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Chapter 1
I nt roductory

The power to becone habituated to his surroundings is a
mar ked characteristic of mankind. Very few of us realise with
conviction the intensely unusual, unstable, conplicated,
unreliable, tenporary nature of the econom c organisation by
whi ch Western Europe has lived for the |last half century. W
assunme sone of the nmost peculiar and tenporary of our late
advant ages as natural, permanent, and to be depended on, and we
I ay our plans accordingly. On this sandy and fal se foundati on we
schenme for social inprovemrent and dress our political platfornms,
pursue our aninosities and particular anmbitions, and fee
ourselves with enough margin in hand to foster, not assuage,
civil conflict in the European famly. Mved by insane del usion
and reckl ess self-regard, the German people overturned the
foundati ons on which we all lived and built. But the spokesnen of
the French and British peoples have run the risk of conpleting
the ruin which Germany began, by a peace which, if it is carried
into effect, nust inpair yet further, when it night have
restored, the delicate, conplicated organisation, already shaken
and broken by war, through which al one the European peopl es can
enpl oy thensel ves and |ive.

In England the outward aspect of |ife does not yet teach us
to feel or realise in the least that an age is over. W are busy
pi cking up the threads of our |life where we dropped them with
this difference only, that many of us seem a good deal richer
than we were before. Where we spent mllions before the war, we
have now | earnt that we can spend hundreds of mllions and
apparently not suffer for it. Evidently we did not exploit to the
ut nost the possibilities of our economic life. W | ook
therefore, not only to a return to the conforts of 1914, but to
an i mense broadening and intensification of them All classes
alike thus build their plans, the rich to spend nore and save
| ess, the poor to spend nmore and work | ess.

But perhaps it is only in England (and Anerica) that it is
possi ble to be so unconscious. In continental Europe the earth
heaves and no one but is aware of the runblings. There it is not
just a matter of extravagance or 'l abour troubles'; but of life
and death, of starvation and exi stence, and of the fearful
convul sions of a dying civilisation.

For one who spent in Paris the greater part of the six nonths
whi ch succeeded the armistice an occasional visit to London was a
strange experience. England still stands outside Europe. Europe's
voi cel ess trenmors do not reach her. Europe is apart and Engl and
is not of her flesh and body. But Europe is solid with herself.
France, Germany, Italy, Austria, and Holland, Russia and Roumani a
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and Pol and, throb together, and their structure and civilisation
are essentially one. They flourished together, they have rocked
together in a war which we, in spite of our enornous
contributions and sacrifices (like though in a | ess degree than
Anerica), econom cally stood outside, and they nmay 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 nonentary victorious power to destroy Germany and
Austria-Hungary now prostrate, they invite their own destruction
al so, being so deeply and inextricably intertwined with their
victims by hidden psychic and econonmic bonds. At any rate an
Engl i shman who took part in the Conference of Paris and was
during those nonths a nmenber of the Suprenme Economi ¢ Council of
the Allied Powers, was bound to become -- for hima new
experience -- a European in his cares and outl ook. There, at the
nerve centre of the European system his British preoccupations
nmust largely fall away and he nust be haunted by other and nore
dreadful spectres. Paris was a nightmare, and everyone there was
nor bi d. A sense of inpending catastrophe overhung the frivol ous
scene; the futility and small ness of man before the great events
confronting him the mingled significance and unreality of the
deci sions; levity, blindness, insolence, confused cries from
without-all the elenents of ancient tragedy were there. Seated
i ndeed am d the theatrical trappings of the French sal oons of
state, one could wonder if the extraordinary visages of W/I son
and of Clenenceau, with their fixed hue and unchangi ng
characterisation, were really faces at all and not the
tragi c-com ¢ masks of some strange drama or puppet-show.

The proceedings of Paris all had this air of extraordinary
i nportance and uni nportance at the same tinme. The deci sions
seened charged with consequences 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 fromevents; and
one felt nost strongly the inpression, described by Tolstoy in
War and Peace or by Hardy in The Dynasts, of events narching on
to their fated conclusion uninfluenced and unaffected by the
cerebrations of statesmen in council

Spirit of the Years
Observe that all w de sight and sel f-command
Deserts these throngs now driven to denonry
By the I mmanent Unrecking. Nought renains
But vindictiveness here anid the strong,
And there ami d the weak an inpotent rage.
Spirit of the Pities
Why pronpts the WIIl so sensel ess-shaped a doi ng?
Spirit of the Years

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

In Paris, where those connected with the Suprene Econonic
Council received al most hourly the reports of the msery,
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di sorder, and decayi ng organi sation of all Central and Eastern
Europe, Allied and eneny alike, and learnt fromthe Iips of the
financial representatives of CGermany and Austria unanswerabl e

evi dence of the terrible exhaustion of their countries, an
occasional visit to the hot, dry roomin the President's house,
where the Four fulfilled their destinies in enpty and arid
intrigue, only added to the sense of nightnare. Yet there in
Paris the problens of Europe were terrible and clamant, and an
occasional return to the vast unconcern of London a little

di sconcerting. For in London these questions were very far away,
and our own | esser problens alone troubling. London believed that
Paris was meking a great confusion of its business, but remai ned
uninterested. 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 witten by one who,

t hough an Englishman, feels hinself a European al so, and, because
of too vivid recent experience, cannot disinterest hinself from
the further unfolding of the great historic drana of these days
which will destroy great institutions, but may also create a new
wor | d.

Chapter 2

Eur ope Before the War

Before 1870 different parts of the snmall continent of Europe
had specialised in their own products; but, taken as a whole, it
was substantially self-subsistent. And its popul ation was
adjusted to this state of affairs

After 1870 there was devel oped on a | arge scale an
unprecedented situation, and the econom c condition of Europe
became during the next fifty years unstable and peculiar. The
pressure of population on food, which had already been bal anced
by the accessibility of supplies from Anmerica, became for the
first tinme in recorded history definitely reversed. As nunbers
i ncreased, food was actually easier to secure. Larger
proportional returns froman increasing scale of production
becanme true of agriculture as well as industry. Wth the growth
of the European popul ation there were nore enmigrants on the one
hand to till the soil of the new countries and, on the other
nore worknen were available in Europe to prepare the industria
products and capital goods which were to nmaintain the em grant
popul ations in their new hones, and to build the railways and
shi ps which were to nake accessible to Europe food and raw
products from di stant sources. Up to about 1900 a unit of |abour
applied to industry yielded year by year a purchasi ng power over
an increasing quantity of food. It is possible that about the
year 1900 this process began to be reversed, and a din nishing
yield of nature to man's effort was beginning to reassert itself.
But the tendency of cereals to rise in real cost was bal anced by
ot her inprovenents; and -- one of many novelties -- the resources
of tropical Africa then for the first time cane into |arge
enpl oy, and a great traffic in oilseeds began to bring to the
tabl e of Europe in a new and cheaper form one of the essentia
foodstuffs of mankind. In this econom c Eldorado, in this
economi c Utopia, as the earlier econom sts would have deenmed it,

Get any book for freeon:  www.Abika.com



THE ECONOMIC CONSEQUENCES OF THE PEACE

nost of us were brought up.

That happy age lost sight of a view of the world which filled
Wi th deep-seated nel ancholy the founders of our politica
econony. Before the eighteenth century manki nd entertai ned no

fal se hopes. To lay the illusions which grew popul ar at that
age's latter end, Malthus disclosed a devil. For half a century
all serious economical witings held that devil in clear

prospect. For the next half century he was chai ned up and out of
si ght. Now perhaps we have | oosed hi m agai n.

VWhat an extraordinary episode in the econom c progress of man
that age was which canme to an end in August 1914! The greater
part of the population, it is true, worked hard and lived at a
| ow standard of confort, 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
m ddl e and upper classes, for whomlife offered, at a | ow cost
and with the | east trouble, conveniences, conforts, and amenities
beyond the conpass of the richest and nost powerful nonarchs of
ot her ages. The inhabitant of London could order by tel ephone,
sipping his norning tea in bed, the various products of the whole
earth, in such quantity as he m ght see fit, and reasonably
expect their early delivery upon his doorstep; he could at the
same nmonment and by the sanme means adventure his wealth in the
natural resources and new enterprises of any quarter of the
worl d, 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
t ownspeopl e of any substantial nmunicipality in any continent that
fancy or information m ght recomrend. He could secure forthwth,
if he wished it, cheap and confortable neans of transit to any
country or climte w thout passport or other formality, could
despatch his servant to the neighbouring office of a bank for
such supply of the precious nmetals as m ght seem conveni ent, and
could then proceed abroad to foreign quarters, wthout know edge
of their religion, |anguage, or custons, bearing coined wealth
upon his person, and would consider hinself greatly aggrieved and
much surprised at the least interference. But, nost inportant of
all, he regarded this state of affairs as nornmal, certain, and
per manent, except in the direction of further inprovenent, and
any deviation fromit as aberrant, scandal ous, and avoi dable. The
projects and politics of mlitarismand inperialism of racia
and cultural rivalries, of nonopolies, restrictions, and
excl usion, which were to play the serpent to this paradise, were
little nore than the anmusenents of his daily newspaper, and
appeared to exercise alnmost no influence at all on the ordinary
course of social and economic life, the internationalisation of
whi ch was nearly conplete in practice.

It will assist us to appreciate the character and
consequences of the peace which we have inposed on our enenies
if | elucidate a little further sone of the chief unstable
el enents, already present when war broke out, in the economc
life of Europe.

I . Popul ation

In 1870, CGermany had a popul ati on of about 40 million. By
1892 this figure had risen to 50 mllion, and by 30 June 1914 to

Get any book for freeon:  www.Abika.com



THE ECONOMIC CONSEQUENCES OF THE PEACE

about 68 mllion. In the years i mediately preceding the war the
annual increase was about 850, 000, of whom an insignificant
proportion em grated. (1*) This great increase was only rendered
possi ble by a far-reaching transformati on of the econonic
structure of the country. From being agricultural and mainly

sel f-supporting, Gernmany transforned herself into a vast and
conplicated industrial machi ne dependent for its working on the
equi poi se 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 popul ation and the
means of purchasing their subsistence from abroad. The German
machi ne was like a top which to maintain its equilibrium nust
progress ever faster and faster.

In the Austro-Hungarian enpire, which grew from about 40
mllion in 1890 to at least 50 mllion at the outbreak of war,
the sane tendency was present in a | ess degree, the annual excess
of births over deaths being about half a mllion, out of which
however, there was an annual em gration of some quarter of a
mllion persons.

To understand the present situation, we nust apprehend with
vi vidness what an extraordinary centre of population the
devel opnent of the Germanic system had enabl ed Central Europe to
become. Before the war the popul ation of Gernmany and
Austria-Hungary together not only substantially exceeded that of
the United States, but was about equal to that of the whole of
North Anerica. In these nunbers, situated within a conpact
territory, lay the mlitary strength of the Central Powers. But
t hese same nunbers -- for even the war has not appreciably
di m ni shed them(2*) -- if deprived of the nmeans of life, remain a
hardly | ess danger to European order

Eur opean Russi a i ncreased her population in a degree even
greater than Germany -- fromless than 100 million in 1890 to
about 150 million at the outbreak of war;(3*) and in the years
i medi ately preceding 1914 the excess of births over deaths in
Russia as a whole was at the prodigious rate of two mllion per
annum This inordinate growh in the popul ati on of Russia, which
has not been widely noticed in England, has been neverthel ess one
of the nost significant facts of recent years.

The great events of history are often due to secul ar changes
in the growth of popul ation and ot her fundanental econom c
causes, which, escaping by their gradual character the notice of
contenporary observers, are attributed to the follies of
statesnen or the fanaticismof atheists. Thus the extraordinary
occurrences of the past two years in Russia, that vast upheava
of society, which has overturned what seened nobst stable --
religion, the basis of property, the ownership of Iand, as wel
as forms of governnent and the hierarchy of classes -- may owe
nore to the deep influences of expanding nunbers than to Lenin or
to Nicholas; and the disruptive powers of excessive nationa
fecundity may have played a greater part in bursting the bonds of
convention than either the power of ideas or the errors of
aut ocracy.

Il. Organization

The delicate organisation by which these peoples lived
depended partly on factors internal to the system
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The interference of frontiers and of tariffs was reduced to a
m ni mum and not far short of three hundred millions of people
lived within the three enpires of Russia, Germany, and
Austri a- Hungary. The various currencies, which were al
mai ntai ned 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
al nost absolute security of property and of person.

These factors of order, security, and uniformty, which
Eur ope had never before enjoyed over so wi de and popul ous a
territory or for so long a period, prepared the way for the
organi sati on of that vast nechani sm of transport, coa
di stribution, and foreign trade which nmade possible an industria
order of life in the dense urban centres of new popul ation. This
is too well known to require detailed substantiation with
figures. But it nay be illustrated by the figures for coal, which
has been the key to the industrial growth of Central Europe
hardly | ess than of England; the output of Gernman coal grew from
30 million tons in 1871 to 70 million tons in 1890, 110 million
tons in 1900, and 190 million tons in 1913.

Round Germany as a central support the rest of the European
econonm ¢ system grouped itself, and on the prosperity and
enterprise of Germany the prosperity of the rest of the continent
mai nly depended. The increasing pace of Gernmany gave her
nei ghbours an outlet for their products, in exchange for which
the enterprise of the German nerchant supplied themw th their
chief requirements at a | ow price.

The statistics of the econom c interdependence of Gernmany and
her nei ghbours are overwhel mi ng. Germany was the best custoner of
Russi a, Norway, Holland, Belgium Switzerland, Italy, and
Austria-Hungary. she was the second-best custoner of G eat
Britain, Sweden, 'and Denmark; and the third-best custoner of
France. She was the |argest source of supply to Russia, Norway,
Sweden, Denmark, Holland, Switzerland, Italy, Austria-Hungary,
Roumani a, and Bul garia; and the second |argest source of supply
to Great Britain, Belgium and France

In our own case we sent nore exports to Germany than to any
other country in the world except India, and we bought nore from
her than from any other country in the world except the United
St at es.

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

Germany not only furnished these countries with trade but, in
the case of sone of them supplied a great part of the capita
needed for their own devel opnment. O Germany's pre-war foreign
i nvestnments, anmounting in all to about £1,250 mllion, not far
short of £500 million was invested in Russia, Austria-Hungary,
Bul garia, Roumani a, and Turkey. And by the system of 'peacefu
penetration' she gave these countries not only capital but, what
they needed hardly | ess, organisation. The whol e of Europe east
of the Rhine thus fell into the German industrial orbit, and its
econom c |ife was adjusted accordingly.

But these internal factors would not have been sufficient to
enabl e the popul ation to support itself w thout the co-operation
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of external factors also and of certain general dispositions
common to the whol e of Europe. Many of the circunstances already
treated were true of Europe as a whole, and were not peculiar to
the central enpires. But all of what follows was common to the
whol e Eur opean system

Il The Psychol ogy of Society

Eur ope was so organi sed socially and econonically as to
secure the maxi mum accurmul ati on of capital. Wiile there was sone
continuous inprovement in the daily conditions of life of the
mass of the popul ation, society was so franmed as to throw a great
part of the increased inconme into the control of the class |east
likely to consune it. The new rich of the nineteenth century were
not brought up to large expenditures, and preferred the power
whi ch investment gave themto the pleasures of inmediate
consunption. In fact, it was precisely the inequality of the
di stribution of wealth which made possi bl e those vast
accunul ations of fixed wealth and of capital inprovenments which
di stingui shed that age fromall others. Herein lay, in fact, the
main justification of the capitalist system If the rich had
spent their new wealth on their own enjoynents, the world would
| ong ago have found such a régine intolerable. But |ike bees they
saved and accunul ated, not |less to the advantage of the whole
community because they thenselves held narrower ends in prospect.

The i mense accunul ations of fixed capital which, to the
great benefit of mankind, were built up during the half century
before the war, could never have conme about in a society where
weal th was divided equitably. The railways of the world, which
that age built as a nonument to posterity, were, not |ess than
the pyram ds of Egypt, the work of |abour which was not free to
consune in imediate enjoynent the full equivalent of its
efforts.

Thus this remarkabl e system depended for its growth on a
doubl e bl uff or deception. On the one hand the | abouring classes
accepted fromignorance or powerl essness, or were conpelled,
per suaded, or cajoled by custom convention, authority, and the
wel | -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
consune it, on the tacit underlying condition that they consuned
very little of it in practice. The duty of 'saving' becane
ni ne-tenths of virtue and the growh of the cake the object of
true religion. There grew round the non-consunption of the cake
all those instincts of puritanismwhich in other ages has
withdrawn itself fromthe world and has neglected the arts of
production as well as those of enjoynment. And so the cake
i ncreased; but to what end was not clearly contenpl ated.

I ndi vi dual s woul d be exhorted not so nuch 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 only in
theory -- the virtue of the cake was that it was never to be
consuned, neither by you nor by your children after you.

In witing thus I do not necessarily disparage the practices
of that generation. In the unconscious recesses of its being
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soci ety knew what it was about. The cake was really very small in
proportion to the appetites of consunption, and no one, if it
were shared all round, would be nuch the better off by the
cutting of it. Society was working not for the small pleasures of
today but for the future security and i nprovenent of the race --
in fact for '"progress'. If only the cake were not cut but was
allowed to grow in the geonetrical proportion predicted by
Mal t hus of popul ation, but not |ess true of conpound interest,
perhaps a day m ght come when there would at |ast be enough to go
round, and when posterity could enter into the enjoynment of our

| abours. In that day overwork, overcrowdi ng, and underfeeding
woul d cone to an end, and nen, secure of the conforts and
necessities of the body, could proceed to the nobl er exercises of
their faculties. One geonetrical ratio m ght cancel another, and
the nineteenth century was able to forget the fertility of the
species in a contenplation of the dizzy virtues of conmpound

i nterest.

There were two pitfalls in this prospect: lest, population
still outstripping accunul ati on, our self-denials pronote not
happi ness but nunbers; and | est the cake be after all consuned,
prematurely, in war, the consuner of all such hopes.

But these thoughts lead too far fromny present purpose. |
seek only to point out that the principle of accunul ati on based
in on equality was a vital part of the pre-war order of society
and of progress as we then understood it, and to enphasise that
this principle depended on unstabl e psychol ogi cal conditions,
which it may be inpossible to re-create. It was not natural for a
popul ati on, of whom so few enjoyed the conforts of life, to
accunul ate so hugely. The war has di sclosed the possibility of
consunption to all and the vanity of abstinence to many. Thus the
bluff is discovered; the | abouring classes may be no | onger
willing to forgo so largely, and the capitalist classes, no
| onger confident of the future, may seek to enjoy nore fully
their liberties of consunption so |long as they last, and thus
precipitate the hour of their confiscation.

IV. The Relation of the Od Wrld to the New

The accunul ative habits of Europe before the war were the
necessary condition of the greatest of the external factors which
mai nt ai ned t he European equi poi se.

Of the surplus capital goods accunul ated by Europe a
substantial part was exported abroad, where its investnent nade
possi bl e the devel opment of the new resources of food, materials,
and transport, and at the sane tinme enabled the Od Wrld to
stake out a claimin the natural wealth and virgin potentialities
of the New. This last factor came to be of the vastest
i nportance. The O d Wrld enployed with an i nmense prudence the
annual tribute it was thus entitled to draw. The benefit of cheap
and abundant supplies, resulting fromthe new devel opnents which
its surplus capital had made possible was, it is true, enjoyed
and not postponed. But the greater part of the nobney interest
accruing on these foreign investnents was rei nvested and al |l owed
to accumul ate, as a reserve (it was then hoped) against the |ess
happy day when the industrial |abour of Europe could no |onger
purchase on such easy terns the produce of other continents, and
when the due bal ance woul d be threatened between its historica
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civilisations and the nultiplying races of other climtes and
envi ronnents. Thus the whol e of the European races tended to
benefit alike fromthe devel opnment of new resources whether they
pursued their culture at hone or adventured it abroad.

Even before the war, however, the equilibriumthus
establ i shed 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 Anmerica,
she was able to purchase food at a cheap rate nmeasured in terns
of the | abour required to produce her own exports, and that, as a
result of her previous investments of capital, she was entitled
to a substantial amount annually w thout any paynent in return at
all. The second of these factors then seened out of danger but,
as a result of the growth of population overseas, chiefly in the
United States, the first was not so secure.

When first the virgin soils of America cane into bearing, the
proportions of the population of those continents thenselves, and
consequently of their own |ocal requirenents, to those of Europe
were very small. As lately as 1890 Europe had a popul ation three
times that of North and South America added together. But by 1914
t he donestic requirements of the United states for wheat were
approachi ng their production, and the date was evidently near
when there woul d be an exportable surplus only in years of
exceptionally favourabl e harvest. |Indeed, the present donestic
requi renents of the United States are estinated at nore than
ninety per cent of the average yield of the five years
1909-13. (4*) At that tinme, however, the tendency towards
stringency was showing itself, not so much in a |l ack of abundance
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
hi gher real price. The nobst favourable factor in the situation
was to be found in the extent to which Central and Western Europe
was being fed fromthe exportable surplus of Russia and Rounani a.

In short, Europe's claimon the resources of the New World
was beconi ng precarious; the |aw of dimnishing returns was at
| ast reasserting itself, and was meking it necessary year by year
for Europe to offer a greater quantity of other commodities to
obtain the same ampunt of bread; and Europe, therefore, could by
no neans afford the disorgani sati on of any of her principa
sources of supply.

Much el se might be said in an attenpt to portray the economc
peculiarities of the Europe of 1914. | have sel ected for enphasis
the three or four greatest factors of instability -- the
instability of an excessive popul ati on dependent for its
livelihood on a conplicated and artificial organisation, the
psychol ogical instability of the |abouring and capitali st
classes, and the instability of Europe's claim coupled with the
conpl eteness of her dependence, on the food supplies of the New
Wor | d.

The war had so shaken this systemas to endanger the |life of
Eur ope altogether. A great part of the continent was sick and
dying; its population was greatly in excess of the nunbers for
which a livelihood was available; its organi sation was destroyed,
its transport systemruptured, and its food supplies terribly
i mpai red.

It was the task of the peace conference to honour engagenents
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and to satisfy justice; but not less to re-establish I[ife and to
heal wounds. These tasks were dictated as nuch by prudence as by
t he magnanimty which the wi sdom of antiquity approved in
victors. We will examine in the followi ng chapters the actua
character of the peace.

NOTES:

1. In 1913 there were 25,843 em grants from Germany, of whom
19,124 went to the United States.

2. The net decrease of the German popul ation at the end of 1918
by decline of births and excess of deaths as conpared with the
begi nning of 1914, is estimted at about 2,700, 000.

3. Including Poland and Finland, but excluding Siberia, centra
Asi a, and the Caucasus.

4. Even since 1914 the popul ation of the United States has

i ncreased by seven or eight mllion. As their annual consunption
of wheat per head is not |ess than six bushels, the pre-war scale
of production in the United States would only show a substantia
surplus over present donestic requirenents in about one year out
of five. We have been saved for the noment by the great harvests
of 1918 and 1919, which have been called forth by M Hoover's
guaranteed price. But the United States can hardly be expected to
continue indefinitely to raise by a substantial figure the cost

of living in its own country, in order to provide wheat for a

Eur ope which cannot pay for it.

Chapter 3
The Conference

In chapters 4 and 5 | shall study in sonme detail the econonic
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 exam ne here sone of the personal factors which
i nfluenced their preparation. In attenpting this task |I touch
i nevitably, questions of notive, on which spectators are |liable
to error and are not entitled to take on thensel ves the
responsi bilities of final judgnent. Yet, if | seemin this
chapter to assunme sonetines the liberties which are habitual to
hi storians, but which, in spite of the greater know edge with
whi ch we speak, we generally hesitate to assune towards
contenporaries, let the reader excuse me when he renenbers how
greatly, if it is to understand its destiny, the world needs
light, even if it is partial and uncertain, on the conpl ex
struggl e of human will and purpose, not yet finished, which
concentrated in the persons of four individuals in a nanner never
parall el ed, made themin the first nonths of 1919 the mi crocosm
of manki nd.

In those parts of the treaty with which | am here concerned,
the |l ead was taken by the French, in the sense that it was
generally they who nmade in the first instance the nost definite
and the nost extreme proposals. This was partly a matter of
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tactics. When the final result is expected to be a conpromise, it
is often prudent to start from an extrene position; and the
French anticipated at the outset -- |ike nost other persons -- a
doubl e process of conpromise, first of all to suit the ideas of
their allies and associates, and secondly in the course of the
peace conference proper with the Gernans thensel ves. These
tactics were justified by the event. Cl enmenceau gained a
reputation for noderation with his colleagues in council by
sonmetines throwing over with an air of intellectual inpartiality
the nore extrene proposals of his ministers; and nuch went

t hrough where the Anerican and British critics were naturally a
little ignorant of the true point at issue, or where too
persistent criticismby France's allies put themin a position
which they felt as invidious, of always appearing to take the
eneny's part and to argue his case. Where, therefore, British and
Anerican interests were not seriously involved their criticism
grew slack, and sone provisions were thus passed which the French
t hensel ves did not take very seriously, and for which the

el event h- hour decision to allow no discussion with the Germans
removed the opportunity of remedy.

But, apart fromtactics, the French had a policy. Although
Cl emenceau m ght curtly abandon the clains of a 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 so far as
the main econonmic lines of the treaty represent an intellectua
idea, it is the idea of France and of Cl emenceau.

Cl enenceau was by far the nost eninent nmenber of the Counci
of Four, and he had taken the neasure of his colleagues. He al one
both had an idea and had considered it in all its consequences.
Hi s age, his character, his wit, and his appearance joined to
give himobjectivity and a defined outline in an environnent of
confusion. One could not despise Clenenceau or dislike him but
only take a different view as to the nature of civilised nman, or
i ndul ge, at least, a different hope.

The figure and bearing of Cl enenceau are universally
famliar. At the Council of Four he wore a square-tailed coat of
a very good, thick black broadcloth, and on his hands, which were
never uncovered, grey suede gl oves; his boots were of thick black
| eat her, very good, but of a country style, and sonetines
fastened in front, curiously, by a buckle instead of |aces. Hs
seat in the roomin the President's house, where the regular
nmeetings of the Council of Four were held (as distinguished from
their private and unattended conferences in a smaller chanber
bel ow), was on a square brocaded chair in the niddle of the
semcircle facing the fire-place, with Signor Ol ando on his
left, the President next by the fire-place, and the Prine
M ni ster opposite on the other side of the fire-place on his
right. He carried no papers and no portfolio, and was unattended
by any personal secretary, though several French mnisters and
officials appropriate to the particular matter in hand woul d be
present round him His walk, his hand, and his voice were not
| acking in vigour, but he bore nevertheless, especially after the
attenpt upon him the aspect of a very old man conserving his
strength for inportant occasions. He spoke sel dom |I|eaving the
initial statenent of the French case to his mnisters or
officials; he closed his eyes often and sat back in his chair

Get any book for freeon:  www.Abika.com

12



THE ECONOMIC CONSEQUENCES OF THE PEACE

with an inpassive face of parchnent, his grey-gloved hands
clasped in front of him A short sentence, decisive or cynical
was generally sufficient, a question, an unqualified abandonnent
of his mnisters, whose face would not be saved, or a display of
obstinacy reinforced by a few words in a piquantly delivered
English. (1*) But speech and passion were not |acking when they
were want ed, and the sudden outburst of words, often foll owed by
a fit of deep coughing fromthe chest, produced their inpression
rather by force and surprise than by persuasion.

Not infrequently M LlIoyd George, after delivering a speech
in English, would, during the period of its interpretation into
French, cross the hearth-rug to the President to reinforce his
case by sonme ad hom nem argunent in private conversation, or to
sound the ground for a conprom se -- and this would sonetines be
the signal for a general upheaval and disorder. The President's
advi sers would press round him a nmonment |ater the British
experts would dribble across to learn the result or see that al
was well, and next the French would be there, a little suspicious
| est the others were arrangi ng somethi ng behind them until al
the roomwere on their feet and conversati on was general in both
| anguages. My last and nost vivid inpression is of such a scene
-- the President and the Prine Mnister as the centre of a
surging nob and a babel of sound, a welter of eager, inpronptu
conprom ses and counter-conpronises, all sound and fury
signi fying nothing, on what was an unreal question anyhow, the
great issues of the norning's neeting forgotten and negl ected,;
and Cl enenceau, silent and al oof on the outskirts -- for nothing
whi ch touched the security of France was forward -- throned, in
his grey gloves, on the brocade chair, dry in soul and enpty of
hope, very old and tired, but surveying the scene with a cynica
and al nost inpish air; and when at |ast silence was restored and
the conpany had returned to their places, it was to discover that
he had di sappear ed.

He felt about France what Pericles felt of Athens -- unique
value in her, nothing else nattering; but his theory of politics
was Bismarck's. He had one illusion -- France; and one
di sillusion -- mankind, including Frenchmen, and his coll eagues

not least. His principles for the peace can be expressed sinply.
In the first place, he was a forenost believer in the view of
Cerman psychol ogy that the German understands and can under st and
nothing but intimdation, that he is w thout generosity or
renorse in negotiation, that there is no advantage he wi |l not
take of you, and no extent to which he will not denean hinself
for profit, that he is wi thout honour, pride, or nmercy. Therefore
you nust never negotiate with a German or conciliate him you
must dictate to him On no other terns will he respect you, or
will you prevent himfromcheating you. But it is doubtful how
far he thought these characteristics peculiar to Germany, or

whet her his candid view of some ot her nations was fundanental |y
different. Hi s philosophy had, therefore, no place for
"sentinentality' in international relations. Nations are rea

t hi ngs, of whom you | ove one and feel for the rest indifference
-- or hatred. The glory of the nation you love is a desirable end
-- but generally to be obtained at your nei ghbour's expense. The
politics of power are inevitable, and there is nothing very new
to | earn about this war or the end it was fought for; England had
destroyed, as in each preceding century, a trade rival; a mghty
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chapter had been closed in the secular struggle between the
glories of Germany and of France. Prudence required sone neasure
of lip service to the '"ideals' of foolish Anericans and
hypocritical Englishnmen; but it would be stupid to believe that
there is much roomin the world, as it really is, for such
affairs as the League of Nations, or any sense in the principle
of self-determ nation except as an ingenious formula for
rearrangi ng the balance of power in one's own interests.

These, however, are generalities. In tracing the practica
details of the peace which he thought necessary for the power and
the security of France, we nust go back to the historical causes
whi ch had operated during his lifetinme. Before the Franco-German
war the popul ati ons of France and Gerrmany were approximtely
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 | oss of Alsace-Lorraine there was no great
di screpancy between the real resources of the two countries. But
in the intervening period the relative position had changed
conpletely. By 1914 the popul ation of Germany was nearly seventy
per cent in excess of that of France; she had becone one of the
first manufacturing and tradi ng nations of the world; her
technical skill and her neans for the production of future wealth
wer e unequal | ed. France on the other hand had a stationary or
declining population, and, relatively to others, had fallen
seriously behind in wealth and in the power to produce it.

In spite, therefore, of France's victorious issue fromthe
present struggle (with the aid, this tinme, of England and
America), her future position remained precarious in the eyes of
one who took the view that European 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 organi sed G eat
Powers whi ch have occupi ed 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 |ast.
From the belief that essentially the old order does not change,
bei ng based on human nature which is always the same, and from a
consequent scepticismof all that class of doctrine which the
League of Nations stands for, the policy of France and of
Cl emenceau followed logically. For a peace of magnaninmty or of
fair and equal treatnent, based on such 'ideol ogy' as the
Fourteen Points of the President, could only 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 nunbers
and her superior resources and technical skill. Hence the
necessity of 'guarantees'; and each guarantee that was taken, by
increasing irritation and thus the probability of a subsequent
revanche by Germany, nade necessary yet further provisions to
crush. Thus, as soon as this view of the world is adopted and the
ot her discarded, a demand for a Carthagi nian peace is inevitable,
to the full extent of the nomentary power to inpose it. For
Cl enenceau nmade no pretence of considering hinself bound by the
Fourteen Points and left chiefly to others such concoctions as
were necessary fromtinme to tinme to save the scruples or the face
of the President.

So far as possible, therefore, it was the policy of France to
set the clock back and to undo what, since 1870, the progress of
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Germany had acconplished. By loss of territory and other neasures
her popul ation was to be curtailed; but chiefly the economc
system upon which she depended for her new strength, the vast
fabric built upon iron, coal, and transport, nust be destroyed.
If France could seize, even in part, what Gernmany was conpell ed
to drop, the inequality of strength between the two rivals for
Eur opean hegenony m ght be remedi ed for nany generations.

Hence sprang those cunul ative provisions for the destruction
of highly organi sed economic life which we shall examine in the
next chapter.

This is the policy of an old man, whose nost vivid
i npressions and nost lively imagination are of the past and not
of the future. He sees the issue in ternms of France and Ger many,
not of humanity and of European civilisation struggling forwards
to a new order. The war has bitten into his consci ousness
somewhat differently fromours, 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
Cart hagi ni an peace is not practically right or possible. Although
t he school of thought fromwhich it springs is aware of the
econom ¢ factor, it overlooks, neverthel ess, the deeper econonic
tendenci es 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 European structure and letting
| oose such human and spiritual forces as, pushing beyond
frontiers and races, will overwhel mnot only you and your
‘guarantees', but your institutions, and the existing order of
your society.

By what | egerdemain was this policy substituted for the
Fourteen Points, and how did the President conme to accept it? The
answer to these questions is difficult and depends on el enents of
character and psychol ogy and on the subtle influence of
surroundi ngs, which are hard to detect and harder still to
describe. But, if ever the action of a single individual nmatters,
the col |l apse of the President has been one of the decisive nora
events of history; and | must nake an attenpt to explain it. Wat
a place the President held in the hearts and hopes of the world
when he sailed to us in the George Washi ngton! What a great man
canme to Europe in those early days of our victory!

In Novenber 1918 the armi es of Foch and the words of WIson
had brought us sudden escape from what was swallowing up all we
cared for. The conditions seened favourabl e beyond any
expectation. The victory was so conplete that fear need play no
part in the settlenment. The enemy had | aid down his arnms in
reliance on a solem conpact as to the general character of the
peace, the ternms of which seemed to assure a settl enent of
justice and magnaninmty and a fair hope for a restoration of the
broken current of life. To make assurance certain the President
was conming hinself to set the seal on his work.

When President WIlson | eft Washington he enjoyed a prestige
and a noral influence throughout the world unequalled in history.
Hi s bold and neasured words carried to the peoples of Europe
above and beyond the voices of their own politicians. The eneny
peoples trusted himto carry out the conmpact he had nade with
them and the Allied peoples acknow edged himnot as a victor
only but alnost as a prophet. In addition to this nmoral influence
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the realities of power were in his hands. The Anmerican armies
were at the height of their numbers, discipline, and equi pnent.
Eur ope was in conpl ete dependence on the food supplies of the
United States; and financially she was even nore absolutely at
their nercy. Europe not only already owed the United States nore
than she could pay; but only a | arge neasure of further

assi stance could save her from starvation and bankruptcy. Never
had a phil osopher 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! Wth what curiosity,

anxi ety, and hope we sought a glinpse of the features and bearing
of the man of destiny who, comng fromthe West, was to bring
healing to the wounds of the ancient parent of his civilisation
and lay for us the foundations of the future.

The disillusion was so conplete, that sone of those who had
trusted nost 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 seened? What had happened to the President? What
weakness or what msfortune had led to so extraordinary, so
unl ooked-for a betrayal ?

Yet the causes were very ordinary and human. The Presi dent
was not a hero or a prophet; he was not even a phil osopher; but a
generously intentioned man, with many of the weaknesses of other
human bei ngs, and | acking that dominating intellectual equipnent
whi ch woul d have been necessary to cope with the subtle and
danger ous spel |l bi nders whom a trenmendous cl ash of forces and
personalities had brought to the top as triunphant masters in the
swi ft game of give and take, face to face in council -- a game of
whi ch he had no experience at all

We had indeed quite a wong idea of the President. W knew
himto be solitary and al oof, and believed himvery strong-willed
and obstinate. We did not figure himas a nman of detail, but the
cl earness with which he had taken hold of certain main ideas
woul d, we thought, in conmbination with his tenacity, enable him
to sweep through cobwebs. Besides these qualities he would have
the objectivity, the cultivation, and the wi de know edge of the
student. The great distinction of |anguage which had nmarked his
famous Notes seened to indicate a man of |ofty and powerfu
i mgi nation. His portraits indicated a fine presence and a
commandi ng delivery. Wth all this he had attained and held with
i ncreasing authority the first position in a country where the
arts of the politician are not neglected. Al of which, without
expecting the inpossible, seened a fine conbination of qualities
for the matter in hand.

The first inpression of M WIlson at close quarters was to
i mpair some but not all of these illusions. H's head and features
were finely cut and exactly like his photographs, and the nuscles
of his neck and the carriage of his head were distinguished. But,
i ke Odysseus, the President |ooked wi ser when he was seated; and
hi s 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 mght be, his
tenperament was not primarily that of the student or the scholar,
but that he had not nmuch even of that culture of the world which
marks M Cl emenceau and M Bal four as exquisitely cultivated
gentl enmen of their class and generation. But nore serious than
this, he was not only insensitive to his surroundings in the
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external sense, he was not sensitive to his environnment at all
What chance could such a nman have agai nst M Lloyd Ceorge's
unerring, alnmost nmediumlike, sensibility to everyone i medi ately
round hin? To see the British Prime M nister watching the
conpany, with six or seven senses not available to ordinary nen,
judgi ng character, notive, and subconscious inpul se, perceiving
what each was thinking and even what each was going to say next,
and conpounding with telepathic instinct the argunent or appea
best suited to the vanity, weakness, or self-interest of his

i medi ate auditor, was to realise that the poor President would
be playing blind man's buff in that party. Never could a nan have
stepped into the parlour a nore perfect and predestined victimto
the finished acconplishnments of the Prine the Mnister. The Ad
World was tough in wi ckedness anyhow, the Od Wrld' s heart of
stone m ght blunt the sharpest blade of the bravest

kni ght-errant. But this blind and deaf Don Qui xote was entering a
cavern where the swift and glittering blade was in the hands of

t he adversary.

But if the President was not the phil osopher-king, what was
he? After all he was a man who had spent much of his life at a
university. He was by no nmeans a business man or an ordinary
party politician, but a man of force, personality, and
i mportance. What, then, was his tenperanent?

The clue once found was illumnating. The President was |ike
a nonconform st mnister, perhaps a Presbyterian. Hi s thought and
his tenmperanent were essentially theol ogical 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 Engl and and Scotl and such magni fi cent specinens as fornerly;
but this description, nevertheless, will give the ordinary
Engli shman the distinctest inpression of the President.

Wth this picture of himin mnd, we can return to the actua
course of events. The President's progranme for the world, as set
forth in his speeches and his Notes, had displayed a spirit and a
purpose so admirable that the | ast desire of his synpathisers 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 commencenent of the Paris conference
that the President had thought out, with the aid of a | arge body
of advisers, a conprehensive schene not only for the League of
Nati ons, but for the enbodi mrent of the Fourteen Points in an
actual treaty of peace. But in fact the President had thought out
not hi ng; when it cane to practice his ideas were nebul ous and
i nconpl ete. He had no plan, no schenme, no constructive ideas
whatever for clothing with the flesh of |life the comandnents
whi ch he had thundered fromthe Wite House. He could have
preached a sernmon on any of them or have addressed a stately
prayer to the Almghty for their fulfilnent; but he could not
frame their concrete application to the actual state of Europe.

He not only had no proposals in detail, but he was in many
respects, perhaps inevitably, ill-informed as to European
conditions. And not only was he ill-inforned -- that was true of
M LI oyd George also -- but his m nd was sl ow and unadapt abl e
The President's slowness anpngst the Europeans was noteworthy. He
could not, all in a mnute, take in what the rest were saying,

size up the situation with a glance, frame a reply, and neet the
case by a slight change of ground; and he was liable, therefore,
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to defeat by the nmere swiftness, apprehension, and agility of a
Ll oyd George. There can sel dom have been a statesman of the first
rank nore inconpetent than the President in the agilities of the
council chanber. A nonment often arrives when substantial victory
is yours if by sone slight appearance of a concession you can
save the face of the opposition or conciliate themby a
restatenent of your proposal helpful to themand not injurious to
anyt hing essential to yourself. The President was not equi pped
with this sinple and usual artfulness. Hi s mnd 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 Fiune. But he had no other node of defence, and it
needed as a rule but little manoeuvring by his opponents to
prevent matters fromconng to such a head until it was too |ate.
By pl easantness and an appearance of conciliation, the President
woul d be manoeuvred off his ground, would m ss the nonent for
digging his toes in and, before he knew where he had been got to,
it was too |ate. Besides, it is inpossible nonth after nonth, in
intimate and ostensibly friendly converse between cl ose
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 rare exact nonents for decisive
action. And for that the President was far too sl ow m nded and
bewi | der ed.

He did not renedy these defects by seeking aid fromthe
coll ective wisdom of his lieutenants. He had gathered round him
for the economic chapters of the treaty a very able group of
busi nessmen; 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 m ght need them
for a particular purpose. Thus the al oof ness whi ch had been found
effective in Washi ngton was nmi ntai ned, and the abnormal reserve
of his nature did not allow near himanyone who aspired to nora
equality or the continuous exercise of influence. His
fell ow pl eni potentiaries were dunm es; and even the trusted
Col onel House, with vastly nore know edge of nen and of Europe
than the President, from whose sensitiveness the President's
dul | ness had gai ned so nuch, fell into the background as tine
went on. All this was encouraged by his coll eagues on the Counci
of Four, who, by the break-up of the Council of Ten, conpleted
the isolation which the President's own tenperanment had
initiated. Thus day after day and week after week he all owed
hi msel f to be closeted, unsupported, unadvised, and alone, with
men much sharper than himself, in situations of suprene
difficulty, where he needed for success every description of
resource, fertility, and know edge. He allowed hinself to be
drugged by their atmosphere, to discuss on the basis of their
pl ans and of their data, and to be |led along their paths.

These and ot her various causes conbined to produce the
following situation. The reader nust renenber that the processes
which are here conpressed into a few pages took place slowy,
gradual Iy, insidiously, over a period of about five nonths.

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, therefore, a persistent attitude of obstruction
criticism and negation, if the draft was to becone at all in
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line with his own ideas and purpose. |If he was nmet on some points
Wi th apparent generosity (for there was always a safe margin of
qui te preposterous suggestions which no one took seriously), it
was difficult for himnot to yield on others. Conprom se was

i nevitabl e, and never to conpronise on the essential, very
difficult. Besides, he was soon nade to appear to be taking the
German part, and laid hinself 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 inportant points in the programme of his French, British or
Italian coll eague, as the case m ght be, of which he was
i ncapabl e of securing the surrender by the nethods of secret
di pl onacy. What then was he to do in the last resort? He could
I et the conference drag on an endless |ength by the exercise of
sheer obstinacy. He could break it up and return to Anerica in a
rage with nothing settled. O he could attenpt an appeal to the
worl d over the heads of the conference. These were wetched
alternatives, against each of which a great deal could be said.
They were also very risky, especially for a politician. The
Presi dent's m staken policy over the congressional election had
weakened his personal position in his own country, and it was by
no nmeans certain that the American public would support himin a
position of intransigency. It would nean a canpaign in which the
i ssues woul d be clouded by every sort of personal and party
consi deration, and who could say if right would triunph in a
struggl e which would certainly not be decided on its merits.

Besi des, any open rupture with his coll eagues 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 argunents. They
woul d not be cool enough to treat the issue as one of
international norality or of the right governance of Europe. The
cry would sinply be that for various sinister and selfish reasons
the President wished "to let the Hun off'. The al nost unani nous
voi ce of the French and British Press could be anticipated. Thus,
if he threw down the gage publicly he nmight 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 Iimting conditions of European politics would all ow hinf
But above all, if he were defeated, would he not |ose the League
of Nations? And was not this, after all, by far the nost

i mportant issue for the future happi ness of the world? The treaty
woul d be altered and softened by tinme. Much in it which now
seenmed so vital would beconme trifling, and nuch which was

i npracticable would for that very reason never happen. But the
League, even in an inperfect form was permanent; it was the
first comencenent of a new principle in the government of the
world; truth and justice in international relations could not be
established in a few nonths -- they nust be born in due course hy
the sl ow gestation of the League. Cl enenceau had been cl ever
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 | onely man.
Caught up in the toils of the Od Wrld, he stood in great need
of sympathy, of noral support, of the enthusiasm of masses. But
buried in the conference, stifled in the hot and poi soned

Get any book for freeon:  www.Abika.com

19



THE ECONOMIC CONSEQUENCES OF THE PEACE 20

at nrosphere of Paris, no echo reached himfromthe outer world,
and no throb of passion, synpathy, or encouragenent fromhis
silent constituents in all countries. He felt that the bl aze of
popul arity which had greeted his arrival in Europe was already
di med; the Paris Press jeered at himopenly; his politica
opponents at home were taking advantage of his absence to create
an atnosphere agai nst him England was cold, critical, and

unr esponsi ve. He had so fornmed his entourage that he did not
recei ve through private channels the current of faith and

ent husi asm of which the public sources seemed damed up. He
needed, but |acked, the added strength of collective faith. The
German terror still overhung us, and even the synpathetic public
was very cautious; the enenmy nust not be encouraged, our friends
nust be supported, this was not the tine for discord or
agitations, the President nust be trusted to do his best. And in
this drought the flower of the President's faith w thered and
dried up.

Thus it cane to pass that the President countermanded the
George Washi ngton, which, in a nmonment of well-founded rage, he
had ordered to be in readiness to carry himfromthe treacherous
halls of Paris back to the seat of his authority, where he could
have felt hinself again. But as soon, alas, as he had taken the
road of conprom se, the defects, already indicated, of his
t emperament and of his equipnment, were fatally apparent. He could
take the high line; he could practise obstinacy; he could wite
Notes from Sinai or Oynpus; he could renain unapproachable in
the White House or even in the Council of Ten and be safe. But if
he once stepped down to the intimte equality of the Four, the
gane was evidently up.

Now it was that what | have called his theol ogical or
Presbyterian tenperanent becane dangerous. Havi ng deci ded that
some concessi ons were unavoi dabl e, he m ght have sought by
firmess and address and the use of the financial power of the
United States to secure as nmuch as he could of the substance,
even at sone sacrifice of the letter. But the President was not
capabl e of so clear an understanding with hinmself as this
i mplied. He was too conscientious. Although conpromn ses 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 honourabl e; he would do nothing that was not just and
right; he would do nothing that was contrary to his great
prof ession of faith. Thus, w thout any abatenent of the verba
i nspiration of the Fourteen Points, they becanme a docunent for
gloss and interpretation and for all the intellectual apparatus
of self-deception by which, | daresay, the President's
forefathers had persuaded thensel ves that the course they thought
it necessary to take was consistent with every syllable of the
Pent at euch.

The President's attitude to his coll eagues had now becone: |
want to neet you so far as | can; | see your difficulties and
should like to be able to agree to what you propose; but | can do
nothing that is not just and right, and you nust first of al
show me that what you want does really fall within the words of
t he pronouncenents which are binding on nme. Then began the
weavi ng of that web of sophistry and Jesuitical exegesis that was
finally to clothe with insincerity the | anguage and substance of
the whole treaty. The word was issued to the witches of al
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Pari s:

Fair is foul, and foul is fair
Hover through the fog and filthy air

The subtl est sophisters and nobst hypocritical draftsnmen were
set to work, and produced many ingeni ous exerci ses which m ght
have deceived for nore than an hour a cleverer man than the
Presi dent .

Thus instead of saying that German Austria is prohibited from
uniting with Germany except by |eave of France (which would be
inconsistent with the principle of self-determination), the
treaty, with delicate draftsmanship, states that 'Gernmany
acknowl edges 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 Associ ated
Powers; she agrees that this independence shall be inalienable,
except with the consent of the council of the League of Nations',
whi ch 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 nust be
unani nmous.

I nstead of giving Danzig to Poland, the treaty establishes
Danzig as a 'free' city, but includes this '"free' city within the
Pol i sh 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 diplomtic protection
of citizens of that city when abroad.’

In placing the river system of Germany under foreign control
the treaty speaks of declaring international those 'river systens
which naturally provide nore than one state with access to the
sea, with or without transhi pnent from one vessel to another'.

Such instances could be nultiplied. The honest and
intelligible purpose of French policy, to limt the popul ation of
Germany and weaken her econonic system is clothed, for the
Presi dent's sake, in the august |anguage of freedom and
i nternational equality.

But perhaps the nost decisive nmonent in the disintegration of
the President's noral position and the clouding of his mnd was
when at last, to the dismay of his advisers, he allowed hinself
to be persuaded that the expenditure of the Allied governments on
pensi ons and separation all owances could be fairly regarded as
' danage done to the civilian population of the Allied and
Associ ated Powers by German aggression by |and, by sea, and from
the air', in a sense in which the other expenses of the war could
not be so regarded. It was a long theol ogical struggle in which
after the rejection of many different arguments, the President
finally capitul ated before a nasterpiece of the sophist's art.

At last the work was finished; and the President's conscience
was still intact. In spite of everything, | believe that his
tenperament allowed himto |eave Paris a really sincere nman; and
it is probable that to this day he is genuinely convinced that
the treaty contains practically nothing inconsistent with his
former professions.

But the work was too conplete, and to this was due the | ast
tragi c episode of the drama. The reply of Brockdorff-Rantzau
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inevitably took the line that Germany had | aid down her arns on
the basis of certain assurances, and that the treaty in nmany
particul ars was not consistent with these assurances. But this
was exactly what the President could not admt; in the sweat of
solitary contenplation and with prayers to God he had done
not hing that was not just and right; for the President to admt
that the German reply had force in it was to destroy his
sel f-respect and to disrupt the inner equipoise of his soul; and
every instinct of his stubborn nature rose in self-protection. In
t he | anguage of nedical psychol ogy, to suggest to the President
that the treaty was an abandonnent of his professions was to
touch on the raw a Freudi an conmplex. It was a subject intolerable
to discuss, and every subconscious instinct plotted to defeat its
further exploration.

Thus it was that Cl enenceau brought to success what had
seened to be, a few nonths before, the extraordinary and
i mpossi bl e proposal that the Germans should not be heard. |If only
the President had not been so conscientious, if only he had not
conceal ed from hi nmsel f what he had been doi ng, even at the | ast
nonent he was in a position to have recovered | ost ground and to
have achi eved sone very consi derabl e successes. But the President
was set. His arns and | egs had been spliced by the surgeons to a
certain posture, and they nust be broken again before they could
be altered. To his horror, M Lloyd George, desiring at the |ast
nonent all the noderation he dared, discovered that he coul d not
in five days persuade the President of error in what it had taken
five months to prove to himto be just and right. After all, it
was harder to de-banboozle this old Presbyterian than it had been
to banmboozle him for the former involved his belief in and
respect for hinself.

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

NOTES.:

1. He al one anobngst the Four could speak and understand both

| anguages, Ol ando knowi ng only French and the Prime M nister and
Presi dent only English; and it is of historical inportance that
Ol ando and the President had no direct means of conmunication

Chapter 4
The Treaty

The thoughts which | have expressed in the second chapter
were not present to the mind of Paris. The future |ife of Europe
was not their concern; its neans of l|ivelihood was not their
anxi ety. Their preoccupations, good and bad alike, related to
frontiers and nationalities, to the balance of power, to inperia
aggr andi senents, to the future enfeebl enent of a strong and
dangerous eneny, to revenge, and to the shifting by the victors
of their unbearable financial burdens on to the shoul ders of the
def eat ed.

Two rival schenes for the future polity of the world took the
field -- the Fourteen Points of the President, and the
Cart hagi ni an peace of M Cl enenceau. Yet only one of these was
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entitled to take the field; for the eneny had not surrendered
uncondi tionally, but on agreed terns as to the general character
of the peace.

Thi s aspect of what happened cannot, unfortunately, be passed
over with a word, for in the mnds of many Englishnmen at |east it
has been a subject of very great mi sapprehension. Many persons
believe that the arm stice terns constituted the first contract
concl uded between the Allied and Associ ated Powers and the Gernan
government, and that we entered the conference with our hands
free, except so far as these arm stice ternms nmight bind us. This
was not the case. To nake the position plain, it is necessary
briefly to review the history of the negotiations which began
with the German Note of 5 October 1918, and concluded with
President WIlson's Note of 5 Novermber 1918.

On 5 Cctober 1918 the Gernman government addressed a brief
Note to the President accepting the Fourteen Points and asking
for peace negotiations. The President's reply of 8 October asked
if he was to understand definitely that the German governnment
accepted 'the ternms laid dowmn' in the Fourteen Points and in his
subsequent addresses and 'that its object in entering into
di scussion would be only to agree upon the practical details of
their application.' He added that the evacuati on of invaded
territory nust be a prior condition of an armistice. On 12
October the German governnent returned an unconditiona
affirmative to these questions; 'its object in entering into
di scussi ons woul d be only to agree upon practical details of the
application of these terns'. On 14 Cctober, having received this
affirmati ve answer, the President made a further comunication to
make clear the points: (1) that the details of the arm stice
woul d have to be left to the mlitary advisers of the United
States and the Allies, and nust provide absol utely against the
possibility of Germany's resuming hostilities; (2) that subnmarine
war fare nust cease if these conversations were to continue; and
(3) that he required further guarantees of the representative
character of the government with which he was dealing. On 20
Oct ober CGernmany accepted points (1) and (2), and pointed out, as
regards (3), that she now had a constitution and a governnent
dependent for its authority on the Reichstag. On 23 Cctober the
Presi dent announced that, 'having received the solem and
explicit assurance of the German governnment that it unreservedly
accepts the terns of peace laid down in his address to the
Congress of the United States on 8 January 1918 (the Fourteen
Poi nts), and the principles of settlenent enunciated in his
subsequent addresses, particularly the address of 27 Septenber,
and that it is ready to discuss the details of their
application', he has communi cated the above correspondence to the
governnments of the Allied Powers 'with the suggestion that, if
t hese governnents are di sposed to effect peace upon the terms and
principles indicated,” they will ask their mlitary advisers to
draw up armistice terns of such a character as to 'ensure to the
associ ated governments the unrestricted power to safeguard and
enforce the details of the peace to which the Gernman gover nnent
has agreed'. At the end of this Note the President hinted nore
openly than in that of 14 Cctober at the abdication of the
Kai ser. This conpletes the prelimnary negotiations to which the
Presi dent al one was a party, acting w thout the governments of
the Allied Powers.
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On 5 Novenber 1918 the President transmitted to CGermany the
reply he had received fromthe governments associated with him
and added that Marshal Foch had been authorised to comunicate
the terms of an arm stice to properly accredited representati ves.
In this reply the allied governnents, 'subject to the
qualifications which follow, declare their willingness to nake
peace with the governnment of Germany on the terns of peace laid
down in the President's address to Congress of 8 January 1918,
and the principles of settlenent enunciated in his subsequent
addresses'. The qualifications in question were two in nunber.
The first related to the freedom of the seas, as to which they
‘reserved to thensel ves conplete freedom . The second related to
reparation and ran as follows: 'Further, in the conditions of
peace laid down in his address to Congress on 8 January 1918, the
Presi dent declared that invaded territories nust be restored as
wel | as evacuated and nmade free. The allied governnents feel that
no doubt ought to be allowed to exist as to what this provision
inmplies. By it they understand that conpensation will be nade by
Germany for all damage done to the civilian popul ation of the
Allies and to their property by the aggression of Germany by
l and, by sea, and fromthe air."' (1%)

The nature of the contract between Germany and the Allies
resulting fromthis exchange of docunents is plain and
unequi vocal . The terns 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
ci rcunstances of the contract were of an unusually sol enm and
bi ndi ng character; for one of the conditions of it was that
Germany should agree to armistice terms which were to be such as
woul d | eave her hel pl ess. Germany having rendered herself
hel pl ess in reliance on the contract, the honour of the Allies
was peculiarly involved in fulfilling their part and, if there
were anbiguities, in not using their position to take advantage
of them

VWhat, then, was the substance of this contract to which the
Al'lies had bound thensel ves? An exani nation of the docunents
shows that, although a large part of the addresses is concerned
with spirit, purpose, and intention, and not with concrete
solutions, and that many questions requiring a settlenent in the
peace treaty are not touched on, nevertheless there are certain
qguestions which they settle definitely. It is true that within
somewhat wide limts the Allies still had a free hand. Further
it is difficult to apply on a contractual basis those passages
which deal with spirit, purpose, and intention; every nan nust
judge for hinself whether, in view of them deception or
hypocri sy has been practised. But there remain, as will be seen
bel ow, certain inportant issues on which the contract is
unequi vocal

In addition to the Fourteen Points of 8 January 1918, the
addresses of the President which formpart of the material of the

contract are four in nunber -- before the Congress of 11
February; at Baltinmore on 6 April; at Munt Vernon on 4 July; and
at New York on 27 Septenber, the last of these being specially
referred to in the contract. | venture to select fromthese

addresses those engagenents of substance, avoiding repetitions,
which are nost relevant to the German treaty. The parts | omt
add to, rather than detract from those | quote; but they chiefly
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relate to intention, and are perhaps too vague and general to be
interpreted contractual ly. (2%)

The Fourteen Points -- (3) 'The removal. so far as possible,
of all econom c barriers and the establishment of an equality of
trade conditions anong all the nations consenting to the peace
and associating thenselves for its maintenance.' (4) 'Adequate
guarantees given and taken that national armanents will be
reduced to the | owest point consistent with donmestic safety.' (5)
"A free, open-m nded, and absolutely inpartial adjustnent of al
colonial clains', regard being had to the interests of the
popul ati ons concerned. (6), (7), (8), and (11) The evacuation and
"restoration' of all invaded territory, especially of Belgium To
this nmust be added the rider of the Allies, claimng conpensation
for all damage done to civilians and their property by |and, by
sea, and fromthe air (quoted in full above). (8) The righting of
"the wwong done to France by Prussia in 1871 in the matter of
Al sace-Lorraine'. (13) An independent Pol and, including 'the
territories inhabited by indisputably Polish popul ati ons' and
"assured a free and secure access to the sea'. (14) The League of
Nat i ons.

Before the Congress, 11 February -- 'There shall be no
annexations, no contributions, no punitive damages...
Self-determination is not a nere phrase. It is an inperative
principle of action which statesnen will henceforth ignore at
their peril... Every territorial settlenent involved in this war
nmust be nmade in the interest and for the benefit of the
popul ati ons concerned, and not as a part of any mere adj ustnent
or conproni se of clainms anongst rival States.'

New York, 27 Septenber -- (1) 'The inpartial justice neted
out mnust involve no discrimnation between those to whom we wi sh
to be just and those to whom we do not wish to be just." (2) '"No
speci al or separate interest of any single nation or any group of
nati ons can be nade the basis of any part of the settlenent which
is not consistent with the common interest of all.' (3) 'There
can be no | eagues or alliances or special covenants and
under standi ngs within the general and conmon fam |y of the League
of Nations.' (4) 'There can be no special selfish econonic
conbi nati ons within the League and no enpl oynent of any form of
econom ¢ boycott or exclusion, except as the power of economc
penalty by exclusion fromthe markets of the world may be vested
in the League of Nations itself as a neans of discipline and
control.' (5) "All international agreements and treaties of every
ki nd nust be nade known in their entirety to the rest of the
wor | d.'

This wi se and nagnani mous programe for the world had passed,
on 5 Novenber 1918, beyond the region of idealismand aspiration
and had becone part of a solem contract to which all the G eat
Powers of the world had put their signature. But it was |ost,
nevertheless, in the norass of Paris -- the spirit of it
altogether, the letter in parts ignored and in other parts
di storted.

The Gernman observations on the draft treaty of peace were
| argely a conpari son between the terns of this understanding, on
the basis of which the German nation had agreed to lay down its
arnms, and the actual provisions of the docunent offered them for
signature thereafter. The German conmentators had little
difficulty in showing that the draft treaty constituted a breach
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of engagenents and of international norality conparable with
their own offence in the invasion of Bel gium Neverthel ess, the
German reply was not in all its parts a docunent fully worthy of
t he occasion, because in spite of the justice and inportance of
much of its contents, a truly broad treatnment and high dignity of
outl ook were a little wanting, and the general effect |acks the
sinmple treatnent, with the di spassionate objectivity of despair
whi ch the deep passions of the occasion m ght have evoked. The
Al lied governments gave it, in any case, no serious
consi deration, and | doubt if anything which the German
del egation could have said at that stage of the proceedi ngs woul d
have much influenced the result.

The commonest virtues of the individual are often lacking in
t he spokesnen of nations; a statesnman representing not hinself
but his country nmay prove, w thout incurring excessive blame --
as history often records -- vindictive, perfidious, and
egotistic. These qualities are famliar in treaties inposed by
victors. But the German del egation did not succeed in exposing in
burni ng and prophetic words the quality which chiefly

di stingui shes this transaction fromall its historica
predecessors -- its insincerity.

This thenme, however, nust be for another pen than mne. | am
mai nly concerned in what follows not with the justice of the
treaty -- neither with the demand for penal justice against the
eneny, nor with the obligation of contractual justice on the
victor -- but with its wisdomand with its consequences.

| propose, therefore, in this chapter to set forth baldly the
princi pal econonic provisions of the treaty, reserving, however,
for the next nmy conments on the reparation chapter and on
Germany's capacity to neet the paynments there demanded from her

The German econom c systemas it existed before the war
depended on three main factors: |I. Overseas commerce as
represented by her nercantile marine, her colonies, her foreign
i nvestments, her exports, and the overseas connections of her
merchants. Il1. The exploitation of her coal and iron and the
i ndustries built upon them I1l. Her transport and tariff system
O these the first, while not the |east inportant, was certainly
the nost vul nerable. The treaty ainms at the systematic
destruction of all three, but principally of the first two.

(1) Gernany has ceded to the Allies all the vessels of her
nmercantil e mari ne exceeding 1,600 tons gross, half the vessels
between 1,000 tons and 1,600 tons, and one-quarter of her
traw ers and ot her fishing boats.(3*) The cession is
conprehensi ve, including not only vessels flying the German fl ag,
but also all vessels owned by CGermans but flying other flags, and
all vessels under construction as well as those afl oat. (4*)
Further, Germany undertakes, if required, to build for the Allies
such types of ships as they may specify up to 200, 000 tons(5*)
annually for five years, the value of these ships being credited
to Germany agai nst what is due fromher for reparation. (6*)

Thus the German nercantile marine is swept fromthe seas and
cannot be restored for many years to cone on a scale adequate to
nmeet the requirements of her own commerce. For the present, no
l[ines will run from Hanmburg, except such as foreign nations may
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find it worth while to establish out of their surplus tonnage.
Germany will have to pay to foreigners for the carriage of her
trade such charges as they may be able to exact, and will receive
only such conveniences as it may suit themto give her. The
prosperity of Gernman ports and commerce can only revive, it would
seem in proportion as she succeeds in bringing under her

ef fective influence the nmerchant marines of Scandi navia and of
Hol | and.

(2) Germany has ceded to the Allies "all her rights and
titles over her overseas possessions.' (7%)

This cession not only applies to sovereignty but extends on
unfavourabl e ternms to government property, all of which
i ncludi ng railways, nmust be surrendered w thout paynent, while,
on the other hand, the German governnent remains |iable for any
debt which may have been incurred for the purchase or
construction of this property, or for the devel opnent of the
col oni es generally. (8*)

In distinction fromthe practice ruling in the case of nost
simlar cessions in recent history, the property and persons of
private German nationals, as distinct fromtheir governnent, are
also injuriously affected. The Allied government exercising
authority in any former German colony 'may neke such provisions
as it thinks fit with reference to the repatriation fromthem of
German nationals and to the conditions upon which German subjects
of European origin shall, or shall not, be allowed to reside,
hol d property, trade or exercise a profession in them.(9*) Al
contracts and agreenents in favour of German nationals for the
construction or exploitation of public works |apse to the Allied
governments as part of the paynent due for reparation

But these terns are uninportant conpared with the nore
conpr ehensi ve provision by which "the Allied and Associ at ed
Powers reserve the right to retain and liquidate all property,
rights, and interests belonging at the date of the comng into
force of the present treaty to Gernman nationals, or conpanies
controlled by them, within the former Gernman col onies. (10*) This
whol esal e expropriation of private property is to take place
wi thout the Allies affording any conpensation to the individuals
expropriated, and the proceeds will be enployed, first, to neet
private debts due to Allied nationals fromany German nationals,
and second, to neet clainms due from Austrian, Hungari an
Bul gari an, or Turkish nationals. Any balance may either be
returned by the liquidating Power direct to Germany, or retained
by them If retained, the proceeds nmust be transferred to the
reparation conm ssion for Germany's credit in the reparation
account. (11*)

In short, not only are German soverei gnty and German
i nfluence extirpated fromthe whole of her former overseas
possessi ons, but the persons and property of her nationals
resident or owning property in those parts are deprived of |ega
status and | egal security.

(3) The provisions just outlined in regard to the private
property of Gernmans in the ex-Gernman colonies apply equally to
private German property in Al sace-Lorraine, except in so far as
the French governnment nay choose to grant exceptions.(12*) This
is of much greater practical inportance than the simlar
expropriati on overseas because of the far higher value of the
property invol ved and the cl oser interconnection, resulting from
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t he great devel opnent of the mineral wealth of these provinces
since 1871, of German econom c interests there with those in
Germany itself. Alsace-Lorraine has been part of the Gernman
enpire for nearly fifty years -- a considerable majority of its
popul ation is German-speaking -- and it has been the scene of
some of Gernmmny's nobst inportant econom c enterprises.
Neverthel ess, the property of those Germans who reside there, or
who have invested in its industries, is nowentirely at the

di sposal of the French governnment w thout conpensation, except in
so far as the German governnent itself may choose to afford it
The French governnment is entitled to expropriate w thout
conpensati on the personal property of private German citizens and
Cerman conpani es resident or situated within Al sace-Lorraine, the
proceeds being credited in part satisfaction of various French
clainms. The severity of this provision is only mtigated to the
extent that the French governnent nmay expressly permt Gernman
nationals to continue to reside, in which case the above
provision is not applicable. Government, state, and municipa
property, on the other hand, is to be ceded to France wi thout any
credit being given for it. This includes the railway system of
the two provinces, together with its rolling-stock.(13*) But
while the property is taken over, liabilities contracted in
respect of it in the formof public debts of any kind remain the
liability of Germany.(14*) The provinces also return to French
sovereignty free and quit of their share of German war or pre-war
dead- wei ght debt; nor does Gernany receive a credit on this
account in respect of reparation.

(4) The expropriation of German private property is not
limted, however, to the ex-Cerman col onies and Al sace-Lorraine.
The treatment of such property forms, indeed, a very significant
and material section of the treaty, which has not received as
much attention as it nerits, although it was the subject of
exceptionally violent objection on the part of the German
del egates at Versailles. So far as | know, there is no precedent
in any peace treaty of recent history for the treatnent of
private property set forth below, and the German representatives
urged that the precedent now established strikes a dangerous and
i moral blow at the security of private property everywhere. This
i s 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 peace treaty, and is
i nappropriate to nodern socialistic 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 |ies at
t he root of nuch of so-called international |law, as this has been
expounded hitherto.

The principal provisions relating to the expropriation of
German private property situated outside the frontiers of
Germany, as these are now determ ned, are overlapping in their
i nci dence, and the nore drastic would seemin sonme cases to
render the others unnecessary. Generally speaking, however, the
nore drastic and extensive provisions are not so precisely framed
as those of nore particular and linited application. They are as
fol |l ows:

(a) The Allies "reserve the right to retain and |iquidate al
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property, rights and interests belonging at the date of the
coming into force of the present treaty to German nationals, or
conpani es controlled by them within their territories, colonies,
possessi ons and protectorates, including territories ceded to
them by the present treaty.' (15%)

This is the extended version of the provision which has been
di scussed already in the case of the col onies and of
Al sace-Lorrai ne. The value of the property so expropriated will
be applied, in the first instance, to the satisfaction of private
debts due from Germany to the nationals of the Allied governnent
wi t hin whose jurisdiction the liquidation takes place, and,
second, to the satisfaction of clains arising out of the acts of
Cermany's fornmer allies. Any balance, if the liquidating
governnment elects to retain it, nust be credited in the
reparation account. (16*) It is, however, a point of considerable
i mportance that the |iquidating governnent is not conpelled to
transfer the balance to the reparation conm ssion, but can, if it
so decides, return the proceeds direct to Germany. For this wll
enable the United States, if they so wish, to utilise the very
| ar ge bal ances in the hands of their eneny-property custodian to
pay for the provisioning of Germany, w thout regard to the views
of the reparati on comm ssion

These provisions had their origin in the schene for the
nmut ual settlenent of eneny debts by neans of a clearing house.
Under this proposal it was hoped to avoid nuch trouble and
litigation by nmeking each of the governnments lately at war
responsi ble for the collection of private debts due fromits
nationals to the nationals of 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 so collected to
those of its nationals who had cl ai ns agai nst the national s of
the other governnents, any final balance either way being settled
in cash. Such a schene could have been conpletely bilateral and
reciprocal. And so in part it is, the schene being mainly
reci procal as regards the collection of conmercial debts. But the
conpl eteness of their victory permitted the Allied governnents to
i ntroduce in their own favour many divergencies fromreciprocity,
of which the followi ng are the chief: Wereas the property of
Allied nationals within German jurisdiction reverts under the
treaty to Allied ownership on the concl usion of peace, the
property of Germans within Allied jurisdiction is to be retained
and |liquidated as descri bed above, with the result that the whole
of German property over a |arge part of the world can be
expropriated, and the |arge properties now within the custody of
public trustees and simlar officials in the Allied countries may
be retai ned 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 'paynment of the ampunts due in
respect of clainms by the nationals of such Allied or Associ ated
Power with regard to their property, rights, and interests in the
territory of other eneny Powers,' as, for exanple, Turkey,
Bul garia, and Austria.(17*) This is a remarkabl e provision, which
is naturally non-reciprocal. In the third place, any fina
bal ance due to Germany on private account need not be paid over,
but can be held against the various liabilities of the German
governnent. (18*) The effective operation of these articles is
guaranteed by the delivery of deeds, titles, and
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information. (19*) In the fourth place, pre-war contracts between
Al lied and German nationals may be cancelled or revived at the
option of the former, so that all such contracts which are in
Cermany's favour will be cancelled, while, on the other hand, she
will be conpelled to fulfil those which are to her disadvantage.

(b) So far we have been concerned with German property within
Al lied jurisdiction. The next provision is ainmed at the
elimnation of German interests in the territory of her
nei ghbours and former allies, and of certain other countries.
Under article 260 of the financial clauses it is provided that
t he reparation conm ssion nmay, w thin one year of the conming into
force of the treaty, demand that the Gernman governnent
expropriate its nationals and deliver to the reparation
conmmi ssion 'any rights and interests of German nationals in any
public utility undertaking or in any concession(20*) operating in
Russi a, China, Turkey, Austria, Hungary, and Bulgaria, or in the
possessi ons or dependencies of these states, or in any territory
formerly belonging to Germany or her allies, to be ceded by
Germany or her allies to any Power or to be administered by a
mandat ory under the present treaty.' This is a conprehensive
description, overlapping in part the provisions dealt w th under
(a) above, but including, it should be noted, the new states and
territories carved out of the fornmer Russian, Austro-Hungarian
and Turkish enpires. Thus Gernmany's influence is elimnated and
her capital confiscated in all those neighbouring countries to
whi ch 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
reparati on comm ssion a peculiar task, as it will becone
possessor of a great number of rights and interests over a vast
territory ow ng dubi ous obedi ence, disordered by war, disruption,
and Bol shevism The division of the spoils between the victors
will also provide enploynent for a powerful office, whose
doorsteps the greedy adventurers and jeal ous concession-hunters
of twenty or thirty nations will crowd and defile.

Lest the reparation comrission fail by ignorance to exercise
its rights to the full, it is further provided that the German
governnment shall comunicate to it within six nonths of the
treaty's coming into force a list of all the rights and interests
in question, 'whether already granted, contingent or not yet
exercised', and any which are not so communicated within this
period will automatically |lapse in favour of the Allied
governnents. (21*) How far an edict of this character can be nade
bi ndi ng 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
i mposition of an appropriate treaty clause or otherw se.

(c) There remains a third provision nore sweeping than either
of the above, neither of which affects German interests in
neutral countries. The reparation conm ssion is enpowered up to 1
May 1921 to demand paynment up to £1,000 nmillion in such manner as
they may fix, 'whether in gold, comodities, ships, securities or
ot herwi se'. (22*) This provision has the effect of entrusting to
the reparation comri ssion for the period in question dictatoria
powers over all German property of every description whatever.
They can, under this article, point to any specific business,
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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 time in the course
of the next eighteen nonths. For exanple, they could pick out --
as presumably they will as soon as they are established-the fine
and powerful German enterprise in South America known as the
Deut sche Ueberseei sche El ektrizitatsgesellschaft (the D.UE. G),
and dispose of it to Allied interests. The clause is unequivoca
and all-enbracing. It is worth while to note in passing that it

i ntroduces a quite novel principle in the collection of
indemities. Hitherto, a sumhas been fixed, and the nation

mul cted has been left free to devise and select for itself the
nmeans of paynent. But in this case the payees can (for a certain
period) not only denmand a certain sum but specify the particular
ki nd of property in which paynent is to be effected. Thus the
powers of the reparation conmm ssion, with which | deal nore
particularly in the next chapter, can be enployed to destroy
Germany's comerci al and econoni c organi sation as well as to
exact paynment.

The cunmul ative effect of (a), (b), and (c) (as well as of
certain other m nor provisions on which |I have not thought it
necessary to enlarge) is to deprive Gernmany (or rather to enpower
the Allies so to deprive her at their will -- it is not yet
acconpl i shed) of everything she possesses outside her own
frontiers as laid down in the treaty. Not only are her overseas
i nvestments taken and her connections destroyed, but the sane
process of extirpation is applied in the territories of her
former allies and of her imediate nei ghbours by | and.

(5) Lest by sonme oversight the above provisions should
overl ook any possible contingencies, certain other articles
appear in the treaty, which probably do not add very nuch in
practical effect to those already described, but which deserve
brief mention as showing the spirit of conpleteness in which the
vi ctorious Powers entered upon the econom ¢ subjection of their
def eat ed eneny.

First of all there is a general clause of barrer and
renunciation: 'In territory outside her European frontiers as
fixed by the present treaty, Cermany renounces all rights, titles
and privileges whatever in or over territory which bel onged to
her or to her allies, and all rights, titles and privil eges
what ever their origin which she held as against the Alied and
Associ ated Powers...'(23*)

There follow certain nore particul ar provisions. Germany
renounces all rights and privileges she nay have acquired in
Chi na. (24*) There are sinilar provisions for Siam (25*) for
Li beria, (26*) for Morocco, (27*) and for Egypt.(28*) In the case
of Egypt not only are special privileges renounced, but by
article 150 ordinary liberties are withdrawn, the Egyptian
governnent being accorded 'conplete liberty of action in
regul ating the status of German nationals and the conditions
under which they nay establish thenselves in Egypt.'

By article 258 Germany renounces her right to any
participation in any financial or econom ¢ organisations of an
i nternational character 'operating in any of the Allied or
Associ ated States, or in Austria, Hungary, Bulgaria or Turkey, or
in the dependencies of these states, or in the former Russian
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enpire'.

General ly speaking, only those pre-war treaties and
conventions are revived which it suits the Allied governnments to
revive, and those in Germany's favour may be allowed to
| apse. (29*)

It is evident, however, that none of these provisions are of
any real inmportance, as conpared with those described previously.
They represent the |ogical conpletion of Germany's outlawy and
econoni ¢ subjection to the convenience of the Allies; but they do
not add substantially to her effective disabilities.

The provisions relating to coal and iron are nore inportant
in respect of their ultimte consequences on CGernany's interna
i ndustrial econony than for the noney val ue i mediately invol ved.
The German enpire has been built nore truly on coal and iron than
on blood and iron. The skilled exploitation of the great
coal fields of the Ruhr, Upper Silesia, and the Saar, alone nade
possi bl e the devel opnent of the steel, chenical, and electrica
i ndustries which established her as the first industrial nation
of continental Europe. One-third of Germany's population lives in
towns of nore than 20,000 inhabitants, an industria
concentration which is only possible on a foundation of coal and
iron. In striking, therefore, at her coal supply, the French
politicians were not nmistaking their target. It is only the
extrenme i nmoderation, and indeed technical inpossibility, 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 conpensation for the destruction of the coal-nmnes in
the north of France, and as part paynent towards the tota
reparation due from Gernmany for the damage resulting fromthe
war, CGernmany cedes to France in full and absol ute possession
with exclusive rights of exploitation, unencunbered, and free
fromall debts and charges of any kind, the coal -m nes situated
in the Saar Basin.'(30*) Wiile the adnministration of this
district is vested for fifteen years in the League of Nations, it
is to be observed that the mnes are ceded to France absol utely.
Fifteen 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 Gernmany, Gernmany is to be entitled to repurchase
the mnes at a price payable in gold.(31*)

The judgnent of the world has al ready recogni sed the
transaction of the Saar as an act of spoliation and insincerity.
So far as conpensation for the destruction of French coal -m nes
is concerned, this is provided for, as we shall see in a nonent,
el sewhere in the treaty. 'There is no industrial region in
Cermany', the German representatives have said w thout
contradiction, 'the population of which is so pernmanent, so
honogeneous, and so little conplex as that of the Saar district.
Anmong nore than 650,000 i nhabitants, there were in 1918 | ess than
100 French. The Saar district has been Gernman for nore than 1, 000
years. Tenporary occupation as a result of warlike operations on
the part of the French always terminated in a short tine in the
restoration of the country upon the conclusion of peace. During a
period of 1,048 years France has possessed the country for not
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quite 68 years in all. Wen, on the occasion of the first Treaty
of Paris in 1814, a small portion of the territory now coveted
was retained for France, the popul ation rai sed the nost energetic
opposi tion and demanded "reunion with their German fatherland,"”
to which they were "related by | anguage, custons, and religion".
After an occupation of one year and a quarter, this desire was
taken into account in the second Treaty of Paris in 1815. Since
then the country has remained uninterruptedly attached to
Germany, and owes its econom ¢ devel opnent 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
Al lies, have rendered it indefensible.(32%)

(ii) Upper Silesia, a district without |arge towns, in which
however, |ies one of the major coalfields of Germany with a
producti on of about 23% of the total Gernman output of hard coal
is, subject to a plebiscite,(33*) to be ceded to Pol and. Upper
Silesia was never part of historic Poland; but its populationis
m xed Polish, German, and Czechosl ovaki an, the precise
proportions of which are disputed.(34*) Economically it is
intensely German; the industries of eastern Germany depend upon
it for their coal; and its | oss would be a destructive bl ow at
the economic structure of the German state. (35%)

Wth the loss of the fields of Upper Silesia and the Saar
the coal supplies of Germany are di m nished by not far short of
one-third.

(iii) Qut of the coal that remains to her, Germany is obliged
to make good year by year the estimated | oss which France has
incurred by the destruction and damage of war in the coalfields
of her northern provinces. In paragraph 2 of annex V to the
reparation chapter, 'Germany undertakes to deliver to France
annual ly, for a period not exceeding ten years, an anmount of coa
equal to the difference between the annual production before the
war of the coal-mnes of the Nord and Pas de Calais, destroyed as
a result of the war, and the production of the nmines of the sane
area during the year in question: such delivery not to exceed 20
mllion tons in any one year of the first five years, and 8
mllion tons in any one year of the succeeding five years'.

This is a reasonable provision if it stood by itself, and one
whi ch Germany should be able to fulfil if she were |eft her other
resources to do it wth.

(iv) The final provision relating to coal is part of the
general scheme of the reparation chapter by which the suns due
for reparation are to be partly paid in kind instead of in cash.
As a part of the paynment due for reparation, Gernany is to nmake
the follow ng deliveries of coal or its equivalent in coke (the
deliveries to France being wholly additional to the anounts
avai | abl e by the cession of the Saar or in conpensation for
destruction in Northern France):

(a) to France 7 million tons annually for ten years; (36*)

(b) to Belgium8 mllion tons annually for ten years;

(c) to Italy an annual quantity, rising by annual increnents
from4.5 nmllion tons in 1919-20 to 8.5 mllion tons in each of
the six years 1923-4 to 1928-09;

(d) to Luxenmburg, if required, a quantity of coal equal to
the pre-war annual consunption of German coal in Luxenburg

This ambunts in all to an annual average of about 25 mllion
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tons.

These figures have to be examined in relation to Germany's
probabl e output. The maxi mum pre-war figure was reached in 1913

with a total of 191.5 mllion tons. O this, 19 mllion tons were
consuned at the mnes, and on balance (i.e. exports |less inports)
33.5 nmllion tons were exported, leaving 139 nmillion tons for

donmestic consunption. It is estinated that this total was
enpl oyed as foll ows:

MIlion tons

Rai | ways 18.0

Gas, water, and electricity 12.5

Bunker s 6.5
House-fuel, small industry

and agriculture 24.0

I ndustry 78.0

139.0

The di m nution of production due to |loss of territory is:
MIlion tons

Al sace-Lorrai ne 3.8
Saar Basin 13.2
Upper Silesia 43. 8

60. 8

There would remain, therefore, on the basis of the 1913
output, 130.7 mllion tons or, deducting consunption at the m nes
t hemsel ves, (say) 118 nillion tons. For sone years there nust be
sent out of this supply upwards of 20 nmillion tons to France as
conpensation for danmage done to French mines, and 25 mllion tons
to France, Belgium Italy, and Luxenburg; (37*) as the forner
figure is a maxinum and the latter figure is to be slightly less
in the earliest years, we may take the total export to Allied
countries which Germany has undertaken to provide as 40 mllion
tons, |eaving, on the above basis, 78 mllion tons for her own
use as agai nst a pre-war consunption of 139 million tons.

This conmpari son, however, requires substantial nodification
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 161.5 mllion tons
as conpared with 191.5 million tons in 1913; and during the first
hal f of 1919 it was |less than 50 million tons, exclusive of

Al sace-Lorrai ne and the Saar but including Upper Silesia,
corresponding to an annual production of about 100 nmillion

tons. (38*) The causes of so | ow an output were in part tenporary
and exceptional, but the German authorities agree, and have not
been confuted, that sonme of them are bound to persist for sone
time to come. In part they are the sanme as el sewhere; the daily
shift has been shortened from8 1/2 to 7 hours, and it is

i mprobabl e that the powers of the central government will be
adequate to restore themto their former figure. But in addition,
the mning plant is in bad condition (due to the |ack of certain
essential materials during the bl ockade), the physical efficiency
of the nen is greatly inpaired by malnutrition (which cannot be
cured if atithe of the reparation demands are to be satisfied --
the standard of life will have rather to be lowered), and the
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casual ties of the war have dim nished the nunbers of efficient

m ners. The anal ogy of English conditions is sufficient by itself
to tell us that a pre-war |evel of output cannot be expected in
Cermany. CGerman authorities put the loss of output at sonewhat
above thirty per cent, divided about equally between the
shortening of the shift and the other econonmic influences. This
figure appears on general grounds to be plausible, but | have not
the know edge to endorse or to criticise it.

The pre-war figure of 118 million tons net (i.e. after
allowing for loss of territory and consunption at the mnes) is
likely to fall, therefore, at least as low as to 100 m|lion(39*)
tons, having regard to the above factors. If 40 mllion tons of
this are to be exported to the Allies, there remain 60 mllion
tons for Germany herself to nmeet her own donestic consunption.
Demand as wel|l as supply will be dimnished by |oss of territory,
but at the npbst extravagant estimate this could not be put above
29 million tons.(40*) Qur hypothetical calculations, therefore,
| eave us with post-war German donestic requirenents, on the basis
of a prewar efficiency of railways and industry, of 110 million
tons agai nst an out put not exceeding 100 nmillion tons, of which
40 million tons are nortgaged to the Allies.

The i nportance of the subject has led ne into a sonewhat
I engthy statistical analysis. It is evident that too nuch
signi ficance nust not be attached to the precise figures arrived
at, which are hypothetical and dubious.(41*) But the genera
character of the facts presents itself irresistibly. Alow ng for
the loss of territory and the | oss 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 sheis to
continue as an industrial nation. Every mllion tons she is

forced to export nust be at the expense of closing down an

i ndustry. Wth results to be considered later this within certain
limts is possible. But it is evident that Gernany cannot and
will not furnish the Allies with a contribution of 40 million
tons annually. Those Allied ministers who have told their peoples
that she can have certainly deceived themfor the sake of
allaying for the moment the nmisgivings of the European peoples as
to the path along which they are being |ed.

The presence of these illusory provisions (anongst others) in
the clauses of the treaty of peace is especially charged with
danger for the future. The npbre extravagant expectations as to
reparation receipts, by which finance m nisters have decei ved
their publics, will be heard of no nore when they have served
their i medi ate purpose of postponing the hour of taxation and
retrenchment. But the coal clauses will not be |lost sight of so
easily -- for the reason that it will be absolutely vital in the
interests of France and Italy that these countries should do
everything in their power to exact their bond. As a result of the
di m ni shed out put due to German destruction in France, of the
di mi ni shed output of mines in the United Kingdom and el sewhere,
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 nearly desperate; (42*) and France
and Italy, entering the scranble with certain treaty rights, wll
not lightly surrender them

As is generally the case in real dilenmas, the French and
Italian case will possess great force, indeed unanswerable force
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froma certain point of view The position will be truly
represented as a question between German industry on the one hand
and French and Italian industry on the other. It may be adnmitted
that the surrender of the coal will destroy German industry; but
it my be equally true that its non-surrender will jeopardise
French and Italian industry. In such a case nust not the victors
with their treaty rights prevail, especially when nuch of the
damage has been ultimtely due to the wicked acts of those who
are now defeated? Yet if these feelings and these rights are
allowed to prevail beyond what w sdom woul d recommend, the
reactions on the social and economic |ife of Central Europe wl]l
be far too strong to be confined within their original limts.

But this is not yet the whole problem If France and Italy
are to nake good their own deficiencies in coal fromthe output
of Germany, then northern Europe, Switzerland, and Austria, which
previously drew their coal in large part from Germany's
exportabl e surplus, nust be starved of their supplies. Before the
war 13.4 mllion tons of Germany's coal exports went to
Austria-Hungary. Inasnuch as nearly all the coalfields of the
former enpire |ie outside what is now German Austria, the
industrial ruin of this latter state, if she cannot obtain coa
from Germany, will be conplete. The case of Germany's neutra
nei ghbours, who were fornmerly supplied in part from Geat Britain
but in large part from Germany, will be hardly | ess serious. They
will go to great lengths in the direction of nmeking their own
supplies to Germany of materials which are essential to her
conditional on these being paid for in coal. Indeed they are
al ready doing so.(43*) Wth the breakdown of nobney econony the
practice of international barter is becom ng preval ent. Nowadays
noney in Central and south-eastern Europe is seldoma true
nmeasure 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 engagenent on the part of the
latter country to furnish in return sone article not |ess
necessary to the former. This is an extraordinary conplication as
conpared with the former al nost perfect sinplicity of
international trade. But in the no | ess extraordinary conditions
of today's industry it is not w thout advantages as a neans of
stimul ati ng production. The butter-shifts of the Ruhr(44*) show
how far nodern Europe has retrograded in the direction of barter
and afford a picturesque illustration of the | ow economc
organi sation to which the breakdown of currency and free exchange
bet ween i ndi vidual s and nations is quickly |eading us. But they
may produce the coal where other devices would fail. (45%)

Yet if Germany can find coal for the neighbouring neutrals,
France and Italy may loudly claimthat in this case she can and
nmust keep her treaty obligations. In this there will be a great
show of justice, and it will be difficult to weigh agai nst such
clains the possible facts that, while German mners will work for
butter, there is no avail able neans of conpelling themto get
coal the sale of which will bring in nothing, and that if Gernmany
has no coal to send to her nei ghbours she may fail to secure
i mports essential to her econom c exi stence.

If the distribution of the European coal supplies is to be a
scranbl e in which France is satisfied first, Italy next, and
everyone el se takes their chance, the industrial future of Europe
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is black and the prospects of revolution very good. It is a case
where particular interests and particul ar clains, however wel
founded in sentinment or in justice, nmust yield to sovereign
expedi ency. |If there is any approximate truth in M Hoover's
calculation that the coal output of Europe has fallen by
one-third, a situation confronts us where distribution nust be
effected with evenhanded inpartiality in accordance w th need,
and no incentive can be neglected towards increased production
and econonical nethods of transport. The establishment by the
Suprene Council of the Allies in August 1919 of a European coa
commi ssion, consisting of delegates from Great Britain, France
Italy, Belgium Poland, and Czechosl ovakia, was a w se neasure
whi ch, properly enployed and extended, nay prove of great
assistance. But | reserve constructive proposals for chapter 7.
Here | amonly concerned with tracing the consequences, per

i mpossi bile, of carrying out the treaty au pied de la

lettre. (46*)

(2) The provisions relating to iron ore require |ess detailed
attention, though their effects are destructive. They require
| ess attention, because they are in | arge neasure inevitable.

Al nost exactly 75% of the iron ore raised in Germany in 1913 cane
from Al sace-Lorraine. (47*) In this the chief inportance of the
stol en provinces |ay.

There is no question but that Germany nust | ose these
orefields. The only question is how far she is to be all owed
facilities for purchasing their produce. The Gernman del egation
made strong efforts to secure the inclusion of a provision by
whi ch coal and coke to be furnished by themto France shoul d be
gi ven in exchange for minette from Lorraine. But they secured no
such stipulation, and the nmatter remains at France's option.

The notives which will govern France's eventual policy are
not entirely concordant. While Lorraine conprised 75% of
Germany's iron ore, only 25 % of the blast furnaces lay within
Lorraine and the Saar basin together, a |arge proportion of the
ore being carried into Gernmany proper. Approxinmately the sane
proportion of Germany's iron and steel foundries, nanmely 25 per
cent, were situated in Al sace-Lorraine. For the nmonent,
therefore, the nost econom cal and profitable course would
certainly be to export to Germany, as hitherto, a considerable
part of the output of the m nes.

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. Mich tinme nust el apse before
the plant and the skilled | abour could be devel oped 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 disturbing to
the cal cul ations of capitalists who contenpl ate the establishment
of new industries in France.

In fact, here, as el sewhere, political considerations cut
di sastrously across economc. In a régine of free trade and free
econonmic intercourse it would be of little consequence that iron
lay on one side of a political frontier, and |abour, coal, and
bl ast furnaces on the other. But as it is, men have devi sed ways
to inpoverish thensel ves and one another; and prefer collective
aninosities to individual happiness. It seens certain
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calculating on the present passions and inpul ses of European
capitalistic society, that the effective iron output of Europe
wi Il be dimnished by a new political frontier (which sentinent
and historic justice require), because nationalismand private
interest are thus allowed to i npose a new econom c frontier along
the sane |ines. These latter considerations are allowed, in the
present governance of Europe, to prevail over the intense need of
the continent for the nost sustained and efficient production to
repair the destructions of war, and to satisfy the insistence of
| abour for a larger reward. (48*)

The sane influences are likely to be seen, though on a |esser
scale, in the event of the transference of Upper Silesia to
Pol and. While Upper Silesia contains but little iron, the
presence of coal has led to the establishment of nunerous bl ast
furnaces. What is to be the fate of these? If Germany is cut off
fromher 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 seemcertain to
di m ni sh.

Thus the treaty strikes at organisation, and by the
destruction of organisation inpairs yet further the reduced
weal th of the whole community. The economic frontiers which are
to be established between the coal and the iron upon which nodern
i ndustrialismis founded will not only dimnish the production of
useful commodities, but may possibly occupy an i mense quantity
of human | abour in dragging iron or coal, as the case may be,
over many useless mles to satisfy the dictates of a politica
treaty or because obstructions have been established to the
proper |ocalisation of industry.

There remain those treaty provisions which relate to the
transport and the tariff systenms of Gernmany. These parts of the
treaty have not nearly the inportance and the significance of
t hose di scussed hitherto. They are pinpricks, interferences and
vexations, not so much objectionable for their solid
consequences, as dishonourable to the Allies in the Iight of
their professions. Let the reader consider what follows in the
light of the assurances al ready quoted, in reliance on which
Germany | aid down her arns.

(1) The mi scell aneous econom ¢ cl auses comence with a nunber
of provisions which would be in accordance with the spirit of the
third of the Fourteen Points -- if they were reciprocal. Both for
i mports and exports, and as regards tariffs, regulations, and
prohi bitions, Gernmany binds herself for five years to accord
nost - f avoured-nation treatnent to the Allied and Associ ated
states. (49*) But she is not entitled herself to receive such
treat ment.

For five years Alsace-Lorraine shall be free to export into
Germany, without paynent of customs duty, up to the average
anount sent annually into Germany from 1911 to 1913. (50*) But
there is no simlar provision for German exports into
Al sace-Lorrai ne.

For three years Polish exports to Germany, and for five years
Luxenmburg's exports to Germany, are to have a sinilar
privilege, (51*) but not German exports to Poland or to Luxenburg.
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Luxenmburg al so, which for many years has enjoyed the benefits of
inclusion within the German customnms union, is permanently
excluded fromit henceforward. (52%)

For six nmonths after the treaty has conme into force Gernmany
may not inpose duties on inports fromthe Allied and Associ at ed
states higher than the nobst favourable duties preval ent 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 sone of those as to which specia
agreenents existed before the war, and also to wine, to vegetable
oils, to artificial silk, and to washed or scoured wool . (53%)
This is a ridiculous and injurious provision, by which Germany is
prevented fromtaki ng those steps necessary to conserve her
limted resources for the purchase of necessaries and the
di scharge of reparation. As a result of the existing distribution
of wealth in Germany, and of financial wantonness anobngst
i ndi viduals, the offspring of uncertainty, Gernmany is threatened
with a deluge of luxuries and sem -luxuries from abroad, of which
she has been starved for years, which would exhaust or dimnnish
her small supplies of foreign exchange. These provisions strike
at the authority of the German governnent to ensure econony in
such consunption, or to raise taxation during a critical period.
What an exanpl e of sensel ess greed overreaching itself, to
i ntroduce, after taking from Germany what |iquid wealth she has
and dermandi ng i npossi bl e paynents for the future, a special and
particul ari sed injunction that she nust allow as readily as in
the days of her prosperity the inport of chanpagne and of sil k!

One other article affects the custons régime of Gernmany
which, if it was applied, would be serious and extensive inits
consequences. The Allies have reserved the right to apply a
special custons régine to the occupied area on the | eft bank of
the Rhine, 'in the event of such a neasure being necessary in
their opinion in order to safeguard the econonic interests of the
popul ation of these territories'.(54*) This provision was
probably introduced as a possibly useful adjunct to the French
policy of sonmehow detaching the |eft-bank provinces from Ger many
during the years of their occupation. The project of establishing
an i ndependent republic under French clerical auspices, which
woul d act as a buffer state and realise the French anbition of
driving Germany proper beyond the Rhine, has not yet been
abandoned. Sone believe that nuch nay be acconplished by a régine
of threats, bribes, and cajolery extended over a period of
fifteen years or longer.(55*) If this article is acted upon, and
the economic systemof the left bank of the Rhine is effectively
severed fromthe rest of Germany, the effect would be
far-reachi ng. But the dreanms of designing diplomts do not al ways
prosper, and we nust trust the future.

(2) The clauses relating to railways, as originally presented
to Germany, were substantially nodified in the final treaty, and
are now limted to a provision by which goods comng fromAIlied
territory to Gernmany, or in transit through Germany, shal
receive the nost favoured treatnent as regards rail freight,
rates, etc., applied to goods of the same kind carried on any
German lines "under simlar conditions of transport, for exanple,
as regards length of route'.(56*) As a non-reciprocal provision
this is an act of interference in internal arrangenments which it
is difficult to justify, but the practical effect of this, (57*)
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and of an anal ogous provision relating to passenger traffic, (58*%)

wi |l rmuch depend on the interpretation of the phrase, 'simlar
conditions of transport'.(59%)
For the tinme being Germany's transport systemw ||l be much

nore seriously disordered by the provisions relating to the
cession of rolling-stock. Under paragraph 7 of the arm stice
conditions Germany was called on to surrender 5,000 |oconotives
and 150, 000 waggons, 'in good working order, with all necessary
spare parts and fittings'. Under the treaty Germany is required
to confirmthis surrender and to recognise the title of the
Allies to the material.(60*) She is further required, in the case
of railway systens in ceded territory, to hand over these systens
conplete with their full conplenent of rolling-stock '"in a norm
state of upkeep' as shown in the last inventory before 11
Novenber 1918.(61*) That is to say, ceded railway systens are not
to bear any share in the general depletion and deterioration of
the German rolling-stock as a whol e.

This is a loss which in course of time can doubtless be nade
good. But lack of lubricating oils and the prodigi ous wear and
tear of the war, not conpensated by nornmal repairs, had already
reduced the German railway systemto a |low state of efficiency.
The further heavy | osses under the treaty will confirmthis state
of affairs for sone time to cone, and are a substantia
aggravation of the difficulties of the coal problem and of export
i ndustry general ly.

(3) There remain the clauses relating to the river system of
Germany. These are |l argely unnecessary and are so little related
to the supposed ains of the Allies that their purport is
general |y unknown. Yet they constitute an unprecedented
interference with a country's donestic arrangenments, and are
capabl e of being so operated as to take from Germany al
effective control over her own transport system In their present
formthey are incapable of justification; but sone sinple changes
m ght transformtheminto a reasonable instrunment.

Most of the principal rivers of Germany have their source 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 Gernmany but
flows over its greater length el sewhere; the Elbe rises in the
nmount ai ns of Bohenia, now call ed Czechosl ovaki a; the Gder
traverses Lower Silesia; and the N emen now bounds the frontier
of East Prussia and has its source in Russia. OF these, the Rhine
and the Nienen are frontier rivers, the Elbe is primarily German
but in its upper reaches has much i nportance for Bohem a, the
Danube in its Gernan parts appears to have little concern for any
country but Germany, and the Oder is an al nost purely German
river unless the result of the plebiscite is to detach all Upper
Sil esi a.

Ri vers which, in the words of the treaty, 'naturally provide
nore than one state with access to the sea', properly require
some nmeasure of international regulation and adequate guarant ees
agai nst discrimnation. This principle has |ong been recognised
in the international conmm ssions which regulate the Rhine and the
Danube. But on such conmi ssions the states concerned shoul d be
represented nore 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 Gernmany out of
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Ger man contr ol

After certain articles which provide suitably agai nst
di scrimnation and interference with freedomof transit, (62*) the
treaty proceeds to hand over the adnministration of the El be, the
Oder, the Danube, and the Rhine to internationa
conmi ssions. (63*) The ultimte powers of these comm ssions are to
be determi ned by 'a general convention drawn up by the Allied and
Associ ated Powers, and approved by the League of Nations'. (64*)
In the nmeantinme the conmi ssions are to draw up their own
constitutions and are apparently to enjoy powers of the nost
extensive description, '"particularly in regard to the execution
of works of maintenance, control, and inprovenent on the river
system the financial réginme, the fixing and collection of
charges, and regul ations for navigation.'(65*)

So far there is nmuch to be said for the treaty. Freedom of
through transit is a not uninportant part of good internationa
practice and shoul d be established everywhere. The objectionable
feature of the commissions lies in their nenbership. In each case
the voting is so weighted as to place Gernmany in a clear
mnority. On the El be commi ssion CGermany has four votes out of
ten; on the Gder conmm ssion three out of nine; on the Rhine
comm ssion four out of nineteen; on the Danube conm ssion, which
is not yet definitely constituted, she will be apparently in a
small mnority. On the governnent of all these rivers France and
Great Britain are represented; and on the Elbe for sone
undi scoverabl e reason there are also representatives of Italy and
Bel gi um

Thus the great waterways of Germany are handed over to
foreign bodies with the wi dest powers; and nuch of the |ocal and
domesti c business of Hamburg, Magdeburg, Dresden, Stettin
Frankfurt, Breslau, and Umw Il be subject to a foreign
jurisdiction. It is alnmost as though the Powers of continenta
Europe were to be placed in a majority on the Thames Conservancy
or the Port of London.

Certain mnor provisions follow lines which in our survey of
the treaty are now fam liar. Under annex Ill of the reparation
chapter Germany is to cede up to 20% of her inland navigation
tonnage. Over and above this she nust cede such proportion of her
river craft upon the Elbe, the Oder, the N enen, and the Danube
as an Anerican arbitrator may determ ne, 'due regard being had to
the legitimte 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 fromthose nbpst recently
built.(66*) The same course is to be followed with German vessels
and tugs on the Rhine and with Gernman property in the port of
Rotterdam (67*) Where the Rhine fl ows 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; (68*) and al
the bridges are to be French property as to their whol e
l ength. (69*) Finally, the adm nistration of the purely German
Rhi ne port of Kehl lying on the eastern bank of the river is to
be united to that of Strassburg for seven years and nmnaged by a
Frenchman nomi nated by the new Rhi ne comi ssi on.

Thus the econonic clauses of the treaty are conprehensive,
and little has been overl ooked which m ght inpoverish Gernmany now
or obstruct her development in future. So situated, Gernmany is to
make payments of noney, on a scale and in a manner to be exam ned
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in the next chapter.
NOTES:

1. The precise force of this reservation is discussed in detai
in chapter 5.

2. | also onmt those which have no special relevance to the
German settlenent. The second of the Fourteen Points, which
relates to the freedomof the seas, is onmtted because the Allies
did not accept it.

3. Part VIII, annex 11 (1).

4, Part VIII, annex Il (3).

5. In the years before the war the average shi pbuil di ng out put of
Germany was about 350,000 tons annual ly, exclusive of warships.

6. Part VIII, annex Il (5).

7. Article 1109.

8. Article 120 and 257.

9. Article 122.

10. Articles 121 and 297(b). The exercise or non-exercise of this
option of expropriation appears to lie, not with the reparation
conmi ssion, but with the particular Power in whose territory the

property has becone situated by cession or mandation

11. Article 297(h) and paragraph 4 of annex to part X, section
I V.

12. Articles 53 and 74.

13. In 1871 CGermany granted France credit for the railways of

Al sace-Lorrai ne but not for state property. At that tine,
however, the railways were private property. As they afterwards
became the property of the German governnent, the French
government have held, in spite of the |large additional capita
whi ch Germany has sunk in them that their treatnent nust foll ow
the precedent of state property generally.

14. Articles 55 and 255. This follows the precedent of 1871

15. Articles 297(b).

16. Part X, sections Ill and IV and article 243.

17. The interpretation of the words between inverted conmas is a
little dubious. The phrase is so wide as to seemto include
private debts. But in the final draft of the treaty private debts

are not explicitly referred to.

18. This provision is nmitigated in the case of German property in
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Pol and and the other new states, the proceeds of l|iquidation in
these areas being payable direct to the owner (article 92).

19. Part x, section IV, annex, paragraph 10: 'Germany wl |,
within six months fromthe conming into force of the present
treaty, deliver to each Allied or Associated Power al

securities, certificates, deeds, or other docunents of title held
by its nationals and relating to property, rights, or interests
situated in the territory of that Allied or Associ ated Power. .
Germany will at any tine on demand of any Allied or Associated
Power furnish such information as may be required with regard to
the property, rights, and interests of German nationals within
the territory of such Allied or Associated Power, or with regard
to any transactions concerning such property, rights, or
interests effected since 1 July 1914.'

20. "Any public utility undertaking or concession' is a vague
phrase, the precise interpretation of which is not provided for

21. Article 260.

22. Article 235.

23. Article 118.

24, Articles 129 and 132.
25. Articles 135-7.

26. Articles 135 40.

27. Article 141: 'Gernmany renounces all rights, titles and
privileges conferred on her by the general Act of Algeciras of 7
April 1906, and by the Franco-CGerman agreenents of 9 February
1909 and 4 November 1911...°'

28. Article 148: "All treaties, agreenents, arrangenents and
contracts concluded by Germany with Egypt are regarded as
abrogated from 4 August 1914.' Article 153: "All property and
possessions in Egypt of the German enpire and the CGerman states
pass to the Egyptian government wi thout payment.'

29. Article 289.
30. Article 45.
31. Part IV, section IV, annex, chapter II1.

32. "W take over the ownership of the Sarre m nes, and in order
not to be inconvenienced in the exploitation of these coa
deposits, we constitute a distinct little estate for the 600, 000
Germans who inhabit this coal basin, and in fifteen years we
shal |l endeavour by a plebiscite to bring themto declare that
they want to be French. W know what that nmeans. During fifteen
years we are going to work on them to attack them from every
point, till we obtain fromthem a declaration of love. It is
evidently a |l ess brutal proceeding than the coup de force which
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detached fromus our Alsatians and Lorrainers. But if |ess
brutal, it is nmore hypocritical. W know quite well between
ourselves that it is an attenpt to annex these 600,000 Germans.
One can understand very well the reasons of an econom c nature
whi ch have |l ed Cl enenceau to wish to give us these Sarre coa
deposits, but in order to acquire them nmust we give ourselves the
appearance of wanting to juggle with 600,000 Gernmans in order to
make Frenchnen of themin fifteen years?" (M Hervé in La
Victoire, 31 May 1919).

33. This plebiscite is the nost inportant of the concessions
accorded to Germany in the Allies' final Note, and one for which
M Ll oyd George, who never approved the Allies' policy on the
eastern frontiers of Germany, can claimthe chief credit. The
vote cannot take place before the spring of 1920, and nay be

postponed until 1921. In the neantine the province will be
governed by an Allied conm ssion. The vote will be taken by
communes, and the final frontiers will be determ ned by the

Al lies, who shall have regard, partly to the results of the vote
in each cormune, and partly 'to the geographical and economc
conditions of the locality'. It would require great |oca

know edge to predict the result. By voting Polish, a locality can
escape liability for the indemmity and for the crushing taxation
consequent on voting German, a factor not to be neglected. On the
ot her hand, the bankruptcy and inconpetence of the new Polish
state m ght deter those who were disposed to vote on econom c
rather than on racial grounds. It has also been stated that the
conditions of life in such matters as sanitation and socia

| egi sl ation are inconparably better in Upper Silesia than in the
adj acent districts of Poland, where simlar legislationis inits
i nfancy. The argunent in the text assunmes that Upper Silesia wll
cease to be German. But nmuch nmmy happen in a year, and the
assunption is not certain. To the extent that it proves erroneous
t he concl usi ons rmust be nodified.

34. CGerman authorities claim not w thout contradiction, that to
judge fromthe votes cast at elections, one-third of the

popul ation would elect in the Polish interest, and two-thirds in
t he German.

35. It nust not be overl ooked, however, that, anobngst the other
concessions relating to Silesia accorded in the Allies' fina
Not e, there has been included article 90, by which 'Pol and
undertakes to pernit for a period of fifteen years the
exportation to Germany of the products of the mines in any part
of Upper Silesia transferred to Poland in accordance with the
present treaty. Such products shall be free fromall export
duties or other charges or restrictions on exportation. Poland
agrees to take such steps as may be necessary to secure that any
such products shall be available for sale to purchasers in
Germany on terns as favourable as are applicable to |like products
sol d under simlar conditions to purchasers in Poland or in any
ot her country.' This does not apparently amount to a right of
pre-enption, and it is not easy to estimate its effective
practical consequences. It is evident, however, that in so far as
the m nes are maintained at their fornmer efficiency, and in so
far as Germany is in a position to purchase substantially her
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former supplies fromthat source, the loss is linmted to the
effect on her balance of trade, and is w thout the nore serious
repercussions on her econonmic life which are contenplated in the
text. Here is an opportunity for the Allies to render nore

tol erabl e the actual operation of the settlenent. The Germans, it
shoul d be added, have pointed out that the sane econom c argunent
whi ch adds the Saar fields to France, allots Upper Silesia to
Germany. For whereas the Silesian nines are essential to the
econonic |ife of Germany, Pol and does not need them O Poland's
pre-war annual demand of 10.5 million tons, 6.8 million tons were
supplied by the indisputably Polish districts adjacent to Upper
Silesia, 1.5 million tons from Upper Silesia (out of a tota

Upper Silesian output of 43.5 million tons) , and the bal ance
fromwhat is now Czechosl ovaki a. Even wi thout any supply from
Upper Silesia and Czechosl ovaki a, Pol and coul d probably neet her
requi renents by the fuller exploitation of her own coal fields
which are not yet scientifically devel oped, or fromthe deposits
of Western Galicia which are now to be annexed to her.

36. France is also to receive annually for three years 35, 000
tons of benzol, 50,000 tons of coal tar, and 30,000 tons of
sul phat e of ammoni a.

37. The reparation conmi ssion is authorised under the treaty
(part VIII, annex V, paragraph 10) 'to postpone or to cance
deliveries' if they consider '"that the full exercise of the
foregoing options would interfere unduly with the industria
requi renents of Germany'. In the event of such postponenents or
cancel l ations 'the coal to replace coal from destroyed mi nes
shall receive priority over other deliveries'. This concl udi ng

clause is of the greatest inportance if, as will be seen, it is
physically inpossible for Germany to furnish the full 45 mllion
for it means that France will receive 20 nmllion tons before

Italy receives anything. The reparation comr ssion has no
discretion to nodify this. The Italian Press has not failed to
notice the significance of the provision, and alleges that this
cl ause was inserted during the absence of the Italian
representatives fromParis (Corriere della Sera, 19 July 1919).

38. It follows that the current rate of production in Germany has
sunk to about sixty per cent of that of 1913. The effect on
reserves has naturally been disastrous, and the prospects for the
com ng winter are dangerous.

39. This assumes a | oss of output of fifteen per cent as conpared
with the estimate of thirty per cent quoted above.

40. This supposes a loss of twenty-five per cent of Germany's
i ndustrial undertakings and a dimnution of thirteen per cent in
her other requirenents.

41. The reader nust be rem nded in particular that the above

cal cul ations take no account of the German production of lignite,
which yielded in 1913 13 nillion tons of rough lignite in
addition to an amount converted into 21 million tons of
briquette. This anobunt of lignite, however, was required in
Germany before the war in addition to the quantities of coa
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assunmed above. | am not conpetent to speak on the extent to which
the 1 oss of coal can be made good by the extended use of lignite
or by economes in its present enploynent; but sone authorities
believe that Germany may obtain substantial conpensation for her
| oss of coal by paying nore attention to her deposits of lignite.

42. M Hoover, in July 1919, estinmated that the coal output of
Eur ope, excludi ng Russia and the Bal kans, had dropped from 679.5
mllion tons to 443 mllion tons -- as a result in a mnor degree
of loss of material and |abour, but owing chiefly to a relaxation
of physical effort after the privations and sufferings of the
war, a lack of rolling-stock and transport, and the unsettled
political fate of some of the mining districts.

43. Nunerous commerci al agreenents during the war were arranged
on these lines. But in the month of June 1919 al one, m nor
agreenents providing for paynent in coal were nmade by Gernany

wi th Denmark, Norway, and Switzerland. The anopunts involved were
not |arge, but wi thout them Germany could not have obtai ned
butter from Denmark, fats and herrings from Norway, or nmilk and
cattle from Switzerl and.

44, ' Some 60, 000 Ruhr nminers have agreed to work extra shifts --

so-called butter-shifts -- for the purpose of furnishing coal for
export to Denmark, whence butter will be exported in return. The
butter will benefit the mners in the first place, as they have

wor ked specially to obtain it' (K&lnische Zeitung, 11 June 1919).
45. \What of the prospects of whisky-shifts in England?

46. As early as 1 Septenber 1919 the coal conm ssion had to face
the physical inpracticability of enforcing the demands of the

treaty, and agreed to nodify themas follows: 'Germany shall in
the next six nonths nake deliveries corresponding to an annua
delivery of 20 mllion tons as conpared with 43 nmillions as

provided in the peace treaty. If Germany's total production
exceeds the present |evel of about 108 millions a year, 60% of
the extra production, up to 128 mllions, shall be delivered to
the Entente, and 50% of any extra beyond that, until the figure
provided in the peace treaty is reached. If the toil production
falls below 108 millions the Entente will exam ne the situation
after hearing Germany, and take account of it.'

47. 21,136, 265 tons out of a total of 28,607,903 tons. The | oss
of iron ore in respect of Upper Silesia is insignificant. The
exclusion of the iron and steel of Luxenmburg from the German
custons union is, however, inportant, especially when this |oss
is added to that of Alsace-Lorraine. It may be added in passing
that Upper Silesia includes 75% of the zinc production of

Cer many.

48. In April 1919 the British Mnistry of Minitions despatched an
expert conmi ssion to exanm ne the conditions of the iron and stee
works in Lorraine and the occupi ed areas of Germany. The Report
states that the iron and steel works in Lorraine, and to a | esser
extent in the Saar Valley, are dependent on supplies of coal and
coke from Westphalia. It is necessary to m x Westphalian coa
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with Saar coal to obtain a good furnace coke. The entire
dependence of all the Lorraine iron and steel works upon Germany
for fuel supplies 'places them, says the Report, 'in a very
unenvi abl e position'.

49. Articles 264, 265, 266, and 267. These provisions can only be
ext ended beyond five years by the council of the League of
Nat i ons.

50. Article 268 (a).
51. Article 268 (b) and (c).

52. The Grand Duchy is al so deneutralised and Gernmany bi nds
herself to 'accept in advance all international arrangenents

whi ch nmay be concluded by the Allied and Associ ated Powers
relating to the Grand Duchy' (article 40). At the end of

Sept enber 1919 a plebiscite was held to deterni ne whet her
Luxenmburg should join the French or the Bel gian custonms union
whi ch decided by a substantial mpjority in favour of the forner.
The third alternative of the maintenance of the union with
Cermany was not |eft open to the el ectorate.

53. Article 269.
54. Article 270.

55. The occupation provisions may be conveniently sunmarised at
this point. German territory situated west of the Rhine, together
with the bridge-heads, is subject to occupation for a period of
fifteen years (article 428). If, however, 'the conditions of the
present treaty are faithfully carried out by Germany', the

Col ogne district will be evacuated after five years, and the
Coblenz district after ten years (article 429). It is, however,
further provided that if at the expiration of fifteen years 'the
guar ant ees agai nst unprovoked aggressi on by Gernmany are not

consi dered sufficient by the Allied and Associ ated governnents,

t he evacuation of the occupying troops may be del ayed to the
extent regarded as necessary for the purpose of obtaining the
requi red guarantees' (article 429); and also that '"in case either
during the occupation or after the expiration of the fifteen
years, the reparation conmi ssion finds that Gernmany 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-occupied i medi ately by the
Al lied and Associ ated Powers , (article 430). Since it will be

i npossible for Germany to fulfil the whole of her reparation
obligations, the effect of the above provisions will be in
practice that the Allies will occupy the left bank of the Rhine
just so long as they choose. They will also govern it in such
manner as they nmay determine (e.g. not only as regards custons,
but such matters as the respective authority of the | ocal Gernman
representatives and the Allied governing comr ssion), since 'al
matters relating to the occupati on and not provided for by the
present treaty shall be regul ated by subsequent agreenents, which
Germany hereby undertakes to observe' (article 432). The actua
agreenent under which the occupied areas are to be adm nistered
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for the present has been published as a Wite Paper (Cd. 222).
The suprene authority is to be in the hands of an inter-Allied
Rhi nel and commi ssi on, consisting of a Belgian, a French, a
British, and an Anmerican nenber. The articles of this agreenent
are very fairly and reasonably drawn.

56. Article 365. After five years this article is subject to
revision by the Council of the League of Nations.

57. The German government w thdrew, as from 1l Septenber 1919, al
preferential railway tariffs for the export of iron and stee
goods, on the ground that these privileges would have been nore

t han count er bal anced by the correspondi ng privil eges which, under
this article of the treaty, they would have been forced to give
to Allied traders.

58. Article 367.

59. Questions of interpretation and application are to be
referred to the League of Nations (article 376).

60. Article 250.

61. Article 371. This provision is even applied "to the lines of
former Russian Poland converted by Germany to the Gernman gauge,
such lines being regarded as detached fromthe Prussian state
systeni .

62. Articles 332-7. Exception may be taken, however, to the
second paragraph of article 332, which allows the vessels of
other nations to trade between German towns but forbids German
vessels to trade between non-German towns except with specia
perm ssion; and article 333, which prohibits Germany from nmeking
use of her river systemas a source of revenue, nay be

i nj udi ci ous.

63. The Nienmen and the Moselle are to be simlarly treated at a
| ater date if required.

64. Article 338.

65. Article 344. This is with particular reference to the El be
and the Oder; the Danube and the Rhine are dealt with in relation
to the existing conm ssions.

66. Article 339.

67. Article 357.

68. Article 358. Germany is, however, to be allowed sone paynent
or credit in respect of power so taken by France.

69. Article 66.

Chapter 5
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Repar ati on
. Undertakings Gven Pride to the Peace Negotiations

The categories of danage in respect of which the Allies were
entitled to ask for reparation are governed by the rel evant
passages in President Wlson's Fourteen Points of 8 January 1918,
as nodified by the Allied governnents in their qualifying Note,
the text of which the President formally conmunicated to the
German governnment as the basis of peace on 5 Novenber 1918. These
passages have been quoted in full at the beginning of chapter 4.
That is to say, 'conpensation will be made by Germany for al
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 limting quality of this sentence is reinforced by
the passage in the President's speech before Congress on 11
February 1918 (the ternms of this speech being an express part of
the contract with the eneny), that there shall be 'no
contributions' and 'no punitive damages'.

It has sonetinmes been argued that the preanble to paragraph
19(1*) of the armi stice ternms, to the effect 'that any future
clainms and demands of the Allies and the United States of America
remai n unaffected,' w ped out all precedent conditions, and |eft
the Allies free to make whatever denmands they chose. But it is
not possible to maintain that this casual protective phrase, to
which no one at the tinme attached any particul ar inportance, did
away with all the formal comunicati ons which passed between the
Presi dent and the Gernman government as to the basis of the terns
of peace during the days preceding the arm stice, abolished the
Fourteen Points, and converted the German acceptance of the
arm stice terms into unconditional surrender, so far as affects
the financial clauses. It is nerely the usual phrase of the
draft sman who, about to rehearse a list of certain clains, wshes
to guard hinself fromthe inplication that such a list is
exhaustive. In any case this contention is disposed of by the
Allied reply to the Gernman observations on the first draft of the
treaty, where it is adnmitted that the terns of the reparation
chapter nust be governed by the President's Note of 5 Novenber.

Assuming then that the ternms 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 nmuch work to the
sophi sts and the | awers, as we shall see in the next section of
this chapter, as this apparently sinple and unanbi guous
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 nmet by taxation, and such taxation is 'damagi ng
to the civilian population'. They admt that the phrase is
cunbrous, and that it would have been sinpler to have said 'al
| oss and expenditure of whatever description'; and they all ow
that the apparent enphasis on danage to the persons and property
of civilians is unfortunate; but errors of draftsmanship should
not, in their opinion, shut off the Allies fromthe rights
i nherent in victors.

But there are not only the limtations of the phrase in its
nat ural meani ng and the enphasis on civilian damages as distinct
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frommlitary expenditure generally; it nust also be renmenbered
that the context of the termis in elucidation of the meaning of
the term'restoration' in the President's Fourteen Points. The
Fourteen Points provide for damage in invaded territory --
Bel gi um France, Rounmnia, Serbia, and Montenegro (ltaly being
unaccountably omtted) -- but they do not cover | osses at sea hy
submari ne, bonbardnents fromthe sea (as at Scarborough), or
damage done by air raids. It was to repair these om ssions, which
i nvolved | osses to the Iife and property of civilians not really
di stingui shable in kind fromthose effected in occupied
territory, that the Suprenme Council of the Allies in Paris
proposed to President Wlson their qualifications. At that tine
-- the last days of Cctober 1918 -- | do not believe that any
responsi bl e statesman had in mind the exaction from Germany of an
i ndemmity for the general costs of the war. They sought only to
make it clear (a point of considerable inportance to G eat
Britain) that reparation for damage done to non-conbatants and
their property was not limted 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 fromthe
air'. It was only at a later stage that a general popul ar demand
for an indemmity, covering the full costs of the war, made it
politically desirable to practise dishonesty and to try to

di scover in the witten word what was not there.

What damages, then, can be clained fromthe eneny on a strict
interpretation of our engagenents?(2*) In the case of the United
Ki ngdom the bill would cover the following itens --

(a) Damage to civilian life and property by the acts of an
eneny government, including danage by air raids, nava
bonbardnments, subrarine warfare, and nines

(b) Conpensation for inproper treatnent of interned
civilians.

It would not include the general costs of the war or (e.g.)

i ndi rect danmage due to | oss of trade.

The French clai mwould include, as well as itens

corresponding to the above --

(c) Damage done to the property and persons of civilians in
the war area, and by aerial warfare behind the eneny |ines.

(d) Conpensation for |loot of food, raw materials, |ivestock
machi nery, household effects, tinber, and the |ike by the eneny
governnments or their nationals in territory occupied by them

(e) Repaynent of fines and requisitions |evied by the eneny
governments or their officers on French municipalities or
nati onal s.

(f) Conpensation to French nationals deported or conpelled to
do forced | abour

In addition to the above there is a further itemof nore
doubt ful character, nanely --

(g) The expenses of the relief commission in providing
necessary food and clothing to maintain the civilian French
popul ation in the eneny-occupied districts.

The Belgian claimwould include simlar itens.(3*) If it were
argued that in the case of Bel gium sonmething nore nearly
resenmbling an indemity for general war costs can be justified,
this could only be on the ground of the breach of internationa
| aw i nvol ved in the invasion of Bel gium whereas, as we have
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seen, the Fourteen Points include no special demands on this
ground. (4*) As the cost of Belgian relief under (g), as well as
her general war costs, has been net already by advances fromthe
British, French, and United States governnents, Bel gi um would
presumably enpl oy any repaynment of them by Germany in part

di scharge of her debt to these governnents, so that any such
demands are, in effect, an addition to the clainms of the three

| endi ng governnents.

The clains of the other Allies would be conpiled on simlar
lines. But in their case the question arises nore acutely how far
Germany can be made contingently liable for damage done, not by
hersel f, 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 Il danmage done to Rounmmni a, Serbia, and
Mont enegro, wi thout qualification as to the nationality of the
troops inflicting the damage; on the other hand, the Note of the
Al l i es speaks of 'German' aggression when it might have spoken of
the aggression of 'Germany and her allies'. On a strict and
literal interpretation, | doubt if clainms |ie 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
wi shed to strain a point, they could inpose contingent liability
on Gernmany w thout running seriously contrary to the genera
intention of their engagenents.

As between the Allies thenselves the case is quite different.
It would be an act of gross unfairness and infidelity if France
and Great Britain were to take what Germany coul d pay and | eave
Italy and Serbia to get what they could out of the remains of
Austria-Hungary. As anongst the Allies thenselves it is clear
t hat assets should be pool ed and shared out in proportion to
aggregate cl ai ns.

In this event, and if my estinmate is accepted, as given
bel ow, that Gernany's capacity to pay will be exhausted by the
direct and legitimate clains which the Allies hold agai nst her
the question of her contingent liability for her allies becones
acadeni c. Prudent and honourabl e statesmanship would therefore
have given her the benefit of the doubt, and clai med agai nst her
not hi ng but the damage she had hersel f caused.

What, on the above basis of clainms, would the aggregate
demand amobunt to? No figures exist on which to base any
scientific or exact estimate, and | give ny own guess for what it
is worth, prefacing it with the follow ng observati ons.

The amount of the material danmage done in the invaded
districts has been the subject of enornous, if natural
exaggeration. A journey through the devastated areas of France is
i npressive to the eye and the imagi nati on beyond descri ption
During the winter of 1918-19, before Nature had cast over the
scene her aneliorating mantle, the horror and desol ati on of war
was nmade visible to sight on an extraordinary scale of blasted
grandeur. The conpl et eness of the destruction was evident. For
mle after mle nothing was left. No building was habitable and
no field fit for the plough. The sanmeness was al so striking. One
devastated area was exactly |ike another -- a heap of rubble, a
norass of shell-holes, and a tangle of wire.(5*) The anmount of
human | abour which would be required to restore such a
countryside seened incal cul able; and to the returned traveller
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any nunber of mlliards of pounds was inadequate to express in
matter the destruction thus inpressed upon his spirit. Sone
governnments for a variety of intelligible reasons have not been
ashaned to exploit these feelings a little.

Popul ar sentinent is nost at fault, | think, in the case of
Bel gium In any event Belgiumis a small country, and in its case
the actual area of devastation is a snall proportion of the
whol e. The first onrush of the Germans in 1914 did sone danage
locally; after that the battle-line in Belgiumdid 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, nuch of which in
recent times was backward, poor, and sleepy, and did not include
the active industry of the country. There remains sone injury in
the smal|l flooded area, the deliberate danage done by the
retreating Germans to buildings, plant, and transport, and the
| oot of mmchinery, cattle, and other novable property. But
Brussel s, Antwerp, and even Ostend are substantially intact, and
the great bulk of the land, which is Belgiums chief wealth, is
nearly as well cultivated as before. The traveller by notor can
pass through and fromend to end of the devastated area of
Bel gi um al nost before he knows it; whereas the destruction in
France is on a different kind of scale altogether. Industrially,
the | oot has been serious and for the noment paral ysing; but the
actual noney cost of replacing machinery mounts up slowy, and a
very few tens of mllions woul d have covered the value of every
machi ne of every possible description that Bel gium ever
possessed. Besides, the cold statistician nust not overl ook the
fact that the Bel gi an peopl e possess the instinct of individua
sel f-protection unusually well devel oped; and the great mass of
Cer man bank-notes(6*) held in the country at the date of the
arm stice shows that certain classes of themat |east found a
way, in spite of all the severities and barbarities of German
rule, to profit at the expense of the invader. Bel gian clains
agai nst Germany such as | have seen, ampunting to a sumin excess
of the total estimated pre-war wealth of the whole country, are
simply irresponsible. (7*)

It will help to guide our ideas to quote the official survey
of Bel gi an weal th published in 1913 by the Finance Mnistry of
Bel gi um which was as foll ows:

MIllion £
Land 264
Bui | di ngs 235
Personal weal th 545
Cash 17
Furniture, etc. 120
Tot al 1,181

This total yields an average of £156 per inhabitant, which Dr
Stanp, the highest authority on the subject, is disposed to
consider as prima facie too | ow (though he does not accept
certain nmuch higher estimates lately current), the corresponding
weal th per head (to take Bel giunls i medi ate nei ghbours) being
£167 for Holland, £244 for Germany, and £303 for France.(8*) A
total of £1,500 million, giving an average of about £200 per
head, woul d, however, be fairly liberal. The official estimte of
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land and buildings is likely to be nore accurate than the rest.
On the other hand, allowance has to be made for the increased
costs of construction.

Havi ng regard to all these considerations, | do not put the
noney val ue of the actual physical |oss of Belgian property by
destruction and | oot above £150 million as a maxi nrum and while
hesitate to put yet lower an estimate which differs so widely
fromthose generally current, | shall be surprised if it proves
possi bl e to substantiate clains even to this anpunt. Clains in
respect of levies, fines, requisitions, and so forth m ght
possi bly amount to a further £100 nmillion. If the sums advanced
to Belgiumby her allies for the general costs of the war are to
be i ncluded, a sum of about £250 million has to be added (which
i ncludes the cost of relief), bringing the total to £500 mllion

The destruction in France was on an al together nore
significant scale, not only as regards the length of the
battle-l1ine, but also on account of the i mensely deeper area of
country over which the battle swayed fromtinme to tinme. It is a
popul ar delusion to think of Belgiumas the principal victim of
the war; it will turn out, | believe, that taking account of
casualties, loss of property, and burden of future debt, Bel gi um
has made the | east relative sacrifice of all the belligerents
except the United States. O the Allies, Serbia's sufferings and
| oss have been proportionately the greatest, and after Serbia,
France. France in all essentials was just as nmuch the victim of
German anbition as was Bel gium and France's entry into the war
was just as unavoi dable. France, in nmy judgnment, in spite of her
policy at the peace conference, a policy largely traceable to her
sufferings, has the greatest clains on our generosity.

The special position occupied by Belgiumin the popular mnd
is due, of course, to the fact that in 1914 her sacrifice was by
far the greatest of any of the Allies. But after 1914 she played
a mnor role. Consequently, by the end of 1918, her relative
sacrifices, apart fromthose sufferings frominvasi on which
cannot be nmeasured in noney, had fallen behind, and in sone
respects they were not even as great as, for exanple,
Australia's. | say this with no wish to evade the obligations
t owar ds Bel gi um under which the pronouncenents of our responsible
statesnen at nmany different dates have certainly laid us. G eat
Britain ought not to seek any paynent at all from Germany for
hersel f until the just clains of Belgiumhave been fully
satisfied. But this is no reason why we or they should not tel
the truth about the anount.

While the French clains are inmensely greater, here too there
has been excessive exaggeration, as responsible French
statisticians have thensel ves pointed out. Not above 10% of the
area of France was effectively occupied by the enemy, and not
above 4% lay within the area of substantial devastation. O the
sixty French towns having a popul ati on exceedi ng 35,000, only two
were destroyed -- Reins (115,178) and St. Quentin (55,571); three
ot hers were occupied -- Lille, Roubaix, and Douai -- and suffered
froml oot of machinery and other property, but were not
substantially injured otherw se. Ami ens, Calais, Dunkerque, and
Boul ogne suffered secondary damage by bonbardment and fromthe
air; but the value of Cal ais and Boul ogne nmust have been
i ncreased by the new works of various kinds erected for the use
of the British arny.
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The Annuaire statistique de |la France, 1917, values the
entire house property of France at £2,380 million (59.5 mlliard
francs).(9*) An estimate current in France of £800 million (20

mlliard francs) for the destruction of house property alone is,
therefore, obviously wide of the mark. (10*) £120 mllion at
pre-war prices, or say £250 mllion at the present tine, is nmuch

nearer the right figure. Estimates of the value of the | and of
France (apart from buildings) vary from£2,480 mllion to £3, 116
mllion, so that it would be extravagant to put the danmage on
this head as high as £100 million. Farmcapital for the whole of
France has not been put by responsible authorities above £420
mllion.(11*) There remain the |oss of furniture and machinery,
the damage to the coal -nmines and the transport system and nmany
other minor itens. But these | osses, however serious, cannot be

reckoned in value by hundreds of millions sterling in respect of
so small a part of France. In short, it will be difficult to
establish a bill exceeding £500 nmillion, for physical and

mat eri al damage in the occupi ed and devastated areas of northern
France. (12*) | amconfirmed in this estimte by the opinion of M
René Pupin, the author of the nost conprehensive and scientific
estimate of the pre-war wealth of France, (13*) which | did not
conme across until after my own figure had been arrived at. This
authority estimates the material |osses of the invaded regions at
from£400 mllion to £600 mllion (10 to 15 mlliards), (14%)

bet ween which nmy own figure falls half-way.

Neverthel ess, M Dubois, speaking on behalf of the budget
commi ssi on of the Chanber, has given the figure of £2,600 mllion
(65 mlliard francs) '"as a mninmum w thout counting 'war |evies,
| osses at sea, the roads, or the |loss of public monuments'. And
M Loucheur, the Mnister of Industrial Reconstruction, stated
before the Senate on 17 February 1919 that the reconstitution of
the devastated regions would invol ve an expenditure of £3, 000
million (75 mlliard francs) -- nore than double M Pupin's
estimate of the entire wealth of their inhabitants. But then at
that time M Loucheur was taking a prom nent part in advocating
the clains of France before the peace conference, and, like
others, may have found strict veracity inconsistent with the
demands of patriotism (15*)

The figure discussed so far is not, however, the totality of
the French clainms. There remain, in particular, |evies and
requi sitions on the occupied areas and the | osses of the French
nmercantile marine at sea fromthe attacks of German cruisers and

submari nes. Probably £200 million would be anple to cover al
such clains. but to be on the safe side, we will, somewhat
arbitrarily, make an addition to the French claimof £300 mllion

on all heads, bringing it to £800 million in all

The statenents of M Dubois and M Loucheur were made in the
early spring of 1919. A speech delivered by M Kl otz before the
French Chanber six nonths later (5 Septenber 1919), was |ess
excusable. In this speech the French Mnister of Finance
estimated the total French clains for danmage to property
(presumably inclusive of |osses at sea, etc., but apart from
pensi ons and al | owances) at £5,360 million (134 nmilliard francs),
or nore than six times nmy estinate. 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
m ni sters that when the inevitable enlightennent cones, as it
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soon must (both as to their own clainms and as to Germany's
capacity to neet them), the repercussions will strike at nore
than M Klotz, and may even involve the order of government and
soci ety for which he stands.

British clains on the present basis would be practically
limted to | osses by sea-losses of hulls and | osses of cargoes.
Clains would lie, of course, for damage to civilian property in
air raids and by bonmbardnent fromthe sea, but in relation to
such figures as we are now dealing with, the noney val ue invol ved
isinsignificant -- £5 mllion m ght cover themall, and £10
mllion wuld certainly do so.

The British nercantile vessels |ost by eneny action
excluding fishing vessels, nunbered 2,479, with an aggregate of
7,759,090 tons gross.(16*) There is room for considerable
di vergence of opinion as to the proper rate to take for
repl acenent cost; at the figure of £30 per gross ton, which with
the rapid growm h of shipbuilding nmay soon be too high but can be
repl aced by any other which better authorities(17*) may prefer
the aggregate claimis £230 nmillion. To this nust be added the
| oss of cargoes, the value of which is alnost entirely a matter
of guesswork. An estimate of £40 per ton of shipping | ost may be
as good an approximation as is possible, that is to say £310
mllion, making £540 mllion altogether

An addition to this of £30 nmillion, to cover air raids,
bonbardments, clains of interned civilians, and mi scel |l aneous
items of every description, should be nore than sufficient --
making a total claimfor Great Britain of £570 million. It is
surprising, perhaps, that the noney value of our claimshould be
so little short of that of France and actually in excess of that
of Bel gium But, measured either by pecuniary loss or real |oss
to the econom c power of the country, the injury to our
mercantile mari ne was enor nous.

There remain the claims of Italy, Serbia, and Roumani a for
damage by invasion and of these and other countries, as for
exanpl e Greece, (18*) for losses at sea. | will assune for the
present argunent that these clainms rank agai nst Germany, even
when they were directly caused not by her but by her allies; but
that it is not proposed to enter any such clainms on behal f of
Russia. (19*) Italy's | osses by invasion and at sea cannot be very
heavy, and a figure of from£50 mllion to £100 mlIlion would be
fully adequate to cover them The |osses of Serbia, although from
a human point of view her sufferings were the greatest of
all, (20*) are not neasured pecuniarily by very great figures, on
account of her | ow econom c devel opment. Dr Stanp (loc. cit.)
guotes an estimate by the Italian statistician Maroi, which puts
the national wealth of Serbia at £480 million or £105 per
head, (21*) and the greater part of this would be represented by
| and whi ch has sustained no permanent damage.(22*) In view of the
very i nadequate data for guessing at nore than the genera
magni tude of the legitimate clains of this group of countries, |
prefer to make one guess rather than several and to put the
figure for the whole group at the round sum of £250 mllion

We are finally left with the followi ng --

MIlion £
Bel gi um 500(23*)
France 800
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Great Britain 570
O her Allies 250
Tot al 2,120

I need not inpress on the reader that there is nuch guesswork
in the above, and the figure for France in particular is likely
to be criticised. But | feel sone confidence that the genera
magni tude, as distinct fromthe precise figures, is not
hopel essly erroneous; and this may be expressed by the statenent
that a cl ai m agai nst Germany, based on the interpretation of the
pre-arm stice engagenents of the Allied Powers which is adopted
above, would assuredly be found to exceed £1,600 nmillion and to
fall short of £3,000 million

This is the amount of the claimwhich we were entitled to
present to the eneny. For reasons which will appear nore fully
|ater on, | believe that it would have been a wi se and just act
to have asked the German governnent at the peace negotiations to
agree to a sumof £2,000 mllion in final settlenment wthout
further exam nation of particulars. This would have provided an
i medi ate and certain solution, and woul d have required from
Germany a sum which, if she were granted certain indul gences, it
m ght not have proved entirely inpossible for her to pay. This
sum shoul d have been divided up anongst the Allies thenselves on
a basis of need and general equity.

But the question was not settled on its nerits.

1. THE CONFERENCE AND THE TERMS OF THE TREATY

| do not believe that, at the date of the armstice,
responsi ble authorities in the Allied countries expected any
i ndemmity from Germany beyond the cost of reparation for the
direct material damage which had resulted fromthe invasion of
Allied territory and fromthe submari ne canpaign. At that tine
there were serious doubts as to whether Germany intended to
accept our terms, which in other respects were inevitably very
severe, and it woul d have been thought an unstatesmanlike act to
ri sk a continuance of the war by demandi ng a noney paynent which
Al lied opinion was not then anticipating and which probably could
not be secured in any case. The French, | think, never quite
accepted this point of view, but it was certainly the British
attitude; and in this atnosphere the pre-arm stice conditions
were franed.

A nonth [ater the atnosphere had changed conpletely. W had
di scovered how hopel ess the German position really was, a
di scovery which sone, though not all, had anticipated, but which
no one had dared reckon on as a certainty. It was evident that we
coul d have secured unconditional surrender if we had deternned
to get it.

But there was another new factor in the situation which was
of greater local inportance. The British Prime Mnister had
percei ved that the conclusion of hostilities m ght soon bring
with it the break-up of the political bloc upon which he was
dependi ng for his personal ascendancy, and that the donestic
difficulties which would be attendant on denobilisation, the
turnover of industry fromwar to peace conditions, the financia
situation, and the general psychol ogi cal reactions of nen's
m nds, would provide his enemes with powerful weapons, if he
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were to | eave themtine to mature. The best chance, therefore, of
consolidating his power, which was personal and exercised, as
such, independently of party or principle to an extent unusual in
British politics, evidently lay in active hostilities before the
prestige of victory had abated, and in an attenpt to found on the
enotions of the nonent a new basis of power which m ght outl ast
the inevitable reactions of the near future. Wthin a brief
period, therefore, after the armi stice, the popular victor, at
the height of his influence and his authority, decreed a genera
election. It was wi dely 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 thenselves, and until the country had
sonmet hing nore specific before it on which to declare its nind
and to instruct its new representatives. But the clains of
private anbition determ ned otherw se.

For atime all went well. But before the canpaign was far
advanced government candi dates were finding thensel ves
handi capped by the |l ack of an effective cry. The War Cabi net was
demandi ng a further |ease of authority on the ground of having
won the war. But partly because the new issues had not yet
defined thensel ves, partly out of regard for the delicate bal ance
of a Coalition party, the Prime Mnister's future policy was the
subj ect of silence or generalities. The canpai gn seened,
therefore, to fall a little flat. In the |ight of subsequent
events it seens inprobable that the Coalition party was ever in
real danger. But party nmamnagers are easily 'rattled . The Prine
M nister's nmore neurotic advisers told himthat he was not safe
from dangerous surprises, and the Prine Mnister lent an ear to
them The party managers demanded nore 'ginger'. The Prine
M ni ster | ooked about for sone.

On the assunption that the return of the Prime Mnister to
power was the primary consideration, the rest followed naturally.
At that juncture there was a clamur fromcertain quarters that
the governnent had given by no neans sufficiently clear
undertaki ngs that they were not going 'to let the Hun off'. M
Hughes was evoki ng a good deal of attention by his demands for a
very large indemity(24*) and Lord Northcliffe was |lending his
powerful aid to the sanme cause. This pointed the Prine Mnister
to a stone for two birds. By hinself adopting the policy of M
Hughes and Lord Northcliffe, he could at the sanme tinme silence
those powerful critics and provide his party nanagers with an
effective platformcry to drown the increasing voices of
criticismfromother quarters.

The progress of the General Election of 1918 affords a sad,
dramatic history of the essential weakness of one who draws his
chief inspiration not fromhis own true inpulses, but fromthe
grosser effluxions of the atnosphere which nonentarily surrounds
him The Prime Mnister's natural instincts, as they so often
are, were right and reasonable. He hinmself did not believe in
hangi ng the Kaiser or in the wisdomor the possibility of a great
i ndemmity. On the 22nd of Novenmber he and M Bonar Law i ssued
their election manifesto. It contains no allusion of any kind
either to the one or to the other, but, speaking, rather, of
di sarmanent and the League of Nations, concludes that 'our first
task must be to conclude a just and | asting peace, and so to
establish the foundati ons of a new Europe that occasion for
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further wars may be for ever averted' . In his speech at

Wbl ver hanpt on on the eve of the dissolution (24 Novenber), there
is no word of reparation or indemity. On the foll owi ng day at

d asgow, M Bonar Law woul d promni se nothing. 'We are going to the
conference,, he said, 'as one of a nunber of allies, and you
cannot expect a nenber of the government, whatever he may think,
to state in public before he goes into that conference, what |ine
he is going to take in regard to any particular question.' But a
few days |l ater at Newcastle (29 Novenber) the Prinme M nister was
warm ng to his work: 'When Germany defeated France she nade
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
nust pay the costs of the war up to the Iinmt of her capacity to
do so.' But he acconpanied this statenment of principle with many
' words of warning, as to the practical difficulties of the case:
"W have appointed a strong conmittee of experts, representing
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 ought to pay, she nust pay as far as she can, but we
are not going to allow her to pay in such a way as to weck our

i ndustries.” At this stage the Prine Mnister sought to indicate
that he intended great severity, w thout raising excessive hopes
of actually getting the noney, or conmitting hinself to a
particular |ine of action at the conference. It was runoured that
a high City authority had conmitted hinself to the opinion that
Germany could certainly pay £20,000 nmillion and that this
authority for his part would not care to discredit a figure of
twice that sum The Treasury officials, as M LIoyd George

i ndi cated, took a different view. He could, therefore, shelter

hi msel f behind the wi de di screpancy between the opinions of his
di fferent advisers, and regard the precise figure of Germany's
capacity to pay as an open question in the treatnent of which he
nmust do his best for his country's interests. As to our
engagenent s under the Fourteen Points he was always silent.

On 30 Novenber, M Barnes, a menber of the War Cabinet, in
whi ch he was supposed to represent Labour, shouted froma
platform 'l am for hanging the Kaiser."'

On 6 Decenber, the Prime Mnister issued a statenment of
policy and ains in which he stated, with significant enphasis on
the word European, that 'All the European Allies have accepted
the principle that the Central Powers nust pay the cost of the
war up to the Ilimt of their capacity.

But it was now little nmore than a week to polling day, and
still he had not said enough to satisfy the appetites of the
nmonment. On 8 Decenber The Tines, providing as usual a cl oak of
ostensi bl e decorum for the | esser restraint of its associates,
declared in a | eader entitled ' Maki ng Germany pay,' that 'the
public mnd was still bew |ldered by the Prine Mnister's various
statements.' 'There is too nuch suspicion', they added, 'of
i nfluences concerned to let the Germans off lightly 'whereas the
only possible nmotive in determning their capacity to pay nust be
the interests of the Allies." "It is the candidate who deals with
the issues of today,' wote their political correspondent, 'who
adopts M Barnes's phrase about "hanging the Kaiser" and pl unps
for the paynment of the cost of the war by Germany, who rouses his
audi ence and strikes the notes to which they are nost
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responsi ve.'

On 9 Decenber, at the Queen's Hall, the Prine Mnister
avoi ded the subject. But from now on, the debauchery of thought
and speech progressed hour by hour. The grossest spectacle was
provided by Sir Eric Geddes in the Guildhall at Canbridge. An
earlier speech in which, in a nonent of injudicious candour, he
had cast doubts on the possibility of extracting from Gernany the
whol e cost of the war had been the object of serious suspicion,

and he had therefore a reputation to regain. 'We wll get out of
her all you can squeeze out of a lenon and a bit nore,' the
penitent shouted, 'I will squeeze her until you can hear the

pi ps, squeak'; his policy was to take every bit of property
bel onging 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
Al lies' benefit. 'l would strip Germany,' he cried, 'as she has
stripped Bel gium'

By 11 Decenber the Prime Mnister had capitulated. H s fina
mani festo of six points issued on that day to the electorate
furni shes a nel ancholy conparison with his programme of three

weeks earlier. | quote it in full
1. Trial of the Kaiser.
2. Punishnent of those responsible for atrocities.
3. Fullest indemities from Germany.
4. Britain for the British, socially and

i ndustrially.
rehabilitati on of those broken in the war.
A happi er country for all

o0

Here is food for the cynic. To this concoction of greed and
sentiment, prejudice and deception, three weeks of the platform
had reduced the powerful governors of England, who but a little
whi |l e before had spoken not ignobly of disarmanent and a League
of Nations and of a just and l|lasting peace which should establish
t he foundati ons of a new Europe.

On the sane evening the Prime Mnister at Bristol withdrew in
effect his previous reservations and laid down four principles to
govern his indemity policy, of which the chief were: First, we
have an absolute right to demand the whol e cost of the war;
second, we propose to demand the whole cost of the war; and
third, a conmittee appointed by direction of the Cabinet believe
that it can be done. (25*) Four days later he went to the polls.

The Prime M nister never said that he hinself believed that
Germany coul d pay the whole cost of the war. But the programe
becanme in the nouths of his supporters on the hustings a great
deal nore concrete. The ordinary voter was |led to believe that
Germany could certainly be made to pay the greater part, if not
t he whol e cost of the war. Those whose practical and selfish
fears for the future the expenses of the war had aroused, and
t hose whose enotions its horrors had disordered, were both
provided for. A vote for a Coalition candi date neant the
crucifixion of Antichrist and the assunption by Gernmany of the
British national debt.

It proved an irresistible conbination, and once nore M
George's political instinct was not at fault. No candi date could
saf ely denounce this progranmme, and none did so. The ol d Libera
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party, having nothing conparable to offer to the electorate, was
swept out of existence.(26*) A new House of Comrons cane into
being, a majority of whose nenmbers had pl edged thenmselves to a
great deal nore than the Prinme Mnister's guarded prom ses.
Shortly after their arrival at Westm nster | asked a Conservative
friend, who had known previ ous Houses, what he thought of them
'"They are a |lot of hard-faced nen', he said, 'who |look as if they
had done very well out of the war.'

This was the atnosphere in which the Prime Mnister left for
Paris, and these the entangl ements he had nade for hinself. He
had pl edged hinmsel f and his governnent to nake demands of a
hel pl ess eneny inconsistent with sol enm engagenents on our part,
on the faith of which this eneny had laid down his arns. There
are few episodes in history which posterity will have | ess reason
to condone -- a war ostensibly waged in defence of the sanctity
of international engagenents ending a definite breach of one of
the nost sacred possible of such engagenents on the part of the
vi ctorious chanpi ons of these ideals. (27%)

Apart from other aspects of the transaction, | believe that
t he canpai gn for securing out of Germany the general costs of the
war was one of the nobst serious acts of political unw sdom for
whi ch our statesnen have ever been responsible. To what a
different future Europe m ght have | ooked forward if either M
Ll oyd George or M W/ son had apprehended that the npbst serious
of the problens which clained their attention were not politica
or territorial but financial and econonic, and that the perils of
the future lay not in frontiers or sovereignties but in food,
coal, and transport. Neither of them paid adequate attention to
these problens at any stage of the conference. But in any event
the atnosphere for the wi se and reasonabl e consideration of them
was hopel essly befogged by the conmtnments of the British
del egati on on the question of indemities. The hopes to which the
Prime Mnister had given rise not only conpelled himto advocate
an unjust and unwor kabl e econonic basis to the treaty with
Germany, but set himat variance with the President, and on the
ot her hand with conpeting interests to those of France and
Bel gium The clearer it becane that but little could be expected
from Germany, the nore necessary it was to exercise patriotic
greed and 'sacred egotism and snatch the bone fromthe juster
clainms and greater need of France or the well-founded
expectations of Belgium Yet the financial problens which were
about to exercise Europe could not be solved by greed. The
possibility of their cure lay in nmaghanimty.

Europe, if she is to survive her troubles, will need so much
magnani mty from America, that she nust herself practise it. It
is useless for the Allies, hot fromstripping 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
Ceneral Election of Decenber 1918 had been fought on |ines of
prudent generosity instead of inbecile greed, how much better the
financi al prospect of Europe m ght now be. | 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 econonic and financia
situation as a whole, and that the forner should have been
aut horised to make concrete proposals on the general lines (1)
that all inter-Allied indebtedness be cancelled outright; (2)
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that the sumto be paid by Germany be fixed at £2,000 mllion

(3) that Great Britain renounce all claimto participation in
this sum and that any share to which she proves entitled be

pl aced at the disposal of the conference for the purpose of
aiding the finances of the new states about to be established;

(4) that in order to nmake sone basis of credit i mediately

avail abl e an appropriate proportion of the German obligations
representing the sumto be paid by her should be guaranteed by
all parties to the treaty; and (5) that the ex-enemy Powers
shoul d al so be allowed, with a viewto their economc
restoration, to issue a noderate anount of bonds carrying a
sim |l ar 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 nade to her. Such proposals would have
been practicable. There is nothing in them quixotic or Utopian
And t hey woul d have opened up for Europe sone prospect of
financial stability and reconstruction.

The further el aboration of these ideas, however, nust be |eft
to chapter 7, and we nust return to Paris. | have described the
ent angl ements which M Lloyd George took with him The position
of the finance mnisters of the other Allies was even worse. W
in Great Britain had not based our financial arrangements on any
expectation of an indemity. Receipts fromsuch a source would
have been nore or less in the nature of a windfall; and, in spite
of subsequent devel opnments, there was an expectation at that tine
of bal anci ng our budget by nornal nethods. But this was not the
case with France or Italy. Their peace budgets nmade no pretence
of bal anci ng, and had no prospects of doing so, w thout sone
far-reaching revision of the existing policy. Indeed, the
position was and renmai ns nearly hopel ess. These countries were
headi ng for national bankruptcy. This fact could only be
conceal ed by hol ding out the expectation of vast receipts from
the enemy. As soon as it was admitted that it was in fact
i mpossi bl e to make Germany pay the expenses of both sides, and
that the unloading of their liabilities upon the eneny was not
practicable, the position of the Mnisters of Finance of France
and Italy becane untenable.

Thus a scientific consideration of Germany's capacity to pay
was fromthe outset out of court. The expectations which the
exi gencies of politics had nade it necessary to raise were so
very remote fromthe truth that a slight distortion of figures
was no use, and it was necessary to ignore the facts entirely.
The resulting unveracity was fundanmental. On a basis of so much
fal sehood it becane inpossible to erect any constructive
financial policy which was workable. For this reason anmpngst
ot hers, a magnani mous financial policy was essential. The
financial position of France and Italy was so bad that it was
i npossible to make themlisten to reason on the subject of the
German i ndemmity, unless one could at the sane tine point out to
them sonme alternative node of escape fromtheir troubles. (28*)
The representatives of the United States were greatly at fault,
in my judgnment, 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 el enent
in the situation, nanmely, the opposition which existed between
the 'crushing' policy of M C enenceau and the financia
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necessities of M Klotz. Clenenceau' s aimwas to weaken and
destroy CGermany in every possible way, and | fancy that he was
always a little contenptuous about the indemity; 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 indemity or poor M Klotz's overwhel ni ng
financial difficulties. If it anused the financiers to put into
the treaty sone very |large demands, well there was no harmin
that; but the satisfaction of these demands nust not be all owed
to interfere with the essential requirenents of a Carthaginian
peace. The conbination of the 'real' policy of M C enenceau on
unreal issues, with M Klotz's policy of pretence on what were
very real issues indeed, introduced into the treaty a whol e set
of inconpatible provisions, over and above the inherent

i mpracticabilities of the reparation proposals.

I cannot here describe the endless controversy and intrigue
between the Allies thenselves, which at |ast after some nonths
culmnated in the presentation to Germany of the reparation
chapter in its final form There can have been few negotiations
in history so contorted, so m serable, so utterly unsatisfactory
to all parties. | doubt if anyone who took nuch part in that
debate can | ook back on it w thout shame. | must be content with
an analysis of the elenents of the final conprom se which is
known to all the world.

The main point to be settled was, of course, that of the
items for which Gernmany could fairly be asked to make paynent. M
Ll oyd George's election pledge to the effect that the Allies were
entitled to demand from Germany the entire costs of the war was
fromthe outset clearly untenable; or rather, to put it nore
inmpartially, it was clear that to persuade the President of the
conformty of this demand with our pre-arm stice engagenents was
beyond the powers of the nost plausible. The actual conproni se
finally reached is to be read as follows in the paragraphs of the
treaty as it has been published to the world.

Article 231 reads: 'The Allied and Associ ated governnents
affirmand Germany accepts the responsibility of Germany and her
allies for causing all the |loss and damage to which the Allied
and Associ ated governments and their nationals have been
subj ected as a consequence of the war inposed upon them by the
aggression of Germany and her allies.” This is a well and
carefully drafted article; for the President could read it as
statement of admi ssion on Germany's part of nmoral responsibility
for bringing about the war, while the Prine Mnister could
explain it as an admi ssion of financial liability for the genera
costs of the war. Article 232 continues: 'The Allied and
Associ ated governnents recogni se that the resources of Gernmany
are not adequate, after taking into account pernmanent dim nutions
of such resources which will result from other provisions of the
present treaty, to make conplete reparation for all such | oss and
damage.' The President could confort hinself that this was no
nore than a statenent of undoubted fact, and that to recognise
that Gernmany cannot pay a certain claimdoes not inply that she
is liable to pay the claim but the Prinme Mnister could point
out that in the context it enphasises to the reader the
assunption of Germany's theoretic liability asserted in the
preceding article. Article 232 proceeds: 'The Alied and
Associ ated governnents, however, require, and Germany undert akes,

Get any book for freeon:  www.Abika.com

62



THE ECONOMIC CONSEQUENCES OF THE PEACE 63

that she will nake conpensation for all damage done to the
civilian population of the Allied and Associ ated Powers and to
their property during the period of the belligerency of each as
an Allied or Associ ated Power agai nst Germany by such aggression
by |l and, by sea, and fromthe air, and in general all danmge as
defined in annex | hereto.'(29*) The words italicised, being
practically a quotation fromthe pre-armistice conditions,
satisfied the scruples of the President, while the additions of
the words 'and in general all damage as defined in annex |
hereto' gave the Prime Mnister a chance in annex |

So far, however, all this is only a matter of words, of
virtuosity in draftsmanshi p, which does no one any harm and
whi ch probably seened much nore inportant at the tine than it

ever will again between now and judgment day. For substance we
must turn to annex |
A great part of annex | is in strict conformty with the pre-

arm stice conditions or, at any rate, does not strain them beyond
what is fairly arguable. Paragraph 1 clains damage done for
infjury to the persons of civilians or, in the case of death, to
their dependants, as a direct consequence of acts of war;

par agraph 2, for acts of cruelty, violence, or maltreatnent on
the part of the eneny towards civilian victins; paragraph 3, for
eneny acts injurious to health or capacity to work or to honour
towards civilians in occupied or invaded territory; paragraph 8,
for forced | abour exacted by the eneny fromcivilians; paragraph
9, for danmge done to property '"with the exception of naval and
mlitary works or materials' as a direct consequence of
hostilities; and paragraph 10, for fines and |evies inposed by

t he enemy upon the civilian population. Al these demands are
just and in conformity with the Allies' rights.

Paragraph 4, which clainms for 'damage caused by any kind of
mal treat ment of prisoners of war', is nore doubtful on the strict
letter, but may be justifiable under the Hague convention and
i nvolves a very snall sum

I n paragraphs 5, 6, and 7, however, an issue of imensely
greater significance is involved. These paragraphs assert a claim
for the amobunt of the separation and sinilar allowances granted
during the war by the Allied governnments to the famlies of
nobi | i sed persons, and for the amount of the pensions and
conpensations in respect of the injury or death of conbatants
payabl e by these governnents now and hereafter. Financially this
adds to the bill, as we shall see below, a very |large anount,

i ndeed about twice as nmuch again as all the other clains added
t oget her.

The reader will readily apprehend what a plausi ble case can
be made out for the inclusion of these itens of damage, if only
on sentinmental grounds. It can be pointed out, first of all, that

fromthe point of view of general fairness it is nonstrous that a
woman whose house is destroyed should be entitled to claimfrom
the enenmy whilst a woman whose husband is killed on the field of
battl e should not be so entitled; or that a farmer deprived of
his farm should claimbut that a woman deprived of the earning
power of her husband should not claim In fact the case for

i ncl udi ng pensions and separation all owances | argely depends on
exploiting the rather arbitrary character of the criterion laid
down in the pre-arnmistice conditions. O all the |osses caused by
war sone bear nore heavily on individuals and sone are nore
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evenly distributed over the conmunity as a whol e; but by neans of
conpensations granted by the governnment many of the former are in
fact converted into the latter. The nost logical criterion for a
limted claim falling short of the entire costs of the war,
woul d have been in respect of enenmy acts contrary to

i nternational engagenents or the recogni sed practices of warfare.
But this also would have been very difficult to apply and unduly
unfavourable to French interests as conpared with Bel gi um (whose
neutrality Germany had guaranteed) and Great Britain (the chief
sufferer fromillicit acts of submarines).

In any case the appeals to sentinent and fairness outlined
above are hollow, for it nakes no difference to the recipient of
a separation allowance or a pension whether the state which pays
them recei ves conpensation on this or on another head, and a
recovery by the state out of indemity receipts is just as nuch
in relief of the general taxpayer as a contribution towards the
general costs of the war woul d have been. But the nmin
consideration is that it was too |ate to consider whether the
pre-arm stice conditions were perfectly judicious and | ogical or
to amend them the only question at issue was whether these
conditions were not in fact Iimted 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
meani ng, or engagenents any force, we had no nmore right to claim
for those war expenses of the state which arose out of pensions
and separation all owances, than for any other of the genera
costs of the war. And who is prepared to argue in detail that we
were entitled to denmand the latter?

What had really happened was a conproni se between the Prine
M nister's pledge to the British electorate to claimthe entire
costs of the war and the pledge to the contrary which the Allies
had given to Germany at the arm stice. The Prime Mnister could
claimthat although he had not secured the entire costs of the
war, he had neverthel ess secured an inportant contribution
towards them that he had al ways qualified his prom ses by the
limting condition of Germany's capacity to pay, and that the
bill as now presented nore than exhausted this capacity as
estimated by the nmore sober authorities. The President, on the
ot her hand, had secured a fornula which was not too obvious a
breach of faith, and had avoided a quarrel with his associates on
an issue where the appeals to sentinment and passion would al
have been against him in the event of its being nade a matter of
open popul ar controversy. In view of the Prime Mnister's
el ection pledges, the President could hardly hope to get himto
abandon themin their entirety without a struggle in public; and
the cry of pensions would have had an overwhel ni ng popul ar appea
in all countries. Once nore the Prinme Mnister had shown hinself
a political tactician of a high order

A further point of great difficulty nay be readily perceived
between the lines of the treaty. It fixes no definite sum as
representing Gernmany's liability. This feature has been the
subj ect of very general criticism-- that it is equally
i nconvenient to Gernany and to the Allies thenselves that she
shoul d not know what she has to pay or they what they are to
receive. The nethod, apparently contenplated by the treaty, of
arriving at the final result over a period of many nonths by an
addi ti on of hundreds of thousands of individual clainms for damage
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to land, farm buildings, and chickens, is evidently

i npracticable; and the reasonabl e course woul d have been for both
parties to conpound for a round sum w t hout exam nati on of
details. If this round sum had been naned in the treaty, the
settl enent woul d have been placed on a nore business-Ilike basis.

But this was inpossible for two reasons. Two different kinds
of false statenent had been widely promul gated, one as to
Germany's capacity to pay, the other as to the ampunt 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 estinmates of nost candid and well-inforned authorities,
woul d have fallen hopelessly far short of popul ar expectations
both in England and in France. On the other hand, a definitive
figure for damage done which woul d not disastrously di sappoint
the expectations which had been raised in France and Bel gi um
m ght have been incapabl e of substantiation under chall enge, (30*)
and open to damaging criticismon the part of the Germans, who
were believed to have been prudent enough to accumul ate
consi derabl e evidence as to the extent of their own m sdoings.

By far the safest course for the politicians was, therefore,
to nention no figure at all; and fromthis necessity a great dea
of the conplication of the reparation chapter essentially
springs.

The reader nmmy be interested, however, to have ny estimte of
the claimwhich can in fact be substantiated under annex | of the
reparation chapter. In the first section of this chapter | have
al ready guessed the clains other than those for pensions and
separation allowances at £3,000 million (to take the extrene
upper limt of ny estimate). The claimfor pensions and
separation all owances under annex | is not to be based on the
actual cost of these conpensations to the governnments concerned,
but is to be a conputed figure cal culated on the basis of the
scales in force in France at the date of the treaty's comng into
operation. This nethod 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 all owances is at an
internmedi ate 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
nunbers of men nobilised and of the casualties in each class of
the various Allied armes. None of these figures are available in
detail, but enough is known of the general |evel of allowances,
of the nunbers involved, and of the casualties suffered to all ow
of an estimate which nmay not be very wi de of the mark. My guess
as to the anpunt to be added in respect of pensions and
al  owances is as foll ows:

Mllion £
British Enpire 1, 400
France 2,400(31*)
Italy 500
O hers
(including United States) 700
Tot al 5, 000
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| feel much nore confidence in the approxi mate accuracy of
the total figure(32*) than in its division between the different
claimants. The reader will observe that in any case the addition
of pensions and al |l owances enornously increases the aggregate
claim raising it indeed by nearly double. Adding this figure to
the estimate under other heads, we have a total clai magainst
Germany of £8,000 mllion.(33*) | believe that this figure is
fully high enough, and that the actual result may fall sonmewhat
short of it.(34*) In the next section of this chapter the
relation of this figure to Germany's capacity to pay will be
examned. It is only necessary here to remnd the reader of
certain other particulars of the treaty which speak for
t hensel ves:

(1) Qut of the total anbunt of the claim whatever it
eventually turns out to be, a sumof £1,000 mllion nust be paid
before 1 May 1921. The possibility of this will be discussed
bel ow. But the treaty itself provides certain abatenents. In the
first place, this sumis to include the expenses of the armes of
occupation since the armistice (a | arge charge of the order of
magni tude of £200 million which under another article of the
treaty -- no. 249 -- is laid upon Germany). (35*) But further
"such supplies of food and raw materials as nay be judged by the
governnments of the Principal Allied and Associ ated Powers to be
essential to enable Germany to neet her obligations for
reparation may also, with the approval of the said governnents,
be paid for out of the above sum' (36*) This is a qualification
of high inportance. The clause, as it is drafted, allows the
finance mnisters of the Allied countries to hold out to their
el ectorates the hope of substantial payments at an early date,
while at the sane tinme it gives to the reparation comm ssion a
di scretion, which the force of facts will conmpel themto
exercise, to give back to Gernmany what is required for the
mai nt enance of her econom c exi stence. This discretionary power
renders the denmand for an inmedi ate paynent of £1,000 nmillion
less injurious than it would otherw se be, but nevertheless it
does not render it innocuous. In the first place, nmy 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 inports. In the second place, the reparation
conmi ssion can only exercise its discretionary power effectively
by taking charge of the entire foreign trade of Germany, together
with the foreign exchange arising out of it, which will be quite
beyond the capacity of any such body. If the reparation
commi ssi on makes any serious attenpt to administer the collection
of this sumof £1,000 million, and to authorise the return to
Germany of a part of it, the trade of Central Europe will be
strangl ed by bureaucratic regulation in its nost inefficient
form

(2) In addition to the early paynment in cash or kind of a sum
of £1,000 mllion, Germany is required to deliver bearer bonds to
a further anmount of £2,000 million or, in the event of the
paynments in cash or kind before 1 May 1921, avail able for
reparation, falling short of £1,000 nillion by reason of the
permitted deductions, to such further anount as shall bring the
total payments by Germany in cash, kind, and bearer bonds up to 1
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May 1921, to a figure of £3,000 mllion altogether.(37*) These
bearer bonds carry interest at 2 1/2% per annum from 1921 to
1925, and at 5% plus 1% for anortisation thereafter. Assum ng
therefore, that Germany is not able to provide any appreciable
surplus towards reparation before 1921, she will have to find a
sum of £75 million annually from 1921 to 1925, and £180 mllion
annual ly thereafter.(38*)

(3) As soon as the reparation comm ssion is satisfied that
Germany can do better than this, 5% bearer bonds are to be issued
for a further £2,000 mllion, the rate of anortisation being
determ ned by the conm ssion hereafter. This would bring the
annual paynment to £280 million wi thout allow ng anything for the
di scharge of the capital of the last £2,000 mllion

(4) Germany's liability, however, is not limted to £5, 000
mllion, and the reparation comrission is to demand further
i nstal ments of bearer bonds until the total eneny liability under
annex | has been provided for. On the basis of ny estimte of
£8,000 million for the total liability, which is nmore likely to
be criticised as being too | ow than as being too high, the anmount

of this balance will be £3,000 million. Assuming interest at 5%
this will raise the annual paynent to £430 million. w thout
al |l omance for anortisation.

(5) But even this is not all. There is a further provision of
devastating significance. Bonds representing paynents in excess
of £3,000 nmillion are not to be issued until the comrssion is

satisfied that Gernany can neet the interest on them But this
does not nmean that interest is remtted in the nmeantinme. As from
1 May 1921, interest is to be debited to Gernmany on such part of
her outstandi ng debt as has not been covered by paynent in cash
or kind or by the issue of bonds as above, (39*) and 'the rate of
interest shall be 5 per cent unless the commi ssion shal

determine at some future tine that circunstances justify a
variation of this rate.' That is to say, the capital sum of

i ndebt edness is rolling up all the tinme at conpound interest. The
effect of this provision towards increasing the burden is, on the
assunption that Germany cannot pay very large suns at first,
enornmous. At 5% conpound interest a capital sum doubles itself in
fifteen years. On the assunption that CGernmany cannot pay nore
than £150 million annually until 1936 (i.e. 5% interest on £3,000

mllion) the £5,000 mllion on which interest is deferred wll
have risen to £10,000 mllion, carrying an annual interest charge
of £500 mllion. That is to say, even if Germany pays £150
mllion annually up to 1936, she will neverthel ess owe us at that
date nore than half as much again as she does now (£13, 000
mllion as conpared with £8,000 mllion). From 1936 onwards she
will have to pay to us £650 million annually in order to keep

pace with the interest alone. At the end of any year in which she
pays |l ess than this sum she will owe nore than she did at the
beginning of it. And if she is to discharge the capital sumin
thirty years from 1936, i.e. in forty-eight years fromthe

arm stice, she nust pay an additional £130 mllion annually,
making £780 million in all.(40%)

It is, in ny judgnent, as certain as anything can be, for
reasons which | will elaborate in a nonent, that Gernmany 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.
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(6) This is not |less the case because the reparation
commi ssi on has been given discretionary powers to vary the rate
of interest, and to postpone and even to cancel the capita
i ndebtedness. In the first place, sonme of these powers can only
be exercised if the comm ssion or the governnents represented on
it are unani nous. (41*) But al so, which is perhaps nore inportant,
it will be the duty of the reparation conm ssion, until there has
been a unani nous and far-reachi ng change of the policy which the
treaty represents, to extract from Germany year after year the
maxi mum sum obt ai nable. 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 sumfar beyond her capacity, which is then to be reduced
at the discretion of a foreign comm ssion acting with the object
of obtaining each year the maxi mum which the circunstances of
that year permit. The first still |eaves her with sone slight
incentive for enterprise, energy, and hope. The |l atter skins her
alive year by year in perpetuity, and however skilfully and
di screetly the operation is perfornmed, with whatever regard for
not killing the patient in the process, it would represent a
policy which, if it were really entertained and deliberately
practi sed, the judgnent of men woul d soon pronounce to be one of
the npbst outrageous acts of a cruel victor in civilised history.

There are other functions and powers of high significance
which the treaty accords to the reparation conmm ssion. But these
wi |l be npst conveniently dealt with in a separate section

I11. GERMANY'S CAPACITY TO PAY

The forms in which Germany can di scharge the sum which she
has engaged herself to pay are three in number --

(1) inmmediately transferable wealth in the form of gold,
ships, and foreign securities; (2) the value of property in ceded
territory, or surrendered under the armistice; (3) annua
paynments spread over a term of years, partly in cash and partly
in materials such as coal products, potash, and dyes.

There is excluded fromthe above the actual restitution of
property renoved fromterritory occupied by the eneny, as, for
exanpl e, Russian gold, Belgian and French securities, cattle,
machi nery, and works of art. In so far as the actual goods taken
can be identified and restored, they nust clearly be returned to
their rightful owners, and cannot be brought into the genera
reparation pool. This is expressly provided for in article 238 of
the treaty.

1. Imediately transferable wealth

(a) CGold. After deduction of the gold to be returned to
Russia, the official holding of gold as shown in the Reichsbank's
return of 30 Novenber 1918 anpunted to £115,417,900. This was a
very nmuch | arger ampunt than had appeared in the Reichsbank's
return prior to the war, (42*) and was the result of the vigorous
canpaign carried on in Germany during the war for the surrender
to the Reichsbank not only of gold coin but of gold ornanents 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
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return can therefore be taken as probably representing the
maxi mum anount whi ch the German governnent are able to extract
fromtheir people. In addition to gold there was in the

Rei chsbank a sum of about £1 mllion in silver. There nust be,
however, a further substantial amount in circul ation, for the
hol di ngs of the Reichsbank were as high as £9.1 mllion on 31

Decenber 1917, and stood at about £6 million up to the latter
part of October 1918, when the internal run began on currency of
every kind. (43*) W may, therefore, take a total of (say) £125
mllion for gold and silver together at the date of the
arm stice.

These reserves, however, are no longer intact. During the
| ong period which el apsed between the arnmistice 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 nenace of Spartacismrendered this step
necessary in the interests of the Allies thenselves if they
desired the continuance in Gernmany of a stable governnent to
treat with. The question of how such provisions were to be paid
for presented, however, the gravest difficulties. A series of
conferences was held at Tréves, at Spa, at Brussels, and
subsequently at Chateau Villette and Versailles, between
representatives of the Allies and of Germany, with the object of
finding sone nethod of paynment as little injurious as possible to
the future prospects of reparation paynents. The Gernman
representatives nmaintained fromthe outset that the financia
exhaustion of their country was for the tinme being so conplete
that a tenporary loan fromthe Allies was the only possible
expedient. This the Allies could hardly adnmt at a tinme when they
were preparing demands for the i nmedi ate paynment by Gernmany of
i mreasurably | arger suns. But, apart fromthis, the German claim
could not be accepted as strictly accurate so long as their gold
was still untapped and their remaining foreign securities
unmar keted. I n any case, it was out of the question to suppose
that in the spring of 1919 public opinion in the Allied countries
or in Anerica would have allowed the grant of a substantial |oan
to GCermany. On the other hand, the Allies were naturally
reluctant to exhaust on the provisioning of Germany the gold
whi ch seemed to afford one of the few obvious and certain sources
for reparation. Mich tine was expended in the exploration of al
possible alternatives. but it was evident at |last that, even if
German exports and sal eabl e foreign securities had been avail abl e
to a sufficient value, they could not be liquidated in tinme, and
that the financial exhaustion of Germany was so conpl ete that
not hi ng whatever was i mmedi ately available in substantial anopunts
except the gold in the Reichsbank. Accordingly a sum exceeding
£50 million in all out of the Reichsbank gold was transferred by
Germany to the Allies (chiefly to the United States, G eat
Britain, however, also receiving a substantial sun) during the
first six nonths of 1919 in paynent for foodstuffs.

But this was not all. Although Gernmany agreed, under the
first extension of the arm stice, not to export gold w thout
Al lied pernission, this permnmission could not be always withheld.
There were liabilities of the Reichsbank accruing in the
nei ghbouring neutral countries, which could not be nmet otherw se
than in gold. The failure of the Reichsbank to neet its
l[iabilities woul d have caused a depreciation of the exchange so
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injurious to Germany's credit as to react on the future prospects
of reparation. In sone cases, therefore, perm ssion to export
gol d was accorded to the Reichsbank by the Supreme Econom c
Council of the Allies.

The net result of these various neasures was to reduce the
gold reserve of the Reichsbank by nore than half, the figures
falling from£115 mllion to £55 million in Septenber 1919.

It would be possible under the treaty to take the whol e of
this latter sumfor reparation purposes. It anpounts, however, as
it is, toless than 4 % of the Reichsbank's note issue, and the
psychol ogi cal effect of its total confiscation m ght be expected
(having regard to the very |large volume of mark-notes held
abroad) to destroy the exchange val ue of the mark al nost

entirely. A sumof £5 mllion, £10 mllion, or even £20 mllion
m ght be taken for a special purpose. But we may assune that the
reparation commssion will judge it inprudent, having regard to

the reaction on their future prospects of securing paynent, to
ruin the German currency system altogether, nore particularly
because the French and Bel gi an governments, being hol ders of a
very |arge volunme of mark-notes formerly circulating in the
occupi ed or ceded territory have a great interest in naintaining
sone exchange value for the mark, quite apart fromreparation
prospects.

It follows, therefore, that no sumworth speaki ng of can be
expected in the formof gold or silver towards the initia
paynment of £1,000 million due by 1921

(b) Shipping. Germany has engaged, as we have seen above, to
surrender to the Allies virtually the whole of her merchant
shi pping. A considerable part of it, indeed, was already 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 agreenent in connection with the
supply of foodstuffs.(44*) Estimating the tonnage of Gernman

shipping to be taken over under the treaty at 4 mllion gross
tons, and the average value per ton at £30 per ton, the tota
noney val ue involved is £120 million. (45%)

(c) Foreign securities. Prior to the census of foreign
securities carried out by the German governnent in Septenber
1916, (46*) of which the exact results have not been nade public,
no official return of such investments was ever called for in
Germany, and the various unofficial estimates are confessedly
based on insufficient data, such as the adni ssion of foreign
securities to the German stock exchanges, the receipts of the
stanp duties, consular reports, etc. The principal Gernman
estimates current before the war are given in the appended
footnote. (47*) This shows a general consensus of opinion anong
German authorities that their net foreign investments were

upwards of £1,250 million. | take this figure as the basis of ny
cal cul ations, although |I believe it to be an exaggeration; £1, 000
mllion would probably be a safer figure.

Deductions fromthis aggregate total have to be nade under
four heads.

(i) Investnments in Allied countries and in the United States,
whi ch between them constitute a considerable part of the world,
have been sequestrated by Public Trustees, custodians of eneny
property, and simlar officials, and are not available for
reparation except in so far as they show a surplus over various
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private clainms. Under the schene for dealing with eneny debts
outlined in chapter 4, the first charge on these assets is the
private claims of Allied against German nationals. It is

unli kely, except in the United States, that there will be any
appreci abl e surplus for any other purpose.

(ii) Germany's nost inportant fields of foreign investnent
before the war were not, |ike ours, overseas, but in Russia,
Austria-Hungary, Turkey, Roummnia, and Bul garia. A great part of
t hese has now becone al nost val uel ess, at any rate for the tine
bei ng; especially those in Russia and Austria-Hungary. If present
mar ket value is to be taken as the test, none of these
i nvestments are now sal eabl e above a nominal figure. Unless the
Allies are prepared to take over these securities much above
their nom nal market valuation, and hold them for future
realisation, there is no substantial source of funds for
i medi ate paynent in the formof investnents in these countries.

(iii) While Germany was not in a position to realise her
foreign investnents 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 canme into
the war, she is believed to have resold a large part of the pick
of her investnments in Anerican securities, although some current
estimates of these sales (a figure of £60 mllion has been
menti oned) are probably exaggerated. But throughout the war and
particularly in its |later stages, when her exchanges were weak
and her credit in the neighbouring neutral countries was beconi ng
very |low, she was disposing of such securities as Holl and,

Swi t zerl and, and Scandi navia woul d buy or woul d accept as
collateral. It is reasonably certain that by June 1919 her

i nvestments in these countries had been reduced to a negligible
figure and were far exceeded by her liabilities in them Germany
has al so sold certain overseas securities, such as Argentine
cedul as, for which a market coul d be found.

(iv) It is certain that since the arm stice there has been a
great flight abroad of the foreign securities still remaining in
private hands. This is exceedingly difficult to prevent. Gernman
foreign investnents are as a rule in the form of bearer
securities and are not registered. They are easily snuggl ed
abroad across Germany's extensive land frontiers, and for sone
nmont hs before the concl usion of peace it was certain that their
owners would not be allowed to retain themif the Allied
governnments coul d di scover any nethod of getting hold of them
These factors conbined to stinmulate human ingenuity, and the
efforts both of the Allied and of the German governnents to
interfere effectively with the outflow are believed to have been
largely futile.

In face of all these considerations, it will be a mracle 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 Gernmany exhaust between them al npst
the whole of the civilised world; and, as we have seen, we cannot
expect nuch to be available for reparation frominvestnments in
any of these quarters. Indeed there remain no countries of
i mportance for investnents except those of South America.

To convert the significance of these deductions into figures
i nvol ves nmuch guesswork. | give the reader the best persona
estimate | can form after pondering the matter in the |ight of
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the available figures and other rel evant data.

| put the deduction under (i) at £300 million, of which £100
mllion may be ultimately available after neeting private debts,
etc.

As regards (ii) -- according to a census taken by the
Austrian Mnistry of Finance on 31 Decenber 1912, the nom nal
val ue of the Austro-Hungarian securities held by Germans was
£197, 300, 000. Germany's pre-war investnents in Russia outside
government securities have been estimated at £95 million, which
is much | ower than would be expected, and in 1906 Sartorius von
Wal t er shausen estimated her investnments in Russian governnent
securities at £150 mllion. This gives a total of £245 million
which is to some extent borne out by the figure of £200 million
given in 1911 by Dr Ischchanian as a deliberately nodest
estimate. A Roumani an estinmate, published at the tine of that
country's entry into the war, gave the value of Germany's
i nvestments in Rounmania at £4, 000, 000- £4, 400, 000, of which
£2, 800, 000- £3, 200, 000 were in government securities. An
associ ation for the defence of French interests in Turkey, as
reported in the Tenps (8 Septenber 1919), has estimated the tota
amount of German capital invested in Turkey at about £59 nillion
of which, according to the |latest Report of the council of
forei gn bondhol ders, £32,500,000 was held by German nationals in
the Turkish external debt. No estimates are available to nme of
Germany's investnents in Bulgaria. Altogether | venture a
deduction of £500 mllion in respect of this group of countries
as a whol e.

Resal es and the pledging as collateral of securities during
the war under (iii) | put at £100 million to £150 mllion
conprising practically all Germany's hol di ng of Scandi navi an
Dutch, and Swi ss securities, a part of her South Anmerican
securities, and a substantial proportion of her North Anerican
securities sold prior to the entry of the United States into the
war .

As to the proper deduction under (iv) there are naturally no
avail abl e figures. For nonths past the European Press has been
full of sensational stories of the expedients adopted. But if we
put the value of securities which have already |eft Gernmany or
have been safely secreted within Germany itself beyond di scovery
by the nost inquisitorial and powerful nmethods at £100 million
we are not likely to overstate it.

These various itens |ead, therefore, in all to a deduction of
a round figure of about £1,000 million, and |l eave us with an
anmount of £250 million theoretically still avail able. (48%)

To some readers this figure may seem | ow, but let them
remenber that it purports to represent the remant of sal eable
securities upon which the German governnent mnight be able to |ay
hands for public purposes. In ny own opinion it is much too high
and considering the problemby a different nmethod of attack
arrive at a lower figure. For |eaving out of account sequestered
Allied securities and investnments in Austria, Russia, etc., what
bl ocks of securities, specified by countries and enterprises, can
Germany possibly still have which could amunt to as nuch as £250
mllion? | cannot answer the question. She has sonme Chi nese
government securities which have not been sequestered, a few
Japanese perhaps, and a nore substantial value of first-class
Sout h Anerican properties. But there are very few enterprises of
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this class still in German hands, and even their value is
measured by one or two tens of millions, not by fifties or
hundreds. He would be a rash man, in my judgnent, who joined a
syndicate to pay £100 mllion in cash for the unsequestered
remmant of Gernmmny's overseas investnents. |f the reparation
conmi ssion is to realise even this lower figure, it is probable
that they will have to nurse, for sone years, the assets which
they take over, not attenpting their disposal at the present
time.

We have, therefore, a figure of from£100 mllion to £250
mllion as the maxi mum contribution from Germany's foreign
securities.

Her imredi ately transferable wealth is conposed, then, of:
(a) gold and silver -- say £60 mllion; (b) ships -- £120
mllion; (c) foreign securities -- £100-250 mllion

Of the gold and silver, it is not, in fact, practicable to
take any substantial part w thout consequences to the German
currency systeminjurious to the interests of the Allies
t hensel ves. The contribution fromall these sources together
whi ch the reparation comm ssion can hope to secure by May 1921
may be put, therefore, at from£250 nmillion to £350 mllion as a
mexi mum (49*)

2. Property in ceded territory or surrendered under the arm stace

As the treaty has been drafted Germany will not receive
i mportant credits avail abl e towards neeting reparation in respect
of her property in ceded territory.

Private property in nost of the ceded territory is utilised
towards di scharging private German debts to Allied nationals, and
only the surplus, if any, is available towards reparation. The
val ue of such property in Poland and the other new states is
payabl e direct to the owners.

Government property in Alsace-Lorraine, in territory ceded to
Bel gium and in Gernmany's former colonies transferred to a
mandatory, is to be forfeited without credit given. Buildings,
forests, and other state property which belonged to the fornmer
ki ngdom of Pol and are also to be surrendered w thout credit.
There remain, therefore, governnment properties, other than the
above, surrendered to Pol and, government properties in Schlesw g
surrendered to Dennmark, (50*) the value of the Saar coal fields,
the value of certain river craft, etc., to be surrendered under
the ports, waterways, and railways chapter, and the val ue of the
German submarine cables transferred under annex VIl of the
reparati on chapter.

What ever the treaty may say, the reparation conm ssion will

not secure any cash paynents from Pol and. | believe that the Saar
coal fi el ds have been valued at from£15 mllion to £20 mllion. A
round figure of £30 mllion for all the above itens, excluding

any surplus available in respect of private property, is probably
a liberal estimate.

There remai ns the value of material surrendered under the
arm stice. Article 250 provides that a credit shall be assessed
by the reparation comr ssion for rolling-stock surrendered under
the arm stice as well as for certain other specified itens, and
generally for any material so surrendered for which the
reparati on comm ssion think that credit should be given, 'as
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having non-mlitary value'. The rolling-stock (150,000 wagons and
5,000 | oconmotives) is the only very valuable item A round figure
of £50 million, for all the armi stice surrenders, is probably
again a |liberal estimte.

We have, therefore, £80 million to add in respect of this
heading to our figure of £250-350 m|lion under the previous
headi ng. This figure differs fromthe preceding in that it does
not represent cash capable of benefiting the financial situation
of the Allies, but is only a book credit between thensel ves or
bet ween t hem and Cer nany.

The total of £330 million to £430 million now reached is not,
however, available for reparation. The first charge upon it,
under article 251 of the treaty, is the cost of the arm es of
occupation both during the arm stice and after the concl usion of
peace. The aggregate of this figure up to May 1921 cannot be
calcul ated until the rate of withdrawal is known which is to
reduce the nonthly cost fromthe figure exceeding £20 nmillion
whi ch prevailed during the first part of 1919, to that of £1
mllion, which is to be the normal figure eventually. | estimate,
however, that this aggregate may be about £200 million. This
| eaves us with from£100 mllion to £200 mllion still in hand

Qut of this, and out of exports of goods, and paynents in
ki nd under the treaty prior to May 1921 (for which | have not as
yet nmade any all owance), the Allies have held out the hope that
they will allow Germany to receive back such sunms for the
purchase of necessary food and raw nmaterials as the forner deem
it essential for her to have. It is not possible at the present
time to forman accurate judgnent either as to the noney-val ue of

t he goods which Germany will require to purchase from abroad in
order to re-establish her econonmic life, or as to the degree of
liberality with which the Allies will exercise their discretion

If her stocks of raw materials and food were to be restored to
anyt hi ng approaching their normal |evel by May 1921, Germany
woul d probably require foreign purchasing power of from£100 to
£200 million at least, in addition to the value of her current
exports. While this is not likely to be permtted, | venture to
assert as a matter beyond reasonabl e dispute that the social and
econom ¢ condition of Germany cannot possibly pernmit a surplus of
exports over inmports during the period prior to May 1921, and
that the value of any paynments in kind with which she may be able
to furnish the Allies under the treaty in the formof coal, dyes,
timber, or other materials will have to be returned to her to
enable her to pay for inports essential to her existence.(51%)
The reparation commi ssion can, therefore, expect no addition
from other sources to the sumof from £100 nillion to £200
mllion with which we have hypothetically credited it after the
realisation of Germany's imredi ately transferable wealth, the
calculation of the credits due to Germany under the treaty, and
the di scharge of the cost of the arm es of occupation. As Bel gi um
has secured a private agreenment with France, the United States,
and Great Britain, outside the treaty, by which she is to
recei ve, towards satisfaction of her clains, the first £100
mllion avail able for reparation, the upshot of the whole matter
is that Bel gi um may possibly get her £100 nillion 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
i mprudent for finance ministers to lay their plans on any ot her
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hypot hesi s.
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 al nost
total |oss of her col onies, her overseas connections, her
mercantile marine, and her foreign properties, by the cession of
ten per cent of her territory and popul ation, of one-third of her
coal and of three-quarters of her iron ore, by two mllion
casual ties anongst 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 | ess than one-seventh its
former value, by the disruption of her allies and their
territories, by revolution at honme and Bol shevi sm on her borders,
and by all the unmeasured ruin in strength and hope of four years
of all-swallow ng war and final defeat.

Al this, one would have supposed, is evident. Yet npst
estimtes of a great indemity from Germany depend on the
assunption that she is in a position to conduct in the future a
vastly greater trade than ever she has had in the past.

For the purpose of arriving at a figure it is of no great
consequence whet her paynent takes the form of cash (or rather of
forei gn exchange) or is partly effected in kind (coal, dyes,
timber, etc.), as contenplated by the treaty. In any event, it is
only by the export of specific commdities that Germany can pay,
and the nmethod of turning the value of these exports to account
for reparation purposes is, comparatively, a nmatter of detail

We shall |ose ourselves in nere hypothesis unless we return
in some degree to first principles and, whenever we can, to such
statistics as there are. It is certain that an annual paynent can
only be made by Germany over a series of years by dimnishing her
i mports and increasing her exports, thus enlarging the balance in
her favour which is available for effecting paynents abroad.
Germany can pay in the long run in goods, and in goods only,
whet her these goods are furnished direct to the Allies, or
whet her they are sold to neutrals and the neutral credits so
arising are then nmade over to the Allies. The nost 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 anal ysis,
suppl enented by sone general data as to the aggregate
weal t h- produci ng capacity of the country, can a rational guess be
made as to the maxi num degree to which the exports of Germany
coul d be brought to exceed her inports.

In the year 1913 Germany's inports ampunted to £538 nillion
and her exports to £505 million, exclusive of transit trade and
bullion. That is to say, inports exceeded exports by about £33

mllion. On the average of the five years ending 1913, however,
her inports exceeded her exports by a substantially |arger
anount, nanely, £74 mllion. It follows, therefore, that nore

than the whol e of Germany's pre-war bal ance for new foreign

i nvestment was derived fromthe interest on her existing foreign
securities, and fromthe profits of her shipping, foreign

banki ng, etc. As her foreign properties and her mercantile marine
are now to be taken from her, and as her foreign banking and

ot her mi scel | aneous sources of revenue from abroad have been
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| argely destroyed, it appears that, on the pre-war basis of
exports and inports, Germany, so far from having a surplus
wherewith to nake a foreign paynent, would be not nearly
sel f-supporting. Her first task, therefore, nust be to effect a
readj ust ment of consunption and production to cover this deficit.
Any further econony she can effect in the use of inported
commodities, and any further stinulation of exports will then be
avail abl e for reparation.

Two-thirds of Germany's inport and export trade is enunerated
under separate headings in the follow ng tables. The
consi derations applying to the enunerated portions may be assuned
to apply nore or less to the remaining one-third, which is
conposed of commodities of mnor inportance individually.

Cerman exports, 1913 Armount Per cent age of
(mllion £) total exports

I ron goods (i ncluding

tin-plates, etc.) 66. 13 13.2
Machi nery and parts

(i ncludi ng notor-cars) 37.55 7.5
Coal, coke, and briquettes 35.34 7.0

Wool | en goods (i ncl uding
raw and conbi ned woo

and cl ot hi ng) 29. 40 5.9

Cotton goods (including
raw cotton, yarn and thread) 28.15 5.6
196. 57 39.2

Cereals, etc. (including

rye, oats, wheat, hops) 21.18 4.1
Leat her and | eat her goods 15. 47 3.0
Sugar 13. 20 2.6
Paper, etc. 13. 10 2.6
Furs 11.75 2.2

El ectri cal goods
(install ati ons, machinery,

| anps, cabl es) 10. 88 2.2
Si | k goods 10. 10 2.0
Dyes 9.76 1.9
Copper goods 6. 50 1.3
Toys 5.15 1.0
Rubber and rubber goods 4.27 0.9
Books, maps, and nusic 3.71 0.8
Pot ash 3.18 0.6
G ass 3.14 0.6
Pot assi um chl ori de 2.91 0.6
Pi anos, organs, and parts 2.77 0.6
Raw zi nc 2.74 0.5
Porcel ai n 2.53 0.5

142. 34 28.0
O her goods, unenunerated 165. 92 32.8
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Tot al 504. 83 100.0
Cerman inports, 1913 Anmount Per cent age of
(mllion £) total inports
1. Raw materials:
Cot ton 30.35 5.6
Hi des and skins 24. 86 4.6
Wool 23. 67 4.4
Copper 16. 75 3.1
Coal 13. 66 2.5
Ti mber 11. 60 2.2
Iron ore 11. 35 2.1
Furs 9. 35 1.7
Fl ax and fl axseed 9. 33 1.7
Sal tpetre 8.55 1.6
Silk 7.90 1.5
Rubber 7.30 1.4
Jute 4.70 0.9
Petr ol eum 3.49 0.7
Tin 2.91 0.5
Phosphorus chal k 2.32 0.4
Lubricating oil 2.29 0.4
190. 38 35.3

1. Food, tobacco, etc.
Cereal s, etc. (wheat,

barl ey, bran, rice, nmize,

oats, rye, clover) 65. 51 12.2

O | seeds and cake, etc.
(including pal mkernels,

copra, cocoa beans) 20.53 3.8
Cattle, lanb fat, bladders 14.62 2.8
Cof f ee 10. 95 2.0
Eggs 9.70 1.8
Tobacco 6.70 1.2
Butter 5.93 1.1
Hor ses 5.81 1.1
Fruit 3. 65 0.7
Fi sh 2.99 0.6
Poul try 2.80 0.5
W ne 2.67 0.5

151. 86 28.3
I11. Manufactures:
Cotton yarn and thread
and cotton goods 9.41 1.8
Wool | en yarn and
wool | en goods 7.57 1.4
Machi nery 4.02 0.7
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21. 00 3.9
I V. Unenuner at ed 175. 28 32.5
Tot al 538. 52 100.0

These tabl es show that the npst inportant exports consisted
of: (1) iron goods, including tin-plates (13.2%; (2) machinery,
etc. (7.5%; (3) coal, coke, and briquettes (79 ; (4) woollen
goods, including raw and conmbed wool (5.9 9% ; and (5) cotton
goods, including cotton yarn and thread and raw cotton (5.6%,
these five classes between them accounting for 39.2% of the tota
exports. It will be observed that all these goods are of a kind
in which before the war conpetition between Germany and the
Uni ted Ki ngdom was very severe. If, therefore, the volune of such
exports to overseas or European destinations is very largely
i ncreased the effect upon British export trade nust be
correspondingly serious. As regards two of the categories,
nanmely, cotton and wool |l en goods, the increase of an export trade
i s dependent upon an increase of the inport of the raw materi al
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 consunption, and even then the effective increase is
not the gross value of the exports, but only the difference
between the val ue of the manufactured exports and of the inported
raw material. As regards the other three categories, nanely,
machi nery, iron goods, and coal, Germany's capacity to increase
her exports will have been taken from her by the cessions of
territory in Poland, Upper Silesia, and Al sace-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 |l ess than three-quarters of her iron-ore production, 38% of
her bl ast furnaces, and 9.5% of her iron and steel foundries.

Unl ess, therefore, Alsace-Lorraine and Upper Silesia send their
iron ore to Germany proper, to be worked up, which will involve
an increase in the inports for which she will have to find
paynment, so far fromany increase in export trade being possible,
a decrease is inevitable. (52*%)

Next on the list cone cereals, |eather goods, sugar, paper
furs, electrical goods, silk goods, and dyes. Cereals are not a
net export and are far nore than bal anced by inports of the sane
commodities. As regards sugar, nearly 90 per cent of Germany's
pre-war exports came to the United Kingdom (53*) An increase in
this trade m ght be stinmulated by the grant of a preference in
this country to German sugar or by an arrangenent by which sugar
was taken in part paynent for the indemity on the sane |ines as
has been proposed for coal, dyes, etc. Paper exports also m ght
be capabl e of sone increase. Leather goods, furs, and silks
depend upon correspondi ng i nports on the other side of the
account. Silk goods are largely in conpetition with the trade of
France and Italy. The remaining itens are individually very
small. | have heard it suggested that the indemity m ght be paid
to a great extent in potash and the |ike. But potash before the
war represented 0.6% of Gernmany's export trade, and about £3
mllion in aggregate value. Besides, France, having secured a
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potash field in the territory which has been restored to her
will not welconme a great stinulation of the German exports of
this materi al

An exam nation of the inport list shows that 63.6% are raw
materials and food. The chief itens of the former class, nanely,
cotton, wool, copper, hides, iron ore, furs, silk, rubber, and
tin, could not be nuch reduced wi thout reacting on the export
trade, and m ght have to be increased if the export trade was to
be increased. Inports of food, nanmely, wheat, barley, coffee,
eggs, rice, maize, and the like, present a different problem It
is unlikely that, apart fromcertain conforts, the consunption of
food by the German | abouring classes before the war was in excess
of what was required for maxi mum efficiency; indeed, it probably
fell short of that anpunt. Any substantial decrease in the
i mports of food would therefore react on the efficiency of the
i ndustrial population, and consequently 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
industry 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 a régine in which for the future no Gernman
drank beer or coffee, or snoked any tobacco, a substantial saving
could be effected. Otherwise there seens |little roomfor any
signi ficant reduction.

The foll owi ng anal ysis of German exports and inports
according to destination and origin is also relevant. Fromthis
it appears that of Germany's exports in 1913, 18% went to the
British enpire, 17%to France, Italy, and Belgium 10%to Russia
and Roumania, and 7%to the United States; that is to say, nore
than half of the exports found their market in the countries of
the Entente nations. O the bal ance, 12% went to Austri a-Hungary,
Turkey, and Bul garia, and 35% el sewhere. Unless, therefore, the
present Allies are prepared to encourage the inportation of
German products, a substantial increase in total volune can only
be effected by the whol esal e swanpi ng of neutral markets.

GERMAN TRADE (1913) ACCORDI NG TO DESTI NATI ON AND ORI GI N

Destination of Germany's Oigin of Germany's

exports i nports

MI1llion £ Per cent MI1llion £ Per cent
Great Britain 71.91 14. 2 43. 80 8.1
I ndi a 7.53 1.5 27.04 5.0
Egypt 2.17 0.4 5.92 1.1
Canada 3.02 0.6 3.20 0.6
Australia 4.42 0.9 14. 80 2.8
South Africa 2.34 0.5 3.48 0.6
Tot al
British enpire 91.39 18.1 98. 24 18.2
France 39. 49 7.8 29. 21 54
Bel gi um 27.55 5.5 17. 23 3.2
Italy 19. 67 3.9 15. 88 3.0
U S A 35. 66 7.1 85. 56 15.9
Russi a 44. 00 8.7 71.23 13.2
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Roumani a 7.00 1.4 3.99 0.7
Austri a- Hungary 55. 24 10.9 41. 36 7.7
Tur key 4.92 1.0 3.68 0.7
Bul gari a 1.51 0.3 0.40 ---
Ot her counties 178.04 35.3 171. 74 32.0

504. 47 100.0 538. 52 100.0

The above anal ysis affords sone indication of the possible
magni tude of the maxi mum nodi fication of Germany's export bal ance
under the conditions which will prevail after the peace. On the
assunptions (1) that we do not specially favour CGermany over
ourselves in supplies of such raw materials as cotton and woo
(the world's supply of which is Iimted), (2) that France, having
secured the iron-ore deposits, nakes a serious attenpt to secure
the blast furnaces and the steel trade also, (3) that Gernmany is
not encouraged and assisted to undercut the iron and other trades
of the Allies in overseas markets, and (4) that a substantia
preference is not given to German goods in the British enpire, it
is evident by examination of the specific items that not nuch is
practicabl e.

Let us run over the chief items again: (1) Iron goods. In
view of Germany's | oss of resources, an increased net export
seens i npossible and a | arge decrease probable. (2) Mchinery.
Sone increase is possible. (3) Coal and coke. The val ue of
Germany's net export before the war was £22 mllion; the Alies
have agreed that for the time being 20 mllion tons is the
maxi mum possi bl e export with a problematic (and in fact)

i npossible increase to 40 million tons at sone future time; even
on the basis of 20 mllion tons we have virtually no increase of
val ue, neasured in pre-war prices;(54*) whilst, if this amount is
exacted, there nust be a decrease of far greater value in the
export of manufactured articles requiring coal for their
production. (4) Wollen goods. An increase is inpossible wthout
the raw wool, and, having regard to the other clains on supplies
of raw wool, a decrease is likely. (5) Cotton goods. The sane
consi derations apply as to wool. (6) Cereals. There never was and
never can be a net export. (7) Leather goods. The sane

consi derations apply as to wool

We have now covered nearly half of Germany's pre-war exports,
and there is no other combdity which formerly represented as
much as 3 per cent of her exports. In what compdity is she to
pay? Dyes? -- their total value in 1913 was £10 nmllion. Toys?
Pot ash? -- 1913 exports were worth £3 nillion. And even if the
commodities could be specified, in what nmarkets are they to be
sol d? -- renenbering that we have in mnd goods to the val ue not
of tens of mllions annually, but of hundreds of millions.

On the side of inports, rather nore is possible. By |owering
the standard of life, an appreciable reduction of expenditure on
i mported commodities nay be possible. But, as we have already
seen, nmany large itens are incapable of reduction wthout
reacting on the volunme of exports.

Let us put our guess as high as we can without being foolish,
and suppose that after a tinme Germany will be able, in spite of
t he reduction of her resources, her facilities, her markets, and
her productive power, to increase her exports and di m nish her
imports so as to inprove her trade bal ance altogether by £100
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mllion annually, measured in pre-war prices. This adjustnent is
first required to liquidate the adverse trade bal ance, which in
the five years before the war averaged £74 nillion; but we wil
assune that after allowing for this, she is left with a
favourabl e trade bal ance of £50 million a year. Doubling this to
allow for the rise in pre-war prices, we have a figure of £100
mllion. Having regard to the political, social, and human
factors, as well as to the purely econonic, | doubt if Gernany
could be nade to pay this sum annually over a period of 30 years;
but it would not be foolish to assert or to hope that she coul d.

Such a figure, allowing 5% for interest, and 1% for repaynent
of capital, represents a capital sum having a present val ue of
about £1,700 mllion. (55%)

I reach, therefore, the final conclusion that, including al
met hods of paynent -- inmediately transferable wealth, ceded
property, and an annual tribute -- £2,000 nillion is a safe
maxi mum figure of Germany's capacity to pay. In all the actua
circunstances, | do not believe that she can pay as nuch. Let
t hose who consider this a very low figure, bear in nind the
foll owi ng remarkabl e conpari son. 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 noney, an indemity from
Germany of £500 million would, therefore, be about conparable to
the sum paid by France in 1871; and as the real burden of an
i ndemmity increases nore than in proportion to its amount, the
paynment of £2,000 million by Germany woul d have far severer
consequences than the £200 million paid by France in 1871

There is only one head under which | see a possibility of
adding to the figure reached on the line of argunment adopted
above; that is, if German | abour is actually transported to the
devastated areas and there engaged in the work of reconstruction
I have heard that a limted schene of this kind is actually in
view. The additional contribution thus obtai nabl e depends on the
nunber of |abourers which the German government could contrive to
mai ntain in this way and al so on the nunmber which, over a period
of years, the Belgian and French inhabitants would tolerate in
their mdst. In any case, it would seemvery difficult to enpl oy
on the actual work of reconstruction, even over a numnber of
years, inported | abour having a net present val ue exceedi ng (say)
£250 mIlion; and even this would not prove in practice a net
addition to the annual contributions obtainable in other ways.

A capacity of £8,000 mllion or even of £5,000 mllion is,
therefore, not within the linmts of reasonable possibility. It is
for those who believe that Germany can nake an annual paynent
anounting to hundreds of millions sterling to say in what
specific commodities they intend this paynent to be made, and in
what markets the goods are to be sold. Until they proceed to sone
degree of detail, and are able to produce sone tangi bl e argunent
in favour of their conclusions, they do not deserve to be
bel i eved. (56*)

I make three provisos only, none of which affect the force of
my argunent for inmediate practical purposes.

First: if the Allies were to 'nurse' the trade and industry
of Germany for a period of five or ten years, supplying her with
| arge | oans, and with anpl e shipping, food, and raw materials
during that period, building up markets for her, and deliberately
applying all their resources and goodwill to making her the
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greatest industrial nation in Europe, if not in the world, a
substantially larger sum coul d probably be extracted thereafter
for Germany is capable of very great productivity.

Second: whilst | estimate in terns of noney, | assune that
there is no revolutionary change in the purchasi ng power of our
unit of value. If the value of gold were to sink to a half or a
tenth of its present value, the real burden of a paynent fixed in
terms of gold would be reduced proportionately. If a gold
sovereign cones to be worth what a shilling is worth now, then,
of course, Germany can pay a larger sumthan | have naned,
nmeasured in gold sovereigns.

Third: | assume that there is no revolutionary change in the
yield of nature and material to man's labour. It is not
i mpossi bl e that the progress of science should bring within our
reach methods and devi ces by which the whole standard of life
woul d be raised i measurably, and a given vol une of products
woul d 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 foolishly.

It is true that in 1870 no man coul d have predicted Germany's
capacity in 1910. We cannot expect to legislate for a generation
or nore. The secul ar changes in man's econom ¢ condition and the
liability of human forecast to error are as likely to lead to
nm stake in one direction as in another. We cannot as 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 nmay suppose
ourselves to have sone neasure of prevision; and we are not at
fault if we | eave on one side the extreme chances of human
exi stence and of revolutionary changes in the order of Nature or
of man's relations to her. The fact that we have no adequate
know edge of Gernmmny's capacity to pay over a |long period of
years is no justification (as | have heard sone people claimthat

it is) for the statenent that she can pay ten thousand mllion
pounds.

Why has the world been so credul ous of the unveracities of
politicians? If an explanation is needed, | attribute this

particular credulity to the follow ng influences in part.

In the first place, the vast expenditures of the war, the
inflation of prices, and the depreciation of currency, |eading up
to a conplete instability of the unit of value, have made us | ose
all sense of nunber and nmagnitude in matters of finance. What we
believed to be the Iinmts of possibility have been so enornously
exceeded, and those who founded their expectations on the past
have been so often wrong, that the man in the street is now
prepared to believe anything which is told himw th some show of
authority, and the larger the figure the nore readily he swall ows
it.

But those who look into the matter nore deeply are sometines
m sled by a fallacy nmuch nore plausible to reasonabl e persons.
Such a one m ght base his conclusions on Germany's total surplus
of annual productivity as distinct fromher export surplus.

Hel fferich's estinmate of Germany's annual increment of wealth in
1913 was £400 million to £425 mllion (exclusive of increased
nmoney val ue of existing land and property). Before the war,
Germany spent between £50 nmillion and £100 nillion on armanents,
wi th which she can now di spense. Wiy, therefore, should she not
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pay over to the Allies an annual sum of £500 million? This puts
the crude argunent in its strongest and nost plausible form

But there are two errors init. 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 previous level. The |oss of Alsace-Lorraine, Pol and,
and Upper Silesia could not be assessed in ternms of surplus
productivity at less than £50 mllion annually. Germany is
supposed to have profited about £100 nillion per annum from her
shi ps, her foreign investnents, and her foreign banking and
connections, all of which have now been taken from her. Her
saving on armanents is far nore than bal anced by her annua
charge for pensions, now estimated at £250 m|lion, (57*) which
represents a real |oss of productive capacity. And even if we put
on one side the burden of the internal debt, which ambunts to 240
mlliards of marks, as being a question of internal distribution
rather than of productivity, we nust still allow for the foreign
debt incurred by Germany during the war, the exhaustion of her
stock of raw materials, the depletion of her livestock, the

i mpai red productivity of her soil fromlack of manures and of

| abour, and the dimnution in her wealth fromthe failure to keep
up many repairs and renewal s 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
fromthe factors previously allowed for, could hardly be put at

| ess than ten per cent, that is £40 nillion annually.

These factors have already reduced Germany's annual surplus
to less than the £100 nillion at which we arrived on other
grounds as the maxi mum of her annual paynments. But even if the
rej oi nder be made that we have not yet allowed for the | owering
of the standard of life and confort in Germany which may
reasonably be inposed on a defeated eneny, (58*) there is still a
fundamental fallacy in the nethod of cal culation. An annua
surplus avail able for home investnent can only be converted into
a surplus avail able for export abroad by a radical change in the
ki nd of work performed. Labour, while it may be avail abl e and
efficient for donestic services in Germany, may yet be able to
find no outlet in foreign trade. W are back on the same question
whi ch faced us in our exam nation of the export trade -- in what
export trade is German | abour going to find a greatly increased
outl et? Labour can only be diverted into new channels with | oss
of efficiency, and a | arge expenditure of capital. The annua
surpl us which German | abour can produce for capital inprovenents
at hone is no neasure, either theoretically or practically, of
the annual tribute which she can pay abroad.

| V. THE REPARATI ON COWM SSI ON

This body is so renmarkable a construction and may, if it
functions at all, exert so wide an influence on the |ife of
Europe, that its attributes deserve a separate exam nation.

There are no precedents for the indemity inposed on Germany
under the present treaty; for the nobney exactions which forned
part of the settlement after previous wars have differed in two
fundanental respects fromthis one. The sum demanded has been
determ nate and has been nmeasured in a |lunp sum of noney; and so
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Il ong as the defeated party was nmeeting the annual instal ments of
cash, no further interference was necessary.

But for reasons already elucidated, the exactions in this
case are not yet determ nate, and the sum when fixed will prove
in excess of what can be paid in cash and in excess al so 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 node of paynent, and
to approve necessary abatements and delays. It was only possible
to place this body in a position to exact the utnost year by year
by giving it wide powers over the internal, economc |life of the
eneny countries who are to be treated henceforward as bankrupt
estates to be adm nistered by and for the benefit of the
creditors. In fact, however, its powers and functions have been
enl arged even beyond what was required for this purpose, and the
reparati on comm ssion has been established as the final arbiter
on numerous econom ¢ and financial issues which it was conveni ent
to | eave unsettled in the treaty itself.(59*%)

The powers and constitution of the reparation comr ssion are
mainly laid down in articles 233-41 and annex |1 of the
reparation chapter of the treaty with Germany. But the sane
commi ssion is to exercise authority over Austria and Bul gari a,
and possi bly over Hungary and Turkey, when peace is nmade with
these countries. There are therefore anal ogous articles nutatis
mutandis in the Austrian treaty(60*) and in the Bulgarian
treaty. (61%)

The principal Allies are each represented by one chi ef
del egate. The del egates of the United States, Great Britain,
France, and Italy take part in all proceedings; the del egate of
Bel giumin all proceedi ngs except those attended by the del egates
of Japan or the Serb-Croat-Slovene state; the del egate of Japan
in all proceedings affecting maritinme or specifically Japanese
qguestions; and the del egate of the Serb-Croat-Sl ovene state when
guestions relating to Austria, Hungary, or Bulgaria are under
consideration. Other Allies are to be represented by del egates,
Wi t hout the power to vote, whenever their respective clainms and
interests are under exam nati on.

In general the comr ssion decides by a majority vote, except
in certain specific cases where unanimty is required, of which
the nost inportant are the cancellation of German indebtedness,
| ong postponenent of the instalnents, and the sale of Gernman
bonds of indebtedness. The commission is endowed with ful
executive authority to carry out its decisions. It nay set up an
executive staff and del egate authority to its officers. The
commi ssion and its staff are to enjoy diplomtic privileges, and

its salaries are to be paid by Germany, who will, however, have
no voice in fixing them If the conmission 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 wll
be in Paris, the econom c destiny of Central Europe is to be

ent rust ed.

Its main functions are as foll ows:

(1) The commi ssion will determne the precise figure of the
cl ai m agai nst the enemy Powers by an exami nation in detail of the
clainms of each of the Allies under annex | of the reparation
chapter. This task must be conpleted by May 1921. It shall give
to the German governnent and to Germany's allies "a just
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opportunity to be heard, but not to take any part whatever in the
deci sions of the commission'. That is to say, the commi ssion will
act as a party and a judge at the sane tine.

(2) Having determned the claim it will draw up a schedul e
of paynents providing for the discharge of the whole sumwith
interest within thirty years. Fromtine to tine it shall, with a
view to nodi fying the schedule within the limts 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
commi ssion shall exam ne the German system of taxation, first, to
the end that the sunms for reparation which Germany is required to
pay shall beconme a charge upon all her revenues prior to that for
the service or discharge of any donestic |oan, and secondly, so
as to satisfy itself that, in general, the German schene of
taxation is fully as heavy proportionately as that of any of the
Powers represented on the conmi ssion.'

(3) Up to May 1921 the conmmi ssion has power, with a viewto
securing the paynent of £1,000 million, to demand the surrender
of any piece of German property whatever, wherever situated: that
is to say, 'Cermany shall pay in such instalnents and in such
manner, whether in gold, commodities, ships, securities, or
ot herwi se, as the reparation comission may fix'.

(4) The commi ssion will decide which of the rights and
interests of German nationals in public utility undertakings
operating in Russia, China, Turkey, Austria, Hungary, and
Bul garia, or in any territory formerly belonging to Gernmany or
her allies, are to be expropriated and transferred to the

conmission itself; it will assess the value of the interests so
transferred; and it will divide the spoils.
(5) The conmi ssion will determ ne how nmuch of the resources

thus stripped from Germany nust be returned to her to keep enough
life in her econonic organisation to enable her to continue to
make reparation paynents in future. (62*%)

(6) The comm ssion will assess the value, w thout appeal or
arbitration, of the property and rights ceded under the
Arm stice, and under the Treaty -- rolling-stock, the nercantile

marine, river craft, cattle, the Saar nines, the property in
ceded territory for which credit is to be given, and so forth.

(7) The conmi ssion will determ ne the anmounts and val ues
(within certain defined Ilinmts) of the contributions 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 commi ssion will receive, admnister, and distribute

all receipts fromGermany in cash or in kind. It will also issue
and mar ket 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 Schlesw g,
Pol and, Danzi g, and Upper Silesia. The commission will also

distribute the public debt of the | ate Austro-Hungarian enpire
between its constituent parts.

(11) The Commission will liquidate the Austro-Hungari an Bank
and wi Il supervise the withdrawal and replacenent of the currency
system of the | ate Austro-Hungarian enpire.

(12) It is for the commission to report if, in their
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judgment, Germany is falling short in fulfilment of her
obligations, and to advi se nmet hods of coercion

(13) In general, the conmi ssion, acting through a subordinate
body, will performthe sane functions for Austria and Bul garia as
for Germany, and al so, presumably, for Hungary and Turkey. (63*)

There are also many other relatively mnor duties assigned to
the commi ssion. The above summary, 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 Gernmany's capacity. Consequently
the clauses which allow the conmi ssion to nmake abatenents, if in
their judgment the economic conditions of Germany require it,
will render it in many different particulars the arbiter of
Germany's econonmic life. The comm ssion is not only to inquire
into Germany's general capacity to pay, and to decide (in the
early years) what inport of foodstuffs and raw materials is
necessary; it is authorised to exert pressure on the German
system of taxation (annex ||, paragraph 12(b))(64*) and on Gernan
i nternal expenditure, with a view to ensuring that reparation
paynments are a first charge on the country's entire resources;
and it is to decide on the effect on German econonic |ife of
demands for machinery, cattle, etc., and of the schedul ed
deliveries of coal

By article 240 of the treaty Germany expressly recogni ses the
commi ssion and its powers 'as the same may be constituted by the
Al lied and Associ ated governnents', and 'agrees irrevocably to
t he possessi on and exercise by such commi ssion of the power and
authority given to it under the present 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 | egislation, orders, and decrees that may
be necessary to give conplete effect to these provisions'.

The comrents on this of the German financial conm ssion at
Versailles were hardly an exaggeration: 'German denocracy is thus
anni hilated at the very nonent when the Gernman peopl e was about

to build it up after a severe struggle -- annihilated by the very
persons who throughout the war never tired of nmintaining that
they sought to bring denocracy to us... CGermany is no |onger a

people and a state, but becones a nere trade concern placed by
its creditors in the hands of a receiver, without its being

granted so nuch as the opportunity to prove its willingness to
neet its obligations of its own accord. The conmi ssion, which is
to have its permanent headquarters outside Germany, will possess

in Germany inconparably greater rights than the Gernman enperor
ever possessed; the German people under its régime would renmin
for decades to come shorn of all rights, and deprived, to a far
greater extent than any people in the days of absolutism of any
i ndependence of action, of any individual aspiration inits
econom c or even in its ethical progress.'

In their reply to these observations the Allies refused to
admt that there was any substance, ground, or force in them
' The observations of the Gernan del egation', they pronounced,
"present a view of this conm ssion so distorted and so inexact
that it is difficult to believe that the clauses of the treaty
have been calmy or carefully examined. It is not an engi ne of
oppression or a device for interfering with German sovereignty.
It has no forces at its command; it has no executive powers
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within the territory of Gernmany; it cannot, as is suggested,
direct or control the educational or other systens 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
del egation it is, in case Germany nakes default. If Gernany

rai ses the noney required in her own way, the comm ssion cannot
order that it shall be raised in some other way. if Gernany

of fers paynment in kind, the conm ssion may accept such paynment,
but, except as specified in the treaty itself, the comr ssion
cannot require such a paynent.'

This is not a candid statenment of the scope and authority of
the reparation comm ssion, as will be seen by a conparison of its
terms with the sunmary gi ven above or with the treaty itself. Is
not, for exanple, the statement that the commi ssion 'has no
forces at its conmmand' 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 reparation conm ssion finds that Gernany
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 i mediately
by the Allied and Associ ated Powers'? The deci sion as to whet her
Germany has kept her engagenents and whether it is possible for
her to keep themis left, it should be observed, not to the
League of Nations, but to the reparation comr ssion itself; and
an adverse ruling on the part of the commission to is be foll owed
"imediately' by the use of arned force. Mreover, the
depreciati on of the powers of the comm ssion attenpted in the
Allied reply largely proceeds fromthe assunption that it is
quite open to Germany to 'raise the noney required in her own
way', in which case it is true that nany of the powers of the
reparation conmm ssion would not cone 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 nominally laid upon her

It is reported that the people of Vienna, hearing that a
section of the reparation comm ssion is about to visit them have
deci ded characteristically to pin their hopes on it. A financia
body can obvi ously take nothing fromthem for they have nothing;
therefore this body nust be for the purpose of assisting and

relieving them Thus do the Viennese argue, still |ight-headed in
adversity. But perhaps they are right. The reparation comn ssion
will come into very close contact with the problenms of Europe

and it will bear a responsibility proportionate to its powers. It

may thus cone to fulfil a very different role fromthat which
some of its authors intended for it. Transferred to the League of
Nati ons, an organ of justice and no |onger of interest, who knows
that by a change of heart and object the reparati on comm ssion
may not yet be transformed from an instrunment of oppression and
rapine into an econom ¢ council of Europe, whose object is the
restoration of |ife and of happi ness, even in the eneny
countries?

V. THE GERMAN COUNTER- PROPOSALS

The German counter-proposals were somewhat obscure, and al so
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rat her disingenuous. It will be renenbered that those cl auses of
the reparation chapter which dealt with the issue of bonds by
Germany produced on the public mind the inpression that the

i ndemmity had been fixed at £5,000 mllion, or at any rate at
this figure as a mnimum The German del egati on set out,
therefore, to construct their reply on the basis of this figure,
assum ng apparently that public opinion in Allied countries would
not be satisfied with |l ess than the appearance of £5,000 mllion
and, as they were not really prepared to offer so large a figure,
they exercised their ingenuity to produce a fornula which m ght
be represented to Allied opinion as yielding this amunt, whil st
really representing a nmuch nore nodest sum The formul a produced
was transparent to anyone who read it carefully and knew t he
facts, and it could hardly have been expected by its authors to
deceive the Allied negotiators. The German tactic assuned,
therefore, that the latter were secretly as anxious as the
Germans thensel ves to arrive at a settlenent which bore some
relation to the facts, and that they would therefore be willing,
in view of the entangl enents which they had got thenselves into
with their own publics, to practise a little collusion in
drafting the treaty -- a supposition which in slightly different
ci rcunmst ances m ght have had a good deal of foundation. As
matters actually were, this subtlety did not benefit them and
they woul d have done rmuch better with a straightforward and
candid estimate of what they believed to be the anpunt of their
liabilities on the one hand, and their capacity to pay on the

ot her.

The German offer of an alleged sum of £5,000 nmillion anounted
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 arm stice
convention, (65*) that she shall keep her col onial possessions and
mer chant ships, including those of |arge tonnage, that in her own
country and in the world at |arge she shall enjoy the sane
freedom of action as all other peoples, that all war |egislation
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 bei ng abandoned. In the
second place, the clains are not to exceed a naxi num of £5, 000
mllion, of which £1,000 nmillion is to be discharged by 1 My
1926; and no part of this sumis to carry interest pending the
paynment of it.(66*) In the third place, there are to be allowed
as credits against it (anpbngst other things): (a) the value of
all deliveries under the armistice, including mlitary nateria
(e.g. Cermany'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 Germany public debt (including the war debt) and
in the reparation paynents which this territory would have had to
bear if it had renmined part of Germany; and (d) the value of the
cession of Germany's clains for suns lent by her to her allies in
the war. (67*)

The credits to be deducted under (a), (b), (c), and (d) m ght
be in excess of those allowed in the actual treaty, according to
a rough estimate, by a sum of as much as £2,000 mllion, although
the sumto be all owed under (d) can hardly be cal cul at ed.
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If, therefore, we are to estimate the real value of the
German offer of £5,000 nmillion on the basis [aid down by the
treaty, we nust first of all deduct £2,000 mllion clainmed for
of fsets which the treaty does not allow, and then halve the
remai nder in order to obtain the present value of a deferred
payment on which interest is not chargeable. This reduces the
offer to £1,500 mllion, as conpared with the £8,000 mllion
whi ch, according to nmy rough estimate, the treaty demands of her.

This in itself was a very substantial offer -- indeed it
evoked wi despread criticismin Germany -- though, in view of the
fact that it was conditional on the abandonnent of the greater
part of the rest of the treaty, it could hardly be regarded as a
serious one.(68*) But the Gernman del egati on nmi ght have done
better if they had stated in | ess equivocal |anguage how far they
felt able to go.

In the final reply of the Allies to this counter-proposa
there is one inportant provision, which | have not attended to
hitherto, but which can be conveniently dealt with in this place.
Broadl y speaki ng, no concessions were entertai ned on the
reparation chapter as it was originally drafted, but the Allies
recogni sed the inconveni ence of the indeterm nacy of the burden
| aid upon Germany and proposed a nethod by which the final tota
of claimm ght be established at an earlier date than 1 May 1921
They prom sed, therefore, that at any tinme within four nonths 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 lunmp sumin settlenent of her whole liability as defined in the
treaty, and within two nonths thereafter (that is to say, before
the end of 1919) the Allies "will, so far as may be possibl e,
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 nmeking such
proposals, to confer with the representatives of the Powers
directly concerned. Secondly, such offers nmust be unanbi guous and
nmust be precise and clear. Thirdly, they nust accept the
categories and the reparation clauses as matters settled beyond
di scussion.'

The offer, as nade, does not appear to contenpl ate any
openi ng up of the problemof Germany's capacity to pay. It is
only concerned with the establishment of the total bill of clains
as defined in the treaty -- whether (e.g.) it is £7,000 mllion
£8,000 mllion, or £10,000 mllion. 'The questions', the Alies
reply adds, 'are bare questions of fact, nanely, the amount of
the liabilities, and they are susceptible of being treated in
this way.'

If the pronised negotiations are really conducted on these
lines, they are not likely to be fruitful. It will not be nuch
easier to arrive at an agreed figure before the end of 1919 than
it was at the tine 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 conputation the treaty
liabilities nmust amobunt to. These negotiations do offer, however,
an opportunity of reopening the whole question of the reparation
paynments, 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. (69*)
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I cannot |eave this subject as though its just treatnent
whol |y depended either on our own pledges or on econonmic facts.
The policy of reducing Germany to servitude for a generation, of
degrading the lives of mllions of human bei ngs, and of depriving
a whol e nation of happi ness should be abhorrent and detestable --
abhorrent and detestable, even if it were possible, even if it
enriched ourselves, even if it did not sow the decay of the whole
civilised life of Europe. Sone preach it in the name of justice.
In the great events of man's history, in the unw nding of the
conplex fates of nations, justice is not so sinple. And if it
were, nations are not authorised, by religion or by natura
norals, to visit on the children of their enenies the m sdoings
of parents or of rulers.

NOTES:

1. "Wth reservation that any future clainms and demands of the
Allies and the United States of America remain unaffected, the
following financial conditions are required: Reparation for
damage done. While armistice lasts, no public securities shall be
removed by the eneny which can serve as a pledge to the Allies
for recovery or reparation of war |osses. Imediate restitution
of cash deposit in National Bank of Bel gium and, in general

i medi ate return of all docunents, of specie, stock, shares,
paper noney, together with plant for issue thereof, touching
public or private interests in invaded countries. Restitution of
Russi an and Rounmani an gold yielded to Germany or taken by that
Power. This gold to be delivered in trust to the Allies unti

si gnature of peace.’

2. It is to be noticed, in passing, that they contain nothing
which Iimts the damage to damage inflicted contrary to the
recogni sed rules of warfare. That is to say, it is permissible to
include clains arising out of the legitinmate capture of a

mer chant man at sea, as well as the costs of illegal submarine
war f ar e.

3. Mark-paper or mark-credits owned in ex-occupied territory by
Al lied nationals should be included, if at all, in the settlenent
of eneny debts, along with other suns owed to Allied nationals,
and not in connection with reparation.

4. A special claimon behalf of Belgiumwas actually included in
the peace treaty, and was accepted by the German representatives
wi t hout derur.

5. To the British observer, one scene, however, stood out

di stinguished fromthe rest -- the field of Ypres. In that

desol ate and ghostly spot, the natural col our and hunmours of the
| andscape and the clinmate seemed designed to express to the
traveller the nenories of the ground. A visitor to the salient
early in Novenber 1918, when a few German bodies still added a
touch of realismand human horror, and the great struggle was not
yet certainly ended, could feel there, as nowhere else, the
present outrage of war, and at the same tine the tragic and
sentinmental purification which to the future will in sonme degree
transformits harshness.
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6. These notes, estimated to ampunt to no | ess than six thousand
mllion marks, are now a source of enbarrassment and great
potential loss to the Bel gi an governnent, inasnmuch as on their
recovery of the country they took themover fromtheir nationals
i n exchange for Belgian notes at the rate of Fr. 1.20 = M. 1.
This rate of exchange, being substantially in excess of the val ue
of the mark-notes at the rate of exchange current at the tine
(and enornously in excess of the rate to which the mark-notes
have since fallen, the Belgian franc being now worth nore than
three marks), was the occasion of the snuggling of mark-notes
into Bel giumon an enornous scale, to take advantage of the
profit obtainable. The Bel gi an governnent took this very

i mprudent step partly because they hoped to persuade the peace
conference to make the redenption of these bank-notes, at the par
of exchange, a first charge on German assets. The peace
conference held, however, that reparation proper nust ike
precedence of the adjustnment of inprovident banking transactions
effected at an excessive rate of exchange. The possession by the
Bel gi an government of this great mass of German currency, in
addition to an amount of nearly two thousand million marks held
by the French governnment which they simlarly exchanged for the
benefit of the population of the invaded areas and of

Al sace-Lorraine, is a serious aggravation of the exchange
position of the mark. It will certainly be desirable for the
Bel gi an and German governments to cone to sone arrangement as to
its disposal, though this is rendered difficult by the prior lien
hel d by the reparati on comi ssion over all Cerman assets
avai l abl e for such purposes.

7. It should be added, in fairness, that the very high clains put
forward on behal f of Bel gium generally include not only
devastation proper, but all kinds of other itens, as, for
exanpl e, the profits and earnings which Bel gi ans ni ght reasonably
have expected to earn if there had been no war.

8. 'The wealth and i nconme of the chief Powers', by J. C. Stanp
(Journal of the Royal Statistical Society, July 1919).

9. Oher estimates vary from £2,420 mllion to £2,680 mllion
See Stanp, loc. cit.

10. This was clearly and courageously pointed out by M Charles
G de in L' Emanci pation for February 1919.

11. For details of these and other figures, see Stanp, loc. cit.

12. Even when the extent of the material damage has been
established, it will be exceedingly difficult to put a price on
it, which nust l|argely depend on the period over which
restoration is spread, and the nmethods adopted. It woul d be

i mpossi ble to nmake the danmage good in a year or two at any price,
and an attenpt to do so at a rate which was excessive in relation
to the anount of |abour and materials at hand m ght force prices
up to almost any level. We must, | think, assune a cost of | abour
and materials about equal to that current in the world generally.
In point of fact, however, we may safely assume that litera
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restoration will never be attenpted. Indeed, it would be very
wasteful to do so. Many of the townships were old and unhealthy,
and many of the ham ets miserable. To re-erect the sane type of
building in the sanme places woul d be foolish. As for the | and,
the wi se course may be in some cases to leave long strips of it
to Nature for many years to come. An aggregate noney sum shoul d
be conputed as fairly representing the value of the nmateria
damage, and France should be left to expend it in the manner she
thinks wisest with a view to her econonic enrichnent as a whole.
The first breeze of this controversy has already bl own through
France. A long and inconclusive debate occupied the Chanber
during the spring of 1919, as to whether inhabitants of the
devast at ed area receiving conpensation should be conpelled to
expend it in restoring the identical property, or whether they
should be free to use it as they |ike. There was evidently a
great deal to be said on both sides; in the forner case there
woul d be rmuch hardship and uncertainty for owners who could not,
many of them hope to recover the effective use of their property
perhaps for years to cone, and yet would not be free to set

t hemsel ves up el sewhere; on the other hand, if such persons were
allowed to take their conpensation and go el sewhere, the
countrysi de of northern France woul d never be put right.
Nevert hel ess | believe that the wise course will be to allow
great latitude and | et economic notives take their own course.

13. La Richesse de |a France devant |a Guerre, published in 1916.

14. Revue Bl eue, 3 February 1919. This is quoted in a very

val uabl e sel ection of French estimtes and expressions of

opi nion, form ng chapter iv of La Liquidation financiére de |la
CGuerre, by H Charriaut and R Hacault. The general magnitude of
ny estimate is further confirmed by the extent of the repairs

al ready effected, as set forth in a speech delivered by M
Tardi eu on 10 Cctober 1919, in which he said: 'On 16 Septenber

| ast, of 2,246 kilonetres of railway track destroyed, 2,016 had
been repaired; of 1,075 kilonetres of canal, 700; of 1,160
constructions, such as bridges and tunnels, which had been bl own
up, 588 had been repl aced; of 550,000 houses ruined by
bonbardnment, 60,000 had been rebuilt; and of 1,800,000 hectares
of ground rendered usel ess by battle, 400,000 had been

recul tivated, 200,000 hectares of which are now ready to be sown.
Finally, nore than 10,000,000 netres of barbed wire had been
renoved. '

15. Some of these estimates include allowance for contingent and
i material danage as well as for direct material injury.

16. A substantial part of this was lost in the service of the
Allies; this nmust not be duplicated by inclusion both in their
clains and in ours.

17. The fact that no separate allowance is made in the above for
the sinking of 675 fishing vessels of 71,765 tons gross, or for
the 1,885 vessels of 8,007,967 tons damaged or nol ested, but not
sunk, may be set off against what may be an excessive figure for
repl acenent cost.
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18. The |l osses of the Greek nercantile marine were excessively
high, as a result of the dangers of the Mediterranean; but they
were largely incurred on the service of the other Allies, who
paid for themdirectly or indirectly. The clains of G eece for
maritime | osses incurred on the service of her own nationals
woul d not be very consi derable.

19. There is a reservation in the peace treaty on this question
"The Allied and Associ ated Powers formally reserve the right of
Russia to obtain from Germany restitution and reparation based on
the principles of the present treaty' (article 116).

20. Dr Diouritch in his "Econom c and statistical survey of the
southern Slav nations' (Journal of the Royal Statistical Society,
May 1919), quotes sone extraordinary figures of the loss of life:
"According to the official returns, the nunber of those fallen in
battle or died in captivity up to the |ast Serbian offensive
amounted to 320,000, which means that one-half of Serbia's nale
popul ation, from 18 to 60 years of age, perished outright in the
European war. In addition, the Serbian nedical authorities
estimate that about 300,000 people have died fromtyphus anong
the civil population, and the | osses anpong the popul ati on
interned in eneny canps are estimted at 50,000. During the two
Serbian retreats and during the Al banian retreat the | osses anong
children and young people are estimted at 200, 000. Lastly,
during over three years of eneny occupation, the losses in lives
owing to the I ack of proper food and nedical attention are
estimated at 250,000.' Altogether, he puts the losses in life at
above a million, or nore than one-third of the population of Od
Ser bi a.

21 Cone si calcola e a quanto ammonta la richezza d'lialia e
delle altre principali nazioni, published in 1919.

22. Very large clainms put forward by the Serbian authorities
i ncl ude many hypot hetical itenms of indirect and non-nmateria
damage; but these, however real, are not adm ssible under our
present fornul a.

23. Assuming that in her case £250 nmillion are included for the
general expenses of the war defrayed out of |oans nade to Bel gi um
by her allies.

24. It nust be said to M Hughes' honour that he apprehended from
the first the bearing of the pre-arm stice negotiations on our
right to demand an i ndemmity covering the full costs of the war,
prot ested agai nst our ever having entered into such engagenents,
and mai ntained | oudly that he had been no party to them and coul d
not consider hinself bound by them His indignation my have been
partly due to the fact that Australia, not having been ravaged,
woul d have no clains at all under the nore linmted interpretation
of our rights.

25. The whol e cost of the war has been estimated at from £24, 000
mllion upwards. This would nean an annual paynent of interest
(apart from sinking fund) of £1,200 nmillion. Could any expert
conmittee have reported that Germany can pay this sunf
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26. But unhappily they did not go down with their flags flying
very gloriously. For one reason or another their |eaders

mai nt ai ned substantial silence. What a different position in the
country's estimation they mght hold nowif they had suffered
defeat amidst firm protests against the fraud, chicane, and

di shonour of the whol e proceedi ngs.

27. Only after the nost painful consideration have | witten
these words. The al nost conpl ete absence of protest fromthe

| eadi ng statesnmen of Engl and makes one feel that one nust have
made sonme m stake. But | believe that | know all the facts, and
can di scover no such m stake. In any case, | have set forth al
the rel evant engagenents in chapter 4 and at the begi nning of
this chapter, so that the reader can formhis own judgnent.

28. I n conversation with Frenchmen who were private persons and
quite unaffected by political considerations, this aspect becane
very clear. You m ght persuade themthat some current estinates
as to the anount to be got out of Germany were quite fantastic.
Yet at the end they would al ways cone back to where they had
started: 'But Germany nust pay; for, otherw se, what is to happen
to France?

29. A further paragraph clains the war costs of Belgium'in
accordance with Germany's pledges, already given, as to conplete
restoration for Belgium.

30. The chal l enge of the other Allies, as well as of the eneny,
had to be net; for in viewof the [imted resources of the
latter, the other Allies had perhaps a greater interest than the
eneny in seeing that no one of their nunber established an
excessive claim

31. M Klotz has estimated the French clains on this head at
£3,000 million (75 mlliard francs, made up of 13 mlliard for

al l omances, 60 for pensions, and 2 for widows). If this figure is
correct, the others should probably be scaled up al so.

32. That is to say, | claimfor the aggregate figure an accuracy
within 25%

33. In his speech of 5 Septenber 1919, addressed to the French
Chanber, M Klotz estimated the total Allied clains against
Germany under the treaty at £15,000 nillion, which would
accurmul ate at interest until 1921, and be paid off thereafter by
34 annual instalnments of about £1,000 nmillion each, of which
France woul d receive about £550 million annually. ' The genera
effect of the statenment (that France would receive from Ger many
this annual paynent) proved', it is reported, 'appreciably
encouraging to the country as a whole, and was i medi ately
reflected in the inproved tone on the Bourse and throughout the
business world in France.' So |ong as such statements can be
accepted in Paris without protest, there can be no financial or
econom ¢ future for France, and a catastrophe of disillusion is
not far distant.
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34. As a matter of subjective judgnent, | estimate for this
figure an accuracy of 10%in deficiency and 20% in excess, i.e.
that the result will lie between £6,400 mllion and £8, 800
mllion.

35. Gernmany is also |iable under the treaty, as an addition to
her liabilities for reparation, to pay all the costs of the

arm es of occupation after peace is signed for the fifteen
subsequent years of occupation. So far as the text of the treaty
goes, there is nothing to linmt the size of these arm es, and
France could, therefore, by quartering the whole of her nornal
standing army in the occupied area, shift the charge from her own

taxpayers to those of Germany -- though in reality any such
policy woul d be at the expense not of Gernmany, who by hypothesis
is already paying for reparation up to the full [imt of her

capacity, but of France's allies, who would receive so nuch |ess
in respect of reparation. A Wite Paper (Cnd. 240) has, however,
been issued, in which is published a declaration by the
governnments of the United States, Great Britain, and France
engagi ng thenmselves to limt the sum payabl e annually by Germany
to cover the cost of occupation to £12 million, 'as soon as the
Al lied and Associ ated Powers concerned are convinced that the
conditions of disarmanment by Gernmany are being satisfactorily
fulfilled'. The three Powers reserve to thenselves the |iberty
to nmodify this arrangenent at any tinme if they agree that it is
necessary.

36. Article 235. The force of this article is somewhat
strengthened by article 251, by virtue of which dispensations may
al so be granted for 'other paynents' as well as for food and raw
mat eri al

37. This is the effect of paragraph 12 (c) of annex |l of the
reparation chapter, |eaving m nor conplications on one side. The
treaty fixes the paynents in terns of gold marks, which are
converted in the above at the rate of 20 to £1.

38. If, per inpossibile, Germany discharged £500 nillion in cash
or kind by 1921, her annual paynents would be at the rate of
£62, 500,000 from 1921 to 1925 and of £150 million thereafter

39. Paragraph 16 of annex Il of the reparation chapter. There is
al so an obscure provision by which interest nmay be charged 'on
sums arising out of material damage as from 11 November 1918 up
to 1 May 1921'. This seens to differentiate damage to property
from damage to the person in favour of the former. It does not
af fect pensions and al |l owances, the cost of which is capitalised
as at the date of the coming into force of the treaty.

40. On the assunption which no one supports and even the npst
optimstic fear to be unplausible, that Germany can pay the ful
charge for interest and siding fund fromthe outset, the annua
payment woul d anount to £480 nmillion

41. Under paragraph 13 of annex Il unanimty is required (i) for

any postponenment beyond 1930 of instal ments due between 1921 and
1926, and (ii) for any postponement for nore than three years of
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instal ments due after 1926. Further, under article 234, the
commi ssi on may not cancel any part of the indebtedness w thout
the specific authority of all the governnents represented on the
conmmi ssi on.

42. On 23 July 1914 the anpunt was £67, 800, 000.

43. Oning to the very high prem um which exists on German silver
coin, as the conbined result of the depreciation of the mark and
t he appreciation of silver, it is highly inprobable that it wll
be possible to extract such coin out of the pockets of the
people. But it may gradually | eak over the frontier by the agency
of private speculators, and thus indirectly benefit the German
exchange position as a whol e.

44. The Allies nmade the supply of foodstuffs to Germany during
the arm stice, nmentioned above, conditional on the provisiona
transfer to them of the greater part of the nmercantile marine, to
be operated by them for the purpose of shipping foodstuffs to

Eur ope generally, and to Germany in particular. The reluctance of
the Germans to agree to this was productive of |ong and dangerous
del ays in the supply of food, but the abortive conferences of
Treéves and Spa (16 January, 14-16 February,and 4-5 March 1919)
were at last foll owed by the agreenment of Brussels (14 March
1919). The unwi |l lingness of the Germans to conclude was nmainly
due to the lack of any absol ute guarantee on the part of the
Allies that, if they surrendered the ships, they would get the
food. But assunming reasonable good faith on the part of the
latter (their behaviour in respect of certain other clauses of
the arm stice, however, had not been inpeccable and gave the
enemny sone just grounds for suspicion), their demand was not an

i mproper one; for without the Gernman ships the business of
transporting the food woul d have been difficult, if not

i mpossi bl e, and the German ships surrendered or their equival ent
were in fact alnmost wholly enployed in transporting food to
Germany itself. Up to 30 June 1919, 176 Gernman ships of 1,025, 388
gross tonnage had been surrendered to the Allies in accordance
with the Brussel s agreenent.

45. The anount of tonnage transferred nmay be rather greater and
the value per ton rather |ess. The aggregate value involved is
not |ikely, however, to be less than £100 nmillion or greater than
£150 million.

46. This census was carried out by virtue of a decree of 23
August 1916. On 22 March 1917, the German governnent acquired
conpl ete control over the utilisation of foreign securities in
German possession; and in May 1917 it began to exercise these
powers for the nobilisation of certain Swedish, Danish, and Sw ss
securities.

47. £ (mllion)
1892. Schnol | er 500
1892. Christians 650
1893-4. Koch 600
1905. v. Halle 800( R)

Get any book for freeon:  www.Abika.com

96



THE ECONOMIC CONSEQUENCES OF THE PEACE 97

1913. Helfferich 1, 000( p)

1914. Ballod 1, 250

1914. Pistorius 1, 250

1919. Hans Davi d 1, 050( A)

B. Plus £500 mllion for investnments other than securities.

b Net investnents, i.e. after allowance for property in Gernany

owned abroad. This may al so be the case with sone of the other
estimates.

A This estimate, given in Weltw rtschaftszeitung (13 June 1919),
is an estimate of the value of Germany's foreign investnents as
at the outbreak of war.

48. | have nmade no deduction for securities in the ownership of
Al sace-Lorrai ners and ot hers who have now ceased to be German
national s.

49. In all these estimates | am conscious of being driven, by a
fear of overstating the case against the treaty, into giving
figures in excess of ny own real judgnment. There is a great

di fference between putting down on paper fancy estinmates of
Germany's resources and actually extracting contributions in the
formof cash. | do not nyself believe that the reparation

commi ssion will secure real resources fromthe above itens by My
1921 even as great as the lower of the two figures given above.

50. The treaty (see article 114) |leaves it very dubious how far
t he Dani sh governnment is under an obligation to make paynents to
the reparation conm ssion in respect of its acquisition of

Schl eswi g. They m ght, for instance, arrange for various offsets
such as the value of the mark-notes held by the inhabitants of
ceded areas. In any case the anpunt of nobney involved is quite
smal | . The Dani sh governnment is raising a |oan for £6, 600, 000
(kr. 120, 000,000) for the joint purposes of 'taking over

Schl eswi g's share of the German debt, for buying German public
property, for helping the Schleswi g popul ation, and for settling
the currency question'.

51. Here again ny own judgnent would carry nme nuch further and
shoul d doubt the possibility of Germany's exports equalling her
imports during this period. But the statenent in the text goes
far enough for the purpose of my argunent.

52. It has been estimted that the cession of territory to
France, apart fromthe | oss of Upper Silesia, nay reduce
Germany's annual pre-war production of steel ingots from 20
mllion tons to 14 mllion tons, and increase France's capacity
from5 mllion tons to 11 million tons.

53. Gernmany's exports of sugar in 1913 ampunted to 1,110,073 tons
of the value of £13,094, 300, of which 838,583 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 exports for the
five years ending 1913 being about £10 million
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54. The necessary price adjustnent which is required on both
sides of this account will be nade en bloc |ater

55. If the amount of the sinking fund be reduced, and the annua
payment is continued over a greater nunber of years, the present

value -- so powerful is the operation of conpound interest --
cannot be materially increased. A paynent of £100 million
annual ly in perpetuity, assumng interest, as before, at 5%
woul d only raise the present value to £2,000 mllion

56. As an exanpl e of public nisapprehension on economc affairs,
the following letter fromSir Sidney Low to The Tinmes of 3
Decenber 1918 deserves quotation: '|I have seen authoritative
estimates which place the gross value of Gernmany's nineral and
chem cal resources as high as £250,000 mllion sterling or even
nore; and the Ruhr basin mines alone are said to be worth over
£45,000 mllion. It is certain, at any rate, that the capita

val ue of these natural supplies is much greater than the toil war
debts of all the Allied states. Why should not sone portion of
this wealth be diverted for a sufficient period fromits present
owners and assigned to the peoples whom Germany has assail ed,
deported, and injured? The Allied governnments m ght justly
require Germany to surrender to themthe use of such of her mnes
and m neral deposits as would yield, say, from 100 to 200
mllions annually for the next 30, 40, or 50 years. By this neans
we coul d obtain sufficient conpensation from Gernmany wi thout
unduly stimulating her manufactures and export trade to our
detriment." It is not clear why, if Germany has wealth exceeding
£250,000 million sterling, Sir Sidney Lowis content with the
trifling sumof 100 to 200 millions annually. But his letter is
an adm rable reducti o ad absurdum of a certain |ine of thought.
VWil e a node of calcul ation which estimtes the val ue of coa
mles deep in the bowels of the earth as high as in a coa
scuttle, of an annual |ease of £1,000 for 999 years

and of a field (presunably) at the value of all the crops it will
grow to the end of recorded tine, opens up great possibilities,
it is also double-edged. If Germany's total resources are worth
£250,000 nmillion, those she will part with in the cession of

Al sace-Lorrai ne and Upper Silesia should be nore than sufficient
to pay the entire costs of the war and reparation together. In
poi nt of fact, the present market value of all the mnes in
Germany of every kind has been estimated at £300 nmillion, or a
little nore than one-thousandth part of Sir Sidney Low s
expect ati ons.

57. The conversion at par of 5,000 million marks overstates by
reason of the existing depreciation of the mark, the present
noney burden of the actual pensions paynents, but not, in al
probability, the real |oss of national productivity as a result
of the casualties suffered in the war.

58. It cannot be overl ooked, in passing, that inits results on a
country's surplus productivity a lowering of the standard of life
acts both ways. Mreover, we are w thout experience of the
psychol ogy of a white race under conditions little short of
servitude. It is, however, generally supposed that if the whole
of a man's surplus production is taken fromhim his efficiency
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and his industry are dinmnished. The entrepreneur and the
inventor will not contrive, the trader and shopkeeper w Il not
save, the labourer will not toil, if the fruits of their industry
are set aside, not for the benefit of their children, their old
age, their pride, or their position, but for the enjoynment of a
forei gn conqueror.

59. In the course of the conprom ses and del ays of the
conference, there were many questions on which, in order to reach

any conclusion at all, it was necessary to |eave a margin of
vagueness and uncertainty. The whol e method of the conference
tended towards this -- the Council of Four wanted, not so nuch a

settlenent, as a treaty. On political and territorial questions
the tendency was to | eave the final arbitrament to the League of
Nations. But on financial and econom c questions the fina

deci sion has generally been left with the reparation conm ssion
in spite of its being an executive body conposed of interested
parties.

60. The sumto be paid by Austria for reparation is left to the
absol ute discretion of the reparation comm ssion, no determ nate
figure of any kind being nmentioned in the text of the treaty.
Austrian questions are to be handl ed by a special section of the
reparation conm ssion, but the section will have no powers except
such as the main commission may del egate.

61. Bulgaria is to pay an indemity of £90 nmillion by half-yearly
i nstal ments, beginning 1 July 1920. These suns will be coll ected,
on behalf of the reparation conmmission, by an inter-Ally

commi ssion of control, with its seat at Sofia. In sone respects
the Bulgarian inter-Ally comm ssion appears to have powers and
authority independent of the reparation conm ssion, but it is to
act, nevertheless, as the agent of the later, and is authorised
to tender advice to the reparation conm ssion as to, for exanple,
the reduction of the half-yearly instal nents.

62. Under the treaty this is the function of any body appointed
for the purpose by the principal Alied and Associ ated
governments, and not necessarily of the reparation conm ssion
But it may be presuned that no second body will be established
for this special purpose.

63. At the date of witing no treaties with these countries have
been drafted. It is possible that Turkey m ght be dealt with by a
separate comm ssi on.

64. This appears to ne to be in effect the position (if this
par agraph means anything at all), in spite of the foll ow ng
di scl ai mer of such intentions in the Allies' reply: 'Nor does
par agraph 12 (b) of annex Il give the conm ssion powers to
prescribe or enforce taxes or to dictate the character of the
Ger man budget .’

65. What ever that may nean.

66. Assuming that the capital sumis discharged evenly over a
period as short as thirty-three years, this has the effect of
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hal vi ng the burden as conpared with the paynments required on the
basis of 5% interest on the outstanding capital

67. | forbear to outline further details of the German offer as
the above are the essential points.

68. For this reason it is not strictly conparable with ny
estimate of Germany's capacity in an earlier section of this
chapter, which estimate is on the basis of Germany's condition as
it will be when the rest of the treaty has cone into effect.

69. Oning to delays on the part of the Allies in ratifying the
treaty, the reparation comm ssion had not yet been formally
constituted by the end of Cctober 1919. So far as | am aware,
therefore, nothing has been done to nake the above offer
effective. But perhaps, in view of the circunstances, there has
been an extension of the date.

Chapter 6
Europe After the Treaty

Thi s chapter nust be one of pessimsm The treaty includes no
provi sions for the econom c rehabilitation of Europe -- nothing
to make the defeated Central enpires into good nei ghbours,
nothing to stabilise the new states of Europe, nothing to reclaim
Russi a; nor does it pronote in any way a conpact of econom c
solidarity anongst the Allies thenmselves; no arrangenent was
reached at Paris for restoring the disordered finances of France
and Italy, or to adjust the systens of the Od Wrld and the New.

The Council of Four paid no attention to these issues, being
preoccupi ed with others -- Cl enenceau to crush the economic life
of his eneny, Lloyd George to do a deal and bring honme sonething
whi ch woul d pass nuster for a week, the President to do nothing
that was not just and right. It is an extraordinary fact that the
fundanment al econoni c problem of a Europe starving and
di sintegrating before their eyes, was the one question in which
it was inpossible to arouse the interest of the Four. Reparation
was their main excursion into the econonmic field, and they
settled it as a problem of theology, of politics, of electora
chi cane, from every point of view except that of the economc
future of the states whose destiny they were handling.

| leave, fromthis point onwards, Paris, the conference, and
the treaty, briefly to consider the present situation of Europe,
as the war and the peace have nade it; and it will no |onger be
part of my purpose to distinguish between the inevitable fruits
of the war and the avoi dable m sfortunes of the peace.

The essential facts of the situation, as | see them are
expressed sinply. Europe consists of the densest aggregation of
popul ation in the history of the world. This population is
accustoned to a relatively high standard of life, in which, even
now, sone sections of it anticipate inprovenent rather than
deterioration. In relation to other continents Europe is not
self-sufficient; in particular it cannot feed itself. Internally
the popul ation is not evenly distributed, but rmuch of it is
crowded into a relatively small nunber of dense industria
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centres. This popul ati on secured for itself a |ivelihood before
the war, w thout rmuch margin of surplus, by neans of a delicate
and i nmensely conplicated organi sation, of which the foundations
were supported by coal, iron, transport, and an unbroken supply
of inported food and raw materials fromother continents. By the
destruction of this organisation and the interruption of the
stream of supplies, a part of this population is deprived of its
means of |ivelihood. 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 |ife of the European

popul ations to a point which will nean actual starvation for some
(a point already reached in Russia and approxi mately reached in
Austria). Men will not always die quietly. For starvation, which

brings to sone | ethargy and a hel pl ess despair, drives other
tenperaments to the nervous instability of hysteria and to a nmad
despair. And these in their distress may overturn the remants of
organi sation, and submerge civilisation itself in their attenpts
to satisfy desperately the overwhel mi ng needs of the individual
This is the danger against which all our resources and courage
and ideal i sm nust now co-operate.

On 13 May 1919 Count Brockdorff-Rantzau addressed to the
peace conference of the Allied and Associ ated Powers the Report
of the German econoni c conmi ssion charged with the study of the
effect of the conditions of peace on the situation of the German
popul ation. 'In the course of the |last two generations,' they
reported, 'Germany has become transforned froman agricultura
state to an industrial state. So | ong as she was an agricultura
state, Germany could feed 40 mllion inhabitants. As an
i ndustrial state she could ensure the neans of subsistence for a
popul ation of 67 mllions; and in 1913 the inportation of

foodstuffs anpbunted, in round figures, to 12 nmillion tons. Before
the war a total of 15 mllion persons in Germany provided for
their existence by foreign trade, navigation, 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 dimnution of her products, after
t he econonic depression resulting fromthe [oss of her colonies,
her nmerchant fleet and her foreign investnents, Germany will not
be in a position to inport from abroad an adequate quantity of
raw material. An enornous part of German industry wll,
therefore, be condemed inevitably to destruction. The need of

i mporting foodstuffs will increase considerably at the sane tine
that the possibility of satisfying this demand is as greatly

di m ni shed. In a very short tine, therefore, Germany will not be
in a position to give bread and work to her nunmerous millions of
i nhabi tants, who are prevented fromearning their livelihood by
navi gati on and trade. These persons should em grate, but this is
a material inpossibility, all the nore because nany countries and
the nost inportant ones will oppose any Gernan imigration. To
put the peace conditions into execution would logically involve,
therefore, the loss of several mllions of persons in Gernmany.
Thi s catastrophe woul d not be long in com ng about, seeing that
the health of the popul ati on has been broken down during the war
by the bl ockade, and during the armistice by the aggravation of
the bl ockade of fam ne. No hel p, however great, or over however
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long a period it were continued, could prevent these deaths en

masse.' 'We do not know, and indeed we doubt,' the Report
concl udes, "'whether the del egates of the Allied and Associ ated
Powers realise the inevitable consequences which will take place

if Germany, an industrial state, very thickly popul ated, closely
bound up with the econonic system of the world, and under the
necessity of inporting enornmous quantities of raw material and
foodstuffs, suddenly finds herself pushed back to the phase of
her devel opnent which corresponds to her econonic condition and
t he nunbers of her population as they were half a century ago.
Those who sign this treaty will sign the death sentence of many
mllions of German nen, wonen and children.’

I know of no adequate answer to these words. The indictnent
is at |least as true of the Austrian, as of the German,
settlenent. This is the fundanental problemin front of us,
before which questions of territorial adjustnent and the bal ance
of European power are insignificant. Sone of the catastrophes of
past history, which have thrown back human progress for
centuries, have been due to the reactions follow ng on the sudden
term nation, whether in the course of Nature or by the act of
man, of temporarily favourable conditions which have permtted
the grow h of popul ati on beyond what could be provided for when
the favourable conditions were at an end.

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

The decrease of productivity cannot be easily estimted, and
may be the subject of exaggeration. But the prima facie evidence
of it is overwhelmng, and this factor has been the nmmin burden
of M 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 governnents and their
i nexperience in the readjustnment of economic relations, as in
Pol and and Czechosl ovaki a; the | oss throughout the continent of
efficient |abour, through the casualties of war or the
conti nuance of nobilisation; the falling off in efficiency
t hrough continued underfeeding in the Central enpires; the
exhaustion of the soil fromlack of the usual applications of
artificial manures throughout the course of the war; the
unsettl ement of the mnds of the |abouring classes on the
fundamental economic issues of their lives. But above all (to
guote M Hoover), 'there is a great relaxation of effort as the
refl ex of physical exhaustion of |arge sections of the popul ation
fromprivation and the nmental and physical strain of the war'.
Many persons are for one reason or another out of enploynment
al together. According to M Hoover, a sunmary of the unenpl oynent
bureaux in Europe in July 1919 showed that 15 nmillion famlies
were receiving unenpl oynent 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 | abour and
to capital (in so far as the reparation terns are taken
literally), that anything which they may produce beyond the
barest |evel of subsistence will for years to cone be taken away
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fromthem
Such definite data as we possess do not add much, perhaps, to
t he general picture of decay. But | will renmind 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 whole of her
transport system depend. \Wereas before the war Gernmany produced
85 per cent of the total food consuned by her inhabitants, the
productivity of the soil is now dimnished by 40 per cent and the
effective quality of the livestock by 55 per cent.(1*) O the

Eur opean countries which fornerly possessed a | arge exportable
surplus, Russia, as nuch by reason of deficient transport as of

di m ni shed out put, may herself starve. Hungary, apart from her

ot her troubles, has been pillaged by the Roumani ans i nmedi ately
after harvest. Austria will have consuned the whol e of her own
harvest for 1919 before the end of the cal endar year. The figures
are al nost too overwhelnming to carry conviction to our nminds; if
they were not quite so bad, our effective belief in them nmight be
stronger.

But even when coal can be got and grain harvested, the
breakdown of the European railway system prevents their carriage;
and even when goods can be manufactured, the breakdown of the
Eur opean currency system prevents their sale. | have already
descri bed the | osses, by war and under the armistice surrenders,
to the transport system of Gernmany. But even so, Germany's
position, taking account of her power of replacenent by
manuf acture, is probably not so serious as that of sone of her
nei ghbours. In Russia (about which, however, we have very little
exact or accurate information) the condition of the rolling-stock
is believed to be altogether desperate, and one of the nost
fundanental factors in her existing econonic disorder. And in
Pol and, Roumani a, and Hungary the position is not nmuch better
Yet nodern industrial life essentially depends on efficient
transport facilities, and the popul ati on which secured its
livelihood by these nmeans cannot continue to live w thout them
The breakdown of currency, and the distrust in its purchasing
val ue, is an aggravation of these evils which nust be discussed
inalittle nore detail in connection with foreign trade.

VWhat then is our picture of Europe? A country popul ation able
to support life on the fruits of its own agricultural production
but wi thout the accustonmed surplus for the towns, and also (as a
result of the lack of inported materials and so of variety and
anount in the sal eabl e manufactures of the towns) without the
usual incentives to market food in return for other wares; an
i ndustrial population unable to keep its strength for |ack of
food, unable to earn a livelihood for |ack of materials, and so
unabl e to make good by inports from abroad the failure of
productivity at home. Yet, according to M Hoover, 'a rough
estimate woul d indicate that the popul ation of Europe is at |east
100 mllion greater than can be supported without inports, and
nmust |ive by the production and distribution of exports '

The problem of the re-inauguration of the perpetual circle of
producti on and exchange in foreign trade leads me to a necessary
di gression on the currency situation of Europe.

Lenin is said to have declared that the best way to destroy
the capitalist systemwas to debauch the currency. By a
continuing process of inflation, governments can confiscate,
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secretly and unobserved, an inportant part of the wealth of their
citizens. By this nethod they not only confiscate, but they
confiscate arbitrarily; and, while the process inpoverishes many,
it actually enriches sonme. The sight of this arbitrary
rearrangenent 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, becone
"profiteers,' who are the object of the hatred of the

bour geoi sie, whom the inflationismhas inpoverished, not |ess
than of the proletariat. As the inflation proceeds and the rea
val ue of the currency fluctuates wildly fromnonth to nonth, al
permanent rel ati ons between debtors and creditors, which formthe
ultimate foundation of capitalism becone so utterly disordered
as to be al nost neaningl ess; and the process of wealth-getting
degenerates into a ganble 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 |aw on the side of destruction, and does it in a
manner which not one man in a mllion is able to diagnose.

In the latter stages of the war all the belligerent
governnments practised, fromnecessity or inconpetence, what a
Bol shevi st m ght have done from desi gn. Even now, when the war is
over, nost of them continue out of weakness the same
mal practices. But further, the governnents of Europe, being nmany
of themat this nmoment reckless in their nethods as well as weak
seek to direct on to a class known as 'profiteers' the popul ar
i ndi gnati on agai nst the nore obvi ous consequences of their
vi ci ous nethods. These 'profiteers' are, broadly speaking, the
entrepreneur class of capitalists, that is to say, the active and
constructive elenent in the whole capitalist society, who in a
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 agai nst
this class, therefore, the European governments are carrying a
step further the fatal process which the subtle mnd of Lenin had
consci ously conceived. The profiteers are a consequence and not a
cause of rising prices. By conbining a popular hatred of the
class of entrepreneurs with the blow already given to socia
security by the violent and arbitrary disturbance of contract and
of the established equilibriumof wealth which is the inevitable
result of inflation, these governments are fast rendering
i rpossi bl e a continuance of the social and econoni c order of the
ni neteenth century. But they have no plan for replacing it.

We are thus faced in Europe with the spectacle of an
extra-ordi nary weakness on the part of the great capitali st
class, which has enmerged fromthe industrial triunphs of the
ni neteenth century, and seemed a very few years ago our
all -powerful master. The terror and personal timdity of the
i ndividuals of this class is now so great, their confidence in
their place in society and in their necessity to the socia
organi sm so di mi ni shed, that they are the easy victinms of
intimdation. This was not so in England twenty-five years ago,
any nore than it is nowin the United States. Then the
capitalists believed in thenselves, in their value to society, in
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the propriety of their continued existence in the full enjoynent
of their riches and the unlinted exercise of their power. Now
they trenble before every insult -- call them pro-Cernans,
international financiers, or profiteers, and they will give you
any ransom you choose to ask not to speak of them so harshly.
They al |l ow thensel ves to be ruined and altogether undone by their
own instruments, governnents of their own meking, 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 hand. In
the conpl exer world of Western Europe the |nmanent WIIl may
achieve its ends nmore subtly and bring in the revolution no |ess
inevitably through a Klotz or a George than by the
intellectualisnms, too ruthless and self-conscious for us, of the
bl oodt hi rsty phil osophers of Russi a.

The inflationismof the currency systens of Europe has
proceeded to extraordinary | engths. The various belligerent
governnments, unable or too timd or too short-sighted to secure
froml oans 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 1 1/2d and the Austrian crown for |ess than 1d, but
they cannot be sold at all. The German mark is worth | ess than 2d
on the exchanges. In nost of the other countries of Eastern and
sout h-eastern Europe the real position is nearly as bad. The
currency of Italy has fallen to little nore than a half of its
nom nal value in spite of its being still subject to sone degree
of regul ation; French currency maintains an uncertain market; and
even sterling is seriously dimnished in present val ue and
inmpaired in its future prospects.

But while these currencies enjoy a precarious val ue abroad,
they have never entirely lost, not even in Russia, their
pur chasi ng power at home. A sentinent of trust in the |egal npney
of the state is so deeply inplanted in the citizens of al
countries that they cannot but believe that some day this noney
nmust recover a part at least of its former value. To their m nds
it appears that value is inherent in noney as such, and they do
not apprehend that the real wealth which this noney m ght have
stood for has been dissipated once and for all. This sentinent is
supported by the various | egal regulations with which the
governnents endeavour to control internal prices, and so to
preserve sone purchasing power for their |legal tender. Thus the
force of |aw preserves a neasure of inmediate purchasi ng power
over sone commodities and the force of sentiment and custom
mai nt ai ns, especially anpongst peasants, a willingness to hoard
paper which is really worthl ess.

The preservation of a spurious value for the currency, by the
force of |aw expressed in the regulation of prices, contains in
itself, however, the seeds of final econom c decay, and soon
dries up the sources of ultimate supply. If a man is conpelled to
exchange the fruits of his |labours for paper which, as experience
soon teaches him he cannot use to purchase what he requires at a
price conmparable to that which he has received for his own
products, he will keep his produce for hinself, dispose of it to
his friends and nei ghbours as a favour, or relax his efforts in
producing it. A system of conpelling the exchange of commdities
at what is not their real relative value not only rel axes
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production, but leads finally to the waste and inefficiency of
barter. 1f, however, a government refrains fromregul ati on and
allows matters to take their course, essential conmpdities soon
attain a level of price out of the reach of all but the rich, the
wort hl essness of the noney becones apparent, and the fraud upon
the public can be conceal ed no | onger

The effect on foreign trade of price-regulation and
profiteer-hunting as cures for inflation is even worse. Watever
may be the case at hone, the currency nust soon reach its rea
| evel abroad, with the result that prices inside and outside the
country lose their normal adjustnent. The price of inported
commodi ti es, when converted at the current rate of exchange, is
far in excess of the local price, so that many essential goods
will not be inported at all by private agency, and nust be
provi ded by the government, which, in re-selling the goods bel ow
cost price, plunges thereby a little further into insolvency. The
bread subsi di es now al nost uni versal throughout Europe are the
| eadi ng exanpl e of this phenonenon.

The countries of Europe fall into two distinct groups at the
present time as regards their manifestations of what is really
the sanme evil throughout, according as they have been cut off
frominternational intercourse by the blockade, or have had their
imports paid for out of the resources of their allies. | take
Germany as typical of the first, and France and Italy of the
second.

The note circulation of Germany is about ten tinmes(2*) 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 nore than double what they were, it follows that mark
prices inside Gernmany ought to be fromsixteen to twenty tines
their pre-war level if they are to be in adjustnent and proper
conformty with prices outside Germany.(3*) But this is not the
case. In spite of a very great rise in Gernman prices, they
probably do not yet average nuch nore than five tinmes their
former level, so far as staple conmmpdities are concerned; and it
is inmpossible that they should rise further except with a
si mul t aneous and not |ess violent adjustment of the |evel of
noney-wages. The existing mal adj ust ment hinders in two ways
(apart from other obstacles) that revival of the inport trade
which is the essential prelimnary of the econonic reconstruction
of the country. In the first place, inported combdities are
beyond the purchasi ng power of the great nmass of the
popul ation, (4*) and the flood of inports which m ght have been
expected to succeed the raising of the bl ockade was not in fact
commercially possible.(5*) In the second place, it is a hazardous
enterprise for a nerchant or a manufacturer to purchase with a
foreign credit material for which, when he has inported it or
manufactured it, he will receive mark currency of a quite
uncertain and possibly unrealisable value. This latter obstacle
to the revival of trade is one which easily escapes notice and
deserves a little attention. It is inpossible at the present tine
to say what the mark will be worth in terns of foreign currency
three or six nonths or a year hence, and the exchange market can
quote no reliable figure. It may be the case, therefore, that a
German nerchant, careful of his future credit and reputation, who
is actually offered a short-period credit in terns of sterling or
dollars, may be reluctant and doubtful whether to accept it. He
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will owe sterling or dollars, but he will sell his product for
mar ks, and his power, when the time cones, to turn these marks
into the currency in which he has to repay his debt is entirely
probl emati c. Business |oses its genuine character and becones no
better than a speculation in the exchanges, the fluctuations in
which entirely obliterate the normal profits of conmerce

There are therefore three separate obstacles to the reviva
of trade: a mal adj ustnment 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 credit operations hazardous or
i npossi ble quite apart fromthe ordinary risks of comrerce.

The note circulation of France is nore than six times its
prewar |evel. The exchange value of the franc in ternms of gold is
alittle less than two-thirds its fornmer value; that is to say,
the value of the franc has not fallen in proportion to the
i ncreased vol unme of the currency.(6*) This apparently superior
situation of France is due to the fact that until recently a very
great part of her inmports have not been paid for, but have been
covered by loans fromthe governments of Great Britain and the
United States. This has allowed a want of equilibrium between
exports and inports to be established, which is beconmng a very
serious factor, now that the outside assistance is being
gradual |y di scontinued. (7*) The internal econony of France and
its price level inrelation to the note circulation and the
forei gn exchanges is at present based on an excess of inports
over exports which cannot possibly continue. Yet it is difficult
to see how the position can be readjusted except by a | owering of
t he standard of consunption in France, which, even if it is only
tenporary, will provoke a great deal of discontent.

The situation of Italy is not very different. There the note
circulation is five or six tinmes its pre-war |evel, and the
exchange value of the lira in terms of gold about half its forner
val ue. Thus the adjustnment of the exchange to the volunme of the
note circul ati on has proceeded further in Italy than in France.
On the other hand, Italy's "invisible' receipts, from eni grant
rem ttances and the expenditure of tourists, have been very
injuriously affected; the disruption of Austria has deprived her
of an inportant market; and her peculiar dependence on foreign
shi pping and on inported raw materials of every kind has laid her
open to special injury fromthe increase of world prices. For al
t hese reasons her position is grave, and her excess of inports as
serious a synptomas in the case of France. (8*)

The existing inflation and the mal adj ust mrent of internationa
trade are aggravated, both in France and in Italy, by the
unfortunate budgetary position of the governments of these
countries.

In France the failure to inpose taxation is notorious. Before
the war the aggregate French and British budgets, and al so the
average taxation per head, 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 francs per head to 265 francs,
whereas the increase in France was only from90 to 103 francs.'
The taxation voted in France for the financial year ending 30
June 1919 was |ess than half the estimted normal post bellum
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expenditure. The normal budget for the future cannot be put bel ow
£880 million (22 mlliard francs), and may exceed this figure;

but even for the fiscal year 1919-20 the estimated receipts from
taxati on do not cover nuch nore than half this amunt. The French
M ni stry of Finance have no plan or policy whatever for neeting
this prodigious deficit, except the expectation of receipts from
Germany on a scale which the French officials thensel ves know to
be basel ess. In the neantinme they are hel ped by sal es of war

mat eri al and surplus American stocks and do not scruple, even in
the latter half of 1919, to nmeet the deficit by the yet further
expansion of the note issue of the Bank of France. (9*)

The budgetary position of Italy is perhaps a little superior
to that of France. Italian finance throughout the war was nore
enterprising than the French, and far greater efforts were nade
to i npose taxation and pay for the war. Neverthel ess, Signor
Nitti, the Prime Mnister, in a letter addressed to the
el ectorate on the eve of the CGeneral Election (Cctober 1919),

t hought it necessary to make public the follow ng desperate

anal ysis of the situation: (1) The state expenditure amounts to
about three tinmes the revenue; (2) all the industria
undert aki ngs of the state, including the railways, telegraphs,
and tel ephones, are being run at a |oss. Although the public is
buying bread at a high price, that price represents a loss to the
governnment of about a milliard a year; (3) exports now | eaving
the country are valued at only one-quarter or one-fifth of the

i mports from abroad; (4) the national debt is increasing by about
amlliard lire per nonth; (5) the mlitary expenditure for one
nonth 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 nore desperate. In
Cermany the total expenditure of the enpire, the federal states,
and the conmmunes in 1919-20 is estimted at 25 nmilliards of
mar ks, of which not above 10 milliards are covered by previously
exi sting taxation. This is without allow ng anything for the
paynment of the indemity. In Russia, Poland, Hungary, or Austria
such a thing as a budget cannot be seriously considered to exist
at all.(10%)

Thus the nenace of inflationismdescribed above is not nerely
a product of the war, of which peace begins the cure. It is a
conti nui ng phenonenon of which the end is not yet in sight.

Al'l these influences conbine not nerely to prevent Europe
fromsupplying inmediately a sufficient stream of exports to pay
for the goods she needs to inport, but they inpair her credit for
securing the working capital required to re-start the circle of
exchange and al so, by swi nging the forces of economic |aw yet
further fromequilibriumrather than towards it, they favour a
conti nuance of the present conditions instead of a recovery from
them An inefficient, unenployed, disorgani sed Europe faces us,
torn by internal strife and international hate, fighting,
starving, pillaging, and lying. What warrant is there for a
pi cture of |ess sonbre col ours?

| have paid little heed in this book to Russia, Hungary, or
Austria.(11*) 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 realmof prediction. Yet they
conprehend a vast territory and a great popul ation, and are an
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ext ant exanpl e of how rmuch man can suffer and how far society can
decay. Above all, they are the signal to us of howin the fina
catastrophe the mal ady of the body passes over into nmal ady of the
m nd. Econom c privation proceeds by easy stages, and so long as
men suffer it patiently the outside world cares little. Physica
efficiency and resistance to disease slowy dimnish, (12*) but
life proceeds sonehow, until the limt of human endurance is
reached at | ast and counsel s of despair and madness stir the
sufferers fromthe | ethargy which precedes the crisis. Then nman
shakes hinsel f, and the bonds of custom are | oosed. The power of
i deas is sovereign, and he listens to whatever instruction of
hope, illusion, or revenge is carried to himon the air. As |
write, the flames of Russian Bol shevism seem for the nonment at
| east, to have burnt thenselves out, and the peoples of Centra
and Eastern Europe are held in a dreadful torpor. The lately
gat hered harvest keeps off the worst privations, and peace has
been declared at Paris. But wi nter approaches. Men will have
nothing to |l ook forward to or to nourish hopes on. There will be
little fuel to noderate the rigours of the season or to confort
the starved bodies of the town-dwellers.

But who can say how nmuch is endurable, or in what direction
men will seek at last to escape fromtheir m sfortunes?

NOTES:

1. Professor Starling's Report on Food Conditions in Gernmany
(Cmd. 280).

2. Including the Darl ehenskassenschei ne sonewhat nore.

3. Simlarly in Austria prices ought to be between twenty and
thirty times their forner |evel.

4. One of the nost striking and synptomatic difficulties which
faced the Allied authorities in their adm nistration of the
occupi ed areas of Germany during the arm stice arose out of the
fact that even when they brought food into the country the

i nhabitants could not afford to pay its cost price.

5. Theoretically an unduly low | evel of home prices shoul d

stinmul ate exports and so cure itself. But in Germany, and stil
nore in Poland and Austria, there is little or nothing to export.
There nust be inports before there can be exports.

6. Allowing for the dimnished value of gold, the exchange val ue
of the franc should be less than forty per cent of its previous
val ue, instead of the actual figure of about sixty per cent if
the fall were proportional to the increase in the volume of the
currency.

7. How very far fromequilibriumFrance's international exchange
now i s can be seen fromthe follow ng table:

Mont hl y | mports Exports Excess of inports
aver age (£1, 000) (£1, 000) (£1, 000)
1913 28,071 22,934 5,137
1914 21,341 16, 229 5,112

Get any book for freeon:  www.Abika.com



THE ECONOMIC CONSEQUENCES OF THE PEACE 110

1918 66, 383 13, 811 52,572
Jan- Mar 1919 77,428 13, 334 64, 094
Apr-June 1919 84, 282 16, 779 67,503
July 1919 93, 513 24,735 68, 778

These figures have been converted at approximtely par rates,
but this is roughly conpensated by the fact that the trade of
1918 and 1919 has been valued at 1917 official rates. French
i mports cannot possibly continue at anything approachi ng these
figures, and the senblance of prosperity based on such a state of
affairs is spurious.

8. The figures for Italy are as foll ows:

Mont hl y | mports Exports Excess of inports
aver age (£1, 000) (£1, 000) (£1, 000)
1913 12,152 8, 372 3,780
1914 9,744 7, 368 2,376
1918 47,005 8,278 38, 727
Jan- Mar 1919 45, 848 7,617 38, 231
Apr - June 1919 66, 207 13, 850 52, 357
Jul y- Aug 1919 44,707 16, 903 27, 804

9. In the last two returns of the Bank of France available as |
wite (2 and 9 COctober 1919) the increases in the note issue on
the week anpunted to £18, 750, 000 and £18, 825, 000 respecti vely.

10. On 3 October 1919 M Bilinski nmade his financial statenment to
the Polish Diet. He estimated his expenditure for the next nine
mont hs at rather nore than double his expenditure for the past

ni ne nonths, and while during the first period his revenue had
anmounted to one-fifth of his expenditure, for the com ng nonths
he was budgeting for receipts equal to one-eighth of his

out goi ngs. The Times correspondent at Warsaw reported that 'in
general M Bilinski's tone was optim stic and appeared to satisfy
hi s audi ence'!

11. The terns of the peace treaty inmposed on the Austrian
republic bear no relation to the real facts of that state's
desperate situation. The Arbeiter Zeitung of Vienna on 4 June
1919 comented on them as foll ows: 'Never has the substance of a
treaty of peace so grossly betrayed the intentions which were
said to have guided its construction as is the case with this
treaty... in which every provision is perneated with ruthl essness
and pitilessness, in which no breath of human synpat hy can be
detected, which flies in the face of everything which binds man
to man, which is a crine against humanity itself, against a
suffering and tortured people.’ | amacquainted in detail with
the Austrian treaty and | was present when sone of its ternms were
being drafted, but | do not find it easy to rebut the justice of
thi s outburst.

12. For months past the reports of the health conditions in the
Central enpires have been of such a character that the

i magi nation is dulled, and one al nost seens guilty of
sentimentality in quoting them But their general veracity is not
di sputed, and | quote the three follow ng, that the reader may
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not be unmindful of them 'In the |ast years of the war, in
Austria alone at |east 35,000 people died of tuberculosis, in

Vi enna al one 12, 000. To-day we have to reckon with a nunber of at
| east 350,000 to 400, 000 people who require treatnent for
tuberculosis... As the result of malnutrition a bl oodl ess
generation is growing up with undevel oped nuscl es, undevel oped
joints, and undevel oped brain' (Neue Freie Presse, 31 May 1919).
The conmmi ssion of doctors appointed by the nedical faculties of
Hol | and, Sweden, and Norway to exam ne the conditions in Gernmany
reported as follows in the Swedish Press in April 1919:

" Tubercul osis, especially in children, is increasing in an
appal i ng way, and, generally speaking, is malignant. In the sanme
way rickets is nore serious and nore widely prevalent. It is

i mpossible to do anything for these diseases; there is no mlk
for the tubercul ous, and no cod-liver oil for those suffering
fromrickets... Tuberculosis is assum ng al nost unprecedented
aspects, such as have hitherto only been known in exceptiona
cases. The whol e body is attacked simultaneously, and the illness
inthis formis practically incurable... Tuberculosis is nearly
al ways fail now anpng adults. It is the cause of ninety per cent
of the hospital cases. Nothing can be done against it owing to

| ack of foodstuffs... It appears in the nost terrible forms, such
as gl andul ar tuberculosis, which turns into purulent

dissolution.' The following is by a witer in the Vossische
Zeitung, 5 June 1919, who acconpani ed the Hoover mission to the

Erzgebirge: 'l visited large country districts where ninety per
cent of all the children were rickety and where children of three
years are only beginning to wal k... Acconpany ne to a school in

the Erzgebirge. You think it is a kindergarten for the little
ones. No, these are children of seven and eight years. Tiny
faces, with large dull eyes, overshadowed by huge puffed, rickety
foreheads, their small arnms just skin and bone, and above the
crooked legs with their dislocated joints the swollen, pointed

stomachs of the hunger oedema... "You see this child here," the
physi cian in charge explained; "it consuned an incredible anount
of bread, and yet did not get any stronger. | 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

coll ected stores instead of eating the food: a m sguided ani mal

i nstinct made the dread of hunger worse than the actual pangs".'
Yet there are many persons apparently in whose opinion justice
requires that such beings should pay tribute until they are forty
or fifty years of age in relief of the British taxpayer.

Chapter 7
Renedi es

It is difficult to maintain true perspective in |arge

affairs. | have criticised the work of Paris, and have depicted
in sonbre colours the condition and the prospects of Europe. This
is one aspect of the position and, | believe, a true one. But in

so conpl ex a phenonenon the prognostics do not all point one way;
and we nay nmaeke the error of expecting consequences to follow too
swiftly and too inevitably from what perhaps are not all the

rel evant causes. The bl ackness of the prospect itself leads us to
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doubt its accuracy; our imagination is dulled rather than

stimul ated by too woeful a narration, and our m nds rebound from
what is felt '"too bad to be true'. But before the reader allows
hi msel f to be too much swayed by these natural reflections, and
before | lead him as is the intention of this chapter, towards
and aneliorations renedi es and the discovery of happier
tendencies, |let himredress the bal ance of his thought by
recalling two contrasts -- England and Russia, of which the one
may encourage his optimsmtoo much, but the other should rem nd
hi mthat catastrophes can still happen, and that nodern society
is not inmune fromthe very greatest evils.

In the chapters of this book | have not generally had in mnd
the situation or the problens of England. 'Europe' in ny
narration nmust generally be interpreted to exclude the British
Isles. England is in a state of transition, and her economc
probl ens are serious. W may be on the eve of great changes in
her social and industrial structure. Sonme of us may wel cone such
prospects and sonme of us deplore them But they are of a
different kind altogether fromthose i npending on Europe. | do
not perceive in England the slightest possibility of catastrophe
or any serious |ikelihood of a general upheaval of society. The
war has i npoverished us, but not seriously -- | should judge that
the real wealth of the country in 1919 is at |east equal to what
it was in 1900. Qur bal ance of trade is adverse, but not so nuch
so that the readjustnent of it need disorder our econom c
life.(1*) The deficit in our budget is large, but not beyond what
firmand prudent statesmanship could bridge. The shortening of
the hours of |abour nay have sonmewhat di m ni shed our
productivity. 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 worki ng man can doubt that, if it suits him and if he is
in synpathy and reasonable contentnent with the conditions of his
life, he can produce at |least as much in a shorter working day as
he did in the | onger hours which prevailed fornerly. The nost
serious problens for England have been brought to a head by the
war, but are in their origins nore fundanental. The forces of the
ni neteenth century have run their course and are exhausted. The
econom ¢ notives and ideals of that generation no |onger satisfy
us: we nust find a new way and nust suffer again the nal ai se, and
finally the pangs, of a new industrial birth. This is one
el ement. The other is that on which | have enlarged in chapter 2
-- the increase in the real cost of food and the dinnishing
response of Nature to any further increase in the popul ation of
the world, a tendency which nmust be especially injurious to the
greatest of all industrial countries and the nobst dependent on
i nported supplies of food.

But these secul ar problems are such as no age is free from
They are of an altogether different order fromthose which may
afflict the peoples of Central Europe. Those readers who, chiefly
m ndful of the British conditions with which they are famliar
are apt to indulge their optimsm and still nore those whose
i medi ate environment is Anerican, nust cast their mnds to
Russi a, Turkey, Hungary, or Austria, where the nost dreadfu
material evils which nen can suffer -- fam ne, cold, disease
war, mrurder, and anarchy -- are an actual present experience, if
they are to apprehend the character of the nisfortunes against
the further extension of which it must surely be our duty to seek
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the renedy, if there is one.

VWhat then is to be done? The tentative suggestions of this
chapter may appear to the reader inadequate. But the opportunity
was m ssed at Paris during the six nmonths which foll owed the
arm stice, and nothing we can do now can repair the m schi ef
wrought at that tinme. Great privation and great risks to society
have becone unavoidable. Al that is now open to us is to
redirect, so far as lies in our power, the fundanmental economc
tendenci es which underlie the events of the hour, so that they
promote the re-establishment of prosperity and order, instead of
| eadi ng us deeper into m sfortune.

We nust first escape fromthe atnosphere and the nethods of
Paris. Those who controlled the conference nay bow before the
gusts of popul ar opinion, but they will never |ead us out of our
troubles. It is hardly to be supposed that the Council of Four
can retrace their steps, even if they wi shed to do so. The
repl acenent of the existing governnents of Europe is, therefore,
an al nost indi spensable prelimnary.

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

I. The revision of the treaty.

Il. The settlement of inter-Ally indebtedness.

I1l. An international |oan and the reform of the currency.
IV. The relations of Central Europe to Russia.

I. THE REVI SION OF THE TREATY

Are any constitutional neans open to us for altering the
treaty? President WIlson and General Snuts, who believe that to
have secured the covenant of the League of Nations outwei ghs nuch
evil in the rest of the treaty, have indicated that we nust | ook
to the League for the gradual evolution of a nore tolerable life
for Europe. 'There are territorial settlenents', General Snuts
wrote in his statement on signing the peace treaty, 'which wll
need revision. There are guarantees |aid down which we all hope
wi |l soon be found out of harnony with the new peaceful tenper
and unarmed state of our forner enemes. There are punishnents
f oreshadowed over nost of which a cal mer nood may yet prefer to
pass the sponge of oblivion. There are indemities stipulated
whi ch cannot be enacted without grave injury to the industria

revival of Europe, and which it will be in the interests of al
to render nore tolerable and noderate... | 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.' Wthout the League,
Presi dent W1l son informed the Senate when he presented the treaty
to themearly in July 1919, '... long-continued supervision of
the task of reparation which Germany was to undertake to conplete
within the next generation night entirely break down; (2*) the
reconsi deration and revision of adm nistrative arrangenents and
restrictions which the treaty prescribed, but which it recognised
m ght not provide |asting advantage or be entirely fair if too
| ong enforced, would be inpracticable.’

Can we | ook forward with fair hopes to securing fromthe
operation of the League those benefits which two of its principa
begetters thus encourage us to expect fromit? The rel evant
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passage is to be found in article XI X of the covenant, which runs
as follows: 'The assenmbly may fromtinme to tinme advise the
reconsi deration by menbers of the League of treaties which have
becone i napplicable and the consideration of internationa
condi ti ons whose conti nuance m ght endanger the peace of the
wor | d.'

But alas! Article V provides that 'Except where otherw se
expressly provided in this covenant or by the terns of the
present treaty, decisions at any neeting of the assenmbly or of
the council shall require the agreenent of all the nmembers of the
League represented at the neeting.' Does not this provision
reduce the League, so far as concerns an early reconsideration of
any of the terns of the peace treaty, into a body nerely for
wasting tinme? If all the parties to the treaty are unani nously of
opinion that it requires alteration in a particular sense, it
does not need a League and a covenant to put the business
t hrough. Even when the assenbly of the League is unaninous it can
only 'advise' reconsideration by the nenbers specially affected.

But the League will operate, say its supporters, by its
i nfl uence 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 trai ned European dipl omati st
may become an unequal | ed i nstrunment for obstruction and del ay.
The revision of treaties is entrusted primarily, not to the
council, which neets frequently, but to the assenbly, which wll
neet nore rarely and nust beconme, as any one with an experience
of large inter-Ally conferences nust know, an unw el dy pol ygl ot
debating society in which the greatest resolution and the best
managenment may fail altogether to bring issues to a head agai nst
an opposition in favour of the status quo. There are indeed two
di sastrous blots on the covenant -- article V, which prescribes
unanimty, and the nuch-criticised article X, by which 'The
menbers of the League undertake to respect and preserve as
agai nst external aggression the territorial integrity and
exi sting political independence of all nenbers of the League.'
These two articles together go sone way to destroy the conception
of the League as an instrunent of progress, and to equip it from
the outset with an al nost fatal bias towards the status quo. It
is these articles which have reconciled to the League sonme of its
ori gi nal opponents, who now hope to nmake of it another Holy
Al liance for the perpetuation of the economic ruin of their
enenm es and the bal ance of power in their own interests which
they believe thenselves to have established by the peace.

But while it would be wong 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 w sdom of
the world may yet transforminto a powerful instrunent of peace,
and which in articles Xl -XVII(3*) has al ready acconplished a
great and beneficent achievenent. | agree, therefore, that our
first efforts for the revision of the treaty nust be nmade through
the League rather than in any other way, in the hope that the
force of general opinion, and if necessary, the use of financia
pressure and financial inducements, may be enough to prevent a
recalcitrant minority fromexercising their right of veto. W
must trust the new governnents, whose existence | premise in the
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principal Allied countries, to show a profounder wi sdom and a
greater magnaninmty than their predecessors.
We have seen in chapters 4 and 5 that there are nunerous

particulars in which the treaty is objectionable. I do not intend
to enter here into details, or to attenpt a revision of the
treaty clause by clause. | limt nyself to three great changes

whi ch are necessary for the econonic life of Europe, relating to
reparation, to coal and iron, and to tariffs.

Reparation. |If the sum demanded for reparation is | ess than
what the Allies are entitled to on a strict interpretation of
their engagenments, it is unnecessary to particularise the itens
it represents or to hear arguments about its conpilation. |
suggest, therefore, the follow ng settl enment:

(1) The anpunt of the paynent to be nade by Germany in
respect of reparation and the costs of the arm es of occupation
m ght be fixed at £2,000 mllion

(2) The surrender of nerchant ships and subnmarine cabl es
under the treaty, of war material under the arnistice, of state
property in ceded territory, of clains against such territory in
respect of public debt, and of Germany's cl ainms agai nst her
former Allies, should be reckoned as worth the unmp sum of £500

mllion, without any attenpt being made to eval uate themitem by
item

(3) The balance of £1,500 nmillion should not carry interest
pending its repaynent, and should be paid by Germany in thirty
annual instalnments of £50 million, beginning in 1923.

(4) The reparation conmm ssion should be dissolved or, if any
duties remain for it to perform it should become an appanage of
the League of Nations and should include representatives of
Germany and of the neutral states.

(5) Germany would be left to neet the annual instalnments in
such manner as she might see fit, any conplaint agai nst her for
non-ful fil ment of her obligations being | odged with the League of
Nations. That is to say, there would be no further expropriation
of German private property abroad, except so far as is required
to nmeet private German obligations out of the proceeds of such
property already |iquidated or in the hands of public trustees
and eneny-property custodians in the Allied countries and in the
United States; and, in particular, article 260 (which provides
for the expropriation of German interests in public utility
enterprises) would be abrogat ed.

(6) No attenpt should be nade to extract reparation paynents
from Austri a.

Coal and iron. (1) The Allies' options on coal under annex V
shoul d be abandoned, but Germany's obligation to nake good
France's |l oss of coal through the destruction of her m nes should
remain. That is to say, CGermany should undertake 'to deliver to
France annually for a period not exceeding ten years an anount of
coal equal to the difference between the annual production before
the war of the coal-mnes of the Nord and Pas de Cal ai s,
destroyed as a result of the war, and the production of the m nes
of the sane area during the years in question; such delivery not
to exceed 20 million tons in any one year of the first five
years, and 8 million tons in any one year of the succeeding five
years.' This obligation should | apse, nevertheless, in the event
of the coal districts of Upper Silesia being taken from Gernmany
in the final settlenment consequent on the plebiscite.
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(2) The arrangenent as to the Saar shoul d hol d good, except
that, on the one hand, Germany should receive no credit for the
m nes, and, on the other, should receive back both the m nes and
the territory w thout paynment and unconditionally after ten
years. But this should be conditional on France's entering into
an agreenent for the sane period to supply Gernmany from Lorrai ne
with at | east 50% of the iron ore which was carried from Lorraine
into Germany proper before the war, in return for an undertaking
fromGermany to supply Lorraine with an anount of coal equal to
t he whol e amount fornerly sent to Lorraine from Germany proper
after allowing 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 comng to a
final decision 'regard will be paid (by the principal Allied and
Associ ated Powers) to the wi shes of the inhabitants as shown by
the vote, and to the geographical and econom c conditions of the
locality'. But the Allies should declare that in their judgnent
"econom ¢ conditions' require the inclusion of the coal districts
in Germany unless the w shes of the inhabitants are decidedly to
the contrary.

(4) The coal comm ssion already established by the Allies
shoul d becone an appanage of the League of Nations, and should be
enlarged to include representatives 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
shoul d extend over the distribution of the coal supplies of
Germany, Pol and, and the constituent parts of the forner
Austro- Hungari an enpire, and of the exportable surplus of the
United Kingdom All the states represented on the conmi ssion
shoul d undertake to furnish it with the fullest information, and
to be guided by its advice so far as their sovereignty and their
vital interests permt.

Tariffs. A free trade union should be established under the
auspi ces of the League of Nations of countries undertaking to
i mpose no protectionist tariffs(4*) whatever against the produce
of other nenbers of the union. Germany, Poland, the new states
which formerly conposed the Austro-Hungarian and Turki sh enpires,
and the mandated states should be conpelled to adhere to this
union for ten years, after which tinme 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 becone an original nmenber.

By fixing the reparation paynments well within Germany's
capacity to pay, we nake possible the renewal of hope and
enterprise within her territory, we avoid the perpetual friction
and opportunity of inproper pressure arising out of treaty
cl auses which are inpossible of fulfilnent, and we render
unnecessary the intolerable powers of the reparati on conmm ssion

By a noderation of the clauses relating directly or
indirectly to coal, and by the exchange of iron ore, we permt
the continuance of Germany's industrial life, and put limts on
the 1 oss of productivity which woul d be brought about otherw se
by the interference of political frontiers with the natura
| ocalisation of the iron and steel industry.

By the proposed free trade union sone part of the |oss of
organi sati on and econonm c efficiency may be retrieved which nust
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ot herwi se result fromthe innunmerable new political frontiers now
created between greedy, jealous, immture, and econom cally

i nconpl ete, nationalist states. Econonmic frontiers were tolerable
so long as an imrense territory was included in a few great
enpires; but they will not be tol erable when the enpires of
Germany, Austria-Hungary, Russia, and Turkey have been
partitioned between sone twenty independent authorities. A free
trade uni on, conprising the whole of Central, Eastern, and
sout h- Eastern Europe, Siberia, Turkey, and (I should hope) the
United Kingdom Egypt, and India, might do as nmuch for the peace
and prosperity of the world as the League of Nations itself.
Bel gi um Hol | and, Scandi navia, and Swi tzerland m ght be expected
to adhere to it shortly. And it would be greatly to be desired by
their friends that France and Italy also should see their way to
adhesi on.

It would be objected, | suppose, by sone critics that such an
arrangenent mght go sonme way in effect towards realising the
former German dream of Mttel-Europa. |If other countries were so
foolish as to remain outside the union and to | eave to Gernany
all its advantages, there m ght be some truth in this. But an
econom ¢ system to which everyone had the opportunity of
bel ongi ng and whi ch gave special privilege to none, is surely
absolutely free fromthe objections of a privileged and avowedl y
i mperialistic scheme of exclusion and discrimnation. Qur
attitude to these criticisns nust be determ ned by our whole
noral and enotional reaction to the future of internationa
rel ati ons and the peace of the world. If we take the view that
for at | east a generation to cone Gernany cannot be trusted with
even a nodi cum of prosperity, that while all our recent allies
are angels of light, all our recent enem es, Germans, Austrians,
Hungari ans, and the rest, are children of the devil, that year by
year CGermany nust be kept inpoverished and her children starved
and crippled, and that she nust be ringed round by enem es; 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 neans of livelihood for
the industrial population of her towns. But if this view of
nati ons and of their relation to one another is adopted by the
denocraci es of Western Europe, and is financed by the United
States, heaven help us all. If we aimdeliberately at the
i mpoveri shnment of Central Europe, vengeance, | dare predict, wll
not |inp. Nothing can then delay for very long that final civi
war between the forces of reaction and the despairing convul sions
of revolution, before which the horrors of the late Gernman war
will fade into nothing, and which will destroy, whoever is
victor, the civilisation and the progress of our generation. Even
t hough the result disappoint us, nust we not base our actions on
better expectations, and believe that the prosperity and
happi ness of one country pronotes that of others, that the
solidarity of man is not a fiction, and that nations can stil
afford to treat other nations as fellowcreatures?

Such changes as | have proposed above night do sonething
appreci able to enable the industrial popul ati ons of Europe to
continue to earn a livelihood. But they would not be enough by
t hemsel ves. I n particular, France would be a | oser on paper (on
paper only, for she will never secure the actual fulfilnment of
her present clains), and an escape from her enbarrassments nust
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be shown her in some other direction. | proceed, therefore, to
proposals, first, for the adjustnent of the clainms of Anerica and
the Allies anongst thenselves; and second, for the provision of
sufficient credit to enable Europe to re-create her stock of
circulating capital

[1. THE SETTLEMENT OF | NTER- ALLY | NDEBTEDNESS

In proposing a nodification of the reparation terns, | have
considered themso far only in relation to Germany. But fairness
requires that so great a reduction in the amunt should be
acconpani ed by a readjustnment of its apportionnment between the
Al lies thensel ves. The professions which our statesnen nmade on
every platformduring the war, as well as other considerations,
surely require that the areas danmmged by the eneny's invasion
shoul d receive a priority of conpensation. Wile this was one of
the ultimte objects for which we said we were fighting, we never
i ncluded the recovery of separation all owances anmongst our war
ainms. | suggest, therefore, that we should by our acts prove
oursel ves sincere and trustworthy, and that accordingly G eat
Britain should waive altogether her clainms for cash paynent, in
favour of Belgium Serbia, and France. The whol e of the paynents
made by Germany woul d then be subject to the prior charge of
repairing the material injury done to those countries and
provi nces which suffered actual invasion by the eneny; and
bel i eve that the sumof £1,500 mllion thus avail able would be
adequate to cover entirely the actual costs of restoration.
Further, it is only by a conplete subordination of her own clains
for cash conpensation that Geat Britain can ask with clean hands
for a revision of the treaty and clear her honour fromthe breach
of faith for which she bears the main responsibility, as a result
of the policy to which the General Election of 1918 pl edged her
representatives.

Wth the reparation problemthus cleared up it would be
possible to bring forward with a better grace and nore hope of
success two other financial proposals, each of which involves an
appeal to the generosity of the United States.

Loans to By United States By United Kingdom By France Tota

MIlion £ MIlion £ MIlion £ MIIlion

£
Uni ted Ki ngdom 842 - - - - 842
France 550 508 -- 1, 058
Italy 325 467 35 827
Russi a 38 568(5*) 160 766
Bel gi um 80 98(6*) 90 268
Ser bi a and

Jugosl avi a 20 202 20 60
OGther Allies 35 79 50 164
Tot al 1, 900( 7*) 1, 740 355 3, 995

The first is for the entire cancellation of inter-Aly
i ndebt edness (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 | believe to be
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absolutely essential to the future prosperity of the world. It
woul d be an act of farseeing statesmanship for the United Ki ngdom
and the United States, the two Powers chiefly concerned, to adopt
it. The suns of nobney which are involved are shown approximtely
in the above table. (8*%)

Thus the total volune of inter-Ally indebtedness, assum ng
that | oans fromone Ally are not set off against |oans to
another, is nearly £4,000 mllion. The United States is a | ender
only. The United Kingdom has |ent about twi ce as nuch as she has
borrowed. France has borrowed about three tines as nmuch as she
has lent. The other Allies have been borrowers only.

If all the above inter-Ally indebtedness were nutually
forgiven, the net result on paper (i.e. assunming all the loans to
be good) would be a surrender by the United States of about
£2,000 mllion and by the United Kingdom of about £900 million
France woul d gain about £700 mllion and Italy about £800
mllion. But these figures overstate the loss to the United
Ki ngdom and understate the gain to France; for a large part of
the | oans made by both these countries has been to Russia and
cannot, by any stretch of inmagination, be considered good. If the
| oans which the United Kingdom has nmade to her allies are
reckoned to be worth 50 % of their full value (an arbitrary but
conveni ent assunption which the Chancellor of the Exchequer has
adopted on nore than one occasion as being as good as any other
for the purposes of an approxi mate nati onal bal ance sheet), the
operation would involve her neither in loss nor in gain. But in
what ever way the net result is calculated on paper, the relief in
anxi ety which such a liquidation of the position would carry with
it would be very great. It is fromthe United States, therefore
that the proposal asks generosity.

Speaking with a very intimate know edge of the relations
t hroughout the war between the British, the American, and the
other Allied treasuries, | believe this to be an act of
generosity for which Europe can fairly ask, provided Europe is
maki ng an honourable attenpt in other directions not to continue
war, econom ¢ or otherw se, but to achieve the econonc
reconstitution of the whole continent. The financial sacrifices
of the United States have been, in proportion to her wealth,

i mensely | ess than those of the European states. This could
hardly have been otherwi se. It was a European quarrel, in which
the United States governnent could not have justified itself
before its citizens in expending the whole national strength, as
did the Europeans. After the United States cane into the war her
financi al assistance was | avish and unstinted, and w thout this
assistance the Allies could never have won the war, (9*) quite
apart fromthe decisive influence of the arrival of the Anmerican
troops. Europe, too, should never forget the extraordinary

assi stance afforded her during the first six nonths of 1919

t hrough the agency of M Hoover and the Anerican comnm ssion of
relief. Never was a nobler work of disinterested goodwill carried
through with nore tenacity and sincerity and skill, and with |ess
t hanks either asked or given. The ungrateful governments of

Eur ope owe nuch nore to the statesmanship and insight of M
Hoover and his band of Anmerican workers than they have yet
appreciated or will ever acknow edge. The Anerican relief

commi ssion, and they only, saw the European position during those
nonths in its true perspective and felt towards it as nmen shoul d.
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It was their efforts, their energy, and the American resources
pl aced by the President at their disposal, often acting in the
teeth of European obstruction, which not only saved an i nmense
amount of human suffering, but averted a w despread breakdown of
t he European system (10%)

But in speaking thus as we do of Anerican financia

assistance, we tacitly assune, and Anerica, | believe, assuned it
too when she gave the noney, that it was not in the nature of an
investment. |f Europe is going to repay the £2,000 mllion worth

of financial assistance which she has had fromthe United States

wi th conpound interest at 5% the matter takes on quite a

di fferent conplexion. If America's advances are to be regarded in
this light, her relative financial sacrifice has been very slight
i ndeed.

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 nmany ot her
very rel evant considerations being quite different in the two
cases. The two or three facts followi ng are put forward,
therefore, not to suggest that they provide any conpelling
argunent for Americans, but only to show that fromhis own
selfish point of view an Englishman is not seeking to avoid due
sacrifice on his country's part in nmaking the present suggestion
(1) The sums which the British Treasury borrowed fromthe
Anerican Treasury, after the latter came into the war, were
approximately offset by the suns which England | ent to her other
allies during the sane period (i.e. excluding sunms |ent before
the United States cane into the war); so that al nost the whol e of
Engl and' s i ndebtedness 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 fromthe United States direct. (11*) (2) The
Uni ted Ki ngdom has di sposed of about £1,000 mllion worth of her
foreign securities, and in addition has incurred foreign debt to
t he amount of about £1,200 million. The United States, so far
fromselling, has bought back upwards of £1,000 million, and has
incurred practically no foreign debt. (3) The popul ati on of the
United Kingdomis about one-half that of the United States, the
i ncome about one-third, and the accunul ated weal th between
one-hal f and one-third. The financial capacity of the United
Ki ngdom may therefore be put at about two-fifths that of the
United States. This figure enables us to nmake the foll ow ng
conpari son: Excluding loans to allies in each case (as is right
on the assunption that these loans are to be repaid), the war
expenditure of the United Kingdom has been about three tines that
of the United States, or in proportion to capacity between seven
and eight tines.

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

Failing such a settlenent as is now proposed, the war wl |
have ended with a network of heavy tribute payable fromone Ally
to another. The total amount of this tribute is even likely to
exceed the anount obtainable fromthe eneny; and the war will
have ended with the intolerable result of the Allies paying
i ndemities to one another instead of receiving themfromthe
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eneny.

For this reason the question of inter-Allied indebtedness is
closely bound up with the intense popul ar feeling anongst the
European Allies on the question of indemities -- a feeling which
i s based, not on any reasonabl e cal cul ati on of what Gernmany can
in fact, pay, but on a well-founded appreciation of the

unbearabl e financial situation in which these countries will find
t hensel ves unl ess she pays. Take Italy as an extrene exanple. If
Italy can reasonably be expected to pay £800 million, surely

Germany can and ought to pay an i measurably higher figure. O if
it is decided (as it nmust be) that Austria can pay next to
nothing, is it not an intolerable conclusion that Italy should be
| oaded with a crushing tribute, while Austria escapes ? O, to
put it slightly differently, how can Italy be expected to submt
to paynent of this great sum and see Czechosl ovakia pay little or
not hi ng? At the other end of the scale there is the United

Ki ngdom Here the financial position is different, since to ask
us to pay £800 nillion is a very different proposition from
asking Italy to pay it. But the sentinment is nuch the same. If we
have to be satisfied without full conpensation from Gernmany, how
bitter will be the protests against paying it to the United
States. We, it will be said, have to be content with a claim

agai nst the bankrupt estates of Germany, France, Italy, and
Russi a, whereas the United States has secured a first nortgage
upon us. The case of France is at |east as overwhel mi ng. She can
barely secure from Germany the full neasure of the destruction of
her countryside. Yet victorious France nust pay her friends and
allies nore than four tines the indemity which in the defeat of
1870 she paid Germany. The hand of Bismarck was |ight conpared
with that of an Ally or of an associate. A settlenent of
inter-Ally indebtedness is, therefore, an indispensable
prelimnary to the peoples of the Allied countries facing, with
ot her than a maddened and exasperated heart, the inevitable truth
about the prospects of an indemity fromthe eneny.

It mght be an exaggeration to say that it is inpossible for
the European Allies to pay the capital and interest due fromthem
on these debts, but to make them do so would certainly be to
i npose a crushing burden. They may be expected, therefore, to
make constant attenpts to evade or escape paynent, and these
attenpts will be a constant source of international friction and
ill-will for many years to come. A debtor nation does not |ove
its creditor, and it is fruitless to expect feelings of goodw ||
from France, Italy and Russia towards this country or towards
America, if their future devel opnment is stifled for nmany years to
come by the annual tribute which they must pay us. There will be
a great incentive to themto seek their friends in other
directions, and any future rupture of peaceable relations wll
always carry with it the enornous advantage of escaping the
paynment of external debts. If, on the other hand, these great
debts are forgiven, a stinmulus will be given to the solidarity
and true friendliness of the nations |lately associ at ed.

The exi stence of the great war debts is a nenace to financia
stability everywhere. There is no European country in which
repudi ati on may not soon become an inportant political issue. In
the case of internal debt, however, there are interested parties
on both sides, and the question is one of the interna
di stribution of wealth. Wth external debts this is not so, and
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the creditor nations may soon find their interest inconveniently
bound up with the maintenance of a particular type of governnent
or economni c organisation in the debtor countries. Entangling
alliances or entangling | eagues are nothing to the entangl enents
of cash ow ng.

The final consideration influencing the reader's attitude to
this proposal nust, however, depend on his view as to the future
place in the world' s progress of the vast paper entangl enents
whi ch are our | egacy fromwar finance both at hone and abroad.
The war has ended with everyone owi ng everyone el se i mense suns
of nmoney. Germany owes a |large sumto the Allies; the Allies owe
a large sumto Great Britain; and Great Britain owes a |arge sum
to the United States. The holders of war | oan in every country
are owed a large sumby the state; and the state in its turn is
owed a | arge sum by these and other taxpayers. The whol e position
is in the highest degree artificial, msleading, and vexati ous.
We shall never be able to nove again, unless we can free our
linbs fromthese paper shackles. A general bonfire is so great a
necessity that unless we can nmake of it an orderly and
good-tenpered affair in which no serious injustice is done to
anyone, it will, when it cones at |ast, grow into a conflagration
that may destroy nmuch else as well. As regards internal debt,
am one of those who believe that a capital |evy for the
extinction of debt is an absolute prerequisite of sound finance
in every one of the European belligerent countries. But the
conti nuance on a huge scal e of indebtedness between governnents
has speci al dangers of its own.

Before the middle of the nineteenth century no nation owed
paynments to a foreign nation on any considerable scal e, except
such tributes as were exacted under the conpul sion of actua
occupation in force and, at one tine, by absentee princes under
the sanctions of feudalism It is true that the need for European
capitalismto find an outlet in the New World has |ed during the
past fifty years, though even now on a relatively nodest scal e,
to such countries as Argentina owi ng an annual sumto such
countries as England. But the systemis fragile; and it has only
survi ved because its burden on the paying countries has not so
far been oppressive, because this burden is represented by rea
assets and is bound up with the property systemgenerally, and
because the suns 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 pernanent
order of society. They are disposed to believe, therefore, by
analogy with it, that a conparabl e system between governnents, on
a far vaster and definitely oppressive scale, represented by no
real assets, and less closely associated with the property
system is natural and reasonable and in conformity with human
nat ure.

I doubt this view of the world. Even capitalismat hone,
whi ch engages many | ocal synpathies, which plays a real part in
the daily process of production, and upon the security of which
the present organisation of society largely depends, is not very
safe. But however this may be, will the discontented peopl es of
Europe be willing for a generation to cone so to order their
lives that an appreciable part of their daily produce may be
avail able to neet a foreign paynent the reason for which, whether
as between Europe and Anmerica, or as between Cermany and the rest
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of Europe, does not spring conpellingly fromtheir sense of
justice or duty?

On the one hand, Europe nust depend in the long run on her
own daily labour and not on the | argesse of Anerica; but, on the

ot her hand, she will not pinch herself in order that the fruit of
her daily | abour nmay go el sewhere. In short, | do not believe
that any of these tributes will continue to be paid, at the best,

for nore 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 node of thought, expediency and
generosity agree together, and the policy which will best pronote
i mredi ate friendship between nations will not conflict with the
permanent interests of the benefactor. (12*)

[11. AN I NTERNATI ONAL LOAN

| pass to a second financial proposal. The requirenents of
Europe are i medi ate. The prospect of being relieved of
oppressive interest payments to England and Anerica over the
whole life of the next two generations (and of receiving from
Germany sonme assi stance year by year to the costs of restoration)
woul d free the future from excessive anxiety. But it would not
neet the ills of the i mediate present -- the excess of Europe's
i mports over her exports, the adverse exchange, and the disorder
of the currency. It will be very difficult for European
production to get started again wi thout a tenporary neasure of
external assistance. | amtherefore a supporter of an
international loan in some shape or form such as has been
advocated in many quarters in France, Germany, and Engl and, and
also in the United States. In whatever way the ultimte
responsibility for repaynment is distributed, the burden of
finding the i medi ate resources nust inevitably fall in ngjor
part upon the United States.

The chi ef objections to all the varieties of this species of
project are, | suppose, the followi ng. 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 nore 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 Kotz wll
use the nmoney to put off the day of taxation a little | onger
Italy and Jugoslavia will fight one another on the proceeds,
Poland will devote it to fulfilling towards all her nei ghbours
the military role which France has designed for her, the
governing classes of Roumania will divide up the booty anongst
t hemsel ves. I n short, America would have postponed her own
capital devel opments and raised her own cost of living in order
t hat Europe m ght continue for another year or two the practices,
the policy, and the nen of the past nine nonths. And as for
assistance to Germany, is it reasonable or at all tolerable that
the European Allies, having stripped Germany of her |ast vestige
of working capital, in opposition to the argunents and appeal s of
the American financial representatives at Paris, should then turn
to the United States for funds to rehabilitate the victimin
sufficient measure to allow the spoliation to recomence in a
year or two?
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There is no answer to these objections as matters are now. |f
I had influence at the United States Treasury, | would not lend a
penny to a single one of the present governnments of Europe. They
are not to be trusted with resources which they would devote to
the furtherance of policies in repugnance to which, in spite of
the President's failure to assert either the mght or the ideals
of the people of the United States, the Republican and the
Denocratic parties are probably united. But if, as we nust pray
they will, the souls of the European peoples turn away this
winter fromthe false idols which have survived the war that
created them and substitute in their hearts, for the hatred and
the national i sm which now possess them thoughts and hopes of the
happi ness and solidarity of the European famly -- then should
natural piety and filial |ove inpel the American people to put on
one side all the smaller objections of private advantage and to
conplete the work that they began in saving Europe fromthe
tyranny of organised force, by saving her fromherself. And even
if the conversion is not fully acconplished, and sone parties
only in each of the European countries have espoused a 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 i nmpul se which, we are told, is now strong in the mnd of
the United States to be quit of the turnoil, the conplication
the viol ence, the expense, and, above all, the unintelligibility
of the European problens, is easily understood. No one can fee
nore intensely than the witer how natural it is to retort to the
folly and inpracticability of the European statesmen -- Rot,
then, in your own nalice, and we will go our way --

Renote from Europe; from her bl asted hopes;
Her fields of carnage, and polluted air

But if America recalls for a nmonment what Europe has neant to

her and still nmeans to her, what Europe, the mother of art and of
know edge, 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?

Assum ng then, if only to keep our hopes up, that Anerica
will be prepared to contribute to the process of building up the
good forces of Europe, and will not, having conpleted the
destruction of an eneny, leave us to our m sfortunes, what form
shoul d her aid take?

I do not propose to enter on details. But the nmain outlines
of all schenes for an international |oan are nuch the sane. The
countries in a position to lend assistance, the neutrals, the
United Kingdom and, for the greater portion of the sumrequired,
the United States, nust provide foreign purchasing credits for
all the belligerent countries of continental Europe, Allied and
ex-eneny alike. The aggregate sumrequired m ght not be so |arge
as is sonetinmes supposed. Much m ght be done, perhaps, with a
fund of £200 million in the first instance. This sum even if a
precedent of a different kind had been established by the
cancel lation of inter-Aly war debt, should be |l ent and should be
borrowed with the unequivocal intention of its being repaid in
full. Wth this object in view, the security for the | oan should
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be the best obtainable, and the arrangenments for its ultimte
repaynent as conplete as possible. In particular, it should rank
both for paynment of interest and discharge of capital, in front
of all reparation clains, all inter-Ally war debt, all interna
war | oans, and all other governnent indebtedness of any other

ki nd. Those borrowi ng countries who will be entitled to
reparati on paynents should be required to pledge all such

recei pts to repaynent of the new | oan. And all the borrow ng
countries should be required to place their custons duties on a
gold basis and to pl edge such receipts to its service.

Expendi ture out of the | oan should be subject to general, but
not detailed, supervision by the |lending countries.

If, in addition to this |oan for the purchase of food and
mat erials, a guarantee fund were established up to an equa
anount, nanmely £200 mllion (of which it would probably prove
necessary to find only a part in cash), to which all nenbers of
the League of Nations would contribute according to their neans,
it mght be practicable to base upon it a general reorganisation
of the currency.

In this manner Europe mi ght be equi pped with the mninmum
anount of liquid resources necessary to revive her hopes, to
renew her econoni c organisation, and to enabl e her great
intrinsic wealth to function for the benefit of her workers. It
is useless at the present tinme to el aborate such schenmes in
further detail. A great change is necessary in public opinion
before the proposals of this chapter can enter the regi on of
practical politics, and we nmust await the progress of events as
patiently as we can.

V. THE RELATI ONS OF CENTRAL EURCPE TO RUSSI A

| have said very little of Russia in this book. The broad
character of the situation there needs no enphasis, and of the
details we know al nbst nothing authentic. But in a discussion as
to how the econonic situation of Europe can be restored there are
one or two aspects of the Russian question which are vitally
i mportant.

Fromthe mlitary point of view an ultimte union of forces
bet ween Russia and Germany is greatly feared in some quarters.
This woul d be nuch nore likely to take place in the event of
reacti onary novenents being successful in each of the two
countries, whereas an effective unity of purpose between Lenin
and the present essentially niddle-class governnent of Germany is
unt hi nkabl e. On the other hand, the sane people who fear such a
uni on are even nore afraid of the success of Bol shevism and yet
they have to recognise that the only efficient forces for
fighting it are, inside Russia, the reactionaries, and, outside
Russi a, the established forces of order and authority in Cernany.
Thus the advocates of intervention in Russia, whether direct or
indirect, are at perpetual cross-purposes with thenselves. They
do not know what they want; or, rather, they want what they
cannot help seeing to be inconpatibles. This is one of the
reasons why their policy is so inconstant and so exceedingly
futile.

The sane conflict of purpose is apparent in the attitude of
the council of the Allies at Paris towards the present governnent
of Germany. A victory of Spartacismin Germany nmight well be the
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prelude to revolution everywhere: it would renew the forces of

Bol shevismin Russia, and precipitate the dreaded uni on of
Germany and Russia; it would certainly put an end to any
expectati ons which have been built on the financial and econonic
cl auses of the treaty of peace. Therefore Paris does not |ove
Spartacus. But, on the other hand, a victory of reaction in
Germany woul d be regarded by everyone as a threat to the security
of Europe, and as endangering the fruits of victory and the basis
of the peace. Besides, a new military power establishing itself
in the East, with its spiritual hone in Brandenburg, draw ng to
itself all the mlitary talent and all the military adventurers,
all those who regret enperors and hate denocracy, in the whole of
Eastern and Central and sout h-eastern Europe, a power which would
be geographically inaccessible to the nmlitary forces of the
Allies, mght well found, at least in the anticipations of the
timd, a new Napol eonic dom nation, rising, as a phoenix, from
the ashes of cosnopolitan mlitarism So Paris dare not |ove
Brandenburg. The argunent points, then, to the sustentation of

t hose noderate forces of order which, sonewhat to the world's
surprise, still nanage to maintain thenmselves on the rock of the
German character. But the present governnment of Cermany stands
for German unity nore perhaps than for anything el se; the
signature of the peace was, above all, the price which sone
Germans thought it worth while to pay for the unity which was al
that was | eft them of 1870. Therefore Paris, with sone hopes of

di sintegration across the Rhine not yet extinguished, can resist
no opportunity of insult or indignity, no occasion of |owering
the prestige or weakening the influence of a government with the
continued stability of which all the conservative interests of
Eur ope are neverthel ess bound up.

The sane dilemm affects the future of Poland in the role
whi ch France has cast for her. She is to be strong, Catholic,
mlitarist, and faithful, the consort, or at |east the favourite,
of victorious France, prosperous and magni ficent between the
ashes of Russia and the ruin of Germany. Roummnia, if only she
coul d be persuaded to keep up appearances a little nore, is a
part of the same scatter-brained conception. Yet, unless her
great nei ghbours are prosperous and orderly, Poland is an
econom c inpossibility with no industry but Jew-baiting. And when
Pol and finds that the seductive policy of France is pure
rhodonontade and that there is no noney in it whatever, nor
glory either, she will fall, as pronptly as possible, into the
arns of sonebody el se

The cal cul ations of 'diplomacy' |ead us, therefore, nowhere.
Crazy dreanms and childish intrigue in Russia and Pol and and
t hereabouts are the favourite indul gence at present of those
Engl i shmen and Frenchmen who seek excitenment in its |east
i nnocent form and believe, or at |east behave as if foreign
policy was of the same genre as a cheap nel odramma.

Let us turn, therefore, to something nore solid. The Gernman
gover nnment has announced (30 Cctober 1919) its continued adhesion
to a policy of non-intervention in the internal affairs of
Russia, 'not only on principle, but because it believes that this
policy is also justified froma practical point of view . Let us
assunme that at |ast we al so adopt the same standpoint, if not on
principle, at least froma practical point of view Wat are then
t he fundanental economic factors in the future relations of
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Central to Eastern Europe?

Before the war Western and Central Europe drew from Russia a
substantial part of their inported cereals. Wthout Russia the
i nporting countries would have had to go short. Since 1914 the
| oss of the Russian supplies has been nade good, partly by
drawi ng on reserves, partly fromthe bunper harvests of North
Anerica called forth by M Hoover's guaranteed price, but largely
by economi es of consunption 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 Anerica will have been
di sconti nued, the normal increase of population there will, as
conpared with 1914, have swollen the home demand appreci ably, and
the soil of Europe will not yet have recovered its forner
productivity. If trade is not resuned with Russia, wheat in
1920-1 (unl ess the seasons are specially bountiful) nust be
scarce and very dear. The bl ockade of Russia lately proclainmed by
the Allies is therefore a foolish and short-sighted proceeding;
we are bl ockadi ng not so nuch 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
Russi an peasant is not believed to be sufficient to yield an
exportabl e surplus on the pre-war scale. The reasons for this are
obvi ously many, but anmpongst them are included the insufficiency
of agricultural inplements and accessories and the absence of
incentive to production caused by the |ack of commpdities in the
towns which the peasants can purchase in exchange for their
produce. Finally, there is the decay of the transport system
whi ch hinders or renders inpossible the collection of |oca
surpluses in the big centres of distribution

| see no possible means of repairing this |oss of
productivity within any reasonable period of tinme except through
the agency of German enterprise and organisation. It is
i mpossi bl e geographically and for many ot her reasons for
Engl i shnen, Frenchnmen, or Anmericans to undertake it; we have
neither the incentive nor the neans 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
t he Russi an 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 commopn advantage, the supplies fromwhich we are
now so disastrously cut off. It is in our interest to hasten the
day when German agents and organisers will be in a position to
set in train in every Russian village the inpulses of ordinary
econonmic notive. This is a process quite independent of the
governing authority in Russia; but we may surely predict with
sonme certainty that, whether or not the form of comruni sm
represented by Soviet governnent proves permanently suited to the
Russi an tenperanent, the revival of trade, of the conforts of
life and of ordinary economc notive are not likely to pronote
the extreme forns 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
imtate the policy of non-intervention which the governnent of
Germany has announced, but, desisting froma bl ockade which is
injurious to our own permanent interests, as well as illegal, |et
us encourage and assist Germany to take up again her place in
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Europe as a creator and organiser of wealth for her eastern and
sout hern nei ghbours.

There are many persons in whom such proposals will raise
strong prejudices. | ask themto follow out in thought the result
of yielding to these prejudices. |If we oppose in detail every
means by which Gernmany or Russia can recover their materia
wel | - bei ng, because we feel a national, racial, or politica
hatred for their populations or their governnents, we nust be
prepared to face the consequences of such feelings. Even if there
is no moral solidarity between the nearly related races of
Europe, there is an econonmic solidarity which we cannot
di sregard. Even now, the world markets are one. If we do not
all ow Germany to exchange products with Russia and so feed
hersel f, she nust inevitably conpete with us for the produce of
the New World. The nore successful we are in snapping economc
rel ati ons between Gernmany and Russia, the nore we shall depress
the |l evel of our own econom c standards and increase the gravity
of our own donestic problens. This is to put the issue on its
| owest grounds. There are other argunents, which the npst obtuse
cannot ignore, against a policy of spreading and encouragi ng
further the economic ruin of great countries.

| see few signs of sudden or dramatic devel opnents anywhere.
Ri ots and revolutions there may be, but not such, at present, as
to have fundanental significance. Against political tyranny and
injustice revolution is a weapon. But what counsels of hope can
revolution offer to sufferers from econom c 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 m nds of nmen who are desperate,
revol ution offers no prospect of inprovenent whatever. There may,
therefore, be ahead of us a long, silent process of
sem -starvation, and of a gradual, steady |owering of the
standards of life and confort. The bankruptcy and decay of

Europe, if we allowit to proceed, will affect everyone in the
I ong run, but perhaps not in a way that is striking or imediate.
This has one fortunate side. We may still have time to

reconsi der our courses and to view the world with new eyes. For
the immedi ate future events are taking charge, and the near
destiny of Europe is no longer in the hands of any man. The
events of the com ng year will not be shaped by the deliberate
acts of statesnmen, but by the hidden currents, flow ng
continually beneath the surface of political history, of which no
one can predict the outconme. In one way only can we influence

these hidden currents -- by setting in notion those forces of
i nstruction and inmagi nati on whi ch change opinion. The assertion
of truth, the unveiling of illusion, the dissipation of hate, the

enl argenent and instruction of men's hearts and m nds, nust be
t he neans.

In this autum of 1919 in which | wite, we are at the dead
season of our fortunes. The reaction fromthe exertions, the
fears, and the sufferings of the past five years is at its
hei ght. Qur power of feeling or caring beyond the i medi ate
questions of our own material well-being is tenmporarily eclipsed.
The greatest events outside our own direct experience and the
nost dreadful anticipations cannot nove us.
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In each human heart terror survives
The ruin it has gorged: the loftiest fear
Al'l that they would disdain to think were true:
Hypocri sy and custom nmeke their m nds
The fanes of many a worship, now outworn
They dare not devise good for man's estate,
And yet they know not that they do not dare.
The good want power but to weep barren tears.
The powerful goodness want: worse need for them
The wi se want | ove; and those who | ove want w sdom
And all best things are thus confused to ill.
Many are strong and rich, and woul d be just,
But |ive anong their suffering fell ow nmen
As if none felt: they know not what they do.

We have been nmoved al ready beyond endurance, and need rest.
Never in the lifetinme of men now living has the universal el enent
in the soul of man burnt so dimy.

For these reasons the true voice of the new generation has
not yet spoken, and silent opinion is not yet forned. To the
formati on of the general opinion of the future | dedicate this
book.

NOTES:

1. The figures for the United Kingdom are as foll ows:

Mont hl 'y Net inports Exports Excess of inports
aver age (£1, 000) (£1, 000) (£1, 000)
1913 54, 930 43,770 11, 160
1914 50, 097 35, 893 14, 204
Jan- Mar. 1919 109, 578 49,122 60, 456
April-June 1919 111, 403 62, 463 48, 940
July-Sept 1919 135, 927 68, 863 67,064

But this excess is by no neans so serious as it |ooks; for
with the present high freight earnings of the mercantile marine
the various 'invisible exports of the United Kingdom are
probably even higher than they were before the war, and may
average at |east £45 million nonthly.

2. President WIlson was mi staken in suggesting that the

supervi sion of reparation paynents has been entrusted to the
League of Nations. As | pointed out in chapter 5, whereas the
League is invoked in regard to nmost of the continuing econom c
and territorial provisions of the treaty, this is not the case as
regards reparation, over the problenms and nodifications of which
the reparation conm ssion is suprene, w thout appeal of any kind
to the League of Nations.

3. These articles, which provide safeguards agai nst the outbreak
of war between nmenbers of the League and al so between nmenbers and
non- menbers, are the solid achi evenent of the covenant. These
articles nmake substantially | ess probable a war between organi sed
Great Powers such as that of 1914. This al one should comrend the
League to all nen.
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4. 1t would be expedient so to define a 'protectionist tariff' as
to permt (a) the total prohibition of certain inports; (b) the

i rposition of sunptuary or revenue custons duties on commdities
not produced at home; (c) the inposition of custons duties which
did not exceed by nore than 5% a countervailing excise on simlar
commodities produced at hone; (d) export duties. Further, specia
exceptions mght be permitted by a mpjority vote of the countries
entering the union. Duties which had existed for five years prior
to a country's entering the union mght be allowed to di sappear
gradual ly by equal instalments spread over the five years
subsequent to joining the union

5. This allows nothing for interest on the debt since the
Bol shevi k Revol ution.

6. No interest has been charged on the advances nmde to these
countries.

7. The actual total of loans by the United States up to date is
very nearly £2,000 nmillion, but | have not got the | atest
details.

8. The figures in this table are partly estimted, and are
probably not conpletely accurate in detail; but they show the
approximate figures with sufficient accuracy for the purposes of
the present argunent. The British figures are taken fromthe
White Paper of 23 October 1919 (Cnd. 377). In any actua
settlenment, adjustnents would be required in connection with
certain loans of gold and also in other respects, and I am
concerned in what follows with the broad principle only. The sums
advanced by the United States and France, which are in terns of
dol lars and francs respectively, have been converted at
approximately par rates. The total excludes | oans raised by the
Uni ted Kingdomon the market in the United States, and | oans

rai sed by France on the market in the United Kingdom or the
United States, or fromthe Bank of Engl and.

9. The financial history of the six nonths fromthe end of the
sumrer of 1916 up to the entry of the United States into the war
in April 1917 remains to be witten. Very few persons, outside
the hal f-dozen officials of the British Treasury who lived in
daily contact with the i mense anxieties and i npossible financia
requi renents of those days, can fully realise what steadfastness
and courage were needed, and how entirely hopeless the task woul d
soon have becone without the assistance of the United States
Treasury. The financial problens from April 1917 onwards were of
an entirely different order fromthose of the precedi ng nonths.

10. M Hoover was the only man who enmerged fromthe ordeal of
Paris with an enhanced reputation. This conplex personality, with
his habitual air of weary Titan (or, as others mght put it, of
exhausted prize-fighter), his eyes steadily fixed on the true and
essential facts of the European situation, inported into the
councils of Paris, when he took part in them precisely that

at nrosphere of reality, know edge, nmagnanimty, and

di si nterestedness which, if they had been found in other quarters
al so, woul d have given us the Good Peace.
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11. Even after the United States canme into the war the bul k of
Russi an expenditure in the United States, as well as the whole of
t hat governnent's other foreign expenditure, had to be paid for
by the British Treasury.

12. It is reported that the United States Treasury has agreed to
fund (i.e. to add to the principal sun) the interest owi ng them
on their loans to the Allied governnments during the next three
years. | presune that the British Treasury is likely to follow
suit. If the debts are to be paid ultimately, this piling up of
t he obligations at conmpound interest nmakes the position
progressively worse. But the arrangenment wisely offered by the
United States Treasury provides a due interval for the calm
consi deration of the whole problemin the Iight of the after-war
position as it will soon disclose itself.
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