning of firg year of reparation, 266

Cugoms line between occupied and unoccupied parts of Germany is
removed, 265

France introduces 26 per cent, levy on exports, 286

The German Railway Company darts operation, 294

Agresment on reparation loan, 280

Thomas N. Perkins is nominated a member of the Reparation
Commisson for the execution of the Dawes Plan, 281

New Reachsdank law becomes effective, 272

Isue of reparation loan in New York and London, 281

Reparation Commisson reports that all messures for re-establishing
the economic and finandal unity of Germany have been carried
out, 265

S. Parker Gilbert asumes his duties as Agent General, 265

Trander of the lines of " Regie" to German Railway Company, 266

Decree putting into efect the law regarding the industrial charge, 274

Allied Finance Ministers mest in Paris, 290

Financial Agreement of Paris 290

Protocol between British and German Governments on import tax,
288

M eeting of International Chamber of Commerce at Brusds 305

Law for congitution of" Rentenbank Kreditansatt," 273





















