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CHAPTER V
REPARATION

I. Undertakimgs given prior to the Peace
Negotiations

TaE categories of damage in respect of which the
Allies were entitled to ask for Reparation arc
governed by the relevant passages in Presi-
dent Wilson’s Fourteen Points of January 8,
1918, as modified by the Allied Governments in
their qualifying Note, the text of which the Presi-
dent formally communicated to the German Gov-
ernment as the basis of peace on November
5, 1918. These passages have been quoted in
full at the beginning of Chapter IV. That is to
say, ‘‘compensation will be made by Germany for
all damage done to the civilian population of the
Allies and to their property by the aggression of
Germany by land, by sea, and from the air.”” The
limiting quality of this sentence is reinforced by
the passage in the President’s speech before Con-
gress on February 11, 1918 (the terms of this
speech being an express part of the contract with
the enemy), that there shall be ‘‘no contribu-
tions’’ and ‘‘no punitive damages.”’
113
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It has sometimes been argued that the preamble
to paragraph 19 of the Armistice Terms, to the
effect ‘‘that any future claims and demands of
the Allies and the United States of America re-
main unaffected,’”’ wiped out all precedent con-
ditions, and left the Allies free to make what-
ever demands they chose. But it is not possible
to maintain that this casual protective phrase, to
which no one at the time attached any par-
ticular importance, did away with all the for-
mal communications which passed between the
President and the German Government as to the
basis of the Terms of Peace during the days
preceding the Armistice, abolished the Fourteen
Points, and converted the GGerman acceptance of
the Armistice Terms into unconditional sur-
render, so far as it affects the Financial Clauses.
It is merely the usual phrase of the draftsman,
who, about fo rehearse a list of certain claims,
wishes to guard himself from the implication that
such list is exhanstive. In any case, this conten-

1% With reservation that any future claime and demands of
the Allies and the United States of America remain unafTected,
the following financial conditions are required: Reparation for
damage done. Whilst Armistice lasts, no public securities shall
be removed by the enemy which can serve as a pledge to the
Allies for recovery or reparation of war losses. Immediate resti-
tution of cash deposit in National Bank of Belgium, and, in
general, immediate return of all documents, of specie,
shares, paper money, together with plant for issue thereof, touch-
ing public or private interests in invaded countries. Restitution
of Russian and Roumanian gold yielded to Germany or taken by
that Power. This gold to be delivered in trust to the Allies until

signature of peace.”
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tion is disposed of by the Allied reply to the
German observations on the first draft of the
Treaty, where it is admitted that the terms of
the Reparation Chapter must be governed by the
President’s Note of November 5.

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

But there are not only the limitations of the
phrase in its natural meaning and the emphasis
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on civilian damages as distinet from military ex-
penditure generally; it must also be remembered
that the context of the term is in elucidation of
the meaning of the ferm ‘‘restoration’ in the
President’s Fourteen Points. The Fourteen
Points provide for damage in invaded territory
—Belginm, France, Roumania, Serbia, and Mon-
tenegro (Italy being unaccountably omifted)—
but they do not cover Josses at sea by submarine,
bombardments from the sea (as at Scarborough),
or damage done by air raids. It was to repair
these omissions, which involved losses to the life
and property of civilians not really distinguish-
able in kind from those effected in occupied terri-
tory, that the Supreme Council of the Allies in
Paris proposed to President Wilson their quali-
fications. At that time—the last days of October,
1918—1I do not believe that any responsible states-
man had in mind the exaction from Germany of
an indemnity for the general costs of the war.
They sought only to make it clear (a point of
considerable importance to Great Britain) that
reparation for damage done to non-combatants
and their property was not limited to invaded
territory (as it would have been by the Fourteen
Points unqualified), but applied equally to all
such damage, whether ‘‘by land, by sea, or from
the air.”” It was only at a later stage that a
general popular demand for an indemnity, cover-
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ing the full costs of the war, made it politically
desirable to practise dishonesty and to try to
discover in the written word what was not
there.

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

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

(b) Compensation for improper treatment of
interned civilians.

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

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

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

(d) Compensation for loot of food, raw ma-
terials, live-stock, machinery, household effects,
timber, and the like by the enemy Governments

11t is to be noticed, in passing, that they contain nothing which
limits the damage to damage inflicted contrary to the recognized
rules of warfare. That is to say, it is permissible to include
claims arising out of the legitimate capture of a merchantman
at sea, as well as the costs of illegal submarine warfare.
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or their nationals in territory occupied by them.

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

(f) Compensation to French nationals deported
or compelled to do forced labor.

In addition to the above there is a further item
of more doubtful character, namely—

(¢) The expenses of the Relief Commission in
providing necessary food and clothing to maintain
the civilian French population in the enemy-occu-
pied distriets.

The Belgian claim would include similar items.*
If it were argued that in the case of Belgium
something more nearly resembling an indemnity
for general war costs can be justified, this could
only be on the ground of the breach of Interna-
tional Law involved in the invasion of Belgium,
whereas, as we have seen, the Fourteen Points
include no special demands on this ground.:
As the cost of Belgian Relief under (g), as well
as her general war costs, has been met already by
advances from the British, French, and United
States Governments, Belgium would presnmably

1 Mark-paper or mark-credits owned in ex-oceupied territory
Allied nationals should be included, if at ail, in the settlement
enemy debts, along with other sums owed to Allied nationals,
and not in connection with reparation.
. * A special claim on behalf of Belgium was actually ineluded
in the Peace Treaty, and was acce) by the German representa-
tives without demur.
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employ any repayment of them by Germany in
part discharge of her debt to these Governments,
so that any such demands are, in effect, an addi-
tion to the claims of the three lending Govern-
ments,

The claims of the other Allies would be com-
piled on similar lines. But in their case the ques-
tion arises more acutely how far (Germany can
be made contingently liable for damage done, not
by herself, but by her co-belligerents, Austria-
Hungary, Bulgaria, and Turkey. This is one of
the many questions to which the Fourteen Points
give no clear answer; on the one hand, they cover
explicitly in Point 11 damage done to Roumanis,
Serbia, and Montenegro, without qualification as
to the nationality of the troops inflicting the dam-
age; on the other hand, the Note of the Allies
speaks of ‘““German’’ aggression when it might
have spoken of the aggression of ‘‘Germany and
her allies.”” On a strict and literal interpretation,
I doubt if claims lie against Germany for damage
done,—e.g. by the Turks to the Suez Canal, or
by Austrian submarines in the Adriatic. But it
is a case where, if the Allies wished to strain
a point, they could impose contingent liability
on Germany without running seriously con-
trary to the general intention of their engage-
ments.

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

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

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

The amount of the material damage done in
the invaded districts has been the subject of enor-
mous, if natural, exaggeration. A journey
throngh the devastated areas of France is im-
pressive to the eye and the imagination beyond
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description. During the winter of 1918-19, before
Nature had cast over the scene her ameliorat-
ing mantle, the horror and desolation of war was
made visible to sight on an extraordinary scale
of blasted grandeur. The completeness of the de-
struction was evident. For mile after mile noth-
ing was left. No building was habitable and no
field fit for the plow. The sameness was also
striking. One devastated area was exactly like
another—a heap of rubble, a morass of shell-holes,
and a tangle of wire! The amount of human
labor which would be required to restore such a
countryside seemed incalculable; and to the re-
turned traveler any number of milliards of dol-
lars was inadequate to express in matter the de-
struction thus impressed upon his spirit. Some
Governments for a variety of intelligible reasons
have not been ashamed to exploit these feelings a
little.

Popular sentiment is most at fault, I think, in
the case of Belgium. In any event Belgium is
a small country, and in its case the actual area of
devastation is a small proportion of the whole.

1To the British observer, one scene, however, stood out
distinguished from the rest—the field of Ypres. In that deso-
late and ghostly spot, the natural color anmd humors of the
landscape and the climate seemed designed to express to the
traveler the memories of the ground. A visitor to the salient
early in November, 1918, when a few German bodies still added
a touch of realism and human horror, and the great struggle was
not yet certainly ended, could feel there, as mowhere else, the
present outrage of war, and at the same time the {ragic and senti-
mental purification which to the future will in some degree
transform its harshness.
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The first onrush of the Germans in 1914 did some
damage locally; after that the battle-line in Bel-
gium did not sway backwards and forwards, as in
France, over a deep belt of country. It was prac-
tically stationary, and hostilities were confined to
a small corner of the country, much of which in
recent times was backward, poor, and sleepy, and
did not include the active industry of the country.
There remains some injury in the small flooded
area, the deliberate damage done by the retreat-
ing Germans to buildings, plant, and transport,
and the loot of machinery, cattle, and other mov-
able property. But Brussels, Antwerp, and even
Ostend are substantially intact, and the great bulk
of the land, which is Belgium’s chief wealth, is
nearly as well cultivated as before. The traveler
by motor can pass through and from end to end
of the devastated area of Belgium almost before
he knows it; whereas the destruction in France
is on a different kind of scale altogether. Indus-
trially, the loot has been serious and for the mo-
ment paralyzing; but the actual money cost of
replacing machinery mounts up slowly, and a
few tens cf millions would have covered the value
of every machine of every possible description
that Belgium ever possessed. Besides, the cold
statistician must not overlook the fact that the
Belgian people possess the instinet of individual
self-protection unusually well developed; and the
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great mass of German bank-notes?® held in the
country at the date of the Armistice, shows that
certain classes of them at least found a way, in
spite of all the severities and barbarities of Ger-
man rule, to profit at the expense of the invader.
Belgian claims against Germany such as I have
seen, amounting to a sum in excess of the total
estimated pre-war wealth of the whele country,
are simply irresponsible.

It will help to guide our ideas to guote the

1 These notes, estimated to amount to no less than six thou-
sand million marks, are now a source of embarrassment and

at potential loss to the Belgian Government, irasmuch as on
their recovery of the country they tock them over from their
nationals in exchange for Belgian notes at the rate of Fr. 1.20 =
Mk. 1. This rate of exchange, being substantially in excess of
the value of the mark-notes at the rate of exchange current at
the time (and enormously in excess of the rate to which the mark-
notes have gince fallen, the Belgian franc being now worth more
than three marks), was the occasion of the smuggling of mark-
notes into Belgium on an enormous scale, to take advantage of
the profit obtainable. The Belgian Government took this very
imprudent step, partly because they hoped to persuade the Peace
Conference to make the redemption of these bank-notes, at the par
of exchange, a first charge on German assets. The Peace Confer-
ence held, however, that Reparation proper must take precedence
of the adjustment of improvident ban}.l]dng transactions effected at
an excessive rate of exchange. The possession by the Belgian
Government of this great masa of German currency, in addition
to an amount of nearly two thousand million marks held by the
French Government which they similarly exchanged for the benefit
of the population of the invaded areas and of Alsace-Lorraine, is
a serious aggravation of the exchange position of the mark. It
will certainly be desirable for the Belgian and German Govern-
ments to come to some arrangement as to its disposal, though this
is rendered difficult by the prior lien held by the Reparation Com-
mission over ell German assets available for such purposes.

2 It should be added, in fairness, that the very high claims
put forward on behalf of Belgium grnerally include not only de-
vastation proper, but all kinds of other items, as, for example,
the profits and earnings which Belgiane might reasonably have
expected to earn if there had been no war.



124 REPARATION

official survey of Belgian wealth, published in
1913 by the Finance Ministry of Belgium, which
was as follows:

Land ...ovvvvirnnnneenannnans $1,320,000,000
Buildings «.voenerennnerennnns 1,175,000,000
Personal wealth ..........c... 2,725,000,000
Cash oivvriiiiiinrennnananas 85,000,000
Furniture, ete. .........covnnnn 600,000,000

$5,905,000,000

This total yields an average of $780 per inhab-
itant, which Dr. Stamp, the highest authority on
the subject, is disposed to consider as prima facie
too low (though he does not accept certain much
higher estimates lately current), the correspond-
ing wealth per head (to take Belgium’s immedi-
ate neighbors) being $835 for Holland, $1,220 for
Germany, and $1,515 for France.! A total of $7,-
500,000,000, giving an average of about $1,000
per head, would, however, be fairly liberal. The
official estimate of land and buildings is likely to
be more accurate than the rest. On the other
hand, allowance has to be made for the increased
costs of comstruction.

Having regard to all these considerations, I do
not put the money value of the actual physical loss

1“The Wealth and Income of the Chief Powers,” by J. C.
Stamp (Journal of the Royal Statisticel Society, July, 19189).
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of Belgian property by destruction and loot above
$750,000,000 as a mazimum, and while I hesitate
to put yet lower an estimate which differs so
widely from those generally current, I shall be
surprised if it proves possible to substantiate
claims even to this amount. Claims in respect of
levies, fines, requisitions, and so forth might possi-
bly amount to a further $500,000,000. If the sums
advanced to Belginm by her allies for the general
costs of the war are to be included, a sum of about
$1,250,000,000 has to be added (which includes the
cost of relief), bringing the total to $2,500,000,000.

The destruction in France was on an altogether
more significant scale, not only as regards the
length of the battle line, but also on account of
the immensely deeper area of country over which
the battle swayed from time to time. It is a
popular delusion to think of Belgium as the prin-
cipal victim of the war; it will turn out, I be-
lieve, that taking account of casualties, loss of
property and burden of future debt, Belgium has
made the least relative sacrifice of all the belliger-
ents except the United States. Of the Allies, Ser-
bia’s sufferings and loss have been proportion-
ately the greatest, and after Serbia, France.
France in all essentials was just as much the
victim of German ambition as was Belgium, and
France’s entry into the war was just as unavoid-
able. France, in my judgment, in spite of her
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policy at the Peace Conference, a policy largely
traceable to her sufferings, has the greatest claims
on our generosity.

The special position occupied by Belgium in
the popular mind is due, of course, to the fact
that in 1914 her sacrifice was by far the greatest
of any of the Allies. But after 1914 she played
a minor role. Consequently, by the end of 1918,
her relative sacrifices, apart from those suffer-
ings from invasion which cannot be measured in
money, had fallen behind, and in some respects
they were not even as great, for example, as Aus-
tralia’s. 1 say this with no wish to evade the
obligations towards Belgium under which the
pronouncements of our responsible statesmen at
many different dates have certainly laid us.
(ireat Britain ought not to seek any payment at
all from Germany for herself until the just claims
of Belgium have been fully satisfied. But this
is no reason why we or they should not tell the
truth about the amount.

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

The Annuaire Statistique de la France, 1917,
values the entire house property of France at $11,-
900,000,000 (59.5 milliard francs).! An estimate
current in France of $4,000,000,000 (20 milliard
francs) for the destruetion of house property alone
is, therefore, obviously wide of the mark.? $600,-
000,000 at pre-war prices, or say $1,250,000,000 at
the present time, is much nearer the right figare.
Estimates of the value of the land of France
(apart from buildings) vary from $12,400,000,000
to $15,580,000,000, so that it would be extravagant
to put the damage on this head as high as $500,-
000,000. Farm Capital for the whole of France
has not been put by responsible authorities above
$2,100,000,000.> There remain the loss of furni-
ture and machinery, the damage to the coal-mines

1 Other estimates vary from $12,100,000,000 to $13,400,000,000.
See Stamp, loc cit.

2 This was clearly and courageously pointed out by M. Charles
Gide in L’Emancipation for February, 1919. .

3 For details ofpa these and other figures, see Stamp, loc. o¥.
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and the transport system, and many other minor
items. But these losses, however serious, cannot
be reckoned in value by hundreds of millions
of dollars in respect of so small a part of France.
In short, it will be difficult to establish a bill ex-
ceeding $2,500,000,000 for physical and material
damage in the occupied and devastated areas of
Northern France. I am confirmed in this esti-

1 Even when the extent of the material damage has been es-
tablished, it will be exceedingly difficult to put & price on it, which
must largely depend on the period over which restoration s
spread, and the methods adopted. It would be impossible to make
the damage good in a year or two at any price, and an attempt
to do 8o at a rate which was excessive in relation to the amount
of labor and materials at hand might force prices up to almost
any level. We must, I think, assume a cost of labor and ma-
terials about equal to that current in the world generally. In
point of fact, however, we may safely assume that literal ree-
toration will never be attempted. Indeed, it would be very waste-
ful to do so. Many of the townships were old and unhealthy, and
many of the hamleta migerable. To re-erect the same type of
building in the same places would be foolish. As for the land,
the wise course may be in some cases to leave long strips of it
to Nature for many years tc come. An aggregate money sum
should be computed as fairly representing the value of the
materizl damage, and France should be left to expend it in the
manner she thinks wisest with a view to her economic enrich-
ment as a whole. The first breeze of this controversy has al-
ready blown through France. A long end inconclusive debate
occupied the Chamber during the spring of 1919, as to whether
inhabitants of the devastated area receiving compensation should
be compelled to expend it in restoring the identieal property, or
whether they should be free io use it as they like.” There was
evidently a great deal to be gaid on both sides; in the former case
there would be much hardship and uncertainty for owners who
could not, many of them, hope to recover the effective use of
their property perhaps for years to come, and yet would mnot be
free to set themselves up elsewhere; on the other hand, if such
persons were allowed to take their compensation and go else-
where, the countryside of Northern Franece would mever be put
right. Nevertheless I believe that the wise course will be to
sllow great latitude and let economic motives take their own
course.
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mate by the opinion of M. René Pupin, the author
of the most comprehensive and scientific estimate
of the pre-war wealth of France,* which I did not
come across until after my own figure had been
arrived at. This authority estimates the material
losses of the invaded regions at from $2,000,000,-
000 to $3,000,000,000 (10 to 15 milliards),* between
which my own figure falls half-way.

Nevertheless, M. Dubois, speaking on bechalf
of the Budget Commission of the Chamber, has
given the figure of $13,000,000,000 (65 milliard
franes) ‘‘as a minimum’’ without counting ‘‘war
levies, losses at sea, the roads, or the loss of pub-
lic monuments.”” And M. Loucheur, the Minis-
ter of Industrial Reconstruction, stated before the
Senate on the 17th February, 1919, that the re-
constitution of the devastated regions would in-
volve an expenditure of $15,000,000,000 (75 mil-
liard francs),—more than double M. Pupin’s esti-

1 La Richesse de la France devant la Guerre, published in 1916.

2 Revue Bleue, February 3, 1919, This is quoted in a very
valuable selection of French estimates and expressions of opinion,
forming chapter iv. of La Liguidation financiére de la Guerre, by
H. Charriaut and R. Hacault. The general magnitude of my
estimate is further confirmed by the extent of the repsairs already
effected, as set forth in a speech delivered by M. Tardieu on
October 10, 1919, in which he said: “On September 16 last, of
2246 kilomdtres of railway track destroyed, 2016 had been
repaired; of 1075 kilomdtres of camal, 700; of 1160 construc-
tions, such as bridges and tunnels, which had been blown up, 588
had been replaced; of 550,000 houses ruined by bombardment,
60,000 had been rebuilt; and of 1,800,000 hectares of ground
rendered useless by battle, 400,000 had been reﬂ_.ultwated, 200,000
hectares of which are now ready to be sown. Finally, more than
10,000,000 métres of barbed wire had been removed.”
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mate of the entire wealth of their inhabitants.
But then at that time M. Loucheur was taking a
prominent part in advocating the claims of France
before the Peace Conference, and, like others,
may have found strict veracity inconsistent with
the demands of patriotism.

The figure discussed so far is not, however, the
totality of the French claims. There remain, in
particular, levies and requisitions on the occupied
areas and the losses of the French mercantile
marine at sea from the attacks of German cruisers
and submarines. Probably $1,000,000,000 would
be ample to cover all such elaims; but to be on the
safe side, we will, somewhat arbitrarily, make an
addition to the French claim of $1,500,000,000 on
all heads, bringing it to $4,000,000,000 in all.

The statements of M. Dubois and M. Loucheur
were made in the early spring of 1919. A speech
delivered by M. Klotz before the French Cham-
ber six months later (Sept. 5, 1919) was less
excusable. In this speech the French Minister
of Finance estimated the total French claims for
damage to property (presumably inclusive of
losses at sea, etc., but apart from pensions and
allowances) at $26,800,000,000 (134 milliard
franes), or more than six times my estimate.

18ome of these estimates include allowence for contingent and
immaterial damage as well as for direct material injury.
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Even if my figure prove erroneous, M. Klotz’s can
never have been justified. So grave has been the
deception practised on the French people by their
Ministers that when the inevitable enlightenment
comes, a8 it soon must (both as to their own claims
and as to Germany’s capacity to meet them), the
repercussions will strike at more than M, Klotz,
and may even involve the order of Government
and Society for which he stands,

British claims on the present basis would be
practically limited to losses by sea—losses of hulls
and losses of cargoes. Claims would lie, of
course, for damage to civilian property in air
raids and by bombardment from the sea, but in
relation to such figures as we are now dealing
with, the money value involved is insignificant,—
$25,000,000 might cover them all, and $50,000,000
would certainly do so.

The British mercantile vessels lost by enemy
action, excluding fishing vessels, numbered 2479,
with an aggregate of 7,759,090 tons gross.! There
i3 room for considerable divergence of opinion as
to the proper rate to take for replacement cost; at
the figure of $150 per gross ton, which with the
rapid growth of shipbuilding may soon be too high
but can be replaced by any other which better au-

1A gubstantial part of this was lost in the service of the
Allies; this must not be duplicated by inclusion both in their
claims and in ours.



132 REPARATION

thorities' may prefer, the aggregate claim is
$1,150,000,000. To this must be added the loss of
cargoes, the value of which is almost entirely a
matter of guesswork. An estimate of $200 per ton
of shipping lost may be as good an approximation
as is possible, that is to say $1,550,000,000, making
$2,700,000,000 altogether.

An addition to this of $150,000,000, to cover
air raids, bombardments, claims of interned civil-
ians, and miscellaneous items of every descrip-
tion, should be more than suificient,—making a
total claim for Great Britain of $2,850,000,000. It
is surprising, perhaps, that the money value of
Great Britain’s claim should be so little short of
that of France and actually in excess of that of
Belgium. But, measured either by pecuniary loss
or real loss to the economic power of the country,
the injury to her mercantile marine was enormous.

There remain the claims of Italy, Serbia, and
Roumania for damage by invasion and of these
and other countries, as for example Greece,’ for
losses at sea. I will assume for the present argu-

1 The fact that no separate allowance is made in the above for
the sinking of 675 fishing vessels of 71,765 tons groes, or for
the 1885 vessels of 8,007,067 tons damaged or molested, but not
sunk, may be set off against what may be an excessive figure for
replacement cost.

2 The losses of the Greek mercantile 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 them directly or indirectly. The claims of Greece for mari-

time losses incurred on the service of her own nationals would
not be very considerable.
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ment that these claims rank against Germany,
even when they were directly caused not by her
but by her allies; but that it is not proposed to
enter any such claims on behalf of Russia.!
Italy’s losses by invasion and at sea cannot be
very heavy, and a figure of from $250,000,000 to
$500,000,000 would be fully adequate to cover
them. The losses of Serbia, although from a
human point of view her sufferings were the
greatest of all,* are not measured pecuniarily by
very great figures, on account of her low economie
development. Dr. Stamp (loc. cit.) quotes an es-
timate by the Italian statistician Maroi, which puts
the national wealth of Serbia at $2,400,000,000 or
$525 per head,® and the greater part of this would

1 There is a reservation in the Peace Treaty on this queastion.
“The Allied and Associated Powers formally reserve the right of
Russia to obtain from Germany restitution and reparation based
on the principles of the present Treaty ” (Art. 116).

2 Dr. Diouritch in his *“ Economic and Statistical Survey of the
Southern Slav Nations ™ (Journal of Royal Statistical Society,
May, 1919), quotes some extraordinary figures of the loss of life:
‘*“ According to the official returns, the number of those fallen
in battle or died in captivity up to the last Serbian offensive,
amounted to 320,000, which means that one half of Serbia’s male

pulation, from 18 to 60 years of age, perished outright in the
E)u.ropean War. In addition, the Serbian Medical Authorities
estimate that about 300,000 peorle have died from typhus among
the civil population, and the losses among the population in-
terned in enemy camps are estimated at 50,000. During the two
Serbian retreats and during the Albanian retreat the losses
among children and young people are estimated at 200,000
Lastly, during over three years of enemy occupation, the losses
in lives owing to the lack oi proper food and medical attention
are estimated at 250,000.” Altogether, he puts the losses in life
at above 1,000,000, or more than one-third of the population
of Old Berbia.

3 Come gi caleole e & quanto ammonta la richezza d'ltalic e
delle altre principali nazioni, published in 1919.
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be represented by land which has sustained no
permanent damage.! In view of the very inade-
quate data for guessing at more than the general
magnitude of the legitimate claims of this group
of countries, I prefer to make one guess rather
than several and to put the figure for the whole
group at the round sum of $1,250,000,000.

‘We are finally left with the following—

Belgium .................... $ 2,500,000,000 2
France ...............c..... 4,000,000,000
Great Britain ............... 2,850,000,000
Other Allies ................. 1,250,000,000
Total .....covvvnnnnnnnns $10,600,000,000

I need not impress on the reader that there is
rauch guesswork in the above, and the figure for
France in particular is likely to be criticized.
But I feel some confidence that the general mag-
nitude, as distinet from the precise figures, is not
hopelessly erroneous; and this may be expressed
by the statement that a claim against Germany,
based on the interpretation of the pre-Armistice

1 Very large claims put forward by the Serbian authorities in-
clude many hypothetical items of indirect and non-material
damage; but these, however real, are not admissible under our
present formula.

3 Assuming that in her case $1,250,000,000 are included for
the general expenses of the war defrayed out of loans made to
Belgium by her alliea.
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engagements of the Allied Powers which is
adopted above, would assuredly be found to ex-
ceed $8,000,000,000 and to fall short of $15,000,-
000,000.

This is the amount of the claim which we were
entitled to present to the enemy. For reasons
which will appear more fully later on, I believe
that it would have been a wise and just act to
have asked the German Government at the Peace
Negotiations to agree to a sum of $10,000,000,000
in final settlement, without further examination
of particulars. This would have provided an im-
mediate and certain solution, and would have re-
quired from Germany a sum which, if she were
granted certain indulgences, it might not have
proved entirely impossible for her to pay. This
sum should have been divided up amongst the
Allies themselves on & basis of need and general
equity.

But the question was not settled on its merits.

II. The Conference and the Terms of the Treaty

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

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

But there was another new factor in the situa-
tion which was of greater local importance. The
British Prime Minister had perceived that the
conclusion of hostilities might soon bring with it
the break-up of the political bloc upon which he
was depending for his personal ascendency, and
that the domestic difficulties which would be at-
tendant on demobilization, the turn-over of in-
dustry from war to peace conditions, the financial
situation, and the general psychological reactions
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of men’s minds, ¥ould provide his enemies with
powerful weapons, if he were to leave them time
to mature. The best chance, therefore, of con-
solidating his power, which was personal and
exercised, as such, independently of party or prin-
ciple, to an extent unusual in British politics, evi-
dently lay in active hostilities before the prestige
of victory had abated, and in an attempt to found
on the emotions of the moment a new basis of
power which might outlast the inevitable reaec-
tions of the near future. Within a brief period,
therefore, after the Armistice, the popular vie-
tor, at the height of his influence and his au-
thority, decreed a General Election. It was widely
recognized at the time as an act of political
immorality, There were no grounds of pub-
lic interest which did not call for a short delay
until the issues of the new age had a little de-
fined themselves and until the country had some-
thing more specific before it on which to declare
its mind and to instruct its new representatives.
But the claims of private ambition determined
otherwise.

For a time all went well. But before the cam-
paign was far advanced Government candidates
were finding themselves handicapped by the lack
of an effective cry. The War Cabinet was de-
manding a further lease of authority on the
ground of having won the war. But partly be-
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cause the new issues had not yet defined them-
selves, partly out of regard for the delicate bal-
ance of a Coalition Party, the Prime Minister’s
future policy was the subject of silence or gen-
eralities. The campaign seemed, therefore, to
fall a little flat. In the light of subsequent events
it seems improbable that the Coalition Party was
ever in real danger. But party managers are
eagily ‘‘rattled.”” The Prime Minister’s more
neurotic advisers told him that he was not safe
from dangerous surprises, and the Prime Min-
ister lent an ear to them. The party managers
demanded more ‘‘ginger.”” The Prime Minister
looked about for some.

On the assumption that the return of the Prime
Minister to power was the primary consideration,
the rest followed naturally. At that juncture
there was a clamor from certain quarters that the
Government had given by no means sufficiently
clear undertakings that they were not going ‘“to
let the Hun off.”” Mr. Hughes was evoking a
good deal of attention by his demands for a very
large indemnity,' and Lord Northcliffe was lend-

11t must be gaid to Mr. Hughes' honor that he apprehended
from the firat the bearing of the pre-Armistice negotiations on
our right to demand an indemnity covering the full costs of the
war, protested against our ever having entered into such engage-
ments, and maintained loudly that he had been no party to them
and could not consider himself bound by them. His indignation
may have been partly due to the fact that Australia, not havin,
been ravaged, would have no claims at all under the more limi
interpretation of our rights.
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ing his powerful aid to the same cause. This
pointed the Prime Minister to a stone for fwo
birds. By himself adopting the policy of Mr.
Hughes and Lord Northeliffe, he could at the same
time silence those powerful critics and provide his
party managers with an effective platform cry
to drown the increasing voices of criticism from
other 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 from his own trume impulses, but from the
grosser effluxions of the atmosphere which mo-
mentarily surrounds him. The Prime Minister’s
natural instinets, as they so often are, were right
and reasonable. He himself did not believe in
hanging the Kaiser or in the wisdom or the pos-
sibility of a great indemnity. On the 22nd of
November he and Mr. Bonar Law issued their
Election Manifesto. It contains no allusion of
any kind either to the one or to the other,
but, speaking, rather, of Disarmament and the
League of Nations, concludes that ““our first task
must be to conclude a just and lasting peace, and
so to establish the foundations of a new Europe
that occasion for further wars may be for ever
averted.”” In his speech at Wolverhampton on
the eve of the Dissolution (November 24), there
is no word of Reparation or Indemnity. On the



140 REPARATION

following day at Glasgow, Mr. Bonar Law would
promise nothing. ‘‘We are going to the Confer-
ence,”’” he said, ‘‘as one of a number of allies,
and you cannot expect a member of the Govern-
ment, whatever he may think, to state in public
before he goes into that Conference, what line
he is going to take in regard to any particular
question.”” But a few days later at Newecastle
(November 29) the Prime Minister was warming
to his work: ‘“When Germany defeated France
she made France pay. That is the principle
which she herself has established. There is abso-
lutely no doubt about the principle, and that is
the principle we should proceed upon—that Ger-
many must pay the costs of the war up to the
limit of her capacity to do so.”” But he accom-
panied this statement of principle with many
“‘words of warning’’ as to the practical difficulties
of the case: ‘“We have appointed a strong Com-
mittee 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
must pay as far as she can, but we are not going
to allow her to pay in such a way as to wreck
our industries.”” At this stage the Prime Min-
ister sought to indicate that he intended great
severity, without raising excessive hopes of ac-
tually getting the money, or committing himself
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to a particular line of action at the Confer-
ence. It was rumored that a high city authority
had committed himself to the opinion that Ger-
many could certainly pay $100,000,000,000 and
that this authority for his part would not care
to discredit a figure of twice that sum. The
Treasury officials, as Mr. Lloyd George indicated,
took a different view. He could, therefore, shelter
himself behind the wide discrepancy between the
opinions of his different advisers, and regard the
precise figure of Germany’s capacity to pay as
an open question in the treatment of which he
must do his best for his country’s interests. As
to our engagements under the Fourteen Points
he was always silent.

On November 30, Mr. Barnes, a member of
the War Cabinet, in which he was supposed to
represent Labor, shouted from a platform, ‘I am
for hanging the Kaiser.”’

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

But it was now little more than a week to Poll-
ing Day, and still he had not said enough to sat-
isfy the appetites of the moment. On December
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8,. the Times, providing as usual a cloak of os-
tensible decorum for the lesser restraint of its
associates, declared in a leader entitled ‘‘Mak-
ing Germany Pay,”’ that ‘“The public mind
was still bewildered by the Prime Minister’s
various statements.’” ‘“There is too much suspi-
cion,” they added, ‘‘of influences concerned to
let the Germans off lightly, whereas the only pos-
sible motive in determining their capacity to pay
must be the interests of the Allies.”” ¢‘It is the
candidate who deals with the issues of to-day,”
wrote their Political Correspondent, ‘‘who adopts
Mr. Barnes’s phrase about ‘hanging the Kaiser’
and plumps for the payment of the cost of the
war by Germany, who rouses his audience and
strikes the notes to which they are most respon-
sive.”’

On December 9, at the Queen’s Hall, the Prime
Minister avoided the subject. But from now on,
the debaunchery of thought and speech progressed
hour by hour. The grossest spectacle was pro-
vided by Sir Eric Geddes in the Guildhall at
Cambridge. An earlier speech in which, in a
moment of injudicious candor, he had cast doubts
on the possibility of extracting from Germany
the whole cost of the war had been the object
of serious suspicion, and he had therefore a repu-
tation to regain. ‘“We will get out of her all you
can squeeze out of a lemon and a bit more,’’ the
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penitent shouted, ‘‘I will squeeze her until you
can hear the pips squeak’’; his policy was to take
every bit of property belonging to Germans in
neutral and Allied countries, and all her gold and
silver and her jewels, and the contents of her
picture-galleries and libraries, to sell the proceeds
for the Allies’ benefit. ‘‘I would strip Germany,’’
he cried, ‘“as she has stripped Belgium.”’

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

‘“1. Trial of the Kaiser.
2. Punishment of those responsible for atrocities.
3. Fullest Indemnities from Germany.
4. Britain for the British, socially and industrially.
5. Rehabilitation of those broken in the war.
6. A happier country for all.”’

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
while before had spoken not ignobly of Disarma-
ment and a League of Nations and of a just and
lasting peace which should establish the founda-
tions of a new Europe.

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

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

It proved an irresistible combination, and once
more Mr. George’s political instinct was not at
fault. No candidate could safely denounce this
program, and none did so. The old Liberal Party,

! The whole cost of the war has been estimated at from $120,-
000,000,000 upwards. This would mean an annual payment for
interest (apart from sinking fund) of $6.000.000,000. Could
any ;.xpert Committee have reported that Germany can pay this
sum
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having nothing comparable to offer to the elec-
torate, was swept out of existence.! A new House
of Commons came into being, a majority of whose
members had pledged themselves to a great deal
more than the Prime Minister’s gnarded promises.
Shortly after their arrival at Westminster I asked
a Conservative friend, who had known previous
Houses, what he thought of them. ‘‘They are a
lot of hard-faced men," he said, ‘‘who look as if
they had done very well out of the war.”

This was the atmosphere in which the Prime
Minister left for Paris, and these the entangle-
ments he had made for himself. He had pledged
bimself and his Government to make demands of
a helpless enemy inconsistent with solemn en-
gagements on our part, on the faith of which this
enemy had laid down his arms. There are few
episodes in history which posterity will have less
reason to condone,—a war ostensibly waged in
defense of the sanctity of international engage-
ments ending in a definite breach of one of the
most sacred possible of such engagements on the
part of the victorious champions of these ideals.?

1 But unhappily they did not go down with their flags flying
very gloriously. For one reason or another their leaders main-
tained substantial pilence. What a different position in the
country’s estimation they might hold now if they had suffered
defeat amidst firm protests against the fraud, chicane, and dis-
honor of the whole proceedings.

2 Only after the most painful consideration bave I written these
words. The almost complete absence of protest from the leading
Btatesmen of England makes one feel that one must have made
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Apart from other aspects of the transaction,
I believe that the campaign for securing out of
Germany the general costs of the war was one
of the most serious acts of political unwisdom
for which our statesmen have ever been respon-
sible. To what a different future Europe might
have looked forward if either Mr. Lloyd George or
Mr. Wilson had apprehended that the most serious
of the problems which claimed their attentiom
were not political or territorial but financial and
economie, 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 problems at any stage of the
Conference. But in any event the atmosphere for
the wise and reasonable consideration of them was
hopelessly befogged by the commitments of the
British delegation on the question of Indemnities.
The hopes to which the Prime Minister had given
rise not only compelled him to advocate an unjust
and unworkable economic basis to the Treaty with
Germany, but set him at variance with the Presi-
dent, and on the other hand with competing inter-
ests to those of France and Belgium. The clearer
it became that but little could be expected from
Germany, the more necessary it was to exercise
some mistake. But I believe that I know all the facts, and T
can discover no such mistake. In any case, I have set forth

all the relevant engagements in Chapter IV. and at the nn
of this chapter, so that the reader can form his owm m
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patriotic greed and ‘‘sacred egotism”’ and snatch
the bone from the juster claims and greater need
of France or the well-founded expectations of
Belgium. Yet the financial problems which were
about to exercise Europe could not be solved by
greed. The possibility of thewr cure lay in mag-
nanimity.

Europe, if she is to survive her troubles, will
need so much magnanimity from America, that
she must herself practice it. It is useless for the
Allies, hot from stripping Germany and one an-
other, to turn for help to the United States to put
the States of Europe, including Germany, on to
their feet again. If the General Election of De-
cember, 1918, had been fought on lines of prudent
generosity instead of imbecile greed, how much
better the financial prospeet of Europe might now
be. I still believe that before the main Conference,
or very early in its proceedings, the representa-
tives of Great Britain should have entered deeply,
with those of the United States, into the economic
and financial situation as a whole, and that the for-
mer should have been authorized to make concrete
proposals on the general lines (1) that all inter-
allied indebtedness be canceled outright; (2) that
the sum to be paid by Germany be fixed at
$10,000,000,000; (3) that Great Britain renounce
all claim to participation in this sum and that
any share to which she proves entitled be placed
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at the disposal of the Conference for the pur-
pose of aiding the finances of the New States
about to be established; {4) that in order to make
some basis of credit immediately available an ap-
propriate proportion of the German obligations
representing the sum to be paid by her should be
guaranteed by all parties to the Treaty; and
(5) that the ex-enemy Powers should also be
allowed, with a view to their economic restora-
tion, to issue a moderate amount of bonds carry-
ing a similar guarantee. Such proposals involved
an appeal to the generosity of the United States.
But that was inevitable; and, in view of her far
less financial sacrifices, it was an appeal which
could fairly have been made to her. Such pro-
posals would have been practicable. There is
nothing in them quixotic or Utopian. And they
would have opened up for Europe some prospect
of financial stability and reconstruction.

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

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

It is worth while to point out in passing a
further element in the situation, namely, the op-
position which existed between the ‘‘crushing’’
policy of M. Clemenceau and the financial necessi-
ties of M. Klotz. Clemenceaun’s aim was to weaken
and destroy Germany in every possible way, and
I fancy that he was always a little contemptuons
about the Indemnity; he had no intention of leav-
ing Germany in a position to practise a vast com-
mercial activity. But he did not trouble his head
to understand either the Indemnity or poor M.
Klotz’s overwhelming financial difficulties. If it
amused the financiers to put into the Treaty some
very large demands, well there was no harm in
that; but the satisfaction of these demands must
not be allowed to interfere with the essential re-

1In conversation with Frenchmen who were private persons
and quite unaffected by political considerations, this aspect be-
came very clear You might persuade them that some current
estimates as to the amount to be got out of Germany were
quite fantastic. Yet at the end they would always come back
to where they had started: ** But Germany must pay; for, other-
wise, what is to happen to Francet”
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quirements of a Carthaginian Peace. The combi-
nation of the ‘“real’’ policy of M. Clemenceau on
unreal issues, with M. Klotz’s policy of pretense on
what were very real issues indeed, introduced into
the Treaty a whole set of incompatible provisions,
over and above the inherent impracticabilities of
the Reparation proposals.

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

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

Article 231 reads: “‘The Allied and Associated
Governments affirm and Germany accepts the re-
sponsibility of Germany and her allies for caus-
ing all the loss and damage to which the Allied
and Associated Governments and their nationals
have been subjected as a consequence of the war
imposed upon them by the aggression of Germany
and her allies.”” This is a well and carefully
drafted Article; for the President could read it
as statement of admission on Germany’s part
of moral responsibility for bringing about the
war, while the Prime Minister could explain it
as an admission of financial liability for the gen-
eral costs of the war. Article 232 continues: *“The
Allied and Associated Governments recognize that
the resources of Germany are not adequate, after
taking into account permanent diminutions of
such resources which will result from other pro-
visions of the present Treaty, to make complete
reparation for all such loss and damage.”” The
President could comfort himself that this was no
more than a statement of undoubted fact, and
that to recognize that Germany cannot pay a ecer-
tain claim does not imply that she is liable to pay
the claim; but the Prime Minister could point out
that in the context it emphasizes to the reader the
assumption of Germany’s theoretic liability as-
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serted in the preceding Article. Article 232 pro-
ceeds: ‘“The Allied and Associated Governments,
however, require, and Germany undertakes, that
she will make compensation 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
Associated Power against Germany by such ag-
gression by land, by sea, and from the air, and
in general all damage as defined in Annex I.
hereto.”’* The words italicized being practically
a quotation from the pre-Armistice conditions,
satisfied the scruples of the President, while the
addition of the words ‘‘and in general all damage
as defined in Annex 1. hereto’’ gave the Prime
Minister a chance in Annex I.

So far, however, all this is only a matter of
words, of virtuosity in draftsmanship, which does
no one any harm, and which probably seemed much
more important at the time than it ever will again
between now and Judgment Day. For substance
we must turn to Annex 1.

A great part of Annex I. 1s in strict conformity
with the pre-Armistice conditions, or, at any rate,
does not strain them beyond what is fairly argu-
able. Paragraph 1 claims damage done for in-

*A further paragraph claims the war costs of Belgium “in
accordance with Germany’s pledges, already given, as to com-
Plete restoration for Belgium.”
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jury to the persons of civilians, or, in the case of
death, to their dependents, as a direct consequence
of acts of war; Paragraph 2, for acts of cruelty,
violence, or maltreatment on the part of the enemy
towards civilian victims; Paragraph 3, for enemy
acts injurious to health or capacity to work or to
honor towards civilians in occupied or invaded ter-
ritory; Paragraph 8, for forced labor exacted by
the enemy from civilians; Paragraph 9, for dam-
age done to property ‘‘with the exception of naval
and military works or materials’’ as a direct con-
sequence of hostilities; and Paragraph 10, for fines
and levies imposed by the enemy upon the civilian
population. All these demands are just and in
conformity with the Allies’ rights.

Paragraph 4, which claims for ‘‘damage caused
by any kind of maltreatment of prisoners of war,”’
is more doubtful on the strict letter, but may be
justifiable under the Hague Convention and in-
volves a very small sum.

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

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

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

What had really happened was a compromise
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between the Prime Minister’s pledge to the British
electorate to claim the entire costs of the war and
the pledge to the contrary which the Allies had
given to Germany at the Armistice. The Prime
Minister could claim that although he had not se-
cured the entire cosis of the war, he had never-
theless secured an important contribution towards
them, that he had always qualified his promises
by the limiting condition of Germany’s capacity
to pay, and that the bill as now presented more
than exhausted this capacity as estimated by the
more sober authorities. The President, on the
other hand, bad secured a formula, which was not
too obvious a breach of faith, and had avoided a
quarrel with his Associates on an issue where
the appeals to sentiment and passion would all
have been against him, in the event of its be-
ing made a matter of open popular controversy.
In view of the Prime Minister’s election pledges,
the President could hardly hope to get him to
abandon them in their entirety without a struggle
in public; and the ery of pensions would have had
an overwhelming popular appeal in all countries.
Once more the Prime Minister had shown himself
a political tactician of a high order.

A further point of great difficulty may be read-
ily perceived between the lines of the Treaty.
It fixes no definite sum as representing Germany’s
liability, This feature has been the subject of
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very general criticism,—that it is equally incon-
venient to Germany and to the Allies themselves
that she should not know what she has to pay or
they what they are to receive. The method, ap-
parently contemplated by the Treaty, of arriving
at the final result over a period of many months
by an addition of hundreds of thousands of indi-
vidual claims for damage to land, farm buildings,
and chickens, is evidently impracticable; and the
reasonable course wounld have been for both par-
ties to compound for a round sum without exami-
nation of details. If this round sum had been
named in the Treaty, the settlement would have
been placed on a more business-like basis.

But this was impossible for two reasons. Two
different kinds of false statements had been widely
promulgated, one as to Germany’s capacity to
pay, the other as to the amount of the Allies? just
claims iu 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 es-
timates of most candid and well-informed anthori-
ties, would have fallen hopelessly far short of
popular expectations both in England and in
France. On the other hand, a definitive figure for
damage done which would not disastrously disap-
point the expectations which had been raised in
France and Belgium might have been incapable of
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substantiation under challenge,® and open to dam-
aging criticism on the part of the Germans, who
were believed to have been prudent enough to
accumulate considerable evidence as to the extent
of their own misdoings.

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

The reader may be interested, however, to have
my estimate of the claim which can in fact be sub-
stantiated under Annex I. of the Reparation Chap-
ter. In the first section of this chapter I have
already guessed the claims other than those for
Pensions and Separation Allowances at $15,000,-
000,000 (to take the extreme upper limit of my
estimate). The claim for Pensions and Separa-
tion Allowances under Annex L. is not to be based
on the actual cost of these compensations to the
Governments concerned, but is to be a computed
figure calculated on the basis of the scales in
force in France at the date of the Treaty’s com-
ing into operation. This method avoids the in-
vidious course of valuing an American or a
British life at a higher figure than a French or

1The challenge of the other Allies, as well as of the enemy, had
to be met; for in view of the limited resources of the latter,
the other Allies had perhaps a greater interest than the enemy
in seeing that no ome of &eir number established an excessive
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an Italian. The French rate for Pensions and
Allowances is at an intermediate rate, not so high
as the American or British, but above the Italian,
the Belgian, or the Serbian. The only data re-
quired for the calculation are the actual French
rates and the numbers of men mobilized and of
the casunalties in each class of the various Allied
Armies. None of these figures are available in
detail, but enough is known of the general level
of allowances, of the numbers involved, and of
the casnalties suffered to allow of an estimate
which may not be very wide of the mark. My
guess as to the amount to be added in respect of
Pensions and Allowaneces is as follows:

British Empire .............. $ 7,000,000,000*
France ......... e 12,000,000,0002
Italy ooviviiiiiinecnnnan, . 2,500,000,000
Others (including United States) 3,500,000,000
Total ...vevveveerenannas $25,000,000,000

I feel much more confidence in the approximate
accuracy of the total figure* than in its division
between the different claimants. The reader will
observe that in any case the addition of Pensions

1 M. Klotz has estimated the French claims on this head at
$16,000,000,000 (76 milliard francs, made up of 13 milliard for
allowances, 80 for pensions, and 2 for widows). If this figure is
eorr';%tl. the others a}muid probably be scaled up also.

2 t is to say, I claim for the aggregate e 80 ACCLT
within 25 per cent. i
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and Allowances enormously increases the aggre-
gate claim, raising it indeed by nearly double.
Adding this figure to the estimate under other
heads, we have a total claim against Germany of
$40,000,000,000.* I believe that this figure is fully
high enough, and that the actual result may fall
somewhat short of it.> In the next section of this
chapter the relation of this figure to Germany’s
capacity to pay will be examined. It is only
necessary here to remind the reader of certain
other particulars of the Treaty which speak for
themselves:

1. Out of the total amount of the claim, what-
ever it eventually turns out to be, a sum of $5,000,-
000,000 must be paid before May 1, 1921. The
possibility of this will be discussed below. But
the Treaty itself provides certain abatements. In
the first place, this sum is to include the expenses

1Tn his speech of September 5, 1919, addressed to the French
Chamber, M. Klotz estimated the total Allied claims against Ger-
many under the Treaty at $75,000,000,000, which would ac-
cumulate at interest until 1921, and be paid off thereafter by
34 annual instalments of about $5,000,000,000 each, of which
France would receive about #$2,750,000,000 annually. * The
general effect of the statement (that France would receive from
Germany this annual payment) proved,” it is reported, “ appreci-
&bly encouraging to the country as a whole, and was immediately
reflected in the improved tone on the Bourse and throughout the
business world in France” So long as such statements can be
accepted in Paris without protest, there can be no financial or
economic future for France, and a catastrophe of disillusion is
not far distant. X

2As a matter of subjective judgment, I estimate for this
figure an accuracy of 10 per cent in deficiency and 20 per cent in
excess, i.c. that the result will lie between $32,000,000,000 and
$44,000,000,000.
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of the Armies of Occupation since the Armistice
(a large charge of the order of magmitude of
$1,000,000,000 which under another Article of
the Treaty—No. 249—is laid upon Germany).?
But further, ‘‘such supplies of food and raw ma-
terials as may be judged by the Governments of
the Principal Allied and Associated Powers to be
essential to enable Germany to meet her obliga-
tions for Reparation may also, with the approval
of the said Governments, be paid for out of the
above sum.”’* This is a qualification of high im-
portance. The clause, as it is drafted, allows the
Finance Ministers of the Allied countries to hold
out to their electorates the hope of substantial

1 Germany is also liable under the Treaty, as an addition to her
liabilities for Reparation, to pay all the costs of the Armies 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 limit the size of these armies, and France could, there-
fore, by quartering the whole of her normal standing army in
the occupied ares, shift the charge from her own taxpayers to
those of Germany,—though in reality any such policy would
be at the expense not of Germany, who by hypothesis is already
paying for Reparation up to the full limit of her capacity, but
of France's Allies, who would receive so much less in respect of
Reparation. A White Paper (Cmd. 240) has, however, been
fssued, in which is publighed a declaration by the Governments
of the United States, Great Britain, and France engaging them-
selves to limit the sum payable annually by Germany to cover
the cost of occupation to $80,000,000 “as soon as the Allied and
Associated Powers comcerned are convinced that the conditions
of disarmament h{ Germany are being satisfactorily fulfilled.”
The word which I have italicized is a little significant. The
three Powers reserve to themselves the liberty to modify this
arrangement at any time if they agree that it is necessary.

2 Art. 235. The force of this Article is somewhat strengthened
by Article 251, by virtue of which dispensations may also be
grnm for “other payments” as well as for food and raw
ma
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payments at an early date, while at the same time
it gives to the Reparation Commission a discre-
tion, which the force of facts will compel them to
exercise, to give back to Germany what is required
for the maintenance of her economic existence.
This discretionary power renders the demand for
an immediate payment of $5,000,000,000 less in-
jurious than it would otherwise be, but neverthe-
less it does not render it innocuous. In the first
place, my conclusions in the next section of this
chapter indicate that this sum cannot be found
within the period indicated, even if a large pro-
portion is in practice returned to Germany for
the purpose of enabling her to pay for imports.
In the second place, the Reparation Commission
can only exercise its discretionary power effec-
tively by taking charge of the entire foreign
trade of Germany, together with the foreign ex-
change arising out of it, which will be quite beyond
the capacity of any such body. If the Reparation
Commission makes any serious attempt to ad-
minister the colleetion of this sum of $5,000,000,-
000 and to authorize the return to Germany of a
part of it, the trade of Central Europe will be
strangled by bureaucratic regulation in its most
inefficient form.

2. In addition to the early payment in cash or
kind of a sum of $5,000,000,000, Germany is re-
quired to deliver bearer bonds to a further amount
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of $10,000,000,000, or, in the event of the payments
in cash or kind before May 1, 1921, available for
Reparation, falling short of $5,000,000,000 by rea-
son of the permitted deductions, to such further
amount as shall bring the total payments by
Germany in cash, kind, and bearer bonds up to
May 1, 1921, to a figure of $15,000,000,000 alto-
gether.* These bearer bonds carry interest at
2% per cent per annum from 1921 to 1925, and at
5 per cent plus 1 per cent for amortization there-
after. Assuming, therefore, that Germany is not
able to provide any appreciable surplus towards
Reparation before 1921, she will have to find a
sum of $375,000,000 annoally from 1921 to 1925,
and $900,000,000 annually thereafter.®

3. As soon as the Reparation Commission is
satisfied that Germany can do better than this,
5 per cent bearer bonds are to be issued for a fur-
ther $10,000,000,000, the rate of amortization being
determined by the Commission hereafter. This
would bring the annunal payment to $1,400,000,000
without allowing anything for the discharge of the
capital of the last $10,000,000,000,

4. Germany’s liability, however, is not limited

1This is the effect of Para. 12 (¢) of Annex IL of the Repara-
tion Chapter, leaving minor complications on one side. The
Treaty fixes the payments in terms of gold marke, which are
converted in the above at the rate of 20 to $5.

2 If, per impossihile, Germany discharged $2,500,000,000 in cash
or kind by 1921, ber annual payments would be at the rate of
$312,600,000 from 1921 to IOB; and of $750,000,000 thereafter.
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to $25,000,000,000, and the Reparation Commis-
sion is to demand further instalments of bearer
bonds until the total enemy liability under Annex
I. has been provided for. On the basis of my esti-
mate of $40,000,000,000 for the total liability,
which is more likely to be eriticized as being too
low than as being too high, the amount of this
balance will be $15,000,000,000. Assuming inter-
est at 5 per cent, this will raise the annual pay-
ment to $2,150,000,000 without allowance for
amortization,

5. But even this is not all. There is a further
provision of devastating significance, Bonds rep-
resenting payments in excess of $15,000,000,000
are not to be issued until the Commission is satis-
fied that Germany can meet the interest on them.
But this does not mean that interest is remitted
in the meantime. As from May 1, 1921, interest
is to be debited to Germany on such part of her
outstanding debt as has not been covered by pay-
ment in cash or kind or by the issue of bonds as
above,! and ‘“the rate of interest shall be 5 per cent
unless the Commission ghall determine at some
future time that circumstances justify a variation

1Para. 16 of Annex IL of the Reparation Chapter. There is
aleo an obscure provision by which interest may be charged “ on
sums arising out of material damage as from November 11, 1918,
up to May 1, 1921.” This seems to differentiate damage to prop-
erty from damage to the person in favor of the former. It
does mot affect Pensions and Allowances, the cost of which is
capitalized as at the date of the coming into force of the Treaty.
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of this rate.”” That is to say, the capital sum of
indebtedness is rolling up all the time at com-
pound interest. The effect of this provision
towards increasing the burden is, on the assump-
tion that Germany cannot pay very large sums
at first, enormous. At 5 per cent compound inter-
est a capital sum doubles itself in fifteen years.
On the assumption that Germany cannot pay more
than $750,000,000 annually until 1936 (i.e. 5 per
cent interest on $15,000,000,000) the $25,000,000,-
000 on which interest is deferred will have risen to
$50,000,000,000, carrying an annunal interest charge
of $2,500,000,000. That is to say, even if Germany
pays $750,000,000 annually up to 1936, she will
nevertheless owe us at that date more than half
as much again as she does now ($65,000,000,000 as
compared with $40,000,000,000). From 1936 on-
wards she will have to pay to us $3,250,000,000 an-
nually in order to keep pace with the interest
alone. At the end of any year in which she pays
less than this sum she will owe more than she did
at the beginning of it. And if she is to discharge
the capital sum in thirty years from 1936, i.e. in
forty-eight years from the Armistice, she must
pay an additional $650,000,000 annually, making
$3,900,000,000 in all.*

10n the assumption which no one supports and even the most
optimistic fear to be unplausible, that Germany can patﬁothe full

for interest and sinking fund from the outset, annual
payment would amount to $2,400,000,000.
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It is, in my judgment, as certain as anything
can be, for reasons which I will elaborate in a
moment, that Germany cannot pay anything ap-
proaching this sum. Until the Treaty is altered,
therefore, Germany has in effect engaged herself
to hand over to the Allies the whole of her surplus
production in perpetuity.

6. This is not less the case because the Repara-
tion Commission has been given discretionary
powers to vary the rate of interest, and to post-
pone and even to cancel the capital indebtedness.
In the first place, some of these powers can only
be exercised if the Commission or the Govern-
ments represented on it are wmanimous.! But
also, which is perhaps more important, it will be
the duty of the Reparation Commission, until there
has been a unanimous and far-reaching change of
the policy which the Treaty represents, to extract
from Germany year after year the maximum sum
obtainable. There is a great difference between
fixing a definite sum, which though large is within
Germany’s capacity to pay and yet to retain a
little for herself, and fixing a sum far beyond her
capacity, which is then to be reduced at the discre-
tion of a foreign Commission acting with the ob-

1Under Para. 13 of Annex II. unanimity is required (i) for
any postponement beyond 1939 of instalments due between 1921
and 1926, and (ii.) for any postponement for more than three
years of inatalments due after 1926. Further, under Art. 234, the
Commission may not cancel any part of the indebtedness without
the specific authority of all the Governments represented on the
Commission.
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ject of obtaining each year the maximum which
the circumstances of that year permit. The first
still leaves her with some slight incentive for en-
terprise, energy, and hope. The latter skins her
alive year by year in perpetuity, and however skil-
fully and discreetly the operation is performed,
with whatever regard for not killing the patient
in the process, it would represent a policy which,
if it were really entertained and deliberately prac-
tised, the judgment of men would soon pronounce
to be one of the most outrageous acts of a cruel
victor in civilized history.

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

III. Germany’s Capacity to pay

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

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

There is excluded from the above the actumal

R IR R B G e by Rl A 0T
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restitution of property removed from territory
occupied by the enemy, as, for example, Russian
gold, Belgian and French securities, cattle, ma-
chinery, and works of art. In so far as the actual
goods taken can be identified and restored, they
must clearly be returned to their rightful owners,
and cannot be brought into the general reparation
pool. This is expressly provided for in Article
238 of the Treaty.

1. Immediately Transferable Wealth

(a) Gold.—After deduction of the gold to be
returned to Russia, the official holding of gold as
shown in the Reichsbank’s return of the 30th
November, 1918, amounted to $577,089,500. This
was a very much larger amount than had ap-
peared in the Reichsbank’s return prior to the
war,® and was the result of the vigorous campaign
carried on in Germany during the war for the
surrender to the Reichsbank not only of gold coin
but of gold ornaments of every kind. Private
hoards doubtless still exist, but, in view of the
great efforts already made, it is unlikely that
either the German Government or the Allies will
be able to unearth them. The return can there-
fore be taken as probably representing the maxi-
mum amount which the German Government are
able to extract from their people. In addition to

10n July 23, 1014, the amount was $339,000,000.
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gold there was in the Reichsbank a sum of about
$5,000,000 in silver., There must be, however, a
further substantial amount in circulation, for the
holdings of the Reichshank were as high as $45,-
500,000 on the 31st December, 1917, and stood at
about $30,000,000 up to the latter part of October,
1918, when the internal run began on currency of
every kind* We may, therefore, take a total of
(say) $625,000,000 for gold and silver together at
the date of the Armistice.

These reserves, however, are no longer intact.
During the long period which elapsed between the
Armistice and the Peace it became necessary for
the Allies to facilitate the provisioning of Ger-
many from abroad. The political condition of Ger-
many at that time and the serious menace of
Spartacism rendered this step necessary in the
interests of the Allies themselves if they desired
the continuance in Germany of a stable Govern-
ment to treat with. The question of how such
provisions were to be paid for presented, how-
ever, the gravest difficulties. A series of Confer-
ences was held at Tréves, at Spa, at Brussels, and
subsequently at Chateau Villette and Versailles,

1Owing to the very high premium which exists on German
silver coin, a8 the combined result of the depreciation of the
mark and the appreciation of silver, it is highly improbable that
it will be possible to extract such coin out of the pockets of
the people. But it may gradually leak over the frontier by the
agency of private speculators, and thus indirectly benefit the
German position as a whole.
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between representatives of the Allies and of Ger-
many, with the object of finding some method of
payment as little injurious as possible to the fu-
ture prospects of Reparation payments. The Ger-
man representatives maintained from the outset
that the financial exhaustion of their country was
for the time being so complete that a temporary
loan from the Allies was the only possible expedi-
ent. This the Allies could hardly admic at a time
when they were preparing demands for the im-
mediate payment by Germany of immeasurably
larger sums. But, apart from this, the German
claim could not be accepted as strictly accurate
so long as their gold was still untapped and
their remaining foreign securities unmarketed.
In any case, it was out of the question to sup-
pose that in the spring of 1919 public opinion
in the Allied countries or in America would
have allowed the grant of a substantial loan to
Germany. On the other hand, the Allies were
naturally reluctant to exhaust on the provision-
ing of Germany the gold which seemed to afford
one of the few obvious and certain sources
for Reparation. Much time was expended in the
exploration of all possible alternatives; but it was
evident at last that, even if German exports and
saleable foreign securities had been available to a
sufficient value, they could not be liquidated in
time, and that the financial exhaustion of Ger-
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many was so complete that nothing whatever
was immediately available in substantial amounts
except the gold in the Reichshank. Accordingly
a sum exceeding $2£0,000,000 in all out of the
Reichsbank gold was transferred by Germany to
the Allies (chiefly to the United States, Great
Britain, however, also receiving a substantial
sum) during the first six months of 1919 in pay-
ment for foodstuffs.

But this was not all. Although Germany
agreed, under the first extension of the Armistice,
not to export gold without Allied permission, this
permission could not be always withheld. There
were liabilities of the Reichsbank accruing in the
neighboring neutral countries, which could not be
met otherwise than in gold. The failure of the
Reichsbank to meet its liabilities would have
caused a depreciation of the exchange so injurious
to Germany’s credit as to react on the future
prospects of Reparatiou. In some cases, there-
fore, permission to export gold was accorded to
the Reichsbank by the Supreme Economic Coun-
cil of the Allies.

The net result of these varions measures was to
reduce the gold reserve of the Reichsbank by more
than half, the figures falling from $575,000,000
to $275,000,000 in September, 1919,

It would be possible under the Treaty to take
the whole of this latter sum for Reparation pur-
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poses. It amounts, however, as it is, to less than
4 per cent of the Reichsbank’s Note Issue, and
the psychological effect of its total confiscation
might be expected (having regard to the very
large volume of mark notes held abroad) to de-
stroy the exchange value of the mark almost en-
tirely. A sum of $25,000,000, $50,000,000, or even
$100,000,000 might be taken for a special purpose.
But we may assume that the Reparation Com-
mission will judge it imprudent, having regard to
the reaction on their future prospects of securing
payment, to ruin the German currency system
altogether, more particularly because the French
and Belgian Governments, being holders of a very
large volume of mark notes formerly circulating
in the occupied or ceded territory, have a great
interest in maintaining some exchange value for
the mark, quite apart from Reparation prospects.

It follows, therefore, that no sum worth speak-
ing of can be expected in the form of gold or
silver towards the initial payment of $5,000,000,-
000 due by 1921.

(b) Shipping.—Germany has engaged, as we
have seen above, to surrender to the Allies vir-
tually the whole of her merchant shipping. A con-
siderable 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 Brus-
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sels Agreement in connection with the supply of
foodstuffs.! Estimating the tonnage of German
shipping to be taken over under the Treaty at
4,000,000 gross tons, and the average value per
ton at $150 per ton, the total money value involved
is $600,000,000.

(¢) Foreign Securities.—Prior to the census of
foreign securities carried out by the German Gov-
ernment in September, 1916,° of which the exact

1The Allies made the supply of foodstuffs to Germany durin,
the Armistice, mentioned above, conditional on the Proviaio
transfer to them of the greater part of the Mercantile Marine,
to be operated by them for the purpose of shipping foodstuffs
to Europe generally, and to Germany in patticular. The relue-
tance of the Germans to agree to this was productive of long and
dangerous delays in the eupply of food, but the abortive Confer-
ences of Traves and Spa (Jsnuary 16, February 14-16, and March
4-5, 1919} were at last followed by the Agreement of Brussels
{March 14, 1919). The unwillingness of the Germans to con-
clude was mainly due to the lack of any absolute guarantee on
the part of the Allies that, if they surrendered the ships, they
would get the food. But assuming reasonable good iaith on
the part of the latter {their behavior in respeet of certain other
clauses of the Armistice, bowever, had not been impeccable and
gave the enemy some just grounds for suspicion), their demand
was not an improper one; for without the German shipa the
business of transporting the food would have been difficult, if
not impossible, and the German ships surrendered or their
equivalent were in fact almost wholly emploped in transporting
food to Germany itself. Up to Jume 30, 1919, 178 German ships
of 1,025,388 gross tonnage had been surrendered to the Allies
in mecordance with the Brussels Agreement.

z The amount of tonnage transferred may be rather grester and
the value per ton rather less. The aggregate value involved is
not likely, however, to be less than $500,000,000 or greater than
$750,000,000.

3 This census was carried out by virtue of a Decree of August
23, 1918. On March 22, 1917, the German Government acquired
complete control over the utilization of foreign securities in Ger-
man poesession; and in May, 1917, it began to exercise these

wers for the mobilization of certain Swedish, Danish, and

pecurities.
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results have not been made public, no official re-
turn of such investments was ever called for in
Germany, and the various unofficial estimates are
confessedly based on insufficient data, such as the
admission of foreign securities to the German
Stock Exchanges, the receipts of the stamp duties,
consular reports, etc. The principal German esti-
mates current before the war are given in the
appended footnote* This shows a general con-
sensus of opinion among German authorities that
their net foreign investments were upwards of
$6,250,000,000. I take this figure as the basis of
my calculations, although I believe it to be an
exaggeration; $5,000,000,000 would probably be a
safer figure.

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

(1i.) Investments in Allied countries and in the
United States, which between them constitute a

11892. Schmoller .........cccviveennns $2,500,000,000
1892, Christisans ..........ceeeececn-- 3,250,000,000
18934. Koch .........c.ciiivimnnnnns 3,000,000,000
1905. v. Halle ........cco0vveunne. .. 4,000,000,000 *
19013. Helfferich ... 5,000,000,000 +
1914. Ballod .... 6,250,000,000
1914. Pistorius ... .. 8,250,000,000
1919. Hane David ........ocvvvvunees 5,250,000,000 £

—

* Plus $2,500,000,000 for investments other than securities.

t+ Net investments, i.c. after allowance for property in Ger-
many owned abroad. This may also be the case with some of the
other estimates.

1 This estimate, given in the Weltwirtschaftszeitung (June 13,
1919), is an estimate of the value of Germany’s foreign invest-
ments as at the outbreak of war.
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considerable part of the world, have been seques-
trated by Public Trustees, Custodians of Enemy
Property, and similar officials, and are not avail-
able for Reparation except in so far as they show
a surplus over various private claims. Under the
scheme for dealing with enemy debts outlined in
Chapter 1V, the first charge on these assets is
the private claims of Allied against German
nationals. It is unlikely, except in the United
States, that there will be any appreciable surplus
for any other purpose.

(ii.) Germany’s most important fields of foreign
investment before the war were not, like ours,
oversea, but in Russia, Austria-Hungary, Tur-
key, Roumania, and Bulgaria. A great part of
these has now become almost valueless, at any rate
for the time being; especially those in Russia and
Austria-Hungary. If present market value is to
be taken as the test, nome of these investments
are now saleable above a nominal figure. Unless
the Allies are prepared to take over these securi-
ties much above their nominal market valuation,
and hold them for future realization, there is
no substantial source of funds for immediate pay-
ment in the form of investments in these coun-
tries.

(iii.) While Germany was not in a position to
realize her foreign investments during the war to
the degree that we were, she did so nevertheless
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in the case of certain countries and to the extent
that she was able. Before the United States
came into the war, she is believed to have resold
a large part of the pick of her investments in
American securities, although some current esti-
mates of these sales (a figure of $300,000,000 has
been mentioned) are probably exaggerated. But
throughout the war and particularly in its later
stages, when her exchanges were weak and her
credit in the neighboring neutral countries was be-
coming very low, she was disposing of such se-
curities as Holland, Switzerland, and Seandinavia
would buy or would accept as collateral. 1t is
reasonably certain that by June, 1919, her invest-
ments in these countries had been reduced to a
negligible figure and were far exceeded by her
liabilities in them. Germany has also sold cer-
tain overseas securities, such as Argentine cedu-
las, for which a market could be found.

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

In face of all these considerations, it will be a
miracle if much remains for Reparation. The
countries of the Allies and of the United States,
the countries of Germany’s own allies, and the
neutral countries adjacent to Germany exhaust
between them almost the whole of the civilized
world; and, as we have seen, we cannot expect
much to be available for Reparation from invest-
ments in any of these quarters. Indeed there re-
main no countries of importance for investments
except those of South America.

To convert the significance of these deductions
into figures involves much guesswork. I give the
reader the best personal estimate I can form after
pondering the matter in the light of the available
figures and other relevant data.

I put the deduction under (i.) at $1,500,000,000,
of which $500,000,000 may be ultimately available
after meeting private debts, etc.

As regards (ii.)—according to a census taken
by the Austrian Ministry of Finance on the 31st
December, 1912, the nominal value of the Austro-
Hungarian securities held by Germans was $986,-

bk o
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500,000. Germany’s pre-war investments in Rus-
sia outside Government securities have been esti-
mated at $475,000,000, which is much lower than
would be expected, and in 1906 Sartorius v. Wal-
tershausen estimated her investments in Russian
Government securities at $750,000,000. This gives
a total of $1,225,000,000, which is to some extent
borne out by the figure of $1,000,000,000 given in
1911 by Dr. Ischchanian as a deliberately modest
estimate. A Roumanian estimate, published at the
time of that country’s entry in the war, gave the
value of Germany’s investments in Roumania at
$20,000,000 to $22,000,000, of which $14,000,000 to
$16,000,000 were in Government securities. An
agsociation for the defense of French interests in
Turkey, as reported in the Temps (Sept. 8, 1919),
has estimated the total amount of German capital
invested in Turkey at about $295,000,000, of which,
according to the latest Report of the Council of
Foreign Bondholders, $162,500,000 was held by
German nationals in the Turkish External Debt.
No estimates are available to me of Germany’s
investments in Bulgaria. Altogether I venture a
deduction of $2,500,000,000 in respect of this group
of countries as a whole,

Resales and the pledging as collateral of se-
curities during the war under (iii.) I put at $500,-
000,000 to $750,000,000, comprising practically all
Germany’s holding of Scandinavian, Dutch, and
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Swiss securities, a part of her South American
securities, and a substantial proportion of her
North American securities sold prior to the entry
of the United States into the war.

As to the proper deduction under (iv.) there are
naturally no available figures. For months past
the European press has been full of sensational
stories of the expedients adopted. But if we put
the value of securities which have already left
Germany or have been safely secreted within
Germany itself beyond diseovery by the most
inquisitorial and powerful methods at $500,-
000,000, we are not likely to overstate it.

These various items lead, therefore, in all to
a deduction of a round figure of about $5,000,000,-
000, and leave us with an amount of $1,250,000,000
theoretically still available.

To some readers this figure may seem low, but
let them remember that it purports to represent
the remnant of saleable securities upon which
the German Government might be able to lay
hands for public purposes. In my own opinion
it is much too high, and considering the problem
by a different method of attack I arrive ata
lower figure. For leaving out of account seques-
tered Allied securities and investments in Aus-
tria, Russia, etc., what blocks of securities, speci-

1] have made no deduction for seeurities in the ownership of

Alsace-Lorrainers and others who have now ceased to be German
nationals.
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fied by countries and enterprises, can Germany
possibly still have which could amount to as much
as $1,250,000,000? I cannot answer the question.
She has some Chinese Government securities
which have not been sequestered, a few Japanese
perhaps, and a more substantial value of first-class
South American properties. But there are very
few enterprises of this class still in German hands,
and even their value is measured by one or two
tens of millions, not by fifties or hundreds. He
would be a rash man, in my judgment, who joined
a syndicate to pay $500,000,000 in eash for the un-
sequestered remnant of Germany’s overseas in-
vestments. If the Reparation Commission is to
realize even this lower figure, it is probable that
they will have to nurse, for some years, the assets
which they take over, not attempting their dis-
posal at the present time,

We have, therefore, a figure of from $500,000,-
000 to $1,250,000,000 as the maximum contribu-
tion from Germany’s foreign securities.

Her immediately transferable wealth is com-
posed, then, of —

(a) Gold and silver—say $300,000,000,

(b) Ships—$600,000,000.

(¢) Foreign securities—$500,000,000 to $1,250,-
000,000.

Of the gold and silver, it is not, in fact, practi-
cable to take any substantial part without con-



182 REPARATION

sequences fo the German currency system injuri-
ous to the interests of the Allies themselves. The
contribution from all these sources together which
the Reparation Commission can hope to secure
by May, 1921, may be put, therefore, at from
$1,250,000,000 to $1,750,000,000 as @ mazimum.*

2. Property n ceded Territory or surrendered
under the Armistice

As the Treaty has been drafted Germany will
not receive important credits available towards
meeting reparation in respect of her property in
ceded territory.

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

Government property in Alsace-Lorraine, in
territory ceded to Belgium, and in Germany’s
former colonies transferred to a Mandatory, is

11n all these estimates, I am conscious of being driven by a
fear of overstating the case against the Treaty, of giving figures
in excess of my own real judgment. There is a great difference
between putting down on paper fancy estimates of Germany’s
resources and actually extracting contributions in the form of
cash. I do not myself believe that the Reparation Commission
will secure real resources from the above items by May, 1921,
even ad great as the lower of the two figures given above.
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to be forfeited without credit given. Buildings,
forests, and other State property which belonged
to the former Kingdom of Poland are also to
be surrendered without credit. There remain,
therefore, Government properties, other than the
above, surrendered to Poland, Government prop-
erties in Schleswig surrendered to Denmark,* the
value of the Saar coalfields, the value of certain
river craft, ete, to be surrendered under the
Ports, Waterways, and Railways Chapter, and the
value of the German submarine cables transferred
under Annex VII of the Reparation Chapter.

Whatever the Treaty may say, the Reparation
Commission will not secure any cash payments
from Poland. I believe that the Saar coalfields
have been valued at from $75,000,000 to $100,000,-
000. A round figure of $150,000,000 for all the
above items, excluding any surplus available in
respect of private property, is probably a liberal
estimate.

There remains the value of material surren-
dered under the Armistice. Article 250 provides

1The Treaty (see Art. 114) Jeaves it very dubious how far
the Danish Government is under an obligation to make payments
to the Reparation Commission in respect of its acquisition of
Bchleswig. They might, for instance, arrange for various off-
sets such as the value of the mark notes held by the inhabitants
of ceded areas. In any case the amount of money involved is
quite small. The Danigh Government is raising a loan for $33,-
000,000 (kr. 120,000,000) for the joint purposes of “taking
over Schleawig’s share of the German debt, for buying German
public property, for helping the Schleswig population, and for
settling the currency question.”
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that a credit shall be assessed by the Reparation
Commission for rolling-stock surrendered under
the Armistice as well as for certain other specified
items, and generally for any material so surren-
dered for which the Reparation Commission think
that credit should be given, ‘‘as having non-mili-
tary value.”” The rolling-stock (150,000 wagons
and 5,000 locomotives) is the only very valuable
item. A round figure of $250,000,000, for all the
Armistice surrenders, is probably again a liberal
estimate.

We have, therefore, $400,000,000 to add in re-
spect of this heading to our figure of $1,250,000,-
000 to $1,750,000,000 under the previous heading.
This figure differs from the preceding in that it
does not represent cash eapable of benefiting the
financial situation of the Allies, but is only a book
credit between themselves or between them and
(fermany.

The total of $1,650,000,000 to $2,150,000,000 now
reached is not, however, available for Reparation.
The first charge upon it, under Article 251 of the
Treaty, is the cost of the Armies of Occupation
both during the Armistice and after the conclu-
sion of Peace. The aggregate of this figure up
to May, 1921, cannot be calculated until the rate
of withdrawal is known which is to reduce the
monthly cost from the figure exceeding $100,000,-
000, which prevailed during the first part of 1919,



REPARATION 185

to that of $5,000,000, which is to be the normal
figure eventually. I estimate, however, that this
aggregate may be about $1,000,000,000. This
leaves us with from $500,000,000 to $1,000,000,000
still in hand.

Out of this, and out of exports of goods, and
payments in kind under the Treaty prior to May,
1921 (for which I have not as yet made any allow-
ance), the Allies have held out the bope that they
will allow Germany to receive back such sums
for the purchase of necessary food and raw
materials as the former deem it essential for her
to have. It is not possible at the present time
to form an accurate judgment either as to the
money-value of the goods which Germany will
require to purchase from abroad in order to re-
establish her economic 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 anything approach-
ing their normal level by May, 1921, Germany
would probably require foreign purchasing power
of from $500,000,000 to $1,000,000,000 at least, in
addition to the value of her current exports.
While this is not likely to be permitted, I ven-
ture to assert as a matter beyond reasonable dis-
pute that the social and economic condition of
Germany cannot possibly permit a surplus of ex-
ports over imports during the period prior to
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May, 1921, and that the value of any payments
in kind with which she may be able to furnish
the Allies under the Treaty in the form of coal,
dyes, timber, or other materials will have to be
returned to her to enable her to pay for imports
esgential to her existence.

The Reparation Commission can, therefore, ex-
pect no addition from other sources to the sum
of from $500,000,000 to $1,000,000,000 with which
we have hypothetically credited it after the reali-
zation of Germany’s immediately transferable
wealth, the calculation of the credits due to Ger-
many under the Treaty, and the discharge of the
cost of the Armies of Occupation. As Belgium
has secured a private agreement with France, the
United States, and Great Britain, outside the
Treaty, by which she is to receive, towards satis-
faction of her claims, the first $500,000,000 avail-
able for Reparation, the upshot of the whole mat-
ter is that Belgium may possibly get her $500,-
000,000 by May, 1921, but none of the other Allies
are likely to secure by that date any contribution
worth speaking of. At any rate, it would be very
imprudent for Finance Ministers to lay their
plans on any other hypothesis.

! Here again my own judgment would carry me much further
and I should doubt the possibility of Germany’s exports equal-
ing her imports during this period. But the statement in the
taxt goes far enough for the purpose of my argument.
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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 un-
affected by the almost total loss of her colonies,
her overseas connections, her mercantile marine,
and her foreign properties, by the cession of ten
per cent of her territory and population, of one-
third of her coal and of three-quarters of her
iron ore, by two million casualties amongst men
in the prime of life, by the starvation of her peo-
ple for four years, by the burden of a vast war
debt, by the depreciation of her currency to less
than one-seventh its former value, by the dis-
ruption of her allies and their territories, by
Revolution at home and Bolshevism on her bor-
ders, and by all the unmeasured ruin in strength
and hope of four years of all-swallowing war and
final defeat.

All this, one would have supposed, is evident.
Yot most estimates of a great indemnity from Ger-
many depend on the assumption 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 whether payment takes
the form of cash (or rather of foreign exchange)
or is partly effected in kind (coal, dyes, timber,
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ete.), as contemplated by the Treaty. In any
event, it is only by the export of specific commodi-
ties that Germany can pay, and the method of
turning the value of these exports to account for
Reparation purposes is, comparatively, a matter
of detail.

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

In the year 1913 Germany’s imports amounted
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to $2,690,000,000 and her exports to $2,525,000,000,
exclusive of transit trade and bullion. That is
to say, imports exceeded exports by about $165,-
000,000. On the average of the five years ending
1913, however, her imports exceeded her exports
by a substantially larger amount, namely, $370,-
000,000. 1t follows, therefore, that more than the
whole of Germany’s pre-war balance for new for-
eign investment was derived from the interest
on her existing foreign securities, and from the
profits of her shipping, foreign banking, ete. As
her foreign properties and her mercantile marine
are now to be taken from her, and as her foreign
banking and other miscellaneous sources of rev-
enue from abroad have been largely destroyed,
it appears that, on the pre-war basis of exports
and imports, Germany, so far from having a sur-
plus wherewith to make a foreign payment, would
be not nearly self-supporting. Her first task,
therefore, must be to effect a readjustment of
consumption and production to cover this deficit.
Any further economy she can effect in the use
of imported commodities, and any further stimn-
lation of exports will then be available for Repa-
ration.

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

Amount:
iy Percentage of
1 i1}
German Exports, 1913 %{o{}::'u Total Exports

Iron goods (including tin plates, ete.) 330.65 13.2

Machinery and piru P (including
motorcars) ............c00ne.nn 187.76 7.5
Coal, coke, and briquettes .......... 176.70 7.0

Woolen goode (including raw and
combed wool and clothing)........ 147.00 5.9

Cotton goods (including raw cotton,
yarn, and thread) ............... 140.75 5.6
982.85 39.2

Cereals, ete. (including rye, oats,
wheat, hops) .................... 105.90 4.1
Leather and leather goods .......... 71.36 3.0
Bugar .......cciiiiiiiianiianianns 66.00 2.6
Paper, ote. ....coiviiinnanns P, 65.60 2.6
FUurs ......ivienvinennnnannnnnanns 68.75 2.2

Electrical goods (installations, ma-
chinery, lamps, cables) ........... 54.40 2.2
Bilk GOOAB ..oovevnnnennnsnnnnnnns 50.50 2.0
Dyes .....oiuiienirinnanancacnsnnans 48.80 1.9
Copper goods ........oovvenunninnss 32.50 1.3
TOFE v veernneanunansranssrenaesns 25.75 1.0
Rubber and rubber goods ........... 21.35 0.9
Books, maps, end music ........... 18.66 0.8
Potash ...... “esessssrones besansans 16.90 0.6
Gluss ...............cciiiiaiaan. 16.70 0.6
Potassium chloride ................ 14.66 0.6
Pianos, organs, and parts .......... 13.85 0.8
Raw zine .........cvvviinvnnnnisn 13.70 0.5
Porcelain ........ e iataeaiae e 12.85 0.5
71170 67.2
Other goods, unenumerated .....| 829.60 328
Total .........ccouviune. 2,624.16 100.0
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Amount :
e Percentage of
German Imports, 1013 Millien
ports Doltars | Total Imports
I. Raw materials:—
Cotton  .......o0un. R 151.76 5.6
Hides and sking ............| 124.30 46
Wool .ovvviiriiiaiinnnnnns 118.35 44
Cop}nr Cerherenenianeraaes 83.75 3.1
Coal ........cvvvviiianann. 88.30 25
Timber ......covevvvvnnnons 68.00 22
Iron Ore .....coveeevnrenees 56.75 2.1
(- 46.75 1.7
Flax and flaxseed .......... 46.65 1.7
Saltpetre ............ 00000 42.75 1.8
Bilk ...t 30.50 1.5
Rubber .......coovvviiunans 36.50 14
Jute . ..iiiiiiiiiiii e 23.50 0.9
Petroleum ................. 17.45 0.7
Tin ...ivviivenns fessresaan 14.55 0.5
Phosphorus chalk .......... 11.60 0.4
Lubriecating oil ............ 11456 04
951.90 35.3
I1. Food, tobacco, ete.:—
Cereals, ete. (wheat, barley,
bran, rice, maize, oata, rye,
clover) .........iceiiiaan 327.56 12.2
Oil seeds and cake, ete. (im-
cluding palm kernels, copra,
cocon beanB) ............. 102.65 38
Cattle, lamb fat, bladders ... 73.10 28
i (- T ﬁd.gg 2.g
E mstdsmmabidadnstbianas 48. L.
Tgﬂeeo Cierereraaeraaas 83.50 12
Butter ......c.coiiininiinn. 20.65 1.1
Horses ........ eeeireeeaae 29.05 1.1
Fruit ......cccivvenvannnnss 18.25 0.7
Fish .....cciiiiiiiinnnnnns 14.95 0.8
Poultry ......o0nuus cekunnns 14.00 0.6
Wine ......covevvvenncnnsnn 13.35 056
769.30 28.3
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Amount:
P Percentage of
German Imports, 1013 Million
Dollars Total Imports
III. Manufactures:—
Cotton yarn and thread and
cotton goods ............. 47.06 18
Woolen yarn and woolen
gOOAB .........i.iiiiiii.. 37.85 14
Machinery .........o000.... 20,10 0.7
105.00 3.9
IV. Unenumerated ................ 876.40 325
Total ........c.ocoi... 2,692.60 100.0

These tables show that the most important
exports consisted of :—
(1) Iron goods, including tin plates (13.2 per
cent),
(2) Machinery, ete. (7.5 per cent),
(3) Coal, coke, and briquettes (7 per cent),
(4) Woolen goods, including raw and combed
wool (5.9 per cent), and
(5) Cotton goods, including cotton yarn and
thread and raw cotton (5.6 per cent),
these five classes between them accounting for
39.2 per cent. of the total exports. It will be
observed that all these goods are of a kind in
which before the war competition between Ger-
many and the United Kingdom was very severe,
If, therefore, the volume of such exports to over-
seas or European destinations is very largely in-
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creased the effect upon British export trade must
be correspondingly serious. As regards two of
the categories, namely, cotton and woolen goods,
the increase of an export trade is dependent
upon an increase of the import of the raw ma-
terial, 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 ex-
cess of the pre-war standard of consumption, and
even then the effective increase is not the gross
value of the exports, but only the difference be-
tween the value of the manufactured exports and
of the imported raw material. As regards the
other three categories, namely, machinery, iron
goods, and coal, Germany’s capacity to increase
her exports will have been taken from her by the
cessions of territory in Poland, Upper Silesia, and
Alsace-Lorraine. As has been pointed out al-
ready, these districts accounted for nearly one-
third of Germany’s production of coal. But they
also supplied no less than three-quarters of her
iron-ore production, 38 per cent of her blast fur-
naces, and 9.5 per cent of her iron and steel
foundries. Unless, therefore, Alsace-Lorraine
and Upper Silesia send their iron ore to Ger-
many proper, to be worked up, which will involve
an increase in the imports for which she will
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have to find payment, so far from any increase
in export trade being possible, a decrease is in-
evitable.!

Next on the list come cereals, leather goods,
sugar, paper, furs, electrical goods, silk goods, and
dyes. Cereals are not a net export and are far
more than balanced by imports of the same com-
modities. As regards sugar, nearly 90 per cent
of Germany’s pre-war exports came to the United
Kingdom.* An increase in this trade might be
stimulated by a grant of a preference in this coun-
try to German sugar or by an arrangement by
which sugar was taken in part payment for the
indemnity on the same lines as has been proposed
for coal, dyes, etc. Paper exports also might be
capable of some increase. Leather goods, furs,
and silks depend upon corresponding imports on
the other side of the account. Silk goods are
largely in competition with the trade of France
and Italy. The remaining items are individually
very small. I have heard it suggested that the
indemnity might be paid to a great extent in
potash and the like. But potash before the war

11t has been estimated that the cession of territory to France,
apart from the loss of Upper Bilesia, may reduce Germany’s
annual pre-war production of steel ingota from 20,000,000 tons
to 14,000,000 tons, and increase France’s capacity from 5,000,000
tons to 11,000,000 tons.

2 Germany’s exports of sugar in 1913 amounted to 1,110,073
tone of the value of $65,471,600, of which 838,683 tone were ex-
ported to the United Kingdom at a value of $45,254,000. These

were in excess of the normal, the average total exports
for the five years ending 1913 being about $50,000,000.
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represented 0.6 per cent of Germany’s export
trade, and about $15,000,000 in aggregate value.
Besides, France, having secured a potash field in
the territory which has been restored to her, will
not welcome a great stimulation of the German
exports of this material.

An examination of the import list shows that
63.6 per cent are raw materials and food. The
chief items of the former eclass, namely, cotton,
wool, copper, hides, iron-ore, furs, silk, rubber,
and tin, could not be much reduced without
reacting on the export trade, and might have to
be increased if the export trade was to be in-
creased. Imports of food, namely, wheat, barley,
coffee, eggs, rice, maize, and the like, present a
different problem. It is unlikely that, apart from
certain comforts, the consumption of food by the
German laboring classes before the war was in
excess of what was required for maximum
efficiency; indeed, it probably fell short of that
amount. Any substantial deerease in the imports
of food would therefore react on the efficiency
of the industrial 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 Ger-
man industry if the workmen are to be under-
fed. But this may not be equally true of barley,
coffee, eggs, and tobacco. If it were possible to
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enforce a régime in which for the future no Ger-
man drank beer or coffee, or smoked any tobacco,
a substantial saving could be effected. Otherwise
there seems little room for any significant re-
duction.

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

[TasLe
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GerMAN TeapE (1913) AccorpING TO DESTINATION AND ORIGIN

Destination of
Germany’s Exports

Origin of
Germany’s Imports

Great Britain .
India .......

Egypt ........
Canada .......

Auetralia .....

Bulgaria .....

Other countries .......

Miilion
Dollars Per cent

359.55 142
37.65 15
10.85 0.4
15.10 0.6
22.10 0.9
1170 0.5

456.95 18.1

197.45 7.8

137.75 6.5
98.35 3.9

178.30 7.1

220.00 8.7
35.00 1.4

276.20 109
24.60 1.0

75656 0.3

890.20 353

2,522.35 1000

Million

Dollars
219.00
135.20
29.60
16.00
74.00
17.40

491.20

146.05
86.15
79.40

427.80

356.15
12.95

206.80
18.40

2.00

858.70

2,602.60

Per cent

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

Let us run over the chief items again: (1) Iron
goods. In view of Germany’s loss of resources,
an increased net export seems impossible and a
large decrease probable. (2) Machinery. Some
increase is possible. (3) Coal and coke. The
value of Germany’s net export before the war was
$110,000,000; the Allies have agreed that for the
time being 20,000,000 tons is the maximum pos-
gible export with a problematic (and in faet)
impossible increase to 40,000,000 tons at some
future time; even on the basis of 20,000,000 tons
we have virtually no increase of value, measured
in pre-war prices;' whilst, if this amount is
exacted, there must be a decrease of far greater
value in the export of manufactured articles re-
quiring coal for their production. (4) Woolen
goods. An increase i8 impossible without the raw
wool, and, having regard to the other claims on
supplies of raw wool, a decrease is likely. (5)

1The necessary price adjustment, which is required, on both
gides of this account, will be made en bloc later.
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Cotton goods. The same considerations apply as
to wool. (6) Cereals. There never was and never
can be a net export. (7) Leather goods. The
same considerations apply as to wool.

We have now covered nearly half of Germany’s
pre-war exports, and there ig no other commodity
which formerly represented as much as 3 per cent
of her exports. In what commodity is she to pay?
Dyes?—their total value in 1913 was $50,000,000.
Toyst Potash?—1913 exports were worth $15,-
000,000. And even if the commodities could be
specified, in what markets are they to be sold1—
remembering that we have in mind goods to the
value not of tens of millions annually, but of hun-
dreds of millions.

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

Let us put our guess as high as we can without
being foolish, and suppose that after a time Ger-
many will be able, in spite of the reduection of her
resources, her facilities, her markets, and her
productive power, to increase her exports and
diminish her imports so as to improve her trade
balance altogether by $500,000,000 annually, meas-
ured in pre-war prices. This adjustment is first
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required to liqguidate the adverse trade balance,
which in the five years before the war averaged
$370,000,000; but we will assume that after allow-
ing for this, she is left with a favorable trade
balance of $250,000,000 a year. Doubling this to
allow for the rise in pre-war prices, we have a
figure of $500,000,000. Having regard to the
political, social, and human factors, as well as to
the purely economie, I doubt if Germany could
be made o pay this sum annually over a period
of 30 years; but it would not be foolish to assert
or to hope that she could.

Such a figure, allowing 5 per cent for interest,
and 1 per cent for repayment of ecapital, repre-
sents a capital sum having a present value of
about $8,500,000,000.

I reach, therefore, the final conclusion that, in-
cluding all methods of payment—immediately
transferable wealth, ceded property, and an an-
nual tribute—$10,000,000,000 is a safe maximum
figure of Germany’s capacity to pay. In all the
actual circumstances, I do not believe that she
can pay as much. Let those who consider this a
very low figure, bear in mind the following re-
markable comparison. The wealth of France in

1 Tf the amount of the sinking fund be reduced, and the annual
payment is continued over a greater number of years, the present
value-—so powerful is the operation of compound interest—can-
not be materially increased. A payment of $500,000,000 anmually

wn perpetuity, assuming interest, as before, £t 5 per cent, would
only raise the present value t.o’$10,0l)0,000,000.
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1871 was estimated at a little less than half that
of Germany in 1913. Apart from changes in the
value of money, an indemnity from Germany of
$2,500,000,000 would, therefore, be about compara-
ble to the sum paid by France in 1871; and as
the real burden of an indemnity increases more
than in proportion to its amount, the payment of
$10,000,000,000 by Germany would have far se-
verer consequences than the $1,000,000,000 paid
by France in 1871.

There is only one head under which I see a
possibility of adding to the figure reached on the
line of argument adopted above; that is, if Ger-
man labor is actwally transported to the devas-
tated areas and there engaged in the work of
reconstruction. I have heard that a limited
scheme of this kind is actually in view. The addi-
tional contribution thus obtainable depends on the
number of laborers which the German Govern-
ment could contrive to maintain in this way and
also on the number which, over a period of years,
the Belgian and French inhabitants would toler-
ate in their midst. In any case, it would seem
very difficult to employ on the actual work of
reconstruction, even over a number of years, im-
ported labor having a net present value exceed-
ing (say) $1,250,000,000; and even this would not
prove in practice a net addition to the annual con-
tributions obtainable in other ways.
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A capacity of $40,000,000,000 or even of $25,-
000,000,000 is, therefore, not within the limits of
reasonable possibility. It is for those who be-
lieve that Germany can make an annual payment
amounting to hundreds of millions sterling to say
i what specific commodities they intend this pay-
ment to be made and in what markets the goods
are to be sold. Until they proceed to some degree
of detail, and are able to produce some tangible
argument in favor of their conclusions, they do
not deserve to be believed.!

1 As an example of public misapprehension on economic affairs,
the following letter from Bir Sidney Low to The Times of
the 3rd December, 1918, deserves quotation: “I have seen
authoritative estimates which piace the gross value of Ger-
many’s mineral and chemical resources as high as $1,250,000,
000,000 or even more; and the Rubr basin mines alone
are said to be worth over $225,000,000,000. It is certain,
at any rate, that the capital value of these natural sup-
lies is much greater than the total war debts of all the Allied
gt.a.tes. Why should not some portion of this wealth be diverted
for a sufficient period from its present owmers and assigned to
the peoples whom Cermany has assailed, deported, and injured?
The Allied Governments might justly require Germany to sur-
render to them the use of such of her mines and mineral deposits
as would yield, say, from $500,000,000 to $1,000,000,000 annually
for the next 30, 40, or 50 years. By this means we could obtain
sufficient compensation from Germany without unduly stimulating
her manufactures and export trade to our detriment” It is not
clear why, if Germany has wealth exceeding $1,250.000,000,000,
Sir Sidney Low is content with the trifling sum of $500,000,000
to $1,000,000,000 annually. But his letter is an admirable re-
ductio ad absurdum of a certain line of thought. While a mode
of calculation, which estimates the value of coal miles deep in the
bowels of the earth as high as in a coal scuttle, of an annual
lease of $5000 for 999 years at $4,005,000 and of a field (presum-
ably) at the value of all the crops it will grow to the end of
recorded time, opens up great possibilities, it is also double-
edged. If Germany’s total resources are worth $1,250,000,000,000,
those she will part with in the cession of Alsace-Lorraine and
Upper Silesia should be more than sufficient to pay the entire
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I make three provisos only, none of which affect
the force of my argument for immediate practical
purposes.

First: if the Allies were to ‘“‘nurse’’ the trade
and industry of Germany for a period of five or
ten years, supplying her with large loans, and
with ample shipping, food, and raw materials
during that period, building up markets for her,
and deliberately applying all their resources and
goodwill to making her the greatest industrial
nation in Europe, if not in the world, a substan-
tially larger sum could probably be extracted
thereafter; for Germany is capable of very great
productivity.

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

Third: I assume that there is no revolutionary
change in the yield of Nature and material to

costs of the war and reparation together. In point of fact, the
present market value of all the mines in Germany of every kin
has been estimated at $1,500,000,000, or a little more than one-
thousandth part of Sir Sidney Low’s expectations.
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man’s labor., It is not impossible that the prog-
ress of science should bring within our reach
methods and devices by which the whole standard
of life would be raised immeasurably, and a given
volume of produets would represent but a por-
tion 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 fool-
ishly.

It is true that in 1870 no man could have pre-
dicted Germany’s capacity in 1910. We can-
not expeet to legislate for a generation or more.
The secular changes in man’s economic condition
and the liability of human forecast to error are
as likely to lead to mistake in one direction as
in another. We cannot 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 may suppose ourselves to have some
measure of prevision; and we are not at fanlt
if we leave on one side the extreme chances of
human existence and of revolutionary changes in
the order of Nature or of man’s relations to her.
The fact that we have no adequate knowledge of
Germany’s capacity to pay over a long period
of years is no justification (as I have heard some
people claim that it is) for the statement that
she can pay $50,000,000,000.
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Why has the world been so credulous of the
unveracities of politicians? If an explanation is
needed, I attribute this particular credulity to the
following influences in part.

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

But those who lock into the matter more deeply
are sometimes misled by a fallacy, much more
plausible to reasonableness. Such a one might
base his conclusions on Germany’s total surplus
of annual productivity as distinct from her export
surplus. Helfferich’s estimate of Germany’s an-
nual increment of wealth in 1913 was $2,000,000,-
000 to $2,125,000,000 (exclusive of increased
money value of existing land and property). Be-
fore the war, Germany spent between $250,000,000
and $500,000,000 on armaments, with which she
can now dispense. Why, therefore, should she not
pay over to the Allies an annual sum of $2,500,-



206 REPARATION

000,000t This puts the crude argument in its
strongest and most plausible form.

But there are two errors in it. First of all,
Germany’s annual savings, after what she has suf-
fered 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 can-
not again reach their previous level. The loss of
Alsace-Lorraine, Poland, and Upper Silesia could
not be assessed in terms of surplus produectivity
at less than $250,000,000 annually. Germany is
supposed to have profited about $500,000,000 per
annum from her ships, her foreign investments,
and her foreign banking and connections, all of
which have now been taken from her. Her sav-
ing on armaments is far more than balanced by
her annual charge for pensions now estimated at
$1,250,000,000,* which represents a real loss of
productive capacity. And even if we put on one
side the burden of the internal debt, which
amounts to 24 milliards of marks, as being a
question of internal distribution rather than of
productivity, we must still allow for the foreign
debt incurred by Germany during the war, the ex-
haustion of her stock of raw materials, the deple-
tion of her live-stock, the impaired productivity of

1The conversion at par of 5,000 million marks overstates, by
reason of the existing depreciation of the mark, the present money
burden of the actual pensions payments, but not, in all probability,
the real loss of national productivity as a result of the casualties
suffered in the war,
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her soil from lack of manures and of labor, and
the dimination in her wealth from the failure
to keep up many repairs and renewals over a
period of nearly five years. Germany is not as
rich as she was before the war, and the diminution
in her future savings for these reasons, quite
apart from the factors previously allowed for,
could hardly be put at less than ten per cent, that
is $200,000,000 annually.

These factors have already reduced Germany’s
annual surplus to less than the $500,000,000 at
which we arrived on other grounds as fthe maxi-
mum of her annual payments. But even if the
rejoinder be made, that we have not yet allowed
for the lowering of the standard of life and com-
fort in Germany which may reasonably be im-
posed on a defeated enemy,* there is still a funda-
mental fallacy in the method of calculation. An
annual surplus available for home investment can
only be converted into a surplus available for ex-
port abroad by a radical change in the kind of
work performed. Labor, while it may be avail-

'It cannot be overlooked, in paseing, that in its results om
a country’s surplus productivity a lowering of the standard of
life acts both ways. Moreover, we are without experience of the
psychology of a white race under conditions little short of servi-
tude. Tt is, however, generally supposed that if the whole of a
man’s surplus production is taken from him, his efficiency and
his industry are diminiched. The entrepreneur and the inventor
will not contrive, the trader and the shopkeeper will not save, the
laborer will not toil, if the fruits of their industry are set aside,
not for the bemefit of their children, their old age, their pride,
or their position, but for the enjoyment of & foreign conqueror.
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able and efficient for domestic services in Ger-
many, may yet be able to find no outlet in foreign
trade. We are back on the same question which
faced us in our examination of the export trade—
in what export trade is German labor going to
find a greatly increased outlet? Labor can only
be diverted into new channels with loss of effi-
ciency, and a large expenditure of capital. The
annual surplus which German labor can produce
for capital improvements at home is no measure,
either theoretically or practically, of the annual
tribute which she can pay abroad.

IV. The Reparation Commission.

This body is so remarkable a construction and
may, if it funetions at all, exert so wide an influ-
ence on the life of Europe, that its attributes de-
serve a separate examination.

There are no precedents for the indemnity im-
posed on Germany under the present Treaty; for
the money exactions which formed part of the set-
tlement after previous wars have differed in two
fundamental respects from this one. The sum de-
manded has been determinate and has been meas-
ured in a lump sum of money; and so long as
the defeated party was meeting the annual in-
stalments of cash no consequential interference
was necessary.
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But for reasons already elucidated, the exac-
tions in this case arc not yet determinate, and
the sum when fixed will prove in excess of what
can be paid in cash and in excess alsc of what
can be paid at all. It was necessary, therefore,
to set up a body to establish the bill of claim, to
fix the mode of payment, and to approve neces-
sary abatements and delays. It was only possible
to place this body in a position to exact the utmost
year by year by giving it wide powers over the
internal economic life of the enemy countries,
who are to be treated henceforward as bankrupt
estates to be administered by and for the benefit
of the creditors. In fact, however, its powers and
functions have been enlarged even beyond what
was required for this purpose, and the Repara-
tion Commission has been established as the final
arbiter on numerous economic and financial issues
which it was convenient to leave unsettled in the
Treaty itself.

The powers and constitution of the Repara-
tion Commission are mainly laid down in Articles

1In the course of the compromises and delays of the Conference,
there were many questions on which, in order to reach any con-
clusion at all, it was necessary to leave a margin of vagueness
and uncertainty. The whole method of the Conference tended
towards this,—the Council of Four wanted, not so much a settle-
ment, as a treaty. On political and territorial questions the
tendency was to leave the final arbitrament to the League of
Nations. But on financial and economic questions, the final
decision has generally been left with the Reparation Commis-

sion,—in spite of its being an executive body composed of inter-
ested parties.
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233-241 and Annex IL of the Reparation Chapter
of the Treaty with Germany. But the same Com-
mission is to exercise authority over Austria and
Bulgaria, and possibly over Hungary and Turkey,
when Peace is made with these countries. There
are, therefore, analogous articles mutatis mutandis
in the Austrian Treaty® and in the Bulgarian
Treaty.

The principal Allies are each represented by
one chief delegate. The delegates of the United
States, Great Britain, France, and Italy take part
in all proceedings; the delegate of Belgium in all
proceedings except those attended by the dele-
gates of Japan or the Serb-Croat-Slovene State;
the delegate of Japan in all proceedings affecting
maritime or specifically Japanese questions; and
the delegate of the Serb-Croat-Slovene State when
questions relating to Austria, Hungary, or Bul-
garia are under consideration. Other allies are
to be represented by delegates, without the power

1 The sum to be paid by Austria for Reparation is left to the
absolute discretion of the Reparation Commission, no determinate
figure of any kind being mentioned in the text of the Treaty.
Austrian questions are to be handled by a special section of the
Reparation Commission, but the section will have no powers ex-
cept such as the main Commission may delegate.

2 Bulgaria iz to pay an indemnity of $450,000,000 by half-
yearly instalments, beginning July 1, 1920. These sums will be
collected, on behalf of the Reparation Commisesion, by an Inter-
Ally Commission of Control, with its seat at Sofia. In some
respects the Bulgarian Inter-Ally Commission appears to have
powers and anthority independent of the Reparation Commission,
but it is to act, nevertheless, as the agent of the latter, and is
authorized to tender advice to the Reparation Commission as to,
for example, the reduction of the half-yearly instalments.
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to vote, whenever their respective claims and in-
terests are under examination.

In general the Corumission decides by a major-
ity vote, except in certain specific cases where
unanimity is required, of which the most impor-
tant are the cancellation of German indebtedness,
long postponement of the instalments, and the
sale of German bonds of indebtedness, The Com-
mission is endowed with full executive authority
to carry out its decisions. It may set up an ex-
ecutive staff and delegate authority to its officers.
The Commission and its staff are to enjoy diplo-
matie privileges, and its salaries are to be paid
by Germany, who will, however, have no voice in
fixing them. If the Commission is to discharge
adequately its numerous functions, it will be
necessary for it to establish a vast polyglot bu-
reaucratic organization, with a staff of hundreds.
To this organization, the headquarters of which
will be in Paris, the economic destiny of Central
Europe is to be entrusted.

Its main functions are as follows:—

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

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

““In periodically estimating Germany’s capacity
to pay, the Commission shall examine the German
system of taxation, first, to the end that the sums
for reparation which Germany i8 required to pay
shall become a charge upon all her revenues prior
to that for the service or discharge of any domes-
tic loan, and secondly, so as to satisfy itself
that, in general, the German scheme of taxation
is fully as heavy proportionately as that of
any of the Powers represented on the Com-
mission.’’

3. Up to May, 1921, the Commission has power,
with a view to securing the payment of $5,000,000,-
000, to demand the surrender of any piece of
German property whatever, wherever situated:
that is to say, ‘‘Germany shall pay in such instal-
ments and in such manner, whether in gold, com-
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modities, ships, securities, or otherwise, as the
Reparation Commission may fix.”’

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

5. The Commission will determine how much
of the resources thus stripped from Germany
must be returned to her to keep enough life in
her economic organization to enable her to con-
tinue to make Reparation payments in future.”

6. The Commission will assess the value, with-
out appeal or arbitration, of the property and
rights ceded under the Armistice, and under the
Treaty,—rolling-stock, the mercantile marine,
river craft, cattle, the Saar mines, the property
in ceded territory for which credit is to be given,
and so forth.

7. The Commission will determine the amounts
and values (within certain defined limits) of the
contributions which Germany is to make in kind

1Under the Treaty this is the function of any body appointed
for tke purpose by the principal Allied and Associated Govern-
ments, and not necessarily of the Reparation Commission. But

it may be presumed that no second body will be established for
this special purpose.
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year by year under the various Annexes to the
Reparation Chapter.

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

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

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

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

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

13. In general, the Commission, acting through
a subordinate body, will perform the same fune-
tions for Austria and Bulgaria as for Germany,
and also, presumably, for Hungary and Turkey.!

1 At the date of writing no treaties with these countries have

been drafted. It is possible that Turkey might be dealt with
» separate Commi-fm. Ty might v
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There are also many other relatively minor
duties assigned to the Commission. 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
Germany’s capacity. Consequently the clauses
which allow the Commission to make abatements,
if in their judgment the economic conditions of
Germany require it, will render it in many differ-
ent particulars the arbiter of Germany’s economic
life. The Commission is not only to inquire into
Germany’s general capacity to pay, and to de-
cide (in the early years) what import of food-
stuffs and raw materials is necessary; it is author-
1zed to exert pressare on the German system of
taxation (Annex II para.12(%)) ! and on German
internal expenditure, with a view to insuring that
Reparation payments are a first charge on the
country’s entire resources; and it is to decide on
the effect on German economic life of demands
for machinery, cattle, etc.,, and of the scheduled
deliveries of coal.

By Article 240 of the Treaty Germany ex-
pressly recognizes the Commission and its powers

t This appears to me to be in effect the position (if this
pa h means anything at all), in spite of the following dis-
claimer of such intentions in the Allies’ reply:—** Nor does Para-

graph 12 (b) of Annex II. give the Commission powers to pre-
scribo or enforce taxes or to dictate the character of the German
hds.t ”
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‘‘as the same may be constituted by the Allied
and Associated Governments,”’ and ‘‘agrees ir-
revocably to the possession and exercise by such
Commission of the power and authority given to
it under the present Treaty.’”” She undertakes
to furnish the Commission with all relevant in-
formation. And finally in Article 241, ‘‘Ger-
many undertakes to pass, issue, and maintain
in force any legislation, orders, and decrees that
may be necessary to give complete effect to these
provisions.’’

The comments on this of the German Financial
Commission at Versailles were hardly an exagger-
ation:—‘German democracy is thus annihilated
at the very moment when the German people
was about to build it up after a severe struggle
—annihilated by the very persons who through-
out the war never tired of maintaining that they
sought to bring democracy to us. . . . Germany
is no longer a people and a State, but becomes a
mere trade concern placed by its ereditors in
the hands of a receiver, without its being granted
so much as the opportunity to prove its willing-
ness to meet its obligations of its own accord.
The Commission, which is to have its permanent
headquarters outside Germany, will possess in
Germany incomparably greater rights than the
(German Emperor ever possessed ; the German peo-
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ple under its régime would remain 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 independence of action, of any
individual aspiration in its economic or even in
its ethical progress.”

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

This is not a candid statement of the seope
and authority of the Reparation Commission, as
will be seen by a comparison of its terms with
the summary given above or with the Treaty
itself, Is mnot, for example, the statement that
the Commission ‘‘has no forces at its command”’
a little difficult to justify in view of Article 430
of the Treaty, which runs:—‘“In case, either
during the occupation or after the expiration
of the fifteen years referred to above, the Repara-
tion Commission finds that Germany refuses to
observe the whole or part of her obligations
under the present Treaty with regard to Repara-
tion, the whole or part of the areas specified
in Article 429 will be reoccupied immediately
by the Allied and Associated Powers”? The
decision, as to whether Germany has kept her
engagements and whether it is possible for her
to keep them, is left, it should be observed, not
to the League of Nations, but to the Reparation
Commission itself; and an adverse ruling on the
part of the Commission is to be followed *‘imme-
diately’’ by the use of armed force. Moreover,
the depreciation of the powers of the Commission
attempted in the Allied reply largely proceeds
from the assumption that it is quite open to Ger-
many to ‘‘raise the money required in her own
way,”’ in which case it is true that many of the
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powers of the Reparation Commission would not
come into practical effect; whereas in truth one
of the main reasons for setting up the Commis-
sion 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, hear-
ing that a section of the Reparation Commission
is about to visit them, have decided character-
istically to pin their hopes on it. A financial body
can chviously take nothing from them, for they
have nothing; therefore this body must be for the
purpose of assisting and relieving them. Thus do
the Viennese argue, still light-headed in adversity.
But perhaps they are right. The Reparation
Commission will come into very close contact with
the problems of Europe; and it will bear a respon-
sibility proportionate to its powers. It may thus
come to fulfil a very different réle from that which
some of its authors intended for it. Transferred
to the League of Nations, an appanage of justice
and no longer of interest, who knows that by a
change of heart and object the Reparation Com-
mission may not yet be transformed from an in-
strument of oppression and rapine into an eco-
nomic council of Europe, whose object is the res-
toration of life and of happiness, even in the
enemy countries?
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V. The German Counter-Proposals

The (German counter-proposals were somewhat
obscure, and also rather disingenuous. It will be
remembered that those clauses of the Reparation
Chapter which dealt with the issue of bonds by
Germany produced on the public mind the impres-
sion that the Indemnity had been fixed at $25,000,-
000,000, or at any rate at this figure as a minimum.
The German Delegation set out, therefore, to con-
struet their reply on the basis of this figure, as-
suming apparently that public opinion in Allied
countries would not be satisfied with less than
the appearance of $25,000,000,000; and, as they
were not really prepared to offer so large a fig-
ure, they exercigsed their ingenuity to produce a
formula which might be represented to Allied
opinion as yielding this amount, whilst really rep-
resenting a much more modest sum. The for-
mula produced was transparent to any one who
read it carefully and knew the facts, and it
could hardly have been expected by its authors
to deceive the Allied negotiators. The German
tactic assumed, therefore, that the latter were
secretly as anxious as the (lermans themselves
to arrive at a settlement which bore some relation
to the facts, and that they would therefore be will-
ing, in view of the entanglements which they had
got themselves into with their own publics, to prac-
tise a little collusion in drafting the Treaty,—a
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supposition which in slightly different cirecum-
stances might have had a good deal of foundation.
As matters actually were, this subtlety did not
benefit them, and they would have done much bet-
ter with a straightforward and candid estimate of
what they believed to be the amount of their
liabilities on the one hand, and their capacity to
pay on the other.

The German offer of an alleged sum of $25,000,-
000,000 amounted to the following. In the first
place it was conditional on concessions in the
Treaty insuring that ‘“Germany shall retain the
territorial integrity corresponding to the Armis-
tice Convention,’ that she shall keep her colonial
possessions and merchant ships, including those
of large tonnage, that in her own country and
in the world at large she shall enjoy the same
freedom of action as all other peoples, that all
war legislation shall be at once annulled, and
that all interferences during the war with her
economic rights and with German private prop-
erty, etc., shall be treated in accordance with the
principle of reciprocity’’ ;—that is to say, the offer
is conditional on the greater part of the rest of
the Treaty being abandoned. In the second place,
the claims are not to exceed a maximum of $25,-
000,000,000, of which $5,000,000,000 is to be dis-
charged by May 1, 1926; and no part of this
sum is to carry interest pending the payment of

1 Whatever that may mean.
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it.* In the third place, there are to be allowed as
credits against it (amongst other things) : (a) the
value of all deliveries under the Armistice, in-
cluding military material (e.g. Germany’s navy);
(b) the value of all railways and State property
in ceded territory; (¢) the pro rata share of all
ceded territory in the German public debt (in-
cluding the war debt) and in the Reparation pay-
ments which this territory would have had to
bear if it had remained part of Germany; and
(d) the value of the cession of Germany’s claims
for sums lent by her to her allies in the war.?

The credits to be deducted under (a), (b), (¢),
and (d) might be in excess of those allowed in
the actual Treaty, according to a rough estimate,
by a sum of as much as $10,000,000,000, although
the sum to be allowed under (d) can hardly be
calculated.

If, therefore, we are to estimate the real value
of the German offer of $25,000,000,000 on the
basis laid down by the Treaty, we must first of
all deduct $10,000,000,000 claimed for offsets
which the Treaty dces not allow, and then halve
the remainder in order to obtain the present value
of a deferred payment on which interest is not

1 Assuming that the capital sum is discharged evenly over a
period as short as thirty-three years, this has the effect of halving
the burden as compared with the payments required on the basis
of 5 per cent interest on the outstanding eapital.

tT forbear to outline further details of the German offer as
the above are the essential points.
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chargeable. This reduces the offer to $7,500,000,-
000, as compared with the $40,000,000,000 which,
according to my rough estimate, the Treaty de-
mands of her.

This in itself was a very substantial offer—in-
deed it evoked widespread criticism in Germany
—though, in view of the fact that it was condi-
tional on the abandonment of the greater part
of the rest of the Treaty, it could hardly be re-
garded as a serious one. But the German Dele-
gation would have done better if they had stated
in less equivocal language how far they felt able
to go.

In the final reply of the Allies to this counter-
proposal there is one important provision, which
I have not attended fo hitherto, but which can
be conveniently dealt with in this place. Broadly
speaking, no concessions were entertained on the
Reparation Chapter as it was originally drafted,
but the Allies recognized the inconvenience of the
indeterminacy of the burden laid upon Germany
and proposed a method by which the final total
of claim might be established at an earlier date
than May 1, 1921. They promised, therefore, that
at any time within four months of the signature
of the Treaty (that is to say, up to the end of

1 For this reason it is not strictly comparable with my 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
Wwhen the rest of the Treaty has come into effect.
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October, 1919), Germany should be at liberty to
submit an offer of a lump sum in settlement of
her whole liability as defined in the Treaty, and
within two months thereafter (that is to say, be-
fore the end of 1919) the Allies ‘“will, so far as
may be possible, return their answers to any pro-
posals that may be made.”’

This offer is subject to three conditions.
“‘Firstly, the German authorities will be expected,
before making such preposals, to confer with the
representatives of the Powers directly concerned.
Secondly, such offers must be unambiguouns and
must be precise and clear. Thirdly, they must
accept the calegories and the Reparation clauses
as matters settled beyond discussion.”’

The offer, as made, does not appear to con-
template any opening up of the problem of Ger-
many’s capacity to pay. It is only concerned
with the establishment of the total bill of claims
as defined in the Treaty—whether (e.g.) it is
$35,000,000,000, $40,000,000,000, or $50,000,000,000.
““The questions,”” the Allies’ reply adds, ‘‘are
bare questions of fact, namely, the amount of the
liabilities, and they are susceptible of being treated
in this way.”’

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

I cannot leave this subject as though its just
treatment wholly depended either on our own
pledges or on economic facts. The policy of re-
ducing Germany to servitude for a generation, of
degrading the lives of millions of human beings,
and of depriving a whole nation of happiness
should be abhorrent and detestable,—abhorrent
and detestable, even if it were possible, even if
1t enriched ourselves, even if it did not sow the
decay of the whole civilized life of Enrope. Some
preach it in the name of Justice. In the great
events of man’s history, in the unwinding of the
complex fates of nations Justice is not so simple.
And if it were, nations are not authorized, by
religion or by natural morals, to visit on the chil-
dren of their enemies the misdoings of parents or
of rulers.

10wing to delays on the part of the Allies in ratifying the
Treaty, the Reparation Commission had not yet been formally
constituted by the end of (ctober, 1919, So far as I am aware,
therefore, nothing has been done to make the above offer effec-
tive. But, perhaps, in view of the circumstances, there has been
&n extension of the date.



