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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 codperation 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
vii
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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 certified public accountants in New
York City. He has been an active’ participant in
the world-wide discussion of reparations, contrib-
uting to newspapers and magazines both in
England and the United States. His article in
Foreign Affairs (New York) under the pen-name
of “Alpha,” which appeared prior to the organiza-
tion of the Committee of Experts, 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 “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 a2 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 fortified by the course of
events.

Rurus C. Dawes.
Ecanston, Illinois,
September 8, 1927.



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, The Economic Consequences of the
Peace (1919) and A4 Revision of the 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.

x1



xit PREFACE

Acceptance of the proposition that the transfer
of payments cannot continue has led to two other
conclusions, both of which follow logically from the
premise. 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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of 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 1, 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 and 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 beingcloseat hand
have yet appeared. The loans being made to
Germany by American investors are performmg
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 and 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, in consequence, 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 could 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 The 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 that 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 making 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 1
THE WORLD ECONOMIC MACHINE

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-

h
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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 fortunés 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 anything 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-
mous proportions.

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 thrée 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, 8o 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, 12 per cent. German, and about 4
per cent. each French and American, 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 dollars?, 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 American system of numeration is used in this book, viz.: a thousand
million = a billion (equivalent to the European milliard); and a million mil-
lion=a trillion (equivalent to the European billion).
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national aspect, which was responsible in large part
for the pnmacy 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
s0. 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 auto-
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 the 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 mdustry
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



I0 THE DAWES PLAN AND THE NEW ECONOMICS

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 equiva-
lent to about 50 billion dollars of to—day (i.e., 33
billion pre-war dollars), three fifths of it owed to
England.! This constituted, so far as anyone could

1Estimates by Harvey E. Fisk, The Inter Ally Debts, Bankers Trust Com~
- pany, New York, 1924.
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foresee, a permanent or semi-permanent and grad-
vally 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 codpera-
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-
venient 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 cre-
ated, and the tide of British capital flowing to the
ends of the earth was steadily augmented.

In 1913, Europe was still supreme in the eco-
nomic system—at least, in its international manifes-
tations. Europe’s exports were 635 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 stlll a passive factor
in the world system.

This great mechanism of mdustry, trade, and
finance which in 1913 was operating smoothly
throughout the civilized world—one part meshing
properly with another—had been erected during
a single 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 11
THE ECLIPSE OF EUROPE

E 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 (i.e., 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.!
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 figures are compared on the basis of real values,
i. e., after allowing for the approximate increase of 50 ,;JEI' cent. in 192§ prices
over IQ13 prices. Trade statistics from Commerce Yearbook, 1925, nited
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.”* 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-
scated 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 phrase is Owen D. Young’s.
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Man power is the active factor in production.
The powers of nature existing in steam and electric-
ity increase 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
orgamzatlon—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 selling 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
eﬁort, and its structure 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 cataclysm 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 these 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
hands 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 33 per cent. of her population,
Germany about 23 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 France! 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
estimate 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

i Estimate of René 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 turn, react unfavourably on the
already weakened earning 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
leaders, 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 1915-1920 an adverse
capital balance of 5 billion dollars® (equal to 7%
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.

1“T¢ is generally estimated that before the war the United States was a
debtor nation to the extent of 44 to 5 billion dollars. American securities o alt
types were held by foreign investors in practically all of the European coun~
g‘i’es."—Commerce Reports, July 18, 1927, United States Department of

mmerce.
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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 modern 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 phys1cal and financial condition; it also
has a sensitive regard for mtanglble factors which
may adversely affect future income. In 1923,
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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 régime.
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 REPARATION
QUESTION

HE 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
overthrow 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 country?. As a result of currency deprecia-

™ It was calculated that, at the dace of the Franco-Belgian occupation,
patchdmnmy(theamumallympwdmabout&byzsmﬂu)
accounted for 80 to 85 per cent. of Germany’s coal and 80 per cent. of her steel
mdpnmmpmducnon,fntnperemt.o‘tbegood:mdmnaalmﬁem
ber railways, and for 10 per cent. of her lation.” uvg of International
A[an,lﬁcinp.mbyhnold] Toynm" of Studies in the British
rernational Affairs, Oxford University Press, Loadon, 1926.
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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
F rcnch 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. Poincaré
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 modern “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 d1ssnpated 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 been 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



34 THE DAWES PLAN AND THE NEW ECONOMICS

1865, scarcely recovered 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 mar power; England
(and in a measure Gerimany) 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 6% billion dollars’
worth of factories, mines, railroads, farms, and
homes had been destroyed.! To replace them, to
bring her physical equipment alone back to a pre-

1See Table V, Appendix. The original Fre{xch'estimate of these losses
was about 6.7 billion dollars plus $800,000,000 interest to May 1, 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 recovered!. 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 and took out

*France. .. whining about devastated districts, which are easily repaired.”
J. M. Keynes, 4 Revision of the Treaty, London, 1922, p. 186.
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of its economic structure for four years a tenth
part of its tax-producing resources. This fact, to-
gether with 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.! 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 6o 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 small po-
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-
emment 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
normal 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-

1Estimates by Harvey E. Fisk, The Inter Ally Debis, Bankers Trust Com-
pany, New York, 1923.
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der the post-war régime 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 reconstruction, 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
European 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,
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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,
which 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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of 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 desperately 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 childlike 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 jn 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 “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 derived
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 reéstab-
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 supported 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—*Let 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 kominem 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-to-do. 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-to-do. 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, in principle,
to act up to this conviction. 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 afterthe 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 mass 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 fewer numbers, they offered, in the last
analysis, an easier mark politically.

In England, the pressure from beneath to spread
the tax burden higher up was irresistible. England
was a nation of great and striking differences in
fortune 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. While 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
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the less conspicuous manner appropriate to her
social and economic structure and fiscal habits.
France, as Ambassador Bérenger has said,! 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.! The average size of property held
by a single owner was 30 acres as opposed to 410
acres in England.! 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 19II, 100,000 were cer-
tificates of less than 10 shares.

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 théatre 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 Io per cent. of their value on every

1H, Bérenger, Statement to U, 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 armies 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.!

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

1Present estimates of French taxation are about 20 per cent. to 22 per
cent. of income; British about 18 per cent. to 20 per cent. On March 14,
1925, the Ecomomist (London) estimated 17.7 per cent. of income for

rance, and 17.I per cent. for Great Britain, pointing out that figures
of taxation per head are utterly meaningless unless related to income.
‘The present writer’s 1922 estimates (Foreign Affairs—New York, Septem-
ber 135, 1923, p. 72) of 18.3 per cent. for France, and 20 per cent. for England
were, he %elieves, the first actempt 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-
talism—of 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 which 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 govermng 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
anew phenomenon to the present generation. Loose
thinking assigned an ethical significance to it. In-



56 THE DAWES PLAN AND THE NEW. ECONOMICS

flation 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
hlghly 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, then, which aligned half
the world against the French have special reference
to the attitude of the more prosperous classes of the
community ? Here, again, 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 inflationary 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 1V
EUROPE AND THE DAWES COMMITTEE

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-

59
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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 1, 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 12} billion dollars.! This was the active debt,
on'which a schedule of payments was prescribed.
The remaining debt, Series C, amounting to about
18} 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 1
per cent. per annum on the 12} billion dollar debt.
This charge amounted to $750,000,000 a year.
It 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 about $275,000,000.,
Together, therefore, the two instalments would

TFifty 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,! or at the rate of
about 387,000,000 a year.

‘Technicall{, $80,000,000 of these payments was applied, not to the
reparation debe, but to costs of armies of occupation duning the period, dis~
charging the latter in full. Prior to the Dawes Plan, the costs of the armies
were an additional charge on Germany over and above the reparation pay-
ments. In 1922, these costs had been reduced to 850,000,000 a year.

German decliveries of cash and materials from November 11, 1918, to
May 1, 1921, were applied to costs of armies of occupation during the pre-
May 1, 1921, period. Those costs (excluding $250,000,000 for the U. S. Army)
amounted to about $533,000,000 and the deliveries came to $558,000,000.
Sl‘ he Germans also repaid £98,000,000 loaned to them in order to finance

eliveries of coal.) State properties ceded in Poland, the Saar, Dantzig, etc.,
to the value of $638,000,000 were credited to Germany in reduction of her
cag;a[ obligation for reparations.

ring the whole period from November, 1918, to December, 31, 1%‘123

rance, after being reimbursed for her army costs and loans to Germany, ha
received about_ $73,000,000 toward reparation. This, however, was not in
liquid form, as it corresponded with the valuation of the coal mines 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.

rom January 1, 1923, to September 1, 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 £663,000,000); and $745,000,000 toward interest
and amortization of the reparation debt for the three years and four months
from May 1, 1921, to September 1, 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 on 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 codperation in the
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solution of the reparation problem. Poincaré 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 11, 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.!

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, Poincaré 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 Poincaré. It started with an

1For the German point of view on the occupation, see The Hi. of
Reparations, by Carl Bergmann, Emest Benn, Ltd., London, 1927. Herr
Bergmann had long and intimate contact with reparations.
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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, Poincaré retorted,
was acting in behalf of creditors (i.e., France and
Belgium) who held 6o 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,
Poincaré 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 flat.

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. After 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-les-Bains, where he had been
taking the waters, the British Premier stopped at
Paris and had a personal interview with Poincaré
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 codperation 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



EUROPE AND THE DAWES COMMITTEE 69

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—one which was
to lead Europe out of the 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 “not in a position to appoint a member of
the Reparation Commission,” there was “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, Poincaré, 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 formule.
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

Plan.

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.! Its ten members were appointed by the
Commission on nomination of their respective gov-

1The second or McKenna Committee constituted to report on the amount
of German assets held abroad was composed of the following bankers: Rt.
Hon. Reginald McKenna, chairman of the Midland Bank, and former
Chancellor of the Exchequer, chairman; Henry M. Robinson, chairman of
the First National Bank of Los Angeles; André Laurent-Atthalin of the
Banque de Paris & Pays-Bas, Paris; Dr. Mario Alberti of the Credito Italiano,
Milan, and Albert Edouard Janssen of Brussels, 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
Pirelli 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,

'Ted\maladvmmczlledmby the Committee from time to time
and representatives of the German government and of German mdustry,
finance, labour, and agriculture were heard. Conspicuous among the persons
consuited were Governor Montagu Nomnn of t_he Bank of Enghnd Sir
Arthur Salter, head of the finanaal and economic section of the League of
Nations; Chancellor Marx, Foreign Minister Stresemann, and Finance
Minister Luther of the German govemnment, and Dr. Hjalmar Schacht,
president of the Reichsbank. The British and French members were in direct
contact, respectively, with Premiers MacDonald and Poincaré. The Com-
mittee had the conunuous assistance of Sir Andrew McFadyean, the able

general secretary of the Repmuon Commission, and several experts, in
?udm; Sir Wilham Acworth and G Leverve, respectively English and

Amenun members had the invaluable assistance of Colonel James A.
bz:. the American unofiical observer on the Reparation Commission, an
bassador Houghton at Berlin and Ambassador Herrick at Panis. They
were also assisted by a competent staff of technical advisers, of whom Rufus
C. Dawes, of Chicago, brother of General Dawes, was designated as chief,
and Stuart M. Crocker, of New York. as secretary. This staff included
Edwin W. Kunmuer, memor Economics at Princeton University;
&:&ph S. Davis, Prof; of E ics at Leland Stanford University;
alter S Towa, commercial attaché to the American Embassy at London;
ones and Charles E. Herring, who occupied similar positions at
Pam md in respectively; and Alan G. Goldsmuh chief of the western
European division of the Department of Commerce. Mr. Robinson, on the
second committee, had as assistants John E. Barber, vice president of the
First Nadonal BmkofLo. Angeles, and L. P. Ayers, who had been chief of
the Statistical Bureau of the American army and an economic adviser to the
American Commission to Negotiate Peace.




74 THE DAWES PLAN AND THE NEW ECONOMICS

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 coGperation.

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 “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
scemed 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-FRENCH DISPUTE

AWES 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 Foch, for the purpose of
“coordinating” the action of the Allied armies,
should be directed to “come to an understanding”
thh 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
Poincaré 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 any one 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 premler 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 réle 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 programme
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, Poincaré 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
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the cost of holding the left bank of the Rhine, fell
into the coffers of the French Treasury.!

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 cxtraordinary 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

1Sce “*Un An d'Occupation,” published by the occupation authorities

n Disseldorf, February, 1924, showing (p. 68) the receipts for the year 1923

ve been 1,329,000,000 French francs and the combined expenses of the
Fmd: and Belgian occupation 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 Foch. 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

eril.
d In 1923, it was up to Dawes and Young to allay



THE ANGLO-FRENCH DISPUTE 85

the fears and suspicions of the French. That “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 consideration 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



86 THE DAWES PLAN AND THE NEW ECONOMICS

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, Poincaré 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 sense 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 and
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 conciliator, 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 organization
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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nitions 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 introduced the idea that a
debtor country could settle its foreign obhganons
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, would face a dumping 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 Poincaré, 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 Ecomomic 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 re€lection 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 an 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,' 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-

1See “Reparations and the Policy of Repudiation,” by Alpha (George P.
Auld), Foreign Affairs (N. Y.), September, 1923; also Keynes-Alpha and
Keynes-Auld correspondence in London Times, September 15 and September
22, 1923; Economic Review (London) October 12, November 30, 1923, Jan~
uary 4, January I1, 1924, and the New Republic (N. Y.), January 23, Febru-
ary 20, and April 2, 1924,
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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 secemed 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, they 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 pro-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 sthetic 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 note, 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.”* 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 life. 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 at 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-

N4 Revision of the Treaty, English 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.



104 THE DAWES PLAN AND THE NEW ECONOMICS

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.

Theconnecting link betweenthesedissimilarwings
of the new Liberalism, between the university group
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with itsidealisticand cultural traditionand 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.?

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

'History was repeating itself. Cobden himself, in 1862, published a pam-
phlet entitled The Three Panics, the object of which, as stated by his biogra-
?ha in the Encyclopedia Britannica, “ was to trace the history and expose the
olly of those periodical visitations of alarm as to French designs with which
England had aflicted for the preceding fiftcen or sixteen 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 Brtish 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 debt?
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
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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 rdle 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



THE ANGLO-FRENCH DISPUTE 109

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-
minded 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 could 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 thinkfng 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 opmxon
The French were frankly delighted with it. The
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 Allled
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

AFTER 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, in 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

18 ¢
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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 a2 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. After 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-
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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
hxghest 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.!

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
beginning of 1924, 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” 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 