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PREFACE 

NEARLY everybody now recognizes that there 
can be no genuine settlement of the reparation prob. 
lem until those who are responsible for its solution 
reach general agreement on the economic facts and 
forces involved. It has been repeatedly suggested 
that a commission of business men and economists 
should be created for the purpose of making an 
impartial analysis of the extent of Germany's capac. 
ity to meet her reparation obligations. For various 
reasons no such commission has been appointed; 
and in the meantime the reparation situation has 
gone from very bad to worse, leaving public opinion 
at this crucial period to be formed mainly on the 
basis of conflicting statements and misinformation. 

The Institute of Economics has felt that this sit· 
uation has afforded an opportunity to render a. dis· 
tinct public service. The Institute has not been 
hampered by lack of time or facilities, and has accord· 
ingly not been content with any superficial gathering 
of data and opinion. The findings which it submits 
in this volume are believed to be as conclusive and 
trustworthy as would be those of any commission. 
No discussion of the political aspects of the problem 
is attempted, nor is any detailed plan of settlement 
recommended. The purpose has been merely to 
make as complete a diagnosis as possible of Ger· 

vii 



viii PREFACE 

many's economic condition and of her ability to 
continue making reparation payments, and to point 
out the bearing of international trade conditions and 
commercial policies upon any reparation settlement 
whatsoever. 

The reader will no doubt wish to know the sources 
of the data on which the analysis is based. Ger
many's problem involves both budgetary and foreign 
trade considerations. On the budgetary side the 
figures used are official figures of the German gov
ernment. Since agents of the Reparation Com
mission, located in. Berlin, have had access to the 
German records and . have made no report of any 
attempt to falsify the figures, they may be accepted 
as a trustworthy statement of the budgetary situa
tion. The foreign trade figures are also official 
figures of the German government. Inasmuch as 
German exports appear as imports in the trade 
returns of other countries, and German imports 
appear as exports in the figures of other countries, 
it is clear that any wholesale attempt to falsify the 
foreign trade data could be readily detected.. For 
internal production figures, official soU!'ces have 
likewise been employed. Use has-also been made 
of many reports and. documents consulted at the 
United States government departments and obtained 
through the foreign connections of the Institute. 
Specific source references are given in the book, 
particularly wh~n the subject is in any way contro
versial. In order to relieve the main discussion 
of detailed technical analysis, much of the latter 
has been placed in the several appendices. 
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GERl\IANY'S CAPACITY TO PAY 

CHAPTER I 

WHAT PAYING FOREIGN DEBTS INVOLVES 

CONFLICTL"iO opinions, assertions, and conclusions 
on the subject of reparations are to be explained 
in large measure by confused notions as to what is 
involved for a nation in paying foreign obligations. 
One person argues that Germany can assuredly pay, 
since her national wealth is greatly in excess of the 
amount of the reparation bill. A second urges that 
the sum demanded of Germany equals only about 
50 gold marks (112.50) per capita annually; surely 
a thrifty people can pay· that amount if the will 
to do so exists. Another points out that the rep
aration bill would increase German taxes by perhaps 
only 25 or 30 per cent, certainly not an inl;possible 
additional burden. Another contends that German 
national production is considerably in excess of rea
sonable consumptive requirements, leaving an ample 
margin for reparation payments. And still another 
asserts that if 60 millions of people in a country 
untouched by war devastation would stop whining 
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and get to work, it is not conceivable that the sum 
demanded could not be paid-and very much sooner 
than most people imagine. 

On the other· hand, there are those who insist 
that the evidence that Germany cannot pay is 
found in her lowered standards of living; in her 
depreciated exchanges and disorganized currency 
system; or in her loss of mineral resources and her 
diminished volume of trade. Others argue that 
Germany cannot develop a large enough excess of 
exports over imports . to pay the sums demanded. 
Others admit. that Germany could develop the 
necessary; exports but insist that the Allies could 
not afford to receive them because of the bad effects 
upon their own industries. Finally, there are some 
who make bold to say that Germany cannot pay 
because the.Allieswill not permit her to recover her 
pre-war economic strength :-the creditors, it is said, 
insist upon having their cake and yet are unwilling 
to permit Germany to bake it. 

It is in the light of such divergent principles of 
measurement that we the people of the world have 
made up our respective minds on the subject of 
reparation. Is it surprising that the conclusiorus 
reached as to German capacity to pay should vary 
all the way from nothing to 30 or 40 billion dollars 
in forty years? If there is ever to be ~y consensus 
of opinion on the matter, or any "sane busi
nesslike settlement" of the problem· of repara
tion, agreement must first be reached on the prin
ciples of analysis that are involved. It is obvious 
that we cannot agree on a nation's future capacity 
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to pay external debts unless we can first agree as to 
how such capacity to pay may be measured. 

When an ordinary business corporation pleads 
inability to pay interest on its obligations and asks 
for a receivership for the purpose of effecting a set
tlement, the creditors concerned have little difficulty 
in ascertaining the main facts in the case. The 

. immediate financial status of the corporation and 
its future prospects can readily be disclosed by the 
application of certain definite and accepted principles 
of investment analysis. It is equally possible to 
disclose the immediate financial status and the future 
paying capacity of a nation, although the problem 
is here more complex and the principles of analysis 
essentially different. It is precisely this greater 
complexity and this difference in the principles 
involved that is chiefly responsible for the existing 
confusion on the whole problem. Consequently, the 
necessary first step in a study of German capacity 
to pay is to reach agreement on the principles of 
investment analysis that are involved. 

I. THE TWO~FOLD NATURE OF THE PROBLEM 

The payment of foreign debts by a nation involves 
two distinct problems. The first is an internal 
fiscal or budgetary problem; the second an external 
commercial or foreign trade problem. The .budget
ary problem is ·somewhat analogous to that faced 
by an ordinary individual or corporation in meeting 
debts; the other finds no analogy in the settlement 
of ~rdinary private obligations. This aspect of 
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the problem has accordingly been the source of 
most of the confusion of mind that exists on the· 
subject of reparations and of the misconceptions as 
to what is involved for Germany in making repara
tion payments. 

Even the budgetary problem differs sl:>mewhat 
frQm that of an individual corporation. In order to 
pay its obligations, a corporation must have net 
income from its operation equal to the amount of 
the debts to be paid. This requires producing at a 
cost that is less than the selling price,-a straight 
problem of business administration. In the case of Ii. 
government, the budget problem involves raising 
revenue from taxes in amounts sufficient to cover the 
ordinary ·expenses of government and to leave a 
surplus with which to meet the obligations assumed. 
Here is a complicated problem of political adminis~ . 
tration. A considerable number of government 
expenditures are practically fixed in amount and 
these have a :first claim on government taxation 
revenues. Under ordinary condjtions, the govern~ 
ment has little difficulty in balancing accounts, but 
during and following wars the problem usually 
becomes . extraordinarily difficult. Government 
financial administration thus involves many con~ 
siderations not found in business finance. 

The striking difference between the paying of 
ordinary debts between individuals living in the 
same country and the paying of external debts by a 
nation is due to the second aspect of the problem. 
An individual can pay his domestic obligation with 
the money derived from the profitable sale of goods; 
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but a nation, as we shall see, cannot pay its debts 
abroad-except to a very limited degree-with 
the money derived from the excess of revenues 
above ordinary expenditures. Payment of external 
government debts is, moreover, an essentially dif
ferent matter from the payment of government 
debts within the country. When a government owes 
its own people, it can use for the purpose the sur
plus money derived from taxation. This, we repeat, is 
impossible-except to a very limited extent-in the 
payment of debts to foreigners. 

An understanding of what is involved in converting 
available domestic revenues into foreign mea:ns oj 
payment is indispensable to an understanding of the 
whole problem of reparation and inrernational debts. 
The payment of foreign debts involves the sending 
of tangible wealth across the country's borders. 
Several possible means of making such transfers 
are available. Some of them, however, are of very 
limited availability for reasons that are readily 
explained. 

• 1. Gold and Silver.-Inso far as the government's 
surplus revenue is in the form of specie, it has an 
acceptable means of payment in other countries. 
Gold and silver will be received abroad at its bullion 
value. Thus far the analogy between the payment 
of a debt to, its own people and the payment of a 
debt to a foreign nation is a true one;-money can 
be used to a very limited extent. We say very lim
ired extent because a nation seldom has a very large 
total supply of precious metals. In the case of pay
ment within a country, however, the supply of gold 
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does not diminish at all when payments are made. 
No money leaves the country; it merely circulates 
or changes hands, and the total supply is not 
affected. 

The total gold supply of Germany at the end of 
the war was 2,281,000,000 gold marks, about $560,-
000,000. A year later it was 1,109,000,000 gold 
marks; at the end of 1921 it was 1,092,000,000 gold 
marks; while in March, 1923, it was 1,004,829,000 
gold marks, or a little over $250,000,000, approxi
mately one-quarter of which was on deposit in foreign 
countries. The silver money of Germany is almost 
negligible in amount. Since the war, Germany has 
thus parted with more than half of her entire supply 
of precious metals. If the total remaining supply 
were turned over by the German Reichsbank to the 
government for use in paying reparations, Germany 
could still pay in this way the sum of 1,004,829,000 
gold marks. This would meet the minimum pay
ments under the terms of the London settlement of 
May, 1921, for a period of less than six months.1 

In the meantime the loss of this gold supply would. 
have disastrous economic consequences in Germany 
and greatly lessen the future capacity to pay by 
other means. 

2. Paper Money.-To a limited extent paper 
money may also be used in meeting foreign obliga
tions. While the Reparation Commission would 
not accept paper marks in the settlement of repara
tion, the German government was not debarred 

1 This "settlement" called for 2 billion gold marks per year, 
plus a sum equal to 26 per cent of Germany's total exports. 
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from exchanging paper marks for foreign currency 
and bills of exchange which were acceptable to the 
Reparation Commission. The process was simply 
this: Germany sold paper money to the people of 
the United States, for example, for as many dollars 
as the paper would bring at the rates of exchange 
then current. This American money obtained by 
Germany would then be turned over to the Repara
tion Commission for distribution among the Allies 
in proportion to their respective claims. Now it 
needs to be understood that this American money 
which was turned over to the Reparation Commis
sion did not have to be actual gold. In fact, what 
was turned over to the Reparation Commission was 
bills of exchange, which were convertible into gold 
on demand or at some specified date in the near 
future. Therefore, when the French government in 
this way received payment from the Reparation 
Commission, it received bills of exchange which 
could be sent to the United States to be redeemed in 
American gold, or which could be used in purchasing 
goods from the United States, or for that matter, 
in other countries. 

The reason why Germany cannot use this indirect 
means of payment' indefinitely is that the' citizens 
of other countries will not purchase unlitnited quan
tities of paper money unless there is evidence that· 
Germany can ultimately redeem such paper in gold. 
In fact, Germany did sell huge quantities of paper 
currency to foreign speculators who fancied the 
German mark would rise in value. 1 Germany is, 

I See p. 85 below. 
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moreover, not the only European nation that has 
followed this device since the war. 

3. Labor Services.-A nation may theoretically 
pay its external obligations by "working it out" within 
the creditor country. One has to say theoretically 
in this connection, since there may be practical 
reasons which prevent it. Concretely, Germany 
might have sent an army of workers into France to 
restore the devastated areas. In fact, Germany 
more than once offered, in good faith, to make pay
ment by this means. The French government was, 
however, unwilling to allow the reparation to 
be paid in this way, for various reasons. The French 
exiles from the devastated areas wished to return 
immediately and to supervise, if not actually to 
carry .out, the restoration or rehabilitation of their 
homes and businesses. This would obviously not 
have been possible if wholesale reconstruction by 
German armies were permitted. The French labor 
unions were also opposed to the competition of Ger
man labor in the French labor market. All classes 
of Frenchmen were, moreover, instinctively opposed 
to the continued presence of a lar.ge'number of Ger
mans in France. Wisely or unwisely, therefore, the 
French would not permit the reconstruction of the 
devastated ll.reas by German labor. 

4. Exportation of Good.~.-The only means of pay
ment remaining is shipment of goods across the fron
tier. To a limited extent, existing movable wealth 
may be exported,t and such foreign investments as 

1 The fallacy that German fixed property can be used 118 a 
means of payment thrqugh the transfer of ownership to foreigners 
is discussed on p. 21 below. 
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may be owned by German citizens may be liqui
dated. 1 But as a year-in-year-out proposition, current 
production in Germany constitutes the only source 
out of which payments can be made. If Germany 
is to make large annual payments over a long period 
of years she must annually produce large quantities 
of goods for export. 

Payments through exports may be made in two 
ways: (1) By direct export to the creditor country, 
and (2) by export to other countries,-the proceeds 
or bills of exchange then being delivered to the cred
itor. The former method illustrates the so-called 
/I deliveries in kind"; the latter illustrates the 
/I cash" payments. It must· be note~, however, 
that in either case the debtor country must export 
goods across her borders. 

The so-called 1/ cash" payments are a myth. The 
method of making cash payments through exports 
to other countries than the creditor country has 
given rise to a remarkable myth. The creditor 
country does not by this device, as is supposed, 
receive cash rather than goods. The French govern
ment would receive, let us say, bills of exchange 
drawn in American ;dollars,-the bills arising out of 
the export of goods from Germany to the United 
States. Let us inquire now what the Frepch govern
ment can do with these bills of exchange. It can (1) 
send them to the Vnited States for redemption in 
gold, or (2) send them to the United States or to other 
countries for use in purchasing goods. Since the 

I These foreign investments, it should be understood, were 
acquired as a result of excess exports at some previous period. 
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American gold supply equals only about 10 per cent 
of the total reparation bill, it is obvious that even if 
France desired to redeem such bills in gold, and even 
if we were willing to part with our entire gold supply, 
only 10 per cent of the reparation bill could thus be 
received by France in the form of gold. The fact is 
that the total production of gold in the entire world 
since the discovery of America is little more than 
half of the sum which Germany is obligated to pay. 

It is clear, therefore, that most of the bills of 
exchange which would be turned over to the Allies 
as "cash" can be used only in purchasing goods.) 
Thus even the cash payments are really payments in 
kind. It should be added here that the bills 'of 
exchange which France would in the first instance 
receive would not perform the services of money in 
France. 

This analysis has been clearly recognized by M. 
Jules Decamps, chief of the Economic Research 
Division of the Bank of France.2 He says: 

If Germany were to turn over to the French government 
dollars, pounds, or florins, for example, the latter government 
will be obliged to cash them, to transform-them into francs, if 
it is desired to use them in paying its own domestic expenses. 
Who would buy from the French government these foreign bills 
of exchange except persons in France who have foreign pay~ 
ments to make and who are debtors either for goods already 
imported or to be imported, or for services to be performed by 
foreigners for them? 

1 They could of course be utilized in meeting foreign debts owed 
by the Allies; this would obviously be of interest only to those 
countries which are disposed to meet their foreign debts. 

I See article entitled La Crise Financiere Mlemande et les 
Reparations, Revue de Paris, Dec. I, 1922, pp. 607-{121, 
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There is no answer to this question. Decamps is 
clearly right in calling the gold mark cash payments 
a. .1 mirage." To make payments to France by 
either method-in kind or in cash-Germany must 
export goods across her borders either to France or 
elsewhere; and in like manner to receive payment, 
France must import goods across her borders either 
from Germany or elsewhere. 

Not only must there be exports, but there must be an 
exces8 of exports over imports. Assuming for the 
moment that all payments in goods involve only 
direct obligations between Germany and France, it is 
obvious that if Germany were to make.payments she 
would have to export more to France than she 
imports from France. For example, to pay a billion 
gold marks a year, she would first have to export to 
France enough goods to pay for her imports from 
France, and then she would have to send France an 
additional billion marks worth of goods. The in
direct, round-about trading methods do not change 
this principle. Germany must export beyond her 
borders sums in excess of what she imports from 
abroad. Year in and year out, over a long period 
of years, Germany' cannot. possibly pay a sum 
greater than that by which total exports exceed 
total. imports. l 

II Invisible" items must be considered along with 
foreign trade. The discussion in the paragraphs 
immediately preceding has centered around the 
export and import of commodities. It remains to be 

1 The possibility of curtailing imports and expanding exports is 
discussed in Chaps. II and IV. 
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observed now that there are a number of so-called 
invisible items entering into the industrial and 
financial relations of nations which must b~ taken 
into Iljccount. The invisible elements in tlie inter
national balance of payments are as follows: (1) 
interest on foreign investments; (2) shipping and 
other transport earnings; (3) banking and insur
ance earnings and commissions arising out of inter
national transactions; (4) expenditures of tourists, 
commercial travelers and government representa
tives; (5) emigrant remittances; (6) gifts and relief 
contributions; and (7) payments to migratory 
workers. Foreign investments obviously entitle the 
owners to receive income from the country where the 
funds are invested. A country whose ships carry 
the commerce of another nation receives payment 
therefor just as a nation receives payment from 
another for goods which it exports. A nation 
whose insurance companies and banks perform ser
vices for other countries is obviously entitled to 
payment therefor. A country which entertains 
travelers from other countries likewise receives pay
ments from the visiting tourists for the services 
rendered. 

Some countries receive a large income from these 
sources, while others obviously have large outlays 
to make on these accounts. In any a.naly~is of 
international trade and financial relations, these 
items must therefore be brought into the balance of 
accounts along with the exports and imports. Ger
many could obviously make some payments to 
France if she were to carry French commerce free of 
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charge. Germany could obviously make some pay
ments to France if she were to turn over to France 
interest due from German investments in foreign 
countries. Germany could obviously make. pay
ments to France if she were to perform for French 
citizens insurance and banking services free of 
charge. Germany could obviously make payments 
by entertaining French tourists in Germany without 
charge. 

The total. capacity of Germany to pay will be meas
ured by the excess of her exports of goods and services . 
rendered to foreigners over the imports of goods and 
the receipt of servicesfromforeigners. Trade accounts, 
investment accounts, shipping accounts, banking 
and insurance accounts, and tourist accounts
all must be considered in gauging German capacity 
to pay. All these items taken together constitute 
what has come to be called the international balance 
of payments or balance of accounts. 

In Chapter II we shall consider the international 
balance of payments of Germany; first, for a twenty
year period before the war; second, during the war; 
and third, for the years 1919-22 inclusive. For the 
present, we are concerned only with the nature of . 
the problem of making external payments. All 
budgetary discussion is reserved for Chapter V. 

II. CURRENT FALLACmS 

In the light of the preceding analysis, it would 
seem that we might now be prepared to proceed 
immediately to a detailed discussion of the actual 
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international trade and financial status of Germany. 
It is necessary first, however, to answer certain fal
lacious arguments and analyses that still persist 
in nearly all public discussions of international debts 
and reparation. We willingly devote this further 
space to a discussion of principles, for the simple 
reason that unless we can reach agreement concern
ing the fundamental nature of the problem of pay
ing foreign obligations, there is little to be gained in 
entering upon a detailed analysis of German trade 
and finance. Unless we have a clear conception as· 
to what is involved in making reparation from .the 
point of view of international trade and finance, 
we shall come no nearer to a final appraisal of Ger
man capacity to pay than do those who start with 
the conflicting and divergent ideas enumerated in 
the opening paragraph of this chapter. 

The first fallacy is the notion that a nation's capac
ity to pay is measured by the excess of annual pro
duction over annual consumption. This principle of 
measuring capacity to pay has been widely exploited. 
Strangely enough, it has even been advanced by 
certain economists who have failed to appreciate 
the peculiar problems involved for a nation in paying 
foreign debts. The principle is derived from a fun
damentally false analogy. If it is true that an indi
vidual's ability to pay debts is measured by the excess 
of his income over his necessary consumption expen
ditures, why, it is asked, is not a nation's ability to 
pay foreign debts to be measured in the same man
ner? If an individual's income is $5,000 per year, 
and his necessary expenditures $4,000, he can pay 
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a debt of $1,000. If a nation's income is' 50 billion 
dollars per year and its necessary consumption outlay 
40 billion dollars, why is not that nation's capacity 
to pay foreign de,bts precisely 10 .billion dollars? 

The answer is that, whereas an individual may 
receive his income in money and can transfer this 
money directly to his creditor, a nation's income, 
although it may be expressed in money values, can
not be transferred in the form of cash to a foreign 
nation. When a nation's annual production exceeds 
its annual consumption by 10 billion dollars, that 
amount of cash is not stowed away somewhere in 
national vaults; it is impossible to transfer this 
wealth to a foreign country simply by writing and 
delivering a check for 10 billion dollars. There have 
merely been created within the country various forms 
of wealth valued at 10 billion dollars in excess of the 
wealth that has been consumed during the year. 
This wealth is not necessarily in a form that could 
be transferred beyond the nation's border. It 
may consist of factories, equipment, railroads, 
highways, enriched soil, etc.,-fixed capital goods, 
which can be used for the future expansion of pro
duction but which ca,nnot be turned over to foreign 
lands in payment of debts. 

Only 8Uch portion of the annual production can be 
turned over to aforeign nation as is in exportable form. 
One cannot, therefore, assume that a nation's capac
ity to pay abroad is necessarily measured by the 
excess of current production over current consump
tion. The excess of production over consumption 
will measure capacity to pay external obligations 
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only when the amount of this excess is identical 
with the excess of exports over imports. 

All this is merely another way of saying that the 
excess of exports over imports is the only true measure 
of what a nation can, year after year, actually pay 
abroad. It may be observed here, however, that a. 
nation might deliberately seek to avoid having an 
excess of exports over imports, and then plead inabil
ity to pay. Undeniably there is here a problem of 
control. But it is equally true that a nation might 
have an actual excess of production over consump
tion and yet be unable to make payments beyond 
its borders because it was unable to export more 
than it imported. The problem of control is in 
no wise escaped by choosing as the measure of 
capacity to pay the excess of exports over imports. 
We are at present, however, not concerned so 
much with the problems of control as we are with 
ascertaining precisely what is involved in making 
foreign payments. The inescapable conclusion is 
that over a period of years, a nation cannot pay 
more than the amount by which exports do in 
fact exceed imports,-including, .,. of course, the 
invisible items in the balance of accounts. 

This fundamental truth has long been recognized 
by economists and bankers, and by some of the lead
ing statesmen of the world. For example, it was 
recognized and explicitly stated by both Premier 
Lloyd George of England and Premier Aristide 
Briand of France several months before the London 
"settlement" of May, 1921. On Jan. 28, 1921, Mr. 
Lloyd George spoke as follows: 
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What I have put forward is an expression of the views of all 
the experts .•.. Everyone wants gold, which Germany has 
not got; and they will not take Gennan goods. Nations can 
only pay debts by gold, goods, services, or bills of exchange on 
nations which are their debtors. The real difficulty . . . is 
••• securing payment outside the limits of Gennany. Ger
many could pay-pay easily-inside her own boundary, 
but she could not export her forests, railways, or land across 
her own frontiers and make them over to the Allies. Take 
the railways, for example. Suppose the ~ took pllssession 
of them and doubled the charges;. they would be paid in paper 
marks which would be valueless directly they crossed the 
frontier. 

The only way Gennany could pay is by way of exports-that 
is, by difference betwee.n German imports and exports. If, 
however, German imports were too much restricted, the Ger~ 
mans would be unable to obtain the food and raw materials 
necessary for their manufacturers. Some of Gennany's prin~ 
cipal . markets-Russia and central Europe-were no longer 
purchasers, and if she exported too much to the Allies, it meant 
the ruin of their industry and lack of employment for their 
people. Even in the case of neutrals, it was only possible gen
eraUy to increase Gennan exports by depriving our traders of 
their markets. 

Less than a. week later (Feb. 3, 1921), Premier 
Briand made the following statement before the 
French Chamber and Senate: 

" 

We must not lose sight of the fact that in order to pay us Ger~ 
many must every year create wealth abroad for herself by devel
oping her exports and reducing her imports to strictly necessary 
things. She can only do that to the detriment of the commerce 
and industry of the Allies. That is a strange and regrettable 
consequence of facts. 

We are not here concerned with the question as 
to whether the Allied nations are willing to have 
German exports exceed German imports by the 
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amounts stipulated in the terms of payment; that 
is another story, the consideration of which is of 
the most vital significance to an understanding of 
the real nature of the reparation problem. We are 
at present interested only in the question of German 
capacity to pay. 

The second fallacy is found in connection with the 
means of payment. Certain methods of payment 
have been suggested which do not constitute actual 
payments at all. Some of these are so absurd that 
they would not merit even a word in passing were 
it not that they are so widely indorsed. 

The first of these beliefs is that Germany can pay 
the European Allies by borrowing from the United 
States o:r: in neutral countries. This doctrine has 
been repeatedly stated in official communications 
and addresses. It is obvious, however, that if 
Germany borrows from the United States in order 
to pay the Allies, she would not thereby have liqui
dated her external obligations. There would merely 
have occurred a shifting of creditors; instead of 
owing the Allies she would henceforth owe the 
United States. In actual fact the operation might 
well involve robbing Peter to pay Paul. 

The second so-called means of payment, closely 
analogous to the foregoing, involves the delivery of' 
reparation bonds by Germany to the Allies and the; 
discounting, or sale, of these bonds in the United' 
States or neutral markets. Without an indorse-' 
ment or guarantee by the Allies this would not be' 
a particle different from the method above. If, how
ever, the Allies stand back of the bonds and German 
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exports do not prove in excess of German imports 
over a period of years, the Allies would be obligated 
to the United States and neutral countries to the 
amount of the bonds that have been discounted, 
etc. Discounting reparation bonds may conceiv
ably be a means whereby the Allied creditors could 
acquire immediate purchasing power; but this 
device is in no sense a means of actual payment by 
Germany. Her ability to· develop an export sur
plus remains the crux of the problem. 

The third mythical so-called means of payment 
is the delivery to the Allies of the securities of Ger
man corporations. This fallacy has a veritable host 
of adherents. What does it amount to in fact? 
At present the Allies have the German govern
ment's formal promise to pay-a promise that has 
been evidenced by the issue of huge volumes of 
reparation bonds. Bonds of German private cor
porations constitute their promises to pay to the 
holders thereof. The first point to note then is that 
both are promises to pay. Is the promise of the 
German government to pay less good than the prom
ise of German corporations to pay? It is doubtful, 
since the German government in its debt-paying 
capacity can scarcely be disassociated from the 
German people; and in case of a default by private 
bond holders, the Allies would again have to look 
to the German government. But more significant 
-in fact, the real point,-is that-the German people 
would have to pay across German borders the interest 
on these bonds, and this involves the same old trade 
problem. 
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Admitting this, there are many who nevertheless 
insist that the amount of the excess exports that 
would be required annually would, by this means, be 
very greatly reduced. For example, if 10 billions of 
industrial securities were turned over to the Allies, 
Germany would be credited by the Reparation 
Commission. with 10 billions i and she would then 
have to pay each year merely the interest plus a small 
sinking fund. At 5 per 'cent this would amount to 
only 500 million gold marks per year. Quite so; 
but the point is that the 10 billions is not an actual 
payment, the delivery of such securities gives to 
the Allies no actual wealth. The It payment" is 
merely a promise to pay which is in the form of 
industrial bonds rather than in the form of govern
ment bonds. The actual annual payments would 
consist only of the interest and the sinking fund. 

If the Allies wish to imagine that the delivery 
of industrial corporation bonds constitutes pay
ment, whereas the delivery of government repara
tion bonds does not, there is, of course, no objec
tion. Perhaps there are, for the moment, certain 
psychological advantages. If people think they 
are getting paid in huge instalments by the delivery 
of promises, it is no doubt politically advantageous. 
But, unfortunately, if the promises to pay are not 
fulfilled, the Reparation Commission will later 
have to "uncredit" Germany's account. 

The fourth suggested means of payment is iden
tical in principle ,with the third. It.is the transfer 
to the Allies of title to property in Germany,-title 
to land, title to houses, title to castles, etc. Now, if 
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citizens of Allied countries wish to live in Germany 
and take advantage of the ownership of such proper~ 
ties within that country, the process of payment 
would be simple; but if they prefer to live in their 
own countries and receive the income from these Ger
man properties, it is another matter. The German 
people can make income available beyond the borders 
of the country only by means of exports. We stand 
exactly where we were before. 

Similar to the so-called means of payment just dis
cussed is the sale of German real property a:ild securi
ties to foreigners and the utilization of the proceeds in 
making reparation. As we shall see in Chapter III, 
Bome of the funds thus far used by Germany in mak
ing reparation have in fact been acquired in this 
way. If, for example, a piece of German property is 
sold to someone in the United States for 100,000 gold 
marks, the funds-provided the German govern
ment can get hold of them-could be used in repara
tion payments. But since the property remains in 
Germany and the foreign owner remains in the 
United States, the latter can receive income from 
such property only provided Germany can export 
goods for the purpose: As soon, therefore, as experi
ence demonstrates that there is no available means of 
paying interest or dividends to the foreign owner of 
this property-then this so-called means of pay
ment will no longer be effective. We shall show 
presently that experience has already practically 
demonstrated this very thing.1 

A third JaUacy is that . the Allies can go into Ger-
1 See discU8Sion onpllgea 89-93 below. 
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many, collect German revenues, and thus receive pay~ 
ment. The belief still persists despite much con
vincing experience to the contrary. The Treaty 
of Peace provides for securities, guarantees, and 
sanctions, whereby, in the event that Germany does 
not pay, the Allies will have the right to proceed to 
collect. The belief that it is possible to get paid by 
collecting German revenues in Germany has been 
officially stated on numerous occasions. The Allied 
Ultimatum of March 3, 1921 declared in the most 
solemn language that unless Germany decided withln 
four days to carry out the Paris Agreement of Jan
uary 29, all customs duties collected on the frontiers 
of the occupied territories should be turned over to 
the Reparation Commission, and the rates fixed 
by the Inter Allied High Commission. l Control 
commissions have, moreover, been set up· in Ger
many for the purpose of supervising all German 
fiscal operations. 

Naturally these devices for extracting payments 
from Germany did not succeed when applied in the 
occupied cities of Duisburg, DUsseldorf, and Ruhr
ort. German paper currency could be collected, 
but such paper was not acceptable to the Allies. 
Within a few months M. Tardieu lamented-"Has 
anyone observed that we have been able to collect a 
single franc?" Somewhat daunted by this experi~ 
ence, the French plan for the settlement of the rep
aration problem dated Jan. 2, 19232 provided for 

1 Cf. "Sammlung von Aktenstticken fiber die Verhandlungen auf 
der Konferenz zu London vom 1 bis 7 Marz," 1921, p. 164. 

2 French plan for settlement of reparation and the Inter-
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genuinely productive guarantees. What now is 
meant by productive as distinguished from ordinary 
guarantees? 

Just before invading the Ruhr, the French gov
ernment announced its Productive Plan whereby it 
was pointed out that a billion gold marks could be 
obtained annually within Germany. Of this amount 
460 million gold marks were to be derived from deliv
eries of coal, timber, and other materials, and the 
remainder, 540 millions, from the collection of cash 
within the occupied territory and the Ruhr Valley. 
Whether the coal, timber, and materials will cost 
more to procure than they are worth is a question 
which we need not consider at this place. We are 
here concerned only with the most recent political 
invention for collecting cash in Germany. 

Under the plan announced by the French gov
ernment, this cash has to be obtained within the 
occupied area including the Ruhr by the following 
fiscal measures. 

Taxing German exports. .. 400 million gold marks 
Seizure of the customs. . . .. 20 II II II 

Seizure of the coal tax.. . .. 120 II II , I 

The productive part of this plan lies in the fact 
that these various duties and taxes levied within 
Germany are not to be paid in German marks, but 
in foreign currencies. By making Germany pay in 
foreign money, it is assumed that the acceptance of. 

Allied Debts, published by the American Association for Inter
n!l.tionQ.1 COIlcili!l.tioIl, in International Cunqiliation, No. 184. 
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worthless paper marks will not be necessary. Now 
there is just one difficulty in this plan, namely, that 
in order to get foreign currency, Germany must be 
able to pay for it; and she can pay for it only by 
exporting more goods than she imports from foreign 

-countries. Thus again we come right back to the 
fundamental problem, that of procuring an export
able surplus. Germany will be able to deliver 
foreign currency to the Allies only if she can obtain 
it through the sale of goods in foreign countries in 
amounts greater than what she has to buy from for
eign countries. 

Guarantees and control agencies wiU prove of no 
avail if they do not increase German exports relatively 
to imports. The truth i~ that not one of the devices 
proposed for enforcing payments has been based on 
any adequate understanding of what is involved in 
the reparation problem. Nearly all of the discus
sions have been largely beside the point because they 
have revolved around only one angle of the question, 
namely, the budgetary angle. The guarantees 
and control commissions have never been con
cerned with the international trade aspect of the 
problem. They have been designed merely to obtain 
revenues within Germany; and there has been little 
consideration of the problems involved in translating 
domestic revenue into acceptable means of payment 
in foreign countries. In fact, many of the means of 
collection employed actually tend to reduce exports 
and thereby to diminish capacity to pay. 



CHAPTER II 

GERMANY'S INTERNATIONAL BALANCE OF 
ACCOUN1'S 

IN the preceding pages we have indicated that two 
fundamental problems are involved for a nation in 
meeting its external obligations. There is first the 
problem of securing a surplus of revenues within the 
country; there is second the problem of making 
such revenues available in foreign countries. Hav
ing thus revealed the general nature of the problem 
of paying foreign debts, we are now prepared for a 
specific study of the German reparation question. 
We shall find it advantageous to consider first the 
question of Germany's international trade and 
finance, leaving the budgetary problem for discussion 
in a subsequent chapter. 

The trade and financial relations of Germany have 
been thrown out of ,balance as a result of the war. 
Accordingly, if we are to obtain a true perspective 
for gauging the future international commercial 
and financial possibilities of Germany, it will be 
necessary first to take a look backward. We may 
divide the discussion of the present chapter into three 
sections as follows: (1) The German international 
accounts from 1894 to 1914j (2) the e1..fects of the 
war upon Germany's international status, 1914-

25 
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1918; (3) the situation from 1919 to the end of 1922. 
In Chapter III we shall show what reparation pay
ments Germany has made up to date, and the means 
that have been employed in making them. We 
shall then be in a position to study what is involved 
for Germany, in so far as international trade and 
finance is concerned, in. meeting future reparation 
requirements. 

I. GERMANY'S PRE-WAR INTERNATIONAL TRADE AND 
FINANCIAL BALANCE 

The table on page 27 gives the German imports 
and exports of both commodities and precious 
metals for a twenty-year period before the war. 

With reference to the figures of imports and exports 
in this table, it needs to be pointed out that they give 
an exaggerated picture of the actual growth of Ger
man foreign trade. This is, of course, because of the 
steadily mounting prices during the period in ques
tion. As the figures stand, the average exports, for 
example, for the first five-year period were about 3.4 
billions, and for the last five-year period about 8.2 
billions. According to German. wholesale index 
numbers, the price level advanced 40 per cent during 
the twenty-year period, and the average level for 
the last five years of the period was 30 per cent higher 
than that of the first five years. Therefore, on the 
basis of the price level of the middle nineties, the 
average exports for 1909-1913 would be, instead of 
8.2 billions, approximately 6.3 billions. That is to say, 
the volume of exports increased between the first 
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and last five-year periods shown by the table by 
about 85 per cent. 

Year 

TRADE AND SPECIE BALANCE OF GERMANY, 1894-1913· 
(In million. of marks) 

Trade Balance 
Bullion and Specie Total 

Balance Adverse 
(Commod· 

ImporJ Exports 

ity and 
Net 

Imports Exports 
Net Specie) 

Adverse Adverse Balance 

----------------------
1894 3,938 2,061 977 347 90 257 1,234 
1895 4,121 3,318 803 125 106 19 822 
1896 4,307 3,525 782 251 229 22 804 
1807 4,681 3,635 1,046 184 151 33 1,079 
1898 5,081 3,757 1,324 359 254 105 1,429 

1899 5,483 4,207 1,276 301 161 140 1,416 
1000 5,766 4,611 . 1,155 277 141 136 1,291 
1901 5,421 4,431 990 289 81 208 1,198 
1902 5,631 4,678 953 175 135 40 993 
1903 6,003 5,015 988 318 116 202 1,190 

1904 6,354 5,223 1,131 500 93 407 1,538 
1905 7,129· 5,732 1,397 307 110 197 1,594 
1906 8,022 6,359 1,663 417 120 297 1,960 
1907 8,749 6,846 1,903 257 250 7 1,910 
1908 7,667 6,399 1,268 413 83 330 1,598 

1909 8,527 6,594 1,933 334 265 69 2,002 
1910 8,934 7,475 1,459 376 170 206 1,665 
1911 9,706 8,106 1,600 301 118 183 1,783 
1912 10,692 8,957 1,735 326 143 183 1,918 
1913 10,770 10,097 673 436 101 335 1,008 

'" These are the special trade figures compiled by the German gOYernment. 

The German trade balance Was unf(lvorablefor twenty 
consecutive years before the war. It will be seen from 
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this table that every year, without exception, Ger
man exports were less than German imports. The 
adverse trade balance grew somewhat with each 
succeeding five-year period. The year 1913 was, 
however, a marked exception, due to the extraordi
narily large exports of that year. A detailed analysis 
of these exports indicates that the increase was not 
confined to any particular group of commodities 
nor to any particular country. It was a very gen
eral increase. There is little reason to believe, how
ever, that it indicated a permanent lessening of the 
German unfavorable trade balance. By five-year 
periods the average annual adverse trade balance 
grew as follows: 97 millions, 1,073 millions, 1,472 
millions, 1,480 millions. 

Germany also found it necessary to import bullion 
and specie. Since Germany is not a gold a"nd silver 
producing nation, it was necessary throughout this 
period for her to import precious metals, both for 
monetary and for industrial and artistic purposes. 
The growth of German trade and industry, together 
with the general rise of prices, necessitated steadily 
increasing amou.nts of currency in the channels of 
trade and increasing aggregate quantities of specie 
in the banks to serve as ~ basis for the expanding 
note and deposit currency. The table shows that 
in every single year Germany imported more specie 
than she exported, though the amounts varied widely, 
The average annual net adverse balances by five
year periods were as follows: 87 millions; 145 mil
lions j 248 millions; 195 millions. 

As a result of trade and specie operations, Ger-
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many had a large annual adverse commodity and' 
specie balance, averaging for the five-year periods as 
follows: 

1894-1898 .................... 1,074 million ma.rks 
1899-1903 ••••...•.•••••.••••• 1,218 
1904-1908 .•••.........••..... 1,720 
1909-1913 ••••.•.............. 1,675 

This means that Germany had to pay the sums indi~ 
cated in the final column of the table on page 27 in 
some other way than by commodity export. In 
fact, she met these payments with the so-called 
intMible credita arising out of interest on foreign 
investments and the rendering of current services. 

Germany derived large revenues, with which she 
could pay for her excess of imports, from the following 
sources: (1) Interest on foreign investments, (2) 
shipping and inland transport service; (3) banking 
and insurance earnings and commissions. It is 
impossible to present for Germany any authentic 
figures as to the sums derived from each of these 
sources. A number of studies, however, were made 
by various German students before the Waf, which 
indicate that Germany's invisible credits exceeded 
her ad verse trade arid specie balance during most, 
if not all, of the twenty years preceding the war.l 

The largest invisible credit was derived from inter
est on accumulated German investments in foreign 
countries. For the ten-year period, 1894-1903, the 
annual income from this source varied from about 
600 to 850 million marks. Shipping and inland trans-

I See Appendix A for the ava.i.la.ble estimates of specific returns 
for the various iteIlll. 
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'port earnings, the invisible item of second impor
tance, varied during the same period from about 200 
to 360 million marks. The sum of these two items, 
therefore, ranged from about 800 to 1,200 million 
marks-an average of about 1,000 millions per year. 
The adv.erse trade and specie balance for the same 
years varied from 804 million marks to 1,429 mil
lions, with an annual average of 1,146 millions. 
It will be seen from these figures that the interest 
and shipping income was insufficient to meet the 
adverse trade and specie balance. On the aver
age, an additional 150 million marks were required to 
meet this deficit. This was, apparently, more than 
supplied from the other invisible sources~ as the 
growth of foreign investments during the period 
indicates. 

No adequate data as to the amount of revenue 
derived from other sources are available. Banking 
and insurance earnings and commissions, however, 
added materially to the invisible credits of Ger
many.l The tourist trade during this earlier period 
may also have added something to Germany's 
credit in the international balance of payments. No 
figures are, however, available. 

In the ten-year period immediately preceding the 
war, the adverse trade and specie balance, as the' 
table shows, averaged about 1,700 million marks 
a year, an increase of about 550 million marks over 
the average for the preceding decade. Meanwhile" 
the interest on foreign investments had increased,i 
the average income received ranging from around 

I See Appendix A, p. 2571I. 
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875 million marks in 1904 to perhaps a little more 
than 1,000 millions in 1913-the average amounting 
to about 950 million marks per year. Shipping and 
inla.nd transport earnings also increased, the range 
being from about 360 millions to around 660 mil
lions, with an average of about 500 millions per year. 
These two items thus fell short of meeting the deficit 
from trade and specie operations by perhaps 250 
million marks annually. Banking and insurance 
earnings and commissions increased somewhat during 
this period. It appears that there was a debit bal
ance during this period so far as the earnings of for
eign laborers were concern,d, the reason being that 
during these years Germany came to depend upon 
Slavic and Italian migratory labor for help in har
vesting her crops. Such outlays for foreign labor, 
it is believed by German writers, more than offset 
any net earnings from the expenditures of other 
tourists in Germany. 

All in all, therefore, it would appear that the Ger
man net credit balance was smaller during the ten 
years preceding the war than it had been during the 
preceding decade. We find confirmation for this 
belief in statements:,-made before the war-by 
German writers to the effect that the foreign invest
ments of Germany did not grow so rapidly in the 
years just before the war as earlier, and that Ger
many was more or less continuously a heavy bor
rower in the financial markets of Amsterdam, Paris, 
and London.1 Incidentally, iii may be noted that it is 
these private German debts that have since the war 

1 See Appendix A. P. 273ff. 
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been adjusted through the foreign clearing houses. 
I This will be discussed in Chapter III. 

The growth of foreign investments is the most reliable 
index of Germany's international financial status. 
If one had adequate and complete statistics of the 
invisible credits which could be set off against the 
debits on account of trade and specie operations, 
one would be able to state precisely how much Ger
many had available each year for new investments 
abroad or, as the case might be, fo;!: the liquidation of 
existing obligations. In the absence of such data, 
however, we are forced to come at the problem from 
the other end, and compute from the growth of 
German foreign investments what the net balance in 
favor of Germany in the international accounts 
must have been. While the estimates of German 
investments during the twenty-year period before 
the war vary considerably, there is nevertheless 
substantial agreement as to the amounts at the 
beginning and at the end of this period.! In 1893 
the total of German foreign investments was approx
imately 12 billion marks, and in 1913 it was approx
imately 20 billion marks. 

Germany's net annual international income from 
1893 to 1913 averaged about 400 million gold marks a 
year as measured by pre-war values. From the 
above figures it appears· that Germany's foreign 
investments increased by about 8 billion gold marks 
in the twenty years immediately preceding the war, 
an average of about 4QO'million gold marks per year 

I For a statement of the varioua estimates that have been made, 
see Appendix A, pp. 260 and 277ft. 



GERMANY'S INTERNATIONAL BALANCE 33 

on the basis of prices then prevailing. This means, 
in other terms, that German;r must have had an 
.ll.verage of 400 millions of invUiible credits in excess 
of the adverse trade and specie deficit. She had 400 
million gold marks annually-on the average
available for new investments abroad. 

It would appear at first glance from these figures 
that Germany would have been able to pay year after 
year for twenty years before the war foreign debts 
equal to 400 million gold marks on the basis of pres
ent values. This is, however, a. large overstate
ment for the reason that if she had parted with 400 
millions a year in the earlier years in meeting foreign 
debts, instead of building up foreign investments, 
her interest returns would have been no larger in the 
later than in the earlier years. This means that her 
average annual capacity to meet external obligations 
during the entire twenty-year period would have 
shrunk from 400 millions to less than 200 millions.1 

Her shipping earnings and her income from banking 
and insurance and commissions might also well have 
been lower in subsequent years if her net credit 
balance had not been available for building up foreign 
investments. It is impossible to state precisely how 
large a total' of foreign obligations Germany could 
have paid out of existing international credits during 
the twenty years prior to the war, but that it was less 
than 200 million gold marks, on the basis of values 
then existing, is not to be doubted, 

These pre-war figures, however, need to be trans
I For computa.tion, see Appendix A, p. 281fI. 
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lated into present prices for purposes of comparison 
with post-war conditions. At the present time gold 
prices are roughly 60 per cent above the 1913 level, 
and the prices for the year 1913 were materially 
higher than the average for the twenty-year period 
1894-1913. In terms of present values, these 200 
million gold marks per year are equal to about 400 
million gold marks. l 

It is almost universally believed that if Germany 
merely regained her pre-war economic strength, she 
would easily be able to meet the reparation that 
she has agreed to make annually, namely 2 billion 
gold marks plus a sum equal to 26 per cent of the 
value of her total exports.2 The latter sum, on the 
basis of the export figures for the twenty years 
1893-1913 would have amount~d to about 1.5 bil
lion gold marks per year. The above analysis 
indicates, however, that during the twenty years 
1894-1913, the annual international credits of 
Germany amounted to only a small fraction, from 
5 to 6 per cent,S of the sums that she is obligated to 
pay now. This, it may be recalled, was during the 
period of great German expansion, the period in 
which it was said that Germany was distancing the 
world commercially. . ' 

But did Germany during this pre-war period 
endeavor to obtain as large an international credit 

I For computation, see Appendix A, p. 282. 
• See reference to the London ultimatum, p. 59fl. 
• This percentage is obtained as follows: 2 billions+l.5 billions 

=3.5 billions, average annual payment required on basis of pre
war export figures. 200 million (pre-war values) equal about 6 per 
cent of 3.5 billions. 
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balance as possible? If there had been any neces
sity for making large payments abroad, could she 
not have re-arranged her trade so as to make them 
without serious difficulty? Concretely, could Ger
many not have increased her favorable balance by 
reducing imports? There are those who argue that 
these figures of German pre-war international trade 
and finance are of little signiiicance for the reason 
that no effort was being made to keep imports low. 
Germany, it is contended, could use the proceeds 
derived from exports and invisible credits either to 
buy imports, or to increase her foreign investments
or, if the need existed, to pay foreign obligations. 

This belief that all, or at least a very large part, 
of a country's exports may be used for paying for
eign debts, regardless of import requirements, is so 
widely held even among those who presume to be 
professional students of the problem, that it must be 
given careful consideration. The argument assumes, 
it will be noted, that large imports are not in fact 
essential to the maintenance of large exports-$at 
Germany could export roughly the same volume 
of goods irrespective of the volume of imports. We 
say "irrespective of, the volume of imports" I for 
if exports are to be used for the payment of foreign 
d~bts, it is obvious that they cannot be used for the 
purchase of imports. 

The maintenance of German exports is largely depend
ent upon the maintenance of imports. A country 
whose industrial organization has been built up as 
has that of Germany cannot prevent a decrease of 
exports if imports decline materially. German fac-
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tories must import a great part of the raw materials 
and partly finished goods they manufacture for 
export. In fact, Germany cannot produce within 
her own borders any of certain kinds of raw materials 
required by her industries; and in relatively few 
cases can she produce sufficient quantities of raw 
materials for her factory needs. We shall elaborate 
upon this point a few pages further on. 

The development of the German industrial sys
tem-which is based on imported materials-has, 
moreover, permitted a growth of population ~'ithin 
Germany greatly in excess of the numbers which 
German agriculture is capable of supporting; It is 
estimated that nearly fifteen millions of the German 
city population was before the war dependent upon 
imported food. The following table of German 
imports for eighteen years before the war shows by 
broad classes the character of Germany's purchases 
a.broad. 

Yeara 

1896-1900 
1901-1905 
1906-1910 
1911-1913 

CLA.ssmC4TION OF PRE-w Aa. GERMAN IMPORTS • 

(Average value for years specified) 

Raw Materials Food and Living ManUf"ctured and Partly Manu- Amuala . Goods factured Goods 

I 
1\fi1IiOD8 .4. ... Per· Millioll8 A ... PI<- Millions A ... Per-

of centage of unlQge of _lao. 
Marks of 2'otal Marks of Total Marks of Total 

2,329 46 1,682 SS 1,053 '1 
2,899 48 2,024 SS 1,185 19 
4,650 66 2,415 119 1,315 16 
5,798 66 3,082 SO 1,509 14 

Total 
Imports 

ln 
Milliona 

of 
Marke 

5,064 
6,108 
8,380 

10,389 

.• These figures are the government trede statistics. In 1906 the GerlD&D 
government made lome changes in the basis of classification of commodit,. 
imports Bnd ezports. The figures for yeam before .. nd after this change ..... 
therefore only roughly comparable. 
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It will be seen that the two classes of imports, 
"raw materials and partly manufactured goods" 
and "food and living animals," comprised from 
79 to 86 per cent of the total of German imports. 

For the years immediately before the war, the 
German statistical reports give a slightly more 
detailed classification. The following table of Ger~ 
man imports and exports in 1913 indicates the 
extent to which the export of German manufactured 
goods was dependent upon imports of raw materials 
and foodstuffs. In the net figures imports are 
indicated by the minus sign, net exports by the 
plus sign. 

CLASSIFICATION OF GERMAN IMPORTS AND EXPORTS, 1913 
(Value in million. of marks) 

Raw 
Partly 

Food Manu-
Trade Mate-

Manu-
and 

Live 
factured Total 

rials 
factured Drink Animals 

Goods Goods 
------

Imports .. 5,003 1,239 2,759 290 1,479 10,770 
Exports •. 1,518 1,140 1,036 7 6,396 10,097 

------------------
Net .... -3,485 -99 -1,723 -283 H,917 -673 

J , 

It will be seen from this table that Germany both 
imported and exported commodities in each' of the 
five broad groups. It is the net column, however, 
in which for the moment we are interested. Ger
many imported large quantities of raw materials; 
food and drink; and live animals. She imported 
almost as great a value of partly manufactured goods 
as she exported; but she exported very large quan-
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tities of' manufactured commodities. The close 
relationship between the net imports of raw mate
rials and food, and the exports of manufactured 
goods is seen from the following figures. 

The combined net imports of raw materials, partly 
manufactured goods, and food and drink was 
5,307 million marks, while the. net exports of man
ufactured goods equalled 4,917 million marks. 
Thus Germany's net imports of raw materials, 
partly manufactured goods, and food and drink 

Net lmpori'$ Eilli 

FIG. I.-Dependence of Exports on Imports. 
(Value in Billions of Marks) . 

amounted to 390 million gold marks more than her 
net exports of manufactured goods.· Besides this 
she had net imports of live animals to the extent of 
283 million gold marks. 

Let us now inquire to what extent it might have 
been possible for Germany to reduce her imports 
without affecting exports, and thereby lessen her 
unfavorable trade balance. There are certain theo
retical possibilities, such as (1) curtailment of all 
imports of luxuries; (2) reduction of the quantity 
of food imports, on the theory that consumption 
could be curtailed without lessening efficiency; (3) 
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reducing imports of raw materials and partly manu
factured goods, replacing them by domestic products. 
To what extent are these possibilities capable of 
practical realization?1 

Luxuries comprised a very small percentage of Ger
many's pre-war imports. The following table shows 
the imports and exports of all the important com
modities that might possibly be classed as luxuries. 

PRINCIPAL LUXUIIIES IIoIPOI\,TED liT Gl'l1\,1oIANY IN 1913 • 
(In lDinions of lDarks) 

Commodity 

Liquors (wines, rum, beer, etc.) •••......... 
Tobacco: 

Leaf·· r •• ...... •••••••••• .. •• .. ••••••• 
t:iga.rs and cigarettes .................•.. 

Precious and semi-precious stones ••••...... 
Opium •............•.•.......•.......... 
Flowers, flowering bulbs, and shrubs ....... . 
Coffee .••............•.................. 
Tea .................................... . 
Nuts ..••................................ 
Books and pictures .••.................... 
Silks and velvets (not including raw silk) .... 
Fresh vegetables ••••.••...•.............. 
Fresh fruits ........••.•.. ~ ....•...•...... 
Pianos, violins, and harmonicas ••••........ 
Children's toys .......................... . 

Total ............................ . 

Imports 
---

81.3 

134.2 
12.7 
24.1 
5.4 

16.3 
219.6 

8.0 
13.6 
42.7 
39.6 
34.6 

128.2 
2.1 
1.2 

763.6 

• 8lalillilcA .. Jahrbll.cA /(}" dtu DeulocA. Reich. 1915, pp. 186-246. 

Exports 

65.4 

0.5 
6.8 
5.4 
0.9 
1.4 
0.2 
0.04 
0.1 

97.0 
192.0 

2.0 
3.6 

74.7 
103.3 

553.3 

1 In Chap. IV we shall make an analysis of what is involved in 
the way of Juturs readjustments of German international trade if 
au excess of exports over imports is to be obtained. 
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With· total imports of luxuries of 763.6 million 
gold marks and total exports of the same classes of 
luxuries equal to 553.3 millions, the net imports 
of luxuries is seen to be only 210.3 million marks. 
In some caseS an elimination of the imports would 
lead to a curtailment of exports, particularly in the 
case of tobacco products and silks and velvets, of 
which Germany's production is small. In other 
cases the exports would not be mlJlterially affected, 
as in the case of books and pictures, musical instru
ments, and children's toys. Allowing for every 
reasonable doubt, we may take a figure of 650 mil
lion, marks ·as representing the total of luxury im
ports that might possibly be curtailed without 
directly reducing exports. 

This total of imports of so-called luxuries, how
ever, includes fresh vegetables, fresh fruits, coffee, 
and tea. Now if one regards these commodities as 
necessities, and hence removes them from the list, he 
thereby subtracts almost 400 million marks from the 
total luxuries figure, thus reducing it from 650 mil
lion marks to only 250 millions, a figure which 
amounts to little more than 2 per cent of the total 
imports. In order to be extremely radical in this 
matter, however, let us assume that all of these 
commodities are luxuries, and could be dispensed 
with. 

Imports of food could not be reduced much without 
directly reducing exports and without lowering productiVe 
efficiency. In considering next the possible reduc
tions of imports of food and drink it should be noted 
first, that in the luxuries classification above are in-
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eluded certain commodities which fall specifically in 
the food and drink group. They are: liquors, tea, 
nuts, fresh vegetables, and fresh fruits-which 
together total 485.3 million marks. In other words 
the greater part. of all the luxuries are to be found 
in the food and drink group. Since the total food 
and drink imports are 2,759 million marks (see table 
on page 37 above) there rem.uns only 2,274 million 
other food and sJ.rin.k imports after deducting the 

o 2 4 & & 10 12 

FIG. 2.-Classes of Food Imports 
(Values in hundreds of millions of marks) 

luxuries (485.3) millions. Of these 2,274 millions, 
1,150 millions, or about 51 per cent, consisted of 
grains; 346 millions, or 15 per cent, of eggs and 
dairy products; and 292 millions, or 13 per cent, of 
meat, lard, dressed fowl, and fish-79 per cent of the 
total being represented by these three. groups. The 
rem~ining food imports cover a wide rangl( of com
modIties, with relatively small amounts in each case. 

It is impossible to assume that a reduction in the 
volume of these food imports would not affect 
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exports at all, since, in fact, Germany exported large 
quantities of these very commodities. For example: 
imports of wheat amounted to 417 million marks, 
and exports to 88 millions; imports of oats, 60 mil· 
lions, and exports 93 millions; imports of rye, 42 
mi11ions, and exports, 132 millions. A reduction of 
imports would thus automatically reduce exports. 
While these are the more extreme cases, we find that 
in nearly every instance there were some exports of 
the commodities that were imported. 

It is also true that a very substantial reduction in 
the volume of imports of these necessities of lifa 
would reduce the efficiency of the German popu
lation. Deprived of liquors and tobacco, of coffee 
and tea, and of fresh fruits and fresh vegetables, 
except in so far as they are produced at home, thert: 
can be no great additional contraction of consump
tion without impairment of efficiency. The stand
ard of living of the masses of people in Germany 
before the war was extremely low, the per capita 
consumption being but 470 marks, or $120.1 We 
say that there could be no further contraction of con
sumption without impairment of efficiency, while 
fully aware of the drastic curtailment of consumption 
that occurred during the war. Such rigid econo
mizing could not be continued indefinitely; and it 
did, in fact, decrease efficiency,ll. 

1 See p. 194. 
t There are those who argue that Germany eould dispense with 

all food imports without lowering efficiency. This might eon
ceivably be true if everybody would fletcherize or follow the most 
approved and scientifio principles of dietetics. In the world of 
:reality, one would hardly be justified, however, in basing a study 
of German capacity to pay for :reparation on any such assumption. 
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But in order again to give full consideration to 
any doubts let us assume that there could be a 
curtailment of these imports of food necessities 
to the extent of 20 per cent without curtailing 
exports and without reducing the vitality of the 
German working population .. The net adverse trade 
balance would thereby be recJuced about 450 million 
gold marks, in addition to the 650 million gold 
marks on account of luxuries of all sorts. 

The imports of manufactured commodities cannot be 
materiaUy reduced. Manufactured luxuries, it will 
be recalled, have already been eliminated. In any 
event, the total of manufactured imports is small, 
comprising less than 14 per cent of all German im
ports. The entire list is composed of essential manu
factured articles which Germany is not equipped 
to produce in the quantities needed, if at all. It 
may be mentioned here that the military establish
ment did. not require any considerable importa-
tions.1 • 

The importation of raw materials and partly manu
factured goods cannot be reduced without directly reduc
ing exports. The close relationship between the 
net imports of raw'materials and partly manufac
tured goods and the net exports of manufactured 
goods has already been indicated in the table on 
page 37. Reference to the table shows that in 
1913 the net imports of raw materials and partly 
manufactured goods equalled 3,584 million gold 

• 1 In Chap. IV we shall take account of the reduction of the 
military establishment when considering future import require
ments. 



44 GERMANY'S CAPACITY TO PAY 

marks, and the net exports of manufactured goods 
equalled 4,917 million gold marks. 

More specifically, the largest items among the 
German raw material imports were: raw cotton, 
silk, and wool (19.8 per cent); raw copper (5.3 per 
cent); hides and skins (10.0 per cent); iron-bearing 
ores and pig iron (5.0 per cent); rubber (2.3 per 
cent) i tin, lead, and aluminum (1.8 per cent); 
pine, walnut, oak, mahogany, and other hard woods 
(6.4 per cent); chemicals and dyestuffs (6.4 per cent). 
These raw materials entered directly into the manu~ 
facture of commodities for export. Cotton, silk, 
and wool were converted into textiles and clothing; 
copper and iron went into the manufacture of indus~ 
trial and agricultural machinery, rolling stock, and 
tools and metal articles of all kinds and descriptions 
for both household and industrial uses; hides and 
skins went into the manufacture of leather and 
leather articles; the various woods were used in 
practically every type of manufacturing; chemicals 
and dyestuffs produced dyes, fertilizers, and phar
maceutical products; etc., etc. The five principal 
groups of exports of German manufactured goods and 
their percentages of the total export in 1913 are as 
follows: Iron products (15.8 per cent); machinery 
(11.2 per cent); textiles, not including clothing 
(12.7 per cent); chemicals and dyes (9.4 per cent) i 
leather and leather articles (5.4 per cent). The 
vital relationship, between the importations of raw 
materials and the maintenance of German exports 
is sufficiently illustrated by the foregoing examples'. 

Could not Germany-it may still be inquired-have 
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reduced her impcrrts 0/ raw materiala and partly man
ufactured goods, replacing them by home production 
and thereby decreasing the ratio of impcrrts to exports 'I 
The answer again is that the imports were indis
pensable to the maintenance of exports. Many of 
the basic raw materials required by her industries, 
as has been pointed out, Germany did not. produce 
at all, while others could be' produced only in lim
ited quantities or at prohibitive cost. Germany 
could get th~ largest output by purchasing raw 
materials abroad and paying for them with the com
modities which she could produce most advan
tageously. If the German people had undertaken 
to produce within Germany materials and commodi
ties for which the German resources were not adapted, 
the result would inevitably have been a lessened 
total volume of production. The economical thing 
for Germany-the thing which would produce the 
largest total output-was specialization in .the pro
duction of the things for which she was well adapted, 
and the exchange of these commodities abroad for 
the materials which she could not produce advan
tageously at home. " 

Could not Germany have expanded her expcrrts of 
manufactured commodities if she had been disposed to 
do 80'1 It may still be urged that Germany might 
greatly have expanded her total exports if she had 
been willing to reduce her own consumption of man
ufactured goods-thus leaving more for export. 
There was perhaps some possibility of expanding 
such exports above the totals that were in fact 
attained in the years before the war. But in view 
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of the tremendous efforts that Germany was making 
to expand her foreign trade by means of low "freight 
rates on export comrriodities and other forms of 
subsidy, and in view of the. tariff laws of other coun
tries which were designed to prevent the dumping of 
German goods, together with the efforts that were 
being made by Great Britain, particularly, to pre
vent the growth of German exports in the outlying 
regions of the world, it does not appear that Ger
many could have appreciably increased her manu
factured exports. She was putting forth her whole 
energy as it was. 

The curtailment of imports affects exports indirectly, 
through restricting foreign purchasing power. Thus 
far we have been considering only the direct relation 
of imports to exports; we must now call attention 
to the fact that if Germany eliminates or curtails . 
her purchases of foreign,ers' goods, foreigners will in 
consequence not be able to purchase so many gooa::! 
from Germany. The emphasis here, it must be 
noted, has been shifted from Germany's export 
capacity to the purchasing capacity of Germany's 
customers. For example, if Germany ceases to buy 
coffee from Brazil, then Brazil cannot possibly buy as 
many manufactured goods from Germany as beforej 
nor will the decrease in demand here be taken up by 
increased purchases of German goods elsewhere. 
The fact can never be escaped that trade is a two
sided proposition. If Germany reduces her pur
chases from the rest of the world, the rest of the 
world will have to reduce purchases .from Germany 
in something like the same proportion. 
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To recapitulate, we have found that Germany 
might conceivably have reduced her imports by as 
much as 650 million gold marks through the elimina
tion of all items listed in the luxuries table above; 
and 450 million gold marks by a reduction of 20 
per cent in the imports of food necessities-a total 
of 1,100 million gold marks. For ample and com
plete measure, let uS raise this' figure to 1,500 million 
gold marks-on the assumption that the imports of 
manufactured goods, raw Llaterials, etc., might 
have been curtailed a little without affecting exports, 
and that by an extraordinary effort exports wight 
have been slightly increased. 

N ow the actual credit balance in Germany's 
international accounts in the year 1913, it may be 
recalled, was very much larger than the average
due to the exceptionally large exports of that year. 
It amounted to about 600 million gold marks.1 
It should alSo be recalled that the average for the 
twenty-year period was about 400 million gold marks, 
and thai except for the single year, 1913, the later 
years before the war averaged low. Thus, in the 
exceptional year 1913, if Germany had foregone all 
imported luxuries and done all the other things out
lined above, she would have had available for new 
investments abroad in the neighborhood of 2,100 
million gold marks. The average for the twenty
year period preceding the war would have been very 
much less. 

In the exceptional year 1913, Germany could have 
paid less than half the annual reparation sum stipu-

1 See Appendix A. p. 269. 
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laeed by the London "agreement" of 1921. She would 
have been obligated to pay 4,500 million gold marks, 
and she would have had available from the proceeds 
of her trade, foreign investments, shipping services, 
banking, insurance, commissions, etc., only 2,100 
million gold marks with which to pay. She would 
have had to pay 4,500 million gold marks because 
the London settlement stipulated that the annual 
sum should be 2,000 million gold marks plus a sum 
equal to 26 per cent of the value of German exports
which amounted in that year to 10,097 million gold 
marks. This was the situation in the extraordinary 
year 1913, when German export trade surpassed all 
records; when she had available 1,000 million gold 
marks of income from the accumulated foreign 
investments which had been built up over a long 
period of years; when earnings from her extensive 
shipping, banking, insurance, and other services 
were at the maximUm; and when she still possessed 
the highly productive areas of Alsace-Lorraine, 
Posen, West Prussia, and Upper Silesia. . 

u. THE EFFECTS OF THE WAR UPON GERMANY'S 
INTERNATIONAL TRADE AND FINANCIAL POSITION 

During the war Germany's trade' and financial 
position was tremendously impaired. Imports of 
food and raw materials were greatly reduced; 
exports fell even more; shipping, insurance! and 
banking earnings were practically eliminated; and 
interest on foreign investments practically ceased to 
be paid. Germany was thus compelled to part with 
a very considerable portion of her foreign invest
ments in order to pay for necessary imports. 
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The official figures of exports and imports were not 
published for the war years, but Dr. von Glasenapp, 
Vice-president of the Reichsbank, in a recent article 
published by a leading journal of Great Britain,l 
gives the following totals for the balance from August 
I, 1914, to the end of December, 1918: 

Imports. • . . .. . . .. . .. . .. . .. :;:2.8 billion gold marks 
Exports ................... 11.7 

Trade deficit.. . . . . . . . . . . . . .. 11.1 billion gold marks 

He adds that this deficit was materially increased by 
the fact that Germany furnished, directly or indi
rectly, 4 billion marks worth of goods to her allies, 
thus making her total unfavorable trade balance 
15.1 billions. There is little reason to doubt the 
substantial accuracy of these figures, for they are in 
accord with the generally known facts as to the 
effect of the war upon the trade of the belligerents. 
They have, in fact, been widely accepted as reason
ably reliable estimates. 

This trade deficiency of 15 billions was met .in the 
following ways: 

Billions of 
Gold Marks 

Gold exports .••....• '.................. ..•..• 1 
Sale offoreign securities.. ................... 3 
Sale of domestic secutiries.. .. . . .. .. .. . . . . .. .. 1 
." Short-time" credits ........................ 3 to 4 
Sale of paper marks, and open accounts .•...... 6 to 7 

1 Germany's Balance of Payments with other Countries, Man
chuter Guardian Commercial, Reconstruction in Europe, sect. I, 
pp.28-29. 
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Thus of the 20 billions of 'foreign investments 
owned by Germany in 1914, at least 3 billions had 
been disposed of outright; domestic securities 
amounting to 1 billion had been turned over to for
eigners; and loans to the extent of 3 or 4 billions had 
been contracted, which in effect amounts to a reduc
tion of foreign investments. The net result of these 
operations, is equivalent to a reduction of German 
foreign holdinge by 7 or 8 billion gold marks. 

The paper marks used in purchasing imports 
during the war theoretically constitute 6 or 7 billion 
marks of German obligations to pay foreigners and 
are thus theoretically an offset against German 
investments abroad; but as a practical matter since 
German paper currency has now become virtually 
worthless, we may omit this item from the present 
reckoning, and assume that it does not affect the 
total of German foreign holdings. 

Of the 13 or 14 'billions of foreign investments 
remaining, it is generally conceded that the greater 
part has been lost. That held in the countries of 
Central and Eastern Europe has lost most of its 
value as a result of economic upheavals there and 
of transfers to the Allies in accordance with Article 
260 of the Treaty. Most of that held in 'the Allied 
countries was also lost-for all practical purposes
being liquidated or sequestrated by the Allied gov
ernments.I One will therefore not be far wrong in 
concluding that the total of German foreign invest
ments left at the end of the war was not more than 
2 or 3 billion gold marks. Certain confidential 

lSee p. 70. 
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French estimates, however, place the figure as high 
as 5 billion gold marks, while Keynes puts it as low 
as one-half to one billion gold marks. l 

A second method of estimating the remnant of 
foreign investments still belonging to Germany at 
the beginning of 1919 results in a similar figure. 
The Germans have officially reported that 11.7 bil
lions 2 of German property abroad was liquidated or 
sequestrated by the Allied governments. M. Tar
dieu has estimated the amount at 13 billions. Of 
this amount Germany may eventually realize as 
much as 1.5 billion gold marks from German prop
erty held in the United States; but this is of no avail 
to Germany at present. That held in England and 
other countries will ultimately yield nothing to 
Germany. We may therefore assume a net loss of 
10 billions in this connection. To this must be 
added the 7 or 8 billions reduction cited in the third 
paragraph preceding, making a total reduction of 
17 or 18 billion gold marks, from the original total 
of 20 billions. Besides these reductions there 
remains the loss, in amounts unknown, of German 
investments in Central and Eastern Europe as a 
result of economic upheavals there. One is. again 
brought to the conclusion that the net remnant of 
foreign investments left to Germany could not have 

1 Speculation in the Mark and Germany's Balance Abroad, 
Manche~ter Guardian Commercial, ReC<m8trudion in Europe, 
sect. 8, p. 481. 

I Dr. F. Schroeder (Secretary of State in the German Ministry of 
Finance): Germany's Payments under the Treaty and their Effect 
on the Budget of the Reich, Manche8ter Guardian Commercial, 
Reconstruction in Europe, sect. 8, pp. 474--476. 
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exceeded 2 or 3 billion gold marks at the out
side. l 

m. GERMANY'S INTERNATIONAL BALANCE, 1919-1922 

For the years 1919-1922 inclusive, Germany has 
continued to have a large deficit in her international 
trade and financial accounts. The trade figures in 
billions of gold marks are as follows;2 

1919 1920 1921 1922 

Imports .. , ........... . ...... .... . 6.6 7.0 5.7 6.2 
Exports {exclusive of reparation 

deliveries)...................... 1.8 5.1 3.6 4.0 

Deficit..................... 4.8 1.9 2.1 2.2 

It is often stated that the German trade figures 
since the war are unreliable. It is true, in fact, 
that they do not include everything. There were 
large importations through the occupied areas,
lithe hole in the west,"-particularly during -the 
earlier years-which were not included in the trade 
reports. There were also some exports through the 
same avenue. It is also true that there was prob
ably some understatement of value, for the sake of 
escaping customs duties, in the case of both exports 

1 See Appendix A, p. 288. 
I For the years 1919 and 1920, von Glasenapp's estimates, 

reported in sect. 1 of the Manche:Jter Guardian Reconstruction 
Series, are accepted as the most reliable that are available. The 1921 
figures are quoted from a recent official memorandum of the German 
statistical office. Since May, 1921, official figures have been 
regularly published. 
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and imports. The figures are likewise understated 
because there were some "illicit exports" -goods 
taken out of Germany at each fall of the mark by 
people from the neighboring countries-which 
evaded, the customs officials and therefore d.o n.ot 
enter int.o the reported exports. A French estimate 
-admittedly very rough-has placed these illicit 
exports at 150 million gold marks per annum. 

There is, however, no reason to believe'that the 
.omissions noted tend to overstate the trade position 
of Germany......,.that is, to reduce the total export 
deficiency of 11 billions. Indeed, since the largest 
omission is imports through the "hole in the west"~ 
kept open in order to permit the sale of Allied lux
uries in Germany despite the efforts of Germany to 
restrict the consumption .of non-essentials; it is 
reasonable to believe that if all the iinports and 
exports had been included, the aggregate deficit each 
year would probably be somewhat larger-not 
smaller-than the figures given above. 

Invisible Items.-The interest on foreign invest
ments, if paid, would have been equal to say 5 per 
cent on the 2 or 3 billion marks which it has been 
estimated might have been left to Germany. at the 
end of the war-a total of 150 million g.old marks at 
best. It is doubtful, however, if much of this was 
paid. Moreover, most of these remnants of holdings 
have since then been utilized in making reparation 
payments, in purchasing imports, etc. Germany's 
interest receipts during the years 1919-1922 may, 
'therefore, be regarded as negligible. l 

1 Indeed, von Glasenapp says that in the three years, 1919-1921, 
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Shipping earnings and banking commissions have 
also greatly decreased. In 1919 and 1920 German 
shipping was so disorganized that the German income 
from this source must have been very small. In 1921 
and 1922, however, Germany began replacing her 
merchant marine, so that the shipping item again 
appears in the accounts; amounting to perhaps 60 
or 70 million marks in 1921, and to 175 millions, 
more or less, in 1922.1 Germany may have received 
some returns from the internal transport service and, 
on ,account of the recent establishment of branch 
banks in Holland, she may have profited a little 
from insurance and banking services. 

The highest estimate that anyone has made for 
tourist expenditures in Germany since the war is a 
French estimate of 300 million gold marks per an~ 
num. This assumes an average of 100,000 transient 
foreigners each spending daily throughout the year 
10 gold marks-with a subtraction of 65 million 
marks for expenses of Germans abroad. As opposed 
to this,some insist that the amount realized by 
Germany from this source is comparatively small. 
In view of the fact that the tourist trade did not 
flourish greatly in the year 1919, and that it was 
declining in the second half of 1922, we may rea~ . 
sonablyassume that Germany's total receipts from 
this source for the four years 1919-1922 could not 
Germany actually had to pay abroad a.bout 2 billion gold marks for 
the amortization of credits taken up in foreign countries and for in
terest due on foreign obligations, though he does not separate the 
two itell1S. Manche8te1' Guardian Commercial. Reconstruction in 
Europe, sect. I, p. 29. 

1 See Appendix A, p. 264. 
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have been in excess of about 600 million gold 
marks. 

The sundry credits, or earnings, among the invisi
ble items which can be set off against the 11 billions 
debit, or deficiency, in the trade accounts for the 
four years since the war, cannot have exceeded 1 
billion gold marks at the outside. This would leave 
a total deficit in the international accounts for 
1919-22 inclusive, of about 10 billion gold marks.1 

We must for the moment postpone consideration 
of the means employed by Germany in meeting 
this post-war deficiency, for it becomes necessary 
at this place to link the discussion of the ordinary 
requirements of German trade and finance with the 
extraordinary requirements involved in the making 
of reparation payments and in fulfilling other obli
gations resulting from the treaties of peace. This 
will be the subject of the following chapter. 

1 Reparation exports in kind do not appear in the German trade 
figures; and therefore do not enter into the present statement of 
accounts one way or the other. 



CHAPTER III 

WHAT GERMANY HAS PAID AND HOW 

WE have established the principle in the first 
chapter that a nation cannot pay foreign obligations 
unless that nation is able to muster an excess of 
exports of goods and services over imports of goods 
and services. We have shown in Chapter II that 
at no time since the war has Germany had an export
able surplus available for reparation, that, instead of 
a surplus, she has had a cumulative deficit of approx
imately 10 billions gold marks. It would seem to 
follow that any reparation payments would have 
been impossible. But this has not been the case. 
Germany has, in fact, paid .considerable sums 
despite the unfavorable trade and manciaI balance 
with other countries. Is there not something wrong, 
therefore, with the principle enunciated in the first 
chapter? 

The principle laid down in the first chapter did 
not state that a nation could not temporarily make· 
some payments abroad without a favorable trade 
and mancial balance; it merely stated that this 
could not be done year after year over a considerable 
period of time. A nation may, indeed, pay external 
debts for a brief period even though there is no credit 
balance in the international accounts. Such a feat 

56 
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can, however, be accomplished only by methods 
which rapidly reduce subsequent ability to pay. 
As we shall see, the reparation payments which 
Germany has been making during the past four 
years, together with the huge deficit in the ordinary 
international trade and financial accounts, have 
already produced a situation which has not only 
destroyed all possibility of making reparation pay
ments for a long time to come, but have placed Ger
many's whole economic situation in a highly precari
ous condition. 

The present chapter will undertake to answer 
three specific questions: (1) How much was Ger
many obligated to pay? (2) .How much has Ger
many paid? (3) By what means have these pay
ments been made-when Germany had a huge inter
national deficit rather than an export surplus? 

I. THE EXTENT OF THE OBLIGATIONS 

The Treaty of Versailles holds Germany respon
sible in principle for all the losses sustained by the 
Allied and Associated Powers and their citizens 
which are directly Ot indirectly attributable to the 
war. The Allied and Associated governments recog
nized, however, that Germany's resources would not 
permit her to meet the entire cost of the war, direct 
and indirect, for it was estimated that the damages 
to property and persons, plus the total of" Allied war 
expenses, would reach the stupendous sum of one 
trillion francs.1 With an eye for what was regarded 

1 Not all war expenditures, it should be observed, do as a matter 
of fact constitute net nationru losses. For example. the men in the 
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as practicable, the Allies stipulated in the treaty 
merely that Germany should make reparation 
H for all damage done to the civilian population of 
the Allies and their property by the aggression of 
Germany by land, by sea, and from the air." This, 
as finally interpreted, included pensions and allow
ances for the civilian popuiations.1 But the treaty 
did not in any case contemplate the collection of 
tribute o(.punitive damages, or any payments over 
and abov'F the actual cost of indemnity to those who 
had suffered actual loss. Tl}e connotation of the 
term reparation as used in the treaty itself is quite 
clear from the vaQous conditions to the conclusion of 
peace as laid down by President Wilson with the 
acquiescence of the associated governments and 
accepted by Germany. 

The framers of the treaty did not, however, 
undertake to fix immediately the total amount to be 
paid and the means to be employed in making such 
payments. They merely formulated the various 
provisions dealing with restitution of property con
sumed and destroyed in the occupied areas or else
where, in such manner as to indicate in a general way 
the character of the reparation and the channels 
through which it might be made. They further 
specified certain time limits and minimum amounts 
required for immediate rehabilitation of the devas
tated areas. The development of the necessary 

military, establishments would have to be fed and clothed in any 
event. ' 

I The inclusion of pensions, it will be recalled, has ~iven rise to 
Illuch bitter controversy. 
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administrative machinery was intrusted to a Rep
aration Commission invested with broad powers. 
By its ratification of the Treaty of Versailles, the 
German government implicitly and explicitly ac-
cepted these principles. . 

The treaty had provided, however, that 20 billion 
gold marks should be paid on account of reparation 
before May 1, 1921, by which time the total of 
Ge1'lDJUl reparation obligations was to'llbe fixed. 
Before proceeding to a consideration of the repara
tion "settlement" of )\fay, 1921, it is necessary to 
state that there was held a long series of conferences, 
under one authority or another, d~ling with one or 
another phase of the treaty obligations.1 

The amount of reparation and the metholY of pay
ment were fixed by the London "seUlement" of.May, 
1921. In the early spring of 1921 various official 
estimates of the damage for which Germany was to 
be accountable were transmitted by the Reparation 
Commission to the German government for accept
ance or protest within periods ranging from two to 
four weeks. On April 24, 1921, the German gov
ernment declared that it could not acknowledge that 
an opportunity to be heard, in the sense of the treaty, 
had been accorded to it during these negotiations. 
On April 27, the Commission announced the total 
sum for which Germany was accountable, to which 
was to be added the total war debt owed by Belgium 
to the Allied and Associated Powers prior to the 
Armistice. These figures became· the basis 6f the 

J Appendix H gives the dates and indicates the general purport of 
the principal official conferences and proposals. 
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settlement announced at the London conference on 
May 5,1921. 

Gold Marks 
Reparation debt ..•............... 132,000,000,000 
Belgian war debt (estimated at). . . . 4,000,000,000 

Total .•••.. : . .. . . . .. . . . . . .. 136,000,000,000 

From this total there were to be deducted amounts 
equal to: (1) the payments and deliveries already 
made i (2) the credits for Germany arising out of 
payments or deliveries by other ex-enemy powers. 

Germany was also required to fulfill certain other 
provisions of the treaty involving both cash pay
ments and deliveries in kind, such as the settle
ment of pre-war debts of German nationals and the 
restoration of property carried away from non
German territory. 

The term of years during which payments were to 
be made was not fixed, and accordingly the total 
amount ultimately required to liquidate the account, 
including interest, cannot be definitely computed. 
The settlement provided, however, for the issue of 
three series of bonds, the first of 12 billion gold 
marks, the second of 38 billion gold marks, and 
the third of 82 billion gold marks. These bonds were 
to bear an annual interest :rate of 5 per cent with 
an additional 1 per cent for sinking fund. The 
first series was to be issued on July 1, 1921, and the 
second on Nov. I, 1921. The interest and sinking 
fund on these two issues amount to 3 billion gold 
marks annually. The third series, 82 billion gold 
marks, was to be delivered to the Reparation 
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Commission on Nov. I, 1921, but not issued until 
such time as the Reparation Commission should be 
satisfied as to Germany's ability to meet the interest 
and sinking fund payments. This third series 
was obviously held back in the expectation that 
some time would elapse before Germany could pay 
interest and provide for amortization of the entire 
debt. 

There is an additional provision, however, which 
affected the amount of payments that Germany 
must make annually. It was stipulated that Ger~ 
many must pay an annual sum of 2 billion gold 
marks, plus 26 per cent (of which 1 per cent is for 
sinking fund) of her total exports. If the annual 
exports should equal 4 billion marks, the total 
annual payment required would thus be 3 billion 
marks, just equal to 6 per cent on the first two issues 
of bonds (50 billions). If the exports should be 8 
billions, Germany would have to pay 4 billion gold 
marks in reparation; and the extra billion would be 
applied in settlement of interest and sinking fund 
on the third series of the reparation bond issues. 

The London settlement remains the principal 
reparation agreement;' notwith8tanding variQU8 modi
fications. The total amounts to be paid, the 
methods by which, and the time within which 
payments must be made are regarded as having 
been definitely and finally determined at London. 
Subsequent modifications, which have been acqui
esced in from time to time by the governments 
represented on the Reparation Commission, are 
expressly tenned "provisional" and "temporary". 
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Departures from the methods and -the sums fixed 
at London have invariably been authorized only on 
the distinct understanding that they are not to 
be regarded as substitutes for or alternatives to the 
schedule of payments announced at the London 
conference. They are regarded as nothing more 
than temporary concessions to the convenience of 
the debtor country. 

II. THE EXTENT TO WHICH THE OBLIGATIONS HAVE 
BEEN MET 

In order to appraise the extent to which Germany 
has met the various obligations that have been 
imposed upon her since the war, it is necessary to 
bear in mind that the obligations are of several 
kinds and that the payments are chargeable to sev
eral different accounts. A complete story involves 
more than reparation proper. In fact, under the 
Armistice agreement, the provisions of the Treaty of 
Versailles and all the agreements subsidiary thereto, 
Germany has made payments to the Allied and 
Associated Powers on the following accounts. 

1. Reparation proper (i.e., reimbursement for or repair of 
actual damage to civilian population and property). 

(a) Cash payment'3 made directly to the Reparation Com
mission. 

(b) Payment'3 in kind to be credited to the German account 
at properly determined values. 

2. Armies of occupation. 
(a) Cash payments to the armies of occupation. A record 

of these payments is kept by the Reparation Com
mission, but they are not credited -to the repara
tion account. 
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(b) Payments in kind for the mainteqance of the armies 
of occupation. These are aIso recorded by the Rep
aration Commission, but not credited to reparation 
account. 

3. Restitution. 
(a) The return of objects removed from the occupied ter

ritory. 
(b) The delivery of substitutes where restitution is 

impoBBible. 
(c) Cash payments where neither restitution :por substi

tution is practicable. 
4. Settlement of pre-war debts. 

Cash payments in settlement of pre-war debts of German 
citizens to citizens of the Allied and Associated 
Powers. It needs to be understood here that 
citizens of Allied countries also owed German 
citizens. These private international debts were 
settled through "clearing" offices, the balance 
against Germany being paid in cash.1 

5. Miscellaneous payments. 
Germany is also required to make certain payments that 

do not belong in any of the above categories, such as 
miscellaneous deliveries of securities, and of foreign 
gold deposited in Germany, or acquired by Germany 
from RuBBia, co£l'ee valorization funds, and the like. 

Allied and German estimates or calculations of the 
payments already made are widely divergent. The 
latest complete official statement of reparation pay
ments that has been inade by the Reparation Com
mission is found in a publication issued by the Brit
ish and French governments which is based on 
extracts from the accounting records of the Com~ 
mission down to April 3D, 1922.2 J;>artial or sum
mary statements have been issued for somewhat 

I A fuller statement of what is involved is given in Appendix E. 
• Reparation Commission, Statement of Germany's Obligations 

on Apri130, 1922,35 pp. London, 1922. 
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later dates, the most recent being a statement of 
account as of Jan. 31, 1923.1 In the following table 
totals are shown in gold marks for this latter date as 
well as for April 30, 1922, but in our discussion of the 
methods of calculation variously employed, we shall 
have to refer principally to the earlier and more 
detailed report.2 

Cash from Germany ............. . 
Cash from other sources credited to 

Germany .•.................... 
Deliveries in kind ............... . 
State property in ceded territories •. 

To April 30, To Jan. 31, 
1922 1923 

1,313,660,496 1,702,912,000 

112,121,000 114,774,000 
3,047,444.233 3,634,735,000 
2,504,342,000 2,553,905,000 

Total. . •••.. ..•... ... .. ... 6,977,567,729 8,006,326,000 

The value of the state property in ceded territories 
has not yet been credited to the reparation account 
for the reason that this property has not yet been 
liquidated. It is nevertheless an acknowledged 
transfer of former German wealth to the Allies. 
Certain other deliveries were also stated (in the 
April 30 report) to have been made, but were as 
yet classified under /I suspense" items. They con
sisted almost entirely of expenses connected with the 
armies of occupation, and reached a total of 1,126 
million gold marks. Adding this sum to the 6,978 
million gold marks acknowledged to April 30, 
we have a total of 8,104 million gold marks. To 
what extent the' increase in the acknowledged 

1 For a discussion of the Reparation Comm.i.ssion's totals as of 
Aug. 31, 1922, c/. Federal Reserve Bulletin, February, 1923, p. 179 ff. 

J For a moro detailed statement and an explanation of tho various 
items, see Appendices D and F. 
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receipts of Jan. 31, 1923 is to be accounted for by 
the crediting of "suspense" items, the records thus 
far published do not reveal. The increase in cash, 
amounting to 389 million gold marks, and the 
increase in the state property account, presumably 
constitute net additions to the 8,104 million total. 
If so, by the end of January, acknowledged receipts 
and suspense items doubtless exeeeded 8,500 million 
gold marks. 

On the other hand, Germany claims that, up to 
Sept. 30, 1922, she paid in fulfillment Qf treaty 
obligations a total of 44.7 billion gold marks plus 
46.7 billion paper marks, in three main classes. 

1. Payments, deliveries, or transfers of property rights 
now or later capable of e){act determination and 

Billions 
of Marks 

Gold Paper 

applicable to Germany's capital debt ........... 40.3 plm 0.1 
2. Payments, deliveries, or traDllfers of property rights 

now or later capable of e){flct detennination and 
applicable to the annuities fixed in the London 
schedule of payments: p¢riod May 1, 1921-Bep. 
30,1922 .................................... 3.6plm 0.1 

Total for which Germany requests reparation 
credit ................. .................. 43.9 plus 1.2 

3. Payments, deliveries, or transfers of property rights 
made by Germany in fulfillment of the treaty but 
not applicable,to reparation credit............. 0.8 plm 45.5 

Total of I, 2 and 3 ......................... 44.7 46.7 
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There is another. German official computation 
expressed only in gold marks which reaches a total 
of 56.5 billion gold marks.1 For our immediate pur
pose, however, the three classes given ab'ove will 
serve better, inasmuch as two of them represent 
reparation account exclusively, and are in sufficient 

. detail to contrast directly with the Reparation Com
mission's totals. 

With the Allies officially admitting that they have 
received from Germany only a little more than 8 
billion gold marks, and the Germans contending 
that they should be credited with nearly 44 billion 
gold marks on reparation account, there is obviously 
much to be reconciled. What is the explanation of 
such wide divergence in the estimates? Are the 
Reparation Commission's figures altogether inaccu
rate and incomplete? Or are the German claims 
wholly without warrant? Since the parties to the 
controversy clearly have very different interests at 
stake, a disinterested jnvestigator may well question 
whether either the German or the Allied figure tells 
the whole truth as to the amount that has been ac
tually paid by Germany up to the present time. . 

The explanation of the great discrepancy between 
A llied and German estimates of total payments made is 
threefold. First, the Reparation Commission's fig
ures are in numerous instances admittedly provi
sional and incomplete, the appraisal frequently being 
still in abeyance. The German estimates, on the 
other hang, are in nearly all cases complete. Second, 

tIts relation to the Official Su=ary from which were taken the 
figures given above is explained in Appendix 11'. . 
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there is a substantial difference in the valuations 
placed by Germany and by the Reparation Com
mission respectively upon the deliveries or pay
ments which both admit have been made. This is 
due to a difference in the principles of evaluation 
that are employed. Third, the Reparation Com
mission is concerned only with payments that are 
technically classed as reparati01&; in consequence, 
such items as the cost of restitution, pre-war private 
debt settlement, and the other miscellaneous out
lays which are included in class 3 of the German 
table on page 65, are covered in no single official 
report emanating from an Allied source. Only the 
clearing house operations have been reported offi
cially in any detail.1 

I CllIBII 3 includes a large number of ell.llenditures made wholly 
within Germany which are directly attributable to treaty require

. menU!. Such expenditures undeniably increase the German budget
ary difficulties; but they do not represent deliveries of tangible 
wealth to the Allies. These expenditures, many of which antedate 
the catastrophic fall of the mark since 1921, amount to mOl'e than 
10 billion gold marks, as computed in the second German statement 
mentioned on page 66. The same table pre..qents approximately 
three and a third billion gold marks as the outlay attributable to 
clearing-house settlements, ,1'eStitution, domestic expenditures in 
Germany incurred in connection with the Allied military occupation, 
and miscellaneous deliveries and cash payments. The reason for not 
including restitution of property under reparation payments is 
obvious,-even though the cost to Germany in restoring property 
or in substituting other property therefor, often exceeded the value 
of the property taken. The clearing-house operations grew out 
of the settlement of outstanding, that is, pre-war private commercial 
debts between the citizens of Germany and the citizens of Allied 
countries. At the clearing houses the claims of Germany are set off 
against the claims of citizens of Allied powers in the manner 
explained in Appendix E. Since the amount owed by Germans is ill, 
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Our purpose here is to ascertain as nearly as pos
sible from the data available the extent to which 
German wealth has actually been diminished as a 
result of payments that have thus far been made. 
Accordingly, we must distinguish between real and 
merely nominal payments-between actual transfers 
of tangible wealth and mere bookkeeping operations. 
From this point of view we shall find that some of 
the more important items included in the German 
estimates must be eliminated from the list of things 
which Germany has unquestionably lost and her 
former opponents have demonstrably gained. This 
does not necessarily mean that some of such transfers 
are not properly to be placed to Germany's credit 
towards the reduction of her total capital obliga
tions.1 This aspect of the problem involves con-

excess of the amount owed to them, Germany has had to make large 
net payments on this account. But, since these debts which are thus 
liquidated were contracted before the war for value received, they' 
Cll.llllot properly be included among the reparation payments. It 
should be clearly appreciated, nevertheless, that the necessity of 
paying these pre-war commercial debts at this particular juncture-
with accumulated interest at 5 per cent 'since 1914-has very seriously 
complicated both the German budget problem and the difficulties in 
balancing international accounts during this critical period. This 
side of the problem will come up more clearly after & review of the 

, budgetary situation has been attempted. 
1 The vast number of items whic h went to make up the aggregate 

of the capital obligations did not by any means all represent defi
nitely assessable losses of tangible objects and known income; they 
comprised, among other thin!p!, tentative calculations of the capital 
value of good-will, and of government subventions, of the duration 
of which no trustworthy estimate could have been made in 1921. 
Many of these subventions, moreover, were impossible of strict; 
limitation to objects contemplated by the treaty. The German 
total of payments, deliveries, and transfers applicable to the reparation 
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siderations quite outside the field of economics
juridical and political in character-and, in any 
event, the answer to this question is something quite 
foreign to our present purpose. 

The first and most important of the items which we 
exclude, pursuant to the foregoing principle, con
sists of the securities of Germany's war-time allies
Austria-Hungary, Bulgaria, and 'rurkey. Theyap
pear in the above-mentioned official table with a 
value of 11.6 billion gold marks, although one might 
properly raise a question whether the loans made by 
Germany to her associates in, let us say 1917 and 
1918, ought to be set down at mark for mark beside 
credits extended in 1915. Now, since the interest 
on these bonds is not being paid, and since their 
ultimate value must be contingent upon the future 
solvency of these countries-none too promising 
a contingency in some cases-one can understand 
why the Reparation Commission should have been 
unwilling to enter these securities to the credit of 
Germany in payment of reparation. In any effort 
to isolate the actual fair value of what Germany has 
turned over to the Allied countries under the treaty, 
only a nominal valuation could properly be assigned 
to these debentures at present. But since the Rep
aration Commission has received these prior claims on 
the revenues of Turkey and Bulgaria-not to mention 
Austria-they ought in fairness to be recorded now 
at a nominal value of at least 1 gold mark, subject 
to such ultimate revision as the future may warrant. 

account cannot however be reiected simply because it embraces 
hypothetical and for the moment unrealil!lable values. 
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Another item which involves no immediate appre
ciable transfer of wealth is the German claim for 
reparation credit to the extent of 485 million gold 
marks, on account of the non-assumption of the pre
war national or local debt to that amount by certain 
countries which have acquired former German ter
ritory. Germany is to go on paying the interest on 
this debt to the security holders who are now citizens 
of Czechoslovakia, Poland, Denmark, Belgium, and 
·Danzig. This total of 485 million gold marks may 
properly enough appear in any record of Germany's 
reparation payments and deliveries, but it means no 
tangible present diminution of German wealth, and 
we therefore do not include it in our list. 

The most important item which Germany includes 
and the Reparation Commission excludes consists 
of 11.7 billion gold marks of property of German 
citizens in foreign countries which has been seized 
and liquidated by the Allied governments. At the 
time of its seizure, this property was yielding interest 
and profits to German citizens, and its loss unde
niably means a net reduction in the income of the 
German people. It is understandable why the Rep
aration Commission should not yet have credited 
the sums realized to Germany's account. The net 
proceeds of this complicated liquidation process will 
be assignable to reparation account only after all 
pending private claims, against Germany for com
pensation have been disposed of, and the values in 
many cases have not yet been determined. In 
many instances, moreover, the liquidation did not 
yield substantial proceeds to the Allies. The reason 
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why these foreign investments have not always 
yielded much upon liquidation is interesting. 

A considerable part of the wealth of individual 
Germans in Allied countries consisted of those Ger
man business enterprises which were the links in 
the German system of international commerce. 
When isolated from the German industrial and com
mercial system, such properties' were of relatively 
little value. The people who bought these proper
ties frequently did so as an experiment, tempted by 
the low price asked. A concrete example will best 
reveal the effects of the seizure and liquidation of 
German plants in Allied countries. A large German 
rubber concern owned a subsidiary plant near Paris. 
which was seized during the war by the French 
authorities and sold at an extremely low price to a 
French company. The French company attempted, 
without success, to run the plant. Finally, after the 
conclusion of peace, the French management offered 
the parent company in Hanover approximately 
40 per cent of the stock if it would agree to operat& 
the plant. , 

While the seizure 9f German property may havE'! 
added relatively little to the earning power of thE' 
Allies, it cannot be denied that it constituted a 
direct reduction of German earning power. Ger
many lost this wealth even if the Allies did not gain 
it in full measure. The difference between what the 
Germans lost and what the Allies received is a dif
ference that is chargeable to the destruction of 
wealth, or of income-producing power, as a resUlt of 
the tl-ttempt to transfer wealth from one country to , 
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another without any regard to commercial consid
erations. 

The entire sum of 11,700 millions cannot, however, 
be counted as German loss, since, as noted in the 
preceding chapter, there is a possibility that Ger
many will get credit for as much as 1,500 million 
gold marks for property returned by the Alien Prop
erty Custodian of the United States; while there is 
still some uncertainty as to the ultimate fate of the 
former German property in Russia, Brazil, and 
Cuba. No one, however, seriously believes that 
German citizens will recover any appreciable por
tion of the property elsewhere seized except for a 
relatively small amount returned by China. We 
may therefore conclude that Germany's ultimate 
loss in this connection will be about 10,000 million 
gold marks. 

There remain to be considered the different principles 
of valuation used by the Allies and Germany. In gen
eral, it appears that the Allied and Associated gov
ernments have uniformly taken, as the value of a 
commodity, the lowest estimate of its worth from 
the point of view of immediate marketability,
that is, the price at which it could be liquidated at 
forced sale. The German principle, on the other 
hand, appears to be one which considers each piece of 
property as part of a going concern, with a value 
much in excess of what could be realized at auction. 
This difference in principle has already been illus
trated in connection with the discussion of German 
property formerly held abroad;-many properties 
that were of high value as parts of the German com-
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mercial organization are practically valu~less when 
torn from their commercial setting and transferred 
to Allied citizens. 

The German principle is obviously more nearly 
in accord with accepted fiscal, commercial, and legal 
practice. The British and French governments, for 
example, in valuing the property of their citizens 
for. taxation purposes, or in computing their aggre
gate national wealth, do not use as a basis the values 
that would be derived if all this property were to be 
"knocked down" under the auctioneer's hammer. 
In computing the value of Germany's coal deliveries, 
they take care to use not world market prices, but 
the much lower German domestic price. Nor 
did they use the fcrrced-sale principle in computing 
the property losses for which Germany was to be 
held accountable.1 They valued the ships destroyed 
by Germany at a figure representing their actual 
worth in the carrying trade i and they computed the 
values at war-time prices. It is not consistent, 
therefore, to contend at the time of the shipping 
depression of 1920-21, when the Reparation Com
mission made its valuation, that ships delivered 
during the boom period of 1919 were not worth much. 
It is a generally accepted principle that valuations 
should be determined as of the time of delivery, 
rather than at some later date when commercial 

1 The reader will bear in mind that in this study we have accepted 
without question the official Allied valuations of the material 
damages to be made good by Germany, notwithstanding the sharp 
challenge to which they have been subjected by various writers in 
Allied countries. . 
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conditions may have changed. It is, moreover, 
debatable whether, in the case of appropriated prop~ 
erty, the value ought not to be determined pri~ 
marily with reference to its worth as part of a going 
cO,ncern in the hands of the party dispossessed. 
In any event, it is clear that the liquidation by the 
Reparation Commission of valuable German prop~ 
erty at only a fraction of its former" going" value 
will have a profound bearing upon the amounts that 
Germany can be expected to pay. This consider~ 
tion is especially important when the property 
taken over consists of capital goods-for in the long 
run Germany can pay only out of income derived 
from the utilization of her capital equipment. 

On the basis of an impartial analysis of all the 
available data, we have arrived at the conclusion 
that the tangible values surrendered by Germany to 
the Reparation Commission, as distinguished from 
the total credits to which Germany mayor may not be 
entitled on the books of the Commission in reduction of 
her capital debt, aggregate between 25 and 26 billion 
gold marks. This estimate is the best. that can be 
made in view of the incomplete data thus far obtain
able, and it may possibly be several billions too high 
or too low, The following table classifies only the 
chief items which go to make up our estimate. The 
detailed statement of the methods by which this 
estimate is derived will be found in Appendix F. 

It is to be borne clearly in mind that this estimate 
covers merely the property losses sustained by Ger
many in connection with fulfillment of the repara~ 
tion clauses of the Treaty of Versailles. It does not 
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PROVISIONAL ESTIMATE 01' ECONOMIC VALUE TO GERMANY 01' 

REPARATION PAYIIIENTS, DELIVERIES, AND·TRANSFERS 01' WEALTH, 

Nov. 11, 1918 TO SEPT. 30, 1922 

Classification 

Private property abroad, seized and liquidated ..... . 
State property .•............................•... 
Merchant marine ............................... . 
Cash ........................................... . 
Railroad material .............................. . 
Non-military equipment and property surrendered on 

west front after the Armistice .................. . 
Coal, coke, by-products, dyestuffs, chemicals, etc ..•. 
Saar coal mines ................................ . 
Live stock, cables, miscellaneous reconstruction deliv

eries, penal deliveries, inland watercraft .•........ 
Private securities ................................ . 
All other .. I •• " ••• " •• " •• ,., •••• I. I ••••••••••• 

Billions of 
Gold Marks 

10.0 
5.0 
3.5 
1.8 
1.4 

1.2 
1.0 
0.6 

0.6 
0.3 
0.4 

125.8 

take account of the value of German colonies, or of 
the ceded territories, such as Alsace-Lorraine, Posen, 
Upper Silesia. Nor,is the cost of restitution, of the 
military occupation; of the clearing-house procedure, 
or of any of the domestic official activities within 
Germany (directly or indirectly attributable to the 
tteaty) included in this estimate. Many of these 
expenses represent real, tangible sacrifice on Ger
many's part. The military occupation alone has 
cost 24.2 billion paper marks between Nov. 11, 1918 
and Sept. 30, 1922, of which 11.3 billions were 
actually furnished in the form of cash to the occu-
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pying forces and 12.8 billions were spent in furnish
ing the armies with supplies.l A number of the 
other payments which in class 3 of the list on page 
65 aggregate 842 million gold marks plus 46,762 
million paper marks undoubtedly represent demon
strable gain for the Allies, and permanent diminution 
of German wealth. If we were to place a gold-mark 
estimate on this class of non-reparation payments, 
deliveries, and transfers, making allowance for the 
fact that some of them, such as payments arising 
from clearing-house operations, restitution, and the 
like, do not represent complete losses to Germany,2 
we would hazard the guess that the figure must 
reach well over a billion gold marks. 

m. HOW TRANS-FRONTmR PAYMENTS WERE MADE 
DESPITE AN ADVERSE TRADE BALANCE 

We are now in a position to answer the third 
question raised at the beginning of this chapter, 

1 Including (besides food, lodging, and transportation): 1,400 draw
ing-room suites, 10,300 bedroom sets, 5,000 dining-room sets, 4,600 
kitchen sets, 180 club suites, 2,900 club chairs, 6,300 wicker chairs, 
2,100 upholsterQd easy chairs, 1,400 upholstered straight chairs, 
2,300 large size beds, 3,500 children's beds, 3,900 wardrobes, 3,400 
washstands, 3,000 couches, 800 ladies' writing tables, 500 dressing 
tables, 18,000 rugs and carpets, 50,900 sets of knives, forks, and 
spoons, 175,000 napkins, 69,000 dinner services, 89,000 coffee servic~s, 
4,300 tea sets, 25,000 porcelain plates, 72,000 white' wine glasses, 
51,000 claret glasses, 15,000 port wine glasses, 45,000 champagne 
glasses, 58,000 liqueur glasses, 26,000 beer glasses, 9,000 decanters, 
3 million square meters of linen for bedding, etc. "Deutschlands 
Wirtschaftslage," p. 12. 

I As distinguished, of course, from budgetary losses to the German 
government. 
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namely: How has Germany been able to deliver 
some 25 or 26 billion gold marks during a period 
when, as we have seen, she had a deficit in her inter
national accounts of about 10 billion gold marks? 
Incidentally, we shall show why the process of 
paying without an international credit balance has 
already run its course and cannot be relied upon in 
the future. 

Several of the payments made by Germany did not in 
fact have any direct connection with international trade 
and financiaZ bawnces. First, the transfer of the 
11.6 billion paper marks worth of securities owed by 

,Germany's wartime allies involved merely a transfer 
of temporarily unappraisable securities. Second, the 
seizure and liquidation of German private property 
in Allied countries, amounting to 10 billions net, 
necessitated no transfer of wealth from Germany to 
the Allies. This property already lay in Allied 
countries, and, while its appropriation by the Allies 
lessened the 'income which Germany would hence
forth receive, it did not involve any present export 
of wealth across German borders. It is perfectly 
clear, however, thfj.t, since the property seized 
comprised practically all of the German property 
in the Allied countries, no additional payments 
by this process are possible. Third, surrender of 
state property in ceded territories, the value of 
which we have estimated at 5 billion gold marks, 
likewise occasioned no transfer across German 
borders. Through the very act of ceding territory 
this property passed into Allied hands; it does not 
have to. be exported across present German boun .. 
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daries. It is obvious again, however, that since no 
more of this property remains in German ownership, 
this method of payment cannot be repeated. Nor 
can the Saar mines, to which we provisionally assign 
a value of 650 million gold marks be used in pay
ment a second time; such a payment cannot be 
duplicated. Finally, property abandoned by Ger
many in France, Belgium, and other countries did 
not involve subsequent exports from Germany. 

It is apparent that items of this sort comprise 
a large proportion of the total tangible reparation 
payments made by Germany-perhaps as much as 
18 billion gold marks of the 25 or 26 billion we have 
mentioned above. 

Two methods of payment do direcUy affect the inter
national trade and financial situation. The first is 
cash payments to the Reparation Commission, and 
the second, deliveries in kind. In order to under
stand these methods, a careful analysis of their 
operation is necessary. 

1. Cash Payments.-Such payments require the 
turning over to the Reparation Commission of gold 
or acceptable bills of exchange,--':which mean bills 
of exchange redeemable in the currency of countries 
other than Germany. While the official language 
always refers to all such payments as gold-mark 
payments, the reader should clearly understand 
that this does not necessarily mean actual gold. It 
means that the amounts received shall be figured 
in gold mark values rather than in paper marks. 
All told, the Allies have received from Germany 
on one account or another approximately 1,250 



WHAT GERMANY HAS PAID 79 

million marks in actual gold. The remainder has 
been in acceptable bills of exchange. 

r n order to obtain foreign bill8 of exchange payable 
inforeign currency Germany mU8t naturally give value 
received for them. Germany, has in fact obtained 
these foreign bills of exchange in several ways aside 
from the ordinary export trade: (1) By the sale of 
the remnants of German foreign investments left at 
the end of the war; (2) by the sale of paper marks to 
speculators in foreign countries; and (3) by the sale to 
foreigners of shares of stock and property in Germany. 

Germany had the two-fold problem of making repara
tion payment and meeting the ordinary trade and 
financial deficit in her international accounts. Before 
discussing the several means of acquiring foreign bills 
of exchange, it -is important that we bring back 
into the discussion at this point the problem of the· 
German export deficiency during the years 1919-22. 
The German imports during the four years from 1919 
to 1922/ it will be recalled, exceeded exports and 
invisible credits by roughly 10 billion gold marks. 
The problem for Germany, therefore, has been 
to find the means of paying for these imports and 
at the same time the. means with which to meet the 
cash payments on reparation account. The cash 
payments of all sorts, to the end of 1922, according 
to a German official statement of March, 1923, 
totalled 2,230 million gold marks, to which must be 
added, for the purposes of the present discussion, 
the 615 millions of clearing-house payments (to 
Nov. 30, 1922).1 Although the latter are not 

I" Deutschla.nds Wirtschaftslage," pp. fl-12. 
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reparation, and were properly excluded in the com
putation of cash payments on reparation account, 
they are nevertheless payments which have had to be 
met in foreign countries during the period under 
consideration. About 12.8 billion gold marks, then~ 
constitute the total deficit on all accounts--exclu
sive of deliveries in kind-that Germany has had 
to meet abroad since the war. We shall discuss the 
deliveries in kind separately, for they are not 
included by Germany in the official trade figures. 

The well-known British student of international 
finance, J. M. Keynes, estimates that from 1919 up 
to the middle of the year 1922 Germany had em
ployed the following means in meeting her inter
national obligations:1 

Gold exports ................................... . 
Paper marks: 

Reichsbank notes sold abroad .............. 3.5 
Held in German banks for foreign accounts .. 3.0 
Invested in German bonds ................. 1.5 

Purchases of shares and property in Germany .. ~ 
Short time commercial credits extended to Germany 

0.5 to 1. 0 billion, say ......................... . 

Total ........••....................••.... 

Billions of 
Gold Marks 

1.25 

8.00 
1.00 

0.75 

11.00 

This total figure given by Keynes is 1.8 billion 
gold marks less than the total payments required on 
account of the trade deficiency of 10 billions plus 
miscellaneous treaty fulfillment payments in cash to 

1 J. M. KEYNES, Speculation in the Mark and Germany's Balances 
Abroad, Manchuklr Guardian Commercial, RlJC01I.8trudion in Europe, 
pp. 48Q-482. 
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a total of 2.8 billions. Keynes, however, was dealing 
with a period six months shorter than the one we 
are considering. 

According to the official census of German foreign 
securities, Germany has derived about 1 billion gold 
marks 1 from the liquidation of remnants of foreign 
investments still held at the end of the war. The 
loans that have been made to Germany or to German 
business men which are still outstanding may be 
underestimatedj in 1919, there were large sales of 
goods on credit, and many of these accounts have 
not been liquidated. All these figures are fairly 
rough at best, but they indicate in a general way how 
Germany has thus far balanced her international 
accounts and kept going. The insuperable difIi~ 
culties of continuing the process of making pay~ 
ments by these means may be seen from the follow~ 
ing considerations. 

(1) The liquidation of former German investments 
abroad is practically complete. It may be recalled 
that there were left at the end of the war only 2 to 3 
billions at the most. Those that remain, according 
to the official census, are composed in large part of 
Russian securities, Austro~Hungarian governmen~ 
secured loans,. industrial stocks and bonds, also 
Turkish, Roumanian, and similar depreciated govern
ment obligations, the interest income from which has 
almost entirely ceased.' 

(2) The sale of German shares of stock and Ger
man property to foreigners has recently fallen off, 

I Wir18cMJt UM Btal.ilItik, no; 2, 1923, p. 64. 
,11bid. 



82 GERMANY'S CAPACITY TO PAY 

because of the increasing unwillingness of many 
foreigners to assume the risks of ownership of 
German property. 

(3) The sale of paper marks to foreign speculators 
is no longer lucrative since the buying of German 
currency is now recognized even by the most 
credulous as not better than a " billion-to-one 
shot". 

At this point it becomes necessary to consider the 
matter of Germany's accumulated bank accounts or 
balances in foreign countries. It is believed by many 
people that German financiers and industrialists 
have been profiteering unconscionably at the expense 
of the masses, dodging taxes, converting their profits 
into foreign currencies, and thereby accumulating 
huge bank accounts in foreign countries which should 
have been devoted to reparation payments. Could 
not Germany continue to pay foreign obligations by 
drawing upon these foreign balances? 

It is not denied-even by the Germans-:-that 
foreign bank balances of considerable size have been 
accumulated. Estimates of the amount of such 
balances, made by persons in a position to know 
something about the situation, vary from about one 
to four billion gold marks. The figures include any 
remnants of foreign investments that may still exist. 
In 1922 Sir Robert Horne, then Chancellor of the 
Exchequer of Great Britain, put the amount at 
2 billion gold marks; Reginald McKenna, President 
of the London Joint City and Midland Bank, esti
mated the total at not in excess of 4· billion gold 
marks i while J. M. Keynes estimated the amount 
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at 1 to 3 billion gold marks, favoring the lower 
rather than the upper totaI.1 

That these figures are conservative enough may be 
readily seen from the study of the German inter
national trade and financial situation which we have 
here been making. Germany could build up foreign 
balances only by the process of exporting more goods 
than she imports or by some of the other means indi
cated in the preceding discussion. In view of the 
tremendous trade deficiency since the war it is 
obvious that Germany could have built up large 
balances abroad only by one or the other of the 
following means: 2 (1) The sale of huge quantities 
of paper currency,-much more than is commonly 
supposed to have been sold; or (2) the sale of vast 
amounts of German property to foreigners. The 
reader will note that about 11.8 billion gold marks 
were required from these sources merely to meet the 
trade and reparation obligations, one billion of the 
12.8 billions deficit noted on p. 80 above, having 
been met by the sale of foreign securities. 

Before commenting further on these two possi
bilities, it is necessary to point out that for a short 
time some foreign balances may be accumulated
even when there is an unfavorable trade balance
through the deposit abroad by individual exporters 

1 For a statement of the way in which Keynell arrivell at his 
estimate& of revenues derived from the saJe of paper marks, see 
AppendixB. 

I The only other possible mean& were the liquidation of the 
remnants of foreign invelltments and loans. The former, in 
fact, yielded, as we have seen, about 1 billion gold marks, while the 
latter have not been importp.nt sources of income. 
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of the proceeds . of their foreign sales. Such a 
process cannot, however, be continued long, since 
it removes from the German market the only means 
by which importers into Germany can pay for food 
and raw materials purchased abroad.' Without 
such imports the whole German economic system 
would soon break down and exports would be dras. 
tically curtailed. The balances built up by this 
process cannot, in fact, have been very large, since 
the German . government for a time was forced to 
seize a considerable part of the foreign currencies 
derived from the sale of exports in order to meet 
the cost of reparation. 

This "flight. of capital" has been a matter of con· 
cern to the German government as well as to the 
supervising agents of the Reparation Commission 
resident in Berlin. The restrictive and punitive 
legislation that was enacted to prevent the export of 
capital, moreover, proved sufficiently effective to 
handicap very seriously the importation of raw 
materials and foodstuffs, in lact, so seriously that the 
German government with the consent of the Repara
tion Commission finally granted permission to ex· 
porters to retain abroad such portion of the pay· 
ments received in foreign currency as were requisite 
for the future purchase of raw materials or other 
necessary commodities in foreign lands. It is recog~ 
nized by all bankers and students of international 
trade that with the German currency rapidly depre. 
ciating, deposits in foreign banks are absolutely 
necessary as security for import credits. This 
matter will shortly be discussed further. 
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Paper mark sales and foreign balances. With ref
erence now to the volume of paper-currency sales, 
it will be recalled that Keynes' figures show a total 
of speculative transactions in paper marks since the 
war to the extent of 8 billion gold marks. Kurt 
Singer, a German economist, in an article published 
in the Wirtschaftsdienst for July, 1922, estimates 
the amount at approxllna.tely 10 billion gold 
marks. Both Keynes and Singer indicate, how
ever, that a large part of these paper marks are 
held on deposit within Germany to the credit 
of foreigners. The largest estimate that we have 
seen is a French estimate of 16 billion gold 
marks-approximately 4 'J:?illion dollars-:-of which a 
little less than 1 billion dollars is supposed to have 
been sold in the United States. On the other hand, 
there are some international bankers who place the 
amounts much below the Keynes figure. Now, 
unless the sum realized from the sale of marks was 
enormously larger than either the Keynes or the 
Singflr figure, each of which falls considerably short of 
covering the trade deficit and reparation payments, 
it is clear that huge foreign balances have not been 
built up from this source. Before commenting on 
the second possibility of building up foreign balances 
it will be well to pause for a moment to consider the 
history of the whole paper-mark episode. 

The purchase of German marks as a speculation 
apparently began with the armies of occupation, 
when the soldiers perceived the opportunity for 
gain in case the mark should return to par. Through 
the medium of letters to the folks at home, know-
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ledge of this opportunity was soon disseminated 
among all classes of people. Dr. Walter Rathenau, 
whom even his enemies conceded to be honest, made, 
in effect, the following statement to a prominent 
American business man a short time after the specu~ 
lation began: 

We were completely surprised at the discovery of this means of 
procuring funds abroad. After the war Germany's commercial 
credit in world markets was almost extinct, and we could find 
practically no sale for interest-bearing bonds. Then, all of a 
sudden, we discovered that the citizens of foreign countries who 
were unwilling to purchase interest-bearing bonds were never~ 
theless willing and anxious to buy non-interest-bearing paper 
currency. We were thereby enabled to buy the food and raw 
materials required to replenish our depleted stocks. 

The fact is that the demand for German paper 
currency developed almost spontaneously in nearly 
every country in the world. It was in no sense a 
case where the German government issued vast 
quantities of propaganda literature urging the ci~ 
izens of other countries to buy this currency. On 
the contrary, the citizens of other countries insisted 
on having their paper marks in the belief that a new 
El Dorado had been discovered. Germany was to 
receive for the- marks sold only three or four cents 
apiece, and then was to pay them back at full value, 
23.8 cents, thereby enriching everybody who was so 
fortunate as to own'some of the coveted paper! 

Without the selling of paper currency, Germany 
would have been forced to an early default on cash 
reparation payments. Having found an apparently 
insatiable foreign demand for paper currency, the 
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German government, in cooperation with the Reichs
bank, naturally resorted to the sale of paper currency 
whenever it proved impossible to. procure in any 
other way the funds with which to meet reparation 
instalments. During nearly the entire period fol
lov.ing the London ultimatum of May, 1921, Ger
many could pay her cash reparation instalments 
only by selling paper marks. She had no export 
surplus which could give her the commercial bills 
of exchange required; and she had no other liquid 
resources of a volume sufficient to meet the repara
tion requirements. It was a case of procuring the 
bills through the sale of paper marks or defaulting 
on reparation payments then and there. It was 
only the persistent confidence of speculators that 
the mark had reached bottom and wag about to 
rise in value that enabled Germany to continue to 
make some cash reparation payments through the 
years 1921-22. 

The contention of ~he foregoing paragraph needs 
to be slightly qualified for the reason that temp(YT'arily 
Germany could make some reparation payments 
without a surplus of exports. The government 
for a' time commandeered the proceeds of foreign 
sales and turned them over to the Reparation 
Commission, meanwhile paying the exporter for 
his bills in paper marks. This practice was, how
ever, later modified, with the consent of the super
vising agents of the Reparation Coqunission, for 
the reason that the commandeering of the foreign 
currency derived from the sale of exports was seri
ously crippling the Gennan import trade in food and 
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raw materials, since importers could not then pro
cure the means with which to make payments 
abroad. This seizure of the proceeds of exports for 
reparation payments, it will be seen, did not obviate 
the necessity of issuing paper currency, so long, at 
least, as the <;ierman budget was not balanced. 
Paper currency, moreover, still had to be sold abroad 
by private individuals, if not by the government, in 
order to obtain imports. It is impossible ever to 
get away from the fact that imports have to be paid 
for in some way. 

In conClusion, it does not appear that this paper 
currency' was mainly sold by the German govern
ment; a very large part of it was undoubtedly dis
posed of by banks or exchanged by individuals. 
The Germans did not have the power to compel 
foreigners to buy their paper currency; people took 
it of their own free will, albeit too often on the advice 
of bankers who did not have adequate knowledge of 

. what was involved in the ~hole problem. It is 
well to bear in mind, also, that it was not German 
paper currency merely that was the object of specu
lation. Russian roubles, Austrian and Hungarian 
crowns, Polish marks, British sterling, Italian lire, 
and even French and Belgian francs have also been 
purchased by /I investors" in foreign countries. The 
roubles and the crowns are as nearly worthless as 
the marks, while the story with reference to some of 
the others has not yet finally been told. Were all 
of these currencies palmed off upon innocent people 
by designing governments? The most that can 
be said is that as soon as it became clear that redemp-
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tion of outstanding currency at some appreciable 
price was impossible, governments should have 
ceased to offer more for sale, no matter how great the 
need for funds. 

In the preceding paragraphs we have not been 
dealing with the whole German paper-money ques
tion; we have been concerned only with the specu
lation by foreigners in paper m.&.rks. In a later 
chapter we shall consider the larger problem of 
infI.ation in Germany. 

The 8ale of German property and foreign balances. 
There is no means of knowing precisely how large a 
volume of domestic property within Germany has 
been sold to foreigners. Keynes's estimate was one 
billion gold marks; and this amount, it should be 
noted, :was more than absorbed-as was the case 
with the 8 billions of paper currency-in meeting the 
trade deficit and the reparation obligations. From 
such rough data as are now available, we are inclined 
to believe that the total sum realized from the sale 
of German property amounted by the end of 1922 to 
as much as 7 billion gold marks, but that a consid
erable part of this was purchased with German 
paper currency. previously sold. 

With reference to German bonds and shares, Dr. 
Kuczynski, the eminent, German statistician, esti
mates the sums sold abroad to the end of 1922 at 3 
billion gold marks at the minimum.1 He bases his 

1 The balance of payments is, of course, also influenced by the 
apecu.lalion of foreignel'S in German shares. In December, 1919, 
a Duwh group bought the majority of the shares of the "Eisenwerk 
Kraft" for about 3 million gold marks and tiOld it to the Brothel'S 
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estirnyes on the considerable number of companies 
whose securities are known to have been purchased 
in large amounts since the war, and on the large 
number of public securities, notably municipal 
bonds, purchased abroad. l 

Sales of urban real estate, principally apartment 
houses, have yielded very considerable sums. For 
the Berlin suburb of Schoneberg, real estate sales to 
foreigners have been published month by month 
from October, 1918 to April 1, 1921. The total 
value was 84 million paper marks.2 At this rate, 
the total for greater Berlin would have been about 2 
billion paper marks, and for all German cities, allow
ing for lower prices and fewer sales in the smaller 
towns, about 15 billion paper marks. In terms of 
gold marks this amounts to something like 1.2 bil-

. lions. Since April 1, 1921, the number of sales are 
given but not the actual values received. The fig
ures show the greatest number of sales to have 
occUrred in the year 1922, reaching the peak in the 
late summer and autumn. After April 1, 1921, the 
total number of houses sold was 809 as against .177 3 

sold before that date. However, since the gold 
values realized were very much low.er during the 

Stumm (Germans) in December, 1920 for about 9 million gold 
marks. Examples in which foreigners lost money by purchasing 
and reselling stocks will probably be much more numerous. 

1 For the controversy between von Glasenapp, Vice-President of 
the Reichsbank, and Kuczynski, see Verhandlungen der Sozialillie
rungs-Kommission uber die Reparalionsjragen, Vol. III, 1922, p. 430. 

I Viertekljahr8he!16 Deutscher SUidte, no. I, 1921, p. 35. 
I Deutsch-FranziJsisch8 Wirtscha/lilkOTTespondenz, 1923, no. I, 

p. 10; no. 5 and 6, p. 16. For detailc4 figures, see Appendix C. 
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later years, we cannot assume that the sums e~ualed 
four times as much as in the earlier years (assuming 
the rate elsewhere to have been the same as in 
SchOneberg). Four billions, all told, appear to be 
the safest estimate that can be made. It may be 
added that by April 1, 1923, it was estimated that 
about one-third of all the inhabited houses in 
SchOneberg had been sold to foreigners. 

No published data are available with reference to 
sales of Gennan farm real estate. It is the opinion 
of German economists, however, that while the per~ 
centage of sales is not nearly so high as in the case of 
urban real estate, the sales were ordinarily consum
mated at a much higher price. It is conceivable 
that as much as 1 billion gold marks may have been 
realized from such sales. If so, we should ha"e a 
total, not counting such sums as may have been 
derived from the sale of factory buildings, of about 8 
billions for bonds and other securities, urban dwell
ings and rural property, hotels and business houses 
and lots, and the contracting of mortgages. 

This total of 8 billions cannot be regarded, how
ever, as constituting a net addition to German income 
which can be added to the 8 billions realized from 
the sale of paper marks (Keynes' estimate, p. 85). 
A considerable part of the purchases of German prop
erty have been made with the paper marks which 
had earlier been acquired by foreigners. For exam
ple, X in England buys paper marks as a spec
ulation; later, when it becomes apparent that the 
mark is likely to continue to fall rather than to ri8e, 
he buys German property with his paper markE. 
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It may be recalled that in Keynes' table, it was 
estimated that of the 8 billion paper marks total, 
4.5 billions were either held in German banks for 
foreign account or invested in German bonds. It is 
possible that half of the total investments roughly 
estimated at 8 billions gold marks were made with 
paper marks. 

On the basis of these very rough estimates, one 
may conclude that the international trade and 
financial deficit which had not been covered by other 
means was more than met through the sale of Ger
man securities and real property, thus making pos
sible the accumulation of some foreign balances.1 

This means of meeting international trade deficits 
cannot, however, continu.e for a very long lJeriod of 
time. Fraudulent sales, heavy taxes, controlled 
rents, and difficulties in collecting income gradu
ally convince foreign investors, as distinct from 
mere speculators, that the purchase of real property 
in Germany is a highly uncertain proposition .. It is 
interesting to note in this connection that citizens 
of countries with sound currencies have bought very 
much less in the last year or so than earlier, but 
that purchases by Austrians and Poles have steadily 
increased. The check in the decline of the mark at 

1 These sales of German capital have sometimes erroneously been 
referred to as "imports of capital". Imports of capital, in reality, 
should involve an increase of the nation's supply of capital goode. 
As a. matter of fact, what has happened is this: Germany has 
traded the ownership of her existing capital to foreigners for con~ 
sumption goods, thereby reducing her own capital supply. It will 
be seen that she has henceforth to pay to foreigners rents, dividends, 
or interest on these properties. 



WHAT GERMANY HAS PAID 93 

the end of 1922 occasioned a quick halt in the process. 
Moreover, a law was enacted by Prussia in Jan
uary, 1923, as had already been done by some of the 
smaller states, giving to cities the right to forbid 
further sales of houses to foreigners. It remains to 
be added that from the standpoint of the German 
sellers themselves, the sale of such property is bad 
business. It is already the conviction of a great 
many Germans that it is much better, at least in the 
long run, for the Germans to hold on to their real 
estate than to sell it to foreigners who will buy only 
if they can get the property for what amounts to a 
song. 

From all this discussion it is clear that we must 
leave the controversy over the precise amount of 
German foreign balances ill doubt, although we are 
inclined to believe that McKenna's estimate of 4 
billion gold marks-made in the autumn of 1922-is 
high. To have built up foreign balances of as much 
as 4 billion gold marks, Germany must have derived 
from the liquidation of the small remnants of for
eign investments, the sale of paper marks, and the 
sale of German property and securities, 5.8 bil. 
lion gold marks iIi excess of the sums estimated 
by Keynes. These balances, whatever their pre
cise amount, have certainly been reduced since the 
beginning of the Ruhr invasion, being used in pay
ing for imports. 

Two final observations with reference to these bal
ances are required. First, it is impossible for the 
German government to obtain possession of the 
foreign balances of private citizens. Onl;~ outside 
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the country, no government, however strong, would 
have the power to seize them and thus make them 
available for reparation payments. 

Second, if the German government could seize 
these balances and use them in meeting reparation 
obligations, it would have disastrous consequences 
upon Germany's future paying capacity. These 
foreign balances, as has already been stated, serve 
as the basis for' Germany's import trade. Under 
normal pre-war conditions it was possible for German 
importers to purchase goods in foreign countries on 
credit, paying at the end of thirty, sixty, or ninety 
days out of the proceeds of their trade transactions, 
payment being made in bills of exchange which were
redeemable in gold. Under present conditions, how
ever, an exporter to Germany cannot take the risk 
of exchange and currency fluctuations j and he there
fore will sell only for cash. The German importer 
could not, however, pay cash through the process 
of sending paper money to the foreign seller, for 
that is not acceptable. He had to use foreign cur
rency, and this could be obtained only from the 
proceeds of German exports. With Germany's 
internal finances badly deranged and the proceeds 
of the sale of German exports subject to seizure' 
for the purpose of meeting reparation instalments, 
it is clear why American or British exporters dealing 
with Germany should be unwilling to sell to Germany 
even for cash, unless that cash be deposited in banks 
outside Germany. If all of these foreign balances 
could be confiscated and turned over to the Repara
tion Commission, German import trade would col-
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lapse and with it would collapse the whole German 
economic organization. We emphasize this point 
again and again, because there is so little apprecia
tion of the importance of these balances and because 
the problem is of such vital significance to all coun
tries desiring to trade with Germany. 

2. Payments in Kind.-On page 78 it was pointed 
out that there are two methods of making· repara
tion payments that directly affect the general inter
national trade and financial balance, namely, cash 
payments and deliveries in kind. Having discussed 
in detail what is involved in the cash problem, we 
may now consider how deliveries in kind affect the 
international balance of payments. 

The payments in kind have been made in consid
erable part out of the transfer of capital goods, and 
in smaller part in commodities of current produc
tion. .. The merchant marine, dock and harbor 
equipment, maritime cables, bridges, dyes, Ilve
stock, etc., are capital assets. They can be trans
ferred to the Allies only once. Their transfer, more
over, directly lessens the capacity of Germany to 
produce commodities with which to make subse
quent payments. ' 

Coal and its by-products, and limited quantities 
of machinery, timber, and building materials con
stitute the only important commodity deliveries 
which have been made out of current production. 
These total only from a billion to a billion and a 
quarter gold marks in all. . 

Cannot Germany continue to make deliveries in kind1 
Granted that the capital· assets that have been 
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delivered to the Allies cannot be delivered a second 
time, is it not true, nevertheless, that the Germans 
could continue indefinitely to make deliveries of 
coal and other materials-regardless of the state of 
the international trade and financial balance? The 
answer is that small deliveries might for a time only 
continue to be made, and that aU such payments 
would quickly result in lessened future payments. 
The reason for this is the now familiar one, namely, 
that German exports-whether in the form of deliv
eries in kind or in the form of ordinary sales in for
eign markets-provide the only means with which 
Germany can pay for the imports of food and raw 
materials that are required. l If Germany delivers 
to France 2 million tons of coal per month under the 
treaty, she obviously receives no proceeds with 
which she may purchase raw materials for her fac
tories. The process leads to a reduction of irnports, 
and subsequently of exports, just as inevitably as 
does the seizure of the cash proceeds from ordinary 
exports. Deliveries in kind, moreover, reduce Ger
man capacity to export other commodities, the pro
ceeds from which might be used to make cash pay
ments j the two problems are inextricably related. 

In this chapter we have endeavored to show the 
extent to which Germany has fulfilled the obliga
tions imposed by the treaty of peace and the means 
that have been employed in making payment, when 
there was in fact no export surplus available for the 
purpose. We have found ,that, in one way or 

1 The crucial importance of this German import problem at the 
present time will be diBcussed in the next chapter. 



WHAT GERMANY HAS PAID 97 

another, Germany has relinquished, and the powers 
represented on the Reparation Commission have 
acquired, capital assets or the fruit of current pro~ 
duction, worth to Germany around 25 or 26 billion 
gold marks, although, for reasons that have been 
mentioned, the Commission has credited Germany 
with much less. We have found that Germany's 
payments have been made in largest part out of 
capital, through the transfer of! movable property 
and through the sale of practically all the liquid 
assets that were capable of mobilization. There have 
been some deliveries in kind and a relatively small 
volume of cash payments, the funds for which have 
been chiefly derived, directly or indirectly, from the 
sale of paper currency, and of private property in Ger~ 
many. All of these means of payment are evanes
cent in their nature; they have in fact already 
been practically, if not ~ompletely, exhausted. 

We shall show in the next chapter what will be 
required if Germany is to recover her international 
economic position sufficiently to permit reparation 
payments to be continued. 



CHAPTER IV 

GERMAN FOREIGN TRADE REQUIREMENTS 

HAVING ascertained in the preceding chapters the 
effects of the war and of the peace settlement upon 
Germany's international trade and financial status, 
we are now prepared to indicate what is involved for 
Germany in meeting future reparation payments,
in so far as the international trade angle of the 
problem is concerned. We say merely international 
trade at this place, ratheI;' than international trade 
and finance, because for a great many years to come 
the invisible items will prove of negligible impor
tance in the German international balance. In 
the present chapter we shall discuss: (1) The prob
able future invisible balance of Germany; (2) Ger
man import requirements; (3) the volume of exports 
that will be required if further reparation payments 
are to be made; (4) the pr.esent status of German 
trade and industry; and (5) the problem of export 
markets for German commodities. 

I. THE FUTURE INVISmLE BALANCE 

It requires only a few general comments as to the 
various invisible items to indicate that Germany's 
income from these sources cannot.be increased mate-

98 
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rially during the period when reparation payments 
are to be made. 

First, interest on foreign investments cannot 
increase unless and until Germany's exports exceed 
her imports by more than the amount of the repara
tion payments. In view. of the enormous amount 
of the reparation bill, it is inconceivable that Ger
many, after making reparation, should have any 
export surplus available for new investments abroad. 

While it is true that Germany has some foreign 
bank balances and some remnants of investments 
totalling together at the end of 1922 perhaps 3 or 
4 billion gold marks,l this is much more than offset 

, by the investments that foreigners now hold in Ger
many, which we have estimated at something like 8 
billion gold marks. The foreign bank accounts yield 
a very low rate of interest,-on the ayerage not in 
excess of 2 per cent. On the other hand the invest
ments of foreigners in German apartment buildings 
will, in the event of a stabilization of the currency, 
yield a very high rate. According to German 
economists, a 10 per cent return is a minimum esti
mate. In the case of bonds and shares, the situation 
is somewhat different. Without attempting to be 
very precise, therefore, we may conclude that the 
payments that Germany would have to make abroad 
in this connection would exceed the income due her 
from present bank balances by something like 500 
million gold marks a year. 

Second, the prospects for large earnings from ship
ping are not good, even though the German merchant 

J See discussion in the preceding chapter. 



100 GERMANY'S CAPACITY TO PAY 

marine should gradually be increased. In the year 
1922, as was stated in Chapter II, the German mer
cantile fleet was about two-fifths restored. German 
shipping faces much severer competition than 
before the war because several European countries 
have increased their shipping facilities,and because 
the United States now carries a larger percentage of 
American trade than formerly. Ocean freight rates, 
moreover, are back to pre-war levels, while the vol
ume of traffic cannot be expected to equal pre-war 
totals for some time to come. On the whole, there
fore, the prospect that Germany will rapidly recover 
her pre-war shipping income is not good. We may 
roughly estimate the amount likely to be received 
at not more than 300 million gold marks. In 
1922 it was not far from 175 million gold marks. l 

Third, the returns from banking and insurance 
earnings and from commissions-small even before 
the war-are not likely to become important again. 
The loss of the German colonies and the disruption 
of Germany's commercial and banking connecthms 
throughout the world, particularly in Eastern and 
Southeastern Europe where the largest business 
of this kind was done, have perhaps permanently 
reduced German revenues from such services. They 
may be expected to increase materially only when 
this section of Europe shows substantial economic 
recovery. Germany is now paying commissions to 
Western European countries and the United States. 

Fourth, the revenues from the tourist trade
unprecedentedly large since the war-stand to 

'See Appendilt A, pp. 264 and 29()-1. 



FOREIGN TRADE REQUIREMENTS 101 

decrease sharply rather than increase. The large 
German tourist trade of 1921 and 1922 could not in 
the nature of things prove permanent, since it was 
largely induced by the great depreciation of the mark 
which made of Germany for the time being a veri
table bargain counter. As one philosophically 
minded tourist describes the situation: "If you tried 
hard you could spend two dollars during the twelve 
hours of a day; but to get rid of a third dollar cost 
effort. Things were, at last, as they should be; 
you had more money than you knew what to do with 
and you were merry with reason." But, alas, he 
adds, "You were only a millionaire of the moment." 
An increasing value of the mark, or even a stable 
value, quickly destroys the tourist trade. In fact, 
the rise in the mark in February and March, 1923, 
put a summary stop to the tourist business. The 
following dispatch came from Berlin in March: 

Foreigners are running from Germany like cattle before 0. 

storm ...• Only 12,375 foreigners came to Berlin hotels last 
month (February, 1923) as against eight times that number in 
February, 1922. ' ••• There are rumors that some of the larger 
hotels will be forced to close. 

Moreover, regardless of the currency situation, 
the large tourist trade of 1921-22 could not con
tinue permanently. The tourists of those merry 
days were not buying merely articles of ordinary 
current production j rather they were buying Ger
many out of house and home, so to speak-pur
chasing art treasures, house furnishings, gold and 
silver plate, and heirlooms of every description. 
Such a traffic is ephemeral in its very nature. 
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For the four years since the war we estimated, in 
Chapter II, a net return from the invisible sources of 
income of about 1.000 million gold marks, an aver
age of about 250 million gold marks per year. l 

Taking shipping at 300 millions, it is clear that with 
tourist revenues very greatly diminished, Germany's 
invisible credits are not likely to equal the invisible 
debit of 500 millions-on account of payments that 
must be made to foreign investors in Germany
mentioned above, at least not for many years to 
come. The utmost that one may assume is that 
Germany's invisible credits and debits will bal
ance. 

Germany needs a gradually expanding supply of 
gold. Since she has lost more than half of her pre
war supply of gold currency, Germany will doubt
less need considerable importations of gold if she is 
to re-establish the gold standard and resume some
thing like her pre-war financial position in the 
world.. In the twenty years before the war, imports 
of bullion and specie averaged 170 million gold 
marks per year. However, in view of the 'loan sug
gested in the next paragraph, a considerable part of 
which 'might possibly be given to Germany in the 
form of actual gold, we may omit gold import require
ments from the present calculation. 

Germany may also have to pay interest on a for
eign reconstruction loan. International financiers 
commonly assume that Germany must as a matter 
of course have a large foreign reconstruction loan. 
before she can rehabilitate her domestic finances and 

1 See pp. 53-55. 
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recover her economic equilibrium.1 A loan of several 
billions of gold marks is usually suggested, and it is 
recognized that in view of present conditions the 
interest rate would have to be at least 8 per cent. 
Eight per cent on a loan of 4 billion gold marks 
would mean 320 millions annually,-which would 
create a. considerable deficit in Germany's invisible 
accounts. 

Germany' 8 capacity to meet the cost of reparation 
will henceforth be measured by her trade balance. 
This is because the invisible credits, as we have seen, 
have completely disappeared. If we are to ascertain 
the possibility of making large reparation payments 
continuously over a long period of years, we must, 
therefore, study the German foreign trade problem. 
What is involved for Germany in procuring a.favor
able balance of trade with which to meet the repara
tion payments demanded? Is it possible for Ger
many to secure a large excess of exports over imports? 

n. GERMANY'S IMPORT REQUIREMENTS 

We must begin the study of German trade pros
pects with an analysis of import requirements, since 
large imports are absolutely indispensable to German 
economic life. We are here at the very heart of the 
German problem. As shown in Chapter II, Ger
many cannot exist as an industrial nation without 
importing very large quantities of food and basic 
raw materials as well as some quantities of a miscel-

I Whether German credit may not now be too badly shattered to 
make such a loan possible is another matter. We must, however, 
p.ssume ~uch ""loan here if we are to l\SSum~ tht recovery is tQ oCC\lf, 
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laneousgroup of essential manufactured commodi
ties. With many millions of people dependent upon 
importations of foodstuffs, and with the German 
factory system primarily dependent upon imported 
raw materials, it is perfectly plain that if the total Ger
man population is to survive and produce the tangi
ble, material wealth with which to meet reparation 
obligations, large importations must be permitted. 
The importation of basic necessities is, in fact, the 
primary and paramount requirement, the condition 
absolutely precedent to any further fulfillment of 
treaty obligations. 

The table on page 37 above classifies German 
imports into five broad groups: food and drink; 
raw materials; partly manUfactured goods; living 
animals; and manufactured goods. Using the fig
ures there given as a basis, we may arrive at a fairly 
definite figure as to the amount of importations 
that are indispensable if Germany is to regain ap
proximately her pre-war economic position. 

1. Food and Drink.-The total importation of food 
and drink in 1913 was 2,759 million gold marks. 
Since the German population has decreased by 
about 7 per cent,l we may reduce the food import 
figure on this account by 193 millions. In the 
analysis in Chapter II, pages 39-42, we calculated 
the total of luxuries in the food and drink class at 
485 million gold marks. Seven per cent of this 
amount is included in the deduction made for the 

1 As a matter of fact, it appears that the loss of food produotion 
by the oession of territory was much greater than the loss of 
population. 
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decrease in population. Eliminating the remaining 
451 million gold marks of food and drink luxuries as 
unnecessary imports leaves 2,115 million gold marks. 
Finally, we assumed in the analysis of Chapter 11-
in order to grant the benefit of every doubt-that 
imports of food necessities might be reduced an 
additional 20 per ceRt. This would leave approxi
mately 1,692 million gold marks, on the basis of 
1913 prices, as the indispensable import require
ment of food and drink if the German population is 
to recover its physical efficiency. This is approxi
mately 60 per cent of the pre-war imports of food 
and drink. 

But it may be urged that Germany could possibly 
produce more food per capita than before the war. 
Yes, this is possible-to a limited extent-but in 
order to do so, she would have to divert her produc
tive energies from other fields of endeavor. The 
gain in the production of food would be offset by 
loss in the production of other things. Indeed, the 
chances are that it would be more than offset, for 
the reason that it involves a diversion of energy from 
more productive to:1ess productive pursuits. We 
shall give on page 129 the present food production 
figures for Germany. 

2. Raw Materials and Partly Manufactured Goods. 
-The total imports of these classes of commodities, 
as shown by the table on page 37, amounted in 
1913 to 6,242 million gold marks. We cannot assume 
here, as we did in the case of food and drink, that 
the reduction of the population by 7 per cent will 
correspondingly reduce import requirements. This 
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is because raw material imports, unlike food imports, 
are not primarily intended for consumption by the 
German people; a very considerable portion of such 
materials enters directly into the manufacture of 
commodities for export. If exports are to be main-

""" OCCUPIED TERRITORY 

FIG. 3.-Germany's Territorial Losses.! 

tained, raw-material imports must be maintained. 
Indeed, as we shall show in the next paragraph, they 
must now be increased because of the loss under the 
terms of the Treaty of areas .rich in raw materials. 
Meanwhile, we may make, on account of reduced 
population, a generous lump sum reduction of 242 
million marks, leaving an even 6,000 millions. 

1 Adapted fWIIl II De1,ltl\lchl.!m~ Wirt.4!!ch!l.ftslase." 
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Germany has lost important sources of raw materials. 
This figure of 6,000 million gold marks cannot be 
taken as the minimum of imported raw materials 
and partly manufactured goods now required, since 
Germany has lost such important raw materials as 
the iron ore and coal of Alsace-Lorraine, and the coal 
of the Saar Valley and Upper Silesia. The figures 
for German production and importation of iron ore 
in 1913 in millions of tons are as follows: 

Domestic production. • • . . . . . . . . . . . . . . . . . . . .. 28.6 1 

Importation ................................ 14.0 

Total ............•................... 42.6 

The production in 1913 within the area comprised 
by present Germany amounted to nearly 7.4 million 
tons-which is another way of saying that the loss 
of· Alsace-Lorraine and other areas reduced the 
domestic production by 21.2 million tons. If 
present Germany is to regain her production of iron, 
she would therefore have to import 21.2 million tons 
more than she imported in 1913, assuming imported 
ore to be of no better quality than ores of domestic 
production. In other words, instead of importing 
14 million tons, she would have to import 35.2 
million tons. But, as a matter of fact, 'the imports 

I S/.alilltisches Jahr1YucJt. fur dtuI Dll'UI.8che Reich, 1921-22, p.85. 
Before the war German foreign trade figures included the trade of 
Luxemburg, which was a member of the German Customs Union. 
Since the war, the trade figures of Luxemburg are not included with 
those of Germany. However, since Luxemburg made up most of her 
iron ore into pig iron, etc., this inclusion of the Luxemburg trade 
along with that of Germany affects but slightly the importation 
figure given in the table. 
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of iron ore, reckoned in terms of richness of iron, 
constituted about one-half of the total German con
sumption of iron ore, rather than one-third as the 
above table of crude tons would imply.l Allowing 
for this fact, the post-war imports would have to 
equal only about 28 million tons,2 instead of 35 mil
lions in order that Germany might regain her pre-war 
production, a net increase of imports of 14 million 
tons. The value of the iron-ore imports in 1913 was 
227 million gold marks.3 On the basis of 1913 prices, 
the imports of iron ore required at the present time 
would therefore cost about 450 million gold marks,
an increase of roughly 220 million gold marks. 

However, since Germany has lost 40 per cent of 
her blast furnaces through the cession of territory,' 
it is obvious that her capacity for the consumption of 
iron ore has at least temporarily been greatly reduced. 
Nevertheless, if she is to regain her pre-war position 
as an exporter of iron and steel products, she will 
have to replace the lost blast furnaces. We must 
assume in this connection either that Germany is 
going to regain her position in iron and steel, that she 
will develop some other industry of equal impor
tance, or that she will fail to return to pre-war pro
ductive capacity. Although the last is the alto-

1 }hLLMAN, Eisensteinbergbau und Hiltt(',llwesen des SiegerIandes, 
MontanU8 IndU8trilrHandbuch Westdeutschland, 1922. p. 33r 

I This is on the assumption that roughly 50 per cent of the in
creased importation will consist of the inferior ores from Lorraine. 

I StaI:i8tischea Jahrbuch, 1921-22, 8S-165. 
«H. COLE EsTEP, of the Iron Trade Review, The New Balance 

of Power in European Iron and Steel. Manchester Guardwn Com
merci4l, Reconstruction in Europe, sect. 7, p. 432. 
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gether probable alternative, we sllall for the pur
poses of this analysis assume that she is to get 
back to pre-war capacity in one way or another. 

Germany has also changed- from a coal-exporting 
to a coal-importing country. The pre-war import of 
fossil-fuel-including· coal, coke, lignite, and bri
quettes-amounted to 18.3 million tons, of which 
10.5 million tons were coal. In the same year, 1913, 
Germany exported 44.3 million tons of fossil-fuel---' 
34.6 million tons being coal. The post-war produc
tion of coa.l has been reduced through loss of terri
tory by more than 25 per cent. The Saar mines 
produced 13 million tons of coal annually just prior 
to the war; those of Lorraine produced 4 million 
tons, and the lost mines of Upper Silesia, 32.7 
million tons. The total quantity, 49.7 million tons, 
is 26. per cent of Germany's 1913 production of 
190.1 million tons. 

The consumption of coal within the ceded terri
tories, together with Luxemburg, and the Saar Valley 
in 1913 equalled 26.4 million tonSil but since we have 
assumed above that Germany must replace the 
lost blast furnaces that were in this region with new 
ones within present Germany, we can make no great 
reduction for industrial consumption on account of 
the loss of territory. The reduction in household 
consumption, due to the loss of territory, could not 
have exceeded 2 or 3 million tons, leaving about 47 
million tons that Germany must import in order 
that she may replace the losses sustained,-making 
no allowance, of course, for reparation deliveries. 

1 "DeutschIands Wirtsch~ftsI~ge," 1923, p. 19. 
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Assuming that Germany regains her pre-war indus
trial capacity, present imports of coal would there
fore have to be 47 million tons plus the 10.5 million 
tons imported in 1913; or 57.5 million tons as com
pared with 10.5 million tons before the war. The in
crease in the amouIit of coal imports required would 
raise the import value from 205 million gold marks in 
1913 to approximately 1,100 million gold marks, an 
increase of about 900 million gold marks. 

We may omit consideration of the increased import 
requireme~ts of coke, lignite, and briquettes, because 
they are less important than coal. Lignite mining 
has been extensively developed in Germany since 
the war and has done something to replace-though 
at high cost-the lost coal supplies. Lignite is 
decidedly inferior to coal in calorific energy, the ratio 
being only as 2 to 9. 

Many of Germa'f1l!J's raw materials are more diffi
cult to procure than they were before the war. While 
pre-war supplies of hides and skins, for example, 
came from scattered countries all over the world, 
40 per cent of the quantity imported came from 
countries nearby,-from Russia, Austria-Hungary, 
Great Britain, France, Italy, Spain, Belgium, Hol
land, and Scandinavia. Russia and Austria-Hun
gary together supplied one-fifth of the total hide 
imports, but since the war these countries have 
been able to produce very little of any sort of com
modity for export, providing in 1922 only 3 per 
cent of Germany's relatively small imports of hides 
and skins. Similar readjustments have had to be 
made in acquiring other raw materials. While it is 
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true that most supplies needed by Germany might 
be procured from more distant sources, the cost in 
practically aU cases would be materially increased. 

Omitting from consideration these extra import 
charges due to the necessity of bringing supplies 
longer distances, we may recapitulate Germany's 
import requirements of food and raw materials (in 
millions of marks) as follows: 

Food .•....•...................•.•...•.•.• 1,692 
Raw materials and partly manufactured good~: 

Pre-war figure ...•..•..••.•.•.•.•... 6,242 
Increased importll of coal. . . . . . . . . . . . 900 
Increased imports of iron ore.... • . . . . 220 7,362 

9,054 

Other imports, in 1913, besides those in the groups 
already mentioned were live animals (290 million 
gold marks) and manufactured goods (1,479 mil
lion gold marks). The live animals consisted largely 
of breeding stock; and the manufactured goods, as 
indicated in the preceding chapter, consisted of small 
quantities of practically every variety of manu
factured commodity. While many of these. manti
factured articles could doubtless be eliminated in 
time if it were desired to force Germany to produce 
every essential commodity within her own bordets
regardless of her economic adaptability for the pur
pose-it would be absurd to assume that Germany 
could, as a practical matter reduce very greatly these 
manufactured imports without serious economic 
consequences. For the two groups of live animals 
and manufactured commodities, the best that could 
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possibly be hoped-if German efficiency is to be 
maintained-is a 50 per cent reduction. Manu
factured luxuries, it may be recalled, comprise an 
insignificant percentage of the total imports. One 
may add here, however, that exporters of manufac
tured goods in Allied countries and the United States 
would "view with alarm "so great a curtailment of 
German markets. The Allies even desire to increase 
the sale of their luxuries in Germany. 

Fifty per cent of the pre-war imports of live 
animals and manufactured goods-290 millions 
plus 1,479 millions-equals 885 million marks. 
Adding this amo~t to the above total of 9,054 mil
lion marks gives a present import requirement, if 
Germany is to recover her pre-war economic strength, 
of 9,939 million gold marks. 

The foregoing value figures, it may now be noted, 
are all stated in terms of 1913 prices. To translate 
them into post-war gold values we must multiply 
them by 1.6, since 1923 prices are roughly 60 per 
cent higher than 1913 prices. This adjustment 
gives an import requirement in present values of 
15,902 million gold marks. 

There remain to be considered two other factors 
in the German situation which have some relation 
to import requirements. The first is the reduced 
annual expenditures upon the military establish
ment, and the second is a possible lessening in the 
rate of industrial expansion as compared with the 
generation before the war. 

With reference to the military establishment, one 
cannot assume that the food and materials used in 
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maintaining the personnel and the materials used 
in building ships, barracks, etc., and in providing 
ammunition, were all imported. Only a small per
centage consisted of imports; most of these mate
rials were produced at home. In view of the fact 
that the total government expenditures for military 
purposes for the last year before the war were only 
1,879 million gold marks, it is easy to see that the 
complete elimination of these expenditures would 
not lessen import requirements by more than a few 
hundred million marks at the outside. With only 
2 or 3 per cent of the working population under 
arms, their release from military service would not 
have greatly increased the domestic production of 
food and' could haye had practically no effect upon 
the production of raw materials. The production of 
goods for export, however, might have been some
what increased. 

There is more to the point about the slowing down 
in the rate of industrial expansion. In the twenty 
years before the war, Germany undoubtedly im
ported considerable quantities of raw materials 
which went directly ,into the development of plant 
and equipment; and if the rate of industrial expan
sion should be less rapid in the future, import 
requirements would be somewhat reduced. As an 
offset to this possibility, however, one must bear 
in mind that the cost of annual replacement of a 
full-grown industrial establishment such as that 
of Germany at the present time, is considerably 
larger than the cost of replacement on the aver
age in the years before the war. Moreover, one 
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must not forget that if Germany is to recover her 
industrial power in order to meet reparation obliga
tions in the measure stipulated, she must replace 
and even expand her industrial equipment. Specif
ically, she must, as we have seen, replace the 40 
per cent olher blast furnaces which were lost through 
the cession of territory, the 30 per cent of her steel 
mills, and the 28 per cent of her rolling mills, sim
ilarly lost, not to mention sugar factories, chemical 

Annuo\ll"11P'orts 1m"'l~!'!!!IJ.!~~l!fI~"'" 
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FIG. 4.-Minimum Import Requirements. 
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works, textile mills; or the merchant marine, which is 
thus far only two-fifths restored. In other words, 
if Germany is to regain her pre-war industrial 
capacity, she must for many years put about as much 
into industrial equipment as she did in the years 
before the war. Accordingly, it does not seem to us 
that import requirements on this score should be 
materially reduced. 

In order, however, to be altogether on the con
servative side, we shall reduce the above total of 
15,902 million gold marks to an even 14 billions. 



FOREIGN TRADE REQUIREMENTS 115 

This amount of imports Germany ;must certainly 
have if she is to maintain the productive efficiency 
of her great urban population and to regain her 
export trade. This situation gives rise to the most 
difficult economic problem any nation has ever had 
to face. 

m. GERMAN EXPORT REQUIREMENTS 

With import requirements thus definitely fixed, it 
involves merely an arithmetical calculation to indi
cate how much Germany must export each year in 
order to pay any stipulated sums toward repara
tion. It is obvious that she must export 14 billion 
gold marks,I in order to pay for necessary imports .. 
She will then be able to make reparation to the extent 
that she can muster exports in excess of 14 billion 
gold marks' worth of goods each year,-without 
increasing imports above 14 billions. 

Under the terms of the London ultimatum Ger
many was required to pay a fixed sum of 2 billion 
gold marks a year plus a sum equal to 26 per cent of 
total exports. On the basis of this reparation 
H agreement" over :?O billions of exports 'Would 
obviously have been required: 14 billions to pay 
for imports, and 2 billions, plus 4.5 billions (on ac
count of the 26 percent provision), to cover repara
tion payments. 

According to the more moderate views now pre
vailing, as indicated in both the French and London
reparation proposals of January, 1923, a total of 

I If a rehabilitation loan of 4 billion gold marks mt'ntioned above 
were consummated, the exports required to· pay for imports the 
P8t year would be correspondingly less. . 
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about 50 billion gold marks-l billion a year for 
fifty years-constitutes the amount that Germany 
was then believed to be able to pay. Our own 
conclusion is that no one can say precisely what 
amount Germany can pay, because nobody knows 
whether German exports can be made to exceed 
German imports. But, if Germany is to pay 1 bil-

Annual E~ports fo ~ii~!~i!~!m Required 1() Po,!! TOr 
~ndi $~nsable.nnports 

JlnnualExporlsRequired ~~~~~~~~~~ if I 6ilh6n In I:~ 
Re~at'CItion ;, to 
be Paid 

Actual Exports,1922 

Actual EicPQrts,I913 
1922 Yalues 

& 10 12 14 
VolulI$ in Billions of Gola Marks 

." 
FIo. 5.-Actual and Required Exports Contrasted. 

lion a year for fifty years, it is clear that her exports 
on the basis of 1922 values would have to average 
about 15 billion gold marks per year. 

For the five years, 1909-1913, the total exports 
averaged 8,246 million gold marks, equivalent on 
the basis of 1922 prices to about 13,200 million gold 
marks per year. It is clear from these figures that 
if Germany is to pay for the 14 billions of necessary 
imports, not to mention reparation, she must have 
exports in excess of the five-year average, 1909-13. 
This increase in the amount of exports required to 
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pay for imports, notwithstanding the elimination of 
all unnecessary imports and the reduction of the 
German population, is obviously due to the fact that 
the invisible credits with which, before the war, 
Germany balanced her accounts and obtained a 
small surplus for new investments abroad-invisible 
credits amounting to 1.6 billion gold marks-have 
been completely lost. 

Exports now constitute Germany's only means of 
paying for imports and meeting foreign obligations. 
The question then is whether Germany can develop 
as much as 15 billion gold marks' worth of exports 
annually and thus be enabled to pay as much as a bil
lion each year. Lest the reader forget, we repeat at 
this place that we have already pared food imports 
down to the minimum quantity required for the 
maintenance of the German population in a state 
of productive efficiency, and we. have reduced the 
quantity of raw materials and manufactured im
ports to the minimum required if Germany is to 
maintain her industrial plant and equipment and 
successfully operate her factories. The figures given 
show the minimum volume indispensable to the main
tenance of output. ' 

The volume of exports that can be developed will 
depend upon just two factors: first, the ability of 
Germany to develop a per-capita production equal 
to that of pre-war days, and, second, her success 
in finding markets in which to sell exportable com
modities. Although a part of the post-war difficulties 
in Germany, as in all countries, is the unwillingness, 
or inability, of the population to work with pre-war 
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effectiveness, we shall assume for the purposes of 
our discussion that the disposition and ability to 
produce at pre-war speed is regained. We shall also 
assume, for the moment, that the German budgetary 
and monetary problems find a solution.1 The ques
tion would then resolve itself merely into one of 
available markets. Before discussing export .mar
kets, however, we must consider the post-war status 
of German trade and industry. . 

IV. THE STATUS OF GERMAN TRADE AND INDUSTRY 

No understanding of the German internal eco
nomic situation can be gained without considering 
both foreign and domestic trade. We shall note 
first the totals of German foreign trade since the 
war and then pass to a consideration of the more 
important commodities. For convenience we repro
duce here the table of commodity imports and exports 
(in billions of gold marks) given on page 52. 

1919 1920 1921 1922 ____ ..L-__ 

Imports .......................... ; 6.6 7.0 5.7 6.2 
Exports (exclusive of reparation 

deliveries}..................... 1.8 5.1 3.6 4.0 

Excess imports.............. 4.8 1.9 2.1 2.2 

In this table it will be noted that the exports 
exclude reparation deliveries in kind. According to 
recent figures, the value of Germany's 1922 deliveries 
of material of all sorts amounted to approximately 

1 But see discussion of these problems in Chaps. V and VI. 
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1,450 million gold marks of which only 681 millions 
are credited to ~eparation,-the remainder being 
tlrestitution" of materials and livestock, ships, dye
stuffs, etc.,·as required under various clauses of the 
Treaty. 1 If the entire 1,450 millions be added to 
the commercial exports, there remains an excess of 
imports over all classes of exports of 750 million gold 
marks. 

It is clear from these figures that, whether for 
good or for ill, Germany has in fact been getting on 
since the war with a very much smaller quantity of 
imports than the minimum which we have been insist
ing is indispensable. Were not our estimates, there
fore, obviously exaggerated? Reference to the export 
figures in the table affords the answer. With im
ports of only 6.2 billions in 1922, exports were cor
respondingly reduced. Indeed, it appears that 
exports decline in at least equal measure with 
imports. 

The table on page 120, showing post-war German 
trade by broad classes in comparison with 1913 is 
particularly illuminating. It is necessary to give 
the figure in thousands of metric tons since the 
detailed value figures for 1922 have not been pub
lished. 

First let us note what has happened to Germany's 
post-war trade. In 1922 the weight of imported 
raw materials had fallen to 65 per cent of the 1913 
figure, of food imports to 43 per cent, and of living 
animals to 17 per cent. On the other hand, the 
weight of manufactured imports has increased to 152 

11'M /tfanclltSter GU<lrdia1l Commercial, Mar. 29,1923. 
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per cent. For all classes combined the 1922 total im
ports are only 63 per cent of the 1913 figure. The 
increase in the weight of manufactured imports may 
cause some surprise; it is in fact entirely due to 
the increased imports of iron bars and rods made 
necessary by territorial losses and adjustments. 
Apart from these commodities there has been a 
decrease in manufactured imports. The total values 
are considerably smaller than in 1913, according to 
the preliminary value figures published for the first 
eight months of 1922. 

VOLUME OF GERMAN TRADE IN 1922 AS COMPARED WITH 1913 • 

(Thousands of metrio toIlS) 

Imports Exports Net Imports t 
C1I11111Uioation 

1913 192:1 1913 192:1 1913 1922 
------------

Raw materia.la and partly 
manufaotured goode .•. 59,701 38,877 59,026 14,272 675 24,605 

Manufactured goods ••••. 1,249 1,894 9,321 5,836 -8,072 -3,942 
Food ................... 11,700 5,074 1i,368 1,443 6,33:1 3,631 
Living animo.le .••••••••• 180 30 2 5 178 25 

Total .••••••••••• 72,830 45.875 73,717 21,5116 - 887 1-;;; 
• Compiled from W;rl8chaj'l find 8latislik, no. 5, 1923. pp. 14G-1U. In 

thie table the figuree for 1913 inolude a larger area than do those for 1922. 
Sinoe German industry must now use the same quantity of raw materiala as in 
1913 if pre-war output is to be maintained, the loss of rich producing ar .... 
neceaaitate. much larger imports than were required before the war. See dis
cussion in preoeding pages. In the caae of food and manufactured goods, the 
1913 figuree should be reduc.d by about 7 per oent, in view of the reduction of 
population, to make them reaaonably comparable with the 1922 figuree. 

t N.t exports are indicated by the minus sign. 

Turning now to the export figures, we find sharp 
declines in every division except the unimportant 
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group, living animals. Raw material exports de
clined to 24 per cent of the 1913 level,l manu
factured commodities to 63 per cent, and food to 
27 per cent. For all classes combined, the volume of 
1922 exports was only 29 per cent of the 1913 
figures. 

With these general facts in mind concerning the 
precipitous decline of German foreign trade, we may 
now consider a little more in detail the German 
economic situation with respect to raw materials and 
foodstuffs. 

Germany is short of basic raw materials. In our 
computation on page 111 we showed that if Ger
many is to regain her pre-war productive efficiency 
she must have, in consequence of the loss of impor
tant sources of raw materials, imports amounting 
to 122 per cent of the 1913 imports. With a decline 
in the net imports of raw materials from 59,701 to 
38,877 metric tons (35 per cent), it is clear that 
Germany has gone backward industrially unless 
these losses have been made up by increased domestic 
production. Obviously enough, Germany has not 
been able to replace from domestic sources such basic 
materials as iron are, cotton; copper, and rubber. 
The truth is·that her capacity to replace imports by 
increased domestic prodection is strictly limited, 
because of her lack of such domestio resources .. 

I It is interesting to note in c.onnection with raw materials that 
the weight of the exports in 1913 was almost equal to tha weight of 
the imports. This is due to the fact that coal, which hulks heaVY, 
was an important export in 1913. The value . figures for 1913, 
however, show imports of raw materials to the extent of 5,003 million 
gold marks, and exports of only 1,518 million gold marks. 
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Coal is the only important exception. The follow
ing table of German imports and exports of the more 
important raw materials indicates more specifically 
what has been occurring. 

GERMAN IMPORTS A.."'D ExPORTS OF IMPORTANT RAW MATERIALS, 

1913 AND 1922 • 

(Thousands of metric tons) 

1913 1922 

cOmmodity 
Net Im- 'Ex- Im- Im- Ex-

ports ports 
ports t ports ports 

Coal .............. 10,540 34,598 -2-1,058 12,5!'l8 5,062 
Iron ore ........... 14,024 2,613 11,411 11,013 173 
Iron, pig iron, bars, 

scrap, and alloys .. 472 1,754 1,282 1,277 373 
Copper ............ 245 23 222 221 13 
l¥d~s and skins .... 262 72 190 125 3 
Rubber ........... 28 10 19 33 1.65 
Cotton ........... 583 98 485 314 53 
Wool and hair ..... 245 54 191 215 22 

• Compiled from WiTlschall "ntl Slalislik, no~ 5, 1923, pp. 141l-141. 
t Net exports are indicatod by tbe minus oigll. 

Net 
Im-

ports 

7,536 
10,840 

904 
208 
,122 

32 
261 
193 

The figures in this table reveal, as nothing else 
can, the true status of German industry. Coal 
imports in 1922 were only about 20 per cent larger 
than in 1913, despite the loss of very important coal
producing areas. The Saar, Alsace-Lorraine, and 
Upper Silesian coal fields in 1913 produced 49.7 
million tons of coal-26 per cent of the total German 
coal production. However, since there was a. con-' 
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sumption of 26.4 million tons in the ceded areas, 
we may deduct this total amount from the above 
figures,1 leaving in 1922 a deficiency on this account 
of 23.3 million tons. Meanwhile domestic produc. 
tion of Steinkahlen or bituminous coal within Ger. 
many, rather than increasing, actually declined by 
21.3 million tons, making a total deficiency as com
pared with 1913 of 44.6 million tons. To this shortage 
must be added 18 million tons delivered as repara,.
tion coal in 1922, leaving a total quantity available 
for German industry, or for export, of 62.6 million 
tons of coal less than the amount available in 1913. 

This shortage of coal has been partly met in the 
following ways: (1) Bya reduction of coal exports 
amounting to 29.5 million tons,-about 85 per cent 
of the 1913 total;2 (2) by an increase in imports of 2 
million tons i and (3) by increased production of 
lignite (50 million tons in excess of the 1913 figure). 
Since lignite compares to coal, in terms of calorific 
energy, only as 2 to 9, the increased lignite produc
tion really equals only about 11 million tons of coal. 
These three items, therefore, account for about 
43 million tons, leaving the amount of coal available 
for internal consumption 19.6 million tons less than 
in the same area in 1913. 

The net importations of iron ore aggregated, in 

1 In the discussion on p. 109 above, we did not deduct .all of this 
total since Wtl were thertl interested in computing the amount of 
coal Germany would require if she is to return to pre-war industrial 
output. 

I This reduction in exports, it should be borne in mind, inevitably 
reduccs German ability to buy ncccBBary imports of food and raw 
materia.1s. 
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1922, despite the loss of Alsace-Lorraine, only 10.8 
million metric tons as compared with 11.4 millions in 
1913, a decrease of 0.6 million tons. We found on 
page 108 that Germany would have to import 14 
,million tons more than she imported in 1913 in 
order to produce iron and steel on the pre-war scale. 
She is short, therefore, nearly 15 million' tons
almost 50 per cent-of the import requirements for 
maintaining pre-war output in the iron and steel 
industry. The iron situation is similar, though 
imports have increased more than in the case of 
iron ore.1 

While the net imports of copper were, in 1922, still 
94 per cent of the 1913 figure, hides and skins were 
only 64 per cent, and raw cotton only 50 per cent of 
the net imports of 1913. On the other hand, rubber, 
and wool and hair have shown some increase over 
1913 figures. All in all, therefore, it is clear that 
Germany's present imports of basic raw materials 
are vastly below the 1913 quantities, which obviously 
means below the amounts needed to restore domestic 
production to pre-war levels. 

Germany's industrial output is Jar below pre-war 
totals. Thtl above figures of German imports answer 
conclusively the contention so frequently made that 
German trade and industry have practically recov
ered from the effects of the war, and that the nation 
was never more prosperous than now. Greatly re
duced quantities of raw materials enter into factory 

1 It is difficult to make a precise calculation in the case of iron 
because of the Withdrawal of Luxemburg from the German Customs 
Union and because of other developments. 
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production. It is absurd to suppose that German 
industry has recovered and that the nation has 
been enjoying genuine prospenty. While there has 
been little outright unemployment, there has been a 
tremendous volume of partial unemployment. For 
social and political reasons the government deemed 
it necessary-when there was not work enough for 
all-to divide the tasks and thus enable everybody to 
work and to earn a little.1 

People everywhere have, however, been misled 
by the paper profits that have been made in Germany 
as a result of rapidly mounting prices. We shall 
have more to say upon this subject in a later chaJlter. 

T'M German population i8 also seriously short of 
foodstuffs. The reader should recall at this point 
that in our computation on pages 37-42 above
where allowance was made for the elimination of 
luxuries and all unnecessary consumption of food2-

it was estimated that Germany's post-war import 
food requirements are approximately 60 per cent of 
the 1913 imports. Since net imports of food have 
fallen to 57 per cent of 1913 figures, as indicated by 
the table on page 120, it is clear that Germany's 
supply of food is somewhat short unless the dearth of 
imports has been compensated for by increased 
domestic production.' As we shall see,. this has been 
anything but the case. Before taking up the figures 
of domestic production, however, attention mUst be 
given to the following table which shows the net 

1 See further discUilSion on this point in Chap. VIII. 
I The food delllllllds of the ceded areas are more than ofl'~t by 

the suppliea produced in those areas.: 
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imports of the more important foods in 1913 and 
1922 respectively. 

The consensus of opinion derived from the casual 
observation of a host of tourists spending a few days 
or weeks in German hotels counts for nothing in 
comparison with these figures of German trade in 
foodstuffs coupled with the production figures which 
follow. If one is inclined to be skeptical about 
German statistics, he

l 
should remember that the 

German trade figures are open to the inspection of 
Reparation Commission experts. Moreover, the 
statistics of other countries, segregating the figures 
of the foreign trade with Germany, may be checked 
against these German figures. 

GERMAN IMPORTS AND ExPORTS OF IMPORTANT FOODSTUFFS, 

1913 AND 1922 • 

(In thousands of metrio tOIlll) 

1913 1922 

Foodstuffs 

Imports Exports Nett Imports Exports --------
Wheat ................. 2,546 538 2,008 1.393 4 
Rye ................... 353 934 -581 540 2 
Barley .................. 3,238 6 3.232 267 3 
Oats .................... 505 662 -157 91 6 
Corn .................... 919 ... 919 1.085 ... 
Potatoes ................ 382 332 50 168 67 
SUKar ................... 3 1,126 - 1.123 235 15 
Dairy prod uots .•••••..... 158 18 140 34 '7 
Fish .................... 386 26 360 190 49 
Meat, lard and other animal 

Bnd vegetable fats ...... 293 134 159 335 23 

... Compiled from Wirlschtifl un<! Siolislik. nO. 6, 1923. pp. 140-141. 
t Net exports are indicated by the Ulinllll Bign, 

-
Net 
--

1,389 
538 
264 
85 

.1,085 
101 
220 

2'7 
141 

312 
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It will be noted from this table that the total 
wheat imports in 1922 were only 55 per cent of. the 
1913 volume. Wheat exports, meanwhile, have 
been almost completely eliminated, the reduction 
being from 538 thousand to 4 thousand metric tons. 
The net imports of this very important food in 1922, 
in consequence of this reduction of exports, are only 
69 per cent of the 1913 figures. 

The figures on rye, supplementing the figures on 
wheat, afford a striking illustration of what has been 
occurring in German consumption. Exports of 
rye in 1913 exceeded imports by 581 thousand metric 
tons, but in 1922 exports had been almost com": 
pletely eliminated, while imports had increased from 
353 thousand to 540 thousand metric tons, giving an 
excess of imports of 538 thousand tons, so that Ger
many's Jltatus had changed from a leading exporter 
of rye to a heavy importer. The net imports of 
wheat and rye combined in 1913 equalled 1,427 thou
sand metric tons, and in 1922 they equalled 1,927 
thousand tons. 

Il domestic production had not meanwhile de
clined heavi.!y (see the table on page 129 and the 
discussion following)' the total quantity of bread
stuffs would have been ample. But since the large 
exports of rye had vanished, rye could no longer be 
used to purchase imports of, other food or of raw 
materials. 

The net imports of barley in 1922 equalled only 
8 per cent of the imports of 1913; exports in both 
years were negligible. Oats changed from net 
exports of 157 thousand tons to net imports of 85 
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thousand tons. Corn shows a very slight increase in 
importation. The net imports of potatoes in 1922 
were just about double the net imports in 1913, 
but the increase is not particularly significant, as..
Germany is practically self-sufficient in this com-
modity. . 

The story of the foreign trade in sugar resembles 
that in rye. The huge net exports of 1,123 thousand 
metric tons in 1913 were almost eliminated in 1922. 
Imports meanwhile increased from 3 thousand to 
235 . thousand metric tons. T.he result was a net 
importation of 220 thousand metric tons compared 
with a pre-war net exportation of 1,123 thousand. 
Again, it should be noted, while the elimination of 
sugar exports has kept sugar consumption close to 
pre-war figures, it has deprived the nation of the 
means of purchasing abroad other food and rll-w mate
rials. 

The net imports of dairy products were, in 1922, 
only one-fifth of the 1913 figure. Net imports of 
fish in, 1922 equalled but 40 per cent of the 1913 
figure. But meat, lard, and other animal and vege
table fats show an increase of 96 per cent over the 
1913 figures. 

Domestic production of foodstuffs in Germany is 
also much below pre-war levels. The table which 
follows shows the yield.of the principal crops in 1913 
and 1922. 

It has been contended· that German food sta
tistics for 1922 have been falsified in order to evade 
the requisitions of the government. That they are 
net seriously in error, however, is evident from the 
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fact that they compare favorably with the statistics 
of previous years since the war and with those of, other 
countries of Central and Eastern Europe. 

PRINCIPAL CROPS IN GERMANY IN 1913 AND 1922· 

(In thousands of metric tonsl 

1913 1922 Percentage 
Crop (Present area) (Prel:lent area) (19SS of 1918) 

Wheat ••..•..... 4,043 1,957 48 
Winter lIpelt •.•.. 438 113 28 
Rye ••••......•. 10,133 5,234 62 
Spring blU'Jey ••.. 3,040 1,608 68 
Oats, ......•.•.. 8,620 4,016 47 
Potatoes ..••.... 44,023 40,665 9£ 

• W.r/Bcha/l .... d Blatilllik, 191111, no. 24, p. 786. 

The production of beet sugar has also declined 
over 50 per cent. Though formerly the leading 
European exporter of sugar, Germany now fails to 
produce enough for her own use. For a period of 
years ending August 31, the production has been as 
follows.1 

1913-14 (present area) 2,241 thousand tnetric tons 
1920-21 (present area) 1,084 thouBlLnd metric tons 
1921-22 (present area) 1,297 thousand metric tons 
1922-23 (present area) 1,483 thousand metric tons (estimated) 

The meat situation in Germany is best indicated 
by the following table showing the slaughter of live
stock during the years 1913, 1921, and 1922. 

lStatistiscMs Jahr'fw.ch, 1921-22, p. 81, and Wirtschaft uoo 
Statistik no. 11, 1921, p. 500, and no. 1, 1923, p. 3. 
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SLAUGHTER OF LxVES'l'OCK IN GERMAl\" AS REpORTED BY 

INSPECTORS * 
(In tholll!8nda of h ... d in present area) 

1922 as 

Livestock 1913 1921 1922 Per-
centage 
01 1915 

Oxen •••••••••.•••••. 494,352 359,483 316,341 64 
Bulls ••••••••••••••.•. 471,156 364,635 323,497 69 
Cows ................ 1,491,829 1,283,536 1,442,421 97 
Calves (over 3 months). 804,192 866,466 965,852 120 
Calves (under 3 months) 3,737,957_ 3,108,376 3,207,762 86 
Hogs .•.•...••........ 16,587,896 6,824,761 6,915,810 42 
Sheep ..••.•...•••.••. 1,968,434 2,092,358 1,768,360 90 
Goats .••••••••••••••. 422,856 315,387 259,535 61 
Horses •.....•..•..... 153,564 148,679 240,081 t56 
Dogs .•..•.••.•••..•.. 7,346 5,482 13,595 185 

• SIal"liocA .. J04Tb ... h. 1921-22, pp. 66-67, and W'TIo.h~' und S'al;"'A;. 
No.7, 1923, p. 202. 

The livestock supply in Germany in 1913, 1921, 
and 1922 is shown by the following figures. 

LIVESTOCK IN GERMANY, 1913, 1921, AND 1922 t 
(In tholl8&nda of head in present area) 

1913 1921 1922 

Cattle ................ 18,476 16,791 16,309 
S'llline ................ 22,534 15,817 14,683 
Sheep ••.••.•••••••••. 4,988 5,891 5,566 
Goats .•••••••..•...•. 3,164 4,296 4,136 
Horses ............... 3,807 3,666 3,648 

t W"'IocAC\fI und 8/G'iI'lk, no. 3/4, p. 7.8. 

t9SIJ as 
Per-

centage 
of 1918 

88 
66 

1118 
181 
96 
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The reasons fCYl' the general decline in domestic food 
production are numerous. It is attributable partly 
to reduced acreage, partly to the scarcity of fer
tilizers,l partly to the farmers' resentment over the 

8arI 1913 
• ~ 1922 

Oah; 

o 5 10 IS, 10 1S 30 :.s 40 4S 
foodstuff, tn Thousands of Metric. Ton 

FIo. 6.-Foodstuffs Production, 1913 and 1922. 

government's policy of food requisitions for the pur
pose of making bread for the city population, and 

1 The production of nitrate hIlS increued somewhat since the war, 
but this does not begin to offset the general deficiency. Imports 
of saltpeter from Chile amounted in 1913 to 770,000 metric tons, 
and in 1922 to 31,000 metric tons; while the imports of guano 
(mainly from Peru) dropped from 37,000 tons in 1913 to 400 tons in 
1922. The supply of potllBh is adequate, but there is a great short
age of phosphates. 
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in very considerable part to the lack of profitable 
markets, in consequence of the general disorganiza
tion of European industry and trade and the greatly 
reduced purchasing power of the city populations. 
Reduced agricultural output since the war is a 
phenomenon common to practically all of Europe. 
It should be added that weather conditions have also 
been exceptionally perverse. 

German consumption of foodstuffs in 1922 was 
wholly inadequate to maintain efficiency. The 
actual consumption of important articles of food now 
as compared with pre-war times may be shown by 
combining the totals of net imports and domestic 
production for the several items as follows.1 

GERMAN CONSUMPTION OF IMPORTANT FOODSTUFFS, 1913 AND 1922 
(In thousand. of metric tons .. ) 

Foodstuffs 1913 1922 1928 as per-
centage oj I91S 

.Wheat ........ : ......... 6,051 8,345 66 
Winter spe1t •••••..•.•••. 438 113 f(1 
Rye ••••••.•••.•..••.•.. 9,551 5,772 (10 

Barley ••••••••.•••...•.. 6,272 1,872 SO 
Oats .•••••••••••..••.••. 8,463 4,101 48 
Potatoes ................ 44,073 40,765 99 

Sugar consumption in 1922 was equal to that of 
1913. ' 

The country was apparently less badly off in the 
matter of meat supply although in the case of the 

1 Since the import figures for 1913 include the ceded areas which 
produced a surplus of foodstuffs, the present situation is a little less 
favorable than the table indicates. 
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hogs-by all odds the most important source of meat 
-the number slaughtered in 1922 was but 42 per 
cent of the 1913 total. According to calculations 
made by the Prussian Statistical Office,l the con
sumption of meat in Prussia dropped from 49.02 
kilograms per capita in 1913 to 33.10 kilograms in 
1921, or by 32.5 per cent. The decrease in the 
cities was, of course, very much greater than in the 
country. 

That the food shortage in the principal commod
ities has not been made good by increased consump
tion of dairy products is evident enough from the 
decline in the number of cattle. The United States 
Department of Agriculture 2 reports that in October, 
1922, Berlin consumed about 475,560 quarts of milk 
per day as compared with 2,114,000 quarts per day 
before the war. Consumption of eggs has also 
declined. 

The results of this drastic reduction in the national 
supply of foods has been well described as follows: 

On the side streets and by-ways of Munich and Karlsruhe 
"every third or fourth child had boils or blotches on its face .••• 
Apart from profiteers, the people looked either anxious, or sour 
and embittered, or listless, or abstracted, or in dull despair .••• 
Suicide was on the increase. • • • The children's hospitals were 
overcrowded. The children in the towns had very largely 
ceased to play games, or to play at all. The faces, as the human 
current swept by you, were gray and bloodless, and none more 
80 than those of the University students.'" 

I Zeitschrift des pr/lU88i8chen 8tatistillchen Lande8am:l8, 1921, p. 317. 
• U. S. Department of Agriculture, Foreign Crops and Markets, 

Feb. 14, 1923, p. 102. 
• LANGDON MITCHELL. Germany. TheAtlanlic Monthly, April, 

1923. 
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V. GERMANY'S PROBLEM OF EXPORT MA.RKETS 

We may now return to a consideration of the 
German export problem. As we have seen, Ger
many cannot buy the necessary imports of raw 
materials and foodstuffs unless she fan pay for them 
with exports, for no other means of buying irp.ports is 
available. Since Germany must have 14 billion gold 
marks' worth of imports if she is to feed her city pop
ulation and operate her factories successfully-quite 
apart from reparation-she must, therefore, find 
export markets that will absorb at least 14 billion 
gold marks' worth of goods. There is no possible 
escape from this fundamental necessity. 

If we are to gauge the possibilities of a substan
tial expansion of German exports, we- must care
fully study prospective German markets. The 
table on page 135 shows Germany's export markets 
in 1913 by broad territorial divisions and principal 
countries. 

It will be observed that 52 per cent of the total of 
German exports were disposed of in western Europe j 
about 24 per cent in central, eastern, and south
eastern Europe; and about 15 per cent in North 
and South America, with Asia and other remote 
regions taking almost. negligible amounts. The 
total of 10,097 million gold marks represents in 
present gold prices a little over 16,000 million gold 
marks. What is the prospect that Germany can 
sell that volume of goods at the present time, or in 
the near future? . 

German export markets have been very seriously 
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GERMANY'" ExPORT MAR}tETII, 1913· 

1913 Exports 

Country of Destination 
In Millions A8 Percentage 

of Marks 0/ Total 

Western Europe .....•.......... 6,272 53.3 

Great Brit/Lin •••....•.•...... 1,438 14.S 
France ..•.••....•••.•....•.. 790 7.8 
Netherlands •••.•.........•.. 694 6.9 
Scandinavia •••••....••...... 675 6.7 
Belgiutn ...••................ 551 6.6 
Switzerland .........•..•..... 536 6.S 
Italy ..••.•.•.•....•.......•• 393 S.9 
All others ••••............... 195 1.9 

Central, ellBtern and Boutheastern 
Europe ...•.....•......••.. 2,406 33.8 

Austria,.Hungary •.•.•........ 1,105 10.9 
Russia ......................... 880 8.7 

Balkan States .•••••.•••...... 214 S.l 
All others •••••.•••••.•.•.•.. 206 S.l 

North and South America •...... 1,647 15.4 
I 

United States ..••••.. : .••.... 713 7.1 
Argentina. ••••.••••••••. , .. , • 266 S.6 
Brazil ........ , .•. " •... ',.,., 200 B.O 
All others •••••••.••• ,",.," 368 S,7 

.Asia ••...... , •• ' •.••.•....•... , , 648 5.4 

All others ......... , ............ 326 3.3 

10,097 100.0 

• Compiled from data given in "SIalla".eh •• Jahrbuch Iflr daB D ... lllcile Reich. , 
1915. 
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impaired. In the first place, everyone knows that 
the purchasing power of all of central, eastern, 
and southeastern Europe has been very greatly 
reduced,-partly because of Bolshevism and new 
wars, partly by the economic impoverishment 
directly due to the Great War itself, and· partly 
because that economic empire of central, eastern, 
and southeastern Europe, of which Germany was the 
center, has been completely disorganized as a result 
of the war and the peace. 

Modern Germany and Austria have been the 
economic pivot of most of continental Europe, or
ganizing and controlling through commerciai, ship
ping, and financial connections the major part of 
the economic development that occurred in eastern 
and southeastern Europe during the generation 
before the war. It is hardly too much to say that 
the development of the German and Austrian 
organization of commerce and finance was the 
principal factor in widening the temtorial boun
daries of the capitalistic system in Europe, thereby 
promoting productive efficiency and making pos
sible an increase of population in all of Europe east 
of the Rhine, including to some extent north Italy. 
The economic life of that whole great area, from the 
North Sea south and east to the borders of Asia, 
radiated from the financial and commercial offices of 
Hamburg, Berlin, Frankfort, and Vienna. l This 
intricate financial and economic system has now been 
completely disrupted. In consequence of this and 

1 To be sure, London, Paris, and Amsterdam provided a con
siderable part of the liquid capital required. 
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other factors a vast temtory has rapidly deteriorated 
as a producing, and hence as a consuming, region for 
the products of German manufacture. The return 
to prosperity in central, eastern, and southeastern 
Europe is unfortunately too largely dependent upon 
the economic and financial rehabilitation of Germany. 

Second, the markets in western Europe also have 
been very greatly curtailed. This condition has 
resulted partly from the worldwide financial and 
economic disorganization which has destroyed trade 
and impoverished nearly everyone, and partly from 
the necessity of drastic economy in order to balance 
domestic budgets and to pay war debts to foreign 
countries. Concretely, Greliltt Britain, . in her su
preme effort at economizing in order to balance her 
budget must restrict imports from Germany to the 
barest necessities. France, Belgium, and Italy must 
obviously do the same. Only the neutrals among 
western European countries remain as large poten
tial buyers of German goods; and these nations 
unfortunately cannot buy as much as they bought 
before the war, as the reduction in the demand for 
their own products in aU the impoverished former 
belligerent countries has curtailed their capacity to 
buy imports from Germany or elsewhere. They, 
too, are caught in the tangled web of the interna
tional economic organization. 

Third, the United States, Argentina, ;Brazil, and 
other American countries would seem to offer the 
chief markets where sales might be expanded beyond 
the pre-war volume. But Argentina and Brazil 
have been hard hit by the curtailment of European 
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purchases of foodstuffs and raw materials, notably 
grain, hides, and coffee, while the United States, more 
able to buy than any other country, is committed to 
a high-tariff policy, designed to prevent an increase 
of imports from Germany and other countries. 

18 the world determined to prevent an expansion of 
German exports' Almost every country whose man
ufactures were stimulated during the period of 
the war has since raised its tariff barriers in the· 
hope of safeguarding these infant industries. When, 
in the summer of 1921, German trade showed a 
slight revival from the depression of the early months 
of that year and German goods began once more to 
appear in increased volume in world markets-when 
it was believed that the depreciation of the German 
currency would give an artificial stimulus to Ger
man foreign trade-the trade and financial press of 
all the world was filled with articles and editorial 
strictures about the menace of reviving German com
petition in foreign markets. A recovery of German 
exports is. almost universally regarded as something 
to be prevented at any cost. Emergency tariffs, 
anti-dumping laws, and safeguarding of industry 
acts are the striking features of post-war commer
ciallegislation. 

One can find no more striking illustration of human 
fatuity than the demand on the part of the Allied 
countries that Germany must make vast reparation 
payments and the simultaneous erection of tariff 
barriers, the result of which is to make such payments 
impossible. The tragedy is that even yet few people 
realize that any inconsistency is involved. 
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The anl,l.lysis in this chapter has been based upon 
conditions as they stood in the year 1922, before the 
invasion of the Ruhr. It goes without saying that 
Germany's economic position during the occupation 
of the Westphalian industrial district is incalculably 
more difficult than we have described'it. It is no 
part of our present purpose, however, to indicate' 
either the economic consequences of the Ruhr in
vasion up to the present time, June, 1923, or its 
ultimate relation to the recovery of the shattered 
German industrial and financial system. 

SUMMARY 

In concluding this discussion of the relation of 
German foreign trade to the reparation problem, 
we may briefly summariZe the analysis with the fol
lowing statements. 

1. Since Germany now has and can have for many 
years to come practically no net international income 
from the invisible sources, her ability to obtain the 
foreign bills of exchange with which to make repara
tion payments will depend almost entirely upon her 
foreign trade. 

2. Since the whole G1lrman economic system has 
developed in such a way that roughly 20 per cent 
of the population cannot live unless food continues' 
to be imported and that most of the factories cannot 
possibly operate without foreign raw materials, 
the procurement of indispensable imports must take 
precedence over everything else. This is necessary 
not merely for the purposes of meeting treaty obli-
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gations; it is imperative if a considerable percentage 
of the German city population is not to perish. l 

3. The imports required to maintain the German 
population in a state of physical efficiency and to 
enable the German factories to operate at something 
like pre-war capacity, total in value about 14 billion 
gold marks, as compared with actual imports in 1922 
of only about 6.2 billion gold marks. 

4. German exports must therefore equal 14 bil
lion gold marks merely for the purpose of paying for 
the necessary imports. In 1922 they were less than 
half of this total. 

5. German capacity to make reparation pay
ments continuously year after year will be deter
mined by the extent to which exports can be made 
to exceed 14 billion gold marks. 

6. At the present time the total of Germany's 
imports of foodstuffs and raw materials, combined 
with the total of domestic production, is wholly 
insufficient to support the population in a state of 
efficiency and to permit the operation of the factor
ies. Both the industrial and agricultural 'output is at 
a low ebb. The greater part of the German industrial 
population is even now seriously undernourished. 

7. Export markets for German goods have been 
very greatly curtailed since the war because of the 

, general impoverishment of Europe and the erection 
everywhere of tariff barriers against German goods 
even by the identical countries which declare that 
Germany can and must pay in full. 

1 We do not mention emigration as an alternative since for the great 
majority, deprived of the very means of subsistence, emigration is 
no longer financially possible. 



CHAPTER V 

THE BUDGETARY PROBLEM 

TmI two decades ending in 1907 witnessed a 
decisive realignment of the greater European powers. 
In 1887 Great Britain was still tranquilly pursuing 
her policy of colonial and commercial expansion, 
keeping clear of continental engagements, and the 
German Empire, animated by a policy of adjust
ment and consolidation of Central arid Eastern 
Europe, was the dominant force on the continent. 
The ensuing twenty years saw radical changes in 
policy. Germany launched spectacularly upon a 
policy of aggressive commercial and maritime ex
pansion. England, at first uncertain, then leaning, 
for Ii period, toward a German alliance independent 
of Germany's continental commitments, finally 
swung definitely toward understandings with Japan, 
France and Russia. Russia concluded an alliance 
with France. These decades, therefore, from the 
political point of view, represent a period of the 
greatest importance. 

From the point of view of public finance these 
decades are also of unusual importance, since the 
political exigencies of the time could not fail to 
exert a profound influence upon, fiscal policy and 
upon the statu~ of national budgets. We are not, 

141 
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of course, here concerned with the trend of French 
and British public finance; we are interested, how
ever, in Germany's pre-war fiscal history for the 
light that it throws upon German finances during 
and since the Great War. Mter brief comment on 
the imperial finances' during the first fifteen years of 
the Empire, we shall point out the more important 
factors in German fiscal policy, during the period 
after 1887, because that year immediately preceded 
the great changes referred to above particularly 
those of a fiscal character. 

I. THE PRE-WAR FISCAL SITUATION 

The finances of the German Empire were not as 
well ordered from the beginning as might have been 
expected. A German financial authority remarked 
in 1916: "The debt problem was the darkest part 
of the Empire's domestic economy, and made the 
lack of a sound financial policy stand out in the bold- . 
est relief."l Since the Empire could not raise money
by direct taxation, the states refusing to surrender 
this right, the latter were frequently obliged to 
increase their own taxes in order to contribute to 
the needs of the Imperial Exchequer. The inad
equacy of the imperial resources did not, however, 
give rise to any general concern until' about 1886. 
By 1875 the Empire had paid oft' the whole amount of 
loans contracted by the North-German Confedera-

1 DB. F. W. R. ZIMMERMANN, formerly Chancellor of the 
Exchequer of Brunswick, in .. Die Finanzwirtschaft des Deutschen 
Reichs und der deutschen Bundesstaaten zu Kriegsaushruch 1914," 
Berlin, 1916, p. 62. 
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tion before and during the Franco-Prussian War 
(amounting to 267 million marks at the end of 1870), 
and was free from debt, except for 120 million marks 
of treasury notes (Reichskassenscheine) which were 
issued in 1874 with .!to view to replace the treasury 
notes of the individual German states, remaining 
practically constant in amoUnt outstanding until 
1913, when the amount doubled. l During the ten 
years following 1875 small borrowings occurred from 
year to year for more or less justifiable expenditures 
on capital account, and by 1886 they brought the 
imperial funded debt up to about 446 million marks. 
From this date on, however, the increase in the debt 
reflected merely the inability of the central govern
ment to make both ends meet. A close examina
tion of the budget of subsequent years will, there~ 
fore, be helpful. 

During the quarter century preceding the Great War, 
the total receipts and expenditures of the German gov
ernment increased threefold. Real receipts, that 
is to say, receipts from sources other than borrow~ 
ing, increased from 618.4 million marks in the fiscal 
year 1886-1887 2 to 2,341.9 million marks in the 
fiscal year 1913-14, an increase of 279 per cent. 
Expenditures increased by 277 per cent from 686.8 
millions in 1886-87 to 2,791 millions in 1913-14. 
(In all figures for total receipts or total expenditures 
given in this chapter, the only portion of the ac~ 
counts of the public services,-railroads, printing 

I WILL, R., "Die schwebenden Schulden der europii.ischen Gross
Iltaaten," 'filbingen, 1921, p. 87-8. 

I The German fiscal year runs from April 1 to March 31. 
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office, postoffice, telegraph, and telephone,-included 
is the surplus or deficit, whichever happened to 
exist in the year concerned.)l The growth of total 
real receipts during the period concerned proceeded 
at a uniform rate, with the ex~eption of the six years 
from 1903--{)4 to 1908-09, each of which witnessed 
smaller receipts than those of 1902-03. Expendi
tures followed the trend of receipts, but with less 
uniformity in the rate of increase. 

Indirect taxation furnished the greater part of the 
German federal government' 8 revenue. Not until 
the reform of 1919 did the component states sur
render any important share of direct taxing privi
leges.2 They naturally desired the lucrative direct 
taxes for themselves. Miscellaneous administrative 
receipts, were next in importance. Public service 
surpluses (when existent) and receipts under the 
extraordinary budget (other than borrowing) com
prised the remainder,~a very small proportion, 
however, of total receipts. The relative importance 
of taxation in total revenue increased in 1904-o5~ 
when miscellaneous administrative receipts decreased 
by about 'half from their average level of the pre-

1 FOLDES, "FinanZwissenschaft," Jena, 1920, p. 65. See Appendix 
0, for budgetary details, including the complicated financial rela
tions of the states with the Empire. The only railroads formerly 
owned by the central government were those in Alsace-Lorraine 
and they were not profitable. Not all the postal service was 
imperial; Bavaria and Wilrttemburg had their own postal systems 
at the end of the pre-war period. 

• The giving over to the Empire of the inheritance taxes in 1906, 
and the establishment of the Wehrbeitrag and Vermogensluwachs
steuer in 1913 constitute the sole use by the Empire of direct con
tributions prior to the Great War. 
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ceding five years. In 1886-87, taxes supplied 63 
per cent of total revenue, while by 1913-14 the 
proportion had increased to 86 per cent. The 
government tried, every few years, to increase the 
tax resources at its command. In 1881, in 1893, and 
in 1906, it submitted projects for limited sales taxes, 
but all were rejected. 

The public service account, i.e., the combined 
accounts of the government-operated railroads, 
printing office, postoffice, and telegraph and tele-
phone systems, showed a surplus in every year 
from 1886-87 to 1913-14 except from 1907-{)S to 
1909-10 inclusive. This surplus varied from a. high 
point of 92.5 millions in 1912-13 to '8 low point of 
16.7 millions in 1900-{)1. Generally speaking, the 
surplus was a. fairly constant quantity, its annual 
average from 1886-87 to 1913-14 being 38.1 million 
marks.1 Even in pre-war days Germany had 
both an ordinary and an extraordinary classification 
of expenditures. The former were supposed to 
comprise merely the expenditures for the mainte
nance of civil and military departments. The 
extraordinary expenditures theoretically were con
fined to non-recwTent capital outlays and emer
gency expenditures. 

Ordinary expenditures increased from 621.0 mil
lions in 1886-87 to 2724.3 millions in J913-14. 
Extraordinary expenditures were naturally 8 vari
able quantity, and were much smaller in amount 

- 1 This is the average net surplus, the total deficits having been 
deducted from the total surpluses and the balance averaged Over 
the entire period. 
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than ordinary expenditures. Between 1886-87 and 
1913-14 the largest ratio of extraordinary expendi~ 
tures to ordinary expenditures in anyone year was 
32 per cent in 1909-10, while. the smallest ratio was 
2.4 per cent in 1913-14. Total budget expenditures 
consisted of the sum of these two items, except in the 
years 1907-08 to 1909-10 inclusive, when small pub~ 
lic service deficits were also included. 

Only in three of the years from 1886--87 to 1913-14-
was the German budget balanced without incurring 
a deficit. These were the years 1896-97, 1911-12, 
and 1912-13. The annual borrowings during the 
period as a whole amounted to about 12 per 
cent of the total receipts from taxation. These 
deficits were largest during the four years from 
1906-07 to 1909-10, amounting in that period to 
29 per cent of real receipts; in the subsequent four 
years, that is, the last four complete fiscal years 
prior to the war, the total net deficit was smaller than 
during any other four years in the entire period. 

INCREASE IN GERMAN NATIONAL DEBT, 1890-1914 

(In millions of gold marklll 

Fiscal Year Increase in Accumulated 
(April 1 to March 31) Indebtedness Budget Deficit 

1890-95 960 852 
1895-1900 218 192 
1900-05 905 955 
1905-10 1,690 1,972 
1910-14 144 87 

Total 1890-1914 3,917 4,058 
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As a necessary result of the deficits the national 
debt increased from 1,241 million marks on March 
31, 1890, to 5,158 million on March 31, 1914. It is 
interesting to note the parallelism between the 
increase in the debt and the budget deficits, as 
shown on opposite page. 

D. THE EFFECT OF THE WAR ON THE GERMAN 
BUDGET, 1914-1918 

From April I, 1914, to March 31, 1919, the five 
entire fiscal years within which the war period was 
embraced, the government of Germany disbursed in 
excess of 158 billion marks, while its total receipts 
from other sources than borrowing were less than 
22 billions. The following table 1 shows the growth 
of the expenditures and deficits. 

l'BOVI8IONAL CLASSIFICATION' OP ExPlIlNDITtJ1U!l8 AND RlIlVENUI!lS OF 

GERMANY DUllING WAR YEARS' . 

(In billioDS of paper Dlarks) 

Revenues from 
Fiscal Expenditures Other Sources Deficits 
Year than Borrowing 

1914-15 8.8 
, 

2.4 6.4 
1915-16 25.7 1.8 23.9 
1916-17 27.8 2.1 25.7 
1917-18 52.1 8.0 44.1 
1918-19 44.4 7.4 37.0 

158.8 21.7 137.1 

1 PrincipaJIy Statistischu Joorbuch.. 1920 and 1921-22. These 
figures are in paper marks. but the mark is not to be regarded as 
having been at a substantial discount during the war. cr. Appendix 
OJ p. 358. 
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The total G:lrman wartime expenditure was 
greater than these figures indicate, since the various 
states of the Empire, and even the municipalities, 
incurred heavy obligations.1 The figures for state 
expenditures 2 are as follows. 

ExPENDITURES AND REVENUES OP GERMAN STATES DURING WAR 

YEARS 

Compared with 1913-14 

(In billiollll of paper marks) 

Revenues 
fromOther· 

Fiscal Year Expenditures Sources Deficits 
than 

Borrowing 

1913-14. Closed accounts .. 8.5 7.1 1.4 
1914-15. .. 7.9 6.6 1.3 
1915-16. .. 10.6 6.5 4.1 
1916-17. .. 14.2 7.4 6.8 
1917-18. .. 16.2 9.4 6.8 
1918-19. (estimate) ....... 9.6 9.1 0.5 

• In the absenoe of definite figures as to the amount of borrowing included 
in total revenues the ordinary revenues alone have been taken in this eolumn • 
... rep_enting r .... 1 revenue. The extraordinary revenue consisted probably 
in almost every case mainly of borrowing. 

1 On March 31, 1914, the total funded debt of the states amounted 
to 15,830 million marks, and their total floating debt to 952 millions; 
on March 1, 1920, these figures had been changed respectively to 
18,403 and 16,320 millions; but the Commonwealth had assumed 
nearly 40 billions of these debts in return for the transfer of the 
railroads, leaving the total state indebtedne.ss at 6,823 million 
marks. 

'Taken from Vierteljahrshejle .ur Stalistik des DeutI!chen Reichs, 
1921, no. 2, p. 49. ' 
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We are, of course, concerned primarily with the 
finances of the Empire, as opposed to those of the 
states, particularly because the central gove~ent 
was destined to absorb the most important tax 
resources of the nation after the constitutional reform 
ot 1919. Reference to the wartime financial outlay 
at the states is made at this place only to emphasize 

'1SCAt. 
'YEAR 

1914-15 Reve;nue& 

1915-16 
Revenues 

1916-11 E'xpmdilures -=======:1 
Revenues 

1917-18 &pcndilure,-==============:I 
Rmnuu 

Expendiiuresll;========:Z===1 1S18-19 !'Ii 
RevenuC$ 

o 10 'Zo 30 40 so 
In Billions of Paper MClrks 

FlO. 7.-Wartime Revenues and Expenditures Contrasted. 

the, fact that during the war the central government 
was obliged to rely principally upon borrowing 
operations, because of the preemption by the con
stituent states of direct taxation. The German 
government cannot have had many illusions as to 
the costliness, and in the long run, the danger of 
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borrowing operations. Its loans in the period just 
prior to the war had been only indifferently suc
cess.ful. Four per cent loans by the Empire and 
Prussia issued respectively at 97 and 98 in March and 
June, 1913, were under-subscribed. Criticism of the 
German government's financial policy during the 
war is to be levelled primarily at the practice of 
borrowing paper money from the Reichsbank, which 
grew apace as financial needs expanded. We shall 
shortly have more to say on this point. 

1. Borrowing Operations.-Resort to borrowing 
was practically simultaneous with the beginning of 
the war. The treasury met its requirements by 
two methods: (1) Its week-to-week needs were cov
ered by the sale of three-month certificates yield
ing from 41 to 5 per cent; while, (2) great national 
loans were floated semi-annually. The maturities 
of the certificates were so arranged as to enable them 
to be taken up by the loans, which, of course, also 
provided much new money. The certificates nat
urally enough were marketed in banking and 
industrial circles, whereas the loan campaigns were 
nation-wide and searching in their scope and char
acter. The loans were nine 1 in number, as follows. 

1 Their terms varied considerably. They were issued in two forms, 
long-term and short-term bonds. The former class carried 5 per 
cent and were issued at from 971 to 99, redeemable at the option of 
the treasury after Oct. I, 1924. The short-term securities ranged 
from 5-year certificates, redeemable after 3 years, to 15-year bonds 
redeemable at the option of the Treasury after 6 years, but auto
matically converted to lower rates of interest after 1927. The inter
est rates never exceeded 5 per cent, and were often held to 41 per 
centj the securities were issued at 97, and 98. 
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PROCEEDS 01' GERMAN WAft LoANS· 
(In million" of paper marb) 

Loan Date 

First... . . • .. &ptember, 1914 .................... . 
Second...... February-March, 1915 ........•.•...• 
Third....... September, 1915 •••••••..•.......... 
Fourth. . . •.. March, 1916 .•..•..•.....•...••••... 
Fifth.. ... . .. September-October, 1916 ............ . 
Sixth. ...... March-April, 1917 .................. . 
Seventh..... Beptember-{)ctober, 1917 .........••.. 
Eighth. .••.. March-April, 1918 .................. . 
Ninth ..... " September-November, 1918 ••••..•• , . 

151 

Amount 

4,461 
9,062 

12,102 
10,712 
10,652 
12,979 
12,458 
14,766 
10,434 

Total......................... 97,626 

• Slalifli8c11 .. JaMb"""', 1919. 

The effect of this heavy borrowing on the budget 
may be gathered from the following tabular sum
mary of the debt service (interest, sinking fund, and 
administration expenses) of the imperial govern
ment in the war years as contrasted with the last 
pre-war fiscal year, 
CoST TO THill GERMAN EMPIRE OJ' PUBLIC DEBT SERVICE, 1913-18 f 

(In million. of paper marbl 

Fiscal Year Total Interest Sinking Admin- Extraor-
Fund istration dinary 

1913-14 245 178 65 1 ..... 
1914-15 463 398 63 2 ..... 
1915-16 1,340 1,264 68 7 ..... 
1916-17 2,635 2,535 76 6 18 
1917-18 9,437 4,253 2,275 9 2,918 
1918-19 9,564 ......... •••••• * . ....... 2,794 

, -t ..,,,,,..1 ... ,,,,, Jahrbvch. 1921-22, Pl'. 309-60, and V"",uu!ahrdlwju .ur 
Stoti.tik da D"""'ch"" Rcicha. 1921. no. 2. p. 53. The total oromary expendi
tures on oational debt· account for 1918-19 were in exc ... of 6.770 million marb, 
IIl1t it ill not Tet .~ what proportion ()f thill w~lIt in interOfjt ohars ... 
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Advances by the Reichsbank to the government be
came more and more frequent as the war progressed. 
This is to say that instead of merely selling bonds 
and certificates to individuals, the government 
exchanged its own time promise to pay with the 
Reichsbank for the latter's demand notes,-in other 
words, for irredeemable currency. This easy but 
unsound method of finance caused a steady expan
sion of Reichsbank notes and reduced the ratio of 
gold from about 55 per cent (1913 average) to 10 
per cent on Dec. 31, 1918.1 This convenient de
vice for procuring funds for war purposes has been 
denounced by nearly every German student of 
finance. 

2. The Taxation Program.-The taxation problem 
presented itself in Germany as elsewhere simul
taneously with the first military appropriations. 
The imperial government had for some years been 
getting from indirect taxes (the one field left to it 
by the states) as much as could reasonably be 

. expected. The heavY expenses of the. war were 
clearly not to be met to any great extent from an 
increase of these taxes; nor co,\!ld inheritance taxes, 
taken over by the central government in. 1906,· 
furnish any important increase. Prior to the Great 
War the imperial German government had levied 
only one direct tax-that in the National Defence 
Contribution Act (Wehrbeitragsgesetz) of July 3, 
1913. It was a capital tax and an income tax com-

o bined, intended to yield about a billion marks OVllf 

1 See table on p. 202. 
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a period 01 years. 1 Only the greatest pressure could 
have made the states accept such a departure from 
long-established habits. That pressure was un
doubtedly military in character, and due to the inter
national uneasiness that had resulted from the first 
and second Balkan Wars of 1912-13. But it was 
definitely understood that this tax was not to reap
pear, and it figured in the budget as extraordinary 
income.! Its chief importance lay in the fact that 
it furnished a basis for the later war time and post
war income and property tax assessments. Thus the 
structure of the 1916 war-profits tax rested upon the. 
Wehrbeitrag assessments. 

For a variety of reasons, the imperial govern
ment did not again ask for the II defence contribu
tion" after the war began. In the first place, there 
was a sturdy resistance from the states, which had no 
intention of acquiescing in the establishment of a 
strong system of direct national property taxation. 
Moreover, the financial and industrial elements 
strongly objected to the drastic character of the 
tax, which, they contended, would have prevented 
them from successfully carrying on their part 
in the war. Finally, the government itself had 
no intention of courting any more unpopularity 
than was absolutely unavoidable and it entertained 
hopes of having the question as to who w~uld bear 

I Of the 977 million marks collected, 637 million were received in 
1914:-15. cr. DenkschriJt uber die jinanzieUe Lage des Reicks, sub
mitted by Minister of Finance Wirth to the Reichstag, July 29, 1920. 
Doc. 254. 

• The significaDce of the budgetary classification is explained in 
AppendixG. 
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the war bills settled in no uncertain way by t.he issue 
of the contest. 

The policy at the outset appears to have been to 
raise from taxes merely enough to meet the interest 
charges on war borrowings, and the ordinary cost of 
civil administration. 1 In consequence, the govern
ment did not recommend material increases in tax
ationprior to March, 1916. When public opinion in 
1915 demanded an excess profits tax, Minister of 
Finance Helfferich declared: "We feel that such a 
tax can be imposed only after the war ."2 He was 
obliged, however, before long to ask for a war profits 
tax (March 16,1916), as well as various taxincreases.3 

The Reichstag modified this proposal by taxing addi
tions to wealth (the so-called capital increment tax). 
This was a tax on the excess war profits of corpora
tions, and on the increase in personal wealth. 

During the last two years of the war, the tax program 
was much more thorough-going. In April, 1917, the 
war profits tax of 1916 was re-enacted, but the rate 
for 1917 was fixed at 20 per cent of the assessment 
for 1916. The stamp tax on bills of lading was 
increased; and a tax laid on both freight and pas
senger traffic. The coal-consumption-tax of 20 per. 
cent was established.· Another heavy tax on,.in-

I Cf. Kuczynski, Deutsche Kriegssteuerpolitik in Annalen Jur 
Sozialll Politik und Gesetzgebung, vol. VI, 1918, pp. 278-338. 

I Address in Reichstag, Aug. 20, 1915. 
I A stamp tax for receipts, an increase in the bill-of-lading stamp 

talC, an increase in the tobacco ts.:~, and a supplement to the postal 
rates. The last three were adopted, and instead of the receipts 
stamp tax a general sales tax was established. 

, An intended rcductioQ, of 10 per cent for poor housebolders WI!.$ 
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creases in both property and income between 1914 
and 1918, on July 26, 1918, established, overlapped 
and supplemented the tax of 1916. By going back 
over the period the older tax had already covered, 
it gleaned additional amounts. 

The 1918 tax program was intended to increaSe 
the revenues from sources other than borrowing by 
as much as 4,300 million marks. The program was 
loudly heralded as an example of remarkably thor
ough-going financial policy, although in fact the 
estimates were in many cases extremely- optimistic, 
while in other instances the effect of the legislation 
could not possibly be felt during the fiscal year when 
the program was intended to become effective. A 
spirits monopoly, for example, was established 
which was to become effective at the end of the war 
with an estimated yield of some hundreds of millions 
of gold marks. For the first time, a tax on wine was 
established by the national government; previously, 
only some states had taxed wines. The rate was 
20 per cent ad valorem. The champagne and beer 
taxes were also increased, the increase in the latter 
case being based OIl:' the alcoholic content. It was 
estimated that the additional yield would be a little 
over a third of a billion gold marks. The supple
ment to the postal and te~egraphic rates, the sales 
tax, and the stock exchange tax were expected to 
yield perhaps as much as a billion and a third per 
annum over and above previous net yield. The 
customs rates were increased slightly. Obviously, 
cancelled just before the law took effect, on the ground that it 
could not be administered successfully. 
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however, the falling off in imports rendered hori
zontal increases in this class' of taxation of little sig
nificance during the actual war period. 

The states and municipalities were also increasing 
their income and other taxes throughout this period, 
some of them having made a notable effort to keep 
abreast of mounting expenditures. 

The following columns show some of the more 
important receipts of the Germ.an, imperial govern
ment during the war years. l 

PRINCIPAL SOURCES OF IMPERIAL REVENUE (OTHER THAN BOBROW

ING), 1914-1919 

(in millions of paper marks) 

Recurrent 'Reichs-
Taxes bank and 

Fiscal 
(including 

Customs Coal Darlehns-
Year 

Inheritance, 
Revenues Tax kassen 

Sales, Inere- contribu-
ment, Stamp, tiona Traffic Taxes) 

1914-15 228 561 ... 55 
1915-16 215 360 ... .... 270 
1910...17 406 348 ... 258 
1917-18 850 233 413 482 
1918-19 1,356 133 751 886 

Germany clearly did not tax as rigorously as either 
Great Britain or France during the war. In the first 
3 years of the war the tax burden was light, and it 

1 Budget Report of Chancellor Wirth, Oct. 20. 1920. Doc. 698. 
Cf. Appendix 0. p. 358. for greater detail. 
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was not until the last year or so that anything like ~n 
adequate tax program was instituted. Moreover, it 
seems clear that what a German economist called 
Germany's "taxable reserve" was greater at the 
outbreak of the war than that of other leading coun· 
tries in Europe.1 This was due to the faCt that the 
accumulated public debt of the Empire was rela,. 
tively small, with a correspondingly slight interest 
burden. In fact, the value of Germany's pre-war 
imperial state property exceeded her imperial debt; 
while the aggregate value of her national state and 
local public property and publicly operated services 
considerably exceeded her aggregate public obliga,. 
tions of all classes. 

'We have enumerated the more important meas· 
ures, and our conclusion on the basis 'of this material 
is that Germany relied altogether too heavily on 
loans throughout the war. When at length the Ger
man governinent began to tax effectively, the change 
was almost too late to be of any substantial benefit. 

m THE FISCAL SITUATION OF THE GERMAN COMMON· 
WEALTH. 1919-1923 

Alter the war, Germany, deprived of strong cen
tral leadership, and guided only by.a regency rest
ing upon an insecure foundation of parliamentary 
compromise, faced an uncertain future with repara
tion payments of undetermined amounts, an enor
mous domestic indebtedness, an impaired credit 

I JULroI! WOLP, "Steuerreserven in England und Deutschland," 
Stuttgart, 1914,'quoted by B. Foldes, "Finanzwissenscha.ft," Jena., 
1920, p. 244. 
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structure, and universal popular depression and loss 
of morale. We have pointed out in Chapter III 
the magnitude of the payments and economic effort 
in general which the provisions of the treaty de
manded of Germany. It is now necessary to con
sider, on the one hand, the effects on German public 
finance of the reduction in her economic power as a 
result of the war, and, on the other, the consequences 
of the policies which the government has since the 
treaty put into effect. In reviewing this period, 
we shall not undertake a searching analysis of the 
fundamental weaknesses or necessities of the German 
policies; our object at this place is simply to trace 
the course of the ever more complex financial prob
lem, leaving criticism and appraisal to the following 
chapters. 

1. The Four Post-war Budgets.-Reduced to their 
simplest terms, the four budgets covering the period 
April 1, 1919-March 31,1923, are brought together 
in the following table. The figures represent actual 
yield or expenditures, at least so far as preliminary 
closed accounts are available. It is still necessary 
to say "preliminary closed accounts," for in the 
nature of the case many years must pass before any 
final audit of the tempestuous post-war accounts 
can take place. The accounts for 1919-20, 1920--21, 
and 1921-22 may be taken as approximately com
plete. 

It will be seen from this table that the receipts 
from sources other than borrowing were less than 
a third of the total expenditures in each of the years 
1919-20 and 1920--21; in 1921-22 they were about 
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37 per cent; while in the last year they fell to about 
22 per cent. It was in the third year after the war 
that the situation was at its best. 

SUIII1<!.UY 01' GERMAN BUDGETS, 1919-20 TO 1922-23 • 
(In billions of marks) t 

Total Ordinary 
Expenditures, 
plus Net Ex- Excess of Percentage 
traordinary Total Expenditures of Expendi-

Fiscal Expenditures, Ordinary over Ordi- tures Rep-
Year Public Service Revenues nary Reve- resented by 

Subventions Ordinary 
and Treaty nues Revenues 
Fulfillment 

Expenditures 

1919-20 47 11 36 23 
1920-21 182 59 123 32 
1921-22 244 91 153 37 
1922-23 7,630 1,558t 6,072 22 

* Baaed for 1919-22 on Budget Reports of Ootober 20, 1920, and FebruaX'Y 24, 
1923 (Reichstag does. 698 and 5,584), and StaUBI;"ch •• Jahrbuch, 1921-22; 
for 1922-23 on German treasury statements in April, 1923, and Reich.an.eiuM', 
April 23, 1923. 

t It is diffioult to convert theee paper marks to gold mark equivalents .in.e 
one cannot be sure iust bow muoh of tbe expenditures occurred when the mark 
stood at any Biven rats. ' ' 

l Inoluding 12.8 billions in receipts from oompulsory loan, here regarded &8 

real receipts. The returns from the occupied territoX'Y for the last three mont~ 
of 1922-23 were not available when the total for the rest of Germany Willi given 
out. Cf. R.ich ....... ig.r, April 23, 1923. 

The treasury had two alternatives if the budget 
was to be balanced, (1) to cut expenditures to the 
level of actual revenues, or (2) to increase revenues 
to the level of indispensable expenditures. That 
there was a very definite limitation to the first pos-
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sibility is evident from the following figures of ex
penses incident to treaty fulfillment as compared 
with non-borrowed revenues. The figures are in 
billions of marks. They are taken from official 
sources and of course include both direct and indirect 
costs of carrying out treaty obligations.1 

Fiscal Year 

1919-20 
1920-21 
1921-22 
1922-23 

Disbursements Incident 
to Treaty Fulfillment 

2 
25 
97 

2,113 

Ordinary Revenues 

11 
59 
91 

1,558 

It will be noted that expenditure~ for treaty ful
fillment increased from one-fifth of real receipts 
in 1919-20 to 150 per cent of real rec~ipts in 1922-23. 

We shall presently discuss what would have been 
involved in reducing general expenditures. We 
must, however I first trace the story of the German 
government's revenue policy in the post-war years. 

2. Taxation, 1919-1923.-The first fiscal necessity 
in Germany immediately after the war was the 
reorganization of the entire financial machinery 
of the government. It will be recalled that the 
central government did not possess the constitu
tional right to levy direct taxes,-such wartime 
direct imposts as were levied being permitted by the 

I For statement on indirect costs, see discussion in Chap. Ill. 
For a more detailed statement of treaty fuUillment dishursements, 
see table on pp. 170-171. 
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I!tates only because of the paramount necessities of 
the situation. After the war it quickly became 
apparent to the responsible leaders that if the huge 
postwar obligations of the federal government 
were to be met and the credit of the nation pre
served, the government must be· constitutionally 
authorized to mobilize the financial resources of the 
country without regard to state rights, local or class 
tradition, or vested interests. . 

Accordingly, the Weimar assembly, which had 
been convened for the purpose of drafting a. consti~ 
tution for the Republic, took up the whole fiscal 
problem in its opening sessions. This convention 
began in May, 1919, and concluded its deliberations 
in December of that year. In brief, the constitu
tional assembly conferred on the central govern
ment unrestricted control o.ver the collection of all 
forms of taxation, as well as the disbursement of the 
proceeds, with the proviso that the executive should 
have proper legislative mandate, and that both legis
lative and executive branches of the government 
should give due heed to the financial requirements of 
the local administration, whether state or munici
pal.1 

The actual reorganization oj the fiscal administra
tion proved a difficult task. Constitutional authori
zation of a thorough-going change from one financial 
system to an entirely different arrangement ·i8 one 
thing, and the successful transition to the new sys
tem is quite another. In the first place, since the 
new government required some time t.o perfect its 

1 Cf. Appendix G. 
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organization, the constitutional assembly was 
obliged to assume legislative functions. It formu
lated the tax principles and rates for the fiscal period 
then current, and then enacted a series of modifica
tions of the war time tax legislation, such as the 
t' extraordinary war contributions" and capital
increment tax, culminating in the law of December 
21, 1919, establishing the national emergency con
tributiOJi (Reichsnotopfer). The struggle over this 
proposal lasted nearly a year, and its adoption 
marked a social democratic victory over the bour
geois parties which favored a forced loan, to be sub
scribed to by all the citizens having more than a 
rather low income. 

This emergency contribution was essentially a cap
ital levy with an imposing schedule of rates up to a 
maximum of 65 per cent. It was intended to be iIQ.
posed but once, payable over several years with rates 
relatively high for the time of its enactment and based 
upon property assessment both in 1913 and during 
the war years. The difficulty of enforcing a measure 
of this kind, which entered into almost every phase of 
the complicated economic life of the nation, would 
have been formidable enough for a well-seasoned staff 
of fiscal officials working in relatively normal times; 
thrust upon an already over-burdened staff consist
ing largely of inexperienced personnel, it is not sur
prising that, under the abnormal conditions existing, 
the Reichsnotopfer failed to fulfill the anticipations 
of the assembly. It was hoped that it would pro
vide means enough to cover all ordinary (civil) 
expenditures and leave something for treaty require-
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ments. It yielded over 9,900 million paper marks 
in 1920-21,1 Meanwhile, however, the ordinary 
paper mark expenditures of the government, as 
we shall presently indicate, had increased by leaps 
and bounds. 

The new government accordingly found it neces
sary to modify the provisions of the emergency con
tribution law. Within a year (Dec. 22, 1920) the 
Reichstag enacted a law If to facilitate the collection 
of the Reichsnotopfer and the capital increment 
taxes". The chief amendment was directed to the 
collection in the single year ending Dec. 31, 1921, of 
one-third of the total assessment-although the orig
inal plan had contemplated from thirty to fifty' 
annual instalments; but the other two-thirds of the 
total assessment were formally abandoned. The 
new arrangement still proved ineffective to produce 
rapidly the money necessary for the purposes of the 
government. 

The alternative proposal of a forced loan, long 
inconclusively debated, was again taken up in 1921. 
It was designed to be levied only on productive 
capital,-banks, industrial concerns, and the like,
not touching the fixed-income classes. Its proceeds 
were to apply only to treaty-fulfillment obligations. 
After an intensely bitter parliamentary debate, it 
became law late in 1921.2 

1 Report of Minister of Finance in Reichstag, February 24, 1923. 
Reichstag DOll. 5584. For 1921-22 it yielded 8,600 millions, of 
which 7,800 millions appear to have been paid in public debt obli
gatiOll8. Its yield for 1922-23 was about 4,111 million marks. 

I The forced loan was subscribed to throughout the fiscal year 
1922-23. It was estimated before the e1:d lit that year that 45,840 
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In the fall of 1921, Dr. Wirth, then Minister of 
Finance, submitted bills dealing respectively with an 
annual capital levy and an annual capital increment 
particularly during the post-war period. These laws 
were enacted after heated discussion throughout the 
ensuing winter in a blanket taxation act of April 4, 
1922, whereby the tax program of the Wirth regime, 
intended to provide the government with sufficient 
means to meet Germany's treaty obligations, was 
given its fullest expression. 

Other taxes were also being increased during this 
period. Both direct and indirect taxes were fre
quently revised, in the latter case with a view to 
reach sJ.l classes of the people. Consumption, 
sales, and professional taxes were doubled and 
tripled as the government found itself from week to 
week faced with new classes of obligations for which 
no calculation had been made in the budget, but 
which, nevertheless, were shown to arise more or less 
directly from the provisions of the treaty and were, 
consequently, not to be rejected. Moreover, the 
demoralization of the currency wrought havoc with 
the taxation program. Early in the faIl of 1921, 

millions would be subscribed to it and that about 100,000 millions 
would be subscribed during 1923-24. It appears that about 13 
billion marks were actually subscribed in 1922-23. The rates of 
"subscription" range from 1 per cent on the first 600,000 marks 
to 10 per cent on anything exceeding 6,000,000 marks. Manual 
laborers' incomes averaged 250,000 marks monthly early in 1923. 
The one most important drawback to the full success of the loan has 
heen the low valuations authorized by the treasury officials. II Higher 
valuations and lower rates" would be a better formula for the German 
fiscal officials to observe than the principle of high rates and easy
going methods of valuation. 
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it became clear that taxpayers had more to gain by 
holding back their payments even beyond the closing 
date8 prescribed by law, than they had to lose by 
paying the heavy penalties imposed for delinquency. 
This situation was destined to grow worse and worse 
until the beginning of 1923, by which time all rela
tion between what the German government could 
collect by way of taxation and what it felt obliged 
to spend, had disappeared. 

Another complicating factor was the obligation to 
turn back to the states certain portions of the pro
ceeds of taxation. This continued to hamper the 
federal government throughout the fiscal year 
1922-23. A tentative agreement was hammered 
out in April, 1922, at a conference at WUrzburg be
tween the Minister· of Finance of the Common
wealth and the financial officers of the several polit
ical divisions. This was discussed at great length 
throughout the balance of the fiscal year. The 
arrangement would provide that the nation alone 
should collect the income tax, but three-fourths of its 
proceeds were to be. distributed among the states, 
instead of two-thirds as had been the case hereto
fore. The ratios of distribution among the federal 
tax units were carefully worked out and corre
sponded roughly to the ratios of assessment. Within 
these units, however, further subdivision. was to 
be made with reference to local laws and agreements, 
for only the federal states were to have definite 
claims against the Commonwealth. 1 Not only 

I A few exceptions to this principle were incorpora.ted into the Ia.w, 
chiefly to the effect that t~e entire proceeds of the real-estate sa.1es 
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would this adjustment if realized, complete the 
fiscal reorganization of 1919, but it would serve in 
some measure to conciliate the local administrations 
whose expenditures had been mounting prodigiously 
just at the moment when their revenues were either 
absorbed for federal purposes, or cut down (rela
tively, in so far as purchasing power was concerned) 
mainly by reason of low valuations of real property, 
deemed necessary as compensation to property 
owners for losses of income due to rent control. 

The taxes proposed for 1923 were intended to be 
imposed in such a way as to prevent the flight of capital. 
They were certainly thorough-going in theory, how
ever impossible of successful application. The fiscal 
officials had sole authority to pass on the necessity 
from the nation's point of view for making foreign 
remittances. Exception was made in the case of 
firms or persons certified by their chambers of com
merce as requiring such remittances in the ordinary 
course of their business. But if such certification 
were granted, the person or firm was to become wholly 
liable to the state for any unauthorized or unjustified 
purchase of foreign exchange. Export trade, there
fore, was to be permitted only in so far as demon
strably necessary for imports officially regarded as 
indispensable to the economic life of the German 
people. The penalties for evasion have become most 
severe. But so long as the mark continued to fall, 
the value of augmenting the rates, adjusting on a 

tax would be divided equally between the districts and the states, 
while in other cases the districts were to have 20 per cent of the 
proceeds as against the states' 10 per cent. 
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sliding scale the income classifications to the fall of 
the mark, or devising new means of collecting taxes 
promptly, must necessarily be far less than if the 
currency could have been stabilized. No device 
was adequate to enable the government to keep 
pace with the decline in the currency. 

In the three years following the London reparation 
decision of May, 1921, the German budget was directly 
BUpervised by the Reparation Commission. The finan
cial year 1921-22' began amid uncertainty in Ger
many tending toward apprehension; the financial 
year 1922-23 opened in an atmosphere of pessimism 
and widespread alarm. The correspondence be
tween the Reparation Commission and the German 
government from December, 1921, to April, 1922, 
indicates a fair measure of compliance with the 
requirements of the Commission in the matter of 
taxation. Conferences took place, followed regu
larly by new taxation laws in Germany. Although 
yielding on each important point, the German gov
ernment insisted that the process was leading toward 
imminent disaster. 

The Reparation Commission not only stipulated 
the tax reforms that were made by the German 
government, but, after the end of the year 1921, 
it also instituted and maintained a vigilant control 
of all German fiscal operations. The representa
tives and observers of the Commission were stationed 
in strategic positions in the German Ministry of 
Finance and elsewhere, and had ample opportunity 
to acquaint themselves with the effort that Ger
many was making to find funds with which to cover 
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both her ordinary and reparation expenditures. 
While these representatives of the Commission 
criticized many things and took exception to minor 
matters of procedure and policy, nevertheless, after 
the fullest scrutiny of the German financial opera. 
tiona, they confined themselves to conventional 
recommendations that as· far as possible Ger
many retrench and economize in domestic expend" 
itul'es in order to meet the prior obligations 
of the treaty. Evasion on a conSiderable Bcale no 
doubt occurred; but it is unlikely that it could have 
been practiced to a wholesale extent in the presence 
of numerous observers and agents of control without 
being detected and made the basis of vigorous action. 

S. Expenditures.-There arl:) two wain reasons 
why the expenditures were so large. First, there 
were enormous obligations directly and indirectly 
involved in the fulfillment of the treaty. Second, 
the depreciation of the mark neoessitated unending 
increases of all appropriations. In examining the 
effect of treaty fulfillment upon the finances of the 
Commonwealth, we are not concerned with the vari~ 
ety of payments or deliveries; we are here inter-. 
ested only in the actual cash outlay of the German 
treasury for whatever objeot. 

Considering first the treaty expenditures, we call 
attention to the table on pagfls 170-n. It shows pay .. 
ments by the treasury for the four fiscal years under 
review, duly itemized as to the more important 
olasses of treaty fulfillment charges. It has been 
based, like the other tables in this chapter, on Ger
man o,fficial sources, Before commenting on the 
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significapce of these figures, a. word of explanation 
seems necessary. 

To begin with, the table records nothing but treaty 
fulfillment charges and must not be confused with total 
figures of expenditures f~r all purposes as shown in 
the table on page 159. Practically all the dis~ 
bursements were in cash; but whether in cash or 
otherwise, all computations were in marks, and nat~ 
urally, in paper marks. Now these disbursements 
were ma.de at different times throughout each of the 
fiscal years;' and owing to the depreciation of the 
currency, successive payments, although nominally 
comparable, represented units of diffefent value. 
COMequently, the totals of paper mark payments 
for each of the four years cannot be taken as real 
measures of the financial effort of the German 
government for the corresponding periods. But if we 
strike an average rate of conversion for each of the 
fisoal years, getting a total gold mark value for the 
payments in all four years of 6,096 million gold marks, 
we still fail to measure correctly the extent of Oer
many's financilU outlay on the Treaty of Versailles, 
We must estimate these payments in terms of the 
internal purchasing power of the Bums involved, 
during the respective periods.1 

If it were possible to trace in detail the list of indi
vidual payments ma.de by the Oennan treasury in 
fulfillment of the treaty, it would be found that each 
purchase of foreign exchange for the purpose of 
making treaty payments or deliveries was accom .. 
panied by a roughly proportionate increase. in the 

J For method of c:omputa.tion, see Appendix G. 
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ACTUAL CASH DISBURSEMENTS BY THill GERMAN TREASURY 
APRIL 1, 1919, TO 

(In paper marks; in gold marks at foreign exchange value, 

Repara- Disburse-
Fiscal Inter- tion in menta 
Year Military Allied Restitu- Cash Kind Attribu-

April 1 Occu- Com- tion Repara- (Coal, table to 
to pation missions tion Coke, British 

March 31 and the Recovery 
Like) Act 

In millions 
1919-20 442 83 .... .... 

5,462 
. .. -

1920-21 3,178 498 162 .... .... 
1921-22 5,606 639 2,798 45,851 8,716 2,211 
1922-23 177,598 20,160 462,392 588,770 262,832 242,194 

Total 186,824 21,400 465,352 634,621 277,010 244,405 

In millions of gold marks converted 

1919-20 49 9 
dollar exchange value of the paper .... .... .... . ... 

1920-21 230 36 12 395 .... 
1921-22 162 19 81 1,321 251 64 
1922-23 101 11 264 334 149 137 

Total 542 75 355 1,655 795 201 

In millions of gold marks (on basis of 

1919-20 127 23 . . . . .. "T~'" ~uk .. ~~ 1920-21 451 71 23 .... 774 .... 
1921-22 293 34 147 2,391 454 116 
1922-23 194 21 503 641 286 263 

Total 1,065 149 673 3,032 1,514 379 

• To which must be added available and unexpended credita of 32,388 
"AnleihedenkBchrift" for 192 , p. 18, and 1922, p. 28. 

t Following ratio. for paper ma.rb to the dolla.r were used: 1919-20, 37.639; 
t Following ratiOi for intarnal ... eJ:terna.I va.Iue of the paper mark were used: 

III to method of computing these ratios, and the disadvantage of using 
These figures showing fiscal expenditures made by the German 

from the estimates in Chap. III of the losses sustained by the German 
many of the transfers of title and deliveries did not involve monetary 
property and the property liquidated in foreign countries. Moreover, 
zens for property taken from them for delivery to the Allies, such pay
get figures. The losses of capital resources which do not find retieo-
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ON ACCOUNT 01' A.mnSTICIII AND TREATY FULFILLMENT, FROM 
MARCH 31, 1923 
and in gold IIl&J'ks at purchasing power inside Germany) 

Reim
burse-Security Pay

Pay- menta 
menta Outaide 

Clearing ment of Ship 
H German D Ii 

to Com- f 
mittee of 0 

ouae Nationals .e very 
Opera- De . ed DISburse-

Guarao- Repara-
tees tioo 

tions pnV' menta 
of 

Property 
Abroad - ---

of paper marks 
.... 797 157 
.... 10,577 '2,766 1,708 

3,375 11,219 12,109 3,835 .... 32,361 93,481 61,519 

3,375 54,954 108,356 67,219 

from paper IIl&J'ks on basis of average 
IIl&J'k in each year concerned t 

••.• 89.... 18 
764 200 123 

97 323 349 110 
18 53 35 

97 1,194 602 286 

average domestic purchasing power 
year concerned) t 

•••• 232.... 47 

175 
1,497 392 241 

585 632 199 
34 102 67 

175 2,348 1,126 554 

506 
1,140 
1,107 

162,938 

165,691 

57 
82 
32 
92 

263 

148 
161 
58 

177 

544 

Miscel
laneous 

---
93 

138 
199 

8,862 

9,292 

10 
10 
6 
5 

31 

26 
20 
11 
10 

67 

Total 

---
*2,078 

*25,629 
97,685 

2,113,107 

2,238,499 

232 
1,852 
2,815 
1,197 

6,096 

603 
3,630 
5,095 
2,298 

11,626 

milliOIl8 at the end of 1920-21, and •• 546 millioll8 at the end of 1921-22. Of. 

192()"21, 58.156; 1921-22, 145.832; 1922-23, 7418.794. 
1919-20,2.60: 1920-21, 1.96; 1921-22, 1.81; 1922-23, 1.92. Cf. Appendiz G 
averace esohanee valu .. for an entire year. 
treasury in connection with reparation paymenta differ materially 
nation lD fulfilling treaty obligations. The explanation is simply that 
outlay within Germany by the treasury, as, for example, the ceded state 
in many C!lSeII where the treasury is required to reimburse private citi
menta have been'greatly delayed and hence do not appear in the bud
tWn in the table greatly exceed in value these treasury disbursements. 
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"floating" indebtedness incurred through the place
ment with the Reichsbank of treasury bills in ex
change for the banknotes used in buying foreign 
exchange and followed bya corresponding decline 
in the value of the mark. This phenomenon is most 
frequently observable in the third and fourth fiscal 
years with which we are concerned. The outstand .. 
ing example, perhaps, is the effect of the purchase by 
the German government of sufficient exchange to 
cover the billion gold mark payment made in the 
late summer of 1921 as the first instalment of pay
ments under the London schedule. In short, every 
political and economic development since May, 1921, 
relating directly or remotely to the fulfillment of the 
treaty, has accelerated the increase in the floating 
indebtedness. 1 The public credit of Germany, in 
consequence, has been gravely impaired, if not. com
pletely shattered. Its restoration can oilly come 
hand in hand with the reestablishment of sound and 
enduring social and economic conditions, and the 

I In January, 1923, after all hope of balancing the budget for the 
fiscal year then current had been abandoned, disbursements of the 
German treasury for the purpose of purchasing foreign t'xchange to 
give effect to the provisions of the treaty or its subordinate eon
venuoDs resulted in the expenditure in the brief period from January 
11-20 of 44,735 million paper marks to cover cash payments earlier 
contracted for; 468 millions to cover exchange purchases incidental 
to deliveries in kind; 10,031 millions to cover British Recovery Act 
"lIl!.nction" payments; 1,517 millions to meet the requirements 
of Inter-Allied Supervisory Commissions; 139 millions to meet the 
requirements of the Rhineland Commission; and 46 millions to cover 
clearing-house requirements long since contracted for. These items, 
together with some less important ones, tqtaled 58,598 million 
paper marks. Statement of the Ministry of Finance, Jan. 31, 
1923. 
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renewa.l of confidence in the future integrity and 
prosperity of the nation. . 

The progressive depreciation oJ the currency demor
alized the budget. With revenue from taxation insuf
ficient to meet total budgetary requirements, the 
resort to borrowing from the Reichsbank steadily 
reduced the value of the mark. .As prices rose it 
became. necessary month by month to readjust gov:
ernment expenditures. Not only had the salaries of 
government employees, including the . public ser
vices taken over by the Commonwealth, to be raised 
""ith increasing frequency in order to assure at least a 
minimum existence, but, before the second half of 
the period under consideration had set in (since 
Oct. 1, 1921) all the state and municipal govern
ments had to be assisted by payments from the 

~ national treasury to cover analogous increases in 
the compensation of their respective employees. 
Moreover, a large class of military and civil pen
sioners, frequently living close to the edge of existence 
by reason of physical inability, had to have sup
plementary payments to cover, at least in some small 
degree, the currency. depreciation. . 

The government 8.Iso found itself obliged to sub
mit to the revision,-by tribunals-of contracts 
made with industrial establishments for various 
works of reconstruction. An outstanding example 
was its compromise with the contractors engaged in 
the building of shipping intended to replace the ton
nage surrendered or destroyed. . Made at a time 
when the mark was relatively stable, the contracts 
in question were thought to have taken fully ~tQ 
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account any minor currency fluctuation or depre
ciation which might occur; but before the work was 
fully under way, the currency suffered so disastrous 
a shrinkage that the government was obliged to 
consent to wholesale increases in payments under the 
contracts in order to prevent this essential industry 
from being utterly paralyzed. 

The expenditures of the administrative departments 
do not appear excessive throughout this period. Apart 
from constant revisions of the appropriations in 
order to compensate for the declining value of the 
currency,-an element we find as inevitable and 
omnipresent in domestic expenditures as in those 
relating to the Treaty,-it appears that the German 
b1,ldget, during the four fiscal years ending March, 
1923, presents no important example of increased 
expenditure, and may on the contrary be regarded 
as having kept administrative expenditures within 
reasonable limits, comparatively speaking. The 
number of government employees tended steadily 
to decrease with two notable exceptions. The staff 
of the treasury has increased steadily throughout 
this period, because of the growing complication 
of the fiscal program; while the government now has 
the whole railroad personnel of Qermany in its 
employ. 

The taking over of the entire railroad system of the 
country by the federal government' on April 1, 1920, 
had grave disadvantages even though a variety of 

. arguments could be advanced in its favor. It was 
thought at the time that rivalries and duplication 
of service would be eliminated through the consoli-
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dation of the roads, while it was regarded as desir
able, if the national government was to have to 
face frequent salary bonuses to the railroad per
sonnel to counteract currency depreciation, that 
. undisputed title should vest in the Commonwealth. 
The question of the valuation of the roads and the 
form of compensation offered serious d.ifficulties. 
The value at the time of transfel', estima.t~d pro
visionally at 25 billion marks, was declared by the 
states to be unfair in that it took no account of war
time and post-war deficits. Something in the neigh
borhood of 40 billions seemed likely eventually to be 
fixed as the aggregate valuation. As the states 
could not expect the Commonwealth to pay for the 
roads on a gold mark basis, they accepted an arrange
ment whereby corresponding amounts of their funded 
and floating indebtedness were assumed by the 
nation.1 

The railroads had been losing ground financially 
throughout and after the war, and the states were 
well rid of them. The Commonwealth had perhaps 
still less reason to hope to make them self-support
ing. The enormous,rehabilitation cost alone would 
have given the prc.:war imperial government all it 
could have handled, had it acquired the roads, say 
in 1913, in the condition in which they were in 1919. 
As part 'of the agreement of transfer, it was stipu
lated that any construction already under way 
shquld be completed by the national government. 
Much unnecessary construction was begun by the 

1 Much of it was floating debt-I6 billions in 1921-22, for example. 
Cf. GescMJtBbericht. der deutschen Reichsbahn, 1923, p. 10. 
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states, the completion of which they now urged with. 
out any scruple since they were free from any further 
financial responsibility. But it was in the handling 
of the personnel question that the railroad authorities 
of the states revealed their utter lackol any sense of 
national responsibility and solidarity .• On the eve 
of the transfer, nearly 100,000 employees of the non
official ratings (Arbeiter und Hilfsbeamter) were pro
moted by the state railroad administrations to the 
rank of officials (Beamter), or in other words, made 
permanent and for all intents and purposes, irremov
able employees. Then, too, a number of officials from 
the ceded territories had to be cared for within post~ 
treaty Germany. Finally the eight~hour day pre
cluded any decisive reduction in the number of 

. workmen. The prospect of reducing personnel was 
thus made remote indeed, for even if a strong gov
ernment could have risked· the political . conse
quences of wholesale dismissals in the face of tech
nical obstacles and official traditions, it would still 
have been at a loss what provision to make for these 
ex-employees and ex-officials. The Wirth and Cuno 
cabinets have contented themselves with the policy 
of filling no vacancies caused by death or disabil
ity.l 

In short, this vast and formidable transaction took 
place at as bad a time from the point of view of the 

1 Railroad employees numbered 695,794 in 1908, 782,731 in 1913, 
680,387 in 1914, 816,990 in 1917, 1,121,74.5 in 1919, 1,089,8~9 in 
1920, 1,050,89R in 1921, and 1,026,969 in 1922; estimated for 1923, 
971,960. cr. Budget Report of Feb. 24, 1923, and R. Kuc
lYN8KI, ".Reichseisenbahnen und ReichRfinanzen," 1922, pp. 32 
and 48 II. 
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federal treasury as one could imagine. While the 
&ssumption of the debts of the states by the nation 
was not likely to be the.1ast straw, the burden of the 
carrying charges of an unprofitable service with a 
million employees has shown itself quite the worst 
domestic handicap with which ,the treasury has had 
to struggle. Few operating economies have been 
effected. As there is now no free market for coal or 
railroad equipment, the purveyors of these commodi
ties are no longer in competition as to a slight degree 
was the case when the states owned the railroads. 
The equipment manufacturers and coal companies 
have now but one customer which must deal with 
them all; and that customer proceeds on the basis 
that it has no recourse but to accept· the urgently 
needed products at the prices the supplying agencies 
may fix.l 

The outlook at the end oj the fiscal year 1922-23 was 
plainly desperate. The government faced the fiscal 
year 1923-24 in an insecure financial position. Its 
estimates were admittedly provisional. The cost of 
treaty fulfillment and some other classes of dis
bursements had stilJ to be calculated, and included 
in supplements to i the budget; new credits were 
being opened under authorization of the Reichstag 
almost from week to week, II and the carrying 

J While in 1913 Jlot 1_ than 61 per cent of the total operating 
expensea were personal, and only 39 per cent for material, in 1923, 
only 29 per cent go for pEll'llonnel and 71 per cent for material. Cf. 
Budget report, Feb. 24, 1923 Reichstag doo . ..5,584. ' 

, Cf. Budget Report of Minister of Finance, Feb. 24, 1923. 
In all, during the fiscal year 1922-23, 8,969,256 million marks in 
eredita were opened under authorization of the nationallegisla.turej 
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charges gave strong indications of becoming pro
portionately larger.1 Looking back over 1922-23, 
the government had to recall that its expenditures 
increased over the estimates at the opening of that 
fiscal year by nearly 2,000 per cent, although its real 
receipts had turned qut to be only 1,300 per cent of 
the amount initially estimated j the deficit at the close 
of the year was 25 times what had been foreseen! 

IV. THE GERMAN FISCAL PROBLEM 

Could expenditures have been reduced, or taxes 
increased more than they were between 1919 and 
1923? It is easy enough to recommend the drastic 
reduction of expenditures for ordinary domestic 
purposes, and to insist that It greater portion of the 
total national income-that is the aggregate earn
ings and savings of the whole people-be taken.for· 
the extinguishment of state obligations. Let us con
sider whether Germany could, at any time since the 
winter of 1919-20, have inaugurated a sustained 
program of progressive retrenchment in expendi
tures and progressive increase in taxation. 

1. Expenditures.-In order to arrive at some con
clusion as to the necessity of the principal expendi-

that is to say, the government was authorized to incur that much 
additional debt, over and above all its fWII-Oorrowed receipts. The vari
ous credits included 5,700 billiollll for treasury requirements, 1,920 
billions for foreign and domestic: food purchases, and bOO billions in 
connection with the Rhineland and Ruhr occupation. 

I As stated in the Budget Report of Feb; 24, 1923, the total 
non-borrowed receipts during 1923-24 would amount to 731,956 
million marks, and the total borrowing required would be 621,961 
mi11ions. 
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tures, we have examined two analyses of the budget 
for 1922-23,-the budget, it will be recalled, wherein 
the effect of the Wirth taxation program that had 
finally been agreed upon several months before was 
expected to be materially helpful, if not decisive. 
These analyses differ in their method of classifica
tion, and moreover are based on different figures, 
one of them dealing with the budget as presented to 
the Reichstag in the early spring of 1922, and the 
second being concerned with the budget as actually 
approved by the Reichstag in June of that year. 
The first was made by the statistical division of the 
League of Nations,! the second was made by a Ger
man economist and public ofIicia1.2 The order of 
the items in the League'!S estimate is the one uni
formly used by the League Secretariat in such anal. 
yses, and purports to present the various charges in 
the order of their priority of claim. It needs hardly 
to be pointed out that in the case of Germany the 
treaty-fulfillment charges come first in point of pri
ority. For convenience, however, they have been 
put at the foot of the table.3 The analysis of the 
League is as follows; 

• In its "Memorandum on Public Finance for 1922." 
IDa. AnNoLD BaEcHT in . Derr Wiederaufbau, Dec. 22, 1922; 

p. 38.') ff. (The English edition of this review, Reconstruction, 
carries this article in part in the February "number, 1923.) 

I The item of treaty fulfillment expenditures in both of these 
analyses includes many sub-items which do not appear in the tables 
in Chap. III and Appendix F, since direct and indirect emergency 
appropriations of various sorts are included in the budgetary sum
maries by the German Government lIB due to the financial opera,. 
tiOnll incidental to treaty fulfillment. 
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LEAOIlE OP NATIONS ANALYSIS OP ESTIMATED GERMAN 

EXPENDITURES, 1922-23· 

lteInB of Expenditure 

For Domestic Purposes 
Defence ....................•.... 
Pensions ........................ . 
Subsidies for the redurtioD. of food 

prices; ••...................... 
Postal and telegraph service., ...... . 
Bta te railroads. . . ............... . 
Contributions to subordinate politi-

ce.! units ..................•.... 
Interest on the public debt ••••.•.. 
Amortization of public debt ....•... 
Miscellaneous expenditures ••.•.•.. 

Tote.! net expenditure exclusive of 
treaty fulfil1ment .......•.•..•••.•• 

Percentage of Total 
Net Expenditures 

Millions 1----;----

of I Paper (Exclud- (Includ-
Marks ing ing 

Treaty Treaty 
Fulfill- Fulfill· 
ment) ment) 

4,695 
12,469 

4.7 
12.4 

954 0.9 
2,456 2.4 
6,789 6.7 

24,522 ' 24.3 
27,947 27.7 

1,909 1.9 
19,149 19.0 

100,892 100.0 

1.6 
4.3 

0.3 
0.9 
2.4 

8.5 
9.7 
0.7 
6.6 

35.0 

Treat.y fu1fillment expenditure. • • • • .. 187,531 65.0 

Tote.!. . . . . . . . . . . . . . . • • • • • . .. 288,423 100.0 

• The ligures are taken from the hudget as introduced into the Rei.batag. 

Adapting slightly the analysis of the German 
economist,l we present his principal classes of appro-

I Dr. Brecht presents the appropriations in billions of paper 
marks and then converts them into gold marks, both according to 
the domestic and foreign purchasing power of the mark. Some of 
his a.ctue.! tote.!s exceed those in other computations, because he haa 
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priations and the corresponding appropriations of 
1914-15, the percentage of the total being also indi. 
cated. 

CoMPARI80N or GERMAN DoMEBTIC ExPENDITt:'RES, 1914--15 AND 

1922-23· 

1922-23 1914-15 

Per- Per-
hema rI. E_diture MillloDII "'"~ Millione cent .... 

01 Total of Total 
Paper Dis- Gold Die-
Mar ... bW'B" M .... ks bUN .... 

mente Plenta 
----

NatiowtJ debt operatioDa .••••••••.. 32.000 9.09 247 7.06 
l'euaiODII for all wan, additionalallo.,-

au_eta ..••......... lIl.ooo 4.26 181 5.17 
Care of 'a",ill .. and penoaa daJDa.pC! 

by the w...-...... of fugitivee and 
&bellke ........................ 900 0.26 14i 0.40 

Ann" and naY)' ................... 6,000 1.70 1.879 53.72 
Poll ...... · ........................ 1.900 0.54 (10",,1 in 

1914) 
Social purpceea (iaaurance of all 

cIa.ooa. reciuetiODof food pri .... eta.) 7.600 1.16 63 1.80 
EoollOmio p~ canab!, Bubaicll .. 

to enoourap produotion, .hlp 0011-

.truction. etc .................... 2,400 0.68 29 0.83 
Cultural obi_ (education and the 
. like) ........................... 100 0.03 2.3 0.07 
Health and .. nitation •••.•••••.•.•• 110 0.03 0.7 0.03 
Financial adminiatration .and ta. 001-

Ieotion ......................... 7,050 2.00' 48 1.37 
All other administrative upenditurea. 6,300 1.79 62 1.77 ----
TotaJ .. tlmatad dom .. tie e~t_ 81,200 23.06 1.626 72.21 

• Aceount.Ie Dot takell II .... of the aIIo.,anCIB to the at .. t .... or &be 8ubventione 
to the railrOllda, poeta. and telell'''p.b.s. 

It will be understood, of courlle, that there have 
been a good many other studies, more or less com
distributed proportionately the alloW&I1ce8 for inC1'eII8ed cost of 
living. 
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plete, of the German financial policy in the last year 
or two, but the two classifications shown will serve to 
illustrate broad lines upon which expenditures are 
allocated. For one thing, these estimates were 
made for the most favorable fiscal period. 1 

It is difficult to see how expenditures could have been 
greatly reduced. The German government con
tends that its expenditures for domestic adminis
tration, public debt service, defence, and social 
purposes, are incapable of further reduction; But 
some German observers concede that numerous 
injudicious expenditures have been made, that leak
age has occurred, and that many small savings could 
have been effected. For example, the economist 
quoted above is of the opinion that as much as 100 
million gold marks could have been saved, a sum that 
is negligible in proportion to the total expenditures. 

1 A classification similar to that mentioned in the text was used 
in the official publication of the German Commonwealth's Statis
tical Office. entitled "The Economic Situation in Germany in Con
sequence of the War" ("Deutschlands Wirtschaftslage unter den 
Nachwirkungen des Weltkrieges," Berlin, 1923, p. 42). The analysis 
in this case is unfortunately based on another draft of the 1922-23 
budget rather than on the figures of the approved appropriations used 
by Dr. Brecht. It there appears that of total appropriations 
amounting to approximately 328 billions, 102 billions, or 31 per cent 
only. went for non-treaty fulfillment purposes. This 31 per cent of 
the whole was further subdivided into the following ratios of alloca
tion: 9.8 per cent in debt charges, 6.1 per cent in public service 
deficits, 5.2 per cent in assistance to fugitives and persons made 
wholly or partly destitute by the war and its consequencp.s, 2.3 per 
cent in social charges (state insurance and the like), 2.8 per cent 
in revenue collection, 1.9 per cent for military purposes, 0.8 per cent 
for education, etc., 0.5 per cent for police purposes, and 2.1 per cent 
for general civil administration. 
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There is something in the contention of critics that 
the railroads and other public services could be run 
more economically if it were not for the rigid en
forcement of the eight-hour law and the prohibition 
of piece-work; but they fail to take into account 
what alternative the government would have had 
to the issue of paper money in the form of unemploy
ment grants if it had discharged 100,000 railroad 
employees. Unless it can be shown that these dis
charged government workers could be absorbed in 
private industry, the conclusion seems well founded 
that from the point of view of the budget the situa.
tion would not have been improved since the govern
ment would have had to support them with unem
ployment insurance. 

Perhaps the strongest criticism levelled against the 
German government has been directed to appro
priations which it has made from tIme to time for the 
completion of the Central German Canal and the 
construction of canals elsewhere in Germany, and 
the establishment of central hydroelectric plants. 
In this connection, it must be borne in mind that 
enterprises of this character which have been given 
the support of the Commonwealth government 
were all under way before the war began in 1914. 
The German justification for the encouragement of 
hydroelectric construction is the loss of fuel resources. 
In any event, the total appropriations for purposes 
of this kind do not represent as much as 1 per cent 
of the aggregate appropriations of the 1922-23 bud
get. 

There are certa.in other types of expenditure tQ 
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which objection has been made, such as the cost of 
replacement of the shipping delivered to the Repara
tion Commission. These expenditures, which Ger
many classifies as due to the carrying out of the 
treaty, are in fact directed to the improvement of 
economic conditions in Germany. Those who com
plain of such outlays simply overlook the fact that if 
Germany is to restore her foreign trade and inter
national earnings she must replace her lost merchant 
marine. 

If we consider only the expenditures of a purely 
administrative character, it is apparent that no 
extensive savings can be effected in the handling of 
public obligations. The entire funded iridebtedness 
contracted during the war (97.6 billions) was reduced 
by the end of September, 1922 to little more than 
46 billions, the rest hEwing been taken up in tax 
payments and the like. The great interest bur
den, of course, arises through the discounting of 
treasury certificates. No one can expect much 
to be saved here, certainly not so long as the budget 
remains unbalanced. 

The reduction of personnel has been carried out 
under difficulties which increase as time passes, for 
either the government must continue to carryon its 
payrolls slightly incapacitated war veterans, super
annuated civilians and others without whom it 
could manage to get along, or it must support them 
in idleness. If it be true that the government has 
granted additional pension payments so as to com
pensate for the diminished purchasing power of the 
currency, it is no less true that the relatively slight 
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saving it has effected by holding these supplements 
down in amount and voting them slowly has been 
quite wiped out by tax losses incidental to the load
ing down of all business establishments with the 
burden of a law requiring the employment of inca.~ 
pacitated veterans to the extent of 10 per cent of 
their total personnel. As for the cost of the execu
tive departments, the judiciary, and the legislative 
bodies, we find that their total personnel for the fiscal 
year 1922-23 ranged in· the neighborhood of 90,000 
civil servants. The cost of these services could 
hardly have been reduced in view of the falling cur
rencies. Only a. fraction of the total administrative 
expenditures could be saved. In any event they 
constitute a very small percentage of the total cost of 
government. 

The other expenditures call for little comment. 
The proportions of national resources dedicated to 
military 1 and police purposes and.the like are small. 
The educational, charitable, and publio health ex
penditures have increased slightly, as the central 
government has, at least in a measure, had to step 
into the place formerI,. occupied by private initiative, 
now wiped out in these fields.2 Here and there 
minor services could have been consolidated, and 
appropriations discontinued. 

I Interestingly enough, the German government points out that 
its expenditures on military and naval equipment would be less than 
they are, if it were not for the fact that its military establishment is 
now wholly on 8. 'Volunteer ba.sis. 

J Over 9 million people are drawing benefits from public authority, 
two-thirds of them having no other source of support. Frankfurter 
Zeilung, April 22, 1923. 
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In short, the only items of expenditure where econ
omy could and should have been introduced are un
fortunately those which do not bulk large in the total 
of' national expenditures. 'rhose of major impor
tance, such as interest on the public debt, pensions, 
contributions to subordinate political units-not to 
mention expenditures incurred in treaty fulfillment
could not have been materially reduced. We do not 
believe it possible that the aggregate reduction in the 
domestic expenditures could have at any time ex
ceeded 10 per cent. l On the basis of the two 
analyses quoted above, this 10 per cent saving in 
domestic expenditures would be about 3 per cent 
saving in total expenditures, to be contrasted with 
a deficit on the 1922-23 budget according to the pre
liminary closed account of 78 per cent of total expen
ditures. The possibilities of economy as a, remedy 
for Germany's financial collapse are clearly limited. 

2. Taxation Revenues.--Could not Germany have 
paid larger taxes since 1919-20? In the brief anal
ysis2 of the tax policy of the Commonwealth since the 
Treaty of Versailles, we have pointed out that in 
1919-20, an extraordinary income tax, an extraordi
nary capital increment tax, and, finally, a thorough-

I Cf. "The burden of taxation caused by the World War hlUl 
borne heavily upon us all, and it hlUl been the earnest desire of the 
government to reduce this burden to the minimum consistent with 
a proper functioning of the federal services. We have Reen, how
ever, that approximately two-thirds of the taxes collected go to pay 
certain fixed charges, over the expenditures of which there can be 
exercised little or no administrative control." President Harding's 
Message on the 1923-24 Budget, Washington, 1922, p. xiii. 

I See Appendix G, 
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going capital tax taking as much as 60 per cent of the 
larger fortunes, were imposed. We have seen that in 
1920-21 and 1921-22 all property, consumption, 
sales, and traffic taxes were increased. Finally, 
we discussed the tax program of the spring of 1922 
which, on the one hand, smoothed out the difficulties 
between the Commonwealth and the states, and on 
the other, attempted to collect as large a proportiori 
of the earnings of the nation as possible. As we 
look at the situation in the spring of 1923, it seems 
plain that the German tax system, in so far as the 
terms of the statutes are concerned, reaches every 
phase of individual human activity. 

The general income tax, ranging from 10 for the 
first 400,000 marks to 60 per cent on 7,500,000 marks 
and over, is supplemented by the corporation tax 
of 20 per cent on taxable income, 25 per cent on 
profits, and 20 per cent on compensations of boards 
of directors. The corporation tax is in reality mani
fold. In addition to the minimum rate on profits, 
there are supplements rising progressively from 1 
to 10 per cent according to the ratio of dividend to 
capital. The goverpment therefore virtually ac
quires a part proprietor's interest in every corporate 
industrial, financial, or commercial concern. All 
property 1 is taxed-except for the usual charitable 
and like exemptions,-at 2 per mill for the smallest 
fortunes up to 30 per mill for the largest; while all 
property or income increments are to be taxed at 

1 The land and building mes and professional license fees which 
continue to be collected by the states and local tax districts con
stitute additions to the federal taxes. 
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rates of from 1 to 10 per cent,-a peculiar provision 
intended to compensate for the fall in the currency.l 
Over and above this taxation rests the obligation to 
participate in the compulsory loan. The inheritance 
tax ranges from 31 to 70 per cent. Then, there is the 
whole series of transfer taxes, ingeniously contrived to 
follow up sales and all classes of property transfers 
in so far as they are intended to defraud the govern
ment. The issue of negotiable instruments is taxed 
from i of 1 per cent (minimum) to 7i per cent and 
every transfer thereof is taxed. Passenger traffic 
is taxed from 10 to 16 per cent, and freight uniformly 
at 7 per cent of the invoice value. Insurance and 
self-propelled vehicles, horse races, and lotteries are 
all taxed heavily. 

The indirect taxes on a number of the primary 
articles of ordinary use are many times as high (in 
real values) as they were before the war. By the 
beginning of 1923 the Reichstag had adopted an 
ad valorem basis for most of these consumption taxes 
on beverages, tobacco, sweetening materials, etc., 
that is, the tax applied was a percentage of the price 
paid by the consumer. The two most important of 
these imposts were the 40 per cent coal tax and the 
general sales tax. The latter, it should be realized, 
is collected at every step in the process of produc
tion, so that the same article going through different 
steps of fabrication may involve the payment of the 
sales tax at least a half dozen times. Analogous 
to this tax is the luxury tax, closely allied with many 

I Income trom interest and dividends is no longer taxed (May, 
1923) for the cost of collecting such II. tax exceeds the yield. 
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of the tariff schedules. All export trade is subject 
to a universal export tax. Customs duties on im
ports are calculated in gold values as determined 
from week to week on the basis of dollar exchange. 

The successful administration of so comprehensive 
a tax program must naturally depend upon the unin
terrupted functioning at a high rate of velocity 
and a minimum of friction or disturbance of the entire 
economic machinery of the nation. To have per
suaded a nation of 60 millions of people, rent with 
class and party strife, of the necessity of such a 
program, was in itself a task that ordinarily would 
have consumed a long period of time. To have suc
ceeded in fully realizing this program would have 
required not o~y time and freedom from external 
control, but the instilling of confidence on the part of 
. the people in the resolute earnestness of the German 
government, as well as the possibility of ultimate 
release from such a burden. These prerequisites re
main (June, 1923) conditions contrary to fact. As we 
have indicated in the preceding section, the German 
government has been only partially successful in 
carrying out this program. 

The 'J1I"oportion oj the national income absorbed by 
taxes in Germany compares Javorably with that oj other 
countries. The rates of taxation, as we have already 
seen on page 187, indicate the intention of the gov
ernment to raise large amounts by taxation. Now, 
if we are to ascertain the actual results of the 
government tax program, it is necessary to ascer
tain the proportion of the national income absorbed 
in taxation. In order to simplify matters, we shall 
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consider the single fiscal year 1921-22, the year in 
which the currency was most nearly stable. 

1n the nature of things, accurate estimates of the 
total national income of Germany in 1921 are impos
sible. It is possible, however, to arrive at a rough 
figure by the following process. For the year 1913, 
.Dr. Helfferich's computation shows a total national 
wealth of 300 billion gold marks,l and an annual 
production, or gross income, of 40 billion gold marks 
-about 13 per cent of the national wealth. This 
computation is generally regarded as the most reli~ 
able estimate of pre-war German wealth and income. 
Now, as a result of the war and the years that have 
followed, this total national wealth has been very 
materially reduced, due to the following causes. 

1. Germany has lost in territory and population 
about one-sixth of her productive capacity. The 
loss in area was only about 13 per cent-one-eighth
but it was an area which was particularly rich in 
resources. It was better than average for agricul
tural purposes, and industrially; with the exception 
of the Ruhr, it was by far the richest area Germany 
had. The cession of Alsace-Lorraine and the Saar 
cost Germany 74 per cent of her iron ore supply and 
26 per cent of her total pre-war coal supply. The loss 
of this territory also took from Germany 40 per cent 
of her total blast furnaces. The later cession of Upper 
Silesia to Poland reduced the German mineral and in~ 
dustrial resources of Silesia by more than two-thirds.2 

I DR. KARL HmLFFERICR, "Germany's Economic Progress and 
National Wealth," 1913, p. 123. 

I For detailed figures, see VON STOIIlPHAalUS of the Upper Silesia 
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2. Germany suffered heavy losses due to depre
ciation of plant and equipment during the war 
period. M. Tardieu, in his book 1/ The Truth about 
the Treaty, "written in 1921, estimated this item at 
43 billion gold marks. This estimate may now be. 
regarded as high, in view of the repair work that has' 
occurred during the last year or two. 25 billion is a 
better figure for the early summer of 1923. 

3. There was considerable damage caused by the 
Russian invasion of East Prussia. This was esti
mated by M. Tardieu at 2 billion gold marks. 

4. Germany has lost during the war and since 
practically all of her foreign investments, as shown in 
Chapter II. The net value of these investments 
was 20 billion gold marks; allowing for the estimated 
4 billions of bank balances accumulated abroad, 
we would have a net loss of 16 billion. But since· 
we found that German citizens have sold domestic 
securities and property estimated to aggregate a 
value of 8 billion gold marks, Germany may be 
said to have lost 24 billions in this connection. 

5. Germany has sustained in fulfillment of the 
treaty,-exclusive o~ securities (2 billions) and 
property liquidated in foreign lands (10 billions), 
-losses amounting to approximately 14 billion gold 
marks. l . 

6. Large stocks of commodities and supplies of 
every kind were used up during the war and have 
Chaniber of Commerce. The Coal and Meta.llurgical Industry of 
Upper Silesia as Affected by the Geneva Decision and the German
Polish Treaty, Manche8ter Guardian Commercial, Sept. 7, 1922, 
p.430. 

l See detailed analylilil in Chap. III and Appendix Ji'. 
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not been replaced. Tardieu estimated the amount 
at 20 billion gold marks. In view of the known 
facts as to the increasing impoverishment of the 
masses of German people during 1922-23, there is no 
ground for believing that stocks and supplies have 
been replaced. Rather there would seem to have 
been further reductions. We may therefore con
servatively place the amount of this item at 20 
billion gold marks. 

Summarizing these losses, we have the following 
figures: 

Billions of 
Gold Marks 

Loss of one-sixth of productive capacity. . . • . . . . . . . . 50 
Depreciation of plant and equipment;. . . . . . . . . . . . . . . 25 
Do.mage caused by Russian invasion. . . . . . . . . . . . . . . 2 
Losses of foreign investments under treaty......... 24 
Other treaty fulfillment losses.... .......••........ 14 
Loss of stocks of good.i. . . . . . . • • • • • • . . . . . . . . . . . . . . 20 

Total (approximately) .. , . . . . . . . . . . . . . . . . . . . 135 

It would appear therefore that the wealth of Ger
many, as measured in 1913 gold values, was by 1921 
reduced from approximately 300 billions to something 
like 165 billions. The world is, however, not so 
much interested in the nominal value of German 
wealth as in the annual earning capacity of. the 
German nation. In 1913 the wealth was 300 bil
lions, and the annual gross income 40 billions. 
If ,the rate of return had been the same in 1921 as 
in 1913 the gross income in that year would have 
been approximately 22.5 billions. But the rate of 
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return could not possibly have been the same as in 
1913, in view of the greatly reduced volume of Ger
man industrial and agricultural production, as shown 
in Chapter IV. 

On the basis of all the estimates available, it does 
not appear that the rate of production in 1921, not
withstanding the various attempts artificially to 
stimulate industry, could possibly have been in excess 
of 75 per cent of the 1913 rate. This means that the 
total production in 1921 could not have exceeded 
17 billion gold marks. These gold mark figures, it 
will be observed, are computed on the 1913 price 
basis. The reader should clearly bear in mind in this 
connection that if the nation's rate of earning has 
fallen off by one-fourth, the capital value of Germ.an 
wealth has been reduced in similar proportion. The 
300 billions of aggregate wealth at the end of the pre
war period represent calculations of capital values 
based upon existing earnings, and, no doubt, upon 
confident expectations of increases in future earnings. 
In arriving at the figure of 165 billions as the nominal 
wealth in 1921, no allowance was made for either the 
reduction in actual ~arnings or the greatly changed 
industrial outlook. . On the basis of the reduced 
rate of earnings in 1921, the 165 billions· become 
something less than 125 billions. It goes without 
saying that this is a very rough estimate; but it is 
the best that can be made. It demonstrates beyond 
question that German wealth and German income 
had both been greatly diminished by the year 1921. 
By the summer of 1923, they must have shrunk still 
more. 
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In 1921 German per capita consumption was only 
about five-eighths that of 1913. Before attempting to 
convert these figures into 1921 paper mark. values, 
we must pause for a moment to see what light the 
present computation throws on the question of the 
German standard of living. Helfferich estimated 
the total' consumption of the German people in 1913 
at about 32 billion gold marks. l Since the popula. 
tion in 1921 was about 7 per cent less than in 1913, it 
is clear that if the population consumed in that year 
29.8 billion gold marks, the standard of living would 
be as high as it was in 1913. But with production 
only 17 billion gold marks, it is obvious that the 
standard of living in 1921 was less than three-fifths 
as high as in 1913,2-unless indeed consumption was 
in excess of production. In view of the fact that the 
total imports since the war have been in excess of 
the total exports (with almost no invisible credits 
'with which to pay for the import excess), there is 
good reason to believe that consumption has been 
somewhat in excess of production. Germany has 
clearly been living on her capital. This may be con
trasted with the 1913 situation when total produc
tion exceeded consumption by approximately 8 
billion marks. 

We must now convert the 17 billions of gold marks 
(1913 value basis) into 1921 paper mark values. The 
first step is to multiply 17 billion by 1.5, since the 
world gold price level in 1921 was approximately 50 

1 Ibid. 
I Since 1921 the standard of living has been reduced still further. 
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per cent higher than that of 1913. This gives a total 
gold mark value of 25.5 billion marks. The next step 
is to convert the 25.5 billions computed on the basis of 
the world gold price level into paper-mark values 
within Germany. During the fiscal year, April 1, 
1921-March 31, 1922, one gold mark was on the 
average the equivalent of 34.3 paper marks, as shown 
by exchange quotations on New York. But it is 
necessary to take into account the decided lag in the 
adjustment of German paper mark prices and in
comes. In accordance with the formula given in 
Appendix G, page 368, we must divide this 34.3 
by 1.81 to convert gold values into internal paper 
mark values. This gives a ratio of 19 paper to 1 of 
gold. Multiplying 25.5 billions by 19 gives 485 bil
lions. 

In the table on page 159, it will be seen that the 
central government in the year 1921-22 received 
from other sources than borrowing 91 billion paper 
marks. In addition to this, the revenues raised 
by the various states and municipalities are esti.;. 
mated at approximately 20 billion paper marks, 
making a total revenue derived from other sources 
than borrowing 1 amounting to 111 billions, or about 
23 per cent of the total national income .. 

Some additional light is thrown on the German 
fiscal situation by converting these total income 

1 In the case of the federal government upwards of 90 per cent 
of this income was derived from direct and indirect taxes. The 
remainder consists of fees, royalties, public. domain income, etc., 
which are in effect indirect taxes. In the case of the states and 
municipalities, the latter sources of income play a much mare 
important role. 
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figures into terms of per capita income. In 1913 the 
German national income was 40 billion gold marks 
for 67 millions of people. This amounts to approx
imately 600 gold marks, or $143, per capita. The 
per capita income in Germany even before the war, 
owing to the pressure of population against natural 
resources, was considerably less than that of France 
and that of Great Britain. The total wealth and 
income of Germany were greater than those of France, 
but had to be divided among sixty-seven millions 
instead of forty millions of people. 

The League of Nations computed the national in
come for Germany in 1920 at $103 per capita; for 
France, $265 per capita; and for Great Britain $435 
per capita.1 Because of the business depression 
and the great fall in prices in Great Britain and 
France, these totals would have to be reduced con~ 
siderably in 1921. Our estimate of 25.5 billions of. 
gold marks as the gold value of the total German 
income in 1921, gives 409 gold marks, or roughly 
$100, per capita. Derived by very different methods 
of computation, our figure checks closely with that of 
the League of Nations. 

In terms of paper marks, the 485 billions of income 
of the entire German nation during the fiscal period 
ending March 31,1922, equal 7,770 paper marks per 
capita. This may be compared with an estimate 
of the Brussels Conference at the beginning of 1920, 
of 3,900 paper marks; with an estimate made in 
the year 1921 by Dr. Arthur Heichen in the Pester 

1 League of Nations Financial Conference, Brussels, 1920, paper 
IV, p. 151. 
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Lloyd (June 5, 1921) of 4,451 paper marks; and with 
an estimate made in August, 1921 by J. M. Keynes, 
of 5,000 paper marks. l Keynes was basing his esti~ 
mate upon the value figures of August, 1921, while 
ours are based upon the average for the year ending 
March 31, 1922. Since paper-mark prices and in
comes were more than doubled during the second half 
of that fiscal year, our estimate, derived by a very 
diiTerent method, checks closely with that of Keynes. 

A tax rate equal to 23 per cent of the national 
income in Germany may be compared with about 18 
per cent in France, close to 30 per cent in Great 
Britain, and approximately 141 per cent in the 
United States-including, of course, federal, state, 
and local taxes,2 In view of the fact that the Ger
man per capita income is lower even than that of 
France, it will be seen that the burden of taxation 
has been comparatively heavy in Germany. 

We have made this computation showing the 
percentage of the national· income taken by taxes 
in Germany simply for the light that it throws upon 
the contention so frequently made that the German 
government has made no real taxation eiTort. We 
feel it necessary to add, however, that all estimates 
of the relation between taxation and national income 
in Europe under the conditions prevailing since the 
war are anything but satisfactory. In Germany, for 

1" A Revision of the Treaty," p. 87. 
I These rough estimates are from different sources. The estimates 

for France and Great Britain are derived from the League of Nations' 
data for 1920. The estimate for the United States is based on a 
study made by the National Industrial Conference Board (Report 
55, p. 35). 
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example, much of the money paid to the government 
in taxes imposes no direct restriction upon the con
suming power of those who pay the taxes. The 
funds are commonly derived from inflation; that is, 
the tax is added to the selling price of the commodity, 
the money with which to finance business at the 
resulting higher prices being borrowed from the 
banks. The process is very similar to that by which 
the excess profits tax in the United States was paid 
during the period of rising prices from 1917 to 1920. 
In these circumstances the real burden of taxation 
is less onerous than it seems. 

Such considerations might lead one to conclude 
that the percentage of the national income taken by 
taxation in Germany may well have been much below 
23 per cent. But, as an offset, there is an enor
mously heil.VY indirect tax not shown in our compu
tation at all which is attributable to the depreciation 
of the currency. The effects of rapid currency de
preciation upon all classes whose monetary incomes 
cannot be adjusted upward as fast as prices rise is 
simply appalling. Under such conditions, who can 
decide with any confidence whether the rate of tax-:
ation is 20, 30 or 40 per cent? All that one can be 
reasonably certain of is that the German people 
taken as a whole have directly and indirectly sus
tained a heavy taxation burden. 

In the best post-war years the German budget did 
not even approach a balance. German expenditures 
in the fiscal year 1921-22 were 244 billion marks; 
the receipts from other sources than borrowing were 
91 billion marks; and the deficit was 153 billion 
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marks. If the German government could have 
doubled revenues and cut expenditures by 25 per 
cent, the budget would have been balanced. That is 
to say, it would have balanced, provided reparation 
payments were not made in full, which was in fact 
the case during the fiscal period in question. 

Since the summer of 1922 the German taxation 
program, as we have already seen, has broken down 
in consequence of the demoralization of the cur
rency. This does not mean that the tax burden 
has been lightened; on the contrary, as we have 
pointed out, the inflation of the currency, which we 
are discussing in the next chapter, has itself con
stituted an almost confiscatory indirect tax, of the 
most inequitable and socially destructive character. 
This in turn has resulted in a lessening of the national 
productive capacity and of the aggregate income of 
the German people. 

The German budgetary story from 1914 to 1923 
may be briefly summarized as follows. (1) During 
the war, for reasons of political eXpediency, taxes 
were kept relatively low. (2) In the fiscal years 
1919-20 and 1920-21, demobilization, internal recon
struction, and treaty fulfillment required enormous 
expenditures to be made at once, while the necessary 
reorganization of the fiscal system delayed the col
lection of taxes. (3) In 1921-22, the tax program 
was more effective, perhaps as much as one-fourth 
of the national income being taken by the govern
ment. In spite of this, the budget was still far from 
balanced, for the increased outlays under the tenns of 
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the'London ultimatum quite offset any gains other
wise made. (4) In 1922-23, the almost uninter
rupted fall of the currency completely demoralized 
the fiscal system. 

We do not doubt that there has been evasion of 
taxes in Germany, and we incline to accept the opin
ion of competent German critics that their govern
ment's fiscal policy has not been as vigorously 
administered as might have been possible even under 
the conditions which actually have obtained. Never-:
theless, we are convinced that at no time since 1919 
has it been possible to increase taxes and reduce 
expenditures sufficiently to balance the budget and 
provide a surplU& for reparation payments. 



CHAPTER VI 

THE GERMAN MONETARY SITUATION 

'I'm: world has never witnessed a more extraordi
nary inflation of currency than that in Germany 
since the war. Even the Russian paper money 
experience of the Soviet regime has not surpassed 
the German "debauch." The issue of irredeemable 
paper currency, which had its beginnings during the 
war, was rapid during 1919-20. It was somewhat 
slower during the first half of 1921, again very rapid 
until the middle of 1922, and since then the expan
sion has been at an almost unbelievable rate, follow
ing the law of geometric rather than of arithmetic 
progression. The table on page 202 tells the dra
matic story of disaster. 

It will be seen that in May, 1923, the rate of 
increase was over 250 billion marks per week, or 
1,000 billion marks per month, or 12 trillion marks per 
year,-withoutmaking any allowance for the geo
metrical rate of progression. What is the explana
tion of so amazing a phenomenon? 

I. CAUSES OF GERl'4AN CURRENCY EXPANSION 

German currency expansion immediately follow
ing the war was due to the same general causes that 
produced inflation in other European countries, 
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GERMAN CURRENCY INFLATION 

(In millions of marks) 

Date Notes in Gold Ratio of Gold 
Circulation Reserve to Notes 

1913, Average .......... 1,958 1,068 0.55 
1918, December 31 •••.. 22,206 2,281 .10 
1919, December 31 .•... 35,723 1,109 .03 
1920, December 31 ..•.. 66,806 1,092 .016 
1921, June 30 .......... 75,321 1,092 .014 
1921, December 31 ..... 113,639 995 .009 
1922, June 30 .......... 169,212 .1,004 .006 
1922, September 30 ..... 316,870 1,005 .003-
1922, December 31 ..•.. 1,280,095 1,005 .0008 
1923, January 31 ....... 1,984..496 1,005 .0005 
1923, February 28 ...... 3,512,787 1,005' .0003 
1923, March 29 .••..... 5,517,920 1,005 .0002 
1923, April 30 .......... 6,545,984 920 .00014 
1923, May 31. ......... 8,513,716 758 • .00009 

* In recent month. appro:wnately one-fourth of Germany's gold has actually 
been outside of Germany, being used as collateral for foreign credits. 

plus certain particular causes. The causes which 
affected all European countries more or less alike 
were, first; the post-war trade boom, and, second, 
budgetary difficulties. The trade boom of 1919-20, 
accompanied by rapidly mounting prices, naturally 
required a steadily expanding volume of currency 
with which to finance business. l Similarly, the 
slowing down in the rate of currency expansion in 
the first half of 1921 was largely due to the commer-

1 We are not here concerned with the controversial question lIS to 
which came first, the increase in currency or rising prices. All we 
are interested in for present purposes is the fact that rising prices 
p.nd expandinIS currency iO toi6ther. 
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cial depression in Germany at that time, just as in 
other countries, including the United States, de
pression of industry was accompanied by a reduc
tion of outstanding currency.l 

The budget difficulties which led to the issue of 
paper currency immediately after the war have been 
discussed in the preceding chapter. We may merely 
repeat that the new and weak Social Democratic 
government in Germany was confronted with an 
extraordinarily difficult situation. Either unem
ployment doles or work had to be provided for the 
returning armies, lest acute social unrest, if not 
outright Bolshevism, develop. Subsidies were 
granted with a view to stimulate industry and pro
vide employment, and many government agencies 
took on extra employees in order to take care of 
those who could not obtain' employment elsewhere. 
Enormously high prices had to be paid for' the raw 
materials and supplies required for the railroads and 
other government enterprises. The effect upon the 
budget was disastrous. 

At the same time, there were, as we have pointed 
out, inevitable delays in Germany, as elsewhere, in 
getting the new and complicated taxation machinery 
into effective working order. 'Accordingly, Ger
many could no more be expected to straighten out 
all of her financial problems immediately than could 
any of the other continental belligerents. In gen
eral, the post-war fiscal difficulties on the continent 

l The reason why there was not an actual decrease of currency in 
Germany during this period is that commercial or business deflation 
was more than offset by fiscal or government inflation. 
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were practically insuperable. Frank A. Vanderlip 
wrote, after conferring with practically every finance 
minister in Europe: 

These finance ministers are not fools; they are in the main 
able, clear-sighted, intelligent men .... They have had no 
other course open to them. I am convinced that the same thing 
would have happened in any community faced with the same 
circumstances. They could not raise enough money from taxa
tion or from loans to balance their budgets. Their income from 
all possible sources was less than their necessary expenses. . . • 
I have come to see that [to advise them to stop the inflation] is 
just about as practical as it would be to advise a. man affiicted 
with insomnia, who had befln sleepless for a week, that if he 
went to bed earlier and slept soundly he would wake up in the 
morning feeling better.s 

Germany' 8 p08t-war financial problem was partic
ularly difficult. In addition to the ordinary fiscal 
requirements, the German government was also 
under the necessity of finding funds with which to 
meet large external obligations in connection with 
the fulfillment of treaty obligations. First, there 
were heavy expenditures in connection with restitu
tion and reparation payments. Second, the clearing
house settlement plan also imposed large obligations 
upon the German treasury. We must recall that, as 
the clearing system worked out in practice, all the 
countries which had net balances due from Germany 
on account of pre-war commercial debts presented 
their claims, while all those countries which would 
owe Germany through the clearing houses were natu
rally in no hurry to set up clearing systems.'" 

S"What Next in Europe," 1922, pp. 53-4. 
• See Appendix E Cor discWlSion of the clearing system. 
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The primary difficulty from the point of view of 
the Minister of Finance during the years 1919-20 
\Vas simply this: treasury obligations for ordinary 
administrative expenditures, for extraordinary de
mobilization expenditures, and for the meeting of 
foreign obligations arising out of the peace settla. 
ment gave to expenditures a tremendous bulge that 
could not possibly be matched by a similar bulge in 
taxation revenues. Most of these expenditures, 
moreover, were for relatively unproductive purposes 
-some of them, notably those made in foreign coun
tries, were wholly unproductive from the German 
point of view. Even had there been no subsidies to 
German industry and no padding of government 
payrolls and no outlays for unemployment insurance, 
it would still have been impossible for Germany to 
balance her budget during the first year or so follow-
ing the war. 1 

When a nation does not succeed in balancing its lrud
get, the printing of paper money is sooner or later inev
itable. We say sooner or later for the reason that 
Germany might conceivably have procured for a 
time. through the salEil of bonds, the funds necessary 
to meet the domestic expenditures which could not be 
covered from taxation receipts. Her credit in foreign 
countries was practically non-existent; it is clear 
that the bond issues would have had to be sold to 
Ge~y's own citizens. It may be that had Ger
many undertaken early in the day to finance her 
budgetary deficits through the sale of bonds to her 
people rather than through the issue of paper money, 
she could have held her monetary expansion some-
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what in abeyance. The success of such a policy, 
however, ought not to be overestimated. Selling a 
huge voluntary. loan at home would have required a 
much greater degree of certainty IU! to the future tax 
policy of the government and the definitive figures 
of the indemnity, than hlU! ever obtained in Germany 
since 1919. As for forced loans, their first effect is to 
unsettle the currency. 

Borrowing through the issue of bonds only postpones 
inflation. In view of the fact that every bond 
issue gives rise to new interest obligations, thus 
adding to subsequent revenue requirements; it would 
not have been possible by. this method of covering 
deficits to avoid the ultimate resort to paper money. 
The reader must clearly appreciate the point that 

, every new bond issue adds to the annual interest 
charges that the government must meet, and thus 
steadily augments the fiscal burden.· France, as we 
have indicated, has followed this method and, not
withstanding the fact that France hlU! received some 
cash from Germany IU! well as loans from foreign 
countries, she has already reached the point where 
the method of meeting treasury deficits by issuing 
bonds hlU! practically run its course. The time 
appears not so very far distant when the interest 
charges alone on the French public debt will absorb 
the entire revenue from taxation. II 

1 The government also pays interest on bills discounted with the 
Reichsbank in exchange for non-interest bearing Reichsbank notes. 
But the rate was only 5 per cent until the middle of 1922. 

, For an analysis of the French fiscal problem, see H. G. MOULTON, 
Stable Money Abroad, in Proceedings of the Academy of Political 
Science, January, 1923. 
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It was distinctly unfortunate nevertheless that 
the German government did not. attempt to sell 
bonds instead of resorting to the issue of paper cur~ 
rency. Although the issue of bonds could not pos~ 
sibly have prevented an eventual resort to the print
ing press, it might have delayed the fatal day and 
would for a time doubtless have improved German 
credit through creating a much better impression in 
the world at large. Having said this much, we must 
add that we do not believe the general demoralization 
of the German fiscal situation could thus have been 
delayed for more than a year or two at the most. 

The raising of funds from domestic bond issues could 
not create foreign balances. This point needs to be 
clearly appreciated if the practical necessity of 
resorting to paper currency issues is to be under~ 
stood. Germany was continually under pressure to 
procure foreign currency with which to buy neces
sary imports and make'reparation payments; and 
this could not be procured by domestic bond sales 
alone. The bond-issue method of acquiring funds 
with which to make external payments is effective 
only if the bonds are sold abroad and paid for in 
foreign currencies. Foreigners were unwilling to 
buy German bonds, but willing and eager to buy 
non-interest-bearing German currency,l either with a 
view to speculate on a future improvement in ex~ 
change, or in order to acquire marks with which 
to pay for German goods and property. The Ger~ 
man government, therefore, in order to acquire 
funds with which to meet foreign payments, had no 

1 See statement by Rathenau on p. 86. 
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practical alternative to the policy of interposing as 
few obstacles as possible to the ready replenishment 
of the supply of currency intended for export. 

II. WAS GERMAN INFLATION UNAVOIDABLE? 

In Chapter III attention was called to the fact 
that many people insist that the resort to paper 
money inflation in Germany has been the result of a 
deliberate policy designed to bankrupt the country 
financially and thus to, make reparation payments 
impossible. We are now prepared to consider how 
much plausibility there is in this charge. 

In the first place, we have seen that immediately 
after the war there was no practical alternative to 
inflation in Germany,-the pressure on the govern
ment to obtain funds by one method or another being 
greater than in almost any other continental coun
try: In the second place, the pressure did not cease 
with the completion of demobilization. There was a 
continued necessity for raising extraordinary amounts 
of cash in consequence of the necessity of making 
reparation payments abroad. Once more let it be 
clearly understood that if bonds could not be sold 
abroad, paper money had to be sent abroad either 
by the government or by private citizens. 

What chance had the German government to 
postpone, until the taxation system was in better 
working order, the payment of any of the number
less claims for cash disbursements that were thrust 
upon it? The deliveries of food and other materials 
to the armies of occupation had to be paid for at 
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once, and the paper-mark cash deliveries were im
peratively demanded. The workmen engaged in 
manufacturing articles intended for reparation deliv
eries and the coal operators and laborers furnishing 
coal for the same purpose, all had to be paid 
promptly. The foreign clearing offices, had to be 
given cash, and lest she bankrupt her citizens whose 
debts were thus settled, Germany had also to assume 
the loss on exchange. Wages of railroad employees 
and official salaries generally had to be advanced as 
the level of prices rose,-at least tarruly advanced. 
The shipping interests had to be reimbursed, without 
loss of time, for the ships handed over under the treaty. 

All of these outlays had to be met promptly; sus
pension or delay was impossible. How long would 
any German government have lasted which posted 
the sign over its treasury 

ALL PAYMENTS SUSPENDED 'UNTIL THE 

ENTIRE I'ISCAL SYSTEM IS REORGANIZED AND 

REVENUES mOM TAXATION ARE AVAILABLE 

What would have been the effect upon domestic 
industry? What would have been the effects upon 
reparation payments? How would such a policy 
have been regarded by Allied statesmen? 
. The German government is, moreover, not alto-
gether blameworthy for ha.ving spent money since 
the war on canal construction, high tension electrical 
trunk: lines, and similar productive purposes. If 
Germany is to produce the vast runOWlt of trans
ferable wealth necessary to make reparation pay-
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ment, she must make every effort to have her indus
trial machinery produce as much as possible with the 

'least possible outlay of energy and material. If a 
great central power plant would increase the effi
ciency of a given manufacturing district, the German 
government was justified in investing the money and 
effort to set it up. The government was cqmpelled to 
take such action, if it meant honestly to carry out the 
treaty. Anyone who complains that the German 
government has spent money with a view to stim
ulate industrial development simply fails to see 
that without an increased output and an increased 
export of goods Germany could not possibly pay the 
sums demanded. Only in so far as it can be shown 
that the internal improvements that were under
taken did not increase productive and exporting 
capacity can they be denounced as detrimental to 
Allied interests. 

Paper-currency inflation once fully under way 
cannot be checked. The history of paper currency 
inflation, as, for example, in the American colonies 
in our revolutionary days, in France following the 
revolution of 1790, in the American Confed
eracy, and since the Great War, in Russia, Austria, 
Hungary, and elsewhere, shows that once under way 
it is practically impossible to check the devastating 
ptocess.1 The primary reason is that as prices 
advance wages and salaries must be raised and costs 

1 It may be checked for a time by a business depression or by 
loans; but unless the budget can be balanced the arrest of inflation 
can be only temporary. The same thing is true of the depreciation 
of the foreign exchanges. 
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of every kind increased. Hence, the more prices 
rise, t.he greater the volume of currency that is 
required. Indeed, it is a striking phenomenon that' 
the more rapid the currency inflation the greater 
appears to be the "shortage" of currency,-this for 
the reason that each new advance in prices, wages, 
etc., calls for a new increase in the supply of money 
required for the conduct of business. German em
ployers, including the government, must of necessity 
advance wages each month in proportion to the rise 
in prices as shown by an index number,-the alter
native being political if not social revolution. Thus 
whatever may be the initial causes of price advances, 
successive increases in wages, salaries, and raw 
materials' prices soon become intricately inter
related, giving rise to what is commonly known as the 
vicious spiral of rising prices, rising wages, rising 
costs, rising prices, and so on. 

Rapid inflation completely disorganizes the gov
ernment budget. Once inflation has gained momen
tum it becomes utterly impossible to increase taxes 
and reduce government expenditures, and thereby 
obviate the necessity of issuing additional supplies 
of paper currency.;' The budgetary discussion in 
the preceding chapter has indicated the disastrous 
effects of . the rapid inflation of 1922 upon the Ger
man budget. To understand why ordinary taxes 
cannot be increased in a period of rapid inflation, 
one needs only to reflect that inflation is itself 
an indirect form of taxation of the most ruinous kind. 
Nearly all classes find their real inc'omes tremen~ 
dously reduced by virtue of the fact that monetary 
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incomes do not keep pace with swiftly mounting 
prices. Even with wage adjustments made monthly, 

. labor is always somewhat behind in the race between 
wages and prices. Similarly, the business man, as 
we shall presently see, finds his real profits steadily 
falling in purchasing power, however large they may 
appear to be when measured in terms of paper cur· 
rency. 

Moderate or "controlled" inflation may have been 
regarded as beneficial to trade and industry. The only 
ground for believing that the policy of inflation may 
have been in any sense deliberate lies in the possible 
belief of German leaders that some inflation was 
necessary if trade and industry were to flourish 
sufficiently to permit the expansion of exports and the 
payment of reparation obligations. In the first half 
of 1921, German industry, like that of other countries, 
was suffering from depression. The reparation 
ultimatum of May, 1921 made a recovery of trade
particularly foreign trade-absolutely imperative. 
There is considerable reason for believing that Dr. 
Rathenau, then Minister of Reconstruction, together 
with other leaders both in the government and out 
regarded moderate inflation as necessary if repara· 
tion was to be made. They saw clearly that export 
trade must be stimulated, and they doubtless be. 
lieved that gradual inflation, with depreciating 
exchanges, would stimulate industry and give Ger· 
many a competitive advantage in foreign trade. 
A "forced draft," as it were, had to be applied to 
industry if a rapid expansion of exports was to 
occur. This is of course familiar doctrine. The 
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United States resorted to inflation during the war 
when we were making huge shipments of goods to 
the Allies on credit. And there are now many 
exponents of II controlled" inflation in France and in 
England, as well as in the United States. 

But all this is far from saying that the Social 
Democratic government of Germany, in league 
with profiteering industrialists, deliberately set out 
on a policy of wholesale inflation for the express 
purpose of bankrupting the country. Before 
one concludes that the German leaders actually 
desired to wreck the entire financial system, he 
should bear in mind what such a catastrophe involves. 
It means (1) the almost complete ruin of the mid
dle classes and the practical destruction of all pro
fessional, educational, and scientific activities; and 
(2) a great reduction in the purchasing power of the 
laboring masses, accompanied by acute social 
and political unrest. Can anyone seriously argue 

, that in the light of Russia's experience this policy 
would have been regarded as a wise one for either the 
government or the industrialists deliberately to 
pursue? 

There are many who assert that the German in
dustrialists have been willing to see these great 
classes sacrificed for the sake of their own profits. 
The argument is that the rapidly rising prices mean 
vast profits to business men at the expense of the 
masses of the people. In other words, one is asked 
to believe that the way for the business men of a 
nation to get rich is to destroy the purchasing power 
of the only people to whom they can sell goods. 



214 GERMANY'S CAPACITY TO PAY 

Everybody recognizes that German foreign markets 
have not been good; and if at the same time the 
process of inflation destroys domestic markets it is 
utterly absurd to suppose that the inflationary proc
ess really enriches the industrial and merchant 
classes; no one can get rich through a policy of 
impoverishing his customers. . 

The plain truth is that the business interests have 
grown poorer along with everybody el8e. The huge 
profits are only paper profits. A merchant buys a 
stock of goods for 100,000 paper marks, and sells it 
for 150,000 paper marks, making paper profits of 
50 per cent; but before he can replenish his stock 
the cost of the same quantity of goods has risen to 
175,000 or to 200,000 marks, thus diminishing his 
actual tangible wealth. An importer pays 20,000 
marks for raw materials, and sells the finished prod
uct for 60,000 marks; but before he can convert 
theRe profits into new raw materials the price has 
advanced to 75,000 to 80,000 marks. Although 
making enormous paper profits, nearly all business 
men have been steadily growing poorer in terms of 
actual tangible wealth. The so-called prosperity and 
huge profits are wholly illusory. The one sensible 
use that one could have made of the paper profits 
is the one so often condemned by outsiders, namely, 
their immediate utilization in the improvement of 
plant and equipment. Whatever mistaken notions 
there may at one time have been with reference to the 
economic value of inflation, the disastrous conse
quences to every class have long since been per
fectly clear to the German industrialists themselves. 
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It is urged, however, that through inflation the 
financial interests have succeeded in ridding them
selves of the vast majority of their bond and mort
gage obligations, thus enriching themselves and 
enhancing their control over industry at the expense 
of the German people. Underlying this contention 
is the baseless assumption that before this inflation 
process began German industry was not owned and 
controlled by the interests but by the German people 
in general. If public bonds be left out of account, to 
what extent has any evidence been adduced to 
show that the ownership and direction of industry 
was in former days largely vested in other than the 
financial and industrial groups? The truth is that 
in few countries was the ownership and control of 
industry more highly concentrated than in Germany. 
Necessarily the heaviest losers through the deprecia
tion or liquidation of corporate indebtedness have 
been the industrial and financial interests themselves. 

The land-owning classes derive only temporary ben
efits from inflation. It has often been pointed out 
that the owners of mortgaged farms benefit enor
mously as the result of inflation, since the great rise 
in prices results in an almost automatic liquidation 
of the mortgage indebtedness. The proceeds from 
the sale of a cow, or even a chicken, in time become 
sufficient to payoff a mortgage 'of many thousands 
of marks. This is made possible, of course, by virtue 
of the fact that the mortgage was originally made 
simply in marks, without specifying that payment 
should be made in gold.1 The principal, therefore, 

I Even in thOlltj ~ where there had been specific mention that 
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remains fixed in amount, notwithstanding the fact 
that it may be paid in paper marks. It would seem, 
therefore, that the golden-or rather the paper
age for the distressed farmers had arrived. 

But,uniortunately, even the agriculturist comes 
to grief in the end, since the prosperity of the farmer 
is dependent upon the prosperity of the city people 
who are the only purchasers of surplus agricultural 
produce. We have stated in a previous chapter! 
that the reduction in agricultural output in Germany 
and in other European countries is partly attributable 
to the lack of profitable markets. The more the 
masses in the cities are impoverished in consequence 
of currency demoralization, the smaller and less 
profitable become the markets for the agricultural 
surplus. Agriculture is dependent upon industry 
just as truly as industry is dependent upon agri
culture. Although in a period of profound economic 
disorganization those engaged in agriculture may 
escape starvation and retain some measure of eco
nomic security, they cannot maintain profit margins 
and they cannot maintain previous standards of 
living. We do not contend that in a period of infla
tion some classes do not lose more than others; we 
merely insist that all lose, that none in the long run 
can gain. 

The complete story of the inflationary movement 
in Germany may be briefly summarized. At first 

the obligation would be payable in gold, the provision lost its binding 
force after August. 1914, when all gold obligations were declared to 
be payable in other legal tender. 

'See p. 132. 
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the flow of manufactured money to the channels of 
production gave a decided stimulus to output
vitalizing the industrial organism like new blood cir
culating through the body. Later, however, a state 
of fever inevitably developed, which, while it did 
not lor a time fully offset the tonic effects of the 
steady flow of new money through industrial chan
nels, gradually began to undermine the whole sys
tem, morally as well as physically. As time pro
ceeded, the blood itself grew thinner and thinner, 
and the consuming fires of the fever burned steadily 
brighter. If one may personify the German state, 
one may say that that individual is now suffering 
simultaneously from pernicious anremia and delirium 
tremens. Production has recently declined, unem
ployment is increasing, and fundamental economic 
and social disintegration is in progress. Repairs 
and extensions to plant and equipment may still be 
made in the hope of escaping taxes, or because, 
everything considered, the loss entailed is less when 
funds are put into real estate development than 
when used for any other purpose except immediate 
consumption. No German business man, how
ever, knows whether or not he is making profits; 
it is impossible any longer to compute day-to-day 
earnings in foreign values with any degree of accu
racy; and, even if one could, by the time the com
putation was finished it would have become obsolete. 
When the price of a meal can increase 10 per cent 
between the first and second courses, it is clearly 
diflicult to keep pace with price indexes. It is not 
surprising that the national motto of Germany has 
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become: "Save, and you are lost; spend freely, 
speculate, or buy foreign currencies, and you win." 
No class in society can under present circumstances 
make provision for .old age or effect savings for the 
rainy day. 

By no means least serious of the consequences of 
such a situation is its effect upon the different groups 
in society. As has been well said, it creates a coun
try divided into three classes, "one that suffers 
silently and goes under in decency; another that 
profiteers cynically and spends recklessly; and a 
third that writhes in desperation and wishes to 
destroy in blind fury whatever is left of a govern
ment and of a society that perinits such conditions." 
Is it seriously to be contended that either the Ger
man government or the German industrialist class 
has deliberately sought to bring about such an in
ternal situation? And this with the experience of 
Russia and Austria before them? 

Apparently the worst is yet to come. With each suc
ceeding month the disastrous effects of inflation be
come more pronounced. Eventually, this paper will 
either become utterly worthless, because no one will 
longer accept it in exchange for goods, or it will have 
to be redeemed at some such vast ratio as a million 
of paper to one of gold. This also means that it will. 
be practically worthless, for it usually costs more to 
send the paper to the treasury for redemption than 
it is worth. This was the case, for example, with 
the American revolutionary currency which Hamil
ton agreed to redeem at the ratio of 100 paper to one 
of gold. 
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Assuming the obliteration of this ocean of paper, 
what next? A return to the gold standard would no 
doubt be attempted; but its successful inauguration 
under the chaotic conditions prevailing would be 
extremely difficult. The statement so often heard 
that all of the outstanding paper currency could be 
redeemed in gold at current rates of exchange, thus 
restoring sound financial conditions, is simply absurd. 
For unless the budget could then be balanced, the 
result would be renewed issues of paper currency 
u new tenor"-and a repetition of the tragic story. 
It caIinot be too often reiterated that there can be 
no solution of the monetary problem" until revenues 
once again equal expenditures. 



CHAPTER VII 

HOW FRANCE MET THE INDEMNITY OF 1871 

THE rapid payment of the indemnity of 5 billion 
francs imposed upon France after the Franco-Prus~ 
sian War of 1871 has excited almost universal admira· 
tion. The treaty of peace was signed at Frankfort 
on May 10, 1871; the first payment was made on 
June 1, 1871; and the last payment, not due until 
March 2, 1874, was made on September 5, 1873. 
The thrifty French citizens thus apparently "drew 
upon their hidden hoardings of specie, gritted their 
teeth, tightened their belts, and worked and saved 
with such spirit that they actually paid off the huge 
indemnity six months before it was due, the whole 
account being ~quidated in less tnan two years and 
four months from the day when the treaty was 
signed." An analysis of the process by which the 
French indemnity was met should throw some light 
upon the present problem of reparation payments by 
Germany. 

Contrary to popular notions, the French people 
did not through thrift and economy payoff this huge 
debt in little more than two years.· This is, in fact, 
a true statement; and its explanation we trust will 
do something to dissolve the myth that has always 

220 
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surrounded the French indemnity and its mar
velously rapid liquidation. 

The explanation of the conundrum is to be found 
in the fact that there is a difference between "pay
ing" a debt and effecting an adjustment or settle
ment that will be acceptable to the creditor. The 
significance of the distinction just drawn can be made 
clear only by indicating the means by which the 
settlement was actually effected. The data used, 
except where otherwise specifically noted, are taken 
from an official French report made in 1874,1 by 
Uon Say, who was at the time a member of the 
National Assembly. 

The following means were employed in paying 
and adjusting the indemnity, which with some inter
est and incidental costs amounted to 5,315 million 
francs, or 4,250 million marks. 

1. France surrendered to Germany the franchise 
right of that portion of the Railroad of the East 
which was located in the ceded territory of Alsace
Lorraine. This wa.'1 valued at 325 million francs. 
Since the French government did not own this 
railroad, it was necessary that it should obligate 
itself to pay the railroad corporation in due time 
the amount specified. 

2. There was a minor credit balance of 98,400 
francs due the City of Paris from the German gov
ernment, which was credited to the indemnityac
count. 

1 Rapport fait au nom de Ia commission du budget de 1875, sur 
Ie paiement de I'indemniM de guerre et sur lee operations de change 
qui en ont eM III. consequence. 
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3. France was by special agreement permitted to 
pay in paper money (bills of the Bank of France) to 
the extent of 125 million francs. 

4. The sum of 105,039,145 francs of German coin 
and bank notes, a large part of which had been 
brought into France by the German army, was col~ 
lected by the French government and turned over to 
Germany. 

5. French gold to the amount of 273,003,058 
francs was transferred to Germany. Of this amount, 
150 million was advanced to the government by 
the Bank of France. 

6. Silver to the amount of 239,291,876 francs was 
paid, of which 93 millions were procured from the 
Bank of Hamburg. 

The total of the above six items is 1,067,432,479 
francs. 

7. The remainder, amounting to 4,248,326,374 
francs, was adjusted by turning over to Germany 
foreign bills of exchange. 

The question now is, by what means did the French. 
government obtain the ownership of this large 
amount of foreign bills of exchange,-that is to say, 
how did the French government procure the owner
ship of the money of other countries? First, the 
French government issued two large loans which 
yielded a total of 5,792 million francs. 1 Of this 
amount, approximately tw~fifths, or 2,316 million 
francs were sold in foreign countries for foreign 

I GASTON JEZE: Cours de Science des Finances et de Legislation 
Financiere FranQaise, Paris, 1922, p. 391. According to Leon Say 
the yield of the two loans amounted to 5,724 million francs. 
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money,l and, interestingly enough, a considerable 
part of the bonds that were floated abroad were sold 
in Germany. Second, approximately 2 billion francs 
of existing foreign investments of French citizens 
were utilized. 

Since these foreign investments belonged to 
French private citizens, it will be seen that the 
French government had its own problem of getting 
possession of them. Instead of using money derived 
from taxation to buy these bonds, the French gov
ernment, in effect, borrowed them. The process 
was as, follows: the French government issued its 
own bonds and induced its citizens to take these, 
suggesting that in exchange they should turn over to 
the government foreign currency procured by selling 
foreign bonds which they held. The government 
also accepted foreign bonds from its citizens in direc,t 
payment for their purchases of the new government 
bonds. In this case the government could either 
deliver the foreign bonds directly to Germany
the evidence is not clear as to what extent this was 
done-or, could sell the foreign bonds for foreign 
money which it could use in paying Germany. 

The French 'govern7fWnt borrowed in one way or 

I Ba.sed on Victor Canon: Precis d'histoire de Ia. finance franllaise 
1870-78, p. 261, and on reports in the London Times of June 29; 1871, 
and of Aug. 2, 1872, and in the London Ecorwmist of Aug. 3, 1872. 
The face of the first loan was 2,799.5 million francs, of Which 20 
per cent, or 556 million francs were issued to foreigners. The face 
value of the second loan was 4,140.5 million francs, of which 58 per 
cent or 2,401 million francs were issued to foreigners. The total 
amount issued to foreigners (2,956 million fritncs) was thus 40 per 
cent of the total face value of the two loans (6,920 million francs). 
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another practically all of the funds used in paying 
Germany. It borrowed 325 million francs from the 
Railroad of the East; it borrowed 805 millions from 
the Bank of France, of which 150 millions in gold and 
125 millions in paper were used in paying the indem
nity; and it borrowed all of the funds necessary to 
procure the foreign bills of exchange. Indeed, a 
further analysis of the French government's loan 
operations indicates that the government went into 
debt during the years in question to a considerably 
greater extent than it got out of debt through the 
payment of the indemnity. 

The French government floated two large bond 
issues. The face value of the first issue, floated in 
1871, was 2,779.5 million francs; the rate of interest· 
was 5 per cent; the bonds were sold at 82.5; and the 
yield of the loan was 2,293 million francs.1 The 
second loan, put out for subscription July 28, 1872, 
had a face value of 4,140.5 millions and it also bore a 
rate of 5 per cent. It sold at 84.5, yielding a total 
of 3,499 million francs. The two loans combined 
thus yielded the government the sum of 5,792 
million francs, and increased the funded debt by 
6,920 million francs. Besides these loans, the debt 
of the government increased to the extent of 805 
millions,2 by virtue of its direct borrowings from the 
Bank of France and 325 millions on account of the 
debt to the Railway of the East. All told, therefore, 

1 J EZE. ibid. 
I ANDRE LlESSE, "Evolution of Credit and Banks in France" 

(Repol" of National Monetary Commission), p. 139. The t.otal 
debt of the Government to the Bank at this time wa.~ 1,530 million 
franclI. JEZE. ibid. 
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the French government, while paying oft' the in
demnity of 5,315 millions, incurred new obligations 
of 8,050 millions. 

We must now inquire to what extent these new 
bond issues of the government were paid for out of 
French savings. The two large loans put out for 
public subscription together yielded 5,792 million 
francs. Of this amount, approximately two and a 
quarter billions were subscribed by foreigners, and 
another 2 billions were paid for through the sacrifice 
of foreign investments owned by French citizens. 
This leaves roughly 1.5 billions. to be accounted for,. 
a sum which possibly may have been paid out of 
current savings. 

There is no means of ascertaining to what precise 
extent the payment of this 1.5 billions was made by 
the French public at the expense of ordinary con
sumption; that is to say, to what extent the French 
people tightened their belts in order to buy bonds. 
Data are not available to indicate whether a con
siderable part of it may not have been paid with 
funds borrowed from the banks just as during the 
Great War we "paid" for Liberty bonds by bor
rowing the funds from the banks. Nor does it 
appear to what extent the banking institutions 
themselves purchased government bonds. Some 
bonds, no doubt, were purchased with money drawn 
from hoards. 

At the very outside then-assuming no inflation of 
the currency in connection with the flotation of these 
bonds-the French public bought 1.5 billions out of 
current savings or with accumulated hoards. Mean-
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while, the interest burden had been increased by the 
following amounts: 346 million francs, the annual 
charge on the 6,920 million francs increase in the 
public funded debt; 20.5 million francs, the sum 
annually due, according to agreement, to the cor
poration of the Railway of the East; 8.1 million 
francs, representing interest at 1 per cent due the 
Bank: of France on loans received from tha,t source 
after the war,-a total of 374.6 million francs. In 
addition to this, the treasury had agreed to repay 
the loan to the Bank at the rate of 200 million francs 
a year.1 

Taxes were increased little more than enough to meet 
the increased interest charges. The following table· 
shows the total French revenues from taxation for the 
years 1867-1878 inclusive, classifying these into 
direct and indirect taxes-the latter being those de
rived from customs, registration, and stamp duties, 
and from excise duties on alcoholic liquors, salt, 
sugar, tobacco, powder, etc. 

The total revenue from taxation during the year 
1873 was 2,371 million francs, as compared with a 
total of 1,805 million francs for the year 1869, the 
year preceding the war year of 187Q-an increase of 
566 million francs. This leaves a margin of only 
191.4 million francs over the increased interest 
charges. Meanwhile other revenues of the govern
ment had increased only slightly, while other expen
ditures had very greatly increased. 

The fact that the government secured 5,792 mil
lions from the two bond issue!l, and 805 millions 

1 JtZE, wid., p. 437. 
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from the Bank of Franc~the total indemnity pay
ments being 5,315 million francs-indicates that the 
French government during the years in question 
was borrowing to meet ordinary fiscal requirements 
as well as to procure the funds with which to pay the 
indemnity. In fact, only 70 per cent of the proceeds 
of the first bond issue, and 87 per cent of the second, 
were actually intended for indemnity purposes. 

FRENCH TAX RECEIPTS, 1867-1878 

(In million. of francs) • 

Year Direct Taxes Indirect Taxes Total 

1867 545 1,177 1,722 
1868 562 1,207 1,769 
1869 576 1,229 1,805 

1870 586 1,083 1,669 

1871 581 1,239 1,820 
1872 605 1,524 2,129 
1873 673 1,698 2,371 

1874 669 1,748 2,417 
1875 684 1,933 2,617 
1876 697 1,996 2,693 
1877 698 f 1,970 2,668 
1878 704 2,036 2,740 

• Compiled from data contained in tb .. British Sla/illical Abet,,,,,,/or Principal 
lind .1It ... Foreifltl CouRt" .. , 1885. p. 206. 

Thi8 increase in the French public debt has left a 
permanent fiscal burden. The face value of that por
tion of the two loans that was earmarked to provide 
funds with which to meet the indemnity, was 5,548 
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million "francs. The annual interest charge on this 
sum at 5 per cent is 277 million francs. From the 
time the loans were floated until 1883 this sum 
had to be provided for annually in the French bud
get. Meanwhile, it appears that most of the bonds 
which had been sold abroad had been repurchased in 
France, and in 1883 a refunding operation 1 reduced 
the ratp to 41 per cent and slightly reduced the 
debt. From 1883 to 1894, the annual interest 
charge on account of the indemnity was, therefore, 
reduced to 245 millions. From 1894 to 1902 the 
rate was· only 3, per cent, the interest charge then 
amounting to 190 million francs. From 1902 on to 
the present time, the rate has been 3 per cent, and 
the annual interest chargeable to the indemnity 
has amounted to 165 million francs a year. 

It . thus appears that from the point of view of 
the internal budgetary problem, France has never 
got rid of the indemnity burden. The notoriously 
large"French public debt, which for decades has seri
ously embarrassed the financial administration, is in 
no small degree directly attributable to the fact that 
the French people never did, through economy and 
heavy taxation, liquidate the indemnity. 

From the point of view of international trade and 
finance, the payment of the French indemnity did not 
give rise to seribus difficulties. The first six items 

1 For data with regard to the refunding operations, see EDMOND 
TmlRY, "Cons6quences Economiques de la Guerre pour la France," 
1922, pp. 311-314. Thery gives the interest charge on the total war 
loans. Our figures represent the separate amount directly charge
able to the part of the lOaM which was used for the payment of the 
indemnity. 
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enumerated on pages 221 and 222 which tota11,067,-
432,479 francs in specie payments and credits, did 
not involve the transfer of commodities across 
French borders. The borrowing transactions did, 
however, directly influence the international finan
cial and trade situation. The sale of 2 billions of 
French-owned foreign investments built up in the 
years before the war, meant a direct loss of interest 
from foreign sources, while the flotation of 2.25 
billions of French bonds in foreign markets amounted 
to the same thing, since it served to reduce the net 
amount of French foreign investments. 

Frana' 8 international balana of payments was dis
tinctly. favorable during the indemnity period. There 
was a slight adverse balance of trade, amounting to 
roughly 100 million francs in the three years; but the 
invisible credits-mainly the interest on foreign 
investments-yielded approximately 900 millions 
per year, giving a net favorable balance for the three 
years 1871-73 of 2,600 million francs. It was the 
existence of these large invisible credits that enabled 
France to repurchase rapidly the bonds that had been 
sold abroad when the indemnity loans were floated. 

The total indemnity with interest, etc., was 5,315 
million francs. Of this, 1,067 millions were paid, 
as already noted, by specie transfers and credits. 
The normal international income (derived from in
terest on foreign investments and from foreign trade) 
during the years when the indemnity was being paid 
(2,600 million francs) Wa.c! thus about five-eighths 
of the amount required to meet the 4,248 millions 
not settled by specie payments or credits. 
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The import and export figures (including re~ 
exports) for the years 1867-1873 inclusive, are as 
follows. . 

FRENCH FOREIGN TRADE, 1867-1878· 

(Special commerce and re-export trade, in millions of francs) 

Year Imports Exports Net 

1867 3,202 3,085 -117 
1868 3,415 2,974 -441 
1869 3,269 3,257 - 12 

1870 2,935 2,915 2() 

1871 3,599 2,925 -674 
1872 3,603 3,814 +211 
1873 3,651 3,925 +274 

1874 3,574 3,806 +232 
1875 3,585 3,968 +383 
1876 4,046 3,689 -357 
1877 3,737 3,552 -185 
1878 4,246 3,297 -949 

• French Official Statistics. 

It will be noted that the unfavorable trade bal~ 
ance of 1871 and earlier years was converted into a 
favorable balance in 1872 which continued favorable 
until 1877. This resulted not from a reduction of 
imports, which in fact slightly increased, but from a 
considerable expansion of exports. Again, there is 
no evidence of rigid self denial on the part of the 
French people. The favorable balance of trade in 
1872-73 resulted merely from the thriving export 
business,-an export business which necessitated 
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increased imports of raw materials, and which was 
possible only because France's credit and economic 
plant and equipment had not been gravely impaired. 

It is interesting to observe that French sales in 
Germany increased markedly during the period of 
the indemnity payments. Exports to Germany in 
the two years before the war averaged 260 million 
francs; while in the two years 1872 and 1873 
they averaged 436 million francs. 1 It was the pro
ceeds of the favorable trade balance in the years 
1872-75 and the returns from foreign investments 
throughout the period that enabled France to pur
chase the bonds which had been sold abroad and to 
replenish the gold reserves of the Bank of France. 

The story of the French indemnity brings out into 
bold relief the essential features of the German rep
aration problem. As is always the case in meeting 
external obligations, the payment of the French 
indemnity involved the two distinct problems, 
(a) the internal budgetary problem, and (b) the prob
lem of making settlements across the border. France 
made the payments across the border in two ways: 
first, by the utilization of cash resources, that is gold, 
silver and paper money; and second, by selling for
eign investments and floating new bonds in foreign 
markets and transferring the proceeds to Germany. 
This second method provided more than four
fifths of the total sum. These methods of making 
annual payments could not possibly have continued 
over a long period of years, for there was a definite 
limit to French accumulated investments and a still 

1 French QfficiIU statistiCIl. 
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more definite limit to French credit abroad. I t is 
likewise true that France used about all of the cash 
with which she could part without wrecking her 
banking system. 

France was enabled to borrow in foreign markets 
primarily because the Franco-Prussian War did not 
even temporarily jeopardize her sound credit and 
international trade position. The Franco-Prussian 
War was a mere skirmish as compared with the 
World War. It lasted only a few months; no con
siderable percentage of the population of either 
country was involved; it was in no sense a war of 
attrition; there was little disruption of foreign trade 
or of the foreign exchanges, of the monetary or bank
ing systems, or of the internal economic organiza
tion of the nations involved. Moreover, France had 
to sacrifice during that war practically none of her 
accumulated foreign . investments. Most impor
tant of all for its bearing on the reconstruction prob
lem is the fact that the Franco-Prussian War involved 
only Germany and France, whereas the Great War 
involved every commercial nation in the world. 
When it came to the problem of re-establishing trade 
relations and building up a favorable trade balance 
after the Franco-Prussian war, it was of vital im
portance that the purchasing power of such coun
tries as Great Britain, the United States, Italy, Aus
tria-Hungary, and Russia remained unimpaired. The 
reader will do well to study carefully in this connec
tion the French export figures for 1872 and 1873 
given on page 230 in comparison with the tables 
showing German foreign trade after the Great War, 
given on pages 120, 122 and 126. 
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The domestic or fiscal side of the indemnity prob
lem France did not face squarely. The budget was 
not balanced during the years when the indemnity 
was being paid i such increases in t.axes as occurred 
were little more than sufficient to meet the interest 
charges on the increased public debt. For a short 
period France could thus temporize with the bud
getary problem; but if payments had been required 
over a long period of years there would have been an 
inevitable breakdown of French domestic finance. 

In comparing the French situation of 1871 with 
the German situation at the present time, it will be 
observed that the total of French payments, 4 bil
lion marks, was only a fraction of the sacrifice that 
Germany has already made. Like France, Germany 
has utilized all available cash resources, and she has 
sacrificed practically all of her foreign investments. 
Germany, however, could not bon-ow in foreign 
markets through the sale of bonds. The policy of 
her creditors has operated to prevent Germany from 
making normal use of her foreign credit, even to sat
isfy their claims. The loss of her principal sources 
of international income and the magnitude of her 
external obligations combined to destroy her foreign 
credit, except among speculators in irredeemable 
currency. The outstanding German payments 
have been in the form of the transfer of the 
merchant marine and other tangible property. All 
of these means of payment have, however, now been 
practically exhausted. Henceforth, as we have seen, 
payments can be made only out of a favorable bal
ance of trade. Can an export surplus be developed 
in view of the disruption of world trade and industry? ' 



CHAPTER VIII 

INTERNATIONAL IMPLICATIONS OF THE 
PROBLEM 

IT has commonly been presumed that meeting 
the cost of reparation is a simple matter of working' 
and economizing on the part of the German people. 
Let the disposition or, better, the will to pay pre
vail and it is believed that Germany could easily 
produce more and consume less and thus quickly 
repair the damages wrought by the aggression of the 
war. If only the reparation problem were as simple 
as this, its solution would be easy indeed. The 
truth is, however, that the making of reparation 
payments is not a mere matter of domestic household 
economics. In the problem are involved not only 
internal political and social issues of the greatest 
delicacy and complexity but international economic 
and political conditions over which Germany has no 
direct control. The German international trade and 
financial situation, as we have seen, is the essence 
of the whole reparation problem,-even the balanc
ing of the German budget being dependent upon the 
recovery of Germany's international economic posi
tion. 

The budgetary difficulties are inextricably linked 
with the whole network of political, social, and econom·ic 
r(}lat~Qn~, The ability of Germany to ballmoe her 

l!34. 
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budget and to return to a sound fiscal position 
will depend upon considerations such as the follow
ing. 

1. The ability of a weak and unstable govern
ment to levy and collect from an impoverished 
people a very great increase in taxes. 

2. The ability of the government to eliminate the 
numerous subsidies that have thus far been so heavy 
a. drain on the budget, without, at the same time, pre
cipitating serious problems of internal readjustment. 

3. The maintenance of social order and the devel
opment of a unified public opinion and national policy 
in place of the bitter class dissensions and divergent 
policies that now exist; 

4. The willingness of the Allies to adjust the rep
aration payments demanded to the capacity of Ger
many to pay, as measured by the possibilities of an 
export surplus. This will naturally be dependent in 
part upon the attitude of the United States toward 
the adjustment of international debts. 

5. The ability of Germany during a moratorium 
period to procure abroad the credit with which to 
purchase the raw materials and foodstuffs required 
to restore her productive power, and then the ability 
to expand exports relatively to imports. The find
ing of foreign credit will depend largely upon the 
feeling of lenders in Allied and neutral countries 
with reference to the future solvency of Germany; 
while the expansion of exports will depend in no 
small degree upon the tariff and trade policies of 
the nations in which Germany must find the mar
kets for her goods. 
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Merely to raise these questions is enough to indi
cate the utter impossibility of forecasting the capacity 
of Germany to restore sound financial conditions. 

It is equally impossible to predict how inflation may 
be checked and some measure of price stability restored 
in Germany. The money and price problem in 
Germany is emphatically not an isolated phenome
non capable of independent diagnosis and cure; and 
any program for price stabilization that attempts 
merely to control the quantity of money that banks 
may issue is foredoomed to failure. In Germany 
to-day the monetary problem is definitely related 
both to budgetary difficulties and to the international 
trade and financial maladjustments that have oc
curredj and these problems, in turn, involve prac
tically all of the economic, social, and political issues 
which vex and thwart not only Germany but all 
Europe. 

Regardless of fiscal and monetary demoralization, 
is not the German economic system substantially 
intact! It is urged repeatedly that the present finan
cial troubles are but temporary, and that if Germany 
can escape her reparation obligations through the plea 
of bankruptcy she can then straighten out her 
finances and promptly regain her pre-war economic 
strength. Her territory, except in East Prussia, 
was not devastated; her factories were not destroyed; 
her great technical and managerial skill remains; 
her population has been reduced but little. Are not 
the fundamentals of wealth production therefore 
still unimpaired? 

What is seen in this connection is that the so-
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called fundamental factors of production-land, 
labor, plant and equipment, and management-are 
all substantially intact, although, be it remembered, 
the ownership of much of the plant and equipment, 
and of some of the land, has passed out of German 
hands. What is not 8een is that these production 
factors have become in considerable measure eco
nomically impotent in consequence of far-reaching 
maladjustments in the larger economic organiza
tion. The fundamental difficulty in all the Euro
peM countries, in fact, is not the lack of land, or 
labor, or plant and equipment, or managerial ability. 
The really deep-seated trouble is to be found in the 
disruption of the intricate international financial 
and economic system. 

Consider, for example, the position of Spain. 
The land area is intact j the labor supply has in
creased since 1914; the supply of capital goods was 
greatly expanded during the war; and much valu
able managerial experience was gained. Spain, 
then ought to be in a most gratifying condition. 
Ought! but isn't. The trouble is largely one of 
markets. The war demands having ceased, Spain's 
new industries are unable to function. High prices, 
unemployment, and other things, have, moreover, 
given rise to a very difficult social, and hen<>e polit
ical, situation. The government budget also pre
sents a sorry picture. 

Consider Switzerland. Natural resources intact; 
population enlarged; capital goods increased; man
agement improved; and with banking coffers over ... 
flowing with gold. Swiss economic conditions ehould 
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leave nothing to be desired. The Swiss economic 
organization is, however, no longer properly articu
lated with that of the rest of the world. Before the 
war, Switzerland exported visible luxuries and II invis
ible" scenery sufficient in amount to pay for her food, 
about three-fourths of which had to be imported. 
At the present time the people of Europe, at least, 
must curtail their purchases of Swiss luxuries, and 
they have more important uses for their money than 
the purchase of Swiss scenery. Meanwhile, the 
Swiss need for food is as great as ever. One must 
conclude, therefore, that Switzerland is in a pre
carious economic condition. All of the neutral 
countries, in fact, have economic resources in abun
dance; but these resources are in considerable 
measure impotent because the general economic 
organization is out of joint. 

Great Britain is in a similar situation. She is not 
suffering from a lack of managerial capacity, or a 
dearth of factories, or warehouses, or railroads, or 
ships; nor is her difficulty to be found in a shortage 
of labor. On the contrary a considerable percentage 
of her capital equipment is lying idle, and she has 
more than a million of unemployed workers. The 
chief source of trouble is to be found in the fact 
that British markets, particularly those on the con
tinent of Europe, have been very greatly reduced 
in consequence of the war and the peace. Even in 
the case of France, the greatest source of impoverish
ment is not the devastated areas. It is the destruction 
of the international financial and commercial organiza

, tion in which Frlince is also inextriClibly involved. 
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European countries have been scolded not a little 
for not getting down to work. They have been told 
tha t if only they would get rid of the excess labor 
on the railroads, in other public enterprises, and 
in government offices generally, and set these people 
to work-if only they would work more hours 
a day in creating wealth-the reconstruction of 
Europe would soon be completed. This is undoubt
edly true. But in the complicated profit-making, 
capitalistic system of today there is little point in 
urging involuntarily unemployed people to go to 
work, when-in consequence of disrupted trade and in
dustry-there are insufficient jobs available. What 
is the use of scolding the million and a half of unem
ployed in Great Britain for not getting down to 
work when British markets have been so shattered 
that the employers of labor cannot sell the goods 
'which labor would produce? Without doubt there 
has been an increase of malingering and shiftlessness; 
without doubt too many have become imbued with 
the idea that the world owes everyone a living. War 
produces such states of mind. But these conditions 
are in no sense the primary causes of low post-war 
production in Europe. 

Germany and the continental countries generally 
have handled the problem of unemployment dif
ferently from England, in that instead of having a 
large number of people idle they have given prac
tically everybody a chance to work part of the time~ 
as the best means of preserving social peace during a 
troubled period when its preservation was of para
mount importance. The German government has 
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also endeavored through subsidies to certain hldus
tries to make good the dearth of private employ
ment, private opportunities for non-speculative 
profits being severely restricted. While subsidizing 
industry has had its temporary advantages from the 
standpoint of employment and of industrial output, 
its consequences upon the budget have been utterly 
disastrous. France, similarly, has subsidized the 
reconstruction of the devastated areas, thereby 
temporarily holding unemployment in check, but 
at a fearful cost to the budget. Either the British 
or the continental method has disastrous conse
quences. tn the absence of an effective and confi
dent private initiative, which of these methods-both 
inherently objectionable to the governments con
cerned and both roundly condemned by critics 
everywhere-should have been followed? If neither, 
what was the practical alternative? 

The fundamental difficulty in Europe today is, in 
a word, economic maladjustment. When that day 
arrives when the nations of the world are less con
cerned with forcing industry and trade into un
wonted channels, less intent. upon simultaneously 
demanding and preventing the payment of debts 
and the making of reparation, and more intent upon 
facilitating the restoration of industry, upon pro
moting the free flow of commerce through its usual 
~hannels, and upon the restoration of a balanced 
state of international trade-only when that day 
arrives will one be able to say that Europe is once 
more headed in the direction of genuine economic 
prosperity. 
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Germany and Great Britain have been the principal 
sufferers as a result of the p08t-war maladjustment of 
world trade and finance. This is simply because the 
commercial and financial organization of these coun
tries was more highly integrated and more intricately 
interwoven with that of the world at large. Eng
land's international economic system developed 
earlier than Germany's, but they were very similar. 
Each had before the war a huge urban population 
which could sustain itself only through the import of 
foreign foodstuffs. Each had a large adverse trade 
balance which was paid for with (1) the income 
derived from interest on foreign investments, and 
(2) shipping, banking, insurance, and other mis
cellaneous earnings. In each case before the war 
there was a net balance available for new investments 
abroad. A brief statement of their relative post
war positions in this regard is therefore pertinent. 

As a result of war and post-war financial require
ments, Germany has lost, as we have seen, practically 
all of her income from the invisible sources. Great 
Britain, on the other hand, has retained more than 
half of her overseas investments and the larger part 
of her earnings from shipping, banking, insurance, 
and miscellaneous sources. In fact, Great Britain's 
total income from all.invisible sources in 1922 was 
approximately £240,000,000, or 5 billion gold marks, 
more than sufficient in amount to cover her heavy 
adverse trade and specie balance. If these £240,-
000,000 derived from foreign investments, ship
ping, banl$:ing, insurance and other services were 
.wiped out, Great Britain's economic situation would 
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be fundamentally impaired. She would be no more 
able to meet external debt obligations at the present 

. time than is Germany. 
The. loss by Germany of all income from the so

called invisible sources which in 1913 amounted to 
about 2 billion gold marks, the loss of very impor
tant sources of raw materials through the cession of 
territory, together with the great impairment of for
eign markets have \lombined to shatter the whole 
German economic system. Even with the balancing 
of the domestic budget and the restoration of a sound 
and stable currency, the German economic system 
would be anything but intact. Germany will regain 
economic health and strength only as the rest of 
Europe recovers from the disastrous shattering of 
established economic relationships that has resulted 
from the war. 

The ability of Germany to develop an export surplus 
is the essence of the whole reparation problem. We 
must repeat that year after year Germany can make 
reparation payments only to the degree that she is 
able to export more than she imports,-the invisible 
credits, as we have found, now yielding practically 
no net balance. Temporarily, it is true, Germany 
might conceivably place some loans, say in the 
United States, and turn the proceeds over to the 
Allies; but, as stated in Chapter I, this might be 
merely robbing us to pay them. In any case, Ger
many would be able to pay her total foreign obliga
tions only by means of an export surplus. 

Temporarily, also, a /I settlement" might be 
patched up by transferring German industrial securi-
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ties to the Allies,-the securities being obtained 
by the German government through a direct 
"capital levy" or by outright confiscation. But, 
as pointed out in the opening chapter, the in
terest or dividends on these securities could be 
converted into acceptable foreign currencies only 
by means of an export surplus. Unless there is 
an export surplus German industries cannot procure 
the bills of exchange with which to make pay
ments abroad, even though able to earn domes
tic profits. Interest or dividends cannot be paid 
abroad in paper marks; and the total national gold 
supply is less than a billion gold marks. 

Our analysis has shown that if Germany is year 
after year to meet the cost of reparation, her exports 
must exceed 14 billion gold marks, the estimated 
amount of the indispensable imports. The reader 
may still ask, however: could not Germany pay 
as much as a billion a year out of an export surplus, if 
imports were, for example, only 6 billions and exports 
7 billions? The answer is yes, so far as figures are 
concerned; but the practical problem is, could 
Germany actually export as much as 7 billions if 
imports were restricted to 6 billions? This does not 
appear to be hw:na.D.Iy possible for the reason that 
unless food and raw material imports are very much 
in excess of this total, the whole industrial machine 
becomes stalled and exports inevitably decline. 
Recall that in 1913 the large exports consisted prin
cipally of (1) coal, in the raw material group; (2) 
sugar and rye, in the food group; and (3) large quan
tities of a vast range of manufactured commodities. 
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With imports curtailed to 6 billions, as has in fact 
been the case, the German nation, in order to eke 
out the domestic shortage, has been compelled to 
eliminate exports of coal, sugar, and rye, and to 
reduce materially the exports of many other com
modities in the raw material and food groupS.l At 
the same time, it has been impossible to manufacture 
for export anything like the pre-war quantities of 
goods. Present exports, it may be recalled, are not 7 
billions, but 4 billions (5.5 billions, including the value 
of the restitution and reparation deliveries), and no 
one can doubt that Germany has done all in her power 
to expand exports. Subsidies on production, low 
transportation rates, depreciated exchanges,-all are 
supposed to stimulate foreign sales. But, in spite of 
every effort, Germany has not been able to make 
exports exceed imports. 

It must be emphasized once again that the 14 bil
lion gold marks of indispensable imports represent 
an estimate based on the assumption that the present 
German population of 63 millions is to be permitted 
to survive and to work at pre-war efficiency. If im
ports of food and raw materials are greatly reduced, 
either the deficiency must be made good by increased 
home production, or else starvation and industrial 
stagnation will be the inevitable result. A material 
increase in the domestic production of copper, iron 
ore, rubber, cotton, and oil is impossible; and a rela
tively poor agricultural area of only 182,867 square 
miles-two-thirds the size of Texas-cannot pro
duce sufficient food to support a population of 63 

1 See ta.ble on pp. 122 a.nd 126. 
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million people. The only hope for the German peo
ple lies in the preservation of German industry at 
the highest efficiency and lowest cost of operation 
commensurate with the maintenance of wholesome 
standards of living, for it is only through the exchange 
of commodities made primarily from imported mate
rials that the entire population can survive. 

Large reparation payments can be made only 
provided the German standard of living is held down . 
to the minimum of subsistence, or at least to the min
imum below which social revolt becomes inevitable. 
The will to produce must of course be preserved; 
some opportunity for gain must be permitted. Im
plied in this is a driving down of wages and pro
duction costs below the level of the world at large, 
in order that Germany may persistently undersell 
competitors in world markets. This is the only pos
sible way whereby any substantial exportable sur
plus can be procured. Whether it is a way that 
would please and prove profitable to the rest of the 
world constitutes another story. 

We have set no definite annual sums that Germany 
can pay through the development of an export sur
plus, for the simple reason that it is utterly impos
sible for anyone to know whether, in view of all the 
conditions that exist and that will continue to exist, 
Germany will be able to develop any export surplus. 
It depends upon wholly indeterminate factors. The 
Germans themselves do not know a particle more 
about the possibility than anyone else. Hence, any 
promise to pay any definite sum per year that may 
,under military compulsion be extracted from the 
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German government would be worth not a whit 
more than the "agreement" reached at London in 
May, 1921. No threat or compulsion, no promise, 
no guarantee of any kind whatsoever will ensure the 
payment of any definite sum. If the Allies hope to 
get paid, there is only one policy to follow, namely, 
to facilitate the recovery of German import and 
export trade, and then to require the delivery of 
whatever excess of exports may be developed. 

The problem of control-the prevention of German 
evasion-is not particularly difficult. On the bud
getary side all that is required is to retain in Berlin 
the present supervisory fiscal agents appointed by 
the Reparation Commission. On the side of for
eign trade, a considerable part of the mechanism of 
control is already in the hands of the Allies. In 
order to prevent the importation of luxuries from 
France, Italy, Belgium, and Great Britain, it is 
merely necessary for these countries to prevent their 
citizens from exporting such commodities to Ger
many. It will be seen, of course, that this involves 
a complete change of policy on the part of at least 
some of the Allied governments, which have up to the 
present time, despite the protests of the German 
government, insisted on keeping open the "hole 
in the west ". Imports of non-essentials from other 
countries may be controlled by having Allied agents 
at the custom-houses. 

Similarly, in the matter of exports, the control, in 
considerable measure, lies directly in the hands of the 
Allies. The average German manufacturer who is 
dependent for the making of profits upon sales in 
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foreign markets, may, we believe, be relied upon to 
increase his foreign sales wherever possible. It is 
well to remember at this place that no one has yet 
charged the German industrialists with endeavoring 
to curtail exports; the only charge has been that· 
they are tax dodgers. The Allies can do a great 
deal towards facilitating the expansion of German 
exports through a reduction of their tariff barriers 
and through the negotiation of favorable trade 
treaties with Germany. Their efforts should, of 
course, also be directed towards inducing other 
countries, particularly the United States, to foster 
through commercial treaties the recovery of Ger
man trade. 

If, however, by any chance Germany should 
endeavor to curtail her export trade with a view to 
prevent exports from exceeding the indispensable 
minimum of imports, it will then be time to consider 
ways and means of compelling her either to sell more 
goods in competitive world markets, or to ship more 
goods directly to Allied countries as deliveries in 
kind. 

The continued exaction of reparation payments 
under conditions Which directly reduce imports of 
raw materials and foodstuffs-we repeat a final 
time-will not only quickly reduce the subsequent 
payments that can be made, but it will shortly result 
in the disintegration of the whole German economic 
system, accompanied by wholesale unemployment 
and starvation for a considerable portion of the Ger
man population. The process of compelling Ger
many to pay when she has no international credit 
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balance available for the purpose is analogous to 
forcing complete liquidation upon a temporarily 
insolvent debtor. A little more .juice may be 
squeezed out by the process-and then the end. 

If the Allies wish to procure from Germany the 
maximum reparation payments over a period of 
years, Germany must be given time in which to 
recover her international economic equilibrium. 
This is what such true friends of France as the 
representatives upon the advisory committee of 
bankers urged in the early summer of 1922. This 
is what is behind the whole moratorium idea,
which every experienced business man and economist 
knows is now a condition precedent to any further 
substantial payments. If Germany is to pay in 
the largest measure, her creditors must- squarely 
face the facts and give her time in which to recover, 
if possible, her international economic position. 

If one believes that the economic prosperity of the 
world will be promoted by the economic recovery 
and the restoration of the consuming power of Ger
many, he should favor her importation of large 
quantities of necessary food and raw materials and 
the exportation of correspondingly large quantities of 
manufactured goods. If, on the other hand, one 
believes that the disintegration of the German indus
trial system and the starvation of some millions of 
German people will promote the general welfare of the 
world, then he should welcome the continued curtail
ment of both German import and German export 
trade .. 
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GERMANY'S INTERNATIONAL TRADE AND 
FINANCIAL ACCOUNTS 

AVAILABLE data on which to base a connected 
story of Germany's commercial and financial rela·. 
liions with the rest of the world are far from satis· 
factory. Until the outbreak of the war, the mova. 
ment of commodities and of specie and bullion was 
recorded at the custom-houses and was officially 
reported by the German government in its trade pub
lications. But during the war the publication of 
such data was discontinued, and was not regularly 
resumed until May, 1921. For the years 1919 and 
1920, and for the first four months of 1921-as well 
as for the war years-consecutive official trade figures 
were not published. Fortunately, estimates have 
been made for these years that are generally accepted 
as being as nearly accurate as the unsettled state of 
Germany's foreign commerce will permit. These 

, are stated in an article by von Glasenapp, Vice-pres· 
ident of the Reichsbank, in the Manchester Guardian 
Commercial Reconstruction Series, while correspond· 
ing estimates are also published in other recent 
studies. For the invisible items that enter'into the 
international balance of payments there is, of course, 
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no official source of information; and the estimates 
that are availabl~ are on the whole neither complete 
nor convincing. 

I. TRADE AND SPEcm STATISTICS FOR PRE-WAR YEARS 

The German trade statistics for pre-war years are 
reasonably reliable and furnish a valid basis for 
year-to-year comparisons of. Germany's exports of 
domestic produce and imports of goods for home 
consumption. This is true for the years 1894-1913 
in spite of the fact that in 1906 considerable changes 
were made both in the territory covered by the 
reports and in the commodity classification; that 
during this period the list of commodities covered 
by the returns was slightly changed; and that alto
gether the basis on which the trade was valued is 
open to certain criticisms.1 . 

The German trade statistics are compiled to show: 
(a) The general trade, which is given only in terms of 
volume and by the two broad classes, total imports 
and total exports i (b) the gesamteigenhandeZ, Or 
total-trade-proper,' (c) the special trade. Both (b) 
and (c) are given in terms of value as well as volume 
with imports and exports classified into five broad 
commodity groups, and also according to commercial 
source or destination, and itemized for a long list 
of commodities. The figures for the general trade 

1 The facts with reference to German trade statistics here pre
sented are largely taken from the Statistische J ahrbUcher. Additional 
informatiQn hllli been furnished by M. L. Jacobson, statistician of 
the Federal Reserve Board. Cf. J. J. Kral, "Methods of Comput
ing Values in Foreign Trade Statistics." 
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include all goods brought into or shipped out of the 
German economic union, including the transit trade. 
Goods classed as transit trade are those which are 
shipped through the country in bond-in sealed cars 
not opened while within the German borders. The 
total-trade-proper does not include the transit trade, 
but otherwise covers the same imports and exports 
as the general trade. The special trade and the 
total-trade-proper also differ slightly in certain ways. 

1. The imports are recorded as special trade im
ports only after they have come through customs, 
and after the duty has been collected on such as are 
subject to duty. They are recorded in the Gesamt
eigenhandel statistics at the time they enter the cus
tom-house. The difference involved here is one of 
time, rather than of quantity and value. For the 
purpose of making comparisons of the total of Ger
man trade over a considerable period of time, there
fore, it makes little difference whether the special 
trade or total-trade-proper figures are used. For single 
years, however, the amounts may differ from one an
other because of the time lag in the special trade. 

2. Goods for consumption brought into any part 
of the economic union are shown in the figures for 
both the special tiade and the total-trade-proper. 
Of commodities brought in for the purpose of being 
put through some manufacturing process (the 
Veredelungsverkehr or improvement trade), the spe
cial imports include only those that are for German 
consumption, and only those that are brought into 
such parts of the economic union as are subject to 
the German tariff law. The total-trade-propet: in-
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eludes all of the improvement trade-whether for 
German consumption or for re-export-of the whole 
economic union. 

Goods for further manufacture and for re-export 
which are brought into the free port of Hamburg, for 
example, appear in the total-trade-proper as im
ports of raw materials or partly manufactured goods 
and again as exports of manufactures, but are not 
included in the special trade figures. Such of these 
II improvement trade" exports as go from Hamburg 
into parts of the economic union subject to the Ger
man customs law are recorded at the place of entry, 
both in the special trade and in the total-trade
proper, as imports of manufactured goods from for
eign countries. The result of this difference in 
method is unimportant, so far as the trade totals are 
concerned. So far as commodity groups are con
cerned, imports of raw materials appear larger in 
the case of the total-trade-proper; imports of man
ufactures appear larger in the case of the special 
trade. 

Whether for purposes of comparison it is best to 
use the special trade or the total-trade-proper is a 
minor question on which authorities do not agree. 
In this study the special trade figures have been 
used: the reason for the choice being expediency. 
The special trade figures are the ones currently pub
lished by the government, while the total-trade- , 
proper is not published until the annual report for 
the year is issued. . 

In 1906 certain territorial and classification changes 
were made that affected the German trade 6tatistics. 
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Prior to March I, 1906, the territory covered by 
the trade returns was the Zollgebiet or customs union. 
This territory included the German Empire (with 
the exception of the free ports of Hamburg, Cux· 
haven, Bremerhaven, and Geestemunde, the island of 
Helgoland, and certain small districts on the Swiss 
border) and included also the grand duchy of 
Luxemburg and two Austrian communities-Jung':' 
hob and Mittelberg. In 1906 the territory covered 
by the trade statistics was enlarged to include the 
four free ports named above-although for customs· 
tax purposes these ports were still outside the union
and from that time was known as the W irtschafts
gebiet or economic union. The special trade figures, 
however, are little affected by this change in terri
tory. There is an increase in the figures because 
they now include the special imports for consump
tion and the exports of domestic production of the 
four free ports. There is a decrease because the 
trade between these free ports and the rest of the 
economic union, except the improvement trade, 
mentioned above, was no longer shown as foreign 
trade. The increases practically balance the de
creases so far as total imports and total exports are 
concerned, though there was some slight shifting 
as between commodity groups. 

In 1906 a change was also made in the commodity 
classification in order to make it agree with that in 
the 1902 tariff law, which at this time was becoming 
effective. But while these changes in classification 
raise difficulties in the way of detailed comparisons 
of the trade in certain classes of commodities before 
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and after 1906, they should not stand in the way 
of comparisons of the total trade as reported for 
these years. This statement obviously also applies 
to some lesser classification changes that have 
been made since 1906. Another change con,cerned 
the goods covered by the returns. Shipbuilding 
materials brought in for the construction or repair 
of sea-going vessels, and also foreign goods shipped 
for use as stores on outgoing German vessels were 
recorded as imports. Against this increase in imports 
there was a decrease because of the fact that fish 
caught by German ships and crews and the manu
factures therefrom, were no longer recorded as 
imports. The net result of these changes was rela
tively unimportant. 

Until the end of April, 1909, the value of German 
trade, except in the case. of a limited number of com
modities, was determined on the basis of a schedule 
of estimated values prepared by the Advisory Board 
for Commercial Statistics in annual session. Begin
ning with May 1, 1909, declared values instead of 
estimated values were required in the case of 32 
items of imports and 1,336 items of exports; and 
since April 1, 1911, declarations of value were re
quired for all exports and for 60 numbers of the 
import schedule. The value of other imports were, 
until in 1921, calculated on the basis of official valua
tions established generally for certain kinds of goods 
or separately for each country of origin. The de
clarations also were checked by the Advisory Board. 
It is difficult to say what effect these changes had on 
the totals reported. It is important to notice, 
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however, that in one re5pect the method of valua
tion remained unchanged-the values reported were 
practically frontier values, or in other words, ex
ports were reported as f.o.b. frontier, imports c.i.f.1 

The fact that the trade is valued at the German 
frontier necessarily means that there is uncertainty 
with regard to the value that should be Bet on goods 
brought in on consignment and on exports sent to 
foreign markets on consignment. In either case it is 
impossible to determine at the German frontier 
exactly what the proceeds of the goods will be. 
Nothing better th8.Il estimates were to be had in the 
case of consignment goods, whether valuations were 
based upon traders' declarations or upon official esti
mates. But what is true in this respect with regard 
to exports is likewise true of imports, and vice 
veI'l8.. Any understatement in the one because of 
failure to make a proper allowance for profit or loss 
i.e in all probability balanced by a like underestimate 
in the other. All in all, a careful study of the Ger· 
roan trade statistics for pre-war years leads to the 
conclusion that they furn.ish a basis for valid year~ 
to-year comparison of the special trade. 

n. THE INVISIBLE ITEMS 

It is practically impossible to determine year by 
year and item by item, the amounts of income which 
Germany received from invisible sources. It is 
known, however, that they were sufficient not only 
to meet her adverse trade balance, but also to yield 

l F.o.h. -free on board; cjl. =cost) insurance, freight. 
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a surplus which she invested abroad. In a general 
way it is known what invisible resources Germany 
pOl:?sessed, and some estimates are available for cer
tain years with regard to the probable income 
received on account of certain of the items. 

In the pre-war account, interest on accumulated 
German investments in foreign countries was the 
largest . of the invisible items. To determine the 
amount of the interest received or receivable by 
Germany year after year, one of course needs to 
know (a) the average interest rate applicable to 
Germany's foreign investments, and (b) the net in
vestment, year by year, on which interest was due
allowance being made for foreign holdings of Ger
man securities. With regard to the average interest 
rate, Sir George Paish found as the result of care
ful study that the average yearly rate of return on 
English foreign investments was approximately 
5 per cent. l In estimating German earnings on 
capital invested abroad Riesser assumes an average 
rate of 6 per cent on proprietary and partnership in
vestments and 5 per cent on securities.2 Cram
mond 3 and von Glasenapp" used an.average rate of 
5 per cent for all investments. Pupin Ii uses a 4i per 

1 JO'Urnal Royal Statistical Society, January, 1911, pp. 168-172. 
• "The German Great Banks and their Concentration" (Report 

of the National Monetary Commission), p. 546. 
'Journal Royal Stati$tical Society, July, 1914, p. 798. 
• Manchester Guardian Commercial, Recomtruction in Europe, 

sect. 1, p. 28. 
6 La. Balance Economique de 180 France, Journal Soci6U tk Statu.: 

tique de Pam, 1916, pp. 393-404. 
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cent average in estimating the French pre-war 
interest income. From a study of these writers it 
seems reasonable, therefore, to estimate Germany's 
pre-war interest income at 5 per cent on the net 
amount of her foreign investment. 

It is, however, impossible to state the precise 
amounts of the net foreign investments which ac
tually stood to Germany's credit in each of the 20 
years before the war. Available estimates vary 
widely in amount, and, practically without excep
tion, they refer to isolated years. It is therefore 
difficult to know to what extent the variations 
between different estimates may be taken as evi
dence of actual changes in Germany's holdings of 
securities over a given period; to what extent they 
are due to the fact that it is often not clear whether 
an estimate is intended to, show the total German 
foreign investment, or whether it is a net figure in 
which allowance has been made for foreign owner
ship of German securities and enterprises; and to 
what extent they represent merely a difference in 
the degree of optimism· with which different esti
mators looked at the problem. The table below, 
citing a considerable number of the estimates that 
have been made, shows clearly that these estimates 
will not serve as a satisfactory basis for determining 
year by year the interest which Germany received 
from her foreign investments. 

The explanation of the high estimates for 1909 and 
the exaggerated MUller estimate for 1913 will be 
found on p. 280. 
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ESTIMATES OF GERMAN FOREIGN INVESTMENTS 

Year 
Billions 

Authority of Marks 

1892 10 Schmoller '. I 
13 Christians I 

1892-93 15 Von Miquel. estimate Cor Prussia 8.lone C 

1893-94 12 Koch' 
1905 25 Ballod C 

24 to 25 Imperial Marine Office' 
26 Halle a 

24 to 25 Riesser &. 

1906 16 Koch I 
1909 30 Crammond' 

30 Steinmann-Bucher 1 

1912 20 Crammond 7 

1913 20 Helfferich 8 

20 to 25 Kurt Singer 9 

35 August Miiller 10 

Outbreak of 
the war 20 C. K. Hobson 11 

30 Paish ll 

21 Hans David I 
1914 25 Ballod 8 

25 Pistorius 8 

25 Steinm8Jln-Bucher 11 

18.26 Census taken by the German govemmenVc 

I STBINMANN-BuORBR, A, "350 MiUiarden Deutachee Volkaverm<lgen," pp. 
44-47. 

I Cited in STIIlUlIIANN-Buoa .. R, Ibid • 
• XIIITNIIlS, J. M., "Economio Conaequcnoos of the Peace," p. 1'15 . 
• Cited in RIESSER, J., The German Great Banks and their Concentration 

(Reporl of the National Monetary Commiaeion), p. 803. 
6 Rl .. SSER, Ibid., p. 546. 
e Journal Royal Statistical Society. In his oomments on .. paper presented by 

Sir George Parish, September, 1909, p. 483. 
'The Eoonomio Relatione of the British and German Emp1rea, J. R"". Stal. 

Soe., July. 1914, p. 803. 
I H .. r.. .... ERICB. KARL, "Germany's Eoonomio Progress and National Wealth, 

1888-1913," pp. 112-113. 
'Wirtscha/tsdien.'. July 7, 1922, pp. 66~61. 
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Income Jrom shipping was the invisible item oj 
second importance in Germany's pre-war account8~ 
Shipping earnings as they appear in the international 
balance of payments of a country should show 
the net income which the country receives from 
other nations for the services of its merchant ship
ping. It is. the country's net receipts-not the 
aggregate income of her shipping companies-that 
furnish her with a means of paying her foreign obli
gations. From this it will be seen that the figure 
should not include government subsidies to shipping, 
nor any other income which the shipping companies 
derive from the people of the country concerned. 
It should exclude freights paid on imports, for the 
reason that freight charges become a part of the 
selling price of commodities and are paid by con
sumers in the importing country. It should exclude 
expenditures made in foreign ports by the country's 
ships or crews, but should include expenditures of 
foreign ships and crews in the country's own ports. 
Clearly, it should include freights earned on exports, 
for these are paid by foreign consumers; and likewise, 
all freights earned by ships serving as common car
riers between foreign ports. 

In the case of shipping, as in the case of interest 

10 Th. European Payment BalanC>e, B"""",lrw:li"", February-March, 1922-23, 
p. Ins. 

U HODSO", C. K., British Overaea Inveotmento, Th • .11 ...... 10 o/Ih. Am.,i_ 
Aeadem" 0/ Polilieal and 80eWJ 8ci ... "", Vol. 68, p. 32. . 

11 P AUK, G., The Economio Outlook in Europe, ContsmpOI'a", B .. i.IIJ, Sepo 
tember, 1919, p. 255. 

11 li'l'zIHIotANJI-B17mu:a, A., .. Deutechlands Volk8vermogen im Krieg.," 
Second ed. Btuttgllrt, 1916, p. 10. 

u Wirl •• ha/lund 8kJli.lill;, no. 2, 1923, p. 64. 
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income, no thoroughgoing study has been made of 
the German situation. There is, however, a round 
about method of arriving at figures that will roughly 
serve the present purpose. C. K. Hobson has pub
lished in his 1/ Export of Capital" an estimate of 
British shipping earnings for each of the 33 years, 
1870-1912; and other estimates are available for later 
years. These figures together with a comparison 
of British and German tonnage statistics year by 
year serve as a basis for determining what the Ger
man earnings probably were-and as a matter of 
fact figures computed on this basis check fairly 
closely with the estimates that have been published 
for certain pre-war years. 

Hobson points out that the methods which he used 
in calculating British shipping earnings give a figure 
which includes not only freights earned on exports 
from Great Britain, but also freights on imports into 
Great Britain. His estimate of shipping earnings is 
therefore too high because it includes freights paid 
to British shipowners for the carriage of goods 
consumed in Great Britain, which in the last analysis 
means freights paid to British shipowners by British 
consumers. However, a compensating error appears 
in the British trade statistics. British imports are 
valued on a c.i.f. basis (exports, f.o.b.), thereby show
ing as a national expenditure for imports not only the 
price paid to the foreign exporter but also charges 
for insurance and freight, part of which were paid by 
Br~tish consumers to British agents and companies. 
In the international balance of accounts the over
statement in earnings is set against the overstatement 
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in expenditures, so that neither error is carried into 
the net balance of payments. 

Now, since the German trade statistics also-show 
imports valued c.i.f. and exports f.o.b., a method'of 
estimating shipping earnings which will cancel the 
error involved in the trade figures should be used 
for Germany as well as for Great Britain. This 
leads to the conclusion that in the absence of other 
data. from which to work, one might use the British 
estimates as a basis for a rough determination of what 
Germany's shipping earnings probably were. In 
doing this, of course, one will have to assume that 
British and German ships were operated with prac
tically equal efficiency-not an unlikely ~sumption, 
except for the fact that the German merchant marine 
contained a somewhat larger proportion of sailing 
tonnage than the British. 

The table below is compiled to show: (1) The 
total steam and sailing tonnage, ships of 100 gross 
tons or over, of both Germany and the United King
dom as reported in Lloyd's .Shipping Register; (2) 
German tonnage as a percentage of British tonnage; 
(3) estimated British earnings; (4) estimated Ger
man earnings, based on the British figure. Because of 
the fact that there are some ships not registered with 
Lloyd's, a comparison )Vas also made between the total 
tonnage shown on the national register of the United 
Kingdom and Germany. For the United Kingdom 
this report includes all ships of 15 tons and over; for 
Germany, ships of 171 tons and over. It made very 
little difference in the ratio, however, whether Lloyd's 
figures or those from the national registers were used. 
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EsTIMATED GEBMAH SHIPPllfG EARNINGS 

Merchant Tonnage 
German Earnings 

(in thousands of gross 
Tonnage as 

(in millions of 

Year tons) 
a Percentage 

marks) 

of Brit.ish 

British German Tonnage British • German 

1894 11.807 1,785 15 1,040 160 
1895 12,118 1,886 16 1,004 160 
1896 12,294 1,944 16 1.080 175 
1897 12,404 2,030 16 1,154 185 
1898 12,588 2,114 17 1,310 225 
1899 12,927 2,454 19 1,290 245 
1900 13,242 2.650 20 1,526 305 
1901 13,656 2,905 21 1.200 255 
1902 14,431 3,138 22 1,200 265 
1903 14,1190 3,283 22 1,290 285 
1904 15,391 3,370 22 1,320 290 
1905 15,803 i{,565 23 1,450 335 
1906 17,611 3,811 22 1,700 375 
1907 16,99!) 4,111 24 1,800 435 
1908 1~,710 4,232 23 1,580 365 
190() 17,373 4,267 25 1,660 415 
1910 17.517 4,333 25 1,900 475 
1911 17,873 4,467 25 2,000 500 
1912 18,214 4,629 25 2,000 500 
1913 18,696 5,082 27 2,000 540 

1921 19,772 117 4 1,700 68 
1922 19,296 1,888 10 1,800 180 

• For the yeara 1894-1910, C. K. lIOD80H, "Export of Capital," p. 187. 
For 1913 and 1920, C. K. HODBOH, Be""",", ..... May, 1921, pp. 144 and 146. 
For 1911 and 1912 the ""me figure Ie uaed u for 1913 in preference to tho fi ...... · 
liven in the .. Export of Capital," beoauae Hobsoll himself ""yO that the 
figureo he giveo for these years are probably too large. For 1921, estimate ie 
baoe<l 011 the 1920 estimate lIenera\ly aooepted, Oil the S/.tJJill frei&ht •• tee indn 
and Oil oompariaon of 1921 volume of trade with that for 1920 and for 1922, 
MIJt&t:AullJ'l' GuiJrdi/J .. Co",fMI'Ci/JI, A .. """, R ....... 1922, p. 141. The figure 
is placed hillher than thit in cwtaia oth"" I,lIItim"tea. 
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Hobson's method of estimating the shipping 
income of the United Kingdom takes into account 
three factors: total tonnage; current freight rates; 
and the efficiency of shipping, which depends partly 
on the speed of ships, and partly on the comparative 
amounts of steam and sailing tonnage on the register 
at a given time. The first of these has been taken 
into consideration in the above attempt to estimate 
German earnings. So far as the second is eon
cerned, differences in ocean freight rates between 
British and German ships were never likely to 
persist long, because of the keen competition in 
shipping. The third factor has been disregarded. 
U taken into account it would probably tend to 
lower the estimated German income. Admittedly the 
figures arrived at are rough approximations. They 
nevertheless agree reasonably well with estimates 
which various writers have made from time to time, 
several of which are cited in the following table. 

EsTndATES 01' SHIPPING INCOME 

, 
Millioll8 

Year of Marks Authority , Reference 

Before 1900 300 Halle, Ernst "VoIks-- und SeewirtschaIt," 
p.69 

1906 300 Wesser, J. .. Die deutschen Grossb8.ll~ 
ken,"p.128 

1907 350 Zagorski, S. O. .. Voina Poslye Mira" (War 
After Peace), p. 17 

1907 360 Crammond,E. Journal Royal Statistical So-
ciety, July, 1913, p. 798 

1912 600 Crammond,E. Ibid., p. 798 
Pre-war 500 rust, Charles "Lea Finances de Guerre de 

l'AllemaJt11e," p. 283 -
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Practically no est-imates and no data on which to 
base estimates are available with regard to the other 
invisible items. Craromond estimated the' German 
income from banking, insurance and conunis
sions at about 200 million marks for 1912. For the 
same year C. K. Hobson estimated the British in
come from this source at 598 million marks. The 
estimates that have been made of the annual earn
ings of the United Kingdom from this source would 
give a rough indication of the German income. 

The highest estimate made with regard to the 
annual earnings of German railways and canals 
from carrying goods for other countries is that of 
Dr. August Muller,l who sets the pre-war figure at 
120 million marks. A French estimate places it at 
100 million marks. In 1913 the total railway re
ceipts from freight traffic were 2,046 million marks 
and the average yearly receipts for the period 1909- ' 
1913, inclusive, were 1,874 million marks. 2 In 
view of the fact that the greater part of the transit 
trade is carried by rail rather than by water, it would 
seem that the foregoing estimates of German 
receipts from the transit trade were probably some
what overstated. Von Glasenapp estimated that 
in 1913 Germany received from international freights 
(rail and water) and from banking transactions 
about 1 billion marks.3 

1 The European Payments Balance, ReC01l8truction, February
~arch,1922-23,p.218. 

I SNOW, C. D., Gennlln Foreign-Trade Organization, U. S. Depart
ment of Commerce Miscellaneous Series, 57, p. 153. 

a Manchester Guardiall Commercial, RecOlWtructtl)1'I ill Europe, 
liIect. I, p. 28. 
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With regard to earnings from the tourist trade, 
Riesser says that th~se are II more than fully offset 
by the corresponding foreign earnings on account of 
Germans travelling abroad/'l Von Glasenapp esti
mates that the migratory laborers in Germany in 
1913 totalled about 700,000, and that through them 
probably 400 million marks were taken out of the 
country. The income from the tourist trade, he 
estimates, practically balanced the sums spent by 
Germans travelling abroad.2 

Estimates concerning the other invisible income 
and expenditures of Germany, mentioned on page 12 
of the text, are not to be had. 

If one attempts to base a judgment of the German 
balance of payments on the estimates presented 
above, the result is not altogether satisfactory. The 
figures obviously are too rough to be used in calcu
lating the balances year by year, and even when 5-
year averages are used to smooth out the yearly vari
ations in the trade and specie balance, the figures lead 
to. negative rather than positive conclusions. In View 
of the fact that it is known that Germany actually 
was slowly accumulating investments abroad, it is 
quite evident that some of her sources of income are 
not accurately meas{u.ed or are altogether overlooked 
in the estimates given. In any event it appears that 
Germany's international investment position was not 
80 strong as commonly supposed. Various writers 
point out that she was borrowing in the short-time 
money markets of other countries. See pp. 273-77. 

1 "The German Great Banks," ~Did., p. 541. 
I Mancheater Guardian Commercial, ibid. 
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In making up the following table we have used 
the adverse trade and specie balances calculated 
from the official returns (see p. 264); shipping returns 
as shown on p. 27; and interest income estimated 
on the assumption that at the beginning of the 20-
year period in question the net investment abroad 
was 12 billions, at the end of the period 20 billions, 
and that the amount annually invested abroad was 
greater in the earlier than in the later years (see 
p. 269), We have estimated German earnings of 
banking, insurance, etc., at about one-third the 
British earnings from this source; and we have set 
figures for earnings from the inland carrying trade, 
and for sums carried out of the country by migra
tory laborers, using as a basis the few estimates 
available, 

Years 

1894-1898 ' 
1899-1903 
1904-1908 
1909-1912 

1918 

GERMANY'S AVERAGE BALANCE OF PAYMENTS 

(Averages, in millions of marks) 

Invisible Items Favor- Adverse 
able Balance 

Inland 
Balance (Com-

Ship- In- Carry- Com- Migra- (Invisi- moruty 
missiQn8 tory ble and pinll tereet ing 

etc. Workere Iteme) Specie) Trade 
-'-----------

180 685 50 90 ..... 1,000 987 
270 800 611 125 ..... 1,260 1,073 
8S5 895 80 170 -150 1,350 1,472 
475 965 100 200 -250 1,490 1,842 
640 1000 120 840 -400 1,600 1,008 

Net 
Pay-' 

mente, 
Balance 

I---
+ 13 
+187 
-1211 
-3511 
+592 

The plus sign indicates favorable, the minus sign unfa.vorable 
items. 

In the above table an average for the 4 years 
1909-1912 is shown instead of a 5-year average for 
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the years 1909-1913. This is done because the year 
1913 was so exceptionally favorable that the inclu
sion of it in the average blurs what the figures have 
to show with regard to the trend of Germany's 
international balance. The year 1913 is shown 
separately for comparison. In the whole 20-year 
period under consideration, there had been only 3 
other years in which' the adverse commodity and 
specie balance had been as low as it was in 1913. 
It is this one item alone which makes the great 
difference between the average' net payments bal
ance for the 5 years and that for the 4 years. The 
effect of including it in the average is to cut in half 
the net payments balance against Germany. Even 
if the average of the favorable invisible items is 
assumed to be the same for the 4- as for the 5-year 
period the average net balance of payments against 
Germany for the 4 years would still be twice as great 
as that for the5 years-332 million marks as against 
165 millions. 

The figures in the table indicate that the annual 
amounts which Germany had available for investment 
abroad were decreasing rather than increasing. These 
figures, of course, lay no claim to precision, and yet 
there is no glaring' omission or understatement in 
them. As they stand, they give strong confirma
tion to the statement frequently made before the 
war that the' sums which Germany was annually 
investing abroad were gradually decreasing in 
amount. The adverse commodity and specie balance 
was growing faster than the favorable balance from 
the invisible items. 
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However, if it were possible to prove that the total 
for .the favorable items were understated by 100 
million, or even by 200 million marks a year, the 
average annual figure standing in Germany's favor, 
after deductions had been made for the adverse 
commodity and specie balance, would not be very 
impressive. Even if we should assume that the 
favorable invisible balance were as much as 300 million 
marks greater each year than the table indicates, the 
net payments balance available for new investments 
abroad, would not have furnlshed the means for any 
great expansion of Germany's foreign holdings. 

A complete estimate of the balance of payments has 
been attempted by a few writers. These estimates are 
presented below for whatever evidence they contain. 

1. EDGAR CRAloIMOND'S ESTIMATE FOR THE YEA-a 1912 • 

Credits ----
Exports of manufac-

tures, etc ...••...... 
Exports of precious 

metals •••.......... 
Interest on capital in~ 

vested abroad ...... . 
Earnings of -German 

shipping and tra.tJ.Soo 
port generally ...... . 

Earnings of German 
banking, insurance 
and mercantile houses 
engaged in foreign 
trade ••.•.......... 

(In milliollll of marks) 

Debits 

Imports of commodities. 11,572 
9,684 Imports of· prerious 

metals. • .. .. .. . .. .. . 326 
143 Capital invested abroad. 

during 1912. •••••••• 260 
1,000 

600 

200 

11,627 12.11iR 

• Journal ROlial 8Iali.,ical 80cilllll. July. 1914. p. 798. 
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An examination of this account shows that: 
(a) The trade figureS given are fol' the Gesamteige1lr 

handel. If special trade figures are substituted~ 
imports, 10,692 million marks; exports, 8,957 mil
lion marks-the result is to increase the debits by 
153 million marks. 

(b) No allowance one way or the other is made for 
the tourist trade and migratory labor. 

(c) As it stands, the account shows that, aside 
from the proceeds of borrowing operations/ which 
Crammond must have considered but does not indi
cate, Germany had no income for investment abroad 
in the year 1912. In fact, the credits did not equal 
the debits, leaving out of the debit accounts,the item 
II capital invested abroad." 

2. EsTIMATJiI OJ' F, S. ScHMIDT, roR THE YEAR 1913 • 

(In milliona of markal 

Credits 

Exports of manufac-
tures, etc. . . . . . . . . .. 10,892 

Interest and profits from 
international enter-
prises and capital in
velltments. • . . . . . • . . 1,250 

International travel ..•. 

112,142 

Debits 

Imports of commodities .. 111,655 

International travel... .. . .... 
Short-term money credits 200-300 

-
11,855-
11,955 

• "(nlernationaler Z"hhmgsverk.hr und W •• bselkl1J1J .... p. 392. 

IOn this, see pp. 273-77. 



272 APPENDIX A 

This esthnate is obviously very rough and incom
p]ete: 

(a) In this, as in Crammond's estimate, the 
Gesamteigehandel figures are used. 

(b) It shows a figure of 200-300 million marks tor 
short-term money credits-an item that is often 
referred to by writers on the subject of the German 
balance, but is practically never put into figures. 
(For further consideration of this item, see p. 274.) 

(c) It leaves out of the reckoning the bullion and 
specie movement, which increased Germany's net 
adverse balance in 1913 by 335 million marks. It 
also leaves out the tourist trade; the receipts from 
the carr,ying trade; earnings from banking, insur
ance, commissions, and from other minor items that 
together probably amount to a considerable sum in 
Germany's favor. 

3. VON GLAeENAPP'S ESTIMATE POR THl!I YEAR 1913 • 

(In million$ of marks) 

Credits Debits 

Exports of commodities' 10,097 Imports of commodities. 10,770 
Interest on foreign in· Migratory laborers took 

vestments .•........ 1,000- away about .......... 400 
1,250 Available for investment 

International freights abroad ...••......... 927-
and banking transac- 1,177 
tions ......•....•... 1,000 

-- --
12,097- 12,097-
12,347 12,347 

• Mlllneh .. ,., GUlllrd.",. Com" • .,cial, Bec .... lrUclio" ill Europe, •• ct. I, p. 28. 
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(a) Von Glasenapp, like Schmidt, leaves the bul
lion and specie movement out of consideration. If 
this is included, the sum available for investment 
abroad is cut to between 600 and 850 millions. It 
might perhaps be argued that the bullion and specie 
should not be included in arriving at a net payments 
balance-the basis for such an argument being that 
Germany had a choice of using the proceeds of her 
exports either for investments abroad or for import
ing gold. This argument, however, would apply 
not only to gold but to all imports. Germany is not 
a gold-producing country, and in order to get the 
gold which she needed for monetary purposes and 
for use in the arts she hnd to import it. That her 
nccounts show year after year a net importation of 
gold indicates a need for gold imports pressing 
enough to outweigh the alternative choice of increas
ing foreign investments and the resulting increase of 
interest returns. 

Germany was a borrower in the short-time money 
markets 0/ the world. This fact explains to some 
extent the discrepancy between the average amounts 
which the above table of estimates shows she had 
available for investment, and the average amounts 
that it appears she actually was investing abroad. 
If these short-time borrowings had been liquidated 
within a reasonably short period of time, and if they 
had been contracted to provide current funds for 
the financing of the commodity trade, the matter 
would not warrant consideration here. The fact is, 
however, that frequently these borrowings were 
renewed agafu and again. This· does not mean that 
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as a rule the renewals were made with the bank: 
which had granted the original loaD.. On the con
trary, each loan was paid as it fell due, but it was 
paid from the proceeds of a new loan from some other 
source. A borrower from Bank A in London, for 
example, paid the loan when due from new cred,its 
extended to him by Bank: B, located perhaps in 
London, perhaps in Paris or Amsterdam. Thus, 
directly or indirectly, these loans furnished Ger
many with part of the funds which she used for for
eign investments. 

In his "Internationaler Zahlungsverkehr und 
Wechselkurse," Dr. F. S. Schmidt 1 points out that 
statistical information concerning short-time credits 
is almost entirely lacking for the obvious reason 
that, as a rule, few people have cognizance of such 
transactions. He quotes one estimate, however, 
which is given in Schwarz's "Diskontpolitik" (1911), 
p. 122, to the effect that of the 500 or 600 million 
marks of short-time credits extended each year, from 
200 to 300 millions were not based on merchandise 
transactions but represented pure money borrowings. 
These sums were borrowed principally in France and 
Great Britain, where the rates were comparatively 
low. Whether or not the figures which he gives are 
reliable is a matter of less importance than the fact 
which he states. A great deal of light is thrown upon 
Germany's financial position by the fact that she 
was borrowing in the short-time markets where inter
est l'ates were low and was using the proceeds to 

I pp. 28 and 393. 
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finance undertakings in countries where interest rates 
were high. 

Dr. Kurt Singer,l in an article dated July 1,1922, 
also contends that before the war Germany exceeded 
her economic capacity in her foreign investments, a 
theory which he says was often maintained in Ger
man conservative circles in pre-war days. In refer
ring to von Glasenapp's estimate of the 1913 balance 
of payments, he says that while in 1913 Germany 
may have had a credit balance of 1 billion marks, in 
the four previous years her accounts barely balanced. 
To show that during these and many other pre-war 
years, the increase in her foreign investments was 
made possible only by contracting short-dated obli
gations in the richest money markets, he calls atten
tion to the rates at which mark drafts drawn in 
these markets were discounted in Berlin. 

The table on p. 276, taken from his article, shows 
the number of days in which mark bills 2 of exchange 
were above par, at par, and below par, as compared 
with sterling, francs, and guilder. The figures are 
Berlin quotations. 

During the fifteen years under consideration, the 
mark steadily depreciated, indicating, according to 
Singer, that the bal8.nce of payments was gradually 
growing less and less favorable. Owing to the ever
increasing pressure caused by the home demand for 

I Die deut.sche Auslands-Verschuldung, Wil'f3cM/t8diemt, July 7, 
1922, pp. 66IHl61. 

I Singer states that this is compiled from Reichsbank documents, 
the rates used being Cor eight-day drafts, except that sterling and 
Crancs are quoted .. at sight" for the yea.nJ 1909 and 1910. • 
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foreign currency, the value of the mark as compared 
with British, French, and Dutch currencies grad" 
ually drifted below par. 

NUMBER OF D4 TS M4lUt E'lrCB4N'ClE WAS OR WAS NOT D1ill'uSSJ;:J) • 

1896-1900 1901-1905 11106-1910 

In'Terma 
of 

Above At Below Above At Below Above At Below 
Par p., Par Par P"" Par Par Par Par -------------,_. ~ 

Sterling .•.. 366 21 395 2S2 41 4.89 1111 32 9311 
Franoe .••.. 265 64- 4,S3 4.3 65 614 50 15 1,014. 
Guilder .•.. 316 36 429 224 *2 516 125 28 630 

• Singer do .. not ."plaiD why the to"'l nWllber of dan Bet doWIl ill lIot 
llreater for each of the liv .... ;ve~ period.e. 

The theory which Singer and Schmidt advance in 
explanation of the growth of German foreign invest ... 
ments agrees with the findings of an investigation 
which the British government made at the begin
ning of the war into the affairs of London agencies 
of enemy banks. A combined balance sheet of five 
of these banks, published in 1917, shows large lia· 
bilities under the heading "Bank of England accept. 
ance advances", and the offsetting asset of II debtors 
in enemy countries". Considerable evidence of 
German borrowing operations in Paris likewise 
came to light in 1911 when trouble between Ger
many and France was brewing over conditions in 
Morocco. 

Before the war Germany exceeded her economic 
capacity as an investor, and yet her new annual inve8t
ments were gradually decreasing in amount. Each of 
thes'e sta.tements is frequently met in discussiollS of 
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Getman pre-war trade and finance. Taken together 
they are highly illuminating. Even 'though Ger
many was exerting herself to the utmost, she was 
finding it more and more difficult to obtain a surplus 
in her. international accounts, after providing for the 
needs of her growing population. The fact remains, 
however, that she was finding a way to expand her 
foreign holdings; she was in some way or other pro
viding herself with a surplus and finding a way to 
make this surplus available in foreign countries. 
From the point of view of reparation, it is impor~ 
tant that a measure of this surplus should be found. 
The foregoing discussion of German international 
income from trade and service and from borrowings
does not give the estimate that is needed. Some 
other way of arriving at the figure must be found. 

m. THE ANNUAL AVERAGE INCREASE IN INVESTMENTS 

The growth oj foreign investments over a considerable 
period oj time indicates roughly the average annual 
amount invested abroad. From the table on page 260 
it will be seen that the several estimates concerning 
Germany's holdings in 1892-3 are in fairly close 
agreement as are likewise those for the year 1913; 
but this is not the case for the intervening years. 

The report of the Imperial Marine Office, made in 
December, 1905, is widely used as a basis for most of 
the later estimates, bu~ it is recognized that the fig
ures given in the report are undoubtedly over
stated. Riesser 1 explains that the report was 

1 Ru:SSEll, J., ibid., p. 803. 
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based on the returns from a questionnaire sent out 
to German consuls everywhere, and that the con
suls' reports, in turn, were based upon the more or 
less accurate estimates furnished by others to the 
consuls at their respective posts. As he summar
izes it, the report states that: 

(a) The amount of German capita.! invested in foreign under
takings, plants, business enterprises, and participations, is 
estimated at 7.7 to 9.2 billion marks, equivalent to an income, 
reckoned at an average of 6 per cent, of 462 to 552 million marks. 

(b) The amount of foreign securities in the posse"''1sion of 
German holders is estimated at least at 16 billion marks, equiva
lent to an income of 800 million marks, reckoned at 5 per cent. 

In commenting on this same report, Helfferich 1 

points out the obvious fact that 

it will not do simply to add over-ses: capital investments to hold
ings of foreign securities. . . . This would give a total, for the 
two groups of the Imperial Marine Office in 1905, of 24 to 25 
billion marks. On the contrary, a large part,-in fact, by far 
the largest part, of oversea capital investments are in the form 
of securities. Upon the basis of the Marine Office's figures, 
therefore, total investments of capital abroad in 1905 ought not 
to be placed higher than 20 billion marks. Even this total 
appears doubtful; for, from the total amount of foreign securi
ties brought out in Germany, considerable reductions must be 
made to represent securities redeemed or bought back by foreign 
countries. 

A spirit of optimism seemed to prevail in 1905, 
however, for it is evident, by reference·to the table 
on page 260, that the report was accepted at that 
time without a correction being made for the error 
which Helfferich points out. This accounts for the 

llliLFFERICB, KA.nL, ibid., pp. 112-113. 
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fact that the estimates published at that time are con
siderably higher than those published seven or eight 
years later. 

In arriving at an estimate of the net ,amount of 
Germany's foreign investments in 1913, Helfferich 
argues that 

within the past few years new investments abroad had been con
siderably restricted, owing to the home demand for capital for 
industrial and public purposes. 

He therefore sets his estimate at 20 billion marks, 
with the comment that in view of all the circum
stances, "even this figure seems rather too high 
than too low." , 

C. K. Hobson's estimate is even more conservative 
than Helfferich's, for he says that at the outbreak 
of the present war German foreign investments did 
not, perhaps, greatly exceed £1,000,000,000 (M. 20 

. billions) in amount, and were to some considerable 
extent offset by investments in Germany on the part 
of foreigners. 

A census of the foreign securities owned by Ger
man nationals, taken in Germany in accordance with 
a decree of Aug. 23, 1916, helps confirm the esti
mates reported by' Helfferich, Hobson, .and others 
for the years just before the war. German nationals 

. reported to the German government in August, 1916, 
ownership of 16,248 million gold marks. They also 
reported that from the middle of 1914 to August, 
1916, an export of about 2 billion gold marks of for
eign securities had taken place. It was on the basis 
of the infQl'IlU\.tion fl,l1'Ili.shed by this census that the 
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government, on Mar. 22, 1917, acquired complete 
control of the utilization of foreign securities in Ger~ 
man possession, and in May, 1918, began to mobilize 
certain Swedish, Danish, and Swiss securities.1 

As the purpose of the investigation was more or 
less generally known, it is probable that the returns 
were somewhat understated. The fact that the 
government was able at this time to get definite 
information with regard to 18,248 millions of securi~ 
ties indicates that the total investment at the begin
ning of the war was considerably in excess of this 
figure, and that after deductions were made for 
German securities owned by foreigners, a net figure of 
20 billions was probably not' far from the truth. 
Hans David's estimate of 21 billions, given in the 
table on page 260, was based on this census. It 
appears that MUller's figure of 35 billions is an esti~ 
mate of the total ownership by Germany of foreign 
securities and enterprises, with no allowance for 
duplication or for foreign investments in Germany. 
It is interesting to note that Steinmann-Bucher's 
estimate for 1914 is only 25 billions, as against an 
estimate of 30 billions for 1909. 

Taking everything into consideration we con
clude that. the net amount of Germany's foreign 
investments increased during the 20-year period 
1894-1913 from approximately 12 billion marks to 
20 billions, the net increase for the period being about 
8 billion marks. This is the equivalent of an average 
annual investment of about 400 millions, assuming 
that the amount invested remained the same year 

1 Wirtllchaj't und Slatistik, no. 2, 1923, p. M. 
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after year. HelfIerich, Crammond, and others, 
however, state that the annual sums invested were 
not the same throughout the period, but that the 
amounts invested in the later years were less than 
those in the earlier years. In other words, the. 
annual balance of payments in favor of Germany was 
gradually decreasing: the annual foreign invest
ment in the early years of the period was somewhat 
more than 400 millions, and in the later years, some
what less than 400 million marks. 

If no allowance is made for possible changes in the 
trade and financial balance before the war (but see 
text, pages 34-48), Germany could not, however, have 
made annual payments of 400 million marks to 
foreign countries year after year during the twenty 
years before the war. If she had done this her 
foreign investments could not have increased above 
what they were in 1893, namely, 12 billion marks. 
In fact, they might even have fallen below this 
figure, for it is the experience of investing nations 
that their investments actually shrink in value 
unless new investments are added, thereby building 
up the competitive strength of their enterprises as 
compared with those of other countries. 

If we assume that with foreign investments remain
ing at 12 billion marks, interest income would have 
remained at 600 millions-the estimated interest in
come for the year 1893-the average annual interest 
income for the twenty-year period would have been 
reduced from 836 millions to 600 millions, a reduc
tion of 236 million marks. This cut in IDcome would 
of course have reduced her ability to invest abroad 
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or to pay foreign obligations. In other words, if in 
this period Germany had used all of her net pay~ 
ments balance for the purpose of meeting foreign o~ 
ligations, and had made no additions to her foreign 
investments, her ability to pay foreign obligations 
would have been cut from about 400 million marks 
to less than 200 millions a year. 

In terms of 1922 prices, this average of 200 millions 
per year is equal to not quite 400 millions. Three 
series of price index numbers for the period are 
published for Germany:! those published in the 
J ahrbUcher fur N ationa16konomie, which are based 
on actual average prices as shown by official st~ 
tistics of the German customs union; those compiled 
by Otto Schmitz, and those published in the Statis~ 
tisches J ahrbuch fur das Deutsche Reich, the latter 
two being based on wholesale prices in Germany. 
The average price level during the twenty-year 
peritld 1894--1913, was, according to Schmitz, 82.5 
according to the JahrbUcher, 84.9; and accord
ing to the Statistisches J ahrbuch, 86.6 per cent of 
the 1913 prices. In terms of 1913 prices, therefore, 
an average annual investment of 200 millions during 
each of the twenty years, was equal to 245 millions 
according to the Schmitz index; to 235 millions 
according to the J ahrbUcher; and to 230· accord
ing to the Statistisches J ahrbuch. Converted into 
present-day prices, which are about 60 per cent above 
those of 1913, 245 millions become 392 millions; 

1 Bulletin ·284, U. S. Bureau of Labor Statistics, Index Numbers 
of Wholesale Prices in the U. S. and Foreign Countries. pp. 228-254. 
8tatilltische$ Jahrlw.ch/ur em DeutaCM Reich, 1921-22, p. 285 •. 
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235 millions become 375 millions; and 230.millions 
become 370 millions. 

Taking into consideration the fact that Germany's 
favorable balance of payments was gradually decreas
ing in amount, we might assume that during the 
first ten years of the period she would have been 
able to make annual payments averaging about 250 
millions i and during the last ten years, about 
150 millions. On this basis, the average for the 
twenty-year period appears slightly higher, when 
converted into 1922 prices, than that calculated 
above. 

Taking the 1913 price level as 100, the average 
level of prices during these first ten years was, 
according to the Schmitz index, 73.8; according to 
the J ahrbilcher, 76.6; and according to the Statis
tisches Jahrbuch, 79. The average level for the 
years 1904-1913 was 90.5 according to Schmitz; 
92.5 according to the Jahrbilcheri and 94.2 accorp
ing to the Statistisches J ahrbuch. On the basis 
of the Schmitz index, an average of 250 millions 
each year for the ten years 1894-1903 is equal to 
339 millions at the 1913 price level; on the basis 
of the J ahrbilcher index, to 326 millions; on the 

I 

basis of the 8tatistisches J ahrbuch, to 316 millions .. 
An average of 150 millions for the years 1904-1913 
is equal to 166 millions at 1913 prices, according to 
the Schmitz index; to 162 according to the J ahrbilcher 
index; and to 159 millions according to the 8ta
tistisches J ahrbuch. Over the whole period, there
fore, the average annual investment, in terms of 
1913 prices, was, according to Schmitz, 250 mil-
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lions; according to the Jahrbucher, 244 millions; 
and according to the Statistisches J ahrbuch, 237 
nilllions. When converted into present prices, 250 
millions become 400 millions; 244 millions become 
390 millions; and 237 millions become 380 millions. 

IV. ITEMS IN THE WAR AND POST-WAR ACCOUNTS 

For war and post-war years the German trade 
statistics are much less reliable than formerly. 
During the war years, and until September, 1922, 
whatever value-figures were officially reported by 
Germany were stated in terms of paper marks. 
Those who wished to compare these figures with 
data for pre-war years found it necessary to convert 
these paper~mark values into gold-mark values, 
making the conversion as a rule on the basis of the 
monthly trade returns and of the corresponding 
monthly average exchange values of the mark. 1 

In 1922., however, the fall of the mark was so rapid 
that such conversions became practically meaning
less. In September, 1922, therefore the German 
statistical office decided to publish an officially 
computed gold-mark value for the total imports 
and total exports-in addition to the paper mark 
'values which it continues to give for the many 
commodities itemized in the returns. . 

The method used in this conversion is somewhat 

1 See pp. 52-53 of the text for a further disoWlSion of post-war 
difficulties in the way of compiling accurate trade statistics. In 
making comparisons between pre-war and post-war trade statistics, 
an allowance must, of course, be made for the change in territory 
which hall resulted from the execution of the peace treaties. 
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complicated, but in view of the difficulties involved, 
it has been accepted by the statisticians of other 
countries as a fair and reasonable method. As ex· 
plained in M onatlich8 N achweise ii,ber den auswdrtigen 
Handel Deutschlaruh (the German monthly trade 
report) for September, 1922, the gold mark valuelJ 
reported are arrived at in the following way. 

1. Imports. In accordance with the decree of 
Feb. 12, 1921, concerning the declaration of the value 

• of the goods imported, the value of the import:s 
must be declared in paper marks,! that is, the im .. 
porter must state the number of marks he actually 
paid to cover the cargo, whether the invoice was 
made out in marks or in foreign currency. It often 
happens that the value of imports is much higher 
than is indicated by this declared paper~mark value, 
because of the fact that in many cases severalnwnths 
intervene between the conclusion of a contract, ot' 
the date of payment, and the importation of the 
goods, and that during this time a considerable 
depreciation in the value of the mark may take 
place. If, in order to offset this, the declared import 
values be converted into gold:marks at the average 
rate of the dollar during the preceding :month, the 
resulting gold.mark figures are also too low, because 
more than a month generally elapses between the 
time of payment and the date on which the goods pass 
the frontier. A possible alternative is to convert the 
paper~mark values into gold marks on the basis of 

I Notice that both exports and imports are now on a de9!,Q.red 
basis. but the change does not affect the method of dealing with 
ahipping chargea; exports are still {.o.b.; imports, c.i.f. 
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the latest London commodity price quotations
taking that as the best· index of world prices. This 
method of conversion, however, gives too high a 
valuation because some imports are from countries 
selling below the world price level, and a small part 
of the imports are even from countries which accept 
payment in paper marks. To avoid the objections 
offered to each of the above methods, the German 
statistical office makes the conversion by both 
methods, determines the arithmetical average of the 
two figures, and reports this as the gold-mark value 
of imports. 

2. Exports.-Exports are declared in terms of the 
currency for which 1lhe.y were sold. The fact that 
those exports which are sold for foreign exchange 
are also declared in terms of foreign currency gives a 
better guaranty under present circumstances of the 
accuracy of the export returns than does the method 
used for imports. At present ahout 60 per cent of 
the total exports are declared to the statistical office 
in terms of foreign currency. To determine the gold 
value of the remaining 40 per cent, the statistical 
office converts the paper-mark values into gold
mark values by using the average rate of the month 
of exportation (Berlin exchange). So long as the 
exchange continues to fluctuate, this method is, of 
course, not accurate, but as foreign payments may 
be made either before 'or after the month of exporta
tion there are sufficient grounds for making the con
version at the rate of the month of exportation. 

Other difficulties in the way of collecting accurate 
statistics of Germany's post-war trade are discussed 
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on page! 52-53 of the text. Any comparisons made 
between the trade for pre-war, war, and post-war 
years, must make allowance for the difficulties under 
which the later statistics are compiled, for the de
crease in German territory and population that has 
resulted from the Peace Treaty, and also for the 
abrupt rise in the world price level since 1913. On 
the other hand, it is reasonable to make compari
sons between the import and export figures for a 
given year, since both sets of figures are compiled 
under practically the same conditions. In the result, 
known as the balance of trade, errors in the export 
figure! to a large extent cancel similar errors in the 
import figures. In view of all the facts, therefore, 
it seems that we may accept the war and post-war 
balance-of-trade figure! published by the German 
government as being reasonably reliable approxi
mations, fairly good expert guesses-as well as being 
the only available official data-with regard to the 
annual deficits in Germany's trade accounts for these 
years. 

Without doubt, Germany is no longer able to meet 
this trade deficit out of a favorable in"isible balance. 
To the evidence on this question that is given in 
the text, some further information and details are 
added in the following paragraphs. 

Since the outbreak of the war, Gerrrulny's net income 
(romforeign investments andforeign balances has c0m.

pletely disappeared. Two methods of estimating the 
remnant of foreign investments len to Germany at 
the close of the war are used in Chapter II of the 
text. Both of these lead to the conclusion that this 
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remnant could not have amounted to more than 2 
or 3 billion marks. 

Chapter III states that even the greater part of 
this remnant has probably now been used in PJ:'<>
viding payment for German imports, and that while 
Germany has been accumulating some foreign bank 
balances, she has little left that will yield her a net 
interest income. A reportI that has recently been 
published by the German statistical office concern· 
ing the census of foreign securities that was taken in 
1916, and the disposal made of the securities since 
then, is in agreement with these statements. The 
16,248 millions held by German nationals in Aug
ust, 1916, were disposed of as follows. 

Millions of 
Gold Marks 

(a) Exported between 1916 and 1919.... ... . . . . . . . . . . . . 6,180 
(b) Sold by the German government during 1917 and 1919 

for the purchase of foodstuffs and raw materials... 832 
(c) Deposited in enemy countries, and confiscated after 

the war. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,887 
(d) Delivered to the Allies, according to the Treaty of 

Versailles. . . . . . .. . . . . .. . . . . .. . . . .. . . . .. . . . . . .. 792 
(e) Exported during the period from April 1, 1919 to the 

end of 1922................................... 1,000 
(J) Unsecured pre-war Austro--Hungarian securities, now 

practically valueless...... . . . . . . . . . . . . . . . . . . . . . • 1,400 
(g) Still in Germany at the close of 1922, comprised in 

large part of Russian securities; Austro-Hungarian 
government secured loans, industrial stocks, and 
bonds; and of Turkish, Roumanian, and similar 
depreciated government securities; interest income 
on all of which has almost entirely ceased......... 2,157 

Total. • • . • . . . . . . .. .. .. . . . .. . .. .. . .. . .. • 16,248 

I Wirlachaft und Stati8tik, no. 2, 1923, p. 64. 
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Whereas the estimates in Chapter II lead to the 
conclusion that the net remnant of German securities 
at the end of the war was probably not more than 2 or 
3 billion marks, the above table shows only about 1 
billion of saleable foreign securities left to Germany 

, on April I, 1919. In Chapter II it is, of course, 
assumed that the total German investment in foreign 
securities and foreign enterprises was somewhat more 
than 20 billions, but that, on the other hand, there 
had been foreign capital invested in German securi
ties and German enterprises. The 20 billions are 
estimated to be the net amount-after allowance 
had been made for foreign investments in Germany
on which Germany received income in pre-war years. 
It is the remnant of this net amount-or the net 
remnant-which is estimated to have been 2 or 3 
billions at the end of the war, and now to have 
dwindled to practically nothing. 

The German securities census probably did not 
succeed in revealing all German-owned foreign 'se
curities; it also seems to have taken no account of 
German capital directly invested in foreign under
takings, plants, business enterprises, etc.; nor does 
it raise the question of the extent to which foreigners 
have invested in German securities and German 
enterprises. If these facts are taken into consider
ation, and if allowance is made for the fact that the 
total value of German foreign securities-18,248 
million marks-which the census revealed, p. 280" is 
1,752 millions short of the estimate used as a basis 
for the computation in Chapter II, the figures with 
regm:d to the probable amount of this remnant of 
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holdings disclosed by the securities census agree 
very well with those arrived at in the text. 

As a result of the war, German shipping earnings 
have been greatly reduced. In accordance with the 
Treaty of Versailles, the greater part of Germany's 
ocean-going tonnage was transferred to the Allies 
during the years 1919 and 1920, thus leaving her 
with practically no shipping income for these years. 
Since then, however, she has bought back some of 
these transferred ships, has added new ones to her 
merchant fleet, and has also leased foreign ships to 
supplement her insufficient tonnage, so that once 
more the shipping item appears in her international 
accounts. 

It should be remembered that, since the Ger
man trade (both exports and imports) is valued at 
the German frontiers, the figure recorded as the value 
of imports includes not only the cost of the goods but 
also the cost of transporting them, and charges for 
insurance, banking, commission services, etc. The 
export figure is exclusive of costs added after the 
goods leave the German frontier. Thus Germany's 
expenditures for shipping are automatically'set down 
in her ,international accounts as a part of the import 
figure, but her shipping receipts are not included in 
the export figure. It is therefore necessary that 
these accounts should also include any income which 
she receives from shipping. To determine the net 
shipping item it would be necessary to separat.e 
from the import figure the part that was paid to 
foreign ships, and to set against this the'income 
received from foreigners for the services of German 
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ships. . If this were done, the result would probably 
show that at present Germany is receiving very 
little, if any, net return from shipping. The so
called II shipping income" that is usually recorded 
is not this net figUrej it is simply the credit item 
which is balanced against the concealed shipping 
debit included in the import figure. 

On page 264, the German shipping income for 
1921 is estimated at 68 million gold marks, and 
for 1922 at 180 millions. The method used in 
arriving at these estimates is open to more objections 
when used for post-war than for pre-war years, 
but it at least furnishes a rough guess, and at present 
nothing better is to be had. 

Germany's international receipts from the transit 
trade have been ronsiderably red'llbJd. According to a 
French estimate, they amounted to probably 25 
million gold marks for the year 1922, a figure which 
represents a reduction of 75 per cent or more as com
pared with the 1913 estimates. In accounting for 
the decrease, a number of causes are cited. (1) 
The total trade to be carried has greatly decreased 
since the war. (2) Goods for Russia and Poland 
that formerly came through the port of Hamburg 
may now enter through the port of Danzig and pro
ceed from there by way of the Polish corridor, 
thereby increasing the freight receipts of Poland at 
the expense of Germany. (3) Since East Prussia 
is now separated from the rest of Germany by the 
Polish corridor, German goods going to or from East 
Prussia must pass through this part of Poland, thus 
further reducing Germany's net income from the 
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transit trade. (4) Foreign boats on German rivers 
are more numerous now than in pre-war times. 

The above estimate of 25 millions may be some
what low, but since the item bulks very small in 
Germany's balance of payments, the net effect of 
an understatemeI:\t or overstatement here would be 
of minor importance. As matters of detail, how
ever, attention may be called to the following facts: 
(1) Germany's state-owned railway mileage in 1922 
had been reduced, as a result of the war, to about 92 
per cent of the 1913 figure. (2) Exaggerated impor
tance is given above to Germany's losses in the 
transit trade in Poland's favor. Shipping in the 
port of Hamburg is rapidly approaching the pre
war level,l while the Polish corridor is a strip of 
territory only about 15 miles wide, in which freight 
charges accruing against Germany cannot be very 
large. 

Dr. Kuczynski contends that Germany's income 
from the transit trade in 1922 probably stood at 50 
per cent, rather than at 25 per cent of the pre-war 
figure-although he believes that the estimates 
which set Germany's transit-trade income in 1913 
at 100 to 120 million marks, are probably too high. 
He points out that cheap German freight rates are 
attracting trade to the German railways which 
formerly went by ocean carrier.2 Dutch potatoes 

1 See shipping statistics in the FederaZ ReseTVtl BuUelin, MaY, 
1923, p. 610. Hamburger Uebersee-Jahrbuch, 1922 (edited by 
Friedrich Stichert), pp. 444-5. Geschdltsbericht der Deut.~chen 
Reichsbahn uber das RechnungsJahr 1921, p. 16. 

I KUCZYNSKI, R., II Reichseisenbahnen und Reichsfinanzen," 
. p. 23 f. Cf. TECKLENBURG, "Die Reichsbahn," voL II, p. 15. 
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bound for France are now carried through Germany 
rather than by way of Belgium. Czechoslovakia, 
which in pre-war times got its overseas goods by 
way of Trieste, receives them nowadays by way of 
Hamburg, and sends its exports of sugar and timber 
to the German North Sea ports. English coal, 
which in former days went by ship to Genoa, now 
goes through Germany by rail. 

Whether the figure is 25 millions or 40 to 50 mil
lions, it is a relatively small item in the international 
balance of payments. 

The maximum estimate for post-war tourist income 
is 300 million gold marks per annum. The method 
by which this estimate is reached, is explained on 
page 54 of the text. If the income from the tourist 
trade ever did reach this figure, it seems quite certain 
that that time is now past. C. E. Herring, American 
Commercial Attache to Berlin, would discount the 
statement altogether. He says:l 

The profits from tourist expenditures in Germany are, no 
doubt, smaller than before the war, as the hotel crisis in all the 
larger cities and the discomforts of travel tend to keep away all 
but business visitors. Furthermore, while foreigners usually 
spend much more than the domestic population, their expendi
tures, calculated on a gold basis, are exc.eedingly low, and the 
purchasing power of the dollar, pound, or franc, in terms of 
commodities, transportation, or even hotel accommodations, is 
considerably more than before the war. Foreign visitors in Ger
many, as well as the armies of occupation in occupied Germany, 
are really beneficiaries of the abnormally low prices (measured in 

1 Trade Information Bulletin 40, C. E. HERRING, MAURICE PAR

MELEE, and IWBERT J. SCOVELL, "German Reparations, Budget, 
and Foreign Trade," June 26, 1922, p. 31. 
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gold) resulting from German financial exhaustion, despite large 
expenditures in paper marks and the frequent payment of higher 
prices than Germans. 

Germany's post-war income has been increased 
somewhat through the receipt of gifts and relief 
contributions. 

The statement is made on page 102 that a balance 
between Germany's invisible debits and credits is the 
most that may be assumed for some years to come. 
She may increase her shipping income, but her future 
progress in rebuilding her merchant marine is likely to 
be less rapid than it has been in the last year or two. 
Already the tourist income has begun to decrease. 
Other items that yielded her a temporary income 
following the war are disappearing from the accounts. 
There is little prospect of much increase in her income 
from the transit trade. The income from all other 
invisible items is practically negligible. The only 
items likely to bring an appreciable future income, 
therefore, are shipping and the tourist trade; and 
against these items stand the large payments which 
Germany must make to foreign investors who have 
been buying the stock and bonds of German cor
porations, as well as other forms of property in Ger
many. 
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ESTIMATES OF GAINS FROM T~ SALE OF 
PAPER MARKS 

IN the text use has been made of the estimates of 
Kurt Singer and of J. M. Keynes with regard to the 
gain which accrued to Germany through the purchase 
of paper marks by foreign speculators. Both writers 
had made some use of an estimate published by von 
GlasenapPi Singer, in fact, makes definite reference 
to it. This estimate of von Glasenapp's was to the 
effect that early in 1922 foreigners were in possession 
of some 25 to 30 billions of paper marks, that foreign 
credit balances in German banks amounted to about 
35 billions paper, that foreigners held German 
securities valued at about 35 billions paper, and that 
the total credits granted to Germany amounted to a 
maximum of 30 billion paper marks. 

Singer's method is as follows. Having quoted this 
estimate, he proceeds to the question of ascertaining 
the gold-mark equivalent received by Germany in 
return for this paper. Of the total 130 billions 1 

1 When testifying before the Sozialisierungs-Kommission fiber die 
Reparationsfragen, April 1, 1922. von Glasenapp was asked whether 
the mortgages given to foreigners by German real estate owners were 
included in the 130 billions. His answer was. " As to the mortgages, 
we have no figures." and director Nordhoff of the Reichsbank said, 
"Some billions will have to be added on their account." In the 
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itemized above, 100 billions, according to Singer, 
may be considered as short-term obligations. Of 
these 100 billions, he assumes that probably 60 
billions are payable in paper marks, and that the 
rest are payable in some other form of currency or 
are secured by some form of tangible assets. These 
60 billions of paper, then, converted into gold-mark 
values, represent according to Singer the amount 
which Germany gained from her foreign dealings 
in paper marks. 

As a first step towards this computation he gives 
the following comparison of paper-mark and gold
mark values over the period during which these sales 
took place: 

Paper-mark 
Equivalent 

Average rate during the war.. . • • • . . . • . . .. . . . . . . . . Ii 
Average rate for the years 1919-1921 inclusive...... 8 

For separate years the rates were: 1919............ 4 
1920..... ....... 15 
1921............ 20 

His next step concerns the way in which theRe 
sales of paper marks were distributed over the 
period in question. Singer says that since the 
larger sums in notes were in all probability liquidated 
soon after the end of the .war and since the arithmet
ical average rates for the years 1914-1921 inclusive, 

same st'.ssion, von Glasennpp said he considered that the estimates 
which placed German-owned foreign exchange at a value of 1 to 1.5 
billion gold marks were too high .. See, "Verhandlunv;en der Soziali
sierungs-Kommission tiber die R.eparationsfragen," 1922, vol. III, 
pp. 430 and 426. 
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shows 2 paper marks as th~ equivalent of 1 gold 
mark, it is reasonable to assUme that the mean rate 
of purchase was approximately the same as the rate 
quoted for 1919, or 4 paper marks to 1 gold mark. 

At this rate of conversion, 60. billion paper marks 
are the equivalent of 15 billion gold marks, or, as 
Singer puts it, for the acquisition of these 60. billion 
paper marks, foreign purchasers have expended 
about 15 billion gold marks. He adds that if the 
unlikely supposition is made that these 60. billions 
of paper were acquired at an average rate of )0. paper 
marks to 1 gold mark, foreign holders have paid 6 
billion gold marks for the 60. billions of German bank 
notes, deposits in German banks, and short-dated 
loans which they hold. These figures, as Singer 
points out, do not take into account the losses in· 
curred by the purchase of German securities. To a 
certain extent, all foreign purchases of German secur· 
ities since the war might be considered as a form of 
mark speculation, but this applies more clearly to 
government and municipal than to industrial securi
ties. 

The statement made on page 85 of the text to 
the effect that Singer's estimate shows that Ger
many's gain from' mark speculatjon since the war 
has amounted to 10. billion gold marks, is not a direct 
quotation from Singer, but is deduced from the data 
which he presents. He says that of the 23 to 3D 
billion paper marks held by foreigners, from 6 to 7 
billions were sold by Germany during the war, with 
a view to covering surplus imports, in addition to 
German notes-the amount of which he does not 
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specify-expended during the war in occupied terri
tories. Converted into gold marks at the average 
rate for war years-I! paper marks to 1 gold mark-
7 billion paper marks becomes approximately 5 
billion gold marks. Of the total 15 billions, there
fore, which he estimates as Germany's gain from 
mark speculation for the years 1914-1921, some 5 
billions or more were gained during the war j the 
remaining 10 billions or less were gained after the 
war. 
\ Keynes' estimate of Germany's gains from mark 

speculation refers altogether to post-war years. He 
states that speculators in marks could take their 

. securities in any of three ways: . Reichsbank notes, 
deposits in German banks, or German mark bonds. 
His estimates with regard to each class are as fol
low: 
(a) Reichsbank notes held abroad at the end of 1921, 

according to most authorities, amount to from 25 
to 30 billions, for which foreigners paid in gold 
approximately ............................... 3.5 billions 

(b) Balances for foreign account held in German banks, 
on the assumption that directly or indirectly 
300,000 foreigners have opened bank accounts in 
Germany and have remitted £500 each on the 
average, amount to a total of gold marks of. . . . . 3 billions 

(c) German mark bonds, mainly government and munic
ipal~nly a limited number of issues of which 
have interested foreigners on an important scale 
-may at the most be estimated in gold marks at 
perhaps. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .... 1.5 billions 

The total realized from these sources amounts in 
gold marks to. . . . . . . .. . . . . . . .. . . .. . . . . . . . . .. 8 billions 

The method by which he arrives at his estimate 
that approximately 3.5 billion gold marks were paid 
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for the 25 to 30 billions of Reichsbank notes held by 
foreigners is as follows: First, he tests the paper
mark estimate to see if it appears reasonable; second, 
he states the conversion rates applicable to each of 
the 3 years 1919-1921; third, he computes JUs gold 
mark totals. 

1. To test his estimate that about 25 to 30 billions 
of paper marks had been acquired by foreigners 
since the war, he proceeds as follows: 
At the end of 1918, the tot.al note issue of the Reichsbank 

was 22 billions; and at the end of 1919, it was 36 
billions; an increase of 14 billion marks during the 
year 1919. During the year 1919, however, German 
prices doubled, so that a part of this increase was 
required at home,leaving for export during the year 
probably Dot ~ore than .. , , ................ , .. 5 to 7 

During the year 1920,' the note issue increased to 69 billions 
billions, a net increase for the year of 33 billions. 
During 1920, however, prices trebled (the average 
for the year 1920 being seven times that for the year 
1918) so that in 1920 as in 1919, a considerable share 
of the new note issue was required at home, the 
exp'ort for the year amounting to, say. .. .. .. . . .. . 7 to 14 

During 1921, the note issue increased by 45 billion marks, billions 
or from 69 billions to 114 billions, but again prices 
rose, increasing this time to nine times the 1918 
level, SO that if the internal currency needs of the 
country could be met by a volume of circulation 
four times that of 1918, there would be room only 
for a further export of. • • • • • • . • • • • . . .. • . .. .. ... 14 billions 

2. The conversion rates which he quotes, prac
tically the same as those used by Singer, are as fol
lows: 

Paper-mark Equivalent 
of One Gold Mark 

1919 4 to 5 
1920 14 
1921 20 
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3. On the basis of his estimates with regard to the 
amounts that were exported each year, and the 
respective conversion rate, he concludes that at a 
minimum, 2 billion gold marks, and at a maximum, 
3 billion gold marks, were spent by foreigners in the 
years 1919-1921 in the purchase of Reichsbank 
notes. For the year 1922, while the volume of sales 
was probably large, the value of the mark was low, 
so that the proceeds from mark sales in 1922 were 
not large. He therefore sets 3.5 billion gold marks as 
for his maximum estimate of Germany's receipts 
from Reichsbank notes held in foreign countries. 
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FOREIGN PURCHASES OF URBAN REAL ESTATE 
IN GERMANY 

THE experience of the Berlin district of SchOne
berg has been used. in the text as a basis from which 
to estimate the extent to which foreigners have 
bought up urban real estate within Germany. . The 
data on which this estimate is based areas follows: 

N'OMBEB OJ' BUILDINGS IN ScHONEBERG SoLD TO FOBEIGNEIlS 

IN EACH MONTH. 1915-1923 

Number of Sal .. * Aver.ge Number of Marb to the 
Dollar 

Months 

19111- 1919- 1920- 1921- 192Z- 1918- 1919- 1920- 1921- 192Z-
19 20 21 22 23 19 20 21 22 23 

October .. , 1 3 4 18 113 6.6 26.9 68.1 150.2 3.181.0 
November. .. , 8 3 35 140 7.4 38.4 77.2 263.0 7.183.1 
December. ... 16 2 29 51 8.3 47.4 73.0 1111.9 7,589.3 
J .... .....,. ••• ... n 6 15 33 8.1 59.6 65.3 191.8 17.972.4 
February .. ... 27 9 n 16 9.1 99.0 61.3 207.8 27.917.7 
March •••• ... 24 2 19 3 10.3 82.7 62.5 284.2 21.190.0 
April ••••• ... 18 1 41 ... 12.5 59.6 63.5 291.0 
)4$,. ...... ... 10 4 37 ... 12.7 46.5 62.3 290.0 
Jun ....... ... III 2 37 . .. 14.2 39.1 69.4 317.4 
Jul,. ...... ... 8 ... 63 ... 15.2 39.5 76.7 493.2 
Auguat .... 1 /; 1 56 ... 19.3 47.7 84.3 1.184.61 
September 1 6 4 90 ... 24.1 68.0 104.9 1.46&.11 

• Figures for 1918-19 to 1921-22 taken from Stegemann, L'aoquisition d. 
maioollll alIemudee par des 6trangera (D...,..lt-ProlUllriocAe Wimcllt1./14-g".... 
... pcmd ..... 110. 1. 1923, p. 10; exch.an.ge .... te of the dollar for 192Z-23 taken 
from Wime.\oJl un" 8Ia1ioliJ:; ho ..... sales in 192z..23 taken hom Stegemann. 
L'acquisition d'immeubJes berlinois par d.. 6tran"", (Doutaclt-""taN4riocAe 
Wim.M/I.t·g ..... ..,.....".,..l. no. 5/6. 1923. p. 15). 
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PLACE OF RESIDENCE OF FOREIGN PUlICHASERS OF BUILDJNGS TN 

SCHONEBERG* 

Number of Buildings Sold to Foreigners 

Residence of 
Oct., Oct., Oct., Oct., Oct., Oct., the Purchaser 

1918, to 1919, to 1920,'to 1921, to 1922,to 1918, to 
Sept., Sept., Sept., Sept., March, March, 
1919 1920 1921 1922 1923 1923 

------------
Austria •••••... ... ... .. , 66 88 154 
Belgium ........ ... 5 ... 6 6 17 
Czechoslovakia .. . ,. 4 ... 50 ' 25 79 
England ........ ... 6 2 7 1 16 
Esthonia ••..... ... ... .. . 9 7 16 
France ......... ... 2 1 18 8 29 
Holland .....••. ... 19 13 18 6 56 
Hungary ....... ... 5 ., . 4 31 40 
Italy ........... ... 2 1 24 11 38 
Latvia ...... ; .. ... 3 2 23 17 45 
Poland ......... 2 19 5 62 74 162 
Roumania .•••.. ... ... 2 12 17 31 
Spain .......... ... 5 ... 46 7 58 
Sweden ••••.... ... 38 ... 13 8 59 
Switzerland ..... ... 5 . .. 10 5 . 20 
Other EuropeaD 

cOuDtries ..... 1 21 5 35 26 sst 
United States ... ... 6 5 16 9 '36 
All other coun-

tries ......... ... 8 2 22 10 42t 
--- ------

3 148 38 441 356 986 

• Compiled from the two articles by Stegemann referred to ahove. 
t Bulgarin 7, Danaig 11. Denmark 11. Finland 5, Greece 2, Jugoslavia 9, 

Lithuania 7, Memel2, Norway 12, RlI88ia 12, Turkey 10. 
~ Argentine Republio 6, Armenia 2, Brazil I, China i, Cuba I, Egypt 6, 

Eritrea 9, Meaopotamia 2, Moucn 4, Paleatine I, Panama I, Peru I, South 
,\fric!'11 'Proon 3, Srri .. 3, Tripoli 2. 



APPENDIX D 

METHODS OF ACCOUNTING OF THE REPARATION 
COMMISSION 

THE document cited in the note on page 63 was 
the first of a series published by the British and 
French governments which it is hoped wjll throw 
considerable light on the operations of the Repara
tion Commission. 

It is fundamentally necessary to bear in mind that, 
since 1918, the German payments, so far as repara
tion is concerned, have been credited under two 
great headings, those required by virtue of Article 
235 and those required under the other reparation 
clauses (231-234,236-244). Let us take these two 
stipulated sets of payments in order. 

Article 235 of the treaty obligated Germany to 
pay, by May I, 1921, uin such instalments and in 
such manner" • • . as the Reparation Commission 
might fix, the equivalent of 20,000,000,000 gold 
marks. This sum was intended to cover the expenses 
of the Army of Occupation, together with the cost 
of It such supplies of food and raw materials as 
'might' be judged by the governments of the Prin
cipal Allied and Associated Powers to be' essential 
to enable Germany to meet her obligations for 
reparation." The balance was to be reckoned 
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towards the liquidation of the amounts due for rep· 
aration. The military occupation costs were thus 
the first charge upon this sum of twenty billion marks. 
These costs, under Article 249, were to be calcu
lated in two ways. All requisitions within occupied 
territory were to be paid for by Germany in marks 
II at the current or agreed rate of exchange". All 
other costs, salaries, allowances, and equipment were 
to be paid for by Germany in gold marks. 

According to the Commission's figures, the total 
cost up to April 30, 1921 of the European armies of 
occupation was 2,471,336,000 gold marks. Against 
this, states the report, Germany has delivered paper 
marks to the value of 339,432,000 gold marks. The 
net Allied cost of 2,131,904,000 gold marks had, 
therefore, to be charged up to whatever Germany 
might pay under Article 235. Moreover, if the costs 
of the United States Army of Occupation were to be 
included, to these 2,132 millions must be added 1,011 
millions more, making a net total of about 3,143 mil
lions of army costs to be met by Germany's pay
ments under Article 235. Still another item, namely, 
the cost of coal requisitions prior to May 1, 1921, 
amounting to 392 millions, has to be included in the 
aggregate of Germany's minimum obligations under 
Article 235. This gives a total figure of 3,535 mil-
lion marks. . 

Toward the payment of this aggregate sum, the 
Commission admits having received 2,595 mil
lion marks in kind or in cash (from other sources 
than Germany but to Germany's credit). In other 
words, on April 30, 1922, the balan,ce still to be cov-, 
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ered by Germany on this account, namely Article 
235, for the period Nov. 11, 1918 to April 30, 1921, 
was 940 million gold marks.1 

The Commission, however, mentions several other 
items which J says are as yet not definitive, but 
which, when all pending questions shall have been 
settled, are to U rank against Article 235". These 
U suspense items" the Commission sets down pro
visionally at the German figures. They amount 
to 4,961 millions and include the following, in mil
lions of gold marks. 

Gold deliveries and other payments made for food and 
raw materials for Germany (German figure)... . . . • 3,835 

Saar coal delivered to France prior to German cession of 
the Saar (German figure) ........................ . 

Currency furnished to the armies of occupation up to 
April 30, 1921. . . . . • . . . . • . • • . . . . . . . . . . . . . . • • • • • 485 

Goods and servicca furnished to the armies of occupa-. 
tion up to November 30, 1920 (German figure).. . • 600 

Expenses of inter-Allied commissions to November 20, 
1920 (German figure). • . . . . • . • . . . • • . . . . . . . . .. . • 40 

4,961 

It is true that the first item represents a payment 
in consideration for which Gernany reaily received 
something. We may, therefore, strike it from the 
account, as it would appear on both sides. But the 
balance of these items as enumerated aggregates 
1,126 million gold marks, and from this figure, 
provisional though it may be, enough may reasonably 
be expected to be realized to offset the pending Ger-

IOn Jan. 31, 1923, this balance amounted to 913 millions. 
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man debit of 940 millions on the account prior to 
May 1, 1921. 

For a clear understanding of the significance of 
this provisional deficit, it must be remembered that 
although Article 235 contemplated large reparation 
payments over and above occupation costs, its first 
object was to meet what might be called the over
head charges of treaty enforcement. If Germany 
failed to .turn over sums in excess of those over
head charges, up to the maximum demanded
twenty billions-then she simply failed to pay just 
that much of her ultimate aggregate debt, losing 
in consequence many advantages attached to early 
payment. The Commission, while not waiving any 
of its claims under Article 235, has in fact merely 
insisted that enough money should be forthcoming 
from the debtor to meet the costs incident to collec
tion. When the deficit or surplus to Germany's 
debit or credit on account of Article 235 shall have 
been determined, presumably it will be carried over 
to the reparation account ~or the reparation year 
1921-22. Thus if the deficit on the military occu
pation cost payments is set at 940 millions, and 
carried over to 1921-22, Germany will be liable 
for 940 millions over and above what she was to 
have paid in 1921-22 on her reparation account (2 
billions, plus 26 per cent of the value of her exports), 
as prescribed in the schedule of payments. On the 
other hand, if the Commission finally credits Ger
many in respect of the II suspense items" with a sum 
greater than 940 millions, there will be a net sur
plus of payments on occupation account down to 
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April 30,1921; and this surplus will be treated as 
payment on reparation account for the year ended 
April 30, 1922. 

We now come to the period between May 1,1921 
and April 30, 1922. The Reparation Commission, 
as we have seen, fixed Germany's liability for repara
tion at 132,000,000,000 gold marks. From this sum 
certain deductions were to be made, and to it there 
was to be at least one addition, namely, the Belgian 
foreign war debt. The deductions were (a) amounts 
already paid and chargeable to reparation, and (b) 
credits for ceded state property. What these de
ductions will ultimately involve cannot-even now 
in June, 1923-be definitely indicated. If they 
were to represent the total of state-property valua
tions, together with the surplus payments under 
Article 235 which we have noted above as within 
the range of possibility, they might even attain as 
high a figure as 6,500 million gold marks. 

Nor is the addition to the reparation liability on 
account of the Belgian war debt to the other Allied 
and Associated powers much more precise. This 
debt was calculated in April 1, 1921 as amounting 
to 4,000,000,000 gold marks. The amount, how
ever, could not be' definitely stated until the nego
tiations regarding international debts had been con
cluded. l 

However, starting out with a provisional aggre
gate liability of 136,000,000,000 gold marks, accord
ing to the Commission, Germany paid during the 

1 By Jan. 31, 1923, the Belgian foreign war debt appears to have 
mounted (still provisionally) to 5,624 million gold marks. 
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year May 1, 1921-April30, 1922, the 'equivalent of 
1,877,814,749 gold marks. The composition of this 
total in millions of gold marks is as follows: 

Cash and securities ............................... . 
Deliveries in kind •................••.....•..•..•.• 
Armistice deliveries in kind ........................ . 

1,313.6 
560.4 

3.6 

1,877.6 

Had Germany complied with the requirements of the 
schedule of payments of May 5,1921, she would have 
paid by April 30, 19222 billion gold marks, plus 26 
per cent of the value of her exports for the preceding 
twelve months, or an amount approximating 2,570 
million gold marks. This she declared herself unable 
to do. She requested on Dec. 14, 1921 a reduc~ 
tion of this amount. On Jan. 13, 1922, the Commis
sion required her to pay 31 million gold marks every 
ten days until a decision might be given as to a 
moratorium. On March 21, a modification of the 
schedule of payments was authorized but only for 
the balance of the calendar year 1922. According to 
this modification Germany was to pay in cash or 
kind a total of 2,170 millions down to the end of the 
year 1922. At the end of the Reparation Commis
sion's year (April 30, 1922), the Commission had 
credited Germany with 509 million gold marks, 
leaving 1,253 millions in kind and 407.7 millions in 
cash to be paid by Dec. 31, 1922. The later tr~ 
actions of the Commission with Germany and the 
successive modifications of the schedule of pay
ments have not yet been the subject of official reports, 
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by the Commission, although, to be sure, there is 
sufficiently authoritative official public record of 
them to make possible the construction of a trust.. 
worthy chronological narrative. 

Reverting now to ~he total of "passed" items 
acknowledged by the Commission to have been 
actually received from Germany in the period May 1, 
1921-April 30, 1922-namely, about 1,878 million 
gold marks-we must examine the method of its 
distribution in order to answer fully the question 
raised above as to the reasons why what is acknowl
edged to have been received from Germany is not 
applied to reparation ,account. 

To begin with, the cost of military occupation 
continued still to be a first charge on all receipts, and 
this cost, although less than before May, 1921, was 
still very large. For the twelve months ending 
April 30, 1922, it amounted (gross) to 289 millions 
of gold marks, of which 79 millions were' stated by 
the Commission to have been 'met by paper-mark 
deliveries. The net cost of 210,591,000 gold marks 
was met from the deliveries in kind received during 
the year (noted above as totalling 560 million gold 
marks). But the costs of the United States in 
excess of 56 million gold marks had not been met. 
Notwithstanding this last fact, the Allied Powers 
decided (March 11, 1922) to meet their own army 
costs since May 1, 1921 out of cash and kind received 
in the same period. In consequence of this decision, 
640,000,000 gold marks of the receipts were trans-

, ferred to army account. The Commission concludes 
its statement of the account with the definite declara--
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tion that Germany was 965 millions in arrears for 
the twelve months ending April 30, 1922 so far as 
the schedule of payments of May 5, 1921, was con~ 
cerned. 

The Commission thus c.oncludes that, as of 
April 30, 1922, 

(1) Germany was still 940 million gold marks 
behind in meetirig the overhead charges 
of treaty enforcement to May 1, 1921; 

(2) Germany could not befinally credited with 
any portion of any of her payments under 
any of the reparation clauses, because of 
deficits in all of her accounts, and be~ 
cause of her inability to live up to the 
provisions of the schedule of payments 
of May 5, 1921; 

(3) Germany was at least 965 million gold 
marks behind in her 1921-22 payments 
under the schedule of payments; and 

(4) The provisional valuations of state 
property transferred by Germany might 
be regarded as provisionally deduct~ 
ible from the capital debt (tenta
tively amounting to 136,000 lnillion 
gold marks)-that is to say, about 
2,504 millions might be subtracted
leaving a provisional net capital debt of 
about 133,496 millIOns, of which .debt the 
A, B, and C bonds given to the Repara
tion Commission by Germany are fonnal 
evidences. But the capital amount is 
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still as indetenninate as the deductions, 
for the reasons stated in 2 above. l 

I In the brief official statement covering tbe period down to 
Jan. 31, 1923, we get the following interesting figures in millions of 
gold marks witbout commentary: 

1. On all accounts prior to May 1, 1921, Germany's 
liability to the Commission or Allied governments 
amounted to 3,535 million gold marks. and she baa 
paid, to Jan. 31, 1923,2,622 million, leaving an un-
paid balance of. . . . . . • . . • . . . . . . . . . . . . . . . . . . . . . 913 

2. On the capital debt account, Germany's liability waa 
137,504 million gold marks, and sbe baa paid 2,553 
million, leaving an unpaid balance of. . . . . . . . . . . . 134,950 

3. On army and related costa since May I, 1921, Ger-
many'. liability waa 392 million, and she haa paid 
321 million, leaving an unpaid balance of. • • . . . . . 71 

4. On the schedule of payments, from May 1, 1921, to 
Jan. 15, 1923, Germany'. liability was 4,931 mil
lion gold marks and she baa paid 2,427 million, 
leaving an unpaid balance of. • . . . .. . .. .... . . . . .. 2,503 

Or, in other worda, Germany's total liability on 
Jan. 31, 1923, waa. • • • • . • • . . . . . • . . • • • • . . . . . . 138,437 
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CLEARING HOUSE OPERATIONS 

THE Treaty of VersaiIles (Article 296) provided 
that each contracting party should assume respon
sibility for the commercial debts· owed by its na
tionals, except in the case of the pre-war insolvency 
of the debtor. Clearing houses for this purpose 
were set up by Germany (April 26, 1920), and from 
time to time by Great Britain, France, Italy, Bel
gium, Greece, Siam, and Haiti. Several other 
states, however, the merchant classes of which were 
known to have had fairly heavy outstanding obliga. 
tiona due to Germany (Poland, Czechoslovakia, 
Roumania, the Serb-Croat-Slovene State, and others) 
have not been unduly hasty in providing the debt
settlement machinery. The majority of those states 
which have had recourse to Article 296 have nat
urally been those countries to which in pre-war times 
German citizens normally were heavily in aebt on 
commercial account. France's position, of course, 
is affected particularly by the special problem of 
liquidating the balances of Alsace-Lorraine with the 
rest of the former German empire. 

So far as Great Britain is concerned, we have a pro
visional estimate that at the outbreak of the war the 
balance.in favor of Great Britain in respect to con-
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tract debts was in the neighborhood of £35,000,000, 
-or about 700,000,000 gold marks. (First Report 
of the Controller of the Clearing Office, London, 
1921, page 11.) In addition to these commercial 
obligations, there was much British and other 
Allied property in Germany, and the clearing offices 
were charged with the recovery of such property 
or its proceeds. Both general classes of obliga
tions were to be liquidated at pre-war rates of 
exchange. . 

The Allied clearing houses were to notify the 
German office of the various claims made by their 
nationals for payment of debt or restitution of or 
payment for property. The German office, on the 
other hand,· was to notify the Allied offices of all 
German claims. If the· incoming claim were ad
mitted by the debtor as represented by the receiving 
clearing office, it was to be credited on the latter's 
books to the office of origin, regardless of whether or 
not it could be collected. At the end of each month 
accounts were to be exchanged showing the aggre
gate debits and credits; and whenever the German 
clearing office's debit balance were larger than the 
corresponding credit balance, it was to pay the bal
ance in cash to the respective creditor clearing office; 
while, if the position were reversed, the German 
office was to have its credit balance apply to suc
cessive months. If at the end of the entire process of 
liquidation, any balance were to exist in favor of 
the German office, it was to be retained by the 
respective clearing office until complete payment 
should have been effected of the sums due by Ger-. 
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many to the other signatories of the Treaty of Ver
sailles. Finally, if contests arose over any question 
between the original parties to the contracts, between 
the proprietors of expropriated or damaged prop
erty-and the respective public authority-or be
tween the clearing offices themselves, such litigation 
was to be subject to the final jurisdiction of inde
pendent mixed arbitral tribunals set up by the 
treaty. 

It is not difficult to see the practicai effects of this 
clearing system upon Germany. All contracts in
volving debts owed by Germans, irrespective of the 
language of such contracts, were to be regarded as 
payable in the foreign currencies of the various cred
itors. If a German owed 10,000 marks to an Eng
lish firm at the outbreak of the war, the treaty 
bound him to pay the debt at the rate of 20.4 gold 
marks to the pound,-in other words he paid at 
par and derived no benefit from depreciated ex
changes. Moreover, accrued interest at 5 per cent 
was demanded for the seven years since 1914. This 
meant on the basis of a German debt of 10,000 marks, 
payments of £487-12s-7d on account of principal 
and £17o-13s-4d on 'account of interest--a total of 
£658-5s-Ud. 

If German creditors were to get any cash in the 
liquidation process, or if German debtors were to find 
any way of bridging the chasm between current and 
pre-war values of contract obligations expressed in 
either foreign or German currency, it would have to 
be with the aid of the German government. As a 
matter of fact, the government felt compelled to 
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assume nearly the entire burden of the clearing 
process. The German government undertook to 
absorb (in its budget) the loss on exchange, taking 
payment from the German debtor in the exact num
ber of marks that had been stated in the given con
tract or that would have equalled the foreign cur
rency involved. It also undertook to advance pay~ 
ments in marks to German creditors, when the claims 
were admitted. 

It is not surprising, therefore, that the German 
clearing office early got behind in transmitting the 
cash balances required under the agreement out
lined above. Substantial balances of claims for 
compensation as well as for settlement for contract 
debts had been presented by the Allied clearing 
offices throughout the summer of 1920, and in 
November of that year the German clearing office 
was obliged to request an alteration in the system of 
settling balances. Alter considerable discussion be
tween Allied prime ministers and the directors 
of the Allied . clearing offices, an agreement was 
entered into with the German representatives at 
London on June 10, 1921, in accordance with which a 
fixed monthly instalment of £2,000,000 was esti
mated for various .balances. This instalment was 
to be divided pro rata among the Allied clearing 
offices in the settlement of their admitted claims. 
But this agreement also soon broke down and in 
August, 1922, the German government requested 
the further reduction of these fixed instalments to 
an amount not in excess of £500,000. Before an 
arrangement to this effect could be made, the Ger-
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man treasury was forced to default the instalment 
of approximately £2,000,000 due in August. 

The agreement of June, 1921, was thereupon de~ 
nounced by all the interested powers and the con
trollers of the clearing offices were instructed to 
conclude forthwith a new arrangement with the 
German government as to the settlement of these 
balances. When the second report of the con~ 
troller of the British clearing office was issued 
(Sept. 26, 1922) the matter was still under negoti~ 

'ation; but subsequently, Germany was given a 
moratorium until June 30, 1923, as to all clearing
house foreign payments. 

It will be of some interest to note .that according 
to the Second Annual Report of the Controller of the 
Clearing Office (page 17), there had been admitted by 
the German office and paid to British claimants-by 
the British office on Sept. 26, 1922, a total of 
£39,203,736 5s. 9d, an.d admitted by the British 
office with consequent credit to Germany, a total 
of German claims against British debtors of 
£15,999,832 Is. 3d. The greater part in both cases 
had been contested and was under further considera
tion by respective clearing offices or even subject to 
adjudication by the mixed arbitral tribunals. The 
report of the controller gives (page 23) a sum
mary statement as of March 31, 1922, for the cash 
actually received from the German clearing office 
by the Allied clearing offices, contrasting in each 
case with the amount paid to the Allied creditors by 
the respective offices (the latter amount, of course, 
being equivalent to the admitted claims). The 
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\rallles are given in sterling, into which other cur
rencies have been converted at an arbitrary rate 
approxi.m.a.ting the average rate of exchange on 
London. 

cUb received from Cash paid to Allied 
Country the German Cle&l'- Creditors-

ing Offioo· 

£ s. d. £ s. d. 
Belgium ...••••••••• 2,585,749 8 10 1,435,468 19 1 
Great Britain •...... 20,077,559 15 9 34,431,980 12 7 
France: 

Paris office. ....... 4,775,285 9 0 4,382,872 8 0 
Straabourg office. •. 4,093,679 1 0 3,598,285 .; 4 

G_ ............. 773 0 11 13,009 11 10 
Italy .•....•...•.... Nil Nil 
Siam ..••••••••••••• 19,719 8 8 10,293 18 8 

31,552,766 4. 2 43,874,913 3 4. 

• The amounla Include treaty Interest \0 date of edmisaion. 

The process of securing the proceeds of liquida
tion and compensation (under Article 297 of the 
Trea.ty of Versailles) ha.d not resulted at the end of 
the fiscal year for which the controller's second 
report was made. March 31, 1922, in the transfer of 
any actual cash from the German clearing office to 
that of Great Britain. Of nearly 58 million pounds 
sterling of claims forwarded by the British office to 
the German office, more than 37 millions were still 
under consideration on March 21, 1922, about 9 
millions had been abandoned, just above 2 millions 
had been awarded by arbitral tribunals, and the 
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German clearing office had credited proceeds or 
liquidation to the amount of £14,948,000. This 
last-named sum. was intended to be paid as soon as 
possible from the balance of the proceeds of the 
liquidation of German pr.9perty in England left 
over after any prior charges (such as the contract 
debts of Germans) had been covered. The follow
ing table indicates what has been paid out by the 
Allied clearing offices to their respective claim8nts, 
on the basis of either tribunal awards or German 
admissions, and it indicates further the total credits 
which these clearing offices will be entitled to col
lect from the German clearing office. The exchange 
conversions have been .made at the arbitrary rate 
indicated above. 

Payments to Claimants by 

Total Credits 
Allied Clearing Houses 

Countries Admitted by 
German Clear-

Proceeds of Compensa-ing Office Liquidation, tion, 
Article 297 (h) Article 297(e) 

£ s. d. £ s~ d. 1; s. d. 
Belgium ......... 275,331 67 Nil Nil 
Great Britain .... 17,519,732 18 7 14,948,034 84 Nil 
France: 

Paris Office .... 2,806,236 9 1 338,989 it. 2 243,075128 

It may be of interest in just this connection to note 
the statement given by the German government of 
the amounts actually paid over to the clearing 
offices of the other countries to Jan 15, 1922. The ... 
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, statement is to be found on page 60 of the pam
phlet entitled "Carrying out of the Treaty of Ver
sailles from Jan. 10, 1920, to Jan; 10, 1922," pub
lished at Berlin, 1922. 

From the beginning of the Clearing House Procedure to Jan. 15, 
1922, inclusive, th_ have been paid altogether to the Opposing 
Clearing Offices the following amounts: 

To the British Clearing Office .•...•..• , £19,013,008 148.. Od 
To the French Clearing Office. • • • . • . • . 192,222,376.97 francs 
To the Al!tace-Lorraine Clearing Office.. 250,311,255.97 II 

To the Belgium Clearing Office........ 133,928,892.27 .. 
To the Greek Clearing Office. • • . • . •• • • 13,614.93 drachma 
To the Siamese Clearing Office.. . . • • • •• £19,715 lOs. lld 

The collection of these amounts necessitated the expenditure of 
about 15 milliard (paper) marlr& 

The amounts of paper marks required for the 
payments after January, 1922 rapidly became far 
more burdensome until, as has been indicated above, 
the deliveries practically broke down in August. 

Up to Nov. 30, 1922, the German government 
paid out about 615 million gold marks through the 
clearing office, according to the official publica.
tion "Deutsche WJ.rt.schaftslage," Berlin, 1923, 
page 12. 
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THE VALUATION PROBLEM IN CONNECTION WITH 

GERMAN TREATY FULFILLMENT 

As stated in the note on p. 73, we have refrained 
from any examination of'the methods of valuation 
used in calculating the claims against Germany 
filed with the Reparation Commission. It is not 
because we fail to realize that the fair examination 
of the extent and character of these claims must 
precede any really final solution of the reparation 
problem, but chiefly because there is not enough 
information available on the subject. Such of it 
as has been brought together and published by the 
German commission established to deal with this 
matter (Kriegslastenkommission) leads the investi
gator to wonder in accordance with what sound 
business principles the bills were drawn Up.1 The 
answer to this question is, however, not directly 
involved in the discussion of Germany's capacity to 
pay which we have undertaken. We are interested 
only in the valuation methods which the contending 

1 See the three detailed volumes entitled "Die Kriegsschaden
rechnungen der alliierten und assoziierten Mii.chte," Berlin, 1922. 
See also J. M. Keynes, "A Revision of the Treaty,n 1922, chap. IV. 
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parties have used in estimating the value of what 
Germany has paid, delivered, or transferred to her 
late enemies. It has seemed necessary to take up 
at greater length than the limits of the text would 
permit, certain aspects of the valuation problem. 

1. TID STATEMENTS OF THE REPARATION COMMISSION 

From time to time the British and French gov
ernments have published official statements based 
upon extracts from the accounting records of the 
Reparation Commission. Whether in detail or in 
summary form, these statements are all avowedly 
provisional. The most detailed statement emanat
ing from the Commission available to the authors 
while this study has been. in course of prepara
tion is the one entitled "Statement of Germany's 
Obligations at April 30, 1922." 1 

This official statement divides the record of Ger
man payments into two distinct periods, the :first 
extending from Nov. 11, 1918 to April 30, 1921, and 
the second covering the :first so-called reparation 
year, viz. May I, 1921-April30, 1922. The following 
table shows the amounts which the Reparation Com
mission acknowledges haviag received during these 
two periods. 

I London, 1922; this is No. I of a series of Reparation Commission 
documents published in English and French. It is understood that 
No. IV Appeared in the late spring of 1923, with detailed figures 
bringing the provisional &Ccounts down to Dec. 31,1922. Summary 
statements which purport to present the situation as of Jan. 31, 
1923, have been available (d. Appendix D, p. 311). 
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RECEIl'TS FROM GERIIIANY TO ApRIL 30, 1922 ACXNOWLED~ED 
BY REPARATION COMMISSION 

(In gold marks) 

A B C ,- D 
State Prop-

Cash from erty in 

Cash from Other Deliveries Ceded Ter-
Period • Germany Sources in ritories 

Credited to Kind: (and other 
Germany capital 

items) § 

Nov. 11, 1918-
April 30, 1921 ....... 84,121,000t 2,483,290,000 

2,504,342,000 
May 1,1921-
April 30, 1922 1,313,660,496 28,OOO,000t 564,154,233 

• In point of fact, not all the payments were actually made with,,, these 
precise periods. 

t Miscellaneous credits are included here, such as Schleswig's proportion of 
German pre-war debt. France is recorded as having paid the Commission 
643,000 gold marks for Germany's proportion of the capital of the Moro.can 
Stete Bank. Germany is credited with these amounts, as well ae with the 
proceeds of sales of converted war material and receipts from the Rhine Customs 
Zone. * Including ships, docks, livestock, reconstruction material, eoal, by-products 
of coal, dyestuff., and the like: Blso armistice deliveries: also 8ubmarine .ables. 

t Column D includes various items, 80me of which will be transferred to 
Column B when the cessionary powere have agreed as to the portions of 
German pre-war debt for which Germany will be given credit. (See note t.) 
The items strictly o1aasiliable ae stats property, with provisional _ments 
are: Saar coal mines, M. 400,000,000; German share in French concession at 
Shanghai, M. 2,042,000: property in British concession at Shame.n, M. 538,-
000: property in mao-Chow, M. 59,000,000; property acquired by Caecho
slovakia, M. 5,640,000; Danaig, M. 300,000,000: Poland, M. 1,712,025. 

There are other deliveries enumerated in the 
report of the Commission but classified as "suspense 
items". The figures for these items in three instances 
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are recorded as from German sources. They con
sist of the following, in :inillions of gold marks: 
Saar coal delivered to France prior to German cession of the 

Saa.r (German figure). . . . . . • . . . • . . . . . . . . . . . . . • • . . . . . 1 
Currency furnished to the armies of occupation to April 30, 

1921............................................. 4S5 
Goods and services furnished to the armies of occupation to 

Nov. 30, 1920 (German figure). . •...•............... 600 
Expenses of inter-Allied COlJlJllissions to Nov. 30, 1920 (Ger-

man figure).. .. • • • .. • • .. • • .. .. .. • • .. • . .. • . • . . • • • . • • 40 

1,126 

These items, it will be observed, are mainly expenses 
connected with the armies of occupation. While these 
figures have not in all cases been finally accepted 
by the Reparation Commission, there is little reason 
to believe that they are materially in error. Adding 
this total of 1,126 million gold marks to the 6,977 mil
lions, we have a total of more than 8,000 million 
gold marks which the records of the Commission 
permit us to regard Germany as having paid up to 
April 30. 

This total, it should be definitely understood, does 
not include payments under all of the accounts 
enumerated on pp. 62-3 in the text. It includes only 
reparation and costs of the armies of occupation. 
Restitution, pre-war debt-settlement expenditures, 
and all the other items for which Germany was not 
intended to receive any credit under the reparation 
clauses (Articles 231-244) are not accounted for in 
this approximate total of 8,103 million gold 'marks. 

In its report of payments to Aug. 31, 1922,1 the 

1 Federal Reserve Bulletin, February, 1923. 
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Reparation Commission's total of acknowledged re
ceipts rises from 6,977 million gold marks to 7,835 
million gold marks. Of this total, 21 per cent was 
paid in gold or foreign currency, 45 per cent in kind, 
and 34 per cent in state property. It is remarked in 
the Federal Reserve Bulletin that 39 per cent of the 
total paid was absorbed in occupation expenses and 
food advances. 

, Another statement which appears to have eman
ated from the Reparation Commission &.nd which has 
been made available by the International Labor 
Office of the League of Nations gives figures down 
to Sept. 30, 1922, being in this respect comparable 
with the long official statement of the German Com~ 
monwealth to which reference is made onpage 331, 
According to this table,. the Commission acknowl~ 
edges the receipt of 5,520 millions in cash or other 
liquid forms of payment and 2,605 millions in kind, 
a total of 8,125 millions. From this must be 
deducted, the Reparation Commission goes on to 
point out, 3,249 millions to cover occupation expenses 
and advances made to the German government. 
In other words, the n.:.t credit assignable to Germany 
on reparation account according to this particular 
statement would be 4,876 million gold marks. The 
German government has checked up these figures, 
and submits a total for each item therein contained 
greater in every instance than the ones reached by 
,the Reparation Commission. For the same items 
included in the Reparation Commission's statement 
under cash, the German government lists 11,961 
million gold marks; and for those items only which 
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are giyen by the Commission under deliveries in 
kind and state property, the German government 
reaches the total of 6,714 millions. Its total, in place 
of the 8,125 million gold marks announced by the 
Reparation Commission, is 18,676 roillion gold marks. 

Finally, there is available. the statement of the 
Commission as of Jan. 31, 1923, which is'as follows. 

STATEMENT or GERMANY'S REPARATION AccoUNT, JANUARY 31, 1923 

(In thousande of gold marks) 

Main Accounts Payments Balance 
Made Due 

011 pre-May I, 1921, army costs and 
coal advances .................... 2,622,835 913,033 

.011 capi,tal debt .................... 2,553,905 134,950,095 
011 post-May 1,1921, army costs .•.•• 321,455 71,216 
On schedule of payments account: 

011 instalments due Nov. 15, 1922 .. 2,427,792 2,503,545 
On instalments falling due Nov. 15, 

19;!2 ••••••.•...•....•.••..... 80,339 80,339-

8,006,326 138,457,550 

Additional army cost payments*., .. 630,603 

• Amount ia subtracted from the balance due, and ia pr .. umably au ad· 
vance payment.. , 

Army costs since Jan. 31 have been accumulating at the following 
rate: 

French and Belgian troops, 16 francs per man peT day. 
British troops, 16 francs plus 2 gold marks per man per day. 
During 1923, the 6-months treasury bills given to Belgium fall due. 
Beginning July, 1923, 2 million pounds sterling per month are due 

through the clearing house system in settlement of pre-war private 
debts. 
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2. THE GERMAN OFFICIAL STATEMENTS 

Not until after the middle of 1922 were the Ger
man statements of deliveries, payments, and prop-

'erty transfer in ful£llment of the Treaty of Ver
sailles submitted in detail; up to that time only 
aggregate figures with fragmentary explanation 
appear to have been published.1 In the summer of 
1922 a pamphlet entitled "The CalT"f..ng Out of the 
Treaty of Versailles from Jan. 10, 1920 to Jan. 10, 
1922" furnished an explicit record of German pay
ments, deliveries, and transfers under the treaty, 
considering it in the order of its articles. An analyti
cal statement appeared in the Manchester Guardian 
Commercial, Reconstruction Series, sect. 7, p. 474ff, 
signed by Dr. F. Schroeder. This statement was 
brought up to Sept. 30, 1922, in a document pub
lished in both English and German on the authority 
of the various German diplomatic missions abroad 
in the early months of 1923. The table is reproduced 
in full below. It reaches a total of 56! billion gold 
marks, representing the value of payments, deliveries, 
and transfers apart from the value of the ceded 
territories both in and outside of Europe as future 
sources of revenue. Even in this total of 56.5 bil
lions, certain deliveries are not included by the Ger
man government because it is contended that they 

I Exception must be made of the coste of occupation, in connection 
with which a. great many details were furnished by the German 
government in official statements made in 1920 and 1921, as well 
as in 1922. 
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were required without justification under the treaty. 
The table, which covers payments from Nov. 11, 
1918, to Sept. 30, 1922, is as follows. All amounts 
are in gold marks. 

EXECUTION OF THE VERSAILLES TREATY 

I 

DELIVEBlES nOM MATERIALS ON HAND AND CESSION OP PROPERTY 

WITHIN THE REICH AND ABROAD 

1. Property ofthe Reich and of the states (exclusive 
of Eupen-Malmedy, Alsace-Lorraine, and the 
colonies) ... , .....•.•.•.................. 

Add. Property of the Reich and of the states 
in Eupen-Malmedy ..................... .. 

2. Saar mines ................................ . 
3. Private and public cables ...................• 
4. Non-military property left in the territory evac

, uated by the German troops on the western 
front ................................... . 

5. Railroad and pontoon bridgeR over the Rhine 
(part belonging to Baden) ...............•. 

6. Shares of the Morocco State Bank and value of 
the stocks and bonds delivered in accordance 
with Art. 260 of the peace treaty ......•.••• 

7. German property liquidated abroad .......... . 
8. Germany's claims on her former allies ceded in 

accordance with the peace treaty .......... . 

5,507,616,000 

150,000,000 
1,017,570,000 

79,410,000 

1,897,150,000 

9,611,000 

392,643,000 
11,740,000,000 

8,600,000,000 

Total. .. . . . • . .. . . .. .. • . . . . . . .. . . • • • . •• 29,394,000,000 
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II 

PAYMENTS AND DELIVERIES PBOM NA'l'10NAL CAPITAL AND CUBBENT 

PRODUCTION 

9. Railroad material delivered in arcordance with 
the ArDli$tice terms, including reserve parts, 
motor trucks, all locomotives, rolling stock, and 
other railroad equipment in the ceded terri
tories (inclusive of Upper Silesia, exclusive of 
Memel district, Denmark, and Eupen-Mal-
mady) ................................. . 

10. Ocean-going vessels (inclusive of vessels in 
American waters and ships on which an em-
bargo had been placed) and fishing boaUl, 
ships of inland waterways, harbor equipment, 
and river boaUl .......................... . 

11 .Coal without by-products (world market price) . 
12. Delivel'ies for reconstruction in Il.('cordance with 

the Armistice terms (for instanr.e, coal by-
producUl, animals, pharmaceutical producUl, 
machinery, tools, woods, University of Lou-
vain, paintings, etc.) ..••.•••••...••....... 

2,238,433,000 

6,020,391,000 
2,333,600,000 

520,576,000 

Total. ••.•.•••..••••...•.•............ 11,113,000,000 

III 

CASH PAYMENTS 

13. PaymenUl in foreign exchange .•••••..•..••••. 
14. Sale of destroyed and damaged war,materia1 

(scrllp), estimate ..........•...•....•..... 
15. Rhineland customs and other revenue from the 

economic sllnctions of 1921 ....••...•....•. 
16. Yield from the English Recovery Act ........ . 
17. Miscellaneous (Wllr expenditures of Alsace

Lorraine, Frnnco-German pension. ~eement, 
guarantees given to the Guarantee Commit-
tee, etc.) .....•..•.•..••....•.•.......... 

Total. •. 

1,580,000,000 

200,000,000 

69,337,000 
126,295,000 

1r34,368,OOO 

2.l40.000.000 
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IV 
OTErEn p" DlENTIJ AND DELIVERIES 

18. Clearing hOWle operations ..... '. . . . . . . . . . . . . . . 603,000,000 
19. Internal costs of occupation including mark 

advances (the extemal costs of occupation
i.e., the expenses, bome in the first instance hy 
the powers occupying C'.ennan territory, and 
met without mark advancell-are paid by 
Germany by means of deliveries in kind. 
These costs amounted to 3.4 billion gold marks 
on April 30, 1922) . . . • • . . . . . . • . . . . . . • • ... 861,000,000 

20. Cost of the Reparation Commis..~ion and the 
other Inter-Allied Commissions. . . . . . . . . . . . 90,000,000 

21. Restitut.ions and substitutions (Le., deliveries of 
materilll restored or substituted) of ma.-
chines, tools, ships, and animals--estimate.. 400,000,000 

22. Navy delivered to the Allies exclusive of those 
vessel., intemed in Scapa Flow, but inclusive 
of the marine equipment in Tsingtau ceded 
to Japan-Articles 184, 185 and 188 of the 
Pesce Treaty. • • . ... . . . . . . . . •. . . .. .. . . .• . 1,417,000,000 

Total. . . • .. • . .. • . .. .. • • .. . . . . .. • . . • . . • 3,871jOOO,000 

V 
ExPENDITURES AND LOSSES WITHIN GERMANY 

23. Military disa.rma.ment (exclusive of sales of 
scrap), estimate, (army, navy, or air material 
undamaged or destroyed), delivered to the 
Reparation Commission, or Bold to the highest 
bidder, the proceeds to be credited to the 
Alliea. The yield from the sales of scrap was 
credited to capital ~ccount (vide supra 14) .•. 

24. IndWltria.1 disa.rmament, estimate ........•.... 
25. Non-military material left by the German troops 

in the evacuated territory on the eastem front, 
estimate ................................ . 

26. Miscellaneous (costs of plebiscites, determining 
frontiers, transfers, care of ref\Jgees,' etc., 
estimate ................................ . 

Total . ... , .. , ... t ••• I •• ". I ••• I, ••• , I' 

6,250,000,000 
2,700,000,000 

1,050,000,000 

482,000,000 

10,482,000,000 
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SmwARY 

I. Deliveries from materials on hand ............ 29,394,000,000 
II. Payments and deliveries from national capital 

and current production. . . . . . . . . . . . . . . . . .. 11,113,000,000 
III. Cash payments. • . . . . . . . . . . . . . . . . . . . . . . . . . . 2,140,000,000 
IV. Other payments and deliveries............... 3,371,000,000 

46,018,000,000 
V. Expenditures and losses within Germany...... 10,482,000,000 

Total .......................... _; . . .. 56,500,000,000 

If, to this total, the value of Alsace-Lorraine, of the German 
colonies, and of the purely military material in the various evacuated 
territories be added, the figures representing Germany's total pay
ments and deliveries run well above 100 billion gold marks. 

The total of 56.5 billion gold marks has been 
reached by converting each disbursement in paper 
marks at the exchange rate prevailing at the time 
of payment and adding the converted items. Be
cause of the difficulties involved in this conversion, it 
has seemed preferable to use the official German table 
of disbursements to which reference was made in 
page 65 and following, wherein payments, deliveries, 
and property transfers are classified according as 
made in gold marks (or on gold mark valuations) or 
in paper marks. The totals in this table have been 
used by the authors as the most authoritative Ger
man statement, not only because of the detail as to 
the form in which payment was made, but also 
because all its items,are classified clearly as to their 

. applicability to reparation account. 
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CoIIPIWlEN8JV& S1l1OIAJlY 01' GEIlJUN"f's PAnmN'I'S AlQ) Dlw:v~ 
ERIES 01' EVEBY DE8CIUPTlON IN ACOOBDA.NCB WITII TBB 

TIlXAT'I' 01' PEACII, AND AGREEIlE..V1'S PmOR AlQ) SUBSEQUE!<o"T 

TBERETo, Nov. 11, 1918 TO SXPl'. 30, 1922 

I. Payments, deliveries, or transfers of property rights 
now or later capable of exact determination and 
applicable to Germany's capital debt: 

A. Property, goods, aecurities, or payments acknowl
edged or credited in whole or in part. 

Millioos 
of Cold 
Marks 

1. National or state public property in ceded 
territories in Europe.. . • . • . . . . . • . • . • • . . . 5,().l4.1 

2. Proportionate share of the German p~war 
public debt (national or local) as fixed by 
the Reparation Commission in its Docu~ 
mentI927AandB.................... 485.0 

3, 4, 5. Property in Shameen (Canton), Shang-
hai, and Shantung, China. . . . . . . . . . . . . . . 61. 6 

6 (0). Saar min_including private1yowned 
mines and those of the Prussian and Ba-
varian governments ....••..•••.•....... 

6 (b). Additional Saar deliveries ............. . 
7. Privately owned maritime cables .......... . 
8. Non-military property abandoned on the 

western {root, including miscelJaneous 
r:Wroad material ...................... . 

9\ ~ equipment .•....••••••.•..•..••• 
10. Five railroad bridges and 10 pontoon bridges 

across the Rhine ...................... . 
11. Shares of the State Bank of Morocco .•...• 
12. Railroad rolliog stock, freight cars, etc ...... 
13. Shipping: 

Delivered ..••••••••••••••••••• 
Interned .•.•.....•.•••••••.••• 
Seiled by United States .••.•••• 
Forty fishing vessels belonging to 

government ................ . 

3,192.4 
1,245.2 
1,250.7 

20.2 

1,016.0 
1.1 

77.8 

1,897.2 
368.1 

9.6 
0.6 

1,265.7 

Scapa Flow salvage ........... . 4:5.4 5,753.9 
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14. Inland water craft •.•..••...•...•..•..... 
15. Live stock ............................. . 
16. Coal, coke and by.products .•.••.......... 
17. Dyestuffsand pharmaceutical products ..... . 
18. Miscellaneous deliveries in kind: 

Penal deliveries. . . . . . . . . .. .. . . ... 24.9 
Industrial machinery. . . . . • . . . . . . . 2.2 
Other machinery.. . .. . . .. .. .. .. . . 1. 7 
All other....... .. ............... 1.2 

19. Cash derived from the sale in Germany of 
scrapped military material paid in francs 
or sterling to Reparation Cc.mmission .. 

20. Miscellaneous cash deliveries ............. . 
21. Rhineland customs and other "sanction" 

proceeds up to April 30, 1921. (150 millions 
in paper marks of spring of 1921, of which 
approximately 30 millions were converted 
to 3.3 million gold marks. The remaining 
120 millions are counted below in the 
totals for paper marks) ............... . 

Total of A .................... \ .... . 
B. Estimated value of seized and liquidated German 

property abroad ..........................• 
C. Surrendered claims of Germany on her wartime 

allies (including Austria-Hungary, 4,200 mil
lions, Bulgaria, 2,000, and Turkey, 5,400) ... 

78.0 
192.9 
473.2 
43.8 

30.0 

200.0 
0.5 

3.3 

17,002.4 

11,700.0 

11,600.0 

Total of 1. . . .. . .. .. . .. . .. .. . . . . . . .. . . . ... 40,302.4 
(In addition there are 120 millions in paper marks men-

tioned in 21). 
II. Payments, deliveries or transfers of property rights 

now or later capable of exact determination and 
applicable to the annual payments fixed in the 
London schedule of payments (May I, 1921-8ept. 
30,1922): 

A. Deliveries in kind: 
1. Railroad rolling-stock deliveries made in this 

period but in pursuance of Armistice provi-
sions; and penal deliveries ............. . 

1 (0). Railroad equipment in ceded territories .. 
4.0 

632.7 
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2. Shipping ...••.••••••.•••.•••..........•• 
8. Inland water craft .•••.............•.••.• 
4. Livestock .•.......•..••....•....•.•••.•• 
5. Coal. coke, and by-products ..........•..• 
6. Dyestuffs and pharmaceutical products ••••• 
7. Reconstruction deliveries ....... '.' ...... .. 
8. Louvain reconstruction ....•..•..•....••.• 
9. "Sanction" payments (practica.lly aU under 

British Recovery Act) ................ .. 

Total of A .•••••••.•••••••••••••..•• 
B. Payments in cash: 

10. Payments in bills of exchange ...•••••.•..• 
11. Payments in bills of exchange covering secur

ity payments for export-tax collections Oct. 
15-Dec. 31, 1921 ...................... . 

12. Miscellaneous cash (gold shipment to United 
States, etc.) ...••.••.•..•.••.•••....•.• 

Total of B ..•.•.••...••••••••••.•.•• 
Totals of A and B .................. . 

(In addition there are 1,109 million paper marks, not 
appearing above). 

C. Value of securities delivered to the Reparation 
Commission under Article 260 of the treaty 
(negotiations concerning the valuation are still 
in progress) ....................... i . ..... . 

Total of II. ........................... . 

333 

161.8 
28.4 
80.4 

456.5 
27.9 

129.3 
1.0 

126.3 

1,647.8 

1,580.0 

44.9 

0.9 

1,625.8 
3,273.6 

303.0 
3,577.0 

Total of I and II (representing amount for which re
paration credit is expected by Germany), 43,879 
million gold mark', plus 1,229 million paper marks. 

fiI. Payments, deliveries, and transfers of property rights 
made by Germany in fulfillment of the treaty, 
not appZicabl£ to reparation credit. (Estimates not 
final.) 

A. Clearing house payments..................... 603.0 
B. Franco-German convention concerning indem

nification of Alsace and Lorraine for subscrip-
tions to German war loans.. ..•..•.......•.• 28.0 
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C. Franco-German convention concerning civil and 
military pensions in ceded territories.. . ...... 14,0 

D. Payment to the state of Sao Paulo, Brazil, cov-
ering coffee-valorization funds held in Ger-
many before the war.. . . . . . . . . . . . . . . . . . . . . . 1.0 

E. Reparation Commission maintenance. ........• 35.0 
F. Value of arth!tic objects delivered to Belgium... 11.0 
G. Value of national and state public property de-

livered to Belgium in Eupen-Malmedy ..•.. , . 150.0 

Total. ........••.•.•...•.••••..•.•....• 842.0 

H. Domestic occupation costs (iIicludin~ those for 
United States troops) ....•...... : ......... . 

I. Inter-Allied military commissions ............. . 

Millions 
of Paper 
Marko 

12,898.0 
2,414..:0 

J. Other non-reparation deliveries or payments 
(restitution, disarmament, and frontier fixing). 15,185.0 

K. Expenditures within Germany (for the care of 
refugees from former German colonies, com
pensation for damage done in the colonies, ete.) 11,180.0 

L. Security payments to the Committee on Guar-
antees.................................... 3,375.0 

M. Miscellaneous.. . ••••....•.••••....•••....... 481.0 

Total ..............•.••.••••••.••..••.. " 45,539.0 

Total of III (representing amount for which Germany 
tUJesnot expect reparation credit) 842 million gold 
marks, plus J,.5,589 million paper marks. 

Grand total, 44,721 million gold marks, 
plus 46,762 million paper marks. 

The differences between the table entitled U Com
prehensive Summary" and the table found on 
page 327, entitled "Execution of the Versailles 
Treaty" are due not only to currency calculations, 
but also to the fact that they differ as to the items 
included and the bases of valuation. In the H com
prehensive summary" the aggregate, coal value is 
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in the neighborhood of 930 million gold marks, while, 
according to world market prices, the computation 
in the other official list is given as 21 billions. It 
was the German domestic price .which was. to be 
used in computing the value of coal according to the 
direction of the Reparation Commission. The two 
statements ditIer likewise in the valuation placed on 
the war-time obligations· of Germany's allies, the 
statement which we have taken as more authorita
tive placing them at 11.6, rather than at 8.6. billion 
gold marks. 

The propriety of including the cost of military 
and industrial disarmament in the more general and 
less detailed statement need not be discussed at this 
place. Doubtless, from the German point of view, 
the wholesale break-up of plants and equipment orig
inally constructed for military purposes but easily 
adaptable to peace-time industry may properly 
represent a loss chargeable to treaty fulfillment. 

3. VALUATION IN LAW 

We have referred in the text to the wide ditIerence 
between the principles of valuation which appear to 
have guided the Reparation Commission and those 
which have guided the German government. There 
seems to be good ground for holding that in so far 
as relates to expropriation in municipal law, the 
person dispossessed is to be given credit for the value 
to him of the thing taken at the time of taking, and 
not for the value to the expropriator at that or any 
other time.' . 
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The United States Supreme Court in the case of 
M01WlI{/ahew. Navigation CO. VB United States (1893) 
148 U. S. 312, 325, 341,343, held that although the 
United States acquired only the lock and dam of 
the company and although the state franchise under 
which the company operated was useless to the 
government, nevertheless the government would 
have to pay for the franchise because it was of value 
to the company. 

It is also suggested that the governm(>r.t does not take this 
franchise; that it does not need any authority from the state 
for the exaction of tolls if it desires to exact them; that it only 
appropriates the tangible property, and then either makes the 
use of it free to all, or exacts such tolls as it sees fit, or transfers 
the property to a new corporation of its own creation, with such 
a franchise to take tolls as it chooses to give. But this franchise 
goes with the property; and the navigation company, which 
owned it, is deprived of it. The government takes it away 
from the company,' whatever use it may make of it; and the 
question of j'U8t compensation i8 not determined by the value to 
the government which takes, but the value to the individual from 
whom the property is taken; and when by the taking of the tan~ 
gible property the owner is actually deprived of the franchise to 
collect tolls, just compensation requires payment, not merely 
of the value of the tangible property itself, but &!so of that of 
the franchise of which he is deprived. 

Commentators on this decision and state deci
sions have held that compensation must be II a full 
and perfect equivalent for the property taken".' 

1 John Lewis, "Eminent Domain'" third edition, Chicago, 1909, 
Sec. 684.: "'Just eompenrsation: t.herefore, 118 used ill the CoD.
atitutioa. means a fair and full equivalent for the lollS 8U'rt.ained 
by the ta.king for public use." Cf. Sec. 678 and 680 and _ 
cited. Cf. Borchard, "Diplomatic ProtectJon of Citilens Abroad," 
New York, 1916, Sec.1~. . 



THE VALUATION PROBLEM 337 

On May 21, 1923, the Supreme C.ourt of the 
United States handed down a decision of consider
able interest in this connection, and some extracts 
are quoted from it. (United States vs New River 
CoUieriu Company). 

"On various dates between Sept. 17, 1919, and 
Feb. I, 1921, at Hampton Roads, Virginia, the 
United States requisitioned from defendant in error 
upwards of 60,000 tons of bituminous coal for use of 
the Navy. The taking was under Section 10 of the 
Lever Act. (40 Stat. 276.) The President, acting 
through the Navy Department, fixed certain prices 
as just compensation. These were not satisfactory 
to the owner •••. When the coal was taken, there 
was at Hampton Roads a market for coal for export 
and also a domestic market .... There was a strong 
demand for export coal. ••• Supply and demand were 
controlling factors affecting market prices which pre
vailed in both the export and domestic markets. The 
prices for export coal were considerably higher than 
for domestic coal. If the coal had not been taken by 
the United States, it could have been sold by the 
owner at export market prices .••• The owner 
was entitled to the full money equivalent of the 
property taken, and thereby to be put in as good 
position pecuniarily as it would have occupied if its 
property had not been taken. • • • The ascertain
ment of compensation is a judicial function, and no 
power exists in any other department of the Govern
ment to declare what the compensation shall be or 
to prescribe any binding rule in that regard. • • • 
Where private property is taken for public use, and . 
there is a market price prevailing at the time and 
place of the taking, that price is just compensa
tion. • • • The United States admits that market 
value is usually the basis for ascertaining the pecu-
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niary equivalent, but suggests that sometimes an 
article has no market price a,nd that in such case 
'proof of real value' is admissible and that therefore 
market value and just compensation are not neces
sarily synonymous., The court below excluded evi
dence offered by the United States to show the 
owner's cost of production and a reasonable profit .. 
This ruling was right, because it was shown beyond 
controversy that there were market prices pre
vailing when and where the coal was taken. The 
United States had the right to take the coal on pay
ment of these prices; the owner W)1S not entitled to 
more and could not be required to take less. The 
owner's cost, profit, or loss did not tend to prove 
market price or value at the time of taking, and was 
therefore immateriaL... The facts bring this 
case within the rule stated by the Circuit Court of 
Appeals (276 Fed. 690,.at p. 692): 

If it be an article commonly traded in on a market and it is 
shown that at the time and' place it was taken there was a market 
in which like articles in volume were openly bought and sold, 
the prices current in such a market will be regarded as its fair 
market value and likewise the measure of just compensation 
for its requisition. ' 

The lower courts rightly held that market prices 
prevailing at the times and place of the taking con
stitute just compensation. . . . The owner was 
entitled to what it lost by the taking. That loss is 
measured by the money equivalent of the coal 
requisitioned .... Export prices ... were controlled 
by the supply and demand. These facts indicate 
a free market. The owner had a right to sell in that 
market, and it is clear that it could have obtained 
the prices tbere prevailing for export coal. It was 
entitled to these prices." 
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To what extent do these sound principles apply 
to the valuation of German deliveries to the Repara
tion Commission? From a technical point of view, 
the obligations under the treaty are contractual 
obligations to deliver a wide variety of objects. 
Some of these objects were described in general 
terms and the German government might exercise 
its own discretion in finding the ways and means to 
furnish them. For example, so many thousand 
tons of chemical products were to be delivered; 
where and under what conditions they were to be 
manufactured and paid for was Germany's affair. 
Other objects were specifically identified, as, for 
instance, the Saar mines, the merchant shipping, 
and the cables. Still other things were to be 
delivered, where the particular objects were not 
specifically mentioned, being covered merely by 
group classifications. No discretion was, however, 
left to the German government; all things falling 
within the group had to be delivered. A notable 
example is the sequestrated private property in 
Allied countries. However classified, all of the 
objects intended to be covered by the treaty were 
to be delivered at certain times and in certain ways, 
all of which were set forth in the Versailles instru
ment which German plenipotentiaries signed on 
June 28, 1919. 

If, however, we look below the formal language to 
the real nature of the obligations which the treaty 
embodies, we cannot fairly regard them as essentially 
contractual in character. In no branch of the 
juridical sciences is emphasis upon the significance of 
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documentary form greater than in the law and 
custom of international relations, for procedure and 
other formal sanctions have always been emphasized 
most strongly in situations where the inherent force 
of legal principles has been least effective. The 
Treaty of Versailles consists of a series of conditions 
and directions imposed upon the German people 
with no alternative to submission, practically speak~ 
ing, on their part. The fulfilment of these conditions, 
in whole or in part, could not 8voiq being tanta,.
mount to the .expropriation of German private 
property, it being left to the German government to 
devise schemes for the future compensation of those 
whose property had to be taken directly or in .. 
directly to satisfy the terms of the treaty.1 

German public property in ceded territories was 
taken by the Allies as a natural consequence of 
their acquisition of political control over the respect~ 
ive territories. There could be no alternative to 
the surrender of this property to the Allies. It is 
now theirs, "whatever use they may make of it," 

1 The feeble efforts of the German go'Vernment to protect GermllIi 
traders from the full effect of the treaty clearing-house provisions, 
by advancing payment to German creditors, only elicited cold 
disapproval from the British clearing-house controller. "Had 
the German clearing office law given effect to the treaty provision, 
there would have been no resultant loss to the German government, 
for the position of a clearing office is merely that of an agent for the 
collection and payment of the debts owing by and to its nationals." 
Second Annual Report, p. 6. In other words, the German govern
ment should have used its resources to whatever extent might 
be necessary to satisfy Allied creditors in gold with interest, and 
permitted German creditors to wait until the liquidation of all 
the reparation accounts, say, forty years later, might leave Borne 
c1earing-office balllIices from Which their clai:ms could be paid. 
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to paraphrase the expression of Justice Brewer 
quoted above. Since the Allied governments have 
seen fit to resort to quasi-judicial methods in deter
mining the value of the property delivered or trans
ferred to them, it would seem reasonable to expect 
that consistent use of 1/ trustworthy modes of com· 
putation"l would call for the valuation of both 
state and private property with due reference to 
the use it had been to its former owners. Whet~er 
the value could be equitably and precisely measured 
by the book valuations at which the property had 
been carried on the records of the respective public 
authorities in Germany would of course be a matter 
open for reasonable discussion. That the public 
property might be found to be of much less value 
to the cessionary powers than to Germany is well 
within the range of possibility; and that it lost 
practically all its value to Germany, is altogether 
obvious.:! 

As long as the whole process of valuation has been 
clothed with legal forms by the powers in a position 

1 Even though the Reparation Commission was expressly declared 
not to be bound by any rules or principles, it was to be "guided by 
justice, equity, and good faith." "Its decisions must follow 'the 
lame principles and rulea in all cases where they are applicable. 
It will I!IItablillh rules relating to methods of proof of claims. It 
may act on any trustworthy modes of computation." Treaty of 
Versailles, part VIII, annex II, 11. 

I About 29 million gold marks are in dispute between Denmark 
and Germany, leaving the amount noted by the German authorities 
811 beyond dispute, 5,044 million gold marks. Minute details have 
been furnished by the German government as to the classes of state 
property, public buildings, forests, hospitals, schools, mechanical 
equipment, and the like, throughout the ceded territories iD. Europe. 
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to dictate the conditions of peace, the conclusion 
seems inescapable that all surrendered property, 
whether public or private, whether specified or 
indeterminate, . must be appraised with I;lerious and 
equitable regard for its value to the former owners. 
The payments, deliveries, and property transfers 
made under the Treaty of Versailles represent in the 
last analysis the surrender of goods or rights under 
constraint, and if in computing aggregate totals 
for the liquidation of treaty oblig~tions, use is made 
of the forms and terminology of law, the responsible 
authorities would seem obliged to observe broad 
principles of the character of those laid down in the 
courts of the United States-all the more so when 
these principles have been used in appraising Allied 
losses. 

The analogy, sometimes advanced, that in case of 
ordinary commercial default the debtor's property 
may be liquidated at forced sale and credited against 
the account merely for what it brings in actual cash 
is not pertinent in this connection. At the time the 
reparation deliveries in question were made, Ger
many was not in default. She was in the position 
of an ordinary solvent corporation with a large 
amount of current bills payable. Suppose in the 
latter case the banks and other creditors claimed 
the right to compel the forced sale of inventories, 
or even of plant and equipment, in the settlement 
of obligations on which there had as yet been no 
default. How long could such a corporation remain 
solvent? Concretely, if at the peak of prices early 
in 1920 creditors of American corporations had been 



THE VALUATION PROBLEM 343 

permitted to seize inventories of high value in 
settlement of current debts-then to hold these 
goods until after the col)apse of prices and throw 
them upon disorganized markets for what they 
would bring, how many business corporations could 
have remained solvent? This is exactly what the 
Allies have done with Germany in respect to ships 
and many other commodities. It is bad ethics and 
bad business procedure; and the law is clear on the 
point that valuation must be made at the time of 
delivery: 

In any event, if Germany is to be credited, as has 
been the case thus far, on a valuation basis that 
compels her to deliver property worth to her several 
times what it is worth upon liquidation by the 
Reparation Commission, it is clear that her chances 
of being able to pay the total sum demanded of her 
will disappear. 

The conclusion of the writers is that the only 
proper basis of valuation is a reasonable value to the 
one dispossessed at the time of dispossession. Past 
international practice furnishes little help in the 
peculiar cases with which we are now concerned. 
Accordingly, a decision by a competent committee 
of impartial jurists on the justice of the procedure 
that has been followed would prove of inestimable 
value at this time, when there is so much ground for 
confusion, as to how much Germany has actually 
paid. 1 

1 Professor Charles Gide of Paris is quoted by the London 
ECOfIIJfTIW of June 2, 1923 (p. 1221), as saying that the true vaIu. 
ation would lie aomewhere between the Reparatioll CQlIIlIlission's 
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4. EXAMPLES OF VALUATION DIFFERENCES 

Not enough exact data have yet been made 
available to explain clearly'the divergencies between 
the figures given by the German government and 
those provisionally subnrltted by the receiving 
countries. It may help, however, to take up some 
specifio items and set forth the conflicting claims. 

For example, the Reparation Commission credits 
Germany with but 8.9 million gold marks from the 
proceeds of scrapped nrllitary mitterial. The Ger· 
man government declares that 200 million gold 
marks' worth of military material was turned over 
to be scrapped. Apparently the process used con
sisted in the delivery to contractors of material 
intended for destruction and its subsequent sale by 
the contractors. The proceeds of the sale were to 
be delivered to the Reparation Commission and the 
contractors paid for their services by the German 
government. Such material as the German govern
ment presents impresses us more than the bare and 
unexplained figure given by the Commission. It hI' 
no longer possible to check the records on the 
matter since the transactions have long since been 
closed. 

With regard to the proportionate share of Ger
many's national and state pre-war debts for which 
credit is to be given to Germany on reparation ac
total and that of Germany.-possibly 12 or 14 billion gold roarke. 
The Economist remarks that" the basis of valuation will continue 
to be of importa.noe, for, if f~ir principles a.re adopted, it may help 
to reconcile figures which at the moment are separated by much 
too wide It gulf." 
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count, while she is, nevertheless, to continue paying 
interest and amortization, the amount appears to 
have been fixed by the Reparation Commission as, 
485 million gold marks, of which 2 million have 
actually been credited. The German government 
claims that these debts, apportioned to the ceded 
territories, ought to be taken at the stock market 
prices current on August I, 1914. There has been 
no agreement on this pointj and until some agree
ment is reached, the figure 485 millions is set down 
by the German government. We have included no 
credit fot this item in the provisional list of valua
tions at the end of this Appendix for the reason, of 
course, that no 8ubstantial economic loss to Germany 
is represented by the eventual credit to be given to 
her on reparation account. The item illustrates 
well the difference between tangible economic losses, 
which we have been interested in segregating, and 
valuations for treaty credit purposes, which, as we 
have several times pointed out, must be d~termined 
by jurists and economists. 

Probably the most controversial item upon which 
there is a divergence of value is the merchant marine. 
The German figure of 5,753 millions is based upon 
the prices in 1919 and 1920, while the figure of the 
Reparation Commission (749 millions) is based upon 
liquidating prices at a time of severe shipping depres
sion. In computing the cost of the war to them .. 
selves, the Allied governments included at peak values 
the aggregate value of destroyed shipping. The 
Reparation Commission, however, refuses to include 
any credit for interned ships or those seized by the 
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government of the United States, while, on the 
other hand, deductions are made for the expense of 
repair and upkeep. We have decided to set down 
in the list on page 350 a conservative estimate of 
3.5 billions as the very least value to Germany 
which these ships could have had at the time of 
delivery. 

Another striking difference between the two sets 
of values is to be found in the case of the Saar coal 
mines. Germany calculates their value at 1,016 
million gold marks, while the Reparation Commis
sion has provisionally set theni down at 800 mil
lions. Germany states that the same principles 
have been used in valuing them that were used in 
calculating the value of the destroyed coal mines at 
Lens. It is contended on the other hand that the 
German valuation is based upon a calculation of all 
coal to a depth of 6,000 feet, whereas below 4,000 
or 5,000 feet mining usually becomes unprofitable. 
If it were possible to examine carefully the operating 
records of the mines in the pre-war years and to 
have available a dispassionate scientific esti.rD.ate of 
the recoverable coal, one could arrive at a fairly un
prejudiced valuation. This is one of the cases where 
it seems altogether too obvious for argument that 
the value to Germany was greater than could ever 
be the value to the receiving country; the only nat
ural market for the Saar coal is Germany. We have 
selected the figure 650 millions as a low value to 
Germany in 1919-a value naturally much less than 
they. would have had after the loss of the Silesian 
wines. 
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Reference has already been made (page 334) to 
the difference in valuation of coal between the 
variouS German official statements. This is a case 
in which the difference between the German "com
prehensive summary" and the Reparation Commis
sion figures is to be accounted for largely by the 
difference in the periods respectively covered. 

An interesting point is brought up in connection 
with the value of railroad material and like property 
surrendered at the time of the Armistice. Much of 
it, of course, had been subjected to a wide variety of 
conditions. When it was transferred to the receiv
ing countries, however, no matter how much it may 
ha. ve deteriorated through the strain of war-time use, 
this railroad material represented very great value 
indeed to the German people. The hundreds of 
thousands of cars, the .thousands of locomotives, and 
the vast tonnage of rails, parts, and other equipment, 
at the high prices prevailing in 1919, were probably 
worth to Germany at the time of transfer much 
more than they could possibly have represented 
when brand-new, and even more than the material 
with which they were replaced represented at a 
later time. Clearly, in this instance, the dispossessed 
country was deprived of something altogether indis
pensable to its economic recovery. In our list of 
Germany's economic losses we have therefore in
cluded valuations for this group of objects fairly close 
to the German totals. Such reduction as we have 
made is due to the allowance we have felt it reason
able to make for material which called for almost 
immediate replacement at the time of surrender. 
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The value of the inland water craft was estimated 
by Germany at at least 106 million gold marks, and 
by the Reparation Commission (down to April 30, 
1922) at 21 millions. This canal and river fleet was 
manifestly a part of a going concern and its 10s8 
meant a r~placement outlay for Germany of much 
more than 106 million gold marks. 

One could go on citing other instances of the dif
ference in value of cables, miscellaneous deliveries, 
live stock, and other things required of Germany 
under the Treaty, but it is believed that enough 
examples of the great difference in valuation have 
been given. These differences relate chiefly to the 
items capable of inclusion on reparation account. 
On the non-reparation items there is no such dif
ference of'record, largely because the receiving coun· 
tries have published very few figures. Restitution, 
for instance, of property carried away from the 
occupied districts seems to have reached avery large 
total. 1 The deliveries of military material have also 
attained very high figures. For such as were not 
destroyed and sold as scrap (see page 344) Germany 
was to receive no credit. The following table con
tains some of the larger items reported to have been 

1 According to the League oj Nations (a periodioal published by 
the World Peace Foundation), vol. III, no. 6, DecembE'l, 1920, the 
articles restored up to 1920 included 13,560 agricultural machines, 
271,000 tons of industrial material, and 407 locomotives. M. Tardieu 
estimated in 1921 ("Truth about the Treaty," New York, 1921) 
that 6.5 billion gold marks of material and objects of art had been 
restored. By July 31, 1922, about 8.S billion francs worth of works 
of art, securities, and the like had been restored, or compensation had 
been made therefor. 
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delivered by the German government up to Decem
ber, 1922, to the various inter-Allied military 
commissions. l 

5,909,149 rilles and carbines 
105,163 machine guns 
28,469 trench mortars 

38,800,000 rounds artillery aIIlIllunition 
16,600,000 rounde riBe and grenade aIIlIllunitlon 
60,400.000 live fuses 

472,200,000 rounds SDlaU IIJ1llS aIIlIllunition 
335,000 tons of empty a.rtilIery cartridgee 
23,500 tons of empty cartridges and cases 
37,600 tons of gunpowder 
79,500 aIIlIllunition gauges 

The miscellaneous expenditures recorded by. the 
German government but not admissible on repara
tion account according to Allied interpretation of the 
treaty include subventions for the rebuilding of 
shipping in partial replacement of the tonnage 
destroyed or surrendered at the close of the war. 
The depreciation of the currency has naturally 

. resulted in a great increase in the paper mark values 
of these subventions, for the ship construction com
panies were unable to fulfill their part of the contract 
and have been obliged to appeal to Article 42 of their 
agreement with the' government whereby their com
pensation might be fixed through arbitral tribunals. 
In an address to the Reichstag on Jan. 17, 1923, the 
Chancellor observed that for 1922 alone this item 
had cost the German treasury 12.9 billion paper 
marks. 

1 II Deutschlande Wirtschaftslage," p. 13. 
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G. GERMANY'S ECONOMIC LOSSES 

The authors have been obliged to use provisional 
valuations for the more important items of pay
ment, delivery, or property transfer in the light of 
their examination of the conflicting claims and diver
gent systems of valuation. A table of tentative 
valuations follows. It does not represent a mere 
compromise between the two sets of calculations. 
Let it be made clear once more that the table which 
follows and upon which the computati')n in the text 
(page 75) is based, keeps clear of technical questions 
as to how much of what Germany has relinquished 
may be properly admissible to her credit under the 
treaty. We think, however, that whether the 
amount so admissible be greater or less than the 
aggregate of the items which follow, this aggregate 
fairly represents the tangible economic value to 
Germany of what she has lost, insofar as the items 
capable of credit on reparation account are con
cerned. 

ESTIMATE OF COST TO GERMANY OF REPARATION FuLFILLMENT 

TO SEPT. 30, 1922 

(Figure8 preceded by an asterisk represent valuations differing from 
thos6 both of the Reparation Commission and of Germany.) 

I. Payments, deliveriea, or transfers of property rights 
now or later capable of exact determination and 
applicable to Germany's capital debt. 

Millions of 
Gold Marks 

A. Property, goods, securitiea, or payments acknowl
edged or credited in whole or in part. 
1. National or state public property in ceded ter-

ritories in Europe. . • .. . .. . • .. .. . . .. .. ... ·5,000.0 
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2. Proportionate share of the German pre-war 
public debt (national or local) ..••.....•.• 

3, f, 5. Property in Sbameen (Canton), Shanghai, 
and Shantung, China .........•.......... 

6. Saar mines .............................. . 
Additional Saar deliveries ................. . 

7. Privately-owned maritime cables ........... . 
8. Non-military property abandoned on the 

western front, including miscellaneous rail-
road material ..........•................ 

9. Railroad equipment ...................... . 
10. Five railroad bridges and 10 pontoon bridges 

across the Rhine ....................... . 
11. Shares of the State Bank of Morocco ..•..•.. 
12. Railroad rolling stock, freight cars, ete ...... . 
13. Shipping ...........................•.•... 
14. Inland water craft ........................ . 
15. Live stock ............................... . 
16. Coal, eoke, and by-produdB ............... . 
17. Dyestuffs and pharmaceutical products ..•... 
IS. Misoo1laneous kind deliveries .............. . 
19. Cash derived from the sale in Germany of 

scrapped military material paid in francs or 
sterling to Reparation Commission ....... . 

20. l\Iisce\laneous cash deliveries ...•.....•...•• 
21. Rhineland custolDJ! and other "sanction" pro

ceeds up to April 30, 1921. ..••••••••••••. 

351 

oto.O 

oto.O 
~.O 

1.1 
77.8 

*1,200.0 
*200.0 

9.6 
0.6 

*SOO.O 
*3,500.0 

78.0 
192.9 
473.2 
43.8 
30.0 

200.0 
0.5 

3.3 

Total of A..... .. . ... . • . • . . .... .... • •• 12,460.8 

B. Estimated value of seUed and liquidated German 
property abroad ...•... : ..................... ·10,000.0 

C. SlIlTeIIdered c1aimIJ of Germany on her wartime • 
allies ......... :.... . •• •••• • ......... ....... oto.O 

Total of I ................................ 22,460.8 

II. Payments and deliveries or transfers of propt'rty rilthts 
now or later capable of exact. determination and 
applicable to the annual payments fixed in the 
london Schedule of Payments (May 1, 1921-8ept. 
30,1922). 
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A. Deliveries in kind. 
1. Railroad rolling stock deliveries and penal 

deliverie., made in this period but in pursu-
ance of Annistil'£ provisions ............. . 

RailroR.d equipment in ceded territories ...•.. 
2. Shipping ...... : ...................•...••. 
3. Inland water craft ...•...............•..••• 
4 .. Livestock ............................•..• 
5. Coal, coke, and by-products ...............• 
6. Dyestuffs and pharmaceutical products ..... . 
7. Reconstruction deliveries .................. . 
8. Louvain reconstruction .................. .. 
9. "Sanction" payments (practically all under 

British Recovery Act) .......... '': ...... . 

rotalof A ..............•.....•.•..... 

B. Payments in cash. 
10. Payments in bills of exchange .............. . 
11. Payments in bills of exchange covering security 

payments for export-tax collections, Oct. 
15-Dec. 31, 1921. ....•.................. 

12. Miscellaneous cash ...................... .. 

Total of B .......•.•......••.......... 

Totals of A and B ....................• 

C. Value of securities delivered to the Reparation 
Commission under Article 260 of the treaty .... 

Total of II .............•...•....•.... 

*2.0 
*400.0 
*]50.0 

28.4 
80.4 

456.5 
27.9 

129.3 
1.0 

126.3 
---

1,401.8 

1,580.0 

44.9 
0.9 

1,625.8 

3,027.8 

303.0 

3,330.6 

TOTALS OF I AND U ................ 26,191.' 
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BUDGETARY AND T AXA.TION QUESTIONS 

Under the Constitution of April 16, 1871 (Article 
70), the states were intended to contribute per 
capita toward expenditures made in their common 
interest by the Empire not covered out of imperial 
revenue. These contributions, known in German 
budgetary terminology as Matrikularbeitr4ge, aver
aged 65 million marks annually unti11878. It was 
expected that after 1879, because of the new customs 
tarift', the· imperial revenue would suffice to meet 
all imperial expenditures; but inasmuch as certain 
taxes, including the yield of the customs and tobacco 
taxes in excess of 130 millions, had from that time 
on to be divided with the states per capita, the 
Empire for some years (1883-92, 1895-98) actually 
paid out more to the states than it received from 
them. After 1899 the contributions of the states 
were again in excess of the grants to them from the 
imperial exchequer. From 1909 on the maximum 
excess of state contributions over imperial grants to 
the states was fixed at 80 pfennigs per capita, which 
resulted, on the basis of the census of 1910, in a 
payment by the states to the Empire of 51.9 millions. 

The new constitution which came into effect on 
353 
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August 14, 1919, put an end to the contributions of 
the states as such.1 

The table on page 356 indicates how important 
a part the contributions of the states to the Empire 
and the grants of the latter to the former played 
in the national finances during the quarter century 
preceding the war. Another significant fact which 
has been emphasized in the text was the growing 
necessity of recourse to borrowing in order to cover 
the increasing expenditures. According to German 
financial legislation and treasury regulations, expen
ditures were divided into two main classes, ordinary 
and extraordinary, the former in turn being sub
divided into recurrent and non-recurrent expendi
tures. Recurrent expen,ditures were those broadly 
classifiable as made for ordinary administrative 
purposes. Non-recurrent were either capital invest
ments or special administrative expenditures. No 
exact definition can ever be given of the expen
ditures which in any country enter the extraordinary 
budget.2 Many of them are supplementary esti
mates for ordinary recurrent purposes where the 
original estimates were low. In time of war, the 
financial accounts for the military and naval estab
lishments of the German Empire automatically 

1 Vierteljahrshej!e iUT S!a!is!ik des Deu!8chen Reicks, no. 2, 1921, 
pp.54-5. 

lit is reported that Premier Rouvier of France, when once 
pressed for a. definition of the limitations of the extraordinary 
budget, declared that the only definition he could give was that 
a.n item in the extraordinal"Y budget was an item which the legis· 
lative body believed should be in the extraordinary budget. 
FOLDES, "Finanzwissenschaft," p. 92. 
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passed from the ordinary to the extraordinary budget. 
The pre-war budget contemplated both recurrent and 
non-recurrent revenues. An outstanding example of 
the latter was the Wehrbeitrag (see page 152). This 
tax was to be collected over a period of three years 
in the form of an income tax of from 1 to 8 per, 
cent, or a capital tax of from; to 1 per cent to 1 f per 
cent, or both income and capital tax, on the fortunes 
or income or both of about 1,326,000 individuals 
and 3,900 companies subject to the tax. Approxi
mately 20.4 per thousand of the population as it 
stood in 1910 were liable to this tax. The propor
tion varied widely in the different states from as 
high as 44.6 per thousand in Bremen to as low as 
13.2 per thousand in Sax-Meiningen. Of those 
liable to the Wehrbeitrag, 31.8 per cent paid both on 
capital and income, 60.2 per cent on capital alone, and 
8 per cent on income alone. As was remar~ed in the 
text, this tax was of the. utmost importance because 
of the ground which it furnished for later income 
and property taxation. The wealth of individuals 
was estimated at 182,351 million marks; 29,807 mil
lions were tax-exempt for one or another reason. 
The value of the corporations for the purposes of 
this tax aggregated. 4,629 millions. Of the assess
ment of the property of individuals, 41.6 per cent 
was represented by landed property,! 13.1 per cent 
by industrial property, and 45.3 per cent by capital 

1 This includes property, or portions of property, hypothecatedi 
the mortgages, consequently, appear twice,-in the property class 
and in the capital-investment class. But the 182,351 millions of 
wealth of individua.ls represent net values, evidences of debt being 
excluded. 



Fiscal 
Year 

'Aprill 
to Ta.xa-

March 31 tion 

1886-87 389.3 
1887-88 419.4 
1888-89 508.4 
188!Hl0 632.6 
18go...g1 668.1 
1891-92 683.6 
1892-93 655.6 
1893-94 646.9 

BUDGETS OF THE GERMAN EMPmE, 1886-87 TO 1913-14 

(Millions of marka) 

Receipts Expenditures 

• 
Contri-
butions Grant,s 
to the to the 

Public Empire 
Borrow- All Federal Other 

Extra.-Service from the 
ings Other .Total States Ordi· ordiJiary Surplus States (tjber- llllry 

(MatriJv. weill-
ularbei-- ungen) 
trage) 

41.3 119.2 46.8 68.6 665.2 137.1 483.9 65.8 
46.3 170.9 233.1 73.3 943.0 176.3 516.5 177.8 
39.8 207.8 167.0 59.0 982.0 277.8 526.8 201.9 
48.1 215.3 240.6 61.1 1,197.7 355.0 567.0 180.0 
33.0 301.1 176.3 61.1 1,239.6 378.9 632.2 328.9 
30.9 316.5 309.4 59.4 1,399.8 383.4 694.8 153.0 
36.5 316.3 55.0 61.2 1,124.6 358.9 722.6 150.9 

Total 

686.8 
870.6 

1,006.5 
1,102.0 
1,340.0 
1,231.2 
1,232.4 

35.3 369.0 153.2 67.9 1,272.3 338.8 748.6 165.2 1,252.6 

Excess 
of Ex-
pendi-
tures 
Over 

Receipts 
from 

Sources 
Other 
than 

Borrow-
ing 

68.4 
160.8 
191.6 
144.9 
276.7 
140.8 
162.7 
133.6 

0) 
C11 
C:t 

:.. 

~ 
~ 



1894-95 694.9 21.6 385.4 14li.6 65.3 
1895-96 729.4 44.0 382.7 44.2 76.9 
1896-97 799.1 46.4 399.4 15.7 113.1 
1897-98 803.2 55.0 419.9 39.8 62.8 
1898-99 861.3 52.0 454.9 37.9 66.4 
1899-1900 874.3 57.5 490.0 69.0 72.1 
190Q-()1 912.8 16.7 ' 527.7 94.4 70.0 
1901-02 914.2 24.6 570.9 332.8 92.5 
1902-{)3 918.3 37.3 580.6 32.7 109.7 
1903-04 919.3 87.8 565.9 265.0 120.5 
1904-{)5 945.4 35.5 219.7 99.5 143.4 
1905-06 1.071.4 33.7 213.3 341.7 122.8 
1906-07 1,103.9 35.8 230.2 258.4 91.1 
1907-{)8 1,246.6 ...... 226.6 196.0 118.3 
1908-{)9 1,147.0 ..... 220.0 245.0 94.7 
1909-10 1,377.1 ~ ....... 169.0 639.0 319.5 
1910-11 1,519.1 60.7 228.5 ...... 383.9 
1911-12 1,693.8 89.9 212.0 ....... 257.6 
1912-13 1,723.3 92.5 247.0 ..... 183.2 
1913-14 2,025.1 74.2 255.4 109.3 190.7 

Ca) Include. 13.4 milliOll8 of public service deficit. 
(I» Include. 16.8 millioDll of public owvice dati cit. 
(e> Includes 15.8 milliOll8 of public _vice deficit. 
(d) Includ .. 37.8 milliODll of loaDll repaid. 

1,312.8 382.9 799.1 123.6 1,305.6 
1,277.2 400.1 823.5 66.4 1,290.0 
1,373.7 414.6 880.5 52.4 1,347.5 
1,380.7 433.1 854.7 105.8 1,393.6 
1,472.5 467.6 937.2 66.5 1,471.3 
1,562.9 476.9 994.9 78.5 1,550.3 
1,621.6 508.5 1,044.1 169.3 1,721.9 
1,935.0 555.7 1,112.4 175.3 1,843.4 
1,678.6 556.2 1,134.7 131.4 1,822.3 
1,908.5 541.5 1,181.3 100.8 1,823.6 
1,443.5 195.9 1,176.0 134.5 1,506.4 
1,782.9 189.1 1,250.8 143.9 1,583.8 
1,719.4 205.9 1,348.9 180.6 1,735.4 
1,787.5 195.0 1,552.5 (a) 318.7 2,079.6 
1,706.7 195.4 1,558.3 (b) 159.9 1,930.4 
2,504.6 120.5 1,728.5 (e) 585.4 2,463.9 
2,192.2 180.0 1,840.0 (d) 253.4 2,273.4 
2,253.3 163.5 1,738.2 (e) 191.4 2,093.1 
2,246.0 195.1 1,882.8 if) 146.1 2,224.0 
2,654.7 203.5 2,520.8 66.7 2,791.0 

(s) Include. 15.8 milliona of loaDll repaid. 
(/) Includes 4.3 milliOll8 of loaDll repaid. 

138.4 
57.0 

(g) 10.5 
52.7 
36.7 
56.4 

194.7 
241.2 
176.4 
180.1 
162.4 
142.6 
274.4 
488.1 
468.7 
598.3 
43.4 

(g) 176.0 
(g) 26.5 

245.6 

(g) Ex ..... of receipta (other than borrowinp). 
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investment and the like. A wealth of interesting 
information on the Wehrbeitrag is gathered in a spe
cial number of the V ierteljahrshefte zur Statistik des 
Deutschen Reicks, 1919, Zweites Erganzungsheft. 

WAR REVENUES 1 

In addition to the important taxes or contribu
tions mentioned on page 156 as having been collected 
between 1914 and 1918, it may be of interest to 
note the receipts from other taxes. 

Fiscal 
Year 

191~14 

1914-15 
1915-16 
1916-17 
1917-18 
1918-19 

Fiscal 
Ye ... 

1916-17 
1917-18 
1918-19 

Tobacco 
and 

Beer Cigar-
Taz 

ett .. 
Tax 

64 130 
68 131 
80 79 

203 55 
420 22 
699 33 

WARTIME REVENUES 

(In part) 
(In millions of marks) 

Alcoho Sta!"p 
Inheri-

Tax Tax 
tanco 
Tax 

--
194 255 46 
228 181 43 
96 165 49 
73 250 65 
20 466 70 
29 511 • 78 

Extraordinary Supplement to 
Contribution Extraordinary 

Sales 
Prop.. 

Export 
Tax 

erty 
Ta:E 

Tax 

------

..... ..... 25 

..... 101 281 
151 89 517 

War Contribution 

of 1916 Contribution of 1916 
of 1918 

38 7 
4,036 807 

660 132 1,617 

1 See especially R. KUCZYNSKI, Deublche Kriegsfinanzpolitik, in 
Deutsche Politik, 1917, Vol. II, no. 33, and Deublche Kriegssteuer-
politik, in Annalen/itr 801iala Politik UM GM6tzqebung, 1918, vol. VI, 
Heft 3 and 4; and "Denkschrift ilber die finanzielle Loge des 
Reichs," Reichstag Doc. 254 (July 29, 1920). 
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WAR TIME EXPENDITURES 

The expenditures during the last pre-war year, and 
the fiscal years within which the war occurred have 
been analyzed in the" Denkschrift" mentioned on 
page 358, note 1, as follows. 

ORDINARY ExPENDITURES 1913-14 TO 1918-19 

(In milliODa of marks) 

Adminis-

Adminis-
tratioD I 

Civil 
GeoeraJ traUon Adminia- Intereat 

Fiscal Adminia-
Flnenoial of 

traUon Colonial and Sink- Total 
Year traUon Adminis- Military of Ministry ing Fund Ordinary 

traUon NavY of 
Foroee National 

Debt 

1913-14, 189 7 1,M7 451 25 209 2,427 
191'-15 182 40 649 317 23 442 1,653 
1915-18 173 7 227 39 21 1,319 1,786 
1916-17 188 Ii 170 21 2 2,591 2,974 
1917-18 913 27 152 19 2 6,501 6,894 
19UH9 186 4 181 21 2 6,753 7,146 

ExTlU.ORDDlARY ExPENDITURES 1913-14 TO 1918-19 

(In millions of marks) 

Fiscal 
General National Total 

Year ted War Debt Extra--
Wltll tbe War . Expenses ordinary 

1913-14 111 . . .. ~ .... 111 
1914-15 65 6,936 .... 7,001 
1915-16 14 23,909 .... 23,923 
19UH7 10 24,739 18 24,767 
1917-18 15 42,188 2,918 45,122 
1918-19 11 33,928 2,794 36,885* 
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Other interesting discussions are to be found in the 
studies of Professor Charles Rist, "Les Finances de 
Guerre de l'Allemagne," Paris, 1921, and Professor 
von Pistorius, "Die deutsche Finanzwirtschaft und 
der Ausweg aus der Not," Stuttgart, 1920. 

TAXATION SINCE 1919 

An enumeration of the taxes put into effect since 
1919 and still in effect at the end of 1922 would be 
of interest chiefly for the purpose of observing how 
many of the fundamental laws of the former empire 
have been amended in the last few years.1 Statutes 
dealing with fiscal procedure as well as those :fixing 
rates, have undergone thorough overhauling, in some 
instances more than once since 1920. By the end 
of the year 1922-23 the taxes of outstanding im
portance so far as yield is concerned were as given 
below, the yield for the fiscal year 1922-23 being 
shown in each case. \I 

I Side by side with the national elected legislative body (Reich&
tag) to which the Constitution of August, 1919, delegated com
prehensive legislative powers, there was erected a Commonwealil;! 
Economio Council (Reichswirtscha.ftsrat) which was to be the 
keystone of the nation's economic system and to furnish an adequate 
means for articulate expression to the technical and professional 
elements of the nation in so far as the formulation of economic laws 
and policies might require their advioe. Sinoe its establishment 
under the new constitution, the Economic Council has sought to 
carry out its difficult mandate, but up to the early months of 1923 
it has not appreciably affected the course of legislation. It has 
approximately 325 members, divided into ten groups as follows: (1) 
Agriculture and forests, (2) fisheries, (3) industry, (4) trade, banking 
and insuranoe, (5) transportation, (6) hand labor, (7) consumption, 
(8) professional and official cl8l!Ses, (9) experts appointed by the 
federal council (Reichsrat), (10) experts appointed by the executive. 

I Deutscher ReicMa1lllleiger, April 23, 1923. 



BUDGETARY AND TAXATl()N QUESTIONS 361 

In Billion of Marb 
Income tax.. . . . . . . . .. .. . . . . . . . . . . . .. 533 
Coal tax. .. .. .. . . .. . . . .. . .. . . .. . . ... 238 
Sales tax ............................ 229 
Export tax. . . . . . . . . . . . . . . . . .. . . . . . .. 187 
Import. (duties and surcharges). • • • • . .• 95 
Tobaceo tax......................... 65 
Traffio tax........................... 55 
Stock exchange transaction tax........ 43 

The income tax rates fina.lly in effect at the end of 
1922, and those for 1923 are as follows: 

1922 (ud) 19:13 (beainJUna) 
Income, Rate Income, Rate 
Marks Per Cent Marka Per Cent 

Up to 4.00000......... 10 Up to 1.000.000. . .... . 10 
Next 200.000. ••••••• 15 Next 1.000.000....... 15 

200.000........ 20 1.000,000....... 20 
200,000........ 25 1.000,000....... 25 
400.000........ 30 2.000,000....... 30 
600.000... ••••• 35 2.000.000....... 35 

1.000.000........ 40 2.000,000....... 40 
1,000.000........ 45 2,000.000....... 45 
1.5IXl.000.. ...... 50 3.000,000... ... • 50 
2,000.000. ....... 55 3.000,000.... ... 55 

Ally further amount. • • • 60 Ally further amount. • • 60 

In 1921 approximately 28 million persons were 
liable to the income tax. In 1920, about 14.7 per 
cent of the income was derived from landed property, 
21.8 per cent from indUstry, 2.7 per cent from capital 
investment, and 60.7 per cent from labor. The 
income tax has been regularly collected at the source 
of income, so far as wages and Salaries are concerned. 
W'herea.s in 1921 less than half the persons liable to· 
income tax were paying it through deduction from 
wages, salaries, and the like, by the middle of 1922 
56 percent of the total income-tax receipts were 
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derived from wage and salary deductions, in October, 
1922, 72 per cent, in December 84 per cent, and in 
March, 1923,95 per cent were so derived.1 

The coal tax, from April 1, 1922, to March 31,1923, 
was collected at the rate of 40 per cent of the value of 
the coal at the pit j on the latter date it was reduced 
to 30 per cent. For three months after November, 
1922, it was not collected because of the alleged 
difficulty of the operators in securing currency with 
which to pay the tax. It has been calculated that 
the government lost several billions of marks by 
this arrangement, partly through the fall in the 
mark during the "moratorium", and partly through 
the fact that the railroads still paid coal prices which 
included the tax. 

The sales tax is collected at the rate of 2 per cent 
on all gainful transactions, even exports being now 
subject to the tax if sold directly by the manufac
turer. The sales tax code has been expanded to 
cover luxury taxation (15 per cent), room hire, storage 
facilities, and the like (10 per cent), and advertise
ments (from 1 to 5 per cent). The rate of the gen
eral sales tax may soon be raised to 2i per cent, in 
order to give the states an increased amount. 

T4e export and import taxes hardly need any 
special comment. They are both collected according 
to gold exchange rates. The Commonwealth has 
been free since Jan. 10, 1923, to alter the customs 
duties in force in 1914-having been prohibited from 

1 Some of these figures are set forth in Appendix 2 to the report of 
the Reiohstag committee on "tax legislation amendments intended 
to counteract ourrency depreciation" (Reiohstag Document 5600, 
M/U'ch 7, 1923, p. 56). 
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taking such action prior to that date by the Treaty 
of Versailles. The changes during the first half of 
1923 Were insignificant, consisting of reductions on 
timber and foodstuffs. The consumption taxes 
call for no special comment. The capital transac· 
tions taxes, of which the stock exchange tax is the 
most important, are likewise based on the value of 
the securities involved in the various transactions. 

It has been difficult to secure any precise calcu· 
lations of the incidence of taxation in Germany from 
1919 through 1922-23. -The figures which follow 
have been taken from the German treasury state. 
ments published on May 8,1922, and on Jan. 15, 
1923. They are only provisional, however, and 
subject to revision. Such estimates as have been 
available for state and local taxation are so frag. 
mentary as not to justify inclusion in the table. 

PRoVISIONAL TABLE 01' '1'BB lNCIDENClil 01' GElUlAN NATIONAL 

TAXATION, 191&-19 to 1921-22 
(The yield is shown in millio..s of ....... ks) 

Direct Taxes Indirect Taxes 

Fiseal / Total Per 
Year 

Per Per 
Yield Capita 

Yield Capita 
Yield Capita 

191&-19 3,766 62.77 2,683 «.72 6,449 107.49 
1919-20 3,663 61.05 5,273 87.88 8,936 148.93 
1920-21 43,118 718.63 13,«6 224.10 56,564 942.73 
1921-22 68,395 1,139.92 24,527 408.78 92,922t 1,548.70 

.. t This total inclwlee 7,800 millio .... paid in co""""",,nt eecunUes (Reichnotop
fer) aDd """"unted for in the el:t1'aord.ioary budget. As erttaordinary receipts 
....... excluded from the table on p. 159, the total there given f .... 1921-2 is 
..-ib' .......n..: thaa the ODe which appeel'll ~ 
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Moreover, they do not include certain sources of 
revenue such as Reichsbank contributions, etc., 
which are accounted for in the general totals of 
ordinary revenues on pages 149 and 159. Were 
sufficient material at hand, however, it is probable 
that its examination would disclose a fairly heavy per
capita burden in state and local taxes. 

By 1922 the old classic8l division of taxes into 
direct and indirect had lost its significance. 1 The 
total receipts (compare page 361) from ·taxation 
and compulsory loan in 1922-23 were 1,558,182 mil
lion marks or about 24,733 marks per capita (assum
ing 63,000,000 as the population for the middle of 
the fiscal period). 

THE GERMAN NATIONAL DOMESTIC DEBT DURING 
AND AFTER THE WAR 

The funded debt rose to its highest point in 1919-
20 as will be noted from the table of imperial and 
premium loan totals at the top of page 365. 

The column headed imperial or commonwealth 
loan includes certain interest-bearing certificates 
as well as the perpetual war loan (Kreigsanleihe). 
The decline is by no means to be explained as due 
to the repayment of the issues, as the interesting 
table 2 at the bottom of page 365 reveals. 

1 Cf. remarks of Professor Jastrow, in his article, The New Tax 
System of Germany (in Quarterly Jerurnal 0/ Economics, February, 
1923, pp. 302-341), p. 306 ff. The article is a comprehensive and 
vivid survey of the German tax situation in 1922. 

• II Anleihedenkschrift fUr das Reich, 1922" (Feb. 17, 1923, 
Reichstag doc. 6557, p. 3). 
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Imperial or Commonwealth Funded Debt 

Outatanding, 
March 31 Imperial or 

Commonwealth Loan 
Premium 

Loan 

1913 
1914 
1915 
1916 
1917 
1918 
1919 
1920 
1921 
1922 
1923 

(Millions of marks) 
4,586 
4,698 
8,277 

28,299 
45,583 
64,123 
80,988 
77,041 
69,341 
55,131 
49,517 

3,627 
3,629 
3,508 
3,471 

REDUCTION 01' FUNDED DEBT (War loaD) 
Total issue of 5 per cent imperial or coriunonwealth Marks 

lOaD ..... : ...••..........••................. 88,578,758,500 
Taken in payment for new securities • . . . . . . . . . . • • 3,669,898,000 

84,908,860,500 
Purchased by the treasury to support the market ... 11,775,846,700 
Other govemment purchases ...... , . . . • . . . . . . . . . . 12,191,600 
Taken in tall: coUection .•..• '.' . . . . . . . . . • • . • • . . .. 22,909,387,800 
Taken in payment for surplus war stores and mate-

rial sold in Germany .. ? • • • • • • • • • • • • • • • • • • • • • • • 4,013,827,800 
Taken in settlement of govemment insuraDce pre-

miums ..................................... · 
Miscellanec>us ....•.......•.. ,., ....... , ......... . 

112,459,700 
99,000 

38,823,812,600 

Outstanding (Sept. 80,1922) ..••••••••••••• 46,085,047,900 
• Treasury oertificates and notes, 80me of them long-term, however. No 

ooneolidated or .. funded" loan hae been issued in recent ye .. r., 
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Meanwhile the floating debt continued to increase 
rapidly, The so-called non-interest-bearing debt 
(as noted in the text, this comprises in reality inter
est-bearing obligations since the treasury certifi
cates are discounted by the Reichsbank) has grown 
prodigiously, especially in 1922-23. The so-called 
interest-bearing floating debt has declined slightly, 
The following figures are taken from the German 
treasury statements. 

Imperial or Commonwealth Floating Debt 

Outstanding, 
Marllh 31 

"Interest- II Non-Interest-
Bearing" ... Bearing" 

(Millions of marks) 
1913 220 .... 
1914 220 .... 
1915 1,220 7,218 
1916 1,936 9,261 
1917 4,716 18,552 
1918 7,793 33,028 
1919 11,408 63,696 
1920 10,681 91,473 
1921 9,190 166,329 
1922 7,029 271,935 
1923 . 6,669 6,601,142 

... In reality, some of these "fio .. ting" ohligations are long-term securities. 
redeemable only in 1963, for example. It is only the UBe of the expression' 
.. tr ..... ury certificate" which causes theee securities to be conventionally 
classified as fio .. ting debt. 

For an interesting discussion of items comprising the aggregate II floating n 
obligations "old ..... tsid. Germany, se. Rudolph Will, .. Die •• hwebendeli 
Schulden der europlliBchen Grossstaaten," Tnbingen, 1921. . 
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METHOD OF CALCULATING THE INTERNAL PUR
CHASING POWER OF THE MARK 

In the table on page 170-171 an attempt was made, 
as indicated in the text, to reach an estimate of the 
actual value of treaty fulfillment disbursements of 
the German treasury. In addition to paper mark 
totals, the table gives figures in gold marks accord
ing to the exchange value of the mark averaged over 
each fiscal year, and in gold marks according to the 
internal purchasing power of the mark. These dif
ferent methods of conversion, giving substantially 
different results, call for some explanation. 

The paper marks involved,if delivered over the 
German border, would, it is true, command gold 
only to the value of 6,096 million gold marks. But 
inside Germany the paper mark had, during the four 
years in question, a purchasing power averaging 
about twice its foreign purchasing power. The 
reasons for this paradox cannot be discussed here. 
Suffice it to say that, at any time, the ratio of the 
purchasing power of the mark inside Germany to its 
purchasing power in another country can be approx
imately determined by comparing the relation 
between the general index price level at that time in 
Germany and the 'general index price level in the 
country in question with the exchange ratio existing 
at the same time between the mark and the currency 
of the country in question. See "Depreciated 
Exchange and International Trade," United States 
TaritT Commission, Washington, 1922, page 11. 
For example, in April, 1919, the mark was worth one-
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third of its 1913 or parity dollar exchange value. If 
prices in Germany at that time had been no higher 
than prices in the United States, with relation to the 
1913 level (assuming equal gold prices in the two 
countries in 1913), the mark would have purchased 
three times as much inside Germany as in the. 
United States. However, as prices in Germany in 
that month had actually risen to 1.43 times the 
height of the level of United States prices, the 

internal purchasing power of the mark was 1!30r 

slightly more than twice its purchasing power in the 
United States. 

Thus, so far as actual cash outlay on the part of 
Germany is concerned, the gold mark figures for 
treaty expenditures in any year must be multiplied 
by the ratio of the internal to the external value of 
the mark in the year concerned. These ratios were 
as follows: 1919-20, 2.60; 1920-21, 1.96; 1921-22, 
1.81 j 1922-23, 1.94. 

It has, of course, been imposiible to ascertain with 
precision the dates on which the payments were 
made by the treasury. Their 'Variety and number 
ought, in an ideally weighted exchange average for the 
year, to be duly provided for. To achieve absolute 
accuracy, each separate payment of paper marks 
would have to be converted to gold marks or dollars 
at the rate prevailing on the day or even at the hour 
of paying. We have had, for the present, to be con
tent with isolating the payments by fiscal years. 
Disbursements are assumed to be distributed evenly 
throughout the fiscal year. We know that the 
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facts as to dates of payment were quite different 
from what they would have been if this aBsumption 
were correct. We know, too, that many payments 
were made at times when exchange was well below 
or above the year's average. Consequently, the 
gold mark values (both those based on foreign 
exchange quotation averages and those based on the 
internal purchasing power of the mark) which 
appear in the table on pages 170-171 must be re
garded aB wholly provisional in character.l 

I Attention may here be called. to an apparent inconsistency be
tween the table on pp. 170-1 and the official II AnIeihedenkschrift" 
for 1921 (Reichatag doe. 3556, Feb. 11, 1922, p. 18). The latter 
states that up to March 31, 1920, the total outlay on treaty fulfill
ment had been 2,873 millions. The larger sum apparently includea 
certain disbursements incidental to Armistice fulfillment. If this 
larger figure had been used on pp. 170-1,the gold mark equivalents. 
in the second and third parts of the table woul~ become 321 and 835 
instead of 232 and 603 millions reapectively. 
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BRIEI' TABtILAB SUMMARY 01' PmNCIPAL OPPIC1AL PROPOSALS roB 

(All amounts of money 

June 28, 1919-The Treaty of Venailles (Articles 231, 232, 233) placed the moral .--n 
from the air" on Germany, and established the Reparation Commission to ........ the 
settlement to be determined by May I, 1921. 

Data 

April 18-26, 1920, 
May 1&-16, 1920 

Jnne 21-22, 1920 

July &-16, 1920 

Place of Conference or Brief 
Name of Propoaal (with names 

of oountriee officially repr_ted 
in parantheeea) 

C88b Payments: 
Amount, Method, and DuratioD 

Conferencea a' Ban Remo and Tentative understandiog regarding 
Hythe the methode to be followed in 

(Belgium, France, Grea' Britain, aeseasing Germany and her fo,,", 
Italy, Japan). mer allies and dividiog their pay

ments. E:<perts were to work 
out these amounts for Supreme 
Council, whUe the Reparation 
Commission was alao to con
tinue its investigation of the 
damage done and tha methods 
of colleotion. An international 
loan for Germany w.... to be 
studied. 

Boulogne conference Germany to pay 88 a minimum 
(Belgium, France, Great Britain, 3,000,000,000 annually for 35 
Italy, Japan). years and as a maximum 269,-

000,000,000 in all, method and 
time not announced. amount to 
be fixed according to economic 
conditiooa in Germany. Ger
many W88 to iasue an inter
national loan. 

Spa conference Theae mid1ummer conferen_ aU 
(Belgium, France, Germany, di.cuaoed propOllQI. of a tonta
Great Britain, Italy, Japan, tive character b88ed upon tbe 
Portugal). principle of 42 German annual 

(The work of thio conference was payments aggregating 240,000,
b88ed largely on a meeting of ex· 000,000 .... a maximum. 
ports at BrU88ele, July 2 and 3, 
1920.) 
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SI:'ITLEIIENT O. 'I'IIlI RBPAIlATlOl'f PaoBLEV I'BOJoi 1920 TO JUNE, 1923 

iD &old ...... b) 

aibility for .u da_ dODe to tlte JiOpoIati01l8 of the AlliEd eou.ntriee "hI' Ia"d, _, 01' 
~ aad deJiD. u.. mode aad U_ 01 pa.)'1IIeDl. botlt the _eat aad form of 

~...:.~~.:a Pro'riai01l8 Con<>emillll 
G ........ tees and Concl.iUoDe Remarb 

At the aeooDd of tit ... meet-
inge il ...... tentati .. e1y 
agi-eod thet France '8 debt 
to G_' Britain would be 
paid pari __ with G_ 
many'. p&ymenta to France. 
Thie agreelllellt ...... aban-
doned later. 

Military """npation .. _ Customs aad natural ....... _ 
co be lint ehar ... on deli .. CO .......... _ paymenta and 
en.... Coal deli ......... to b. be .ubi ... t to forfeit...... in 
increaaecI. ....... , 01 non-pll.)'lllellt. 

Coal deliveries to be find at German del.egat .. @mphasi.e Chiefly devot@d to determi ..... 
2.000.000 to... _nthl,y importance of tenicorial in- tion of proportions 01 dis-
alter A ...... t I, 1920. tegrity and .. xport .urplus tribution of German pay.. 

::~"';:~t!.0;"l.£';:: menta. All 0 ..... milita<y 
_ta to be divided: .52 PeJ' ... ..... t to Frsace. 22 PeJ' ..... , 
to England, 10 PeJ' cent 
to Italy, 8 PeJ' cent to 
Be\giwn'10f 1 PeJ' ..... t to 
lapan an Portngal eacb; 
6.5 PeJ' _, ........ ved for 
Greece. Roumania, Iugo-
alavia. and other cou.ntri ... 
not re_Dt@d iD tit. con-
ference. The AustriaD and 
BungariaDpaymeDtowere 
alao .uocated. 
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BBlE)' TABULAB SUMMARY 01' PRINCIPAL OmClAL PBOP08ALS POD 

(All amounts of money 

Place of Conferenoe or Brief 
Date Name of Propoeal (with names Cash Payments: 

of countries officially represented Amount, Method and Duration 
In parentheses) 

Deo.16-22, B1'U8IIels conference of financial To be required of Germany payahle 
1920 experi4 (several intermittent .emi .... nnually. 

s ... lone). May, 1921-May, 1926,3 billions 
(Allied countriee and Germany.) annually; 

Recommendation to Supreme May, 1926-May, 1931, 6 billions 
Council, allJl.ually; 

May, 19S1-May,196a, 7 billions 
annually. 

Discount on advance payment. 8 
per cent until 1923, dropping t 
f~~:.en~!':~~otge5~::;.r:t~j 
to hypoth .... te her revenues with 
consent of Reparation Commift.. 
eion as 8ecurity for an intern&-
tionalloan. 

Jan. 24-28, Paris 226,000,000,000 to he paid, partly 
1921 iBelgium, France, Great Britain, by fixed annuities, partly by 12 

taly). 1.er cent ad valorem etport tax, 
or 42 years: advance payment. 

to be diecounted: 8 per cent to 
May I, 1923: 6 per oent, 1923-5. 
Ii per cent thereafter. 

Maroh 1-7, 1921 Firat London conference Germany proposed total payment. 
(German Proposal to Allies) ~!.:~:OPoO~~~~~"f::;.:~efo:~ ~elgium, France, aermany, 

reat Britain, Italy). of 8,000,000,000 internationally 
subscribed everywhere tn fr'::j 
/; per cent interest. She uk 
credit for 20,000,000,000 .... al-

=:J:,~~ t~o=~~ :cy ~~: 
pert.. 

April 24, 1921 German ofrer tbroufh the Seere- 200,000,000,000 ollered hy Ge .... 
tary of Stat!> 0 the United many to he paid on the following 
States to the Allied govern- h .... "': The ""pital eum to he 
ment.. recognbed 88 50.000,000,000, an 

international loan to be raised, 
and Germany to guarantee it. 
aemee, as well as interest and 
amortiBatioD of the Bum not cov-
ered by the loan at 4 per oent, 
payment. nn amortioauon to 
vary with German prosperity, 88 
ahowD by an agreed indE"z; im-
mediate payment of l,ooo,OOQ. 
000 to be arranged. 
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SETTLEMENT O' THB REPAlIATlON PROBLEM FROM 1920 TO JtrNE, 1923-C01I1. 

III Bold maru) 

Provlaiolll Regardinl 
Deliveriee in Kind 

Proviliona Concerning 
Guarante .. and Conditions Remaru 

M!:::~i::;; :~!~~~i t!,ne~:!i C""tolllS and other taxes to be Germany to be permitted to 
,uarante.; Germany to devote 20 per .ent of the 

240.000,000 ~r anDum;,.,.. suspend her domeetic debt international loan to dom .... 
turn of lome German prop- eervi... Stete and individ- tiopurpo .... 
arty recommended. ual guaranteee, latter not to 

esoeed S; 000,000 000, to he 
deposited with &paration 
Commission. Prohibition 
of change in customs ratee 

~l:,'!.. f~ftg:u:r:::..e~~ 
~~:::::'~~:j g:::: ':fet~ 
commission; hypothecation 
of "U .""tolllS revenu .. , and 
creation of an inter-Allied 
cuatoms administration. 

Failure to oomplete payment. Germany not to he allowed 
to result in ocoupation of into the League of N atioDS. 

• Ruh. and other territ~ . 
Customs to he carel 11 
supervised. 

Rootoration of what bad ao- Germany offered Beourity for On March 7, Germany BUb-
,&ually been removed from ll':p!~~i{ .. raute :~:n:::! mitted an alternative offer, 
o .. upied territory by Ge .... abandoning requ .. t for free-
many durinS tb. war. her, and that .be be granted ~g:r ~~~: ~~v'lfe!:,I~':.nd conditioDs of commercial 

equality and economi. free- offerinl 13,000,000,000 in 
dom. first five year. in place of 12 

per cent export te,.. 

De" veriea of material and the Germany requested an aseUJ'-o Germany erpressed a willing-
like '" b. oharsed 88 caah "nee that e.pert figur .. on neel to take over a part of 
payment, reparation payments would the debte of European 

b6 binding on all in tbe countries to the United 
fu ture; she: insisted upon States. 
return of Upper SiJ ... ia and 
entire economio freedom; 
and abe .. ked for protec-
tion of German privo,te 
property abroad. 
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BRIEF TABULAR SUMMARY OF PRINCIPAL OFFICIAL PROPOSALS FOR 

(All amounts of money 

Place of Conference or Brier 
Date Name of Proposal (with names Cash Payments: 

of countries officially represented Amount, Method and Duration 
in parenth ..... ) 

May 5,1921 Ultimatum (based on Reparation The Reparation Commission an-
Commission r.port of April 27) nounced on April 27 that tbe 
to Germany at cloee of Confer- damage for which reparation was 
ence of London. i~~. al¥~~~~n~'il :J.~~~TI~;: (Belgium, France, Great Britain, 
Italy.) many to pay this, plus 4,000,-

000,000 aproviaional estimate of 
the war ebt of Belgium) in an-
nual cash paymen+.s compriein~ 
2,000,000,000 plus 26 per cent 0 
tbe value of German exports. 
Three series of bonds to be 
issued, two in 1921, tbe third at 
diecretion of Commission. Se-
rica A, 12 billions; Series B, 38 
billions; and Series C, 82 bil-
lions; to bear 5 per cent interest, 
1 per cent amortization. 

Oot. 6, 1921 Wiesbaden Agreement 
(Frencb and German ministers 
of reconstruotion). 

Jan. 13, 1922 Reparation Commission decision The Commission granted a mOra .. 
(As result of conferences of Allied torium to Germany from pay .. 
¥.rime ministers at London, ment of amounts due under 

eo. 22, 1921, and Cannes, Jan. Schedule of Payments (of May 
4-13, 1922.) 5, 1921) on Jan. 1:; and Feb. 

15, accepting instead payments 
f:o.!lj~~?,?g? every ten days 

Jan. 28, 1922 German offer, 720,000,000 annually distributed 
evenly througb the year. 
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SE'l'TLI!MENT or TalII REPAllATlON PRoBLEM PROM 1920 TO JUNE, 1923-Cont. 

iD..,ld mar"', 

ProvieioDB Regarding 
Deliveri .. in Kind 

Provision. CODcel"ning 
Guaran_ and Conditions Remar ... 

All military coota to be ae be- In cae. of non .... ceptan •• by 1,000,000,000 were to be paid 
fore i deliveri. of coal, mate- Germany, occupation of the by Sept.l,1921; this amount 
riala. and services to go OD. Ruhr Valley and forfeiture was actually paid. Th. 26 
Germany beinl eredit.ed of c .... toms and other rev- per cent e:zport ta:s: was 
with valws. anuea. paid by German~ for lint 

A Committee on Guaran_ quarter of the .oal year 
was to be estahlished to 1921-22 (250,000,000). 
""feguard Ailled interesta The reparation ~aYmeDta and 
by examining German rec- deliveries of ermany'B fm-
urdo of coll .. tion of dom .... mer aill .. were to be cred-
tic revenues. erpon taZ', ited to Oerman _unto 
etc.; and 8upervising actual 
delivery of funds. commodi-
ties, etc. 

Franee to receive materiala Pra.tical details worked in 
from<Germany in lieu of her two 8ubeidiary agreementl 
.hare of tbe 26 per cent e"- (one in February, 1922, be-
port tas, Germany to be tween Re~ation Commie-
credited with Dot more than aiou and GeI'man govern-
one billion mar'" each year ~~"a~ ::t~::~oF~::':~';!Ici for fourteen years. covering 
Buch deliv.ri ... Oorman governmenta). 

Other Allied governmenta 
aoqui .. oed in this arrange-
ment. 

ProvieioDB of earlier arran""" O~~';'t!L.=:n!" .:'u'::~~ E!t.": P .. ymenta were made up to 
menta regarding deliven .. the .nd of M .. rch. The 
in kind not aff •• ted. tariff in gold, stabilizing Cannes conference W88 ad .. 

currency, makiag Reiche- joutned before it could con-
bank autonomo .... , prohibit- sidor a British plan to re-
ing e:q>ort of capital. duce total paymenta from 

Oermany. 

1,450,000,000 in kind to be Germany to balance her bud- Germany requellted reduction 
delivered annually. get, raise coal tax to 40 per of aU Treatf poymenta other 

cent, salee tax to 2 per cent, than reparation to lome 
make public service enter- moderate amount within 

f~A~[.;t:~';in:~:~~ her capacity. 

mo .... and check increase of 
Boating d.bt by comput-
oar)' loan. 

, 
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BRIEII' TABULAR SUlIBI:ARY OF PRINCIPAL OFF'lClAL PROPOSALS FOR 

(All amounts of money 

Place of Conference or Brief 
Date Name of Pro£:a.l (with names 

of countries 0 oi .. 11y .eprea.ntad 
in parenth .... ) 

Cash Payments: 
Amount, Method and Duration 

March 11, 1922 Paria conference This conference, without modify-
(Belgium, France, Great Britain, ing previouely fixed total pay-
Italy, Japan). mente. requested the Comm..ia-

~~~.!~:~"x'trr~~t Fo~":~bil¥'e °ln~ 
tarnational Bankel'll Loan Com-

~t~ 'j~:: fo;t ::'~:Je.':,~a~ 
Flan impracticable SO lonl!! .... 

ermany's e:rlernal payments 
were not reduced. 

March 21, 1922 Reparation Commission decision. GerlnallY w ... to pay in all during 
. 1922, 720,000,000, including 

281,94'8,920 already paid; the 
payments were to be 50,000,000, 
except on April 15, November 
IS, and Dec. IS, when they 
were to be 18,051,079, 60,000,-
000 and 60,000,000 reapechvely. 
The Sched ute of Payments w ... 
to become operative again in 
1922.' 

Aug. 31, 1922 Reparation Comm.ioeion decision. 'B .... d t:,rt:r, on discUlI8ioDl a* 
third n on Conference (Aug. 
7-14, 1922) which in turn w ... 
oalled after Germany request-
ed two and a half years mor-
atorium. C ... h payments were 
Buepend.d ( ... in ..... of clearing 
houaes) and the Comm.ioeion 
agreed to accept balance of in-
stalments for 1922 in 6-months 
billa at 4l per cent. 

Nov. 8, 1922 R~!;m~,:!,:.'an government to The German governm.nt re-
quested an indefinite morato .. 
rium on 8~ay",enta and a revi-
aion of to to be paid. 

Jan. 8, 1923 Proposal of British prime minister Two s.ries of bonda to b. ioaued by 
at Paris ronferenee Germany to Reparation Com-

(Belgium, France, Great Britain, mission: (Al 50,000,000,000 
Italy). maturity Decemb.r 31, 1954, 5 

per cent per annUm payable 
•• mi-annually - interest eus-
r.ended in entirety for the &ret 
our years. and 88 to 1 per cent 

for the next four :veare (down to 
Jan. I, 1931); (B) 11,310.-
000,000 (de/erred ;,.,.,. .. , al6 per ..,., 0" SmA A compounded to 
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SJ:n'LI!lIOlNT O. TU.B REPARATION PuOBLEJI FIIOJl1920 TO JtJNl!I, 1923-Cont. 

In ,old marko) 

Provlaiona Re.ardln, Provisiona Conoerning Remarko DoIiverUe in Kind GwmlDteee and Conditio"" 

Wi .. baden _ment to b. This conference was chiefly 
foUowed for at I_t three concerned with the dietri-

~'l'ied fo~"!:rnleli~erl: bution of German !'aymenla 

at her do_tic pri ... for 
made up to that time. 

coal. 

1,460 mUllOllll,old in kind. Germany was to impose draa- Payments were mad. through 
tio new tamtion by April 30. July according to tbia ar-
reform her budget and eta- rangemant. 
bilise her currency. Failure 
to do 80 would expos. her to 
the Londou 4i sanctions." 
AU fiscal legislative drafts 

r.,":'b~m:.r= w:.~::-
toea. M .... urea were to be 
taken to prevent the lIight 
of capital. 

In the event of further de-

!!:~I ;::t~~!v~:d~an-

A moratorium on all deliverlea Germany aeked that ahe be 
...... reqUOBted. ~;~nto ~~ o~r:,I .. ':'f!~ 

ourrency stabiJiJlation re-
oommended by currency 
nperta cc""ulted in Octo-

,ber. 

Deliveri .. of coal, timber, Germany to agree to currency This plan WBe linked up with 
dyee, etc., to continue, stabilization plan recom .. canceUBtion of Inter-Allied 
amounts to be determined, mended by maiority report :..'!t~~":".:fv":r~;~~·' and all escesa of maz:imum of foreign experts in No-
to be aet off a:r:inBt bond vember. 1922, within aU: 
intere8t; .,peeia provisiODl months, balance budget 
lor deliveri.. in the treaty within two years, .. ccept 
to be obeerved. superviaion of a Foreign 

Finance Council to which 
"U executive lunctione of 

!Sf~:~~a':,.f.~~~~::"l~~ 
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BlIIEI' TABULAR SUMMARY OF PRINCIPAL OFFICIAL PROPOSALS 1'011 

(All amounts of money 

Place of Conlerence or Brief 
Date Name of Propoeal (with names 

of countries officially represented 
in parenthesis) 

Cash Payments: 
Amount, Method and Duration 

Jan:3,1923 British proposal (continu.d) 
Continued from pogo S76. 

Aprill,19:11S) orouch I .... amount 
as an arbitral tribunal might de-
termine, issuable April I, 1933, 
maturing March 31, 1965,5 per 
cent per annum payable semi. 
annually. Tbis Seri .. B i. to be 
issued unI ... Germany proves to 
an arbitral trjbunal before April. 
1933, ber inability to meet tbe 
payments. Series A to replaea 
all previa ... claims to payment 
e~cept German bille issued to 
Bel8,um; and to be redeemable 
by ermany after June 30, 1923.1 
at her option, at pric .. schedule 
80 as to repr .. ent 8 per cent 
yield at the start, and 5 per cent 
at the end of tbe period. 

Jan. 3, 1923 Propo.al of French prime minister Capitsf amounts as determined in 
at Paris conference. May, 1921; moratorium not to 

exceed two lears; Germany to 
be permitte to anticipate pay-
ments under discount. If any of 
France'. foreign debts Were re-
mitted she would be I?repared to 
consider tbe reductIon of the 
German debt. 

May 2,1923, Germannotee. Capital debt to be fixed at 30.000.-
000.000 of which 20.000.000.000 

Juno 7. 1923 would be covered by interna-
tionalloan dated July I, 1927. 

~9~070.~~~O~~;etei~2~~IYan~ 
5.000.000,000 between July 1. 
1929 and July 1. 1931; Ger-
many to do her beet to turn over 
rcroceeda of these international 
oans to the Reparation Com-

mission within stipulated 
periods. Guarantees of service 

:!te:o~l;t 1~f~9~~i o:05~60~~oo8 
annually from hypothecation of 
railroads at 10.000.000,000; (b) 
500.000.000 annually from 
blanket mortgage on ind ustrial 
and natural reeoure... of Ger-
many; and (e) hypothecation of 
luxury, tobacco, beer, wine and 
Ruga. ta~ .. to yield an amount 
not fixed. but believed consider-

... ably to exceed 200.000.00(), .... 
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SETTLEMENT 01' THE R.!lPAlU.TlON PROBLEM I'ROM 1920 TO JUNE, 1923-Cont. 
in ,old marks) 

Provisions Regardin, 
Deliveri .. iD. Kind 

Provisions Concerning 
Ouaranteee and Conditions Remarks 

ConU"""" /'rom pag. arr. 
tel" remaining a j udic;al 
body, Germany to agree to 
forfeiture of customs, mili .. 
tary ocoupation and other 
penalties 10 the event the 
Allied Power. find them 
juatified, All loans issued 
.n Allied markete to be 
applied, unless expr ... ly re-
leased, to banI! redemptioD.. 

Continuation of deliveries in Customs to be collected and 
kind under Treaty, MilI- varioua productive pledgee 
ter~ occupatioD. coste .till to be retained by Allied 
to e borll8 by Germany. 8'vernmente. InBation of 

erman currency to cease 
at once. Control of Oer-
man finance by Reparation 
Commission to be exercised. 
Maintenance of export 
tax .. aa fixed by London 
Conferenoe of May, 1921. 

Evacuation of the Ruhr Val- German government agrees to 
ley and restoration of Oar- an international conference 
maD. .conoID.ie freedom. and thedetermination by an 

international commission 
of Oermany' •• apa.ity to 
make further paymente. 
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