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FOREWORD 

THE author has chosen an opportune moment to 
set forth in this book the basis of the Dawes Plan, 
its actual accomplishments and the outlook for its 
continued successful operation. The subject is of 
great importance to the business of the world be
cause of its vital connection with the movement of 
commerce and the flow of credit, and it is of serious 
interest politically to all the governments of Europe 
and to the United States. At present, this import
ance and this interest are greater than at any time 
since the first few months of the operation of the 
plan. 

The announced purposes for which the Commit
tee of Experts was convened have already been 
fulfilled. Those purposes were the stabilizing of· 
Germany's currency and the balancing of her bud
get. By the cooperation of the governments signa
tory to the plan, German statesmen and financiers 
have been enabled to accomplish these results. In 
addition, toward the fulfillment of the broader pur
poses of the plan, great progress has been made. 
For three years the subject of reparations has been 
removed from the sphere of acrimonious debate 
in the parliaments of the world, confidence has to 
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viii FOREWORD 

a considerable extent been restored, and long steps 
have been taken toward the restoration of normal 
relationships in the movement of credit and the 
goods of commerce. 

The third year of the reparation settlements un
der the Dawes Plan has been completed and in less 
than another twelve months the period of maximum 
payments will begin. There have been numerous 
prophecies of failure and the date of the predicted 
failure is now drawing near. Public and private dis
cussion of the subject is noticeably mounting, 
month by month. What are the probabilities of the 
continued operation of the plan, what would be the 
consequences of its collapse, and what agreements 
or agencies could then take its place, are questions 
on which all bankers and business men and all the 
statesmen of the world need and desire every means 
of forming a sound judgment. 

The author of this book is admirably equipped to 
supply and interpret the information necessary to 
reach such a judgment. Mr. Auld was graduated 
with honours from the University of Vermont. He 
served during the war in the United States Navy as 
a regular officer of the Supply Corps and Chief 
Accounting Officer of the Navy and received deco
ration for distinguished service. He was attached to 
the American Commission to Negotiate Peace in 
1919 as an assistant financial adviser. From 1920 to 
1924 he was Accountant General of the Reparation 
Commission and in September and October of the 
latter year he assisted Owen D. Young in installing 
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the Dawes Plan. He is now associated with a well
known firm of cenified public accountants in New 
York City. He has been an active' panicipant in 
the world-wide discussion of reparations, contrib
uting to newspapers and magazines both in 
England and the United States. His anicle in 
Fortig" Affairs (New York) under the pen-name 
of Ie Alpha," which appeared prior to the organiza
tion of the Committee of Expens, attracted wide 
attention and favourable comment. The reputation, 
thus gained, for independence of thought and clear
ness of expression has been well sustained in articles 
that have appeared since that time. 

This book, the reader will discover, is not only 
timely but informing, clarifying, and convincing. 
Just as Ie Alpha" in 1923 gave a new direction to 
the discussion of reparations, so, in this book, with 
the same courage and independence, Mr. Auld pre
sents a new, vigorous, and hopeful discussion as to 
the effect of the revived movement of international 
credit. The position taken in both cases is essentially 
the same, but it is now fonified by the course of 
events. 

Eranmm, Illinois, 
September 8, 1927. 

RUFUS C. DAWES. 



PREFACE 

SINCE a few months after the signing of the 
Treaty of Versailles an influential school of thought 
has been committed to a body of doctrine built 
around the proposition that the mechanics of 
exchange will seriously hinder or prevent the 
"transfer" of German reparation payments into 
foreign currencies suitable for use by Germany's 
creditors. The various ideas of this school have been 
best set out in the writings of certain English· 
economists, notably in those of J. M. Keynes, 
who outlined these doctrines in two widely cir
culated books, Tke Economic Consequences of tlfe 
Ptact (1919) and A Revision of tke Treaty (1922). 

The conclusion to which these ideas pointed, 
and still point, is cancellation of the reparation 
debt-not in due time when the continued payment 
of reparations shall have accomplished its purpose, 
but prematurely, in the near future, as an unavoid
able consequence of the operation of economic law. 
Further than that, on the principle that something 
which is bound to come in the near future would 
better be brought to pass right away, immediate 
cancellation has consistently been the avowed aim 
of many of this school. 
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Acceptance of the proposition that the transfer 
of payments cannot continue has led to two other 
conclusions, both of which follow logically from the 
preniise. These are that it is useless to ask whether 
justice and the highest expediency do not recom
mend reparations as a means of relieving the dis
proportionate burdens laid on France by the war; 
and that it is superfluous to try to find out what 
those burdens really amount to in comparison with 
those of Germany. These considerations being ir
relevant, that which remains as a basis for interna
tional policy is simply to persuade the French that 
their burdens are inevitable and that the ills at
tendant on carrying them without relief should be 
borne with equanimity. 

Outside of France these views gained a powerful 
hold 'on economic thought during the bitter con
troversy which in 1923 culminated in the occupa
tion of the Ruhr; and in England they determined 
national policy on the reparation question. That 
policy may be said to have represented the at
tempt of economic science to solve a problem 
compounded in reality not only of economic factors 
but also of elements deeply concerned with social 
philosophy, the political arts, and the practices of 
international conciliation. The science of econom
ics, working through the channels of British foreign 
policy, conspicuously failed to cope with it. 

It failed not solely because the problem was 
broader than science, but also because in, the field 
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oC economics itself only a single aspect, generally 
speaking, received attention, and that aspect was 
seen indistinctly. For the supposed new law regard
ing foreign exchange was only a half-formed hypo
thesis. It succeeded among economists almost too 
well. It was enthusiastically acclaimed and passed 
into the portals of the science before it had been 
tested. And this began to have its embarrassments. 
For, where the hypothesis conflicted with the 
teachings of economic history, the latter had to be 
ignored, and where it failed to fit in with economic 
facts currently appearing in related aspects of the 
problem, other hypotheses had to be hastily con
structed for the purpose of explaining those facts 
away. 

With the coming of the Dawes Plan in 1924 these 
doctrines suffered a temporary eclipse. A majority 
of the members of the Dawes Committee were 
business men of large outlook and broad experience 
in affairs, and the plan that emerged was founded 
on the proposition that reparations ought to be 
and could be paid. But many of the other school 
remained unconvinced that the plan would work, 
and to-day they are confidently predicting its col
lapse in the year commencing September I, 1928. 

The doctrine of the mechanical impossibility of 
debt payment and its related doctrines, when 
dissected, are seen to be based on misconcep
tions regarding the nature of world economic re
lations a~d the effect of the war upon those rela-
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tions. By reason of the new position of America as 
the great' producer of surplus capital, none of the 
difficulties heretofore predicted as being close at hand 
have yet appeared. The loans being made to 
Germany by American investors are performing 
a dual function.' In their broad economic' signifi· 
cance they are rebuilding Germany. At the same 
time, in the mechanical aspect of exchange, they 
are providing, in a wholly natural way, the dollar 
exchange against which the reparation payments 
are being transferred out of Germany. We are 
warned, however, that this cannot continue-that 
it is abnormal 'arid dangerous for all concerned. 
This warning is the latest and at present the 
most crucial form which the doctrines of disaster 
have taken. Like its predecessors, it will not stand 
the test of careful examination. 

All these ideas, however, have elements of 
plausibility, they command a certain measure of 
belief in high places, and, inconsequence, they are 
potentially destructive. For the Dawes Plan and 
the system of investment of American capital 
abroad, which now meshes in with it, operate as 
integral parts of the world credit structure. That 
structure rests on public confidence and that con· 
fidence these doctrines directly attack. 

The breakdown of the Dawes Plan, which the 
dissemination of this philosophy promotes, would 
be a grave misfortune to the Allies, to Germany 
and, in a less but still substantial degree, to the 
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United States. France needs reparations, and the 
French are unable to see any good reason why, in a 
world at peace, with good faith and judgment in 
control at strategic points, France should not be 
paid. A crisis in Franco-German relations such as 
would be precipitated by a suspension of reparation 
payments c~uld scarcely fail to have seriously ad
verse effects on the recovery of Europe, on our 
own export trade, and on the fortunes of our in
vestors. 

As these words are written, Mr. Keynes provides 
a clear-cut text for much that appears in this book. 
In Th~ New Republic of August 3, 1927, he says: 
"Dates which were distant creep nearer. The 
Dawes Plan will break down according to schedule. 
The question is-what will be the price of its modi
fication? How considerable a crisis will have to be 
provoked in Germany's affairs before the facts are 
admitted? ••• It is probable that the authors of the 
Dawes Plan did not expect their scheme to work." 

That a renewed agitation over reparations was 
due has been clear for some time. The words just 
quoted indicate that it is definitely under way. 
Like previous movements of the kind, it will gather 
up within it not only those who believe the trans
fer of reparations to be impracticable but also 
those who hold various special views in opposition 
to the purposes of the plan, including not a few who 
feel that the required payments throw an unfair 
burden on Germany. A new class which the move-
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ment now beginning seems also to be attracting 
. consists of those who imagine that the transfer of 
reparations will in some way interfere with the 
transfer of interest and of capital repayments on 
Germany's foreign commercial debt. 

Placed in its proper background, this agitation 
will prove harmless. To provide such a background 
for American readers has been one of the chief 
aims in the writing of this book. An understanding 
of the nature of capital and its movements in the 
world system gives to the dark prognostications 
which are being uttered on the subject of transfers 
and loans the appearance of mere superstitions. 
And a study of the effect of the payments under the 
plan on the burdens of the principal nations con
cerned indicates tllat the fairness of the settlement 
cannot reasonably be impeached. 

The American attitude will be the greatest single 
factor in the chapter of the reparation controversy 
that is now opening. Our investors, manufacturers, 
and farmers have important interests at stake, 
and the weight of their combined influence on 
European affairs is prodigious. The guarantee that 
the Dawes Plan will stand the coming test lies in 
the intelligence of the American public, in the 
capacity of the layman-the true practitioner of 
economics and the real moulder of economic forces 
-to form his own judgments. 

Two Americans, Charles G. Dawes and Owen D. 
Young, played a great part in the ~aking of the 
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plan. The American people have had confidence in 
the fairness and practicality of the settlement that 
was so largely the work of those men. If the weight 
of opinion in this country remains in the scales on 
the side of sanity and stability, nothing but the 
unlikely contingency of a campaign of out-and-out 
repudiation can seriously threaten the plan and the 
movement toward world recovery that it promotes. 

G. P. A. 
New York, August, 1927. 
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THE DAWES PLAN 
AND THE NEW ECONOMICS 

CHAPTER I 

THE WOR.LD ECONOMIC MACHINE 

T EN years after the outbreak of the Great War 
the adoption of the Dawes Plan for the settle

ment of the reparation question opened a new era 
in world economic relationships. It provided the 
basis of a new orientation of economic forces in 
which America, instead of Europe, was to be 
supreme. 

The machinery of world trade had been stalled 
for a decade. During four years of that period, the 
productive powers of mankind had been devoted 
partly to the satisfaction of the barest demands of 
subsistence, and for the remainder, to the demoli
tion of economic values, chiefly European. Broadly 
speaking, no part of the accruing income of the civ
ilized world had been set aside according to the us
ual custom, in the form of new productive assets. 
That part of income which ordinarily would have 
been saved, and much more than that, had been 
consumed, not merely unprofitably but for destruc-

I 
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tive ends. Accumulated capital in untold billions 
had been blown up or dissipated. 

During four years of war and the six years which 
followed, the economic mechanism by means of 
which the peoples of the world exchange the fruits 
of their labours and achieve the material bases of a 
tolerable existence had been rusting to pieces. In 
the autumn of 1924, it was started up again, but its 
motive power, which formerly had come from 
Europe, now came from the United States. The 
Dawes Plan was the means of releasing these new 
forces; and it remains the guarantee that they will 
continue. 

This world mechanism which was started up . 
afresh six years after the Armistice was a relatively 
new thing. It was within the memory of men still 
living that the world had become so organized that 
the fortunes of a producer were closely affected 
by the circumstances of a consumer three, five, or 
ten thousand miles away. In the fifty years of com
parative peace which had elapsed between the end 
of our Civil War and the beginning of the World 
War, man had erected a highly developed economic 
structure on the foundations supplied by the in
dustrial revolution of the preceding generation. 
But this new structure, while rooted in the discov
eries and inventions of the early years of the Nine
teenth Century, was, in size and complexity and 
in the intensity of the currents pulsating through 
it, unlike anythi~g which had gone before. 
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During the period of its erection, great elemental 
forces had been harnessed to the service of man on 
a scale never before dreamed of. As a result of the 
widespread application of steam and electricity to 
industry, production had been immensely in
creased and capacity to produce had been expanded 
many fold. Responding to the intensification of 
production, the movement of every economic force. 
had been accelerated; and reflecting the radical 
alteration in productive methods, the structure of 
every economic organ had been transformed and 
greatly ramified. The machine age had arrived. 
Millions of people had been pushed into the cities 
and were creating for others and demanding for 
themselves countless new and elaborate objects 
required for the satisfaction of life in an artificial 
environment. Birmingham, Sheffield, Pittsburgh, 
Detroit, Essen, Lyons, Milan, and a hundred other 
new or greatly expanded centres of human activity 
were pouring a gigantic output of manufactured 
goods into the warehouses of trade. 

In little more than a half century, economic re
lationships, once simple and direct, had become im
mensely complicated. Producers and consumers 
were widely separated and, joining or otherwise 
serving them, there had sprung up a wide variety 
of new occupational groups. Commerce had been 
revolutionized by the transcontinental railroad, the 
ocean-going cargo steamer, and the submarine tele
graph. The business of transportation, its plant, 
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equipment, and organization, had assumed enor-
mousproportions. 

The continents had been overlaid with a web -of 
500,000 miles of steel roadways upon which mil
lions of freight cars moved in a ceaseless stream. 
At the crossroads of new or revitalized internal 
trade routes stood great distributing centres, 
which within a few years had increased in popula
tion many times over. Within fifty years or less, the 
Alps had been pierced by three great tunnels, and 
at three economically strategic points-Suez, Sault 
Sainte Marie, and Panama-the seas had been 
joined together by canals. Seaports had been de
veloped as never before. Thirty-eight billion dollars' 
worth of goods moved annually in international 
trade, 80 per cent. of it sea-borne. Europe had be
come the centre of a network of steamship routes 
reaching to all the ports of the world. Forty-two 
million gross tons of steel steamers, nearly half of 
them British, I2 per cent. German, and about 4 
per cent. each French and American, I plied the 
oceans, where a few decades before only a negligible 
fraction of such a fleet had been in existence. Dis
tribution, in short, had become a network of enter
prises of prodigious size and complexity. 

Within the half century, consumers' demand, the 
complement of production, had risen to a substan
tially higher plane, though not commensurately 
with production. Consumption was kept down by 
thrift and by the inequality of the rewards of hu: 
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man effort. Many earned less than they needed; 
some earned much more than they could spend. 

Representing the surplus of production over con
sumption-the margin between the earnings of the 
population and their expenditures-large accumu
lations of capital had come into being. This excess 
production had gone into new plants, to provide 
productive capacity to meet the constantly ex
panding material demands of society. Into a great 
credit pool annually flowed billions of savings, to be 
distributed in a ceaseless process of fertilization and 
refertilization, for the creation of facilities for the 
exploitation and transformation of materials. 

Charged with the responsibility of this distribu
tion, the business of finance, working through the 
delicate machinery of currency, credit, and ex
change, mobilized the funds of investors and stood 
sponsor for the organization of great corporate 
enterprises. In 1914, the English joint stock banks 
(excluding the Bank of England) had deposits ag
gregating four and one half billion dollarsl , or more 
than twice what they had been fifty years before .. 
The influence of such European institutions and 
that of the rapidly growing banking houses of the 
United States was felt in every department of 
human life. 

The distribution of surplus production as free 
capital seeking investment had taken on an inter

'The Amerian IYItem of numeration is used in thi. book, viz.: a thouund 
million-a billion (equivalent to the European milliard); and a million mi1-
lion-a trillion (equivalent to the European billion). 
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national aspect, which was responsible in large part 
for the primacy of Europe in the world system. All 
civilized nations produced economic surpluses of 
production over consumption, large or small; they 
were divided into two classes as to the disposition 
made of them. The demands of the newer countries 
for the means of internal development exceeded the 
amount of their own savings, all of which were con
sequently invested at home; on the other hand, 
Europe's demand for new capital was constantly 
less than its accruing surplus, the opportunities for 
the exploitation of new resources ,at home being 
limited. 

Of Europe's economic surplus, therefore, a 
part was available for export, and the less devel
oped continents took it. It was that movement of 
the exportable surplus of highly productive com
munities to the less fertile or less advanced areas 
which furnished the latter with the necessary ma
terial bases of productivity. It is that movement, 
constituting a secondary aspect of trade, which is 
the significant factor in world development, or, as 
it is to-day, world reconstruction. 

In its primary manifestation, trade is essentially 
no more than barter, though each of the opposite 
movements comprising it produces intermediate 
instruments' in the form of bank credits, which 
are exchanged against each other in the actual 
mechanics of settlement. In substance, however, it is 
only barter; it is the movement of consumption 
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commodities against each other, the movement of 
wheat, cotton, and automobiles against coffee, 
dress goods, and rubber, permitting division of 
labour and giving diversity to the diet, dress, and 
other paraphernalia of existence. In this aspect, 
trade between civilized countries can never long 
be interrupted in time of peace; nor was it after 
the war. 

Barring elemental catastrophe or social upheaval, 
there is no civilized country, however prostrate 
from other causes, which cannot produce enough 
to support life in some fashion. Drought, flood, 
plague, earthquake, or anarchy may effectively 
suppress all productivity, but nothing else can do 
so. In their absence, the requirements of the 
country for subsistence will be met through direct 
consumption of a part of its product and through 
the exchange of the remainder, with other nations, 
for consumption goods of equal value. It' is clear 
that some substantial proportion of the normal 
volume of trade of this character is always aut<r 
matically assured by the fact that the exports pay 
for the imports. 

But in the secondary and more complex aspect of 
trade, without which no new area could be developed 
or no wasted area be reclaimed, that is not the case. 
The movement of surplus product to countries 
requiring it has no such automatic basis, for the 
surplus does not move against incoming commodi
ties. It cannot, for it is moving to countries having 
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no surplus production to offer in payment. It moves 
as loaned capital against long-term credit. To be 
reclaimed, then, a country must possess the funda
mentals of credit. 

In the barter aspect of trade, the business of 
finance serves in a more or less mechanical capacity 
to facilitate the exchange of consumption goods 
against each other. It provides short-time foreign 
credits which, being discharged from the proceeds 
of the sale of the goods, are practically self-liquidat
ing. In this field of trade, finance is a mere hand
servant of t4e manufacturer and the merchant. It 
is these latter who are supreme. 

But, in the more complex aspect of trade, the 
surplus of industry moves outward through the 
inspiration and direct instrumentality of finance. 
Finance finds investors who are willing to take 
foreign promises to pay. It mobilizes their funds 
and places them to the credit of the foreign 
borrower; and with these funds the latter is able to 
purchase the manufacturer's surplus products. In 
effect, the exportable surplus of industry is loaned 
abroad for the account of the investor. 

In this field of trade, finance has taken its place 
as the equal or more than equal partner of industry 
in creating the modern international system in its 
most significant sense.' The importance of finance 
in this connection lies not only in the power which 
it wields, but also in the intelligence required of it, 
for it is only by a careful selection of risks that the 
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investor, upon whom the whole system depends, 
may be protected. The significance of the process 
lies in the fact that only in the movement of the 
surplus can there be prosperity, as modern condi
tions define it, either for the nation which produces 
the surplus, not needing it, or for the nation which, 
needing it, does not produce it. 

It was the European banker-chiefly of England 
but also of Germany and France-backed by the 
European manufacturer, merchant, and investor, 
who built this system, and over a considerable 
period of years put the surplus of the Old World 
to work productively in America and the other 
continents. 

A part of Europe's surplus was in services
financial services, transportation, insurance, serv
ices to our tourists and to the European families 
of our immigrants-all of these things being reposi
tories of economic effort and value in the same way 
as are materials. The financial services rendered by 
Europe embraced the interest charges for the use 
of previously loaned surplus. Europe took its pay
ment for financial services in the same way as for 
the rest of its annually loaned surplus, namely, by 
making new loans. It was the only means there was 
for taking payment; debtor countries had only 
credit to offer in exchange for the surplus product of 
creditor countries. The result was that the interest 
on Europe's loans was, in the aggregate, capitalized 
-it was added to the capital. Interest instalments 
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and maturing debts were paid in cash by the in
dividual debtors in detail and were received in 
cash by the individual creditors in detail, but in the 
aggregate they were refunded by new loans made 
by new individual creditors to new individual 
debtors. 

U in the United States paid interest and debt 
instalments to G in Great Britain with sterling 
which S in the United States borrowed from B in 
Great Britain. S needed new capital and that capi
tal was obtainable only in England. But he did not~ 
need all of it in sterling, to be expended for British 
goods; some of it he required in dollars for expendi
ture in this country; and through the medium of 
the banks he obtained U's dollars in exchange for 
part of his own sterling. It is clear from this that 
the adding of interest to capital 'and the refunding 
of maturing loans had no significance to individuals. 
It was a national operation-an aggregate result, of 
which individual debtors and creditors had no 
specific knowledge and which left them unaffected 
in their individual relationships. 

As a result of this process, America, Asia, and 
Africa, when the war came, were indebted to Eng
land, Germany, and France, in an amount equiya
lent to about 50 billion dollars of to-day (i.e., 33 
billion pre-war dollars), three fifths of it owed to 
England.1 This constituted, so far as anyone could 

lEstimates by Harvey E. Fisk, Tht InIn Ally DtblJ. Bankers Trust Com
, pany, New York, J9Z4. 
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foresee, a permanent or semi-permanent and grad
ually increasing capital indebtedness. America, 
producing no exportable surplus, was what might 
be termed a natural debtor continent. Europe, on 
the other hand, was a natural creditor continent. 
The creation and continuing existence of large 
international capital obligations, the individual 
maturities of which were swallowed up in new loans 
made to the debtor countries, were at the heart of 
the world economic system. They were the fruit of 
a natural and inevitable process which was a 
healthy one for both parties. It spread a fertile top 
soil over undeveloped countries; and to England, 
the great creditor nation, it gave an abounding 
prosperity. 

The pre-war prosperity of Britain rested primar
ily on the efficiency of its industry. Without that, 
its great system of world distribution and finance 
could not have been created. Beyond that, however, 
it rested on the enterprise and intelligent coopera
tion of other large sections of the population---on 
the merchant, the banker, the investor, the steam
ship operator, and the government servant. The 
result was to make England the trade centre and 
London the financial capital of the world. 

It was industry which gave the original impulse 
to the business of foreign investment, and industry 
received, in return, an impetus from finance. British 
bankers came to know the business of foreign com
modity financing and long-term investment as no 
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other bankers did. Not only did they make it con .. 
venien~ for foreign merchants to buy British cotton 
goods and cutlery; they made it worth while for 
foreign railways and manufacturing concerns to 
float their securities in England and to spend the 
proceeds there for rolling stock, rails, and machinery 
of British fabrication. The world acquired the habit 
of going to London for money, some of which, at 
least, might have been borrowed elsewhere, and 
by the influence of propinquity alone, much of the 
sterling placed to the credit of foreigners in British 
banks went back into British pockets. Thus more 
work was done in England, more exports were ere .. 
at ed, and the tide of British capital flowing to the 
ends of the earth was steadily augmented. 

In 1913, Europe was still supreme in the eca.. 
nomic system-at least, in its international manifes .. 
tations. Europe's exports were 65 per cent. of the 
exports of all the countries of the world, and in 
transport and international finance its position was 
even more important. In industrial power it ap .. 
peared to be holding its own, for the activity of 
Europe in the markets of the world gave impetus 
to its production. America was still a passive factor 
in the world system. 

This great mechanism of industry, trade, and 
finance which in 1913 was operating smoothly 
throughout the civilized' world-one part meshing 
properly with another-had been erected during 
a sing~e uncompleted cycle of expansion. It had 
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never been subjected to any severe strain, nor had 
its functioning ever suffered any serious interrup
tion. No one had the least idea as to what might 
be the result of such a test. Not only that, the 
workings of the machine as a whole, even in normal 
conditions, had not been grasped by the human 
mind. It had grown too fast. 

Man had begun to wield powers not his own. He 
had begun to tap the fields of energy which had 
been kneaded into the earth by the titanic forces of 
creation. His works had become the transmission 
line of high-tension currents, the properties of 
which he had not plUmbed and the velocity of 
which increased at a startling rate each time the 
door to nature's secrets was opened a little wider. 
The transformation of materials was no longer the 
work solely of man's own hands; and in proportion 
as the new forces employed in production were in
scrutable, in similar degree the intricate systems 
of currency, credit, and exchange which had been 
created to give outlet to them surpassed man's 
powers of comprehension. More than that, the 
linking up of all civilized mankind into one great 
organism brought into active though largely un
conscious relationship millions of widely separated 
individuals whose motives and activities could not 
be adequately catalogued. Vast new fields of social
economic phenomena insistently called for study 
and interpretation. 

In an effort to establish intellectual mastery over 
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this new machine .of man's creation, political econ
.omists had staked out a new department of knowl
edge. They began systematically to observe the 
habits .of men engaged in making a living and to 
analyze statistically the operation .of the multi
farious parts .of the machinery of production, trade, 
and finance. Upon statistical foundations, upon 
principles and theories borrowed from the physical 
and social sciences and upon the basis of indepen
dent speculative thought, the successors of Adam 
Smith strove to uncover a body of laws in the light 
of which the new system might be interpreted and 
controlled. They were still groping in comparative 
darkness when the new processes came to an abrupt 
stop, preparatory to a complete change, not in 
character but in direction. With incredible destruc
tiveness, the war crashed into the European mem
bers of the machine; and suddenly the primacy of 
Europe was gone. 



CHAPTER II 

mE ECLIPSE OF EUROPE 

WE SPEAK easily and casually of the new su
premacy of America in the world system. We 

make a commonplace of a phrase, the implications 
of which are probably much greater than we sus
pect. To minds accustomed to the old order, a com
plete overturn in world relationships is not readily 

. comprehensible. The eclipse of Europe is not appre
ciated at its reality. Europe's predominance is prob
ably gone more completely and for longer than we 
are accustomed to think. 

From month to month, almost from day to day, 
we look to see the Old World rehabilitated, the war 
debt controversies ended, and life in general restored 
to the comfortable arrangement of our provincial
ism, when the pains and rewards of world leadership 
passed us by. But from month to month and from 
year to year, the sickness and turmoil across the 
Atlantic continue. Europe shows a slow, but only a 
slow, improvement. We are annoyed at its perver
sity in not more promptly setting its house in order. 
We forget that to build is infinitely more difficult 
than to destroy. . 

15 
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The primary fact of the international situation 
resulting from the war is the substantial displace
ment of European products by those of the United 
States in the markets of the world. In 1925, the 
total volume of world trade (exports plus imports) 
had gotten back to the 1913 figure (Le., 57 billion 
dollars, equivalent to the 38 billion dollars of 
the 1913 trade). But Europe's exports of 14. 
billions in 1925 (amounting to about 52 per cent. 
of the total exports) were a fifth less than 
they had been before the war; while those of the 
United States (amounting to nearly 18 per cent. of 
the total) were a third more than before the war.l 
Corresponding with this shift in trade, Europe, on 
balance, has ceased (in fact, ceased in 1914) to 
invest abroad, while the United States has begun 
to do so on a large scale. The function of produc
ing and exporting a free surplus of goods has passed 
to America. 

Two conditions make an early reversal of this 
situation unlikely. One is the fact that though 
Europe before the war led in the building of the 
world system of distribution and was accordingly 
supreme in transportation and finance, its primacy 
in production was even then being threatened by 
the United States. Europe clung to hand work, 
while the United States, in the seclusion of its 

1The 1925 and 1913 export 6gures are compared on the basis ,?f real val';1es, 
i. e., after allowing for the approximate increase of soper cent. an I92iPr:tc:es 
over I2.I3 prices. Trade statistics from CommerCl Yl/II'book, 1925, Umted 
States Department of Commerce. 
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domestic markets, had gotten a start of years in the 
electrification of industry. Europe now is making 
strides in that direction, but the still enormous 
resources of undeveloped water power and reserves 
of coal and petroleum in North America are the 
determining factors in the race. Their existence 
makes it unlikely that Europe can, in the near fu
ture, if ever, cut down the overwhelming lead of 
the United States in the process of" putting power 
behind the worker."l The second condition which 
will keep Europe for an extended period in the pas
sive role once occupied by the United States is the 
extent of its capital losses. 

The basis of economic health is capacity to pro
duce, and the measure of that capacity lies in capi
tal-in human capital or man power; in invested 
capital or stored-up labour, including plant, or
ganization, and good will; and in natural capital, 
including land, water power, and mineral deposits. 
We have not had the habit of regarding Europe's 
post-war difficulties as arising from any such deep
seated condition as capital wastage. The econo
mists have told us that the war was paid for while 
it was being fought. They tell us that in the eco
nomic sense it was paid for out of current produc
tion. We have accepted their dicta too readily. 
They seem to have overlooked the stupendous 
capital losses which Europe sustained in man power 
and invested capital. 

'The pluuc ia Owen D. Young' .. 
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Man power is the active factor in production. 
The powers of nature existing in steam and electric
ity iricrease the effectiveness of man power, but 
they have no independent existence as active agents 
in production. The semi-automatic machine has to 
have its operator. If man power is decreased, steam 
and electricity are proportionately incapable of 
being utilized. Man power, then, is the hammer 
and plant is the anvil of industry, with raw mate
rials as their medium. 

The agency which guides the hammer is organ
ized intelligence-management and organization 
in all its varied aspects. It takes years to build 
organization-years of patient effort in fitting the 
right men into the right places, in perfecting meth
ods, in building traditions. The training of artisans, 
the development of factory methods, the creating 
of purchasing and seIling departments, the effective 
handling of financial and accounting problems
these elements all enter into the finely adjusted 
industrial machine as a form of invested capital, 
which, once dissipated, can be replaced but slowly. 
Closely resembling this factor of organization is a 
fourth capital factor which supplies much of the 
impulse behind production. It consists of that 
group of intangibles known as good will. Good will 
guides the customer to the product. Its creation 
on the world market represents long and costly 
effort; and its struc~ure must be kept in constant 
repair. 
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In the four departments named-in man power, 
in plant, in organization, and in good will-it is 
plain that Europe suffered an enormous capital 
wastage as a result of four years of war. Statistics 
have not adequately conveyed the picture of 
Europe's losses to our intelligence, partly because 
of their very magnitude and partly because there 
are no statistics at all covering whole departments 
of the subject. 

The human mind grasps the meaning of a million 
with some difficulty. But a billion is totally beyond 
comprehension. In the parlance of the day, it is 
merely "astronomical." It conveys no tangible 
picture. Perhaps the real effect of the war can best 
be grasped, though still imperfectly, from a picture 
in terms of a cataclystll of nature. Thus viewed, 
the war was a long-drawn-out eruption of some 
hundreds of volcanoes extending from Ostend to 
the Adriatic and from the Baltic to the Dardanelles. 

In the near vicinity of the~e volcanoes were con
centrated practically all the able-bodied men of 
western Europe, called there for the purpose of de
stroying each other. Into those hundreds of craters 
were poured all of Europe's consumable wealth 
which it was possible for the governments to lay 
h~nds on, together with much of that of the United 
States. Out of these craters, for more than fifteen 
hundred days on end, poured a rain of steel and gas, 
carrying to premature destruction 14 per cent. of 
the strongest and most active men of Europe-a 
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seventh part of its most effective human instru
ments of production. In this tide of destruction, 
most of the fixed property within range of the guns 
was also swept away. With this gigantic wastage of 
man power and plant went the dissipation of billions 
of productive assets in the form of organization and 
good will wiped out by the disruption of industry 
and trade, by the enforced remodelling of custom
ers' buying habits, and by the reduction of cus
tomers' buying power. Besides all this, we must 
not forget, though we cannot guess at its extent, 
the great impairment of power in the population 
which survived-human endurance worn down and 
spiritual reserves exhausted by exposure, wounds, 
overwork, and a four-years' diet of horrors. 

The effects of the human losses are probably 
much more serious than we have imagined. France 
lost in killed about 31 per cent. of her population, 
Germany about 21 per cent., and England about 2 

per cent. In one family out of approximately every 
six in France, the principal means of support is 
gone. The subsistence, then, of six families, or ap
proximately thirty persons, instead of being pro
vided from the income of six heads of families or 
(counting other workers) of, say, nine full-capacity 
wage-earners, must now be found from the product 
of eight. As two of the surviving wage-earners 
sustained injuries during the war which decreased 
their productivity by, let us say, an eighth, we 
have seven and three-quarters earners now taking 
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the place of nine. The significance of this fact will 
bear examination, for it is by margins narrow as this 
that nations either prosper or are pressed down into 
degradation and economic sterility. 

We may, however, first ask what likelihood there 
is of this condition being relieved in less than the 
time required for a new generation of males to grow 
to full maturity. The answer seems to be that there 
is little or no likelihood of it. Economists, gazing 
with speculative eyes on the women and children, 
theorize to the contrary, but they have few facts to 
offer in evidence. Their theories are based on the 
assumption that women and children will be forced 
into increased labour. But they overlook three 
important considerations. 

The first is that physiology places relatively low 
limits on the industrial productivity of women 
and children, and that already, before the war, 
the output of those members, as everyone knows 
who has seen whole families working in the fields 
and the shops of continental Europe, was con
siderable. The second one is that their pre-war 
output, if not close to the limits set by physiol
ogy, was unquestionably close to those placed 
by powerful social sanctions, which increase 
their resistance as they are pressed back. Aspira
tions and convictions which are deeply rooted in 
the human breast tend to protect family life from· 
disintegration and to keep women and children in 
the home. The third consideration is this: Where, 
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in spite of the protective influences, a mother is 
forced to neglect the home, or children are turned 
into economic machines, the partial replacement of 
lost productivity thus secured will prove deceptive. 
It is bound to be nullified over a period of years by 
the defective spiritual and physical stamina of the 
new generation. It is a reasonably safe assumption 
that there is no escape from the social and economic 
penalties attendant on the loss of male workers. 

What, precisely, are those penalties? Estimates of 
the pre-war excess of production over consumption 
have placed it at 10 per cent. for Francel and 20 

per cent. for Germany. It seems unlikely that, in 
reality, there was that much difference between the 
rates of savings in the two countries. The German 
estim~te made by Dr. Karl Helfferich of the 
Deutsche Bank has been regarded by students as 
an exaggeration resulting from influences of na
tional pride. We may, perhaps, take 12 or 15 per 
cent. as a reasonable estimate for both countries 
and as indicative in a general way of the rate of 
earnings elsewhere in Europe. Now, our estimates 
relating to dead and wounded show that, in 
France, each full capacity wage-earner, assuming 
seven and three quarters such earners in a group 
which has been reduced by death from thirty to 
twenty-nine, supports four tenths of a person more 
than before the war, or an increase of about 12 per 
cent. A similar calculation for Germany shows an 
t lEstimate of Rene Pupin. 
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increase of about 9 per cent. Comparing these 
percentages with the estimates of pre-war rates of 
savings, we find that, from losses in man power 
alone, apparently little or nothing would be left 
for savings. 

What conclusion, then, is to be drawn when, in ad
dition, we consider the large capital losses in plant, 
organization, and good will? The anvil of production 
is damaged, the direction given to the hammer is less 
certain, and the impulse behind the blow is weaker. 
The results on industry are decreased effectiveness 
of labour, or unemployment, or both. These in
evitable results have been delayed in their arrival 
(though replaced by other injurious effects) in 
those countries where industry has been artificially 
stimulated by progressive inflation of the currency. 
But they have been apparent from the first in 
England, whose currency suffered no large decline; 
they appeared in Germany in 1924, when the mark 
was stabilized, and at the end of 1926 they were 
beginning to appear in France. It seems clear that 
stabilization of currencies is not alone responsible 
for these phenomena. The English pound was 
brought back to par in April, 1925. Unemployment 
arising from a fall in prices due to stabilization 
might be expected of itself to be merely temporary. 
There is something more fundamental the matter 
with Europe than currency troubles. Europe's 
trouble is an impairment of earning power, result
ing from a condition of serious capital depletion. 
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To rush to the conclusion that the Old World 
can save nothing over consumption, that it is 
economically sterile, or, in plain language, that 
Europe is dying, would be absurd. The riddle of 
that great complex organism is not so easily read. 
The intelligence and industry of its peoples are 
axiomatic. Europe is still functioning as a highly 
civilized part of the world machine, and it shows 
some improvement. All the precedents of history 
are that it will recover. The mind can scarcely con
ceive the contrary, for Europe is a fundamental fact 
in human experience. But at least it seems clear 
that the Old World has entered a period of pro
longed eclipse. 

It seems evident that, for many years, Europe 
will be hard put to it to make both ends meet. If 
it is to avoid economic sterility, consumption must 
be restricted. For many years, its small and pain
fully acquired accumulations must go to fill the 
hole in its invested capital. And when the assets 
representing that capital are physically ,replaced, 
as is already largely the case in the devastated 
areas of France, the end will not be then. Over a 
long period of years they must still be paid for by 
taxes of unprecedented size taken from the meagre 
income of the average man; for under the system 
of capital accumulation whereby we live, the sa
gacity of man has never yet been able to devise a 
method of taxation in which the burden has not 
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been distributed largely on a per-capita basis in
stead of on the basis of ability to pay. 

For many years, heavy taxation will seriously 
depress the standard of living of European popula
tions at large. The quality of their subsistence, the 
character of their facilities for recreation and im
provement, and the ability to provide for old age 
will be impaired for a long time to come. And that 
condition will, in tum, react unfavourably on the 
already weakened eaming power which causes it. 
For those things will have been impaired which are 
vital to the well-being and the contentment of the 
individual and the tranquillity of the state, and 
which are, in consequence, the broad bases of hu
man efficiency and productivity. It would be a 
rash person who would assert that the road to the 
economic recovery of Europe will not be a lOng and 
difficult one. 

Up to 1914, the movement of world economic 
currents was from Europe outward. The forces set 
in motion by the war were of such intensity as to 
bring that first great swing of the pendulum to a 
close. The United States, in developing its tre
mendous resources, in building its railroads, in 
opening the West and rebuilding the South, in 
finding employment for a rapidly growing popula
tion and giving play to the genius of its industrial 
leaden, had required vast amounts of new capital. 
It had none to spare to send abroad. It not only 
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ploughed back into new productive facilities all of 
its own large savings; it ploughed in, as well, a 
considerable portion of those of Europe. 

In years of this process of consolidation, the in
dustrial strength of the country had been developed 
to the bursting point. Suddenly, its power became 
dynamic. Responding to the insatiable demand 
created by the war, the United States, by an 
unheard-of productive effort, settled through the 
gigantic exports of the years 1915-192Q an adverse 
capital balance of 5 billion dollarsl (equal to 71 
billion dollars in present-day values) and created 
a balance of 10 billion dollars on the other side, 
represented by the interally debts. Thus a cycle 
was completed. The productivity of the United 
States had been pushed far up and that of Europe 
had been pushed far down. America had become a 
natural creditor continent; and Europe, exhausted, 
had become a natural debtor. The long swing was 
to begin again, but in a changed direction. 

On our side of the Atlantic, the upheaval which 
prostrated Europe left. the country with its pro
ductive assets practically untouched and the con
sumptive capacity of its markets, which had been 
chiefly home markets, substantially undamaged. 
The post-war readjustment, while severe, was brief. 

l"It is generally estimated that before the war the United States was a 
debtor nation to the extent of 41 to S billion dollars. American securities of aU 
types were held by foreign investors in practically all of the European coun
tries."-Commerce Reports, July 18, 1927, Uruted States Department oE 
Commerce. 
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In industrial organization, the country had suffered 
a temporary derangement; in man power it had 
escaped with relatively few losses; in plant, it was 
stronger than ever. Physically, the nation was 
ready to take up its larger rOle in world affairs. 
But six years were to elapse before it could do so. 

During the six years which followed the Armis
tice, we stood aside from European affairs, under 
the delusion that they no longer concerned us. We 
were in the throes of a reaction which was zealously 
fostered by the rabid isolationists. But by the close 
of 1923, when General Charles G. Dawes, Owen 
D. Young, and Henry M. Robinson were invited 
by the Reparation Commission to go to Paris to 
study and advise upon the reparation question, 
it had become clear to many that the condition of 
Europe was a matter of serious concern to the 
United States. It was becoming plain that the con
tinuance of the European crisis presented to this 
country problems which were second in gravity 
only to those which it presented to Europe itself. 
In an economic scheme organized around the em
ployment of large aggregations of capital, the Old 
World lay impoverished and inert; while the New 
World, piling up an idle surplus, faced an inevitable 
slackening of its industrial activity. 

The United States was recovering from the crisis 
of frozen credits of 1921. The war had left industry 
with large stocks manufactured under the high-cost 
conditions of war. With the cessation of the war 
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demand and the accompanying drop in prices~ 
these stocks could not be disposed of to the public 
at a profit or even at cost. Part of them were 
shipped to Europe for relief purposes, the money 
being provided by the United States government, 
which took in settlement the promises to pay of the 
Allied governments. The remainder was disposed 
of by industry at a loss. Mushroom industries were 
forced to the wall, and a general clearing-out proc
ess ensued .. At the end of 1923, the process was 
practically completed and the country was back on 
a full-time working basis. It was producing an 
economic surplus over consumption which was 
sufficient to provide for domestic requirements for 
new capital and to leave a considerable surplus for 
export. Here was the American problem. If unem
ployment was to be avoided, the surplus had to be 
put into the channels of export trade. 

Europe, producing barely enough for its own sub
sistence, desperately needing new capital in the 
form of American goods, for which our merchants 
wished nothing better than to take orders, was, 
in the modem sense, economically isolated. Our sur
plus, if it was to move, had to move against credit. 
But a violent controversy over the reparation 
question destroyed Europe's credit. Credit not only 
scrutinizes with a practical eye past earnings and 
present physical and financial condition; it also 
has a sensitive regard for intangible factors which 
may adversely affect future income. In 19z3, 
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Europe was a poor psychological risk, and the 
world machine was at a standstill. 

Tangled up with the reparation problem were 
countless questions of vital importance in the lives 
of millions. The common man of Europe worked, 
when he could get work, and made a precarious 
livelihood. Those who were idle by force of physical 
disability or the prostration of trade lived at the 
expense of the others, on pensions or unemploy
ment doles. Industry pushed up sporadically where 
it could. But in the main, in all matters where the 
fate of industry and of the individual was bound 
up in broad questions of political, social, and eco
nomic policy, no real progress could be made while 
the reparation controversy raged. Confidence was 
dead. 

During three years of a progressive drift toward 
anarchy, reconstruction had waited upon a solu
tion of this key problem. It had waited upon 
the formulation of a programme and a body 
of principles relating to the reparation question 
which would be capable of inspiring universal con
fidence and of releasing at a single stroke all the 
regenerative forces of a normal economic regime. 
The Dawes Plan was such a programme and such a 
body of principles. 

It was to furnish a channel for the movement of 
new tides of American economic power. In the mar
kets of the world, these tides were to fill the gap 
left by the sudden decline of European industrial 
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power. In Europe itself, these tides of American 
capital were in some measure to heal the deep 
gashes' in its material equipment, while nature, 
working through the birth rate, commenced slowly 
to restore the human bases of Europe's former 
productive power. 



CHAPTER III 

SOME FUNDAMENTALS OF THE llEPARATlON 

2UESTION 

THE position of Europe at the close of 1923 
seemed to be extremely precarious. To many 

competent observers it appeared that a catastrophe 
of the first magnitude was close at hand. 

England, suffering from the continued disorgan
ization of her trade and industry, was grappling 
with an ominous political situation arising out of 
unemployment and an overcharged budget. Labour 
leaders were advocating a capital levy, and the 
more violent of them were openly agitating for an 
ovcnhrow of the existing form of government. A 
Labour Cabinet was now in office and in the opin
ion of many sober-minded Englishmen the outlook 
was very threatening. 

In Germany, the cutting off of the Ruhr, with its 
steel and coal, had almost paralyzed the economic 
life of the countryl. As a result of currency deprecia-

.. Ie _ akulated mat. at the date ol the Fnneo-Bel&ian occupaDoa. tbiI 
patch ol tenirory (the lila actUally occupied _ about 60 by 28 miles) 
_ted for 80 to 8$ per c:mt. ol Germany'. eoaIand 80 perc:mt. olher aeel 
aDd pi..m- produ~ for 70 per c:mt. ol the &OOCb and miner.aI tnBie 011 
IIer niI_,.. ad lor 10 per c:mt. of her popt!latiOll."-S~ 11 I~ 
41-,.lfP4, p.~ by ArnoIdJ. Toynbee, Direc:torof StudiCi in the BricUh 
lIiItiane ollDtenWiaaaI Main. Odonl Uaiveniry Pre.. LODcIoa,. 1936-

,1 
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tion, savings had been wiped out, earnings reduced, 
the Treasury bankrupted, and the population left 
with practically no medium for exchanging the 
necessaries of life. That Germany would drift into 
Bolshevism was the expectation of many. 

France, shouldering a crushing load of public 
debt, seemed on the verge of fiscal collapse. The 
French had been in the Ruhr a year, operating the 
railways and coal mines of this rich industrial area 
for the account of their public treasury. The outlay 
connected with the enterprise had been consider
able, and the profits were problematical. Poincare 
was Premier, and among the neighbours of France 
the conviction was prevalent that he cared nothing 
for reparations. In England and in Germany he was 
widely regarded as the modem "man on horse
back," leading the nation forward upon a career of 
military conquest which would bring fresh disaster 
to France and to her neighbours as well. 

In all this sombre situation, the most sinister 
feature was the bitter and distrustful state of mind 
which pervaded it. 

The hope of a prompt stabilization of Europe had 
rested, at the close of the war, upon the Anglo
French entente. Together, the two great allies 
could have led Europe toward peace. That hope 
had long since been dissipated. The entente had 
long since disappeared in a welter of recriminations. 

During Baldwin's first premiership of a few 
months in 1923, the English Conservative party 
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had moved in the direction of conciliation with 
France. But Baldwin had bee~ turned out of office 
on his programme of tariff protection. MacDonald, 
the newly installed Labour Premier, had not yet 
declared himself toward France. But the Liberals, 
upon whose votes in the House of Commons he 
depended for his continuance in power, were loud 
in their denunciation of the French. They de
manded the evacuation of the Ruhr as a condition 
precedent to any dealings between England and 
her late ally. 

The effect of this outcry was to harden the 
French in the belief that there was no safety in 
surrendering the pledges which they had seized. 
They believed that England would in no event 
support them in collecting the reparation debt, 
and they felt certain that, without such support, 
peaceful methods of realizing on their claims would 
fail. The French, in short, were standing pat and 
consolidating their positions across the Rhine. 

Among the Germans, organized resistance to the 
occupation had ceased with the bankruptcy of their 
government. But German resentment still glowed 
with an intense heat. Superficially, at least, it ap
peared as strong as the deep sense of unredressed 
injury which animated the people of France. 

Back of these symptoms of acute distress in 
western Europe was a profound economic exhaus
tion-an exhaustion more severe by any criterion 
than that from which our Southern states, after 
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1865, scarcely recov~red in forty years. Europe had 
been living on its capital for ten years. 

Of the great nations, France and Germany had 
suffered most from loss of man power; England 
(and in a measure Germany) from destruction of 
trade organization and sacrifice of foreign invest
ments, and France from loss of plant. 

By reason of the severity of their losses in man 
power France and Germany confronted a grave 
social-economic problem of a continuing character. 
That problem related to the ability of the remain
ing workers to provide properly for the feeble, the 
immature, and the mothers of growing children. 

England was prostrated 'by the shattering of 
trade connections, the loss of foreign markets to 
the United States, Japan, and the neutrals, the 
impairment of the purchasing power of foreign cus
tomers, and the sacrifice of foreign investments. 
Several of England's largest customers-notably 
Germany-were in a state of collapse. The trade 
of the country was at a low ebb, and its industry 
languished. The war costs, however, had to be met 
currently in the form of interest on a huge public 
debt. . 

In northern France, about 61 billion dollars' 
worth of factories, mines, railroads, farms, and 
homes had been destroyed.1 To replace them, to 
bring her physical equipment alone back to a pre-

lSee Table V, Appendix. The original French estimate of these losses 
was about 6.7 billion dollars plus $800,000,000 interest to May I, 1921. 
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war footing, France had turned her productive 
effort inward over a period of five years. The ap
palling wreckage in Artois, Picardy, and Cham
pagne had been cleared away, and a new France 
was arising. 

This achievement had been a great, a vital step 
toward the economic recovery of France. But it was 
only a first step, and in the sphere of international 
relations it proved almost fatal. The qualities dis
played by the French people in their dire emer
gency were lost upon their neighbours. The very 
courage and vigour with which the work was 
prosecuted caused a reaction against the French 
abroad. The nation was busy, the ruins were being 
cleared away, and France, so the economic doctrine 
ran, was practically recovered1• This illusion of a 
rapid recovery turned powerful sections of English 
and American opinion against the French on the 
issues of reparations and interally debts. 

The ruins of northern France had presented a 
convincing spectacle to the eyes of the first visitors 
after the Armistice. On the surface, the problem 
seemed to be a fearful one. It was such in reality. 
Foreign observers were mistaken in believing that 
a quick and easy solution for it had been found. 

The alienation of a seventh part of France during 
the German occupation threw thousands of refu
gees into other parts of the country ~nd took out 

I" Fnnce ••• whining about devastated districts, which are easily repaired." 
1. M. Keynes, .4 Rmsioa of 1M Trlilly, London, 19Z2, p. 186. 
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of its economic structure for four years a tenth 
part of its tax-producing resources. This fact, to
getherwith the fact that France mobilized a larger 
percentage of her able-bodied males than any other 
of the great powers, was the reason why France 
came out of the war with a disproportionately large 
war debt. When the cost of reconstruction was 
added to it, a burden of public debt was saddled 
on the French people which, relative to the earnings 
of the population, was the heaviest in the recorded 
history of any great nation. 

The ruins had been converted into taxes. But 
while ruins strike the eye, taxes are invisible. When 
the barbed wire had been rolled up and the shell 
holes filled, the dramatic appeal was gone; and with 
it, seemingly, all means of conveying a message to 
the intelligence of foreign observers. What we get 
through the eye we understand. The ruined house
holder, living in a dugout, had been an object of 
solicitude and a potential danger to civilization., 
But the troubles of the impoverished taxpayer were 
much less apparent, and the vital interest which 
the neighbours of France had in their alleviation 
was far less obvious. Many Englishmen and Amer
icans were incensed by the occupation of the Ruhr. 
It outraged their sense of decency, and it was bad 
for business. That they themselves were in any way 
responsible for it did not occur to them. 

The costs of the war to the five chief belligerents 
of western Europe (Great Britain, France, Italy, 
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Germany, and Austria-Hungary) were equivalent 
to about 60 billion pre-war dollars or twenty 
months' income of the 240 million people con
cerned.1 Most of the war costs had been met by 
government borrowings and the small proportion 
of the costs which were covered by taxation was 
more than offset by debts carried over from the 
.. armed peace." This colossal sum of 60 billion 
dollars may therefore be taken as representing 
roughly the public debt created by the war. It 
represented an orgy of instalment buying beside 
which the present practice in our country of buying 
useful luxuries against future income is smaIl p0-

tatoes. The European taxpayer mortgaged his 
future, years ahead, for a large stock of munitions 
of war which he promptly blew up or otherwise 
consumed. 

The problem of providing for the carrying 
charges on this mortgage placed before every gov
ernment of Europe a problem of the utmost 
gravity. 

At 5 per cent. the combined debt charges of the 
five countries would amount to a month's income 
of the population every year. Added to this, the 
nonna! national budget expenses on a pre-war 
basis (excluding debt charges) amounted to another 
month's income. If pre-war military charges could 
be reduced by half, the total national taxation un-

lEmmata by Hanq E. rut. n.lfller All., Ddls. Banlen Trust C0m
pany. New Vocke 1923. 
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der the post-war regime could be brought down by 
the equivalent of a week's income. But, on the 
other hand, there would have to be added the 
burden of reconstructioll, pensions, unemployment 
doles, and local taxes. 

Taking everything into account, the obligation 
faced by the European taxpayer was a continuing 
charge over the next generation, amounting to 
20 to 25' per cent. of his earnings. The average 
Europ'ean faced the prospect of working without 
compensation for two and a half to three months 
out of every year. Considering that the per-capita 
income of the population before the war had been 
only about $150 a year, this charge constituted a 
threat of the first magnitude to the continuance of 
European civilization. 

In England, France, and Germany, respectively, 
the actual conditions varied considerably from the 
average. They varied, first, in the amount of wealth 
and income per capita, which, at least before the 
war, had been highest in England, considerably 
lower in France, and slightly lower still in Ger
many. They varied also in the internal distribution 
of wealth, the spread between affluence and pov
erty being widest in England, somewhat narrower 
in Germany, and much narrower in France. They 
varied, again, in the size of the debt load, which 
was heaviest in France, appreciably lighter in 
England, and much lighter in Germany. Lastly, 



FUNDAMENTALS OF JlEPAllATION QUESTION 39 

they varied in the manner in which the debt load 
was carried. 

In England, the debt burden was being carried 
by extremely heavy taxation, largely on income, 
" .. hich reached its peak in 1918-1921 and thereafter 
diminished. In France, it was carried by less heavy 
but constantly increasing taxation, principally on 
consumption, which in 1922 or 1923 overtook and 
passed the English figures, and it. was partially 
carried until 1920 by a moderate inflation of the 
currency. In Germany, it was carried by an infla
tion of vast proportions which was the equivalent 
of a drastic hit-or-miss system of taxation imposed 
on all classes of the community except the owners 
of real property. 

Only in the tangled array of statistics which 
generally support these broad statements were the 
true outlines of the reparation problem to be dis
tinguished. At the time, it was seen through a glass 
darkly. Most of the facts were obscure, many of 
them still are. The English, the French, and the 
German peoples, each of them painfully aware of 
its own burdens, were ignorant of those of their 
neighbours. To bring about a prompt and rational 
settlement, the crying need of the world was for 
facts. 

Unquestionably, facts or no facts, a certain time 
was required for the passions of war to abate. But 
that period was relatively short. For, in the heart 
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or the common man, the hope for peace was a far 
stronger force than any feeling of antipathy for his 
neighbours. The great obstacle to the stabilization 
of Europe was not passion but suspicion-that ages
old distrust of the foreigner which in Europe and 
America alike feeds on ignorance. Facts-economic 
facts-were ~esperately needed, and the decency 

. of the common man might have been relied upon 
to do the rest. Here, economic science had its su
preme opportunity to serve mankind greatly. That 
opportunity it failed miserably to grasp. 

It was in England that the profession of eco
nomics had attained its greatest development and 
its widest influence over world opinion. It was 
there that its professors claimed with assurance to 
speak with authority on the economic aspects of 
reparations. English economists, from a wide plat
form, instructed the world on the reparation prob
lem, and a considerable and influential portion of 
civilized mankind accepted their pronouncements 
at face value. Their views on reparations every
where commanded the respectful attention to 
which science is entitled~ and in many quarters they 
inspired that almost chil dlike confidence which 
men troubled by doubts repose in the expert. 

Unfortunately, the layman did not know that it 
was a new kind of science to which he was surren
dering his independence of thought-one in which 
research had become of secondary importance. He 
did not know that political economy had gone off 
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on an orgy of speculative thinking and political 
pamphleteering. Science was no longer science, but 
it carried no new identification tag by which the 
layman might be warned of the change. 

The science of economics had suddenly been 
emancipated from the prosy business of dealing 
with facts. Its horizons had been gloriously ex
panded. Its professors felt an exhilarating sense of 
power, and some of them gratified it with reckless 
irresponsibility. 

The reparation problem was summed up by 
British economists in three major doctrines, all of 
them supporting the idea of cancellation of the 
reparation debt. The first of them was the doctrine 
of British interest. It was to England's advantage, 
so it ran, that the reparation debt be not paid. 
This idea rested on the assumption that the debt 
payments would be made by Germany in goods. 
In the opinion of the economists, this would consti
tute a serious menace to British industries. More
over, as they saw it, the internal debt about which 
the British taxpayer protested and for which he 
wanted partial relief from Germany was not a real 
national burden. The war, they said, had really 
been paid for out of current production, and the 
national debt was a II mere matter of internal dis
tribution." More important to the public than any 
fancied relief to be gotten from tax reduction, they 
maintained, were the indirect benefits to be deri ved 
from shielding industry from an influx of foreign 
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goods on reparation account. Linked with these 
ideas was the political conception that the reestab
lishment of favourable relations between Germany 
and England was more important to England than 
the restoration of France. 

This new doctrine of British interest was a highly 
disturbing one to France, and it split England itself 
sharply into two schools: the economist, pro-Ger
man, Liberal school, and the taxpayer, pro-French, 
Conservative school. 

The second doctrine was the doctrine of economic 
impossibility of debt payment. Most of the repara
tion debt would have to be cancelled eventually, 
the economists said, since foreign exchange difficul
ties would prevent the "transfer" of payments 
across frontiers. This being so, the argument ran, 
the debt, or the major part of it, should be cancelled 
immediately. Though nothing in the past history 
of international finance s~pported this theory, it 
was swallowed whole by the English intelligentsia, 
by their American disciples, and, not unnaturally, 
by the Germans. The French flatly rejected it. 

The third doctrine of the economists represented 
an excursion into the field of ethics. The argument 
was that the legitimate interest of France in the 
collection of a large reparation debt was small; 
equitably, comparing the burdens of France with 
those of Germany on the one hand and with those 
of England on the other, France did not deserve 
much. The burdens of France, it was said, were in 
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large part imaginary, and its real burdens the na· 
tion was evading by inflation of the currency. 

Coming from the mouths of men of science, this 
third doctrine was an amazing pronouncement. 
But it was an indispensable third in the cancella· 
tionist trilogy. England's interest, as the econo
mists defined it, was thus securely buttressed, not 
only by the economic law, but by the moral law as 
well. 

It was a well-rounded case. Though there was 
scarcely one good solid economic fact to support it, 
and though its chief political conception of aban
doning France in favour of Germany was laden with 
high explosive, the argument had an immense 
vogue. In the eyes of powerful sections of the 
English public and of the American and neutral 
world, France was effectively photographed as an 
unintelligent and grasping creditor. For France 
still insisted on getting reparations. 

Out of this new alignment of world opinion arose 
the desperate international deadlock of 1921-1924. 

In the world-wide agitation for repudiation of 
the reparation debt which marked those years, no 
close observer will deny that it was the moral re
proach against the French which was determining 
in the minds of the plain man. It was this third 
doctrine of the British economists which did the 
business. To the economic theories supporting can
cellation, there was one wholly sufficient answer 
suited to practical minds-coLet us wait and see." 
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But the moral reproach would not permit of such 
temporizing. 

If the facts were as stated, Germany was being 
badly treated. The reasons why France was to be 
regarded as so much better off than Germany were, 
it was true, somewhat abstruse, and there were 
some lingering doubts on this score in the mind of 
the plain man. But the contrast drawn by the 
economists between France and England threw 
the scales. 

Here was an argument ad hominem which it was 
difficult for Englishmen to resist. Abroad, it was 
almost equally persuasive. The English taXpayer, 
it was said, was bearing heavier burdens than the 
French. If the English, generally regarded as a 
hard-headed race, could afford to forgive Germany 
her debts, the French must be actuated by motives 
which merited the condemnation of fair-minded 
persons. 

There was one outstanding reason why the con
trast drawn by economists between the sacrifices 
of Britain and those of France, to the discredit of 
the latter, was convincing to the casual observer. / 
The forms of taxation adopted in England were 
more conspicuous than those in France. They were 
not more burdensome, but on the surface they 
seemed to be. This surface contrast in methods of 
laying taxes arose from profound differences in 
social structure which were and are inadequately 
appreciated. 
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In both England and France, social necessity 
dictated that a substantial part of the weight of 
taxation be lifted from the millions and placed on 
the well-tCMlo. In both countries, though in Eng
land especially, the dilemma was a grave one. The 
question was how to make this internal shift of 
burden effective. 

The economic system by which the world lives 
is organized around concentrations of capital in the 
hands of the well-tCMlo. The system is delicately 
poised. Industry functions only through finance 
and credit. Capital is proverbially timid. Money 
markets and security exchanges are sensitive to 
any suggestion of legislative action having the ap
pearance of an attack on capital. 

Used in this sense, the word "confiscation" has 
come to have a special significance to the credit 
structure of a nation. Repeated often enough, the 
threat of "confiscation" results in panic, a crash 
in values, industrial stagnation, and trouble worse 
confounded. It is all psychological, but it has more 
substance to it than many more objective realities. 

As an individual, the average well-to-do person, 
possessing certainly not less than his per-capita 
share of the intelligence of the race, is quite aware 
that the taxation of the rich in accordance with 
ability to pay bears, in reality, no closer resem
blance to confiscation than does taxation of the 
poor in accordance with their ability to pay, or in 
excess of it. Being possessed of the average amount 
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of benevolence, he is doubtless willing, b principle, 
to act up to thisconviction~ In practice, however, 
he is in the grip of a mass psychology which fears 
to make voluntary concessions and is panicky at 
the thought of involuntary concessions. We are all, 
rich and poor and middle class, the creatures of 
mass psychology. 

With conditions as they were after-the war, how
ever, the well-to-do had to conquer their febrile 
fears. They faced a situation in which concessions 
had to be made if worse things were to be avoided. 
The mas's psychology of the millions constituted a 
truly formidable problem. The obvious danger from 
that source was direct action, which would bring 
in its train, not only panic, but conceivably real 
confiscation and not impossibly an overturn of the 
existing social system. 

Now, the danger of an overturn seemed to be 
greater in England than it was in France. It was 
true that the average Englishman needed relief no 
worse than the average Frenchman. The per
capita debt figures demonstrate that fact.' It is also 
probably true that the poor of England were no 
more poverty-stricken than the poor of France. 
But the English poor were more discontented. Few 
of them had any stake in the soil of the country, 
and, the wealth at the top being divided among 
fewer people than in 'France, the rich were richer 
in England than in France. They offered a more 
logical and conspicuous target and, by reason of 
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their (ewer numbers, they offered, in the last 
analysis, an easier mark politically. 

In England, the pressure (rom beneath to spread 
the tax burden higher up was irresistible. England 
was a nation o( great and striking differences in 
(ortune and conditions of life. Vast individual for
tunes and land holdings of the nobility handed 
down unbroken from father to eldest son had been 
in existence for generations. A few thousand people 
owned the greater part of the land of England. 

Moreover, great industrial fortunes had been 
created during the Nineteenth Century. The early 
development of the factory system had brought 
with it a form of industrial serfdom which those 
countries coming into the field later had been able 
in considerable measure to avoid. Whiie much had 
been done before the war to relieve these conditions, 
much remained to be done. British labour had 
long been organized for a stiff fight, and, with the 
coming of peace, the issues of inadequate housing, 
of unemployment, and of high taxation precipi
tated the struggle. 

The cry was for a capital levy. It was a new and 
untried expedient. No one knew precisely what it 
was, or how it was to be effected, or what its results 
might be. Labour had a vague idea that the public 
debt could be wiped out at one swoop, not by direct 
repudiation, but by a huge tax on property, to be 
applied. to debt retirement. There were many tech
nical objections to it, and one grave practical diffi-
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culty. That crowning difficulty was that the mere 
threat of a levy would defeat it. The threat, if it 
became imminent, would cause a flight of capital 
abroad (such as happened in Switzerland in 1922) 
and end in a panic, the result of which would be a 
further collapse of the economic structure and, 
greater and more widespread misery. 

One of the two major alternatives to a capital 
levy was. depreciation of the currency. But this ex
pedient had already been tried elsewhere with dis
astrous effects. Its perils were apparent to most 
Englishmen, and the sentiment of the country as a 
whole condemned it. The other major alternative 
was a system of excise taxes on a large scale and 
broad basis-taxes on consumption. But as such a 
system resolves itself into taxation of the poor and 
tends to drive large sections of the population 
toward the social flash point, this alternative was 
not to be thought of. For it was obvious that in 
England the flash point was already very near. 

This was the dilemma which England faced after 
the war and down to 1923. But the fact was that, 
during the war, the nation had already faced a 
similar dilemma, though, owing to the gravity of 
the external peril, a less acute one politically; and 
that the nation had extricated itself by adopting 
the principle of a capital levy in a modified form. 
It was by a system of estate taxes, a steeply grad
uated income tax and excess profit duties, that the 
revenues of the war period had largely been raised. 
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By these expedients, a considerable burden had 
been placed on capital. High death duties resulted 
in breaking up large estates, and high surtaxes and 
profits taxes considerably restricted the annual in
crease in industrial fortunes. 

In 1923, such a system, though on a somewhat 
reduced scale, was still in force. It did not furnish 
a complete answer to a problem which, in England 
as elsewhere in Europe, can be solved only over a 
long period of years. But it seemed to be about the 
best that could be done. Labour came gradually to 
see the situation in that light, and after 1923, even 
though a Labour government had come into office, 
little more was heard of the project for a capital 
levy. The determining influence in this conclusion of 
the matter, be it noted, was the substantial lessening 
of tension throughout Europe which early in 1924-
resulted from the formulation of the Dawes Plan. 

England, then, had adopted during the war, and 
was continuing afterward, a system of taxation lev
ied directly and in readily recognizable form upon 
that class of the community which was best able 
individually to bear it. The nation was redressing 
some of the marked inequalities of social condition 
such as France had remedied in 1789. England was 
laying taxation in the only way.in which she could 
lay it and survive. Social justice required it, the 
millions demanded it, and the governing classes 
bowed to the inevitable. 

Meanwhile, France was carrying her burdens in 



50 THE DAWES PLAN AND THE NEW ECONOMICS 

the less conspicuous manner appropriate to her 
social and economic structure· and fiscal habits. 
France, as Ambassador Berenger has said,1 was 
"essentially a country of moderate fortunes." The 
distribution of wealth was more even there than in 
England, Germany, or the United States-a con
dition, it might be observed, which alone consti
tutes an impressive reason for rating France as the 
most highly civilized nation on earth. 

France was predominantly agricultural. Nine
teen per cent. of the population owned their own 
homes as opposed to one half of one per cent. in 
Great Britain.1 The average size of property held 
by a single owner was 30 acres as opposed to 410 

acres in England.1 Registered government bonds 
were held by 1,320,000 persons and out of 150,000 

registered stock certificates of the great railway 
companies outstanding in 1911, 100,000 were cer
tificates of less than 10 shares.1 

Relatively to England, there were in France no 
great fortunes to tax. There were no great political 
reputations to be made by leading in the assault on 
wealth and the capitalistic system. There were no 
spectacular fiscal coups de theatre to exploit. 

Taxation in France was all quite humdrum-tax
ing consumption in. accordance with the traditional 
methods of collecting taxes in France, taxing the 
commodities of trade (through the turnover tax) 
I per cent. to 10 per cent. of their value on every 

IH. Berenger, Statement to V. S. Debt Funding Commission, March, 1926. 
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. sale, and levying high special taxes on" luxuries," on 
tobacco, beverages, and sugar, and on railway traffic 
and documents. The sources of national budgetary 
revenue included a considerable direct tax on real 
and personal property. But the direct income tax, . 
as such, was a new thing in France, and it was 
only toward the end of the war that it began grad
ually to replace, in its yield, some of the headings of 
indirect taxation. 

The total yield of taxation in France during the 
war had been considerably less than in England. 
For a large part of the most productive territory 
of the country had been held for four years by the 
Germans. Moreover, a higher percentage of the 
productive population had joined the colours than 
in any other of the great belligerent nations. 

It is true that France had had a source of revenue 
in the British and American expeditionary forces. 
But it is questionable whether that advantage was 
not offset by the confusion and disorganization 
incident to having the country the active base of 
operations of millions of foreign soldiers. And while 
the presence of Allied troops on French soil stimu
lated small trade, the. great munitions industries 
which supported them and manufactured much of 
the material required by the annies of France her
self were in England and America. England was 
able to produce far more munitions than France, 
and through the excess profits tax on her industries, 
to raise billions more in revenue. 
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After the war, the scale of French taxation 
mounted steadily, year by year, until at the time 
of the'Ruhr occupation the actual tax collections 
had reached a figure which probably bore about the 
same ratio to income as taxes in Britain. Since then, 
in the opinion of competent students, that ratio has 
increased to a figure greater than the English figure. 1 

Now, it was perhaps arguable in theory that, 
owing to the wider spread of wealth in France, an 
average tax burden higher than the English bur
den could be carried. A practical reason why this 
would be impossible lay in the political difficulties 
of taxing such a numerous class of the moderately 
well-to-do. Unless they were taxed by the medium 
of inflation (and with inflation there is always the 
danger of its becoming progressive and finally ut
terly destructive) those difficulties were bound to 
be very great and tend toward paralysis of govern
ment. The reality of difficulties such as these has 
been apparent in the recent governmental expe
riences of France, where Cabinet after Cabinet has 
been overturned on the question of taxation. 
Peanut politics, some say. Great political forces, 
the historian might reply-forces such as have cost 

lPresent estimates of French taxation are about zo per cent. to zz per 
cent. of income; British about 18 per cent. to zo per cent. On March 14. 
1925. the Economist (London) estimated 17.7 per cent. of income for 
France. and 17.1 per cent. for Great Britain. pointing out that figures 
of taxation per head are utterly meaningless unless related to income. 
The present writer's I9Z2 estimates (Forngn Affairs-New York. Septem
ber IS. 1923, p. 72) of 18.3 per cent. for France, and 20 per cent. for England 
were, he believes, the first attempt to bring this truth home to students of the 
reparation problem. 
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kings, both French and English, their heads and 
changed the course of history. Stubborn economic 
facts, the modern political philosopher would call 
them-facts deeply embedded in human nature, 
whether it be Latin or Anglo-Saxon. 

If, however, these political difficulties of carrying 
a heavier burden of taxation in France than in 
England could be ignored, there would still exist 
the same economic dilemma to which reference has 
already been made. 

A large part of the burden of taxation, whether 
it be in France, England, Germany, or our own 
country, falls on the ultimate consumer, that is to 
say, on the poor man, and cannot be shifted. This 
situation is part and parcel of the dilemma of capi
talis~f a society which functions only through 
great concentrations of unconsumed wealth. The 
considerable part of taxation which to-day is 
shifted upward on wealth in Europe is the excess 
burden which the poor, with their great potential 
power, have point-blank refused to carry and which 
has been accepted by the prosperous as the best 
compromise looking to the safeguarding of the so
cial order. It follows that a higher average burden 
in France would either fall on the poor, with the 
attendant social dangers of such a happening, or, 
if rejected by them, would render the situation of 
business and industry correspondingly more acute 
in one of the key nations of the Western world 
than in the countries of its neighbours. 
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During and after the war, France carried part of 
her load of public debt by a depreciation of the 
currency which brought the franc down in internal 
purchasing value by 1920 to about a fifth of its 
pre-war value. Thus, the effective value of all fixed 
obligations remaining from pre-war days, including 
government bonds, was correspondingly reduced, 
and obligations incurred since 1914 were reduced 
in substantial though lesser proportions, depending 
upon the value of the franc at their date of issue. 
By this means, a special levy of considerable pro
portions toward the extinction of the public debt 
was made on the creditor classes of the community. 

All things considered, this partial depreciation 
of its currency was probably the most suitable 
means that could have been employed in France 
for carrying a fiscal charge to a numerous class of 
moderately well-to-do citizens. It came about with 
a peculiar inevitability, like that of the taxation 
process which was under way in England. In each 
country, the conditions whic? required rectification 
carried within them their own antidotes, and as 
those conditions increased in intensity, the inner 
seeds of reaction bore fruit. 

The wealth of the governing classes of England 
hung in gilded clusters, ripe for the picking. Its 
ostentation stimulated the idea of direct attack; 
and the numerical weakness of its owners made 
such an attack politically irresistible. 

The wealth of France was less obtrusive. It was 
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wider and thinner spread. Individually, the rich 
obviously had less to give. The stimulus to an as
sault by direct taxation was correspondingly less, 
while the power of political resistance to attack 
was greater. But that power carried its own seed of 
destruction. It was responsible for the inability of 
the government to collect higher taxes, and thus 
for the depreciation of the currency. When this 
occurred, the circle was completed and an indirect 
levy was laid, willy-nilly,upon the property of 
those who wielded the obstructive power. 

While this was going on, by some curious process 
of thought in the minds of foreigners, a stigma of 
fiscal ineptitude and lack of civic virtue was fas
tened on the French people. The nation, it was said, 
lacked the courage and the intelligence to put its 
public finances in order. 

The evidence of that fact in the minds of critics 
of the French was inflation. It could have been 
nothing else. It could not have been direct repudia
tion, for France did not repudiate its debts. It 
could not have been the raising of immense internal 
loans for reconstruction. For at least an elementary 
knowledge of the difference between capital and 
income is common to most people, and that knowl
edge made it apparent that reconstruction, as a 
major capital operation, had to be financed by 
loans and not by taxation. Inflation, however, was 
a new phenomenon to the present generation. Loose 
thinking assigned an ethical significance to it. In-
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Ration was a form of evasion, so it was said, and 
from that point it was easy to read into the firm 
attitude of France regarding reparations something 
highly detestable. 

It is clear that this was an untenable idea. It 
ignored the fact that no evasion of the burden of 
an internal debt-neither by depreciation of the 
currency nor by direct repudiation-is possible. 
The debt burden of France was as truly carried by 
the nation as a whole, through taxation plus in
flation, as was the debt burden of England carried . 
through taxation alone. 

Some critics of the French avoided the absurdity 
of preferring a national indictment by making the 
charge of civic cowardice personal to legislators and 
ministers intrusted with fiscal responsibilities. 
Superficially, there was colour for such a charge. 
For, by inflation, although a part of the burden is 
shifted from the poor to the holders of government 
bonds, a new burden falls on the poor until such 
times as wages are adjusted upward and catch up 
with prices. Thus, for a period, even by a'moderate 
inflation, the poorer classes suffer a punishment 
which might be obviated by out-and-out taxation. 

The question is, what moral responsibility at
taches to ministers and lawmakers for this result? 
That some measure of responsibility exists seems 
obvious. But it may be questioned whether the 
mind competent to assess it has yet appeared in 
judgment. Where the responsibility of the public 
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servant ends and where sheer impotence to stem 
the movement of political forces begins, this writer, 
at least, cannot undertake to say. 

Whether in post-war Europe any considerable 
element of free will remains in the administration 
of parliamentary government is a question which 
the political philosopher might well hesitate to 
answer in the affirmative. Whether the virtue of a 
Lloyd George, carried to political success with the 
tide which washed over the landed nobility of 
England, was superior to that of a succession of 
French finance ministers who were swept out of 
office by the votes of the bourgeoisie is a nice ques
tion in comparative ethics. 

Did the moral reproach, the~ which aligned half 
the world against the French have special reference 
to the attitude of the more prosperous classes of the 
community? Here, a~ the judicious are on diffi
cult ground. Did the element of free will so predom
inate in the sacrifices of the rich in England as to 
justify the scorn directed against the middle-class 
Frenchman who took his medicine involuntarily by 
the infiationary method? 

In reply to all such questions, a layman might 
suggest that the issue of moral turpitude never 
seems so clear as when the facts are obscure and the 
motives which are being judged are those of individ
uals of another blood and language. 

The reparation controversy which prostrated 
Europe reached its height in the years 1921 and 
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1922. A condition of economic exhaustion was at 
the bottom of it. Taxes were the measure of that' 
exhaustion. The world at large had come to the 
mistaken conclusion that the burdens of the French 
had been exaggerated or that in some way they 
were being evaded. An inevitable conflict was pre
cipitated, which, with·the occupation of the Ruhr 
in 1923, moved rapidly toward a crisis. In the 
autumn of that year came the movement to enlist 
the assistance of America in grappling with this 
threatening situation. 



CHAPTER IV 

EUllOPE AND THE DAWES COMMITTEE 

T HE reparation controversy waxed to its peak: 
at the end of 1922, and then, after an interval 

of desperate though practically bloodless warfare in 
the Ruhr, moved forward toward a settlement. The 
background of the controversy was one of extreme 
economic exhaustion. Its driving force was a clash 
of uninformed popular convictions on the rights 
and wrongs of the reparation settlement made by 
the Treaty of Versailles. 

The formal channels of this controversy were 
those of diplomacy. The chief of these were the 
deliberations of the interallied Reparation Com
mission created by the Treaty. The Commission 
sat at Paris. Its principal functions were to fix the 
reparation debt and to prescribe terms of settle
ment. 

The Commission was bound by the provisions of 
the Treaty to assess the debt at the amount of 
property damage caused to the civilian populations 
of the Allied nations by Germany, plus a sum suffi
cient to produce an income equal to the Allied 
pension charges and separation allowances. In pre-
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scribing the terms of payment of the reparation 
debt, the Commission was to be guided by the prin
ciple that Germany's tax burdens should be "fully 
as heavy proportionately" as those of the Allied 
nations. It was also to take into account Ger
many's "resources and capacity." 

On May I, 1921, the Commission had fixed the 
German debt at a figure which, after various de
ductions to be determined, would finally amount 
to about 31 billion dollars. The debt was divided 
into three categories of priority, each represented 
by bonds given by the German government. The 
bonds of Series A and B together amounted to 
about 121 billion dollars.1 This was the active debt, 
on' which a schedule of payments was prescribed. 
The remaining debt, Series C, amounting to about 
181 billion dollars, was to be inactive. 

The Commission was unanimous in fixing this 
debt, and it was unanimous in fixing at the same 
time the schedule of payments for its discharge. 
The Germans were required to pay interest at 
5 per cent. and a sinking-fund contribution of I 

per cent. per annum on the 121 billion dollar debt. 
This charge amounted to $750,000,000 a year. 
I t was to be paid by instalments amounting to 
$500,000,000 a year, plus a sum equal to 26 per 
cent. of Germany's exports. During the first year, 
the latter sum amounted to abc,ut $275,000,000. 
Together, therefore, the two instalments would 

lFifty billion gold marks. 
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have exceeded by $25,000,000 the amount required 
on the active debt. If this had continued, and if 
Germany had met the instalments, the excess 
would have gone toward the inactive debt. On that 
inactive debt-the C bonds-no obligation by 
Germany was to arise except in this way, and only 
to the extent which these supplementary payments, 
arising out of an increase in German exports, would 
discharge. 

This situation, however, did not continue. The 
original instalment requirements for the twenty 
months ended December 31, 1922, would have 
amounted to 1,100 million dollars, or at the rate of 
$660,000,000 a year. The Commission, however, 
unanimously reduced them for the year 1922 to 
$542,500,000. The revised total instalments re
quired for the twenty months amounted to about 
$875,000,000. Against this, Germany actually paid, 
during that period, $645,000,000,1 or at the rate of 
about $387,000,000 a year. 

ITechnicaDr, $80,000,000 of these payments was applied, not to the 
reparaaon debt, but to COlts of anniel of occupation dunng the period, di .. 
charginl the latter in full. Prior to the Dawel Plan, the COlts of the anniel 
were an additional charse on Germany over and above the reparation paY'" 
ments. In 19Z2, these COlts had been reduced to $50,000,000 a year. 

German de1iveriel of cash and materiala from November II, 1918, to 
May I, 1921, were a!!plied to COlts of armiel of occupaaon during the pre
May I, 1921, period. ThOle COlts (excluding $250,000,000 for the U. S. Army) 
amounted to about $531,000,000 and the deliveriel came to $558,000,000. 
(The Germana alto repaid $98,000,000 loaned to them in order to finance 
deliveriel of coal.) State properael ceded in Poland, the Saar, Danai .. etc., 
to the value of $6]8,000,000 were credited to Germany in reduction of her 
ea~tal oblilation for reparationl. 

Durinl the whole period from November, 1918, to December, 11, I9ZZo 
France. after heinl retmbuned for her army COlli and loans to Germany, had 
received about $71,000,000 toward reparaaon. This, however, was not in 
liquid form, as it corresponded with the valuatioD of the coal minel ceded by 
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These facts and figures show in outline the finan
cial aspects of the reparation problem as they stood 
at the' end of 1922. In four years' time, Germany 
had paid in cash and deliveries in kind about 1,200 

million dollars, about half of which had gone toward 
costs of the armies of occupation. Owing to inter
allied arrangements, most of the remainder had 
gone to Belgium. France had realized nothing in 
liquid form which could be applied to her costs of 
reconstruction. 

It was in this situation of affairs that the German 
government, on November 14, 1922, asked for a 
moratorium of three to four years, excepting for 
certain deliveries in kind for the devastated areas, 
and that the English government six weeks later 
made the same proposal, plus cancellation of the 
C bonds. 
Germany in the Saar. During the same period, England had received 
$28,000,000 toward reparation, Italy $50,000,000, and Belgium $634,000,000. 
Ninety-eight million dollars of the valuation of deliveries of merchant vessels 
by Germany had been written off by the Reparation Commission to profit 
and loss on the somewhat abstruse theory that the ships had more value to 
Germany who. delivered them than they had to England to whom Germany 
delivered most of them. This amount, therefore, was not included in the 
charges made to Great Britain. ,A similar procedure was followed in con
nection with the value of the Saar mines, which were credited to Germany 
at $100,000,000 and charged to France at $75,000,000. 

From January I, 1923, to September I, 1924> the date the payments under 
the Dawes Plan commenced, Germany was credited with an additional 
$123,000,000 on reparation and army cost accounts. This included various 
adjustments and brought the total payments by Germany since the Armis
tice to $2,007,000,000 (exclusive of repayment of coal advances), divided as 
follows: $674,000,000 representing the valuation of State properties ceded 
and applied in reduction of the capital reparation debt; $588,000,000 in 
liquid deliveries toward costs of armies of occupation and commissions of 
control (costs amounting to $66,,000,000); and $745,000,000 toward interest 
and amortization of the reparation debt for the three years and four months 
from May I, 1921, to September I, 1924.-See official published statements 
of accounts of the Reparation Commission. 
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These were the culminating incidents of a long 
series of fruitless negotiations which had been going 
on for three years. They filled the French with ap
prehension. German payments were dwindling, and 
French expenses were mounting. In addition to be
ing confronted with a proposed cessation of current 
payments, the French were asked definitely to 
renounce their future contingent claims on a large 
part of the capital debt. It was a proposal which 
no French government could have accepted and 
survived. . 

The formal cancellation of a debt ~n which the 
French had made no effort to collect was thus forced 
into the foreground as the acute issue of the repara
tion question. British financial and official opinion 
was thoroughly convinced that the mechanics of 
international settlement would make the "trans
fer" of any payments on the C bonds impossible 
and that the credit of Germany in the world invest
ment market could not be restored while that part 
of the debt hung over her. The French took no stock 
in any of this. In their opinion, the practical exigen
cies of the situation did not permit of discussion of 
the future of the C bonds. Their reply to the can
cellation proposal was "Let us wait and see." 

It was on this rock that the Paris conference of 
early January, 1923, foundered, and Britain and 
France parted company. At that meeting, Bonar 
Law, the British Premier, made cancellation of the 
C bonds the price of British cooperation in the 
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solution of the reparation problem. Poincare re
jected it. 

Immediately thereafter, the British adopted a 
policy of abstaining from the principal debates and 
decisions of the Reparation Commission. Germany 
was in default on her deliveries of coal and other 
materials. The Reparation Commission declared 
the default a voluntary one, and the French, sup
ported by the Belgians, on January I I, 1923, moved 
into the Ruhr. 

Upon entering the Ruhr, the French and Belgians 
disclaimed the intention "of proceeding at the 
moment to operations of a military nature or to an 
occupation of a political character." They an
nounced their purpose to be to insure by their 
own engineers the fulfillment of the programmes of 
coal deliveries on reparation account which were in 
arrears. They formally based their action on the 
declaration by the Reparation Commission of 
voluntary default by the German government, 
which, under the provisions of the Treaty, gave the 
Allies the right to take measures which ," may in
clude financial prohibitions and reprisals and in 
general such other measures as the respective gov
ernments may determine to be necessary in the cir
cumstances." 

The German government denounced the occupa .. 
tion as an act of lawless violence, maintaining (as 
did the British) that the provisions of the Treaty, 
relating to the rights of the "respective" govern-
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ments, contemplated joint action by all the powers 
represented on the Reparation Commission and 
not separate action by individual governments. l 

The German government announced its inten
tion to defeat, if possible, the purposes of the occu
pation. It suspended all reparation deliveries to 
France and Belgium, called upon all German citi
zens to refuse assistance to the forces of occupation, 
and entered upon a programme of financial aid to 
those who by reason of passive resistance were de
prived of means of support. The desperate contest 
was marked by wholesale evictions of German re
sisters from the Ruhr territory. It was prolonged 
until September 28th, when the German govern
ment unconditionally threw up the sponge. 

Months before the final collapse, however, Ger
many began to feel the pinch of the occupation 
very acutely, and in May, and again in June, asked 
the Allies for a new survey of the reparation 
problem. 

On behalf of France, Poincare replied that no 
proposals could be entertained until passive resist
ance should cease. He laid down other conditions 
relating to guarantees and the preservation of the 
rights of the Reparation Commission. An exchange 
of letters ensued between Lord Curzon, the British 
Foreign Minister, and Poincare. It started with an 

IF or the GermaD j)C)int of view on the occupation, see TM History of 
~1IIioN, by Carl Bergmann, Ernest Benn, Ltd" London, 19:£7. Herr 
BeIpwm bad lone aDd intimate contact with reparatiOlUl. 
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attempt to find common ground; but in a few weeks' 
time ended with a frank abandonment of the 
effort. The two notes which in August closed the 
correspondence were plainly for the record only. 
They constituted a complete restatement of the 
positions of the respective governments and were 
entirely innocent of any attempt at reconciliation. 

In vigour and acerbity of language, these letters 
surpassed all previous interchanges between the 
two allies. The Reparation Commission, Lord 
Curzon said, was "notorious" as an instrument of 
French policy. The Commission, Poincare retorted, 
was acting in behalf of creditors (i.e., France and 
Belgium) who held 60 per cent. of the claims 
against the bankrupt, while Britain had only a 
22 per cent. participation. Curzon summed up his 
conception of the reparation problem in the naive 
assertion that the maximum which Germany could 
pay was a "question of establishing a fact." To this, 
Poincare replied by insisting that the burdens of 
France were an integral part of the problem, and 
he rejected as absurd any attempt to estimate 
"once for all" Germany's capacity to pay. Curzon 
ended by intimating that Britain would be forced 
to take" separate action." 

With this empty threat, a distinguished career 
ended in futility. Curzon was wholly unconscious 
of the dimensions of the reparation problem. 
Content to act as a megaphone of the economists, 
he was apparently unaware that a large inarticu-
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late body of British opinion remained unconvinced 
of the correctness of the diagnosis of the economists 
and would not tolerate the idea of coercion of the 
French. His threat fell Bat. 

The false note struck by Curzon marked the 
turning point in the reparation controversy. It 
brought a fresh mind into the arena-that of 
Baldwin. It was Baldwin's first premiership. 
Though he had been at the head of the government 
for three months, he had moved very cautiously 
in the matter of displacing Curzon in the direction 
of foreign affairs. Curzon had been at the Foreign 
Office through several administrations, and had 
been Baldwin's chief rival for the Conservative 
premiership when Bonar Law had retired. It was 
not until the final collapse of Curzon's policy that 
Baldwin was able to give play to his own superior 
talents as a diplomat and man of affairs. 

Before entering politics, Baldwin had been a 
leader of industry, with a broad and humane out
look on life. Mter the war, he had given up a fifth 
part of his fortune to the Treasury. He had the 
practical gifts of a conciliator, and he used them 
now to good advantage. 

On the 19th of September, 1923, on his way to 
London from Aix-Ies-Bains, where he had been 
taking the waters, the British Premier stopped at 
Paris and had a personal interview with Poincare 
regarding the reparation question. At its close, the 
two Premiers announced that, while it was not to 
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be expected that in the course of one meeting they 
could "settle upon any definite solution ... they 
were happy to establish a common agreement of 
views and to discover that on no question is there 
any difference. of purpose or divergence of principle 
which could impair the cooperation of the two 
countries upon which depends so much the settle
ment and peace of the world." 

This announcement was a great and welcome 
change from the acrimony which had preceded it. 
The event which it marked was one of the sort 
upon which international conciliation is built. It 
was, in fact, the first step toward the creation of 
the Dawes Committee, and in spirit it was the 
forerunner of the spirit in which the Committee was 
to work. . 

It recognized the profound truth that concilia
tion must start at points of mutual understanding, 
however limited, and work cautiously outward, 
with the object of gradually extending the area of 
agreement. By a face-to-face meeting of principals, 
an attempt had been made by the two 'Premiers 
to provide the proper atmosphere for a settlement. 
The announcement was evidence that the attempt 
had been crowned with a considerable measure of 
success. 

But in the precise form· which the attempt had 
taken, nothing directly came of it. It fared very 
badly in England: The Liberal party, embracing 
the economist school within its limits, would have 
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none of it. The Premier, they said, was a dangerous 
amateur, rushing into a highly technical controversy 
without proper expert assistance. Moreover, such 
negotiations with the invader of the Ruhr were 
morally compromising. 

Baldwin found the opposition too great, and he 
carried the project no further in that particular 
form. 

It was only three weeks later, however, that he 
found an opening of another kind~ne which was 
to lead Europe out of th~ morass. On October 10, 
1923, President Coolidge publicly reaffirmed a 
proposal which had been made by Secretary of 
State Hughes the previous December, that a com
mittee be formed of men of "prestige, experience, 
and honour" for the purpose of recommending a 
reparation plan to the interested governments. 
The Baldwin government promptly asked the 
American Secretary of State whether the United 
States would participate in such an undertaking. 

On October 15th, Hughes replied in the affirma
tive, intimating that, while the American govern
ment was II not in a position to appoint a member of 
the Reparation Commission," there was if no 
doubt ••• that competent American citizens would 
be willing to participate in an economic inquiry, 
for the purposes stated, through an advisory body 
appointed by the Reparation Commission." 

Interallied negotiations were reopened. In the 
course of them, Poincare, referring to the vexed 
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question of cancellation, stated with great positive
ness that France would not surrender the right of 
veto which, on the subject of cancellation, the 
Treaty gave to the delegate of each of the govern
ments represented on the Reparation Commission. 
At this crisis, Baldwin, in the face of renewed cri
ticism at home, saved the situation. He was states
man enough to know that a definite move toward 
appeasement was desperately necessary. But to 
accomplish it he had to ignore the warnings of the 
economists and other bitter-enders at home. 

The British expert view was that no good could 
possibly come of an inquiry upon which any limi
tations were placed, particularly as to the power to 
recommend the cancellation of some part of Ger
many's capital obligation. But Baldwin preferred to 
open negotiations on any basis at all rather than 
prolong the deadlock which was paralyzing Europe. 
Baldwin was a believer in men rather than formula!. 
To him the Committee was the thing, rather than 
the authority with which it should be clothed. In 
the last days of his administration, before turning 
the seals of office over to MacDonald, he took the 
responsibility of disagreeing with his technical ad
visers and consented to the formation of a com
mittee with limited powers. 

The governments being agreed, their represen
tatives on the Reparation Commission decided on 
November 30, 1923, to convene two advisory com
mittees, the first of which became known as the 
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Dawes Committee and formulated the Dawes 
Pian. 

The terms of this decision were as follows: 

"In order to consider, in accordance with the 
provisions of Article 234 of the Treaty of Versailles, 
the resources and capacity of Germany and after 
giving her representatives a just opportunity to be 
heard, the Reparation Commission decided to cre
ate two committees of experts belonging to the 
Allied and Associated countries. 

"One of these Committees would be intrusted 
with considering the means of balancing the budget 
and the measures to be taken to stabilize the 
currency. 

"The other would consider the means of estimat
ing the amount of exported capital and of bringing 
it back into Germany." 

Under this charter of a single sentence, in which 
the word reparations was conspicuous by its ab
sence, the Dawes Committee, officially styled as 
the First Committee of Experts, came into exist
ence.1 Its ten members were appointed by the 
Commission on nomination of their respective gov-

IThe -ct or McKenna Committee connituted to repott on the amount 
of German _ held abroad ... compelled of the following banken: Rt. 
Hon. Reainald McKenna. chairman of the Midland Bank, and former 
Chan«1Jor of the Exchequer. chairman; Henry M. Robinson, chairman of 
the Fim National Bank of to. Angele.; Andre Laurent-Atthalin of the 
Banque de Pan. AI Pa~Baa, Pan.; Dr. Mario Alberti of the Creditn Italiano. 
Milan, and A1bett Edouard Janaaen of Btul8eis, Director of the National 
Bank of Belgium. 
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ernments. The majority of the members of the 
Committee were business men. 

The American government suggested the names 
of General Charles G. Dawes and Owen D. Young, 
and by interallied agreement the former was 
named by the- Reparation Commission as chair
man. General Dawes was chairman of the Board 
of the Central Trust Company of Illinois at . 
Chicago. He had served during the war as chief 
purchasing officer of the American army in France 
and had recently organized the budget system of 
the United "States government. 

Mr. Young was chairman of the Boards of the 
General Electric Company and· the Radio Cor
poration of America and a director of the Federal 
Reserve Bank of New York. He had participated in 
the President's Unemployment Conference in 1921. 

Both the American appointees had had a legal 
training. 

The four European delegations were each evenly 
divided between business men and professional 
economists. Sir Robert Kindersley was a leading 
banker of London and a director of the Bank of 
England; Sir Josiah Stamp was a British economist 
and statistician of note. Jean Parmentier was a 
banker of Paris, formerly a permanent official of 
the French Treasury. His colleague, Edgar Allix, 
was a leading French economist. Dr. Alberto 
PireHi was head of a large manufacturing industry 
at Milan, while Dr. Federico Flora was Professor 
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of Finance at the University of Bologna. Emile 
Francqui of Brussels was a conspicuous figure in 
the industrial and financial life of Belgium, and his 
colleague, Baron Maurice Houtart, was a high 
official of the Belgian Treasury.' 

The names of these appointees were well re
ceived in their respective home countries. Few of 
them, however, were well known abroad, and no 
distinct impression regarding the competence of 
the Committee as a whole was, therefore, at the 
time obtainable. 

The general opinion, pieced together from the 
various national estimates of individual members, 

lTechniaJ adYiRn were ailed in by the Committee from time to time 
aM rep_tatiya of the Genom goftlDment and of German industry, 
inance, labour, aM qriculture were beard. Conspicuous among the persons 
-tted were GcnoenMw Montagu Norman of the Bank of England; Sir 
Arthur Salter, bead of the inancW and economic section of the League of 
Nations; Chaneellcw Marx. FORign Minister Saesemann, and Finance 
Minister Lather of the German government, and Dr. Hjalmar Schacht, 
praident of the Reic:babank. The British and French members were in direct 
-txt. nspectiftiy, with Premien MacDonald and Poincare.. The Com
mittee bad the _tinUGU :usisunce of Sir Andrew McFadyean, the able 
aa-aI 8<Cftt2ry of the Reparation Commission. and severa\ expertS, in
cludinl Sir William Acworth and Gaston Leverve, respectively English and 
F rencb raihny IJ)eCialistL 

The American memben had the invaluable assistance of Colonel James A. 
lonn. the American UDOIIicW oI.erYer on the Reparation Commission, and 
of Amba.ador Houghma at Berlin and Ambassador Herrick at Paris. They 
were aIIo Ulined by a competent ftalf of technical advisers, of whom Rufus 
C. Dawes, of Oticago, brother of General Dawes, was designated as chief, 
and Stuart M. Cruc:ker, of New York, aa -=retary. This ftalf included 
Edwin W. Kemmerer, Pmf_ of Economics at Princeton University; 
J..eph S. Da..u. Prole-.- of Economics at Leland Stanford University; 
\v alter S. Tower. canmercial artachi to the American Embassy at Landon; 
Chaur L Jones and Charles Eo Herring, who occupied limilar positions at 
Paris and Bettin nspectively; and Alan G. Goldsmith, chief of the western 
Europeu tliYisioa of the Depanment of Commerce. Mr. Robinson, on the 
_d committee, had aa assisunra John E. Barber, Yice prelident of the 
Firat National Bank of Loe Angeles. and L P. Ayers, who had been chief of 
the Statistical Buraa of the Americu army and an economic adviau tD the 
Amaican Commi-ioa tD Nqptiale Peace. 
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was that the Committee was probably an excellent 
one, as committees go. The new interallied body 
was greeted with what its friends described as a 
" restrained optimism/' This optimism was, in 
fact, so well under control as to amount to a chilling 
lack of confidence. Europe accorded the Committee 
a respectful welcome, paid tribute to the courage of 
its members, and returned to the contemplation of 
a vast drama which seemed to be moving relent
lessly to its final catastrophe. 

We now know that the Committee was a strong 
one, but at the time of its formation, the elements 
of its strength were not so apparent as the factors 
which pointed to failure. 

Like every interallied body that had dealt with 
the reparation question, it had the great handicap 
of diversity of nationality. It was true that, in its 
political aspects, that difficulty was partially elim
inated by the attitude of noninterference which 
the governments adopted toward their respective 
nominees. The American members were absolutely 
unhampered. While the same thing could not be 
said of the European members, it was apparent 
that the heads of their governments were prepared 
to accord them a considerable measure of inde
pendence. 

But no one was so simple as to believe that they 
could be entirely free from the prejudice of race. 
No one felt able to predict that they would be able 
to break away from the tradition of interallied sus-
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picion which had grown up around the reparation 
problem and see national interest in terms of inter
national cooperation. 

More than that, in the ten members of the Com
mittee was represented a great diversity of training 
and habits of thought. Such a membership of course 
enjoyed the potential advantage of bringing to 
bear upon the reparation problem both the prac
tical and the academic types of mind. But the 
question was, could the two types work together 
and achieve a constructive result, or would these 
talents be wasted in a fruitless clash of wills? 

Could it be assumed that the business-men mem
bers were not of that considerable class of successful 
men of affairs who are ashamed to be thought 
capable of entertaining an abstract idea? Could it 
be assumed that their academic colleagues were 
not of the type that regards any recognition of 
realities as intellectually compromising ? Few per
sons in Europe felt able to assume anything so 
hopeful as either of these things about the new 
Committee. 

Lastly, it was apparent that the charter of the 
Committee was an extremely feeble one. It had a 
mandate to treat nothing but symptoms. It was 
asked to 'c consider" the situation of the German 
currency. But if it was to deal successfully with the 
chaos in the German fiscal system, it had to cure 
what lay behind it. It had to find a means of re
lieving the paralyzing bitterness of the reparation 
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. dispute and a working arrangement pointing to a 
solution of the whole reparation problem. It lacked 
clear authority even to explore in those directions. 

It was the French who were responsible for the 
general inadequacy of the Committee's charter. 
They were frankly skeptical of anything acceptable 
coming out of a project of British origin. The Brit
ish, for their part, were equally skeptical, because 
power had not been specifically given to the Com
mittee to reduce the amount of the capital repa
ration debt. In the home of its friends, in British 
official and financial circles, the Committee was be .. 
lieved to have been stillborn. 

In this attitude of Europe toward the Committee 
and its task, it was difficult to recognize any of the 
faith which moves mountains. It was apparent that 
if the Committee was to break through the limi
tations of its constitution and come to grips with 
its real problem, it had to rely on its own strength. 
Somewhere within it there had to be found the 
sagacity and persuasiveness to bring about a meet
ing of the minds on a sound plan and the energy 
and political sense which would vitalize public 
opinion behind it. 

Where could such strength be presumed to lie? 
As Europe saw the Committee, it represented 

in its eight European members little more than a 
repanelling of the best brains of the Old World, 
which, during the long-drawn controversy, had 
already. been freely drawn upon for counsel with-
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out result. The Reparation Commission, in the 
four years of its occupancy of the Hotel Astoria at 
Paris, had not worked in an intellectual vacuum. 
It had availed itself of every scrap of assistance 
which Europe afforded, and the controversy had 
only grown more bitter. 

Bonar Law had called the problem "almost 
hopeless." As a subject for concrete diplomatic 
negotiation and action, its inherent difficulties 
were made incredibly worse by the tangle of the 
formal record. There were not half a dozen men in 
Europe who could find their way through its 
mazes. The Reparation Commission had held 
400 meetings and the Allied Premiers had met a 
dozen times--at Spa, San Remo, Cannes, Paris, 
London, and elsewhere. In the minutes of those 
meetings, and in the contents of a vast mass of 
economic, financial, and legal reports, there were 
literally hundreds of items of unfinished business 
on which it had been impossible to reach agreement. 
This formidable record, moreover, held as its 
prisoners most of the persons who had dealt with 
reparations in a responsible way. There were few 
of them who had not taken up positions from which 
it was extremely difficult for them to retreat. 

Obviously, the chief hope for the Dawes Com
mittee lay in the American members. But concern
ing the qualifications of Charles G. Dawes and 
Owen D. Young, Europe had scant knowledge and 
seemed to have only moderate curiosity. To Euro-
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pean eyes, they were merely two more of a series 
of observers, enjoying the confidence of the govern
ment of the most powerful nation of the globe, 
but officially without status as its representatives 
and personally not presumed to be miracle makers. 

Europe did not know that it had turned up in 
Dawes one of the most effective moulders of public 
opinion, and in Young one of the greatest con
structive minds of the day. 



CHAPTER V 

THE ANGLo-FR.ENCH DISPUTE 

DAWES and Young stepped into a highly 
charged situation dominated by the tension 

of the relations existing between the English and 
the French. 

They were members of a body with limited 
powers, the feebleness of which went back to that 
same interracial suspicion to which the dangerous 
position of the whole reparation question was 
attributable. That suspicion, deeply rooted in past 
history, was nothing new in interallied relation
ships. To it had been due much of the ineffective
ness of the Allied conduct of the war, as well as of 

. the peace. The cautious grant of authority in 1923 
to a committee sponsored by the British had its 
prototype in the dubious powers intrusted to a 
great French soldier at a fateful moment in March, 
1918, when the Germans had broken the Allied 
line in Picardy. 

In 1918, the immediate peril had been to France, 
with only a secondary threat to England; and Lord 
Milner, the British Minister of War, at the earnest 
solicitation of Clemenceau that a French com .. 
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mander in chief be appointed, gave a grudging 
assent. He agreed that F och, for the purpose of 
"coordinating" the action of the Allied armies, 
should be directed to "come to an understanding" 
with General Haig, and that the latter should be 
"requested to furnish him with all necessary in
formation." In 1923, the immediate danger in the 
continued paralysis of Europe was to England, 
while the secondary threat was to France; and 
Poincare reluctantly consented to allow the Dawes 
Committee to "consider" the situation. 

Obviously, there did not exist in France the same 
acuteness of interest in the useful possibilities of a 
committee as that which prevailed in England; 
nor was the trend of events, as they were shaping, 
viewed with the same degree of pessimism. 

England, economically, is the most vulnerable of 
the great nations. Disturbances in anyone of those 
numerous areas abroad, where normally there is 
a demand for British goods or a surplus of raw ma
terials essential to British industry, are promptly 
reflected in Liverpool, Manchester, and "the City" 
of London. The blockade. of the cotton ports of the 
South during the American Civil War, which de
prived England's premier industry of its raw ma
terial, caused a serious depression and badly 
strained Anglo-American relations. A major dis
turbance on the continent of Europe is of grave 
moment to the life of England, and, if long con
tinued, a settlement of it becomes a matter of al-
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most desperate necessity. Particularly is this true 
of a disturbance in Germany, which is normally 
England's best customer. 

The economic position of France is quite different 
from that of England. Relatively speaking, France 
is self-contained. To the French, holding the coal 
mines of the Ruhr, the collapse of Germany would 
be, in its economic effects, a matter of relative 
unimportance. 

The French government, moreover, was deeply 
committed to the Ruhr enterprise. It had spent 
months in laboriously consolidating its position 
there, and no one in his senses believed that it 
could be coaxed out by vague generalities-much 
less by the promise of both a deep cut in the repa
ration debt and a complete cessation of current 
payments, which was all that Bonar Law and 
Curzon had felt able to offer. 

The French had gone into the Ruhr to take 
pledges, put an end to the cancellation propaganda, 
and protect their claims. The English Liberals 
made the mistake of not taking the French exactly 
at their word on this matter. The English had two 
theories regarding the Ruhr, both of which missed 
the point and neither of which did justice to the 
intelligence of the French people. One assumption 
was that the French had given up the idea of repa
rations and were bent on the dismemberment of 
Germany. There was no evidence in the attitude 
of the French people of any such desire or ambition. 
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The French wanted peace-not an opportunity to 
face a new.coalition of Europe such as Napoleon 
faced. 'If there existed a Frenchman of importance 
who felt that the French nation had either the 
desire or the strength to play such a role in Europe, 
his testimony was not placed in evidence. 

An alternative assumption regarding the Ruhr 
was that the French expected large cash profits 
from it, and that when these failed to materialize 
they would quickly withdraw. This was to miss the 
whole purpose and significance of the occupation. 
The purpose of the occupation of the Ruhr was to 
convince England that it was to her interest to sup
port France in an .effective,· peaceable progr~e 
of collecting reparations. Even the persuasion of 
Germany was secondary to that purpose. For, in 
this great post-war duel, Germany from the first 
played only a passive role. 

In the matter of large direct cash benefits t6 be 
derived from the occupation, Poincare was plainly 
taking his chances. They did not at first seem good. 
It seemed probable that they might fail to material
ize before his major purpose was achieved, and in 
that case that he might be forced out of the Ruhr 
by the bankruptcy of the Treasury. But, as it hap
pened, he was not. For in the autumn of 1923 the 
occupation began to pay dividends, and the first 
liquid payments which up to that time had been 
received on reparation account, over and above 



THE ANGLO-FllENCH DISPUTE 83 

the cost of holding the left bank of the Rhine, fell 
into the coffers of the French Treasury.l 

The French were not enamoured of the solution 
of the reparation problem on which they had em
barked. It was plainly a most precarious business. 
But there was an extraordinary unanimity of be
lief throughout France in its being the lesser of 
two evils. The alternative, in the opinion of the 
French people, was to struggle without relief under 
the weight of an overwhelming debt. They had 
gone into the Ruhr deliberately and they were 
determined to see the business through. The dead
lock of four years had at last been broken. For the 
first time, the chief creditor was in direct contact 
with the debtor, and, aided by the votes of Belgium 
and Italy on the Reparation Commission, was in 
a position of control over Allied reparation policy. 

Though it was not apparent to the English, the 
logic of facts made it certain that, within the limits 
of her ability, France would continue to maintain 
her control over the situation until persuaded that 
equal security for the reparation debt and equal 
effectiveness of aid to her treasury could be had by 
surrendering it. 

In urging that wide powers be given to the Com
mittee, it had been the problem of England to 

ISee ·Un An d'Oftupation," published by the occupation authorities 
at DilDeIdorf', February, 19140 mowing (p.68) the receipts for the year 19:13 
to have been 1,1J9,OOtVJDO French francs and the mmbmed expema of the 
F rmch uel Bd&iu occupatiou to have been 850,000,000 francs. 
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satisfy the French on those two heads. It was no 
academic problem that England was facing. It was 
a condition, not a theory, and· the relief of that 
condition was vital to England. But English policy, 
usually so competent, had conspicuously failed to 
meet the situation. 

It had failed for the same reason that France in 
1918 had failed to persuade England to give carte 
blanche to F och. Adequate consideration had not 
been offered for the relinquishment of powerful 
instruments of national security. There was no 
quid pro quo. In 1918, France had had nothing to 
offer. She was in extremis, with every ounce of 
strength already engaged. But in 1923, the Eng
lish had had plenty which they might have offered, 
had it not been that· a large section of English 
opinion was under the strange delusion that inter
national politics has no realistic 'basis. France was 
expected to surrender her control over the repa
ration situation in exchange for nothing at all. 

Neither in 1918 nor in 1923 did the petitioning 
power get what it wanted. But in each case, mind
ful of the extreme danger of its own position, it 
took what it could get and left it to the Allied 
nominee--France left it to Foch on the one occa
sion and England left it to the Committee on the 
other-to complete the conversion of the recal
citrant party and then to deal with the common 
peril. 

In 1923, it was up to Dawes and Young to allay 
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the fears and suspicions of the French. That cc ago
nizing and implacable paradox of defeat in victory" 
which burned in the French breast had to be ap
peased. For four years such an appeasement had 
been the most urgent and the worst handled task of 
world statesmanship. It was essential that the 
French be given confidence that the world was not 
indifferent to their claims. It was essential from 
every consideratiqn of good morals and from every 
consideration of good sense. The French were in the 
saddle; and enough people believed them to be 
right to make it certain that threats of separate 
action, whether military or financial, could not be 
made good. Curzon had discovered that a policy of 
shaking the fist at France could be followed only by 
one of shaking the finger. The French had to be 
won by conciliation. 

The immediate form in which this task presented 
itself to the American members was to gain the 
confidence of the French in the Committee itself. 
In one form or another, that same task ran through 
every phase of their work. The French were in a 
highly cautious frame of mind. For four years it 
had been commonly said in England that active 
American participation in the reparation problem 
would mean support for the British position and 
the creation of a powerful minority block of two 
in the Allied councils. The French were prepared 
to believe this. 

Secretary Hughes had said that the United 
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States had "no desire to see Germany relieved of 
the responsibility for the war or of her just obli
gations." The French did not question this. But, 
after all, it was only a generality, and Hughes, in 
emphasizing the necessity of taking into account 
"the capacity of Germany to pay," had not dis
closed the American attitude on the particular 
matter of the capital debt which the French re
garded as vital. 

In dealing with that point, Poincare had said to 
Curzon: "It is impossible to estimate, once for all, 
the present and future capacity of Germany for 
payment. It is at present at its lowest point, and 
an estimate made now would only benefit Ger
many." But the British had consistently pressed 
for a "complete and final settlement." They had 
characterized the question of capacity to pay as a 
simple question of establishing a fact. The French 
took for granted a certain similarity in the mental 
processes of all English-speaking persons. They 
were not unprepared to encounter in the American 
members that exasperating attitude so common in 
diplomacy in Which an expressed sympathy in 
principle is combined with a consistent opposition 
in practice. 

The American delegates had a highly difficult 
course to steer. The only attitude which as peace
makers they could possibly adopt toward the 
French was to treat them as rational beings, 
possessed of a civilized sens~ of responsibility, and 
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to examine their case for possible points of agree
ment. In the tense state of feeling which existed 
between the French and the English, such a course 
had its serious embarrassments. The open or tacit 
criticism of British policy which might result raised 
a danger to be met on the other side. In this 
position of affairs, Dawes and Young had to pin 
their faith on the good sense of the British members 
of the Committee and the ability of the latter to 
carry British opinion with them. 

In this they made no mistake. Neither Stamp nor 
Kindersley had any personal responsibility for 
British reparation policy of the past. They had 
taken no fixed position from which pride of opinion 
would prevent them from retreating, even had 
they been of that inflexible type of mind. They 
seemed to be reasonable persons with whom it 
would be possible to differ frankly, without en
dangering the common search for a solution. More 
than that, the British generally had been the 
staunch advocates of a free hand for the Committee. 
All Englishmen, whatever their explanation for it, 
freely admitted the failure of their own national 
policy; and few were averse to permitting new 
minds to wrestle with the problem in their own way. 

The humiliating position in which British foreign 
policy found itself must have given Dawes arid 
Young food for serious thought in connection with 
their first and most pressing problem of interallied 
conciliation. In four years' time, English prestige on 
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the Continent had fallen from the highest point 
which it had attained since Waterloo to the lowest 
ebb of modern times. The war had greatly en
hanced England's traditional position of advantage 
with relation to continental affairs. France and 
Germany were exhausted and, with the withdrawal 
of the United States from participation in Euro~ 
pean affairs, the weight of England, thrown into 
the scales on one side or the other, was bound to be 
determining in the course which the reparation 
problem would take. With the ratification of the 
Peace Treaty in January, 1920, it was to England 
alone that the French and the Germans were able 
to look for the practical arbitration of a bitterly 
controversial question of first importance to both 
nations. 

As a concili.ator, England, in 1920, had stood in 
a not unfavourable relationship to both parties. 
English interests no longer clashed directly with 
those of Germany. The German threat to British 
trade and to the navy which protected it had 
vanished. The German world-trade prganization 
had been disrupted, and the high seas fleet was at 
the bottom of Scapa Flow. Moreover, with the 
eclipse of- Prussian militarism, a community of cul
tural interests and a certain racial compatibility had 
begun to have their favourable effect on Anglo
German relations. All in all, the position toward 
Germany was extraordinarily easy. 

Nor, with France, was there any serious clash 
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of national interest actually in being. France and 
Britain both had serious things to accomplish 
which had in them possibilities of misunderstand
ing, but, on any long view, no substantial basis of 
conflict. 

France had to work out the problem of her mili
tary security and establish a system of indemnity 
collection. She could accomplish these things only 
through England's aid. England, on the other hand, 
needed above all things a stabilization of the Conti
nent for the resuscitation of her trade. Such a 
stabilization could come only through the resto
ration of France. Fundamentally, there was a vital 
community of interest between the two allies. But 
the tasks which lay ahead of France were such as 
would produce agitation and renewed tension on 
the Continent; and one of them-that relating to 
reparations--seemed likely, even at best, to prove 
in some degree disturbing to British trade. Here 
was the chance for misunderstanding and the 
possibility of disaster. For, if the English were 
tempted to look for short cuts back to stabilization, 
and if those short cuts should involve a denial or 
seeming denial of the claims of France, stabilization 
would be still longer and more dangerously de
ferred. For the French would not submit without a 
struggle. 

The plain Englishman was instinctively clear on 
these matters. He was a person of simple ideas, and 
one of those ideas was loyalty. His instinct-that· 
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propensity which science tells us to distrust
was to see France through her troubles-to see 
restitution made. He had no complicated theories 
about short cuts back to a better Europe. He sus
pected that he would have need of all his reserves of 
fortitude before that world fit for heroes, which 
Lloyd George was promising, could come to pass. 
He felt that there were hard times ahead; for they 
were already on him. But "dogged does it" is a 
major tenet of his philosophy. The plain English
-man, in short, was prepared to see the peace 
through properly as he had seen the war through. 

Thus, in 1920, it seemed entirely reasonable to 
expect a continuance of favourable relations with 
France and to look for successful mediation by 
Britain between the two continental powers. No 
one then dreamed that the intellectually elect of 
the country were about to be swept off their feet 
by a wave of economic faddism and racial hysteria 
upon which the agile Lloyd George would launch 
a new foreign policy of incredible ineptitude, di
rected against the French. 

The brilliant promise of a panacea was about to 
flash across the sky. A new philosophy was brewing 
in the minds of British economic thinkers which 
would falsify the antiquated ideas of the plain 
Englishman. New laws were in process of discovery 
which would nullify all international debits and 
credits and indicate Germany instead of France as 
the victim of the war. New and complicated defi-
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rutlOns of. national interest and international 
justice were being framed. The result of all this 
brilliant esoteric thinking was to be an easy and 
simple escape from the difficulties of tranquillizing 
an agitated world. 

The result, as it actually turned out, was 
quite different. In less than three years' time, 
France, at great peril and embarrassment to her
self, had gone her own road; and the Germans, in 
acute distress, had come to the conclusion that 
British policy was of no practical assistance to 
them. The Liberal government under Lloyd George 
had thrown its weight against the French. But the 
plain Englishman had withheld his support; and 
when the French invaded the Ruhr, British policy 
collapsed. With an anti-French government in 
office and a considerable pro-French sentiment 
abroad in the land, the English ship of state found 
itself unable to navigate. 

British economic and financial experts had dis
covered two curious economic maxims to which· 
brief reference has been made in a previous chap
ter. One of these maxims was that the burden of an 
internal debt was not a real burden in the economic 
sense; the other was that large international debts 
could not be paid. 

In pursuance of the first maxim, the economists 
were prepared to forego, on the part of the British 
taxpayer, Britain's share in reparations. The tax
payer, in their view, would benefit more by cutting 
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losses and getting back to work than by attempting 
to enforce an equalization of tax burdens upon the 
Germans. 

It was a plausible argument; and if British tax 
burdens had not been so unconscionably heavy, it 
would have had much force. In any event, if that 
had been all of it, it would have been a purely domes
tic matter for decision by the British taxpayer. But 
it involved something more. It involved the ap
plication of the same doctrine to the French claims 
on Germany. These, too, the British economists 
were prepared to forego. But the French were old
fashioned on things economic. They were under no 
illusions as to the reality of the burdens entailed 
by a heavy public debt-a state of mind, be it 
noted, to which, with the present decline of eco
nomic faddism in England, British opinion is now 
generally converted. 

Maxim number two introdu ced the idea that a 
debtor country could settle its foreign obligations 
only through an export surplus. As debtor countries 
obviously have no export surpluses, the conclusion 
was that large international debts could not be paid. 
There was, however, an alternative condition to be 
considered. If the creditor should decide to wait 
until the debtor produced an export surplus, and 
then collect his debt, in that event, he would be 
seriously embarrassed, if not ruined, by a flood of 
foreign imports taken in payment. The creditor, 
so the theory went, woul~ face a du~ping menace 
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of a new and exaggerated type. The conclusion was 
that cancellation of the British claims on Germany 
was highly desirable. 

Up to that point, the second maxim concerned 
only Britain, and it was for the British taxpayer to 
come to his own conclusions regarding the prospect 
of being ruined by being paid. But, like-the first 
maxim, this one also had to be extended to France. 
For the economists maintained that, if the French 
claims on Germany stood, the effort of Germany to 
develop an export surplus with which to pay would 
rebuild Germany's industrial strength and re
establish her as a competitor of England on the 
world market. More than that, it was said that the 
deliveries in kind to the continental Allies in pay
ment of reparations would cut into English sales in 
those countries, while the dedication of a consider
able portion of the earnings of the German tax
payer to .reparations would reduce the sales of 
English consumption goods in Germany. 

These considerations also had some superficial 
plausibility. In reality, they amounted to little or 
nothing. For, firstly, whether or not Germany paid 
the reparation debt, German industry was bound 
to revive; and secondly, if reparation deliveries were 
made by the German taxpayer in relief of the French 
taxpayer, the decrease of the spending power of the 
former for English consumption goods would be to 
a large extent offset by the increase in the spending 
power of the latter. 
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Whatever measure of truth there may have been 
in the doctrines which stressed the advantages to 
England of immediate repudiation of the repa
ration debt, those theories failed to take into ac
count one determining consideration on the other 
side. That consideration was practical psychology 
-the greatest and most potent economic factor of 
them all. 

The reaping of the problematical advantages 
which England was to derive from cancellation of 
the reparation debt depended entirely on the man 
in the devastated area in northern France. The 
battle would be half won, if that simple-minded 
person could be persuaded that his debt burden, 
larger than that of the German burden, was "in 
the economic sense" no burden at all, because it 
represented an internal debt while the German 
burden represented an external debt. The battle 
would be wholly won if it could be further ex
plained to the French peasant that the uncertain
ties of the export surplus would prevent Germany 
from paying him or, if not, that the payment would 
ruin him. 

English economists and financial authorities 
staked the recovery of their country and the mainte
nance of its prestige in Europe on the chance that 
the peasant voter of northern France would accept 
these doctrines. It was . Poincare, as Premier of 
France, who was expected to expound these new 
ideas and make sufficient converts among the 
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voters to swing French policy to immediate can
cellation of 60 per cent. of the reparation debt. 
For his failure to do this and for his own disbelief 
in the new economics, he was savagely attacked 
in England on grounds reflecting on his intel
ligence, his courage, and his sense of fair play. 
Truly, the hard-headed British people had been 
delivered into the hands of dangerous political 
amateurs. 

These ideas seem to have sprung from the brain 
of Professor J. M. Keynes, the British economist 
who in 1920 took England and a large part of the 
civilized world by storm with a satirical sketch of 
the Peace Conference, appearing in the early pages 
of his famous book The Economic Consequences 
of the Peace. It was a trenchant word picture, and 
it carried· its readers along to an enthusiastic ac
ceptance of the politico-economic tract to which it 
served as an introduction. 

In this and a companion volume, Keynes 
preached a new scrap-of-paper philosophy-the 
scrapping of the Treaty and the reparation debt. 
It fell on ears outraged by the cries for retribution 
on Germany uttered by the Lloyd George cabinet 
in its post-war reelection campaign. Keynes did a 
service in rallying opinion against the cry for ven
geance. But his counterplea swung the pendulum 
far in the opposite direction. More skilfully done 
than Lloyd George's philippics, it was in fact 
scarcely less ill-considered. 
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The three considerations of England's interest, 
the economic law, and the moral law were blended 
into ail effective rhetorical whole, picturesquely 
sprinkled with epithets and properly interlarded 
with statistics, a large part of which, as it hap
pened, were either hypothetical, defective, or 
grossly inaccurate. Based on the alleged economic 
spoliation of Germany by the Treaty, Keynes 
popularized the picture of a "Carthaginian peace." 
Based on errors in his exchange calculations, he 
started the canard of fraud in the French repara
tion claim,1 and based on his unsupported state
ment, accepted as that of an economist, he dis
seminated the legend that the French were "no
torious" tax dodgers. 

To anyone who did not live close to the problem 
through the months which followed, the virulence 
with which this body of doctrine took hold of the 
English governing classes would be almost unbe
lievable. The economists were stampeded, and 
along with them politicians, civil servants, and 
leaders of industry and finance. Plenty of plain 
Englishmen, mostly Conservatives, kept their 
heads. But they could not stem the tide. 

The new economic theories fairly obsessed the 
minds of the intelligentsia. An epidemic of intel-

ISee "Reparations and the Policy of Repudiation," by Alpha (George P. 
Auld), Forrign Affairs (N. Y.), September,I9z3; also Keynes-Alpha and 
Keynes-Auld correspondence in London Timu, September IS and September 
n, I9z3; Economic Rewiew (London) October IZ, November 30, 19z3. Jan
uary 4> January II, 19Z4> and the Nnu Republic (N. Y.), January 23, Febnt'" 
ary zo, and April 2, 19Z4. 
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lectual snobbism swept the country. Those who did 
not share in the new revealed wisdom were treated 
with pitying contempt. Not to be numbered among 
the instructed few who related the whole repa
ration problem to Germany's export surplus was 
to be a person of no consequence whatever. 

The Conservatives, as their name implies, were 
for going slow. They distrusted the new doctrines. 
Where they would lead, they did not know. The 
idea that an internal debt was not a burden in the 
economic sense was entirely beyond them. The 
assumptions that Germany had to pay through an 
export surplus and that she could not produce one 
were new conceptions which they were not pre
pared definitely either to affirm or deny. But 
assuming that the first one was correct, the second 
one seemed to presuppose an extraordinary lack of 
elasticity in the operation of economic forces, con
sidering the fact that such forces result from the 
acts of animate beings. If the Germans had the will 
to pay, they asked, what was to prevent the pro
duction of this surplus? 

The Conservatives felt that it was folly to insist 
on an immediate final settlement of the reparation 
problem on the basis of untested theories. The 
emphasis placed on the mechanics of the problem 
seemed to them wrong. They had a deep conviction 
that, as an international problem, the question 
was one of equity. As a social and economic ques
tion, ~ey believed its solution to depend on a slow 
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recovery which could not be forced. And, finally, 
the Conservatives preserved a· certain realistic 
attitude toward foreign affairs. Was it wise, they 
asked, to attempt to upset the Treaty of Versailles, 
which, whatever its defects, Was the only charter 
which the new Europe possessed? 

All of these things they urged. But their thinking 
was not well organized. Nor, in truth, on the sub
ject of the export surplus, now better known as 
"the transfer problem," was anyone's thinking 
well organized. In its newly acquired significance, 
no one had ever given the subject any thorough
going study.That debtor countries settle their inter
national balances by refunding seemed to occur to 
no one. Evidently, it was a time to go slow, to 
hesitate to accept a thesis which asserted that 
principles of equity must bow to newly discovered 
laws of commercial mechanics. 

The argument from equity was the strongest 
argument the Conservatives had. The economists 
met it by ridiculing it as rank sentimentalism and 
then by invoking counter equities of their own. 
Germany, they said, had suffered more serious 
injury than France. They urged the crippling 
effects due to the loss of mineral areas in Lorraine 
and Silesia, omitting, however, to dwell upon the 
tendency of raw materials to move to suitable 
markets despite frontiers, or to point out that Ger
many no longer had to support the populations of 
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the alienated territories. Other reasons, discredit
able to the French, such as we have already re
viewed, were adduced for regarding the collection 
of a large reparation debt as morally indefensible. 
The underlying facts had not been sifted. The 
average man was unable to sift them, and in many 
cases he had no disposition to do so, for pr~French 
sentiment had begun to decline. 

The consciousness of similarity of political ideals 
with France had lost much of its force as the re
public in Germany had become more firmly es
tablished. The sympathy felt by reason of the ruin 
of northern France had diminished with the dis
appearance of the obvious evidences of damage, 
the more rapidly from the persistence of un
employment in "the English devastated area." 
There remained the good will induced by the charm 
of things French in the minds of thousands of 
travelled Englishmen. But this had its opposite 
and equal force in the minds of those numerous 
Englishmen who shrink from sentiment in them
selves as intellectually debilitating and who regard 
other races of highly developed :esthetic gifts as 
morally suspect. 

Where it existed, this incompatibility of racial 
temper found it easy to believe that the difficulties 
of the French were due to every cause but the real 
and obvious one of an unparalleled wastage by 
war. The legend that the French were not paying 
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heavy taxes was taken as gospel. The baseless story 
of a fraudulent reparation claim was accepted as a 
fact. The fact that, except for the absolute wiping 
out of the deferred portion of Germany's debt, the 
French had consistently met all of England's de-
mands for the lightening of Germany's load, was 
ignored. 

A case had been made by the economists for the 
idea of a short cut back to the stabilization of 
Europe. All the nuisance of international debt 
collecting was to be avoided. . 

In August, 1922, the Balfour no.te, addressed 
to the European allied governments, declared that 
cancellation of all international war debts was to 
be England's governing policy of reconstruction. 
The whole weight Of this pronouncement fell on 
reparations, for England, finding the chief creditor 
on interally debt account unresponsive, concluded 
a few weeks later a definite funding agreement re
lating to her debt to the United States. This action 
did not stem the movement for cancellation of the 
reparation debt. Rather, it' accentuated it. Bald
win, as Chancellor of the Exchequer under Bonar 
Law, had concluded the debt-funding agreement in 
defiance of the cancellationists. The latter saw 
clearly enough that an open attack on the American 
settlement would have an adverse effect on British 
credit. In consequence the whole force' of their 
deeply held convictions on international debts 
was vented against the reparation debt. 
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The French saw the ancient doctrine of repudi
ation, dressed up in a new scientific garb, suddenly 
become respectable and intellectually fashionable. 
Speaking of the payment of reparations on a large 
scale over a period of one or two generations, 
Keynes,in 1922, said: "There is not the faintest 
possibility of our persisting with this affair to the 
end."l It was clear from the tone and context that 
he spoke primarily not as a forecaster of future 
events, but as an advocate of policy. The French 
had noted the rise of Keynes to a position of great 
prestige in England; and the Bonar Law-Bradbury 
note of January, 1923, appeared to them definitely 
to confirm his views as representative of the atti
tude of the British government and people. 

Two figures dominated British reparation his
tory of that period-Keynes and Sir John (now 
Lord) Bradbury, the British delegate on the 
Reparation Commission. Keynes was 'the prophet 
-the exhorter in private lif<:. Bradbury was the 
political and diplomatic instrument. He translated 
the Keynes doctrines into policy. 

During the war, Keynes had been attached to the 
British Treasury and in 1919 had been a member 
of the Treasury delegation a~ the Peace Conference, 
from which he had resigned as a protest against 
the obligations laid upon Germany in the Treaty. 
Bradbury was a high official of the British civil 
service and before coming to Paris had been perma-

,14 Rmnor. of IIv r,tllly. Eng\iah edition, page 158. 
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nent joint Secretary of the Treasury. His name had 
become a household word in England, by reason 
of his signature on the pound notes which during 
the war took the place, of the gold sovereign and 
were colloquially known as "Bradburys." It be
came a household word in France in a different 
connection. 

From the time of the organization of the Repa
ration Commission in the autumn of 1919, Brad
bury was the one important official of the govern
ment who dealt continuously and exclusively with 
the reparation question. Before Lloyd George left 
office in the autumn of 1922 Bradbury's position 
had become equivalent to that of a minister for 
reparations, without, however, any responsibility to 
Parliament. Lloyd George, after his conversion to 
the new doctrines, was a complacent chief, and Bonar 
Law, who succeeded him, was a sick and helpless one, 
who, though well disposed toward the French, fell 
heir to a first-class crisis upon which he had no one 
but Bradbury to rely for advice. 

It was common knowledge that the Bonar Law 
note. which preceded the occupation of the Ruhr 
was the work of Bradbury and his staff. The ulti
matum regarding the cancellation of the C bonds 
which it embodied represented the, by then, sacro
sanct doctrine of the export surplus, translated for 
the first time into definite political action. The ex
traordinary tone adopted by the British members 
of the crucial conference at which the note was 
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presented may be gathered from the following 
extract from one of the British documents: 

"To treat the existing C bonds as having real 
value is notoriously contrary to facts .••• The C 
bonds can only be regarded as a bad debt which 
must be written off. The writing off of C bonds is 
imposed by the realities of the situation. Until 
this is done, German credit cannot be established, 
and the value of A and B bonds suffers accordingly. 
Again, what are the facts? The proposal from the 
British government is to exact from Germany the 
maximum which it is thought she can pay. It is use
less to complain if larger sums cannot be obtained." 

Can one imagine such a note being addressed to 
the government of the United States of America? 

Bradbury consistently underrated the intelli
gence of the French. He suffered from a fatal in
ability to deal with them without arrogance. 
Throughout his five years at Paris he habitually 
presented the British point of view brilliantly and 
coherently, but at crucial moments a sting in the 
presentation robbed it of persuasiveness. He was a 
man of great intellectual force and cultivation, of 
perfect rectitude and the kindest and most chari
table instincts in private life; but a bureaucratic 
training, a racial incompatibility with the French, 
and a highly developed and freely indulged gift for 
caustic epigram gravely detracted from his useful
ness in a supremely important diplomatic post. 
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The chief amplifier of British reparation policy 
to the public was the Manchester Guardian, the 
powerful organ of Liberalism. 

The modern Liberalism was not the Liberalism 
which two generations before had emerged in 
Manchester as a result of the industrial revolution. 
The new Liberalism had succeeded to its name and 
prestige but not to the spirit of its founders. Cob
den and Bright had fervently believed in the 
efficacy of trade, of free and unrestricted trade, as 
a healing influence in the affairs of mankind in the 
broad. Trade was to make for international peace. 
The modern Liberals had the same belief, but they 
were lesser men than Cobden, and their philosophy 
had a distinctly nationalistic tinge. It was not 
trade generally but British trade particularly 
which they saw as the chosen instrument of world 
salvation. Thus, in the passage of time, all the 
moral sanctions which underlay Cobden's en
lightened philosophy had been brought powerfully 
to the support of a nationalistic theme. Liberalism 
had become the party of British business. 

On the other hand, it was also still the party of 
the intelligentsia. In this wing were to be found the 
successors of all those eager young men of the 
universities who had enrolled under Cobden's 
banner because of their interest in his programme 
of domestic reform. 

The connecting link between thesedissimilarwings 
of the new Liberalism, between the university grou p 
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with its idealistic and cultural tradition and the busi
ness group with its fervent attachment to British 
trade, was the school of the new economics. This 
school of university thinkers had provided the art of 
business with the background of a science, partly 
genuine and partly spurious. It had established 
itself as the professional advisor of British business. 
The young men who comprised it were masters 
of the patter of Liberalism, they were not unworthy 
exponents of its cultural attainments, and they 
looked on trade as an ethical end in itself. 

The Manchester Guardian, published in the 
heart of the manufacturing region, is the mouth
piece of this school. French policy interfered with 
British trade, and the new economics was properly 
indignant. It was shocked by the turpitude of the 
French, and, as a result, Manchester became the 
seat of a furious anti-French agitation based on 
high moral grounds.1 

If it had been the victims of unemployment 
themselves who had precipitated this outburst of 
Francophobia, it would have been understandable. 
But it was not. The plain man, distraught and be
wildered though he was, kept his head. The agi
tation was carried on by those styled the best minds 
of England. On the part of minds with claims to 

IHiatory _ repeating iuetr. Cobden himaelf, in 1862, published a pam
phlet entided Till TUN p",,~s. the object of which, as stated by his biogra
ph~ in the E rtrft~di. BrillmfJic., .. was to trace the history and expose the 
folly or thOle periodial vilitationa or alann as to French designs with whicb 
EnaJand bad heeD alBicted for the preceding fifteen or lixteen years." 
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such a rating, the raising of this hue and cry 
against the French was an act singularly out 
of character. Normally, the best minds are ac
customed to handle a moral issue with exceeding 
circumspection. For, like a hand grenade, it some
times explodes before it gets clear of the home 
trench. 

The policy of the Liberals was a tragic blunder. 
An affirmative foreign policy in a crisis can face in 
only one of two directions-toward conciliation or 
toward force. While Liberal policy was avowedly 
directed toward conciliation, in reality it faced 
toward force. Its purpose was a moderation of 
French demands on Germany. While the premise 
that the French demands were actively and defi
nitely excessive was ill founded, the object was, 
in the broad, a respectable one, for moderation is 
always respectable. 

With their eyes fixed on such an object, the 
Liberals deceived themselves into believing that 
their influence on the affairs of a seething world 
was a moderating one. It was not so in fact because 
it was exerted, not with moderation, but with 
violence. 

Those who expect to pacify by diatribe must be 
prepared to carry their violence through to the 
ultima ratio of force. This the Liberals could not 
or would not do. But force was the result, none the 
less-the force exerted by the French when Liberal 
policy played its great part in driving them into the 
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Ruhr. The reason for the collapse of the policy of 
the British intelligentsia was not solely that their 
facts were wrong; it was the utter lack of reserve 
with which their new facts or supposed facts were 
seized upon and cut or stretched to prove that 
everything which for four years of war had been 
white had suddenly turned black. ' 

The British intellectuals laid upon France in 
unsparing terms the responsibility for the chaos 
of Europe and the prostration of British industry 
and trade. The "moral isolation" of this inter. 
national Shylock was called for by men whose 
positions assured an attentive audience. In the 
presence of an admittedly explosive state of public 
feeling at home resulting from unemployment, the 
inflammatory doctrine of a foreign scapegoat for 
domestic troubles was widely disseminated. The 
cry was echoed throughout the whole trade group, 
in Manchester, in Liverpool, and "the City." 
The wonder is that any other result should have 
been expected than that which came. 

Why should intelligent persons have thought 
that Germany would regard the reparation debt 
with greater favour than the British? Why should 
they have believed that the German default on 
deliveries in kind in 1922 had no connection with 
the British campaign for repudiation of the dobt? 
It is strange that Liberal policy should have been 
expected to keep the French out of the Ruhr or 
get them out once they were in. It is strange that 



108 THE DAWES PLAN AND THE NEW ECONOMICS 

a display of undisguised contempt should have been 
thought a suitable form of state craft with which 
to induce an amicable settlement with a great 
people, conscious of their claims to the respect of 
mankind. 

Providentially, Liberal policy was never con
vincing ,to large inarticulate sections of British 
opinion. Had its authors' claims of unanimous 
public support been accurate, the government 
would have been driven irresistibly into the last 
phase of a policy in which every precept of diplom
acy had been ignored. Before such a catastrophe 
could happen, the British people rejected the 
diagnosis of the economists and turned to other 
counsellors for guidance in their foreign relations. 

It is an old and tried principle that experts of the 
science of war must be subordinated in the formu
lation of national policy to the civil power. The 
British were beginning to perceive that the experts 
of the science of economics must equally be brought 
under the firm control of statesmanship. The drive 
to abolish the rOle of the· statesman in : world af
fairs was almost spent. The pretensions of the 
new science were due to be curbed. The ideas that 
the reparation question was a purely economic prob
lem and that economic problems are susceptible 
only of exact scientific solutions were about to re
ceive a serious setback. 

When Dawes and Young arrived in Paris, there 
were unquestionably both in England and France 
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'strong undercurrents of opinion which made the 
prospects of conciliation less gloomy than they had 
been six months before. But the movement toward 
the disintegration of Europe had gathered great 
momentum. It seemed to be definite and rapid, 
more so, in the judgment of many, than the move
ment toward the formulation of a united opinion 
capable of checking it. It appeared'to some that 
only a striking appeal would serve the purpose of 
the moment. 

To frame such an appeal, no one could have been 
better suited than General Dawes. As an indis
pensable qualification he had a record of successful 
public service. As chairman of the Purchasing 
Board of the American Expeditionary Force, and 
as organizer and director of the first budget of the 
United States, his vigorous personality, his ability, 
and his high sense of duty had become familiar to 
the American people and in some degree to Euro
peans. Dawes is a man of great courage, healthy
Ininded and direct, and he possesses that indefin
able power of arresting public attention, for the 
lack of which in their leaders many good causes 
come to nothing. Dawes was convinced that a new 
note must be sounded which (:ould be heard outside 
the Committee room. At the first meeting of the 
Committee, which was held on January 14, 1924, 
jointly with the Reparation Commission, he 
struck that note. In blunt and homely phrases he 
uttered some of the things which men everywhere 
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were thinking. It was, in his opinion, "no time to 
mince words." 

The first requirement of a situation in which 
delays were dangerous was to reassure the French. 
In reviewing at the outset of his remarks the 
common effort and sacrifices of the war, Dawes 
performed that service, and when, a month later, 
he was widely quoted as saying" if France were not 
in the Ruhr we would not be here," it became 
certain that the French people would at least listen 
to the Committee. 

Warming up to his subject, General Dawes, in 
the body of his opening address, called upon the 
Committee to sweep aside the "impenetrable and 
colossal fog bank of economic opinions ... and legal 
arguments . .'. laboriously compiled [while] the 
foundations of economic Germany have well-nigh 
crumbled." The success of the Committee, he 
declared, depended "chiefly upon whether, in 

,the public mind and conscience of the Allies and 
of the world, there is adequate conception of the 
great disaster which faces each ally and Europe, 
unless common sense is crowned king." 

The address of the chairman exploded in the 
Committee room and in the press with a stunning 
effect. In substance, it was distinctly unpalatable 
to many, and it was shocking to orthodox ideas of 
diplomatic procedure. But it served its purpose. 
Evidence of its favourable reception throughout 
Europe and the United States appeared from the 
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comments of journals of every shade of opinion.' 
The French were frankly delighted with it. The

l 

British-particularly expert and 'offiCial opinion
greeted it with considerably less enthusiasm, but 
on the whole very well. This "somewhat flam
boyant address," said the Economist, the most 
substantial and moderate of the English economic 
journals, "was not devoid of fundamentals." The 
Germans, perhaps at last clear that the Allied 
solidarity for which Dawes pleaded was their only 
salvation, seemed to find nothing greatly disturbing 
about the General's sentiments. 

All in all, this opening address everywhere 
touched a responsive note in the public mind 
throughout the world. It had its great influence in 
healing the breach between the Allies and in turn
ing the tide of events in Europe. 



CHAPTER VI 

STABILIZING THE MARK 

A FTER the first formal meeting with the Repa
ration Commission, the Committee went 

promptly to work. It divided itself into two sub
committees, one on the Currency, headed by Mr. 
Young, and one on the Budget, headed by Sir 
Josiah Stamp. The two met separately almost 
daily during the three months' period of the Com
mittee's existence; and the full Committee, under 
the chairmanship of General Dawes, met on an 
average of four times a week. The labours of its 
members were prodigious. All their waking hours 
were given over to consideration of their problem. 

The first task, iq the words of General Dawes, 
was "to devise a system for stabilizing Germany's 
currency, so that we can get some water to . run 
through the budget mill." 

The mark, originally worth 4.2 to the dollar, had 
gradually declined during and after .the war to a 
value of 200 to the dollar at the beginning of 1922. 

During the next twelve months it had travelled 
rapidly downward until, at the end of 1922, it had 
stood at 7,000 to the dollar. In 1923, it had plunged 

ua 
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"into an abyss in which its value was expressed in 
ratios of millions, billions, and finally trillions to 
the dollar. It was no longer a currency in anything 
but name. It had practically ceased to be a medium 
of exchange, emergency currencies having largely 
superseded it; it no longer served as a standard of 
value, prices being quoted in gold; and it was un
suitable as a means of saving, since by its constant 
fall it served only to dissipate the values held by its 
owners. 

The year 1922 had been the significant year of 
the fall of the mark. Before 1922, it had experienced 
only a gradual sag, due to the fact that moderate 
deficits in the budget had been met by the printing 
of paper currency. During that period, its value had 
gradually declined from 3.2 cents in the last months 
of 1919 to an average of 1.7 cents in 1920 and 1.2 

cents in 1921. Mter 1922, the ruin of the mark had 
been inevitable, not only because of the large 
deficits involved by the financing of passive resist
ance by the government, but also because the 
forces of inflation in its advanced stage have a 
cumulative effect and until the bottom is reached 
are self-perpetuating. 

It was the drop in 1922 which precipitated the 
reparation crisis, for the Allies saw their claims 
vanishing into thin air. The chief cause of that 
drop was the excessive sale of marks in ex
change for foreign currencies. The offerings of 
marks by those holding them who wished to ac-



114 THE DAWES PLAN AND THE NEW ECONOMICS 
"-

quire dollars, guilders, and sterling exceeded the 
normal demand for marks by owners of foreign 
currenCies who wished to pay for German goods. 
Germany had become a debtor country, but the 
new creditor continent had not yet started lending 
dollars to her. In consequence, Germans desiring 
foreign moneys had no means of getting them ex
cept by auctioning off their bank deposits to the 
highest bidder abroad-an utterly unnatural and 
ruinous process. There were, however, plenty of 
foreigners who were attracted by the apparent 
bargain. More than a million such, according to the 
estimates of the McKenna Committee, bought 
marks as a speculation, with the result of placing in 
the hands of Germans large reserves of foreign 
moneys abroad.1 

What caused these forced sales of marks in 
1922? Why were the Germans so persistently in the 
market for the purchase of foreign exchange? 
Around the answers to these questions raged one of 
the acute controversies of reparations. The Ger
mans maintained that the excessive sales were due 
to the necessity under which their government was' 
placed of buying foreign currencies with which to 
meet the schedule of reparation payments. The 
French believed the sales to have been due to the 
determination of the Germans to place their assets 

IThese reserves, including also all other forms of German holdings abroad, 
were estimated by the McKenna Committee at a sum amounting, at the 
beginnin& of 19~4> to about 1.7 billion dollars. 
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abroad beyond the reach of the Reparation Com
mission. 

The French were right, but the Germans were 
not entirely wrong. If there had been no "flight 
from the mark u the reparation payments would 
have occasioned no great difficulty. The payments 
then being made were no larger than the schedule 
subsequently adopted by the Dawes Committee. 
But with international relations in a high state of 
tension, the reparation system could not function. 
International economic processes were not working 
normally; in particular, Germany had not yet 
become the object of the international lending 
operations necessary to the functioning of a natural 
debtor country in the world system. Such oper
ations were impossible, for the currency was being 
catapulted downward by the pressure of a psychol
ogy of panic in Germany itself. 

The dispute between France and England, more 
dangerous to Germany than to either of the princi- . 
pals, was coming to a head. France, the military 
master of the Continent, was pictured to the Ger
man mind as obsessed with the idea of revenge. 
The picture was the more convincing since it was 
drawn by allies of France themselves. In such 
circumstances, it was inevitable that recognition 
of a national obligation should be erased from the 
minds of the Germans. They could not well be 
blamed for it. Individuals sought to protect them
selves and their families from ruin by placing their 
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savings in safety. They did so in increasing num
bers, and soon all the familiar phenomena of a bear 
market on a stock exchange were apparent on the 
foreign exchange markets. Selling orders by holders 
of marks poured in, and speculators the world over, 
stepping in to reap a harvest from the bankruptcy, 
sold vast quantities of marks short. When the down
ward plunge became pronounced, nothing could 
stop it. 

Internally, the forces of an advanced inflation, 
once let loose, worked in harmony with the forces 
which were depressing the value of the mark on the 
external exchanges. More money had to be printed, 
and with the increase in supply, the internal value 
dropped. Consumers spent feverishly in order not 
to be caught overnight with a supply of depreciat
ing money. To save was impossible. Real values 
were in demand-fixed property and consumption 
goods. Demand exceeded supply and prices soared. 
Industry was stimulated to feverish activity. The 
costs of government mounted, but with the falling 
currency, taxes, however high when assessed, had 
a negligible value when collected. Sound, con
sidered fiscal legislation was impossible while the. 
deM.ele was on. The Treasury had no option but 
to borrow from the Reichsbank, and the latter had 
no resources except its printing presses. 

So it went on-more paper currency, higher 
prices; more money again, and still higher prices. 
The government was measurably helpless. Large 
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sections of the population were impoverished by 
the virtual extinction of debts, and the collection 
of heavy taxes on a broad basis became socially 
impossible. On the other hand, shareholders in 
industry were enriched by the wiping out of 
corporate debt and by the rapid turnover of their 
capital. But the rapidly multiplied profits of indus
try were put into real values. They were tied up 
in plant improvements or left abroad in foreign 
currencies, as procured through the export of 
manufactured goods. In either case, they were not 
readily taxable. The disease of inflation had to 
run its course before anything could be done. 

In the autumn of 1923 there came a lull-a lull 
of exhaustion. Depreciation had gone so far that 
the mark ceased to have the characteristics of a 
currency. It had become utterly inacceptable to 
the public. The physical inconvenience alone of its 
use, owing to the bulkiness of the packages of notes 
required for payments, and

J 
the difficulty of calcu

lating prices and accounts became almost unbear
able. There was, besides, a shortage of money aris
ing from the impossibility of printing it fast enough. 
To meet the situation, a heterogeneous collection 
of emergency notes, mostly unsecured, had been 
issued by banks and business houses generally, 
and about $300,000,000 in foreign currencies was 
also in circulation. 

Something had to be done, and it had to be done 
by the Germans, for the project of an international 
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committee had not yet been agreed upon. The 
value of the currency had to be maintained inter
nally by stopping the issue of notes for the payment 
of government expenses and externally by support
ing the price on the foreign exchange markets. It 
was a Herculean task. 

Internally, the elements of public income and 
expenditure had to be so adjusted as to render the 
Treasury independent of the printing press. Several 
measures were adopted. The government decreased 
its outgo by abandoning its attempt to finance 
passive resistance in the Ruhr, and shutting down 
on all reparation payments, which from the first 
of the year had been discontinued in the case of 
France and Belgium. The basis of its income was 
made more secure by placing taxes on a gold basis, 
and finally, on November 15th, a new currency, 
the rentenmark, was issued under a scheme which 
would provide the government with funds to tide 
over the critical period before income and expendi
ture could be effectively balanced. 

The rentenmark had an arbitrary value equiva
lent to the old gold mark, i.e., 4.2 to the dollar. It 
had no gold backing, but it was secured by a 
blanket mortgage of 4 per cent. on all property 
in the country, including agriculture, commerce, 
and industry. This mortgage, amounting to the 
equivalent of $800,000,000, constituted the capital 
of a new bank of issue, the Rentenbank, which 
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emitted against the mortgage an equivalent amount 
of the new notes. 

Of the note issue thus secured by mortgage, 
$300,000,000 was available for the needs of indus
try, $200,000,000 was set aside as a reserve, and 
$300,000,000 was loaned to the Reich to support 
the budget until April and provide for the retire
ment of the indebtedness of the government to the 
Reichsbank. That indebtedness at November 15th, 
after which date no further advances were made, 
amounted to 191 billion billion (eighteen zeros) 
paper marks. It was paid off by an amount of 
rentenmarks which was equivalent to $50,000,000, 
leaving the government $250,000,000 for budgetary 
purposes. 

By the establishment of the rentenmark, the 
external problem was, to an extent, separated from 
the internal problem. The rentenmark was not 
legal tender, and in .consequence it was not quoted 
on the foreign exchange markets. In all foreign 
operations, it was still the paper mark which was 
dealt in. How to support it was the problem of 
Dr. Hjalmar Schacht, who had been elected presi
dent of the Reichsbank two days before the cre
ation of the Rentenbank. 

At that date, the old mark was worth on the 
Berlin exchange about 600 billion to the dollar, but 
it was quoted at a considerably cheaper price on 
the exchange markets in financial centres abroad. 
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Schacht regarded it as unwise for the Reichsbank 
to use its remaining foreign currency reserves in an 
attempt to stabilize the mark at the higher value. 
Moreover, at the rate of 600 billion to the; dol· 
lar, the entire rentenmark loan of $300,000,000 

to the government would have been necessary 
for the discharge of its old paper mark indebtedness 
to the Reichsbank, leaving none of the new loan in 
the Treasury for the support of the budget. 

During the first six days of Schacht's adminis
tration, therefore, the mark was sold down on the 
Berlin exchange market to a price of about 4.2 
trillion to the dollar or I trillion to the rentenmark.1 

At that point, Schacht determined to stabilize it 
by offering foreign exchange at that rate and by a 
drastic curtailment of loans of marks to industry. 
By such a curtailment of credit, he made it im-
possible that large quantities of marks should any
where be available to be dumped on the exchange 
market. Industry, deprived of marks, but under 
the necessity of procuring money for its pay roll and 
material requirements, was forced to sell a portion 
of its foreign currency reserves. Thus, by operation 
of the law of supply and demand, the value of the 
mark was supported on the foreign exchanges. 
Demand for marks exceeded the supply. 

When the Committee met, the Germans for two 

lIn his recent book on the stabilization of the mark, Dr. Schacht describes 
the necessity which confronted him of raising the dollar rate on the Berlin 
market-Die Stabilisierung tier Mark, Deutsche Verlags-Anstalt Stuttgart, 
Berlin and Leipsic, I9Z7, Chap. IV. 



STABIUZING THE MAllK 111 

months had kept the paper mark at a level on the 
exchanges of about four trillion to the dollar. The 
internal currency-the rentenmark-had miracu
lously preserved a stable value, equivalent to that 
of the old gold mark, i.e., equal to about one trillion 
paper marks. Having a non-liquid cover, the renten
mark was practically inconvertible. A rentenmark 
note could neither be exchanged for gold, nor, 
obviously, as a practical matter, for a fraction of the 
real property upon which it represented a claim. 
But confidence in it somehow or other had been 
maintained. It was accepted by the government 
for taxes and generally by the public as a medium 
of exchange. 

The benefits of this state of currency equi
librium and of the new tax programme were being 
felt, and the Treasury of the Reich was beginning 
to realize a budgetary surplus. In short, the state 
of utter fiscal chaos of three months before had 
been succeeded by a condition which, in the words 
of the Dawes Committee, was one of "temporary 
equilibrium. "I 

This temporary equilibrium had been brought 
about by the courageous and energetic labours of 
Dr. Schacht and Finance Minister Luther. It was 
a favouring factor of the greatest importance in the 
situation with which the Committee was con-

ITo the Frmch. thia ftCIOftf)' teemed 10 furni.h proof or their contentioa 
that the baDkruptCy or GermaIIy had been a voluntary one. It foUows, how
ner. &- our pren- diIcusaioD, that lUeb aD idea muat be accepted with 
-.idenblc-.. 
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fronted, and it contributed enormously to the 
successful issue of its labours. The Committee's 
problem, that of merging the temporary equi
librium of that period into a permanent one, was, 
nevertheless, a problem of great complexity, as 
well as of great urgency. 

In the opinion of Dr. Schacht and most other 
competent observers the currency situation was 
ettremely precarious. Public confidence in the 
rentenmark might collapse at any moment. And 
the maintenance of the paper mark by a policy of 
rationing credit and thus forcing German holdings 
of foreign currencies on to the exchange market 
was only a makeshift. Regulation of this kind 
was a form of coercion, and coercion has always in 
the long run proved notoriously ineffective in 
matters connected with the movement and uti
lization of capital. Moreover, unless additional 
foreign money reserves could be obtained through 
foreign loans, the backing of any currency issue 
adequate to the needs of industry would be in
sufficient. The volume of business done in Ger
many before the war had been such as to require .. 
a currency issue (including gold coin) amounting 
to the equivalent of one and a half billion dollars. 
The rentenmark issue ,was, at a maximum, only 
about half that figure. But it could not be increased 
without danger of a fresh catastrophe. A complete 
reorganization of the currency was essential. 

The broad outlines of the Committee's plan for 
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bringing order and permanent stability into the 
German currency system took shape very rapidly
in a matter of days, in fact. It provided for a new 
bank of issue, with a capital which was finally fixed 
at $7S,CXXJ,CXXJ. The bank was to be a reorganiza
tion of the Reichsbank, about a third of its capital 
to be the assets of the latter and the remainder to be 
new capital. Behind its note issue, it was to have 
adequate reserves, consisting of gold and gold 
equivalent. The nucleus of such a reserve was to 
be provided by a foreign loan, the amount of 
wl1ich was ultimately set at about $zoo,CXXJ,ooo. 
Finally, as an essential feature, the bank was to 
be subject to some effective system of foreign 
control. 

This project, measured in terms of the capital 
and reserves to be provided~ was not of startling 
magnitude as modem enterprises go. Even by such 
standards, however, it was a major financial under
taking, and having in mind. the chaos in which 
Europe at the time was plunged, it was a con
ception of almost staggering proportions. It not 
only involved the erection of a technical frame
work satisfactory to widely differing ideas of bank
ing and currency practice; it presupposed, which 
was infinitely more difficult and important, the 
creation of an international background of credit 
which at the moment was utterly lacking. 

These requirements brought the Committee im
mediately to hand grips with the broadest questions 
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of international policy-questions touching the 
prestige, the predilections, and the prejudices of 
the principal nations of the globe. These questions 
the Committee certainly could not definitely and 
finally resolve. That could only be al;complished 
by public opinion, expressing itself through political 
channels. But, no less certainly, the Committee 
had to formulate answers which in their judgment 
would deserve and could receive the ratification 
of public opinion in their respective countries. If 
the Committee, besides being technicians and 
business men, did not possess a high quality of 
statesmanship, capable of giving public opinion 
something definite to take hold of, these questions 
of high policy were capable of reducing their plan 
to so much waste paper. 

Almost at the outset, a critical situation arose
one of a succession of crises which, up to the last 
days of the Committee's life, threatened to stamp 
its mission with futility and failure. The Com
mittee found itself confronted with an accom
plished fact, or practically accomplished fact, in the 
form of. a bank project of German origin. Dr. 
Schacht, who was a man of great self-reliance and 
enormous energy, had gone ahead with a plan of 
his own for the immediate creation, under German 
auspices, of a new bank of issue. This bank-the 
Gold Discount Bank-was to have a capital of 
£10,000,000 (something less than $50,000,000), 
half to be subscribed by German banking houses 
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and half by the Reichsbank, which was to borrow 
£S,CX'IO,CX'IO from the Bank of England for the pur
pose. 

As an instrument for the permanent rehabili
tation of the currency system, Schacht's bank 
scheme was inadequate, and it seemed likely, if it 
went forward to maturity on independent lines, to 
prejudice the prospects of the broader and more 
thoroughgoing reorganization which the Com
mittee had in mind. Moreover, lacking foreign 
control, the scheme appeared to the Allies to be 
without an essential safeguard against the de
bauching of the German currency for the purpose 
of meeting budgetary deficits-something which 
the Reparation Commission in the past had vainly 
tried to prevent. 

On the other hand, Schacht's project was already 
well advanced. It had already taken on a public 
character in Germany, and the interest and pride 
of the Germans in putting it through were already 
engaged. It had been considered by the Reichstag, 
and anl attempt by the Committee to suppress 
it in its entirety would be fraught with the danger 
of arousing widespread hostility in Germany to 
the Committee's work. Obviously, this would be 
fatal to any scheme for bringing foreign capital 
into Germany, and would make the failure of the 
Committee's plan certain. Thus, within less than 
a week after its first meeting, this acute dilemma 
made it clear how difficult was to be the task of a 
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mission which depended for its success on a spirit 
of universal good will and confidence. 

The· dilemma regarding the proposed German 
bank produced an internal crisis in th~ Committee 
which was prolonged for three weeks. Rumours of 
it reached the outside world and made the situation 
even more tense. The gradual evolution of a united 
policy of accommodation toward the German plan 
appears from a series of guarded communiques 
which were published by the Committee, com
mencing after the first meeting with Dr. Schacht 
on January 21st and ending on February loth. 
It was thus early in the Committee's experience 
that the calibre of Owen Young became apparent 
to his colleagues and to informed persons through
out Europe. 

In a book by Rufus C. Dawes, brother of General 
Dawes, the leading part played by Mr. Young in 
the unsnarling of this first hard knot has been 
indicated. 

Mr. Young told his colleagues, so Mr. Dawes 
informs US, l "that he did not think that the Com
mittee could assume the responsibility of prevent
ing Dr. Schacht from putting his plan into exe
cution. He fully understood that, it Dr. Schacht 
succeeded, he might create conditions in Germany 
which would render more difficult the acceptance 
of the final plan of the Committee. But he did not 

ITM Dawes Plan in tM Making, Rufus C. Dawes. The Bobbs-Merrill Co .. 
Indianapolis, 1925, p. 206. 
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wish to have the Committee find itself in the 
position of having prevented the Germans from 
utilizing their resources for maintaining an eco
nomic position achieved with such difficulty and 
held so precariously; because such a failure might 
result in precipitating the fall of the rentenmark, 
and by thus hampering the movements of food 
stuffs and raw materials, lead to chaos in Ger
many." 

Mr. Young's chief concern, we are told, "was not 
whether Dr. Schacht's plan would necessarily 
avoid such a calamity. He wished to prevent the 
Committee from assuming the responsibility of 
putting obstacles in the way of Dr. Schacht's plan. 
He thought it preferable to let Dr. Schacht put 
his plan into operation but to make an arrangement 
with him whereby his bank might be absorbed by 
the bank proposed by the Committee in case the 
Reparation Commission should accept and carry 
out the recommendation of the Committee." 

It was in the manner suggested by this tolerant 
and far-seeing American that this acute difficulty, 
like others which were to follow, was finally sur
mounted-by a policy of wise compromise, involv
ing no sacrifice of principle, but insuring harmoni
ous and effective action. In agreement with Dr. 
Schacht. it was publicly announced that the Gold 
Discount Bank which he sponsored would be so 
organized "as to facilitate its absorption by the 
bank of issue which will be proposed by the Com-
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mittee." The president of the Reichsbank was 
quoted in the press as stating that the Discount 
Bank would not operate as a bank of issue but only 
as an agency for granting credits in connection with 
foreign trade. 

In acceding to the settlement, Dr. Schacht 
definitely took up a conciliatory and constructive 
attitude toward the plan. In view of the man's 
natural force and his prestige in his own country, 
this attitude was of great assistance to the Com
mittee at the time and to the Allied officials en
gaged in administering the plan in its early days. 
It is not so certain from his more recent utterances 
that the plan continues to commend itself to the 
head of the Reichsbank.1 

Dr. Schacht's Discount Bank commenced func
tioning under authority of a law dated March 19, 
1924. It demonstrated its usefulness before the 
summer was over. The additional supply of foreign 
credits made possible by its operation hel ped to tide 
the situation over until October, when a currency 
capable of being safely expanded to meet the needs 
of bus iness was provided by the Dawes Plan. Mean
while, however, the credit shortage forced many 
concerns into bankruptcy, causing a crisis which 
was painful to the community at large but which 
had its benefici;:tl effects in ridding the economic 

IThe EeOflOmin, London, April 30, 19:17, quotes the annual report of the 
Reichsbank as predicting that the payments under the plan will cause" even 
more serious disturbances in the international exchange of goods and in the 
well-being of the nations which are linked up in the world economic system." 
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life of Germany of many mushroom enterprises. 1 

The subcommittee engaged in the drafting ofthe 
bank plan numbered among its members the sound 
and imperturbable Kindersley of the Bank of 
England directorate. It also had the assistance of 
an able American banker, Henry M. Robinson of 
Los Angeles, who, in May, 1927, was to render 
further service in the international field by heading 
the American delegation to the world economic 
conference at Geneva. Mr. Robinson's formal po
sition in the survey of German affairs was that of 
a member of the Second or McKenna Committee. 
He was, however, informally coopted by the First 
Committee, and though his name does not appear 
in its report, he served with that body during all 
but a brief period at the beginning. He made the 
essential contribution to the bank plan which only 
an American banker of wide practical experience 
could make to a scheme which above all things had 
to commend itself to the b~st financial opinion in 
the United States. Associated with him in this 
work was the well-known doctor of sick currencies, 
Professor Edwin W. Kemmerer of Princeton 
University, who was attached as an expert to th~ 
American group. 

The question of the extent and character of the 
reserves to be required against notes and deposits 

'In January. 1925. run ownership of the Ditcount Bank was taken over by 
the new !teich.bank, and from that time it operated aub.tantially as a de
partment of the Reichtbank. The loan by the Bank of England was repaid 
an April, 19z5. See ftpOIt of S. Parker Gilbert, Agent General for Reparation 
Paymenta, May 30, J9:JS. p. 4J. 
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was one of the difficult technical nuts which had to 
be cracked. It involved the reconcilement of Amer
ican practice of high reserves with continental 
practice of low reserves; by some form of compro
mise which would not endanger the plan in the 
minds of prospective American investors. Here 
Robinson's judgment and breadth of view were in
valuable factors. 

The provisions in the plan relative to currency 
notes required a reserve of 331 per cent. against the 
issue, which should be in gold or in demand deposits 
abroad payable in gold or its equivalent. Afterward 
this requirement was somewhat relaxed by the 
special organizing committee consisting of Schacht 
and Kindersley, who were empowered to translate 
the plan into a draft law for passage by the 
Reichstag. As finally enacted into law, the normal 
reserve against the note issue was to be 30 per cent. 
in gold and 10 per cent. in foreign bank notes, bills 
of exchange running not more than fourteen days, 
foreign cheques or demand deposits in foreign 
banks. 1 

Against its deposits, exclusive of those held for 
the Agent General for Reparation Payments, the 
bank must retain a reserve of 40 per cent. con
sisting of demand deposits in other banks in Ger
many or abroad, cheques on other banks, thirty-day 
bills, or callable secured loans. These requirements, 
. lAgainst the 60 per cent. 'of the currency notes in circulation not covered 
by the reserve there must be held discounted commercial bills of exchange or 
cheques satisfying certain technical requirements enumerated in the law. 
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as finally enacted into law, represented a relaxation 
of the provisions agreed upon by the Committee.1 

The reserve provisions, both as to currency and 
deposits, were less stringent than the Federal 
reserve requirements.- But they were by no means 
lax, and in practice they have proved quite ade
quate. 

A second important technical question was 
whether or not the new currency should immedi
ately be placed on a gold basis. This was settled 
in the negative. This decision was obviously taken 
out of consideration for the prestige of the English 
pound sterling and other Allied currencies which 
were still inconvertible into gold. The unit of the 
new currency was ultimately to be a gold reichs
mark of the same gold parity as the pre-war mark, 
namely, 4.Z reichsmarks to the dollar. Until 
absolute free convertibility with gold should be 
deemed expedient, it was contemplated that a simi
lar result should be obtained by support of the cur
rency on the exchange markets. Such support was 
to be given by the Reichsbank by means of offering 
foreign exchange for sale at or near the gold parity 
ofthe reichsmark. I 

IThe plan provided for a reaerve of 30 per unto of this character, plus a re
serve of u per cent. in aold and gold deposiu. 

IF edenl reserve banb are required to maintain a reserve of 40 per cent. in 
aold apinlt their notes in circulation and a reserve of 35 per unto in gold 
or lawful money againat deposiu. 

mi. practice wa adopted with entire success. The reichsmark wal easily 
maintained It iUltandard parity with the dollar. The currency ha not yet 
been placed on a ~Id baia. In Auguat, J9a6, all artificial support of it wa 
diacontinuecl a beina no longer necessary. 
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The major question of high international policy 
which directly tied in with the Committee's bank 
plan was that of foreign control. Connected with 
this was a question whether the note-issuing office 
and the currency reserve should not be located out
side of Germany. 

The Germans were prepared to accept foreign 
control of some rather comprehensive type. They 
understood the futility of expecting to attract 
foreign capital without it. There was, nevertheless, 
great need of wisdom and restraint on the part of 
the Committee in deciding on the exact fprm. 
Nothing which might reasonably be regarded as 
offensive to the dignity of the German nation 
would be wise. It was highly important that no 
legitimate excuse be given for the raising of a cry 
that Germany was being "turkified." In dealing 
with the question, it was necessary tp.attl1~ sus
picions of the French and the susceptibilities of 
the Germans be reconciled. 

The question was broader than that of control 
of the bank alone. It ran through other features of 
the plan as well. Any reasonable solution, in the 
nature of a compromise, was bound to meet with 
objections in both quarters. It may be said, how
ever, that, so far as a problem of such a nature 
could be solved to the satisfaction of either party, 
the Committee solved it with conspicuous success. 
They made the system of control as inoffensive as. 



STABILIZING THE MARK. 133 
possible, leaving to the Germans, generally speak
ing, all operating functions, and vesting powers of 
inspection and veto in officials of foreign nation
ality to be. appointed by the Allies. 

In the case of the bank, the active administration 
of the institution, subject to certain statutory 
restrictions, was placed in the hands of a German 
president and managing board. The direction of 
currency, discount, and credit policies remains in 
their hands, while a nonoperating oversight is en
trusted to an international general council of four
teen members, charged with assuring themselves 
that the statutes of the bank are not infringed. 
Half the members of the council must be Germans, 
of whom one (at present Dr. Schacht) is president 
of the bank. The other half must be foreigners, of 
whom one, known as the commissioner, is espe
cially charged with control of the note issue and 
reserve. l 

The question of the location of the note-issuing 
office and the gold reserve was at the beginning a 
stormy one. The French proposed that a separate 
issue department, with the reserve in its possession, 
be located at some foreign centre, such as Amster-· 

I()f the _ foreign memben of the General Board. one each must be of 
Briwh, French, Italian, Belgian, American, Dutch, and Swi .. nationality 
rapectively. From the begillning, the American member of the General 
Board haa been Gats W. McGarrah, the able chairman of the Executive 
Committee of the Chue National Bank of New York, recently appointed 
chairman of the Board of Directon of the Federal Reae"e Bank of New 
York. The IlOmmiaioner, Profeuor G. W. J. Bruina. ia a well-known Dutch 
authority on cwreucy and hanking practice. 
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dam. It was apparent to many members of the 
Committee that such a provision would arouse 
great 'bitterness in Germany. It was therefore 
contrived that decision on this highly controversial 
subject should be deferred while other less acute 
differences were being adjusted. 

By the time the Committee was ready to report 
in April, the atmosphere of the reparation problem 
had cleared considerably, and the French no longer 
insisted that the note-issuing office and the reserve 
be located abroad. This being so, the proposal for 
the organization for the note-issuing office as an 
entirely separate department of' the bank was 
dropped as having no particular significance. The 
plan did, however, provide that the council might, 
at its discretion, by three-quarters vote, transfer 
the issue office and the metal reserve, or either of 
them, to a neutral country. Later, after the adop
tionof the report and during the drafting of the . 
statute of the bank, even that provision was 
dropped, without protest. 

The object ~ought in the original French pro
posals on this subject was the essential one of pro
tecting the integrity of the . currency. But the 
measure proposed was incompatible with the func
tioning of the bank as the central feature of a 
currency system and an important unit· in the 
world credit system. Currency and credit systems 

, functions rest primarily on good faith and mutual 
confidence. The protective measures originally 
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proposed by the French were much more drastic in 
their nature than the system of oversight which 
was set up for the plan generally. They were de
structive of the spirit of mutual confidence and 
could not have taken its place. Their immediate 
object is secured, in the final form which the plan 
took, by simple statute-depending for its validity 
on international good faith. The integrity of the 
currency is protected by the statutory provisions 
relating to the reserve.! 

It remained to place a definite limit on the ad
vances which might be made by the bank to the 
government. The plan limited such advances to 
100,000,000 marks outstanding at anyone time 
at not more than three months' maturity. This 
provision was subsequently relaxed by an amend
ment, dated July 8, 1926, permitting additional 
three months' loans of 400,000,000 marks, provid
ed that they bear one endorsement other than that 
of the Reich. The purpose of this amendment was 
to provide the public treasury with better means of 
temporary financing over the periodical low points 
of tax collection within a budgetary year. In no 
case, however, is the Reich to be indebted to the 
bank at the end of the latter's financial year, which 
must coincide with that of the Reich. The reason
able presumption on which this requirement as to 
annual liquidation of the loans was made is that at 

lOne check only or a mechanical nature is maintained over the issue, viz., 
nery Dote wued must beat the imprint or the leal or the commis.ioDer. 
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the end of the budgetary year all tax collections 
should be completed.1 

The central feature of the Committee's plan for 
the reorganization of the currency, indeed, of its 
entire plan for stabilizing both the currency and 
the budget, as well as for financing the initial 
reparation payments, was the proposed foreign 
loan of approximately $200,000,000. How one loan 
could serve simultaneously in all these various 
capacities seems at first glance incomprehensible. 
We shall see that the explanation lay chiefly in the 
fact that the payment of reparations by the Ger
man government was not to be made in foreign 
currencies but in marks. 

It was essential that a considerable reserve of 
gold or its equivalent in sound foreign moneys be 
obtained from abroad to be placed behind the note' 
issue. Ultimately, with the restoration of business 
to pre-war volume, the note .issue would presum
ably be expanded to a billion and a half dollars, 
requiring (at 40 per cent.) a reserve of ~600,000,000. 
While in its full dimensions a reserve of such size 
would be a matter of gradual growth and accretion, 
it was necessary that a considerable nucleus be 
provided at the start. In the judgment of the Com
mittee, a reserve large enough to provide for an 
initial circulation of about half the pre-war amount 

lThe bank is also authorized, under certain restrictions, .. to grant credits 
to the German Reich Post and the German Reich Railway to a reasonable 
extent, for the purposes of their ordinary business up to the aggregate amount 
of two hundred million reichsmarks for both," 
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was required. That is to say, it was necessary to 
obtain about $250,000,000 in gold or its equivalent 
in foreign credits. 

Of this amount, it was not considered practical 
or e~edient that more than $50,000,000 should 
be contributed as new shareholders' capital. The 
remainder would have to be brought into the 
assets of the bank as deposits. The immediate 
source of such deposits would be either German 
industry or the German government. But in the 
circumstances of capital depletion and fiscal and 
financial chaos in which the country found itself, 
the ultimate sources of those deposits which the 
bank needed would be foreign ones. If a loan or 
loans for either industry or the government could 
be arranged abroad, the gold or foreign credits 
suitable for a currency reserve could be made avail
able for deposit in the bank. 

The necessities of the currency situation made a 
foreign loan a matter of cardinal importance to the 
currency side of the Committee's mission. They did 
not furnish the primary justification for the loan, 
but they operated to make it a doubly useful in
strument in a symmetrical plan of reconstruction. 
The primary justification for any loan must rest 
on the genuineness of the need and the adequacy 
of the credit of the borrower. Which was the logical 
borrower-industry or the government? Which 
could offer the essential combination of real neces
sity and adequate phy~ical and moral security? 
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Germany, like all the belligerents, had been 
stripped of capital, and German industry badly 
needed new money from abroad. The profits which 
it had realized from inflation were largely locked 
up in new plant. But, in early 1924, the time was 
not ripe for industrial loans. A proper basis for the 
extension of private credit from abroad did not yet 
exist. General conditions were too chaotic. Before 

. German industry could be given the nourishment 
which it needed, the currency and the budget had to 
be stabilized. The key to currency stability lay in the 
budget; and the guaranty of budgetary stability in 
the early stages lay in a loan to the government. 

The Committee believed that the budget for the 
. first year of the plan should be entirely relieved 
from any reparation burden. On the other hand, 
economic and political conditions in· the Allied 
countries urgently required that a substantial 
reparation payment be made. The Committee was 
of the opinion that a reparation payment of about 
$25°,000,000 for the first year could be assured 
through a contribution of about $50,000,000 by the 
railways and, for the remainder, from the proceeds 
of a foreign loan. This was the primary justification 
of the loan from the standpoint of the needs of the 
borrower. The government needed the loan in 
order to pay reparations, and that payment, as we 
shall see, was to be made hy a process which was 
not inconsistent with the retention of the loan as a 
currency reserve. 
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The security capable of being offered was ample, 
always assuming that the new reparation atmos
phere which the Committee was promoting could 
be made permanent. That security was the volun
tary bond of the government of the German Re
public and a first mortgage on all of its assets, 
to be placed ahead of the lien accorded to the 
Reparation Commission by the Treaty of Ver
sailles. 

The difficult part of the loan project was not in 
reaching unanimity within the Committee as to its 
desirability. Nor was it in obtaining assurances of 
leading foreign bankers that they were disposed to 
further the scheme. The difficulty lay in so prepar
ing the ground that the loan, when offered, would 
be attractive to the investing publics of the United 
States and every financially important nation of 
the globe. The essential thing was a wide partici .. 
pation, which should offer a large margin of safety. 
The thoroughly sound object was to bring in the 
largest possible number of private investors the 
world over as partners in the reparation plan, and 
thus give the broadest and firmest possible basis to 
reconstruction. 

With this at stake, and with the well-known 
timidity of capital to be taken into account, the 
progress toward final realization of the loan project 
was painfully slow. 

As a first definite step, the plan as a whole had to 
be ratified by the governments concerned. For 
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various reasons, to which we shall refer in a later 
chapter, this did not take place until August 30th. 
Beyond that date, while the plan was trembling on 
the launching ways, the loan project still moved 
with the deliberation which inevitably character
izes any great credit operation. The success of the 
plan depended vitally on the loan; but it was evi
dent that the loan, in turn, depended on the plan. 
The plan had to display a certain vitality of its 
own before the investor would be willing to part 
with his money. It had to be reasonably clear that 
the assumption of a new psychology of peace, upon 
which the authors of the plan were building, was a 
correct one. 

Further than that, a highly special series of 
three-cornered negotiations regarding details of 
security and price had to be concluded between the 
German government, the Reparation Commission, 
and the members of an international banking syn
dicate. It was not until October loth, or six weeks 
after the ratification of the plan, that these difficult 
arrangements were completed. In these negoti
ations, Owen Young, as first administrator of the 
plan, played a leading part. 

The loan was placed through the strongest inter
national syndicate of all time. It was subscribed 
several times over, and was in every way a huge 
success. Nearly half of it was sold in the United 
States, slightly more than one quarter in England, 
and the remainder, in order of the size of their allot-



STABILIZING THE MAllK 141 

ments, in Switzerland, France, Holland, Belgium, 
Sweden, Italy, and Germany. 

The bonds were a direct obligation of the German 
government, and had a term of twenty-five years. 
They were sold to the public at 9Z in a principal 
amount sufficient to net the government 800,000,000 
marks (i.e., at 4.z to the dollar, $190,400,000). It 
was provided that interest at 7 per cent. and 
sinking-fund payments were to be met out of the 
reparation annuity and in priority to the remainder 
of the annuity. In other words, the loan, being 
devoted to payment of the first reparation annuity, 
was in the nature of an advance to the Allies 
against future reparation payments by Germany. 

Although the loan was not actually sold to the 
public until November, the signing of the loan con
tracts on October loth started the machinery of 
the Committee's currency plan in operation. On 
the following day, the new bank commenced to 
function, as a continuation of the Reichsbank and 
with the same name but under a new charter. Its 
charter granted to it with minor exceptions the 
exclusive right of note issue in Germany for fifty 
years. Simultaneously, the new reichsmark ap
peared, the old mark was retired at the rate of 
one trillion to the reichsmark, and the gradual 
retirement of the rentenmark at par with the new 
currency was begun. 

The deposit of $190.400,000 by the government 
in gold and foreign exchange provided the bank 
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with the nucleus of its sound money reserve against 
the note issue.1 

It has been said that no money was ever harder 
worked than the proceeds of the German external 
loan of 1924. The loan financed the Allies, it 
financed the German government, it financed 
German industry, and it protected the German . 
currency. 

As has been said, its simultaneous employment 
in all these various channels of reconstruction was 
chiefly due to the method prescribed by the Com
mittee for the payment of the reparation obliga
tion. Payments were to be made by the German 
government, not in foreign moneys, but in marks to 
an Allied Agent General for Reparation Payments 
at Berlin. It was further contemplated by the plan 
that, during the first two years, the Agent General 
should make deliveries to the Allies in commodities 
which he should purchase inside Germany. 

More in detail, the interesting and to many 
persons mysterious combination of functions per
formed by the loan was as follows: The foreign 
money proceeds of the loan were deposited by the 
German government in the Reichsbank. The latter 
created on its books an equivalent credit in marks 

lAt May 31, 1927, the reichsmark note issue amounted to $<)30,000,000 
and the reserve held against it to $473,000,000, or 50.9 per cent. Renten
marks still outstanding amounted to $258,000,000. The Reichsbank is not 
required to maintain a reserve against the latter, but it is Dr. Schacht's 
announced policy to do so. The excess reserve over the 40 per cent. required 
to be held against the reichsmark issue at the date mentioned was sufficient to 
provide a reserve of about 39 per cent. against the rentenbank issue. 
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to the order of the governmentl and the foreign 
money became the property of the bank. Against 
its mark credit, the government drew orders in 
favour of the Agent General, in payment of instal
ments of the reparation a"nnuity. The Agent Gen
eral, thus supplied with marks, drew cheques in 
favour of German coal operators, dye-makers, and 
other manufacturers, in payment for materials 
ordered for delivery to the Allied governments on 
reparation account. The filling of these orders 
resulted in a demand by the manufacturers for 
mark currency to meet their pay rolls. Such cur
rency, as needed, the Reichsbank duly created. 

Thus, month by month, to meet the requirements . 
of new business, the currency circulation was in
creased in a more or less constant relationship with 
the amount of the reparation payments, the gold 
and foreign money reserve against these currency 
increases being already in the coffers of the bank. 

The loan had two sides to it; and both sides did 
duty. In its dollar and other foreign-money charac
ter it established and protected the currency; in its 
mark character it relieved the German and the 
Allied budgets and financed German industry. 

The Committee's plan for a new and enlarged 
central bank, divorced from government control 
and possessing practically the sole power of issue, 
furnished a broad foundation for the stabilization of 

ITbia credit _ under COUDtcr lipatun CXlDttol of the Allied Agent 
GmcnL 
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the German currency. It gave good assurance that 
the temporary equilibrium achieved by the Germans 
themselves could be merged into something ap
proaching permanency. The foreign loan to the Ger
man government, primarily for the purpose of 
financing the first year's reparation payments, was, 
as we have seen, an integral part of the currency plan. 
It brought into the assets of the bank a much larger 
sound money reserve than any which could have 
been made available through the efforts of Germany 
alone; and by so doing supplied the basis for a cur
rency issue adequate to the needs of German industry. 

The restrictions laid on the note issue by the 
statutes of the bank safeguarded the new currency 
from two of the three possible threats to the main
tenance of its value. 

One of the threats met by these safeguards was 
of the variety which arises from an excess supply 
of currency. Any large excess of cqrrency over the 
needs of productive enterprise would cause a de
crease in its purchasing power or value in exchange 
for commodities. This is internal inflation of the 
classic type. The stock of money is expanded be
yond the stock of goods in being or in process of 
manufacture. An inflation of that sort had occurred 
during the early post-war years when the govern
ment covered its deficits by the printing of paper 
money. Real wealth in being or in process of 
creation was not represented by these notes. 

Such an inflation was now made unlikely by the 
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reserve requirements. Under those provisions 40 
per cent. of the notes issued were to be represented 
by gold or foreign cash values actually set aside 
against them, and the remainder had to be covered, 
mark for mark, by commercial bills held by the 
bank, i.e., obligations of industry created to pro
cure funds for prod uctive purposes. 

A second possible danger was of the kind which 
might arise from forced sale of marks on the 
foreign exchange market, owing to lack of public 
confidence in the currency. This danger also was in 
a large measure guarded against by the obvious 
strength of the reserve provisions. To the extent 
to which lack of public confidence might be of a 
more general character, linked more with inter
national political conditions than with the question 
of the convertibility of the currency, obviously 
nothing but the success of the Dawes Plan as a 
whole could supply the antidote. 

The remaining threat to the currency which, in 
the opinion of the Committee, had to be legislated 
against was the danger of forced sales of marks on 
the exchange market for the purpose of transferring 
reparation payments to the Allies in foreign 
currencies. This could not be met by any reserve 
requirements in the currency plan. It was dealt 
with by the Committee in a set of provisions laying 
down certain principles and regulations regarding 
transfers and creating a permanent interallied 
Transfer Committee to have supervision of them.. 
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To that permanent body, the plan gave the power 
to suspend transfers if it should consider such 
action· necessary. 

The Committee. considered it possible that the 
demand for foreign exchange for reparation pay
ments, plus the ordin;lry commercial demand for 
the purpose of paying for foreign imports, might 
prove to be in excess .of the demand abroad for 
marks with which to pay for German exports. On 
the exchange markets, the demands for dollars and 
sterling by the holders of marks would exceed the 
demands for marks by the holders of dollars and 

. sterling. Stated in another way, buying orders for 
dollars and sterling would be more numerous than 
selling orders for dollars and sterling, and, comple
mentarity, selling orders for marks would be more 
numerous than buying orders for marks. 

The natural result of this, through operation of 
the law of supply and demand, would be to depress 
the value of the German currency on the exchange 
market. It would soon reach the point where it 
would be advisable for German importers to buy 
gold from the Reichsbank with marks at par and 
pay the gold to their American and English credi
tors. This would be cheaper, assuming that the 
Reichsbank accepted their marks at par, than to 
pay the high prices asked for dollars and sterling 
on the exchange market, for, by paying such 
prices, their marks would be taken at less than par. 

Now, assuming this condition to be continuous 
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and acute, what would the Reichsbank do in the 
circumstances 1 It would have two alternatives. It 
would either accept marks for its gold at less than 
their par value (i.e., it would put a premium on 
gold), or it would accept marks at par. If it did the 
former, by that act the currency would be de
preciated in value. It would be compromised. It 
would be inconvertible into gold, and the dangers 
of a psychology of panic would be brought measur
ably nearer. 

On the other hand, if the bank accepted marks at 
par for gold, the supply of the latter would be 
drained off by export, the currency reserves would 
thus be depleted, and the currency of the country 
left without adequate backing. Precisely the same 
dangers as under the first alternative would be 
precipitated. By permitting the currency to be 
convertible into gold at par, the bank would, 
through the drain on its gold reserves, reduce it to 
a condition of inconvertibility. 

That was the theory on which the Committee 
worked. But that conditions such as have been 
outlined were possibilities to be feared after the 
restoration of normal economic activity, seemed to 
some persons unlikely. In normal times, the de
mand for gold in debtor countries caused by the 
high price of foreign exchange has certain limits. 
It does not go on long, for the machinery of inter
national credit operates in such a way as to stop 
it. In normal times, the machinery of world credit 
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is functioning'properly, and it meshes in perfectly 
with the machinery of the exchange markets. The 
final compensating movement which checks the 
flow of gold from debtor countries to meet their 
obligations abroad is the granting of loans by the 
creditor countries. In normal times this great 
compensating movement links creditor and debtor 
countries into one harmonious system of trade, 
exchange, and finance. ' 

Before the war, the excess demand in debtor 
countries- for sterling for sale on the exchange 
market was matched and taken up by the offerings 
of sterling for loan. To-day, in the world system of 
exchange and credit, the dollar plays the part once' 
played by the English pound. But at the time of 
the making of the Dawes Plan, the world system 
was out of gear. Sterling had passed or seemed 
to have passed, but the dollar had not yet arrived. 
The day when the dollar loan would 'be the deter
mining factor in the operation of the world machine 
had not begun. The machinery of foreign exchange 
was trying to function without its partner, the 
machinery of credit. No genuine creditor rOle was 
being played by any nation in the world system. 
There were, therefore, at the time, real possibilities 
of danger t'o the currencies of debtor countries and 
especially of the debtor country with whose affairs . 
the Dawes Committee was dealing. 

Thus far, to the point of recognizing the dangers 
then: existing, doubtless all the members of the 
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Dawes Committee were able to follow the doctrine 
of the difficulties of international transfer. It is not 
so certain that all of them followed it to the point 
of believing that. these were permanent dangers. 
It is not credible that they all believed that, with 
the passing of sterling, the world economic system 
had gotten permanently out of joint, and that it 
was really necessary to provide permanent ma
chinery of artificial intervention and regulation. 

But there is no doubt that some of the economist 
members of the Committee believed, with an 
almost religious fervour, in the permanency of 
these threats to the German currency. And it is 
equally sure that it was the part of wisdom of all 
members of the Committee to give those strongly 
held doctrines an opportunity to prove or dis
prove themselves. 

To satisfy the economists without infringing the 
principle that Germany should be burdened equally 
with the Allies was the major dilemma of the whole 
reparation problem. Here lay the fundamental 
conflict between the conception of reparations as a 
problem in mechanics and the conception of it as a 
case in equity. The Committee resolved this con
flict by creating an instrumentality which possessed 
at least the forms of a permanent power of control 
over the transfer of reparations to the Allies. 
Whether or not that body has any reason, con
nected with its technical functions, for existence, 
the creation of it was a master stroke. 
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The fundamental formula of the Dawes Com
mittee's solution was that the payment of repa
rations in German currency to the Allied Agent 
General should constitl1te "the definite act of the 
German government in meeting its financial 
obligations under the plan." The meaning of this 
is that, if Germany makes her required payments in 
marks, Germany is through, and no charge of bad 
faith can lie against her. The conversion of those 
marks into values suitable for the use of the creditor 
governments is the problem of the Allies. 

Thus the Committee divorced the question of the 
internal capacity of the German people to pay 
taxes from the question of the external capacity 
of the German economy to find foreign exchange 
for debt payment. The determination of the equit
able payment was not to be jeopardized by facts 
or theories regarding the restricted possibilities of 
international transfers. 

The Transfer Committee has a membership of six. 
The Agent General, who is chairman ex officio, is 
an American, the remaining five members being 
respectively of American, British, French, Belgian, 
and Italian nationalities.1 

It is the Committee's duty to authorize the 

IThe membership of the Transfer Committee is as follows: .S. Parker 
Gilbert (American), Agent General for Reparation Payments, chairman 
~x officio; Pierre Jay (American, former chairman of the Board ofthe Federal 
Reserve Bank of New York) (succeeded, I9z7, Joseph E. Sterrett); Jean 
Parmentier (French); Henry Bell (British); Pasquale Jannacone (Italian); 
Albert Jannsen (Belgian). The American members serve as individuals and 
not as representatives of the United States government. 
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regular transmittal of reparation funds by the 
Agent General to the Allied governments "to the 
ettent to which in the judgment of the Committee 
the foreign exchange market will permit, without 
threatening the stability of the German currency." 
Its power to suspend transfers ettends to both 
transfers by cash and transfers by commodities, 
since, as the Dawes Committee observed, "in their 
financial effects, deliveries in kind are not really 
distinguishable from cash payments."1 

If the Committee should deem it necessary to 
suspend transfers, it is empowered to employ the 
accumulating fund of marks received on reparation 
account by investment "in bonds or other loans in 
Germany" up to such amounts as it may deem 

IThe muon q thia. Expom made through the normal channels of trade 
produce foreign exchange (or the account of German citizens. Much of this 
foreign exchange linds in way into the Reichsbank in the form of deposits by 
depositoq who release the foreign money in exchange for marks, just as the 
German aovemment released the proceeds of the German extemal loan. 
Th_ foreign Cftdin thus become part of the bank', reserve or are available 
for we to meet the requiremenn of importeq. Now. if deliveries in kind on 
reparation attoIJnt ,hould largely be made up of commodities normally 
aponable in trade, the result would be to divert apom from trade channels 
and thua to decrease the creation of new foreign exchange. For. whereas in 
trade the foreign {IW'Chaser paY' in foreign curnncy. in the case of reparation 
deliveries the reapient govemment makes no payment for them at all. A 
depletion of the vuible ,upply of foreign exchange thua caused by making 
deliveries in kind might. unlesa made good by (oreign loana. c:ause selling 
praaure 011 the mark. There would be more competition in bidding for the 
reduced IUpply of foreign bill .. and the ~tion of the mark would be compro
tniad in precisely the lame way .. If undue demand. were made on the 
1U~ly of foreign exchange for the purpoee of making cash transfeq. 

The pIau contemplated that, for the lintt two yeaq, reparation payments 
"'auld be made chic8y by deliveries in kind. Largely in tm. manner the 
transfer of reparationa h .. been duly made to date. But the absence of ex
change difficulties during the period has been due to foreign loans made to 
the German govemment and industrY nther than to this expedient. III 
real advantage lay in the stimulus which it gave to the recovery of Germany 
by creatinl aD immediate demand for the produCll of GermaD industry. 
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wise. Its charter is silent, and advisedly so, with 
respect to any authority to invest in shares of Ger
man industry as distinct from bonds and notes. 

There was opposition both inside and outside 
Germany to investment in stocks. Stinnes and 
other leading German industrialists opposed it as 
a menace to their control-in some cases thinly 
held-Qf great industrial groups. And it .was felt 
in many Allied quarters, on grounds of broad 
political expediency, that it would be unwise to 
inject foreign ownership on a large scale into Ger
man enterprise. The importunities of foreign 
creditors of industry may be stilled by a definite 
money payment; but alien stock ownership is 
capable of introducing a permanently disturbing 
factor in international relations. 

In one particular, however, the ban on the 
acquisition of equities in German property is re
laxed. The Transfer Committee is authorized to 
deliver marks to foreign individuals for the pur
pose of purchasing property of classes to be agreed 
upon between the Committee and the German 
government.1 The purpose of this provision was to 
effect transfers of accumulating funds to the Allied 
governments by indirect and harmless means. For, 
under this system, the individual concerned, say a 
Frenchman, would pay francs to the French govern-

lIn order that the restrictions on transfers may not be defeated by resale oE 
such property and the conversion of the proceeds of sale into foreign ex
change, it is provided that these purchases are "not to be of a temporary 
character." 
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ment in exchange for a reparation credit inside 
Germany, without the question of transfer arising. 

This scheme for the investment by individuals in 
German property represents a somewhat crude and 
artificial approximation of the normal process of 
purchase of German securities which is t«rday in 
full swing in foreign investment markets, and by 
means of which all complications due to reparation 
transfers and deliveries have been obviated. 

The charter of the Transfer Committee further 
requires that if the total of all funds in the hands 
of the Agent General in Germany, "whether repre
sented by bank deposits or loans," should reach 5 
billion (thousand million) marks, "the payments 
by Germany out of the budget and the transport 
tax would be reduced until such time as the trans
fers to the Allies can be increased and the accumu
lation be reduced below the limit named." 

The consideration which prompted the inclusion 
of this provision was the undesirability "for ec«r 
nomic and political reasons," as the Committee put 
it, of an unlimited accumulation of reparation 
funds inside Germany. This provision represented 
the logical last phase of the British economic 
theory of the impossibility of the payment of the 
reparation debt. 

While the French and their Latin Allies did not, 
by and large, take that theory seriously, they felt 
bound to insist on some counter safeguard to this 
considerable extension of the Committee's au-
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thority. Their acquiescence in this feature of the 
plan was gained by the introduction of a provision 
which permits the Transfer Committee, "in the 
event of concerted financial manreuvres" by the 
German government or any group for the purpose 
of preventing transfers, to take such action as may 
be necessary to defeat such manreuvres, as well as 
to disregard the limit on the accumulation of funds 
and ,to employ the latter in the purchase of any 
kind of property in Germany. 

The contingent powers granted to the Transfer 
Committee to regulate the accumulation and in
vestment of reparation marks hinge on the au
thority to suspend transfers. That authority was 
granted as a wise provision against currency 
troubles in the early stages, which everyone ad
mitted were possible, but which, in fact, did not 
materialize. It was granted, secondly, to meet 
possible future dangers of the same sort anticipated 
by the economists. Lastly, it was granted for the 
purpose of resolving a dangerous deadlock of 
opinion. 

The final purpose was the one of real importance. 
The essential thing at the moment was to stop the 
bickering and give the normal processes of produc
tivity a chance to heal the wounds of war and 
gradually liquidate the reparation problem. This, 
fundamentally, was the sound principle which 
underlay the agreement reached on the hotly dis
puted subject of international transfers. 
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Inherent in such a settlement was the idea that 

the difficulties anticipated by the economists were 
a bridge which did not have to be crossed until it 
was reached. The question was left for the future 
to decide. The Transfer Committee was set up to 
observe the test which time would make of the 
theory of the impossibility of. debt payment. A 
truce to the argument was declared which should 
run while the agreed test was going forward. 

It was of the essence of this agreement that dem
onstration should take the place of speculation. 
But the economists evidently could not be denied 
their Parthian shot. "The funds raised and trans
ferred to the Allies on reparation account," says 
the report, "cannot, in the long run, exceed the 
sum which the balance of payments [i. e., in the 
present writer's terminology, export surplus] makes 
it possible to transfer, without currency and bud
get instability ensuing .•.• Reparation • •• can only 
be paid abroad by means of a~ economic surplus li. e., 
export surplus] in the country's activities."l 

Now, there is probably no student of the repa
ration problem who regards it as probable that 
Germany's trade figures will, for a considerable 
period of years, show a large balance of exports. 
The conclusion, therefore, to be drawn from the 
passages cited is that the Dawes Plan will break 
down. Obviously, such a conclusion could not be 
stated in so many words over the signatures either 

lltalica are the author' .. 
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of those who believed in the plan or of those others 
who presumably were willing to sign in the forlorn 
hope that it might succeed. But that precise con
clusion of a probable breakdown has been drawn 
by commentators the world over. The passages 
referred to have become the rallying point of a 
body of opinion which anticipates with some 
certainty a. suspension of payments during the 
first year of the full standard annuity commencing 
September I, 1928. 

A suspension of payments, such as is widely pre
dicted, would almost certainly mean a serious 
exacerbation of French opinion, a fall in European 
securities on the American market, an interruption 
of the flotation of new European loans in this 
country, and a slowing up of the movement of 
American exports. Without speculating upon other 
more serious possibilities, among them that of a 
renewed flight from the mark, franc, or lira, it is 
clear that, if the predictions regarding a suspension 
of payments mean anything at all, they mean a 
crisis of considerable proportions. 

In the following chapter, we shall tum aside from 
the story of the making of the plan in order to 
examine the basis of these prophecies of disaster. 



CHAPTER VII 

INTERNATIONAL TRANSFERS 

WE HAVE seen that the widely circulated 
prophecies of disaster to the Dawes Plan 

are predicated on the statement in the COmmittee's 
report that reparations can be paid abroad only 
through a German export surplus. The meaning of 
the Committee's dictum, in plain language, is that 
reparations can be paid abroad only in goods (and 
services). The argument based on this dogma is 
this: Since the reparation debt can be paid abroad 
only by an export surplus of goods, and since it is 
improbable that Germany in the near future will 
have an export surplus of $625,000,000 a year, it 
follows that the standard reparation annuity of 
that amount which commences to run September 
1,1928, cannot be transferred to Germany's credi
tors. 

Stated in another way, this proposition argues 
the arrival next year of a crisis in the exchange 
market, such as was referred to in the preceding 
chapter. The crisis would arise from a shortage of 
foreign exchange offerings. The amount of foreign 
exchange procured by German exporters through 

157 
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sale of their goods abroad and offered for marks 
would be insufficient to meet the demands for it. 
After satisfying the requirements of German 
importers for foreign exchange to pay for foreign 
goods, there would not be enough left over to meet 
the requirements of the Agent General for foreign 
exchange to make payments to the Allied govern
ments. That is to say: 

Exports minus imports equals export balance or 
surplus, which in the assumed condition would be 
less than $625,000,000. The Agent General would 
be bidding competitively with German importers 
for a supply, of foreign bills insufficient to meet the 
combined demand. The position of the mark would 
be jeopardized, and the Agent General, acting 
under the instructions of the Transfer Committee, 
would be required to discontinue the attempt to 
transfer reparations. 

To the suggestion that all-this is interesting but 
not important, since foreign loans to Germany are 
furnishing the foreign exchange necessary for 
transfers, the Jeremiahs reply that loans to Ger
many on a large scale will permanently cease 
within a year or two, and that, even if they con
tinue beyond that period, the only effect is a 
temporary postponement of a grave dilemma 
which grows graver still as the loans'multiply and 
which must be faced in earnest before very, long. 
And at this point they triumphantly cite the Com
mittee again: "Loan operations may disguise the 
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positio~r postpone its practical results-but 
they cannot alter it •••• Reparation ••• can only 
be paid abroad by means of an economic surplus 
in the country's activities."1 

This whole doctrine of the impossibility of debt 
payment has many elements of plausibility. In 
spite of the fact that past history does not support 
it, it has penetrated deeply into the economic 
thought of the day; and though current events are 
falsifying it, belief in it is still widespread. 

Were it not for one sinister possibility connected 
with the persistence of that belief, the logic of 
events might safely be depended on to push it 
gradually into the limbo of forgotten fads. The 
events which furnish the practical reply to the 
theory are events which are part and parcel of the 
operation of the world credit system, and the sinis
ter possibility connected with the propagation of the 
doctrine of disaster is due to the character of the 
foundation of credit. That foundation is confidence. 

Upon the confidence of the American investor 
depends the continued solution of the reparation 
problem, both in the broad sense of a solution 
through the revival of Europe by American capital 
and in the more restricted sense of a solution 
through the furnishing of foreign exchange for 
reparation transfers. It is, of course, possible that 
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the confidence of the American investor in the 
Dawes Plan is based on complete ignorance that 
there is such a thing as a transfer question. More 
likely, he is now beginning to take note of the 
prophecies of disaster in 1928. 

Truth justifies all things, including the circula
tion of pessimistic statements. But the truth of the 
doctrine of the difficulties of transfer cannot be 
said to have been established to the satisfaction 
of the Dawes Committee as a whole, since an 
organization was set up by the Committee in order 
to make a test of it. The curious position has there
fore arisen that the high authority of the Com
mittee is invoked in support of predictions which 
prejudice' the test agreed upon by the members and 
which strike at the whole reparation settlement. 
For, in dealing with the intangibles of credit, in 
proportion to the weight of authority behind 
pessimistic statements, in some related degree do 
such statements tend to receive public credence. 
They attack the general credit structure, and thus, 
irrespective of their intrinsic truth or falsity, act 
"as an effective force in [their] own vindication."! 

lThe phrase is quoted from Profess~ Frank D. Graham of Princeton 
University, Amt1'ican Economic RnNw, June, 1925. Professor Graham and 
Professor Allyn A. Younl1j of Harvard University are two outstanding pro
fessional economists in thiS country who have remained unconvinced of the 
soundness of the doctrines of the impossibility of international debt transfer. 
Professor Graham's article is a review of The R.paration Plan (1924), by 
Harold G. Moulton, and G"many's Capacity to Pay (1923), by Harold G. 
Moulton and Constantine E. McGuire, both books with the aid of the 
Council and stalf of the Institute of Economics (McGraw-Hili Book 
Company, New York). Dr. Moulton has been the leading American exponent 
of the School which predicts transfer difficulties. 
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What is to be the effect of these predictions on 
the American investor? Is there a possibility of a 
psychology of panic arising in his mind? Is he to 
believe the authorities or not? And if he does, will 
he be satisfied that the only crisis to be feared is an 
exchange crisis which the Transfer Committee will 
arrest by stopping the payment of reparations to 
France, or will he conclude that the very stoppage 
of those payments will precipitate a crisis both polit
ical and economic of an even more serious kind? 

It gets down to this: Do the passages in the 
Dawes report regarding transfers merit public ac
ceptance? By some supporters of the plan, the rais
ing of such a question; if not regarded as presump
tuous, will be considered unwise. In their view, 
criticism of any part of the report constitutes an 
attack on the plan as a whole, potentially capable 
of weakening public confidence in its really con
structive provisions. Is this true? Does any good 
ever come out of obscurantism? The fact is that, 
while those who believe the plan will succeed re
main silent, it is in effect being vigorously attacked 
(rom the other quarter. 

Let us try to break the transfer doctrine down 
into its components and see what it amounts to. 

In examining the transfer argument, it will be 
helpful at the outset if we are clear that Germany 
to-day is saving the amount of the reparation 
annuity over consumption. She has an economic 
surplus of at least the amount of the annuity, for 
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the taxpayers! are setting aside an aggregate of that 
amount out of income. 

If the German people continue to pay taxes to 
meet the payments to the Agent General, the 
nation will continue to produce an economic sur
plus to the amount of the annuity, which, com
mencing next year, will be $625,000,000. That 
amount of new capital~f tangible objects of 
wealth-will be saved over consumption. 

We should also be clear that this wealth which 
is saved remains a part of the German economy. 
Handing over to the Agent General the title or po
tential title to it, in the form of marks, has no 
bearing on that matter at all. The Agent General 
is a part of the German economy. His American 
citizenshi p and his Allied responsibility do not 
alter that fact in the least. He is merely an office; 
like any other office in the U nter den Linden, 
which has foreign obligations to meet. His settle
ment of them by purchase of foreign exchange has 
no effect on the surplus capital in Germany. He 
relinquishes title to the surplus capital in exchange 
for title to capital abroad. The surplus capital which 
he relinquishes in Germany remains there or leaves 
there in obedience to the law of supply and de
mand applied to capital. 21 

lDirect or indirect. It will be seen in the next chapter that a part of the 
reparation charge is not a direct burden on the budget but consists of a 
charge laid on the railways and industry. 

IIr he delivers in kind, however, that action may set up forces leading to 
the borrowing of capital abroad. See page 173. 
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Now, one of two things is perfectly certain. 
Either that surplus capital-:-that economic sur
plus over. consumption-will be needed at home as 
productive capital for industry, or it will not be 
needed at home for that purpose. Obviously, there 
is no other alternative. 

Let us now recall the picture drawn in a previous 
chapter of the United States before the war, owing 
5 billion dollars abroad. The position of Germany 
under the first a1ternative-{)f needing her surplus 
at home-is similar to that of the United States 
before the war. That is Germany's position at the 
present moment, and Germany is meeting it in the 
way that the United States met it. She produces an 
economic surplus, all of which is needed at home. 
She owes money abroad; she settles her current 
interest and sinking-fund charges on that debt by 
incurring fresh debt. She is a natural debtor 
country. 

Let us now recall a second picture of the United 
States, this time during the early years of the war, 
when our country was liquidating its 5 billion dollar 
indebtedness to Europe. When Germany's second 
alternative of not needing her capital at home be
gins to run, her position will be similar to that of 
America in 1915 and 1916. She will rroduce an 
economic surplus, not all of which wi! be needed 
at home. That is, she will have an export surplus. 
Her exports of all kinds (both goods and services) 
will be more than her imports. She will still owe 
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money abroad, but she will be beginning to liqui
date her debt by the movement of her export sur
plus, without incurring fresh debt. She will have 
become a natural creditor country in the transi
tion state, liquidating an adverse capital balance 
through the export of a current surplus, prepara
tory to creating a capital balance in her favour. 

Germany, then, in the first period, settles the 
current charges on an adverse capital balance by 
borrowing, 1 as we did before the war; in the second 
period, she settles the capital balance itself by an 
export surplus, as we did during the war. 

Let us restate this and carry it a little further. 
If Germany raises the necessary taxes and makes 
the required payments in marks to the Agent 
General, it is incontestable that she will have a 
current economic surplus of at least that amount. 
It is equally incontestable, that this surplus will 
either be needed for productive employment at 
home or will be available for employment abroad. 

In the process of economic restoration the con
dition under the first alternative obviously comes 
first in point of time. The second condition will 
only come lnto being later., That this will occur at 
some relatively distanf date seems more than 
likely from the facts relating to capital depletion 
in Europe, already reviewed. That eventuality is 

lIn 21 years ended December 31, 1926, Germany borrowed abroad on long
term credit the equivalent of $916,000,000 (S. P. Gilbert, report June 10, 
1927, p. 63) of which about $800,000,000 was American capItal (Dept. of 
Commerce, Trade Information Bulletin No. j 03, P'J~)' 
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in the future, say five or ten or even fifty years 
from now-no one can say just when. Meanwhile, 
Germany pays by borrowing. 

But, the question is asked, when the second con
dition does in fact arise and Germany actually has 
a surplus available for export, will that surplus be 
exportable? Will the world take it? Will the world 
want German goods and capital to that extent? 
The answer which we hear is that it will not. 
Foreign industries, it is said, will resist such a 
movement of German goods as a menace to their 
markets, and in particular the French will resist it 
from reasons of racial antipathy. 

It is not given to man to pierce the distant fu
ture. And it is not in all circumstances useful to 
try. Speculations regarding Germany's future ex
port surplus are still, as they were in 1922, classic 
examples of the academic question strayed into the 
field of practical affairs. The effect of interjecting 
into an already highly involved practical subject 
such essentially unanswerable questions is to throw 
one off the track. The practical question is, will the 
transfers under the Dawes Plan be met in 1928 and 
immediately thereafter? 

But academic questions, if they can be recog
nized for what they are, and so segregated as to be 
rendered harmless, are not without their interest 
and usefulness. Moreover, to decline to meet the 
economists on their favourite ground would savour 
of dodging the issue. Let us, therefore, look at that 
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particular speculative question which relates to 
Germany's future export surplus. 

The question posed is, "Will the world take 
$625,000,000 worth of German goods, at that future 
date, perhaps in five years, perhaps in fifty, when 
Germany no longer requires its capital at home? ,p 

In approaching this question, a doubt may be 
expressed whether it has any bearing on the repara
tion problem at all, since the life of the reparation 
problem may well prove to be short~r than the time 
during which a German export surplus is develop
ing. For, with the passing of time, the need for 
reparations in relief of the taxation burdens of the 
Allies will decrease, and when the debt, which is 
plainly a fertile source of international friction, no 
longer s~rves any predominatingly useful end, it 
may be expected to disappear from the political 
landscape. . 

Passing over this possibility, however, let us 
briefly examine a number of considerations which 
the economists, in supplying us with a negative 
answer to their question, have ignored. Their as
sumption, it will be recalled, is that the German 
surplus of $625,000,000 will not be accepted by the 
outside world when that time comes when Germany 
does not need it at home. 

In the first place, we need perspective. We need 
to disabuse our minds of the idea that the German 
surplus of whi<;h we are speaking will represent any 
considerable proportion of the operations of world 
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trade. T<>-<lay more than 50,000 million dollars' 
worth of goods and services move annually in inter
national trade. It should not be necessary to labour 
the point that fifty years from now, or even five 
years from now, $625,000,000 will be relatively 
a much more insignificant sum than it is at the 
present time. New wants of mankind are contin
ually arising, and new areas of customers' demands 
are continually being opened. 

Secondly, we may question the soundness of an 
assumption that Germany, or any nation, when her 
economic effort begins to turn outward, will not 
develop her system of foreign trade and finance 
commensurately with the need for disposing of 
her surplus. When German industry becomes so 
efficient as to turn out more new product than can 
either be consumed at home or ploughed back into 
new productive capacity at home, it is wholly likely 
that German energy and efficiency on the world 
market will be equally notable. 

Lastly, we may ask whether" dumping menaces" 
are not legendary monsters. We should bear. in 
mind that the movement of German goods which 
the economists predict will be resisted by foreign 
industries as dangerously competitive will in fact 
be capital flowing to debtor countries in the world 
system to supply capital needs. In the receiving 
country, such an influx does not strike at the prod
uct of industry as a whole, though individual 
industries may feel it. It supplements the prod-
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uct of an industrial system which, as a whole, is 
inadequately developed to meet the demand in its 
own markets, and simultaneously it injects that 
much new capital into the couIl:try for the use of 
industry, with the result of enhancing its produc
tivity. It fills a capital vacuum. 

Dumping menaces are creatures of the fears of 
manufacturers who have given little consideration 
to the ,matter of capital supply and demand. When 
a country is short of capital, it is short in produc
tivity, and its excess imports fill the dual function 
of satisfying the demand for capital and increased 
productive capacity on the one hand and for prod
uct on the other. Tariffs will not keep this inflow 
of capital out; and the manufacturer, when he gets 
to the point of needing capital to finance new pro
ductive capacity. is the last one who should wish 
them to do so .. Nor is race prejudice likely to keep 
it out. Are the borrowers any more likely to refuse 
German capital than English Or American capital? 

In a world at peace, with constantly expanding 
markets, it is safe to say that a German surplus 
will flow out to debtor countries as readily and 
acceptably as an Americaq or a British surplus. 
And by this movement there will be created foreign 
exchange o( various kinds in various amounts for 
the use of the Agent General-a little here and a 
little there-in transferring payments to the Allies. 

Now, if part of this surplus were to be taken 
directly in kind by Germany's reparation credi· 
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tors, the problem would be still simpler. What is to 
be said of the probable future attitude of those 
creditors, panicularly that of France, to whom 
half the sum is owed? Will France refuse to take 
goods in kind? Will France, needing relief for her 
taxpayers, decline to receive German goods in 
payment? She will, if the economist school can per
suade the taxpayer that the boycotting of German 
goods will result in indirect benefits to him of 
greater moment than the direct benefits of tax re
duction. 

The chances of such an argument being received 
with great favour in France cannot be said to be 
good. The whole history of the reparation problem 
shows that the French are not impressed by the 
doctrines of the economist school. The French have 
consistently been the leading exponents of the idea 
that a tax is a tax, all theories to the contrary not
withstanding. The French have consistently taken 
large amounts of deliveries in kind on reparation 
account, and so long as their need for reparations 
exists they may be expected to continue to do so. 

This is not to say that, with changed conditions, 
the character of the deliveries in kind to France 
will not change. T<Hlay the need of France for 
continued deliveries of coal appears to be lessening. 
But other requirements will take its place. At 
present, the suggestion is that German materials 
and possibly labour be supplied in connection with 
large public works programmes in France and the 
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French colonies, including hydroelectric projects, 
railroad building and electrification, canal and port 
improvements, the building of coke plants and the 
development of coal mines. Doubtless fifty or a 
hundred millions a year could easily be absorbed 
in these ways, and the payment of such sums for 
ten or fifteen years would make a considerable hole 
in the reparation debt. It seems entirely safe to 
assert that, if there is a will to pay, there is a way 

. to receive. 
Discussion of the more or less remote eventuali

ties associated with the subject of Germany's future 
export surplus is pleasant exercise. During the past 
several· years, it ~as proyided much innocent in
tellectual entertainment for students of the repa
ration problem. On the whole, however, it has 
proved too diverting. It has enveloped the repara
tion question in a fog of speculative controversy, 
behind which the whispered predictions of the 
knowing on the subject of the expected breakdown 
of the plan in 1928 have gone unchallenged. Let us 
now examine those predictions a little more closely. 

To-day, the fact is that the reparation debt is 
being paid and transferred against dollar and other 
foreign-currencyl loans· to Germany, or, more ac
curately, it is being transferred partly in cash 
against loans and partly in deliveries in kind, and 

lIt seems scarcely necessary to demonstrate that in these settlements 
dollars, sterling, guilders, and other foreign currencies are as useful to France 
as francs, being available for settlement of her foreign obligations, both 
commercial and governmental. 
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the latter in their capacity as capital taken out of 
Germany are being replaced in the German econ
omy by loans. 

That the foreign exchange procured by loans will 
continue to be available for transfers to the Allies 
and for payment of interest on Germany's commer
cial debt, instead of being completely used up by 
the borrowing industries for the purpose of buying 
goods for import from the United States or else
where, is a reasonable assumption. It is supported 
by past history of the financial operations of large 
debtors in the world system. A large part of the 
foreign credits required by the industries of Ger
many, or any country, is needed for purposes of 
domestic expenditure. When, in the case of Ger
many, loans are obtained in the United States, a 
portion of the dollars thus procured is surrendered 
by the borrower to the Reichsbank in exchange for 
marks, the latter being procured by the Reichsbank 
from the Agent General in exchange for the dollars 
which he requires in order to make transfers.1 

Now, as long as Germany needs foreign capital 
it is evident that the transfer of reparations will 
continue to be effected against loans. And when 
Germany no longer needs foreign capital, it is evi
dent that it will be for the reason that she has an 
export surplus of her own, available for the making 

IDr. Schacht in hit recent book (op. cit., p. J20 above) .tates that the con
venion of foreign loans into mariti at the Reichsbank for home use is by far 
the more frequent fonn of disposition made of such loans by the Gennan 
borruwen. For bit funher remarks on Ioanl, see below (p. 257). 



172 THE DAWES PLAN AND THE NEW ECONOMICS" 

of transfers. Is there any intermediate point be ... 
tween these two conditions? Is there any dead 
centre at which international economic processes 
in a world at peace will arrive, after the first condi
tion "has ceased and before the second has begun? 
The economists would have us believe that there is. 
Let us look at that hypothesis. 

In this particular area of the defeatist doctrine, 
the assumption is that, in a year or so, Germany 
will no longer need any more foreign capital, but 
that, nevertheless, it will have no surplus capital 
for export. The idea is that Germany would be in 
a perfectly neutral position in the world system, 
producing precisely enough new capital to meet 
her own internal requirements, but no more. 

The flaw in the theory is this": The Agent General, 
through his bank balances, will be holding title to 
an economic surplus in Germany, which, as we have 
seen, is being produced in at least the amount of the 
reparation annuity, through savings effected by 
taxation. This year (the fourth y~ar of the plan) the 
surplus thus produced is $437,500,000. Next year, 
under the full standard annuity, the surplus thus 
produced will be $625,000,000. Every month, then, 
on an average, $52~ooo,000 worth of new capital 
will be saved out of production. The rights over 
that new capital become vested in the Agent 
General through the payment to him of marks 
raised as taxes. Now, the second part of the assump
tion of the economists is that the commodities 
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representing this surplus capital are not to be re
garded as an exportable surplus. It is assumed that 
they are needed at home, to be ploughed back into 
new productive capacity-to be invested, in other 
words, in new domestic security issues. But, as we 
have remarked, the Agent General has title or po
tential title to these goods. Suppose, then, that he 
exercises his rights over them at the normal rate at 
which his purchasing power accrues, i. e., some 
$1,700,000 a day, and starts sending them over the 
frontier as deliveries in kind to the Allies. What is 
the result? 

The result is this: At the rate of $1,700,000 a day, 
Germany, which by the hypothesis is not in the 
market for foreign capital, is automatically placed 
in that market through the depletion of that stock 
of capital which by the hypothesis she needs at 
home. The dual assumption of the economists will 
not work at all. As long as the Agent General has 
a cheque book, Germany cannot be in a neutral 
position regarding capital supply. She will have to 
get capital from abroad. 

The picture drawn in the preceding paragraph 
of a gradual day-by-day action and development 
of economic forces deserves to be borne in mind 
in connection with almost any phase of the doc
trines of the pessimists. Much of the plausibility of 
their theories arises from formidable but quite un
real pictures of an unwieldy accumulated demand 
or supply suddenly thrown at German production, 
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at the German currency system, at the world sys
tem of exchange, or what you will. It is a fun
damental weakness of all their various hypotheses 
that they see $625,000,000 worth of marks or goods, 
banked up in one unmanageable mass, ready to be 
dumped into the cogs of the world machine all at 
once. 

But the system of reparations and the world 
system into which it meshes do not function in that 
way. They do not operate by fits and starts, inter
rupted by long intervals of passivity. They operate 
not through a spasmodic series of violent move
ments, but continuously, day by day and dollar by 
dollar. Millions of economic beings, like ants, are 
busy every hour of the day with their little con
cerns, all contributing their part to a broad, result
ant movement in which adjustments have been 
made as the necessity for them arose. With pressure 
here and recession there, little by little the vastest 
movements get under way and are absorbed with
out noticeable strain, while simultaneously their 
compensatory processes are brought almost im
perceptibly into action. A few small streams of 
reparation transfers trickling hour by hour into the 
sea of international trade and finance will scarcely 
produce a ripple upon its broad surface. 

Out of the failure of economists to visualize the 
workings of the world system as it is came the new 
doctrine of a certain mechanical impossiblism in the 
operation of economic forces. It sprang up at the 
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outbreak of the war. Such a war, economists said, 
would prove economically impossible after a few 
months' time. The new phase of the doctrine---the 
economic impossibility of transfers-is that first 
colossally mistaken hypothesis carried over into 
the era of war settlements. The fact is, of course, 
that economic forces have not a primarily mechan
ical nature at all. They arise out of the aspirations, 
the capabilities, the courage and the fears of mil
lions of human beings. If the burden of a debt is 
not physically and morally beyond the capacity 
of a debtor, if the debtor wants to pay and the 
creditor wants to be paid, the idea that some me
chanical difficulty inherent in the operation of 
economic forces will prevent payment is mere 
su perstition. 

The Committee's dictum that "loan operations 
may disguise the position or postpone its practical 
results but they cannot alter it" has a disquieting 
sound to the layman, and justly so, considering the 
authority. It plainly carries an implication of the 
breakdown of the reparation settlement. For loans 
are the only solution <?f the reparation problem 
which is in immediate sight. The layman is told 
that loans merely disguise the position. He is told 
this, moreover, in brief and uncompromising lan
guage, without elucidation, as if it were the state
ment of a truism. 

This cryptic statement has great plausibility. 
The answer to it is that it is the expression of a 
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highly special state of mind. When we examine 
the assertion in the perspective of the great swings 
of world trade and finance we recognize that state 
of mind for one which accentuates a point of time 
and not a period-a crisis and not a process-.:....the 
turn of the tide and not its ebb and flow. The Brit
ish economic mind regards as significant, not the 
experience of a world" moving healthily through its 
new cycle of capital distribution, but the event 
which will happen at the end of the cycle. It seizes 
upon the fact that the United States, during the 
war, settled an accumulated international balance 
by a gigantic export of goods, and it marks that 
isolated and wholly abnormal event as the key to 
the operation of the world system. Obviously, it is 
nothing of the sort. 

The fundamental assumption of the Dawes set
tlement was a condition of economic normality, to 
be induced by a cessation of purposeless contro
versy over what will happen in the more 'or less 
distant future. Broadly, the world system has now 
begun to function normally, with a new set of nat
ural debtors and creditors. It may well be that, at 
some future time, an extraordinary consumers' de
mand like that of the late war will arise in this coun
try and turn the tide of goods suddenly back again. 
Alternatively, it may be that the tide will turn only 
gradually, in obedience to forces of a beneficent 
chqracter, fulfilling complementary needs of the 
nations concerned. Or, again, it may_ turn back 
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through indirect channels, whereby we shall receive 
non-competitive products of third-party nations, 
settling Europe's obligations here as an offset to 
their obligations to Europe. 

But, by whatever means it comes, it may reason
ably be believed that the event is a long way off, 
and it may be accepted as certain that not even the 
wisest economist can possibly foresee the date, the 
circumstances, or the effects of its arrival. With 
their eyes fixed on this speculative future event, 
British economists make the extraordinary demand 
on our common sense that all economic life in the 
meantime is to be regarded as temporary, abnor
mal, and dangerous. Truly, the passing of sterling 
seems to have had an unsettling effect on the minds 
of our hard-headed cousins across the water. 

Meanwhile, in these movements of great eco
nomic forces, what is the function of the Transfer 
Committee? 

Contrary to a still rather prevalent belief, the 
Committee possesses no general power of control 
over the foreign exchange operations of Germany. 
It cannot forbid the acquisition of foreign exchange 
by German nationals or specify the purposes for 
which it shall be employed. In particular, it has no 
power to authorize or to decline to authorize the 
transfer to foreign bond-holders of interest or re
payments of principal of German commercial debt 
payable in foreign currencies. Its control over for
eign exchange is limited by its charter to forbidding 
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the transfer of reparation payments by the Agent 
General of the Allies. 

Its other powers are all contingent on the exercise 
of that one; and that power may be exercised only 
if a majority (or three, including the chairman) of 
its six members are of the opinion that the transfer 
of reparations would constitute a threat to the 
stability of the German currency.l In practice its 
function is that of an observer. In practice, the 
transfers of reparations go forward as a semi
automatic process resulting from the operation of 
economic forces. 

It must be considered fortunate that the power 
actually granted to the Transfer Committee to sus
pend reparation transfers falls considerably short 
of the implications of one passage of the report of 
the Dawes Co~ittee. In that passage the convic
tion was expressed that a policy of "continuous 
expert administration in regard to the exchange" 
was essential to the solution of the reparation 
problem. This provision seems to be in the nature 
of a safety valve through which the suppressed 
desires of the professional economist minority with
in the Committee were harmlessly blown off. If the 

1()n this question, as on all other questions but one, the chairman, in case 
of a tie, has a casting vote. It is to be noted that, if the two American mem
bers vote together, the vote of one other member would give the two dele
gations together a voting majority over the remaining three delegations. 
The possibilities in such a situation are food for thought. In case of a tie vote 
on the question whether concerted financial manreuvres have been set up, it 
is provided by the London Agreement that the question shall be referred to 
an arbitrator selected by the Transfer Committee in agreement, or in default 
of agreement, by the President QE the Court Qf International Justice at The 
Hague. 
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erection of a great machine of supercontrol over the 
exchanges was on the cards, the Committee is to 
be congratulated on having resisted the idea. 

Schemes of this sort are always alluring; and in 
these days many of them have the added attraction 
of carrying the approval of the very class which 
not so long ago was unanimous in warning mankind 
of their dangers. It is no longer solely the politician 
who is tempted to tamper with the natural flow of 
economic forces. Great instruments of artificial 
economic regulation are to-day the passion of the 
economist. The profession has its dreams of an im
perial sway over a standardized world in which 
the rOle of statesmanship will be a secondary one. 
While government, in the discharge of its duty to 
protect the public from exploitation, to-day steps 
into the domain of business with a certain cautious 
regard for the evils of over-regulation, our modem 
economists rush eagerly in with grandiose concep
tions of "managed money," of credit control and 
price stabilization on a vast scale, .and of Hexpert" 
manipulation of the exchanges. 

Should we not ask ourselves whether the science 
of economics to-day is not in danger of mistaking 
its calling? It is true that economic life to-day is 
vastly complicated, and that man needs science 
more than ever before. But he needs a servant and 
not a master. Complex though modem economic 
life is, the judgment and the initiative of the in .. 
dividual must still be the determining factors in its 
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processes. Economic forces are the resultant of the 
exen;ise of s~ores of millions of individual judg
ments. The time has not yet come when forces such 
as these can be displaced by any single mind or 
small group of minds, or when efforts to displace 
them by such inadequate instruments will not be 
fraught with danger. The individual producer, mer
chant, banker, or investor, in his scores of millions, 
must still form his own judgments and take his 
own risks. When he ceases to do those things,eco
nomic life will be hopelessly sterilized and stereo
typed. 

To-day, as in the past, economic science can best 
serve the individual by giving him facts. In modern 
conditions, what the individual needs is a wider 
range of information upon which to base his judg
ments. What he does not need is paternalistic regu
lation, either bureaucratic or expertocratic. 

The delusiveness of any scheme for regulation of 
the exchanges would lie in the fact that no mere 
human mind, howeyer" expert," could encompass 
all.the phenomena necessary of comprehension if 
an autocratic power over the economic activities of 
millions were to be beneficently exercised. The dan
ger of such a grant of authority would lie in the 
possibility that its recipients would possess their 
normal share of human vanity, and in consequence 
would be unable to resist the thought that the 
safety of the race required them to act. 

During the negotiation of some of the first foreig~ 
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loans placed in Germany after the creation of the 
Transfer Committee, American bankers were dis
posed to look to it for assurances relating to the 
transfer of payments of interest and ultimate repay
ments of the principal of the loans. The limitations 
of the Committee's powers were not clearly under
stood, nor was it apparent to all that the safeguards 
sought would be delusive. 

The natural control over the making of inter
national loans lies in the judgment of the lenders or 
their bankers regarding the solvency and earning 
capacity of the enterprises concerned and the gen
eral stability 'of the country. Credit criteria must 
govern the granting of credit. A power ,to regulate 
the making of loans to Germany, derived from an 
authority to regulate the ultimate retransfer of the 
principal to the investor, would be a control of 
new capital issues based on considerations wholly 
alien to the natural criteria of credit and highly 
theoretical in their nature. 

Such a control, if it interfered with the natural 
movement of capital, would threaten the revival of 
productivity which that movement has stimulated 
in Germany and the countries to whom Germany is 
now paying reparations. It would strike at the very 
processes which are now solving the reparation 
problem and what little remains of the German cur
rency problem. The longer foreign loans continue 
to be made to Germany in response to a natural 
demand-and it appears that such a demand will 
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not soon be satisfied-the longer will reparatioll 
payments continue to be transferred against th( 
foreign exchange which they create, and the neareJ 
will come the day when the reparation problem 
will be completely swallowed up by the white cor· 
puscles of international finance; 

The formal powers of the Transfer Committee, 
however, do not embrace the control of any private 
financial transactions whatever. They are restricted 
to authority to suspend the transfer of reparatioll 
payments. Whether that power is a safeguard in the 
international situation or a threat depends OIl 

whether one agrees with the theories of the econo
mists or not. To the writer, it seems in the nature 
of a contingent threat to the healing processes 
which have resulted from a restoration of confi
dence and a reestablishment of European credit. 

But the contingency is probably only a remote 
one, for, despite the predictions of a transfer crisis 
in 1928, it seems unlikely that the power of the 
Committee will ever be exercised. The power to 
suspend transfers of reparations has not the allure
ment associated with the manipulation of the more 
strictly commercial relationships of the world sys
tem~ It is primarily political in its significance. FOI 
some time to come, the authority conferred upon 
the Committee to suspend transfers will plainly be 
nothing more nor less than permission to let loose 
political forces of a highly explosive nature. It 
seems likely to be a long day before a voting rna-
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jority of the Committee will be convinced that such 
a remedy for some predicted instability of the 
German currency would be any remedy at all. In 
this situation, the position of the two American 
members, with the potential third and casting vote 
of one of them in case of a tie, is crucial. If an agi
tation for suspension of transfers arises, much will 
depend on their courage and judgment. These qual
ities Mr. Gilbert and Mr. Jay, the American incum
bents, unquestionably possess. 

Out of the foregoing discussion, the question 
naturally arises whether any real advantages re
sulted from the creation of the Transfer Committee. 
The answer is decidedly in the affirmative. 

The introduction of this novel instrumentality 
into the structure of the plan bridged the chasm 
between the taxpayer school and the economist 
school of reparation thought-between those who 
believed that the amount of reparations to be paid 
ought to be determined on the principle of equaliza
tion of national burdens. and those who believed 
that it would, in actual fact, be determined at a 
considerably smaller amount, fixed by the limita
tions of Germany's export surplus. As we shall see 
in a subsequent chapter, the Dawes Committee 
assessed the figure as closely as possible to the 
equitable basis demanded by the taxpayer school, 
while giving satisfaction at the same time to the 
economists by creating a committee with a contin
gent power to suspend payments. 



184 THE DAWES PLAN AND THE NEW ECONOMICS 

To the economists, the great merit of the scheme 
lay in that grant of power. To those others who 
found it inconceivable that the reparation problem 
could ever be settled unless Germany actually paid 
on an equitable basis, the supreme practicality of the 
device of a Transfer Committee lay in its soothing 
properties. To them it appeared to be a suitably 
seasoned dish of meat thrown to the economists to 
keep them quiet. It insured that a 'plan dedicated 
to the idea that reparations could be paid would 
get over its first hurdles without being sabotaged 
in any vital part. 

Once organized, the Transfer Committee became 
the most important of the forms set into the mould 
of the plan to keep the hot metal in place until it 
had hardened. It assisted, and it still assists, in 
maintaining confidence during the preliminary 
period. Economists have the satisfaction of believ
ing that it; will step in with a suspension of pay
ments when their crisis in the exchange market 
materializes. Less scientific persons have the satis
faction of feeling certain that votes will not be 
forthcoming which will enable the Committee to do 
anything so rash. 

The prophecies of an exchange crisis seem to 
have no objective foundation at all. Seemingly, the 
only crisis possible is a subjective one-a depression 
in the market for European securities brought on 
by those pessimistic predictions themselves and 
culminating in a crisis of the very kind predicted. 
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I t is difficult to believe that this will happen, 
though it may be heresy to suggest that the Amer
ican banker and investor will ignore the economists. 
If the banker and investor do succeed in preserving 
their independence of the high priests of the new 
economics, it seems as certain as anything in the 
future can be that the much-heralded crisis will run 
its course inside the economic crania, without doing 
any practical damage to the rest of the world. 

Meantime, while the question is pending whether 
the high tide of economic faddism came in 1922 or 
is still to come in 1928, the Transfer Committee has 
taken its place as an effective instrument of 
economic science in the field of the latter's real 
usefulness. Its researches into various aspects of 
Germany's economic life constitute an indispensa
ble contribution to the factual background of the 
reparation question. These highly objective and 
admirable studies cover the economics of the Ger
man phase of the problem since 1924. The equally 
important Allied phase, however, has yet to receive 
similar attention. 

Such a restriction of the illuminating power of 
facts to one side of a dual question contains ele
ments of danger. One side is in the light, while the 
other side is, relatively speaking, in the dark. The 
economist school was convinced that the repara
tion problem concerned only Germany's capacity 
to bear burdens. Germany's capacity was to be 
determined without reference to the capacity of 
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France. When the influence of that theory has been 
. more thoroughly. eradicated, it may be that the 
fact-finding functions of the Transfer Committee 
can be extended so as to include the other phase of 
the problem. That phase is France and French 
taxes. If the Transfer Committee could forget 
about transfers and think' about taxes-taxes on 
both sides of the Rhine-it would have a thor
oughly useful and engrossing occupation. 

Let us now turn to that phase of the w<?rk of the 
Dawes Committee. 



CHAPTER VIII 

ASSESSING GERMANY'S CONTRIBUTION TO 

RECONSTRUCTION 

THAT part of the Dawes Committee's task 
which concerned the German budget was dealt 

with by a subcommittee headed by Sir Josiah 
Stamp. Like its companion subcommittee on the 
currency, it brought the subject matter of its work 
under the constant review of the full Committee. 

The members of the Committee as a whole never 
relinquished close contact with anyone of its major 
problems, whichever subcommittee nominally had 
cognizance of it. In fact, the division of the Com
mittee's work between the two subcommittees had 
reference principally to consideration of the more 
technical aspects of bank and currency practice on 
the one hand and fiscal practice on the other. 

This division scarcely applied to such subjects 
as the loan, the foreign control, the transfer organiz
ation, the project which we are shortly coming to 
for the burdening of industry and the final deter
mination of the total burden on the German na
tion. On such matters, any real departmentalizing 
of the Committee's task under the one or the other 
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of the two clauses of its charter would have been 
impossible. All members of the CoIhmittee contrib
uted to the shaping of those important aspects of 
the plan according to their predilections and their 
abilities. 

As defined by its charter, however, the. two 
grand division~ of the Committee's mission were 
the currency and the budget. These were closely 
interrelated. A practical solution of the budgetary 
problem was impossible unless the currency plan 
succeeded, for without a stable currency the diffi
culties in the way of laying and collecting adequate 
taxes would be insuperable. The reverse of this was 
also true. Without a proper budget plan, including 
a satisfactory provision for reparation payments, it 
seemed certain that the hold of the French on the 
Ruhr would be maintained, the "flight from the 
mark" would be renewed, and the plan for the re
organization of the currency would be defeated. 

From this endless chain of malignant causation, 
only one thing could rescue Europe-a bargain be
tween the two parties chiefly at interest, in which 
each would contribute what the other most wanted. 
Clear heads on the Committee saw that the basis of 
such a bargain had come to exist. France wanted 
reparations-something which it was within the 
power of Germany to assure. Germany wanted 
currency stability-something to which France had 
the key in her grip on the Ruhr. 

It is scarcely to be doubted that the invasion of 
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the Ruhr had a deep inevitability. It was that 
event which supplied the first touch of realism in 
the reparation controversy and brought the affairs 
of France and Germany back to the contractual 
basis which is the only possible foundation for the 
peaceable conduct of international relations. 

The exchange of valuable considerations is essen
tial to the idea of contract. In its reparation 
clauses the Treaty of Versailles implicitly assumed 
an absurdity-the voluntary payment of a huge 
indemnity, despite the absence of any compelling 
consideration of self-interest for Germany. The 
occupation of the Rhineland under the terms of the 
Treaty did not adequately supply such a factor. It 
involved considerations affecting the pride of the 
German people, but not their economic necessity. 
A deeper necessity which Germany was under of 
rehabilitating herself in world opinion by making 
restitution to France was too vague and remote to 
supply the motive for the payment of a large debt. 
It was, besides, largely negatived in the minds of 
the German people by the campaign which mini
mized the damage caused to France by the war. 

Under the Treaty settlement, Germany was well 
enough off if the matter of reparations were allowed 
to drift; and no such impossible degree of altruistic 
feeling for the plight of France existed as would 
supply the corrective. International altruism with 
no backbone of self-interest is sheer .Utopia. One 
does not have to defend one's self from the charge 
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of undue cynicism in recognizing that there must 
always be a quid pro quo in international affairs. 
Between the friendliest nations-and Germany and 
France were not that-important national sacri
fices can rarely or never be successfully urged at 
home unless important national advantages can be 
plainly shown. Political leaders who point to remote 
or intangible benefits in justification of a policy 
of national sacrifice invariably have to answer the 
charge of disloyalty to a national trust; and few 
of them are strong enough to stand up under it. 
In Germany, after the war, a policy of Treaty ful
fillment was almost impossible. 

At the time of the Armistice, the fear was ex
pressed in many Allied quarters that the war had 
not been sufficiently brought home to Germany. 
The Germans, it was said, had not experienced the 
rigours of war at such close range as to insure their 
voluntarily playing their full part in the recon
struction of Europe. The implication was that an 
armistice should be refused until the war had been 
carried into Germany. 

It was a savage and impossible idea. But it was 
not without its profound basis of truth. It recog
nized that the German as a political animal is 
no more intelligent than the rest of mankind. It 
recognized that in the Twentieth Century of the 
Christian Era the intelligence of political man sel
dom functions spontaneously in the area of his 
international obligations. Man, as an individual, 
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in his private and to some extent his national affairs 
has learned the art of living with his neighbours. 
Collectively, as a tribe, he still rarely sees, until 
some form of physical discomfort brings it home 
to him, that a decent regard for the welfare of other 
nations is important to his own well-being. 

The nations of Europe, after the war, were strug
gling to emerge from a regime of unmitigated force 
to one founded more nearly on free contractual 
relationships. Before they could do so, the one
sided situation created by the occupation and dev
astation of northern France had to be rectified. 
The occupation ofthe Ruhr redressed the balance. 
France was no longer a mere suppliant before the 
bar of international justice. She assumed the posi~ 
tion of an equal negotiator. 

Poincare's justification of the occupation on the 
ground that a German "will to pay" had to be 
created was in its essence neither so harsh nor so 
futile as his critics believed. The German need for 
relief from the horrors of a depreciating currency 
came to assume an equal intensity with the French 
need for reparations. That relief the French, and 
only the French, could grant, by releasing the 
pressure in the Ruhr, and thus contributing an 
essential element of the credit background neces
sary for the reorganization of the currency. The 
establishment of a proper schedule of reparation 
payments was the key to the situation. An effective 
desire by the Germans to meet such a schedule 
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might be expected to provide the remaining credit 
factor essential to the importation of foreign capital 
into Germany. 

The German industrialists held, or had held, "the 
strings to the situation in their hands. They had 
benefited enormously from the depreciation of the 
currency, and had waxed in power and arrogance 
accordingly. Until the occupation of the Ruhr, 
some of their conspicuous representatives had 
shown an attitude of indifference or hostility to 
the payment of reparations and thus to the relief 
of a situation which bore very hard on the plain 
German. At the conference at Spa, in 1920, relating 
to coal deliveries to the Allies, Stinnes, the great 
coal and iron operator, had been blatantly defiant. 

With the seizure of the industries of the Ruhr, 
a change in the attitude of the industrialists was 
foreshadowed. When passive resistance broke down 
arid government aid ceased, that change became an 
accomplished fact. The magnates showed some 
responsiveness. They were not suffering directly 
from the effects of the depreciation of the currency 
-far from it~but the circumstances of the occu
pation which prevented the recovery of the currency 
had suddenly become dangerous and detestable to 
them. 

When the Committee met, the industrialists had 
seen a great light. No one wanted the French out 
of the Ruhr more than they did. While their direct 
interest was)n regaining control of their properties, 
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it harmonized perfectly with the interests of the 
rest of the nat~on, which was unanimous in wanting 
to be rid of the effects of th~ occupation on the 
currency. Workingmen particularly were in this 
respect thoroughly sound in their economics. They 
were quite clear that inflation was a curse, and 
it was from their representatives that the Commit
tee received the most moving of all the appeals 
registered for a currency which would protect 
persons of moderate means from destitution. 

All such appeals the Committee answered with 
the reminder that it was for the Germans them
selves to make their own relief assured. Do you 
admit,.they asked, the justice of a burden of taxa
tion being placed on the German people which will 
be equal to that carried by the Allies? Are you 
prepared, they asked the industrialists, to accept a 
tax on the profits of inflation which will make a 
large total yield from national taxation possible? 
The answers were in the affirmative. 

With gratifying unanimity, the representatives 
of all classes of the German people showed a wish 
to contribute effectively to the reconstruction of 
Europe. To the keen judges of human nature who 
were numbered among the members of the Com
mittee, the German responses seemed sincere and 
spontaneous. Many Germans were seeing things 
in a more just perspective. The corrective of the 
Ruhr, beginning in violence, was ending in peace. 
It was Admiral Mahan, we believe, who said that 
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the proper function of force is to give moral ideas a 
chance to take root. 

The shift of wealth which had res;;'lted from the 
depreciation of the currency was the key to the 
budgetary problem. Industry had been enriched at 
the expense of the holders of its now worthless . 
obligations. The extensive class of small investors 
who held bonds rather than stocks had been wiped 
out by the destruction of the value of all fixed obli
gations, while the owners of real property, the 
shareholders or part owners of corporate assets in 
the form of plant, machinery, and materials, had 
correspondingly benefited. The holders of govern
ment obligations had been impoverished by the 
equivalent of a terrific intensification of taxation 
for debt retirement, imposed on them within a 
brief period of time instead of on the taxpayers at 
large over a mucli longer period. 

The boundaries and composition of these various 
classes-bondholders, shareholders, and taxpayers 
-were only vaguely determinable. These classes 
were by no means distinct. They overlapped and 
were partially intermingled. Broadly speaking, 
however, it was the great middle class which had 
suffered most from depreciation of the currency. 
The savings of the frugal had been swept away by 
the cancellation of debt; and salaried men, small 
professional men, and, to a lesser extent, labour 
had suffered from the lag in the upward adjustment 
of their compensation. The poor had become poorer 
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and the rich richer. It was as if a gigantic suction 
pump, driven by the engine of inflation, had played 
over the country and drawn all the savings of the 
population at large out of their pockets into those 
of the Ruhr magnates. 

This internal shift of wealth, however, had not 
resulted to any great extent, if at all, in diminishing 
the total real wealth of the country. It was an essen
tial part of the Committee's mission that an effort 
be made to reach the accumulations of shifted 
wealth for purposes of taxation. There was a con
siderable movement in Germany-which has since 
borne fruit in legislation-for the reinstatement of 
small percentages of the original value of various 
categories of depreciated debts. The effect of this 
on taxation, however, was slight and incidental. 
The Committee proposed that a large blanket 
charge of taxation be immediately laid on industry, 
including the railways, but excluding agriculture. 
If this could be done on an adequate scale, the 
problem of laying a national charge of taxation 
approximately equivalent to the burden resting on 
the Allies would be greatly simplified. 

A project to place a special tax on these proper
ties for reparation purposes had, in fact, been sub
mitted by the German government in its note to 
the Allies of June 7, 1923. It was then only a half
formed idea, and the government itself at that time 
would palpably have been unable to give effect to 
it. The industrialists were too strongly intrenched. 
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The Committee adopted the scheme with modifi
cations. 

Of the toteil standard annual charge on Germany, 
as finally agreed~ a half, or $312,5°0,000,1 was laid 
directly on industry, the railways, and railway 
traffic. The remaining half was to be borne by the 
budget of the Reich, with the proviso that if, in the 
opinion of the German government, the budget 
ought to be further relieved by specific taxes on 
other forms of property, such a course should be 
followed. 

The charges laid upon industry and the railroads 
were effected through the creation of first-mortgage 
bonds in a total capital sum of 4 billion dollars, 
running to the Allied creditors of Germany. The -' 
annual charge on these bonds at 6 per cent. (of 
which 5 per cent. was interest and the remainder 
sinking fund) was $240,000,ooo-a charge which 
would run for 40 years, i.e., until the retirement of 
the bonds by operation of the sinking fund. Added 
to this was a transport tax of $72,500,000, to be 
paid by the railroads. 

The project·· for the creation of the mortgage 
bonds had several striking advantages. It was cal
culated to take a considerable part of the financial 

lThat is, 1,250 million gold marks. Officially, all reparation obligations and 
transactions are stated in gold marks, but for convenience they are stated by 
the writer at their dollar equivalent. This is calculated, except where other
wise mentioned, at the approximate rate of four marks to the dollar. As the 
value of the mark at gold paris about 23.8 cents (4.2 marks to the dollar) the 
dollar amounts, if calculated more exactly, would be 4.8 per cent. less than 
the approximate amounts used in this book. 
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aspect of reparations out of politics. For the bonds 
were primarily of a commercial character. The an
nual return from them was dependent, not on the 
vicissitudes of fiscal legislation, but on industrial 
earnings. When the appropriate time should come 
for marketing them, that part of the reparation 
debt which they represented would be definitely 
absorbed into the world commercial system; and 
the proceeds of their sales .to investors would fall as 
capital sums into the impoverished treasuries of 
the Allied governments. 

Moreover, to Germany the scheme was of incal
culable value. Facing an imperative public obliga
tion of large size, the nation was also confronted by 
that iron dilemma which, in a society dependent 
on accumulations of capital, everywhere defeats the 
principle of taxation according to ability to pay. 
The Committee seized upon and turned to Ger
many's advantage the enraordinary circumstances 
of the moment which made it possible for Germany 
to find a partial escape from that dilemma. The 
reparation crisis had delivered the industrialists 
into the hands of the government. 

The charge laid by the Committee on industry 
proper was less than a third of the combined 
charge on industry and the railroads. The Ger
man government had suggested a mortgage on 
industry amounting to 21 billion dollars, and had 
proposed that agriculture carry a share of it. The 
Committee did not concur with that part of the 
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proposal. It believed that there was considerable 
risk in including agriculture in the scheme. The 
decline of agriculture which had come with the 
modern swing to industrialism was not a factor to 
be lightly ignored. The American members are both 
known from their public utterances on the subject 
to be keenly aware of the importance of the modern 
agricultural problem and to entertain a highly sym
pathetic attitude to the farmer. The Committee, as 
a whole, shared these views. It came to the conclu
sion that it was not justified in recommending a 
special burden on the agriculture of a nation which, 
in the Committee's words, "is unable to provide 
its entire food supply." 

The Committee was conscious that the owners 
of agricultural properties, like all owners of equities 
in land, had realized through inflation substantial 
profits at the eX'pense of their former creditors. 
But it was al~o convinced, we may infer, that for a 
long time society's basic industry had not been 
offering sufficient attractions as a vocation. From 
1882 to 1907 German agriculture, measured by 
occupational statistics, had suffered a startling de
cline, the percentage of the population engaged in 
its pursuits having decreased from 42.5 per cent. to 
28.6 per cent. For a long time, agriculture had ob
viously been out of line with other industries, and 
the Committee was unwilling to assume that any 
special benefits that it had realized from deprecia
tion of the currency required rectification. 
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With agriculture (including forestry, gardening, 
stock breeding, vine-growing, and fisheries) ex
cluded from the charge, the Committee fixed 
the proposed burden on the remaining industries 
of Germany at a capital sum of Ii billion dollars, 
or $75,000,000 a year. All things considered, this 
was an extremely moderate charge. Probably few 
informed persons would be inclined to deny that 
industry could easily have afforded more. On the 
other hand, as a practical matter, it is doubtful 
whether any substantially larger charge could have 
been made effective. The industrialists had to be 
reckoned with as a factor in the ratification of the 
plan by the German government, and there were 
limits beyond which that powerful group could not 
be induced to go. Moreover, the charge on the 
railroads would itself result in an indirect burden 
on industry, and the two together constituted a 
very respectable figure. 

There were excellent reasons why the combined 
charge should in large part be effected through the 
railway bonds. The railway charge would lie on 
distribution, midway between the producer and 
the consumer. Some of the charge would be borne 
by both. As a burden on the consumer, it was easily 
to be justified as being in replacement of the bond 
interest element in transportation costs which had 
been eliminated by inflation. As a burden on indus
try, the railway charge was more remote than the 
direct industrial mortgage charge and thus some-
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what more removed from the possibility of attack 
by the industrialists. 

Moreover, the charge laid on the railways repre, 
sented the creation of an investment security of a 
more familiar type, which would be correspond
ingly easier to sell on the world investment markets 
when the appropriate time for such action should 
arrive. The industrial bonds, on the other hand, 
were less compact and manageable. They were 
based on a blanket mortgage on industry as a whole, 
supported by several thousand individual mort
gages in the hands of a trustee. Thus, while ample 
physical security underlay them, innumerably 
more parties directly at interest were involved. 
The advantage of a broad basis which they enjoyed 
was offset by the difficulties of having to deal with 
a numerous class of debtors. As investment secur
ities, the industrial bonds marked a somewhat new 
and untried departure. 

With the exception of the primary food industries 
that have been named above, all industrial and 
trading concerns of more than $12,500 capital, in
cluding mines, shipping concerns and tramways, 
were made subject to the mortgage, and other 
concerns of more than $5,000 capital, while not so 
subject, are required by law to contribute toward 
the annual charge. The latter class includes banks, 
insurance companies, cafes, hotels, boarding houses, 
and commercial concerns. The major allocation of 
the blanket charge is governed by a provision of 
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law that at least 20 per cent. shall be borne by iron 
mining and iron and steel manufacturing, 17 per 
cent. by the machine and electrical industry, in
cluding the generation of electric power, 8 per cent. 
by the chemical industry, and 7 per cent. by the 
textile industry. The allocation of the remaining 
48 per cent. is not specified. 

Within its group, each concern takes its share of 
the charge on the basis of its working capital 
(bftrifbsvfrmogen) as determined for the tax on real 
and personal property (flermogenssteuer). In his 
report for 1925, the Allied Trustee for Industrial 
Debentures (Bernardino Nogara of Italy) stated 
that the total working capital of the concerns af
fected by the law, according to official estimates, 
was approximately 8 billion dollars. The annual 
charge, therefore, represented somewhat less than 
1 per cent. of the capital. This burden the trustee 
estimated would be reduced about one third by 
extension of the charge to other classes of industry 
-at August 31, 1926, 53,397 concerns were liable 
to the charge. 

The creation of an Issue of first-mortgage railway 
bonds amounting to 21 billion dollars and carrying 
an annual charge of $165,000,000 ranks as one of 
the Committee's most important and striking 
achievements. As an effective instrument of repa
ration finance and, potentially, of investment fi
nance, these bonds have unique character. The 
perfect adaptability of the railway properties to 
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the creation of such an instrument was viewed by 
all the membe.rs of the Committee with immense 
satisfaction. By the business men members it was 
regarded with' something approaching enthusiasm. 
The great railway system of Germany stood out 
of the dreary morass of the reparation problem as 
a colossal objective fact on which business men 
could build with confidence. 

About 33,000 of the 35,000 miles of railway lines' 
in Germany were operated by the state govern
ments. It was these government-owned lines with 
which the reparation project was concerned. With 
the assistance of a British and a French expert, the 
Committee made a careful investigation of the sub
ject. They found a magnificent property, its equip
ment "modern and fully up to the level of the latest 
improvements i.g. railway technique." 

On a conservative estimate, the railways were 
worth 61 billion dollars, and owing to the deprecia
tion of the mark they were practically free from 
debt. The components of the system before the 
war had carried an annual debt charge of about 
$125,000,000. The annual gross profits out of which 
this charge had been met were about $250,000,000, 
in spite of the fact that large expenditures had been 
charged to maintenance which, in the Committee's 
opinion, might properly have been'charged to cap
ital account. Since the world began, no single prop
erty of such magnitude,. physical excellence, and 
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proved earning power had ever been free for the 
imposition of a first mortgage. 

Since the Armistice, the system had been oper
ated at a loss, involving heavy charges on the 
German budget. It had been "enormously over
staffed" and "extravagant capital expenditures" 
had been incurred, "for which the official excuse is 
that construction was largely undertaken to ward 
off unemployment." But the Committee was con
vinced that, under proper management, under 
unified control, and with a proper tariff policy, the 
railways could without difficulty earn a fair return 
upon a capital value of 61 billion dollars. 

This improvement in earnings the Committee 
did not contemplate would be made at the expense 
of the German people by increasing passenger 
fares or freight rates. Iri their opinion, it could be 
substantially accomplished by more economical 
administration. Such economies the Committee 
was careful to point out would not imply the pay
ment of inadequate wages to employees. They 
would be effected through the discontinuance of 
wasteful expenditure. Increased earnings would 
also be shown by eliminating from the operating 
and maintenance accounts those expenditures 
which were more properly chargeable to capital 
account. The Committee believed, however, that, 
so long as the railways were under government 
control, it would be useless to expect anything 
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approaching the full measure of possible improve
ment. "The whole spirit of the government's own
ership in the past has been directed to running the 
railways primarily in the interest of German indus
try and only secondarily as a revenue-producing 
concern." They were of the opinion that a complete 
break with the traditions of government operation 
was essential. 

As finally adopted and embodied in the German 
law, the railway plan provided for the operation of 
the railways by a joint stock company, under a 
concession running for forty years. The 61 billion 
dollars of capital value of the properties was repre
sented by (I) 31 billion dollars in common shares, 
held by the German government, (2) one half bil
lion dollars in preference shares (of which 75 per 
cent. were to be sold to the public to finance 
capital expenditure, and 25 per cent. sold for the 
benefit of the German budget), and (3) 21 billion 
dollars of first-mortgage bonds, guaranteed by the 
German government and issued to a trustee repre
senting Germany's reparation creditors. The serv
ice of these bonds, including 5 per cent. interest 
and a charge of I per cent. per annum for sinking 
fund, represents less than 3 per cent. of the 
capital cost of the railways-" a very modest 
charge on the capital investment," as the Com
mittee pointed out, compared with that in many 
countries. 

As contemplated by the plan, the management 
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of the railways is in practice I~ft in German hands. 
Nine of the eighteen directors of the new company 
are chosen by the German government and the 
private holders of preference shares. The other 
nine are appointed by the Allied trustee of the 
bonds" Five of the latter, however, may be and 
are Germans. The chairman of the Board (C. F. 
Von Siemens) and the general manager must be 
Germans. The plan contemplates that the govern
ment shall have such control over the tariffs and 
service as may be necessary to prevent discrimina
tion and to protect the public without impairing 
the ability of the company to earn a fair and reas
onable return on its capital cost. 

A railway commissioner, at present Gaston Le
verve of France, represents the Allies. Normally, he 
has no operating authority. He has the right to 
inspect any and all parts of the system, to receive 
full reports of operations, and to examine all pro
posals for non-routine expenditures, changes in 
tariffs, and the granting of special rates. But, in the 
event of a default on the bonds, he has the right 
to veto expenditures, to increase tariffs, and to re
move the general manager. Should the default con
tinue six months, these rights are expanded to com
plete operating powers and authority to sell surplus 
property. In such circumstances, the Commis
sioner, with the consent of an arbitrator appointed 
by the president of the Court of International 

lAc pracnt former Premier Delacroix of Belgium. 
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Justice, may also lease the railways in whole or in 
part for the purpose of assuring the service of the 
reparation bonds. l 

The Committee's railway scheme has been an 
unqualified success. In spite of the difficulties of 
the early period, the railways, for the first fourteen 
months of operation ended December 31, 1925, 
earned an operating profit of ~h05,000,000, of which 
$100,000,000 (the full amount required for this 
initial period) was appropriated to the service of 
the bonds. After setting aside reserves, about 
$38,000,000 was carried to surplus. The earnings 
for 1926 were $215,000,000, out of which were met 
th~ charges for the reparation bonds, amounting to 
$143,500,000 preference dividends of $10,000,000, 
and reserve appropriations, leaving a surplus for 
the year of $42,000,000. 

Along with the subject of raising reparation 
funds from industry and the railways, the Com
mittee considered the possibilities of revenue from 
regular taxation. In this aspect of its work, the 
Committee examined the taxation system in gen
eral and several past and prospective budgets in 
particular. It could not well do less than that if it 

. was to arrive at defensible general conclusions as 
to the German tax burdens. But it could not well 
do much more. The Committee was clear that an 
attempt to construct a detailed budget for the 

lArticle 24 of the Statutes of the Railway Company enacted by the Ger
man law of August 30, 1924. 
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German government would exceed the natural 
limits of its mission. 

Such an attempt would have been futile. "The 
taxation of each large nation to-day," said the 
Committee in its report, II is the product of many 
factors, including its historical evolution, its eco
nomic conditions, its political ideas, its constitu
tional framework, and its social psychology. What 
is a good system for one country may be quite un
acceptable for another. Even though the same ele
ments may exist in two systems, the importance 
played by those several elements in the whole may 
be quite different. If/a similar total burden is being 
raised in two countries, it is almost certain that the 
manner in which it is being spread over the com
munity and the particular devices adopted to raise 
it will be very different .... The Committee would 
desire to avoid being dogmatic as to the way in 
which a given sum shall be raised by the German 
government. Having come to the conclusion that 
a given burden can be borne, it is for Germany t6 
suit her own conditions in prescribing the ways in 
which it shall be obtained." . 

However, the Committee did offer certain sug
gestions. It seemed to it that indirect taxes were 
.. d I I " II I " un u yow, taxes on motor transport too ow, 
and on estates "extraordinarily low," and that the 
turnover tax (of 21 per cent.) was somewhat high.1 
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Its major criticisms of the fiscal system dealt with 
two subjects of first importance-the income tax 
and the fiscal relations between the Reich and the 
States and Communes. 

The income tax, the Committee said, was inade
quate. The wealthier classes had not been reached 
properly, "either to an extent which the taxation 
of the working classes would justify or to an extent 
comparable with the burdens upon the wealthier 
classes in other countries." In a total estimated bud
get of $1 ,300,000,000 for the year 1924-192 5 (ending 
March 31, 1925), the Committee drew attention to 
an estimate of $336,000,000 for taxes on wages and 
income, of which 64 per cent. represented taxes 
on wages.1 

With respect to its second major criticism, the 
Committee dwelt on the unsatisfactory results of 
the fiscal centralization in Germany which had 
followed the revolution of 1918. Under the new 
system, the Reich administers taxes formerly ad
ministered by the States and contributes largely to 
the budgetary needs of the latter. The Committee 
pointed out that while the States discharge many 
of the functions of government, there is no clear 
principle connecting their resources with their ob
ligations. "When in difficulties," the Committee 
said, "they press the Reich for larger subventions 

lThe actual receipts later proved to be $553.000,000, of which 60 per cent. 
were taxes on wafie5. For 1925-1926, the results were similar, but in 1926-
1927, out of a similar return, taxes on wages accounted for about So per cent. 



ASSESSING GERMANY'S CONTllIBUTION 209 

(as percentages of the yield of taxation) just as in 
turn the needy Communes press the State for 
greater financial aid." The Committee was clear 
that "in the near future, the German government 
must take steps to put the relations between the 
Reich and its component parts on a regular basis 
which shall insure that the latter are not a con
stant drain upon Federal resources ... ,." The Com
mittee's recommendations have not yet borne fruit. 
This feature of the German fiscal system is still the 
football of politics.1 

The problem of establishing a fair and proper 
charge on Germany was a dual one. It had its in
ternal and its external aspects, and in both fields 
a highly complex set of facts had to be digested 
and a highly difficult set of conditions mastered. 
The Committee had to determine how the charge 
was to be laid internally and, having regard to the 
burdens of the Allies, how much it should be in all. 
By outlining the scheme for industrial debentures 
and railway bonds, and by conducting a general 
survey of the system of taxation, the Committee 

IAbout one third of the revenues of the Reich are now tumed over to the 
St,alee, these contributions bein, calculated by the Ule of percentagel i1P'" 
plied to the proceed, of the vanoUi categories of taXeI. No general revsew 
of the iIyItem hu u yet been made, and S. Parker Gilbert in hi, reports as 
-,!8ClIt. General has repeatedl)/' pointed out the extremely unsatisfact~ry 
lltoanon of the whole matter. In hi. report of June 10, 1927, he lummanzes 
the, .. fundamental objectiona of principle" to the preHnt system as follows: 
.. Flm, the Reich under this system divests itself automatically of a large 
share of its principal taxes •••• Second, the payments to the atatel and com
munes ••• are made without regard to their financial condition and require
IlleDtI. • • • Third, the whole tendency of the present system i. to confuse 
the rea~bility for taxation •••• " 
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cleared the ground for its major effort. The final 
test of its work would lie in the fixing of a schedule 
of reparation payments. To lay an equitable burden 
on Germany as a whole was the final, all-inclusive 
problem of reparations. 

In its report on this subject the Committee went 
back to first principles-morally and historically. 
It stood on the "simple principle of justice," which 
had been written into the much-abused Treaty of 
Versailles, that the German people should be placed 
under a burden of taxation at least as heavy as 
that borne by the Allies. For four years, while the 
controversy had raged over international transfers, 
over the cancellation of the C bonds as a means of 
restoring Germany's credit, and over the occupa
tion of the Ruhr, that principle had been lost from 

. view. The Committee restored it as the one founda
tion upon whicli a common European sentiment 
could be built. 

This principle the Committee termed the princi
ple of the" commensurate burden." They reported 
that they found this conception "exceedingly diffi
cult to translate into quantitative measurement as 
a basis for practical action." But they believed 
that, in the charge upon which agreement was 
finally reached, effect was given to that principle 
"in the fairest interpret:;ttion and application of 
[it] which is practicable." 

In the expression of these sentiments the Com
mittee, obviously, was unanimous. But as to the 
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processes which bridged the gap between accept
ance of the principle of equity and the practical 
application of the principle to the problem in hand, 
the report bore unmistakable testimony to a ~erious 
internal clash of opinion. Two contradictory lines 
of thought ran through the report, without being 
reconciled. 

The tenor of one of these ideas was that the bur
den of an internal debt was not comparable with 
the burden of an external debt. As between two 
apparently equal national tax burdens, it was 
argued, an internal burden has ameliorating fea
tures whi~h are lacking in the case of an external 
burden. This was the familiar English doctrine 
that, .. in the economic sense," an internal debt is 
no burden at all. The opposite line of reasoning 
was succinctly contained in the statement that to 
the taxpayer" a tax is a tax, whether the ultimate 
destination is the payment of a war debt due to 
fellow citizens or to foreigners." 

Here, cropping out in the Dawes report, was the 
old irrepressible conflict between the economist 
school and the taxpayer school. By which one was 
the Committee guided in fixing the burden to be 
laid on Germany? It is obviously impossible that 
both of two contradictory lines of reasoning, which 
would arrive at widely differing results, could have 
been followed. The Committee arrived at an agree
ment, but it did not define its basis. We shall return 
in the next chapter to an examination of the evi-
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dence which throws light on that question. Here let 
us look at the terms of the settlement. 

The Committee agreed that Germany should 
make a fixed annual payment in each standard year 
of $625,000,000. These payments were to run for 
a considerable period of years, but' no definite term 
was stated. It was further provided that this an
nual payment should cover all obligations of Ger
many to the Allied and Associated powers for costs 
and charges arising out of the war, including, 
among other things, the costs of the armies of occu
pation and the cost of administering the plan. 
Under. the provisions of the plan, the standard 
annuity will commence in the fifth year which runs 
from September I, 1928, to August 31, 1929.1 

Half of the standard annuity of $625,000,000-
$3I2,soo,ooo---is. to be contributed by the ordinary 
budget, specifically secured by the revenues from 

lThe details of the schedule of payments for the first four years are as 
follows: 

First year, 1924-1925, total $25°,000,000, including $200,000,000 from the 
external loan, and $50,000,000 part of the interest on the railway bonds. 

Second year, 1925-1926, total payment $3°5,000,000, including $62,500,000 
from sale of railway preference shares (actually purchased by the German 
government and not yet sold to the public), $148,75°,000, interest on rail
way bonds (including $3Z,500,000 from the previous year), $6z,5oo,000 trzns
port tax, and $31,25°,000, interest on industrial bonds. 

Third year, 1926-1927, total $375,000,000, including $102,500,000 from the 
budget, $137,500,000 interest on railway bonds, $72,500,000 transport tax, 
and $62,500,000 interest on industrial bonds. (The plan fixed the third annuity 
at $300,000,000. It provided, however, for two contingent supplementary 
contributions payable from the budget in the fourth and fifth annuity years, 
amounting in the aggregate to $125,000,000. By an agreement between the 
Reparation Commission and the German government, September 8, 1926, 
the two contingent supplementary contributions were replaced by a single' 
definite payment of $75,000,000 to be made during the third year.) 

Fourth year, 1927-1928, total $t37;Soo,ooo, including $125,000,000 from 
the budaet and other payments II In the fifth or .tandard year. 
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customs and from the taxes on alcohol, tobacco, 
beer, and sugar. l A little more than one quarter, 
$165,000,000, is to be contributed by the railways 
as interest and sinking-fund payments on bonds, 
and somewhat less than an eighth each by a trans
port tax in the amount of $72,500,000 and by in
dustry in the amount of $75,000,000, the latter paid 
as interest and sinking fund on the industrial mort
gage bonds. 

The plan provided that, in addition to the fixed 
annuity, there should be paid annually, com
mencing in the year 1929-1930, a supplementary 
sum dependent in amount on economic conditions 
in Germany. The annual determination of this 
supplementary sum is to be based on the average 
increase over certain standard years shown by 
six sets of representative statistics which make up 
the Committee's so--called "Index of Prosperity." 
The six component indices are: (I) Exports and 
imports together; (2) budget receipts and expendi
tures together, including those of the states of 
Prussia, Saxony, and Bavaria, and excluding Peace 
Treaty payments from both sides; (3) railway 
traffic, by weight; (4) value of consumption of 
sugar, tobacco, beer, and alcohol; (5) population, 
and (6) coal consumption per capita. 

1Th_ Uligned revenuel are controlled ~by an Allied commissioner for con
trolled revenuee, at pre.ent Sir Andrew McFadyean. former general secre
tary of the Reparation. Commission and general secretary of the Dawes 
ComlDlttee. Through h.. hand. the revenUeI are repaid to the German 
aovemment u the reparation annuity is paid to the Agent General from the 
BOUma uJIOII which it is levied under the plan. 
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For the five years commencing September I, 

1929, the average percentage increase' shall be ap
plied to the.sum of $3 12,500,000 to give the supple
ment for the year; thereafter to $625,000,000.1 In 
the event of the index in any year producing as a 
supplement a minus quantity, the fixed annuity 
payment will continue to be made, but subsequent 
supplementary payments will be decreased accord
ingly. 

The scheme for supplementary payments rests 
on the Committee's recognition of "both the neces
sity and the justice of maintaining the principle 
embodied in the Treaty that Germany's payments 
should increase with what may prove to be the 
increase in her future capacity." The index is on a 
broad basis, ensuring as well as possible a fair com
posite reflection of the general state of economic 
health of the coontry. The practical effect of it is 
problematical. Should it produce a large supple
mentary payment, it may well be that the justifica
tion of it on equitable grounds will present a new 
and acute issue of the reparation problem. 

l"ln computing the base, the average statistics for the three years, 1927. 
1928, 1929, shall be taken for budget receipts and expenditures, for popu
lation and for coal consumption per capita, and for the six years 1912 and 
1913, 1926, 1927, 1928, and 1929 for the other categories (after appropriate 
adjustments for the difference in population and the altered gold values to 
make the two earlier years comparable with the three later years in this 
respect). The percentage change for each of these six groups, compared with 
the base, shall be separately computed, and an arithmetical average of the 
six percentage results taken as the index •••• For the year 1929""1930, the 
computation of the supplement shall be made after the end of that year 
by comparing the statistics of 1929 itself with the index base."-Dawes Plan, 
Annex 2. 
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We need not, however, now speculate on that 
possibility. One step at a time, if each step be taken 
on firm ground, is rapid enough progress toward the 
liquidation of the reparation problem. It is neither 
necessary nor possible at this time to determine 
the effects of the sliding scale established by the 
prosperity index. 

It is, however, distinctly the part of wisdom to 
attempt to measure the burden imposed by the 
fixed annuity. What capital sum does it represent, 
what does the carrying of that sum imply in terms 
of German per-capita income, and how does that 
burden compare with the burdens of the Allies? 
The first one of those questions we shall attempt 
to answer in this chapter. 

Most of us are familiar with the fact that there 
are two equivalent forms in which a debt may be 
stated. One form is that of a capital sum, upon 
which, until it is paid, interest charges are to run. 
The other form is that of a fixed annuity which is 
made up of the interest charge and an annual in
stalment toward repayment of the capital sum.1 

The translation from one form to another de
pends on the period which the debt has to run. 

• lA bed annuity may be considered alternatively a8 consisting <a> of 
Interest payments of equal amounts each year calculated on the full amount 
of the debt, plus instalment payments of equal amounts each year, IUFo 
lici~nt when placed at compound interest to amount, at the end of the 
~enod, to the C3l?itallUm, or (b) of intereat payments of decreasing amounts 
( .... ,!In a decreasing principal consisting of the originallum less inltalmentl) 
plus mttalment payments of increasing amountl totalling, without interest, 
the exact amount of the principal. 

The two formube come to the same thine-
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Obviously, a debt fixed as a capital sum due in 
ten years will require a larger annuity to discharge 
it thana debt due in twenty years; for that part of 
the annual payment which" sinks" the capital will 
have to be larger. On the other hand, a debt fixed 
,as an annuity running ten years will be the equiva
lent of a' smaller capital sum than one running 
twenty years, for the part which repays the capital 
will accumulate over the shorter period to a smaller 
total amount. The capital sum calculated as the 
equivalent of an annuity, known as the "present 
value" of the annuity, is the amount which would 
have to be put out to-day in order to procure an 
annual return, including interest earnings and cap
ital repayment, of the stated amount for the stated 
period. 

For purposes of comparison of national debt 
burdens, the present value of a series of payments 
-the capital sum form--expresses the obligation 
in terms of the only common denominator. If there 
were no indications in the Committee's report as 
to the intended duration of the annuities, it would 
be impossible, except on a merely year-to-year 
basis, to form any opinion as to the real measure 
of the burden on Germany and the relative weight 
of the resulting debt burdens of Germany and the 
Allies. Such an indication, however, is to be found 
in the report; and nowhere was the statesmanship 
of the Committee more impressively displayed than 
in the handling of this difficult subject. 
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British financial opinion held that the Committee 
had been placed in a hopeless dilemma by the neces
sity of creating a proper credit background for 
Germany in the foreign investment market while 
France held out against a definite cancellation of 
the major part of the original reparation debt. 
The Committee found a way out. It expressed the 
view thauhe return of confidence in Germany and 
abroad upon which financial stabilization depended 
could be attained only by a settlement giving assur
ance that for" a considerable period neither [Ger
many's] finances nor its foreign relations will be 
endangered by renewed disputes." No definite term 
of years was stated, nor was cancellation men
tioned. But, in amplifying this statement of prin
ciple, the Committee employed language which has 
the result of fixing with some precision the term of 
the annuities and, without much doubt, of putting 
the greater part of the Treaty debt to sleep in per
petuity. 

The Committee defined the term during which 
the affairs of Germany should not be disturbed by 
a renewal of controversy by explaining that it was 
"thinking primarily of the period which lenders 
and investors whose money is required as a part of 
our scheme will have in mind." In this connection, 
it mentioned specifically the External Loan, the 
period of which, as subsequently fixed, was twenty
five years, i.e., until 1949. 

Now, as the report of the Dawes Committee was 
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freely accepted by Germany and the Allied powers 
and embodied in the Agreement of London, its 
language has become the basis of contractual ob
ligations between the parties and constitutes their 
united guarantee to the investing public of the 
world at large. 

It seems plain that a guarantee has been given 
that there shall be no serious dispute regarding the 
terms of the reparation settlement during the 
twenty-five years ending in 1949. It seems equally 
plain that two definite obligations were created: 
An obligation upon Germany to pay the full an
nuities to the Agent General of the Allies (subject 
to suspension by the Transfer Committee) until 
1949, unless downward revision can be obtained 
without serious dispute; and an obligation on the 
Allies to accept such payments in full satisfaction 
of all accruing Claims on Germany for costs or 
charges arising out of the war, unless an upward 
revision can be obtained without serious dispute. 

Germany and the Allies have, in effect, under
taken that the annuities shall be stabilized until 
1949, or if a final settlement is brought about be
fore that date, that the fair equivalent of their 
total, in one form or another, shall be paid and 
received. That part of the annuities, however, 
which is derived from the railway and industrial 
bonds, has been separately guaranteed by the 
German government, in the instruments them
selves, to run an additional fifteen years, i. e., to , 
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196+, when the bonds will be fully retired byopera
tion of sinking fund. 

It is therefore reasonably clear that, through the 
adoption of the Dawes Plan by the governments 
concerned, an annuity of $625,000,000 (plus or 
minus a prosperity adjustment) was guaranteed 
to run for twenty-five years, and an annuity of 
$240,000,000 a year was separately guaranteed to 
run for fifteen years longer. l It seems scarcely within 
the bounds of possibility that any extension of 
these payments will ever be negotiated.' What, 
then, was the capital amount of the settlement? 

The rate of interest specified by the Treaty of 
Versailles for the reparation debt was 5 per cent. 
We have, as the basis of our calculation of the cap
ital sum, the payment until 19+9 of the standard 
annuity of $625,000,000 (with the four smaller 
commencing annuities) and the annual payment 
of $240,000,000 (the part relative to the railway 
and industrial bonds) for an additional fifteen 
years. These payments, ,taken together, consist of 

"In the nent that before 1949 lOme of the railway 01 industrial bonds are 
IOld to the public, the claim might conceivably be set UP. that by this in
jection of investon' money through an issue running unal 1CJ64-0 the entire 
annuity would come under the guarantee which the signatories of the London 
Agreement made to the investing £ublic and that that guarantee would 
automatically be extended to 1<}64. The practical answer to this is that, be
fore the bond. could be publicly negotiated, it is likely that amendments in 
them providing for their payment in foreign currencies would be required 
by banken, and lOch amendments would require the consent of the German 
IIOvemment. 

"It is, of course, poaible that an increase in the fixed annuity or an ex
teMon of its period might be negotiated to take the place of the supple
mentary payment arising from operation of the prosperity index. 
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interest at 5 per cent. and sinking-fund payments 
on a capital sum of about 8 billion dollars, which 
would be fully retired at the end. 

If, however, we may assume that the Allied 
governments, over a period of years, will be able 
to borrow money at 4 per cent., the value of the 
payments made by Germany should be calculated 
on the basis of their consisting of interest at 4 per 
cent., plus sinking-fund payments. The reasoning 
is this: If the Allied treasuries were paying 4 per 
cent. on their public debt, that part of it which the 
annuity received from Germany would take care of 
without burden on the Allied taxpayer would be 
the capital sum on which $625,000,000 would be 
interest at 4 per cent. plus sinking-fund instalment. 
That capital sum would be about nine billion 
dollars. 

Excluding any figures to cover the prosperity 
adjustment, for which .there is at present no basis 
for an estimate, we may regard 9 billion dollars 
as the approximate amount of the settlement. 
Stated in capital form, this is the amount fixed by 
the Dawes Committee as Germany's equitable con
tribution to the reconstruction of Europe.1 

lThe settlement of 9 billion doUars is 3\ billion dollars less than the nominal 
value of the old A and B reparation bonds. The share of England in it is about 
a billion dollars, and the share of France is about 4.8 billion dollars. 

Subject to certain prior charges for army costs, etc. (including an annuity 
to the United States of about $13,750,000 a year for eighteen years in sattr 
faction, without interest, of a claIm for army of occupation costs amounting 
to about $250,000,000), the distribution of reparations among the Allied and 
Associated powers, as fixed by interallied agreement, January 14, 19:15, is as 
follows: Umted States, a.a5 per cent., France, 53.235 per cent., Great Britain, 
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It was suggested a few pages back that three 
questions relative to the charge laid upon Germany 
by the Dawes Plan are of importance to students 
of the plan: What was the real amount of the 
charge P What burden does it place on the average 
per-capita income of the Germans? And is it a fair 
burden in comparison with those of the Allies? We 
have dealt with the first of these questions. The 
other two involve an attempt to measure the. 
weight of the charge as well as the weight of the 
debt burdens of the English and the French, after 
giving effect to the relief afforded them by the pay
ment of reparations. We shall deal with these ques
tions in the next chapter. 

12·SU per cent., Italy, 9.775 per cent., Belgium, 4.399 per cent., Serbia, 

t 887 ~ cent.; other powers, 1.931 per cent. The reparation annuity of the 
nited Statet (a.IS per cent.) iJ limited to III million dollars a year. This 

payment appliet toward the American reparation claims which, as fixed by a 
Joint German-American commission, it iJ understood will amount to about 
'ISo,ooo,ooo and which it appears that the United States government in" 
tend. to recover without interest. 

Auuming that the United States receives a total of $250,000,000 in 
reparation. by mean. of an annuity of II i million. running for twenty-two 
years, the pretent value of luch a .eriet or paymenu at .. per cent. is about 
'16S,ooo,ooo. The difference between this amount and $Z50,OOO,ooo, the 
amount of the claim .. represents the loss of interest which would be sustained 
b, the United Statet government if it borrowed $Z50,OOO,OOO at the present 
time for the purpoH of paying off the claims of iu citizens; or, alternatively, 
it repretents the loss of interest to the claimanu if they are to be paid off only ,1IIi 141s. with the German payments. 



CHAPTER IX 

THE BURDEN OF THE PLAN 

T HE Dawes Committee expressed the opinion 
that the burden imposed on Germany by the 

settlement was a fair one, but they did not give 
their reasons. 

The honeymoon stage of the plan is fast passing. 
The rumblings of criticism and dissatisfaction in 
Germany are growing louder month by month. It 
would be as well if those who support the plan on 
its record as the greatest tranquillizing instrument 
of modern times would give attention to the ques
tion on which it' must stand or fall. That question 
is, is it a fair settlement? 

On this subject, most of the friends of the Dawes 
Plan are as poorly documented as its enemies. 
This is an unfortunate circumstance. For it is 
easier to shake public confidence in an institution 
by unfounded criticism than it is to maintain it 
by meaningless expressions of approval which lack 
a backbone of facts. More than that, the plan un
questionably places a heavy burden on Germany. 
The Germans are human. They are bound to com
plain. And when the complaints become insistent, 

au 
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what answer is to be given them? If the burden is a 
fair one the fact must reasonably be demonstrated. 

It is a highly complicated question. It is full of 
pitfalls. But there are certain principles to guide 
us toward an answer. We must determine, as 
nearly as may be, what the debt burdens of the 
various parties to the settlement amount to in 
dollars per capita and what they amount to rela
tively to income. 

Before we can determine what the public debts 
of Germany, France, and England amount to in 
dollars per capita, however, we must deal with 
two matters referred to in the preceding chapter 
which raise the question of mathematical inter
pretation or measurement of the amounts of the 
debts as they stand. The external-internal debt 
controversy is one of these matters, and inflation 
is the other. 

We have already noted that the old conflict be
tween the taxpayer and the economist schools of 
thought cropped out in that part of the Commit
tee's report which dealt with the fixing of the 
amount of the reparation annuity. The conflict 
centred around the question whether an internal 
debt, such as the debts carried by the Allies, is 
comparable in weight, dollar for dollar, with an 
external debt such as Germany carries as a repara
tion charge. 

It is clear that the taxpayer school was repre
sented in the Committee, for in one pla~e, as we 
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have already noted, the report says that" a tax is a 
tax, whether the ultimate destination is the pay
ment of a war debt due to fellow citizens or to for
eigners." 

On the other hand, if we did not know that there 
were professional economists on the Committee; 
we could be reasonably assured of the fact from the 
inclusion in the report of a familiar economic doc
trine. The report says that the Allied debt charge 
is "to a considerable extent in the nature of a re
distribution of annual wealth among the members 
of each nation and has little relation to the problem 
of a national burden in the collective sense." It 
goes even further. It says that "it is difficult to 
bring such a task [i.e., the task of paying an in
ternal debt] into direct relation with the problem 
of reparations." 

The two points of view are diametrically op
posed. From the second of them, the conclusion is 
to be drawn that in comparing debts an allowance 
should be made to Germany on account of the ex
ternal character of the reparation debt. The ques
tion arises, did the Committee make such an allow
ance to Germany, or was it, on the contrary, 
guided by the assumption that a tax is a tax, what
ever its destination. The Committee does not tell 
us. 

Though certain features of the internal arrange
ment of the report and the emphasis given to its 
various parts suggest that the taxpayer school in 
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the Committee agreed to the inclusion of a state
ment of the opposite doctrine merely to keep peace 
in the family, the fact is that the dictum of the 
economists carries the weight of the whole Com
mittee behind it and is capable of being cited as 
an authoritative reason for upsetting the settle
ment. Logically, it leaves the implication that if the 
reparation charge placed on Germany by the 
Committee was arrived at by any ordinary known 
principles of debt comparison, the charge was in 
reality too heavy. Nothing could be more unfortu
nate. The international transfer bugaboo introduced 
into the plan the suggestion of impracticality; the 
generality regarding the problem of "a national 
burden in the collective sense" furnishes the rally
ing point for a cry of injustice. 

Like certain assertions regarding transfers which 
we have already examined, the theoty that the 
burden of an internal debt is not a real national 
burden is stated in the report quite baldly, as if it 
were a truism. The only explanation vouchsafed is 
somewhat cryptic to the casual reader: "The inter
est paid [on an internal debt] [I] forms a part of 
the national income, [2] as it is expended it pro
vides profits and a stimulus for internal trade and 
so increases further the income of the country, and 
lJl in particular it is itself an important source of 
internal taxation." The Committee adds: "A pay
ment in respect of a debt to foreigners has no com
parable advantages to the country making it." 
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Interpreted, this means that a country with an 
internal debt has a larger national income (Le., total 
or average earnings of its citizens) than it would 
have if its debt were an external debt, and therefore 
the burden of the internal debt, expressed as a 
percentage of income, would be lighter than the 
burden of an external debt. If we may further 
paraphrase and expand this dictum, the reason for 
the national income being larger when the debt is 
an internal one is said to be that the domestic 
bondholders receive the interest paid by the tax
payers, while, in the case of an external debt, for
eign bondholders receive it. 

This is extremely plausible. In fact, it sounds 
absolutely convincing. But did the economists 
really think the thing through? 

Let us pick this doctrine to pieces a bit. Let us 
imagine that the "government of the island of At
lantis in the year 1913, or any other year, incurred 
an internal debt of a million ducats. On this debt 
the taxpayers paid the bondholders 4 per cent. 
interest or 40,000 ducats a year. This interest 
received by the bondholders was a part of the na
tional income. So far we follow the economists. 

Now, though the connection may at first seem 
remote, let us ask, what was this million ducats in 
reality, and where did it come from when it was 
borrowed? The answer is, it was free capital in the 
hands of citizens. What is capital? It is tangible 
wealth produced and not consumed, i.e.,. savings. 
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Now let us suppose that, during 1913, the year in 
which the government loan was made, the total 
amount of production in the country which was 
saved over consumption and rendered available for 
investment was 5 million ducats. How was this 
invested? Industry presumably took four million 
and the government one million. Assume for the 
sake of simplicity that industrial investments were 
all in bonds and they all paid 4 per cent. interest. 
Then, on the total capital invested during that 
year, i.e., 5 million ducats, bondholders received 
200,000 ducats in interest, of which 40,000 was the 
interest already mentioned as paid by the govern
ment, and 160,000 was paid by industry. Then that 
part of the national income represented by interest 
earned on the free capital produced and invest~d 
during 1913 was 200,000 ducats. 

Let us now assume that the government of 
Atlantis did not borrow any money at all in 1913. 

Let us suppose, instead, that a judgment of a mil
lion ducats was awarded against it in favour of the 
government of Oceanica for damages to the latter's 
fishing rights in the Sargasso Sea. The government 
of Atlantis assumes this obligation, and as a result 
it has an external debt of a million ducats. The in
terest charges on this debt, amounting to 40,000 

ducats a year, are to be raised by taxation and 
paid to a representative of Oceanica stationed in 
Atlantis for the purpose of arranging the transfers 
of funds to his home government. 
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What is the result of this situation compared 
with the one previously assumed? The amount 
raised by taxation in Atlantis is the same as under 
the first assumption regarding an internal debt, 
i.e., 40,000 ducats. The amount of capital available 
for investment during the year is, of course, the 
same, for we are assuming the same year in the two 
cases, i.e., there are 5 million ducats of new capital 
for investment. But instead of one million being 
loaned to the government and 4 millions to indus
try, all 5 millions are loaned to industry. The in
terest income received by capitalists from the 
investment is still 200,000 ducats, the same as 
under the- prior assumption. 

This, we believe, answers number one of the 
Committee's three explanatory statements, by 
demonstrating tqat the same amount of interest 
which would form part of the national income if 
there were an internal debt forms part of the na
tional income when there is an external debt. This 
covers the question of interest as a part of national 
income up to the point where the interest is received 
by the capitalists. 

Now, beyond that point, what is the case? State
ment number two of the Committee is that interest 
received from the government by holders of in
ternal government bonds provides, when it is ex
pended by the capitalists, a stimulus to internal 
trade and so increases further the income of the 
country. Here we have an assumption that the 



THE BURDEN OF THE PLAN 229 

possession, or rather the use, of free purchasing 
power stimulates trade, and that an increase in 
trade means an increase in national income. This 
may be admitted. If a demand is effective, i.e., if a 
would-be purchaser has the price, someone will 
produce the article which will satisfy his demand. 
But it follows from our discussion of interest that 
the same conditions would apply if the country 
had an external debt. Take Atlantis again. The 
same amount of purchasing power fell into the 
hands of capitalists under both hypotheses, and 
thus the same amount was free for expenditure and 
stimulation of trade. Thus, the implication of any 
advantage in this respect to a country with an in
ternal debt breaks down. I 

The supposed advantage enjoyed by France over 
Germany, therefore, must arise, if it arises at all, 

'A variation of the "stimulation" argument of the economists has to do 
with the payments made by the respective governments for interest on debt. 
Let us .ee whether that has any merit. 

The French government pays francs to the holder oC government bonds, 
who expend. them for good. for personal consumption or invests them in 
enterpnses .eelting new capital or, by purchasing existing securities, releases 
an equivalent amount of fund. to the seUer for use as new capital. Thus, 
whether the person who cashes government coupons uses his purchasing 
!lOWer for consumption purposes or for investment, he stimulates business in 
fnnee. 

Now, in Germany, what is the case? The German government pays marh 
to the Alent General, who expend. them for goods for delivery to the Allies; 
or, by purchuing foreign exchange, he makes the marh available for pro
ductive use in Germany. Under the latter alternative, it might be objected 
that, in ease the .ellen of the foreign currencies are Germans, the exchange of 
fund. does not add to the total available capital of German citizens. Naturally 
not, but the tnnsaction furnishes them with funds which have purchasing 
po~r inside Germany, in exchange for assets which have purchasing power 
outside Germany. Foreign currencies, if productively employed as such, can
not ttimulate German business; they can stimulate only the business of 
foreign countries. In either case, then, whether the Agent General buys goods 
or foreign exchange, he furnishes a stimulus to business in Germany. 
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in connection with proposition number three, 
namely, that interest paid on an internal debt has 
the effect of. being" an important source of internal 
taxation." In other words, the interest, when it 
reaches the coupon holder as income, is presumed 
to offer to the French government a target for fresh 
taxation, such as, either in 'size or suitability, is not 
available to the German government. But this is 
obviously not so. For it follows from our discussion 
of income that the same amount of taxpayers' 
income of precisely the same nature is available to 
each of the governments for taxation. Interest re
ceived by capitalists from loans to industry, as in 
Germany, is. obviously as fair game for the tax 
collector as interest received by capitalists from 
loans to government, as in France.1 

As already noted, 'the general conclusion in the 
Committee's report, argued from the three proposi
tions just examined, was that an internal debt 
"has little relation to the problem of a national 

IAn example in figures: Assume country F with an internal debt of 3,000, 
and country G with an internal debt of z,ooo and an external debt to country 
F of 500. Assuming 10,000 capital loaned out by capitalists in each countrr: 
in country F, 3,000 is loaned to the government and 7,000 to industry; In 
country G, z,ooo is loaned to the government and 8,000 to industry; total 
income of capitalists in either case at 4 per cent. is 400. Tax burden for inter
est on debt In country F is !Zo, less zo received by the government from 
country G, total 100 or 4 per cent. of z,soo; tax burden in country G is 80, plus 
ao on public debt owing to country F, total 100, or 4 per cent. on z,soo. 

These figures, of course, represent only the interest element in the problem 
of comparative income and tax burdens. They show that that element is 
not affected by the question of whether the debt is internal or external. In a 
complete picture, national income of all kinds would be taken into account, 
reduced to a per-capita ligure, and the ratio to the latter of total per-capita 
taxation found. When that is determined as nearly as may be, the external 
debt of country G. representing the equalizing payment between the tax
payers of the two countries, would be adjusted accordingly, 
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burden in the collective sense." Mter examining 
the premises of this dictum, it seems fair to ask if 
taxation for the purpose of paying a national debt, 
whether it be internal or whether it be external, 
does not constitute a national burden, what is it 
precisely which does constitute one? The reply of 
the economists to this question, we suspect, would 
be that, in some way due to the behaviour of laws 
affecting the mechanics of exchange and the transfer 
of capital, the payment of an external debt involves a 
drain on the general economic strength of a country. 

With deference to the economists on the Dawes 
Committee, we do not believe that such a reply 
will hold water. It arises out of the fundamental 
misconception that debtor countries in the world 
system settle their international balances by export 
of capital. The fact, of course, is that capital moves 
not from but to debtor countries, in obedience to the 
law of supply and demand applied to capital, and 
debtor countries settle their international balances 
by export of securities. There is no capital drain 
whatever on a debtor country. It is fed with capital 
by creditor countries. When it does commence to 
export capital, still in obedience to the law of supply 
and demand, it has then become a creditor country, 
and is putting to work abroad surplus capital not 
needed at home. 

The only drain on Germany resulting from the 
payment of reparations is the drain on the German 
taxpayer. If the schedule of reparation payments 
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results in an equalization of his burden with that of 
the French taxpayer, without regard to the external 
Or internal character of their obligations, the repara
tion problem as a case in equity has been solved. The 
implication that by such a settlement some addi
tional burden" in a collective sense" is saddled upon 
the German nation is entirely meaningless. 

We said that two matters had to be dealt with 
which raised the question of mathematical inter
pretation of the debts as they stand; one was the 
external-internal debt controversy, which we have 
just examined, and the other was inflation. 

Inflation complicated the Committee's problem 
.;)f equivalence of international burdens and made 
it highly controversial. If there had been no infla
-::ion and the German public debt had remained in 
force at its full value, the German internal-debt 
burden would have been much less per capita than 
the Allied burden. In those circumstances it would 
have been quite clear that a heavy charge on the 
Germans for reparations, based on a straight com
parison of debts as they stood, was the proper 
equalizing factor. But the German public debt had, 
in fact, been cancelled by depreciation of the cur
rency, and there were, in general, two diametrically 
opposed ideas as to the effect of this on the principle 
of the equalizing of international burdens. 

It was a popular claim ~mong the Allies that the 
German taxpayer, having been relieved of the 
. burden of the public debt, was, in equity, liable to 
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a greater charge in the way of payments to the 
Allies, in order that the burden might be equalized. 
Obviously, this was wrong, since, by inflation, a 
charge had been laid upon the German nation for 
debt retirement in a lump sum in advance, the 
effect of which would be felt for many years by 
those numerous classes of the community upon 
whom the blow had fallen. 

The opposite theory was that, by this lump sum 
capital assessment, a much higher tax burden had 
in effect been laid on the German people, which 
equitably relieved them from reparation payments. 
This idea also was untenable. It would be clearly 
seen to be so if the currencies of the Allied nations 
should fall and their internal debts should be wiped 
out. In such an event, by reason of their higher 
initial debts, a higher capital assessment would fall 
on the Allied middle classes than had fallen on the 
Germans; and the inequality would still have to be 
redressed by a reparation charge placed on Germany. 

The same conclusion is demonstrable also by 
other reasoning: Assuming no violent depreciation 
of the Allied currencies, it would be a fact that, at 
the end of the normal period of retirement of pub
lic debt, the Allied taxpayers would have carried 
their debts to extinction through a protracted 
process of high taxation, higher on an average per 
annum over the whole period than the taxation 
sustained in the form of a single lump sum payment 
by the Germans on their smaller debt. 
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What conclusion is to be drawn? We have seen 
that a comparison of internal debts at the capital 
figures at whiCh they stood after inflation would 
be meaningless. It would be grossly unfair to Ger
many, since it would ignore the capital burden of 
its debt thrown on the shoulders of its middle class 
in one lump sum. On the other hand, it would be 
meaningless to argue that the Allied middle classes, 
by reason of carrying only the interest charges and 
sinking-fund payments on their larger debts, were 
carrying a lighter burden in the long run than the 
Germans. For while the effects of inflation in Ger
many were wearing off, the Allied burdens would 
continue on a horizontal line. 

The conclusion, we think, is clear. Looking at the 
debt problem as the problem of a generation, in
flation had not, broadly speaking, affected it at all. 
The original public debts left by the war, calculated 
at their original figures before depreciation, fur
nished and still furnish the only true standard of 
com parison. 

The debts, at their original figures, are measur
ably the constant factor in the reparation problem. 
This is so for the reason that debts redeemed on a 
large scale (either by inflation or by high taxation) 
remain a constant factor of depression in the affairs 
of numerous classes of citizens throughout the 
period in which the debts would ordinarily have 
been discharged by sinking-fund payments of nor
mal magnitude. As a matter of fiscal mechanics, the 
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retirement or depreciation of debt gives relief to the 
public treasury, but in its economic and social as
pects the burden of the debt remains. In every real 
sense, such debts are still alive. The figures of the 
colossal government borrowings of the decade 
which commenced in I914 constitute the permanent 
bench mark of the reparation problem, as well as 
of interally debts. They mark the point from which, 
for a generation, stable standards of judgment on 
these problems may be developed.' 

A comparison, based on this principle, of the 
debts of France, Germany, and England, as affected 
by the reparation settlement, is shown in the first 
three tables in the Appendix. The tables show a re
markable similarity between the debt burdens of 
Germany and France, while England appears to be 
considerably better off than either. The results may 
be summed up as follows: 

Great Britain'. debt, $711 per capita, is equivalent to 23.4-
mo •. pre-war income. 

Germany'. debt, $638 per capita, is equivalent to 34.9 mos. 
pre-war income. 

France'. debt, $813 per capita, is equivalent to 3S.2 mos. 
pre-war income.' 

IThi',proposition "at put forward ~y the "riter in his article on. reparations 
lignee! Alpha" in Forn,,, Affairs (N. Y.), September, 19Z3. 

'The U. S. {lublic debt, now Btanding at about 19 billion dollars, amounted 
It ira high potnt in 1919 to :16.6 billion dollan or, on the basis of our present 
population, about $u7 per capita. Assuming that we hold our allies to a re
c:nt of about 7 billion dollan, the per-capita figure at the high I?oint 

es $167. Our per-capita income, according to estimates of the Nanonal 
Industrial Conference Board (19::7), ill about $670. Without repayment of 
interally debt, our high-point debt burden equala four months' income; with 
repayment, about three montha' income. 
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The processes on which these calculations rest 
are indicated in the tables and the notes accompany
ing them. The debts have been stated at figures as 
near their gold value when incurred as the difficulty 
of the subject permits. Certain assumptions have 
been necessary, and certain adjustments have been 
made in order to bring noncomparable figures on 
to a comparable basis. The debt figures have been 
carried back to a pre-war equivalent, by an adjust
ment based on the difference in pre-war and post
war price levels. The purpose of this is to be able 
to compare the debts with estimates of pre-war 
income, since satisfactory post-war estimates for 
Germany and France are not available. 

This adjustment introduces into an already in
volved subject an element which may be regarded 
by some as unreal and theoretical. But is it so? 
Certainly the price' differences and the comple
mentary difference in the value of money are 
neither unreal nor theoretical. They are a familiar 
fact of everyday life, and the statistical method 
based on a recognition of it is a commonplace of 
modern statistical science. The most unsatisfac
tory feature lies not in the adjustment itself, but 
in the circumstance which requires it, viz., the 
necessity of using pre-war income estimates as 
indicative of relative conditions to-day. Admit
tedly, the results are imperfect. But our choice is 
between imperfection and nothing at all-between 
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theory, if one chooses to call it such, and unaided 
guess-work. 

To what extent the Committee's findings were 
based on theory and to what extent on guesswork 
is an interesting question. From our analysis of the 
figures, the settlement appears to be a conspicu
ously fair one. From this analysis, it appears that, 
however the settlement was arrived at, its effect 
was to disregard one of the pleas advanced on be
half of Germany and to admit the other. In effect, 
the claim for preferential treatment because of the 
supposed disproportionate weight of an external 
debt was ignored, while the burden placed on the 
Gennan people by inflation was taken into account. 

The settlement was a composite opinion, or prob
ably, more accurately, a compromise opinion of 
different minds, which worked in different ways 
and assigned different degrees of importance to the 
various factors. Unquestionably, these individual 
views each represented in considerable part a com
bination of theory and of guesswork. For beyond 
a certain point in a subject so complicated and 
obscure, theory and guesswork are all that human 
minds are able to bring to bear. If the minds are 
small minds, the result is futile. If they are large 
minds, with deep backgrounds of understanding 
and experience, the result is an achievement of the 
kind which some characterize as a triumph of states
manship and which others call an example of 



238 THE DAWES PLAN AND THE NEW ECONOMICS 

sound business judgment. We may, with reason, 
regard the settlement made by the Dawes Com
mittee as such an achievement. 

The story of the prolonged and dramatic episode 
which culminated in the agreement on the amount 
of the annuity has not been made public property. 
It is common knowledge, however, among all who 
were in close contact with reparations at the time, 
that the American members played a decisive part 
in this supreme test of the Committee's practical 
capacity. It is apparent that all concerned were 
thankful to be able to reach an agreement and 
were correspondingly disinclined to run unneces
sary risks of upsetting it by trying to cross t's and 
dot i's. Such a conclusion may fairly be drawn from 
the fact that readers of the report are left in the dark 
as to the real basis of the figure. It is. only from 
examination of facts not shown in the report that 
we conclude that the Committee as a whole 
rejected the theory that an internal debt has 
little relation to the problem of a national burden 
in the collective sense and that it maintained the 
principle that a tax is a tax, whatever its des
tination. 

The final governing condition of the reparation 
settlement was the evacuation of the Ruhr. In the 
report of the Committee, this conception was ex
pressed somewhat less bluntly than in the words 
just used, but noless clearly. Their whole report, 
the Committee stated, was based on the assump-
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tion that the fiscal and economic unity of Germany 
would be restored. 

Though they were careful to state that their 
terms of reference did not comprehend questions 
of military occupation, they felt it their duty to 
point out that their forecasts of Germany's ability 
to pay were "based on the assumption that eco
nomic activity will be unhampered and unaffected 
by any foreign organization other than the con
trols herein provided." The plan was "based on the 
assumption that existing measures, in so far as they 
hamper that activity, will be withdrawn or suffi
ciently modified so soon as Germany has put into 
execution the plan recommended, and that they 
will not be reimposed except in the case of flagrant 
failure to fulfill the conditions accepted by common 
agreement." 

The Committee grasped this thorny part of the 
problem with great firmness, they had given high 
evidence of competency and good will, the plan 
promised well, and the French members were wise 
enough and courageous enough to make it unani
mous. The purpose of the occupation had been ful
filled. 

In the composite mind of the Committee there 
was no doubt that "if the economic and fiscal 
unity of the Reich is restored, if a stable currency 
is established, and if the budget is given temporary 
relief in Treaty payments, Germany should balance 
her budget from her own resources by a vigorous 
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internal effort, supported by the confidence 
which a general and stable settlement may be 
expected . to give, and she should thereafter be 
able to maintain it in equilibrium, if the future 
charge for Treaty payments is determined by a 
method which assures that it will not exceed her 
capacity." 

The Committee emphasized that "the perform
ance of these commitments is of vital importan~e, 
not only for the countries having a claim on Ger
many, but also for Germany herself. It is, indeed, 
clear that a Germany whose economy had again 
become flourishing could not long resist a financial 
and economic crisis in the nations surrounding her. 
In order that the restoration of Germany may be 
definitive, the other nations must also return.to the 
conditions requisite for their financial and eco
nomic existence, and must likewise be enabled to 
carry on the normal exchange of goods on which 
the general prosperity depends." 

"The task would be hopeless," the Committee 
said, "if the present situation of Germany accu
rately reflected her potential capacity; the proceeds 
from Germany's national production could not, in 
that case, enable her both to meet the national 
needs and to insure the payment of her foreign 
debts. But Germany's growing and industrious 
population; her great technical skill; the wealth of 
her material resources; the development of her agri-
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culture on progressive lines; her eminence in indus
trial science; all these factors enable us to be hope
ful with regard to her future production. . . . 
Germany is ••• well equipped with resources;,she 
possesses the means for exploiting them on a large 
scale; when the present credit shortage has been 
overcome, she will be able to resume a favoured 
position in the activity of the world where normal 
conditions of exchange are gradually being restored. 
Without undue optimism, it may be anticipated 
that Germany's production will enable her to sat
isfy her own requirements and raise the amounts 
contemplated in this plan for reparation obliga
tions." 

Mter three years, it is possible to say with con
siderable confidence that the views of the Com
mittee regarding Germany's recuperative power 
were not too optimistic. Germany is recovering 
from the deflation crisis of 1924-1925, the currency 
is stable, taxes have been reduced, while revenues 
have been maintained and all reparation payments 
have been duly made. 

It is true that budgetary expenditures have been 
increasing. In 1924-1925, a surplus of about 
$135,000,000 was realized, in 1925-1926 there was 
a deficit of $28,000,000, and in 1926-1927, one of 
$213,000,000, covered by borrowing. A deficit of 
similar size for next year is predicted, though reve
nues are expected to be higher. The estimated ex-
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penditures amount to 2,282 million dollars, an 
increase over 1924-1925 of 477 millions.1 

In the opinion of the Agent General, as expressed 
in his report of June 10, 1927, "the rising tide of 
government expenditures . . • requires the closest 
attention .... At the same time, it is clear that 
the essential stability of the German budget re
mains unimpaired, and that the problems presented 
by the budget should yield readily enough to a 
steady application of sound principles of budget
making." 

That the reparation payments throw no in
equitable burden on Germany, as compared with 
the burdens resting on France, England, Belgium, 
and Italy, is reasonably certain. That fact ought 

1The following information is adapted from Mr. Gilbert's report of 
June 10, 19l7: . 

PrindpaJ ClasSts of ExpnuIilu'~f! 
Budgd 

Payments to States and Communes. • 
Army and Navy . . • . • • 
Other General Administrative Expenses 
Dawes Plan. • • • • . . . 
Unemployment relief • . • . • 
Pensions (war and civil) • • . • 
Revalorization of debt. • • • • 
Investments. loans. etc. • • . • 
Internal charges arising OU\ of the war 
Other items. . • • • . . • 

Total Expenditures and Net Increase 
Revenue • • • • • • • • • 

De.6cit 

MiUioflS of dollars 
/t.n-ease 

Eslimaled orJer II)2rI92S 
I92?-I9z8 (Decreases 

if! italiu) 
723 30 

175 60 
435 13S 
208 208 
14S 136 
369 102 
89 89 
59 31 
44 240 

,35 14 (net) 

2,282 
2.068 

477 
128 

'SurpluolD 1914-1925 .... 135. the deficit of aJ4indicatecl Cor 1927-1928 theref ..... ",_ta 
a chao. £or tho __ Of 349 from the 1914-1925 .... u1 ... 
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to throw a revealing light on the familiar question 
whether the debt is within Germany's capacity to 
pay. 

The term "capacity to pay" has acquired in the 
popular mind certain meanings which it does not 
possess. One of these is the conception of a scien
tifically determinable figure. This is, of course, 
absurd. There are no standards of national capacity 
to make sacrifices which would permit the deter
mination of a figure within a range of more billions 
of dollars than the amount of the entire reparation 
debt. 

The chief elements of capacity to pay are im
ponderable. It has no rigidity. Under the spur of 
a moral idea, it is infinitely expansible, as we 
learned during the war. Under the spur of such a 
moral idea as roused Hampden against the pay
ment of ship money or Sam Adams against the 
Stamp Tax, capacity to pay may become nil. Nor, 
unfortunately, does the moral idea have to be a 
valid one in order to stimulate a nation to pour out 
its treasure without limit, or, on the other hand, 
to deny its just obligations. Ambition, fear, race 
prejudice, all travel under the cloak of a high pa
triotism. Who shall assess all the imponderables and 
say with precision what the capacity of a nation to 
pay amounts to in dollars and cents? Science may 
advise. But only statesmanship is entitled to haz
ard an opinion, and that opinion will be nothing 
~re than a guess. 
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Capacity to pay, moreover, as a factor in the 
reparation problem, has no absolute application 
to .Germany. It is all relative. The moral implica
tion contained in the idea that the reparation debt 
may be beyond the capacity of the German tax
payer has no validity, if it contemplates saddling 
the Allied taxpayer with an intolerable burden. 

, The idea that the" capacity of Germany to pay" 
is the governing factor in the reparation question is 
a mistake. The real reparation problem is whether 
France, England, Italy, and Belgium, as well as 
Germany, can weather the political and social strain 
of paying for the war without recurrent disorders 
of a distressing and ominous character. Germany 
is only part of this problem. The nations of Europe 
are all in the same boat together, and a leak at the 
bow is just as dangerous as a leak at the stem. Any 
strongly maintained plea for Germany amounting 
to a claim for her preferential treatment will con
stitute a serious threat to the peace of the world. 



CHAPTER X 

AN ESTIMATE OF THE PLAN AND ITS MAKERS 

T HE report of the Dawes Committee was ren
dered to the Reparation Commission April 

9, 192 .... not quite three months after its first meet
ing. 

The Committee stated that they regarded the 
report as an indivisible whole. "It is not possible, 
in our opinion," they said, "to achieve any success 
by selecting certain of our recommendations for 
adoption and rejecting the others, and we would 
desire to accept no responsibility for the results of 
such a procedure nor for any undue delay in giving 
execution to our plan." 

Two days later, the Reparation Commission 
approved the entire plan in principle, in so far as 
its authority lay, and on April 17th approved it 
definitely, and referred it to the Allied governments 
for their action. Meanwhile, the German govern
ment had expressed to the Commission the view 
that the report offered a practical basis for the rapid 
solution of the reparation problem and declared 
its willingness to collaborate in the execution of 
the plan. Within ten days' time, all of the principal 

24S 
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Allied governments had advised the Reparation 
Commission of their acceptance of the plan in 
principle .. 

It remai"ned for the Allied and German govern
ments and the Reparation Commission, whose 
nominal jurisdiction was to be preserved, to agree 
upon the multifarious details necessary for placing 
the plan in operation. There followed diplomatic 
conversations between the Allies, preliminary to 
an international conference. In the early part of 
these negotiations, particularly those between Eng
land and France, the part of mediator was played 
by Premier Theunis and Foreign Minister Hymans 
of Belgium. It soon became evident, however, that 
the British Premier, MacDonald, and the French 
Premier, Herriot (who on June 1st succeeded 
Poincare), were determined, in the words of a joint 
communique issued by them on June 22d, "to 
meet the difficulties which beset their two countries, 
and, indeed, the whole world, by continuous 
cooperation." 

It was in this spirit that on July 16th the Allied 
plenipotentiaries met at London, and it was in the 
same spirit that on August 5th, the German dele
gates, Chancellor Marx, Foreign Minister Strese
mann, Finance Minister Luther, and Herr von 
Schubert, joined the conference. The American 
government was represented by unofficial observers 
in the persons of Ambassadors Kellogg (Ambassa
dor at London) and Houghton (from Berlin). Owen 
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D. Young attended at the invitation of the govern
ments concerned. 

Animated though it was by a determination to 
agree, the conference was occupied with its labours 
a full month, and it was not for still'another two 
weeks that, on August 30th, the final ratifications 
of the treaty were exchanged. 

By this treaty, known as the London Agreement, 
various administrative details were agreed upon; 
provisions relating to arbitration of all differences 
which might arise were adopted and a schedule was 
established governing the successive steps to be 
taken in the withdrawal of Franco-Belgian fiscal 
and economic interference in the Ruhr, these steps 
to be dependent upon the voting by the Reichstag 
of the laws necessary for the working of the plan 
and the fulfillment of other features. Until the loan 
project should be concluded, it was provided that 
the German government should finance instalment 
payments to the Agent General on the reparation 
annuity. While the various steps necessary to the 
complete installation of the machinery of the plan 
were being taken, the plan was to operate in what 
was defined as the "transition period." 

In addition, the Allies among themselves agreed 
to amend the Treaty of Versailles by adding to the 

. membership of the Reparation Commission, for all 
questions under the Dawes Plan, an American 
citizen (sitting as an individual and not as a repre
sentative of his government). They also wrote into 
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the Treaty of Versailles the right of any member of 
the Reparation Commission to appeal to arbitra
tion. in case <;>f :;tdecision by the Commission grant
ing or rejecting an application that Germany be 
declared in default. 

By a side agreement between the French, Bel
gian, and German governments, it was arranged 
that, if the provisions of the new treaty were carried 
out" in the spirit of loyalty and pacification which 
had inspired the deliberations of the conference," 
the military evacuation of the Ruhr would be com
pleted within a year's time. 

On September I, 1924, the day after the signing 
of the London Agreement, the Dawes Plan com
menced to operate in the transition period, under. 
the sagacious administration of Owen D. Young 
as Agent General ad interim. The German govern
ment made its first instalment payment on account 
of the annuities, the Agent General commenced 
purchasing for cash the coal, dyestuffs, and other 
materials offered by German contractors in fulfill
ment of reparation delivery programmes, and the 
French and Belgians began to turn over the control 
of the fiscal and economic affairs of the Ruhr to the 
Germans. It was an anxious period, but everything 
moved according to schedule or ~head of it. By 
October 28th, the economic evacuation of the 
Ruhr had b'een completed, the loan contracts had 
been signed, and all the necessary legislation had 
been passed. On that date, therefore, the transition 
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period ended and the plan came into full effect as 
a part of the public law of Europe. 

In the space of a few months' time, a completely 
new spirit had been carried into the reparation 
problem; a completely new system had been 
evolved for dealing with it; and the outlook for 
Europe had been completely changed from the 
prospect of disintegration which it faced the year 
before. An achievement of such breadth, touching 
so many aspects of the material and moral organiz
ation of society, and constructed with such patience 
and sagacity out of the dash of great forces is 
capable of many different characterizations. 

In the popular view, the making of the plan is 
an achievement of the first rank in the field of ap
plied economics. Perhaps we need not go much 
beyond that definition in order to see the plan in 
its fullest significance. For the field of applied 
economics is a broad one, embracing vastly more 
than scientific formul<e, and in its international as
pects, at least, vastly more concerned with prob
lems of social and political philosophy than with 
economic mechanics. 

The authors of the plan brought into the solution 
of a problem, widely regarded as a purely technical 
one, all those imponderable factors which had been 
thrown out of court by the edicts of modem eco
nomic science. Into a great problem of international 
finance they introduced the almost forgotten 
features which are of the essence of finance-those 
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fundamentals of credit which never appear on a 
balance sheet. 

Credit is.a far greater word in the vocabulary of 
society as to-day organized than ever before. Its 
primary connotation is a moral one; and it carries 
that meaning with it into the field of finance. The 
Dawes Committee built that moral factor into the 
reparation problem, not with an ax, not by rude 
exhortation or an arrogant display of contempt for 
lesser minds, but by joining one piece patiently 
with another, by the exercise of reason, of under
standing, and of toleration. The making of the 
Dawes Plan was one of the greatest credit opera
tions, in the wid,est sense of the term, ever executed 
within a brief space of time. It was a shining exam
ple of the capacity of the human intellect and con
science to construct and not destroy. 

Some say theft public opinion made the plan. 
It is a modern fad of writers of history to deny the 
existence of makers of history. To that school the 
influence of great individual minds and characters 
on the course of events is merely the reflex of the 
public mind, working blindly toward a preordained 
end. Courage, patience, toleration, knowledge, all 
the great attributes of men as individuals, are re
garded as quite impersonal-for if they had not 
cropped out in one set of instruments of public 
opinion, they would have been found elsewhere. 

It satisfies the plain man, however, to interpret 
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history in a less esoteric fashion. Extended ex
perience with the smallness of small-minded public 
servants has taught him to appreciate greatness 
when he sees it. He recognizes the limitations upon 
the constructive power of that public opinion of 
which he is a part, and he appreciates the part 
played by the instruments who supply those de
ficiencies. 

Public opinion is capable of seeing a broad end 
which ought to be accomplished, of pointing out 
that end, and, when aroused, of insisting that it be 
reached. But it is rarely able to concern itself with 
the means to the end. In the last analysis, public 
opinion knows but one means, and that is direct 
action~ur modem euphemism for revolution. To 
find a rational means to the end, the public has to 
rely on the intelligence of its servants. If they fail, ' 
everything fails but the rule of chaos. 

The man in the street knew that something 
needed to be done about reparations, and, once 
aroused, the pressure of the opinion of millions like 
him was unquestionably a powerful factor in the 
settlement. But the admonition to do something 
was a vague one. What, precisely, was to be done 
and how was it to be done? Something concrete had 
to be provided for public opinion to take hold of
something which had to be sound in its fundamen
tals and could not avoid being intricate in its de
tails if it was to meet the exigencies of the case. 
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The plan which emerged, built to stand the test 
of a hydra-headed world opinion, was the work of 
individuals, and to individuals belongs the honour. 
Many able minds and devoted spirits contributed 
to its making and its acceptance. But chiefly it was 
the accomplishment of three men. In the three 
. years which have elapsed since their work was 
completed, Dawes, Stamp, and Young have shown 
a singular generosity in their estimates of the work 
of others and of each other. History, however, will 
demand that the distinct contributions of these 
three very differently gifted men be weighed. 

The great contribution of the chairman of the 
Committee w~s that of a leader before the public, 
endowed with qualities which commanded their 
confidence and stirred their interest. General 
Dawes, as we have already said, rallied the French 
to the Committee. He was also in a large measure 
responsible for bringing about a greatly increased 
coherence in American opinion and for the pressure 
on Europe which resulted from it. The Committee 
felt that pressure. All Europe felt it; and it worked 
in the interest of peace. Europe began to realize 
that America was back on the job, prepared to put 
its great weight behind the settlement if an agree
ment could be reached. General Dawes interpreted 
the reparation question to a befogged American 
public, he brought its salient points out in sharp 
relief and paved the way for acceptance of the 
plan by the American people. The prestige which 
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this brought him in Europe he exerted throughout 
on the side of moderation and in the interest of 
dealing with conditions rather than theories. 

When the work was ended, he made a final in
dispensable contribution in his letter of transmittal, 
which in a few paragraphs outlined the principles 
of a complex settlement in such a way as to carry 
conviction to the plain man. To large sections of 
the American investing public, whose support was 
essential to its success, the guarantee of the plan 
lay in the signature of General Dawes, backed by 
his known integrity and business acumen. 

Sir Josiah Stamp ranked as the Committee's fore
most technician. Already distinguished in England 
as an economist and statistician, he emerged from 
the crucible of the Committee's labours with a 
European reputation. From long familiarity with 
the subject, he was especially qualified to deal with 
matters relating to taxation. But he had a varied 
range of powers and left his impress on every part 
of the plan. The views expressed in the report on 
the assumed difficulties of transfer and the sup
posed distinction between the burdens of an inter
nal and an external debt, which apparently must be 
attributed to him, this writer considers his least 
valuable- contribution. But his other contributions 
were of an impressive character. He possessed the 
scientific instinct at its best, he had a capacious and 
well-stocked mind, and he was tolerant in his judg
ments. These qualities, together with a great and 
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obvious sincerity, made his part in the making of 
the plan one of very large importance. 

Owen Young brought to the Committee a broad 
experience in the conduct of affairs, notably as 
head of one of the world's largest industrial under
takings. He brought, as well, a mind of great range 
and penetration, an immense humanity, and a 
capacity to inspire trust and affection in his fellows. 
There seemed to be much of the dreamer in him. 
He was an idealist, but no realist ever had a more 
shrewdly practical outlook when confronted with 
a specific problem to unravel. He made no claims 
to profound familiarity with economic theory. He 
made, in fact, no claims to anything. But as the 
forces which were convulsing a continent came to 
a focus in the Committee room, it was more and 
more to him that men turned for wise and workable 
solutions. 

As the plan took shape, it became apparent to 
close observers that an intelligence of the first order 
was bringing the Committee honourably through 
the collisions of powerful interests and convictions 
which threatened to destroy it, and was welding 
the technical proficiency and high purpose of its 
members into a serviceable instrument. It was 
Owen Young who supplied that quality of high 
statesmanship. He saw the reparation question as 
a whole, and related all its multifarious elements 
to the central conception of a problem in interna
tional understanding. He possessed an extraor-
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dinary power to bring men's minds to common 
ground-a power which lay in the fertttity and dis
cernment of his own mind and the deep persuas
iveness of a lofty character. The part played by 
Owen Young throughout a critical ten months in 
the history of Europe marks him as one of the 
tru,ly great figures of the generation. 



CHAPTER XI 

THE LIQUIDATION OF THE REPARATION PROBLEM 

T HE Dawes Plan remains the central feature 
of the present structure of international trade 

and finance. The full and free action of the forces 
now making for the economic restoration of Europe 
and· thus in great measure for social health and 
political stability depends upon its continued 
operation. 

To date, the plan has functioned without serious 
hitch, in the manner contemplated by its authors. 
It is being intelligently administered by a compe
tent interallied organization. This organization 
comprises ~he Transfer Committee and the various 
commissioners and trustees contemplated by the 
plan. It is headed by an able and broad-minded 
American lawyer, S. Parker Gilbert, formerly 
Under Secretary of the United States Treasury, 
whom the Reparation Commission selected as 
Agent General to succeed Mr. Young at the close 
of the transition period in 1924.1 All the testi-

IBesides those already mentioned, several Americans, acting as individuals 
and not as representatives of our government, occupy posts of importance in 
the reparation scheme. Thomas Nelson Perkins, the Boston lawyer, is chief 
arbitrator under the Dawes Plan. Walter P. Cooke, of Buffalo, sits on the 
Reparation Commission at Paris as a full member in the capacity of an 
American citizen, along with four members who officially represent respeC" 

:&56 
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mony is to the effect that the governments who 
are parties to the London Agreement have cooper
ated wholeheartedly in carrying out the plan. 

Unquestionably, the plan has great momentum. 
It is powerfully supported by world opinion. Its 
future, while in no sense guaranteed, seems by no 
means insecure. It would be idle, however, to deny 
the existence of strong counter movements directed 
to the premature shortening of its life. The points 
of attack are the American investor, who fur
nishes the foreign exchange required for the trans
fer of payments, and the German taxpayer, who 
pays the bills. 

In effect, if not by intention, the economic theory 
of the export surplus is directed toward breaking 
down the confidence of the American investor in 
the practicability of the plan. The most serious 
recent development in the propagation of the 
psychology of a breakdown is the attitude of the 
president of the Reichsbank. It has been apparent 
for some time from his utterances and from the 
policy of the Reichsbank that Dr. Schacht wishes 
to restrict the placing of foreign loans in Germany. 
The nature of his convictions on the subject and 

bvely the Briti.h, French, Italian, and Belgian governmenr.. The dUbei oE 
unofficial oblerver for the American government, which were performed 
IUcceaively by Hon. Alben Rathbone, Hon. Roland W. Boyden, and 
Colonel Jamel A. Logan, are now discharged by E. C. WilJOn. Leon Fruer, 
of New York, i. legal adviser and Paris representative of the Agent General 
lOr Reparation Paymenr.. Shepard Morgan, of New York, is American mem
ber of the economiC service at the Agent General's Berlin headquaners; and 
Richard B. Wigglenronh, of Boston, is assistant to the Agent General 
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the manner in which he relates them to questions 
affecting the operation of the Dawes Plan have 
become evi~entonly with the publication in Berlin 
of his recent book (1927) on the stabilization of 
the mark, in which he devotes a chapter to foreign 
loans and transfers. 

Dr. Scha<:ht apparently has come to the con
clusion that there is something unnatural in 
Germany's employing foreign capital for her resto
ration, and he is convinced that the transfer of 
reparation payments against the foreign exchange 
provided by foreign loans is wrong and dangerous. 

The Reichsbank president is a thorough con
vert to the doctrine of transfer difficulties. He 
goes a long way beyond others of the school. 
He says that transfers ought not to be made and 
cannot possibly be made against foreign loans. 
He says that the Committee contemplated that 
Germany should send abroad only what it 
realized from its foreign balance of payments, 
that is, reparations should be transferred only 
when and in proportion as Germany develops an 
export surplus. The plan, in his opinion, neveI 
contemplated that transfers should be made 
against loans. The adoption of such a scheme, he 
intimates, would have prevented the return of that 
confidence upon which the Committee laid such 
stress. "What foreign creditor," he asks, "would 
lend another penny to Germany if he knew that 
his money would be used for the_direct payment of 
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reparations instead of serving to strengthen the 
economic productivity of Germany?" The utiliza
tion for reparation transfers of foreign exchange 
thus procured only stores up trouble, Dr. Schacht 
believes, for the future. In his opinion, the loans 
represented by the foreign exchange thus used 
will not play their part in producing the export 
surplus which will be needed when foreign ex
change is ultimately required for their repayment.1 

To reply in detail to the doctor would be merely 
to repeat much that has gone before.' His ideas are 
all variations of certain misconceptions, already 
discussed, regarding the nature of capital, the 
mechanics of its distribution, and the role of debtor 
and creditor countries in the world system, plus 

IP. 180, et Hq., op. cit. (p. 1:10, above). The book it in Gennan • 
.y{. will, however, in reply to hiJ question just quoted, ask Dr. Schacht 

whether he haa not overlooked the fact that the capital (that is, the goods) 
tePreHnted by the amount of the reparation payments has already been 
aaved and eet aide by the German taxpayer, and therefore that that portion 
of the loana made br foreign Ienden which i. not shipped into Germany in 
the form of rea1 caPItal or good. (being let aside in the form of foreign ex
change (or the tranafer of reparaaon payments) operates to release to the 
German eamomy a corresponding amount of real capital in Germany which 
it under the control of the Agent General This lame principle applies to 
transfen made for the payment of intenoat owing by Germans on any foreign 
debt, whether ~aration debt or commercial debt. The saving of money for 
the payment of debt brings new capital into being (capital being real goods 
.. vee! over consumption), and the mechanica of utilizin$ foreign exchange 
provided by new foreign loana against which to transfer mtereat on the old 
debt kee.,. that new rea1 caj!ital in Germany. Operations of this IOn have 
been IOine on for decades. Germany is not a new kind of debtor counay, 
nor from the stand point of .. transfer" it the reparation debt a new kind of 
debt. The lender of new money to a debtor counay need have no fear that 
the mechanica of exchange will affect in the leut degree the character of 
hiJ loan as a productive loan. Any foreign loan made for productive purposes 
it bound to be productive. The mechanica of exchange have nothing to do 
with the maner. It ia theae mechanica which con£u.e Dr. Schacht. He 
thinb of capital as billa of exchange or bank credit, whereaa capital is good .. 



260 THE DAWES PLAN AND THE NEW ECONOMICS 

certain assumptions regarding the intentions of the 
authors of the plan, evidently based on the pas
sage relating to loan operations to which we referred 
at page 175 above, in discussing the transfer prob
lem. It is more appropriate here to consider the 
significance of the fact that views of this kind are 
held by the president of the Reichsbank. . 

If Dr. Schacht adheres to his opinions it seems 
likely that they may have a temporarily unsettling 
effect. Translated into Reichsbank policy, they 
have already this year resulted in an effort, since 
abandoned, to force the interest rates of the coun
try down to a point where foreign capital would 
not be attracted. They appear to have had their 
part in the break in the Berlin stock market of 
May, 1927. This crisis was precipitated by the 
announcement of a prospective curtailment of 
stock exchange loans, one purpose of which seems 
to have been to avoid raising interest rates during 
a condition of capital shortage. 

Dr. Schacht says that the granting of loans by 
foreigners takes the control of German credit out 
of Germany and particularly out of the hands of 
the Reichsbank. That is so. That is not to say, how
ever, that credits will be unwisely granted. But, 
even if they should be, the fact remains that it 
is the law of supply and demand against which 
Dr. Schacht is protesting. The conditions deter
mining the granting of credit and the distribution 
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of surplus capital are international in their scope. 
There is no convincing indication that Germany is 
approaching the point of capital saturation. In
deed, there is no indication that in the modern 
world there is any such point; the demand created 
by new markets and by new inventions constantly 
bringing new kinds of product into public favour 
is insatiable. Capital distribution is governed by 
relative conditions. So long as the United States 
produces relatively more capital than Germany, the 
law of supply and demand, working through differ
ences in interest rates, is likely in the long run to 
have its way and continue to feed Germany with 
foreign capital. 

Conceivably, Dr. Schacht's views on loans and 
transfers and the views of those who think with 
him will bring a psychology of panic into the 
American mind in 1928. More likely, they will 
break harmlessly on the rock of reality and leave 
the American investor undisturbed in his present 
vocation of salvaging Europe through loans. 

The considerations which will determine the 
attitude of the German taxpayer are of a different 
character. On him converge the arguments which 
go to the political roots of the problem. His con
tinued support of the plan depends on his concep"
tion of the justice and expediency of the payments 
which he is expected to make in relief of the French 
taxpayer. 
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Perhaps the chief obstacle to a· clear view in 
Germany of the reparation problem as an issue in 
internation~l justice is th,e fact that, in the Treaty 
of Versailles, the payment of'reparations was linked 
with the question of war guilt. The German govern
ment was required to subscribe to the acceptance 
of "the responsibility of Germany and her allies 
for causing all the loss and damage to which the 
Allied and Associated governments and their na
tionals have been subjected as a consequence of 
the war imposed upon them by the aggression of 
Germany and her allies." This declaration formed 
the first article of the section of the Treaty which 
dealt with reparations. Thus the Treaty gave colour 
to the still-prevalent idea that reparations are ex
acted as a punishment for crime, and that the moral 
justification of their' payment lies in the guilt of 
the German people. 

To those who disbelieve in that guilt, the pay
ment of reparations has the repulsive aspect of a 
tribute exacted from the vanquished. Millions of 
Germans remain unconvinced that the origins of the 
war are traceable to sources within the frontiers 
of Germany. Other millions, while not prepared 
to deny that individuals or groups in Germany may 
have played a great part in precipitating hostilities, 
reject the idea of a national culpability carrying 
with it the liability of an entire people to a contin
uing punishment. 

A considerable sentiment exists in Germany for 
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a revision of the Treaty clauses in which Germany's 
responsibility for the war is affirmed, and with the 
hope for revision appears to go a corresponding 
expectation that the reparation debt will be wiped 
out. It is that expectation, in fact, which gives the 
movement much of its vigour. Now, whatever hap
pens to the Treaty clauses in question, it is obvious 
that the reparation debt must stand. In which 
direction lies the escape from this potential di
lemma and its threatening possibilities? 

It is impossible that escape should lie through 
. conversion of the German people to the acceptance 
of war guilt. World opinion no longer supports that 
thesis; since 1919, it has moved steadily toward a 
reaffirmation of the philosophy of Edmund Burke, 
who found the notion of a willful criminality of 
a whole people too big for his ideas of jurisprudence. 
The only way out of the dilemma will be through a 
more general understanding in Germany that the 
reparation obligation fundamentally rests on the 
principle of an equitable distribution of war burdens. 
To the growth of such an understanding, the Dawes 
Committee gave a great impetus by its definition of 
reparations as Germany's equitable contribution to 
the reconstruction of Europe. 

There is no denying the existence of a feeling of 
restiveness in Germany under the burdens of the 
plan, or the fact that that feeling is becoming more 
outspoken. In the Reichstag debate on the 1926-
1927 budget, the correspondent of the New York 
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Times reports:1 "Spokesmen officially formulating 
the views of all the parties, even the Communists, 
agreed that the present schedule of reparation 
payments could not be carried out indefinitely. 
Party speakers almost without exception stressed 
the nation's conviction that payment must be made 
to the Allied powers, not because of any moral· 
motive, but simply because Germany lost the war. 
In other words, the German parliament was a unit 
in rejecting the Allied thesis of the German Em
pire's sole guilt in precipitating the outbreak of 
hostilities." 

Whether a better understanding of the nature 
of the reparation obligation would of itself create 
in Germany a vigorous national conscience on the 
subject of reparations may be doubted. It would 
be a good deal to expect from human nature. 
Sharing the bunkns of other nations is not a sub
ject which in any country arouses spontaneous 
public enthusiasm. But the absence of any con
viction as to being the victims of an unjust settle
ment ought to be sufficient to protect the plan 
from repudiation by the German people. For if the 
public mind were reasonably clear on the issue of 
justice, considerations of expediency might be 
expected to exert their full influence in protection 
of the plan. 

Men's memories are proverbially short; but there 
is evidence that the advantages accruing to Ger

IAprill. 19Z7. 
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many by reason of the reparation settlement are 
still recognized in high places. The government has 
promptly met all its obligations under the plan and 
has cooperated actively in the solution of problems 
involved in its operation. This shows not only good 
faith, but good sense. So far, German policy has 
been guided by men who are able to recall with 
profit the horrors from which the Dawes Plan 
rescued their country and to appreciate the con
tinuing benefits of peace which it confers. 

That the present provisions of the plan must be 
accepted as the immutable measure of the equities 
in the case, its authors would unquestionably be 
the last to maintain. It was part of their wisdom' 
that they did not claim finality for the plan. New 
facts may change the picture. Particularly, the 
operation of the prosperity index, if it should result 
in a large supplementary payment, may call for a 
partial reopening of the case. It is true that a 
contract is a contract. But it is also true that the 
essence of this contract was equity, so far as it is 
within the reasonable power of the human mind 
to define it. The appellant, however, must be re
quired to show a very strong prima-facie case, for it 
is evident that even a partial reopening of the 
settlement would be a delicate operation, attended 
with grave risks for all concerned. 

In due time, Germany will move to have a limit 
formally set to the duration of the reparation 
annuities. She will be entitled to have the total 
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obligation fixed, whether stated as a terminable 
annuity or, in equivalent terms, as a capital sum 
on which her annual payments under the plan will 
be allocated as between interest and sinking fund. 1 

There. is. no good reason for haste in this matter; 
for, as has already been suggested, it seems clear 
enough from the general conditions of the plan 
that the annuities are to be considered as running to 
1949 and a portion of them to 1964. There is every 
reason, on the' other hand, for the greatest circum
spection in reapproaching this old and sore subject 
of a definite and formal revision of the Treaty debt. 

One of the chief dangers in that. connection 
comes from enthusiastic amateurs who have not 
seen the horror and bitterness of the reparation 
dispute at close range, and who have a passion 
for crossing the t's and dotting the i's of an infi
nitely complex .settlement. The essence of their 
complaint,. though they may not know it, is that 
nature should evince a disposition to take a gener
ation's time to repair the wounds of the war. 
What annoys them, essentially, is that the repa-

IThe payments being made on the railway and industrial bonds are already 
allocated between interest and sinking fund. Technically, the allocation to 
sinking fund is for the purpose of extinguishing the debts in 1964 as debts of 
the railways and industry respectively. No provision has been made requiring 
that these sinking-fund payments shall be considered as extinguishing in 
corresponding amount or in any other proportion the capital obligation of 
the German government on account of reparations. Technically, the ~3 
billion dollar capital obligation fixed by the Reparation Commission 10 
1921 still stands, subject to relatively small payments allocated to reducti,!n 
of principal prior to the coming into force of the Dawes Plan and certam 
deductions on account of cessions of properties, the vaiues of which were to 
be fixed by the Commission. The net figures, as stated in a previous chapter. 
may be taken as in the neighbourhood of 3 1 billion dollars. . 
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ration problem should be the expression of a world 
catastrophe, that the depth of the problem should 
be proportionate with the immensity of the disaster 
and that the solution of the one should proceed no 
more rapidly than the repair of the other. With 
the utmost good will, therefore, they are bent on 
tidying up the arithmetic of reparations in a com
pletely logical fashion. 

Until a substantial capital payment can be made 
in cash, it is difficult to see what practical purpose 
would be served by a movement for the settlement 
of this question, or to believe that such a movemept 
would be other than futile and dangerous. That a 
cash payment large enough to bring about a final 
settlement can be made for a good many years 
seems unlikely. 

The most suitable means to this end would be 
the public sale in the United States and elsewhere 
of the railway and industrial bonds now in the 
possession of allied trustees. In their present form, 
being payable in marks, they are scarcely salable 
abroad; but this objection could presumably be 
overcome. They have a total nominal value equiva
lent to 4 billion dollars, but as they carry only 5 
per cent. interest, their theoretical value to-day 
in a market in which excellent European bonds 
sell to yield 6 per cent. would be considerably less 
than their face. It seems altogether probable that 
the marketing of any considerable part of these 
bonds for the benefit of the Allied treasuries would 
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be made the occasion of bringing about a general 
settlement involving liberal concessions to Ger
many by the Allies. 

There are, however, serious obstacles in the way 
of such a settlement in the near future. We have 
estimated that under the Dawes Plan the Allies 
are entitled to receive in a standard year an 
annuity equivalent to interest at 4 per cent. and 
sinking fund payments on a capital sum of 9 billion 
dollars, plus or minus adjustments due to the 
operation of the prosperity index. Short of a com
plete wiping out of interally debts, it is inconceiv
able that any bond flotation small enough to be 
manageable at this time would be large enough to 
induce the Allies to make a clean sweep of the rest 
of the reparation debt. 

It is also to be borne in mind that the trend of 
European econoI]lic thought has not been such as to 
strengthen the value of European securities on the 
American market. Until the transfer agitation in 
all its phases has run its course, it is questionable 
whether, even in a market of the immense absorb
ing power of ours, the. reparation bonds could at 
any price be sold in sufficient amount to advance 
the problem very much toward a final settlement. 
When the time comes for floating them, the ques
tion m:)y then arise as to the extent of the resulting 
interference with the satisfaction of the new capital 
requirements of industry both here and abroad, 
and as to the relative importance of the competing 
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demands. That bridge, however, does not need 
to be crossed now. 

In the passage of time, it is scarcely to be 
doubted that the disappearance of the reparation 
debt will become an end of statesmanship in France 
itself. The reparation debt is a political debt-a 
debt between taxpayers-and as such has nothing 
to recommend or support its continued existence 
when its primary purpose has been measurably 
accomplished. Its reason for existence is the equal
ization of national burdens during a period of ex
treme exhaustion. When the exhaustion becomes 
perceptibly and permanently less intense, the 
sanctions behind the debt will correspondingly 
relax. An inter-taxpayer debt, without the sanction 
of some high social purpose or deep principle of 
international justice, can serve no ends but those of 
domestic buncombe and international mischief
making. Of that truth we may feel reasonably sure 
that the real statesmanship of France, the great 
creditor on reparation account, as well as of Amer
ica, the ultimate creditor on all the debts, will be
fore many years be fully persuaded. 

But until the United States makes much greater 
concessions on the interally debts than so far made, 
the cancellation of the reparation debt cannot be 
a proper immediate object of statesmanship or a 
practical proposition in the domestic politics of 
Germany's largest creditor without a considerable 
down payment in one form or another. 
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It is apparent that the present trend of Franco
German relations will facilitate a settlement, when 
the time comes for it. France still has to stabilize 
her currency· and weather her deflation crisis. 
The natural tendency of that period would be to 
put a strain on the new rapprochement, though so 
far such a result has not appeared. Meantime, as 
an influence of the opposite tendency, the recent 
pooling of the French and German steel industries 
is a factor of importance .. It is not impossible that, 
in the development of those industrial relations, so 
significant to the cause of a lasting peace between 
France and Germany, will ultimately in some 
fashion be found the compensation for France. 



CHAPTER XIr 

THE TllANSFER BUGABOO AND THE AMElUCAN 

INVESTOR 

I NA previous chapter we dealt with those aspects 
of the transfer problem which primarily con

cern the Dawes Plan. We saw that the mechanics 
of transfer is being cared for to-day through foreign 
exchange provided by foreign loans to Germany, 
chiefly by American investors. We have dwelt on 
the fact that American loans to Europe not only . 
contribute to a solution of the reparation problem 
in this technical sense, but also that, by replacing 
destroyed capital and stimulating productivity, 
they help to relieve the exhaustion which is the 
fundamental cause of the problem. 

In our previous discussion, we remarked that 
the new conditions in which America has taken the 
place of England as chief lender to the world are 
characterized by British economists a& essentially 
temporary, abnormal, and dangerous. We re
counted that one of the alleged threats in the 
situation is that a solution of the reparation prob
lem is not really being accomplished by loans, 
but only dangerously deferred; and came to the 

171 
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conclusion that this danger exists chiefly or en
tirely in the minds of the economists. It remains to 
discuss a related aspect. That aspect is the alleged 
danger to America and the American investor. 

Though the prospective calamity to this country 
is but vaguely defined, our attention is constantly 
directed to it in terms and tones which lack nothing 
in positiveness. We are told that the "piling up of 
loans" is dangerous. There is something about it, 
quite distinct from the matter of business risks, 
which fills the economists with deep forebodings. 
Apparently, they have no doubt as to the danger 
being something very real. But they do not tell 
us precisely what it is. 

Mr. Keynes gives us a sample of these dark 
prognostications: "Reparations and interallied 
debts," he says, "are being mainly settled in paper 
and not in goods. • • • How long can the game go 
on? The answer lies with the American investor. 
• • • The moment when cancellatiori becomes a 
living topic, an unavoidable burning. issue of 
practical politics, will be when the circular flow of 
paper is impeded and the artificial equilibrium 
broken. It will be for the American investor in 
due course of time to give the word-and for the 
American public to find the solution."1 

There seem to be two separate suggestions in 
Mr. Keynes's words. One of them is the idea that, 
when the loans stop, it will be impossible to trans--

11. M. Keynes, Till Nasioft IIIIIlAthtttawm, London, September II, 1936. 
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fer the payments on the war debts. This is an old 
friend which need not detain us here. It is the 
other idea that interests us at this point-the sug
gestion of a II game" now in progress. What is the 
meaning of Mr. Keynes's references to a "circular 
Bow of paper" and an "artificial equilibrium," 
one of which is due to be impeded and the other to 
be broken? . 

What does this unhealthy picture of the present 
situation imply, and what do these dark sug
gestions as to coming events portend? Apparently 
there is something very wrong with things as they 
are. Apparently the whole scheme of loaning 
money to Europe is a huge artificiality. Apparently 
it deserves to come down with a crash and, if we 
understand Mr. Keynes correctly, it is going to do 
so very soon. We take it that something most 
unpleasant hangs over the head of the American 
investor. 

What is this calamity which is impending? 
What, if anything, does Mr. Keynes mean? 

Before attempting to answer that question, let 
us first see how close the American investor has 
now come to occupying that position-that un
pleasant position, if Mr. Keynes insists-which the 
European investor occupied in 1913. It was then 
that the- European investor was regularly cashing 
coupons and dividend checks on 33 billion dollars of 
his money loaned out to debtor countries. In actual 
comparable figures, how desperate has the posi-
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tion of the American investor so far really become? 
According to estimates by the Department of 

Commerce, our foreign investments at the end of 
1926 amounted to 11,215 million dollars, of which 
3,010 million were in Europe, 4,500 million in 
Latin America, 2,801 million in Canada and New
foundland, and 904 million in Asia, Australia, 
Mrica, and elsewhere. . 

If we add to this the nominal value of the inter
ally debts owing to us, amounting to about 10 
billion dollars (the real present value being about 
7 billions because of the fact that the interest pay
ments have been reduced to rates lower than 
market rates), the gross capital indebtedness of the 
rest of the world to the United States is about 21 
billion dollars. Against this is to be offset about 
3 billions of foreign holdingsl in the United States, 
leaving a net nominal capital obligation to us 
of 18 billion doltars, or, taking the interally debts 
at their real value, 15 billion dollars. 

Before the war, the world capital obligation to 
Europe was about 33 billion dollars.! Owing to the 
depreciation of gold and corresponding increase in 
prices of 50 per cent. since 1913, the pre-war in
debtedness to Europe, on a basis comparable to 
the 15 billions now owed to us, would amount to 
about 50 billion dollars (30 billion to England, 12 

lNot including I.a billions (net) deposits and loans due to foreigners by 
American banks. 

'E.timatea by Harvey E. Fisk. op. cit. (p. 10, above). 
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billion to France, and 8 billion to Germany). 
We therefore still have some 35 billions to go be
fore we shall be in that position toward the world 
which Europe occupied before the transfer prob
lem was discovered. 

During 1926, we moved nearer to Europe's pre
war position by about 700 million dollars, net, as 
follows: 

Year 1926 
lnveatmenta made by ua abroad 

(excluding refunding loans); 
Deduct: Investmenta resold to 

foreigners, bonda redeemed 
and interally debt US m.) 
paid ofF 

Le.I: Investmenta made by for
eigners here (excluding 3S9 m. 
in bank deposita and short
term loans) 
Deduct: American bonds re

deemed and U. S. currency 
(40 m.) returned from 
abroad 

Increase in our net foreign hold
ings during 1926 

Millions 0/ dolla" 

159 

94 

Exclusive of refunding loans, our purchases of 
new securities abroad during the first half of 1927 
were 726 million dollars. It is to be noted, however, 
that the gross investment abroad is always subject 
to a considerable offset for investments resold, 

'Net amount made avaalable to borrowen, after commissioDl and di.. 
ClDUDfo 1,345 OJ. 
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investments made by foreigners here, etc. As the
above figures show, this offset during 1926 was 
about 50 per cent. During 1925, the offset was of 
similar magnitude, and during 1924 about 37 per 
cent., bringing the figures for those years down to 
494 million and 572 million respectively.l It is the 
net figure which denotes the effective amount in
vested abroad each year. The figures ordinarily 
published in the newspapers represent gross pur
chases of foreign securities in this country. Even 
these figures are by no means startling. When they 
are reduced by the amount of refunding issues in
cluded in them and by the other appropriate de
ductions, the net change in our position is rela
tively insignificant when compared to the distance 
which we still have to go. 

Now, to return to the suggestion of danger in the 
"piling up of 10!lIls." Size, as a threat in itself, is 
one of the dangers implied. Wlten we examine 
comparative figures, it does not seem impressive. 
Size, as affected by the transfer problem, is another. 
How are we to get our money back? It is the 
familiar question -as to how the payments on the 
reparation debt are to be transferred. Let the 
economists phrase it: 

lFor a more complete discussion of the 192-L figures, including an analysis 
of the exchange operations of that year, see "The Transfer Problem-Buga
boo of Our Foreign Trade and Investment Operations," George P. Auld, the 
NtfAI York Tinus Annalist, June 8, 1925. The tabulation on page 275 is de
rived from figures appearing in "The Balance of International Payments 
of the United States, in 1926," by Ray Hall, Assistant Chief, Finance and 
Tnvestment Division, Depanment of Commerce. 
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QUESTION BY THE ECONOMISTS (following th~ 
Socratic methoti) : As your debtors have no export 
surplus, how are you to get your interest on this 
huge debt of IS billion dollars which is increasing 
at the alarming rate of six or seven hundred 
million dollars a year? 

ANSWER (in the American mode, by asking 
anothtr) : How did Europe collect its inter
est on the 50 billions owed to it by debtor coun
tried 

QUESTION BY THE ECONOMISTS: By making 
more loans, if you insist. But we know more 
about such things now. Consider carefully, when 
the time does come when Europe has to pay you 
by a surplus of goods, how impossible that a 
surplus so large can be developed, or if that does 
not alarm you, how unpleasant it will be for you 
to receive it. 

ANSWER: Fifty billions minus IS billions is 
35 billions. Divide this by 700 millions. The 
answer is 50. We are very much engaged at the 
present time, and suggest that the matter 
be discussed a little later, say So years from 
now. 
The answers appearing in this imaginary collo

quy will !:>e regarded by sorne persons as frivolous. 
That is a curious circumstance, if one considers it. 
It is curious that, in dealing with the prosy subject 
of debt payment, the argument from experience 
should be regarded as levity. It is an interesting 
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commentary on the power of a superstition, or, iJ 
one pr~fers, it is a striking example of the triumpl 
of the subjective mind over the dull facts oj 
existence. 

In the circumstances, it seems essential that we 
try to penetrate the metaphysics of the economi( 
mind. We shall have to try to find out what Mr 
Keynes is driving at. It appears to be this. He be· 
lieves that England and doubtless the rest of the 
world would be much better off if the intemationa 
war debts were out of the way. It has become 
obvious to him that the reparation debt mus1 
stand, unless and until the United States relieve! 
France directly and through the indirect chain oj 
debt owing by France to England and by England 
to the United States. He has a theory that these 
debts cannot be paid on account of the difficultie! 
of transfer. He 'believes that cancellation will be 
facilitated by hammering this theory home. 

He fulds, however, that this is not the case. A! 
a future hypothesis, the theory does not get home 
to the plain mind, and as a present condition it i! 
rendered false as a result of American loans. Mr. 
Keynes then produces another future hypothesis
that the loans will not go on for long. His reason fOJ 
this is ~cardinal to the whole subject with which 
this hook deals. He believes that Europe paid fOJ 
the war out of income, that it has not suffered 
extensive capital losses, and that it will not, there-
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fore, need the assistance of American capital for 
any extended period. In a word, he believes that 
Europe has recovered. If he does not believe that, 
his predictions that the loans will cease, that 
the "Bow of paper" will stop, are without any 
meaning at all. 

Believing that Europe is recovered and that the 
loans will therefore cease, Mr. Keynes and his 
school have the satisfaction of predicting that the 
war debts cannot be transferred much longer. But 
this second theory of theirs, like their first one, 
does not get home to the· plain mind. They then 
proceed to paint a picture of danger to the Amer
ican investor. Presumably the danger is that he 
will not get his money back because of transfer 
difficulties. But the investor is fairly serene about 
the matter of foreign investment, and he will reply 
with the argument from the experience of England. 

What, then, is left to these earnest gentlemen 
who believe that all the world is out of gear? For 
his own good, the investor must be convinced, if 
not in one way then in another. And so the im
pressionistic method is adopted. The detail is 
painted out of the picture, and the danger is 
painted in as something vague, dark, and mysteri
ous. 

We assume that Mr. Keynes wants to be taken 
seriously. And as he is dealing with phenomena of 
credit, it is not impossible that he will be. Suppose, 
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then, that the American investor, from causes un
.connected with the operation of his reasoning 
faculties, . should conclude that this "circular flow 
of paper" is in truth due to be i~peded, that the 
cc artificial equilibrium" is due to be broken, and 
that the unpleasant results which those events 
would portend are due to arrive. Then it will in
deed become certain that the equilibrium will be 
broken, for the American investor will break it 
himself by throwing his European securities on 
the market and declining to subscribe for new 
issues. 

But, suppose that Mr. Keynes should then make 
the discovery that he is mistaken in his theory that 
Europe does not need American loans any longer. 
What alternative scheme for the reconstruction of 
Europe will he then be prepared to offer? 

If the object of all these incantations of the 
economists on transfers and loans is cancellation 
of interally debts, the game is not worth the candle. 
The danger in the situation, if there is one, is not 
primarily to America, but to Europe. The danger 
is that we may take the European economists 
seriously, as thousands of intelligent people did 
during the critical days which preceded the Dawes 
Plan. 

Have the economists really thought the matter 
through? Are they really prepared to meet the 
situation which the propagation of their theories 
logically promotes: the shaking of the confidence 
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Or the American investor and the potential closing 
of the American investment market to Europeaa 
securities 1 How do they propose to time the arrival 
of this situation so that it will coincide with that 
speculative date when Europe's capital needs will 
be satisfied 1 A little miscalculation by the experts 
on this point, a little gap of a few months between 
the arrival of the two events, and the damage 
would be done. They seem to be staking a good deal 
on their abilities in the field of scientific forecasting. 

More than that, they are staking it on a theory 
regarding the probable position of Europe in the 
world system of this generation, which many facts 
-perhaps most facts-go to show is totally wrong. 
The possible error in their calculations seems likely 
to be one of decades rather than months. 

The concern of the economists over the flow of 
American capital to Europe seems to be the ex
pression of a state of incredulity that the war which 
they believed to be economically impossible did 
actually happen. If Europe has already recovered 
from that impossibly big war, it must be that it 
was considerably less of a war in its economic 
effects than the economists anticipated. If this is 
so, if Europe is really due to go back promptly to 
a creditor position, then the export surplus diffi
culty urged as a reason why our loans cannot be 
paid has been solved, and Mr. Keynes's cancel
lation theories are once more subject to some slight 
revision. 
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Has the transfer problem any sensible meaning 
whatever? If one has the patience to follow its 
various hypotheses through to the end, they dis
solve in inconsistencies and absurdities. They 
seem to be merely a disconnected series of ill
defined figments of the imagination. We have 
attempted to pin these furtive images down by 
the ordinary reasoning methods known to the 
plain mind. They lead us inevitably into a form of 
rebuttal which itself has an air of unreality. If such 
an impression is gained from these pages, if some 
of them are reminiscent of Alice's Adventures in 
Wonderland, we submit as the reason for it that we 
have tried to take Mr. Keynes seriously and deal 
with his theories wherever they led us. We were in
duced to do this by the knowledge of his position of 
pre~tige in En~lish economic thought. If, however, 
it is unnecessary to take his theories so seriously 
as to examine them in detail, we suggest, what we 
have suggested before, that the whole transfer doc
trine, in all its ramifications, may be briefly and 
sufficiently answered by the argument from ex
perience-the experience of England as a great 
creditor and of America as a great debtor before 
the war. 

Besides the transfer problem, another spectre 
has to be exorcised before one can consider the 
question of our foreign loans on a realistic basis. 
This one, for lack of a better name, may be called 
the drain bugaboo. The idea is that the export of 
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our surplus capital will be a drain on our economic 
strength. 

Look at England, the pessimists say. Did not 
the long-continued drain of investment capital 
out of England before the war weaken her? Was 
it not responsible in large measure for her present 
enfeebled economic condition? Would not England 
have been better off if she had kept this capital at 
home? 

Assuming for the moment that the answers to 
these questions might be in the affirmative, the 
reply, couched in the same somewhat vague 
general terms as the queries, is that England before 
the war, with a third of our present population, and 
much less than our present economic strength, was 
annually lending abroad about as much as we are 
lending now. 

But unqualified affirmative answers cannot be 
given offhand to the questions regarding Eng
land. It must first be asked, what use would have 
been made of her surplus capital if it had been 
retained at home P That capital was tangible goods 
-the surplus product of British industries, re
maining over after the satisfaction of home con
sumption requirements and home demands for 
new capital. If its export were to be stopped, either 
the production of it had to be stopped, with un
employment as the result, or it had to be used at 
home. It had to be used in one of three ways: In 
building new plant, which implies still more pro-
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duction; in government work, which implies higheI 
taxes; or in consumption, which implies paying 
higher w~ges~ 

The first alternative of using the surplus capital 
in building additional plant at home is not a real 
alternative. Before this surplus of new capital re
mained over for export to British customers abroad 
British industry had already satisfied its needs fOI 
new capital to finance its necessary extensions. 
Those extensions were required in substantial part 
to provide output for foreign markets in new 
fields where the extension of consumption de
mands was continuous and almost unlimited. The 
product of these new plants was moving to coun
tries where whole populations were beginning to 
use locomotives instead of horses and to wear suits 
of clothes over their shirts. But if England's export 
surplus were to be kept at home, what use would 
be made of these new plants and of the still more 
new plants to be built out of the embargoed sur
plus? Obviously, there would be no use for them 
at all, unless home demands for product were to be 
increased. 

In order, then, to answer the question as to 
whether England would have been better off to 
have kept her export surplus at home, we must say 
whether that excess capital ought to have been 
used for public works and other expanded activities 
of government, involving higher contributions 
to the general welfare by the taxpaying classes, 



TRANSFERS AND THE AMERICAN INVESTOR 28S 

or whether it should have been used for general 
consumption purposes, involving a general raising 
of the wage level by employers. . 

We shall not attempt to answer that question, 
for the reason that it proves to be irrelevant to the 
object of our discussion. Having discovered what 
the original questions' regarding England really 
amount to, we may now return to our primary 
purpose. That purpose was to form an opinion as 
to the dangers confronting the United States in a 
policy of investing its surplus wealth abroad. 

We said that, by some persons, England is 
pointed out as a horrible example of the results 
of such a practice. We now find that the suggestion 
of an embargo on foreign loans gets back to a 
question whether the functions of government re
quire any considerable expansion or whether the 
wage scale and living conditions of the workers 
need substantial improvement. 

Now, whatever may be regarded as the proper 
answer to that question as regards English con
ditions, it is apparent that it would have no bearing 
at all on the answer as regards American con
ditions. Our answer regarding our own problem, we 
think, must be that in this country we already 
have an overpowering sufficiency of governmental 
activity, and that the situation of the American 
wagc-eamer, broadly speaking, is an excellent one. 
There seems, therefore, to be no compelling reason 
in our gene-ral economic condition why we should 
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hesitate to place our surplus overseas, and fulfill 
Our manifest destiny. 

The economic dangers associated with foreign 
investment are nothing more or less than business 
risks. Foreign investment is a business. It goes 
hand in hand with foreign trade. The two, and 
particularly the first, demand special, knowledge. 
They demand special judgment. And with respect 
to those essentials, we in America are still, rela· 
tively to the English, only amateurs. But we are 
learning fast. And we shall learn faster when we 
rid our minds entirely of the superstition that some 
profound economic mystery surrounds the business 
of foreign investment and that some occult danger 
hangs over its head. 

This is not to suggest that the risks should be 
under-estimated. It is merely to suggest that they 
be viewed realistically. Obviously it would be folly 
to rush into indiscriminate investment of our funds 
abroad without careful regard to the circumstances 
in each particular case. During the past year there 
have been indications of such a tendency; and 
conservative bankers have properly emphasized 
the need for caution. It was a not unnatural result 
of what had gone before. The first great eastward 
rush of our dammed-up surplus after the Dawes 
Plan went into effect was slowing down. The profit 
in foreign financing had been large both to bankers 
and investors. The demand for foreign securities 
kept up. It tended to exceed the supply and to 
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stimulate a too-persistent search for objects of 
foreign financing. • 

Such tendencies will have to be guarded against 
in the foreign field as they have to be in the do
mestic field. Each risk will need to be properly 
weighed on its own merits. When that has been 
done and the sound risks have been assumed, the 
national danger to be apprehended from the" piling 
up of loans" will have been met and controlled. 
If the risks assumed by investor A are reasonably 
within A's capacity, and the risks assumed by 
investor B are within B's capacity, the combined 
risk of A and B is within their combined capacity. 
To imagine that in determining the national risk 
from the sum of the individual risks some geo
metrical ratio of increase comes into play or some 
extraneous element of economic danger is intro
duced, is mere superstition. 

Superstitions of that sort, fears of mere size, 
fears of drains, of transfer difficulties, or of repay
ment in goods, lead to two absurd conclusions: 
That the American investor is forbidden byeco
nomic law to play the part in the world system 
once played by the European investor, and that 
the American producer is forbidden to assume the 
position in the world market once occupied by the 
European producer. 

Unquestionably, the weighing of the business 
risks of foreign investment presents its difficult 
and complex problems. The granting of credit in 
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the foreign field requires a study of many factors, 
moral, political, general economic, and technical. 
Their difficulty and multiplicity need not, how
ever, dismay us. What Europe has done in the past, 
we can do to-day. 

The moral risks are no different from the moral 
risks which Europe once took in investing its money 
here. We are the children of Europe. Certainly, 
discrimination will be exercised in the matter of 
individual moral risks, and it may please some of 
us to fancy one people over another. But, broadly, 
if we disbelieve in the soundness of Europe, we 
shall merely deny our own heritage of blood and 
tradition. 

The risks of political disturbances affecting our 
foreign investments constitute our most elusive 
problem. What those risks now are and what they 
will become from time to time must remain a 
matter of individual judgment, constantly requir
ing revision. We are entitled to believe, however, 
that, in the broad, political conditions will be a re
flex of the general economic situation. 

If the general economic situation is such as to 
ensure reasonable prosperity and contentment 
among the population at large, the danger of 
.political disorders should not be great. Now that 
the violent stage of the reparation controversy has 
passed and Europe has got back to production, 
the movement is upward. Two major factors in 
the situation, one favourable and the other un-
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favourable, are to be found in our loans to industry 
and in the taxpayers' debts. We, therefore, to a large 
extent, hold in our own hands the key to the prob
lem of the general security underlying our loans 
abroad. Every loan, sound in itself, which our in
vestors.. have made to European industry has 
strengthened the security back of all the loans. 
Every concession by our taxpayers to t~e Euro
pean taxpayer will have the same result. We can
not lift from the European taxpayer's back the 
major burden-his internal public debt-but the 
portion which we do lift or decline to lift may be 
the decisive portion. 

The technical aspects of our foreign risks present 
their own special problems. Many new conditions 
obtain in industry abroad to-day, and many of the 
old conditions still existent are new to Americans. 
But the proved ability of American bankers to deal 
intelligently with industrial financing at home is a 
guarantee that they will rapidly acquire compe
tency in the foreign field. The question of technical 
security upon which they have to pass judgment is 
in one respect simpler than the problem which 
European bankers faced when they provided cap
ital for American railroads and industrial under
takings. Those enterprises, many of them new, and 
placed in a background of general industrial under
development, were, broadly speaking, speculative 
in character. On the other hand, European enter
prise to-day, while not presenting the same possi .. 
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bilities of growth, is a going concern with an 
established record and a great tradition of crafts
manship b~ck of it. 

With carefully chosen individual risks, the 
dangers to be encountered in our foreign financing 
will be comparable with those normal dangers 
which are everywhere associated with profitable 
business. Unquestionably, temporary depressions 
abroad will adversely affect our foreign interests. 
Unquestionably, losses from injudicious investment 
will be sustained. The controlling factor in keeping 
such losses at a minimum will be the judgment 
which, in any field of activity, whether foreign or 
domestic, marks the successful merchant and in
vestor. In our new circumstances, that judgment 
will be of a new quality. It will require a broader 
base of knowledge, a deeper insight into affairs, 
and, in the last analysis, a greater courage. For all 
of these things, the rewar4s will be proportionate. 

The prospect of these rewards, the spirit of high 
adventure, and, let us hope, the ideal of service, 
are pushing us. forward into a world career. We 
are undertaking the . role of world merchant and 
banker. It will have its ups and downs. We may be 
at this moment in a period of temporary recession 
from the first great spurt at the end of 1924. With 
the gradual recovery of Europe, it would be strange 
if such a mark were soon again reached. But it 
would be stranger still if our colossal industrial 
strength were not from now on much the greatest 
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factor in the world system in the steady production 
of new capital to be spilled over on to other less
favoured lands. 

The responsibilities of this new career, its risks, 
if we choose to call them such, will not be solely 
economic. Inevitably, in the protection of our 
interests, we shall be involved in political questions. 
The scope of these questions will be subject to one 
important limitation. To-day no problem of sur
plus population presses us forward along the road 
of territorial expansion which Europe took. We 
have no desire to undertake the dubious and un
grateful business of empire building; and there is 
no immediate likelihood of our being pushed into 
it willy-nilly. But, apart from that, it will be 
strange if our foreign interests do not from now 
increasingly involve us in the annoyances, frictions, 
and critical complications of world politics. To 
meet them with the vigour which our interests de
mand and the tolerance which our ideals impose 
will require an attitude of mind such as we have 
not yet extensively cultivated in our dealings with 
other nations. 



CHAPTER XIII 

THE DEBTS AND OUR ECONOMIC INTEREST 

OUR present attitude toward Europe lies 
under the charge of being crassly national

istic. The term, as generally used, is misapplied. 
For in our policies there is little of the menacing 
aggressiveness toward foreigners which is charac
teristic of nationalistic schools abroad. In fact, ex
cept for an occasional outburst in the Senate, our 
attitude is distinctly impassive. 

It is this very impassivit~, however, coupled 
with an immense strength, which disturbs our 
neighbours. America is the great enigma, the great 
unknown quantity. And the unknown is usually 
sinister. Our impassivity on the question of ~ter
ally debts has been especially disturbing to Europe. 
It has resulted in, or at least it has been followed 
by, manifestations of extreme irritation and re
sentment on the part of our former allies; and we 
are inclined to be resentful in turn. For we have 
thought that, in reducing the indebtedness from 
10 billion dollars to something like 7 billions real 
value, we had done rather well by Europe. 

The manifestations of European resentment are 
39:& 
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plainly genuine, and they ha~e a widespread 
popular backing. For that fact we have~ broadly, 
a choice of two explanations. One of them is not 
convincing. It is not convincing that the plain 
Englishman or the plain Frenchman, or Italian or 
Belgian, is a quitter, a repudiationist, and an 
ingrate. It stands up better under the test of reason 
to believe that his attack of nerves comes from 
some heavy pressure of economic circumstance. 

Is it possible that Europe is more seriously 
wounded than the economists have given us to 
understand lIs it possible that the plain man, feel
ing the hard facts of existence in every department 
of his daily life, knows what has happened to 
Europe better than the economic theorists? Is it 
conceivable that the theory that Europe paid for 
the war out of income is, in its broadest economic 
and social application, pure nonsense? Is it con
ceivable that the economists, intent on explaining 
to us the economic theory why debts cannot be 
transferred, have neglected to plough the field of 
economic fact 1 

If these things are possible, it is possible that 
the American people will have to display a greater 
intelligence on the subject of Europe's economic 
difficulties than the economic thinkers of Europe 
itself. 

The surface symptoms to which the interally 
debt question gives rise are much less violent than 
those which marked th.e reparation_ controversy. 
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The most important reason for this lies in the over
whelming power of this country to impose its own 
terms. It may be objected that England is under 
no physical compulsion to pay her debt as she is 
paying it~ That is the truth, but it is not all the 
truth. The British government would be unable 
to move toward repudiation of its obligation with
out doing its public incalculable harm. 

None of the debtor countries is a free agent in 
the circumstances. Baldwin knew, when he signed 
the British funding agreement, that Europe could 
face only one thing worse than the problem of 
paying for the war, and that would be an attempt 
to solve the pr.oblem by repudiation. Every Euro
pean statesman with the least grasp of the realities 
of the modern system of credit and finance knows 
the same thing. The Allied governments find them
selves in a vise, lacking power to move on the debt 
question without further increasing their diffi
culties. What does this mean? It means that the 
United States is a party to a great issue and judge 
of it as well. 

Any right solution must come on our own motion 
Qut of our own intelligence. Powerful considerations 
of international equity dictate that Germany must 
pay France. They run so deep into the funda
mentals of social justice, they are such a vital part 
of the props of political order in Europe that they 
are identical for Germany with the highest con
siderations of self-interest. No such fundamental 
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considerations of social justice and the preservation 
of order dictate that the Allies should pay the 
United States. The situation is exactly the reverse. 
The deeper equities dictate that we remit our 
claims on the Allied taxpayers. And our interest in 
the stability of Europe points in the same direc-
tion. ' 

What is this consideration of equity, which in 
discussions of the debt question has so often been 
confused with a weak sentimentality? 

It will be urged that certain broad equities dic
tate that Europe should pay for Europe's war. 
That is true. It was Europe's war in the sense that 
America had no least part in bringing it on. 
Whether it was caused by an imperialist party 
in Germany or a general incapacity of European 
statecraft or an uncontrollable pressure of popu
lation, whatever the verdict of history on that 
question, it is undeniable that somewhere and 
somehow the war started in Europe. 

But it is also abundantly clear that nothing can 
prevent the chief burdens of the war from falling 
on Europe. That will be so whether we cancel the 
debts or not. Those broad equities which demand 
satisfaction are a part of the inevitability of cause 
and effect. The special equities in the case begin 
to run at the point where the inevitable burdens 
of the population of Europe are supplemented by 
burdens which are not so inevitable. The idea that 
the European peoples are liable to a continuing 
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punishment which this country can easily lighten 
is a detestable one. 

What do the interally debts mean in terms of a 
burden on Europe, or alternatively on us? Calcu
lated at 5 per cent. (i. e., interest at 4 per cent. 
plus one per cent. for sinking fund) the charges 
on the whole of the original capital of the debts 
owing to us by Great Britain, France, Italy, 
and Belgium amount to about $4.10 a year per 
capita of our population. These same charges 
amount to about $3.67 per capita of the Euro
pean populations concerned. 

It does not seem a large sum. But everything 
touching the debt question is relative. Our people 
enjoy an average per-capita income of $670, which 
is two or three times that of Europe. We may 

·better appreciate what $18 a year"means to an 
average European family of five by considering 
what two or three times that, say $35 to $55, 
would mean to an average American family. We 
may then consider what this burden would further 
mean if placed on top of a burden of taxation for 
internal purposes now amounting to 20 to 25 per 
cent. of average gross income, leaving little or noth
ing for savings for the bulk of the population.! 

Europe is our best customer. In 1925, it took 
more than 21 billion dollars' worth of the products 

'Taxes in the United States, in 19Z3, including federal, state, and local, 
were estimated by the National Industrial Conference Board to amount to 
u.s per cent. of income. Tax BwrdlflS /lnd Ptlblit: E:tpnulitwrts. 19Z5. 
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of our farms, forests, mines, and factories, or 53 
per cent. of all our exports.1 Can the average Amer
ican taxpayer, head of a family of five, afford some 
substantial part or all of $20.50 a year in order 
to give our best customers some measure of relief, 
to obtain their good will, and to contribute to their 
political and social stability? That question ap
pears to state the debt problem fairly and to answer 
itself in the affirmative. We have already cut the 
burden about a third. Have we done as much as 
reason dictates that we ought to do? 

We have said that Europe is our best customer. 
We hear the reply that Europe is also our strong
est competitor. That is true. But it may cr may not 
be important. It probably is not. Business makes 
business. The healthy activity, even of a com
petitor, makes for greater activity on all sides and 
builds wider markets for everyone. An almost un
limited field of expansion in the undeveloped 
markets of the world beckons both to Europe and 
to America, and in these markets many of our 

JOur total expora, in 19Z5. amounted to 4.9 billion dollan. Our .ix best 
cuatomen took the following percentages of the total: United Kingdom. 
au per cent.; Canada, 13.a per cent.; Germany, 9.6 per cent.; Franced.7 per 
cent.; Japan, 4.6 per. cent.; Italy. 4.:1 per cent. From 1921 to 19Z5. Europe, 
• a whole, took 53 per cent. of our exports. including 74 per cent. of our 
crude material expora, 68 per cent. of foodstuffs. 49 per cent. of semi
manufactures, and as per cent. of 6niahed goods. 

See Department of Commerce Year Book, 19z5, pp. 10<), 112. Europe', 
tota;l of 5J per .cent. of our exports includes 7 per cent. to Holland. Scandi
naVIa, an SpaID. 

Figures for 19m show total exports of a million dollan less, with the same 
leadinc 6ft cunomen in the lame order. but Italy has now dropped below 
Aunrali. and Cuba. Europe as a whole took 48 per cent. of our exports; 
North America about ai per cent.; Asia and Ocea:nica, 16 per cent.; South 
America. 9 per ClCDt.; and Mrica a per ClCDt. 
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products will be non-competitive. We are still 
supreme in the field of standardized product, and 
doubtless will he so for many years. The com
petitor role which Europe fills is not nearly so 
important to us as its customer role. The one clear 
fact to which we may unreservedly tie is the 
beneficent effect on our econoinic life which results 
from the buying power of a socially healthy and 
stable Europe. 

In the matter of remission of interally debts, 
may the interests of our taxpayers as a whole 
fairly be regarded as identical with those of our 
farmers, manufacturers, merchants, bankers, and 
investors? In our circumstances, it seems clear 
that they may be. We confront no such iron di
lemma as that of Europe in the matter of distribut
ing heavy tax burdens. Our taxes, relatively speak
ing, are light. An Inconsiderable contribution by the 
taxpayer in the interest of our foreign trade would 
be a good investment. 

An investment such as this, with the broad na
tional purpose of creating good will and promoting 
stability, is sometimes pictured as a contribution 
by the taxpayers which would go to swell in some 
illicit way the profits of our "international " 
bankers. It is often said that, if Europe can meet 
the interest payments on its market loans, it ought 
to be able to meet its intertaxpayer obligations. 
Remission of the latter is pictured as a bankers' 
" plot." 
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But the fact is that the market loans made by 
our investors are in no sense comparable to the 
interally debts. The latter were not incurred for 
productive purposes, and provision for their pay
ment through taxation is correspondingly difficult. 
The money is gone long ago, and we all know what 
it went for. The market loans are of a different 
character. Those which are made to industry are 
self-liquidating out of the productive earnings 
which they help to create. Those made to govern
ments are also in large measure productive. The 
German government loan and other such stabiliza
tion loans supplied a general foundation for health
ful economic life in the community. 

It has been suggested by a distinguished Senator 
of the United States that the market loans made 
to European governments should share in any 
scaling down of debts. It is hard to believe that 
such a proposal, involving ruinous losses to many 
of our small investors, could have been meant 
seriously. No such inequitable results would be 
involved in a remission of the debts owing to our 
taxpayers. The losses would be distributed through 
taxation, with a minimum of injury to individuals. 

We are told by some observers that Europe is 
wallowing in wealth. But most of these accounts 
are by professional space writers who appear not 
to have carried their investigations much beyond 
the habitats of the tourists in the big cities and 
resorts. We are told that Europe wants to spend its 
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money on armaments. But we, in our relative im
pregnability of geographical position, spent in 1926 
about 67 5 m~llion dollars on na~ional defence, while 
France spent about one quarter of that sum. We 
are reminded that the Allies have acquired large 
assets in the form of ex-German colonies. But we 
ourselves do not want to take those assets in set
tlement of the debts owing to us; and the Allies 
are unable to convert them from capital form into 
liquid form suitable for debt payment. 

Lastly, we are asked if we wish to encourage the 
Allies to let Germany off on her reparation pay
ments. Surely, our answer to that will be that the 
war is over. 

Since the war, we have acquired an important 
national interest in the easing of international 
tensions and the resumption of normal conditions 
in the markets of the world. We now have an ex
traordinary opportunity to advance reconstruction, 
to our own benefit and the benefit of the world at 
large, by a sweeping reduction or complete remis
sion of the debts. That we shall embrace it promptly 
seems unlikely, for we are only just beginning to 
acquire the world sense. 

Meanwhile, the early payments required from 
the Allies, except in the case of Great Britain, are 
relatively small. European leaders who have world 
recovery at heart will recognize that fact and re
sist the temptation of picturing the United States 
as responsible for all of Europe's ills. The mQre 
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far-seeing of them will exhibit to their publics 
some faith in an eventual right settlement of the 
problem by the American people. 

So long as such a settlement of the interally 
debt question remains in the future, reparations 
will continue to be the key problem of reconstruc
tion, and the Dawes Plan will remain the chief 
guarantee of European stability. It holds the broken 
members of the European body in place while 
nature knits new tissues. The great part played by 
American citizens in its creation and adminis
tration has given the American people a sense of 
pride and proprietorship in the plan and an instinc
tive belief in its fairness and practicality. This 
attitude of our public has acted in restraint of 
hostile or doctrinaire attacks on the plan in Europe, 
and has been itself an important influence for 
stability. 

Our instinct has been a sound one. But to meet 
the storm of controversy which seems to be brew
ing around the question of the transfer of repa
ration payments in the year 1928-1929, we need 
to supplement instinct with the force of reason. 
We shall need to protect our stake in Europe by the 
active exercise of our intelligence. 

A gigantic industrial strength has given the 
United States a material supremacy in the world 
system which has not yet been leavened by the 
intelligence of its people. Until the nation finds 
itself in its new role, the world situation will be the 
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anomalous one of power resting in the United 
States, while the applied capacity to wield power 
remains els~where. We are still far from being 
equipped to deal with world affairs with the 
breadth of view and sureness of touch which 
characterized the pre-war leadership of England. 

In England, wide sections of the home public 
were keenly aware of the influence which foreign 
affairs had on their own lives. From their applied 
intelligence, British official policy drew its strength, 
its alertness to their interests, and its responsive
ness to their ideals. British policy was, and is, 
extraordinarily well knit. By comparison, we enter 
the arena of world affairs with no policy at all. 

Those most directly concerned in the expansion 
of our economic life have gone the furthest toward 
a realization of the new order of things. Our manu
facturers, merchant~, and bankers, responding to a 
sound instinct for affairs, have projected their 
talents into the broader field. But in other depart
ments the marks of a recent colonialism are still 
upon us. In economic thought, we have not yet 
declared our independence. In political thought, 
we still exhibit a lack of conscious relationship with 
the rest of the world. 

As our economic life becomes more highly organ
ized for dealing with foreign trade and finance on a 
large scale, the inertness of our national attitude 
toward foreign affairs will slowly be transformed 
into a vigorous and informed interest. It will be far 
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less intense than the psychology of 1917, but it will 
possess more of the characteristics of permanency. 
In a thousand ways, it is apparent that the gradual 
growth of such an attitude is under way. 

In this movement, the influence of the new 
economics is being strongly felt. At its best, in its 
fact-finding role, this school performs an indispen
sable service. At its worst, in its mechanistic 
tendencies, in its contempt for the intangibles, in 
its exaltation of experimental formulcc as the ulti
mate solution for every economic problem, it has 
less claim upon our respect. The history of repara
tions suggests that we shall not make rapid progress 
in the solution of international problems if we 
treat too seriously the pretensions of economic sci
ence to omniscience. 

When our farmers, as well as our manufacturers 
and merchants, come to see our foreign problems 
more distinctly as matters of close concern to 
themselves, we may expect foreign affairs to oc
cupy their proper place in our national thought. 
Even now we are learning that in our great na
tional strength there are elements of dependence 
upon others. It is becoming clearer to us that 
power confers no lasting immunity from the obli
gations of world citizenship. A new significance of 
international cooperation is slowly becoming ap
parent. Political idealists have long dreamed of 
such cooperation, and their dreams have been de
rided by "practical" men. To-day, the economic 
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realist is bringing it into being. The achievements 
in the international field of such truly practical 
men as Dawes, Young, and Robinson are the evi
dence. These men not only believed that inter
national understanding has a spiritual value; they 
knew it to be an economic necessity. 

THE END 
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TABLE I 
NATIONAL DEBT INCURRED BY GERMANY 

(Se. tnt, pp. '3:0-237.) 
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TABLE II 
NATIONAL DEBT INCURRED BY FRANCE 

(S .. ten, pp. 232'137.> 
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TOTAL IIITIUAL Din INCIlUJ!D ..•••••.•.•••••• 
R.ICONITW.UCTlON Din SnLL TO BI INCUUID (_ 

timaee by Louil Loucheur, _ Table V) ••••••• 
TOTAL IIITIUAL DIBT INcuulD A!lD TO BI IN-

(e) .86.5 .11' 
u·s 

CUUlD... ••.•.••••.....••••.•.••..•••.••• 299·0 .101) 

FOUICN M.u.1t1T BOUOWINC. (high poine, December 31,1918) ••••••.•••••••••••••••• 
DEBT TO UNITID STAT .. GOVIUMIIIT: 

Face value •..••..•..•••.•.••••....•...•...••••..•...•......•••...••••••••••.•• 
Intereat in Brrean, to be funded (u of June IS, 1925) •••.•..•...•.•. , ...•.•••.••••• 

Total nominal amount •••......•..• , •.••.•...•.•••..•..•..•..•.•.....•.•.• 
Leu amount cancelable through reduction of interest rates under unratified Mellon

Berenger Agreement of April 290 1926. ••••.........••.••.....••..••.•...•.... 
Net debt (value of Mellon-Berenger annuities, calculated at 4%) •..•••............... 

DIBT TO BRITISH GOVBRNMIIIT (face value £653.000,000) ...•......•...••.....•....... 
I.e .. amount cancelable under unratified Churchill-Caillaua Agreement of July 16, 1926 
Net debt (value at 4% of Churchill-Caillaox annuities) ••.•.....•...•.......•...•..• 

GROll DEBT INCURRBD .........•..•........•.•..••...• , •...••.•.........••......• 
Lee. interallf debra receivable (excluding Russian debt) 6.6 billion francs at gold par .193 
Leu reparaaon debt receivable <53% of 9 billion dollan, _ text, page 2~) •.......... 

TOTAL •••••..•...•..........•......•..•.....••.................• 

Total debt incurred, 31.3 billion doDan. 
19~ population, 38,500,000. 

,., 
....2.. 
4.0 

...!.:2... 

3· a 
1.8 

(d) 

PeNaplta debt incurred, $81,. 
Equivalent to 35.2 month,' Income (income ,estimate by Pupin). (See general 

note appended to Table III.) 

,1.1 

'S 
,a.6 
I.a 

~ 
'"II a.1 III 

~ 
...!..:.!. H " 37·3 
I.' 
~ 6.0 

(b) 31.3 



Ca) For 1914 and from 1920 on, yearly averace New York cable ratel are uled. For the yean 1915 to 1919, the uchance value of the franc 
"u hieher than ita real value, mDL iD .t leut • portion of thil period, to .rtificial IUpport 0' the 'r.nc .. ch.nce (1915 rate, .1797; 1916, 
.1697; 1917, .1731; 1918, .1780; 1919 •• 1368). The value Died in the t.ble hal, therefore, been computed by dividine the par value.of the franc 
by the French wholelale price inde" number for the year, which &iv" 1913 dollar equiv.lent, aDd th.latter hu been multiplied by the UDited 

St.t .. whol .. ale ind .. number to aive current doll.requivalent, thDl: F
U

, S'h',;d: X .193. Thl. method may be t .. ted for yea", in.which a .. 
rene: n el: 

tifida! control of the exchanee wu not e.erci.ed Illd will be round to &ive a re.ult approximately equiv.lent to the exch.nee rat ... For example: 
ID 193,," the FreDch IDde. number wal 488; iD other word., the fr.Dc W.I worth oDly .bout • fifth of p .... w.r. It could have boueht only about 
a fifth of 19.3 conta, or 3.95 ceDta. But tho.e cenu h.d them.elv .. depreciated iD value .gainlt commoditie •• ID 193,," they could buy only about 
'of what they bouaht iD 1913, •• Indicated by the Americ.D 192. index number of 139. Multiplyine 3.95 by 1.39, we fiDd 5.49 cent. to repreHDt 
the true 1924 parity of the fr.nc. The .veraae exchanc. rate for th.t ye.r wal 5.23 conti. The .b.ence of ind.,. Dumbe", for GermaDY duriDI 
the ye.", 1915-1918 m.k .. it impollible to telt the rea! value of the mark duriol tho.e ye.ro. The iode" oumbe", u.ed in thi. t.ble are taken 
from the HtmJtw4 R,.inD oj E.onomi< Stalisli.l, a. folio ... : Brad.treet'l United State. index, 1915, 107; 1916, 128; 1917, 170; 1918,203; 1919, 
203; .nd Stalisligru Ginhal French ind .. , 1915, 140; 1916, 188; 1917, 262; 1918, 339; 1919, 356. See further on thi. lubject ProfellOr Gu"av 
C .... I (E .... Britt. New Vol •• , J, 1086) who demon.tratel that" the rate of e.chance II determined by the quotient of the purch.oi0l powero of 
the curreudu." 

(h) While. comp.dlDD of thll table with T.bl. I (Germ.DY) Ihowl the realOnable baol. of the lottlement e1Fected by the Dow .. Plan, .1 
the f.cu no" .ppear, It do .. Dot recoDltruct the lituation u it "ODd .t the eDd of 1922, wheD the French declined the Britilh proPOla! to cue 
the German reparation debt to 11.9 billion dolla", (FreDch .hare, 6.2 billionl). At AulU" 31, 1922, the FreDch TreOlury ltated that it h.a 
Ipent 5S billioo fraoca for reconltruction, and that ie e"im.ted that the remaininl co ••• would be aDother 55 billion fraoco (a total of 110 billion 
franca a. compared with 100 billioD, the probable fioal fiaur. no_e T.bl. V). Th. averale dollar v.lu. of the debt incurred to 1922 wu 

w ... 
o 



.086 per Fr ... o. Then .... _ .. _a1 __ doD __ the 'reach at ,ha' oi_ ala "--_ al tha rr... ... a ..... 1noI, .... oha _ 
pl.doD al the wart u thea .tim .... wauld II ... noul .... OR the buiI al the e.chaa .. "lei ruIiD. ia '\IS. (.08.). ia a oeoaI __ al,.. tillioa 
doUua. The ..w --. u It DOW appe ... (OM Table VI. iI 7·4 billioa e1011a ... Th. oblilatio .. faead b7 the 'oeach in '\IS •• thlleCore" .ppea"'" 
'" be ....... th .. thoN ohowa In tho aboft .. bl .. b,. 1.8 billioa e1011_ rOi repantioDl, U ...n U b,. 1-9 billiDD cIoIlan lOr th. Am ...... e1.bt. 
liD .. the .... muioa or that amoua' b,. th. UIIi'" S ........ Dot made until 'V:06. (Tba DDDmuioa b, Enalaad OR tho 'roach d ..... ba_ 
llad baea otrerocl in _08 with th. Britiall repantioa p",paul al 'V." ia .. amouat ar about & billioa doll .... ) Ia .dditioa, chen .... 
........ dou .... ia tho CDadido .. thea preniliq, .. hecher the iaterall,. e1eb .. nc:oinbl ... bawa abo"" at 1.& billioa doDan, hael aa, ... 1 .. at aIL 
T.ti .. th_ facton iato ODDOld ... tioa, tho poaitiOD ar 'reaeo OD debt a .......... appearocl in 1911 '" be aearl)' 5 billioa e1011an more uar._ 
obi. thm u aIIowa aboY .. 

(c) Year b,.,. ... boaIOwiaP'" 19I11iom H....., E. 'ilt, 0,"& crablo I). p. 08; ",tal", ead ar 1_ atl4.s billioa Fr ..... per T.v,,,,, 
DIll Probllwl, Moultoa • Lewia. Th. M.cmillaa Comp .. ,.. N ... YOlk, 1905, Po 434; ",tal at Auau .. S" 19a6, per .i.,.,. .. 6 .... _ic.
Po/iii"" S~, J .. u • ., IS. 1907. P. 185. 

(d) Ia .... D' deb .. 0""'1 to 'naco .t April so, 19'6, 6.6 billioo IOld rr .... (ududiDI7.1 h>lIioo aoId rrm .. louetl", che eun ..... d other 
RuuiODlOftIQmouu) per 6_"" 6 ........ ;. .. Po/iii,," S~. Janua.,. IS. 19'7. P. 186.1. iI oot eDtirel,dearwhetherth .. obli •• _ 
are ia IOld rreaeo. Amb .... dor BireD .. r, ia Ilia memorandum ar March, IVa6, to the UIIi ... S ..... Debt FundiD. Commierioa, ...... cham ia 
doUate at current. nte of the franc. He OJ'll that" the ezac:t amouDt of the. aeciiq cannot be 'Dan,. cletermiDed uti! •• ttlemeDt hu beea 
_chetl with moat ar the countrlea ooncemetl.n It ..... probable chat the real value al th_ deb .. iI conoiderabl, 1_ thaa the 610 .. all •• 
billion doll ... at which til., .ppear ia the above tabl .. 

w ... ... 



TABLE III 
NATIONAL DEBT INCURRED BY GREAT BRITAIN 

(See texr, pp. ~So-aS7.) 

DBBT (a) DOLLAR VALUB 0," DBaT AT 
INCURRID GOLD PAa, $4.8665 TO 
(million. or TB8 POUND 

pound.) (billion. or doUan) 

INTERNAL PRE-WAR DEBT (amount at 1914) ••........................ 706 3·4 
WAR DEBT TO MARCH 31, 1919 (net increase over pre-war debt, excluding 

American debt) ................................................ (b) 59]0 a8.9 
POn-WAR DEBT (net increase in debt to high point at March 31,1923) •• 2]1 1.1 

Total. .................................................... (c) 6867 --
EXTERNAL DEBT: 

33·4 

Debt payable to United States Government: 
(c~ Face value ofloans ............................................. 837 4. 1 

Unpaid interest funded as of December IS, I9u •..•••.•.•...••...• (c 108 -.:.1. 
Nominal amount funded .......•....•............•..•.•.•..• 4. 6 

Deduct amount cancelled through reduction of interest rates •••....• .6 --Value of annuities under funding agreement, at 4% •••............• 
Lell debts receivable: 

4.0 

Reparation debt owing by Germany (u.S% 'of 9 billion dollars, see 
text, page azo) • •••••..•.•...•..••••.•••••..•••••..••.•••.• a.o 

Debt owing by Italy (£6n,000,000, face value) ....•......••••...•. 3·0 
Deduct amount cancelled by reduction of interest rates ...••••...• .!2. 

DX~I~~~ anb;it;:~::e4 r~af:! f~~~~ ase~:r~~f6~~J :~~i~:~~,I~!~ ·5 

Table fI) ••••..••.....•......•......•...•.•••.••..••.••••• 1.4 



Other interally debtl Owinl to Great Britain (balancml 6111re) (d) ••• 
Total interaovemmental debtl receivable. •••••••••••••••••••• 

NIT EXTBUIAL DBIT ............................................. . 
TOTAL. ••••••••••••••••••••••••••••••••••••••••••• 

Total debt incurred, 33.4 billion dollan. 
19:10 population, 47,000,000. 

r 1.0 

Per-caplta debt incurred, $711. 
Equivalent to 13.4 months' pre-war income (Stamp', income eatimate) or 19.5 

month.' pOIMVU income. (income eatimate by the London EcoflOfftin. 
Mardi 140 19z5). (See lenw note Collowinl thil table.) 

0.0 

"·4 

~l g~.:.t ,BrI:::, .::: so:. :9~d~ita~e'il' ;:t t}:.!~~~ti~bJi:...~~,';" ... ted Ia dolla .. at aaId par. 
I;) Tout :rth ... three aJIIOQD" il7.811 billion pouDd .. ",p_<iDa the hip point o~be Britilh d.bt at Mareh ,., 192,. (See ~Ut, 

JUD.·(1~tl:c!~~8;. l~:t~ther IDteraovemmental debtl Owiol to Great Britain, ududinl France .n"cl Italy at the end. of 19~ at flee -falul 
(ltediDI at par) were: Ru •• il. '.4 Dillion doUarl; Britilh dominions, ~ million dollan; othen,6.u milliDD doUan. (See TAl l'A11r-w1Uy lhkl .n4 

t, ~::~!:r:~:·::~~~i:~D~:~:~~~:¥;a:~~t.tr::~ ~:: :::i::deb;h'::i::i::.W, Id:L>'~:~ t:e-;:::::e:.:rli
:; 

amouna required from year to ,eu to meet her Americln debt paymenu will be credited pro rata to her Atlia OD interelly debt account. 1(, 
thereforer ber eettlemeotl witb her other debton (excludinl Rullia) .hould amount to, "'1 SOO million donan, her total deb" receivable. with 
thOR oWlnl by Germany, Frence, and Italy, would come to ... billion •. On the belill of tile above table, thil uceu of 400 millionl would be 
plOrated U • "",dit to all chI AlIi ... b<iDaina tho F ROcIa debt d ...... to about I ... "al7 to 04. &0. other Allieo to .4. .... a total of 2 billioa doU .... 

OIMIUL 110'1'1 011 DCO". II'IUIATBI 0. OlblANT, n.AlCC" .AJfD O •• AT •• ITAIB 

For a comparlacm of national debt hurden ... It II eateDdal that the per-c:apita debt 6pIU be retated tonational income. P","",lr Income 

=~e::L::t:::~~dfoba~:-::~a~rb::- r:e::e.ri:~:h ~-':!~C:=:e "'!~!:~= Th~ti.i:.·t:n-r;o~~t~d!~~:~: 
which it the .pproximate wholuale price indo in the United ~tatelln 192.1 (and app_roxim.te averap .inee 1914), that il to •• ,., ' ..... ar prieu 
were .pproximately I of prieel DOW. In price indu Dumberioc, the bue. 1.00 (uluan, written without the decimal), reprueDtl191' priCill. Th. 

~ ::::i :c!:.:r: c: ~:J~:-.~ r!ii!:~8!':~:~9':"u£, od:~~,;:~ :!J::: :ti:!,:~~;esi: d~h Stamp hued on the work 01 
Dr. Kart Helfferich of the COeuuche Banlr:; Fr.nce, ' ...... rl. £38 or JIBS per Clpita, estimate by Stamp, '~d on the work of Rene PupiD; 
Gre.t Britain. P"".'£$o,or ':14, per capita, arim.te by ::itamp, hued aD the work of Bowley_and Slamp. Uo""" oJ rM Royal Sl4IIinie. 
SONIY. Londo ... JuI,. 191901 An _a .. o£ Britilb _" .. inCG_ b, the LondoD Ji_in (March 14. 19.5) bu .100 beeo u ..... vi .. ,1.9o. 
o<$4Sa. 



TABLE IV 
NATIONAL DEBTS (1927) OF GERMANY, FRANCE, AND GREAT BRITAIN 

AT CURRENT RATES OF EXCHANGE 

CBIlMAIfY RANCS CRBAT BRITAIN' 
AT MARCB 31, 19i7 AT AvaVIT SI, 19z6 AT MARCH 31, 1937 . DOLLAR • 

MARC, 
RAn 

DOLLARS nANC, DOLLA.S POUNDS (billionl 
(billionl) (billionl) (billion.) RATa (billionl) (billionl) at par, 

$ •. 8665) -------- --- --- --- ---
HIGH POINT OF INTI!RNAL DEBT IN-

CURRI!D (see Tables I, II, and III) .• (a)366 .4 30 .0 286·5 .U2 32.1 6.87 33·4 
Lell debt retired: 

By inRation and demonetization •••• 362 29·0 
By in8ation ...................... 20.6 
By taxation ...................... .12 __ ·5_ --- (b) --- --- --- --- ---ACTUAL INTI!RNAL DI!BT, 1927 (marks, (c) 
frana, and sterling per respective 

6.75 Treasury Itatements) ••...••....•. 4·4 .238 1.0 286·5 .04 u·S 32·9 
EXTI!RNAL DEBT, 1927: 

Germany, reparation debt (estimated 
value, lee text:, page 220) ••••.•.... 37. 8 .238 .9·0 

France: 
Market debt (per Treaaury state-

ment) ......................... 22·5 .04 ·9 



Debt to United StaHl, Det value 
<_ Table II) .................. 5~·5 ·Of S •• 

Debt to G~1It Britain, Det valu. 
<_TableI2·· .. ••·••·••···•••• 35.0 ·Of ··f G~t BritaiD, ebt to United Stata, 
net value (d) ................... 

'10:0 --- .80 J.9 
Gl'OIIIdebt ................... ~.~ .Z38 396·5 ·Of 15·9 7·55 36.8 

DEDUCT: 
Germany, external loaD included iD 

~paration debt. ................. ·9 .z38 .~ 

Fr=..~~:.~~~~ .a.~~ ~~~r.a.'~~ ~.e~.~ ISO ·Of 6.0 
G~at Britain, ~paratione and intel'" 

ally debtl receivable .............. --- - ------ ------~ --.1L 
NBT DBIT, AT CURllBNT 

RAT .. OP ESCRANGB • 41., .z3B 9. 8 ,.6·5 ·04 9·9 6.75 31·9 

Germany, 9.B billion dollan, '161 per capita; equ~valent to B.8 months' eatimated pre-war income. (e) 
France, 9.9 billion dollan, 'aS7 per capita; equivalent to 11.1 months' estimated pre-war income. (e) 
Great Britain, 31.9 billion dollars, '700 per capita; equivalent to 13 months' esamated pre-war income or 

19.1 month,' estimated pOIl"war income. (e) • 

General Note. For reoons let rotth in the text paca "1-1,,. the above eomparilon or eurrent dehct at curreat eachlDJll nee. hu Dot the 
lame tNe .ianifieance to the IUbject or relative bunteDI u the compariloD bued OD Tlbial.lI. utlUI. 

~
a} See .... (b) Table I. 
b PrueDt German debt at p.r. 
c The ra .. of eschanae uoed f.r th. franc:, namely,.o.i (eu ....... nee, Jun .. 1917) .. p ........ tho • .. lu ••• whlch 1. Ju ... 1917,1 ..... e4 

likely that the (noc micht ultimately be permanently Itabillzed. 
(d) The BrilUh debt to ~he Unit~ Stalet .tate~ ~bove at '.9 billion dolllrl.11 carr!ed in ,U official aCCOunti at iu race .alu~ without takina 

nto CDolideratioD tbe effective reducbon of 600 malhon doUan throut:uHlon of IOUreal: rates (He Table III). Aa funded ID 19J5, the face 
d::~~":: ~: ::~c:.ri:J6.ce that date. 100 millioDi of the priDcipai bu retired by the Britilb, by taution,le.Yin, a flce value of .. 5 billioa 

(el 1.<Dme oatima ... a .. paera1 DOte appended to Tabl. IU. 



TABLE V' 
COST OF RECONSTRUCTION TO FRANCE 

nARC' DOLLAa 
VALUB 1ft' 

(billionl) IlATB DOLLAR' 
(billionl) 

RECONSTilUCTION DI!BT INCURRED, 1919-19z4:J 
For repair of damage to private property ••••.••••••.••••••••• (a) S9·3 
For repair of damage to railways and public property and for 

costs of administration •.••.••••••.•••••••.••••••••••••• (a) IZ·7 

RECONSTilUCTION DEBT INCURRED, 19z5 (estimated portion of total 
7Z.0 (b) .079 s·69 

debt of z.z billion francs incurred 19Zi-19z6, see Table II) ... I·S .048 .06 
ESTIMATED COST TO CoMPLETE ECONSTRUCTION, 19Z6 

(£100,000,000) ec) ••••••.••••.•.••••.•••••••••••••••••••• u·S .040 ·SO 
Total property damage ••.••..•••••..••..••••......••• (d) 86.0 6·:&S 

DEBT INCUUEDTO DECEMBER 31, 19z4, FOR PAYMENT OF INTEREST: 
On loan. CC?~trac:ted for reconstruction and for p'ensionl •••••••• (a) 19.0 
On Indemmtles ••••••••••••••••••••••••••••••.•.••••••••••• :&.6 

Total ............................................... :&1.6 
Lell estimated amount applicable to pensions m .............. (e) 7·:& 14·4 (b) .079 1.14 

TOTAL EXPENDED AND TO BE EXPENDED •••••••• 100·4 .074 (f) 7·39 




	007266_0003
	007266_0004
	007266_0005
	007266_0007
	007266_0008
	007266_0009
	007266_0013
	007266_0014
	007266_0015
	007266_0016
	007266_0017
	007266_0018
	007266_0019
	007266_0021
	007266_0023
	007266_0024
	007266_0025
	007266_0026
	007266_0027
	007266_0028
	007266_0029
	007266_0030
	007266_0031
	007266_0032
	007266_0033
	007266_0034
	007266_0035
	007266_0036
	007266_0037
	007266_0038
	007266_0039
	007266_0040
	007266_0041
	007266_0042
	007266_0043
	007266_0044
	007266_0045
	007266_0046
	007266_0047
	007266_0048
	007266_0049
	007266_0050
	007266_0051
	007266_0052
	007266_0053
	007266_0054
	007266_0055
	007266_0056
	007266_0057
	007266_0058
	007266_0059
	007266_0060
	007266_0061
	007266_0062
	007266_0063
	007266_0064
	007266_0065
	007266_0066
	007266_0067
	007266_0068
	007266_0069
	007266_0070
	007266_0071
	007266_0072
	007266_0073
	007266_0074
	007266_0075
	007266_0076
	007266_0077
	007266_0078
	007266_0079
	007266_0080
	007266_0081
	007266_0082
	007266_0083
	007266_0084
	007266_0085
	007266_0086
	007266_0087
	007266_0088
	007266_0089
	007266_0090
	007266_0091
	007266_0092
	007266_0093
	007266_0094
	007266_0095
	007266_0096
	007266_0097
	007266_0098
	007266_0099
	007266_0100
	007266_0101
	007266_0102
	007266_0103
	007266_0104
	007266_0105
	007266_0106
	007266_0107
	007266_0108
	007266_0109
	007266_0110
	007266_0111
	007266_0112
	007266_0113
	007266_0114
	007266_0115
	007266_0116
	007266_0117
	007266_0118
	007266_0119
	007266_0120
	007266_0121
	007266_0122
	007266_0123
	007266_0124
	007266_0125
	007266_0126
	007266_0127
	007266_0128
	007266_0129
	007266_0130
	007266_0131
	007266_0132
	007266_0133
	007266_0134
	007266_0135
	007266_0136
	007266_0137
	007266_0138
	007266_0139
	007266_0140
	007266_0141
	007266_0142
	007266_0143
	007266_0144
	007266_0145
	007266_0146
	007266_0147
	007266_0148
	007266_0149
	007266_0150
	007266_0151
	007266_0152
	007266_0153
	007266_0154
	007266_0155
	007266_0156
	007266_0157
	007266_0158
	007266_0159
	007266_0160
	007266_0161
	007266_0162
	007266_0163
	007266_0164
	007266_0165
	007266_0166
	007266_0167
	007266_0168
	007266_0169
	007266_0170
	007266_0171
	007266_0172
	007266_0173
	007266_0174
	007266_0175
	007266_0176
	007266_0177
	007266_0178
	007266_0179
	007266_0180
	007266_0181
	007266_0182
	007266_0183
	007266_0184
	007266_0185
	007266_0186
	007266_0187
	007266_0188
	007266_0189
	007266_0190
	007266_0191
	007266_0192
	007266_0193
	007266_0194
	007266_0195
	007266_0196
	007266_0197
	007266_0198
	007266_0199
	007266_0200
	007266_0201
	007266_0202
	007266_0203
	007266_0204
	007266_0205
	007266_0206
	007266_0207
	007266_0208
	007266_0209
	007266_0210
	007266_0211
	007266_0212
	007266_0213
	007266_0214
	007266_0215
	007266_0216
	007266_0217
	007266_0218
	007266_0219
	007266_0220
	007266_0221
	007266_0222
	007266_0223
	007266_0224
	007266_0225
	007266_0226
	007266_0227
	007266_0228
	007266_0229
	007266_0230
	007266_0231
	007266_0232
	007266_0233
	007266_0234
	007266_0235
	007266_0236
	007266_0237
	007266_0238
	007266_0239
	007266_0240
	007266_0241
	007266_0242
	007266_0243
	007266_0244
	007266_0245
	007266_0246
	007266_0247
	007266_0248
	007266_0249
	007266_0250
	007266_0251
	007266_0252
	007266_0253
	007266_0254
	007266_0255
	007266_0256
	007266_0257
	007266_0258
	007266_0259
	007266_0260
	007266_0261
	007266_0262
	007266_0263
	007266_0264
	007266_0265
	007266_0266
	007266_0267
	007266_0268
	007266_0269
	007266_0270
	007266_0271
	007266_0272
	007266_0273
	007266_0274
	007266_0275
	007266_0276
	007266_0277
	007266_0278
	007266_0279
	007266_0280
	007266_0281
	007266_0282
	007266_0283
	007266_0284
	007266_0285
	007266_0286
	007266_0287
	007266_0288
	007266_0289
	007266_0290
	007266_0291
	007266_0292
	007266_0293
	007266_0294
	007266_0295
	007266_0296
	007266_0297
	007266_0298
	007266_0299
	007266_0300
	007266_0301
	007266_0302
	007266_0303
	007266_0304
	007266_0305
	007266_0306
	007266_0307
	007266_0308
	007266_0309
	007266_0310
	007266_0311
	007266_0312
	007266_0313
	007266_0314
	007266_0315
	007266_0316
	007266_0317
	007266_0318
	007266_0319
	007266_0320
	007266_0321
	007266_0322
	007266_0323
	007266_0324
	007266_0325
	007266_0326
	007266_0327
	007266_0328
	007266_0329
	007266_0330
	007266_0331
	007266_0332
	007266_0333
	007266_0334
	007266_0335
	007266_0336
	007266_0337
	007266_0338
	007266_0339

