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PREFACE .

THe writer of this book was temporarily attached to
the British Treasury duting the war and was their
official representative at the Paris Peace Conference
up to June 7, 1919; he also sat as deputy for
the Chancellor of the Exchequer on the Supreme
Economic Council. He resigned from these posi-
tions when it became evident that -hope could no
longer be entertained of substantial modification in
the draft Terms of Peace. The grounds of his objection
" to the Treaty, or rather to the whole policy of the
Conference towards the economic problems of Europe,
will appear in the following chapters. They are
entirely of a public character, and are based on facts

known to the whole world.
J. M. KEYNES.

KEma's CoLLEqR, CAMBRIDGE,
November 1919,
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CHAPTER 1
INTRODUCTORY

THE power to become habituated to his surround-
ings is & marked characteristic of mankind. Very few
of us realise with conviction the intensely unusual,
unstable, complicated, unreliable, temporary nature
of the economic organisation by which Western
Europe has lived for the last half century. We
assume some of the most peculiar and temporary
of our late advantages as natural, permanent, and
to be depended on, and we lay our plans accordingly.
On this sandy and false foundation we scheme for
social improvement and dress our political platforms,
pursue our animosities and particular ambitions, and
feel ourselves with enough margin in hand to foster,
not assuage, civil conflict in the European family.
Moved by insane delusion and reckless self-regard,
the German people overturned the foundations on
which we all lived and built. But the spokesmen
of the French and British peoples have run the risk
of completing the ruin, which Germany began, by
a Peace which, if it is carried into effect, must impair
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yet further, when it might have restored, the delicate,
complicated organisation, already shaken and broken
by war, through which alone the European peoples can
employ themselves and live.

In England the outward aspect of life does mnot
yet teach us to feel or realise in the least that an
age is over. We are busy picking up the threads
of our life where we dropped them, with this differ-
ence only, that many of us seem a good deal
richer than we were before. Where we spent
millions before the war, we have now learnt that
we can spend hundreds of millions and apparently
not suffer for it. Evidently we did not exploit to
the utmost the possibilities of our economic life.
We look, therefore, not only to a return to the
comforts of 1914, but to an immense broadening
and intensification of them. All classes alike thus
build their plans, the rich to spend more and save
less, the poor to spend more and work less.

But perhaps it is only in England (and
America) that it is possible to be so unconscious.
In continental Europe the earth heaves and no one
but is aware of the rumblings. There it is not just
s matter of extravagance or ““labour troubles” ; but
of life and death, of starvation and existence, and
of the fearful convulsions of a dying civilisation,

For one who spent in Paris the greater part of
the six months which succeeded the Armistice an



INTRODUCTORY 3

occasional visit to London was a strange experience,
England still stands outside Enrope. Europe's voice-
less tréfmors do not reach her. Europe is apart and
England is not of her flesh and body. But Europe is
solid with herself. France, Germany, Italy, Austria,
and Holland, Russia and Roumania and Poland,
throb together, and their structure and ecivilisation
are essentially one. They Hourished together, they
have rocked together in a war, which we, in spite
of our enormous coutributions and sacrifices (like
though in a less degree than America), economically
stood outside, and they may fall together, In this
lies the destructive significance of the Peace of Paris.
If the European Civil War is to end with France and
Italy abusing their momentary victorious power to
destroy Germany and Austria-Hungary now pros-
trate, they invite their own destruction also, being
so deeply and inextricably intertwined with their
victims by hidden psychic and economic bonds. At
any rate an Englishman who took part in the Con-
ference of Paris and was during those months a
member of the Supreme Economic Council of the
Allied Powers, was bound to become, for him a
new experience, a European in his cares and out-
look. There, at the nerve centre of the European
system, his British preoccupations must largely fall
away and he must be haunted by other and more
dreadful spectres. Paris was a nightmare, and
every one there was morbid. A sense of impend-
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ing catastrophe overhung the frivolous scene;  the
futility and smallness of man before the great
events confronting him; ‘the mingled significance
and unreality of the decisions; levity, blindness,
insolence, confused cries from without,—all the
elements of ancient tragedy were there. Seated
indeed amid the theatrical trappings of the French
Saloons of State, one could wonder if the extra-
ordinary visages of Wilson and of Clemenceau, with
their fixed hue and urchanging characterisation,
were really faces at all and not the tragic-comie
masks of some strange drama or puppet-show.

The proceedings of Paris all had this air of extra-
ordinary importance and unimportance at the same
time, The decisions seemed charged with conse-
quences to the future.of human society; yet the
air whispered that the word was not flesh, that it
was futile, insignificant, of no effect, dissociated from
events; and one felt most strongly the impression,
described by Tolstoy in War and Peace or by
Hardy in The Dynasts, of events marching on to
their fated conclusion uninfluenced and unaffected
by the cerebrations of Statesmen in Council :

Spirit of the Years
Observe that all wide sight and self-oommand
Descrts these throngs now driven to demonry
By the Immanent Unrecking. Nought remains
But vindictiveness here amid the strong,
And thero amid the weak an impotent rage.
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Spirst of the Pities
Why prompts the Will so senseless-shaped a doing t

Spirst of the Years

I have told thee that It works unwittingly,
As one possessed not judging.

In Paris, where those connected with the Supreme
Economic Council received almost hourly the reports
of the misery, disorder, and decaying organisation of
all Central and Eastern Europe, allied and enemy
alike, and learnt from the lips of the financial
representatives of Germany and Austrie unanswer-
able evidence of the terrible exhaustion of their
countries, an occasional visit to the hot, dry room
in the President’s house, where the Four fulfilled
their destinies in empty and arid intrigue, only
added to the sense of nightmare., Yet there in
Paris the problems of Europe were terrible and
clamfnt, and an occasional return to the vast un-
Jconcern of London a little disconcerting. For in
London these questions were very far away, and
our own lesser problems alone troubling. London
believed that Paris was making a great confusion
of ita business, but remained ubinterested. In this
spirit the British people received the Treaty without
reading it. But it is under the influence of Paris,
not London, that this book has been written by one
who, though an Englishman, feels himself & European
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also, and, because of too vivid recent experience, can-
not diginterest himself from the further unfolding of
the great historic drama of these days which will
destroy great institutions, but may also create a new
world. '



CHAPTER II
EUROPE BEFORE THE WAR

Berore 1870 different parts of the small continent
of Europe had- specialised in their own products;
but, taken as a whole, it was substantially self-sub-
sistent. And its population was adjusted to this
state of affairs.

After 1870 there was developed on a large scale
an unprecedented situation, and the economic condi-
tion of Europe became during the next fifty years
unstable and peculiar. The pressure of population
on food, which had already been balanced by the
accessibility of supplies from America, became for
the first time in recorded history definitely reversed.
As numbers increased, food was actually easier to
secure. Larger proportional returns from an in-
creasing scale of production became true of agri-
culture as well as industry. With the growth of
the European population there were more emigrants
on the one hand to till the soil of the new countries,
and, on the other, more workmen were available in

Europe to prepare the industrial products and capital
’ :
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goods which were to- maintain the emigrant popula-
tions in their new homes, and to build the rail-
ways and ships which were to make accessible to
Europe food and raw products from distant sources.
Up to about 1900 & unit of labour applied t
industry yielded year by year a purchasing powe
over an increasing quantity of food. It is possibl
that about the year 1900 this process began to be
reversed, and a diminishing yield of Nature to.man’s
effort was beginning to reassert itself. But the tend-
ency of cereals to rise in real cost was balanced-by
other improvements ; and—one of many novelties—
the resources of tropical Africa then for the first time
came into large employ, and a great traffic in oil-
seeds, began to bring to the table of Eurcpe in a
new and cheaper form one of the essential foodstuffs
of mankind. In this economic Eldorado, in this
economic Utopia, as the earlier economists would
have deemed it, most of us were brought up.

That happy age lost sight of a view of the world
which filled with deep-seated melancholy the founders
of our Political Economy, Before the eighteenth
century mankind ‘entertained no false hopes. To
lay the illusions which grew popular at that age’s
latter end, Malthus disclosed a Devil, For half a
century all serions economical writings held that
Devil in clear prospect. For the next half century
he was chained up and out of sight. Now perhaps
we have loosed him again,
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What an extraordinary episode in the economic
progress of man that age was which came to an
end in August 19141 The greater .part of the
population, it is true, worked hard and lived
. at a lpw standard of comfort, yet were, to all
appearances, reasonably contented with this lot.
But escape was possible, for any man of capacity or
character at all exceeding the average, into the
middle and upper classes, for whom life offered, at
a low cost and with the least trouble, conveniences,
comforts, and amenities beyond the compass of the
richest and most powerful monarchs of other ages.--
The inhabitant of London could order by telephone,
sipping his morning tea in bed, the various products
of the whole earth, in such quantity as he might
see fit, and reasonably expect their early delivery
upon his doorstep; he could at the same moment
and by the same means adventure his wealth in the
natural resources and new enterprises of any quarter
of the world, and share, without exertion or even:
trouble, in their prospective fruits and advantages;
or he could decide to couple the security of his
fortunes with the good faith of the townspeople of
any substantial municipality in any continent that
fancy or information might recommend. He could
secure forthwith, if he wished it, cheap and comfort-
able means of transit to any country or climate
without passport or other formality, could despatch
his servant to the neighbouring office of a bank for
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such supply of the precious metals as nﬁght seem
convenient, and could then proceed abroad to foreign
quarters, without knowledge of their religion, lan-
guage, or customs, bearing coined wealth upon his
person, and would consider himself ‘greatly aggrieved
and much surprised at the least interference. Buf,
most important of all, he regarded this state of
affairs as normal, certain, and permanent, except in
the direction of further improvement, and any devia-
tion from it as aberrant, scandalous, and avoidable.
The projects and politics of militarism and imperial-
ism, of racial and cultural rivalries, of monopolies, -
restrictions, and exclusion, which were to play the
serpent to this paradise, were little more than the
amusements of his daily newspaper, and appeared to
exercise almost no influence at all on the ordinary
course of social and economic life, the international-
isation of which was nearly complete in practice.

It ‘will* assist us to appreciate the character and
consequences of the Peace which we have imposed
on our enemies, if I elucidate a little further some
of the chief unstable elements, already present when
war broke out, in the economic life of Europe.

L. Population

In 1870, Germany had ‘a population of about
40,000,000. By 1892 this figure had risen to
50,000,000, and by Jume 80, 1914, to about
68,000,000. In the years immediately preceding the
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war the annual increase was about 850,000, of whom
an insignificant proportion emigrated.! This great
increase was only rendered possible by a far-reaching
transformation of the economic structure of the
country. From being agricultural and mainly self-
supporting, Germany transformed herself into a vast
and complicated industrial machine, dependent for
its working on the equipoise of many factors outside
Germany as well as within, Only by operating this
machine, continuously and at full blast, could she
find occupation at home for her increasing popula-
tion and the means of purchasing their subsistence
from abroad. The German machine was like a top
which to maintain its equilibrium must progress ever
faster and faster.

In the Austro.-Hungarian Empire, which grew
from about 40,000,000 in 1890 to at least 50,000,000
at the outbreak of war, the same tendency was
present in a less degree, the annual excess of births
over deaths being about half a million, out of which,
however, there was an annual emigration of some
quarter of a million persons.

To understand the presentsituation, we must appre-
hend with vividness what an extraordinary centre of
population the development of the Germanic system
had enabled Central Europe to become. Before the
war the population of Germany and Austria-Hungary

' 1n 1918 there were 35,843 emigranta from Germany, of whom 19,124
went to the United States
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together not only substantially exceeded that of the
United States, but was about equal to that of the
whole of North America. 'In these numbers, situ-
ated within a compact territory, lay the military
strength of the Central Powers. But these same
numbers—for _even the war has not appreciably
diminished them '—if deprived of the means of life,
remain a hardly less danger to European order.

European Russia increased her population in a
degree even greater than Germany—from less than
100,000,000 in 1890 to about 150,000,000 at the
outbreak of war;? and In the years immediately
preceding 1914 the excess of births over deaths in
Russia as a whole was at thé prodigious rate of two
millions per annum. This inordinate growth in the
population of Russia, which has not been widely
noticed in England, has been nevertheless one of the
most significant facts of recent years,

The great events of history are often due to
secular changes in the growth of population and
other fundamental economic causes, which, escaping
by their gradual character the notice of contemporary
observers, are attributed to the follies of statesmen
or the fanaticism of atheists. Thus the extraordinary
occurrences of the past two years in Russia, that vast

! The net decrease of the German population at the end of 191§ by
decline of births and excess of deaths as compared with the beginning of
1914, is estimated at about 2,700,000,

3 Including Poland and Finland, but excloding Siberia, Oentral Aais,
aud the Cancssns.
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upheaval of Society, which has overturned what
seemed most stable—religion, the basis of property,
the ownership of land, a8 well as forms of govern-
ment and the hierarchy of classes—may owe more’ to
the deep influences of expanding numbers tharn to
Lenin or to Nicholas; and the disruptive powers of
excessive national fecundity may have played =
greater part in bursting the bonds of convention than
either the power of ideas or the errors of antocracy.

IL Organisation

The delicate organisation by which these peoples
lived depended partly on factors internal to the
system.

The interference of frontiers and of tariffs was
reduced to & minimum, and not far short of three
hundred millions of people lived within the three
Empires of Russia, Germany, and Austria-Hungary.
The various currencies, which were all maintained
on a stable basis in relation to gold and to one another,
facilitated the easy flow of capital and of trade to an
extent the full value of which we only realise now,
when we are deprived of its advantages. Over this
great area there was an almost absolute security of
property and of person.

These factors of order, security, and uniformity,
which Europe had never before enjoyed over so wide
end populous a territory or for so long a period,
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prepared the way for the organisation of that vast™
mechanism of transport, coal distribution, and foreign
trade which made possible an industrial order of life
in the dense urban centres of new population. This
is too well known to require detailed substantiation
with figures. But it may be illustrated by the figures
for coal, which has been the key to the industrial
-growth of Central Europe hardly less than of England;
the output of German coal grew from 30,000,000
tons in 1871 to 70,000,000 tons in 1890, 110,000,000
tons in 1900, and 190,000,000 tons in 1913,

Round Germany as a central support the rest of .
the European economic system grouped itself, and on
the prosperity and enferprise of Germany the pros-
perity of the rest of the Confinent mainly depended.
The increasing pace of Germany gave her neighbours
an outlet for their products, in exchange for which the
enterprise of the German merchant supplied them
with their chief requirements at a low price.

The statistics of the economic interdependence of
Germany and her neighbours are overwhelming,
Germany was the best customer of Russia, Norway,
Holland, Belgium, Switzerland, Italy, and Austria-
Hungary ; she was the second best customer of
Great Britain, Sweden, and Denmark ; and the third
best customer of France. She was the largest
source of supply to Russia, Norway, Sweden, Den-
mark, Holland, Switzerland, Italy, Austria-Hungary,
Roumsnia, and Bulgaria; and the second. largest
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source of supply to Great Britain, Belgium, and
France,

In our own case we sent: more exports to Germany
than to any other country in the world except India,
and we bought more from her than from any other
country in the world except the United Btates.

There was no European country except those west
of Germany which did not do more than a quarter of
their total trade with her; and in the case of Russia,
Austria-Hungary, and Holland the proportion was
far greater.

Germany not only furnished these countries with
trade, but, in the case of some of them, supplied a
great part of the capital needed for their own develop-
ment. Of Germany's pre-war foreign investments,
amounting in all to about £1250 million, not far
short of £500,000,000 was invested in Russia, Austria-
Hungary, Bulgaria, Roumania, and Turkey. And by
the system of * peaceful penetration” she gave these
countries not only capital, but, what they needed
hardly less, organisation. The whole of Europe east
of the Rhine thus fell into the German industrial
orbit, and its economic life was adjusted accordingly.

But these internal factors would not have been
sufficient to enable the population to support itself
without the co-operation of external factors also and
of certain general dispositions common to the whole
of Europe. Many of the circumstances already
treated were true of Europe as a whole, and were not
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peculiar to the Central Empires.: But all of what
follows was common to the whole European system.

I11. The Psychology of Society

Europe was 80 orgahised socially and economically
a8 to secure the maximum accumnulation of capital
While there was some continuous improvement in the
daily conditions of life of the mass of the population,
Society was 8o framed as to throw a great part of the
increased income into the control of the class least
likely to consume it. The new rich of the nineteenth
century were not brought up to large expenditures,
and preferred the power which investment gave them
to the pleasures of immediate consumption. In fact,
it was precisely the tnequality of the distribution of
wealth which made possible those vast accumulations
of fixed wealth and of capital improvements which
distinguished that age from all others. Herein lay,
in fact, the main justification of the Capitalist System.
If the rich had spent their new wealth on their own
enjoyments, the world would long ago have found
such a régime intolerable. . But like beea they saved
and accumulated, not less to the advantage of the
whole community because they themselves held
parrower ends in prospect. '

The immense accumulations of fixed capital which,
to the great benefit of mankind, were built np during
the half century before the war, could never have
come about in & Society where wealth was divided
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equitably. The railways of the world, which that
age built as a monument to posterity, were, not less
than the Pyramids of Egypt, the work of labour
which was not free to consume in immediate enjoy-
ment the full equivalent of its efforts.

Thus this remarkable system depended for its
growth on a double bluff or deception. On the one
hand the labouring classes accepted from ignorance
or powerlessness, or were compelled, persuaded, or
cajoled by custom, convention, authority, and the
well-established order of Society into accepting, a
situation in which they could call their own very little
of the cake, that they and Nature and the capitalists
were co-operating to produce. And on the other
hand the capitalist classes were allowed to call the
best part of the cake theirs and were theoretically free
to consume it, on the tacit underlying condition that
they consumed very little of it in practice. The duty
of “saving” became nine-tenths of virtue and the
growth of the cake the object of true religion. There
grew round the non-consumption of the cake all those
instinets of puritanism which in other ages has with-
drawn itself from the world and has neglected the
arts of production as well as those of enjoyment.
And so the cake increased ; but to what end was not
clearly contemplated. "~ Individuals would be exhorted
not 80 much to abstain as to defer, and to cultivate
the pleasures of security and anticipation. Saving
was for old age or for your children; but this was

L
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only in theory,—the virtue of the cake was that it
was never to be consumed, neither by you nor by
your children after you.

In writing thus I do not necessarily disparage
the practices of that generation, In the unconscious
recesses. of its being Bociety knew what it was about.
The cake was really very small in proportion to the
appetites of consumption, and no ome, if it were
shared all round, would be much the better off by the
cutting of it. Society was working not for the small
pleasures of to-day but for the future security and
improvement of the race,—in fact for ‘ progress.”
If only the cake were not cut but was allowed to grow
in the geometrical proportion predicted by Malthua
of population, but not less true of compound interest,
perhaps a day might come when there would at last
be enough to go round, and when posterity could
enter into the enjoyment of our labours. In that
day overwork, overcrowding, and underfeeding would
come to an end, and men, secure of the comforts
and’ necessities of the body, could proceed to the
nobler exercises of their faculties. One geometrical
ratio might cancel another, and the nineteenth cen-
tury was able to forget the fortility of the species
in a contemplation of the dizzy virtues of compound
interest,

There were two pitfalls in this prospect: lest,
population still outstripping accumulation, our self-
denials promote not happiness but numbers; and
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leat the cake be after all consumed, prematurely, in
war, the consumer of all such hopes.

But these thoughts lead too far from my present
purpose. I seek only to point out that the principle
of accumulation based on inequality was a vital part
of the pre-war order of Society and of progress as
we then understood it, and to emphasise that this
principle depended on unstable psychological con-
ditions, which it may be impossible to re-create. -It
was not natural for a population, of whom so few
enjoyed the comforts of life, to accumulate so hugely.
The war has disclosed the possibility of consumption
to all and the vanity of abstinence to many. Thus
the bluff is discovered; the labouring classes may
be no longer willing to forgo so largely, and the
capitalist classes, no longer confident of the future,
may seek to enjoy more fully their liberties of con-
sumption so long as they last, and thus precipitate
the hour of their confiscation.

IV. The Relation of the Old World to the New

The accumulative habits of Europe before the war
were the necessary condition of the greatest of -the
external factors which maintained the European
equipoise,

Of the surplus capital goods accumnulated by
Europe a substantial part was exported abroad,
where its investment made possible the development
- of the new resources of food, materials, and trans-
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port, and at the same time enabled the Old World
to stake out a claim in the natural wealth and virgin
potentialities of the New. ~This last factor came to
be of the vastest importance. The Old World em-
ployed with an immense prudence the annual tribute
it was thus entitled to draw. The benefit of cheap
and abundant supplies, resulting from the new
developments which its surplus capital had made
possible, was, it is true, enjoyed and not postponed.
But the greater part of the money interest accruing
on these foreign investments was reinvested and
allowed to accumulate, as a reserve (it was then
hoped) against the less happy day when the indus:
trial labour of Europe could no longer purchase on
such easy terms the produce of other continents, and
when the due balance would be threatened between
its historical civilisations and the multiplying races
of other climates and environments. Thus the whole
of the European races tended to benefit alike from
the-development of new resources whether they pur-
sued their culture at home or adventured it abroad.
Even before the war, however, the equilibrium
thus established between old civilisations and new
resources was being threatened. The prosperity of
Europe was based on the facts that, owing to the
large exportable surplus of foodstuffs in America,
she was able to purchase food at & cheap rate measured
in terms of the labour required to produce her own
exports, and that, as a result of her previous invest-
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ments of capital, she was entitled to a substantial
amount annually without any payment in return at
all. The second of these factors then seemed out
of danger, but, as a result of the growth of popula-
tion overseas, chiefly in the United States, the first
was not 8o secure,

When first the virgin soils of America came into
bearing, the proportions of the population of those
continents themselves, and consequently of their own
local requirements, to those of Europe were very
small. As lately as 1890 Europe had a population
three times that of North and South America added
together. But by 1914 the domestic requirements of
-the United States for wheat were approaching their
production, and the date was evidently near when
there would be an exportable surplus only in years
of exceptionally favourable harvest. Indeed, the
present domestic requirements of the United States
are estimated at more than ninety per cent of the
average yield of the five years 1909-1913.! At that
time, however, the tendency towards stringency was
showing itself, not so much in a lack of abundance

! Even since 1914 the population of the United Statss has increased by
seven or cight millions.  As their annual consumption of wheat per head is
not less than aix bushels, the pro-war scale of production in the United
Statas would only show a substantial surplus over present domestic require-
ments in about one year out of five. We have beon saved for the moment
by the great harvests of 1918 and 1919, which have been called forth by Mr,
Hoover's guaranteod price. But the United States can hardly be expected
to continue indefinitely to raise by & substantial figure the cost of living
in its own country, in order to provide wheat for & Europe which cannot
pay for it
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as in a steady increase of real cost. That is to say,
taking the world as a whole, there was no deficiency
of wheat, but in order to call forth an adequate supply
it was necessary to offer a higher real price. The
most favourable factor in the situation was to be
found in the extent to which Central and Western
Europe was being fed from the exportable surplus of
Russia and Roumania.

In short, Europe’s claim on the resources of the
New World was becoming precarious; the law of
diminishing returns was at last reasserting itself,
and was making it necessary year by year for Europe
to offer a greater quantity of other commodities to
obtain the same amount of bread; and Europe,
therefore, could by no means afford the disorgan-
isation of any of her principal sources of supply.

Much else might be said in an attempt to portray
the economic peculiarities of the Europe of 1914.
I have selected for emphasis the three or four greatest
factors of instability,—the instability of an excessive
population dependent for its livelihood on a com-
plicated and artificial organisation, the psychoiogical
instability of the labouring and capitalist classes, and
the instability of Europe's claim, coupled with the
completeness of her dependence, on the food supplies
of the New World. -

The war had so shaken this system as to endanger
the life of Europe altogether. A great part of the
Continens was sick and dying; its population was
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greatly in excess of the numbers for which a liveli-
hood was available; its organisation was destroyed,
its transport system ruptured, and its food supplies
terribly impaired. .

It was the task of the Peace Conference to honour
engagements and to satisfy justice; but not less
to re-establish life and to heal wounds, These tasks
were dictated as much by prudence as by the mag-
nanimity which the wisdom of antiquity approved
in victors. We will examine in the following chapters
the actual character of the Peace.



CHAPTER III
THE CONFERENCE

- I Chapters IV. and V. I shall study in some detail
the economic and financial provisions of the Treaty
of Peace with Germany. But it will be easier to
appreciate the true origin of many of these terms
if we examine here some of the personal factors which
influenced their preparation. In attempting this task,
I touch, inevitably, questions of motive, on which
spectators are liable to error and are not entitled to
take on themselves the responsibilities of final judg-
ment. Yet, if I seem in this chapter to assume
sometimes the liberties which are habitual to his-
torians, but which, in spite of the greater know-
ledge with which we speak, we generally hesitate
to sesum® towards contemporaries, let the reader
excuse me when he remémbers how greatly, if it is
to understand its destiny, the world needs light,
even if it is partial and uncertain, on the complex
struggle of human will and purpose, not yet
finished, which, concentrated in the persons of four
individuals in a manner never paralleled, made
24
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them, in the first months of 1919, the(inicrocosﬁ of
mankind.

“In those parts of the Treaty with which I am
here concerned, the lead was takelx_l_)_y’i;,h_e_F_l_'qnfxull,l
in the sense that it was generally they who made in
the first instance the most definite and the most
extreme proposals. This was partly a matter of
tactica. When the final result is expected to be a
compromise, it is often prudent to start from an
extreme position; and the French anticipated at
the outset—like most other persons—a double pro-
cess of compromise, first of all to suit the ideas of
their allies and associates, and secondly in the
course of the Peace Conference proper with the
Germans themselves. These tactics were justified
by the event, Clemenceau gained a reputation
for moderation with his colleagnes in Council by
sometimes throwing over with an' air of intellectual
impartiality the more extreme proposals of his
ministersa; and much went through where the
American and British critics were naturally a little
ignorant of ¢he true point at issue, or where too
persistent criticism by France's allies put them in
& position which they felt as invidious, of always
appearing to take the enemy’s part and to argue
his case. Where, therefore, British and American
interests were not seriously involved their criticism
grew slack, and some provisions were thus passed
which the French themselves did not take very
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seriously, and for which the eleventh-hour decision
to allow no discussion with the Germans removed
the opportunity of remedy.

But, apart from.tactics, the French had a policy.
Although Clemenceau might curtly abandon the
claims of & Klotz or a Loucheur, or close his eyes
with an air of fatigue when French interests were
no longer involved in the discussion, he knew which
points were vital, and these he abated little. In
80 far ag the main economic lines of the Treaty repre-
sent an intellectual idea, it is the idea of France and
of Clemenceau.

Clemenceau was by far the most eminent member
of the Council of Four, and he had taken the measure
of his colleagues. He alone both had an ides and
had considered it in all its consequences. His age,
his character, his wit, and his appearance joined to
give him objectivity and a defined outline in an
environment of confusion. One could not despise
Clemencean or dislike him, but only take a different
view a8 to the nature of civilised man, or indulge,
at least, & different hope.

The figure and bearing of Clemenceaun are univer-
sally familiar. At the Council of Four he wore a
square-tailed coat of very good, thick black broad-
¢loth, and on his hands, which were never uncovered,
grey suide gloves; his boots were of thick black leather,
very good, but of a country atyle, and sometimes
fastened in front, curiously, by a buckle instead of laces.
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His seat in the room in the President’s house, where
the regular meetings of the Council of Four were held
(as distinguished from their private and unattended
conferences in a smaller chamber below), was on a
square brocaded chair in the middle of the semicircle
facing the fire-place, with Signor Orlando on his left,
the President next by the fire-place, and the Prime
Minister opposite on the other side of the fire-place
on his right. He carried no papers and no portfolio, .
and was unattended by any persoral secretary, though
several French ministers and officials appropriate
to the particular matter in hand would be present
round him. His walk, his hand, and his voice were
not lacking in vigour, but he bore nevertheless,
especially after the attempt upon him, the aspect
of a very old man conserving his strength for im-
portant occasions. He spoke seldom, leaving the
initial statement of the French case to his ministers
or officials; he closed his eyes often and sat back
in his chair with an impassive face of parchment,
his grey gloved hands clasped in front of him. A
short sentence, decisive or cynical, was generally
sufficient, a question, an unqualified abandonment
of his ministers, whose face would not be saved, or
a display of obstinacy reinforced by a few words
in & piquantly delivered English,' But speech and.

! He alons amongst the Pour could spesak aud understand both lan-
guages, Orlando knowing only French snd the Prime Minister and President
only Euglish; and it is of historioal importance that Orlando and the
President had no direct means of communication.
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- passion were not lacking when they were wanted,
and the sudden outburst of words, often followed
by a fit of deep coughing from the chest, produced
their impression rather by force and surprise than
by persuasion,

Not infrequently Mr. Lloyd George, after de-
livering a speech in English, would, during the period
of its interpretation into French, eross the hearthrug
to the President to reinforce his case by some ad
hominem argument in private conversation, or to
sound the ground for a compromise,—and this would
sometimes be the signal for a general upheaval and
disorder. The President’s advisers would press round
him, a moment later the British experts would dribble
across to learn the result or see that all was well,
and next the French would be there, a little suspicious
leat the others were arranging something behind them,
until all the room were on their feet and conversation
was general in both languages. My last and most
vivid impression is of such a scene—the President
. and the Prime Minister as the centre of a surging mob
and a babel of sound, & welter of eager, impromptu
compromises and counter-compromises, all sound and
fury signifying nothing, on what was an unreal
question anyhow, the great issues of the morning’s
meeting forgotten and neglected ; and Clemencean,
silent and aloof on the outskirts —for nothing
which touched the security of France was forward—
throned, in his grey gloves, on the brocade chair, dry
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in soul and empty of hope, very old and tired, but
surveying the scene with a cynical and almost impish
air; and when at last silence was restored and the
company had returned to their places, it was to dis-
cover that he had disappeared.

He felt about France what Pericles felt of Athens—
unique value in her, nothing else mattering ; but his
theory of politics was Bismarck's. Ij-égad one illusion -
—France; and one disillusion—mankind, including
Frenchmen, and his colleagues not Teast  His prin-
ciples for the Peace can be expressed simply. In the
first place, he was a foremost believer in the view of
German psychology that the German understands
and can understand nothing but intimidation, that
he is without generosity or remorse in negotiation,
that there is no advantage he will not take of you,
and no extent to which he will not demean himself
for profit, that he is without honour, pride, or mercy.
Therefore you must never negotiate with a German
or conciliate him ; you must dictate to him. On no
other terms will he respect you, or will you prevent
him from chedting you. But it is doubtful how far
he thought these characteristics peculiar to Germany,
or whether his candid view of some other nations was
fundamentally different. His philosophy had, there-
fore, no place for “sentimentality” in international
relations. Nations are real things, of whom you love
one and feel for the rest indifference—or hatred.
The glory of the nation you love is a desirable end,—
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but generally to be obtained at your neighbour’s
expense. The politics of power are inevitable, and
there is nothing very new to learn about this war or
the end it was fought for; England had destroyed,
as in each preceding century, a trade rival; a mighty
chapter had been closed in the secular struggle
between the glories of Germany and of France.
Prudence required some measure of lip service to
the “ideals” of foolish Americans and hypoeritical
Englishmen ; but it would be stupid to believe that
there is much room in the world, as it really is, for
such affairs as the League of Nations, or any sense
in the principle of self-determination except as an
ingenious formula for rearranging the balance of
power in one's own interests.

These, however, are generalities. In tracing the
practical details of the Peace which he thought
necessary for the power and the security of France,
we must go back to the historical causes which had
operated during his lifetime. Before the Franco-
German war the populations of France and Germany
were approximately equal; but the coal and iron
and shipping of Germany were in their infancy, and
the wealth of France was greatly superior. Even
after the loss of Alsace-Lorraine there was no great
discrepancy between the real resources of the two
countries. But in the intervening period the relative
position had changed completely., By 1914 the
population of Germany was nearly seventy per cent
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in excess of that of France; she had become one
of the first manufacturing and trading nations of
the world; her technical skill and her means for
the production of future wealth were unequalled.
France on the other hand had a stationary or de-
clining population, and, relatively to others, had
fallen” seriously behind in wealth and in the power
to preduce it.

In spite, therefore, of France’s victorious issue
from the present struggle {with the aid, this time,
of England and America), her future position re-
mained precarious in the eyes of one who took the
view that Europesn civil war is to be regarded as a
normal, or at least a recurrent, state of affairs for
the future, and that the sort of conflicts between
organised great powers which have occupied the
past hundred years will also engage the next.
According to this vision of the future, European
history is to be a perpetual prize-fight, of which
France has won this round, but of which this round
is certainly not the last. From the belief that
essentially the old order does not change, being
based on human nature which is always the same,
and from & consequent scepticism of all that class
of doctrine which the League of Nations stands for,
the policy of France and of Clemenceau followed
logically. For a Peace of magnanimity or of fair
and equal treatment, based on such *ideology” as
the Fourteen Points of the President, could only
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have the effect of shortening the interval of
Germany's recovery and hastening the day when
she will once again hurl at France her greater
numbers and her superior resources and technical
skill. Hence the necessity of ““guarantees”; and
each guarantee that was taken, by inereasing irrita-
tion and thus the probability of a subsequent
Revanche by Germany, made necessary yet further
provisions to crush. Thus, as soon as this view
of the world is adopted and the other discarded, a
demend for a_Carthaginian Peace is inevitable, to
the full extent of the momentary power to impose
it. For Clemenceau made no pretence of consider-
ing himself bound by the Fourteen Points and left
chiefly to others such concoctions as were necessary
from time to time to save the scruples or the face
of the President.

So far aa possible, therefore, it was the policy of
France to set the clock back and to undo what, since
1870, the progress of Germany had accomplished.
By loss of territory and other measures her popula-
tion was to be curtailed; but chiefly the economic
system, upon which she depended for her new
strength, the vast fabric built upon iron, coal, and
transport, must be destroyed. If France could seize,
even in part, what Germany was compelled to drop,
the inequality of strength between the two rivals for
European hegemony might be remedied for many
generationa,
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Hence sprang those cumulative provisions for the
destruction of highly organised economic life which
we shall examine in the next chapter.

This_is the policy of an old man, whose most
vivid impressions and most lively imagination are of
the past and not of the future. He sees the issue in
terms of France and Germany, not of humanity and
of European civilisation struggling forwards to a
new order. The war has bitten into his conscious-
ness somewhat differently from ours, and he neither
expects nor hopes that we are at the threshold of a
new age.

It happens, however, that it is not only an ideal
question that is at issue. My purpose in this book
is to show that the Carthaginian Peace is mnot
practically right or possible. Although the school
of thought from which it springs is aware of the
economic factor, it overlooks, nevertheless, the deeper
economic tendencies which are to govern the future.
The clock cannot be set back. You cannot restore
Central Europe to 1870 without setting up such
strains in the Ruropean structure and letting loose
such human and spiritual forces as, pushing beyond
frontiers and races, will overwhelm not only you and
your “ guarantees,” bub your institutions, and the
existing order of your Society.

By what légerdemain’was this policy substituted
for the Fourteen Points, and how did the President
come to accept it? The answer to these questions

D
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is difficult and depends on elements of character and
psychology and on the subtle influence of surround-
ings, which are hard to detect and harder still to
- describe. But, if ever the action of a single indi-
vidual matters, the collapse of the President has
been one of the decisive moral events of history;
and I must makesan attempt to explain it. What
a place the President held in the hearts and hopes
of the world when he sailed to us in the George
Washington! What & great man came to Europe
in those early days of our victory !

In November 1918 the armies of Foch and the
words of Wilson had brought us sudden escape from
what was swallowing up all we cared for. The con-
ditions seemed favourable beyond any expectation.
The victory was so complete that fear need play ro
part in the settlement. The enemy had laid down
his arms in reliance on a solemn compact as to the
general character of the Peace, the terms of which
seemed fo assure a settlement of justice and mag-
nanimity and a fair hope for a restoration of the
broken current of life. To make assurance certain
the President was coming himself to set the seal on
his work. '

When President Wilson lefs Washington he
enjoyed a prestige and a moral influence through-
out the world unequalled in history. His bold and
measured words carried to the peoples of Europe
above and beyond the voices of their own politicians,
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The enemy peoples trusted him to carry out the
compact he had made with them; and the allied
peoples acknowledged him not as a victor only but
almost as a prophet. In addition to this moral
influence the realities of power were in his hands.
The American armies "were at the height of their-
numbers, discipline, and equip.ment. .Europe was
in complete dependence on the food supplies of the
United States; and financially she was even more
absolutely at their mercy. Europe not only already
owed the United States more than she could pay;
but only a large measure of further assistance could
save her from starvation and baunkruptey. Never
had a philosopher held such weapons wherewith to
bind the princes of this world. How the crowds of
the European capitals pressed about the carriage of
the President! With what curiosity, anxiety, and
hope we sought a glimpse of the features and bearing
of the man of destiny who, coming from the West,
was to bring healing to the wounds of the ancient
parent of his civilisation and lay for us the founda-
tions of the fature. -

The disillusion was 8o complete, that some of
those who had trusted most hardly dared speak of
it. Could it be true? they asked of those who
returned from Paris. Was the Treaty really as bad
as it seemed ! What had happened to the President ?
What weakness or what misfortune had led to so
extraordinary, so unlooked-for a betrayal ?
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Yet the causes were very ordinary and human.
The President was not a hero or a prophet; he was
not even a philosopher; but a generously intentioned
man, with many of the weaknesses of other human
beings, and lacking that dominating intellectual
equipment which would have been necessary to cope
with the subtle and dangerous spellbinders whom
a tremendous clash of forces and personalities had
brought to the top as triumphant masters in the
swift game of give and take, face to face in Council,
—=& game of which he had no experience at all

‘We had indeed quite a wrong idea of the President.
We knew him to be solitary and aloof, and believed
him very strong-willed and obstinate. We did not
figure him as & man of detail, but the clearness with
which he had taken hold of certain main ideas would,
we thought, in combination with his tenacity, enable
him to sweep through cobwebs. Besides these quali-
ties he would have the objectivity, the cultivation,
and the wide knowledge of the student. The great
distinction of language which had marked his famous
Notes seemed to indicate a man of lofty and powerful
imagination. His portraits indicated a fine presence
and a commanding delivery. With all this he had
. attained and held with increasing authority the first
position in a country where the arts of the politician
are not neglected. All of which, without expecting
the impossible, seemed & fine combination of qualities
or the matter in hand.



it} THE CONFERENCE 37

The first impression of Mr. Wilson at close quarters
was to impair some but not all of these illusions.
His head and features were finely cut and exactly
like bis photographs, and the muscles of his neck
and the carriage of his head were distinguished.
But, like Odyaseus, the President looked wiser when
he was seated; and his hands, though capable and
fairly strong, were wanting in sensitiveness and finesse!
The first glance at the President suggested not only
that, whatever else he might be, his temperament waa
not primarily that of the student or the scholar, but
that he had not much even of that culture of the
world which marks M. Clemenceau and Mr. Balfour
a8 exquisitely cultivated gentlemen of their class and
geoeration. But more serious than this, he was not
only insensitive to his surroundings in the external
sense, he was not sensitive to his environment at
all. What chance could such a man have against
Mr. Lloyd George's unerring, almost medium-like,
gensibility to every one immediately round him?
To see the British Prime Minister watching the
company, with six or seven senses mot available to
ordinary men, judging character, motive, and sub-
conscious impulse, perceiving what each was think-
ing and even what each was going to say next, and
compounding with telepathic instinct the argument
or appeal best suited to the vanity, weakness, or
solf-interest of his immediate auditor, was to realise
that the poor President would be playing blind
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man’s buff in that party. Never could a man
have stepped into the .parlour a more perfect
and predestined victim to the finished accomplish-
ments of the Prime Minister. The Old World
was tough in wickedness anyhow; the Old World’s
heart of stone might blunt the sharpest blade of
the bravest knight-errant. Bﬁt/this blind and deaf
Don Quixote was entering a cavern where the
swift and glittering blade was in the hands of
the adversary.

But if the President was not the philosopher-king,
what was he? After all he was a man who had spent
much of his life at a University. He was by no means
a business man or an ordinary party politician, but
a man of force, personality, and importance. What,
then, was his temperament; ?

The clue once found was illuminating. The
President was like a Nonconformist minister, perhaps
a Presbyterian. His thought and his temperament
were essentially theological not intellectual, with all
the strength and the weakness of that manner of
thought, feeling, and expression. It is a type of
which there are not now in England and Scotland such
magnificent specimens as formerly ; but this descrip-
tion, nevertheless, will give the ordinary Englishman
the distinctest impression of the President.

" With this picture of him in mind, we can return
to the actual course of events. The President’s pro-
gramme for the World, as set forth in his speeches
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and his Notes, bad displayed a spirif and a purpose
so admirable that the last desire of his sympathisers
was to criticise details,—the details, they felt, were
quite rightly not filled in at present, but would be in
due course. It was commonly believed at the com-
mencement of the Paris Conference that the President
had thought out, with the aid of a large body of
advisers, a comprehensive scheme not only for the
League of Nations, but for the embodiment of the
Fourteen Points in an actual Treaty of Peace. But
in fact the President had thought out nothing ; when
it came to practice his ideas were nebulous and
incomplete. He had no plan, no scheme, no con-
structive idess whatever for clothing with the flesh
of life the commandments which he had thundered
from the White House. He could have preached
a sermon on any of them or have addressed a stately
prayer to the Almighty for their fulfilment; but he
could not frame their concrete application to the
actual state of Europe. _

He not only bad no proposals in detail, but he
was in manyrespects, perhaps inevitably, ill-informed
a8 to European conditions. And not only was he
ill-informed — that was true of Mr. Lloyd George
also—but his mind was slow and unadaptable. The
President’s slowness amongst the Europeans was
noteworthy. He could not, all in & minute, take in
what the rest were saying, size up the situation with
a glance, frame a reply, and meet the case by a
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slight change of ground ; and he was liable, therefore,
to defeat by the mere swiftness, apprehension, and
agility of a Lloyd George. There can seldom have
been a statesman of the first rank more incompetent
than the President in the agilities of the council
chamber. A moment often arrives when substantial
victory is yours if by some slight appearance of a
concession you can save the face of the opposition or
conciliate them by a restatement of your proposal
helpful to them and not injurious, to anything
essential to yourself The President was not equipped
with this simple and usual artfulness. His mind
was too slow and unresourceful to be ready with any
alternatives. The President was capable of digging
his toes in and refusing to budge, as he did over
Fiume. But he had no other mode of defence, and
it needed as & rule but little manceuvring by his
opponents to prevent matters from coming to such a
head until it was too late. By pleasantness and an
appearance of conciliation, the President would be
manceuvred off his ground, would miss the moment
for digging his toes in, and, before he knew where he
had been got to, it was too late. Besides, it is im-
possible month after month in intimate and ostens-
ibly friendly converse between close associates, to
be digging the toes in all the time. Victory would
only have been possible to one who had always a
sufficiently lively apprehension of the position as a
whole to reserve his fire and know for certain the
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rare exact moments for decisive action. And for
that the President was far too slow-minded and
bewildered. _

He did not remedy these defects by seeking aid
from the collective wisdom of his licutenants. He
had gathered round him for the economic chapters of
the Treaty a very able group of business men ; but they
were inexperienced in public affairs, and knew (with
one or two exceptions) as little of Europe as he did,
and they were only called in irregularly as he
might need them for a particular purpose. Thus
the aloofness which had been found effective in
Washington was maintained, and the abnormal
reserve of his nature did not allow near him any
one who aspired to moral equality or the continuous
exercise of influence, His fellow-plenipotentiaries
were dummies ; and even the trusted Colonel House,
with vastly more knowledge of men and of Europe
than the President, from whose sensitiveness the
President’s dulness had gained so much, fell into the
background as time went on. All this was encouraged
by his colleagues on the Council of Four, who, by the
break-up of the Council of Ten, completed the isola-
tion which the President’s own temperament had
initiated. Thus day after day and week after week,
he allowed himself to be closeted, unsupported, un-
advised, and alone, with men much sharper than
himself, in situations of supreme difficulty, where he
needed for success every description of resource,
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fertility, and knowledge. He allowed himself to be
drugged by their atmosphere, to discuss on the basis
of their plans and of their data, and to be led along
their paths.

These and other various causes combined to
produce the following situation. The reader must
remember that the processes which are here com-
pressed into a few pages took place slowly, gradually,
insidiously, over a period of about five months.

As the President had thought nothing out, the
Council was generally working on the basis of a
French or British draft. He had to take up, there-
fore, a persistent attitude of obstruction, criticism,
and negation, if the draft was to become at all in
line with his own ideas and purpose. If he was
met on some points with apparent generosity (for
there was always a safe margin of quite preposterous
suggestions which no one took seriously), it was
difficult for him not to yield on others. Compromise
was inevitable, and never to compromise on the
essential, very difficult, Besides, he was soon made
to appear to be taking the German part, and laid
himself open to the suggestion (to which he was
foolishly and unfortunately sensitive) of being “ pro-
German.”

After a display of much principle and dignity in
the early days of the Council of Ten, he discovered
that there were certain very important points in
the programme of his French, British, or Italian
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colleague, as the case might' be, of which he was
incapable of securing the surrender by the methods
of secret diplomacy. What then was he to do in
the last resort ? He could let the Conference drag on
an endless length by the exercise of sheer obstinacy.
He could break it up and return to America in a
rage with nothing settled. Or he could attempt an
appeal to the world over the heads of the Conference.
These were wretched alternatives, against each of
which a great deal could be said. They were also
very risky,—especially for & politician. The Presi-
dent's mistaken policy over the Congressional election
* had weakened his personal position in his own
country, and it was by no means certain that the
American public would support him in a position
of intransigeancy. It would mean a campaign in
which the issues would be clouded by every sort of
personal and party consideration, and who could say
if right would triumph in a struggle which would .
certainly not be decided on its merits, Besides, any
open rupturq with his colleagues would certainly
bring upon his head the blind passions of *anti-
German” resentment with which the public of all
allied countries were still inspired. They would not
listen to his arguments, They would not be cool
enough to treat the issue as one of international
morality or of the right governance of Europe. The
.cry would simply be that for various sinister and
selfish reasons, the President wished * to let the Hun
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off.” The almost unanimous voice of the French
and British Press could be anticipated. Thus, if he
threw down the gage publicly he might be defeated.
And if he were defeated, would not the final Peace
"be far worse than if he were to retain his prestige
and endeavour to make it as good as the limiting
conditions of European politics would allow him ?
But above all, if he were defeated, would he not
lose the League of Nations? And was not this,
after all, by far the most important issue for the
future happiness of the world? The Treaty would
be altered and softened by time. Much in it which
now seemed so vital would become trifling, and much
which was impracticable would for that very reason
never happen.. But the League, even in an imperfect
form, was permanent ; it was the first commencement
of a new principle in the government of the world;
Truth and Justice in international relations could
not be established in a few months,—they must be
born in due course by the slow gestation of the
League. Clemencean had been clever enough to let
it be seen that he would swallow the League at a
price. * _

At the crisis of his fortunes the President was a
lonely man. Caught up in the toils of the Old
World, he stood in great need of sympathy, of moral
support, of the enthusiasm of masses. But buried
in the Conference, stifled in the hot and poisoned
atmosphere of Paris, no echo reached him from the
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outer world, and no throb of passion, sympathy, or
encouragement from his silent constituents in all
countries. He felt that the blaze of popularity
which had greeted his arrival in Europe was already
dimmed ; the Paris Press jeered at him openly; his
political opponents at home were taking advantage
of his absence to create an atmosphere against him ;
England was cold, critical, and unresponsive. He
had so formed his entourage that he did not receive
through private channels the current of faith and
enthusiasm of which the public sources seemed
dammed up. He needed, but lacked, the added
strength of collective faith. The German terror still
overhung us, and even the sympathetic public was
very cautious; the ememy must not be encouraged,
our friends must be supported, this was not the
time for discord or agitations, the President must
be trusted to do his best. And in this drought
the flower of the President’s faith withered and
dried up.

Thus it came to pass that the President counter-
manded the G-'eorge Washington, which, in a moment:
of well-founded rage, he had ordered to be in readiness
to carry him from the treacherous halls of Paris back
to the seat of his authority, where he could have felt
himself again, But as soon, alas, as he had taken the
road of compromise, the defects, already indicated, of
his temperament and of bis equipment, were fatally
apparent. He could take the high line; he could
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practise obstinacy; he could write Notes from Sinai
or Olympus; he could remain unapproachable in
the White House or even in the Council of Ten
and be safe. But if he once stepped down to
the intimate equality of the Four, the game was
evidently up.

Now it was that what I have called his theological
or Presbyterian temperament became dangerous.
Having decided that some concessions were unavoid-
able, he might have sought by firmness and address
and the use of the financial power of the United
States to secure as much as he could of the
substance, even at some sacrifice of the letter, But
the President was not capable of so clear an under.
standing with himself as this implied. He was too
conscientious.  Although compromises were now
necessary, he remained a man of principle and the
Fourteen Points a contract absolutely binding upon
him. He would do nothing that was not honourable ;
he would do nothing that was not just and right;
he would do nothing that was contrary to his great
profession of faith, Thus, without any abatement
of the verbal inspiration of the Fourteen Points,
they became a document for gloss and interpretation
and for all the intellectual apparatus of self-deception,”
by which, I daresay, the Ptesident’s forefathers had
persuaded themselves that the course they thought
it necessary to take was consistent with every syllable
of the Pentateuch.
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The President’s attitude to his colleagues had
now become: I want to meet you so far as I can;
I see your difficulties and I should like to be able
to agree to what you propose; but I can do nothing
that is not just and right, and you must first of all
show me that what you want does really fall within
the words of the pronouncements which are binding
on me. Then began the weaving of that web of
sophistry and Jesuitical exegeﬁm that was finally to
clothe with insincerity the 'language and substance of
the whole Treaty. The word was issued to the witches
of all Paris:

Fair is foul, and foul is fair,
Hover through the fog and filthy air.
The subtlest sophisters and most hypocritical
draftsmen were set to work, and produced many
ingenious exercises which might bave deceived for
more than an hour a cleverer man than the President.
Thus instead of saying that German-Austria is
prohibited from uniting with Germany except by
leave of France (which would be inconsistent with
the principle of self-determination), the Treaty, with
delicate draftsmanship, statea that *“ Germany acknow-
ledges and will respect strictly the independence of
" Austria, within the frontiers which may be fixed
in a Treaty between that State and the Principal
Allied and Associated Powers; she agrees that this
independence shall be inalienable, except with the
consent of the Council of the League of Nations,”
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which sounds, but is not, quite different. And who
knows but that the President forgot that another
part of the Treaty provides that for this purpose
the Council of the League must be unanimous.

Instead of giving Danzig to Poland, the Treaty
establishes Danzig as a “Free” City, but includes
this « Free” City within the Polish Customs frontier,
entrusts to Poland the control of the river and
railway system, and provides that ‘the Polish
Government shall undertake the conduct of the
foreign relations of the Free City of Danzig as well
as the diplomatic protection of citizens of that city
when abroad.” -

In placing the river system of Germany under
foreign control, the Treaty speaks of declaring inter-
national those * river systems which naturally provide
more than one State with access to the sea, with
or without transhipment from one vessel to another.”

Such instances could be multiplied. The honest
and intelligible purpose of French policy, to limit the
population of Germany and weaken her economic
system, Jjs clothed, for the President’s sake, in the
august lahguage of freedom and international equality.

But perhaps the most decisive moment, in the
disintegrption of the President’s moral position
and the/ clouding of his mind, was when at last,
to the/ dismay of his advisers, he allowed him-
self to be persuaded that the expenditure of the
Allied Governments on pensions and separation
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allowances could be fairly regarded as ‘“ damage done
to the civilian population of the Allied and Associated
Powers by German aggression by land, by szea, and
from the air,” in a sense in which the other expenses
of the war could not be so regarded. It was a long
theological struggle in which, after the rejection of
many different arguments, the President finally
capitulated before a masterpiece of the sophist’s art.

At last the work was finished; and the Presi-
dent's conscience was still intact, In spite of
everything, I believe that his temperament allowed
him to leave Paris a really sincere man; and it is
probable that to this day he is genuinely convinced
that the Treaty contains practically nothing incon-
sistent with his former professions.

But the work was too complete, and to this was
due the last tragic episode of the drama. The reply
of Brockdorff-Rantzan inevitably took the line that
Germany had laid down her arms on the basis of
certain assurances, and that the Treaty in many
particulars was not consistent with these assurances.
But this was exactly what the President could not
admit; in the sweat of solitary contemplation and
with prayers to God he had done notheng that was
vot just and right; for the President to admit that
the German reply had force in it was to destroy
his self-respect and to disrupt the inber equipoise of
his soul; and every instinct of his stubborn nature
rose in self-protection. In the language of medical

B
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psychology, to suggest to the President that the
Treaty was an abandonment of his professions was
to touch on the raw a Freudian complex. It was a
subject intolerable to discuss, and every subconscious
instinct plotted to defeat its further exploration.

Thus it was that Clemenceau brought to success,
what had seemed to be, a few months before, the extra-
ordinary and impossible proposal that the Germans
should not be heard. If only the President had not
been so conscientious, if only he had not concealed
from himself what he had been doing, even at the’
last moment he was in & position to have recovered
lost ground and’to have achieved some very con-
siderable successes. But the President was set. His
arms and legs had been ’Epliced by the surgeons to a
certain posture, and they must be broken again before
they could be altered. To his horror, Mr. Lloyd
George, desiring at the last moment all the modera-
tion he dared, discovered that he could not in five
days persuade the President of error in what it had
taken five months to prove to him to be just and
right. After all, it was hardgr to de-bamboozle this
old Presbyterian than it had been to bamboozle him ;
for the former involved his belief in and respect
for himself.

Thus in the last act the President stood for
stubbornness and a refusal of conciliations.



CHAPTER 1V
THE TREATY

Tae thoughts which I have expressed in the second
chapter were not present to the mind of Paris.. The
future life of Europe was not their concern; its
means of livellhood' was not their anxiety. Their
preoccupations, good and bad alike, related to frontiers
and nationalities, to the balance of power, to imperial
aggrandisements, to the future enfeeblement of a
strong and dangerous enemy, to revenge, and to the
shifting by the victors of their unbearable financial
burdens on to the shoulders of the defeated.

Two rival schemes for the future polity of the
world took the field,—the Fourteen Points of the
President, and'the Carthaginian Peace of M. Clemen-
cean. Yot only one of these was entitled to take the
field ; for the enemy had not surrendered uncondi-
tionally, but on agreed terms as to the general
character of the Peace,

This aspect of what happened cannot, unfortun-
ately, be passed over with a word, for in the minds
of many Englishmen at least it has been a subject

5



L]
52 THE ECONOMIC CONSEQUENCES OF THE PEACE cA.

of very great misapprehension. Many persons believe
that the Armistice Terms constituted the first Contract
concluded between the Allied and Associated Powers
and the German Government, and that we entered
the Conference with our hands free, except so far as
these Armistice Terms might bind us. This was not
the case, To make the position plain, it is necessary
briefly to review the history of the negotiations which
began with the German Note of October 5, 1918,
and concluded with President Wilson's Note of
November 5, 1918.

On October 5, 1918, the German Government
addressed a brief Note to the President accepting the
Fourteen Points and asking for Peace negotiations.
The President’s reply of October 8 asked if he was to
understand definitely that the German Government
accepted * the terms laid down” in the Fourteen Points
and in his subsequent Addresses and * that its object
in entering into discussion would be only to agree
upon the practical details of their application.” He
added that the evacuation of invaded territory
must be a prior condition of an Armistice. On
October 12 the German Government returned an
unconditional affirmative to these questions;—* its
object in entering into discussions would be only to
agree upon practical details of the application of
these terms.” On October 14, having received this
affirmative answer, the President made a further
communication to make clear the points: (1) that
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the details of the Armistice would have to be left to
the military advisers of the United States and the
Allies, and must provide absolutely against the possi-
bility of Germany's resuming hostilities; (2) that
submarine warfare must cease if these conversations
were to continue; and (3) that he required further
guarantees of the representative character of the
Government with which ha was dealing. On October
20 Germany accepted points (1) and (2), and
pointed out, as regards (8), that she now had a
Constitution and a Government dependent for its
suthority on the Reichstag. On October 23 the
President announced that, “having received the
solemn and explicit assurance of the German Govern-
ment that it unreservedly accepts the terms of peace
laid down in his Address to the Congress of the
United States on January 8, 1918 (the Fourteen
Points}), and the principles of settlement enunciated
in his subsequent Addresses, particularly the Address
of September 27, and that it is ready to discuss the
details of their application,” he has communicated the
above correspondence to the Governments of the
Allied Powers * with the suggestion that, if these
Governments are disposed to effect peace upon the
terms and principles indicated,” they will ask their
military advisers to draw up Armistice Terms of such
a character as to “ ensure to the Associated Govern.
ments the uvnrestricted power to safeguard and
enforce the details of the peace to which the German
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Government has agreed.” At the end of this Note
the President hinted more openly than in that of
October 14 at the abdication of the Kaiser, This
completes the preliminary negotiations to which the
President alone was a party, acting without the
Governments of the Allied Powers.

On November 5, 1918, the President transmitted to
Germany the reply he had received from the Govern-
ments associated with him, and added that Marshal
Foch had been authorised te communicate the terms
of an armistice to properly accredited representatives.
In this reply the Allied Governments, “ subject to the
qualifications which follow, declare their willingness
to make peace with the Government of Germany on
the terms of peace laid down in the President’s
Address to Congress of January 8, 1918, and the
principles of settlement enunciated in his subsequent
Addresses,” The qualifications in question were two
in number. The first related to the Freedom of the
Seas, as to which they “reserved to themselves com-
plete freedom.” The second related to Reparation
and ran as follows :—‘ Further, in the conditions of
peace laid down in his Address to Congress on the 8th
January 1918, the President declared that invaded
territories must be restored as well as evacuated and
made free, The Allied Governments feel that mo
doubt ought to be allowed to exist as to what this
provision implies. By it they understand that com-
pensation will be made by Germany for all damage
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done to the civilian population of the Allies and to
their property by the aggression of Germany by land,
by sea, and from the air.”*

The nature of the Contract between Germany and
the Allies resulting from this exchange of documents
is plain and unequivocal. The terms of the peace
are to be in accordance with the Addresses of the
President, and the purpose of the Peace Conference is
“to discuss the details of their application.” The
circumstances of the Contract were of an unusually
solemn and binding character; for one of the condi-
tions of it was that Germany should agree to Armistice
Terms which were to be such as would leave her
helpless. Germany having rendered herself helpless
in reliance on the Contract, the honour of the Allies
was peculiarly involved in fulfilling their part and,
if there were ambiguities, in not using their position
to take advantage of them.

What, then, was the substance of this Contract to
which the Allies had bound themselves? An ex-
amination of the documents shows that, although a
large part of the Addresses is concerned with 8piris,
purpose, and intention, and not with concrete solu-
tions, and that many questions requiring a settlement
in the Peace Treaty are mot touched om, neverthe-
less, there are certain questions which they settle
definitely. It is true that within somewhat wide
limits the Allies still had a free hand. Further, it is

! The precise foros of this reservation is discuesed in detail in Chapter V.
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difficult to apply on a contractual basis those pass-
ages which deal with spirit, purpose, and intention ;
~—every man must judge for himself whether, in
view of them, deception or hypocrisy has been prac-
tised. But there remain, as will be seen below,
certain important issues on which the Contract is
unequivocal.

In addition to the Fourteen Points of January 8,
1918, the Addresses of the President which form part
of the material of the Contract are four in number,—
before the Congress on February 11; at Baltimore
on April 6; at Mount Vernon on July 4; and at
New York on September 27, the last of these being
specially referred to in the Contract. I venture to
select from these Addresses those engagements of sub-
stance, avoiding repetitions, which are most relevant
to the German Treaty. The parts I omit add to, rather
than detract from, those I quote; but they chiefly
relate to intention, and are perhaps too vague and
general to be interpreted contractually.!

The Fourteen Points.—(3). “The removal, so far
as possible, of all economic barriers and the establish-
ment of an equality of trade conditions among all the
nations consenting to the Peace and associating them-
selves for its maintenance.” (4). “Adequate guarantees
given and taken that national armaments will be

t T also omit those which have no special relevance to the German Settle-
ment. The eecond of the Fourteen Points, which relatea to the Fresdom
of the Scas, is omitted because the Allies did not accept it. Any italica are
mine.



v THE TREATY 57

reduced to the lowest point consistent with domestic
safety.” (5). “A free, open-minded, and absolutely
impartial adjustment of all colonial claims,” regard
being had to the interests of the populations con-
cerned. (6), (7), (8), and (11). The evacuation and
“restoration” of all invaded territory, especially of
Belgium. To this must be added the rider of the
Allies, claiming compensation for all damage done to
civilians and their property by land, by sea, and from
the air (quoted in full above). (8). The righting of
* the wrong done to France by Prussia in 1871 in the
matter of Alsace-Lorraine.” (13). An independent
Poland, including *the territories inhabited by in-
disputably Polish populations” and * assured a free
and secure access to the sea.” (14). The League of
Nations. 7

Before the Congress, February 11.—* There shall
be no annexations, no contributions, no punitive
damages. . . . Self- determination is not a mere
phrase. It is an imperative principle of action which
statesmen wil] henceforth ignore at their peril. . . .
Every territorial settlement involved in this war
must be made in the interest and for the benefit of
the populations concerned, and not as a part of any
mere adjustment or compromise of claims amongst
rival States.”

New York, September £27.—(1) *“The impartial
justice meted out must involve no discrimination
between those to whom we wish to be just and those
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to whom we do not wish to be just.” (2) “No
special or separate interest of any single nation or
any group of nations can be made the basis of any
part of the settlement which is not consistent with
the common interest of allL” (3) * There can be no
leagues or alliances or special covenants and under-
standings within the general and commob family of
the League of Nations.” (4) *“There can be no special
selfish economic combinations within the League and
no employment of any form of economic boycott or
exclusion, except as the power of economic penalty
by exclusion from the markets of the world may be
vested in the League of Nations itself as a means
of discipline and control.” (5) “All international
agreements and treaties of every kind must be made
known in their entirety to the rest of the world.”

This wise and magnanimous programme for the
world had passed on November 5, 1918, beyond the
region of idealism and aspiration, and bad become
part of a solemn contract to which all the Great
Powers of the world had put their signature. But it
was lost, nevertheless, in the morass of Paris ;—the
spirit of it altogether, the letter in parts ignored and
in other parts distorted.

The German observations on the draft Treaty of
Peace were largely a comparison between the terms of
this understanding, on the basis of which the German
pation bad agreed to lay down its arms, and the actual
provisions of the document offered the form signature



v THE TREATY 59

thereafter. The German commentators had little
difficulty in showing thet the draft Treaty con-
stituted a breach of engagements and of international
morality comparable with their own offence in the
invasion of Belgium. Nevertheless, the German reply
wag not in all its parts a document fully worthy of the
oceasion, because in spite of the justice and import-
ance of much of its contents, a truly broad treatment
and high dignity of outlook were a little wanting,
and the general effect lacks the simple treatment,
with the dispassionate objectivity of despair, which the
deep passions of the occasion might have evoked. The
Allied Governments gave it, in any case, no serious
consideration, and I doubt if anything which the
German delegation could have said at that stage
of the proceedings would have much influenced the
result.

The commonest virtues of the individual are often
lacking in the spokesmen of nations; & statesman
representing not himself but his country may prove,
without incurring excessive blame—as-history often
records—vindictive, perfidious, and egotistic, These
qualities are familiar in treaties imposed by victors.
But the German delegation did not succeed in ex-
posing in burning and prophetic words the quality
which chiefly distinguishes this transaction from all
its historical predecessors—its insincerity.

This theme, however, must be for another pen
than mine. I am mainly concerned in what follows,
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not with the justice of the Treaty,—neither with the
demand for penal justice against the enemy, nor with
the obligation of contractual justice on the victor,
—but with its wisdom and with its consequences.

I propose, therefore, in this chapter to set forth
ba.ldly the principal economic provisions of the Treaty,
resemng, however, for the next my comments on the
Reparation Chapter and on Germany’s capacity to
meet the payments there demanded from her.

The German economic system as it existed before
the war depended on three main factors: I Over-
seas commerce as represented by her mercantile
marine, her colonies, her foreign investments, her
exports, and the overseas connections of her mer-
chants; II. The exploitation of her coal and iron and
the industries built upon them; IIL Her transport
and tariff system.  Of these the first, while not the
least important, was certainly the most vulnerable.
The Treaty aims at the systematic destruction of all
three, but principally of the first two.

I

(1) Germany has ceded to the Allies all the vessels
- of her mercantile marine exceeding 1600 tons gross,
half the vessels between 1000 tons and 1600 tons,
and one quarter of her trawlers and other fishing
boats.,! The cession is comprehensive, including not

! Part VIil. Annex II1 (1)
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only vessels flying the German flag, but also all
vessels owned by Germans but flying other flags, and -
all vessels under construction as well as those afloat.!
Further, Germany undertakes, if required, to build for
the Allies such types of ships as they may specify up
to 200,000 tons* annually for five years, the value of
these ships being credited to Germany against what
is due from her for Reparation.®

Thus the German mercantilé marine is swept from
the seas and cannot be restored for many years to
come on a scale adequate to meet the requirements of
her own commerce. For the present, no lines will run
from Hamburg, except such as foreign nations may
find it worth while to establish out of their surplus
tonnage, Germany will have to pay to foreigners for
the carriage of ber trade such charges as they may
be able to exact, and will receive only such con-
veniences as it may suit them to give her. The
prosperity of German ports and commerce can only
revive, it would seem, in proportion as she succeeds in
bringing under her effective influence the merchant
marines of Scandinavia and of Holland.

(2) Germany has ceded to the Allies “all her
rights and titles over her oversea possessions.” * This
cession not only applies to sovereignty but extends on
unfavourable terms to Government property, all of

1 Part VIIL Annex III. (3)

? In the years before the war the aversge shipbuilding output of Germany
waa about 350,000 tous annually, exalusive of warshipe.

3 Part Vil Annex IIL (5) 1 Arg 119,
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which, including railways, must be surrendered with-
out payment, while, on the other hand, the German
Government remains liable for any debt which may
have been incurred for the purchase or construction
of this property, or for the development of the
colonies generally.!

In distinetion from the practlce ruling in the cage
of most similar cessions in recent history, the property
and persons of private German nationals, as distinct
from their Government, are also injuriously affected.
The Allied Government exercising authority in any
former German colony “ may make such provisions
as it thinks fit with reference to the repatriation from
them of German nationals and to the conditions upon
which German subjects of European origin shall, or
shall not, be allowed to reside, hold property, trade or
exercise a profession in them.”*® All contracts and
agreements- in favour of German nationals for the
construction or exploitation of public works lapse to
the Allied Governments as part of the payment due
for Reparation.

But these terms are unimportant compared with
the more comprehensive provision by which *the
Allied and Associated Powers reserve the right
to retain and liquidate all property, rights, and
interests belonging at the date‘of the coming into
force of the present Treaty to German nationals, or
companies controlled by them,” within the former

3 Arts, 120 and 257, ¥ Art, 122.
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German colonies.' This wholesale expropriation of
private property is to take place without the Allies
affording any compensation to the individuals ex-
propriated, and the proceeds will be employed, first,
to meet private debts due to Allied nationals from
any German nationals, and second, to meet claims
due from Austrian, Hungarian, Bulgarian, or Turkish
pationals. Any balance may' either be returned
by the liquidating Power direct to Germany, or
retained by them. If retained, the proceeds must
be transferred to the Reparation Commission for
Germany’s credit in the Reparation account.*

In short, not only are German sovereignty and
German influence extirpated from the whole of her
former oversea possessions, but the persons and
property of her nationals resident or owning property
in those parts are deprived of legal status and legal
security.

(8) The provisions just outlined in regard to the
private property of Germans in the ex-German
colonies apply equally to private German property in
Alsace-Lorraine, except in so far as the French Govern-
ment may choose to grant exceptiona.® This is of
much greater practical importance than the similar
expropriation overseas because of the far higher value

1 Arts. 121 and 267 {3). The exercise or non-axercise of this option of ax.
propriation appeara to lie, not with the Reparation Commission, but with
the particular Powar in whose territory the property has becoms aituated
by osssion or mandation.

! Art. 297 (A) and para. 4 of Annex to Part X. Section-IV.

.V Arts, 58 and 74,
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of the property involved and the closer interconnection,
resulting from the great development of the mineral
wealth of these provinces since 1871, of German
economic interests there with those in Germany iteelf.
Alsace-Lorraine has been part of the German Empire
for nearly fifty years—a considerable majority of its
population is German-speaking—and it has been the
scene of some of Germany’s most important economic
enterprises. Nevertheless, the property of those
Germans who reside there, or who have invested
in its industries, is now entirely at the disposal of
the French Government without compensation, except
in go far as the German Government itself may choose
to afford it. The French Government is entitled
to expropriate without compensation the personal
property of private German citizens and German
companies resident or situated within Alsace-Lorraine,
the proceeds being credited in part satisfaction of -
various French claims. The severity of this provision
is only mitigated to the extent that the French
Government may expressly permit German nationals
to continue to reside, in which case the above
provision is not applicable. Government, State, and
Municipal property, on the other hand, is to be ceded
to France without any credit being given for it.

This includes the railway system of the two provinces, '

together with ita rolling-stock.' But while the

1 In 1871 Germsny granted France credit for the railwaye of Alsaces-
Lorraine but not for State property. At that time, however, the railways
were private property. Aa they afterwards became the property of the
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property is taken over, liabilities contracted in
respect of it in the form of public debts of any kind
remain the liability of Germany.! The provinces also
return to French sovereignty free and quit of their
ghare of German war or pre-war dead-weight debt;
nor does Germany receive a credit on this account
in respect of Reparation,

(4) The expropriation of German private property
is not limited, however, to the ex-German colonies
and Alsace-Lorraine. The treatment of such property
forms, indeed, a very significant and material section
of the Treaty, which has not received as mmch
attention as it merits, although it was the subject
of exceptionally violent objection on the part of the
German delegates at Versailles. So far as T know,
there is no precedent in any peace treaty of recent
history for the treatment of private property set forth
below, and the German representatives urged that the
precedent now established strikes a dangerous and
immoral blow at the security of private property
everywhere. This is an exaggeration, and the sharp
distinction, approved by custom and convention
during the past two centuries, between the property
and rights of a State and the property and rights of
its nationals is an artificial one, which is being rapidly
put out of date by many other influences than the

German Government, the French Government have held, in spite of the large
sdditional capital which Germany haa aunk in them, that their treatment
must follow the precsdsnt of State property generally,

' Arta. 55 and 255, This follows the precedent of 1871,
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Peace Treaty, and is inappropriate to modern social-
isti¢ conceptions of the relations between the State and
its citizens. It is true, however, that the Treaty
strikes a destructive blow at a conception which lies
at the root of much of so-called international law, as
this has been expounded hitherto.

The principal provisions relating to the ‘expro-
priation of German private property situated outside
the frontiers of Germany, as these are now determined,
are overlapping in their incidence, and the more drastic
would seem in some cases to render the others un-
necessary. Generally speaking, however, the more
drastic and extensive provisions are not so precisely
framed as those of more particular and limited
application. They are as follows :—

(o) The Allies *reserve the right to retain and
liquidate all property, rights and interests belonging
at the date of the coming into force of the present
Treaty to German nationals, or companies controlled
by them, within their territories, colonies, possessions
and protectorates, including territories ceded to them
by the present Treaty.”*

This is the extended version of the provision which
has been discussed already in the case of the colonies
and of Alsace-Lorraine. The value of the property so
expropristed will be applied, in the first instance,
to the satisfaction of private debts due from
Germany to the nationals of the Allied Government

1 Art. 297 (2),
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within whose jurisdiction the liquidation takes place,
and, second, to the satisfaction of claims arising out
of the acts of Germany's former allies. Any balance,
if the liquidating Government elects to retain it,
must be credited in the Reparation account. It is,
however, a point of considerable importance that the
liquidating Government is not compelled to transfer
the balance to the Reparation Commission, but can,
if it so decides, return the proceeds direct to
Germany. For this will enable the United States,
if they so wish, to utilise the very large balances, in
the hands of their enemy-property custodian, to pay
for the provisioning of Germany, without regard to
the views of the Reparation Commission.

These provisions had their origin in the scheme for
the mutual settlement of enemy debts by means of a
Clearing House. Under this proposal it was hoped
to avoid much trouble and litigation by making each
of the Governments lately at war responsible for the
collection of private debts due from its nationals to
the nationals pf any of the other Governments (the
normal process of collection having been suspended by
reason of the war), and for the distribution of the funds
80 collected to those of its nationals who had claims
against the nationals of the other Governments, any
final balance either way being settled in cash. Such
& scheme could have been completely bilateral and

reciprocal. And so in part it is, the scheme being
! Part X. Sections ITL. and IV. and Ark. 48,
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mainly reciprocal as regards the collection of com-
mercial debts. But the completeness of their victory
permitted the Allied Governments to introduce in
their own favour many divergencies from reciprocity,
of which the following are the chief: Whereas the
property of Allied nationals within German juris- -
diction reverts under the Treaty to Allied ownership
on the conclusion of Peace, the property of Germans
within Allied jurisdiction is to beretained andliquidated
as described above, with the result that the whole of
German property over a large part of the world can be
expropriated, and the large properties now within the
custody of Public Trustees and similar officials in the
Allied countries may be retained permanently. In the
second place, such German assets are chargeable, not
only with the liabilities of Germans, but also, if they run
to it, with “payment of the amounts due in respect of
claims by the nationals of such Allied or Associated
Powerwith regard totheir property,rights, and interests
in the territory of other Enemy Powers,” as, for example,
Turkey, Bulgaria, and Austria.’ This is a remarkable
provision, which is naturally non-reciprocal. In the
third place, any final balance due to Germany on private
account need not be paid over, but can be held against
the various liabilities of the German Government.’

! The interpretation of the words botween inverted commas ia a little
dubious. The phrase is s0 wide as to sesm to include private debts, But
in the final draft of the Treaty private debts are not explicitly referred to.

¥ This provision is mitigated in the cage of German property in Poland
tnd the other now States, the proceeds of liquidation in these arcas being
payable direot to the owner (Art. 94),
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The eifective operation of these Articles is guaranteed
by the delivery of deeds, titles, and information.!
In the fourth place, pre-war contracts between
Allied and German nationals may be cancelled or
revived at the option of the former, so that all
such contracts which are in Germany’s favour will
be cancelled, while, on the other hend, she will
be compelled to fulfil those which are to her
disadvantage.

(b) So far we have been concerned with German
property within Allied jurisdiction. The next provi-
sion 18 aimed at the elimination of German interests
in the territory of her neighbours and former allies,
and of certain other countries. Under Article 260
of the Financial Clauses it is provided that the
Reparation Commission may, within one year of the
coming into force of the Treaty, demand that the
German Government expropriate its nationals and
deliver to the Reparation Commission “any rights
and interests of German nationals in any public
utility underteking or in any concession® operating

! Part X. Seotion 1V. Annmex, pars. 10: *“Germany will, within six
months from ths coming into foros of the present Treaty, deliver to sach
Alliod or Associated Power all securities, certificates, deeds, or other doou-
ments of title held by its nationals sud relating to property, rights, or
Interests situated in the territory of that Allied or Associated Power. . . .
Germany will at any time on demand of any Allied or Aasociated Power
furpish such informatiocn as may bs required with regard to the property,
rights, and interests of German nationals within the territory ot such Allied
ot Assooiated Power, or with regard to suy transaotions concerning such
property, rights, or interests offeated since July 1, 1914.”

! “ Auy public utility undertaking or concession ™ is & vague phrase, the
preciss interpretation of which is not provided for.
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in Russia, China, Turkey, Austria, Hungary, and
Bulgaria, or in the possessions or dependencies of
these States, or in any territory formerly belonging
to Germany or her allies, to be ceded by Germany or
ber allies to any Power or to be administered by a
Mandatory under the present Treaty.” This is a
comprehensive description, overlapping in part the
provisions dealt with under (@) above, but including,
it should be noted, the new States and territories
carved out of the former Russian, Austro-Hungarian,
and Turkish Empires. Thus Germany’s influence is
eliminated and her capital confiscated in all those
neighbouring countries to which she might naturally
look for her future livelihood, and for an outlet for
her energy, enterprise, and technical skill.

The execution of this programme in detail will
throw on the Reparation Commission a peculiar task,
a8 it will become possessor of a great pumber of
rights and interests over a vast territory owing
dubious obedience, disordered by war, disruption, and
Bolshevism. The division of the spoils between the
victors will also provide employment for a powerful
office, whose doorsteps the greedy adventurers and
jealous concession-hunters of twenty or thirty nations
will crowd and defile.

Leat the Reparation Commission fail by ignorance
%o exercise its rights to the full, it is further provided
that the German Government shall communicate to
it within six months of the Treaty’s coming into
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force a list of all the rights and interests in question,
“ whether already granted, contingent or mnot yet
exercised,” and any which are not so communicated
within this period will automatically lapse in favour
of the Allied Governments.' How far an edict of this
character can be made binding on a German national,
whose person and property lie outside the jurisdiction
of his own Government, is an unsettled question ; but
all the countries specified in the above list are open
to pressure by the Allied authorities, whether by
the imposition of an appropriate Treaty clause or
otherwise, '

(¢) There remains a third provision more sweeping
than either of the above, neither of which affects
German interests in neutral countries. The Repara-
tion Commission is empowered up to May 1, 1921,
to demand payment up to £1,000,000,000 in such
manner as they may fiz, *“ whether in gold, com-
modities, ships, securities or otherwise.”* This
provision has the effect of entrusting to the Repara-
tion Commission for the period in question dictatorial
powers over all German property of every description
whatever. They can, under this Article, point to any
specific business, enterprise, or property, whether
within or outside Germany, and demand its surrender ;
and their authority would appear to extend not only
to property existing at the date of the Peace, but
also to any which may be created or acquired at any

! Art. 260, T Art. 335,
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time in the course of the next eighteen months. For
example, they could pick out—as presumably they
will a8 soon as they are established—the fine and
powerful German enterprise in South America known
as the Deutsche Ueberseeische Elektrizititsgesell-
schaft (the D.U.E.G.), and dispose of it to Allied
interests. The clause is unequivocal and all-
embracing. It is worth while to note in passing
that it introduces a quite novel principle in the
collection of indemnities. Hitherto, a sum has been
fixed, and the nation mulcted has been left free to
devise and select for itself the means of payment.
But in this case the payees can (for a certain period)
not only demand a certain sum but specify the
particular kind of property in which payment is to
be effected. Thus the powers of the Reparation
Commission, with which I deal more particularly
in the next chapter, can be employed to destroy
Germany’s commercial and ‘economic organisation as
well as to exact payment.

The cumulative effect of (@), (b), and (c) (as well
as of certain other minor provisions on which I have
not thought it necessary to enlarge) is to deprive
Germany (or rather to empower the Allies so to
deprive her at their will—it is not yet accomplished)
. of everything she possesses outside her own frontiers
as laid down in the Treaty. Not only are her over-
sea investments taken and her connections destroyed,
but the same process of extirpation is applied in the
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territories of her former allies and of her immediate
neighbours by land.

(5) Lest by some oversight the above provisions
should overlook any possible contingencies, certain
other Articles appear in, the Treaty, which probably
do not add very much in practical effect to those
already described, but which deserve brief mention
as showing the spirit of completeness in which the
victorious Powers entered upon the economic sub-
jection of their defeated enemy.

First of all there is a general clause of barrer and
renunciation : “In . territory outside her European
frontiers as fixed by the present Treaty, Germany
renounces all rights, titles and privileges whatever in
or over territory which belonged to her or to her
allies, and all rights, titles and privileges whatever
their origin which ehe held as against the Allied and
Associated Powers. . . ."?

There follow certain more particular provisions.
Germany renounces all rights and privileges she may
have acquired*in China.® There are similar provisions
for Siam,® for Liberia,* for Morocco,” and for Egypt.®
In the case of Egypt not only are special privileges

' Art, 118, ® Arts. 120 and 132,

¥ Arts, 185-137. ¢ Arta. 186-140.

® Art. 141: " Germeny renounces sll rights, titles and privilegea con-
ferred on her by the Genoral Act of Algeciras of April 7, 1906, and by the
Franco-German Agresments, of Feb. 9, 1009, and Nov. 4, 1011, . . ."

$ Art. 148: ** All tresties, agresments, arrangements and contracts con-
cluded by Germany with Egypt are regarded ss abrogated from Aug. 4, 1914."
Art. 153: “ All property and possssaions in Egypt of the German Empire
and the German States pass to the Egyptian Government without payment,”
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renounced, but by Article 150 ordinary liberties are
withdrawn, the Egyptian Government being accorded
“ complete liberty of action in regulating the status
of German nationals and the conditions under which
they may establish themselves in Egypt.”

By Article 258 Germany renounces her right to
any participation in any financial or economic organisa-
tions of an international character * operating in any
of the Allied or Associated States, or in Austria,
Hungary, Bulgaria or Turkey, or in the dependencies
of these States, or in the former Russian Empire.”

Generally speaking, only those pre-war treaties
and conventions are revived which it suits the Allied
Governments to revive, and those in Germany’s favour
may be allowed to lapse.

It is evident, however, that none of these provisions
are of any real importance, as compared with those
described previously. They represent the logical
completion of Germany's outlawryfand economic
subjection to the convenience of the Allies; but they
do not add substantially to her effective disabilities.

II

The provisions relating to coal and iron are more
important in respect of their ultimate consequences on
Germany'’s internal industrial economy than for the
money value immediately involved, The German

v Art. 289,
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Empire has been built more truly on coal and iron
than on blood and iron. The skilled exploitation of
the great cvalfields of the Ruhr, Upper Silesia, and
the Saar, alone made possible the development of
the ateel, chemical, and electrical industries which
established her as the first industrial nation of
continental Europe. One-third of Germany’s popula-
tion lives in towns of more than 20,000 inhabitants,
an industrial concentration which is only possible on
a foundation of coal and iron. In striking, there-
fore, at her coal supply, the French politicians were
not mistaking their target. It is only the extreme
immoderation, and indeed technical impossibility, of
the Treaty’s demands which may save the situation
in the long-run.

(1) The Treaty strikes at Germany’s coal supply
in four ways :— _

(i.} * As compensation for the destruction of the -
coal-mines in the north of France, and as part pay-
ment towards the total reparation due from Germany
for the damhge resulting from the war, Germany
cedes to France in full and absolute possession, with
exclusive rights of exploitation, unencumbered, and
free from all debts and charges of any kind, the coal-
mines situated in the Saar Basin.”' While the ad-
ministration of this district is vested for fifteen years
in the League of Nations, it is to be observed that
the mines are ceded to France absolutely. Fifteen

' Art, 45,
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years hence the population of the district will be
called upon to indicate by plebiscite their desires as
to the future sovereignty of the territory; and, in
the event of their electing for union with Germany,
Germany is to be entitled to repurchase the mines
at a price payable in gold.

The judgment of the world has already recognised
the transaction of the Saar as an act of spoliation
and insincerity. 8o far as compensation for the de-
struction of French coal-mines is eoncerned, this is
provided for, as we shall see in a moment, elsewhere
in the Treaty. “There is no industrial region in
Germany,” the German representatives have said
without contradiction, *the population of which is
S0 permanent, so homogeneous, and so little complex
as that of the Saar district. Among more than
650,000 inhabitants, there were in 1918 less than
100 French. The Saar district has been German
for more than 1000 years. Temporary occupation
as a result of warlike operations on the part of the
French always terminated in a short time in the
-restoration of the country upon the’ conclusion of
peace. During a period of 1048 years France has
possessed the country for not quite 68 years in
all. 'When, on the occasion of the first Treaty of
Paris in 1814, a small portion of the territory now
coveted was retained for France, the population
raised the most energetic opposition and demanded

1 Part IV. Section IV. Annpex, Chap. III.
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‘reunion with their German fatherland,” to which
they were ‘related by language, customs, and religion.’
After an occupation of one year and a quarter, this
desire was taken into account in the second Treaty
of Parisin 1815. Since then the country has remained
uninterruptedly attached to Germany, and owes its
economic development to that connection.”

The French wanted the coal for the purpose of
working the ironfields of Lorraine, and in the spirit
of Bismarck they have taken it. Not precedent,
but the verbal professions of the Allies, have
rendered it indefensible.!

(ii.) Upper Silesia, a diatrict without large towns,
in which, however, lies one of the major coalfields of
Germany with a production of about 23 per cent of
the total German output of hard coal, is, subject to
a plebiscite,' to be ceded to Poland. Upper Silesia

1 “'Wp take over the ownership of the Sarre mines, and in order not to
be inconvenisncad in the exploitation of these coal deposits, we constitute .
a distinot littls estats for the 609,000 Germans whe inhabit this coal basin,
and in Rfteen years we shall endeavour by « plebiscite to bring them to
declare that they want to be French. We know what that means. During
fifteon yeara we are’going to work on them, to attack them from every paint,
till we obtain from them s declaration of love. It is evidently & lees brutal
proceeding than the coup de fores which detached from us our Alsstians
and Lorrwinera.  But if leas brutal, it is more hypooritical. 'We know quite
wall betwson ourselves that it is an attempt to annex these 600,000 Germans,
Ono can undorstand very well the reasona of an economic uature which have
led Clemenoeau to wish to give us these Sarre coal deposits, but in order to
acquirs them taust we give ourselvea the appearance of wanting to juggle
with 000,000 Germans in order to make Frenchmen of them in fifteen
yearst” (M. Hervé in La Fictosre, May 81, 1019),

% Thia plokiscite is the moat important of the ooncessions sccorded to
Germany in the Allies’ Final Nots, and one for whioh Mr. Lloyd George, who
nover mpproved the Allies’ policy on the Eastern frontiers of Germany, can
elaim the ohief oredit, The vote eannot take place before the spring of 1920,
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was Dever part of historic Poland ; but its population
is mixed Polish, German, and Czecho-Slovakian, the
precise proportions of which are disputed.! Eco-
nomically it is intensely German; the industries of
Eastern Germany depend apon it for their coal; and
its loss would be a destructive blow at the economic
structure of the German State.?

With the loss of the fields ‘of Upper Silesia and
the Baar, the coal supplies of Germany are diminished
by not far short of one-third.

(iii.) Out of the coal that remains to her, Germany
is obliged to make good year by year the estimated
loss which France has incurred by the destruction

and may be postponed until 1931. In the meantime the province will be
governed by an Allied Commission. The vote will bs taken by communes
and the fina] frontiers will be determined by the Allies, who ahall have
regard, partly to the results of the vota in each commune, and partly *to
the geographical and sconomio conditions of the locality,” It would require
great local knowledge to prediot the result. By voting Polish, a locality can
escape liability for the indemnity and for the crushing taxstion consequent
on voting German, a factor not to be neglected. On the other hand, the
bankruptey and incompetence of the new Polish State might deter those
who were disposed to vote on economic rather than on racial grounds, It
has also been stated that the conditions of life in such matters as sanitation
and social legislation are incomparably better in Upper Silesia than in the
adjacent districts of Poland, where mimilar legislation is in ita infancy.
The argument in the text assumes that Upper Silesia will cease to
be German, But much may happen-in & yesr, and the sssumption is not
certain. To the extent that it proves erroneous the conclusions must be
modified.

! German authoritiea olaim, not without contradietion, that to judge from
the votes cast at eleotions, one-third of the popnlation would eleet in the
Polish interest, and two-thirds in the German,

9 It must not be overleoked, however, that, amongst the other concessions
relating to Silesia accorded in the Allies” Final Note, there has been included
Article 90, by which *‘Poland undertakes to permit for s period of fiftesn
years the axportation to Germany of the prodacts of the mines in any part
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and damage of war in the coalfields of her morthern
Provinces. In para. 2 of Annex V., to the Reparation
Chapter, “ Germany undertakes to deliver to France
annually, for a period not exceeding ten years, an
amount of coal equal to the difference between the
annual production before the war of the coal-mines
of the Nord and Pas de Calais, destroyed as a
result of the war, and the preduction of the mines
of the same area during the year in question: such
delivery not to exceed 20,000,000 tons in any one
year of the first five years, and 8,000,000 tons in
any one year of the gucceeding five years.”

This is & reasonable provision if it stood by itself,

of Upper Silosia transferrsd to Poland in socordance with the present Treaty,
Such producta shall be free from all sxport duties or other charges or re-
striotions on exportation. Poland agrees to take such stopa as may be
necessary to seoure that any smch products shall be available for sale to
purchasers in Germany on terma a8 favourable as are applicable to like
produots soid under similar conditions to purchasers in Poland or in any other
country.” This doos not apparently amouat to s right of pre-emption, and
it is not casy to estimate its offective practical consequences. It is evident,
however, that in so far as the mines are maintained at their former efficiency,
and in so far a» Gormeny is in & position to purchase substantislly her
former supplies from that source, the loes ia limited to the effect on her
balanes of trade, and is without the more ssrious repercussions on hor eco-
nomic life which are contemplated in the taxt. Here is an opportunity for the
Allies to render more tolorabls the actual operstion of the settlement. The
Germans, it shonld bo added, have pointed out that the same sconomic argu-
ment which adds the Saar fislds to Francs, allots Upper Silesia to Germany,
For whereas the Silesian mines are essential to the economic life of Germany,
Poland doea not need them. Of Poland’s pre-war annual demand of 10,500,000
tons, 6,800,000 tons wers supplied by the indisputably Polish diatricts adjscent
to Uppor Silasia, 1,500,000 tona from Upper Silesia (out of & total Upper
Silesian output of 43,500,000 tons), end the balance from what is now
Caecho-Slovekin. Evon without any supply from Upper Silesia and Czecho-
Slovakis, Poland ocould probably meet her requirements by the fuller
exploitation of hor owu coalfields which are not yet scientifically developed,
or from the deposits of Weatern Galicia which are now to be annexed to her.
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and one which Germany should be able to fulfil
if she were left her other resources to do it with.

(iv.) The final provision relating to coal is
part of the general scheme of the Reparation
Chapter by which the sums due for Reparation are
to be partly paid in kind instead of in cash. Asa
part of the payment due for Reparation, Germany
is to make the following deliveries of coal or its
equivalent in coke (the deliveries to France being
wholly additional to the amounts available by the
cession of the Saar or in compensation for destruc-
tion in Northern France) :—

(i.) To France 7,000,000 tons annually for ten
years ;'

(ii.} To Belgium 8,000,000 tons annually for ten
years ;

(iii.) To Italy an annual quantity, rising by annual
increments from 4,500,000 toms in 1919-1920 to
8,500,000 tons in each of the six years, 1923-1924
to 1928-1929 ;

(iv.) To Luzemburg, if required, a quantity of
coal equal to the pre-war annual consumption of
German coal in Luxemburg.

This amounts in all to an annual average of about
25,000,000 tons.

These figures have to be examined in relation to

Germany's probable output. The maximum pre-war

! France is also to receive annuslly for three years 85,000 tons of benzol,
60,000 tons of coal tar, and 30,000 tons of aulphate of ammonia,
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figure was reached in 1913 with a total of 191,500,000
tons. Of this, 19,000,000 tons were consumed at the
mines, and on balance (t.e. exports less imports)
33,500,000 tons were exported, leaving 139,000,000
tons for domestic consumption, It is estimated that
this total was employed as follows :—

Railways . . . 18,000,000 tona
Gas, water, and electricity . 12,600,000
Bunkers . . . . 6,500,000 ,
House-filel, small industry

and agriculture . . 24,000,000 ,
Industry . . . . 78,000,000

139,000,000

The diminution of production due to loss of terri-
tory is :—
Alsace-Lorraine . . 3,800,000 tons,

Sear Basin . . . 13,200,000 ,
Upper Silesia . . . 43,800,000 ,
. e 60,800,000

There would remain, therefore, on the basis of the
1918 output, 130,700,000 tons, or, deducting con-
sumption at the mines themselves, (say) 118,000,000
tons. For some years there munst be sent out of
this supply upwards of 20,000,000 tons to France
as compensation for damage done to French mines,
and 25,000,000 tons to France, Belgium, Italy, and

'@
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Luxemburg ;' as the former figure is 8 mazimum, and
the latter figure is to be slightly less in the earliest
years, we may take the fotal export to Allied
countries which Germany has undertaken to provide
as 40,000,000 tons, leaving, on the above basis,
78,000,000 tons for her own use as against a pre-war
consumption of 139,000,000 tons.

This comparison, however, requires substantial
modification to make it accurate. On the one hand,
it is certain that the figures of pre-war output cannot
be relied on as a basis of present output. During
1918 the production was 161,500,000 tons as com-
pared with 191,500,000 tonsin 1913 ; and during the
first half of 1919 it was less than 50,000,000 tons,
exclusive of Alsace-Lorraine and the Saar but including
Upper Silesia, corresponding to an annual production
of about 100,000,000 tons.* The canses of so low an
output were in part temporary and exceptional, but
the German authorities agree, and have not been con-

1 The Reparation Commission is authorised under the Treaty (Part VIiI.
Annex ¥. pars. 10) “' to postpone or to cancel deliveries” if they consider
“that the full exerciss of the foregoing optionawould interfere unduly with the
industrial requirementa of Germany.” In the event of such postponements or
cancellationa ** the coal to replace coal from destroyed mines shall receive
priority over other deliveries.” This concluding clause is of the greatest
importance, if, as will be seen, it is physically impoasible for Germany to
furnish the full 46,000,000 ; for it means that Franoe will receive 20,000,000
tona before Italy receives anything. The Reparation Commission has no
discretion to modify this. The Italian Press has not failed to notice the
significance of the provision, and alleges that this clsuse waa inserted during
the absence of the Italian representatives from Paris (Corriers della Sera,
July 19, 1919). ’

% It followa that the ourrent rate of production in Germany has sunk to
about 80 per cent of that of 1913, The effect on reserves has natursily
been disastrous, and the prospects for the coming winter are dangerous.
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futed, that some of them are bound to persist for
gome time to come. In part they are the same a3
elsewhere ; the daily shift has been shortened from 8}
to 7 hours, and it is improbable that the powers of
the Central Government will be adequate to restore
them to their former figure. But in addition, the
mining plant is in bad condition (due to the lack of
certain essential materials during the blockade), the
physical efficiency of the men is greatly impaired by
malnutrition (which cannot be cured if a tithe of
the reparation demands are to be satisfied,—the
standard of life will have rather to be lowered),
and the casualties of the war have diminished the
numbers of efficient miners. The analogy of English
conditions is sufficient by itself to tell us that a pre-
war level of output cannot be expected in Germany.
German authorities put the loss of output at somewhat
above 30 per cent, divided about equally between the
shortening of the shift and the other economic
influences. This figure appears on general grounds
to be plausibla, but I have not the knowledge to
endorse or to criticise it.

The pre-war figure of 118,000,000 tons net (s.e.
after allowing for loss of territory and consumption
ot the mines) is likely to fall, therefore, at least
as low as to 100,000,000' tons, having regard to
the above factors, If 40,000,000 tons of this are

1 This assumes & lozs of output of 15 per oent as compared with the
satimate of 30 per cent quoted above,
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to be exported to the Allies, there remain 60,000,000
tons for Germany herself to meet her own domestic
consumption. Demand as well as supply will be dimin-

- ished by loss of territory, but at the most extravagant
estimate this could not be put above 29,000,000 tons*
Our hypothetical caleulations, therefore, leave us with
post-war German domestic requirements, on the basis
of a pre-war efficiency of railways and industry, of
110,000,000 tons against an output not exceeding
100,000,000 tons, of which 40,000,000 tons are
mortgaged to the Allies.

The importance of the subject has led me into a
somewhat lengthy statistical analysis. It is evident
that too much significance must not be attached to
the precise figures arrived at, which are hypothetical
and dubious.® But the general character of the facts
presents itself irresistibly, Allowing for the loss of
territory and the loss of efficiency, Germany cannot
export coal in the near future (and will even be
dependent on her Treaty rights to purchase in Upper
Silesia), if she is to continue as an industrial nation.

! This supposes » loss of 26 per cent of Germany's industrial wnder-
takings and a diminution of 13 per cant in her other requirements.

* The reader must be reminded in particular that the above calenlations
take no noconnt of the German production of lignits, which yielded in 1918
13,000,000 tons of rough lignite in addition to an amount converted into
21,000,000 tons of briquette. This amount of lignits, however, was
required in Germany before the war in addition & the quantities of coal
assumed above. I am not competent tospesk on the extent to whioh the
loss of coal can be made good by the extended use of lignite or by economiea
in its present employment ; but eome authorities believe that Germany may
obtain substantial compensation for her loss of coal by paying more attention
to her deposita of lignite,
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Every million tons she is forced to export must be
at the expense of closing down an industry. With
results to be considered later this within ecertain .
limits is possible. But it is evident that Germany
cannot and will not furnish the Allies with a con-
tribution of 40,000,000 tons annually. Those Allied
Ministers, who have told their peoples that she
can, have certainly deceived them for the sake
of allaying for the moment the misgivings of the
European peoples as to the path along which they
are being led.

The presence of these illugory provisions (amongst
others) in the clauses of the Treaty of Peace is
especially charged with danger for the future. The
more extravagant expectations as to Reparation
receipts, by which Finance Ministers have deceived
their publics, will be heard of no more when they
have served their immediate purpose of postponing
the hour of taxation and retrenchment. But the.
coal clauses will not be lost sight of so easily,—for
the reason thet it will be absolutely vital in the in-
terests of France and Italy that these countries should
do everything in their power to exact their bond. As
a result of the diminished output due to German
destruction in France, of the diminished output of
mines in the United Kingdom and elsewhere, and of
many secondary causes, such as the breakdown of
transport and of organisation and the inefficiency of
new governments, the coal -position of all Europe is
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nearly desperate ;' and France and Italy, entering the
scramble with certain Treaty rights, will not lightly
surrender them,

As is generally the case in real dilemmas, the
French and Italian case will possess great force, indeed
unanswerable force from a certain point of view. The
position will be truly represented as a question
between Grerman industry on the one hand and French
and Jtalian industry on the other. It may be
admitted that the surrender of the coal will destroy
German industry ; but it may be equally true that
its non-surrender will jeopardise French and Italian
industry. (In such a case must not the victors with
their Treaty rights prevail, especially when much of
the damage has been ultimately due to the wicked
acts of those who are now $ed? ) Yet if these
feelings and these rights are allowed to prevail beyond
what wisdom would recommend, the reactions on the
social and economic life of Central Europe will be
far too strong to be confined within their original
limits.

But this is not yet the whole problem. If France
and Italy are to make good their own deficiencies
in coal from the output of Germany, then Northern
Europe, Switzerland, and Austria, which previously

' Mr. Hoover, in July 1919, estimated that the coal ontput of Enrope,
excluding Russia and the Balkans, hed dropped from 878,600,000 tons to
443,000,000 tons,—as & result in a minor degres of loss of material and
labour, but owing chiefly to a relaxation of physical effort aftar the
privations and sufferings of the war, a lack of rolling-eteck and transport,
and the unsettled political fate of some of the mining districta.
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drew their coal in large part from Germany's export-
able surplus, must be starved of their supplies.
Before the war 13,600,000 tons of Germany’s coal
exports went to Austria- Hungary. Inasmuch as
nearly all the coalficlds of the former Empire lie
outside what is now German-Austria, the industrial
ruin of this latter state, if she cannot obtain coal from
Germany, will be complete. The case of Germany’s
neutral neighbours, who were formerly supplied in
part from Great Britaih but in large part from
Germany, will be hardly less serious. They will go to
great lengths in the direction of msking their own
-supplies to Germany of materials which are essential
to her, conditional on these being paid for in coal.
Indeed they are already doing so.! With the break-
down of money economy the practice of international
barter is becoming prevalent. Nowadays money
in Central and South-Eastern Europe is seldom a
true measure of value in exchange, and will not
necessarily buy anything, with the consequence that
one country} possessing a commodity essential to the
needs of another, sells it not for cash but only against
a reciprocal engagement on the part of the latter
country to furnish in return some article not less
necessary to the former. This is an extraordinary

! Numerous commercial agreements during the war were srranged on
these lines. But in the month of Juns 1919 alone, minor agreements
providing for payment in coal wers made by Germany with Denmark,
Norway, and Switzerland, The amcants involved were not large, but with-
out them Germany oould not have obtained butter from Denmark, fats and
barrings from Norway, or milk and cattle from Switserland.
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complication as compared with the former almost
perfect simplicity of international trade. But in the
no less extraordinary conditions of to-day’s industry
it is not without advantages as & means of stimulating
production. The butter-shifts of the Rubhr® show how
far modern Europe has retrograded in the direction of
barter, and afford a picturesque illustration of the
low economic organisation to which the breakdown
of currency and free exchange between individuals
and nations is quickly leading us. But they may
produce the coal where other devices would fail.*

Yet if Germany can find coal for the neighbouring
neutrals, France and Italy may loudly claim that in
this case she can and must keep her treaty obligations.
In this there will be a great show of justice, and it
will be difficult to weigh against such claims the
possible facts that, while German miners will work
for butter, there is no available means of compell-
" ing them to get coal, the sale of which will.bring in
nothing, and that if Germany has no coal to send to
her neighbours she may fail to secure imports essential
to her economic existence.

If the distribution of the European coal supplies is
to be a scramble in which France is satisfied first,

Italy next, and every one else takes their chance, the

1 % 8ome 60,000 Ruhr miners have agreed to work extra shifts—so-called
butter-shifts—for the purpose of furnishing oocal for export to Denmark,
whenoe butter will be exported in return, The butter will benefit the
minera in the first place, as thoy have worked specially to obtain it"
(Kdlnische Zestung, June 11, 19189),

1 What of the proapects of whisky-ghifts in England 1
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industrial future of Europe is black and the prospects
of revolution very good. Itis a case where particular
interests and particular claims, however well founded
in sentiment or in justice, must yield to sovereign
expediency. If there is any approximate truth
in Mr. Hoover's calculation that the coal output
of Europe has fallen by one-third, a situation con-
fronts us where distribution must be effected with
even-handed impartiality in accordance with need,
and no incentive can be neglected towards increased
production and economical methods of transport.
The establishment by the Supreme Council of the
Allies in Augnst 1919, of a European Coal Com-
mission, consisting of delegates from Great Britain,
France, Italy, Belgium, Poland, and Czecho-Slovakia
was a wise measure which, properly employed and ex-
tended, may prove of great assistance. But I reserve
constructive proposals for Chapter VII. Here I am
only concerned with tracing the consequences, per
tmpossibile, of carrying out the Treaty au pied de
la lettre! °

(2) The provisions relating to iron-ore require less

1 As carly as September 1, 1919, the Coal Commission had to face the
physioal impracticability of enforcing the demands of the Treaty, and agreed
to modify them as follows :~—* Germany shall in the next six months make
deliveries corresponding to an annual delivery of 20 willion tons as compared
with 43 millions as provided in the Peace Treaty, If Germnany's total pro-
duction exceeds the present level of about 108 millions a yoar, 60 per cent
of the extra production, up to 128 millions, shall be delivered to the Entents,
and 50 par cent of any extra bayond that, unmtil the figure provided in the
Poaco Treaty is reached. Kf the total production falls below 108 millions
the Entente will examine the situation, after hearing Germany, and take
acoouat of it"”
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detailed attention, though their effecta are destructive.
They require less attention, because they are in large
measure inevitable. Almost exactly 75 per cent of
the iron-ore raised in Germany in 1913 came from
Alsace-Lorraine.' In this the chief importance of
the stolen provinces lay.

There is no question but that Germany must lose
these ore-fields. The only question is how far she is
to be allowed facilities for purchasing their produce.
The German Delegation made strong efforts to secure
the inclusion of a provision by which coal and coke
to be furnished by them to France should be given
in exchange for manette from Lorraine. But they
secured no such stipulation, and the matter remains
at France’s option.

The motives which will govern France’s eventual
policy are not entirely concordant. While Lorraine
comprised 75 per cent of Germany’s iron-ore, only
25 per cent of the blast furnaces lay within Lorraine
and the Saar basin together, a large proportion of
the ore being carried into Germany proper. Approxi-
mately the same proportion of Germany’s iron and
steel foundries, namely 25 per cent, were situated
in Alsace-Lorraine. For the moment, therefore, the
most economical and profitable course would certainly

1 21,136,265 tons out of a total of 28,607,908 tons. The loss of iron-ore
in respect of Upper Silesia is insignificant. The exclasion of the iron and
steel of Luxemburg from the Germaz Customa Union is, however, important,
eapecially when this loss is added to that of Alsace-Lorrains. It may be
sdded in pamsing that Upper Silesia includes 75 per cent of the xine
production of Germany.
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be to export to Germany, as hitherto, a considerable
part of the output of the mines.

On the other hand, France, having recovered the
deposits of Lorraine, may be expected to aim at
replacing as far as possible the industries, which
Germany had based on them, by industries situated
within her own frontiers, Much time must elapse
before the plant and the skilled labour could be
developed within France, and even so she could
hardly deal with the ore unless she could rely on
receiving the coal from Germany. The uncertainty,
too, as to the ultimate fate of the Saar will be disturb-
ing to the calculations of capitalists who contemplate
the establishment of new industries in France.

In fact, here, as elsewhere, political considerations
cut disastrously across economic. In a régime of
Free Trade and free economic intercourse it would be
of little consequence that iron lay on one side of a
political frontier, and labour, coal, and blast furnaces
on the other. But as it is, men have devised ways to
impoverish themselves and one another; and prefer
collective animosities to individual happiness. It
seems certain, calculating on the present passions and
impulses of European capitalistic society, that the
effective iron output of Europe will be diminished by
a pew political frontier (which sentiment and historic
justice require), because nationalism and private
interest are thus allowed to impose a new economic
frontier along the same lines. These latter considera-
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tions are allowed, in the present governance of Europe,
to prevail over the intense need of the Continent for
the most sustained and efficient production to repair
the destructions of war, and to satisfy the insistence
of labour for & larger reward.!

The same influences are likely to be seen, though
on a lesser scale, in the event of the fransference of
Upper Silesia to Poland. While Upper Silesia con-
tains but little iron, the presence of coal has led to
the establishment of numerous blast furnaces. What
is to be the fate of these? If Germany is cut off
from her supplies of ore on the west, will she export
beyond her frontiers on the east any part of the
little which remains to her? The efficiency and
output of the industry seem certain to diminish,

Thus the Treaty strikes at organisation, and by
the destruction of organisation impairs yet further
the reduced wealth of the whole community. The
economic frontiers which are to be established between
the coal and the iron, upon which modern industrial-
ism is founded, will not only diminish the production
of useful commodities, but may possibly occupy an
immense quantity of human labour in dragging iron

1In April 1918, the British Ministry of Munitions despatched an
expert Commission to examine the conditions of the iron and stesl works in
Lorraine and tho ocoupied sreas of Germany. The Report states that the
iron and stes! works in Lorraine, and to & lesser extent in the Saar Valley,
are dependent on supplies of coal and coke from Westphalia, It is necessary
to mix Westphalian coal with Ssar coal to obtain a good furnace coke, The
entire dependence of all the Lorraine fron and steel works upon Germany
for fuel supplies ' places them,” says the Report, “in & very umenviable

position,"
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or coal, as the case may be, over many useless miles
to satisfy the dictates of a political treaty or because
obstructions have been established to the proper
localisation of industry.

III

There remain those Treaty provisions which relate
to the transport and the tariff systems of Germany.
These parts of the Treaty have not nearly the im-
portance and the significance of those discussed
hitherto. They are pin-pricks, interferences and
vexations, not so much objectionable for their solid
consequences, as dishonourable to the Allies in the
light of their professions. Let the reader consider
what follows in the light of the assurances already
quoted, in reliance on which Germany laid down her
arms. '

(1) The miscsllaneous Economic Clauses commence
with a number of provisions which would be in ac-
cordance with the spirit of the third of the Fourteen
Points,~—if they were reciprocal. Both for imports
and exports, and as regards tariffs, regulations, and
prohibitions, Germany binds herself for five years to
accord most-favoured-nation treatment to the Allied
and Associated States.! But she is not entitled her-
self to receive such treatment.

For five years Alsace-Lorraine shall be free to

1 Arta. 264, 265, 266, and 267. These provisiona can orly be extended
bayond five years by the Council of the Leagus of Nations,
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export into Germany, without payment of customs
duty, up to the average amount sent annually into
Germany from 1911 t0.1913.! But there is no similar
provision for German exports into Alsace-Lorraine,

For three years Polish exports to Germany, and
for five years Luzemburg's exports to Germany, are to
have a similar privilege,”—but not German exports
to Poland or to Luxemburg. Luxemburg also, which
for many years has enjoyed the benefits of inclusion
within the German Customs Union, is permanently
excluded from it henceforward.?

For six months after the Treaty has come into
force Germany may not impose duties on imports
from the Allied and Associated States higher than
the most favourable duties prevalent before the war;
and for a further two years and a half (making three
years in all} this prohibition continues to apply to
certain commodities, notably to some of those as to
which special agreements existed before the war, and
also to wine, to vegetable oils, to artificial silk, and to
washed or scoured wool.* This is a ridiculous and in-
jurious provision, by which Germany is prevented from
taking those steps necessary to conserve her limited

b Art. 268 (a). t Art 268 (D) and (c).

* The Grand Duohy ia also denentralised and Germany binds herself to
' agoept in advance all internationsl arrangements which may be conoladed
by the Allied and Associated Powors relating to the Grand Duchy” (Art.
40). At the end of September 1919 a plobiscite was held to determine
whether Luxemburg should join the French or the Belgian Customs Union,
which decided by o subatantial majority in favour of the former. The third
altornative of the maintenance of the union with Germany was hot left open
to the electorate. 4 Art, 266,
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resources for the purchase of necessaries and the dis-
charge of Reparation. As a result of the existing
distribution of wealth in Germany, and of financial
wantonness amongst individuals, the offspring of un-
certainty, Germany is threatened with a deluge of
luxuries and semi-luxuries from abroad, of which she
has been starved for years, which would exhaust or
diminish her small supplies of foreign exchange. These
provisions strike at the authority of the German
Government to ensure economy in such consumption,
or to raise taxation during a critical period. What an
example of senseless greed overreaching itself, to intro-
duce, after taking from Germany what liquid wealth
she has and demanding impossible payments for the
future, a special and particularised injunction that
she must allow as readily as in the days of her
prosperity the import of champagne and of silk !

One other Article affects the Customs Régime of
Germany which, if it was applied, would be serious
and extensive in its consequences. The Allies have
reserved the right to apply a special customs régime
to the occupied area on the left bank of the Rhine,
“in the event of such a measure being necessary in
their opinion in order to safeguard the economic
interests of the population of these territories,”*
This provision was probably introduced as a
possibly useful adjunct to the French policy of
somehow detaching the left bank provinces from

L Art. 270,
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Germany during the years of their occupation. The
project of establishing an independent Republic under
French clerical auspices, which would act as a buffer
state and realise the French ambition of driving
Germany proper beyond the Rhine, has not yet been
abandoned. Some believe that much may be accom-
plished by a régime of threats, bribes, and eajolery
extended over a period of fifteen years or longer.! If
this Article is acted upon, and the economic system
of the left bank of the Rhine is effectively severed

1 The occupation provisions may be conveniently summarised at this
peint. Germon territory situated west of the Rhine, together with the
bridge-heads, is subject to ocoupation for a period of fifteon years (Art. 428).
If, however, * the conditions of the present Treaty are faithfully carried out
by Germany,” the Cologne district will be evacuated after five years, and the
Coblenx distriot after ton years (Art. 420). It is, however, farther provided
that if at the expiration of fifteen years ¢‘ the guarantees against unprovoked
sggression by Germany ares not considered enfficient by the Allied and
Associated Governments, the evacuation of the coccupying troope may be
delayed to the extent regarded as necessary for the purpose of obtaining
the required guarantees” (Art. 429); and also that **in case either during
the occupation or after the expiration of the fifteen years, the Reparation
Commission finds that Germany refuses to observe the whole or part of her
obligations under the present Treaty with regard to Reparation, the whole
or part of the areas specified in Article 429 will be re-ocoupied immediately
by the Allied and Associated Powers™ (Art. 430). Sinoce it will be im-
posseible for Germany to fulfil the whole of her Roparation obligations, the
effeot of the above provisions will be in practice that the Allies will ocoupy
the loft bank of the Rhine just so long as they chooss, They will also
govern it in anch manner as they may determine (s.g. ot only ss regards
cuatoms, but such matters as the respective authority of the local German
representatives and the Allied Governing Commission), since *all matters
relating to the coccupation and not provided for by the present Treaty
shsll be regulated by subsequent agreements, which Germany hereby under-
takes to observe" (Art. 482). The motual Agresment under which the
ocoipiod areas are to be administered for the present has been published as
» White Paper [(d. 222} The eupreme suthority is to be in the hands of
an Inter-Allied Rhineland Commission, consisting of s Belgian, & French,
a British, and an American membor. The articles of this Agresment are
very fairly and reasonably drawn.
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from the rest of Germany, the effect would be far-
reaching. But the dreams of designing diplomats do
not always prosper, and we must trust the fature.

(ii.) The clauses relating to Railways, as originally
presented to Germany, were substantially modified in
the final Treaty, and are now limited to a provision
by which goods coming from Allied territory to
Germany, or in transit through Germany, shall receive
the most favoured treatment as regards rail freight,
rates, etc., applied to goods of the same kind carried
on any German lines “under similar conditions of
transport, for example, as regards length of route.”?!
As a non-reciprocal provision this is an act of
interference in internal arrangements which it is
difficult to justify, but the practical effect of this?
and of an analogous provision relating to passenger
traffic,’ will much depend on the interpretation of
the phrase, * similar conditions of transport.” *

For the time being Germany’s transport system
will be much more seriously disordered by the pro-
visions relating’ vo the cession of rolling-stock. Under
paragraph 7 of the Armistice conditions Germany was

! Art. 365. After five yoars this Article is subject to revision by the
Council of the Leagus of Natious,

* The German Government withdrew, sy from September 1, 1919, ail
preferential railway tariffs for the export of iron and steel goods, on the
ground that these privileges would have been more than counterbslanced
by the corresponding privileges which, under this Article of the Treaty, they
wotld have been forced to give to Allied tradars. .

¥ Art. 367.

4 Queations of interpretation and application are to be referred to the
League of Nations (Art. 376).

H
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called on to surrender 5000 locomotives and 150,000
waggons, “in good working order, with all necessary
spare parts and fittings.” Under the Treaty Germany
is required to confirm this surrender and to recognise
the title of the Allies to the material.' She is further
required, in the case of railway systems in ceded
territory, to hand over these systems complete with
their full complement of rolling-stock *“in a normal
state of upkeep ” as shown in the last inventory before
November 11, 1918.* That is to say, ceded railway
gystems are not to bear any share in the general
depletion and deterioration of the German rolling-
stock as a whole,

This is a loss which in course of time can doubtless
be made good. But lack of lubricating oils and the
prodigious wear and tear of the war, not compensated
by normal repairs, had already reduced the German
railway system to a low state of efficiency. The
further heavy losses under the Treaty will confirm
this state of affairs for some time to come, and are a
substantial aggravation of the difficulties of the coal
problem and of export industry generally.

(iii.) There remain the clauses relating to the river
system of Germany. These are largely unnecessary
and are 80 little related to the supposed aims of the
Allies that their purport is generally unknown. Yet

1 Art. 250.
9 Art, 871, This provision is even applied ** to the lines of former Russian

Poland converted by Qermany to the German gauge, such lines being
regarded as detached from the Prussian State S8ystem.”



v THE TREATY 99

they constitute an.unprecedented interference with a
country’s domestic arrangements, and are capable of
being so operated as to take from Germany all
effective control over her own transport system. In
their present form they are incapable of justification ;
but some simple changes might transform them into a
reasonable instrument.

Most of the principal rivers of Germany bave their
gource or their outlet in non-German territory. The
Rhine, rising in Switzerland, is now a frontier river
for a part of its course, and finds the sea in Holland ;
the Danube rises in Germany but flows over its
greater length elsewhere; the Elbe rises in the
mountains of Bohemia, now called Czecho-Slovakia ;
the Oder traverses Lower Silesia ; and the Niemen now
bounds the frontier of East Prussia and has its source
in Russia. Of these, the Rhine and the Niemen are
frontier rivers, the Elbe ia primarily German but in
its upper reaches has much importance for Bohemia,
the Danube in its German paris appears to have little
concern for any country but Germany, and the Oder
is an almost purely German river unless the result
of the plebiscite is to detach all Upper Silesia.

Rivers which, in the words of the Treaty,
“naturally provide more than one State with access
to the sea,” properly require some measure of
international regulation and adequate guarantees
against discrimination. This principle has long been
recognised in the International Commissions which
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regulate the Rhine and the Danube. But on such
Commissions the States concerned should be repre-
sented more or less in proportion to their interests.
The Treaty, however, has made the international
character of these rivers a pretext for taking the
river system of Germany out of German control.

After certain Articles which provide suitably
against discrimination and interference with freedom
of transit,' the Treaty proceeds to hand over the
administration of the Elbe, the Oder, the Danube,
and the Rhine to International Commissions.? The
ultimate powers of these Commissions are to be
determined by * a General Convention drawn up by
the Allied and Associated Powers, and approved by
the League of Nations.”® In the meantime the Com-
missions are to draw up their own eonstitutions -and
are apparently to enjoy powers of the most extensive
description, * particularly in regard to the execution
of works of maintenance, control, and improvement
on the river system, the financial régime, the fixing
and collection of charges, and regulations for naviga-
tion.” ¢

1 Arts, 332-337, Exception may be taken, however, to the second paragraph
of Art. 332, which allows the vessels of other nations to trade betweon German
towns but forbids German vessols to trade between non-German towns except
with special permission; and Art. 333, which prohibits Germany from
making use of her river aystem as a source of revenus, may be injudicions.

% The Niemen and the Moselle are to be similarly treated st & later date
if required.

* Art. 338,

¢ Art. 844. This is with particular reference to the Klbe and the Qder ;
the Dannbe and the Rhine are dealt with in relation to the existing
Commiasions,
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So far there is much to be said for the Treaty.
Freedom of through transit is & not unimportant part
of good international practice and should be estab-
lished everywhere. ~The objectionable feature of the
Commissions lies in their membership. In each case
the voting is so weighted as to place Germany in a
clear minority, On the Elbe Commission Germany
has four votes out of ten; on the Oder Commission
three out of nine; on the Rhine Commission four out
of nineteen ; on the Danube Commission, which is not
yeot definitely constituted, she will be apparently in a
small minority. - On the government of all these
- rivers France and Great Britain are represented ; and
on the Elbe for some undiscoverable reason there are
also representatives of Italy and Belgium,

Thus the great waterways of Germany are handed
over to foreign bodies with the widest powers; and
much of the local and domestic business of Hamburg,
Magdeburg, Dresden, Stettin, Frankfurt, Breslau, and
Ulm will be subject to a foreign jurisdiction, It is
almost as though the Powers of Continental Europe
were to be placed in a majority on the Thames
Conservancy or the Port of London.

Certain minor provisions follow lines which in
our survey of the Treaty are now familiar. Under
Annex IIL of the Reparation Chapter Germany is
to cede up to 20 per cent of her inland navigation
tonnage. Over and above this she must cede such
proportion of her river craft upon the Elbe, the
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Oder, the Niemen, and the Danube as an American
arbitrator may determine, “due regard being had to
the legitimate needs of the parties concerned, and
particularly to the shipping traffic during the five
years preceding the war,” the craft so ceded to be
selected from those most recently built.! The same
course is to be followed with German vessels and tugs
on the Rhine and with German property in the port
of Rotterdam.? Where the Rhine flows between
France and Germany, France is to have all the rights
of utilising the water for irrigation or for power and
Germany is to have none ;® and all the bridges are to
be French property as to their whole length.* Finally,
the administration of the purely German Rhine port
of Kehl lying on the eastern bank of the river is to be
united to that of Strassburg for seven years and
managed by a Frenchman nominated by the new
Rhine Commission.

Thus the Economic Clauses of the Treaty are com-
prehensive, and little has been overlooked which might
impoverish Germany now or obstruct her develop-
ment in future. So situated, Germany is to make
payments of money, on a scale and in a manner to be
examined in the next chapter.

L Art. 839, ¥ Art, 367,

3 Art. 358. Germany is, however, to be allowed some payment or credit
in respact of power so taken by France.

4 Art, 66,



CHAPTER V
REPARATION

I. Undertakings given prior to the Peace
. Negotiations

- THE categories of damage in respect of which the
Allies were entitled to ask for Reparation are
governed by the relevant passages in President
Wilson’s Fourteen Points of January 8, 1918,
as modified by the Allied Governments in their
qualifying Note, the text of which the President
formally communicated to the German Government
a8 the basis of peace om November 5, 1918.
These passages have been quoted in full at the
beginning of Chapter IV. That is to say, *com-
pensation will be made by Germany for all damage
done to the civilian population of the Allies and to
their property by the aggression of Germany by land,
by sea, and from the air.” The limiting quality of
this sentence is reinforced by the passage in the
President’s speech before Congress on February 11,
1918 (the terms of this speech being an express part

103
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of the contract with the enemy), that there shall be
“no contributions” and “ no punitive damages.”

It has sometimes been argued that the preamble
to paragraph 19! of the Armistice Terms, to the effect
“ that any future claims and demands of the Allies
and the United States of America remsin un-
affected,” wiped out all precedent conditions, and left
the Allies free to make whatever demands they
chose. But it is not possible to maintain that this
casual protective phrase, to which no one at the
time attached any particular importance, did away
with all the formal communications which passed
between the President and the German Government
as to the basis of the Terms of Peace during the
days preceding the Armistice, abolished the Fourteen
Points, and converted the German acceptance of the
Armistice Terms igtekﬁnconditional surrender, so far
a8 affects the Financial Clauses, It is merely the
usyal phrase of the draftsman, who, about to rehearse
a Liswdf certain claims, wishes to guard himself from
the implication that such list is exhaustive. In any
case this contention is disposed of by the Allied

1 ¥ With reservation that any future claims and demands of the Allies
and the United States of America remain unaffected, the following financial
conditions are required : Reparation for damage done. Whilst Armistice
lasts, no public securities shall be removed by the enemy which can serve
a8 & pledge to the Allies for recovery or reparstion of war losses. Im-
mediate restitution of cash deposit in National Bank of Belgium, and, in
genoral, immediate return of all documents, of specie, stock, shares, paper
money, fogether with plant for issus thereof, tonohing public or privats
interests in invaded countries. Restitution of Russian and Roumanian
gold yielded to Germany or taken by that Power. This gold to be delivered
in trust to the Allies until signature of peace.” ’
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reply to the German observations on the first draft
of the Treaty, where it is admitted that the terms of
the Reparation Chapter must be governed by the
President's Note of November 5.

Assuming then that the terms of this Note
are binding, we are left to elucidate the precise
force of the phrase-—‘all damage done to the
civilian population of the Allies and to their
property by the aggression of Germany by land, by
sea, and from the air.” Few sentences in history
have given so much work to the sophists and the
lawyers, as we shall see in the next section of this
chapter, a8 this apparently simple and unambignous
statement. Some have not scrupled to argue that it
covers the entire cost of the war; for, they point
out, the entire cost of the war has to be met
by taxation, and such taxation is *damaging to
the civilian population.” They admit that the
phrase is cumbrous, and that it would have been
gimpler to have said “all loss and expenditufe of
whatever description”; and they allow that the
apparent emphasis on damage to the persons and
property of civilians is unfortunate; but errors of
draftsmanship should not, in their opinion, shut off
the Allies from the rights inherent in victors.

But there age not only the limitations of the
phrase in its natural meaning and the emphasis on
civilian damages as distinct from military expendi-
ture generally ; it must also be remembered that the
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context of the term is in elucidation of the meaning
of the term “ restoration ” in the President’s Fourteen
Points. The Fourteen Points provide for damage
in invaded territory — Belgium, France, Roumania,
Serbia, and Montenegro (Italy being unaccountably
omitted)—but they do not cover losses at sea by
submarine, bombardments from the sea {as at Scar-
borough), or damage done by air raids. It was to
repair these omissions, which involved losses to the
life and property of civilians not really distinguish-
able in kind from those effected in occupied territory,
that the Supreme Council of the Allies in Paris pro-
posed to President Wilson their qualifications. At
that time—the last days of October 1918—1I do not
believe that any responsible statesman had in mind
the exaction - from Germany of an indemnity for the
general costs of the war. They sought only to make
it clear (a point of considerable importance to Great
Britain) that reparation for damage done to non-
combatants and their property was not limited to
invaded territory (as it would have been by the
Fourteen Points unqualified), but applied equally to
all such damage, whether “ by land, by sea, or from
the air.” It was only at a later stage that a general
popular demand for an indemnity, covering the full
costs of the war, made it politic#lly desirable to
practise dishonesty and to try to discover in the
written word what was not there.

What damages, then, can be claimed from the
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enemy on & strict interpretation of our engage-
ments?' In the case of the United Kingdom the
bill would cover the following items—

(@) Damage to civilian life and property by the
acts of an enemy (Government including damsage by
air raids, naval bombardments, submarine warfare
and mines.

() Compensation for improper treatment of in-
terned civilians,

It would not include the general costs of the war
or {e.g.) indirect damage due to loss of trade.

The French claim would include, as well as items
corresponding to the above,—

(¢) Damage done to the property and persons of
civilians in the war area, and by aerial warfare behind
the enemy lines.

(d) Compensation for loot of food, raw materals,
live-stock, machinery, household effects, timber, and
the like by the enemy Governments or their nationals
in territory occupied by them.

(¢) Repayment of fines and requisitions levied by
the enemy Governments or their officers on French
municipalities or nationals,

(f) Compeusation to French nationals deported

or compelled to do forced labour.

»
! It is to be noticed, in passing, that they contain nothing which limits
the damage to demage inflioted contrary to the recognised rules of warfare.
That is to sy, it is permissible to include olaima arising ount of the legiti-

mats capture of & merchantman at ses, as well a8 the costs of illegal
submarins warfare,
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In addition to the above there is a further item
of more doubtful character, namely—

(g) The expenses of the Relief Commission in pro-
viding necessary food and clothing to maintain the
civilian French population in the enemy-occupied
districts,

The Belgian claim would include similar items.*” If

it were argued that in the case of Belgium some-
thing more nearly resembling an indemnity for
general war costs can be justi‘ed, this could only
be on.the ground of the breach of International Law
involved in the invasion of Belgium, whereas, as we
have seen, the Fourteen Points include no special
demands on this ground.* As the cost of Belgian
‘Relief under {g), as well as her general war costs,
has been met already by advances from the British,
French, and United States Governments, Belgium
would presumably employ any repayment of them by
Germany in part discharge of her debt to these
Governments, so that any such demands are, in effect,
an addition to the claims of the three lending
Governments.

The claims of the other Allies would be compiled
on similar lines. But in their case the question arises

! Mark-paper or mark-oredits owned in ex-occupied territory by Allied
nationals should be included, if at &ll, in the settlement of enemy debts,
along with other sums owed to Allied nationals, and not in connection
with reparation,

¥ A special claim on behalf of Belgium was aotually included im the
Posce Treaty, and was accepted by the German representatives without
demar,
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more acutely how far Germany can be made con-
tingently liable for damage done, not by herself, but
by her co-belligerents, Austria-Hungary, Bulgaria,
and Turkey. This is one of the many questions to
which the Fourteen Points give no clear answer;
on the one hand, they cover explicitly in Point 11
damage done to Roumania, Serbia, and Montenegro,
without qualification as to the nationality of the troops
inflicting the damage; on the other hand, the Note
of the Allies speaks of * German ” aggression when
it might have spoken of the aggression of “ Germany
and her allies.” On a strict and literal interpre-
tation, I doubt if claims lie against Germany for
damage done,—e¢.g. by the Turks to the Suez Canal,
or by Austrian submarines in the Adriatic. But
it is a case where, if the Allies wished to strain a
point, they could impose contingent lability on
Germany without running seriously contrary to the
general intention of their engagementa.

As between the Allies themselves the case is quite
different. It would be an act of gross unfaimess
and infidelity if France and Great Britain were to
take what Germany could pay and leave Italy and
Serbia to get what they could out of the remains
of Austria-Hungary. As amongst the Allies them-
selves it is clear that assets should be pooled and
shared out in proportion to aggregate claims.

In this event, and if my estimate is accepted,
a3 given below, that Germany's capacity to pay
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will be exhausted by the direct and legitimate
claims which the Allies hold against her, the ques-
tion of her contingent liability for her allies becomes
academic. Prudent and honourable statesmanship
would therefore have given her the benefit of the
doubt, and claimed against her nothing but the
damage she had herself cansed.

What, on the above basis of claims, would the
aggregate demand amount to? No figures exist on
which to base any scientific or exact estimate, and
I give my own guess for what it is worth, prefacing
it with the following observations.

The amount of the material damage done in the
invaded districts has been the subject of enormous,
if natural, exaggeration. A journey through the
devastated areas of France is impressive to the eye
and the imagination beyond description. During
the winter of 1918-19, before Nature had cast over
the scene her ameliorating mantle, the horror and
desolation of war was made visible to sight on an
extraordinary scale of blasted grandeur. The com-
pleteness of the destruction was evident. For mile
after mile nothing was left. No building was habit-
able and no field fit for the plough. The sameness
was also striking. One devastated area was exactly
like another—a heap of rubble, a morass of shell-
holes, and a tangle of wire.! The amount of human

¥ To the British observer, one scens, however, stood out distin-
guished from the rest—the field of Yprea. In that desolate and ghostly
spot, the natursl colour and humonrs of the landscape and the climate
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labour which would, be required to restore such a
countryside seemed incalenlable ; and to the returned
traveller any number of milliards of pounds was
inadequate to express in matter the destruction -
thus impressed upon his spirit. Some Governments
for a variety of intelligible reasons have not been
ashamed to exploit these feelings a little.

Popular sentiment is most at fault, I think, in
the case of Belgium. In any event Belgium is a
small country, and in its case the actual area of
devastation is a small proportion of the whole. The
first onrush of the Germans in 1914 did some damage
locally ; after that the battle-line in Belgium did
not sway backwards and forwards, as in France,
over a deep belt of country. It was practically
stationary, and hostilities were confined to a small
corner of the country, much of which in recent times
was backward, poor, and sleepy, and did not include
the active industry of the country. There remains
some injury in the small flooded area, the deliberate
damage done' by the retreating Germans to build-
ings, plant, and transport, and the loot of machinery,
cattle, and other movable property. But Brussels,
Antwerp, and even Qstend are substantially intact,

seemed desigued to express to the traveller the memories of the ground.
A visitor to the salient early in November 1918, when a fow German
bodies still added a touch of realiym and human horror, and the groat
atruggle was not yot cortainly ended, could feel there, ss mowhere slss,
the present outrage of war, and at the samas time the tragic snd senti-
mental purification which to the future will in soms degres tranmaform its
hamhness,
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and the great bulk of the land, which is Belgium's
chief wealth, is nearly as well cultivated as before.
The traveller by motor can pass through and from
end to end of the devastated area of Belgium almost
before he knows it; whereas the destruction in
France is on a different kind of seale altogether,
Industrially, the loot has been serious and for the
moment paralysing; but the actual money cost of
replacing machinery mounts up slowly, and a very
few tens of millions would have covered the value
of every machine of every possible description that
Belgiam ever possessed. Besides, the cold statistician
must not overlook the fact that the Belgian people
possess the instinet of individual self-protection
unusually well developed; and the great mass of
German bank-notes' held in the country at the

! These notes, estimated to amount to no Jless than six thousand
million marks, are now & source of embarrassment and grest potentisl
loss to the Belgian Government, inasmuch as on their recovery of the
country they took them over from their nationals in exchange for Belgian
notes at the rate of Fr. 1.20=Mk. 1. This rate of exchange, being sub-
stantially in excess of the valne of the mark-notes at the rate of exchangs
current at the time (and enormously in excess of the rats to which the
mark-notes have gincs fallen, the Belgian frano being now worth more than
three marks), was the oocasion of the amuggling of mark-notes into Belgium
on an enormous acale, to take advantage of the profit obtainable. The
Belgian Government took this very imprudent step, partly because they
hoped to persuade the Peace Conference to make the redemption of these
bank-notes, at the par of exohange, a first charge on German asssts. The
Peace Conferance held, however, that Reparation proper must take pre.
cedence of the adjustment of improvident banking transactions effected
at an excossive rate of exchange. The possession by the Belgian
Government of this great mass of German ourrency, in addition to
an amount of nearly two thousand million marks held by the Fremch
Government which they similarly exchanged for the benofit of the popnla-
tion of the invaded arcas and of Alsace-Lorraine, is & sericus aggravation
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date of the Armistice, shows that certain classes
of them at least found a way, in spite of all the
severities and barbarities of German rule, to profit
at the expense of the invader. Belgian claims
against Germany such as I have seen, amounting
to & sum in excess of the total estimated pre-war
wealth of the whole country, are simply irrespon-
sible.!

It will help to guide our ideas to quote the
official survey of Belgian wealth published in 1913
by the Finance Ministry of Belgium, which was as
follows :—

Million £.
Land . . . . . . 264
Buildings . . . . . 230
Perzsonal Wealth . . . . b45b
Cash . . . . . . 17
Furniture, ete. . . . . . 120
1181

This total yields an average of £156 per in-
habitant, which Dr. Stamp, the highest authority on
the subject, is disposed to consider as prima facte

of tho oxchange position f the mark. It will certainly be desirable for
the Belgian sud German Governments to come to some arrangsment as
to its disposal, though thia iz rendered difficult by the prior lien held by
the Roparation Commission over all German assets available for such pur-
poses,

! It chonld be sdded, in fairness, that the very high claims put forward
on belialf of Belgium generally include not only devastation proper, but
all kinds of other itema, as, for example, the profits and earm{ngs which
Belgians might reasonably have axpected to earn if thers Lad been no war.

I
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too low (though he does not accept certain much
higher estimates lately current), the corresponding
wealth per head (to take Belgium’s immediate
neighbours) being £167 for Holland, £244 for
Germany, and £303 for France.! A total of £1500
million, giving an average of about £200 per head,
would, however, be fairly liberal. The official estimate
of land and buildings is likely to be more accurate
than the rest. On the other hand, allowance has to
be made for the increased costs of consbruction.

Having regard to all these considerations, I do
not put the money value of the actnal physical loss
of Belgian property by destruction and loot above
£150,000,000 as a maximum, and while I hesitate
to put yet lower an estimate which differs so widely
from those generally current, I shall be surprised if
it proves possible to substantiate claims even to this
amount. Claims in respect of levies, fines, requisi-
tions, and so forth might possibly amount to a further
£100,000,000. If the sums advanced to Belgium
by her allies for the general costs of the war are
to be included, a sum of about £250,000,000 has
to be added (which includes the cost of relief),
bringing the total to £500,000,000.

The destruction in France was on an altogether
more significant scale, not only as regards the length
of the battle line, but also on account of the im-

1 ¢ Tho Wealth and Income of the Chief Powers,” by J. C. Stamp (Journal
of the Royal Statistical Socisty, July 1915).
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mensely deeper srea of country over which the
battle swayed from time to time. It is a popular
delusion to think of Belgium as the principal vietim
of the war; it will turn out, I believe, that taking
account of casualties, loss of property, and burden
of future debt, Belgium has made the least relative
sacrifice of all the belligerents except the United
States. Of the Allies, Serbia's sufferings and loss
have been proportionately the greatest, and after
Serbia, France. France in all essentials was just as
much the victim of German ambition as was Belgium,
and France's entry into the war was just as un-
‘avoidable. France, in my judgment, in spite of her
policy at the Peace Conference, a policy largely
traceable to her sufferings, has the greatest claims
on our generosity.

The special position occupied by Belgium in the
popular mind is due, of course, to the fact that in
1914 her zacrifice was by far the greatest of any
of the Allies. But after 1914 she played a minor
réle. Consequently, by the end of 1918, her relative
sacrifices, apart from those sufferings from invasion
which cannot be measured in money, had fallen
behind, and in some respects they were not even as
great as, for example, Australia’s. Isay this with no
wish to evade the obligations towards Belgium under
which the pronouncements of our responsible statesmen
at many different dates have certainly laid us. Great
Britain ought not to seek any payment at all from
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Germany for herself nntil the just claims of Belgium
have been fully satisfied. But this is no reason why we
or they should not tell the truth about the amount.

While the French claims are immensely greater,
here too there has been excessive exaggeration, as
responsible French statisticians have themselves
pointed out. Not above 10 per cent of the area
of France was effectively occupied by the enemy,
and not above 4 per cent lay within the area of
substantial devastation. Of the sixty French towns
having a population exceeding 35,000, only two
were destroyed—Reims (115,178) and St. Quentin
(55,571} ; three others were occupied—Lille, Roubaix,
and Douai—and suffered from loot of machinery and
other property, but were not substantially injured
otherwise. Amiens, Calais, Dunkerque, and Boulogne
suffered secondary damage by bombardment and from
the air; but the value of Calais and Boulogne must
have been increased by the new works of various
kinds erected for the use of the British Army.

The Annuaire Statistique de la France, 1917,
values the entire house property of France at
£2,380,000,000 (59'5 milliard francs).' An estimate
current in France of £800,000,000 (20 milliard
francs) for the destruction of house property
alone is, therefore, obviously wide of the mark.?

1 F)ther estimates vary from £2420 million to £2680 willion. See Stamp,
M'm'l;hiu was olearly and courageously pointed out by M, Charles Qide in
L’ Emancipation for February 1919,
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£120,600,000 at pre-war prices, or say £250,000,000
at the present time, is much nearer the right figure,
Estimates of the value of the land of France (apart
from buildings) vary from £2480 million to £3116
million, so that it would be extravagant to put the
damage on this head as high as £100 million. Farm
Capital for the whole of France has not been put by
responsible authorities above £420 million,! There
remain the loss of furniture and machinery, the
damage to the coal-mines and the transport system,
and many other minor items. But these losses, how-
ever gerious, cannot be reckoned in value by hundreds
of millions sterling in respect of so small & part of
France. In short, it will be difficult to establish
a bill exceeding £500,000,000, for physical and
material damage in the occupied and devastated
areas of Northern France® I am confirmed in this

! For detaila of these and other figures, ase Stamp, loc. cit.

¥ Even when the erxtent of the material damage has been eatablished,
it will be exasedingly difficult to put & price on it, which must largely
depend on the period over whioh restoration is spread, snd the methods
sdopted. It would be impoasible to make the damage good in a year or
two at any price, and an sttempt to do so at a rate which was excessive in
relation to the amount of labour and materials at hand might force pricea
. up to almost any level. We must, I think, sssume a cost of labour and
materials sbout equal to that current in the world generally, In poiut of
fact, however, we may safely assume that literal rastoration will never be
attempted. Indeod, it would be very wasteful to do so. Many of the
townships were old and unhoalthy, and many of the hamlets misersble.
To ve-eroot the same typo of building in the same places would be foolish,
As for the land, the wise course may Lo in some cazes to leave long stripa
of it to Nature for many years to come. An sggregate monsy sum should
be computed ss fairly representing the value of tho materisl damage, and
France should be left to expend it in the manuer gshe thinks wisest with a
view to her economio enrichment as & whole. The first breexe of thia
gontroversy has already blown through France. A long and inconclusive
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estimate by the opinion of M. René Pupin, the
author of the most comprehensive and scientific
estimate of the pre-war wealth of France,' which I
did not come across until after my own figure had
been arrived at. This authority estimates the material
losses of the invaded regions at from £400 million to
£600 million (10 to 15 milliards),® between which
my own figure falls half-way.

Nevertheless, M. Dubois, speaking on behalf of the
Budget Commission of the Chamber, has given the
figure of £2600 million (65 milliard francs) “as a
minimum " without counting ‘ war levies, losses at

debate occupied the Chamber during the spring of 1919, as to whether
inhabitants of the devastated area receiving compensation should be
compelled to expend it in restoring the identical property, or whether they
ghould be free to mse it as they like. There was evidently s great deal to
be said on both sides ; in the former case there would be much hardship
and uncertainty for owners who could not, many of them, hope to recover
the effective nae of their property perhape for years to come, and yot would
not be free to set themselves up elsewhere ; on the other hand, if such
persons wero allowed to take their compensation and go elsewhere, the
countryside of Northern France would never be put right. Nevertheless
I believe that the wise courss will be to allow great; latitude and let economie
motives take their own course.

1 La Rickesse ds la France dovant la Guerre, published in 1916,

¥ Revue Blsue, Fobruary 8, 1919. This is quoted in & very valuable
selection of French estimates and expressions of opinion, forming chapter
iv. of La Liguidation financidre ds la Guerre, by H. Charriaut and R.
Eacaunit. The general magnitude of my estimate is further confirmed by the
extont of the repairs already effected, na set forth in a spoech delivered by
M. Tardien on October 10, 1919, in which he said : ** On September 16 last,
of 2248 kilométres of railway track destroyed, 2016 had beea repaired ; of
1076 kilombtres of canal, 700 ; of 1160 constryctions, svch as bridges and
tunnels, which had been blown up, 588 had beem replaced ; of 550,000
houses ruined by bombardment, 80,000 had been rebuilt ; and of 1,800,000
heotares of ground rendered useloas by battls, 400,000 had been recultivated,
200,000 hectares of which are now ready to be sown. Finally, more than
10,000,000 mbtres of barbed wire had been removed.”
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sea, the roads, or the loss of public monuments.”
And M. Loucheur, the Minister of Industrial
Reconstruction, stated before the Senate on the
17th February 1919 that the reconstitution of the
devastated regions would involve an expenditure
of £3000 million (75 milliard franes),—more than
double M. Pupin's estimate of the entire wealth
of their inhabitants. But then at that time M.
Loucheur was téking a prominent part in advocating
the claims of France before the Peace Conference,
and, like others, may have found strict veracity
inconsistent with the demands of patriotism.*

The figure diseussed so far is not, however, the
totality of the French claims. There remain, in
particular, levies and requisitions on the occupied
areas and the losses of the French mercantile marine
at sea from the attacks of German cruisers and sub-
marines. Probably £200 million would be ample
to cover all such claims; but to be on the safe side,
we will, somewhat arbitrarily, make an addition to
the French claim of £300 million on all heads,
bringing it Yo £800 million in all.

The statements of M. Dubois and M. Loucheur
were made in the early spring of 1919. A speech
delivered by M. Klotz before the French Chamber six
months later (Sept. 5, 1919), was less excusable, In
this speech the French Minister of Finance estimated

1 Somo of theas estimatas include allowance for contiugent and immaterial
damage ax well as for direot-materisl injury,
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the total French claims for damage to property (pre-
sumably inclusive of losses at sea, ete., but apart
from pensions and allowances) at £5360 million
(134 milliard francs), or more than six times my
estimate. Even if my figure prove erroneous, M.
Klotz's can never have been justified. So grave has
been the deception practised on the French people by
their Ministers that when the inevitable enlighten-
ment comes, a3 it soon must (both as to their own
claims and as to Germany's capacity to meet them),
the repercussions will strike at more than M. Klotz,
and may even involve the order of Government and
Society for which he stands.

British claims on the present basis would be
practically limited to losses by sea—losses of hulls
and losses of cargoes. Claims would lie, of course,
for damage to civilian property in sair raids and by
bombardment from the sea, but in relation to such
figures as we are now dealing with, the money value °
involved is insignificant,—£5,000,000 might cover
them all, and £10,000,000 would certainly do so.

The British mercantile vessels lost by enemy action,
excluding fishing vessels, numbered 2479, with an
sggregate of 7,759,090 tons gross.' There is room
for considerable divergence of opinion as to the proper
rate to take for replacement cost; at the figure of
£30 per gross ton, which with the rapid growth of

} A substantial part of this was lc;at in the service of the Allies; this

must wot be duplicated by inclusion both in their claims and in ours.

*
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shipbuilding may soon be too high but can be replaced
by any other which better authorities' may prefer,
the aggregate claim is £230,000,000. To this must
be added the loss of cargoes, the value of which is
almost entirely a matter of guesswork. An estimate
of £40 per ton of shipping lost may be as good
an approximation as is possible, that is to say
£310,000,000, making £540,000,000 altogether.

Ap addition to this of £30,000,000, to cover air
raids, bombardments, claims of interned civilians, and
miscellaneous items of every description, should be
more than sufficient, —making a total claim for
Great Britain of £570,000,000. It is surprising,
perhaps, that the money value of our claim should
be so little short of that of France and actually in
excess of that of Belgium. But, measured either by
pecuniary loss or real loss to the economic power
of the country, the injury to our mercantile marine
Wad enormous.

There remain the claims of Italy, Serbia, and
Roumania for damage by invasion and of these and
other countries, as for example Greece,® for losses
at sea, I will assume for the present argument that

1 The faot that no separate sllowanoce is made in the above for the sink-
ing of 875 fishing vessels of 71,765 tons gross, or for the 1885 vessels of
8,007,967 tons demaged or molested, but not sunk, may be set off against
what may be an excessive figurs for replacement cost.

¥ The losses of the Gresk meroantile marine were excessively high, ns a
result of the dangers of the Mediterrancan ; but they were largely incurred
on tho service of the other Allies, who paid for them directly or indirectly.
The clains of Greeos for maritime losses incurred on the servics of her own
nationais would not be very considerable.
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these claims rank against Germany, even when
they were directly caused not by her but by her
allies ; but that it is not proposed to enter any such
claims on behalf of Russia. Italy’s losses by invasion
and at sea cannot be very heavy, and a figure of from
£50,000,000 to £100,000,000 would be fully adequate
to cover them. The losses of Serbia, although from
a human point of view her sufferings were the
greatest of all,’ are not measured pecuniarily by
very great figures, on account of her low economic
development. Dr. Stamp (loc. ¢it.) quotes an esti-
mate by the Italian statistician Maroi, which puts the
national wealth of Serbia at £480 million or £105
per head,” and the greater part of this would be re-
presented by land which has sustained no permanent

! There is a reservation in the Peace Treaty on this queation. * The
Allied and Associated Powers formally reserve the right of Russia to obtain
from Germany restifution and reparation based on the principles of the
present Treaty ” (Art. 118).

2 Dr. Diouritoh in hia * Economic and Statistical Survey of the
Southern Slav Nations™ (Journal of Royal Statistical Soclety, May 1919),
quotes some exiraordinary figures of the loss of life: *‘ According to the
official returns, the number of those fallen in battle or died in captivity
up to the last Serbian offensive, amotnted to 820,000, which means that
one half of Serbia’s mala population, from I8 to 60 years of age, perished
outright in the European War. Iun addition, the Serbian Medical Authori-
tios estimate that ahout 800,000 people bave died from typhus among the
civil population, and the losses among the population interned in enemy
camps are estimated at 50,000, During the two Serbian retreats and dur-
ing the Albanian retreat the losses among children and young people are
estimated at 200,000. Lastly, during over three years of enemy occupa-
tion, the losses in lives owing to the lack of proper food and medical
sttention are eatimated at 250,000.” Altogether, he puts the losses in life
at above 1,000,000, or more than one-third of the pepulation of Old Serbia

¥ Come o calcola ¢ a quanio ammonta ia richexza d’ ltalio o dells aitre
principali nasions, published in 1919,
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damage.! In view of the very inadequate data for
guessing at more than the general magnitude of the
legitimate claims of this group of countries, I prefer
to make one guess rather than several and to put
the figure for the whole group at the round sum of
£250,000,000.

Wo are finally left with the following—

Million £.
Belgium . . . . . . 500%
France . . . . . . 800
Great Britain . . . . . 570
Other Allies . ; . . 260
Total . £2120 million,

I need not impress on the reader that there is
much guesswork in the above, and the figure for
France in particular is likely to be criticised. But
I feel some confidence that the general magnitude,
as distinet from the precise figures, is not hopelessly
erroneous ; and this may be expressed by the state-
ment that &*claim against Germany, based on the
interpretation of the pre- Armistice engagements of
the Allied Powers which is adopted above, would
assuredly be found to exceed £1600 million and to
fall short of £3000 million.

This is the amount of the claim which we were

} Vory large olaima put forward by the Serbian suthorities include
mauy hypothetical itemas of indiveor and non-material damage ; but these,
howevar real, sre not admissibie under our pressnt formulas,

¥ Assuming that in her case £250 million are included for the general
expensoa of the war defrayed cut of loans made to Belgium by her alliea,
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entitled to present to the enemy. For reasons which
will appear more fully later on, I believe that it
would have been a wise and just act to have asked
the German Government at the Peace Negotiations
to agree to & sum of £2000 million in final settle-
ment, without further examination of particulars, .
This would have provided an immediate and certain
solution, and would have required from Germany a
sum which, if she were granted certain indulgences,
it might not have proved entirely impossible for her
to pay. This sum should have been divided up
amongst the Allies themselves on a basis of need and
general equity.
But the question was not settled on its merits.

II. The Conference and the Terms of the Treaty

I do not believe that, at the date of the Armi-
stice, responsible aunthorities in the Allied countries
expected any indemnity from Gerrany beyond the
cost of reparation for the direct material damage
which had resulted from the invasion of Allied
territory and from the submarine campaign. At
that time there were serious doubts as to whether
Germany intended to accept our terms, which in
other respects were inevitably very severe, and it
would have been thought an unstatesmanlike act to
risk a continuance of the war by demanding a money
payment which Allied opinion was not then antici-
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pating and which probably could not be secured in
any case. The French, I think, never quite accepted
this point of view; but it was certainly the British
attitude; and in this atmosphere the pre-Armistice
conditions were framed.

A month later the atmosphere had changed com-
pletely. We had discovered how hopeless the
German position really was, a diséovery which
some, though not all, had anticipated, but which
no one had dared reckon on as a certainty. It
was evident that we could have secured uncondi-
tional surrender if we had determined to get it.

But there was another new factor in the situation
which was of greater local importance. The British
Prime Minister had perceived that the conclusion
of hostilities might soon bring with it the break-up
of the political bloc upon which he was depending
for his personal ascendency, and that the domestic
difficulties which would be attendant on demobilisa-
tion, the turn;over of industry from war to peace
conditions, the financial situation, and the general
psychological reactions of men’s minds, wounld provide
his enemies with powerful weapons, if he were to
leave them time to mature. The best chance, there-
fore, of consolidating his power, which was personal
snd exercised, as such, independently of party or
principle, to an extent unusual in British polities,
evidently lay in active hostilities before the prestige
of victory had abated, and in an attempt to found :



126 THE ECONOMIC CONSEQUENCES OF THE PEACE cH,

on the emotions of the -moment a new basis of
power which might outlast the inevitable reactions
of the near future. Within a brief period, there-
fore, after the Armistice, -the popular victor, at the
height of his influence and his authority, decreed
a General Election. It was widely recognised at
the time as an act of political immorality. There
were no grounds of public interest which did not
call for a short delay until the issues of the new
age had a little defined themselves, and until the
country had something more specific before it on
which to declare its mind and to instruct its new
representatives. But the claims of private ambition
determined otherwise.

For a time all went well. But before the cam-
paign was far advanced Government candidates
were finding themselves handicapped by the lack of
an effective ery. The War Cabinet was demanding
a further lease of authority on the ground of having
won the war. But partly because the new issues
had not yet defined themselves, partly out of regard
for the delicate balance of a Coalition Party, the
Prime Minister's future policy was the subject of
silence or generalities. The campaign seemed, there-
fore, to full a little flat. In the light of subsequent
events it seems improbable that the Coalition Party
was ever in real danger. But party managers
are easily ‘‘rattled.” The Prime Minister's more
neurotic advisers told him that he was not safe from
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dangerouns surprises, and the Prime Minister lent an
ear to them. The party managers demanded more
“ginger.” The Prime Minister looked about for
gome, _

On the assumption that the return of the Prime
Minister to power was the primary consideration, the
rest followed naturally. At that juncture there was
& clamour from certain quarters that the Govern-
ment had given by no means sufficiently clear
undertakings that they were not going *“to let the
Hun off.” Mr. Hughes was evoking a good deal
of attention by his demands for a very large in-
demnity,' and Lord Northeliffe was lending his
powerful aid to the same cause. This pointed the
Prime Minister to a stone for two birds. By him-
self adopting the policy of Mr. Hughes and Lord
Northeliffe, he could at the same time silence those
powerful critics and provide his party managers with-
an effective platform cry to drown the increasing
voices of eriticism from other quarters,

The progress of the General Election of 1918
affords a sad, dramatic history of the essential weak-
ness of one who draws his chief inspiration not from

his own true impulses, but from the grosser effluxions

V It must be said to Mr. Hughes' honour that he apprehended from the
first the bearing of the pre-Armistics negotiations on our right to demand
su indemmity covering the full costs of the war, protested against our ever
having entered into such engagements, and maintained londly that he had
besn no party to them and could not consider himself bound by them. His
indignetion may have beon partly dus to the fact that Australis, not having
been mavaged, would have no olsims at all under the more limitad inter-
pretation of our rights.
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of the atmosphere which momentarily surrounds him.
The Prime Minister's natural instincts, as they so often
are, were right and reasonable. He himself did not
believe in hanging the Kaiser or in the wisdom
or the possibility of a great indemnity. On the
22nd of November he and Mr. Bonar Law issued
their Election Manifesto. It contains no allusion
of any kind either to the one or to the other, but,
speaking, rather, of Disarmament and the League of
Nations, concludes that “our first task must be to
conclude a just and lasting peace, and so to establish
the foundations of a new Europe that occasion for
further wars may be for ever averted” In his
speech at Wolverhampton on the eve of the
Dissolution (November 24), there is no word of
Reparation or Indemnity. On the following day
at Glasgow, Mr. Bonar Law would promise nothing,
“We are going to the Conference,” he said, “as
one of a number of allies, and you cannot expect a
member of the Government, whatever he may think,
to state in public before he goes into that Confer-
ence, what line he is going to take in regard to
any particular question.” But a few days later at
Newcastle (November 29) the Prime Minister was
warming to his work: ‘ When Germany defeated
France she made France pay. That is the principle
which she herself has established. There is absolutely
no doubt about the principle, and that is the principle
we should proceed upon—that Germany must pay
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the costs of the war up to the limit of her capacity
to do so.” But he accompanied this statement of
principle with many ‘“words of warning” as to
the practical difficulties of the case: “We have
appointed a strong Committee of experts, represent-
ing every shade of opinion, to consider this question
very carefully and to advise us. There is no doubt
as to the justice of the demand. She cught to pay,
she must pay as far as she can, but we are not going
to allow her to pay in such a way as to wreck our
industries,” At this stage the Prime Minister sought
to indicate that he intended greaf severity, without
raising excessive hopes of actually getting the money,
or committing himself to a particular line of action
at the Conference. It was rumoured that a high
city authority had committed himself to the opinion
that Germany could certainly pay £20,000 million
and that this authority for his part would not care to
discredit & figure of twice that sum. The Treasury -
officials, as Mr. Lloyd George indicated, took a
different view." He could, therefore, shelter himself
behind the wide discrepancy between the opinions of
his different advisers, and regard the precise figure of
Germany’s capacity to pay as an open question in the
treatment of which he must do his best for his
country’s interests. As to our engagements under
the Fourteen Points he was always silent.

On November 30, Mr. Barnes, a member of
the War Cabinet, in which he was supposed to

K



130 THE ECONOMIC CONSEQUENCE.‘S‘ OF THE PEACE cH.

represent Labour, shouted from a platform, “I am
for hanging the Kaiser.”

On December 6, the Prime Minister issued a
statement of policy and aims in which he stated,
with significant emphasis on the word FEuropean,
that “All the European Allies have accepted the
principle that the Central Powers must pay the cost
of the war up to the limit of their capacity.”

But it was pow little more than a week to
Polling Day, and still he had not said enough to
satisfy the appetites of the moment. On December
8, The Tvmes, providing as usual a cloak of
ostensible decorum for the lesser restraint of its
associates, declared in a leader entitled *Making
Germany Pay,” that ‘“the public mind was still
bewildered by the Prime Minister's various state-
ments,” *There is too much suspicion,” they added,
“of influences concerned to let the Germans off
lightly, whereas the only possible motive in determin-
ing their capacity to pay must be the interests of the
Allies.” “It is the candidate who deals with the
issues of to-day,” wrote their Political Correspondent,
*“who adopts Mr. Barnes’s phrase about ‘ hanging the
Kaiser’ and plumps for the payment of the cost of
the war by Germany, who rouses his audience and
strikes the notes to which they are most responsive.”

On December 9, at the Queen’s Hall, the Prime
Minister avoided the subject. But from now on, the
debauchery of thought and speech progressed hour by
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hour. The grossest spectacle was provided by Sir
Eric Geddes in the Guildhall at Cambridge. An
earlier speech in which, in a moment of injudicious
candour, he had cast doubts on the possibility of ex-
tracting from Germany the whole cost of the war had
been the object of serious suapicion, and he had there-

fore a reputation to regain. * We will get out of her,
all you can squeeze out of a lemon and a bit more,” the

penitent shouted, * I will squeeze her until you can

hear the pips squeak”; his policy was to take every

bit of property belonging to Germans in neutral and

Allied countries, and all her gold and silver and her

jewels, and the contents of her picture-galleries and

libraries, to sell the proceeds for the Allies’ benefit.

“I would strip Germany,” he cried, “as she has

stripped Belgium.” ,

By December 11 the Prime Minister had capitu-
lated. His Final Manifesto of Six Points issued on.
that day to the electorate furnishes a melancholy com-
parison with his programme of three weeks earlier.
I quote it in full :

“1. Trial of the Kaiser.

Punishment of those responsible for atrocities.
Fullest Indemnities from Germany.

Britain for the British, socially and industrially.
Rehabilitation of those broken in the war.

A happier country for all.”

L S S

Here is food for the cymic. To this concoction of
greed and sentiment, prejudice and deception, three



132 TXHE ECONOMIC CONSEQUENCES OF THE PEACE CH.

weeks of the platform had reduced the powerful
governors of England, who but a little while before
had spoken not ignobly of Disarmament and a
League of Nations and of a just and lasting peace
which should establish the fonndations of a new
Europe.

On the same evening the Prime Minister at Bristol
withdrew in effect his previous reservations and laid
down four principles to govern his Indemnity Policy,
of which the chief were: First, we have an absolnte
right to demand the whole cost of the war; second,
we propose to demand the whole cost of the war;
and third, a Committee appointed by direction of the
Cabinet believe that it can be dome.! Four days
later he went to the polls,

The Prime Minister never said that he himself
believed that Germany could pay the whole cost of
the war. But the programme became in the mouths
of his supporters on the hustings a great deal more
concrete. The ordinary voter was led to believe
that Germany could certainly be made to pay the
greater part, if not the whole cost of the war. Those
whose practical and selfish fears for the future the
expenses of the war had aroused, and those whose
emotions its horrors had disardered, were both provided
for. A vote for a Coalition candidate meant the

! The whole cost of the war haa bean estimated at from £24,000 million
upwards. This wonld mesn sn annusl payment for interest (apart from
sinking fand) of £1200 million. Could any expert Committee have
reported that Germany can pay this wum !
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Crucifizxjon of Anti-Christ and the assumption by
Germany of the British National Debt.

It proved an irresistible combination, and once
more Mr. George’s political instinct was not at fault.
No candidate could safely denounce this programme,
and none did so. The old Liberal Party, having
nothing comparable to offer to the electorate, was
swept out of existence.' A new House of Commons
came into being, a majority of whose members had
pledged themselves to a great deal more than the
Prime Minister's guarded promises, Shortly after
their arrival at Westminster I asked a Conservative
friend, who had known previous Houses, what he
thought of them. *They are a lot of hard-faced
men,” he said, * who look as if they had done very
well out of the war.”

This was the atmosphere in which the Prime
Minister left for Paris, and these the entanglements he
had made for himself. He had pledged himself and his
Government to make demands of a helpless enemy
inconsistent’ with solemn engagementa on our part,
on the faith of which this enemy had laid down
his arms. There are few episodes in history which
posterity will have less reason to condone,—a war
ostensibly waged in defence of the sanctity of inter-

! But unhappily they di¢ not go down with their flags dying very
glorioualy, For one reason or another their loaders maintained substantial
silence. What & different position in the country's estimation they might
bold now if they had suffered defeat amidst firm proteats agsinst the frand,
chioane, and dishonour of the wholes proceedings,
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national engagements ending in a definite breach of
one of the most sacred possible of such engagements
on the part of the victorions champions of these
ideals.!

Apart from other aspects of the transaction, I
believe that the campaign for securing out of Germany
the general costs of the war was one of the most
serious acts of political unwisdom for which our
gtatesmen have ever been responsible. To what a
different future Europe might have looked forward if
either Mr. Lloyd George or Mr. Wilson had appre-
hended that the most serious of the problems which
claimed their attention were not political or territorial
but financial and economic, and that the perils of the
future lay not in ‘frontiers or sovereignties but in
food, coal, and transport. Neither 6f them paid
adequate attention to these problems at any stage of
the Conference. But in any event the atmosphere
for the wise and reasonable consideration of them
was hopelessly befogged by the commitments of the
British delegation on the question of Indemnities.
The hopes to which the Prime Minister had given
rise not only compelled him to advocate an unjust
and unworkable economic basis to the Treaty
with Germany, but set him at variance with the

! Ouly after the most painfnl consideration have I written these words,
The slmost complete absence of protest from the leading Statesmen of Eng-
land makes one feel that one must have made some mistake. But I believe
that I know all the faots, and I can discover no such mistake. In any case, I
have set forth all thh relevant engagements in Chapter IV, and at the begin-
hing of this chapter, so that the reader can form his own judgment.
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President, and on the other hand with competing
interests to those of France and Belgium. The
clearer it became that but little could be expected
from Germany, the more necessary it was to exercise
patriotic greed and *sacred egotism ” and snatch the
bone from the juster claims and greater need of
France or the well-founded expectations of Belgium.
Yet the financial problems which were about to
exercise Europe could not be solved by greed. The
possibility of their cure lay in magnanimity.

Europe, if she is to survive her troubles, will need
80 much magnanimity from America, that she must
herself practise it. It is useless for the Allies, hot
from stripping Germany and one another, to turn for
help to the United States to put the States of Europe,
including Germany, on to their feet again. If the
General Election of December 1918 had been fought
on lines of prudent generosity instead of imbecile
greed, how much better the financial prospect of
Europe might now be. I still believe that before the
main Conference, or very early in its proceedings, the
representatives of Great Britain should have entered
deeply, with those of the United States, into the
economic and financial situation as a whole, and that
the former should have been authorised to make
concrete proposals on the general lines (1) that all
inter-allied indebtedness be cancelled outright; (2)
that the sum to be paid by Germany be fixed at
£2000 million; (8) that Great Britain renounce
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all claim to participation in this sum, and that any
share to which she proves entitled be placed at the
disposal of the Conference for the purpose of aid-
ing the finances of the New States about to be
established ; (4) that in order to make some basis
of credit immediately available an appropriate pro-
portion of the German obligations representing the
sum to be paid by her should be guaranteed by all
parties to the Treaty; and (5) that the ex-enemy
Powers should also be allowed, with a view to their
economic restoration, to issue a moderate amount of
bonds carrying a similar guarantee. Such proposals
involved an appeal to the generosity of the United
States, But that was inevitable; and, in view of
her far less financial sacrifices, it was an appeal
which could fairly have been made to her. Such
proposals would have been practicable. There is
nothing in them quixotic or Utopian. And they
would have opened up for Europe some prospect of
financial stability and reconstruction,

The further elaboration of these ideas, however,
must be left to Chapter VIL, and we must return
to Paris. I have described the entanglements which
Mr. Lloyd George took with him. The position of
the Finance Ministers of the other Allies was even
worse. We in Great Britain had not based our
financial arrangements on any expectation of an
indemnity. Receipts from such a source would have
been more or less in the nature of a windfall ; and,
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in "spite of subsequent developments, there was an
expectation at that time of balancing our budget by
normal methods, But this was not the case with
France or Italy. Their peace budgets made no pre-
tence of balancing, and had no prospects of doing
80, without some far-reaching revision of the existing
policy. Indeed, the position was and remains nearly
hopeless. These countries were heading for national
bankruptey., This fact could only be concealed by
holding out the expectation of vast receipts from
the enemy. As soon a8 it was admitted that it was
in fact impossible t0 make Germany pay the expenses
of both sides, and that the unloading of their
liabilities upon the enemy was not practicable, the
position of the Ministers of Finance of France and
Italy became untenable.

Thus a scientific consideration of Germany's
capacity to pay was from the outset out of court..
The expectations which the exigencies of politics
had made it pecessary to raise were so very remote
from the truth that a slight distortion of figures
was no use, and it was necessary to ignore the
facts entirely. The resulting unveracity was funda-
mental. On a basis of so much falsehood it became
impoassible to erect any constructive financial policy
which was workable, For this reason amongst
others, a magnanimous financial policy was essential.
The financial position of France and Italy was so
bad that it was impossible to make them listen to
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reason on the subject of the German Indemnity,
unless one could at the same time point out to
them some alternative mode of escape from their
troubles.” The representatives of the United States
were greatly at fault, in my judgment, for having
no constructive proposals whatever to offer to a
suffering and distracted Europe.

It is worth while to point out in passing a further
element in the situation, namely, the opposition
which existed between the ‘‘crushing” policy of M.
Clemenceau and the financial necessities of M. Klota.
Clemenceau’s aim was to weaken and destroy Germany
in every possible way, and I fancy that he was always
a little contemptuous about the Indemnity ; he had
no intention of leaving Germany in a position to
practise a vast commercial activity, But he did not
trouble his head to understand either the Indemnity
or poor M. Klotz's overwhelming financial difficulties.
If it amused the financiers to put into the Treaty
gome very large demands, well there was no harm
in that ; but the satisfaction of these demands must
not be allowed to interfere with the essential require-
ments of a Carthaginian Peace. The combination of
the “real” policy of M. Clemencean on unreal issues,
with M. Klotz's policy of pretence on what were

! In conversation with Frenchmen who were private persons and quite
unaffocted by political considerations, thia aspect became very clear, You
might persuade them that some current estimates as to the amount to be got
out of Germany were quite fantaatic. Yet at the end they would always
come back to where they had started : ** But Germany must pay; for, other.
wiss, what is to happen to Francet”
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very resl issues indeed, introduced into the Treaty a
whole set of incompatible provisions, over and above
the inherent impracticabilities of the Reparation
proposals,

I cannot here describe the endless controversy and
intrigue between the Allies themselves, which at last
after some months culminated in the presentation to
Germany of the Reparation Chapter in its final form.
There can have been few negotiations in history so
contorted, so miserable, so utterly unsatisfactory to
all parties. I doubt if any one who took much part
in that debate can look back on it without shame.
I must be content with an analysis of the elements
of the final compromise which is known to all the
world.

The main point to be settled was, of course, that
of the items for which Germany could fairly be asked
to make payment. Mr. Lloyd George's election-
pledge to the effect that the Allies were entstled to
demand from, Germany the entire costs of the war
was from the outset clearly untenable; or rather,
to put it more impartially, it was clear that to
persuade the President of the conformity of this
demand with our pre-Armistice engagements was
beyond the powers of the most plausible. The.actual
. compromise finally reached is to be read as follows in
the paragraphs of the Treaty as it has been published
to the world.

Article 281 reads: "“The Allied and Associated
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Governments affirm and Germany accepts the re-
sponsibility of Germany and her allies for causing
all the loss and damage to which the Allied and
Associated Governments and ‘their nationals have
been subjected as a consequence of the war imposed
upon them by the aggression of Germany and her
allies.” 'This is & well and carefully drafted Article;
for the President could read it as statement of ad-
mission on Germany’s part of moral responsibility
for bringing about the war, while the Prime Minister
could explain it as an admission of financial Hability
for the general costs of the war, Article 232 con-
tinues: “The Allied and Associated Governments
recognise that the resources of Germany are not
adequate, after taking into account permanent
diminutions of such resources which will result from
other provisions of the present Treaty, to make com-
plete reparation for all such loss and damage.” The
President could comfort himself that this was no
more than a statement of undoubted fact, and that
to recognise that Germany cannot pay a certain
claim does not imply that she is liable to pay the
claim ; but the Prime Minister could point out that
in the context it emphasises to the reader the
assumption of Germany's theoretic liability asserted
in the preceding Article. Article 232 proceeds:
“The Allied and Associated Governments, however,
require, and Germany undertakes, that she uall make
compensation for all damage done to the cinlian



v REPARATION 141

population of the Allied and Associated Powers
and to their property during the period of the
belligerency of each as an Allied or Associated Power
against Germany by such aggression by land, by
sea, and from the air, and in general all damage as
defined in Annex I. hereto.”? The words italicised
being practically a quotation from the pre-Armistice
couditions, satisfied the scruples of the President,
while the additions of the words *and in general
all damage as defined in Annex L hereto” gave the
Prime Minister a chance in Annex L.

So far, however, all this is only a matter of
words, of virtuosity in draftsmanship, which does no
one any harm, and which probably seemed much
more important at the time than it ever will again
between now and Judgment Day. For substance we
must turn to Annex L

A groat part of Anpex I is in strict conformity
with the pre-Armistice conditions, or, at any rate,
does not strajn them beyond what is fairly arguable,
Paragraph 1 claims damage done for injury to the
persons of civilisns, or, in the case of death, to their
dependants, as a direct consequence of acts of war;
Paragraph 2, for acts of cruelty, violence, or maltreat-
ment on the part of the enemy towards ecivilian
victims; Paragraph 8, for enemy acts injurious to
health or capacity to work or to honour towards

' A farther paragraph claims the war costs of Belgiom ** in accordance
with Germany’s pledges, already given, a3 to complete restorstion for
Belgium,”
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civilians in occupied or invaded territory ; Paragraph
8, for forced labour exacted by the enemy from
civilians ; Paragraph 9, for damage done to property
“ with the exception of naval and military works or
materials” as a direct consequence of hostilities; and
Paragraph 10, for fines and levies imposed by the
. enemy upo.n the civilian population. Al these
demands are just and in conformity with the Allies’
rights,

Paragraph 4, which claims for *damage caused
by any kind of maltreatment of prisoners of war,” is
more doubtful on the strict letter, but may be
justifiable under the Hague Convention and involves
& very small sum,

In Paragraphs 5, 6, and 7, however, an issue of
immensely greater significance is involved. These
paragraphs assert a claim for the amount of the
Separation and similar Allowances granted during
the war by the Allied Governments to the families
of mobilised persons, and for the amount of the
pensions and compensations in respect of the injury
or death of combatants payable by these Governments
now and hereafter. Financially this adds to the Bill,
23 we shall see below, & very large amount, indeed
about twice as much again as all the other claims
added together.

The reader will readily apprehend what a plausible
case can be made out for the inclusion of these items
of damage, if only on sentimental grounds. It can
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be pointed out, first of all, that from the point of
view of general fairness it is monstrous that a woman
whose house is destroyed should be entitled to claim
from the enemy whilst a woman whose husband is
killed on the field of battle should not be 8o entitled ;
or that a farmer deprived of his farm should eclaim
but that a woman deprived of the earning power
of her husband should not claim. In fact the case
for including Pensions and Separation Allowances
largely depends on exploiting the rather arbitrary
character of the criterion laid down in the pre-
Armistice conditions. Of all the losses caused by
war some bear more heavily on individuals and some
are more evenly distributed over the community as
a whole; but by means of compensations granted
by the Government many of the former are in fact
converted into the latter. The most logical eriterion
for a limited claim, falling short of the entire costs
of the war, would have been in respect of enemy
acts contrary to International engagements or the
recognised practices of warfare. But this also would
have been very difficult to apply and unduly un-
favourable to French interests as compared with
Belgium (whose neutrality Germany had guaranteed)
and Great Britain (the chief sufferer from illicit acts
of submarines).

In any case the appeals to sentiment and fairness
outlined above are hollow ; for it makes no difference
to the recipient of a separation allowance or a
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pension whether the State which pays them receives
compensation on this or on another head, and a
recovery by the State out of indemnity receipts
is just as much in relief of the general taxpayer as
a contribution towards the general costs of the war
would have been. But the main consideration is
that it was too late to consider whether the pre-
Armistice conditions were perfectly judicious and
logical or to amend them; the only question at
issue was whether these conditions were not in fact
limited to such classes of direct damage to civilians,
and their property as are set forth in Paragraphs
1, 2,3,8,9 and 10 of Annex I. If words have any
meaning, or engagements any force, we had no more
right to claim for those war expenses of the State,
which arose out of Pensions and Separation Allow-
ances, than for any other of the general costs of the
war. And who is prepared to argue in detail that
we were entitled to demand the latter?

What had really happened was a compromise
between the Prime Minister's pledge to the British
electorate to claim the entire costs of the war and
the pledge to the contrary which the Allies had given
to Germany at the Armistice. The Prime Minister
could claim that although he had not secured the
entire costs of the war, he had nevertheless secured
an important contribution towards them, that he
had always qualified his promises by the limiting
condition of Germany’s capacity to pay, and that the
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bill es now presented more than exhausted this
capacity as estimated by the more sober authorities.
The President, on the other hand, had secured a
formula, which was not too obvious a breach of faith,
and had avoided a quarrel with his Associates on an
issue where the appeals to sentiment and passion
would all have been against him, in the event of its
being made a matter of open popular controversy.
In view of the Prime Minister's election pledges, the
President could hardly hope to get him to abandon
them in their entirety without a struggle in public;
and the cry of pensions would have had an over-
whelming popular appeal in all countries. Once
more the Prime Minister had shown himself a political
tactician of a high order.

A further point of great difficulty may be readily -
perceived between the lines of the Treaty. It fixes
- no definite sum as representing Germany’s liability.
This feature has been the subject of very general
criticism,—tha} it is equally inconvenient to Germany
and to the Allies themselves that she should not
know what she has to pay or they what they are
to receive. The method, apparently contemplated
by the Treaty, of arriving at the final result over
a period of many months by an addition of hundreds
of thousands of individual claims for damage to
land, farm buildings, and chickens, is evidently im-
practicable; and the reasonable course would have
been for both parties to compound for a round sum

L
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without examination of details. If this round sum
had been named in the Treaty, the settlement would
have been placed on a more business-like basis.

But this was impossible for two reasons. Two
different kinds of false statement had been widely
promulgated, one as to Germany’s capacity to pay,
the other as to the amount of the Allies’ just
claims in respect of the devastated areas. The fixing
of either of these figures presented a dilemma. A
figure for Germany’s prospective capacity to pay,
not too much in excess of the estimates of most
candid and well-informed authorities, would have
fallen hopelessly far short of popular exzpectations
both in England and in France. On the other hand,
a definitive figure for damage done which would not
disastrously disappoint the expectations which had
been raised in France and Belgium might have been
incapable of substantiation under challenge,! and
open to damaging criticism on the part of the
Germans, who were believed to have been prudent
enough to accumulate considerable evidence as to the
extent of their own misdoings.

iBy far the safest course for the politicians was,
therefore, to mention no figure at all; and from
this necessity a great deal of the complication of the
Reparation Chapter essentially springs.

1 The challenge of the other Allies, as well as of the enemy, had to be
met ; for in view of the limited resources of the latter, the other Allies
had perhaps a greater intereat than the enemy in seeing that no one of their
number established an exceasive claim,
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The reader may be interested, however, to have
my estimate of the claim which can in fact be sub-
stantiated under Annex I. of the Reparation Chapter.
In the first section of this chapter I have already
guessed the claims other than those for Pensions and
Separation Allowances at £3,000,000,000 (to take
the extreme upper limit of my estimate). The claim
for Pensions and Separation Allowances under Annex
I. is not to be based on the actual cost of these
compensations to the Governments concerned, but
is to be a computed figure calculated on the basis
of the scales in force in France at the date of the
‘Treaty’s coming into operation, This method avoids
the invidious course of valuing an American or a
British life at a higher figure than a French or an
Italian. The French rate for Pensions and Allow-
ances is at an intermediate rate, not so high as
the American or British, but above the Italian, the
Belgian, or the Serbian. The only data required for
the calculation are the actual French rates, and the
pumbers of men mobilised and of the casnalties in
each class of the various Allied Armies. Nome of
these figures are available in detail, but enough is
known" of the general level of allowances, of the
numbers involved, and of the casualties suffered to
allow of an estimate which may not be very wide
of the mark. My guess as to the amount to be

added in respect of Pensions and Allowances is as
follows ;
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without examination of details. If this round sum
had been named in the Treaty, the settlement would
have been placed on a more business-like basis.

But this was impossible for two reasons. Two
different kinds of false statement had been widely
promulgated, one as to Germany’s capacity to pay,
the other as to the amount of the Allies’ just
claims in respect of the devastated areas. The fixing
of either of these figures presented a dileama. A
figure for Germany’s prospective capacity to pay,
not too much in excess of the estimates of most
candid and well-informed authorities, would have
fallen hopelessly far short of popular expectations
both in England and in France. On the other hand,
a definitive figure for damage done which would not
disastrously disappoint the expectations which had
been raised in France and Belgium might have been
incapable of substantiation under challenge,! and
open to damaging ecriticism on the part of the
(lermans, who were believed to have been prudent
enough to accumulate considerable evidence as to the
extent of their own misdoings,

By far the safest course for the politicians was,
therefore, to mention no figure at all; and from
this necessity a great deal of the complication of the
Reparation Chapter essentially springs.

1 Tha challenge of the other Allies, as well aa of the enemy, bad to be
met; for in view of the limited resourcea of the latter, the other Alliss
had perhaps a greater interest than the enemy in seeing that no one of their
number eatablished an excessive olaim,
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The reader may be interested, however, to have
my estimate of the claim which can in fact be sub-
stantiated under Annex I, of the Reparation Chapter.
In the first section of this chapter I have already
guessed the claims other than those for Pensions and
Separation Allowances at .£3,000,000,000 (to take
the extreme upper limit of my estimate). The claim
for Pensions and Separation Allowances under Annex
I. is not to be based on the actual cost of these
compensations to the Governments concerned, but
is to be a computed figure calculated on the basis
of the scales in force in France at the date of the
Treaty’s coming into operation. This method avoids
the invidious course of valuing an American or a
British life at a higher figure than a French or an
Italian. The French rate for Pensions and Allow-
ances is at an intermediate rate, not so high as
the American or British, but above the Italian, the
Belgian, or the Serbian. The only data required for
the calculation are the actual French rates, and the
numbers of men mobilised and of the casualties in
each class of the various Allied Armiea Nowe of
these figures are available in detail, bat enough is
known  of the general level of allowances, of the
numbers involved, and of the casualties suffered to
allow of an estimate which may not be very wide
of the mark. My pguess as to the amount to bLe

added in respect of Pensions and Allowances is as
follows ;
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Million £
British Empire . . . . 1400
France , . . . . . 2400!
Italy . . . . . . 500
Others (including United States) . 700
Total . . 5000

I feel mnch more confidence in the approximate
accuracy of the fotal figure® than in its division
between the different claimants. The reader will
observe that in any case the addition of Pensions
and Allowances enormously increases the aggregate
claim, raising it indeed by nearly double. Adding
this figure to the estimate under other heads, we have
a total claim against Germany of £8,000,000,000.°
I believe that this figure is fully high enough, and
that the actual result may fall somewhat short of

' M. Klotz has estimated the French claims on this head at
£8,000,000,000 {75 milliard francs, made up of 18 milliard for allowances,
60 for pensions, and 2 for widows). If this figure is correct, the others
should probably be acaled up also.

? That is to say, I claim for the aggregate figure an accuracy within
26 per cent.

# In his speech of September §, 1919, addressed to the French Chamber,
M. Klotz estimated the total Allied claims against Germany under the Treaty
st £15,000,000,000, which would accnmulate at interest nntil 1921, and
be paid off thereafter by 34 annual instalments of about £1,000,000,000
each, of which France would receive about £550,000,000 annually. *‘The
general effect of the statement (that France wounld receive from Germany
this anousl payment) proved,” it is reported, '* appreciably encouraging to
the country as a whole, and was immediately reficcted in the improved
tone on tho Bourse and throughout the business world in France.” So
long as such statements can be accepted in Paris without protest, there
can be no financial or esonomio fature for France, and » catastrophe of dis-
illusion in not far distant.
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it.! In the next section of this chapter the relation
of this figure to Germany’s capacity to pay will be
examined. It is only necessary here to remind
the reader of certain other particulars of the Treaty
which speak for themselves :

1. Out of the total amount of the claim, what-
ever it eventually turns out to be, a sum of
£1,000,000,000 must be paid before May 1, 1921.
The possibility of this will be discussed below.
But the Treaty itself provides certain abatements.
In the first place, this sum is to include the expenses
of the Armies of Occupation since the Armistice
(2 large charge of the order of magnitude of
£200,000,000 which under another Article of the
Treaty—No. 249—is laid upon Germany).! But

1 As » mattor of subjective judgment, I estimate for this figure an
accuracy of 10 per cent in deficiency and 20 per cent in excess, €., that the
result will lis between £8,400,000,000 and £8,800,000,000.

* Govmany is also lisble under the Treaty, as an addition to her
liabilities for Reparation, to pay all the costs of the Armies of Oocupation
after Peace is signed for the fiftesn aubsequent years of oocupation. Se
far aa the toxt of the Treaty goes, there is nothing to limit the size of these
armies, and Franch could, therefors, by quartering the whols of her normal
standing army in the occupied ares, shift the charge from her own tax- -
payors to those of Germany,—though in reslity any such policy would be
at the expouse not of Germany, who by hypothesis is slready paying for
Roparation up to the full liwit of her capacity, but of France's Allies, who
would receive so much less in respect of Reparation. A White Paper
(Cmd. 240) has, however, been issued, in which is published a declaration
by the Governments of the United States, Great Britain, and France engag-
ing themselves to limit the sum payable annuaily by Germany to cover
the coat of ocoupation to £12,000,000, *as scon as the Allied and Asso-
cinted Powsrs comcernad are convinoed that the conditions of dissrmament
by Germany are being satisfactorily [fulfilled.” The word which I have
italicised is & little significant. The three Powers reserve to themselves
the liberty to modify this arrangement at any time if they agres that
it ia necassary.
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farther, “such supplies of food and raw materials
as may be judged by the Governments of the Prin-
cipal Allied and Associated Powers to be essential
to enable Germany to meet her ebligations for
Reparation may also, with the approval of the said
Governments, be paid for out of the above sum.”!
This is a qualification of high importance. The
clause, as it is drafted, allows the Finance Ministers
of the Allied countries to hold out to their elec-
torates the bope of substantial payments at anp
early date, while at the same time it gives to the
Reparation Commission a discretion, which the force
of facts will compel them to exercise, to give back
to Germany what is required for the maintenance
of her economic existence, This discretionary power
renders the demand for an immediate payment of
£1,000,000,000 less injurious than it would other-
wise be, but nevertheless it does not render it in-
nocuous. In the first place, my conclusions in the
next section of this chapter indicate that this sum
cannot be found within the period indicated, even
if a large proportion is in practice returned to
Germany for the purpose of enabling her to pay for
imports. In the second place, the Reparation Com-
mission can only exercise its discretionary power
effectively by taking charge of the entire foreign

trade of Germany, together with the foreign exchange

1 Art, 285, The force of thia Article is somewhat strengthoned by
Artiola 251, by virtne of which dispensations may also be granted for
*‘ other payments " as weli as for food and raw material.
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arising out of it, which will be quite beyond the
capacity of any such body. If the Reparation Com-
mission makes any serious attempt to administer the
collection of this sum of £1,000,000,000, and to
authorise the return to Germany of a part of it,
the trade of Central Europe will be strangled by
bureaucratic regulation in its most inefficient form.

2. In addition to the early payment in cash or
kind of a sum of £1,000,000,000, Germany is
required to deliver bearer bonds to a further smount
of £2,000,000,000, or, in the event of the payments
‘in cash or kind before May 1, 1921, available for
Reparation, falling short of £1,000,000,000 by reason
of the permitted deductions, to such further amount
as shall bring the total payments by Germany in
cash, kind, and bearer bonds up to May 1, 1921,
to a figure of £3,000,000,000 altogether.! These
bearer bonds carry interest at 24 per cent per annum
from 1921 to 1925, and at 5 per cent plus 1 per
cent for amortisation thereafter. Assaming, therefore,
that Germany is not able to provide any appreciable
surplus towards Reparation before 1921, she will have
to find a sum of £75,000,000 annually from 1921 to
1925, and £180,000,000 annually thereafter.?

! This ia the effeot of Para. 12 (o) of Annex II. of the Ruparation
Chapter, leaving minor complications on one side, The Treaty fixas the

payments in terms of gold marks, which are converted in the above at the
rate of 20 to £1.

VM, par impossibile, Gormany discharged £500,000,000 in cash or kind
by 1921, her annual payments would be at the rats of £62,500,000 from
1031 to 1925 and of £150,000,000 thereafter.
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3. Assoon as the Reparation Commission is satis-
fied that Germany can do better than this, 5 per
cent bearer bonds are to be issued for a further
£2,000,000,000, the rate of amortisation being deter-
mined by the Commission hereafter. This would bring
the annual payment to £280,000,000 withont allow-
ing anything for the discharge of the capital of the
last £2,000,000,000.

4. Germany’s liability, however, is not limited
to £5,000,000,000, and the Reparation Commission
is to demand further instalments of bearer bonds
until the total enemy liability under Annex I
has been provided for. On the basis of my
estimate of £8,000,000,000 for the total liability,
which is more likely to be ecriticised as being
too low than as being too high, the amount of
this balance will be £3,000,000,000. Assuming
interest at 5 per cent, this will raise the annual
payment to £430,000,000 without allowance for
amortisation.

5. But even this is not all. There is a further
provision of devastating significance. Bonds repre-
senting payments in excess of £3,000,000,000 are
not to be issued until the Commission is satisfied
that Germany can meet the interest on them. But
this does not mean that interest is remitted in the
meantime. As from May 1, 1921, interest is to be
debited to Germany on such part of her outstanding
debt as has not been covered by payment in cash or
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kind or by the issue of bonds as above,! and ‘‘ the
rate of interest shall be 5 per cent unless the Com-
mission shall determine at some future time that
circumstances justify a variation of this rate.” That
is to say, the capital sum of indebtedness is rolling
up all the time at compound interest. The effect of
this provision towards incressing the burden is, on
the assumption that Germany cannot pay very large
sums at first, enormous. At 5 per cent compound
interest a capital sum doubles itself in fifteen years.
On the assumption that Germany cannot pay more
‘than £150,000,000 annually until 1936 (t.e. 5 per
cent interest on £3,000,000,000) the £5,000,000,000
on which interest is deferred will have risen to
£10,000,000,000, carrying an annual interest charge
of £500,000,000. That is to say, even if Germany
pays £150,000,000 annually up to 1936, she will
nevertheless owe us at that date more than half as
much again as she does now (£13,000,000,000 as
compared witn £8,000,000,000). From 1936 on-
wards she will have to pay to us £650,000,000
annually in order to keep pace with the interest
alone. At the end of any year in which she pays
less than this sum she will owe more than she did

1 Pars. 18 of Annex 1l. of the Reparation Chapter. There is also an
obacure provision by which interest may be charged *'on sums arising out
of material damage as from November 11, 1918, up to May 1, 1921.”
This seems to diferentiate damags to property from damage to the person
in favour of the former, It does not afiect pensions and allowances, the
cost of which is eapitalised s at the date of the coming into force of the
Treaty.
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at the beginning of it. And if she is to discharge
the capital sum in thirty years from 1936, t.e in
forty-eight years from the Armistice, she must
pay an additional £130,000,000 annually, making
£780,000,000 in all.?

It is, in my judgment, as cerain as anything can
be, for reasons which I will elaborate in a moment,
that Germany cannot pay anything approaching
this sum. Until the Treaty is altered, therefore,
Germany has in effect engaged herself to hand over
to the Allies the whole of her surplus production in
perpetuity. _

6. This is not less the case because the Reparation
Commission has been given discretionary powers to
vary the rate of interest, and to postpone and even
to cancel the capital indebtedness. In the first place,
some of these powers can only be exercised if the
Commission or the Governments represented on it
are unamimous.” But also, which is perhaps more
important, it will be the duty of -the Reparation
Commission, until there has been a unanimous and
far-reaching change of the policy which the Treaty

! On the assumption which no one supports and even the most optimistic
fear to be unplausible, that Germany can pay the full charge for interest
and sinking fund from the outsel, the ananal payment would amount te
£480,000,000.

® Under Para. 13 of Annex II. upanimity is required (i.) for any post.
ponoment beyond 1930 of instalments due between 1921 and 1926, and
{ii.) for sny postponement for mere than three years of instalmenta dus
after 1928. Further, under Art. 234, the Commission may not cancel any

part of the indebtedness without the specific authority of alf the Govern-
ments ropresented on the Commission.
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represents, to extract from Germany year after year
the mazimum sum obtainable. There is a  great
difference between fixing a definite sum, which
though large is within Germany’s capacity to pay
and yet to retain a little for herself, and fixing a
sum far beyond her capacity, which is then to be
reduced at the discretion of a foreign Commission
acting with the object of obtaining each year the
maximum which the ecircumstances of that year
permit. The first still leaves her with some slight
incentive for enterprise, emergy, and hope. The
latter skins her alive year by year in perpetuity,
and however skilfully and discreetly the operation
is performed, with whatever regard for not killing
the patient in the process, it would represent a
policy which, if it were really entertained and
deliberately practised, the judgment of men would
soon pronounce to be one of the most outrageous
acts of a cruel victor in civilised history.

There arer other functions and powers of high
significance which the Treaty accords to the Re-
paration Commission. But these will be most con-
veniently dealt with in a separate section.

III. Germany's Capacity to pay

The forms in which Germany can discharge the
sum which she has engaged berself to pay are three
in number—



156 7HE ECONOMIC CONSEQUENCES OF THE PEACE cH,

1. Immediately transferable wealth in the form
of gold, ships, and foreign securities ;

2. The value of property in ceded territory, or
gurrendered under the Armistice ;

3. Apnual payments spread over a term of years,
partly in cash and partly in materials such as coal
products, potash, and dyes.

There is excluded from the above the actual
restitution of property removed from territory occu-
pied by the enemy, as, for example, Russian gold,
Belgian and French securities, cattle, machinery, and
works of art. In so far as the actual goods taken
can be identified and restored, they must clearly
be returned to their rightful owmers, and cannot
be brought into the general reparation pool. This is
expressly provided for in Article 238 of the Treaty.

1. Immediately Transferable Wealth

. (a) Gold. — After deduction of the gold to be
returned to Russia, the official holding of gold as
shown in the Reichsbank’s return of the 30th Nov-
ember 1918 amounted to £115,417,900. This was
a very much larger amount than had appeared in
the Reichsbank’s return prior to the war' and was
the result of the vigorous campaign carried on in
Germany during the war for the surrender to the
Reichsbank not only of gold coin but of gold orna-

! On July 23, 1914, the amount was £67,800,000.
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ments of every.kind. Private hoards doubtless still
exist, but, in view of the great efforts already made,
it is unlikely that either the German Government
or the Allies will be able to unearth them. The
return can therefore be taken as probably representing
the maximum amount which the German Government
are able to extract from their peoplé. In addition to
gold there was in the Reichsbank a sum of about
£1,000,000 in silver. There must be, however, a
further substantial amount in circulation, for the
holdings of the Reichsbank were as high as £9,100,000
on the 31st December 1917, and stood at about
£6,000,000 up to the latter part of October 1918,
when the internal run began on currency of every
kind! We may, therefore, take a total of (say)
£125,000,000 for gold and silver together at the date
of the Armistice.

These reserves, however, are no longer intact.
During the long period which elapsed between the
Armistice and the Peace it became necessary for the
Allies to facilitate the provisioning of Germany from
abroad. The political condition of Germany at that
time and the serious menace of Spartacism rendered
this step necessary in the interests of the Allies them-
selves if they desired the continuance in Germany

! Owing to the very high premium which exists on German silver coin,
a3 the combined result of the depreciation of the mark and the appreciation
of silver, it is highly improbable that it will be possible to extract such coin
ont of the pockets of the peopls. Baut it may gradualiy leak over tha frontier

by the agency of private spsculators, and thus indirectly benefit the German
oxchange position as & whols,
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of a stable Government to -treat with. The question
of how such provisions were to be paid for presented,
however, the gravest difficulties. A series of Confer-
ences was held at Tréves, at Spa, at Brussels, and sub-
sequently at Chiteau Villette and Versailles, between
representatives of the Allies and of Germany, with
the object of finding some method of payment as
little injurious as possible to the future prospects of
Reparation payments. The German representatives
maintained from the outset that the financial ex-
haustion of their country was for the time being
8o complete that a temporary loan from the Allies
was the only possible expedient. This the Allies
could hardly admit at a time when they were
preparing demands for the immediate payment by
Germany of immeasurably larger sums. But, apart
from this, the German claim could not be accepted
as strictly accurate so long as their gold was still
untapped and their remaining foreign securities un-
marketed. In any case, it was out of the question
to suppose that in the spring of 1919 public opinion
in the Allied countries or in America would have
allowed the grant of a substantial loan to Germany.
On the other hand, the Allies were naturally reluctant
to exhaust on the provisioning of Germany the gold
which seemed to afford one of the few obvious and
certain sources for Reparation. Much time was ex-
pended in the exploration of all possible alternatives ;
but it was evident at last that, evemr if German
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exports and saleable foreign securities had been
available to a sufficient value, they could not be
liquidated in time, and that the financial exhaustion
of Germany was so complete that nothing whatever
was immediately available in substantisl amounts ex-
cept the gold in the Reichsbank, Accordingly a sum
exceeding £50,000,000 in all out of the Reichsbank
gold was transferred by Germany to the Allies (chiefly
to the United States, Great Britain, however, also
receiving a substantial sum) during the first six
months of 1919 in payment for foodstuffs,

But this was not all. Although Germany agreed,
under the first extension of the Armistice, not to
export gold without Allied permission, this permission
could not be always withheld. There were liabilities
of the Reichsbank accruing in the neighbouring
neutral countries, which could not be met otherwise
than in gold. The failure of the Reichsbank to meet
its liabilities would have caused a depreciation of
the exchange se injurious to Germany's credit as to
react on the future prospects of Reparation. In
some cases, therefores, permission to export gold
was accorded to the Reichsbank by the Supreme
Economie Council of the Allies,

The net result of these various measures was to
reduce the gold reserve of the Reichsbank by more
than half, the figures falling from £115,000,000 to
£55,000,000 in September 1919.

It would be posssble under the Treaty to take the



160 THE ECONOMIC CONSEQUENCES OF THE PEACE cH.

whole of this latter sum for Reparation purposes. It
amounts, however, as it is, to less than 4 per cent of
the Reichsbank’s Note Issue, and the psychological
effect of its total confiscation might be expected
(having regard to the very large volume of mark
notes held abroad) to destroy the exchange value of
the mark almost entirely. A sum of £5,000,000,
£10,000,000, or even £20,000,000 might be taken
for a special purpose. But we may assume that the
Reparation Commission will judge it imprudent, having
regard to the reaction on their future prospects of
securing payment, to ruin the German currency
system altogether, more particularly because the
French and Belgian Governments, being holders of
a very large volume of mark notes formerly circu-
lating in the occupied or ceded territory, have a
great interest in maintaining some exchange value
for the mark, quite apart from Reparation prospects.

It follows, therefore, that no sum worth speaking
of can be expected in the form of gold or silver
towards the initial payment of £1,000,000,000 due
by 1921

(b) Shipping.—Germany has engaged, as we have
seen above, to surrender to the Allies virtmally the
whole of her merchant shipping. A considerable part
of it, indeed, was slready in the hands of the Allies
prior to the conclusion of Peace, either by detention in
their ports or by the provisional transfer of tonnage
under the Brussels Agreement in connection with the
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supply of foodstuffs.! Estimating the tonnage of
German shipping to be taken over under the Treaty
at 4,000,000 gross tons, and the average value per
ton at £30 per ton, the total money value involved
is £120,000,000.*

(¢) Foreign Securities.—Prior to the census of
foreign securities carried out by the German Govern-
ment in September 1916,* of which the exact results
have not been made public, no official return of such
investments was ever called for in Germany, and
the various unofficial estimates are confessedly based

! The Allies made the supply of foodstuffs to Germany during the
A.:mistige, mentioned above, conditional on the provisional transfer to them
of the greater part of the Mercantile Marine, to be operated by them for the
purpoae of shipping foodstufls to Europe generally, and to Germany in par-
ticular. Thereluctance of the Germans to agres to this was productive of
long and dangeroua delays in the supply of food, but the abortive Con-
feronoces of Tréves and Spa (January 16, February 14.16, and March 4-5,
1919) were at lust followed by the Agreement of Brussels {March 14, 1819),
The unwillingness of the Germans to conclude was mainly dus to the lack
of any absolute guarantee on tha part of the Allies that, if they surrendered
the ships, they would get the food. But assuming reasonable good faith on
the part of the Iatter (their behaviour in respect of certain other clauses of
the Armistice, howewpr, had not been impecoable and gave the enemy some
just grounds for suspicion), their demand was not an improper one; for
without the German ships the businesa of transporting the food would
have boen difficult, if not impossible, and the German ships surrendered or
their equivalont ware in faot altost wholly employed in transporting food
to Gormany itaslf. Up to Jume 30, 1919, 176 German ships of 1,025,388
gross tonnsge had been surrendered to the Alliea in sccardance with the
Brussels Agresmont.

¥ The amount of tonnage transferred may be rather greater and the value
per ton rather less. The aggregate value involved is not likely, however,
to be less than £100,000,000 or greater than £150,000,000,

* This census was carried out by virtue of a Decree of August 23, 19186.
On March 232, 1917, the German Governmeat acquired complete control
over the utilisation of foreign securities in German possession; and in
May 1917 it began to exerciss thess powers for the mobilisation of certain
Swedish, Danish, and Swiss securities,

M
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on insufficient data, such as the admission of foreign
securities to the German Stock Exchanges, the
receipts of the stamp duties, consular reports, ete.
The principal German estimates current before the
war are given in the appended footnote. This
shows & general consensus of opinion among German
authorities that their net foreign investments were
upwards of £1,250,000,000, I take this figure as
the basis of my calculations, although I believe it to
be an exaggeration ; £1,000,000,000 would probably
be a gafer figure.

Deductions from this aggregate total bave to be
made under four heads.

(i.) Investments in Allied countries and in the
United Stateé, which between them consuitute a
considerable part of the world, have been sequestrated
by Public Trustees, Custodians of Enemy Property,
and similar officials, and are not available for

* Reparation except in so far as they show a surplus

11892, Schmoller . . . . . .  £500,000,000
1892. Christiams . ., . . . . 650,000,000
1898-4, Kooh . . . . . . . 600,000,000
1905, v.Hslle . ., . . ., ., 800,000,000 @
1918, Helfferich . . . . . . 1,000,000,000%
1914, Balled , . . , . . . 1,250,000,000
1914, Pistorios ., . . . . . 1,250,000,000

1919, Hane David . . . . . . 1,060,000,000°

# Plua £500,000,000 for investments other than securities.

* Net investmenis, i.e. after allowance for property in Germany owned
abroad. This may also be the case with some of the other estimates.

° This estimate, given in Waltwirtschafiszeitung (June 13, 1019), ia an
estimata of the value of Germany’s foreign investments as at the ountbreak
of war,
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over various private claims, Under the scheme for
dealing with enemy debts outlined in Chapter IV.,
the first charge on these assets.is the private claims
of Allied against German nationals. It is nnlikely,
except in the United States, that there will be any
appreciable surplua for any other purpose.

(ii} Germany’s most important fields of foreign
investment before the war were not, like ours,
oversea, but in Russia, Austria-Hungary, Turkey,
Roumania, and Bulgaria. A great part of these
has now become almost valueless, at any rate for
‘the time being; especially those in Russia and
Austria-Hungary. If present market value is to be
taken as the test, none of these investments are
now saleable above a nominal figure. Unless the
Allies are prepared to take over these securities
much above their nominal market valuation, and hold
them for future realisation, there is no substantial
gource of funds for immediate payment in the form
of investments in these countries.

(iii.) While Germany was not in a position to
realise her foreign investments during the war to
the degree that we were, she did so nevertheless in
the case of certain countries and to the extent that
she was able. Before the United States came into
the war, she is believed to have resold a large part
of the pick of her investments in American securities,
although some current estimates of these sales (a
figure of £60,000,000 has been mentioned)  are
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probably exaggerated. But througbout the war and
particularly in its later stages, when her exchanges
were weak and her credit in the neighbouring neutral
counfries was becoming very low, she was dispos-
ing of such securities as Holland, Switzerland, and
Scandinavia would buy or would accept as collateral.
It is reasonably certain that by June 1919 her
investments in these countries had been reduced to
a negligible figure and were far exceeded by her
liabilities in them. Germany has also sold certain
oversess securities, such as Argentine cedulas, for
which a market could be found.

(iv.) It is certain that since the Armistice there
has been a great flight abroad of the foreign securities
still remaining in private hands. This is exceedingly
difficult to prevent. German foreign investments
are as & rule in the form of bearer securities and are
not registered. They are easily smuggled abroad
across Germany's extensive land frontiers, and for
some months before the, conclusion of peace it was
certain that their owners would not be allowed to
retain them if the Allied Governments could dis-
cover any method of getting hold of them. These
factors combined to stimulate human ingenuity,
and the efforts both of the Allied and of the
German Governments to interfere effectively with
the outflow are believed to have been Ilargely
futile.

In face of all these comnsiderations, it will be a
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miracle if much remains for Reparation. The
countries of the Allies and of the United States, the
countries of Germany's own allies, and the neutral
countries adjacent to Germany exhaust between them
almost the whole of the civilised world ; and, as we
have seen, we cannot expect much to be available for
Reparation from investments in any of these quarters,
Indeed there remain no countries of importance for
inveatments except those of South America.
To convert the significance of these deductions
into figures involves much guesswork. I give the
“reader the best personal estimate I can form after
pondering the matter in the light of the available
figures and other relevant data.

I put the deduction under (i.) at £300,000,000,
of which £100,000,000 may be ultimately available
after meeting private debts, etc.

As regards (il.)—according to a census taken
by the Austrisan Ministry of Finance on the
81st December 1912, the nominal value of the
Austro-Hungarian securities held by Germans was
£197,300,000. Germany’s pre-war investments in
Russia outside Government securities have been
estimated at .£93,000,000, which is much lower
than would be expected, and in 1906 Sartorius v.
Waltershausen estimated her investments in Russian
Government securities at £150,000,000. This gives

& total of £245,000,000, which is to some extent
borne out by the figure of £200,000,000 given in
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1911 by Dr. Ischchanian as a deliberately modest
estimate. A Roumanian estimate, published at the
time of that country’s entry into the war, gave the
value of Germany’s investments in Roumania at
£4,000,000 to £4,400,000, of which £2,800,000 to
£3,200,000 were in Government securities. An
assoclation for the defence of French interests in
Turkey, as reported in the Zemps (Sept. 8, 1919),
has estimated the total amount of German capital
invested in Turkey at about £59,000,000, of which,
according to the latest Report of the Council of
Foreign Bondholders, £32,500,000 was held by
German nationals in the Turkish® External Debt.
No estimates are available to me of Germany’s
investments in Bulgaria. Altogether I venture a
deduction of £500,000,000 in respect of this group
of countries as a whole.

Resales and the pledging as collateral of securities
during the war under (iii.) I put at £100,000,000 to
£150,000,000, comprising practically all Germany's
holding of Scandinavian, Dutch, and Swiss securi-
ties, a part of her South American securities, and
a substantial proportion of her North American
securities sold prior to the entry of the United States
into the war.

As to the proper deduction under (iv.) there are
naturally no available figures. For months past the
European press has been full of sensational stories of
the expedients adopted. But if we put the value of
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securities which have already left Germany or have
been safely secreted within Germany itself beyond
discovery by the most inquisitorial and powerful
methods at £100,000,000, we are not likely to over-
state it

These various items lead, therefore, in all to a
deduction of a round figure of about £1000,000,000,
and leave us with an amount of £250,000,000
theoretically still available.!

To some readers this figure may seem low, but
let them remember that it purports to represent
the remnant of saleable securities upon which the
German Government might be able to lay hands
for public purposés. In my own opinion it is much
too high, and considering the problem by a different
method of attack I arrive at a lower figure. For
leaving out of account sequestered Allied securities
and investments in Austria, Russia, etc., what blocks
of securities, specified by countries and enterprises,
can Germany possibly still have which could amount
to as much as £250,000,000? I cannot answer
the question. She has some Chinese Government
securities which have not been sequestered, a few
Japanese perhaps, and a more substantial value of
first-class South American properties. But there are
very few enterprises of this class still in German
hands, and even Zheir value is measured by one or

1 1 have made no deduction for securities in the ownership of Alsace-
Lorrainers and others who have now osased to be German nationals.
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two tens of millions, not by fifties or hundreds. He
would be a rash man, in my judgment, who joined a
syndicate to pay £100,000,000 in cash for the un-
sequestered remnant of Germany’s overseas invest-
ments. If the Reparation Commission is $o realise
even this lower figure, it is probable that they will
have to nurse, for some years, the assets which they
take over, not attempting their disposal at the present
time.

We have, therefore, a figure of from £100,000,000
to £250,000,000 as the maximum contribution from
Germany’s foreign securities.

Her immediately transferable wealth is composed,
then, of—

(a) Gold and silver—say £60,000,000.

(b) Ships—.£120,000,000.

(¢) Foreign securities—£100,000,000 to
£250,000,000.

Of the gold and silver, it is not, in fact, practi-
cable to take any substantial part without conse-
quences to the German currency system injurious to
the interests of the Allies themselves. The con-
tribution from all these sources together which the
Reparation Commission can hope to secure by May
1921 may be put, therefore, at from £250,000,000
to £350,000,000 as & maximum.'

! In all these estimates I am consecious of being driven, by a fear of over-
stating the case againat the Treaty, into giving figures in excesa of my own
real judgment. There is & great difference between putting down on paper
fanoy estimates of Germany's resources and actually extracting contributions
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2. Property in ceded Territory or surrendered
under the Armistice

As the Treaty has been drafted Germany will not
receive important credits available towards meeting
Reparation in respectof her property in ceded texritory.

Private property in most of the ceded territory is
utilised towards discharging private German debts -
to Allied nationals, and only the surplus, if any, is
available towards Reparation. The value of such
property in Poland and the other new States is
payable direct to the owners,

Government property in Alsace-Lorraine, in terri-
tory ceded to Belgium, and in Germany's former
colonies transferred to a Mandatory, is to be forfeited
without credit given. Buildings, forests, and other
State property which belonged to the former Kingdom
of Poland are also to be surrendered without credit.
There remain, therefore, Government properties, other
than the above, surrendered to Poland, Government
properties in Schleswig surrendered to Denmark,' the

in the form of casls I do not myself belisve that the Reparation Commission
will ssoure resl resources from the shove itoms by May 1821, even as great
as the lower of the two figures given above.

! The Treaty (see Art. 114) leaves it very dubious how far the Danish
Government is under an obligation to make payments to the Repanation
Commission in respect of its amoquizition of Schleawig. They might, for
instance, arrange for various off-sets such as the valne of the mark notes
held by the inhabitaunts of ceded areas. In any case the amouns of money
iavolved in quits small. The Danish Government is raising & loan for
£8,600,000 (kr. 120,000,000) for the joint purposes of ** taking over Schles.
wig's share of the German debt, for buying German public property, for
helping the Schleswig populstion, and for settling the currency question.”
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value of the Saar coalfields, the value of certain
river craft, ete., to be surrendered under the Ports,
Waterways, and Railways Chapter, and the value
of the German submarine cables transferred under
Annex VII of the Reparation Chapter.

Whatever the Treaty may say, the Reparation
Commission will not secure any cash payments
from Poland. I believe that the Saar coalfields have
been valued at from £15,000,000 to £20,000,000.
A round figure of £30,000,000 for all the above
items, excluding any surplus available in respect of
private property, is probably a liberal estimate.

There remains the value of material surrendered
under the Armistice. Article 250 provides that a
credit shall be sssessed by the Reparation Com-
mission for rolling-stock surrendered under the
Armistice as well as for certain other specified items,
and generally for any material so surrendered for
which the Reparation Commission think that eredit
should be given, “as having non-military value.”
The rolling-stock (150,000 wagons and 5000 loco-
motives) is the only very valuable item. A round
figure of £50,000,000, for all the Armistice surrenders,
is probably again a liberal estimate.

'We have, therefore, £80,000,000 to add in respect
of this heading to our figure of £250,000,000 to
£350,000,000 under the previous heading. This
figure differs from the preceding in that it does not
represent cash capable of benefiting the fipancial
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situation of the Allies, but is only a book credit
between themselves or between them and Germany.

The total of £330,000,000 to £430,000,000 now
reached is not, however, available for Reparation.
The first charge upon it, under Article 251 of the
Treaty, is the cost of the Armies of Occupation both
during the Armistice and after the conclusion of
Peace. The aggregate of this figure up to May 1921
cannot be calculated until the rate of witlidrawal is
konown which is to reduce the monthly cost from the
figure exceeding £20,000,000, which prevailed during
the first part of 1919, to that of £1,000,000, which is
to be the normal figure eventually. I estimate, how-
ever, that this aggregate may be about £200,000,000.
This leaves us with from £100,000,000 to £200,000,000
still in hand.

Out of this, and out of exports of goods, and
payments in kind under the Treaty prior to May
1921 (for which I have not as yet made any allow-
ance), the Allies have held out the hope that they
will allow Germany to receive back such sums for the
purchase of ngcessary food and raw materials as the
former deem it essential for her to have. It is not
possible at the present time to form an accurate
judgment either as to the money-value of the goods
which Germany will require to purchase from abroad
in order to re-establish her economie life, or as
to the degree of liberality with which the Allies
will exercise their discretion. If her stocks of raw
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materials and food were to be restored to anything
approaching their normal level by May 1921, Germany
would probably require foreign purchasing power
of from £100,000,000 to £200,000,000 at least, in
addition to the value of her current exports. While
this is not likely to be permitted, I venture to assert
a8 a matter beyond reasonable dispute that the social
and economic condition of Germany cannot possibly
permit a surplus of exports over imports during the
period prior to May 1921, and that the value of any
payments in kind with whick she may be able to
furnish the Allies under the Treaty in the form of
coal, dyes, timber, or other materials will have to be
returned to her to enable her to pay for imports
essential to her existence.!

The Reparation Commission can, therefore, expect
no addition from other sources to the sum of
from £100,000,000 to £200,000,000 with which we
have hypothetically credited it after the realisation
of Germany's immediately trapsferable wealth, the
calculation of the credits due to Germany under the
Treaty, and the discharge of the cost of the Armies
of Occupation. As Belgium has secured a private
agreement with France, the United States, and Great
Britain, outside the Treaty, by which she is to
receive, towards satisfaction of her claims, the first

! Here again my own judgment would carry me much further and I should
doubt the posaibility of Germany’s exports equalling her imports during
this period. But the statement in the text goes far enough for the purposs
of my argument.
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£100,000,000 available for Reparation, the upshot
of the whole matter is that Belgium . may possibly
get her £100,000,000 by May 1921, but none of the
other Allies are likely to secure by that date any
contribution worth speaking of. At any rate, it
would be very imprudent for Finance Ministers to
lay their plans on any other hypothesis,

3. Annual Payments spread over a Term of Years

It is evident that Germany’s pre-war capacity to
pay an annual foreign tribute has not been unaffected
by the almost total loss of her colonies, her overseas
connections, her mercantile marine, and her foreign
properties, by the cession of ten per cent of her
territory and population, of one-third of her coal and
of three-quarters of her iron ore, by two million
casualties amongst men in the prime of life, by the
starvation of her people for four years, by the burden
of a vast war debt, by the depreciation of her currency
to less than one-seventh its former value, by the dis-
ruption of her allies and their territories, by Revolu-
tion at hom¢ and Bolshevism on her borders, and
by all the unmeasured ruin in strength and hope of
four years of all-swallowing war and final defeat.

All this, one would have supposed, is evident.
Yet most estimates of a great indemnity from
Germany depend on the assumption that she is in
& position to conduct in the future a vastly greater
trade than ever she has had in the past.
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For the purpose of arriving at a figure it is of
no great consequence whether payment takes the
form of cash (or rather of foreign exchange) or
is partly effected in ‘kind (cosl, dyes, timber,
etc.), as contemplated by the Treaty. In any
evend, it is only by the export of specific com-
modities that Germany can pay, and the method
of turning the value of these exports to account
for Reparation purposes is, comparatively, a matter
of detail.

We shall lose ourselves in mere hypothesis unless
we return in some degree to first principles, and,
whenever we can, to such statistics as there are.
It is certain that ar annual payment can only be
made by Germany over a series of years by diminish-
ing" her imports and increasing her exports, thus
enlarging the balance in her favour which is avail-
able for effecting payments abroad. Germany can pay
in the long-run in goods, and in goods only, whether
these goods are furnished direct-to the Allies, or
whether they are sold to neutrals and the neutral
credits so arising are then made over to the Allies.
The most solid basis for estimating the extent to
which this process can be carried is to be found,
therefore, in an analysis of her trade returns before the
war, Only on the basis of such an analysis, supple-
mented by some general data as to the aggregate
wealth-producing capacity of the country, can a
rational guess be made as to the maximum degree to
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which the exports of Germany could be brought to
exceed her imports.

In the year 1918 Germany’s imports amounted to
£538,000,000 and her exports to £505,000,000, ex-
clusive of transit trade and bullion, That is to say,
imports exceeded exports by about £33,000,000. On
the average of the five years ending 1913, however,
her imports exceeded her exports by a substantially
larger amount, namely, £74,000,000. It follows,
therefore, that more than the whole of Germany’s pre-
war balance for new foreign investment was derived
from the interest on her existing foreign securities,
and from the profits of her shipping, foreign banking,
etc. As her foreign properties and her mercantile
marine are now to be taken from her, and as her foreign
banking and other miscellaneous sources of revenue
from abroad have been largely destroyed, it appears
that, on the pre-war basis of exports and imports,
Germany, so far from having a surplus wherewith to
make a foreign payment, would be not nearly self-sup-
porting. Her first task, therefore, must be to effect a
readjustment of consumption and production to cover
this deficit. Any further economy she can effect in the
use of imported commodities, and any further stimula-
tion of exports will then be available for Reparation.

Two-thirds of Germany’s import and export trade
is enumerated under separate headings in the follow-
ing tables. The considerations applying to the
enumerated portions may be assumed to apply more
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or less to the remaining one-third, which is composed
of commodities of minor importance individually.

Amount Percen
German Exports, 1913. Million £. Totr:le E?::r:a{
Iron goods (including tinplates, etc.) 6613 132
Machinery and parts (mcludmg
motor cars) . . 3755 b
Coal, coke, and bnquett.as . 3534 70
Woollen goode (including raw and
combed wool and clothing) . 2940 59
Cotton goods (including raw cotton,
yarn, and thread) . . . 2815 56
168-67 392
Cereals, ete. (including rye, oa.ta,
wheat, hops) . . £1-18 41
Leather and leathu' good.s . 1647 30
Sugar . . . . 13-20 28
Paper, cte. . . . . 1310 28
Furs 1176 22
Elactncal goods (mat.allat,mns,
machinery, lamp% cables) . 1088 22
Silk goods . 10-10 20
Dyes . . . . . . 976 19
Copper goods . . . . 850 13
Toys . .. 516 10
Rubber and. rubber gooda . . 4-27 09
Books, maps, and music . . 371 08
Potash . . . . 318 06
Glass . . . . 314 06
Polassium chlorlde . . . 291 o8
Pianos, organs, and paut.s . . 277 08
Raw zinc . . . . 274 . 05
Poureelain - . . . 253 06
142-34 280
Other goods, unennmerated . . 16592 328
Total . . 50483 100:0
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German Imports, 19138. MAi]l_]lJiz:n.E. 'I*:) me?gg:r::
I. Raw waterials :—

Cotton . . . 3035 56
Hides and skmn . . 2488 46
Wool . . . . 2367 4-4
Copper . . . . 16-76 31
Coal ; . . . 13-66 2
Timber . . . . 11'60 22
Irog ore . . . . 11-35 1
Furs . . . 935 1-7
Flax and ﬂaneed . . 933 7
Saltpetre . . . . 8'55 16
8ilk . . . . 790 16
Rubber . . . . 7-30 14
Jute . . . . 470 09
Petroleum . . . 349 o7
Tin . . . 291 06
Phosphorus chalk . . 2-33 04
Lubricating oil . . 229 04

190-38 363

11. Food, tobacco, ete. :—
Cereals, eta. (wheat, barley,
bran, rice, maire, oats,
rye, clover) . . 6551 128
Oil seede and enkq ete, (m-
cluding palm kernels,

coprs, cocos beans) . 2063 38
Cattle, lanb fat, bladders . 1468 28
Coffes ., . . 1096 20
Eggs . . . . 970 18
Tubacoo . . . . 670 12
Butter . . . . 593 11
Horses . . . . 581 111
Fruis . . . . 365 07
Fish . . . . 299 08
Poultry . . . . 280 05
Wine . . . - 2:67 05

151-86 283
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7 Amount Percen of
German Imports, 1913, Million £, Total I:::m.
III. Manufactures:— A
Cotton yarn and thread and
cotton goods . . 941 18
Woollen yarn and woollen
goods . . . . 67 14
Machinery . . . 402 o7
21:00 39
IV. Unenumerated . . . 17528 325
Total . . 53868 1000

These tables show that the most important ex-
porta consisted of :—
(1) Iron goods, including tin plates (132 per cent),
(2) Machinery, etc. (7°5 per cent),
(8) Coal, coke, and briquettes (7 per cent),
(4) Woollen goods, including raw and combed
wool (59 per cent), and
(5) Cotton goods, including cotton yarn ard
thread and raw cotton (5'6 per cent),
these five classes between them accounting for
39'2 per cent of the total exports. It will be
observed that all these goods are of a kind in which
before the war competition between Germany and
the United Kingdom was very severe. If, therefore,
the volume of such exports to overseas or European
destinations is very largely increased the effect
upon British export trade must be correspondingly
serious, As regards two of the categories, namely,
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cotton and woollen goods, the increase of an export
trade is dependent upon an increase of the import
of the raw material, since Germany produces no
cotton and practically no wool. These trades are
therefore incapable of expansion unless Germany is
given facilities for securing these raw materials
(which can only be at the expense of the Allies) in
excess of the pre-war standard of consumption, and
even then the effective increase is not the gross
value of the exports, but only the difference between
the value of the manufactured exports and of the
imported raw material. As regards the other three
categories, namely, machinery, iron goods, and coal,
Germany’s capacity to incresse her exports will have
‘been taken from her by the cessions of territory in
Poland, Upper Silesia, and Alsace-Lorraine. As has
been pointed out already, these districts accounted
for nearly one-third of Germany’s production of coal.
But they also supplied no less than three-quarters
of her iron-ore production, 38 per cent of her
blast furnaces, and 9'5 per cent of her iron and steel
foundries. T.;Inless, therefore, Alsace-Lorraine and
Upper Silesia send their iron-ore to Germany proper, >
to be worked up, which will involve an increase in
the imports for which she will have to find payment,
so far from any increase in export trade being
possible, a decrease is inevitable.!

1 It has besn astimated that the cession of territory to Franoce, apart
from the loas of Upper Silesis, may reduce Germany's snnual pre-war
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Next on the list come cereals, leather goods, sugar,
paper, furs, electrical goods, silk goods, and dyes.
Cereals are not a net export and are far more than
balanced by imports of the same commodities. As
regards sugar, nearly 90 per cent of Germany’s
pre-war exports came to the United Kingdom.! An
increase in this frade might be stimulated by the
grant of a preference in this country to German
sugar or by an arrangement by which sugar was
taken in part payment for the indemnity on the
same lines as has been proposed for coal, dyes, ete.
Paper exports also might be capable of some increase.
Leather goods, furs, and silks depend upon corre-
sponding imports on the other side of the account.
Silk goods are largely in competition with the
trade of France and Italy. The remaining items
are individually very small I have heard it
suggested that the indemnity might be paid to a
great extent in potash and the like. But potash
before the war represented 06 per cent of Germany’s
export trade, and about £3,000,000 in aggregate
value, Besides, France, having secured a potash field
in the territory which has been restored to her, will

production of stesl ingets from 20,000,000 tons to 14,000,000 tons, and
increase France's capacity from 5,000,000 tons to 11,000,000 tons.

! Germany's exports of augar in 1913 amounted to 1,110,073 tons of the
value of £13,004,300, of which 838,588 tons were exported to the United
Kingdom at a value of £9,050,800. These figures were in excess of the
normal, the average total exporta for the five years ending 1913 being about
£100,00,000,
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not welcome a great stimulation of the German
exports of this material,

An examination of the import list shows that
63'6 per cent are raw materials and food. The
chief items of the former class, namely, cotton,
wool, copper, hides, iron-ore, furs, silk, rubber, and
tin, could not be much reduced without reacting on
the export trade, and might have to be increased
if the export trade was to be increased. Imports
of food, namely, wheat, barley, coffee, eggs, rice,
maize, and the like, present a different problem. It
is unlikely that, apart from certain comforts, the
consumption of food by the German labouring
classes before the war was in excess of what was
required for maximum efficiency ; indeed, it probably
fell short of that amount. Any substantial decrease
in the imports of food would therefore react on the
efficiency of the industrial population, and con-
sequently on the volume of surplus exports which
they could be forced to produce. It is hardly
possible to insist on a greatly increased productivity
of German igdustry if the workmen are to be underfed.
But this may not be equally true of barley, coffee,
eggs, and tobacco. If it were possible to enforce
& régime in which for the future no German drank
beer or coffee, or smoked any tobacco, a substantial
saving could be effected. Otherwise there aeems
little room for any significant reduction.

The following analysis of German exports and
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imports according to destination and origin is also
relevant. From this it appears that of Germany’s
exports in 1913, 18 per cent went to the British
- Empire, 17 per cent to France, Italy, and Belgium,
10 per cent to Russia and Roumania, ‘and 7 per
cent to the United States; that is to say, more than
half of the exports found their market in the
countries of the Entente nations. Of the balance,
12 per cent went to Austria-Hungary, Turkey, and
Bulgaria, and 35 per cent elsewhere. Unless, there-
fore, the present Allies are prepared to encourage
the importation of German products, a substantial
increase in total volume can only be effected by
the wholesale swamping of neutral markets.

[TaBLx
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GerMaN TRADE (1913) AccorDING TO DEsTiNaTioN AND ORIGIN

Destination of Germany's Origin of Germany's
Exporta, Imports,
Million £  Pur cent, Millior £, Per cent.

Qreat Britain . 7191 142 4380 81
India . . 7563 16 2704 50
Egypt . . 217 04 568 11
Canada . . 3-02 06 320 06
Australis . 4-42 09 1480 2-8
South Africa . 2-34 o5 348 06
T°§,1'npim BRERY a1m 181 0824 183
France . . 89-49 78 2981 54
Belgium . . 2758 55 1723 32
Italy . . 19-67 39 1588 30
U.S.A . . 3566 71 85658 159
Rusaia . . 4400 87 71-23 13:2
Roumania . . 7-00 14 399 07
Austris-Hungary 5624 10°8 41-38 77
Tarkey . . 498 10 368 0-7

Bulgaria . . 151 03 040
Other Countries . 17804 353 17174 32-0
504-47 1000 63853 1000

The above analysis affords some indication of the
possible magnitude of the maximum modification of
Germany's export balance under the conditions which
will prevail after the Peace. On the assumptions
(1) that we do not specially favour Germauny over
ourselves in supplies of such raw materials as cotton
and wool (the world’s supply of which is limited),
(2) that France, having secured the iron-ore deposits,
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makes a serious attempt to secure the blast-furnaces
and the steel trade also, (3) that Germany is not
encouraged and assisted to undercut the iron and
other trades of the Allies in overseas market, and
(4) that a substantial preferemce is not given to
Germsan goods in the British Empire, it is evident
by examination of the specific items that not much
is practicable.

Let us run over the chief items again: (1) Iron
goods. In view of Germany’s loss of resources, an
increased net export seems impossible and a large
decrease probable. (2) Machinery. Some increase
is possible. (3) Coal and coke. The value of Ger-
many’s net export before the war was £22,000,000;
the Allies have agreed that for the time being
20,000,000 tons is the maximum possible export
with a problematic (and in fact) impossible increase
to 40,000,000 tons at some future time; even on the
basis of 20,000,000 tons we have virtually no increase
of value, measured in pre-war prices ;! whilst, if this
amount is exacted, there must be a decrease of far
greater value in the export of manufactured articles
requiring coal for their production. (4) Woollen .
goods. An increase i8 impossible without the raw
wool, and, having regard to the other claims on
supplies of raw wool, a decrease is likely. (5) Cotton
goods. The same considerations apply as to wool

! The necessary price adjustment, which is required, on both sides of
this acoount, will be made en blog later,
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(6) Cereals. There never was and never can be a net
export. (7) Leather goods. The same considera-
tions apply as to wool.

We have now covered nearly half of Germany's pre-
war exports, and there is no other commodity which
formerly represented as much as 3 per cent of her
exports. In.what commodity is she to pay? Dyea?
—their total value in 1913 was £10,000,000. Toys?
Potash ?-—1913 exports were worth £3,000,000.
And even if the commodities could be specified,
in what markets are they to be sold 2—remembering
that we have in mind goods to the value not of tens
of millions annually, but of hundreds of millions.

On the side of imports, rather more is possible.
By lowering the standard of life, an appreciable
reduction of expenditure on imported commodities
may be possible. But, as we have already seen,
many large items are incapable of reduction without
reacting on the volume of exports. _

Let us put our guess as high as we ean without.
being foolish, and suppose that after a time Germany
will be able, in spite of the reduction of her resources,
her facilities, her markets, and her productive power,
to increase her exports and diminish her imports
so a8 to improve her trade balance altogether by
£100,000,000 annually, measured in pre-war prices.
This adjustment is first required to liquidate the
adverse trade balance, which in the five years before
the war averaged £74,000,000; but we will assume
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that after allowing for this, she is left with a favour-
able trade balance of £50,000,000 a year. Doubling
this to allow for the rise in pre-war prices, we have
a figure of £100,000,000. Having regard to the
political, social, and human factors, as well as to
the purely economic, I doubt if Germany could be
made to pay this sum annually over a period of
30 years; but it would not be foolish to assert or
to hope that she could.

 Such a figure, allowing 5 per cent for interest,
and 1 per cent for repayment of capital, represents
& capital sum having a present value of about £1700
million.}

I reach, therefore, the final conclusion that, in-
cluding all methods of payment—immediately trans-
ferable wealth, ceded property, and an annual tribute
— £2,000,000,000 is a safe maximum figure of
Grermany’s capacity to pay. In all the actual circum-
stances, I do not believe that she can pay as much.
Let those who consider this a very low figure, bear
in mind the following remarkable comparison. The
wealth of France in 1871 was estimated at a little less
than half that of Germany in 1913. Apart from
changes in the value of money, an indemnity from
Germany of £500,000,000 would, therefore, be about

1 If the amount of the sinking fund be reduced, and the annunal pay-
ment is continued over & greater number of years, the present value—so
powerful is the operation of compound interest—cannot be materially
inoreased, A payment of £100,000,000 annually $n perpefuity, sssuming
interest, as before, at 6 per cent, would only raise the present value to
£2000 million.
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comparable to the sum paid by France in 1871; and
as the real burden of an indemnity increases more
than in proportion to its amount, the payment of
£2,000,000,000 by Germany would have far severer
consequences than the £200,000,000 paid by France
in 1871.

There is only one head under which I see a
possibility of adding to the figure reached on the line
of argument adopted above; that is, if German
labour is actually transported to the devastated areas
and there engaged in the work of reconstruction. I
have heard that a limited scheme of this kind is
~ actually in view. The additional contribution thus
* obtainable depends on the number of labourers which
‘the German Government could contrive to maintain
in this way and also on the number which, over a
period of years, the Belgian and French inhabitants
would tolerate in their midst. In any case, it would
seem very difficult to employ on the actual work of re-
construction, even over a number of years, imported
labour having & net present value exceeding (say)
£250,000,00Q: and even this would not prove in
practice a net addition to the annual contributions
obtainable in other ways.

A capacity of £8,000,000,000 or even of
£5,000,000,000 is, therefore, not within the limits
of reasonable possibility. It is for those who believe
that Germany can make an annual payment amount-~
ing to hundreds of millions sterling to say sn what
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specific commodaities they intend this payment to
be made, and in what markets the goods are to be
sold. Until they proceed: to some degree of detail,
and are able to produce some tangible argument in
favour of their conclusions, they do pot deserve to
be believed.’,

I make three provisos only, none of which affect
the force- of my argument for immediate practical

purposes.
First: if the Allies were to *“nurse” the trade

1 As an example of public misapprehension on economic affairs, the
following letter from Sir Sidney Low to Ths Times of the 8rd December
1918 deserves quotation: **I have seen authoritative estimates which
place the gross value of Germany's mineral and chemical resources as
high as £250,000,000,600 sterling or even more ; and the Buhr basin
mines alone are seid to be worth cver £45,000,000,000. It is certain,
at auy rate, that the capital value of these natural supplies is much
greater than the total war debtis of all the Allied States. Why should
not some portion of this wealth be diverted for a sufficient period from its
present ownera and assigned to the peoples whom Germany has assailed,
deported, and injured?! The Allied Governments might justly reguire
Germany to surrender to them the use of such of her mines and minoeral
deposita as would yield, say, from 100 to 200 millions annuslly for the
next 80, 40, or 50 years. By this means we could obtain sufficient
compensation from Germany without unduly stimulating her manufactnres
and export trade to our detriment.” It is not eclear why, if Gormany has
wealth exceeding £250,000 millions aterling, Sir Sidney Low is content
with the trifling sum’ of 100 to 200 millions annually. But his letter is
an admirable reducsio ad absurdum of a certain lina of thought. While a
mods of caloulation, which estimates the value of coal miles deep in the
bowels of the earth as high as in a coal scuttle, of an annual lease of
£1000 for 999 years at £999,000 and of a field (presumably) at the valus
of all the crops it will grow to the end of recorded time, opens up great
posaibilities, it is alsoc dounble-edged. If Germany's total resources are
worth £250,000,000,000, those she will part with in the cession of Alsace-
Lorraine and Upper Silesia should be more than sufficient to pay the entire
costs of the war and reparation together. In point of fact, the present
market value of all the mines in Germany of every kind has been estimated
at £300,000,000, or a little more than one-thousandth part of 3ir Sidney
Low's expectations, ¢
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and industry of Germany for a period of five or ten
years, supplying her with large loans, and with ample
shipping, food, and raw materials during that period,
building up markets for her, and deliberately apply-
ing all their resources and goodwill to making her
the greatest industrial nation in Europe, if not in
the world, a substantially larger sum could probably
be extracted thereafter; for Germany is capable of
very great productivity.

Second : whilst I estimate in terms of money, I
assume that there is no revolutionary change in the
purchasing power of our unit of value. If the value
of gold were to sink to & halfbr a tenth of its present
value, the real burden of a payment fixed in terms
of gold would be reduced proportionately. If a gold
sovereign comes to be worth what a shilling is worth
now, then, of course, Germany can pay a larger sum
than I have named, measured in gold sovereigns.

Third: 1 assume that there is no revolutionary
change in the yield of Nature and material to man’s
labour. It is not tmpossible that the progress of
science should bring within our reach methods and
devices by which the whole standard of life would be
raised immeasurably, and a given volume of products
would represent but a portion of the human effort
which it represents now. In this case all standards
of ** capacity ” would be changed everywhere., But
the fact that all things are possible is no excuse for
talking foolighly.,
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It is true that in 1870 no man eould have predicted
Germany's capacity in 1910. We cannot expect to
legislate for a generation or more. The secular
changes in man's economic condition and the liability
of human’forecast to error are as likely to lead to
mistake in one direction as in another. We cannot
a8 reasonable men do better than base our policy on
the evidence we have and adapt it to the five or ten
years over which we may suppose ourselves to have
some measure of prevision; and we are not at fault
if we leave on one side the extreme chances of human
existence and of revolutionary changes in the order
of Nature or of man’s relations to her. The fact that
we have no adequate knowledge of Germany’s capacity
to pay over a long period of years is no justification (as
I have heard some people claim that it is) for the state-
ment that she can pay ten thousand million pounds.

Why has the world been so credulous of the
unveracities of politicians? If an explanation is
needed, I attribute this particular credulity to the
following influences in part.

In the first place, the vast expenditures of the war,
the inflation of prices, and the depreciation of currency,
leading up to a complete instability of the unit of
value, have made us lose all sense of number and
magnitude in matters of finance. What we believed
to be the limits of possibility have been so enormously
exceeded, and those who founded their expectations
on the past have been so often wrong, that the man
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in the street is now prepared to believe anything
which is told him with some show of authority, and
the larger the figure the more readily he swallows it.

But those who look into the matter more deeply are
sometimes misled by a fallacy, much more plausible
to reasonable persons. Such a one might base his con-
clusions on Germany's total surplus of annual produe-
tivity as distinct from her export surplus. Helfferich’s
estimate of Germany's annual increment of wealth in
1913 was £400,000,000 to £425,000,000 (exclusive of
increased money value of existing land and property).
Before the war, Germany spent between £50,000,000
and £100,000,000 on armaments, with which she can
now dispense. Why, therefore, should she not pay
over to the Allies an annual sum of £500,000,000?
This puts the crude argument in its strongest and
most plausible form.

But there are two errors in it. First of all,
Germany’s annual savings, after what she has suffered
in the war and by the Peace, will fall far short of
what they were before, and, if they are taken from
her year by year in future, they cannot again reach
their previoud level. The loss of Alsace-Lorraine,
Poland, and Upper Silesia could not be assessed in
terms of surplus productivity at less than £50,000,000
annually. Germany is supposed to have profited
about £100,000,000 per annum from her ships,
her foreign investments, and her foreign banking
and connections, all of which have now been taken
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from her. Her saving on armaments is far more
than balanced by her snnual charge for pensions
now estimated at £250,000,000,) which represents
s real loss of productive capacity. And even if we
put on one side the burden of the internal debt, which
amounts to 240 milliards of marks, as being a question
of internal distribution rather than of productivity,
we must still allow for the foreign debt incurred
by Germany during the war, the exhaustion of her
stock of raw materials, the depletion of her live-
stock, the impaired productivity of her soil from
lack of manures and of labour, and the diminution
in her wealth from the failure to keep up many
repairs and renewals over a period of nearly five
years. Germany is not as rich as she was before
the war, and the diminution in her future savings for
these reasons, quite apart from the factors previously
allowed for, could hardly be put at less than ten per
cent, that is £40,000,000 annually.

These factors have already reduced Germany’s
annual surplus to less than the £100,000,000 at
which we arrived on other grounds as the maximum
of her annual payments. But even if the rejoinder
be made, that we have not yet allowed for the
lowering of the standard of life and comfort in
Germany which may reasonably be imposed on a

1 The conversion at par of 5000 million marks overstates by resson of the
existing depreciation of the mark, the present money burden of the actual
pensions payments, but not, in ail probability, the real loss of paticnal pre-
ductivity as a result of the casualtica suffered in the wor,
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defeated enemy,' there is atill a fundamental fallacy
in the method of calculation. An annual surplus
available for home investment can only be converted
into a surplus available for export abroad by a
radical change in the kind of work performed.
Labour, while it may be available and efficient for
domestic services in Germany, may yet be able to
find no outlet in foreign trade. We are back on the
same question which faced us in our examination of
the export trade—in what export trade is German
labour going to find a greatly increased outlet?
Labour can only be diverted into new channels
with loss of efficiency, and a large expenditure of
capital. The annual surplus which German labour
can produce for capital improvements at home is
no measure, either theoretically or practically, of
the annual tribute which she can pay abroad.

IV. The Reparation Commission

This body is so remarkable a construction and
may, if it func‘tions at all, exert so wide an influence

1 It cannot be overlooked, in passing, that in its resalts on a country’s
surplua productivity s lowering of the standard of life acts both ways.
Morsover, we are without experience of the psychology of a white race under
conditions littls short of servitude. It is, however, generally supposed that
if the whols of & man's surplus production is taken from him, his efficiency
and his industry are diminished. The entreprencur and the inventor will
not contrive, the trader and shopkesper will not save, the labourer will not
toil, if the fruits of their industry are set aside, not for tho benefit of their
shildren, their old age, their pride, or their position, but for the enjoyment
of » foreign conqueror,
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on the life of Europe, that its attributes deserve a
separate examination.

There are no precedents for the indemnity im-
posed on Germany under the present Treaty; for
the money exactions which formed part of the
settlement after previous wars have differed in
two fundamental respects from this one. The
sum demanded has been determinate and has been
measured in & lump sum of money; and so long
as the defeated party was meeting the annual
instalments of cash, no further interference was
necessary.

But for reasons already elucidated, the exactions
in this case are not yet determinate, and the sum
when fixed will prove in excess of what can be paid
in cash and in excess slso of what can be paid at
all. It was necessary, therefore, to set up a body to
establish the bill of claim, to fix the mode of payment,
and to approve necessary abatements and delays. It
was only possible to place this body in a position to
exact the utmost year by year by giving it wide
powers over the internal economic life of the enemy
countries, who are to be treated henceforward as
bankrupt estates to be administered by and for the
benefit of the creditors. In fact, however, its powers
and functions have been enlarged even bheyond what
was required for this purpose, and the Reparation
Commission has been established as the final arbiter
on numerous economic and financial issues which
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it was convenient to leave unsettled in the Treaty
itself.?

The powers and constitution of the Reparation
Commission are mainly laid down in Articles 233-241
and Annex II. of the Reparation Chapter of the
Treaty with Germany. But the same Commission is
to exercise authority over Austria and Bulgaria, and
possibly over Hungary and Turkey, when Peace is
made with these countries. “There are therefore
analogous articles mutatis mutandss in the Austrian
Treaty * and in the Bulgarian Treaty.®

The principal Allies are each represented by one
chief delegate, The delegates of the United States,
Great Britain, France, and Italy take part in all pro-
ceedings ; the delegate of Belgium in all proceedings

¥ In the course of the compromises and delays of the Conference, there
wore many questions on which, in order to reach any conclusion at all, it
was neoessary to leave a margin of vagueneas and uncertainty. The whole
method of the Conference tended towards this,—the Counocil of Four wanted,
not so much  settlement, as a treaty. On political and territorial questions
the tondency was to loave the final arbitrament to the League of Nations. But
on financial and economic questions the final decision has generally besn
left with the Reparation Commission,—in spite of its bsing an executive
body composed of intorested parties.

3 The sum to be paid by Austria for Reparation is left to the abselute
discretion of the Reparation Commission, no determinate figure of any kind
being mentioned in tne text of the Treaty. Austrian questions are to be
lisndled by & spacial section of the Reparation Commission, but the seotion
will have no powers excopt such as the main Commission may delegare.

¥ Bulgaria is to pay an indemnity of £80,000,000 by half-yearly instal.
monts, beginning July 1, 1926. These sums will be collected, on behaifl
of the Roparation Commission, by an Inter-Ally Commission of Control,
with ity sest at Sofia. In some respescts tha Bulgarian Inter-Ally
Commiasion appeara to have powers and suthority independent of the
Reoparation Commission, but it is to act, nevertheless, as the agent of the
lattor, and is suthorised to tender advioce to the Reparation Commission as
to, for sxample, the reduction of the half-yearly instalments,
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except those attended by the delegates of Japan
or the Serb-Croat-Slovene State; the delegate of
Japan in all proceedings affecting maritime or speci-
fically Japanese questions; and the delegate of the
Serb-Croat-Slovene State when questions relating to
Austria, Hungary, or Bulgaria are under considera-
tion. Other allies are to be represented by delegates,
without the power to vote, whenever their respective
claims and interests are under examination.

In general the Commission decides by a majority
vote, except in certain specific cases where unanimity
i3 required, of which the most important are the
cancellation of German indebtedness, long postpone-
ment of the instalments, and the sale of German
bonds of indebtedness, The Commission is endowed
with full executive authority to carry out its decisions,
It may set up an executive staff and delegate
suthority to its officers. The Commission and its
staff are to enjoy diplomatic privileges, and its salaries
are to be paid by Germany, who will, however, have
. no voice in fixing them. If the Commission is to
discharge adequately its numerous functions, it will
be necessary for it to establish a vast polyglot
bureaucratic organisation, with a staff of hundreds.
To this organisation, the headquarters of which
will be in Paris, the economic destiny of Central
Europe is to be entrusted.

Its main functions are as follows :—

1. The Commission will determine the precise
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figure of the claim against the enemy Powers by an
examination in detail of the claims of each of the
Allies under Annex I of the Reparation Chapter.
This task must be completed by May 1921. It shall
give to the German Government and to Germany’s
allies “a just opportunity to be heard, but not to
take any part whatever in the decisions of the
Commission.” That is to say, the Commission will
act as & party and a judge at the same time.

2. Having determined the claim, it will draw up
a schedule of payments providing for the discharge
of the whole sum with interest within thirty years.
From time to time it shall, with a view to modifying
the schedule within the limits of possibility, “consider
“the resources and capacity of Germany . . . giving
her representatives a just opportunity to be heard.”

““In periodically estimating Germany's capacity
to pay, the Commission shall examine the German
system of taxation, first, to the end that the sums for
reparation which Germany is required to pay shall
become a charge upon all her revenues prior tothat
for the service or discharge of any domestic loan, and
secondly, s0 &8 to satisfy itself that, in general, the
German scheme of tazation is fully as heavy pro-
portionately as that of any of the Powers represented
on the Commission,”

8. Up to May 1921, the Commission has power,
‘with a view to securing the payment of £1000
million, to demand the surrender of any piece of
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German property whatever, wherever situated: that
is to say, “ Germany shall pay in such instalments
and in such manner, whether in gold, commodities,
ships, securities, or otherwise, as the Reparation
Commission may fix.”

4. The Commission will decide which of the rights
and interests of German nationals in public utility
undertekings operating in Russia, China, Turkey,
Austria, Hungary, and Bulgaria, or in any territory
formerly belonging to Germany or her allies, are to
be expropriated and transferred to the Commission
itself ; it will assess the value of the interests so
transferred ; and it will divide the spoils.

5. The Commission will determine how much of
the resources thus stripped from Germany must be
returned to her to keep enough life in her economic
organisation to enable her to continue to make
Reparation payments in future.!

6. The Commission will assess the value, without
appeal or arbitration, of the property and rights
ceded under the Armistice, and under the Treaty,—
rolling-stock, the mercantile marine, river craft, cattle,
the Saar mines, the property in ceded territory for
which credit is to be given, and so forth.

7. The Commission will determine the amounts and
values (within certain defined limits) of the contribu-

! Under the Treaty this is the funetion of any body appointed for the
purpese by the principal Allied and Associated Govermments, and not
necoasarily of the Reparation Commission, But it may be presumed that
no second body will be established for this spocial purpoas.
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tions which Germany is to make in kind year by year
under the various Annexes to the Reparation Chapter.

8. The Commission will provide for the restitution
by Germany of property which can be identified.

9. The Commission will receive, administer, and
distribute all receipts from Germany in cash or in
kind. It will also issue and market German bonds
of indebtedness,

10. The Commission will assign the share of the
pre-war public debt to be taken over by the ceded
areas of Schleswig, Poland, Danzig, and Upper Silesia.
The Commission will also distribute the public debt
of the late Austro-Hungarian Empire between its
constituent parts.

11. The Commission will liquidate the Austro-
Hungarian Bank, and will supervise the withdrawal
and replacement of the currency system of the late
Austro-Hungarian Empire.

12. It is for the Commission to report if, in their
judgment, Germany is falling short in fulfilment of
her obligations, and to advise methods of coercion,

18. In general, the Commission, acting through a
subordinate body, will perform the same functions
for Austria and Bulgaria as for Germany, and also,
presumably, for Hungary and Turkey.

There are also many other relatively minor duties

assigned to the Commission. The above summary,

1 At the date of writing no treaties with thess countries have been
drafted. It is possible that Turkey might be dealt with by w separats
Commission.
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however, shows sufficiently the scope and significance
of its authority. This authority is rendered of far -
greater significance by the fact that the demands
of the Treaty generally exceed Germany's capacity.
Consequently the clanses which allow the Com-
mission t0 make abatements, if in their judgment
the economic conditions of Germany require it, will
render it in many different particulars the arbiter of
Germany’s economic life. The Commission is not
only to inquire into Germany's general capacity to
pay, and to decide (in the early years) what import
of foodstuffs and raw materials is necessary; it is
authorised to exert pressure on the German system
of taxation (Annex II. para. 12 (b)}* and on German
internal expenditure, with a view to ensuring that Re-
paration payments are a first charge on the country’s
entire resources: and it i3 to decide on the effect
on German economic life of demands for machinery,
cattle, etc., and of the scheduled deliveries of coal.
By Article 240 of the Treaty Germany expressly
recognises the Commission and its powers “as the
same may be constituted by the Allied and Associated
Governments,” and *agrees irrevocably to thejipos-
session and exercise by such Commission of |the
power and authority given to it under the present

! This appears to me to be in effect the position (if this paragraph means
anything at all}, in apite of the following disclaimer of such intentions in the
Allios’ reply :—** Not does Paragraph 12 (b) of Annex II. give the Commission
powers to prescribo or enforce taxes or to diotate the character of the German
budget.”
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"Treaty.” She undertakes to furnish the Commission
,with all relevant information. And finally in
Article 241, “ Germany undertakes to pass, issue,
and maintain in force any legislation, orders, and
decrees that may be necessary to give complete
effect to these provisions.’ .

The comments on this of the German- Financial
Commission at Versailles were hardly an exaggera-
tion :—** German democracy is thus annihilated at
the very moment when the German people was about
to build it up after a severe struggle—annihilated
by the very persons who throughout the war never
tired of maintaining that they sought to bring
democracy to us, . . . Germany is no longer &
people and a State, but becomes a mere trade con-
cern placed by its creditors in the hands of a receiver,
without its being granted so much as the oppor-
tunity to prove its willingness to meet its obligations
of ite own accord. The Commission, which is to have
its permanent headquarters outside Germany, will pos- -
“aess in Germany incomparably greater rights than the
German Empgror ever possessed ; the German people
under its régime would remain for decades to come
shorn of all rights, and deprived, to a far greater ex-
tent than any people in the days of absolutism, of any
independence of action, of any individual aspiration
in its economic or even in its ethical progress.”

In their reply to these observations the Allies
refused to admit that there was any substance,
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ground, or force in them. * The observations of the
German Delegation,” they pronounced, ‘ present a
view of this Commission so distorted and so inexact
that it is difficult to believe that the clauses of the
Treaty have been calmly or carefully examined. It
is not an engine of oppression or a device for inter-
fering with German sovereignty. It has no forces at
its command ; it has no executive powers within the
territory of Germany; it cannot, as is suggested,
direct or control the educational or other systems of
the country. Its business is to ask what is to be
paid; to satisfy itself that Germany can pay; and
to report to the Powers, whose delegation it is, in
case Germany makes default. If Germany raises the
money required in her own way, the Commission
cannot order that it shall be raised in some other
way ; if Germany offers payment in kind, the Com-
mission may accept such payment, but, except as
specified in the Treaty itself, the Commission cannot
require such a payment.”

This is not a candid statement of the scope and
authority of the Reparation Commission, as will be
seen by & comparison of its terms with the summary
given above or with the Treaty itself Is not, for
example, the statement that the Commission “ has no
forces at its command ” a little difficult to justify in
view of Article 430 of the Treaty, which runs:—
“In case, either during the occupation or after the
expiration of the fifteen years referred to above, the
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Reparation Commission finds that Germany refuses
to observe the whole or part of her obligations under
the present Treaty with regard to Reparation, the
whole or part of the areas specified in Article 429
will be reoccupied immediately by the Allied and
Associated Powers”? The decision, as to whether
Germany has kept her engagements and whether it
is possible for her to keep them, is left, it should be
observed, not to the League of Nations, but to the
Reparation Commission itself ; and an adverse ruling
on the part of the Commission is to be followed
“ immediately ” by the use of armed force. Moreover,
the depreciation of the powers of the Commission
attempted in the Allied reply largely proceeds from
the assumption that it is quite open to Germany to
“ raise the money required in her own way,” in which
case 1t is true that many of the powers of the Repara-~
tion Commission would not come into practical effect ;
whereas in truth one of the main reasons for setting
up the Commission at all is the expectation that

Germany will not be able to carry the burden nomin-
ally laid upop her.

It is reported that the people of Vienna, hearing
that a section of the Reparation Commission is about
to visit them, have decided characteristically to pin
their hopes on it. A financial body can obviously
take nothing from them, for they have nothing;
therefore this body must be for the purpose of
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assisting and relieving them. Thus do the Viennese
argue, still light-headed in adversity. But perhaps
they are right. The Reparation Commission will
come into very close contact with the problems of
Europe ; and it will bear a responsibility proportionate
to its powers, It may thus come to fulfil a very
different réle from that which some of its authors
intended for it. Transferred to the League of Nations,
an organ of justice and no longer of interest, who
knows that by a change of heart and object the
Reparation Commission may not yet be transformed
from an instrument of oppression and rapine into
an economic council of Europe, whose object is the
restoration of life and of happiness, even in the enemy
countries ?

V. The German Counter-Proposals

The German counter-proposals were somewhat
obscure, and also rather disingenuous.. It will be
rernembered that those clauses of the Reparation
Chapter which dealt with the issue of bonds by
Germany produced on the public mind the im-
pression that the Indemnity had been fixed at
£5000 million, or at any rate at this figure as a
minimum, The German Delegation set out, there-
fore, to construct their reply on the basis of this
figure, assuming apparently that public opinion
in Allied countries would not be satisfied with less
than the appearance of £5000 million; and, as
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they were not really prepared to offer so large a
figure, they exercised their ingenunity to produce a
formula which might be represented to Allied opinion
as yielding this amount, whilst really representing
& much more modest sum. The formula produced
was transparent to any one who read it carefully
and knew the facts, and it could hardly have
been expected by its authors to deceive the
Allied negotiators, The German tactic assumed,
therefore, that the latter were secretly as anxious as
the Germans themselves to arrive at a settlement
which bore some relation to the facts, and that they
would therefore be willing, in view of the entangle-
ments which they had got themselves into with their
“own publics, to practise a little collusion in {rafting
the Treaty,—a supposition which in slightly different
circumstances might have had a good deal of founda-
tion. As matters actually were, this subtlety did not
benefit them, and they would have done much better
with a straightforward and candid estimate of what
they believed to be the amount of their liabilities on
the one hand, and their capacity to pay on the other.
The Gerhan offer of an alleged sum of £5000
million amounted to the following. In the first
place it was conditional on concessions in the Treaty
ensuring that ““ Germany shall retain the territorial
integrity corresponding to the Armistice Convention,!
that she shall keep her colonial possessions and

! Whatever that may mean.
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merchant ships, including those .of large tonnage,
that in her own country and in the world at large
she shall enjoy the same freedom of action as all
other peoples, that all war legislation shall be at
once annulled, and that all interferences during the
war with her economic rights and with German
private property, etc., shall be treated in accordance
with the principle of reciprocity” ;—that is to say,
the offer is conditional on the greater part of the rest
of the Treaty being abandoned. In the second place,
the claims are not to exceed a maximum of £5000
million, of which £1000 million is to be discharged
by May 1, 1926 ; and no part of this sum is to carry
interest pending the payment of it.' In the third
place, there are to be allowed as credits against it
(amongst other things) : (@) the value of all deliveries
under the Armistice, including military material (e.g.
Germany's navy); (b) the value of all railways and
State property in ceded territory; (c¢) the pro rata
share of all ceded territory in the German publie
debt (including the war debt) and in the Reparation
payments which this territory would have had to
bear if it had remained part of Germany; and (d)
the value of the cession of Germany's claims for sums
lent by her to her allies in the war.’

1 Assuming that the capital sum is discharged evenly over a period as
short as thirty-three years, this has the effect of halving the burden as
compared with the payments required on the basis of & per cent interest on
the outstanding capital.

2 I forhear to outline further detaila of the German offer as the above are
the essential points.
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The credits to be deducted under (e}, (b), (¢), and
(d) might be in excess of those allowed in the actual
Treaty, according to & rough estimate, by a sum
of as much as £2000 million, although the sum to be
allowed under {d) can hardly be calculated.

If, therefore, we are to estimate the real value of
the German offer of £5000 million on the basis laid
down by the Treaty, we must first of all deduct
£2000 million claimed for offsets which the Treaty
does not allow, and then halve the remainder in order
to obtain the present value of a deferred payment on
which interest is not chargeable. This reduces the
offer to £1500 million, as compared with the £8000
million which, according to my rough estimate, the
Treaty demands of her,

This in itself was & very substantial offer—indeed
it evoked widespread criticism in Germany—though,
in view of the fact that it was conditional on the
abandonment of the greater part of the rest of the
Treaty, it could hardly be regarded as a serious one.!
But the German Delegation might have done better
if they had stated in less equivocal language how far
they felt able Yo go.

In the final reply of the Allies to this counter-
proposal there is one important provision, which
I have not attended to hitherto, but which can be

! For this roason it is mot strictly comparable with my estimata of
Germany's capacity in an earlier section of this chapter, which estimate ia
o the basis of Germiany's condition as it will bs when tha rest of the Treaty
has come into effect.
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conveniently dealt with in this place. Broadly speak-
ing, no concessions were entertained on the Reparation
Chapter as it was originally drafted, but the Allies
recognised the inconvenience of the tndeterminacy of
the burden laid upon Germany and proposed a method
by which the final total of claim might be established
at an earlier date than May 1, 1921. They promised,
therefore, that at any time within four months of the
signature of the Treaty (that is to say, up to the end
of October 1919), Germany should be at liberty to
submit an offer of a lump sum in settlement of her
whole liability as defined in the Treaty, and within
two months thereafter (that is to say, before the end of
1919) the Allies “will, so far as may be possible, return
their answers to any proposals that may be made.”

This offer is subject to three conditions. * Firstly,
the German authorities will be expected, before mak-
ing such proposals, to confer with the representatives
of the Powers directly concerned. Secondly, such
offers must be unambiguous and must be precise and
clear, Thirdly, they must accept the categories and
the Reparation clauses as matters settled beyond
discussion.”

The offer, as made, does not appear to contemplate
any opening up of the problem of Germany’s capacity
to pay. It is only concerned with the establishment
of the total bill of claims as defined in the Treaty—
whether (e.g.) it is £7000 million, £8000 million,
or £10,000 million. *“The questions,” the Allies’
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reply adds, ““are bare questions of fact, namely, the
amount of the liabilities, and they are susceptible of
being treated in this way.”

If the promised negotiations are really conducted
on these lines, they are not likely to be fruitful. It
will not be much easier to arrive at an agreed figure
before the end of 1919 than it was at the time of the
Conference ; and it will not help Germany’s financial
position to know for certain that she is liable for the
huge sum which on any computation the Treaty
liabilities must amount to. These negotiations do
offer, however, an opportunity of reopening the whole
question of the Reparation payments, although it is
hardly to be hoped that at so very early a date,
public opinion in the countries of the Allies has
changed its mood sufficiently.!

I cannot leave this subject as though its just
treatment wholly depended either on our own pledges
or on economic facts, The policy of reducing Germany
to servitude for a generation, of degrading the lives
of millions of himan beings, and of depriving a whole
nation of happiness should be abhorrent and detest-
able,—abhorrent and detestable, even if it were pos-
sible, even if it enriched ourselves, even if did not sow
the decay of the whole civilised life of Europe. Some

! Owing to delays on the part of the Alliea in ratifying the Treaty, the
Reparstion Commission had not yet boen formally constituted by the end of
October 1819. So far as [ am aware, therefors, nothing has been done to
rwake the above offer affective. But perhaps, in view of the circumstances,
there has besn au extension of the date,
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preach it in the name of Justice. In the great events
of man’s history, in the unwinding of the complex
fates of nations Justice is not so simple. And if it
were, nations are not authorised, by religion or by
natural morals, to visit on the children of their
enemies the misdoings of parents or of rulers.



CHAPTER VI

EURCPE AFTER THE TREATY

Tars chapter must be one of pessimism, The Treaty
includes no provisions for the economic rehabilitation
of Europe,—nothing to make the defeated Central
Empires into good neighbours, nothing to stabilise the
new States of Europe, nothing to reclaim Russia ; nor
does it promote in any way a compact of economic
solidarity amongst the Allies themselves; no arrange-
ment was reached at Paris for restoring the dis-
ordered finances of France and Italy, or to adjust the
systems of the Old World and the New.

The Council of Four paid no attention to these
issues, being preoccupied with others,—Clemencean
to crush the economic life of his enemy, Lloyd
George to do a deal and bring home something
which would pass muster for a week, the President
to do nothing that was not just and right. It is an
extraordinary fact that the fundamental economic
problem of a Europe starving and disintegrating
before their eyes, was the one question in which it

was impossible to arouse the interest of the Four,
arx
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Reparation was their main excursion into the eco-
nomic field, and they settled it as a problem of theo-
logy, of politics, of electoral chicane, from every point
of view except that of the economic future of the
States whose destiny they were handling,

I leave, from this point onwards, Paris, the Con-
ference, and the Treaty, briefly to consider the
present situation of Europe, as the War and the
Peace have made it; and it will no longer be part
of my purpose to distinguish between the inevitable
fruits of the War and the avoidable misfortunes of
the Peace.

The essential facts of the situation, as I see them,
are expressed simply. Europe consists of the densest
aggregation of population in the history of the
world. This population is accustomed to a rela-
tively high standard of life, in which, even now, some
sections of it anticipate improvement rather than
deterioration, In relation to other continents Europe
is not self-sufficient; in particular it cannot feed
itself Internally the population is not evenly dis-
tributed, but much of it is crowded into a relatively
small number of dense industrial centres. This
population secured for itself a livelihood before the
War, without much margin of surplus; by means of a
delicate and immensely complicated organisation, of
which the foundations were supported by coal, iron,
transport, and an unbroken supply of imported food
and raw materials from other continents. By the
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destruction of this organisation and the interruption
of the stream of supplies, a part of this population is
deprived of its means of livelilhood. Emigration is
not open to the redundant surplus. For it would
take years to transport them overseas, even, which
is not the case, if countries could be found which
were ready to receive them. The danger confronting
us, therefore, is the rapid depression of the standard
of life of the European populations to a point
which will mean actual starvation for some (& point
already reached in Russia and approximately reached
in Austria). Men will not always die quietly. For
gtarvation, which brings to some lethargy and a
helpless despair, drives other temperaments to the
nervous instability of hysteria and to a mad de-
spuir. And these in their distress may overturn the
remnants of organisation, and submerge civilisation
itself in their attempts to satisfy desperately the
overwhelming needs of the individual. This is the
danger against which all our resources and courage
and idealisimn must now co-operate.

On the 13Eh May 1919, Count Brockdorff-Rantzau
addressed to the Peace Conference of the Allied
and Associated Powers the Report of the German
Economic Commission charged with the study of the
effect of the conditions of Peace on the situation of
the German population. *In the course of the last
two generations,” they reported, * Germany has be-
come transformed from an agricultural State to an
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industrial State. So long as she was an agricultural
State, Germany could feed forty million inhabitants,
As an industrial State she.could ensure the means of
subsistence for a population of sixty-seven millions ;
and in 1913 the importation of food-stuffs amounted,
in round figures, to twelve million tons. Before the
War a total of fifteen million persons in Germany
provided for their existence by foreign trade, naviga-
tion, and the use, directly or indirectly, of foreign
raw material” After rehearsing the main relevant
provisions of the Peace Treaty the report continues:
“ After this diminution of her products, after the
economic depression resulting from the loss of her
colonies, her merchant fleet and her foreign invest-
ments, Germany will not be in a position to import
from abroad an adequate quantify of raw material.
An enormous part of German industry will, there-
fore, be condemned inevitably to destruction. The
need of importing food-stuffs will increase comsider-
* ably at the same time that the possibility of satisfy-
ing this demand is as greatly diminished. In a
very short time, therefore, Germany will not be in
a position to give bread and work to her numerous
millions of inhabitants, who are prevented from
earning their livelihood by navigation and trade.
These persons should emigrate, but this is a material
impossibility, all the more because many countries
and the most important oues will oppose any
German immigration. To put the Peace conditions
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into execution would logically involve, therefore, the
loss of several millions of persons in Germany. This
catastrophe would not be long in coming about, see-
ing that the health of the population has been broken
down during the War by the Blockade, and during
the Armistice by the aggravation of the Blockade of
famine. No help, however great, or over however
long a period it were continued, could prevent these
deaths en masse.” * We do not know, and indeed
we doubt,” the report concludes, *“ whether the Dele-
gates of the Allied and Associated Powers realise
the inevitable consequences which will take place if
Germany, an industrial State, very thickly popu-
lated, closely bound up with the economic system
of the world, and under the necessity of importing
enormous quantities of raw material and food-stuffs,
suddenly finds herself pushed back to the phase of
her development which corresponds to her economic
condition and the numbers of her population as they
were half a century ago. Those who sign this Treaty
will sign the death sentence of many millions of
German men, women and children.”

I know of no adequate answer to these words.
The indicttuent is at least as true of the Austrian,
asa of the German, settlement. 'This .is the
fundamental problem in front of us, before which
questions of territorial adjustment and the balance
of European power are insignificant. Some of the
catastrophes of past history, whick have thrown back
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human progress for centuries, have been due to
the reactions following on the sudden termination,
whether in the course of Nature or by the act of
man, of temporarily favourable conditions which have
permitted the growth of population beyond what
could be provided for when the favourable conditions
were at an end.

The significant features of the immediate situation
can be grouped under three heads : first, the absolute
falling-off, for the time being, in Europe’s internal
productivity ; second, the breakdown of transport
and exchange by means of which its products could
be conveyed where they were most wanted; and
third, the inability of Europe to purchase its usual
supplies from overseas.

The decrease of productivity cannot be easily
estimated, and may be the subject of exaggeration,
But the prima facie evidence of it is overwhelming,
and this factor has been the main burden of Mr.
Hoover's well-considered warnings. A variety of
causes have produced it;— violent and prolonged
internal disorder as in Russia and Hungary; the
creation of new governments and their inexperience
in the readjustment of economic relations, as in
Poland and Czecho-Slovakia; the loss throughout
the Continent of efficient labour, through the
casualties of war or the continuance of mobilisation ;
‘the falling-off in efficiency through continued under-
feeding in the Central Empires; the exhaustion
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of the soil from lack of the usual applications of
artificial manures throughout the course of the war;
the unsettlement of the minds of the labouring classes
on the fundamental economic issues of their lives.
But above all (to quote Mr, Hoover), “there is a
great relaxation of effort as the reflex of physical
exhaustion of large sections of the population from
privation and the mental and physical strain of the
war.” Many persons are for one reason or another
out of employment altogether. According to Mr.
Hoover, a summary of the unemployment bureaus
in Europe in July 1919, showed that 15,000,000
families were receiving unemployment allowances
in one form or another, and were being paid in the
main by a constant inflation of currency. In
Germany there is the added deterrent to labour and
to capital (in so far as the Reparation terms are taken
literally), that anything, which they may produce
beyond the barest level of subsistence, will for years
to come be taken away from them.

Such definite data as we possess do not add
much, perhaps, to the general picture of decay. But
I will remind the reader of one or two of them. The
coal production of Europe as a whole is estimated
to have fallen off by 30 per cent; and upon coal
the greater part of the industries of Europe and the
whols of her transport system depend. Whereas
before the war Germany produced 85 per cent of
the total food consmmed by her inhabitants, the
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productivity of the soil is now diminished by 40
per cent and the effective quality of the live
stock by 55 per cent.'! Of the European countries
which formerly possessed a large exportable surplus,
Russia, as much by reason of deficient transport as
of diminished output, may herself starve. Hungary,
apart from her other troubles, has been pillaged by
the Roumanians immediately after harvest. Austria
will have consumed the whole of her own harvest
for 1919 before the end of the calendar year.
The figures are almost too overwhelming to
carry conviction to our minds; if they were not
quite so bad, our effective belief in them might be
stronger.

But even when coal e¢an be got and grain
barvested, the breakdown of the European railway
system prevents their carriage; and even when
goods can be manufactured, the breakdown of the
European currency system prevents their sale. I
have already described the losses, by war and under
the Armistice surrenders, to the transport system of
Germany. But even so, Germany's position, taking
account of her power of replacement by manufacture,
is probably not so serious as that of some of her
neighbours. In Russia (about which, however, we
have very little exact or accurate information)
the condition of the rolling-stock is believed to be

! Professor Starling's Eeport on Food Conditions in Germany. [Cmd.
280.]
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altogether desperate, and one of the most fundamental
factors in her existing economic disorder. And in
Poland, Roumania, and Hungary the position is not
much better. Yet modern industrial life essentially
depends on efficient transport facilities, and the
population which secured its livelihood by these
means cannot continue to live without them. The
breakdown of currency, and the distrust in its pur-
chasing value, is an aggravation of these evils
which must be discussed in a little more detail in
connection with foreign trade.

What then is our picture of Europe? A country
population able to support life on the fruits of its
own agricultural production but without the accus-
tomed surplus for the towns, and also (as a result
of the lack of imported materials and so of variety
and amount in the saleable manufactures of the
towns) without the usual incentives to market food
in return for other wares; an industrial population
unable to keep its strength for lack of food, unable
to earn a livelihood for lack of materials, and so
unable to make good by imports from abroad the
failure of productivity at home. Yet, according to
Mr. Hoover, *“a rough estimate would indicate that the
population of Europe is at least 100,000,000 greater
than can be supported without imports, and must live
by the production and distribution of exports.”

The problem of the re-inauguration of the per-
petual circle of production and exchange in foreign
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trade leads me to a necessary digression on the
currency situation of Europe.

Lenin is said to have declared that the best
way to destroy the Capitalist System was to debauch
the currency. By a continuing process of inflation,
governments can confiscate, secretly and unobserved,
an important part of the wealth of their citizens.
By this method they not only confiscate, but they
confiscate arbitrarly; and, while the process im-
poverishes many, it actually enriches some. The
sight of this arbitrary rearrangement of riches strikes
not only at security, but at confidence in the equity
of the existing distribution of wealth. Those to
whom the system brings windfalls, beyond their
deserts and even beyond their expectations or desires,
become ° profiteers,” who are the object of the
hatred of the bourgeoisie, whom the inflationism has
impoverished, not less than of the proletariat. As
the inflation proceeds and the real value of the
currency fluctuates wildly from month to month, all
permanent relations between debtors and creditors,
which form the ultimate foundation of capitalism,
become so utterly disordered as to be almost meaning-
less; and the process of wealth-getting degenerates
into a gamble and a lottery.

Lenin was certainly right. There is no subtler,
no surer means of overturning the existing basis of
society than to debauch the currency. The process
engages all the hidden forces of economic law on the
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gide of destruction, and does it in a manner which
not one man in a million is able to diagnose.

In the latter stages of the war all the belligerent
governments practised, from necessity or incompetence,
what a Bolshevist might have done from design.
Even now, when the war is over, most of them con-
tinue out of weakness the same malpractices. But
further, the Governments of Europe, being many of
them at this moment reckless in their methods as
well as weak, seck to direct on to a class known as
“ profiteers” the popular indignation against the
more obvious consequences of their vicious methods,
These *profiteers” are, broadly speaking, the entre-
preneur class of capitalists, that is to say, the active
and constructive element in the whole capitalist
society, who in & period of rapidly rising prices
cannot but get rich quick whether they wish it
or desire it or not. If prices are continually rising,
every trader who has purchased for stock or owns
property and plant inevitably makes profits. By
directing hatred against this class, therefore, the
European Govgroments are carrying a step further
the fatal process which the subtle mind of Lenin
had consciously conceived. The profiteers are a
consequence and not & cause of rising prices. By
combining a popular hatred of the class of entre-
preneurs with the blow already given to social
security by the violent and arbitrary disturbance
of contract and of the established equilibrium of
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wealth which is the inevitable result of inflation,
these governments are fast rendering impossible a
continuance of the social and economic order of the
nineteenth century. But they have no plan for
replacing it.

We are thus faced in Europe with the spectacle
of an extraordinary weakness on the part of the
great capitalist class, which has emerged from the
industrial triumphs of the nineteenth century, and
seemed a very few years ago our all-powerful master.
The terror and personal timidity of the individuals
of this class is now so great, their confidence in their
place in society and in their necessity to the social
organism so diminished, that they are the easy
victims of intimidation. This was not so in England
twenty-five years ago, any more than it is now in
the United States. Then the capitalists believed in
themselves, in their value to society, in the propriety
of their continued existence in the full enjoyment of
their riches and the unlimited exercise of their power.
Now they tremble before every insult;—ecall them
pro-Germans, international financiers, or proﬁteers,
and they will give you any ransom,you choose to
ask not to speak of them so harshly. They allow
themselves to be ruined and altogether undone by
their own instruments, governments of their own
making, and a press of which they are the proprietors.
Perhaps it is historically true that no order of society
ever perishes save by its own band, In the complexer
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world of Western Europe the Immanent Will may
achieve its ends more subtly and bring in the revolu-
tion no less inevitably through a Klotz or a George
than by the intellectualisms, too ruthless and self-
conscious for us, of the bloodthirsty philosophers of
Russia,

The inflationism of the currency systems of Europe
has proceeded to extraordinary lengths. The various
belligerent Governments, unable or too timid or too
short - sighted to secure from loans or taxes the
resources they required, have printed notes for the
balance. In Russia and Austria-Hungary this process
has reached a point where for the purposes of foreign
trade the currency is practically valueless. The
Polish mark can be bought for about 14d. and the
Austrian crown for less than 1d., but they cannot
be sold at all. The German mark is worth less
than 2d. on the exchanges. In most of the other
countries of Eastern and South-Eastern Europe the
real position is nearly as bad. The currency of Italy
has fallen to little more than a half of its nominal
value in spite of its being atill subject to some
degree of regulation; French currency maintains an
uncertain market; and even sterling is seriously
diminished in present value and impaired in its future
prospects,

But while these currencies enjoy a precarious
value abroad, they have never entirely lost, not
even in Russia, their purchasing power at home.
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A sentiment of trust in the legal money of the State
is so deeply implanted in the citizens of all countries
that they camnnot but believe that some day this
money must recover a part at least of its former
value, To their minds it appears that value is
inherent in money as such, and they do not apprehend
that the real wealth, which this money might have
stood for, has been dissipated once and for all. This
sentiment is supported by the various legal regula-
tions with which the Governments endeavour to
control internal prices, and so to preserve some pur-
chasing power for their legal tender. Thus the force
of law preserves a measure of immediate purchasing
power over some commodities and the force of senti-
ment and custom maintains, especially amongst
peasants, a willingness to hoard paper which is
really worthless.

The preservation of a spuricus value for the
currency, by the force of law expressed in the
regulation of prices, contains in itself, however, the
seeds of final economic decay, and soon dries up the
sources of ultimate supply. If a man is compelled
to exchange the fruits of his labours for paper which,
a8 experience soon teaches him, he cannot use to
purchase what he requires at a price comparable to
that which he has received for his own products, he
will keep his produce for himself, dispose of it to his
friends and neighbours as a favour, or relax his
efforts in producing it. A system of compelling the
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exchange of commodities at what is not their real
relative value not only relaxes production, but leads
finally to the waste and inefficiency of barter. If,
however, a government refrains from regulation and
allows matters to take their course, essential com-
modities soon attain a level of price out of the
reach of all but the rich, the worthlessness of the
money becomes apparent, and the fraud upon the
public can be concealed no longer.

The effect on foreign trade of price-regulation and
profiteer-hunting as cures for inflation is even worse.
Whatever may be the case at home, the currency
must soon reach its real level abroad, with the result
that prices inside and outside the country lose
their normal adjustment. The price of imported
commodities, when converted at the current rate
of exchange, is far in excess of the local price,
so that many essential goods will not be imported
at all by private agency, and must be provided
by the government, which, in re-selling the goods
below cost price, plunges thereby a little further
into insolvenqy. The bread subsidies, now almost
universal throughout Europe, are the leading example
of this phenomenon. .

The countries of Europe fall into two distinct
groups at the present time as regards their manifest-
ations of what is really the same evil throughout,
according as they have been cut off from inter-
national intercourse by the blockade, or have had

Q
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their imports paid for out of the resources of their
allies, I take Germany as typical of the first, and
France and Italy of the second.

The note circulation of Germany is about ten
times' what it was before the war. The value of
the mark in terms of gold is about one-eighth of
its former value. As world-prices in terms of gold
are more than double what they were, it follows that
mark-prices inside Germany ought to be from sixteen
to twenty times their pre-war level if they are to
be in adjustment and proper conformity with prices
outside Germany.? But this is not the case. In
spite of a very great rise in German prices, they
probably do not yet average much more than five times
their former level, so far as staple commodities are
concerned ; and it is impossible that they should rise
further except with a simultaneous and not less violent
adjustment of the level of money wages, The existing
maladjustment hinders in two ways (apart from other
obstacles) that revival of the import trade which is
the essential preliminary of the economic reconstruction
of the country. In the first place, imported com-
modities are beyond the purchasing power of the great
mass of the population,® and the flood of imports which

1 Inoluding the Darlchenskassenscheins somewhat more,

? Similarly in Austria prices ought to be between twenty and thirty
times their former level.

¥ One of the most striking and symptomatic difficultiss which faced the
Allied authorities in their administration of the occupied areas of Germany

during the Armistice arose out of the fact that even when they brought
food into the country the inhabitants could not aflord to pay its cost prics,
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might have been expected to succeed the raising of
the blockade was not in fact commercially possible.!
In the second place, it is a hazardous enterprise for
a merchant or a manufacturer to purchase with a
foreign credit material for which, when he has im-
ported it or manufactured it, he will receive mark
currency of a quite uncertain and possibly unrealis-
able value. This latter obstacle to the revival of
trade is one which easily escapes notice and deserves
a little attention. It is impossible at the present
time to say what the mark will be worth in terms
of foreign currency three or six months or a year
hence, and the exchange market can quote no re-
liable figure. It may be the case, therefore, that a
German merchant, careful of his future credit and
reputation, who is actually offered a short-period
credit in terms of sterling or dollars, may be reluctant
and doubtful whether to accept it. He will owe
sterling or dollars, but he will sell his praduct for
marks, and his power, when the time comes, fo turn
these marks into the currency in which he has to
repay his debt is entirely problematic. Business
loses its genuine character and becomes no better
than a speculation in the exchanges, the fluctuations
in which entirely obliterate the normal profits of
coramerce.

1 Theorstically an unduly low level of home prices ahould stimulate
exports and so cure itself. But in Germany, and still more in Poland and
Austria, thers is little or nothing to export, Thers must ba imports before
there can bo exporta.
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There are therefore three separate obstacles to
the revival of trade: a maladjustment between
internal prices and international prices, a lack of
individual credit abroad wherewith to buy the raw
materials needed to secure the working capital and
to re-start the circle of exchange, and a disordered
currency system which renders ecredit operations
hazardous or impossible quite apart from the ordinary
risks of commerce.

The note circulation of France is more than six
times its pre-war level. The exchange value of the
franc in terms of gold is a little less than two-thirds
its former value; that is to say, the value of the franc
has not fallen in proportion to the increased volume
of the currency.' This apparently superior situation of
France is due to the fact that until recently a very great
part of her imports have not been paid for, but have
been covered by loans from the Governments of Great
Britain and the United States. This has allowed a
want of equilibrium between exports and imports to
be established, which is becoming a very serious
factor, now that the outside assistance is being
gradually discontinued. The internal economy of
France and its price level in relation to the note cir-
culation and the foreign exchanges is at present based
on an excess of imports over exports which cannot

! Allowing for the diminished valus of gold, the exchange valus of the
franc should be less than 40 per oent of its previous valne, instead of the
sotual figure of sbout 60 per cemt, if the fall were proportional to the
fuoreage in the yolume of the currency.
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possibly continue. Yet it is difficult to see how the
position can be readjusted except by a lowering of the
standard of consumption in France, which, even if
it is only temporary, will provoke a great deal of
discontent.! 5

The situation of Italy is not very different. There
the note circulation is five or six times its pre-war
level, and the exchange value of the lira in terms of
gold about half its former value. Thus the adjustment
of the exchange to the volume of the note circulation
has proceeded further in Italy than in France. On
the other hand, Italy’s *invisible” receipts, from
emigrant remittances and the expenditure of tourists,
have been very injuriously affected; the disruption
of Ausiria has deprived her of an important market ;
and her peculiar dependence on foreign shipping and
on imported raw materials of every kind has laid her
open to special injury from the increase of world
prices. For all these reasons her position is grave,

1 How very far from equilibriom Franoe's international exchange now is
can be seen from the following table:

Moothly Average. Imports. Exporta  Exoess of Imports.
£1000, £1000, £1000.
8 . . 200 22,934 5,137
e . . 21,841 16,220 5,112
w8 . . 86,383 18,811 53,572
Jan.-Mar 1918 . . 77,428 13,334 64,094
Apr-June1819 ., - 84,282 16,779 67,508
July 1019 93,513 24,735 68,778

~ Thoas figures have boen oonvart»d at approximately par rates, but this is
roughly compensated by the faot that the trade of 1918 and 1919 has been
valued at 1917 official rates, Frenoh imports cannot possibly continue at
anything approachiog these figures, and the ssmblance of prosperity based on
such o state of affairs is spurious.
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and her excess of imports as serious a symptom as in
the case of France.

The existing inflation.and the maladjustment of
international frade are aggravated, both in France
and in Italy, by the unfortunate budgetary position
of the Governments of these countries.

In France the failure to impose taxation is notorious.
Before the war the aggregate French and British
budgets, and also the average taxzation per bead, were
about equal; but in France no substantial effort has
been made to cover the increased expenditure. * Taxes
increased in Great Britain during the war,” it has
been estimated, “from 95 franes per head to 265
francs, whereas the increase in France was only from
90 to 103 francs.” The taxation voted in France for
the financial year ending June 30, 1919, was less
than half the estimated normal post-bellum expendi-
ture. The normal budget for the future cannot be
put below £880,000,000 (22 milliard francs), and
may exceed this figure; but even for the fiscal
year 1919-20 the estimated receipts from taxation do
not cover much more than half this amount. The
French Ministry of Finance have no plan or policy

! The figures for Italy are as follows :

Monthly Average, Imports. BExports.  Bxoess of Imports
£1000. £1000. £1000.
1813 f . 12,152 8,372 3,780
1914 . . 9,744 7,368 2,378
1918 . . 47,0056 8,278 38,727
Jan, -Mar. 1919 . . 45,848 7,617 38,231
Apr.~June 1918 . . 66,207 13,850 52,3567

July-Aug. 1919 . . 44,707 16,008 27,804
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whatever for meeting this prodigious deficit, except
the expectation of receipts from Germany on a scale
which the French officials themselves know to be base-
less. In the meantime they are helped by sales of
war material and surplus American stocks and do not
scruple, even in the latter half of 1919, to meet the
deficit by the yet further expansion of the note issue
of the Bank of France.!

The budgetary position of Italy is perhaps a little
superior to that of France. Italian finance throughout
the war was more enterprising than the French, and
far greater efforts were made to impose taxation and
pay for thé war. Nevertheless, Signor Nitti, the
Prime Minister, in & letter addressed to the electorate
on the eve of the General Election (October 1919),
thought it pecessary to make public the following
desperate analysis of the situation :—(1) The State
expenditure amounts to about three times the revenue.
(2) All the industrial undertakings of the State,
including the railways, telegraphs, and telephones,
are being run at a loss. Although the public is
buying bread at a high price, that price represents
a loss to the Government of about a milliard a year.
(3) Exports now leaving the country are valued at
only one-quarter or one-fifth of the imports from
abroad. (4) The National Debt is increasing by

about & milliard lire per month, (5) The military

! In the last two returns of the Bank of Francs available sa I write
(Oct. 2 and 9, 1919) the increases in the note issus on the week amoantad to
£18,750,000 and £18,825,000 reapectively.
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expenditure for one month is still larger than that
for the first year of the war.

But if this is the budgetary position of France "
and Italy, that of the rest of belligerent Europe is
yet more desperate. In Germany the total expendi-
ture of the Empire, the Federal States, and the Com-
munes in 1919-20 is estimated at 25 milliards of
marks, of which not above 10 milliards are covered
by previously existing taxation. This is without
allowing anything for the payment of the indem-
nity. In Russia, Poland, Hungary, or Austria such
a thing as a budget cannot be seriously considered
to exist at all'

Thus the menace of inflationism described above
is not merely a product of the war, of which peace
begins the cure. It is a continuing phenomenon of
which the end is not yet in sight.

All these influences combine not merely to pre-
vent Europe from supplying immediately a sufficient
stream of exports to pay for the goods she needs to
import, but they impair her eredit ‘for securing the
working capital required to re-start the circle of ex-
change and also, by swinging the forces of economic

1 On Gctober 8, 1918, M, Bilinski made his Gnancial statement to the
Polish Diet. He estimated his expenditure for the next nine months at
rather more than double his expenditure for the past nine months, and
while during the frst period hia revenue had amounted to one-fifth of his
expenditure, for the'coming montha he was budgeting for receipts equal to
one-eighth of his outgoinga, The Times correspondent at Warsaw reported
that *‘in general M. Bilinski's tone was optimistic and appeared to satisfy
his audience "' |
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law yet further from equilibrium rather than towards
it, they favour a continuance of the present conditions
instead of a recovery from them. An inefficient,
unemployed, disorganised Europe faces us, torn by
internal strife and international hate, fighting, starv-
ing, pillaging, and lying, What warrant is there for
a picture of less sombre colours ?

I have paid little heed in this book to Russia,
Hungary, or Austria.! There the miseries of life
and the disintegration of society are too notorious
to require analysis; and these countries are already
experiencing the actuality of what for the rest of
Europe is still in the realm of prediction. Yet they
comprehend a vast territory and a great popula-
tion, and are an extant example of how much man
can suffer and how far society can decay. Above
all, they are the signal to us of how in the final
catastrophe the malady of the body passes over into
malady of the mind. Economic privation proceeds
by easy stages, and so long as men suffer it patiently
the outside world cares little, Physical efficiency

1 The terma of ¥.s Pance Treaty imposed on the Austrisn Republic bear
no relation to the real facts of that State's dosperate situation, The Arbester
Zeitung of Vienna on June 4, 1918, commented on them as follows:
‘" Never has the substance of a treaty of peace so grossly betrayed the
intentions which were aaid to have guided its construction as is the case
with thia Treaty . , . in which svery provision is permeated with ruthless-
ness and pitilessness, in which ne breath of human sympathy oan be de-
teoted, which flioa in the face of everything which binds man to man,
which is & orime againat humanity itself, against a miffering and tortured
people.” T am soquainted in detail with the Austrian Treaty and 1 was
present when some of its terms were being drafted, but [ do not find it easy
to rebut the justios of this outburst.
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and resistance to disease slowly diminish,' but lLife
proceeds somehow, until the limit of human endur-

! For months past the reports of the health conditions in the Central
Empires have been of such a character that the imagination is dulled, and
one almost seems guilty of sentimentality in quoting them, But their
general veracity is not disputed, and I quote the three following, that the
reader may not be unmindfal of them : **In the last years of the war, in
Anstria alone at least 35,000 people died of tubercnlosis, in Vienna alone
12,000. To-day we hava to reckon with a number of at least 350,000 to
400,000 people who require treatment for tuberculosia. . . . As the result
of malnutrition a bloodless generation is growing up with nndeveloped
muscles, undeveloped joints, and undeveloped brain" (Neus Freiz Presse,
May 31, 1919). The Commission of Doctors appointed by the Medical
Faculties of Holland, Sweder, and Norwsy to examine the conditions in
Germsany reported as follows in the Swedish Press in April 1919:
** Tuberculoais, eapecially in children, is increasing in an sppalling way,
and, generally speaking, is malignant In the same way rickets is more
serions and mere widely prevalen:. It is impossible to do anything for
these diseases; there is no milk for the tuberculous, and no cod-liver oil
for those snffering from rickets. . ., . Tuberculosis is assuming almost un-
precedented aspects, such as have hitherto only been known in exceptional
cases. The whole body is attacked simultaneously, and the illness in this
form in practically incurable. . . . Tuberculosis is ncarly always fatal now
among adults. It is the cause of 90 per cent of the hospital cases. Nothing
can be dono against it owing to lack of food-stuffs. , ., , It appeara in the
mosat terrible forms, such as glandular tuberculosis, which turns into
purnfont dissolution.” The following is by a writer in the Vessische
Zeitung, June 5, 1819, who sccompanied the Hoover Mission to the
Erzgobirge: '“1 visited large country districts where 90 per cent of all
the children were rickety and where children of three years are only
beginning to walk. . . . Accompany me to a school in the Erzgebirge.
You think it is a kindergarten for the little ones. No, these aro children
of seven and eight years, Tiny faces, with large dull eyes, overshadowed
by huge puffed, rickety foreheads, their small arms just skin and bone,
and above the arooked logs with their dislocated joints the swollon, pointed
stomachs of the hunger cedema. . . . ' You see thia child here,’ the phyeician
in charge explained ; ‘it consumed an incredible amount of bread, and yet
did not get any stronger. I found out that it hid all the bread it received
underneath its straw mattress. The fear of hunger was so deeply rooted in
the child that it collected stores instead of eating the food ; a misguided
snimal instinet made the dread of hunger worse than the actual pangs.’™
Yet there are many persons apparently in whose opinion justice requires
thet such beings ahould pay tributs until they are forty or fifty years of
age in rolief of the British taxpayer.
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ance is reacheéd at last and counsels of despair and
madness stir the sufferers from the lethargy which
precedes the erisis, Then man shakes himself, and
the bonds of custom are loosed. The power of ideas
is sovereign, and he listens to whatever instraction
of hope, illusion, or revenge is carried to him on the
air. As I write, the flames of Russian Bolshevism
seem, for the moment at least, to have burnt them-
selves out, and the peoples of Central and HEastern
Europe are held in a dreadful torpor. The lately
gathered harvest keeps off the worst privations, and
Peace has been declared at Paris. But winter
approaches. Men will have nothing to look forward
to or to nourish hopes on. There will be little fuel to
moderate the rigours of the season or to comfort the
starved bodies of the town-dwellers.

But who can say how much is endurable, or in
what direction men will seek at last to escape from
their misfortunes ?



CHAPTER VII
REMEDIES

IT 18 difficalt to maintain true perspective in
large affairs. I have criticised the work of Paris, and
have depicted in sombre colours the condition and
the prospects of Europe. This is one aspect of the
position and, I believe, a true one. But in so com-
plex a phenomenon the prognostics do not all point
on¢ way; and we may make the error of expecting
consequences to follow too swiftly and too inevitably
from what perhaps are not all the relevant causes.
The blackness of the prospect itself leads us to doubt
its accuracy ; our imagination is dulled rather than
stimulated by too woeful a narration, and our minds
rebound from what is felt “too bad to be true.”
But before the reader allows himself to be too much
swayed by these natural reflections, and before I lead
him, as is the intention of this chapter, towards
remedies and ameliorations and the discovery of
happier tendencies, let him redress the balance of
his thought by recalling two contrasts—ZEngland and

Russia, of which the one may encourage his optimism
236
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too much, but the other should remind him that
catastrophes can still happen, and that modern society
is not immune from the very greatest evils, - -
In the chapters of this book I have not generally
had in mind the situation or the problems of England.
“Europe” in my narration must generally be inter-
preted to exclude the British Isles, England is in
a state of tramsition, and her economic problems are
serious. We may be on the eve of great changes in
her social and industrial structure. Some of us may
welcome such prospects and some of us deplore them.
But they are of a different kind altogether from
those impending on Europe. I do not perceive in
England the slightest possibility of catastrophe or
any serious likelihood of a general upheaval of
society. The war has impoverished us, but not
seriously ;—1 should judge that the real wealth of
the country in 1919 is at least equal to what it was
in 1900. Our balance of trade is adverse, but not
so much so that the readjustment of it need disorder
our economic life.! The deficit in our Budget is

! The figures M the United Kingdom are as follows:

Mounthly Aversge, Neot Importa. Exports,  Excess of Importa,
£1000, £1000 £1000.
1818 . . 54,930 48,770 11,160
1914 ' . 50,087 85,898 14,204
Jun.-Mar, 1919 . . 109,578 49,122 60,456
April-June 1919 N . 111,403 62,468 48,940
July-Sept. 1919 . . 135,937 68,863 87,084

But this saxcess is by no means so serious as it looks; for with the
present high freight-earnings of the mercantile marine the various "in-
visible " exporta of the United Kingdom are probably even higher than they
wore befors the war, and may average at least £45,000,000 monthly,
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large, but not beyond what firm and prudent states-
manship could bridge. The shortening of the hours
of labour may have somewhat diminished our pro-
ductivity. But it should not be too much to hope
that this is a feature of transition, and no one who
is acquainted with the British working man can
doubt that, if it suits him, and if he is in sympathy
and reasonable contentment with the conditions of
his life, he ean produce at least as much in a shorter
working day as he did in the longer hours which
prevailed formerly. The most serious problems for
England have been brought to a head by the war,
but are in their origins more fundamental The
forces of the nineteenth century have run their
course and are exhausted. The economic meotives
and ideals of that generation no longer satisfy us:
we must find a new way and must suffer again the
malaise, and finally the pangs, of a new industrial
birth. This is one element. The other is that on
which I have enlarged in Chapter II. ;—the increase
in the real cost of food and the diminishing
response of Nature to any further increase in
the population of the world, a tendency which
must be especially injurious to the greatest of all
industrial countries and the most dependent on
imported supplies of food.

" But these secular problems are such as no age is
free from. They are of an altogether different order
from those which may afflict the peoples of Central
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Europe. Those readers who, chiefly mindful of the
British conditions with which they are familiar, are
apt to indulge their optimism, and still more those
whose immediate environment is American, must
cast their minds to Russia, Turkey, Hungary, or
Austria, where the most dreadful material evils
which men can suffer—famine, cold, disease, war,
murder, and anarchy—are an actual present experi-
ence, if they are to apprehend the character of the
misfortunes against the further extension of which
it must surely be our duty to seek the remedy, if.
there is one,

What then is to be done? The tentative sug-
gestions of this chapter may appear to the reader
inadequate. But the opportunity was missed at
Paris during the six months which followed the
Armistice, and nothing we can do now can repair
the mischief wrought at that time. Great privation
and great risks to society have become unavoidable.
All that is now open to us is to re-direct, so
far as lies in our power, the fundamental economic
tendencies which underlie the events of the hour, so
that they promote the re-establishment of prosperity
and order, instead of leading us deeper into mis-
fortune.

We must first escape from the atmosphere and
the Thethods of Paris. Those who controlled” the
Conference may bow before the gusts of popular
opinion, but they will never lead us out of our
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troubles. It is hardly to be supposed that the Council
of Four can retrace their steps, even if they wished
to do so. The replacement of the existing Govern-
ments of Europe is, therefore, an almost indispensable
preliminary.

I propose then to discuss a programme, for those
who believe that the Peace of Versailles cannot stand,
under the following heads :

1. The Revision of the Treaty.

2. The settlement of inter-Ally indebtedness.

3. An international loan and the reform of the
currency.

4. The relations of Central Europe to Russia.

1. The Rewision of the Treaty

Are any constitutional means open to us for
altering the Treaty ? President Wilson and General
Smuts, who believe that to have secured the Covenant
of the League of Nations outweighs much evil in the
rest of the Treaty, have indicated that we must look
to the League for the gradual evolution of a more
tolerable life for Europe. * There are territorial
settlements,” General Smuts wrote in his statement
on sigoing the Peace Treaty,  which will need
revision. There are guarantees laid down which
we all hope will soon be found out of harmony with
the new peaceful temper and unarmed state of our
former enemies. There are punishments foreshadowed
over most of which a calmer mood may yet prefer
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to pass the sponge of oblivion. There are indemnities
stipulated which cannot be enacted without grave
injury to the industrial revival of Europe, and which
it will be in the interests of all to render more
tolerable and moderate. . . . I am confident that the
League of Nations will yet prove the path of escape
for Europe out of the ruin brought about by this
war,” Without the League, President Wilson in-
formed the Senate when he presented the Treaty to
them early in July 1919, “. . . long-continued
supervision of the task of reparation which Germany
was to underteke to complete within the next
generation might entirely break down;! the recon-
sideration and revision of administrative arrange-
ments and restrictions which the Treaty prescribed,
but which it recognised might not provide lasting
advantage or be entirely fair if too long enforced,
would be impracticable.” _

Can we look forward with fair hopes to securing
from the operation of the League those benefits which -
two of its principal begetters thus encourage us to
expect from ib? The relevant passage is to be found
in Article XIX. of the Covenant, which runs as
follows :

! President Wilson was mistaken in suggesting that the supervision of
Reparation payments Lias been entrusted to the Leagus of Nations, As I
pointed out in Chapter V., whereas the League is invoked in regsrd to
most of the continuing economic and territorial provisions of the Treaty,
this is not the onse as regards Reparation, over the problema and modi-
fications of which the Reparation Commission is supreme without appeal
of any kind to the League of Nationa.

R



242 THE ECONOMIC CONSEQUENCES OF THE PEACE cH.

“The Assembly may from time to time advise the
reconsideration by Members of the League of treaties which
have become inapplicable and the consideration of inter-
national conditions whose continuance might endanger the
peace of the world.”

But alas! Article V. provides that “ Except
where otherwise expressly provided in this Covenant
or by the terms of the present Treaty, decisions at
any meeting of the Assembly or of the Council shall
require the agreement of all the Members of the
League represented at the meeting.” Does not this
provision reduce the League, 8o far as concerns an
early reconsideration of any of the terms of the
Peace Treaty, into & body merely for wasting time ?
If all the parties to the Treaty are unanimously of
opinion that it requires alteration in a particular
sense, it does not need a League and a Covenant to
put the business through. Even when the Assembly
of the League is unanimous it can only “advise”
reconsideration by the members specially affected.

But the League will operate, say its supporters,
by its influence on the public opinion of the world,
and the view of the majority will carry decisive
weight in practice, even though constitutionally it
is of no effect. Let us pray that this be so. Yet
the League in the hands of the trained European
diplomatist may become an unequalled instrument
for obstruction and delay. The revision of Treaties
is entrusted primarily, not to the Council, which
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meets frequently, but to the Assembly, which will
meet more rarely and must become, as any one
with an experience of large Inter-Ally Conferences
must know, an unwieldy polyglot debating society
in which the greatest resolution and the best
management may fail altogether to bring issues to a
head against an opposition in favour of the status
quo. There are indeed two disastrous blots on the
Covenant,—Article V., which prescribes unanimity,
and the much-criticised Article X., by which *The
Members of the League undertake to respect and
preserve as sgainst external aggression the territorial
integrity and existing political independence of all
Members of the League.” These two Articles to-
gether go some way to destroy the conception of
the League as an instrument of progress, and to
equip it from the outset with an almost fatal bias
towards the status quo. It is these Articles which
have reconciled to the League some of its original
opponents, who now hope to make of it another Holy
Alliance for the perpetuation of the economic ruin
of their enemles and the Balance of Power in their
own interests which they believe themselves to have
established by the Peace. ‘

But while it would be wrong and foolish to
conceal from ourselves in the interests of *idealism”
the real difficulties of the position in the special
matter of revising treaties, that is no reason for
any of us to decry the League, which the wisdom
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of the world may yet transform into a powerful
instrument of peace, and- which in Articles XI.-
XVIIL' has already accomplished a great and bene-
ficent achievement. I agree, therefore, that our first
efforts for the Revision of the Treaty must be made
through the League rather than in any other way,
in the hope that the force of general opinion, and if
necessary, the use of financial pressure and financial
inducements, may be enough to prevent a recalcitrant
minority from exercising their right of veto, We
must trust the new Governments, whose existence
[ premise in the principal Allied countries, to show
a profounder wisdom and a greater magnanimity
than their predecessors.

We have seen in Chapters IV, and V. that there
are numerous particulars in which the Treaty is
objectionable. I do not intend to enter here into
details, or to attempt & revision of the Treaty clause
by clause. I limit myself to three great changes
which are necessary for the economic life of Europe,
relating to Reparation, to Coal and Iron, and to Tariffs.

Reparation.—If the sum demanded for Repara-
tion is less than what the Allies are entitled to
on a strict interpretation of their engagements, it is
unnecessary to particularise the items it represents or

! These Articles, which provide safegrards against the outbresk of war
between members of ths Leagme and also between members and non-
members, are the solid achievement of the Covenant. These Articles make
aubstantially less probabla a war between organised Great Powers suoh as
that of 1914, This alone should commend the League to all men.
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to hear arguments about its compilation. [ suggest,
therefore, the following settlement :

(1) The amount of the payment to be made by
Germany in respect of Reparation and the costs
of the Armies of Occupation might be fixed at
£2000 million.

(2) The surrender of merchant ships and submarine
cables under the Treaty, of war material under the
Armistice, of State property in ceded territory, of
claims against such territory in respect of public debt,
and of Germany's claims against her former Allies,
should be reckoned as worth the lump sum of
£500 million, without any attempt being made to
evaluate them item by item.

(8) The balance of £1500 million should not
carry interest pending its repayment, and should be
paid by Germany in thirty annual instalments .of
£50 million, beginning in 1923,

(4) The Reparation Commission should be dis-
solved, or, if any duties remain for it to perform, it
should become an appanage of the League of Nations
and should ipclude representatives of Germany and of
the neutral States,

{5) Germany would be left to meet the annual
instalments in such manner as she might see fit, any
complaint against her for non-fulilment of her obliga-
tions being lodged with the League of Nations, That
18 to say, there would be no further expropriation of
German private property abroad, except so far as is
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required to meet private German obligations out of
the proceeds of such property already liquidated or in
the hands of Public Trustees and Enemy -Property
Custodians in the Allied countries and in the United
States; and, in particular, Article 260 (which pro-
vides for the expropriation of German interests in
public utility enterprises) would be abrogated.

(6) No attempt should be made to extract Repara-
tion payments from Austria.

Coal and Iron.—(1) The Allies’ options on coal
under Annex V. should be abandoned, but Germany’s
obligation to make good France’s loss of coal through
the destruction of her mines should remain. That is
to say, Germany should undertake *“to deliver to
France annually for a period not exceeding ten years
an amount of coal equal to the difference between the
annual production before the war of the coal mines
of the Nord and Pas de Calais, destroyed as a result
of the war, and the production of the mines of the
same area during the years in question ; such delivery
not to exceed twenty million tons in any one year of
the first five years, and eight million tons in any one
year of the succeeding five years.” This obligation
should lapse, nevertheless, in the event of the coal
districts of Upper Silesia being taken from Germany
in the final settlement consequent on the plebiscite.

(2) The arrangement as to the Saar should hold
good, except that, on the one hand, Germany should
receive no credit for the mines, and, on the other
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should receive back both the mines and the territory
without payment and unconditionally after ten years
But this should be conditional on France's entering
into an agreement for the same period to supply
Germany from Lorraine with at least 50 per cent of
the iron ore which was carried from Lorraine into
Germany proper before the war, in return for an
undertaking from Germany to supply Lorraine with
an amount of coal equal to the whole amount formerly
sent to Lorraine from Germany proper, after a.llowmg
for the output of the Saar.

(3) The arrangement as to Upper Silesia should
hold good. That is to say, a plebiscite should be held,
and in coming to & final decision “regard will be paid
(by the principal Allied and Associated Powers) to
the wishes of the inhabitants as shown by the vote,
and to the geographical and economic conditions of
the locality.” But the Allies should declare that in
their judgment *economic conditions” require the
inclusion of the coal districts in Germany unless
the wishes of the inhabitants are decidedly to the
contrary.

(4) The Coal Commission already established by
the Allies should become an appanage of the League
of Nations, and should be enlarged to include repre-
sentatives of Germany and the other States of Central
and Eastern Europe, of the Northern Neutrals, and of
Switzerland. Its authority should be advisory only,
but should extend over the distribution of the coal
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supplies of Germany, Poland, and the constituent parts
of the former Austro-Hungarian Empire, and of the
exportable surplus of the United Kingdom. All the
States represented on the Commission should under-
take to furnish it with the fullest information, and to
be guided by its advice so far as their sovereignty
and their vital interests permit.

Tariffs.— A Free Trade Union should be estab-
lished under the auspices of the League of Nations
of countries undertaking to impose no protectionist
tariffs ' whatever against the produce of other members
of the Union. Germany, Poland, the new States which
formerly composed the Austro-Hungarian and Turkish
Empires, and the Mandated States should be compelled
to adhere to this Union for ten years, after which
time adherence would be voluntary. The adherence
of other States would be voluntary from the outset.
But it is to be hoped that the United Kingdom, at
any rate, would become an original merber.

By fixing the Reparastion payments well within
Germany's capacity to pay, we make possible the

renewal of hope and enterprise within her territory,

1 It wonld be expedient so to define a ** protectioniat tariff” as to permit
{a) the total prohibition of certain imports ; (5) the imposition of sumptuary
or revenue customs duties on commodities not prodnced at home ; (¢) the
imposition of customs duties which did not exceed by more than five per
cent a countervailing excise on similar commodities produced at home; (d)
export duties. Further, special exceptions might be permitted by a majority
wvote of the countries entering the Union. Duties which had existed for five
years prior to a country's entering the Union might be allowed to disappear
graduslly by equal instalments spread over the Giwe years subsequent to
joining the Union, :
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we avoid the perpetual friction and opportunity of
improper pressure arising out of Treaty clauses which
are impossible of fulfilment, and we render unnecessary
the intolerable powers of the Reparation Commission.
By a moderation of the clauses relating directly or
indirectly to coal, and by the exchange of iron ore, we
permit the continuance of Germany's industrial life,
and put limits on the loss of productivity which would
be brought about otherwise by the interference of
political frontiers with the natural localisation of the
iron and steel industry.
" By the proposed Free Trade Union some part
of the loss of organisation and economic efficiency
‘may be retrieved, which must otherwise result from
the innumerable new political frontiers now created
between greedy, jealous, immature, and economically
incomplete, nationalist States. Economic frontiers
were tolerable so long as an immense territory was
included in a few great Empires; but they will
not be tolerable when the Empires of Germany,
Austria - Hungary, Russia, and Turkey have been
partitioned ,between some twenty independent
authorities. A Free Trade Union, comprising the
whole of Central, Eastern, and South-Eastern Europe,
Siberia, Turkey, and (I should hope) the United
Kingdom, Egypt, and India, might do as much for
the peace and prosperity of the world as the League -
of Nations itself Belgium, Holland, Scandinavia,
and Switzerland might be expected to adhere to it
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shortly. And it would be greatly to be desired by
their friends that France and Italy also should see
their way to adhesion.

It would be objected, I suppose, by some ecritics
that such an arrangement might go some way in
effect towards realising the former German dream
of Mittel-Europa. If other countries were so foolish
as to remain outside the Union and to leave to
Germany all its advantages, there might be some
truth in this. But an economic system, to which
every one had the opportunity of belonging and
which gave special privilege to none, is surely
absolutely free from the objections of a privileged
and avowedly imperialistic scheme of exclusion and
discrimination. QOur attitude to these criticisms must
be determined by our whole moral and emotional
reaction to the future of international relations and
the Peace of the World. If we take the view that
for at least a generation to come Germany cannot
be trusted with even a modicum of prosperity, that
while all our recent Allies are angels of light, all
our recent enemies, Germans, Aunstrians, Hungarians,
and the rest, are children of the devil, that year by
year Germany must be kept impoverished and her
children starved and crippled, and that she must be
ringed round by enemies; then we shall reject all the
* proposals of this chapter, and particularly those which
may assist Germany to regain a part of her former *
material prosperity and find a means of livelihood for
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the industrial population of her towns. But if this
view of nations and of their relation to one another is
adopted by the democracies of Western Europe, and
is financed by the United States, heaven help us
all. If we aim deliberately at the impoverishment
of Central Europe, vengeance, I dare predict, will
not limp. Nothing can then delay for very long
that final civil war between thé forces of Reaction
and the despairing convulsions of Revolution, before
which the horrors of the late German war will fade
into pothing, and which will destroy, whoever is
victor, the civilisation and the progress of our
generation. Even though the result disappoint us,
must we not base our actions on better expecta-
tions, and believe that the prosperity and bappiness
of one country promotes that of others, that the
solidarity of man is not a fiction, and that nations
can still afford to treat other nations as fellow-
creatures ? :

Such changes as I have proposed above might
do something appreciable to enable the industrial
populations ¢f Europe to continue to earn a liveli-
hood. But they would not be enough by themselves.
In particular, France would be a loser on paper (on
paper only, for she will never secure the actual
fulfilment of her present claims), and an escape from
her embarrassments must be shown her in some
other direction. I proceed, therefore, to proposals,
first, for the adjustment of the claims of America
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and the Allies amongst themselves; and second, for
the provision of sufficient credit to eunable Europe
to re-create her stock of circulating capital.

2. The Settlement of Inter-Ally Indebtedness.

In proposing a modification of the Reparation
terms, I have considered them so far only in relation
to Germany, But fairness requires that so great a
reduction in the amount should be accompanied by
& readjustment of its apportionment between the
Allies themselves. The professions which our states-
men made on every platform during the war, as
well as other considerations, surely require that
the areas damaged by the enemy’s invasion should
receive a priority of compensation. While this was
one of the ultimate objects for which we said we
were fighting, we never included the recovery of
separation allowances amongst our war aims. I
suggest, therefore, that we should by our acts prove
ourselves sincere and trustworthy, and that accord-
ingly Great Britain should waive altogether her
claims for cash payment, in favour of Belgium, Serbis,
and France. The whole of the payments made by
Germany would then be subject to the prior charge of
repairing the material injury done to those countries
and provinces which suffered actual invasion by the
enemy ; and I believe that the sum of £1,500,000,000
thus available would be adequate to cover entirely
the actual costs of restoration. Further, it is only by
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a complete subordination of her own claims for cash
compensation that Great Britain can ask with clean-
hands for a revision of the Treaty and clear her honow
from the breach of faith for which she bears the main
responsibility, as & result of the policy to which the
General Election of 1918 pledged her representatives.

With the Reparation problem thus cleared up it
would be possible to bring forward with a better
grace and more hope of success two other financial
proposals, each of which involves an appeal to the.
generosity of the United States.

The first is for the entire cancellation of Inter-
Ally indebtedness (that is to say, indebtedness
~ between the Governments of the Allied and Associ-
ated countries) incurred for the purposes of the war.
This proposal, which has been put forward already
in certain quarters, is one which I believe to be
absolutely essential to the future prosperity of the
world. It would be an act of far-seeing statesmanship
for the United Kingdom and the United States, the
two Powers chiefly concerned, to adopt it. The
sums of money which are involved are shown
approximately in the following table :—

! The figurea in this table are partly estimated, ard are probably
not completoly acourate in detail; but they show the approximate
figures with sufficient accuracy for the purposes of the present argument,
The British figures are taken from the White Paper of October 23, 1919
(Cmd. 877). In any sctual settlement, adjustments would be required in
conuection with certain loans of gold and also in other respects, and 1 am
coucerned in what followa with the broad principla only. The sums
sdvanosd by the United States and Fraunce, which are in terma of dollars
sud francs respectively, have been oonverted at approximately par rates,
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Loens to By United Bﬁn‘;{“m By Pratcs. Total.

£ £ £ £

United

Kingdom 842,000,000 v ver 842,000,000
France . 550,000,000 508,000,000 1,068,000,000
Italy . 825,000,000 487,000,000 35,000,000 827,000,000
Russia . 38,000,000 568,000,000 180,000,000 766,000,000
Belgium . 80,000,000 98,000, 000’1 90,000,000 288,000,000
Serbia and
Jugo-Slavia 20,000,000 20,000,0007 20,000,000 80,000,000
Other

Allisg . 36,000,000 79,000,000 50,000,000 164,000,000

Total . | 1,900,000,000% 1,740,000,000 | 855,000,000 | 8,995,000,000

Thus the total volume of Inter-Ally indebtedness,
assuming that loans from one Ally are not set off
against loans to another, is nearly £4,000,000,000.
The United States is a lender only. The United
Kingdom has lent about twice as much as she has
borrowed. France has borrowed about three times
as much as she has lent. The other Allies have been
borrowers only. .

If all the above Inter-Ally indebtedness were
mutually forgiven, the net result on paper (1.e. assum-
ing all the loans to be good) would be a surrender
by the United States of about £2,000,000,000 and
by the United Kingdom of about £900,000,000.
France would gain about £700,000,000 and Italy

The total exoludes loans raised by the United Kingdom on the market in
the United States, and loans raised by France on the market in the United
Kingdom or the United States, or from the Bank of England,

! Thia allows pothing for interest on the debt since the Bolshevik
Ravolution.

¥ No interest has been charged on the advances made to these countries.

* The actual total of loans by the United States up to date is very
nearly £3,000,000,000, but [ have not got the latest details,
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sbout £800,000,000. But these figures overstate
the loss to the United Kingdom and understate the
gain to France; for a large part of the loans made
by both these countries has been to Russia and
cannot, by any stretch of imagination, be considered
good. If the loans which the United Kingdom has
made to her Allies are reckoned to be worth 50 per
cent of their full value (an arbitrary but convenient
assumption which the Chancellor of the Exchequer
has adopted on more than one occasion as being as
good as any other for the purposes of an approximate
national balance sheet), the operation would involve
her neither in loss nor in gain. But in whatever
way the net result is calculated on paper, the relief
in anxiety which such a liquidation of the position
would carry with it would be very great. Itis
from the United States, therefore, that the proposal
asks generosity.

Speaking with a very intimate knowledge of the
relations throughout the war between the British,
the American,”and the other Allied Treasuries, I
believe this %o be an act of generosity for which
Europe can fairly ask, provided Europe is making
an honourable attempt in other directions, not to
continue war, economic or otherwise, but to achieve
the economic reconstitution of the whole Continent.
The financial sacrifices of the United States have
been, in proportion to her wealth, immensely less
than those of the European States. This could
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bardly have been otherwise. It was a European
quarrel, in which the United States Government
could not have justified itself before its citizens in
expending the whole national strength, as did the
Europeans. After the United States came into the
war her financial assistance was lavish and unstinted,
and without this assistance the Allies could never have
won the war,’ quite apart from the decisive influence
of the arrival of the American troops. Europe,
too, should never forget the extraordinary assistance
afforded her during the first six months of 1919
through the agency of Mr. Hoover and the American
Commission of Relief. Never was a nobler work
of disinterested goodwill carried through with more
tenacity and sincerity and skill, and with less thanks
either asked or given. The ungrateful Governments
of Europe owe much more to the statesmanship and
ingight of Mr. Hoover and his band of American
workers than they have yet appreciated or will ever
acknowledge. The American Relief Commission,
and they only, saw the European position during
those months in its true perspective and felt towsrds

1 The firancial history of the six months from the end of the summer
of 1916 up to the entry of the United States into the war in April
1017 remains to be written. Very few persons, outside the half-dozen
officiala of the British Treasury who lived iz daily contact with the
immense anxieties and impossible financial reguirements of those days,
can fully realise what steadfastness and courage were needed, and how
entirely hopeless the task would socon have become without the assistance
of the United States Treasury. The financial problems from April 1917
onwards were of an entirely different order from those of the preceding

months,
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it as men should. It was their efforts, their energy,
and the American resources placed by the President
at their disposal, often acting in the teeth of
European obstruction, which not only saved an
immense amount of human suffering, but averted a
widespread breakdown of the European system.’

But in speaking thus as we do of American
financial assistance, we tacitly assume, and America,
I believe, assumed it too when she gave the money,
that it was not in the nature of an investment. If
Europe is going to repay the £2,000,000,000 worth
of financial assistance which she has had from the
United States with compound interest at 5 per cent,
the matter takes on quite a different complexion.
If America’s advances are to be regarded in this light,
her relative financial sacrifice has been very slight
indeed.

Controversies as to relative sacrifice are very
barren and very foolish also; for there is no reason
in the world why relative sacrifice should necessarily be -
equal,—so many other very relevant considerations
being quite different in the two cases. The two
or three facts following are put forward, therefore,
not to suggest that they provide any compelling

! Mr. Hoover was the only man who emerged from the ordeal of Paris
with an enhanced reputstion. This complex personality, with his habitual
air of weary Titan (o, as others might put it, of exhausted prize-
fighter), bis eyes steadily fixed on the true and essentinl facts of the
European situation, imported into the Counocils of Paris, when he took part
in them, precisely that stmoaphere of reality, knowledge, magnanimity,
and disinterestedness which, if they had besn found i other quarters also,
would have given us the Goud Peace.

8
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argument for Americans, but only to show that from
his own selfish point of view an Englishman is not
seeking to avoid due ‘sacrifice on his country’s
part in making the present suggestion. (1) The
sums which the British Treasury borrowed from the
American Treasury, after the latter came into the
war, were approximately offset by the sums which
England lent to her other Allies during the same
period (t.e. excluding sums lent before the United
States came into the war); so that almost the whole
of England’s indebtedness to the United States was
incurred, not on her own account, but to enable her
to assist the rest of her Allies, who were for various
reasons not in a position to draw their assistance
from the United States direct.' (2) The United
Kingdom has disposed of about £1,000,000,000
worth of her foreign securities, and in addition has
incurred foreign debt to the amount of about
£1,200,000,000. The United States, so far from
selling, has bought back upwards of £1,000,000,000,
and has incurred practically no foreign debt. (3) The
population of the United Kingdom is about one-half
that of the United States, the income about one-
third, and the accumulated wealth between one-half
and one-third. The financial capacity of the United
Kingdom may therefore be put at about two-fifths

that of the United States. This figure enables us to

I Even after the United States came into the war the bulk of Eussian
expenditure in the United States, as wall as the whole of that Government's
other foreign expenditure, had to be paid for by the Britiah Treasury.
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make the following comparison :—Excluding loans
to Allies in each case (as is right on the assumption
that these loans are to be repaid), the war expendi-
ture of the United Kingdom has been about three
times that of the United States, or in proportion to
capacity between seven and eight times.

Having cleared this issue out of the way as
briefly as possible, I turn to the broader issues of
the future relations between the parties to the late
war, by which the present proposal must primarily
be judged.

Failing such a settlement as is now proposed, the
war will have ended with a network of heavy tribute
payable from one Ally to another. The total amount
of this tribute is even likely to exceed the amount
obtainable from the enemy; and the war will have
ended with the intolerable result of the Allies paying
indemnities to one another instead of receiving them
from the enemy. _

For this reason the question of Inter-Allied in-
debtedness is closely bound up with the intense
popular feeling amongst the European Allies on the
question of indemnities,—a feeling which is based, not
on any reasonable calculation of what Germany can,
in fact, pay, but on a well-founded appreciation of
the unbearable financial situation in which these
countries will find themselves unless she pays. Take
Italy as an extreme example, If Italy can reason-
ably be expected to pay £800,000,000, surely
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Germany can and ought to pay an immeasurably
higher figure. Or if it is decided (as it must be)
that Austria can pay next to nothing, is it not an
intolerable conclusion that Italy should be loaded
with a crushing tribute, while Austria escapes? Or,
to put it slightly differently, how can Italy be ex-
pected to submit to payment of this great sum and
see Czecho-Slovakia pay little or nothing? At the
other end of the scale there is the United Kingdom.
Here the financial position is different, since to ask us
to pay £800,000,000 is a very different proposition
from asking Italy to pay it. But the sentiment
is much the same. If we have to be satisfied with-
out full compensation from Germany, how bitter will
be the protests against paying it to the United
States. Wae, it will be said, have to be content with
8 claim against the bankrupt estates of Germany,
France, Italy, and Russia, whereas the United States
has secured a first mortgage upon us. The case
of France is at least as overwhelming. She can
barely secure from Germany the full measure of the
destruction of her countryside. Yet victoriouns
France must pay her friends and Allies more than
four times the indemnity which in the defeat of
1870 she paid Germany. The hand of Bismarck
was light compared with that of an Ally or of an
Associate. A settlement of Inter-Ally indebtedness
is, therefore, an indispensable preliminary to the
peoples of the Allied countries facing, with other
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than a maddened and exasperated heart, the inevit-
able truth about the prospects of an indemnity from
the enemy.

It might be an exaggeration to say that it is -
impossible for the European Allies to pay the capital
and interest due from them on these debts, but to
make them do so would certainly be to impose a
crushing burden. They may be expected, therefore,
to make constant attempts to evade or escape pay-
ment, and these attempts will be a constant source of
international friction and ill-will for many years to
come., A debtor nation does not love its creditor,
and it is fruitless fo expect feelings of goodwill from
France, Italy, and Russia towards this country or
towards America, if their future development is
gtifled for many years to come by the annual
tribute which they must pay us. There will be &
great incentive to them to seek their friends in
other directions, and any future rupture of peace-
able relations will always carry with it the
enormous advantage of escaping the payment of
external debis. If, on the other hand, these great
debts are forgiven, a stimulus will be given to the
solidarity and true ftiendliness of the nations lately
associated.

The existence of the great war debts is a menace to
finaucial stability everywhere. There is no European
"country in which repudiation may not scon become
an important political issue. In the case.of internal
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debt, however, there are interested parties on both
sides, and the question is one of the internal dis-
tribution of wealth. With external debts this is not
80, and the creditor nations may soon find their
interest inconveniently bound up with the mainten-
ance of a particular type of government or economic
organisation in the debtor countries. Entangling
alliances or entangling leagues are nothing to the
entanglements of cash owing,

The final consideration influencing the reader’s
attitude to this proposal must, however, depend on
his view as to the future place in the world’s progress
of the vast paper entanglements which are our legacy
from war finance both at home and abroad. The war
has ended with every one owing every one else immense
sums of money. Germany owes a large sum to the
Allies ; the Allies owe a large sum to Great Britain;
and Great Britain owes a large sum to the United
States, The holders of war loan in every country
are owed a large sum by the State; and the State in
its turn is owed a large sum by these and other tax-
payers. The whole position is in the highest degree
artificial, misleading, and vexatious. We shall never
be able to move again, unlegs we can free our limbs
from these paper shackles. A general bonfire is so
great a necessity that unless we can make of it an
orderly and good-tempered affair in which no serious
injustice is done to any one, it will, when it comes at
last, grow into a conflagration that may destroy much
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else as well. As regards internal debt, I am one of
those who believe that a capital levy for the extinction
of debt is an absolute pre-requisite of sound finance
in every one of the European belligerent countries.
But the continuance on a huge scale of . indebted-
nees between Governments has special dangers of
its own.

Before the middle of the nineteenth century no
nation’ owed paymeunts to a foreign nation on any
considerable scale, except such tributes as were exacted
under the compulsion of actual occupation in force
and, at one time, by absentee princes under the
sanctions of feudalism. It is true that the need for
-European capitalism to find an outlet in the New
World has led during the past fifty years, though
even now on a relatively modest scale, to such
countries a3 Argentine owing an annual sum to such
countries as England, But the system is fragile;
and it has only survived because its burden on the
paying countries has not so far been oppressive,
because this burden is represented by real assets and
is bound up with the property system generally,
and because the sums already lent are not unduly
large in relation to those which it is still hoped
to borrow. Bankers are used to this system, and
believe it to be a necessary part of the permanent
order of society. They are disposed to believe, there-
fore, by analogy with it, that a comparable system
between Governments, on a far vaster and definitely
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oppressive scale, repres:anted by no real assets, and
less closely associated with the property system, is
natural and reasonable and in conformity with human
nature.

I doubt this view of the world. Even capitalism
at home, which engages many local sympathies, which
plays a real part in the daily process of production,
and upon the security of which the present organisa-
tion of society largely depends, is not very safe. But
however this may be, will the discontented peoples
of Europe be willing for a generation to come so to
order their lives that an appreciable part of their
daily produce may be available to meet a foreign
payment, the reason of which, whether as between
Europe and America, or as between Germany and the
rest of Europe, does not spring compellingly from
their sense of justice or duty?

On the one hand, Europe must depend in the long
run on her own daily labour and not on the largesse
of America; but, on the other hand, she will not
pinch herself in order that the fruit of her daily labour
may go elsewhere. In short, I do not believe that
any of these tributes will continue to be paid, at the
best, for more than a very few years. They do not
square with human nature or agree with the spirit
of the age.

If there is any force in this mode of thought,
expediency and generosity agree together, and the
policy which will best promote immediate friendship
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between nations will not conflict with the permanent
interests of the benefactor.!

3. An International Loan

I pass to a second financial proposal. The require-
ments of Europe are ¢mmediate. The prospect of
being relieved of oppressive interest payments to
England and America over the whole life of the next
two generations (and of receiving from Germany some
assistance year by year to the costs’ of restoration)
would free the future from excessive anxiety. But it
would not meet the ills of the immediate present,—
the excess of Europe's imports over her exports, the
adverse exchange, and the disorder of the currency.
It will be very difficult for European production to
get started again without a temporary measure of
external assistance. I am therefore a supporter of
an international loan in some shape or form, such as
has been advocated in many quarters in France,
Germany, and England, and also in the United States.
In whatever way the ultimate responsibility for
repayment i3 distributed, the burden of finding the
immediate resources must inevitably fall in major
part upon the United States. )

L1t in reported that the United States Treasury has agreed to fund {i.e.
to add to the priccipal sum) the interest owing them on their loans to the
Allied Governments during the next thres years. I presume that the British
Treasury is likaly to follow suit. If tho debts are to be paid ultimately, this
piling up of the obligations st compound interest makes the position pro-
greasively worss. But the arrangement wisely offered by the United Statea
Treasury provides a due interval for the ealm considertion of the whole
problem in the light of the after-war position as it will soon discloss itaelf.
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The chief objections to all the varieties of this
species of project are, I suppose, the following. The
United States is disinclined to entangle herself further
(after recent experiences) in the affairs of Europe,
and, anyhow, has for the time being no more capital
to spare for export on a large scale. There is no
guarantee that Europe will put financial assistance
to proper use, or that she will not squander it and
be in just as bad case two or three years hence as
she is in now ;—M. Klotz will use the money to put
off the day of taxzation a little longer, Italy and Jugo-
Slavia will fight one another on the proceeds, Poland
will devote it to fulfilling towards all her neighbours
the military réle which France has desigﬁed for her,
the governing classes of Roumania will divide up
the booty amongst themselves. In short, America
would have postponed her own capital developments
and rajsed her own cost of living in order that
Europe might continue for another year or two the
practices, the policy, and the men of the past nine
months. And as for assistance to Germany, is it
reasonable or at all tolerable that the European Allies,
having stripped Germany of her last vestige of working
capital, in opposition to the arguments and appeals
of the American financial representatives at Paris,
should then turn to the United States for funds to
rehabilitate the victim in sufficient measure to allow
the spoliation to recommence in & year or two ?

There is no answer to these objections as matters
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are now. If I had influence at the United States
Treasury, I would not lend a penny to a single one
of the present Governments of Europe. They are not
to be trusted with resources which they wounld devote
to the furtherance of policies in repugnance to which,
in spite of the President’s failure to assert either the
might or the ideals of the people of the United
States, the Republican and the Democratic parties
are probably united. But if, as we must pray they
will, the souls of the European peoples furn away
this winter from the false idols which have survived
the war that created them, and substitute in their
hearts for the hatred and the nationalism, which now
possess them, thoughts and hopes of the happiness
and solidarity of the European family,—then should
natural piety and filial love impel the American
people to put on one side all the smaller objections of
private advantage and to complete the work, that they
began in saving Europe from the tyranny of organised
force, by saving her from herself. And even if the
conversion is not fully accomplished, and some parties
only in each of the European countries have espoused
& policy of reconciliation, America can still point the
way and hold up the hands of the party of peace by
having a plan and a condition on which she will give
her aid to the work of renewing life.

The impulse which, we are told, is now strong in
the mind of the United States to be quit of the
turmoil, the complication, the violence, the expense,
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and, above all, the unintelligibility of the European
problems, is easily understood. No one can feel more
intensely than the writer how natural it is to retort
to the folly and impracticability of the European
statesmen,—Rot, then, in your own malice, and we
will go our way—

Remote from Europe ; from her blasted hopes;

Her fields of carnage, and polluted air.

But if America recalls for 8 moment what Europe
has meant to her and still means to her, what
Europe, the mother of art and of knowledge, in spite
of everything, still is and still will be, will she not
reject these counsels of indifference and isolation, and
interest herself in what may prove decisive issues for
the progress and civilisation of all mankind ?

Assuming then, if only to keep our hopes up, that
America will be prepared to contribute to the process
of building up the good forces of Europe, and will
not, having completed the destruction of an enemy,
leave us to our misfortunes,—what form should her
aid take ? _

I do not propose to enter on details. But the
main outlines of all schemes for an international
loan are much the same. The countries in a posi-
tion to lend assistance, the neutrals, the United
Kingdom, and, for the greater portion of the sum
required, the United States, must provide foreign
purchasing credits for all the belligerent countries of
continental Europe, allied and ex-enemy alike. The
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aggregate sum required might not be so large as is
sometimes supposed. Much might be done, perhaps,
with a fund of £200,000,000 in the first instance.
This sum, even if a precedent of a different kind had
been established by the cancellation of Inter-Ally
War Debt, should be lent and should be borrowed
with the unequivocal intention of its being repaid in
ful. With this object in view, the security for the
loan should be the best obtainable, and the arrange-
ments for its ultimate repayment as complete as
possible, In particular, it should rank, both for
payment of interest and discharge of capital, in
front of all Reparation claims, all Inter-Ally War
-Debt, all internal war loans, and all other Govern-
ment indebtedness of any other kind, Those borrow-
ing countries who will be entitled to Reparation
payments should be required to pledge all such
receipts to repayment of the new loan., And all
the borrowing countries should be required to place
their customs duties on a gold basis and to pledge
such receipts to its service.

Expenditure out of the loan should be subject to
general, but not detailed, supervision by the lending
countries.

If, in addition to this loan for the purchase of
food and materials, a guarantee fund were established
up to an equal amount, namely £200,000,000 (of
which it would probably prove necessary to find only
a part in cash), to which all members of the League
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of Nations would contribute according to their means,
it might be practicable to base upon it a general
reorganisation of the currency.

In this manner Europe might be equipped with
the minimum amount of liquid resources necessary to
revive her hopes, to renew her economic organisation,
and to enable her great intrinsic wealth to function
for the benefit of her workers. It is useless at the
present time to elaborate such schemes in further
detail. A great change is necessary in public opinion
before the proposals of this chapter can enter the
region of practical politics, and we must await the
progress of events as patiently as we can.

4. The Relations of Central Europe to Russia

I have said very little of Russia in this book.
The broad character of the situation there needs no
emphasis, and of the details we know almost nothing
authentic. But in a discussion as to how the
economic sifuation of Europe can be restored there
are one or two aspects of the Russian question which
are vitally important.

From the military point of view an ultimate union
of forces between Russia and Germany iz greatly
feared in some quarters, This would be much more
likely to take place in the event of reactionary move-
ments being successful in each of the two countries,
whereas an effective unity of purpose between Lenin
" and the present essentially middle-class Government
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of Germany is unthinkable. On the other hand, the
same people who fear such a union are even more
afraid of the success of Bolshevism; and yet they
have to recognise that the ouly efficient forces for
fighting it are, inside Russia, the reactionaries, and,
outside Russia, the established forces of order and
~ authority in Germany. Thus the advocates of inter-
vention in Russia, whether direct or indirect, are at
perpetual cross-purposes with themselves, They do
not know what they want; or, rather, they want what
they cannot help seeing to be incompatibles. This is
one of the reasons why their policy is so inconstant
and so exceedingly futile,

The same conflict of purpose is apparent in the
attitude of the Council of the Allies at Paris towards
the present Government of Germany. A victory of
Spartacism in Germany might well be the prelude to
Revolution everywhere : it would renew the forces of
Bolshevism in Russia, and precipitate the dreaded
union of Germany and Russia; it would certainly
put an end to any expectations which have been
built on the financial and economic clauses of the
Treaty of Peace, Therefore Paris does not love
Spartacus. But, on the other hand, a victory of
reaction in Germany would be regarded by every one
as a threat to the security of Europe, and as endanger-
ing the fruits of victory and the basis of the Peace.
Besides, a new military power establishing itself in the
East, with its spiritual home in Brandenburg, drawing
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to itself all the military talent and all the military
adventurers, all those who regret emperors and hate
democracy, in the whole of Eastern and Central and
South-Eastern Europe, a power whichk would be
geographically inaccessible to the military forces of
the Allies, might well found, at least in the anticipa-
tions of the timid, a new Napoleonic domination,
rising, as a phoenix, from the ashes of cosmopolitan
militarism. So Paris dare not love Brandenburg.
The argument points, then, to the sustentation of
those moderate forces of order, which, somewhat to
the world's surprise, still manage to maintain them-
selves on the rock of the German character. But
the present Government of Germany stands for
German unity more perhaps than for anything else;
the signature of the Peace was, above all, the price
which some Germans thought it worth while to pay
for the unity which was all that was left them of 1870.
Therefore Paris, with some hopes of disintegration
across the Rhine not yet extinguished, can resist no
opportunity of insult or indignity, no occasion of
lowering the prestige or weakening the influence of a
Government, with the continued stability of which all
the conservative interests of Europe are nevertheless
bound up.

The same dilemma affects the future of Poland in
the réle which France has cast for her. She is to be
strong, Catholic, militarist, and faithful, the consort,
or at least the favourite, of victorious France,
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prosperous and magnificent between the aghes of
Russia and the ruin of Germany. Roumanis, if only
she could be persuaded to keep up appearances a
little more, is & part of the same scatter-brained
conception. Yet, unless her great neighbours are
prosperous and orderly, Poland is an economic im-
possibility with po industry but Jew-baiting. And
when Poland finds that the seductive policy of
France is pure rhodomontade and that there is no
money in it whatever, nor glory either, she will
fall, as promptly as possible, into the arms of some-
body else,

The calculations of * diplomacy” lead us, there-
fore, nowhere. Crazy dreams and childish intrigue in
Russia and Poland and thereabouts are the favourite
indulgence at present of those Englishmen and
Frenchmen who seek exzcitement in its least inno-
cent form, and believe, or at léast behave as if
foreign policy was of the same genre as a cheap
melodrama.

Let us turn, therefore, to something more solid,
The German ‘Government has announced (October
80, 1919) its continued adhesion to a policy of non-
intervention in the internsl affairs of Russia, “not
only on principle, but because it believes that this
policy is also justified from a practical point of view.”
Let us assume that at last we also adopt the same
staudpoint, if not on principle, at léast from a prac-
tical poiut of view. What are then the fundamental

T
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economic factors in the future relations of Central to
Eastern Europe ?

Before the war Western and Central Europe drew
from Russia a substantial part of their imported
cereals. ~Without Russia the importing countries
would have had to go short. Since 1914 the loss of
the Russian supplies has been made good, partly by
drawing on reserves, partly from the bumper harvests
of North America called forth by Mr. Hoover's
guaranteed price, but largely by economies of con-
sumption and by privation. After 1920 the need
of Russian supplies will be even greater than it was
before the war; for the guaranteed price in North
America will have been discontinued, the normal in-
crease of population there will, a8 compared with
1914, have swollen the home demand appreciably, and
the goil of Europe will not yet have recovered its
former productivity. If trade is not resumed with
Russia, wheat in 1920-21 (unless the seasons are
specially bountiful) must be scarce and very dear.
The blockade of Russia, lately proclaimed by the
Allies, is therefore a foolish and short-sighted pro-
ceeding ; we are blockading not so much Russia as
ourselves.

The process of reviving the Russian export trade
/is bound in any case to be a slow one. The present
productivity of the Russian peasant is not believed
to be sufficient to yield an exportable surplus on the
. pre-war scale. The reasons for this are obviously
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many, but amonget them are included the insufficiency
of agricultural implements and accessories and the
absence of incentive to production caused by the
lack of commodities in the towns which the peasants
can purchase in exchange for their produce. Finally,
there is the decay of the transport system, which
hinders or renders impossible the collection of local
surpluses in the big centres of distribution.

I see no possible means of repairing this loss of
productivity within any reasonable period of fime
except through the agency of German enterprise and
organisation. It is impossible geographically and
for many other reasons for Englishmen, Frenchmen,
or Americans to undertake it ;—we have neither the
incentive nor the means for doing the work on a
sufficient scale. Germany, on the other hand, has the
experience, the incentive, and to a large extent the
materials for furnishing the Russian peasant with
the goods of which he has been starved for the past
five years, for reorganising the business of transport
and collection, and so for bringing into the world's
pool, for the common advantage, the supplies from
which we are now so disastrously cut off. It is in
our interest to hasten the day when German agents
and organisers will be in & position to set in train
in every Russian village the impulses of ordinary
ecopomic motive, This is a process quite independent;
of the governing authority in Russia; but we may
surely predict with some certainty that, whether
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or not the form of communism represented by
Soviet government proves permanently suited to the
Russian temperament, the revival of trade, of the
comforts of life and of ordinary economic motive are
not, likely to promote the extreme forms of those:
doctrines of violence and tyranny which are the
children of war and of despair.

Let us then in our Russian policy not only
applaud and imitate the policy of non-intervention
which the Government of Germany has announced,
but, desisting from a blockade which is injurious to
our own permanent interests, as well as illegal, let
us encourage and assist Germany to take up again
her place in Europe as a creator and organiser of
wealth for her Eastern and Southern neighbours.

There are many persons in whom such proposals
will raise strong prejudices. I ask them to follow
out im thought the result of yielding to these
prejudices. If we oppose in detail every means
by whick Germany or Russia can recover their
material well-being, because we feel a national, racial,
or political hatred for their populations or their
Governments, we must be prepared to face the con-
sequences of such feelings. Even if there is no moral
solidarity between the nearly-related races of Europe,
there is an economic solidarity which we cannot dis-
regard. Even now, the world markets are one. If
we do not allow Germany to exchange products with
Russia and so feed herself, she must inevitably
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corapete with us for the produce of the New World.
The more successful we are in snapping economic
relations between Germany and Russia, the more we
shall depress the level of our own economic standards
and increase the gravity of our own domestic
problems. This is to put the issue on its lowest
grounds. There are other arguments, which the
most obtuse cannot ignore, against a policy of
spreading and encouraging further the economic ruin
of great countries,

I see few signs of sudden or dramatic develop-
ments anywhere. Riots and revolutions there may
be, but not such, at present, as to have fundamental
significance. Against political tyranny and injustice
Revolution is & weapon. But what counsels of hope
can Revolution offer to sufferers from economie
privation, which does not arise out of the injustices
of distribution but is general? The only safeguard
against revolution in Central Europe is indeed the
fact that, even to the minds of men who are desperate,
Revolution offers no prospect of improvement what-
ever. There may, therefore, be ahead of us a long,
silent -process of semi-starvation, and of a gradual,
steady lowering of the standards of life and comfort.
The bankruptcy and decay of Europe, if we allow it
to proceed, will affect every one in the long-run, but
perhaps not in & way that is striking or immediate.

This has one fortunate side. We may still have
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time to reconsider our courses and to view the
world with new eyes. For the immediate~future
events are taking charge, and the near destiny of
Europe is no longer in the hands of any man.
The events of the coming year will not be shaped
by the deliberate acts of statesmen, but by the
‘hidden currents, flowing continually beneath the
surface of political history, of wh:ich_ Nno one can
predict the outcome. In one way only can we in-
fluence these hidden currents,—by setting in motion
those forces of instruction and imagination which
. change opinion. The assertion of truth, the un-
veiling of illusion, the dissipation of hate, the
enlargement and instruction of men’s hearts and
minds, must be the means. i

In this autumn of 1919, in which I write, we are
at the dead season of our fortunes. The reaction
from the exertions, the fears, and the sufferings of
the past five years is at its height. Our power of
feeling or caring beyond the immediate questions of
our own material well-being is temporarily eclipsed.
The greatest events outside our own direct ex-
perience and the most dreadful anticipations eannot

move us.
In each human heart terror survives

The ruin it has gorged : the loftieat fear

‘All that they would disdain to think were true :
Hypocrisy and custom make their minds

The fanes of many a worship, now outworn.
They dare not devise good for man’s eatate,

And yet they know not that they do not dare.
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The good want power but to weep barren tears.

The powerful goodness want : worse need for them.

The wise want love ; and those who love want wisdom ;
And all beat things are thus confused to ill

Many are strong and rich, and would be just,

But live among their suffering fellow-men

As if none felt : they know not what they do.

We have been moved already beyond endurance, -
and need rest, Never in the lifetime of men now
living has the universal element in the soul of man
burnt so dimly.

For these reasons the true voice of the new
generation has not yet spoken, and silent opinion is
not yet formed. To the formation of the general
opinion of the future I dedicate this book.

THE END

Printed in Greal Britain by R. & R. Crank, Livrren, Edindwrgd.
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PRESS NOTICES

THE NATION, Dec, 13, 1919.—'“This is the first heavy shot that
has been fired in the war which tbe intsllectuals opened on the statesmen the
moment they realized what a piece of work the Treaty was.”

WESTMINSTAR GAZETTE, Dec. 20, 1919, —‘ Mr. Keynes has
produced a smashing and unanswerable indictinent of the economic settle-
ment. . . . It is too much to hope that the arbiters of our destinies will read it
and perhaps learn wisdom, but it should do much good ininforming & wide section
of that public which wiil in its turn become the arbiters of theirs.”

SUNDAY CHRONIOLE, Doc. 21, 1919.—*‘No criticism of the Peace
which omits, as Mr. Keynes sesms to me by implication to omit, the aspeot of it
not ns a treaty, but as a sentence, has any right to be heard by the European
Allied peoples.”

THR SPECTATOR, Dec. 20, 1819.—**The world is not governed by
economical forces alone, and we do not blame the statesmen at Paris for declining
to }b;a guided .by Mr. Koynes if he gave them auch,political advice as he sets forth
in his book.’

THE TIMES, Jau 5, 1920.—‘‘Mr. Keynes has written an extremely
‘clever' book on the Peace Conference and its economic consequences, . , . As
a whole, his cry against the Peace seems to us the cry of an academic mind,
accostomed to deal with the abstractions of that largely metaphysical exercise
knowo as ‘political economy,” in revelt against the facts and forces of actual
political existence. . . . Indeed, one of the most atriking features of Mr. Keynes's
book is the political inexperience, not to say ingenucusness, which it reveals.
. « + He believes it would have been wise and just to demand from Germany
payment of £2,000,000,000 *in final settlement of all claims without further
examination of particulars.’"”

THE ATHEN.EUM, Jan, 28, 1820.—“This book is a perfectly well-
equipped srsenal of facis and arguments, to which every one will resort for years
to come who wishes to strike a blow against the forces of prejudice, delusion, and
stupidity. It is not easy to make Iarge numbers of men reasonable by a book,
yeot there are no limits to which, without undue extravagance, we may not bope
that the influence of this book may not extend. Never was the case for reason-
ableness more powerfully put. It is enforced with extraordinary art. What
might easily have been a difficult treatise, semi-official or academic, proves to be
as fascinating as a good novel,”

DAILY NEWS, Dec. 20, 1919, —** Mr. Balfonr advocates the continuance
of the Governments which made the gigantic muddle of the Feace Treaty, on the
ground that the muddle eonsequent upon it still continaes. . . . Mr. Eeynes
#aw it all going on from the iuside., He has written an unforgettable, shattering
acconnt of it. He prophesied the result, and the reality is crowding hard upon
his propheoy.”

MONPREAL UNIVERSITY MAGAZINE, April 1020.—" At firat read-
ing the book was a disappointment. It was no revelation fromn heaven. It was
the plainest statement of fact, Upon further reading it was easy to see why
M. Poincacd was disturbed. It is a disturbing book. Persons who are learned in
forgotten controversies will revive for it the epithet ‘devilish,’ as baving the
definitive value the term possessed when it was applied to the writings of Gibbos,
Darwin, Huxley, and Matthew Arnold."
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FORTNIGHTLY REVIEW, March 1, 1920.—* Mr, Keynes's baok has now
been published thres months, and no sort of oflicial reply to it has beer issued.
Nothing but the angry cries of bureaucrats has been heard. No such crushing
indictment of a great sct of internationsl policy, no such revelation of the
fatility of diplomats has ever been made.”

QUARTERLY REVIEW, April 1020.—*Pew, if any writers on publio
flonnce or on the dismal science of Political Economy have -leaped so rapidly
into fashion and celebrity as Mr. Keynes, Hall a century after Adam Smith’s
death, when Sir Robert Peel’s Cabinet was converted from Protection to Free
Trude, not & single member of it had read The Wealth of Nufions. Neither
Malthus, Ricarde, Karl Marx, Bastiat, Friedrich- List, Bagehot, Jevons, Henry
Beorge, nor Aoy other economists who have disclosed unsuspected truths, exposed
popular fallacies, or invented potent fictions, ever took the City and the West
End by storm as Mr. Keynes has done by a single stroke.”

TIMES LITERARY SUPPLEMENT, April 20, 1920.—* Mr. Keynes , . .
haa violently attacked the whole work of those who made the Treaty in & book
which exhibita every kind of ability except the political kind. . , Mr, Keynea
knows everything except the elements of politics, which is the acience of discover-
ing, and the art of accomplishiyg, the practicable in public affairs.”

TIMES (" Aonual Fioancial and Commercial Review "), Jan, 28, 1921.—
“The almost unhealthy greed with which Mr. Keynes's book on The Economic
Congsguances of the Peacs wan devoured in n dozen conuntries was but s symptom
of the new desire to appreciate, and, if possible, to cope with, the economic con-
ssquences not only of the peace but of the war.”

LIVERPQOL COURIER, Feb, 2, 1921,—*In the eyes of the world—at
teast, of the world that in not pro-Germau—the reparation costs are wholly in-
adequate, It in true that in the eyes of Mr. J. M. Keynes it is wicked to charge
Germany with the cost of war pensions, but we imagine that the average man
with a aimple sense of simple juatice does not agree with Mr. Keynes."

" REALIsT " in the ENGLISH REV1IEW, March 1921,—* The operation of in.
demnity-payment must be followed through to its remorseless end. . , . The
ory 'Germany muat pay ' bas still a good heaithy sound about it."

ENQLISH REVIEW, June 1831, —" What Mr, Maynard Keynes predicted
in hiz vemarkable book ls coming ounly tao true. All over Europs the nations
are standing to arme, thinkiog bouwndaries, while trade languishes, production
staguates, and credit lapses into the relativities.”

Josarl P, Corron iu the EVENING POST, New York, Jan, 30, 1620.—"* M.
Koynea's book is the tirst good book on peace and the reconstruction of Europe.
The writing i# simple and einceré and true , , . & great book with & real message,”

PAUL D. Cravati in the SUN AND NEW YORK HERALD, Feb, 2,
1920.—* No Euglish novel during or since the war has had such a success as
this ook, It should be read by every thonghtful American, It is the first
sorious discussion of the Peace Treaty by a man who knows the facts and is
capable of discussing them with intelligence avd suthority.”

HanroLp J. Laskl inthe NAT'TON, New York, Feb. 7, 1920.—* Thisis a very
great book, 1fany auawer can be wade to the overwhoiming indictment of the
Treaty that it contains, that answer has yet to be published. Mr. Keynes
writes with 8 Ffaluess of knowledge, an incisivensss of judgment, and a
penetration into the ultimate causes of economic events that perhaps only
balf-a-dosen living economists might hope to rival. Nor is the manner of his
book Jess remarkable than ita substance. The style is like finely-hammered
steol. It is Mull of unforgettable phrasea and of vivid portraits etehed in the
hiting acid of & pasionate moral indignation.”
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F. W. Taussiq, Harvard University, o the QUARTERLY JOURNAL OF
ECONOMICS, Feb. 1820.—* Mr. Keynes needs no introduction to economists.
The high quality of his work is known. This baok shows the sure tonch, the wide
interests, the independent judgment, which we expect, It shows, alse, fine
spirit and literary skill. . . . Coming to the economic provisions of the Treaty, [
ind myself in general accord with what Mr. Keyunea snys. He makea cut an
estimate of what Germany can do in the way of reparation. . . . The maximum
cannot, in his jndgment, exceed ten billions of dollars. Some such figure, it is
not improper to say, was reached independently by Professor A. A. Young in his
estimates for the American financial advisers.”

FINANCIAL WORLD, New York City, Feb. 16, 1920.—''There is & °
thpusand dollars of information in it for the average business man.”

FRANK A. VAFDERLIP in OHICAGQ NEWS, March 3, 1920.—*I regard it
as the most importaut volume published since the Armistice. It is certsin to have
a profound effect on world thought. It is & deep analysis of the economie structure
of Earope at the outbreask of the war, a brilliant characterisation of the Peace
Conference, a revealing analysis of the shortcomings of the Trenty, a dissection of
the reparation claime, done with the scientific spirit and steadiness of hand of o
great surgeon, a vision of Europe after the Treaty, which is the most illuminating
picture that has yet been made of the immediate situation on the Continent, and,

" finolly, constructive remedial proposals. Every chapter bears the imprint of &
master hand, of & mind trained to tranelate economic data, and of absolntely
unfaltering courage to tell the trath.”

ALviN JomnsoN in the NEW REPUBLIC, April 14, 1920.—" Thera has been
no failure anywhere to recognise that Keynea's Kconomic Consequences of the Peace
requires an ‘auswer,' Too many complacencies have been assailed by it. . . .
What progress are his critics making in their attack on it ¥ . . . There is sur-
prisingly little affort made by American reviewers to refuts the charge that the
Treaty is in many respects in direct violation of the prelimiuary engagements,
nor is anywhere a serious attempt made to show that those engagernents were not
morally binding. . . . The eritica bave not seriously shaken Keynes's characteriza-
tion of the Treaty. They have not been able to get far away from agreement
with him as to what the Treaty should have been. They adimit the desirability
of revision.”

CINCINNATI ENQUIRER, April 24, 1920.—* Such superficial books sa that
of J. M. Keynes are the work of most dangerous pseudo-idealists or hidebound
‘liberals.’ Nine timea out of ten their authors are disgruntled, egotistical, clever
' mugwumps " with that tyrannous, schoolmasterish habit of mind which prefers
the real or apparent suforcement of its ‘oure-alls’ to the attainment of plain
truth and justice.”

. DETROIT FREE PRESS, Nov. 21, 1921.—“Only once have I seen
Viviani go into action gradually. 1t waa after his last trip to the United Statea,
He was talking in & subdued conversational tone when suddenly ho thought of
John Maynerd Koynes's book, The Ecomomic Comsequences of the Peace. His
face, hitherto motionless, twitched a little, His words accelerated stowly,” The
eurrent of his emotion spread curiously through the muscles of his who}a body,
nntil the figure which had been relaxed from head to foot became tenss in every
fibre. In & moment he was denouncing, with the sonorous blast of his anger, tha
book which he aaid he had encountered in every country in the New Werld,
as ‘n monument of lmiquity,’ & monster which confronted him everywhere
in South or‘North America, and which for some (to him) incredible reason every
one spamed to believe as the gospel truth about the paot of Versailles.”



