October 17, 1923.

My dear Mr. Gerhardus;

I have been awaiting word from Governor Strong with reepect to
the letters which he received from Colonel Logan since the early part of
¥arch. Although I hsve endeavored to keep a complete record of the
letters as they were received, I find that the letters mentioned under
date of May 11, June 8 sand July 13 are not included, but I cannot say
for certein that they were not received. The last two letters from

Q

Colonel Logan dated Se-tember 25 and 28 were duly received and forwarded

to Governor Strong. 1In the letter of Sestember 28 ie mentionada leatter

of September 14 which I have no record of.

As soon as the memo which I have requeeted from Governor Strong
ie received I shall send you n completé list of the letters which he
has received since the early part of March.

Sorry that there ie some delay ia sending you thie information,
but I trust it will not in eany way inconvenience you,

Very truly yours,

Secretary to
Governor Strong.

¥r. A. J, Gerhardus,

Secretary to Colonel Jas. A. Logen, Jr.,
18 Rue de Tileitt,

Paris, France.
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CONFIDERT IAL Janusry 11, 1924,

Dear Logie:
This is s very confidential reply to yours of the 28th of December.

Some parte of your inquiry I eshsll not sttempt to anever for I could
only do so satisfectorily verbally, and znywey I prefer not to snewer them
without having the opportuniily to see you or to discuss the metter with some one

in whom I hsd complete confidence.

The men you mention hss some personzl means of his own, which I believe
are in such shape thet they do net produce him a very large income. He has one
dependent cdaughter; his other two dasughtere sre married. His present galary
I believe ie $30,000 & yecr. He hae hed = wide experience, and I think is
intellectually equipped for t sort. He is exceedingly cereful
never spend a cent unnecessarily or
wastefully. He speaks no foreign langusges; he never went to college - is
altogether self-educeted; has got a perfectly astonishing memory; is an
omniverous reader, and exceedingly well posted on modern history. He is
reserved, somewhat inclined tc be impulsive, and 28 ie often the case with sueh
men, &t nther times morose. He is not tactful end is not the type of man whom
you would describe ag popular in a perescnal or soclal way. In other words, he
lacke personal megnetism.

O

I cannot go much further in this in enumersting his qualifications or
diequslirfications. He snd I have been associated now for a good many years.
I have formed & high respect for his ability in many waye, but personsally do not
get along well with him. This is not &t 2ll a satisfectory reply to send,
but in « very genersl way I would incline to the view that all of his qualifica-
tions are satisfactory, except some of those personal characteristics which
sometimee give rise to a litile friction. If vou know of anyone hers who is
going over 1o Psrie to whom I could talk uareservedly, I would try to give you
a little more color and atmosphere of the man than is posesible in a letter.

Some day when I get my job finished up here, I am going to be interested
in looking into some of these European matters, so you muet hang on long enough
for me to come over and be sort of a sllent partner behind the scemes. I wish
tremendously that it were poseible for me to get over while the Commiesion is at

v work and mseke some little contrifbution or be of some help.

I have the beginning of a long letter sketched to you which I hope to
send off sometime today or tomorrow. VWith every good wish, I am,

Yours sincerely,




January 12, 1924,

My dear Logie:

In your last letter of December 14 you said you would like to have

"my reaction and advice" in regard to the two proposed committees Just

appointed by the Reparations Commission.

This suggests & wide range of theoretical and practical discussion,

in fact, exactly what 1 had hoped to talk over with you had we not been dis-
agppointed in your Christmas trip home. |

Just before Owen Young sailed, I had a few words with him about the
work of his committee, told him that I would write you, as you had asked me
to do, and would suggest that you show him my letter. 35S0 this is the letter.

1t has, of course, become obvious that the balancing of the German
budget depends upon the arrest of further inflation of the currency and its
further depreciation, On the other hand, the arrest of further inflationm
aud depreclation in turn depends upun and cannot be accomplished without a
balancing of the budget. There secms to be a hopeless impasse without the
aid of some outside intervention to stay these compensating and disasterous
developments,

It is foremost in my mind to express a very urgent warning against
attempts to find a magic remedy for this situation which will work overnight
and accomplish all the results desired without any intervening period,=-and
quite a long one - of gradual improvement, but unavoidably accompanied by a
good deal of distress, Any very sudden change in the monetary situstion in
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Germany which would considerably enhance the purchasing power of the paper mark

would cause about as much social and political dissatisfaction as has been caused

by the process of depreciation,

The eccurrences of the'past nine years must have caused some impairmént
not only in the morale but in the morals of the German people. Depreciation
amounting to confiscation, a legalized form of robbery, has taken property away
from large classes of people and impoverished them and at the same time others
have been enriched, It has left the 3tate bankrupt., Any sudden change now in
the other direction would only repeat that operation as to other classes but in
a different way and only intensify dissatisfaction and social unrest,

On the other hand, the public generally has been inclined to greatly
exaguerate the significance of inflation considered alone of "itself as distin-
guished from thogg indirect results of inflation which impair the ability or
willingness of peOplé to work and produce,

Currency, bank credit,igovernment bonds, taxes, and the like, are
simply bookkeeping instruments, after all, They produce nothing; they have no
intrinsic value as food, clothing or shelter; and what really counts for the
welfare and contentment of people is the property which they own and use - the
real estate, homes, factories, transportation and communication lines, and
stores of goods, and their ability to work with these instrunents and enjoy
the fruits of their work,

Distinguishing, therefore, between the property of a nation, and its
bookkeeping system, it may be said that so long as people are willing to work
and produce, the value of a nation's property does not become impaired by
changes in its bookkeeping instruments, but that changes in bookkeeping instru-
ments, if not too extreme, simply effect a redistribution of the ownership and
enjoyment of property and goods, so that some classes of people become im-

poverished and others enriched in such an unjust and unwholesome fashion as to
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1' cause discontent, There are, therefore, before these two committees two major
problems: for the first, stabilizing both the currency and the budget; for the
second, locating hidden assets abroad which may be made available to the State,

As to the first, and referring at once to the currency and bearing in
mind especially that the population of a country can readjust its affairs to
almost any given condition of the currency once it is stabilized in purchasing
power (but that constant changes and readjustments are what cause hardship and
trouble) consider that the people of Germany as divided into three great classes
80 far as currency changes effect their welfare, These eare:

(1) The wage-earner
{2) The producer and trader
(3) The investor.,

As to the wage-earmer. This is by far the most important class in

numbers, including all of those who work in factories and in tramsportation,
all clerks in the Govermment's employ, and in stores, banks, etec, Contrary to
common understanding, it is my bellef that in the later stages of inflation and
when means of readjustment are reasonably well perfected, the wage earner does
not suffer as much as is commonly supposed. It depends upon how well organized
he is, An illustration of the position of labor toward inflation and deflation
would be roughly as follows:

The employes of the Govermment, of industry, of transportation, even
the clerks in stores and banking houses, become somewhat protected against cur-
rency depreciation by various schemes which regularly and frequently enable them
to fix their own nominal wages in paper marks by reference to an index number,
which will insure that the nominal amount of paper which they receive corres-
ponds to a true wage scale when measured by the buying power of the paper, This
is the major influence of numbers, represented by the working class over the minor
influence of the few represented by the employer., In the course of time the
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® greater number of workers will always be able to impose their will upon the
employer minority in suéh a matter as this, On the other hand, when deflation
occurs and the buying power of money increases, the wage earner, who looks back
upon arn earlier period of sutfering due to insufficient food, clothing, etec,
becomes very reluctant to accept & readjustment of his nominal wages downward,
even by the same method of adjustment, and a psriod of deflation leaves ths
employer no less at the mercy of the wage earner, than he was in the later

stages of the period of inflation.

As to the producer and trader. This class would mainly include all

farmers, all mamufacturers, all of those who buy goods for resale, Leaving out

of consideration for the moment the status of debts (and the unequal degree of
depreciation of currency which had occurred when different debts were contracted)
the situation as to this class depends very much upon the character of the pro-
duction or trade in which each is engaged, While the farmer :is cultivating his
land, paying labor, buying his fertilizer and supplies, and meking an investment ,
s0 to speak, in a crop, the currency may indeed be rapidly depreciated, but
nevertheless its valégfgz:id;:odnced automatically readjusts to the depreciation
in the currency. If he has owed a mortgage payable in a fixed sum of money, he
has the advantage of getting out of debt at amall cost. On the whole, his posi-
tion is capable of readjustment without very great hardship during the period of
depreciation of the currency, Nor indeed will he suffer very seriously at any
time if he has sufficient capital to conduct his business without remaining in
debt at the time when deflation takes place, Then indeed he may find himself
with a crop on his hands which will repay to him but a fraction of what his outlay
has been and make it impossible for him to pay what he owes,

The case of the trader is at the other extrems of this class, The
various devices for buying and selling which I understand have now developed

in Germany enable those who neither make long commitments to buy nor accept
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b, January 12, 1924,

long time obligations for what they sell to survive the period of inflation and

should probably enable him to survive a period of moderate deflation without

very great loss, But again he must be out of debt’

The manufacturer who owns plants and is engaged in processes of manu-
facture which teke considerable time, especially those requiring raw materials
from abroad, suffers in varying degree during periods of inflation and deflation
both, and the extent to which he is affected depends almost entirely upon the
skill with which he is able to adjust contracts for purchase against contracts
for sale, s0 that constantly shifting amounts of wages and other outlays, ex-
pressed in paper money can be compensated out of the readjustment of the prices
paid for raw materials or reccived for tinished goods, The longer the time re-
quired for his processes, the more difficulty he encounters in adjusting his
prices and costs, -

It is, however, the capital operations of proprietors who have ex-
ploited the investing classes in Germany which have indeed probably been &n
important cause of distress and complaint, an extreme illustration of the
opportunity afforded to the exploiter woula be about as follows:

Assume that not long after the Armistice & man of means purchased a
manufacturing plant from, say, 1,000 stockholders who had previously owned it,
at a total purchase price of one billion marks, at that time the equivalent of,

say, $60 millions gold, and either gave the sellers or the banks notes payable

in five years, Assume that this exploiter had kept the plant in operation and

was able to buy domestic material, pay wages ami the cost of upkeep of the

property, Assume that he was also able to export enough of his product to pur-

chase raw materials required from abroad, and still accumulate a profit in

bank in New York of $500,000 - or $100,000 a year, - he could today repay the

billion marks purchase price by the use of an infinitesimal part of the $500,000

of profit and have a plant intrinsically worth $50 millions, gold, free of all
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. encumbrance, The 1,000 people from whom he had purchased the property would in-
deed have been impoverished {unless they had had the foresight to at once invest
in other fixed property, in which case those from whom they in turn purchased

might have been impoverished,)

This is an extreme illustration of the method by which the shift in

the ownership of real property takes place during the course of inflation to

the advantage of the profiteer and to the disadvantage of the small investor
whose living cost beoom'ﬁ insupportable, On the other hand, if the transaction
were conducted by the use of money borrowed for & long period on mortgage, &
period of deflation would likely bankrupt the owner and cause a transfer of
ownership of the property to a new class of people, namely, the investors who
owned the bonds, It is indeed with this class of people - t_he exploiting

manufacturer, and the like - who control the ownership or use of the great bulk

of  the industrial properties of Germany, where the influence of debt upon owner-
ship becomes so important in periods of inflation and deflation that the oppor-
tunity for exploitation is the greatest, and where changes in the purchasing
power of the ocurrency are used as or become the means of defrauding people out
_of their property,

Leaving out of consideration the use of credit, it is probably true that
the processes of manufacture and the di stribution of manufactured goods could take
place with reasonably good results and without unbearable hardship to the proprie-
tors or the public if the employment of credit did not afford the opportunity for
this species of exploitation,

As to the investor. The picture is clear enough. All of those who own

the fee to lands which they have leased to tenmants for long terms for fixed sums
in a currency of a high purchasing power; all of those who have loaned moaey
payable, principal and interest, in fixed sums; and all of those who own bonds

and other investments, payable in fixed sums, principal and interest; are more or
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'. less impoverished during the period of inflation, while the debtors oan these
respective obligations have been freed of their debts to a greater or less ex~
tent at slight cost., The investors are the victims of circumstances over which
they had no control, They have, in fact, had their property taken away from them
by a form of taxation (inflation) which is the equivalent of complete confiscation
or else they have been the victims of exploitation by those who had command over
credit, because they could not afford to keep their property in the face of rising
living costs,

The lesson to be drawn from such an upheaval as Germany has experienced
is a fairly simple one, Large classes of people become impoverished by great

changes in the purchasing power of the curremcy, Other classes of people small

in number but having sufficient influence to command credit peoome enriched by
acquiring real property free of debt. The progressive depreciation in the cur-
rency causes so much suffering to those classes whioch are impoverished that the
morale of the nation becomes undermined, work becomes less efficient gand produc-
tive, and finally, true values are affected beccuse production is reduced, The
influence upon the govermment, aside from the social and po]itical‘questions
which arise, are mainly those bearing upon the budget. The rapidity with which
the snowball of inflation grows in sigze is really the chief problem with which
the Treasury is faced, The wages of the civil servants must be readjusted,
possibly weekly, The prices of all the supplies which the Govermment must buy
increase daily, The budget is constructed to cover a period of a year or some
period of time, and in the course of a few days or a few weeks, inflation of the
currency and the consequent increase in the cost of everything, creates an actual
deficit constantly growing, which can never be covered by the actual value of
taxes collected as distinguished from the values at which they were estimated,
The Govermment resorts to further issuss of papsr monsy, the purchasing value of

which constantly depreciates and consequently the amount of tax, so-called,
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acarulng to the Government out of the purchasing power of new issues of paper money

is constantly decreasing and the condition of the budget as to the actual value of
the revenues constantly becames.worse.

No scheme for progressive increases of taxation seems feasible nor in-
deed does it seem possible to create machinery which would be sufficiently effi-
cient and fair in operation, by which progressive increases in tax payments
could be nicely adjusted to the progressive depreciation in the purchasing power
of the currency which is being inflated as fast as the Germany paper mark has
been,

A great variety of suggestions are made from time to time as to the
means for stopping this vicious circle of budget deficit and currency deprecia-
tion, Heving in mind always, that change causas distress, those that are worthy
of any consideration at all can probably be divided into five classes:

(1) Deeclaring the existing paper currency valueless and issuing a new
one, The readjustments which would be imposed by any such course would probably
be unsupportable Lecause of the di stress which would result and in any event,
under present conditions in Germany a repetition of the experience of the past
could be expected to start anew unless more fundamental remedies were applied,

(2) Substantiélly the same thing in a different form is contained in
the suggestion that from time to time a certain number of ciphers should be
struck off the existing paper money, This alone would effect no real change s0
far as the fundamental diffioculty is concerrned and the ecmments urder (1) would
equally apply.

(3) The negotiation of a large foreign loan out of which the budget de-
ficits for one or possibly'two years could be met, thereby enabling tax collsctions
to overtake currency depreciation and remove the budget deficit as a cause of fur-
ther inflation, This was the proposal brought to this country two years ago by

the Germans, It contains many elemants of danger if undertaken as the sole remedy
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for further depreciation and budget deficits, If it became effoctive at all it

would probably be too effective, and might indeed bring on at once an automatic
period of deflation of prices in Germany which would be calamitous to all who

owad money and had contracts for the purchase of things. It would likewise re-
quire a suddeu readjustment of wages which would be difficult to brimg sbout. It
would be only temporary, and probably foreign loans in sufficient amounts could
not be had without other important reforms accomplished or pledged.,

(4) The proposal to establish a new currency with various devices for
‘limiting its issue and stabilizing its value, which might in the course of the
long future be cxpected to supersede the present depreciated paper money, This
indeed is what is attempted with the so-called rsmtemmark, The obvious danger
here lies in the probable noarding of any such eurremsy in case its stabilization
was successful; in fact its actual export abroad. It contains a further diffi-
culty in the case of the rentommark, &s I understand that the issue is still sub-
ject to control by the State and is liable to be inflated by the State in ovder
to meet budget deficits whenever the paper mark becomes no longer available or
effective for that purpose, This is now imminent,

(6) The fifth proposal, and the one which it seems to me contains more
hope of success than any of the others, ls to combine the ocreation of & new and
stable currency to circulate alongside of the present depreciated paper mark,
supplemented by foreign loans the proceeds of which would be used only for the
two purposes of balancing the budget and for the maintenance of & golid exchange
standard directed solely to stabilizing the new curremcy, 'There are some obvious
dangers in thig proposal, the first and most likely ome being that success in
negotiating a foreign loan and in issulng &nd meintalning a new and stable cur-
rency might also result in too sudden an appreciation 1n the buying power of
the paper mark, This situation would have to be met by a niceregwlation of the
degree of inflation of the paper mark still permitted during the period when the
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'. - Govermment budget was being balanced, The advantage of & dual currency, one main-
tained at a stable value by the gold exchsange standard, and the existing debased
paper currency, lies in the facf that it would afford a period of a year or two,
or even three, during which a gradual balancing of the budget would gradually arrest
the inflation of the paper mark, and would enable all classes of the German people
to gradually readjust wages, mrices and debts to an ultimately stabilized value be-
tween these two currencies and possibly at the end of a period of three years,
through a reorganization of the Reichsbank, & readjustment of the old paper currency
to a saner relation to a stable currency could be effected.

1f, as seems to be the case at present, the existing paper mark has become
valueless, it might be desirable as a part of the program of currency staebilization
to restore some part of its value by striking off some ciphers so as to give it the
mechanical facility which it has now lost, |

But if any such plan &s this is attempted, it would not command the con-
fidence of the world nor would it possibly be capable of resisting the influence
of the German Government and the vicissitudes of the next few years unless the
absolute control and management of the stabilized currency were in the hands of
disinterested parties,

There is an old axiom that & nation which has a persistent adverse
balance of foreign payments can never have a stable currency, while a nation
which hags a favorable balance of foreign payments can have any kind of a curremcy
that it wants, This is peculiarly applicable to Germany's situation begause
while the budget deficit, as in the pest, has been an important cause for currency
inflation, even & new and staivle currency could not be expected to retain its
stability and purchasing power or even to remain in circulation if Germany suffered
a long period of persistent adverse trade balance and foreign payments, which
would lay the foundation for & bank inflation at home just as budget deficits

have done in the past, 70 fortify, therefore, the stability of any new currency,
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it seems as though another eloment must be introduced into the German situation
which at present is sadly lacking. The morale of the people must be built up,
they must be encouraged to work by feeling that their work brings reward in a
better standard of living and more comforts, and that can be brought about only
by relief from excessive exactions in payments to be made abroad, The treatment
of the currency and budget alone canuot be expected to be fruitful of permanent
results unless it is accomplished by & wholesome revival of farming, industry and
trade, and & gradual restoration of German exports and imports. These are t.he
material things upon which any permanent improvement in the German situation
must eventually rest and indeed without that improvement France can never ex=-
pect to collect reparations. The French may indeed take private property in
Germany, they may annex parts of (Germany, they might even introduce all of the
administrative machinery of govermment into Germany, but they could not expect
to get payments from Germany until her people had sufficient hope and interest
in the future and sufficient confidence in enjoying some of the fruits of their
labor, and taking German property will never create any such outlook,

The work of the second committee, namely, locating foreign assets of
German citizens, has struck me all along as an almost hopeless task.

Ino the first place, doubtless the reports of the amount hoarded abroad
are exaggerated,

In the second place, exact information will always be diffiocult to
obtain unless it can be obtained from abroad ami that could not of course be
arranged, Banks and custodians of property could not be forced to disclose
such information,

In the third place, any real attempt to reach these balances and
properties by force majeur would be quite likely to cause a further exodus of
German property - and even of German citizens,
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from a people is by making that tax a bearable tax, neither =o burdensome in amount nor

|' 80 exacting and inquisitorial in character as to make people rebel against puyment,
The real way to get those balances - and in my opinion the only way to get
them in large amount - is to pe;form such a capital opsration upon Germany's monetary
system and budget that it will revive confidence in curremcy stability and hopes for
its future improvement and so encourage German citizeus to have coanfidence in the
future of the country and to be willing to convert foreign cwrency and assets into
German investments and property.

Were I in any way associated with this work, 1 think I would be governed
by certain simple and sbsolutely fundamental considerations, which I would name in
the following order:

(1) Avoid any radical change which would bring sbout & sudden change in
the status of debts and level pf prices,

(2) Crezte a new and stable ourrency to circulate alongside of the old

one, and rely upon the manipulation of the old onme tc maintain a stable relation
between the two, and upon a gold exchange standard to maintain the stability of
the new one,

(3)' 5esign any program along lines which would sncourage the German
people to work and develop their own business and trade,

(4) Rely wupon the hope engendered in the Gorman people by the re-

forms accomplished (o encourage them to bring home foreign assets,

(6) Accomplish & balancing of the budget and & stabilization of the
new currency by the service of a foreign loan, until domestic taxes do so,

Just how this is 211 to be done in detall is the problem with which you
gentlemen are now confronted, and I wish you every sueesss,

Yours sincerely,

Colonel James A, Logan, Jr .,
18 Rue de Tilsitt,
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June 10, 1924.

Dear Logie:

Since returning I have been making weekly trips to Rashington and
have found it exceedingly difficult indeed to write you &« decent letter, but
I am teking the oppertunity te send this by Besil, who saile Saturday.

You #ill be intereeted in the enclosed word picture of your meny
attainments.

I am encloeing for your very confidentiel peruszl and then for
destruction with this letter, a copy of ¢ communication vhich I zeat to
Secretary ¥ellon & couple of weeks ago, which explains itself. This is
along the line of our discuseion in Paris. I sent 2 copy of it to
Secretary Hughes and hauded him mysel! the memorendum vhich Frazier prepered
analyszing our position with regard to Cermsn claims. From what he s214 aad
has written me, I gather that he hes been impressed by the importence of the
arguments. After talkiag the sltuation over very fully with Osen Young,
we had arranged a2 meeting with Bughes, Mellon and Hoover for leet week,
but Young wee leli up with & cold, and now the Ccavention intervenss, so
that the meeting is delayed until &t least a week hence. Toung sgrees
with me that we are facing the neel for & nationel policy in regard to debte
and monetery affeire, end he sand I ere hoping to put up a good stiff argument

for something along that line. My pereonel impressien fe that alil that
can be done before fall muet be in the nature of some private unofficial
talkes with the Eritish as Lo the debts. othing of thet cheracter could

be undertaken with any of the natione which have not funded their debts to
ue without, of courss, having meetings of Lhe¢ Pundia; Commiseion, which
will not be poseible this summer after the adjournmeni of Comgrees.

I am sorry to say that there has been s little cold water throwm
upon the prospective Germen loan. This I think is partly due to the delay
and hesitation which appears to have arisen abroad which is attributed to
election and politice, and partly to some rather naturel misunderstanding of
the true meaning of the plen., Mr. Young =nd I have been doing our best to
make the provisions of the plan clear toc some of the bankers, eepecially to
the Morgans, but of course my own discueeions have been =cademic and quite
unofficial.

Probably you have learned that some very strong representatione
have been wade to Secretary Hughes about your tsking the Reparation Agent's
Job, and I am confideatially informed that Dawes hes writtem an especizlly
strong letter to Jusserand. Also 1 learm that the Englieh have probably
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accepted the notion that an American will be necessary in that position. On
the other hend, 1 have heard the view expreseed that it is the key to the
success of the plan as well as the insurance of the security for the loan,
end on that account there mey be a desire among the bankers to have some
internationally known smnd outetanding figure, especislly some one very well
known in this ocountry, appointed to the job. Crocker dropped in while I was
dictating this letter and seid he thought Young felt thst the organization
to put through the plan should be developed as & whole and not piece-mesl,
so that the selection of personnel might have regard te general questione

of harmony and cooperation between the varioue elements im the orgsnization.
Just how this fits your own view I cannot éay, but I should suppose that the
very last deciesion to be made would be as to the Reparation Agent and that
it could not be made until negotiatione for the loan had made progtess.

We have such =n exceedingly mixed political situation here just
now that I can see the possibility of a good desl of hesitation in tackling
some of these knotty probleme until efter the national election, and of courese
if we sbould then have & demccratic President, we might experience further
delays. It was rather hard luck upon you snd upen the Commission thet
there should have besn a whole flock of elections coming slong just &s the
plen was evolved.

The country i¢ in a ourioue “reme of mind. *hile I have not been
in the ¥est to hear how people telk there, my best opinion i& thet thsy are
enxious to huave & resl leader who has definite views upen 2l)l these matiers
end who is not afreid either to state them or to work for thelr accomplish-
ment, snd thie reelly ls Coelidge's best chance beczuae he seems to be that
type of mun.

From this polnt of view, therefore, it has seemed to me that ir-
respective of the electlon snd of political conditions, the wisest move
would be for thie sdministration to meke clear to the country whet ite poliey
was in regard to debts snd genersl monetsry roconstruction, snd it is some-
what upon that hypothesis that Young snd I will endeavor to get our
own views as clearly ae possible before Hughee, Méellon and Hoover,

¥e are entering upon & period of very sreat ecse in money and some
little bueiness reaction, the latter probebly exsggerated a bit by the press,
but nevertheless definite enough to ceuse n feeling of conservatism and
hesitation in meking commitments.

Basil will elaborate upon the above and give you the bemefit of &
chat which we propose to have Friday afternoon before he sails.

My very best to you, old man, and success to all your efforts.
Faithfully yours,
Colonel James A. Logam, Jr.,
¥ Rue Monsisur,

Paris, France.
BS. MM
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PERSONAL June 30, 1924,

Dear Logie:

Thenk you very much for your bully letter of June 12. I have reed
everything in it, including the enclosures, with intense interest. The reticence
of some of your sesociates in Vashington mekes it difficult for me to Judge
whether the discussions I hed with the Secretary om my return have produced
much in the wey of actiom in the metter of the German claims, but I certainly
urged action alony the line of our discussion and hope it is produective of some
results.

Last Tuesday, Owen Young end I were in Fashington and dined with
Secretary Mellon. Secreteriee lughes snd Moover wers ihere, Aleo ¥inston sad
Nadsworth of the Treasury. After Jdinner Young sad I wmeat to the mat on the
aﬁﬁfzct of the pelicy reepecting debte und mometary recoenetructien, all of
which you had heard discuesed im Paris, snd while I think we made some im-
presgion, I can't thipk s¢ far thet it will result in any immediate action.
The delay svems to be that poelitical Bifficulties in the way of debt adjust-
ments elong lines which will facilitaste monetary reconetructien are" for the
moment insuperables, and that no real action can be possible until after our
elections. On the other hand, they very clearly understand the perils of
inflation »ith which this country will ultimately be confronted, - and all of
that you will find laid out in & letter, copy of which Basil is tsking to you.

The Democratic Convention here is having a regular monkey-parrot
time. I doubt if there ever has Leen such a turbulent convention with so
much bad blood. The Party seems to be hopelessly aplit on the Ku Klux Klan
plank, in which the Irish FHomen Cathoiic element - reaily Governmor Smith's
backers - made a gallant fight to have & definite condemnation by nsme of the
Kian incorporated in the platform; but the Convention pussyfooted and by &
majority of four votes turned down the propossl. Another very curious thing
developed. Former Secretary of ¥er Baker made en impsssionate and eloguent
rles for an 100 per cent. ¥ilsonien Lesgue of Nations plank ss &« subetitute
for the one propoaed by the Hesolutions Committee, which provides for a
nationsl referendum on the League cueetion, with auch reservations es the
President eand Semete may stipulate in case admiesion to the League is approved.
Those who heard Baker's speech heve teold me that it was one of the fineet
orstions made im this country in years and he literally swept the Convention with
enthusiaem. This spplied not only te the galleries but to the delagages
themselves. ¥%hen it came Lo the voting, however, there were"good men and true"
who caet the votes turning down the Baker resolution by s vote of about two te
one, leaving the Demvcrstic plstform as declaring for world cooperation but
for s statutory referendum to the whole country to decide shether we should
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2 Colonel Jemes A. Logan, Jr. June 30, 1924.

&

Join the Leagus or not. Thie is & ridiculous sidestepping of the reel issue
and probably by a method which is unconstitutional and certainly is contrary
the gpirit of our Constitution and of any representative form of government,
e oonsensus of opinion now iB that neither McAdoo nor Smith can be nominated
and the likeliest of the candidates whose nsmes are slready before the Conven-
tion are Ralston, Glass and Davie. There is still a possibility that nomine-
tione might be thrown open sgain snd some very dark horse whose name has mot
yeot been suggested at all be suggested es a compromise. It looks as though:
they will be here the better part of this week, and the balloting begins thie
morning, all of which will be decided by the time thie letter reaches you.

One word about the Berlin job. The most discreet inquiries that
I have been able to meke indicate that a view is held in various guarters that
a loan is going to be diffigult to place here, but that it can be placed, and
to overcome the difficulty as to the integrity of the security there is 2
definite consensus of view that the reparation sgeat should be some outstand-
ing American well known both as a banker and business man and in = sense
representative of the lenders. My belief is that the views of those who
have got to raise the money will prevail, whatever they may be, so far as any
move is made on this side, but that the decision will reet with the governments
abroad where it really should rest. It ie difficult for me to adviee you what
to do. On the whole, I am inclined te think that the banking view is most
likely to prevail, and therefore a cheerful compliance is indicated. There
seems little more that I can do on thie side. I very much doubt the wisdom
of your dieplaying any sotivity in your own behalf abroad, but you ere a
better judze of that than I am.

I am glad you like the things for the spartment. I wish I ocould be
there with you to help you use them and wear them out. Will you tell Basil
that I have discovered that the book pressrvation tusinees which Fmery establisk-
ed (of whish I spoke to him) is being continued by eome other pecple, thzt the
work they do is very satisfactory, and I found they are going back to the
original plan of heving the houee book preserved in its present form under
transparent lsaves and rebound. 1 bope it suits him.

My very beat regarde to you, old man, and the same to any of my
friends whom you may see.

Yours sincerely,

Colonel James A. Logan, Jr.,
18 Rue de Tilsitt,
Paris, France.

BS. WM
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q’mmg AND CONFID¥SIIEL July 11, 19%24.

Dear Lozier

T wse so glad to have your letter of Jume 27, which mekes so many
things clear. Matters seem to be moving rapidly, and the fect that Young
has been called ebroad sgein in connection with the last stages of develop-
ing the plan is to me rather encoursging. Unfortumately, on account of my
shesence and hie, I miesed having a meecting with him before he sailed, but
he left word that he would like to hear from me. »ith any suggestion, end
I have taken the liberty of sending him a cable &s per enclosed copy. dJust
now I can only comment on two or three pointe imn your letiter.

Firet, it seeme to me that the plen of heving an Americsn a
member of the Keparation Commission mey be open to some question, and I am
wondering Jjust what the explanation ie and how it will work cut. The
newspaper commente snd your own statement leave me s little confused as
to just vhat is intended, As to the sgent genersl, who I uaderstand ie
to be the tranefer sgent, I had reeervations myeelf in regerd to Dwight,

| partly’ beceuse of the association of his neme with the monsy imtereet,”
and partly because I have felt that the job required s pereom of a jJudicial
temporament more them Dwight possesses. He is s0 enthusiastic and rether
emotional that I wonder st times vhether he has exactly the poise required
for what is really a judiciel position. But I em very fomd of Lim end
bave « iremendous regard for hie unusual ebility.

Now my own explanetion in that matter is thie: The bankers sho
are to handle the losn here are certeinly emtitled to make & suggestion ze
to whe will oecupy that important poet. I could mot possibly oppose their’
selection, nor in faet would my influemnce emount to anything 1f I did.

But T do feel that from the lemnders point of view such an appointment would
edd a good deal to the strength of the bankere ‘n offering the loan to the
public, and I 2m frank to ssy that to have 2 person im & position to pass
upon and meke recommendstione - or possibly even to decide what is or is
not 2 material defsult by Cermany - would slso add to the streamgth of the
loen in thie country. The rather sherp ewing to the left in England and
France, of course, has got to be regarded, and whether they would resent
the appointment of & Well Street banker is & question on which your opinion
ie much superior te mine. As I edvised Basil, it seeme to me that the
recommendation having been made - if it has beem mede - by our benkere, »
the real decision would now rest sbroad, where it would be impossible for
me te do anything beyond what I heve done. I think Dwight would probably
meke a very good job of anything that he undertook, and hie integrity and
feir mindedness are so well known that the appointment would sppeal to
émericen investors. Thie in 2 rambling way is about what ie going through
®y mind since receiving your letter.
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‘ No., 2. July 11, 1924.

The fact must oot be overlooked that the fate of the plan rests

‘ialnoat a8 much with the control which may be exercised by the Oommiseioner

as it does with the skill displayed by the transfer agent. The German
ourrency can be imperiled by bad general bank management, over extension of
eredit, eto., just as much as it can be imperiled by attempte to make trans-
fere in excees of capacity; so that I am just as much interested in a way in
geeing a good Commissioner as I am in eeeing a good transfer agent.

I do hope that the meetinge in London are not confused by a dis-
ouseion of what might appear to be a controversy im the matter of dollars
versus pounds. The fact is that there i®# no ground for controversy whatever.
The German currency has got to be established on a gold basie which is a
stable value and not on a eterling value whioh is a fluctuating value. On
the other hand, no discrimination should be attempted againet the London
market or against sterling because in point of fact Germany must depend to a
very oconsiderable extent upon sterling credits to furnish the fluid ecapital
which will be urgently required for the reconstruction of their industrial
and commercial system and for the support of their banking gemerally. The
answer to the whole controversy ie that the Britieh should promptly teke
steps to restore the pound to par and resume gold payments. That etep
again cannot be safely taken so long as the whole subject of inter-allied
debts is left in state of uncertainty and remains a menace Lo the world's
currencies. Therefore, the fate of sterling in a measure reests with us.
If we are willing to develop progressively 2 policy of effecting definite
adjustment of debts on the basis of capacity of the various nations to pay
war debts and the Britieh will join in such a program, it seems to me
that the future of the pound will be assured. Without this debt adjustment
I would coneider it a hazardous undertaking for Great Britaim to undertake
to pay gold, The letter which I sent to you with my last, and what Young
will tell you of our meeting in Washington will make clear just the way
I feel about that, =nd somewhat the extent to which I have been discouraged
by the attitude which our goverament has heretofore asssumed.

I hope you have a most successful meeting in London.
#ith best regards to you and to Basil, I am,

Yours sincerely,

Colonel James A, Logan, Jr.,
18 Rue de Tileitt,
Paris, Franoce.

BS . MH
enc.




. JAMES A. LOGAN U-.

Paris, 3 llay 1923.
18 rue de Tilsitt.

Personal & Confidential.

Uy dear Ben:-

The present indications are that M. Poincare will reject
the German Govermment's reparation settlement offer received by the vari-
ous Governments late yesterday aftermoon, llay 2. The Germans must have
known thz=t the tone alone of the offer would make it inacceptable to Il.
Poincare. Our prima facie judgment is that the offer was largely drafted
for internal German consumption and for its possible effects on public
oplnion in Great Britain and the United States. The offer, however, has
the advantage of somewhat narrowing the field of debate and from this as-
pect serves as a stepping stone to the eventual solution.

The opposing sides in the German settlement question during
the last two weeks have been continuing the ir debate in various speeches
made by their representatives. In our last letter we gave extracts from
ile Poincare's Dunkirk speech of April 15; the reply of the Germ:n Foreign
Minister in the Reichstag on April 16; and the subsequent speeches of Herr
Stresemann and Herr llueller. In the presentation of the situation as it
has developed to date it is believed to be of interest to give some ex-
tracts from later speeches made by the opposite-camps.

The speech of Dr. Breitcheic of the German United Socialist
Party before the Reichstag on April 17 attracted special attention in France.
In the course of this speech Dr. Breitcheid stated that:

"notwithstanding the divergence of views which exist between
Herr von Rosenberg and us we demand that a definite offer of
settlement be presented to the Entente. The Right accuses us
of a desire to stab the Country in its back, but we must say
here thzt the miners of the Ruhr who are on the firing line
also demand that the Cabinet makes apositive offer. In ad-
dition, we are not tools of the present ministers, and we would
be entirely willing to see our cowntry zoverned by otherse. By
prolonged resistance our situvation will not be ameliorated.
Our duty is to search for a rapid solution of the Huhr adven-
ture, and we oay openliy that the best path to such am end is
an offer from our Govermment. Look at the situation of the
Bank of the Empire; regard the scale of existing unemployment;
also read the reports of the French situation today. You say
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"that you wish an early settlement, therefore, we demand an early
solution. We have hardly any friends left in the world, and
neither England nor the United States will intervene. Unhap-
pily, we are not able to consider the speech of Herr von Rosen-
berg as a proposal. In contradiction with his other declara-
tions, Herr von Rosenberg has spoken of an inguiry into our ca-
pacity of payment through the medium of a committee of interna-
tional expertse Such solution may well be more onerous to us
than a direct offer. They say that France desires the complete
destruction of Germany; I believe as a matter of fact that there
are in France mople who would orefer annexation to reparations;
M, Poincare is one 0f thems I ignore him, but there are also
French people who d0 not share such viewss There exists a plan
of reparations but not one of amexation of Mil. Barthou and Del-
aeroix which totals 35 or 36 billion gold marks payment after
deduction of the British demands. I do not szy that this plan
is acceptable, but it is a definite one. Our ability to pay
depends on the total figure of an international loan =nd we are
ready t0o turn o er immediately to France the larger portion of
any such loan. On the other hand, we are ready to enter into
a pact of peace for a long period of time a:nd we are willing

to accept the demilitarization of the khineland and Westphalia.
We desire to arrive final ly at an accord with France, This is
the only key to Europe:un peace. Professor Hoetzsch has asked
us if we are Germans. Being Germans it does not necessarily
follow that we must be ultra-nationalistic, but that we must
serve our coumtry.”™

The speech of Lord Curzon in the Eouse of Lords on

April 20 attracted a great deal of attention in Europe. The proposal made

in his speech thut Germany should m=ke =2 fresh offer was generzlly regarded
as a certain evidence of Great Britain's departure from her previous attitude
of detachment and neutrality in the Franco-German controversy. By pointing
out the "great responsibility incurred if the opportunity is lost™ it had much
to do with forcing the Cuno Govermment to make the offer of settlement of

.

The Curzon invitation to the Germans coincided with the

continued demands of certain groups of the German Socialists that the German
Government chould maks a definitée offer that would remove "the burdens of the

r
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occupation from the shoulders of the Lphr workmen who are now standing on the

cellor Cuync and Herr von Rosenberge The
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ial report stated that "the economic position was discussed"™. However,

it is significant that the Socialist Democratic Parliamentary News Service---
an agency likely to be well informed on the subject---stated the discussion
took somewhat the following form:
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"their opinion that passive resistance in the Ruhr must be con-

t inued until a successful conclusion is reached of the present
conflicte At the same time the desire was expressed that the
Govermment should leave nothing undone that would bring it near-
er to the goal of its defensive action, namely, the liberat ion

of the Ruyhr from the French znd Belgian troops. The Trade Union
representztives further informed the Chancellor and Foreign liin-
ister that they were in agreement with the Socialist Party; that
the moment had come where the Govermment must make & definite
offer to the Entente Powers."

The French attached great importance to the Breitcheid speech and the reported
attitude of the Trade Union leaderse. They assumed that all these indicated
growing internal dissention within Germany which would eventually force the
Cuno surrender. On the other hand, it would appear from the German offer of

May 2 that Herr Cuno has drafted his offer in the endeavor to appease these

very same German elements.

ly Q.'ile;"%l__off‘__.-ﬂ&[’_’?ll_t}.@.@_ a :*_Qt. Ell_l_t.eﬁllv‘_;%rii on _3.9_’5_'6.1-9 ment 91‘.0, ?Qil_tio_l% at the
time of the meeting of the Prime lMinisters in Paris the first days of January,

1923, an official communigue appeared in Ger Mr" "in reply to reports from
rench sources that Germany had had numerous occasions to present written prop-

ositions but that it had never made them". The German communique states:

"The French communicue omits to say that the reply to our
proposal of = conversztion on the Franco-German economic colla-
boration stated the impossibility of direct or indirect negotia-
tions with Germen industrials during the Anglo-French exchange
of views on the reparation problem. The possibility of a writ-
ten proposal has thereby entirely disappeared. After the clos-
ing of the Paris Conference such a proposition would have had
no ch:nce of success. Herr Bergmaxm had brought to Paris a writ-
ten plan and he was charged to explain it orally. Furthermore,
a plan completely elaborating our reparation offer, and which
covered the problem as a whole, had been prepared at Berlin up
to the 3rd, and not up to the 4th, of January. This plan wa
telegraphed to the German Ambassador in Parls and also t0 Herr
Bergmamm. Unfortunately, no opportunity was given either to the
Embassador or Herr Bergmamm to present this plan either orally
or in writing."

Both the German and French positions on this are disingenuous. The facts as
confidentially told us at the time by Herr Bergmamm are the following. Herr
Bergmann came to Paris from Berlin a day or two before the meeting of the Prime
Ministers carrying with him a definite reparation settlement offer. On page 5
of our letter of Jamuary 5, 1923, we gave an outline of this German offer as
given t0 us by Herr Bergmann at the time. According to Herr Bergmann, it had
been agreed before leaving Berlin that no mention was to be made of a "written"”
German offer, but he was %0 seek a hearing beforé the Prime Uinisters where he
was authorized to expose the German scheme verbally. Upon Herr Bergnann's ar-
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rival in Paris he found press reports of = public speech of Herr Cuno made the
day after his departure from Berlin, in which Herr Cuno presented practically
the entire German scheme, and at the same time made a statement that "Herr
Bergmamm was the messenger carrying the formal German offer to Paris". Herr
Bergmann at once telephoned Berlin suggesting that in view of the Cuno speech
the German plan be officially communiczted to the French Government through
the medium of the German Ambassador in Paris, with request that it be formzl-
ly considered by the Prime Ministers. The Gerfman Government followed this ad-
vice, and in faet the German Ambassador "offerecd" to present "a German plan"
to the French Government. The French Government declined to receive the plan,
ostensibly on the grounds that it was part of the manoeuvre of the German in-
dustrizls who for some dzys before had been pressing M. Poincare to give them
a hearing on the "question of a general solution™. I. Poincare had replied

to the industrials that "he would talk to them when he got to SIssen, but not
before™. The French have made it appear in the press that the offer carried
by Herr Bergmann and the request for a hearing by the German industrials were
part-znd-parcel of the same German plan. On the other hand, we feel that the
French at the time had full knowledge of the fact that these two approaches
were separate und distinct, and that the German Am assador had actually of-
fered t0 submit & formal German Govermment proposale.e 1t results from the fore-
going that while in fact a German plan was "offered", it was nevertheless not
"submi tted". This is all somewhat ancient history but has a bearing of impor-
tance, for an examination of the German January 4 plan and the Yerman ilay 2
offer shows that the May 2 offer is based almost entirely on the Jamary 4
plan, although it does contain additional elaboration and details concerning
the security phase.

il. Poincare on April 22 made an important speech at Void.
In this speech he underlined the words "Reparation and Security"™ as the sole
French aims, not only in the Ruhr but in all French dealings with Germany.
Though he made no mention of Lord Curzon's April 20 speech, it was undoubted-
ly in his mind as he gave historic, military and political reasons for the in-
exorable maintenance of the present French policy. He said:

"Je went into the Ruhr because Germany was deliberately avoid-
ing the terms of the Peace Treaty. Herr von Rosenberg now says that
an offer to pay 30,000,000,000 gold marks was made to us in Jamary,
192%. It is not true, and the whole story was invented as an after-
thought.

"3ut even if it had been true, what would the offer have meant?
Germany, after having promised us im lay, 1921, t0 pay 132,000,000,000
gold marks =0 as not to see the Ruhr occupied would have offered the
Allies less than a quarter of that sum two years later in order once
sore t0 buy off the menace that was impending.

"And in return for this gracious concession on her part, we
would have to grant her 2 three or four years' moratorium without any
guarantee whatsoever. How could we put any trust in a promise made
in 1923 when the solemn engagement taken by Germany just 18 months
before had been violated.

"When we entered the Huhr we did so in a peaceable manner. /e
hoped that the mineowners and the workers would cooperate with use.
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We met with violent opposition znd with strikes on every hand,

not ignored."

German "

tion from M. Poincaore. He reminded his hearers of "G
during the war", znd referred to "the attitude of Bismarck after 187
ing out "how different has been the conduct of ¥r.nce and the Allie
care then turned to German unwillingness to accept the disarmament c
Treaty of Versailles.

"The German 'Schutzpolizei', as we know from the reports

sular troops officered zmd trained for war
"Since the signing of the Peace Treaty we have shown nothi

ing

o

ing up of treaties. The essentizl conditions of a r

<

will always be the sume: "Reparations and Security' ".

The very tone of the foregoing speech of M. Poincare, in which he re

much of the old war-time Allied utterances, was unfortunates It was

publicity in Germany and necessarily caused fecling serving to make
the conservative German desiring a settlement much more difficulte.

Jith regard to the German settlem:nt offer of lay 2
lowing official statement was issued May 3 by ﬁgg_i:epxn Government.

"The Council of llinisters which met this morning was wnen-
imous in declaring that the German proposzls are inacceptable,

Page 50

nd

we therefore had to set to work to see that our Treaty rights were

activity in propagating falsehoods not only as to the origin of the war
but as to the French behaviour in the Ruhr" next came in for scathing
serman crimes and brutali ty

conuema-—-

1", point-
s, M., Poin-
lauses of the

nade by General Nollet and as we have found out in the Ruhr, have
army discipline, army training, and an army staff. In the Ruhr
have found therefore under the false nume of 'Schutzoolizei' re

we

ng

but patience and magnanimity. But it is looiiah to talk of com-
to an understanding with a country that has raised to the po-
sition of a doctrine the repudiation of signatures and the tear

oprochement
petween France and Germany can be defined in two words znd they

hearses so
ziven wide
the task of

the fol-

not only by reason of the conditions they contain znd the absence

of all guarantees, but alsc owing to the insufficiency of the
figures offersd.

"The Prime Minister will jointly with the Belgian Govern-
nent decide on the terms of the reply to be sent (0 the German
Government. This reply will be commumnicated to all the Allies.

"

The French hoped that a joint Franco-Belgian reply would be despatched today.

However, there is difference of opinion between the Belgians and Fre

nch as to

the nature of the reply. From what we gather the French insist on a somewhat

flat rejection, including some general statements of conditions but
definite statement ¢ zny counter-demands, where.s the Belgians pre

reply be worded as .0 invite further negotiations by including a2 def

ment of the counter-dem:nds. The French press have made some veiled
to this difference of views, in certain instances having gone so far

without a

fer that the
inite state-
reference
as to fore-

cast separate and different replies bdeing sent to Germany by the two Governments.
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However, we have just been confidentially informed by the Belgian Delegation
that agreement on a Jjoint text will probably be reached tomorrow =nd the reply
forwarded to both the German and Allied Govermments on lay 5.

On April 25 during a casual and personal chat with 1, Loucheur
he volunteered certain information concerning recent events which is of interest.
A brief of this conversation has alrecady been cabled to Washington. I[I. Loucheur
first referred t0 his recent London visit which attracted so much attention in
the press. He said that he had originzally proposed his visiting London to ili,
Millerand and Poincare and that the latter two "warmly supported his going for
the purpose o0f sounding out British opinion and endeavoring to find some grounds
for a better Franco-British undepstanding «nd joint support against Germany".

e Loucheur said that upon his return he was very much surprised to see an of-
ficial communique from the Quai d'Orsay containing a positive denial of any Poin-
care connection with his visite In view of his previous understanding with Il
Poincare he was quite put out and called upon I, Poincare for an explanation.
According to M. Loucheur, the explanation was that the communigue was issued dur-
ing the temporary absence of LI, Poincare from Paris, and through an error on the
part of the Under-ilinister Peretti. M. Peretti had not been advised of the pre-
vious Poincare-Loucheur conversation and on his own initiative had issued the de-
niale M. Loucheur said .. Poincare apologized and invited him to be present at
Dunkirk where il. Poincare publicly made amend by pointed reference "to the suc-
cess of 1. Loucheur's London visit".

. Loucheur stated that he had been warmly received in London
where he found an earnest desire on the part of all British officialdom to be
helpful in the existing situation, The British had, however, laid particular
emphasis on the necessity for some definite :mnd formal joint Franco-Belgian a-
greement as to the minimum settlement acceptable to bothe M. Loucheur intima-
ted that the British had expressed the desire to see and pass on such plan be-
fore commi tt ing themselves to support the Franco-Belgians against Germany.

+

According to M. Loucheur, li. Poincare anxiously hoped that the
Germans would submit a plan at the earliest possible date. Iil. Loucheur volun-
teered the information that . Poincare would be willing to accept as a basis
for discussion a German settlement offer following the genercel lines of the In-~
ternational Socialists' plan definitely fixing the reparation figure at from 30
to 35 billion gold marks.

e Loucheur's idea of a plan of settlemeéent which he said I,
Poincare agreed to, and which he intimeted would probably be supported by the
British as a basis for joint conversation so far as the latter were concsred,
was as follows:

(a) The Allies t0 agree to definitely cancel reparation
claims covered by A =2nd B Reparation Bonds except the amount
necessary t0 cover the reconstruction of the devastated areas,
and s0 far as Great Britain was concerned, everything except
an amount sufficient to meet the latter's debt p-yments to the

United Statese.




m

J.A.L.Jr. To: B, Strong - Personal & Confidential Page 7,

(p) The bill on the foregoing account to be fixed at 40
billion gold marks including some other minor trezaty charges,
plus the amount of German payments to Great Britain on account
of the service of the latter's debt to the United States. The
40 billions to be divided as follows:

France 32 Dbillions
Belgium 4 -
Italy 21/2 "

/

the remaining 1 1/2 billion for settlement of the claims of the
smgller Allies and to completely ligquidate all other outstand-
ing Treaty charges.

(c) As to Reparation C Bonds, all to be cancelled as con-
stituting any techmical reparation obligation, but the charge
under C bonds to be maintained to cover all payments demanded
n account of interallied debt settlements.

. Loucheur stated that officials in London during his visit had intimated a
willingness on the part of Great Britain to cancel her continental indebted-
ness on this basis snd that therefore the only possivle future charge on Ger-
many on account of reparation C bonds would be the amount required by the other

. Loucheur went on to say that the proposed 40 billion repa-
ration obligation would carry 55 interest plus ;; amortisation, Germany to meet
the service of the revised reparation plan through deliveries in kind and thru
cash rsised by internal and external loans floated on the security of German
industry, customs, monopolies and railways. M. Loucheur stated that he person-
ally was opposed to demanding and enforcing participation in German industry
for French and Belgian industrials. He said that this latter thesis was at the
present time held by M. Poincare as a method of a prompt partial liquidation

of the reparation debt. In il. Loucheur's view the forcing of participation in
Germany's industry in ultimatums was entirely impracticable from its purely bus-
iness angle and that the only workable scheme for attaining the desired goal

of Franco-Belgian industrial participation in the Ruhr was through direct ne-
gotiations and arrangement between the Franco-Belgian and Germam industrials.

In /1. Loucheur's judgment, a plan for such direct negotiations could be formu-
lated and effected on business lines which would not only guarantee sound fu-
ture working premises but in addition would more directly help general German
economy and finance in meet ing German Govermuent payments on account of repara-
tionse

As to security and guarantees, l. Loucheur stated that the fol-
lowing were I, Poincare's views in which he concurred. Upon the acceptiance by
Germany of the new reparation plam and as paynents are successively effected,
the troops at present in occupation of the Ruhr would be gradually withdrawn.

He stated, however, that as soon as the “ermans had accepted the new terms the
occupat ion would be technical rather than practical and that following any sub-
stantial cash payment such as "4 to 5 billion gold marks", France was prepar-
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ed to reduce her forces in occupation of the right bank of the Bhine to "1 to
2 thous:nd soldiers and = few engineers in Essen". On the other hand, the oc-
cupat ion of the left bank of the Hhine t0 be continued under the terms of the
Treaty of Versailles, the prescribed successive withdrawls being effected as
provided for in the Treaty and as reparation payments were made under the fore-
going plan. According to 1. Loucheur, M. Poincare agreed to reduce the occu-
pation troops to a minimum on the left as well as on the right bank of the
Fhine at a very early date znd that probably France would ask for no future
payment on account of such army costs, provided Germany lived up to the terms
of the new agreement and energetically started putting her financial house in
order.

. Loucheur expected & reasonably early settlement, and
hoped that the United States, after such adjustment of Franco-Belgian and German
differences, would actively participate and help in the all-important financial
and economic recomnstruction period which would follow.

As t0 settlement of France's debt to America, I, Loucheur
volunteered the statement that it was the duty of France to licuidate this bill
provided the United Stautes considered it in its interest to collect. He point-
ed out the difficulties of the french financial situation :nd its relations to
the paymente He szid he hoped the United States would agree to forego the de-
nand for interest on account of the French debt and that agreecment would be re-~
ached for the payment of the capital sums annually, and on 2 gradually increas-
ing scale, over a period of 40 to 50 yearse.

iI. Loucheur is a pretty adaptable fellow, and apt to change
his mind, We have no other confirmation than his own that his portrayal of the
views at present held by il. Poincare are accurate. In addition, M. Loucheur has
every ambition to succeed M. Poincare as Prime ilinister of France and therefore,
while the views as stated are of interest, they must be accepted with consider-
able reserve.

On Page 5 of this letter we referred to certain differences
of opinion between the ;re;wn and Belgi-ns as to the terms of the reply to be
sent in response t0 the German offer of ilay 2. In our letter of April 19

referred to a Co mittee of Experts including M. Barthou and 1. Delacroix creat-
ed at the meeting of Premiers Poincare and Theunis in Paris, April 1l4. It will
be remembered that this Committee of Bxperts'was charged with studying the var-
ious schemes for settlement already put forward and to formulate a common plan",
In personal conversation with IL ,elucroix on May 1, he con-

fidentially informed us of certain di ffi ties he was encountering in working
out "the common plan". Franco-Belglan junior assistants had been ,or&lnb on
this for two weeks and vhile they had made some progress, any definite conc lu-
sions were delayed due t0 = ten-day vacation which I, Barthou had taken. He
said that he and 1, Barthou had never had a meeting on this subject and that,
while he had insisted, il. Barthou had been putting him off. On iay 1 he went

to il. Barthou's office and insisted on a meeting forthwithe M. Barthou had
replied that he had gone that morning to see ll. Poincare to ask for 1nstﬂuc~

tions and that il r01n care had replied that he had "none to give him", and I,
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Barthou declined to join with ll. Delacroix in formulating a "common plan" un-
til he had received il. Poincare's instructions. . Delacroix maintained that
this attitude of !I. Poincare's was a breach of the understanding reached April

14 between M. Poincare and Theunis. He said that he had telephoned to il
Theunis about the matter that day, that the latter was angry and had asked

il. Delacroix to come at once to Brussels for comsultation. We have no further
information on this subject, but we feel that this situation has had no little
with the Frenco-Belgian difference of opinion as to the terms of reply

to do
to the German offer of lay

~e

JAL/AJG

The Honorable Benjamin Strong,
Governor, Federzl Reserve Bank
of New York,
New York Citye.
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Pyris, 1l lMay 1923.
18 rue de Tilsitt.

Personal & Confidential.

uy dear Ben:-

the German note of May 2 (Exhipit 4) which was addressed by Germany to
the United States, Belgiuwa, France, Great 3ritain, Italy and Japan, to-
gether with the translation of the Franco-3elgian reply (Exhibit B) of
llay 6 in which France =nd 3elgzium "refused such a bargain" as presented
in the German May 2 mnote.

On ilay 8 Lord Curzon, in the British House of Lords, 2nd
Ur. Baldwin, the Chancellor of the Exchequer, in the Sritish House of

Commons, made the following identical statements:

"The German note, which has already appeared in the
Press, was handed by the German Ambassador to the Foreign
Secretary on the afternoon of lMay 2. It was a note addres-
sed not merely to the French and Belgian Govermuents, obut
to the principal Allied Powers.

"as such it was the view of his I&jesty's Govermment
that the best and most natural course of procedure would
be to return a concerted reply from the Governments of
Great Britain, France, Italy snd Belgium---the more so as
the German note was in response to a suggestion which had
been made to them publicly and officially by the Foreign
inister of the British Governnuent, and as the problem in-
volved, viz., that of Reparations, is one in which the Al-
lied Powers, =znd not France znd Belgium 2lone, zre deeply
concerned.

"Ilor, in the opinion of his I&jesty's Government, need
any insuperable difficulty have been experienced in drawing
up a collective reply, reserving for separate treatment by
the French and Belgian Governments, if they so desired, the
guestions arising directly out of the recent occupation of
Gern:n territory by their military forces.

"His llajesty's Govermment had reason to believe that
these views were shared by some of their allies, and they
were guite prepured to make proposzls to this effect, hav-
ing alrezdy communicated their gemeral idez to the allied
Governments, when they were officially informed that the
French and Belgian Governments had already drawn up a joint
reply from themselves 2lone, the text of which was com-
municated to His Ilajesty's Govermment on Saturday after-

org/
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‘ "noon, with the intimation that it would be presented
twenty-four hours l:zter to the Germ:n imbassadors at
Paris and Brussels.

"His lia jesty's Government regretted what appeared
to them to be the unnecessary precipitancy of this step,
as well as the loss of the opportunity, which in their
opinion had been presented, of once more testifying by
a joint commumnication to the solidarity of the Allied
entente.

"They do not, however, feel dispensed from the ob-
lig:tion of stating their own views in reply to the Ger-
man note, =:nd this they propose, with the least possible
delay, to do. There is reason to believe thut the Ital-
jan Government, whose attitude is in general accord with
that of his !lajesty's Govermment, contemplate a similar
procedure. As soon as the British reply has been comnu-
niczted to the German Government it will be published.”

These declarations of the British Government received the general assent of
all parties in the British Parliament. Thers appeared little evidence of dis-
sent from any quarter, and the expressions of approval were manifest when the
British Government made references to the ™unnecessary precipit:ncy" of the
French reply, declared the intention "to state their own views", and that "the
Italian Govermment was in general accord with the British" and would likewise
state their views. The tone of the statement, without being sharp, is mani-~
festly designed to convey the impression that the British Government consider
that the French Government had behaved in a manner which could not be justi-
fied, especially as the Germ:n note hud been issued in response to a public
speech by Lord Curzon and dealt with the question of reparations--a partici-
pation in which the British have a share. Up to this writing, no indication
has been given out as to the line which the British Government will take in
making their own reply to Germany. It is reported that the British statement
has already been transmitted to the French and Belgian Govermments, and that
it will be issued within the next twenty-four hours. The statements in the
British Parliament were largely concerned with setting forth and maintaining
the British view that the German note oucht to have received "a concerted re-
ply" which would have testified to the solidarity of the Allies.

The French have been concerned regarding the change of the
British attitude since the first Lord Curzon speech in the 3ritish House of
Lords on April 20, in which he pointed out to Germany "the gre:t responsibil-
ity the latter incurred if the opportunity of making un immedizte offer was
nezlected™. The French are particularly disturbed by the Curzon-Baldwin
statement in Parliament on lay 8, carrying with it the indication of direct
Italian support to the British thesise The French await with anxiety the for-
mal text of the British and Italian replies to Germasny. luch depends, of
gourse, on the precise terms which will be employed in the Sritish and Ital-
jan notes. In the meantime practically all the French are loudly proclaiming
the Jjustice and equity of their position vis-a-vis Germany. However, there
is a feeling that the British and Italian replies to Germany will be distaste-
ful, and that France, for political reasons, must take up the rirmest possi-
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ple position adverse from anything in the nature of British arvitration. How-
ever, France can not take excsption to the forecasted intimation from Great
Britain that Germany must reflect seriously on the conseyuences 0f an obstinate
refusal to make un acceptable oifer. Insofur as Great Britain pushes Germany
in this direction it is felt certain France will not complain.

The general view in France is that no further German reply can
be expected for some time., It is felt there is so much evidence of conflict be-
tween the various Uerman political parties resulting in comproaise, that it is
impossible to look for any immediate reconciliation of conflicting UGgrman views.
1t is thought that Germany will flounder about for some weeks more before the
politiecal parties there can bring themselves to make a concerted and genuine of-
fer. This French pessimism is apparently shared by il. Poincare, who has just
declared that "France has only to bide her time and the collapse of Germzny with
her complete capitulation is inevitazble, and that France has clready laid down
the only lines on which he will comnsider such proposals seriously". There is a
feeling that the 3ritish note when issued will unintentionally encourage Germany
to hold out for better terms. The French view is that the greatest difficulty
for Great Britain will be to induce Germany to take proper steps to end the pres-
ent situstion without giving the impression that Lord Curzon is in any way on
the Germzn side and without rousing German hopes that prolonged resist nce or
conditional surrender will provoke British action as against French demands.
e feel that for the present at least France mezns to g0 to the bitter end if
necessary, and perhaps as a preliminary to all conversations with Germany to
have some definite assurance that she will receive at least 26 billiomn gold
marks on account of her devastated arsas; also that resistance in the fuhr must
gease =nd some definite and satisfactory provision for future security assured.
There =re, however, signs that the French Govermment is seriously disturbed by
the indications of British and Italian rapoprochement, and with the consequent
prospects of isolation on the Continent. The foregoing, in brief, in our Judg-
mant, sums up the present situation =s it appears on the suriace.

In our last letters we referred at some length to certain dif-
fercnces of opinion between the French and Belgians as to drawing up a "common
plan" for the Franco-Belgisun reparation claim, In these letters we referred
to 5 Committee of Experts, including M. Barthou and Delacroix, created at the
meeting of the Premiers Poincare and Theunis in Paris on April 14, "charged
with studying the various schemes for ssttlement already put forward and to for-
mulate & comnon plan". We referred in this connection to information we had
received from .. Delacroix of his inability to get :l. Barthou to actually meet
wlth him to consider this question; his having reported this state of affairs
to Y. Theunis; and the latter's znnoyance and subseguent calling of Il Delacroix
to 3russels for conference. ... Delacroix went to Brussels on May 3, just after
the receipt of the German offer of lay 2 by the French and Belgian Governments,
and remsined in Brussels until after the joint Friunco-3elgiszn reply of lay 6
was transmitted to Germany. He tells us confidentially that there was some dif-
ference of opinion between l. Theunis and ., Poincare as to the nature of the
reply. According to . Delacroix, the British were active in Brussels and had
ziven every indication of their willingness to join in the Franco-Belgian reply
to Germany, and that . Theunis was for bringing them in. The British, accord-
ing to ll. Delaecroix, would h:ve been willing to have gone with the ¥rench and
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Belgians on practically all points except the continued occupation of the Ruhr.
Bven in this particular, according to I, Delacroix, they were willing, with cer-
tain reserves and without British responsibility, to have the Belgians and French
annex to the joint note their own demands in this particular. However, .l. Poin-
care wes obstinate and feariul of the possibilities of "British arbitration".

\l. Poincare, who has il. Theunis in "the cart which he drives", ultinztely forced
e Theunis' hand and, notwithstanding the preceding Belgian-British conversa-
tion, had him join in signing the Franco-Belgiazn reply of llay 6, which the Brit-
ish now term as "unnecessarily precipitate!. Il. Delacroix, in private conversa-
tion with us, was out-spoken in his condsmation of I, Poincare. He said he was
a good deal disheartened by the present pusition, as he could see no immediate
chance of .. Poincars assuming 2 more sane line of action. He maintained that
the larger percentage of the French Parlizment was opposed to M. Poincare, but
afraid to come out in the open in view of I. Poincare's support by the ™nisguid-
ed French public". (In this connection it is interesting to refer to the fact
that on !lay 9, the day after the Baldwin-Curzon stztement in the British Parlis-
ment, M. Poincare received in the French Parliament the largest vote of confi-
dence he has so far recorded) il. Delaeroix finally concluded by saying th.t he
had practically given up all hope of being able to meet with I, Barthou and es-
tablish any "common plan” of Franco-3elgian demands on Germeny. He said the
only hope of forcing such "common plan" wus for the German Government to have
sense enouch to come out und say to !l. Poincare: "What is your settlement plan,
znd what does it carry with it? * In his judgment, a demand on somewhat the
foregoing lines might force lI. Poincare out into the open.

The foregoing gives the history of the situation as we see
it to date. There is a story that a much more favorable Germsn offer than that
of 2y 2 had been formulated by the Cuno Govermment. The story is that it was
discarded 2nd the iay 2 one hastily adopted within a few days before presenta-
tion owing to receipt in Berlin of a newspaper report that "Poincare demanded
and would only accept an unconditional surrender™, e do not kmow if this re-
port is accurate. The whole situation appeurs today to "boil down" to the re-
gretful basis that "any offer advanced by Germany must be rejected by France”,
and that "Poincare's own internal position makes it impossible for him to per-
mit any sane Or reasonable demand until German resist:znce is completely brok-
en". The faint hope of any early settlemsnt uppears now to rest in the fore-
casted British-Italisn endeavor Mto hold the door open for further Franco-ber-
man negotiztions---or German joint allied negotiations™,

Fzithfully yours,

JAL /4G | | a4 "f’k t\

Enclse2s

The Honorable Benj-min Strong,
Governor, Federal Reserve Bank of lew York,
New York Citye
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Paris, 31 liay 1923.
18 rue de Tilsitt.

Personal & Confidentiale.

ly dear Beni=~

We enclose as Exhibit A Reparation Commisgsion innex
Noe 1834, giving the text of the Franco-Belgian May 6, 1923, the Brit-
ish and Italian May 13, 1923, and the Japanese May 15, 1923, replies
to the Germen proposals of May 2, 1923. Our views concerning these var-
ious replies were covered by lir. Boyden's letter of May 13, 1923.

The interesting recent development in the situation
is the growing lack of harmony between Belgium and Franee as to the solu=~
tion of the German problems We have referred in past letters to the Bar=-
thou=Delacroix Cormittee of Experts set up by Il Poincare and Theunls at
their meeting in Paris on April 14, 1923, charged with drawing up a "com~
mon Franco-Belgian plan". To date no progress whatsoever has been made
in reaching such a "cormon plan", due to the dilatory tactics of the
Frenche Yesterday, M. Delacroix informed us confidentially that he had
been charged by M. Theunis recently to make a persammal appeal to M. Poin=-
care to obtain the latter's consent to M. Barthou and hi¢#Torthwith com-
mencing this work. M. Delacroix said he talked with . Poincare for o-
ver two hours and tlat the latter maintained that with the Treaty and the
Schedule of Payments there was no purpose whatsoever in drafting any "com-
mon plan", and that "the only line of action was to await the time when
the Germens themselves, under the Franco=Belgian pressure in the Ruhr,
would volunteer to carry out the obligations as expressed in the Treaty
and the Schedule of Payments". M. Delacroix Ieft us with the impression
that M. Poincare's present purpose was to insist that France receive her
full 52% of the amount due under the Schedule of Payments, and that any
reduction in the total of the Schedule of Payments would have to be borne
by British and Italian sacrifices in their participate shares, and that
any surrender by France of her share im C Bonds would depend entirely on
the extent of the cancellation of ¥rance's debts to Great Britain and the
United States. M. Poincare demands 52% of 50 billion gold marks repre-
sented by A and B Bonds, or 26 billion :0ld marks, plus 6 billion gold
marks which, accord ing to . Poincare, would still remain due to france
as an outstanding balance of France's participate ghare in C Bonds, even
after orediting complete cancellation of Framce's debts. Therefore, M.
Poincare's present demand is the complete cancellation of france's for-
eign war debts, plus a 32 billion gold mark payment by Germany. How M.
Poincare arrived at the figure of 6 billion gold marks as being the out-
standing credit to France after crediting cancellation of the debts, we
are unable to determine as the theoretical reparation obligations of Aus-
tria and Hungary which are included in the German C Bond obligation have

never been fixed.
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[ J M. Delacroix said he was pretty well discouraged by the
present situation. He said that the Belgian financial position was not
so favorable as Frame's for the continusnce of the relatively long process
of forcing Germany to a complete surrender such as apparently demanded by
M. Poincare. He said that there was much restlessneas in Belgian business
and financial circles, and that in addition the Belgians were much comcerned
on account of the recent Bolshevist, or perhaps better, the extreme socialis~-
tic tendencies of the German population in the Ruhr, as evidenced by the dis-
orders of the last few dayse. The Belgians, according to M. Delacroix, were
fearful of possible repercussions of such disturbances within Belgium itself.
According to ii. Delacroix, there is a rapidly growing discontent amongst the
people at large in Europe with the delay of the present Bourgeols Governments
of Eurcpe in reaching a settlement of the Great War, and that the socialistic
elements are taking advantage of this to capitalize their own positions. He
sald this was particularly noted in Belgium, and that some solution mmst be
reached---and reached quickly. On the other hand, he sald that "so long as
a man like M, Poincare remains in power in France a solution is impossible",
and that, therefore, he was forced to feel that the present situation would
continue, growing gradually worse and worse until "that happy day when M.
Poincare would fall' when a constructive policy could be adopted.

Even in Paris, the troubles in the Ruhr are being close-
ly followed by the press, not only becauge they may have a decisive influence
on the problem of reparations, but also because they may eventually necessi-
tate sending fresh french troops to the Ruhr, although the occupying army is
not regarded as in any danger at present. A particularly awkward situation
would be created were France obliged to send reinforcements. All ¥rench have
in mind the possibilities entailed were it necessary to call additional mil=-
itary classes to the colorss There is anxiety in France over the possibil=-
ity of collapse in the HKuhr. Although the whole responsibility is put on the
German Government, the general feeling is that in some mamer or other France
and Belgium may be drawn into the incident disorders. Even as cmservative
@ paper as the "Echo de Paris" stated recently "that the uovernments of Paris
and Brussels must be ready to tske charge of the German territory in which
their soldiers are garrisoned®.

The Belgian Govermment have been very insistent that a
meeting be held between L. Theunis and M. Poincare to discuss the attitude
tc be taken upon the receipt of the mew Uerman proposal forecasted to reach
these tovernments within the next week or twoe. It was first proposed by M.
Theunis that he come to Paris for this conversation on lMiay 28 and discuss
with M. Poincare not only the policy to be adopted on the rece ipt of the new
German offer , but also to hasten the prepargtion of the "common fronco=Bel=-
gian plan" by the barthou-Delacroix Cormittees To this proposed visit, M.
Poincare gave an evasive answer, saying that it would not be possible for him
to meet M., Theunis at the time indicated "as he would be forced to be away
from Paris with the President of the Hepublic at Strasbourg during most of
the present week". He, however, promised to go himself to Brussels to dis-
cuss thege questions with K. Theunis at a later, but not definitely fixed,
date. A good déal of this controversy leaked into the press, which result=-
ed in gem-official rrench Government amouncements to the effect that "the
Poincare~Theunis meeting would be held in Brussels the week beginning June 4";
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then later, "perhaps it would not be possible to have the meeting at srus~
sels before June 15", According to M. Delacroix, these M. Poincare delay-
ing tactics annoyed k. lheuwnis, with the result that he wrote M. Poincare
a rather stiff letter to which he attached a proposed Belgian reparation
settlement plan. We understand that the Theunis letter concluded with a
paragraph to the effect that "Belgium followed france in the ituhr venture
on account of important political considerations. However, Belgium does
not propose to continue following F¥rance in any foolish or disastrous pol-
icy". M. Theunis' note resulted in definite agreement on the part of lM.
Poincare to go to Brussels on Wednesday, June 6.

While we have not the full details of the Belgian plan
enclosed in the Theunis note to M. Poincare, we have been informed that its
general lines are as follows. “Yhe note does not in itself constitute a
plan; it is rather a skeleton of a plan which selgium hopes will be adopted.
The basis of the belgian plan is the "commercialization' ot the uerman debt.
1t is assumed that the Allies are bound to look outside Wermany for the
sources of payments. It admits large loans are out of the mestion, but
that small loansg are possible, and one of the main points made is that real
money could be raised by expleiting Werman monopolies. This would, first
of all, imply the stabilization of the mark, for otherwise the rmeceipts
would be in paper marks of declining value. L.t insists that not only mst
there be a general agreement on both sides and amongst the Aliies as to the
desirability of a method, but before it could be made effective, the finan-
ciel restoration of Germeny is essemtial. It appears that there is consid-
erable difference between the Belgian conception of the Ruhr occupation and
that which prevails in certain quarters of French opinion: The Belgians re-
gard the occuwpation of the Ruhr purely as & means of pressure on Germany,
and have no illusions that the Allies could pay themselves out of the Ruhr.
It is not in the Ruhr, rich as it is, but over the winle extent of Germn
territory that momopolies should be worked on behzlf of reparation claims
under the Belgian thesis, and this obviously requires agreement with Germany.
With regard to German rallways, the Belgian thesis is that in spite of the
deficits, it was held that the German industrial s when recently endeavoring
to take them over estimated that they might yield, under proper conditions,
an sunual contribution of 1 billion gold marks., The Belgians point out that
to date there are practically no taxes on sugar, which if administered as a
monopoly would give handsome benefits. The Belgians gl so mintain that hand-
some profits would accrue through the organization of tobacco and alcohol
monopolies. They maintain that sofar as these latter commdities are con~-
cerned, the present indirect tax borme by the German consumer is less heavy
than in ay of the Allied countries, and that by a slight augmentation of
prices not only would the German budget receive its present share but sub=-
stantial additional sums would be made forthcoming under the monopoly scheme
to meet reparation paymentse.

It can well be argued that in endeavoring to obtain money
in this way the Allies would be defeating their own purposes since they would
deny to the German Govermment sums which otherwise would be devoted to budge-
tary purposes, and as the balancing of the budget and the stabilizatiom of the
mark are essential preliminary conditions of effective receipts to the Allies,
it would be fatal to deprive Germany of this reveme. Those who hold such
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: views point to the danger of this scheme simply creating a vicious circle.
The Belgians, however, reply by pointing out that during the early period
of last year when the bulget was balanced, there was little reliance on re-
ceipts from these sources -—— less than 225 million gold marks being the tot-
al budgetary receipts onm this account. Under the Belgian plan, a number of
international Consortiums would be created for the sale and exploitation of
the various monopolies and the profits to the Allies would be substantial.
The Belgians claim that nearly two billion gold marks could be raised each
year on profits while amother half billiom could be obtained from deliveries
of coale The Belgians offer counter=-suggestions that thefe should be par-
ticipation by the Allies to the extent of 25% in German industrial concerns.

Sir John Bradbury, with whom we have been talking, ex~
pressed mach the same opinion as to the views held by M. Poincare as those
expressed to us by M. Delacroix (see first page this letter). Naturally, in
our conversation with Sir John Bradbury we made no mention of the Delacroix
conversations Sir John maintained that the British Govermment could not ac-
cept the complete sacrifice of both European debts and participation in fu-
ture reparation payments "which k. Poincare was endeavoring to force down the
British throat as & preliminary to any sane settlement of the outstanding
problem". He maintained that the British must with one or other of the re-
sources mentioned obtain cover for the payments to be made to America under
the inglo-imerican debt settlement plane. He felt that very little im a con-
structive way was possible of accomplishment until the fall of M. Poincare,
and was far from sanguine that the forecasted German proposal would serve as
mach of a stepping stone in the direction of a final solution. So far as the
Belgian plan was concerned, Sir John Bradbury while pleased by its showing
some divergence of views between Belgium and France was nevertheless critical
of its workazbility under the operations of the broader economic laws, point=
ing out that there was "only one hatch of the German ship" through which the
reparation payments could be drawn out, and that the amownt to be taken through
such "hatch", particularly so far as gold payments were concerned, was limited
by the simple formula of the active finamcial balance of Germany measured by
the gold value of exports plus the invisible balance less the gold value of
importationse.

M. Delacroix, in a subsequent conversation to that already
quoted, informed us that M. Theunis proposed upon receipt of the forecasted
German procosal to insist with the ¥rench won the collaboration of both the
Britigsh and Italians with the French and Belgians in the reply to be made to
the German Govermment. If the German proposal gave any possible basis for
a meeting around "a green table™ M. Delacroix maintained that M. Theunis would
force the meeting. He said that M. Theunis, if not in sgreement with the
¥rench as to the terms of the reply, might possibly join with the British and
Italians in their reply to Germany and thus completely isolate M. Poincare.
We, however, question whether M. Theunis, notwithstanding his desire, can on
account of the present political situation break away definitely from the
French.

An important statement was issued from the Guai d'Orsay
yesterday, May 30, to the effect "that France, in undertaking the Ruhr opera-
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tion, did not intend, and does not intend, to take the general question of
reparations out of the hands of the Allies. 7That it was obviously impossible
to make the reparation problem a purely French probl em simply because France
had adopted separate measures". This statement has a certain significance
in view of M. Theunis' position, as outlined above.

However, there is no evidence as yet of any real weaken-
ing in the French position. The vote of confidence accorded M. Poincare in
the ¥rench Chamber yesterday, although as expected, was so overwhelming as
to make it clear that the decision of the Senate last week regarding the Com~
munist trial was in no way intended as a vote against Il Poincare's Ruhr pol-
icy. DNobody, except the Socialists and Communists, voted against M. Poincare,
and even ll. Tardiewu, though attacking M. Poincare and arguing for sterner me-
asures against Germany and criticising the past action of M. Poincare, wound
up by casting his vote for M. Poincaree The Krench Chanber is therefore for
the moment virtually unanimous on the main gquestion. It would, therefore,
appear impossible for any Government at this moment to abandon or modify the
Poincare poligy, except possibly to strengthen it. The majority of over 400
is a pretty plain indication of the essential wmity of irance concerning the
Ruhr issue, and in our judgment, all suggestions of weakening of purpose in
france may for the moment be dismissed as vaine We know that there are msny
really moderate tendencies in the Govermment, but for the present it would be
no easy task to convince the Chamber that concessions will eventually have to
be made. M. Poincare is always tempted to intransigeance in the handling of
the situation, for this wins public applaude. 7The desire for a reasonable ar-
rangment , based on economic possibilities, is felt from many quarters, but
as yet this voice is imarticulate, and not a popular card for any French pol-
itician to playe On the other hand, it will be noted from the Tardieu attack
on M. Poincare in the Champer that the allegation that M. Poincare has shown
some feebleness was rejected--as a matter of fact M. Poincare's position was
materially strengtiened. M. Poincare may thus be able to make acceptable to
the Chamber any agreement with the Allies and with Germany that he thinks fit
when the time comes.

During a recent meeting of the Freanch Chamber the Govern-
ment's demands for sipplementary credits on account of the Ruhr occupation
were as follows: 47,500,000 francs for the ocost of oceupation during the month
of June. Of this sum 12,000,000 francs is for the railway adminigtration and
35,500,000 francs is for military expenses.s Of the latter amowmt 12,000,000
francs is deducted in respect of the saving of the cost of keeping the troops
in barracks in France. The credit for June is thus placed at 35,300,000 francs,
bringing the total ¥rench Govermment's budgetary cost of the occupation of the
Ruhr during the first six months of the year to 87,000,000 francs. Needless
to say, this figure does not represent in any way the totdl cost to frame of
the Ruhr occupation to dates The total cost of this occupation to gemeral
Fremch economy to date, as shown by our letter of March 9, 1923, must be up-
wards of two billion francs.

On lMay 25 M. Poincare in a speech in the French Chanber
made the statement that "since the 25th of March the daily amount of coke tak=-
en by the French and Belgians from the Ruhr has passed from daily amounts of
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1,000 to 8,000, 9,000, 10,000, and even 11,000 tonse. As for coal, we are
today teking out 11,000 tons per day, which we shortly hope to increase to
15,000 tons. The actual stocks of cosal at present at pitheads and therefore
selzeable amowmt to 2,500,000 tons; this entirely outside of production.
Tnerefore, we are im a position to take at least 10,000 tons per day for a
long period of time from the existing pitheads stocks, and this notwithstand-
ing the efforts of the Werman Govermment to prevent production™.

Faithfully yours,
fl o— . bt — "~

JAL/AJG

Encls.le.

The Honorable Benjamin Strong,
Govermor, Federal Reserve Bank of New York,
New York Citye.
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Paris, 18 rue de Tilsitt.
8 June, 1923,

Personal & Confidential

My dear Ben,

In my last letter I referred to the growing lack of harmony
between Belgium and French as to the solution of the “erman problem and
the desire of the Belgians to bring the British and Italian Governments
back into the negotiations on an equal footing with the French and them-
selves, The new British Government has given some indications of its

desire to join with the French and Belgians on any sane policy that might

be adopted. In this connection it is interesting to refer to the following
"llessage to France"™ from lir. Baldwin which appeared in the "Petit Parisien"
on June 4:

"You will readily understand that I cannot
indicate at the present stage what particular solu-
tions would, in my mind, allow us to do away with
the main problems on which your country and mine
have got to agree. I hope to find some early op-
portunity to discuss these matters with our French
colleagues, In the meantime I wish to point out
one or two things,

"In the first place, I feel confident that,
however difficult the reparations probiem may be,
or any of those connected with the occupation of
the Ruhr, there is not one on which & common ground
cannot be found for England and France to meet and
adjust their policies, )

"In the second place, I want the “rench public
to kmow that we here are requally alive to the impor-
tance of the problem of Franco-Belgian safety and that
we are anxious to help in framing & settlement which
will ensure European peace in the future,

I am personally inclined to believe that very few
things are impossible, provided one has a clear view
of the difficulties and the will to settle them, I
was fortunate enough to succeed last winter in settling
the delicate gquestion of the Anglo-Amerigan debt. Pro-
vided we take up the European outstanding questions in
the same spirit I do not see why we should not settle
them too, At any rate you may be certain that I shall
personally work for that end with determination, We
may meet with some temporary setbacks at first, but I
feel sure that in the end we shall succeed",
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& The much heralded meeting of M, Poincaré end Theunis took place
in Brussels on June 6, At thé conclusion of this meeting the same evening the
following comruniqué was issued:

"The Belgian and French Governments continued today
the joint study of the various questions raised by the
occupation of the Ruhr,

"They have maintained integrally all their previous
decisions, notably as regards the conditions under which
the evacuation of the Ruhr will be effected after the
peyment of reparations and as regards the obligation
resting upon Germény to put an end to passive resistance
before any examination of their proposals,

"The two Governments have settled the program of the
new measures to be taken to accentuate the pressure &and
to constrain Germany speedily to carry out her obligations",

The foregoing communiqué gives no real indication of the significance of the
Brussels meeting, The meeting was far from harmonious and while 1, Poincaré
actually forced 1, Theunis to accept his thesis the impression was clearly

left -that there was a distinet divergence of views in the respective atti-

tude of France and Belgium to the occupation of the Ruhr, In general Belgian
opinion is not opposed to the occupation of the Ruhr, but it is far from enthu-
siastic and is growing anxious, The financial and economic effects of the
occupation are more keenly felt in Belgimm than in France, Belgium is fearful
that if the present policy is long continued disorders in Germany &re bound to
occur which will commit Belgium to send more troops, Belgium is short of workers
todey---wants peace and business, and therefore does not want to be forced to
call men away from work and put them with the colors, As explained in a previous
letter there are considerable misgivings in Belgium as to how long the Belgien
financial and economic position will stand the strain and cost of tke present
policy., The temper in France, at least on the outside, is very different, There
are those in France who are very anxious as to the imwediate future, but it is
surprising to see how generally French opinion favors the keeping of & strong
hold over Germany in the Ruhr, The general feeling in France is one of relief,
perhaps even of happiness that in these periods of uncertainty some definite line
of action has been adopted, and that Frénce by taking the initiative is no longer
therefore at the mercy of some mysterious and indefinite force., In our judgment,
so long as this feeling lasts it is difficult to expect any great cheange in French
policy. U, Poincaré having adopted the rigid policy, and the policy that "We can
wait", and this having been accepted by French opinion, it is difficult to change.
On the other hand, the Belgians who are a2 commercial people, and who lack the
French patriotic national emotions, alwaus want to look ahead and study the pos-
sibilities, meke plans, etc,, 50 as to be prepared for the future,

L, Delacgroix, with whom we were talking yersterday, stated that at
the Brussels conversations of June 6 nothing whatsoever was accomplished, I,
Theunis wanted to continue them the next day, but M, Poincaré was firm, and
the meeting ended within & few hours., There was no agreement reached as to
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' whe ther any effort should be made on the part of the French and Belgizns
to have Great Britain and Italy join in the joint reply to the forecasted
Germen offer which was actually received by the various Governments the
af ternoon of June 7, ‘

The evening before the Brussels conversation the following obviously
inspired Quai d'Orsay statement appeared in the French press:

"Pirst, it must be understood that no German offer
can be taken into consideration until the Germa&n Govern-—
ment agrees to bring the passive resistance in the Ruhr

to an end,

Secondly, the IRuhr cannot be evacuated immediately,
but only as the German payments are effected,

Thirdly, the French minimum demand at the present
time is twenty-six milliard gold marks, free of all
deductions on account of Inter-Allied debta,

Fourthly, if Great Britain and America do not forego
their credits on France or fortgo only a part of those
credits, then France demands, in addition to her twenty-
six milliards, such sums as are necessary to meet the
British and American claims.

Fifthly, sinee France has made up her mind about her
own needs and does not approach the problem from the angle
of Germeny's so-called capacity of payment, it is entirely
useless to propose any arbitration, especially the arbitra-
tion of an International Commission,

Sixthly, with regard to the methods of payment, France
will be ready after the ceapitulation of Germeny, to agree
to any reasonable suggestion, But in accepting & sugges-
tion France will not necessarily bear the loss should par-
ticular means of payment prove to be a failure,

Seventhly, in the Ruhr itself, and in the other occu-
pied regions, there must be an Allied exploitation which
will guarantee and provide at least a part of the Allied
demands",

The foregoing coming out as it did just before the Brussels conversation indi-
cated that there was little hope of any real accomplishment &t Brussels, I,
Delacroix tells us that the only concession admitted by M, Poincaré to i, Theunis
was the permission for li, Theunis to confidentially transmit & copy of the Belgian
plan (see page 3, my letter May 31), previously submitted to M, Poincaré, to the
British Government for its information, Sir John Bradbury, with whom we subsequen-
tly spoke on this subjeect, said that even this concession might be embarrassing

to the British as the Belgien plan in his judgment "was so full of holes" that

the British Govermment for politicel reasons, would mot care to actually pass on
the plan but would simply acknowledge its receipt and fefrain from being drawn into

any discussion of its merits at this time.

Concerning the new German offer received by the various Governments on
June 7, we have not yet seen the full text and therefore refrain from comments

on it in this letter, The French press this morning is generally critical of
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"' its contents: 1, Poinceré's papers openly forecasting rejection of the plan by
4, Poincaré, on the general grounds of its being insufficient, and on the speci-
£ix grounds that it does not éarry with it the obligation to forthwith cease
"passive resistance".

The French have been laying the greatest possible stress on their thesis
of complete capitulation by Germemy., Now that this principle has been accepted
during the Brussels conversations of June 6, by the Belgians, and made the subject
of an authoritative announcement it appears that the question is up to Great
Britain as to whether it cen support this French demand. The announcement wWould
appear to bar the way to consideration of any offer however good it might be unless
and until the Germans consent to the resumption of normal work in the Ruhr, It is
generally understood that the task of defining what "cessation of passive resistance"
is is now the subject of consideration by the Franoo-Belgian @uthorities in the
Ruhr, Generally speaking it may be taken that the withdrawal of orders emenating
from Berlin and the co-operation of the local authorities would be regarded as
fulfilling the essential conditions, It is taken for granted that there will be
some difficulty in eradicating local opposition on the part of the Germean workers
in the Ruhr. The gquestion now arises as to whether the Belgians and French can
preveil #ponm the British Govermment to associate itself with them in the reply to
Germany, The abstention of the British, it is held, will only prolong the strife
since in any case the French mean to stay guiet uninfluenced by the British view
in this respect. It is held here that adherence to the request for cessation of
resistance would not imply a general acceptance of the French policy of January 11
but only recognition that the surest and speediest way of escape from the deadlock
is for the Allies jointly to insist on Germany's submission, It is felt that
against the united Allies Germany would be unable to continue and would make pro-
posals that would be really acceptable before it is too late, The whole question
therefore appears to resolve itself into one as to whether any formula can be rea-
ched by which Great Britain can hasten the conclusion of French action by ranging
herself on the side of France for this purpose without surrendering her individual
opinion on the expediency of the steps teken in January, and without sacrificing any
more than she may deem expedient of her equity not only in repearations but in her
French and Belgian debts,

ii, Delacroix yersterday informally stated that the only chance he saw
of any immediate forward step in the present situation (so long as U, Poincare
remained in power) was the hope of agreement on & joint reply, or at least idem-
tical replies being sent by the British, Itzlian, French and Belgian Governments
to the new German propos&ls, If such were possible the grounds would be laid for
holding & conference where the whole guestion could be thrashed out around "the
green table", 1, Delacroix confidentially ventured the prediction that if an
arrahgement of this kind were not possible, and if L, Poincaré went along on his
present path carrying 1i, Theunis with him, both the present French and Belgian
Governments would fall at a comparatively early date, In M, Delacroix' view the
saner elements (particularly business and fineancial) in both France and Belgium
were becoming restive under the uncertainties of the present situation, The fall
of the Governments, under i, Delacroix' prediction, would be on internal issues
rather then on the German issue, but the underlying cause would be the general
dissatisfaction of the people with the donduct of the German negotiations,
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In connection with the foregoing predictions of M, Delacroix, it is of
interest to refer to certain recent happenings in the French Parliament which
carry some significance, Last week the French Senate Commission on Foreign
Affairs passed a resolution in effect as follows,

In the judgment of the Commission of Foreign Affeirs, the
following steps should be teken by the French Government:

(1) An immediate agreement with Belgium on the
common plan of settlement desirecd by Belgium and
France.

(2) Such common plan to be immediately submitted to
the British Government and if possible the assent of
the British be secured to such common plan, and

(3) That the general situation required an early
settlement of the German question,

The French Senate carries little political weight in France, and therefore the
importance of this Commission's report should not be exaggerated, However, it
is of interest as it is the first time that any pérliementary Commission has
ventured suggestions to the Government carrying with them some ecriticism of

the Government's Germen policy. A much more importent recent incident was in
connection with & speech of i, Herriot, the French Socialist Leader and parlia-
mentary opponent of 1, Poincaré in the Chamber of Deputies, After 1, Herriot
had made a speech criticising the Government on certain internal issues the
question arose as to whether or not the Chamber would approve this:-speech being
printed by the Government and posted on Govermment bulletin boards throughout
France. The Government opposed this procedure, but the printing and posting of
the speech was approved by & majority vote in the Chamber. The Government in
this instance did not force & vote of.confidence. Thesec two incidents, together
with certain other minor parliamentary incidents to which it is searcely neces-
sary to refer in this letter, are held to be indicetions of a comnsiderable loss
of strength to li, Poincaré in the French Parliament. Ostensibly the Herriot
incident was based on an internal question, However, it is mot difficult to see
that an internal issue of this kind would not be forced in these oritical days by
the Opposition unless it had some bearing on the external conduct of affairs.

At this writing the situstion is too nebulous and there are too many
unde termined factors upon which to venture any considered opinion as to the
immediate outcome of the situation, However, the evident desire of Great Britain
to re-enter the field, the somewhat more conciliatory attitude of the Cuno Gov-
ernment, the cooling off of Franco-Belgiesn relations, and certain signs of falling
off in confidence in li, Poincaré in French Parliamentary circles, ean conserva-
tively be taken as indicztions that a critical period in the negotiations prece-
ding the eventual settlement is rapidly approaching,

JAL/BH Faithfully yours,

The Honorable Benjamin Strong, 7&-——. < . b\,? - &,

New York City,
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Paris, 18 rue de Tilsitt,
14 June, 1923,

Personal & Confidential

ﬁy dear Ben,

On June 8 Signor liussolini mede the following statement
in the Italian Senate concerning the foreigm policy of the Italian Government:

"Bveryone kmows that Italy intends to follow an ener-
getic policy for the protection of her interests. She
desires to be represented everywhere her vital interests
are under discussion, but at the same time she is favora-
ble to a general political policy tending to normalize &s
repidly as possible the politiczl situation of Europe., It
is of first interest to Italy to hasten a pacific settlement
of the European crisis. This crisis, since the Treaty of
Versailles, is dominated by the question of reparations,
Vis-a-vis this problem the fundemental situation of Italy
is the following:

(1) Germany con, and must, pay a sum which is
universally recognized as just, though = sum less
by meény millions than that which was spoken of the
day after the Armistice,

(2) Italy ceammot tolerate modifications of a
territorial character leading to any predominence
or leadership in politieczl, economic or military
affairs,

(3) Italy is disposed to support her portion
of the sacrifices, if this is necessary, for the
reconstruction of Europesn economy,

(4) The Italian Government holds today more
than ever, and particularly as to the last Germsn
note, that the problem of reparations and that of
European interallied debts are intimately connec-
ted and to a certain extent inter-dependent",

Signor liussolini then referred to the ltalian project he presented at the
Prime linisters Conferemnce in London on Degember 9th 1922, and &lso to the
British plan presented at the Prime ilinisters Conference in Paris on January

&nd 1933,
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. "I recall these not with any desire of reopening
discussion on their relative merits but to bring out
the terms of this effort for a settlement of this
grave question. 4An effort which must be well borme
in mind in the event of a definite settlement being
reached. <The delivery of the inglish plan followed
the conclusion of the Anglo-American accord. On the
subject of debts, this latter accord excludes every
idea of cancellation and even solemmly demands com-
pensation for british payments to america by means
of a participation in reparations. The position of
the british has brought this out in special relief,
and it camot rest without its effect on the evolu-
tion of the entire question at issue as concerns the
other Eurcgpean rowers. If after examination of the
Italian and rnglish projects one studies the German
project, it is evident that the latter is unaccept-
able."

Signor iussolini then referred to the fundamental basis of the last uer—
man proposals:

"The werran capital debt which in the mnglish and
Italian projects was fixed at a figure of 60 billion
gold marks is reduced in the German project by about
one~third. It is difficult, even impossible, to de~
termine by the project what part goes to Italy and the
sacrifice which one demands of italy. Germany itself
recognizes the insufficiency of its proposal and the
important bearing of the interallied Lebt om the ques=-
tion."

While the foregoing statement of Signor Mussolini is not precise as regards
future italian policy, it is nevertheless accepted in rrance as indicative
of increasing separation of rrench and italian policies and to a certain o~
rientation of British and itslian points of view. LIt appears needless to
point out that thils statemext on account of its reference to the Interallied
Debt position has a certain interest to us.

On June 9 the rrench Govermment sent & note to the British
Govermment containing an invitation to the latter to Jjoin with ¥rance and Bel-
glum in formlating a joint reply to the new uwerman propos:ls of June 7, 1923.
This note, however, contained important reserves. We are informed that the
note opened with a presmble to the effect that "the French Govermment was dis-
posed to open conversations with sngland and Belgium for the purpose of ende-
avoring to unite these three countries in a common policy as to reparation™.
The principal conditions imposed, however, were that the rrench memorandum of
Jamary 2 which was submitted by M. Poincare at the Conference of Prime Minis-
ters in Paris January 2, 1923, "must be taken as the basis of any system to be
established". It called particular attention to the two principal parts of
this memorandum, viz:
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(A) That the reduction of the German debt to 50 billiom
gold marks must be followed at once and the same time by
the cancellation of Interallied Debts, and that the diver-
se receipts from Germany must render a sum of at least one
pillion gold marics per year in the immediate future and up
to such time as wermany could meet normal payments.

(B) That it would also carry with it the obligatiom on
the part of uermany to defimitely accept control by the Al-
lies of the German railways on the left bark of the hhine as
well as control of the rallways on the 50 kilometer strip
along the right bazk of the Rhine.

The note finzlly concluded by the statement that preliminary to any nsgotia-
tions whatsoever with the wermans, the terman Government would have to take
the necessary measures to stop passive resistance in the occupied territories.

On June 11 the ifrench preas came out with the following

statement reported as representing the semi=official views of the British Gov-
ernment on the gquestion at issue, viz:
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n"The British Govermment is of the opinion that it is
not possible to accept the demamds of the French Govermment
which proposes as a preliminary condition to interallied
conversations the cessation of passive resistance by Ger-
many in the Ruhr.

"It is of the opinion that no German Govermment is capa-
ble to execute this condition and that the greatest danger
of it would be commnistic reaction. It is very desirous
to prevent any rwture with France, and it is of the opin-
ion that negotiations pbetween Allies should be held on the
basis of the German memorasndum notwithstanding that it re-
cognizes that the figures are not acceptable and below those
proposed by Mr. Bonar Law in January.

"It suggests therefore an amendment of the German plan
and to have Germany recognize the figures of the Bonar law
projecte The British Govermment is convinced that the German
Government would be prepared to meet such solution.

nIf the French Govermment considers that it must maintain
its present point of view the British Govermment suggests an
enguiry by a conference of Allied experts into the general
situation of Germany to determine the figures upon which to
base the payment of reparations by Germany and finally to
study the complete problem of the Eurcpean situation.

"In case thesd experts reach agreement the British Gov-
erment is prepared to mske representations to the German
Government to the end that the latter forthwith cease pas-
sive resistance in the Ruhr."
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The publication of the foregoing caused considerable dismay in Paris. The day
following, June 12, the British Govermment by an official commnicue issued
from Downing Street denied the guthenticity of the statement, claiming it did
not represent the views of the British Govermment and that the British Cabinet
had not as yet acted om the question. This British denial has not been accept-
ed in all quarters. There are those wiho feel that it was an afterthought
brought about by the disturbance it occasioned in Paris, and the possible con-
sequence of this "slamming the door" in the face of rrench public opinion.

The foregoing formgl Britigh denial was followed by an
official gtatement to the effect that the British Govermment was still studying
the guestion, and as a preliminary to any definite actiom p roposed appra ching
the French Govermment through diplomatic chammels for the purpose of informing
itself on the French point of views This was taken in ¥rance as a hopeful sign,
for it is generally regarded that a British ruture would be disastrous and that
there must, therefore, be no haste and no definite decision before there has
been the fullest exchange of views. France feels Great Britain does not went
to allow negotiations to come to @ end before there is a real understanding,
and this feeling is emphasized by the British intimation of its readiness to re-
examine the whole problems Obviously a reply to the German Govermment can not
pe sent without some kind of an examination of the whole probleme. In addition,
it is recognized that the French Govermnment took the initiative--though very
clumsily=-=of appealing to Great Britain to assert her solidarity with them.

This in itself was a concession and under existing circumstances must be regard-
ed as such.

The Fremch press attempt to draw various distinctions be-
tween what the French Govermment really intended and the desires which have been
attributed to ite As an example, it is declared that while France has said
that the passive resistance of Germany must cease before there are couversations
with Germany, she has never indicated that there must be no conversations between
the Allies before Germany chooses to surrender. It is asserted that precisely
by negotiations between the Allies and their results that the surrender of Ger-
many may be brought aboute. Lt is pointed out that it would be absurd to make
the relations of France and England depend on the relations of france and Ger-
many. As for the idea of a committee of Allied experts, the French press points
out it must not be confused with the idea of a coammittee of international ex-
pertse. If France is opposed to international deliberations she is not opposed
to interallied deliberations. ©One gets the impression from the chsnging tone
of the rrench press that there is perhaps some glimmer of hope of a reparation
settlement. “here is unmistakable relief at the British Govermment's denial
of the June 11th statement quoted sbove. It is a pretty good sign that this so-
called decision did not bring sbout a wider separation between France and Eng-
land.

It is rather curious the importance attached in the ¥rench
press to the possibilities of a so=-called "truce" or "armistice" im the xuhr.
The "Temps" in particular comments on the prposal in a recent leading editorial.
It admits that Herr Cuno has not as yet shown any real desire to stop the strife,
nevertheless, the "TPemps" asserts that"France is sufficiently strong to be mod-
erate”. The "Temps™ adds that "when the military forces entered the Ruhr it
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was not for the purpose of instituting a regime of military occupation, but
simply to lend assistance when necessary to the civilians who were given the
task of assuring payments and exploiting pledges to which rrance felt she was
entitled"s It was asserted "that the so=cslled passive resistance, ordered and
subsidized by Berlin, altered the general aspect. As that resistance prevent-
ed the exploitation of the pledges and endangered commmunications and even the
safety of the troops it was necessary to augment the forces so that the fumec-
tions of the military authorities in the Huhr became predominant". The "Temps"
adds "the day on which the tovemment of the Keich does all that it can to
bring to an end this resistance and to induce the population to co~operate loy-
ally with the Allies; the day om which there is a return to normal work, we
shall find ourselves about back to the situstion that the rrench and Belgian
Governments had in mind on Jmuary 1lle The rule of the civilians will again
become predominant in the operatioms of the Ruhr". This statement, in our
Judgment, is significant as indicating the welcome which the suggestion of an
"armistice™ might receive in France were it to take definite shape. Obvicusly
the rfrench would doubtlessly make certain reservations. "For five months it

is urged the werman population has been excited and the consequences mgy be
dangerous". It is said, therefore, to be necessary that "the Kranco-Belgian
military authorities should take the necessary measures to protect themselves™.
It is also said that it would be advisgble not to allow the stocks of metal=-
lurgical products to be thrown precipitately on the World's market. "Subject
to the foregoing reservations", the "Temps" asserts "an armistice or truce is
possgible".

The rrench press amounce the receipt at the Guai d'Or-
say on June 14 of a sritish vovermment memorardum reguesting informet ion as to
the srench point of view. The press gives the following summary of the request:

#ln this memorandum of three pages the British Government
asks for enlighterment not only on points relative to the
occupat ion of the fuhr, diminution of passive resistance, the
proposed form of occupation in the latter eventud ity, the
proposed character of economic exploitation, conditions under
which the progressive evacuation will be effected, but also
on certain aspects of the general problem of reparations. In
particular, the memorandum refers to a certain number of gques=-
t ions on which the pritish Govermment gsks the ¥rench to pre-
cise their point ot view. These latter gquestions refer to the
method under which France proposes to distribute 4, B and C
Bonds under the Schedule of Payments of May 5, 192l; as to the
French intentions on the ultimate organization of the customs
cordon; and as to the operation of the "regie" of the Rhineland
Railroadse. In addition, it invites the rrench intention as to
the time and degree of the moratorium it is proposed to even-
tually accord Germany."

After the foregoing summary the press generally concludes with the statement
that:

"It is easy to see what has inspired the British Govermment
to ask these detailed guestions. They actually imply a recon-
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"sideration of the principles which we have already exposed..

The British Cdbinet wants to be assured of a preliminary set-

tlement of certain of these questions at issue before it takes
any part in the controversy."

It is not possible to forecast the outcome of the pres~-
ent situation. However, there is a growing feeling of "malaise™" on the part
of french public opinion. The occupation has lasted now five months and not-
withstanding all promises of the Govermment there appears little amelioration
in the situation. Indeed, recent social disturbamces, killing of French sol-
diers, and acts of sabotage in the HRuhr, have increased the feeling of uneasi-
ness. In addition, the deflection of both Belgium and Italy from the French
cause is gradudl ly bringing the latter to an appreciation of the isolation of
their position. The fall of the Theunis Government today, while on an inter-
nal issue, and while it is generally recognized that M. Theunis will be re-
called to form the new Govermment, nevertheless implies a certain instability
in the Govermments involved in the Ruhr advenmture which has its effect on pub-
lic opinion. All of the foregoing is leading to a gemmral desire to find an
early solution.

K. Louchewr, with whom we have talked within the last
few days, morec or less openly asserted that M. Poincare's tenure of office was
approaching an end. He confidemtially told us that in view of the approaching
Fremch elections he did not want to succeed M. Poincare and was backing M. Bar-
thous During a luncheon party which we attended, and at which were present
both M. Barthou and M. LOoucheur, "the flirtation" between M. Barthou and M.
Loucheur was quite obviouse

France is anxious to have Great Britain associated with
her in the R hre. The French Govermment no longer strives to avoid discussion
with the British and appears entirely willing to exchange views either wpon the
particular question of the Buhr, or om the larger problem of reparations. The
present stage of the conversations between ureat Britaln and ¥rance is that the
French Government are being asked their views on certain specific points upon
which the British want fwther light. A reply to these questions is embarrass—
ing to the Fremch as they are directed at the very foundat ion of the position
so far maintained by M. Poincaree It is generally reported that the memorandum
from the British Govermment is couched in the most friendly lansuage which is
important. However, the position remains in status quo, with the "™upper hand"
in the presecnt controversy to a certain extent with the Britishs

Fal thfully yours,

JAL/AJG 75&___ Q. Py an

The Honorable Benjamin Strong, ,
Governor, Federal Reserve Bank of New York,
New York Citye

Digitized for FRASER
http://fraser.stlouisfed.org/

Esdagl Besaene Ronk of St 1O,




. JAMES A. LOGAN Jr.

Paris, 15 June 1923,
18 rue de Tilsitt.

Personal & Confidentiale

iy dear Ben:~-

On the third page of our letter of May 31, 1923, we
referred to a proposed Belgian reparation plan which was submitted
by the Belgian Government to the French Govermmemt preceding the
Brussels conversation between M. Theunis amnd M. Poincare of June 6,
1923.

On Page Three of our letter of June 6, 1923, we made
reference to the fact that, after agreement with M. Poincare, M.
Theunis handed the British Govermment a copy of the same Belgian
reparation plan. In this same letter we stated:

"Sir John Bradbury, with whom we have subsequently
spoken on this subject, said that even this conces=-
sion might be embarrassing to the British, as the
Belgian plan, in his judgment, 'was so full of holes'
that the British Govermment for politicdl reasons
would not care to astually pass on the plan, but
would simply acknowledge its receipt amd refrain
from being drawn into discussion of its merits at
this time."

The Belgian Delegation on the Heparation Commission
has just handed us a copy of the above referred to Belgiam reparation
plan which we enclose herewith for your information.

Faithfully yours,
7@.__ L~ @-n’ w—
JAL/AJG
BnCISo 10
The Honorable benjamin Stromng,

uGovernor, Federal Reserve bank of New York,
New York Citye
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. JAMES A. LOGAN UJr.

Paris, 18 rue de Tilsitt.,
29 June, 1923,

Personal & Confidential

My dear Ben,

The French have not as yet formally replied to the British
gquestionnaire of June 14 requesting information as to the French point
of view on gquestions connected with the Ruhr, The reason published by
the French for their delay in answering is that the Belgian ministerial
crisis makes it impossible to frame a joint Franco-Belgian response, There
have been oral exchanges of views between the French and the British through
diplomatic channels, We kmow, however, that there are wide divergences of
views, and we surmise that both Lir, Baldwin and ii, Poincaré for the time
being prefer handling rnegotiations orally rather then in writing,

From recent conversations with Sir John Bradbury we gather that
the British feel they are being "blackmailed"™ by the French to force them
to cancel debts and forego participation in future reparation payments in
exchange for a Ruhr settlement, From what Sir John said, the British
feel that the French financial position, or better the natural wealth of
France, places the latter in a fairly sound financial position, and that
it is therefore not incumbent on Great Britain to alone shoulder all the
sagrifices, According to Sir John, France today is the richest country in
Europe and that notwithstanding this position, the Poincaré plam is to fur-
ther mulct money from Great Britain on the plea of French poverty,

Aside from the purely political and security phases of the German
question, it is interesting to refer to informati on received concerning
recent happenings in the International Chamber of Commerce, In one of its
Committee's meetings the proposal was made to hold a non-political business
men's conference to consider a reparation settlement, Ve are advised tlat
the French liember of the Committee, acting under instructions received from
. Poincaré, made, &s a formal condition of his acceptance of this proposal
and of French participation in such a conference prior agreement for the
consideration of the various "questions at issue"™ in the following order:
First.~- That such conference first consider the question of the cancelation
of interallied indebtedness; and Second,- That German payments on account of
reparations should cover and first be applied on account of reconstruction of
devastated areas, and that then and only if eny belance were available
applied to other categories of reparation chérges, In other words, intera-

llied debts canceled and reparation payments fixed so that some 30 to 35
billion gold marks would be available for France, Belgium and Italy, Then,
any additional sums that could be made forthecoming from Germany, would be
available for Great Britain, According to Sir John Bradbury, any such arran-
gement, in view of the gemeral stremgth of the French financial position,
would be entirely unequitable to Great Britain, who expected at least suf-
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ficient funds on account of reparation payments to meet her American debt
payments,

The separation in orientation of views between Belgium and France
has been more marked than ever in the last few weeks, The fall of the Theumis
Government, which has only today been re-established, was ostensibly on the
internal question of languages in the great State University, However, under-
lying this difference, was the more important one of the Government's proposed
extension of the period of active military service with the colors. The reason
for the extension of the militery service was admittedly to meet the presemnt
military necessities of the Belgian Ruhr occupztion, However, behind all the
foregoing is the general worry of possible eventualities leading to grave poli-
tical and military commitments facing the Belgians in the present intangible
state of the Ruhr venture, While the Theunis Ministry has beer re-established
and returned to power, it is generally felt to be well shaken, It is conside-
red doubtful if their past policy of so strongly supporting the French thesis
as in the past will continue,

As an interesting sidelight on the situation in Germany we referto
the following extracts from a confidential letter from Berlin, dated June 21,1923:

"I was at luncheon given by Herr Albert (Minister
of Reconstruction) the guests being besides myself
Herr Luther (liinister of Food, and,until January 1923,
Burgomaster of Essen), Herr llelchoir (of Varburg & Co,),
Herr Ritecher (of the Dresdener Bank), von Maltzen (Under-
Secretary of State for Foreign Affairs), lir. Layton(of the
League of Nations), and Professor Bonn (a German economist).

"The Germans present were very bitter, apparently
irreconcilable, Said France is deliberately entering on
a policy of starving the Ruhr into submission--is doing
things less justifiazble than even the worst things Germany
did in Belgium, Insisted that 'passive resistance' is
the spontaneous expression of the people, The Government
could neither start nor stop it. Even in pre-war days the
Ruhr district was bitterly anti-militaristic and Germany
could keep only one small garrison there, The people are
almost frantically opposed to the presence of soldiers
and now are fairly raving &t being under the control of
French soldiers. The French claim thet the occupation
is not military, but only invisible, is a blatant farce.
Luther said that he was still Burgomaster of Essen when
the French came in, They came with tanks, machine guns,
infantry and cavalry, The French General came to him
(Herr Luther) in the Rathouse. Herr Luther formally
protested against the occupation, The General replied
'This is not a military occupation, it is only an invi-
sible occupation', Yet even while the conference vas
going on the building was being surrounded by infantry
and cavalry, In answer to questions from me Herr Luther
and the others present admitted the German Government

is still sending in out-of-work subsidies and that
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While not attaching undue importance to this luncheon conversation, we never-

theless feel

On

Governor Strong - Personal & Confidential, Page 3,

"large private don&tions are also going in,

"The German position somewhat moderztly put by
Herr Albert and Professor Bonn is:

(1) ™at the military occupation is illegal---a
violation of the Treaty., No German Government could
stand a moment which admitted directly, or by inf-
rence, the legality of any occupation of territory
other than that specifically agreed to when they
signed the Treaty.

(2) Germany is a defeated party in the war and
must and is willing to pay.

(3) Germamy is ready to accept invisible occupa-
tion by the Allies, i.,e, an engineering commission in
the Ruhr, Berlin and elsewhere, to check data, inves-
tigate output and generally supervise payments,

Herr Albert thought Germany could and that politi-
cally it might be able to bring about party agreement
for the payment of a sort of cash ransom of one billion
gold merks in exchange for France's withdrawal of mili-
tary occupation,

Mir, Layton said that the British Government (and
the British people as a whole) are convinced of the
illegality of the French military occupation, No co-
operation possible with France which could be constr-
ued as supporting this illegal action, Believed,
however, that if Germamy should ask England to join
France, Belgium and Italy in = real invisible occupa-
tion on condition that French military occupation
should cease and that the whole Ruhr and reparation
guestions be gone into in the manner outlined by the
last German note an accord could be reached,

"Herr Albert and Frof. Bonn (the other mem had
left before this stage of the conversation) were
evidently impressed by this suggestion, but refused
to commit themselves definitely 'before thinking it
over', They did, however, virtually agree to try it
out on the public through the newspapers",

it of sufficient interest to report.

June 24 the Seventh Conference of the League of Nations Union

was held in Vienna, the delegates of 24 nations being present, The Fress

reports that:
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"Representatives have come from two societies
which have recently been formed in the United States of
America to popularize the idea of the League of Nations
in America, This is the first time United States dele-
gates have been present &t one of these Conferences,
Germany is represented by Count Bermstorf,

"The guestion to be discussed which will probably
arouse most interest is that of the Ruhr, which will be
brought up by lir, Layton in the Committee for Lconomie
Questions, Iir, Layton believes that its solution depends,
in the first place, on satisfying the French demand for
security., He thinks that this cen best be done by dem-—
ilitarizing & zone between France and Germany, and through
Great Britain's giving an undertaking, sanctioned by the
League of Nations, to take action against any party wio-
lating the area, Security for France being guaranteed
in this manner, lir. Layton thinks that the reparations
problem can be settled in the following way:-

(1) The amount of reparations due from Germany should
be ascertained by an expert body.

(2) The receipts from Germeamy on account of reparations
should be used in the first place for the restoration of
the devastated areas, Great Britain waiving her claims
unless the receipts exceed the cost of restoration,

(3) Great Britain should use her good offices to prométe
& commercial agreement to bring together on 2 business foo-
. ting the fuel of westphalia and the ore of Lorraine,

(4) Adequate provision should be made for the supervision
of Germany's finances until the German debt can be mobilized
and converted into a debt to private investors".

While the foregoing meeting was referred to in the French press it was not
featured, as the French have no taste for mixing the League of Nations in
the German settlement q uestion,

On June 24, The London "Observer" published the text of a purported

confldential report "recently submitted by the French representative in the
Rhinelend to his Government in Paris", This report purported to review the
Separatist movement in the Rhineland with particular reference to its leader,
Dre Dorten. The "Observer" stated "though the complicity of France in the

pertinacious attempts which have been and are being made to detach the
Rhineland from the German Reich has never been serious disputed, the docu-
ment which we print is important as an authentic and detailed account of
French action to that end and the clearest possible exposure of aim and
method, It tells the chequered story of the relations between France and the

German Separatists in the Rhinelend during four years,

It reveals the
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hardening of the French dismemberment policy after the invasion of the Ruhre
The report is dated April 16, 1925, when Dr, Dorten was apparently in Peris
and marked 'Personal and Strictly Confidential', The report attempis to
establish:

(1) That during four years the closest possible relations
heve existed between Dr. Dorten and the French High Commissio-
ner in the Rhineland.

(2) That substantial financizl contributions were made by
the French to Dr. Dorten in the past,

(3) That Dr. Dorten had not only been active in the Sepa-
ratist movement in the Rhineland but also active in similar
movements in Bavaria &nd Hanover.

(4) That Dr. Dorten attempted to oreate quite recently but
without particular success a sort of revolutionary secretariat
in the Ruhr, That the French High Commissioner, as well as
Dy, Dorten, considered 'the liberation of the Rhineland country'
as their task,

(5) That at the end of the month of February 1923, the Fremch
High Commissioner reproached Dr, Dortem for not having made more
progress in the Separatist movement; for not having made better
use of the funds which had been placed at his disposalj and for
having provoked a campaign in the French press against the French
High Commissioner.

(6) That the French High Commissioner, while at first giving
every support to the creation of & Rhineland Republic has shown
some signs of weakening recently of which Dr, Dortem complained,

The report referred to above attracted wide publicity in all the Europeam press,
Its publication was immediately followed by the follow ng official denisl commu-
nicated by the Quai d'Orsay:

"The Minister of Foreign Affairs denied categorically
the existence of a report of the French High Commissioner
in the Rhineland as has been published by an English news-
paper, The good faith of the journal which has inserted
this purported report seems to have beem imposed upon",

In owr judgment, the report in question is more likely to have emanated from
some of the French groups desiring a Rhineland Republic than from the French
High Commissioner in the Rhimeland and cannot therefore be taken too seriously,
However, the fact that no specific demial is made of the alleged subsidizing
of both Dr., Dorten and his schemes if of interest,

On June 25, the press reported the Italian Govermment as having
issued the following semi-official statement:
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"As concerns the attitude of Italy in the discussions
between France and England on the gquestion of the Ruhr, the
Italian Govermment does not accept the plan exposed in the
last German note and confirms the position taken by Italy at
the London conference and maintained by her since, The Italian
position has been definitely fixed and presents the key to the
particular sitvations which develop from day to day",

While the foregoing is somewhat ambiguous, it is clear that it intends to again
present the Italian position that the debt and reparation settlement gquestions
are indivisible to the acceptance of any plen By Italy.

Do far as the German position is concermed, it is interesting to

refer to the following speech of Herr Cuno made at Koenigsberg on June 25:

Digitized for FRASER
http://fraser.stlouisfed.org/

"The Changellor declared that he could say from his
own experience that the spirit of resistance and the will to
resist were still as firm among the population of the Ruhr
as ever, and that this gave him the conviction and the hope
that the entire people of Germany would show themselves as
unbreakable in political and economic matters as the people
of the Ruhr and the Rhine, Nothing, said Dr. Cuno, had been
left undone to find a2 reasonable, supportable and final solu-
tion of the Reparations problem, Foreign press comment admitted
that great progress had been made, although France was not
ready for negotiations, and was still demanding the abandonment
of passive resistance, which had not been created by the order
of the Government, but by the will of the people, No Govern-
ment order could end this, and, moreover, no Germsn Govermment
could wish to end it too previously so long as its ebandonment
did not show & certain path to & solution of justice and equity.

Ve shall reach this goal the sooner (concluded the
Chancellor) the stronger our people in occupied territory
show themselves, and the stronger the united will of the people
of unoccupied Germeny proves to be,

According to the newspapers here Yr. Cuno's speech con-
tained the following passage, which is not included in the of-
ficial version:

* The Government of the Reich has not acted with indiffe-
rence and light-heartedly in the Ruhr question, It followed
no other path then that of replying "No" to the arrogance of
the enemy and the arbitrariness of I, Poincaré and his suppor-
ters in the matter of this unjust occupation of Germamy, But
this "No" shall be maintained so long a&s it is indispensable
in the interest of free economic development and in the interest
of the independence and sovereignty of Germany",

EedSealRaccon o Rople ofSt 1O ...
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- The foregoing speech and one immediately preceding it in the same tone
by Herr Cuno at Berlin aroused bitter reoriminations in the French press,
While the German position is obviously weakening from day to day, these
German utterances give little grounds for consolation to those hoping for an
early settlement of thé Ruhr controversy, The German note issue has now rea-
ched 13 trillion paper marks and is growing by leaps and bounds, However, &as
we explained in previous letters, Germaen economy has more or less adjusted
itself to falls in exchange, and we would therefore not care to forecast
when the breaking point will be reached, if no Franco-British agreement is
possible and the present Poincaré policy continued,

On June 27, Pope Pius XI wrote & letter to Cardinal Gasparri in
which he states "once and for all" the attitude of the Vatican towards the
reparation problem, The note begins by recalling the Pope's note to the
Powers at the conference of Genoa in which he "pleaded for sincere efforts
for the pacification of Europe". He points out "that since that date far
from improving the Buropean situation has gone from bad to worse in such a
way as to cause the gravest preoccupation for the future", The note conti-
nues as follows:

"His Holiness intends to avail himself of every oppor-
tunity of alleviating the sufferings of humanity., Therefore,
while the Powers are preparing new proposals and initiating
further diplomatic discussions to find an amicable solution
to the Central European question, he once more feels it his
duty to speak with the disinterested and impartial voice of
a universal father, In view of the grave respomsibilities
of those in whose haznds lie d¢he destinies of the peoples, the
Pope entreats them to examine once more the many questions, and
particularly that of reparations, 'with that Christian spirit
which does not separate the prineciples of justice from those of
that socizal charity upon which depemds the perfection of civil
accord,

"When the debtor gives proof of his sincere desire to
arrive at & failr and definite agreement, invoking an impar-
tial judgment on the limits of his capacity to pay, justice
and social gharity as well as the personal interests of the
oreditors demand that he shall not be forced to pay more than
he can without entirely exhausting his resources of produc-
tivity. Equally though it be just that the creditors shall
have guarantees in accordance with the amount of their debts,
we put it to them', says the Pope, 'to consider whether it be
necessary to maintaein territorial occupation which imposes
severe sacrifices on the occupying nation and occupied terri-
tories alike, or whether it would not be better to substitute,
though graduvwally, other more suitable and certainly less
odious guarantees', '

"His Holiness procecds to say that were these peaceful
criteria attempted by both sides the bitterness engendered by

the occupation would cease with the final abandonment of the
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"occupation itself, and it would then finally be possible
to reach a really peaceful condition of affairs, to arrive
at which no sacrifice should be considered too great. The
inestimeble effect of such a solution can be readhed only
by the grage of God Himself, and His Holiness concludes by
once more exhorting the Catholic peoples openly to pray
that such grace may be granted",

This Vatican note has caused comment in Belgium and France by reason of its
political color, and because it reopens to a certain extent the dormant
"church and state™ question/ The German press warmly endorses the Vatican
action; the anti-clerical French press attacks it, Its political reaction in
France has been to emphasize the allegatiom here of M, Poincaré's leanings
toward the extreme Right, where clerical feeling is strong, The French
Opposition hgs tgken gdvgntgqge of this by filing interpellgtions in the
French Pqrligment, rqising "the auestion of the import of the French
Government's diplomatic relation with the Vatican", The anti-clerical
elements in the French Parliament opposed diplomatic relationship with

the Vatican; they now allze that this Vatican note was inspired by the
Germans; and propose, by their interpellations to embarrass i, Poincaré's
internal position.

We dined last night with M, Herriot, the French Socialist Lleader
and leyor of Iyom{ He was outspoken in his condemnation of I, Poincare,
end his policies, 1, Herriot is a man of importance in French political
life, and there is & strong possibility of his succeeding to the Government
after the elections next Spring; He is an interesting man, and one whom
lr, Boyden terms "a comservative radical", It is of interest to report that
il, Herriot has accepted an invitation of the Brooklyn Chumber of Commerce
to visit America, and proposes sailing sbout the middle of July, U, Herriot
visited Russia last fall, During the conversation last night he exposed
original views concerning the Russian situation vhich were extremely interesting,

Faithfully yours,

71«.-» . bg—=— &
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The Honmorable Benjamin Strong,
Governor, Federal Reserve Bank of New York,
NWew York City. .
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Paris, 18 rue de Tilsitt,
15 July, 1923,

Personal & Confidential

My dear Ben,

The Vatican's note which in our letter of June 29th we said
had been made the subject of interpellations in the French Parliement occupied
the attention of the Press for some days, Importance was attached to the
French Ambassador Jomnart's "hour's conversation" with the Pope on June 30th
followed by Cardinal Gasparri's statement described as "tending to clear away
misunderstandings as to the motives and purposes of the Papal letter",

Cerdinal Gesparri's statement mainteins the right of Germany,
the debtor, to ask for impartial judgment as to the limits of her capacity,
however, at the same time, making it obligatory upon Germany to present the resl
facts and submit to every meams of control, The statement soes on to say that

it is incumbent upon Germany to pay reparations for the damages done up to the
limit of her capzeity., It is however incumbent upon the debtors to limit their

demands by Germany's czpacity, It concludes:

"In fact the creditors have not made such dememds but

deny the sincerity of Germent and consider that the repa-
ration figures actually demanded in no way exceed Germeny's
capacity for payment &nd that therefore there is no need
of judgment or control,

Such are the points which will be examined during the
ensuing diplomatic conversations in which the Holy See
neither can nor desires to meddle, It admits thaet it
hopes the Powers will succeed in fixing the amount of the
Germen debt,

As to guarantees the Holy See recognises the right of
the oreditors to tdke guersntees proportionate to the
importance of their credit. The Holy See entrusts the
oreditors themselves with the task of exapining whe ther
for the safety of their credits it is absolutely necessa-
ry %o meintain territorial occupations which emtail for
the occupying Powers and for the populations considereble

sagrifices and if it would not be advissble progressively
to substitute other guarantees equally effective,"

Cardinal Gasparri in presenting this note added comments "tending to demons-
trate that the letter of the Pope was based upon the hypothesis of & debtor

endeavoring to faithfully discharge his duty but if this hypothesis should
3 > ica ter would become
DQMZajmrFRAg?ve to Ee rejected the bearing of the Pontifical letter woul ome completely
http://fraser.stlouig‘gm /ied .
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, The interpellations in the French Parliament demsnded by
the Radical-Socialists upon:

1, the attitude of the French Ambassador to the Vatican in the
presence of the Papal note referring to reparations due France

by Germeny, and

2, the attitude of the Government as & result of this "grave diplo-
matic incident™, gave rise to heated debate which was terminated
by M, Poincaré dissecting the Papal letter point by point, 1In
the course of his speech he said: "The Pope has pronounced words
of Christian charity; they can have no political sigmnificance
for us", He continued by saying: "No temporal or spiritual power
on earth can deprive us of the rights we possess under the Ver-
sailles Treaty, and France, which had advanced a hundred billions
on Germany's account is prepared to keep waiting still longer the

reat international consortiums who alone desire to finange the
German debt for their personal profit.

"ie have gone into the Ruhr in order thet Germany shall
keep her engagements, She is resisting, she is spilling the
blood of our soldiers and of Belgium's soldiers, Let her first
of all give up this criminal resistance, Let her then keep her
engegehents and we will evacuate the Ruhr in the measure that
these are kept. The quicker that Germany will pay, the quicker
we will evacuate,

"There are the truths which we will not cease to repeat;
I despair not to see these truths penetrate our Allies and
arrive even to the Vatican; we will do everything to make them
triumph",

U, Poincaré was given a long ovation on descending from
the tribune and in the ensuing vote the Govermment was supported by 378 votes
to 157,

During the past two weeks frequent reference appeared in
the press to the diplomatic conversations in Paris and London between the
French and British, the British desiring a written answer to their question-
naire whereas the Fremch were reluctant to give any such written reply and were
dragging the questiong along through diplomatic conversations. This latter
procedure finally led to the Baldwin statement in the House of Parliament on
June 1l2th which is hereinafter referred to,

During all the past period there has been little evidence
of weakening of the French policy. i, Poincaré in the Senate on June 30th, when
discussing the question of credits for the Ruhr, made the following statements
Which are of interest as showing the French positionm,

"y, Poincaré said that the detailed statement of the Directer
of the Budget simplified his task, and that therefore he would

confine himself briefly to justifying the project before the Senate,

Digitized for FRASER He continued:
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Project based on decree of August 10, 1923, and under law of
August 10, 1920, BExpenditures a consequénce of the seizure of
gages approved by Parlisment, Expenditures constitute reimbur-
sable advances, "They are destined to ccver the costs of an occu-
pation made by three of the allfed powers in the interest of all the
allies". But before entering into details of figures he wishes to go
back to the past and justify "mot for the Senate, whose sentiment is
fixed in this regard, but for foreign opinion, for the temporal powers
and if necessary, for the spiritual powers", she measures taken and the
additional measures proposed to be taken if necessary toward a failing
and recalcitrant debtore

The Treaty of Versailles empowered the Reparation Commissiom to
fix before May 1, 1921, the amount of the Germen debt, The list was
as large and complete as possible. In addition, Germany was to gua-.
rantee her debt by delivering to the Allies bearer bonds to the amount
of 100 milliards of gold marks, This sum represented to the authors
of the Treaty a minimum fixed before any eveluation, The first ins-
talment was payable Before llay, 1, 1921, From the day of the Tre&aty
the bad faith of Germany was made apparent to the Commission and to
the creditor nations,

These latter, in April 1920, at the time of the Conference of
San Remo issued & statement setting forth that Germany had not ful-
filled her engagements, in the destruction of material of war, in
the reduction of her military effectives, in the furnishing of coal,
in reparations, nor in the costs of the armies of occupation; that
the Allies are unanimous in declaring that they will not tolerate a
continuation of these infractions, and that “they are resolved to
have recourse to all measures negessary, even if thede include the
occupatior of & new portion of German territory", This declaration
bore the signatures, among others, of Lloyd George and Nitti,

In July, 1920, a new conference &t Spa, Germany &lleging that
she was unable to pay for mining cozl for delivery to the Allies, it
was decided at the instance of certain of the Alli d powers present,
that those who were to receive coal would themselves makeé advances 1o
Germany, These advences amounted to 392 millions of gold marks, the
greater pert of which was made by France.

Germany was obliged during the following six months, to furnish
two millions of toms of coal per month, failing which the Allies would
occupy "a new portion of German territory, the region of the Ruhr or
any other", Before this menace Germany carried on until the date seft,
November 15th, but immediately after recommenced her resistance,

A new conference at Paris in Jamuwary 1921, The Allies announced
that if Gepmany did not chenge her attitude they would take sanctions:
"prolongation of the period of occupation of the left bamk of the Rhine,
occupation of the Ruhr, seizure of revenues of the left bank, special
customs regime, or amy other necessary measures",

Federal Reserve Bank of St. Louis
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Germeny continues to evade, In larch, 1921, she is summoned
to the Conference of London and invited to make proposals. These
appeared so derisory that Lloyd George himself manifested publicly
his indignation, and announced that if Germany did not return to
reason, Duisbourg, Ruhrort and Dusseldorf would be occupied. The
occupation took place. Germany persists in her evasions,

She has not even paid the 20 milliards of gold marks that she
was to have paid before the 1lst of May 1921, At that date she hes
paid only 5 milliards 300 millions, or rather if one deducts what
she has herself received in raw materials and foodstuffs, 2 milliards
500 millions only, which was to have been applied by priority, not
to reparations, but to the costs of the armies of occupation,

Thus, the lst of May, 1921, we had not yet received anything
for our damages. The Reparation Commission having heard at great
length, and conscientiously, the thirty-two Germen delegates, fixed
on April 27, 1921, the debt of Germany at 132 milliards of gold
marks, value as of May 1, 1921, "I insist on this indication, which
is too often neglected,

By the terms of the Treaty, the Reperation Commission was also
to draw up the details and methods of payment.

The Commission had commenced to prepare a statement and had
summoned Germeny to submit it 40 her when a new conference opened at
London, This Conference itself elaborated & schedule of payments
which was communicated to the Commission to be ratified, It is the
Schedule of Payments of liay 5, 1921,

The Schedule coreates three classes of obligations, of which the
total appears to be 132 milliards of gold marks. But as these bonds
provide for derisory interest rates, and as the date of issue of the
bonds of the third series is uncertain, the German debt in fact is
reduced by considerable proportions and it is impossible to evaluate.
This may be one reason for the Allies to show themselves more severe
in the future in their claims,

The Allies seemed at first to understand this: they intended that
the Schedule of Payments should be their last word, and in so noti-
fying Germany they accompanied the notification by an ultimatum,

If Germany had not by the 1l2th of May given its adhesion, the occu-
pation of the Ruhr would be commenced, without prejudice to any other
measures, military and naval,

The 11lth of llay, Chancellor Wirth advised of his acceptance of the
Schedule of Payments, Thet promise saved the Ruhr.

The arrangement between the Allies which had arrived at the
Schedule of Payments created a Committee of Guarantees, which went
to Germany but was unable to obtain any satisfaction,

Federal Reserve Bank of St. Louis
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The Reparation Commissin then went to Berlin itself. Germany
made it kxmowm to the Commission that she would be unable to meet
the payments falling due in 1922, and let it be kmown that & mora-
torium would be necessary. On the 2nd of December, 1921, the Repé-
ration Commission addressed to Germany & solemmn swuomons 10 pay.

The 1l4th of December the German Govermument replied by an
official request for a moratorium, The Reparation Commission protes-
ted, but stopped there, because a new conference, initiated by Lloyd
George, was to take place at Cannes, Germany resumed her hopes,

The conference convened, but was bruskly terminated by the return
of Briand to Paris. The Reparation Commission then took temporary
measures, and invited Germany to make firm proposals, The Allied
Governments having given full liberty to the Reperation Commission,
the Commission accorded on the 22nd of March, 1922, a partial mora-
toriun to Germany,

Germany was to pay anmually 720 millions of gold marks in specie,
and 1,450 millions of gold marks in kind, Nevertheless, the 1l2th of
July, 1922, Germeny insisted on obtaining & more extended moratorium,

The French Government saw itself forced to prepare new measures,
I advised lir, Lloyd George of this fact in the month of August, and
explained to him that it was necessary that Cermany give us gages,
I was un2ble to convinge him,

Nothing, nevertheless, was more reasonable nor more moderate
than the thesis of Frances. Germany had done nothing to re-establish
order in her finances, She had followed a policy of wastage and decay.

She had insugurated without count all sorts of Government works
for which she paid in inereasing without cessation her issue of paper
money., German industry had & re-birth, she resumed her former place on
all the old foreign markeds and she converted her profits into foreign
segurities which she put on deposit outside the limits of Germany,

During this time England experiemced an unemployment crisis, and
France spent milliards on milliards to restore her devastated regions,

Again, if Germeny had furnished her deliveries in kind to which
she was obligated! But she did not execute one of the agreements
which she had signed relative to these deliveries in kind.

Also, the Reparation Commission, after having reported several
partial defaults in the execution of the obligations of the Ireaty,
reported a general default by a majority of three votes. This deci-
sion gave us under the very terms of the Treaty, the right to teke
all measures rendered necessary by the situation, without Germeny
having the right to consider them as acts of hostility.

Federal Reserve Bank of St. Louis
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Therefore, the llth of January we entered the Ruhr.,

Ve entered the Ruhr because we esteemed that guerentees must be
taken against the voluntary insolvency of our debtor, &nd because the .
Lreaty authorizes us to do so,

VWhy have we occupied the Ruhr father then Franckfort or the valley
of the Main? I want to say why, with a view of showing how false are
the accusations of militarism and imperialism brought against France,

If we were imperialists we would have occupied the valley of the
liain which, separating Bavaria from Prussia and Saxony, cubs Germany
in two. Ve have not done this because our only object was to exercise
upon our debtors an efficacious pressure,

The Ruhr, which furnishes to Germany 60 per cent of her coal &nd
80 percent of her iron ore, is her strong box, We have taken the key,
and we have said to her: "You will give us z part of your riches or
we will prevent you from profiting from them",

The basin of the Ruhr is a territory of untold riches, It supports
an extremely dense population which exceeds six millions of inhabitants;
it is also the corner of the world where there are the most factories,
the most canals, the most railroads, Very well, we occupy this region,
so difficult and so populous, which includes = length of 96 kilometres,
with an army of 50,000 men only,

We have even occupied it at first with fewer effectives. DBecause
our army has entered only to protest our engineers, our custams offi-
cials, and our foresters, Its presence in the Ruhr is at the same
time a protection and & symbol, the symbol of our inalterable will to
be paid our due and that by all methods, by force if need be.

50 it was not with our military that the Germans first had business,
Our engineers, our customs officimls and our foresters presented them-
selves in the Ruhr, and in accordance with our formal instructions, they
communicated to the Germans the following proposals: "Nothing will be
changed in the economic life of the occupied territory, 4n allied
mission will watch the operations of the Kohlensyndikat, the productiom
of the factories and the collectiom of the cozl tex (Kohlensteuer);
Allied customs officials will collaborate with the Germen customs offi-
cials to assure the collection of taxes in force, and our foresters will
supervise the exzploitation of the forests in order that deliveries of tim-
ber shall be made in conformity with the Treaty",

It was thus a peaceful collaboration that we offered the Germans, I
have been a mumber of times criticized for this attitude as & sign of weak-
ness, I believe that we were right to act in this mannrer, to show to the
eyes of the world the extent to which our intentions are peaceful,
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On the other hand, for a short time the Germans seemed to accept
this colleboration with good grace. This was the case with the German
railway workers who without protest tramnsported our troops as well as
the Belgizn troops, and the first interviews of our engineers wWith the
industrials were satisfactory. Nevertheless, the Kohlensyndikat evaded
and moved its headquarters from Eesen to Hamburg, and shortly after or-
ganized resistance commenced,

This resistance, it must be stated clearly, so that no possible
misunderstanding caen exist, has been directed, ordered, and organizéd
by the Government &t Berlin, in spite of the formal text of the Treaty,
which hes contested the right which we had to enter the Ruhr, It is the
Government &t Berlin which has treated us as ememies, exactly &s though
hostilities had been renewed,

This attitude shows clearly how the government of Cuno would have
agted if it had the power. Fortunatdy to-day might &s well as right is
with us. It is for this reason that the Cuno government has invented
the form of resistance which it has wrongly termed "passive", because
no resistance in reality has ever been more active, more violent, more
perfidious nor more criminal,

This idea of resistance does not come from the Rhenish population,
but from the big industrials and from the German Government, I do not
believe that this is unknown anywhere, even at that Throne which is the
depositpry of All Truth,

It is upon instructions from Berlin that in the Ruhr all our propo-
sals of arrangement have been rejected, that the industrials have refused
us all deliveries, that the railroad workers and the post office officials
and employees have geased work, .

The German Government has gone farther, it has prescribed severe
penalties ageinst those of its nationals who show toward us good will
or even indifference, To assess these penalties it hes created a
special branch of the Court of Leipzig, It is a true reign of terrar
that has been organized.

But this is not yet all. Bands of agitators enter the fyhr cons-
tantly on the instigation of the German Government. There, they commit
all sorts of assaults and sabotage, Schlagetter and his accomplices
confessed that they were in relations with a special bureau reporting to
the Uinister of War at Berlin, and Chancellor Cumo believed it his duty
after the execution of the condemmed, to send the condolences of the
Government to his widow.

During this time what have we done? In spite of ourselves, we
have been forced to increase our pressure. We have seen ourselves
forced to have recourse to the first measures of coercion; the resis-
tance continuing, we have ourselves continued; in spite of everything

and of everybody we will kmow how to continue,
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The struggle is to-day between two wills: that of our
victorious nation, and that of a vangquished nation which endea-
vors by all methods to escape the consequences of a defeat which
it does not want to recoimise,

We have had to take in hand the exploitation of the railrcads,
and to install a Franco-Belgian direction under an experienced Frenchman
to whom I wish to render the hommage he merits,

S0 as not to interfere with the local customs we have kept the
old divisions. ©Some ten thousaend French railroad men, & portion mili-
tarized and others civilian volunteers, a2ll show an admirable devotion
to duty, and assure the exploitation with the help of Belgian railroad-
men and of six thousand Bermans,

This reduced personnel replaces 150,000 German employees, and is
able to move daily &80 trains on 8,000 kilometres of track,

We are going to double-track the line from Duren which has been
turned over to us by England, This double-tracking will greatly faci-

‘litate transport. We have raised and stabilized the tariffs, in stipula-

ting that the price of transport shall be paid in francs,

We have operated for the postal service as for the railroads., The
German postal officials and employees having imitated the railroad men,
we have occupied the post offices and used the lines, There again the
French and Belgian employees have given proof of an absolute devotion,
The Germans then commenced sabotage, We have prosecuted and condemmed
the guilty: now they let us telegraph in peace,

We have decided to act similarly along all lines,

The’ Reichsbank having refused to give us the marks which were regu-
larly due us for the upkeep of the Army of the Rhine,*we have seized them,
But it is well understood, we have serupulously credited to Germemy the )
sums seized, and placed to one side the portion pertaining to our Allies,

The industrials refused to pay us the tax oy coal, doubtless because
they have never paid it to the German Govermnment, We hawe paid ourselves
in kind, in coal, Ve operate in the same manner for timber,

In the same manner a number of measures have been taken which were
neither initiated on our part, nor vexatious, but replies and ripostes,
I avoid voluntarily the word reprisals,

4l]l these measures have been dominated by two operations of gemeral
order, At the beginning of February we drew around the Ruhr a customs
cordon and decided that not one ton of coal destined for Germeny should
cross, In addition, the 15th of February we applied the same interdic-
tion to factory products, and established export taxes,

In a word, we replied to the German resistance by & blockade, but
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understand us well, by an export blockade only, and limited to co2l and
to metals. Contrary to the calommies and the shameful lies of Germany,
we have never prevented in any manrer whatsoever the revictualling of
the population in foodstuffs. Our troops do mot even subsist on the
resources of the country.

From the beginning of the occupation, General Degoutte, to whose
wisdom I have the duty to render publicly justice, gave orders to take
nothing from the region for the feeding of the troops.

Before the occupation about 400 ecarloads of foodstuffs daily
entered the Ruhr. At the present time they enter about 500, Never
before hag the Ruhr been so well supplied with foodstuffs, We have
even established warehouses and organized soup kitchens for the poor,
These latter cost us more tham 100,000 frangs per month, This does
not prevent Germeny from distributing abominable pamphlets accusing
our soldiers of stealing milk from infants to give to their dogs.

What has pushed Germeny to resistance has been her belief that
she could deprive us of coal and coke. She kmew that our mines of
the Pas-de-Calais were flooded, and had not reflected that the bloc-
kade of the Ruhr would acgumulate large stocks of co&l and that we
would have the ability to seize these &nd transport them to France.

Ve have sent from France &nd Belgium crews of workers with tools;
1,500 German workmen were soon &dded to these, and the shipments of
coal and coke are sufficient to keep our factories in operation,

Ve have in addition seized chemical products and duestuffs
because the discussions with the German menufacturers for deliveries
in kind did not give any result, This delicate and even dangerous
operation was carried out the 15th of liay under the direction of i,
Fleurant and of chemical engineers who have received the felicita-
tions of the Government: 7,000 tons of first-class dyestuffs of a
walue of 200 to 300 millions (of which the parts of England and
Italy have nadprally been set aside) have come into our possession,

Ve have taken the gquantities which the deliveries in kind
would naturally have given use The excess will be sold and upon the
proceeds of the sale will be assessed the amount of the expenses for
the creation of the gage guaranteeing the interallied credits, Ve
will hand to the German ménufacturers bonds of requisition upon the
Germen State, our debtor.

All receipts and expenditures are accounted for, I have given
to your Finance Comnmittee and Foreign Affairs Committee details which
I cannot repeat here., I indicate only that the receipts increase from
week to weeks the coal tax (Kohlensteuer) has given to the present
498,661,000 gold marks; the customs have given 1,547,537 geld marks;
export licenses 1,187,116,

Federal Reserve Bank of St. Louis
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The situation of the direction of the railroads is excellent:
the expenses foreseen were 128 millions for the three last months;
the expenditures made were only 47 millioms, The administration
has right to &ll our praises.

The shipments of coal and coke reached on the 20th of June a
total of 1,396,051 tons, representing & receipt of 95 millions against
an expenditure of 8 millions,

The existing stocks are seized one after the other. They are slowly
reconstituted, and even if they are not reconstituted they will suffice
for our needs for long months to come. In addition we have taken mea-
sures to put into operation & certain number of German coke ovemns when
this shall be necessary,

General Degoutte comménds alone in the Ruhr and is invested with
the largest powers. He keeps in constant communication with the Interallied
Rhineland High Commission in the Rhineland which is presided over by the
French delegate, M, Tirard, All the decrees of Generzl Degoutte in the
Ruhr have corresponded to the ordinances of the High Commission, teken
by the majority composed of delegates of Frence, Belgium and Italy, and
sometimes with the assent of the British Delegate,

L, Gaudin de Villaine, who I regret to learn is kept away from the
Senate by illness, recently made allusion to disagreements between General
Degoutte and i, Tirard., Nothing of the kind has existed; the accord is
perfect between the High Commission and the High Command of the Ruhr on
all essential questions,

This understanding, due for the larger part of the tact of M,
Tirard, has permitted the taking of measures against Prussian civil
servants who made themselves the most insolent of agents of Pangermanism;
16,000 of these civil servants have been expelled. It is thus that we
have been able to develop owr pressure on the occupied territories,

To keep up the resistance, the German Government distributes without
count money to civil servamnts, industrials, workmen, without these large
expenditures, giving the least return to the Governmment, Due to this
insane poliecy, inflation in Germany has reached the same level as in Russia,

The ecirculation in Germany is figured by trillions, The depreciation
of the mark, for a short time halted artificially by the Reichsbank, has
continued, For the corresponding continual increase in salaries there has
been an uninterrupted flow of paper issues,

Germany moves in & vicious circle and makes no effort to get out.
She counts on a miracle to pull her out. But miracles happen rarely,
Never a day passes that one of her industrials does not endeavor to reach
én understanding with our industrials or with our statesmen, I am always
advised, and the meetings do not occurs

Someg times Germany hopes for an intervention of our allies, agéin
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. she awaits her salvation, ©She hopes-for our discouragement, trusts
in our lassitude. ©She decleves herself greatly, We have made known
our essential terms, we will not modify them, We will that the
Ireaty shall be executed. At Brussels the Belgian Government and we
have decided not to examine the German proposals until Germeny has
ceased her resistance. We will not evacuate the Ruhr except in the
same degree as payments are made, just as Germany did after 1870,

The dnly means which we have to make Ger%any pay 1s the desire
that Germsny has to recover the Ruhr. We have thought of annexation,
énd we repel with energy all esccusations of imperialism,

Ve do not want to confiseate the Ruhr; we will keep it until
Germany has paid her debt.

The latest propositions of Germeny are not serious; they do not
merit a reply. If Germany does not understand this, so much the worse
for Germany, We will not abandon a gage as precious as the Ruhr until
Germany has acquitted her debt, If we recross the Rhine before this
payment it would be tc sprocad the belief that she has inflicted upon us
a revenge and & humiliation, What then would not take place in Germany,
to what follies would not the nationalist and militery parties go? The
truth is that our troops not only defend the sigmned treaties, but also
the German republic itsels against the consequences of its aberrations,
The troops will aghieve their work of justice &nd of peace, Ome other
time they have merited well of their country.

Ve give the foregoing statement of lir. Poincaré in detail
on account of its unusual interest in presenting the development of thé French
thesis from the time of the Armistice to date, Being a purely ex parte statement
we do not subseribe to all its statements and conclusions,

President Millerand in the course of an address within the
last few days at Clermont-Ferrand made the following statement which is hardly
less indicative of any softening of the French attitude than the preceding
Poincaré speech, viz:

"The foreign policy which France has affirmed, she will main-
tain to the end, convinced that the loyalty, clearness and good
faith’of this policy will end in its being vindicated in spite of
errors and efforts to prevent it".

When Mr. Baldwin's intention to outline the British position in

the German econtroversy in the British Parliament was made known, a feeling of
malaise developed in France and Belgium, Wild rumors were circulated of an
impending rupture of relations between France and Great Britain., I, Gutt, the
principal Assistent to il, Theunis, told us on July 9th that the situation was
"extremely grave", The Belgians were particularly nervous. The badly shaken
and only newly re-constructed Theunis Government was particularly fearful of
the outcome of the situation which might be occasioned by the Baldwin speech,
It appears that the Theunis Government, before returning to power, agreed with

the various Belgian political leaders that it would not take a position invol-
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ving a definite break with Great Britain without submitting the gquestion to
open debate in the Belgian Parliament and on this account ii, Theunis'position
was extremely difficulte

Ve gather that there was some divergence of views between
oups in the British Cabinet as to the character of the declaration to be made

by lir. Baldwin, The licKenna group, we hear, advocated a stiff expression of
views and even a willingness to accept the consequences of a rupture with France.
On the other hand, the Derby group preferred & conciliatory statement., This
latter group felt that little practical good would be accomplished by a rup-
ture and that & rupture might occasion a strengtheming of Poincaré's position
and even more disastrous results in general than those resulting from a2 mare
or less "laissez-faire™ attitude of conciliation,

On the other hand the French press was most outspoken in
its oriticism of the forecasted British attitude, On July 12th an obviously
inspired press article appeared purporting to be the "suthoritative statement
from the highest French authority" end bearing the head lines "Clear Declaration
of French policy" as followss

"l.- Vhile Germany continues her passive resistance,
France will decline to negotiate with her;

Z,- Although the character of the Ruhr Occupation mey be
modified whenever Germany decides to cease her resistance, there
will be no formal evacuation until France receives full payment;

3.~ French demands are still founded upon the Schedule of
Payments of May 1921, but France is willing to agree to any com-
bination which will assure her, say 26 milliard gold marks not
subject to & deduction on account of Interallied Yebts",

During the period preceding the publication of the Baldwin
speech and as before stated, the European Press was filled with articles of
conjecture, warning, suggestions of policies, which in tone ran the whole gamut
of himan emotion. The French press generally, with the exception of gertain
radical socialist journals, while supporting the Poincaré thesis, nevertheless
editorially expressed a desire for Franco-British cooperation, The British
press while somewhat divided in its sympathies suggested patience until i,
Baldwin had outlined the Government's policy.

Considerable attention was attracted by the following
reference to the situation in & speech of ¥r, Baldwin in the House of Commons

on Ju}x 4%th:

"The position is, as I think I have stated to this House
more than once in answer to questions, that those who owe us
money owe us money still, In other words; we are the creditor
and they are the debtor, The offer which was made in January
and which was not agcepted has left our hands perfectly free to

deal with these matters as we may deem best",
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Ve have from time to time referred to the importance
attached E; the French to Yermany's enforcing measures to prevent the "flight
of capital, The British have consistently held that under existing conditions
efficacious measures for the prevention of such flight of capital ere fallacious.
A humprous touch was added to the discussion when &t & recent meeting of the
Committee of Guarsntees, the British member remarked that in reality any future
consideration of ways and means to the end desired by the French was sheer waste
of time because the I,A,R,H.C. by reason of losses in Allied financial houses had
resginded in the occupied territory all German measures for the prevention of the
flight of capital., As a result of this any German desiring to deal in foreign
currencies or export his capital had no more difficulty than dealing through
finandial houses in Cologne, In fact, General Degoutte published an order to
the effect ahta the Germen Government ordinances of May 8th, June 17th and June
22nd for the curtailing of currency speculation are inapplicable in the Ruhr oc-
cupied zone, Art. 2 of his decree reads: "Comsequently foreign currency
commerce in the Ruhr occupied territory is unrestricted". This ordinance in
view of the attitude of the French Delegation toward the flight of capital and
their repeated insistance that Germany should take measures against it is somewhat
anomalous.

Enclosed as Exhibit A is copy of the speech of ir, Baldwin
in the House of Commons on July l2th, Ve consider it coné¢iliztory in tone, The
speech contains no precise proposals nor new statements, except the announcement
of the British draft reply to the Germam note of June 7th and the statement
that it was precmature to discuss the nature of this reply now but that it would
be submitted to the Allies for their consideration and remarks with the least
possible delay, Prefaced by a statement of the British Government's desire for
the continuance of good will between nations, the speech appears to be merely
a repetition of the statement of the British position and & mere reference to
points which I, Poincaré, with the support of his Parliament, hzs repeatedly
declared to be inacceptable. Lire Baldwin, however, does say that the peace of
Burope depends upon the solution of three great questions, i,e., Reparations,
Interallied Debts, and Securities, It is impossible &t this writing to make
any estimate of the effect of the speech on public opinion on the Continent,

The foregoing letter is merely & resumé of the more impor-
tant developments of the situation since owr last letter,

Fgithfully yours,

g 7&-.- C. by &

The Honorable Benjamin Strong,
Governor, Federal Reserve Bank of New York
New York City,
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‘ JAMES A. LOGAN UJRr.
Paris, 18 rue de +ilsitt,
26 July, 1923,

Subject: Hungarian Reparations, Financial
Personal & Confidential : Rehabilitation, Loans, etc,

My dear Ben,

During the past few months the European press has
contained references to the "Financial Rehabilitation of Hungary",
"Jaivers of Reparation Liens", "Long and Short Term Loans", etc,

It is believed that a useful purpose may be served by reporting the

past history and present position of these questions, The data used

is largely based on information furnished informally by Sir William
Goode who is now in the employ of the Hungarian Government as an Adviser
in these negotiations,

While the financial and economic position of Hungary
is fundamentally sounder than that of Austria a year ago, nevertheless
the political factors which have a controlling influence on rehabilitation
present more serious difficulties. The Czecho-Slovakian, S, H, 8,, and
Roumanian Governments, as well kmown, are suspicious of the aims of the
Hungarian Government., The somewhat militant attitude of the Hungarians,
the fact of holding to the old terminology of "Kingdom of Hungary" with
the head of the Government a "Régent", and the incident possibility of
a "Hapsburg" being placed on the throne, all tends to inflame the feelings
of the Little Entente, As will be noted from this report the British,
backed by the Italians, support the policy of prompt financial support
for Hungary. Incidentally, the British advance the League of Nations'
control principle as in the case of Austria. The French, for the present,
support the thesis of the Little Entente, Ostensibly, the French attitude
is dictated by a policy of currying favor with the Little Entente, However,
back of this it is gemerally felt that France has no desire to see the League
of Nations' action further extended by its interjection into the Hungeriam
situation on account of the somewhat logical grounds it might create for
interjecting the League of Nations into the German reparation question,

It is the apparent desire of Count Bethlen, the Prime
liinister of Hungary, to effect more cordial relationships with the Little
Entente and at the same time prevent amy further decay of the economic
and financizal fabric of his country. The Hungarians have seen the prac-
tical working out of the policy of conciliatiom as followed by Austria,

The more conservative elements led by Count Bethlen have "taken a leaf from
the Austrian book™ with the desire of attaining the same goal,
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‘ In January of this year the Hungarien Korona stood &t

approximately 2,150 to the dollar as compared with 658 to the dollar in
January 1922, The fiduciary circulation in Jamary 1923, was 79,6 milliard
paper Korona as compared with 27,9 milliard paper Korona in January 1922,
Hungarian exchange would undoubtedly have reached a much lower quotation in
sympathy with German, Austrian and Polish exchanges, except for the extremely
arbitrary restrictions imposed last year by the Government such as a rigid
Devizen Zentrale, heavy export duties on food products, prohibitions of
imports, etc. These restrictions, while temporarily preventing a catastro-
phic depreciation in exchange, created an entirely artificial situation which
seriously affected the agricultural and industrial life of the country,
Exports became exhausted and in consequence the Devizen Zentrale ceased to
obtain the foreign currencies on which its existence depended, Such foreign
currencies as came into the country were then - and are now - severely rationed
among the fundamental industries,

The Hungarian Government found itself faced with & Budget
deficit of $£17,200,000, The principal items of expenditure were the upkeep
of State administration ($45,100,000); State Railway deficit ($11,346,000),
and interest on debts (approximately $4,650,000), As in the case of other
countries with depreciating currencies the taxation, though frequently raised,
had not been able to keep pace with the ever increasing expenditure in local
currency, The deficit in running expenses was being met by the issue of more
paper money., In addition, there was an adverse Trade Balance of over 40 per cent,

As regards reparations, a special Committee of the Reparation
Commission had been sent in 1922 to Budapest &nd had reported that Hungary
should be able to pay & moderate amount in reparation, The Committee's report
was superficial and far from convincing in its coneclusions, The Reparation
Commission itself, therefore, took no action on this report and the Hungarian
Government were entirely in the dark as to what was likely to happen,

At the end of February the Director Yeneral of the Cemtral
Institute of Hungarian Banks visited London, There, at the request of the
Hungarian Government, he endeavored to raise & short term loan of about
£2,000,000, offering as security the total export of Hungarian flour over two
or three yearsy Negotiations were formally confined to the Bank of England
and the group responsible for the Austriam loan (Rothschilds, Baring, Schriéder,
ete.). The Hungarian Government were anxious to do what they could for them-
selves without appealing for help to the League of Nations and other outside
sources.,

The Londcn bankers took the view, that while the security
was fairly sound, they were not prepared to make any loans to Hungary on account
of the uncertainty of her political and reparation position, They felt that
Hungary would require a large long term loan in order to get on her feet, and
that it would be useless to give her a short term loan for immediate expenditure
until she was in a position to discuss a long term loan, In other words, they
were not prepared to touch Hungary until the Reparation Commission had taken
satisfactory action as to freeing the assets - as in the case of Ausiria - which
would be required as security for any long term loan, They also took the posi-
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tion that loans for Hungary could only be obtained through the intervention,
and expended under the supervision, of the Finance Committee of the League

of Nations. The British Treasury and the Bamk of England strongly supported
this attitude, promising assistance both as regards the reparation difficulty,
and as regards obtaining loans eventually through the League, The net conclu-
sion ef the London enquiries of the Hungarian financial representative was that
it was impossible to float any Hungarian loan without the suspemsion of repara-
tion liens, then only through the League, and probably only by obtaining the
guarantees of foreign Governments, as in the case of the Austrian loan,

On April 22, the Hungarian ilinister in Paris asked the
Reparation Commission to give a hearing to Count Bethlen, Prime Minister, and
Dr, de Kallay, Finance kiinister of Hungary. In this Note the Minister formally
applied for the suspension of liens on certain Hungarian assets and revenues
required as security for a long and a short term loan, deseribed the grave fi-
nancial position of Hungary, and outlined the Government's own plam of recons-
truction, including economies in Administration, reduction by 30 per cent of
State employees, creation of a Bank of Issue, increase of taxation, and abolition
of Devizen Zentrale and other artificial restrictions,

On May 4 Count Bethlen and Dr, de Kallay appeared before a
Jjoint meeting of the Commission and the Hungarian Section, (@ount Bethlem's =" 7!
speech is attached), A complete analysis of Hungarian Government revenue and /7' -~
expenditure (covering 67 printed pages) was submitted by the Finance Minister,
who applied for the right to raise a short term loamn of 40 to 50 million gold
crowns and a long term loan of 550 to 650 million gold crowns, The Commission
was asged to agree in principle to raise temporarily the reparation charge on
the Customs and Tobacco lionopoly revenues and such other revenues as might be
needed as security for the short and long term loams and for the capital of a
Bank of Issue, the Hungarian Government to submit to the Commission definitive
proposals at a later date before the Commissinn definitively granted the postpo-
nement of the reparation charges. The Finance liinister stated that without the
possibility of obtaining & long term loan he saw no hope of obtaining a short
term loan, With the two loans he would be able to stop the note press, stabi-
lize the currency and, within five years from the issue of the loan, balance
the Hungarian Budget and assure the service of the long term loan,

The Commission were asked, in the event of their granting the
Hungarian request, to take such action as might be necessary to obtain the
acquiescence of the Powers holding Relief Bonds in the suspension of their prior
liens on Hungarian revenues,

Count Bethlen stated that "if the Commission so desired the
Hungarian Government would be glad to avail themselves of the advice and assis-
tance of the Finance Committee of the League of Nations in respect of the finan-
cial proposals for reccnstruction and in regard to the negotiations for a long
term loan".

On lisy 11 the Hungarian Section considered two proposals
arising out of this application, The Italian Delegation, supported by the British,
proposeds -
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That in principle the Commission should agree to raise for
20 years the reparation charge on revenues needed as security for
the loans, these loans to be negotiated and supervised by the
Finange Council of the League., Hungary to execute with the utmost
regularity current deliveries of livestock and co&l; to conclude
the restitution forfaits as quickly as possible, and to perform
promptly and willingly all the provisions of the Peace Treaty other
than those which contain financial obligations,

The French, supported by the representatives of the
Succession States, proposed:-

"ot © oppose in principle" the Hungarian request, but that the
charge should only be temporarily raised for "absclutely definite loan
schemes which the Hungarian Government might submit for the approval
of the Reperation Commission and a fixed part of which vould be assigned
to reparation"; necessary guarantees and facilities for supervision
being given to the Commission., A Mission to be sent to Hungary imme-
diately to examine the financial and economic situation of the coumtry.
Hungary to be required to execute with the utmost regularity payment
of the costs of the Armies of Occupation, current deliveries of lives-
tock and cozl, to conclude the restitution forfaits as quickly as possible
and to execute promptly and willingly all the provisions of the Treaty
other than those containing financial obligations; the Reparation Commis-
sion when subsequently deciding upon concrete proposals submitted for
loans to take into account the manner in which Hungary had discharged
her obligations.

The Italian proposal was defeated by 5 votes to 4 - the
French, Polish, Serb-Croat-Slovene, and Czecho-Slovak Delegations voting
againsﬁit. The French proposal was carried by the same votes. The Roumanian
delegate was without instructions and did not vote. The Greek delegate was
absent.

On lay 23rd the Reparation Commission by the casting vote
of the Chairman, li, Barthou, accepted the foregoing French proposal., The
Common Delegate, M, lrozowski, on behalf of the Roumanian, Serb-Croat-Slovene
and Czecho-Slovak Governments, put on record the following "observations™:-

1) A great part of the loan to be applied to reparations,

2) Guarantees that Hungary will respect the military clauses
of the Treaty: notably disarmament,

3) A loyal attitude to the Preaty by Hungary in regard to her
neighbors, notably those of the Little Entente, Hungary to abstain
in the future from all unfriendly acts, such as irredentist propa-
ganda, illegal and unjustifiable arrests of Little Entente subjects
and their detention in Concentration Camps; provocation to frontier
conflicts, etc.
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"' 4) In no case the sums arising from loans to be used to cover
the cost of Hungarian armament or propaganda. To this end anﬁ effec~-
tive participation in the control of the sums lent to Hungary to be
assured to Roumania, Serbia and Czecho-Slovakia,

The Reparation Commission requested the Finance Service to
submit proposals regarding the programme of the lission to be semt to Hungary,

On June 14 the Hungarian Government presented to the Allied
and Associated Governments represented on the Reparation Commission a Note urging
a reconsideration of the Commission's decision, They declared that so long &sa
"fixed part" of any loan must be "assigned to reparation" it was impossible for
them to submit any definite loan proposal to the Commission and quite impossible
to hope for any loan, The decision of the Commission also operated to prevent them
from obtaining the assistance of the Finance Committee of the League, therefore
they were barred from the money markets of London and New York, Further, under
the decision of lMay 23, if reparation had to be paid out of loans, all relief
loans, having a priority over all reparatiog payments, must first be liquidated, -
in which case Hungary would have to pay about %00,000 before she could avail
herself of the proceeds cof any loan or assign any part of it to reparation.

Since Count Bethlen made his application to the Reparation Commission the situa-
tion had become steadily worse and it was only possible for the Devisen Zentrale

to supply the fundamental industries with a small fraction of the foreign exchange
needed to meet their foreign commitments, A sum of 14 million Swiss francs was
overdue to be paid by the State Railways to other countries; 6 million French francs
to France as interest on funded debts; 2,8 million Xirench franes for the liquida-
tion of the Austro-Hungarian State Railway; 2 million gold francs for the liquida-
tion of the Southern Railway, as well as payments due under the Franco-Belgian-
British Clearing Office arrangements, These were among the most urgent payments,
Without the possibility of obtaining foreign loans to meet these and other payments
it was impossible for the Govermment to continue to ascept responsibility for
preserving order in Hungery. A copy of this Note was sent to the Reparation
Commission,

On July 3 the Hungarian Section considered the report of the
Finance Service, which after outlining the matters which the Mission should
investigate in Hungary, recommended by a majority that it would be impossible
to arrive at practical results unless the Mission also got into touch with
the possible lenders; unanimously declared it was very important the Mission
should be small and have at the head, or possibly as the sole member, a person of
high reputation and undeniable competence who would be able to report on Hungary
in a very short time; and that the iission should investigate the question of
the amount of reparation Hungary could pay.

The French and Succession States objected to the recommen-
dation that the Mission should get into touch with the lenders and as to its
composition, By the votes of this majority the Finance Committee's report was
therefore amended and forwarded to the Commission, The British and Italian

representatives abstained from voting.

On July 6th the Commission considered the amended report,
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" After considerable discussion no decision was reached and the question was
adjourned sine die. If by another casting vote decision it was decided to
send & llission to Hungary composed merely of unknown officials and without
the right or necessary standing to get into touch with the probable lenders,
the British Government and presumably the Italian Government would refuse 4o
nominate any representative.

On June 29th the British Governmment had sent a Note to Paris,
Prague, Belgrade, and Bucharest instructing the Ministers in these capitals to
meke strong rerresentations for a repeal of the decision of liay 25, The British
Note supported the Hungarian contention that it was impossible %o obtain loans
so long as the proviso remained that reparation must be paid out of such loans
and so long &s the co-operation of the League was not obtained. The politiecal
guarantees desired by the Little Entente would best be secured by adopting the
same machinery as was employed in the case of Austria,

Simultaneously representatives of the Czecho-Slovak and
Roumanian Governments who came to London in search of loans were informed that
neither the British Treasury nmor the Bamnk of England would favorably consider
any such proposals so long as their respective countries "deliberately obstruc-
ted the financial ad economic reconstruction of Hungary", "It was too dangerous
to encourage British investment in countries next door to an economic volcamo -
Hungary - particularly when Hungary's neighbors were precipitating am eruption",
No money was forthdoming for either Govermment, A small issue, made by an
unknown London house, for a Czech armament concern (Skoda) was a comple te failure,

Both the French and Serbian Ministers in Budapest, as well
as large Czech and Roumanian financial interests, asked Sir William Goode if
he could suggest some bridge between the decision of the Reparation Commission
and the attitude of London. On July 12th Goode saw Dr., Bemes in London and
proposed, as a possible basis of compromise, that instead of the Reparation
Commission sending 2 Mission to Hungary, the Finance Committee of the League
should be asked to report upon the financial situation of that country and to
suggest the method of procuring loans, If Dr. Benes was willing to propose and
the Little Emtente willing to esgree to that, Goode undertook to do what he could
to get it acecepted by the British and Hungerian Governments, The decision of
Vey 2%, in so far as it required reparation to be paid out of any loan, would
then stand unaltered, The British and Italians would doubtless record reserva-
tions to the effect that in their opiniond mno loan could be obtained under such
a proviso, and the Little Entente would be egually free to record again their
observations as to special control over expenditure for military and propaganda
purposes, But there would be no revision of the most disputed point of the
decision; merely a change in the machinery to give it effect, There could be,
assuming “rance's objectimns would disappear with those of the Little Entente,
a unanimous vote of the Commission inviting the League to underteke the investi-
gation previously assigned to & Special Reparation Mission, always provided the
League were prepared to do so in the face of the decision of May 23 and in face
of the reservations made by the various parties to the invitation,
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A meeting was arranged between Dr, Benes and Count Bethlen,
probably at Vienna, prior to the Little Entente Conference at Sinaia on July 29th,
This should help to straighten out things and create a good impression and, per-
haps, a better feeling.

We are inclined to think that the British, Italian and Hunga-
rian Governments wuld agree to the proposal if put forward to them by the Little
Entente and that if France then agreed, the League Finance Committee will investi-

_gate and report upon the Hungarian position, It is, of course, certain that the

League will refuse to enter into negotiations for a Hungarian loanm unless all repa-
ration payments are suspended for the duration of the loan, but before that stage
is reached conditions may have chaenged and an enquiry by the League instead of by
the Commission may be of help.

lieanwhile the Hungarian Govemment regcently borrowed 10
million Swiss framcs from the Budapest banks, who on their joint and several
guarantee, managed with great difficulty and &t high interest to raise this sum
in Switzerland, These 10 million francs were used to refill the almost empty
coffers of the Devizen Zentrale. At one time the total foreign currency in the
country was not more than one million Swiss francs. The fall in the Hungarian
crovn has temporarily been arrested by the Byying of crowns by foreign importers
in anticipation of Hungarian crop purchases;” the prospects of an excellent
harvest, and by the fear or hope, be it bear or bull, that out of all these
complex negotiations with the Powers and the Commission something tangible, as
in the case of Austria, may resulte.

The Hungarian crown on July 20th 1923 was quoted at 9,780
to the dollar as compared with 2,174 in January (unofficial quotation is now about
13,700); and the circulation on July 7 was 169 milliards as compared with 79.6
milliards in January,

The foregoing sums up the situation to date as we see ift.
In our judgment due to the political fasctors involved, the discussions preceding
a final authorization to Hungary to float a short and long term loan will be drawn
out for some months and not finally disposed of until after a settlement to the
Ruhr question, In the meantime the Hungarian financial position will be growing
gradually more difficult, Obviously no outside money msrkets would or should
advance one cent to any "Hungarian loan for re-construction" if any part of such

loan is to be gpplied to reparation payments, As far as we are coneerned, before

the final solution is reached there will be & request from Hungary for postpone-
ment of interest and amortization payments on account of the Hungarian Relief Bond
now held in our Treasury. Favorable action on such request would, we judge,
require Congressional action, Such Congressional action even if recommended would,
in 21l probability, have to be preceded by some administrative settlement of the
quetion concerning the failure of the Hungarian Government to meet the service of
our Helief Bonds pari passu with payments already made on the same account to
Europesn Powers on similer Relief Bonds held by them,

JAL/BH Faithfully yours,

1 encl,
<5222=,—. <. . ‘L~¢g=- [




' JAMES A. LOGAN UJR.

Paris, 18 rme de Tilsitt,
27 July, 1923,
PERSONAL & COMNFIDENTIAL,

My dear Ben:

With our letter of July 13th, we enclosed a copy of
lr, Baldwin's speech in the House of Commons on July 1l2th in which he
stated that he proposed submitting a British draft reply to tle Gemman
note to various Allied Govermments for their comment., This note has been
received by these various Coverments and it is a2lso understood that Washing-
ton has been furnished a copy. Up to date the Allies have not submitted
their comments, Definite replies are forecasted in the press within the next
few days.

It gpvears to be of interest to refer to more irmportant
ublic utterances of the various Allied Prime Ministers sines the Baldwin
speech of July 12th,

Oon July 14th, Mre Poincare, on the occasion of the dedication
of a monument at Senlis, said in effect that when France insists that after four
years time a Treaty signed by 28 .nations shall not be discarded as useless and
out of date, te reply made to her is thet Burope is ill amd must be restored
and the primary necessity for this restoration is the prevention of Germany's
collapse, and thet thergfore Framce must "make concessions in the common interest™,
He s=2id France has not ceased to mske concessions since the Peace and that "he
added finally that she has no desire to see Gemrmeny collapse beceuse a creditor
does not wish for the decomposition of his debtor even when this debtor is like
Gemmany able to so promptly re-establish his position™, He then went on to say:

"ihy then have we meintained that we have reached the enmd of
concessions? It is becauvse up until the present time we have
stood a1l their costse The Tresty promised us reparations and
dameges end the guarantee of owr security, but what has happened?
For our security we have been given on the Rhire a temporary right
of occupation which is to terminate exactly at the moment when
Gemmany shall have regained her strengthe We were at least promised,
gs a support for this situmation, a pact of =2id which is not of the
least military value but which would have the virtue of enforcing
political and morel caution on Germany's part. These promises have
not been kept anl nothing has been o ffered in their place, The
substitute pact proposed by lir. Lloyd George was for a shorter
time than the occupation ami contained no precise engagerent for
militery co-operation. It would not even deceive the eye.

We have been no better treated as concerns reparatiomns. In
the Commission which has been formed by virtue of the Treaty of
Versailles, we are in the minority, although we shonld hsave the
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"najority of interests, REndeavors have no less been made

during the past four years to umseat this Commission to renlace

it by interngtional finence committees, which is to say, to en-
deavor to marshall egainst us interests opposed to ours. The
Treaty prescribed the conditions unier which the Cormission
should fix t¥ Cemmen debt, A4 pretence was made of respecting
these conditions, but the debt was hardly fixed when there was im-
posed upon us in ome of those Supreme Councils where we have always
left behind a few of our rights, a Schedule of Peymerbs that the
Commission reluctantly ratified sni which reduces the amownt of
our credit in undetermined proportions, Ve then accepted this
schedule of pgrments as an international convention, as an engage-
ment of honor entered into with us,

A few months hardly passed that tl® evaluations upon which the
Allies had agreed were thrown into question. 4s certain of our
frienis seemed to have no o ther thowght than to lishten the German
debt, aml as they were themselves our creditors, we said to tlamg
"There are three catezories in the Schedule of Psyments. Ieave us
our part in the first two, We will make use of the third against
Gemmany only in the measure that our creditors ask us to pay our
debts"™, We were found too evigeant, 7R were reproached with not
sparing Gemmany, and with exposing her to a disaster of which 2ll
the other peoples would submit the reaction,

4nd nevertheless has not Germany been so well spared during
three whole years that she has been pemitted to default in g1l her
obligations, anl we have been compelled to pgy, ourselves, fram
our resources one hundred milliards which she owes ard which she has
not paid, Has she not been tolerated to reconstitute her merchant
mering, to develop her canmals and her railroads, to enrich her great
industries at the expense of her creditors? An equel firmmmess on
the part of all the 2llies would have without doubt triumphed over
her persistent bad faith, But Germany has naturally speculasted on
the divergences of views which she has altogether created, She
thought herself encouraged in the attitude she had taken, and the
moment arrived when we had no other recovrse than that of coercion

aml the taking of gages,

It has not been because of us that the necessary measwwres should
not have been taken in common by all the gllies. If it had been tims,
all the chances are that Germeny would heve given in immdiately. We
have hal to sct alone with the active co-operation of Belgium and
with the partial collaboration of Italy, Instead of lending harself
to the exploitation of the gages, Germmany has orgarized resistance
end has forced us to accentuate our pressure, Are we thus responsible
for the unrest which resulte? J4nd is it not from those who violate
treaties, enl not fram those who claim their observance, that an
accounting must be asked for the events rendered inevitable by the

digregard of richt?
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"What would have happened on the other hand if we had
ramained with our arms crossed? Does aryone imagine that
our weakness would have realized the mirscle of bringing
Germany to reasm, detemmining her to put her finances in order,
to stabilize her money, anl to cause to disappear from the center
of Burope a focus of economic decorposition? For three years the
4l1lies hsve pursved this dream, anl for three years the evil has
been increasing. If we were not in the Ruhr, Germeny would have
continued to slide to the abyss which she had herself dug but we
would have hed our hards empty, while now we have gages of which
we are tle masters and will not let go.

Our resolution has been dictated by the vital interest of
Prances it cannot therefore incommode the Allies who desire them-
selves, also, that France shall live; anl whose interest comsidered
in perspective is not distinguishable from ours, Gentlemen, I
believe I may flatter myself to have been always a falthful partisan
of the Frenco-British alliamce, Before the war, at a time when tiere
were in France a few men who favored more or less openly a rapproche-
ment with Germany at the risk of bringing us thereby to en official
consecration of the Treaty of Frarkfort anl the definite abanionment
of Alsace and Lorraine, I was always of those who recormended the con- .
trarys the close union of tha two great free natioms of western Europe.
It was at my request that in 1912 unier g cabinat which I presided there
were exchanged between L, Paul Cambon erd Sir Edward Grey, the letters
which sealed t® entente aml prepared the alliance; anl the visits
which I exchenged in 1913 ard 1914 with His Majesty the Xing George V
were in the realization of ti® same task to which I am passionately
attached, ¥o one, therefore, wuld be more peined than I if a shadow
however faint, should for a moment obscure a friendship for which I
have tl@ cmscience to have worked usefully, But this friendship I
have alvays conceived as leaving to the two peoples t'eir independence
of opinion am their frankness of speech, as destined to cmeiliate
their interests anml mot to sibordinate one to the other, as finding
its best supprort in a constant effort of reciprocel comprehension and
in a mutuzl respect axd egmalitye I cammot believe that this, to use
an expression of a distinguished English publicist, gives eviderce of
a too rigid homesty. Honesty has mo need of qualification: it suffices
to itself, We kxmow that our Allies are as honest as we, and that is
why we are assured that upon reflection, aendl before the evidence of the
faots, t'@y will finish by saying thet we are right,

To wateh over the execution of treaties ami the resmct of swom
faith, is not only an affair of honesty but an affair of wisdom and of
prudence, On the morrow of a universal war, which has had its reper-
cussion in 211 parts of the world, which has overturnedsZurope to its
depths, which has created new states, extended or cmtracted old states,
awakened everywhere the spirit of mationality, aml which was not ended
save by the penible elaboration of a virole series of treaties signed
at Versailles, a2t Tpianon, at Neuilly, at Saint-Germein, to disturb

one of thesa diplomatic acts, would be in advence to disturb all the
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"othars, The favors accorded to the most powerful of the
vanguished nations would be inevitably claimed by the weskest,
Throngh the breach tims opened would guickly pess other proposals
which would throw into question the entire arramgement of the
peace, would destroy the mew status of central Furope and would
menace our friemds of Czecho-3lovakia, of Roumania, of Yugo-Slavia,
Par from facilitating the continental reconstruction, the ignoring
of solemm engacements would guickly bring ebout disorder aml chaos.
France in defemling her rights, defends those of her Jllies, In
maintaining the condi tions of the pesce,; she is maintaining peace
itgself ard working for humanity",

The Senlis speech attracted much atteantion, it being
generally assumed as Poimcare's reply to the Beldwin speech, In view of the
definitiveness of the position tokten ami its unconciliatory tome, the British
press showed irritation, However, two days after the Senlis speech, the French
Foreign Office issmed a semi-official commmunique to the effect that M. Poincare's
utterances were entirely disconnected from lir, Baldwin's speech gnd this had a
somewhat calming influence on the situation, We feel that the semi-of ficial
commmique of the Quai d'Orsgy had foundation in fact and that the Senlis speech
was largely dictated by French displeasure at what Mr, Lloyd George has recently
been saying am writing and that it was not a reply to lir, Bsldwin's speech,

The Baldwin speech was cociliatory in tome and terms and it would have been
an unwarramed anl tactless act on I, Poincare's part to have made any such
reply to it as that of the speech at Senlis,

lir, Poincare on July 22nd, 1923, spoke at the dedication
of a monument gt Villers-Cotteretss In his speaech he avoided all reference
to the British draft notes He however replied directly to Lloyd George who,
speaking recently before the House of Cormons, had said that it was amusing
to note that France, while accusing Germany of huge expenliture for internsl
impromements - canals, railways, etce, @tc., should have spent emormovs sums
herself on what conld be called the reorgenization of her devastated regiors
rather than their reconstruetion, Lloyd-George stated that France hal made
capitel out of ome devastated province to the extent of completely reorgenis-
ing har northemn indvstrigl territoyy anmd English industrizls would mow find
there improved railroad facilities, deepened cansls and factories re-equipped
with the most modern of devices, He concluded by a warning that a settlement
of the Ruhr enmd reparation questions wounld not remove the difficulties facing
Enclend and thet on the catrary their solution would £ind Great Britain
. faced with two compatitors better equipped at the present time than England.

Poincare accused Lloyd-George in these statements of
®iniguitonsly confusing the positions of Frame and Germany"., He asked whether
German exveniiture (commercial fleet - railways, new canals, ete, ) since the
war had been fo r reconstruction purposes or for reasons of industrial improve-
ment. He esked also whether Germany used availsble funds for these works
or whether she effected them at the expense of Allied eredit., As to Lloyd-George's

statement regardingthe installation of modern machinery and appliances in
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restored factories, Poincare demprded wiether it was mot as unjust to blame France
for not having rebuilt her factories after the old models as to expect her to

add to her ruin the prohibition of all progress. He made reference to the

German publicatioms tregating with the various imdustries to be destroyed and

the detriment that this organized destruetion would prove to be to French industry
vis-a~vis German industry. He alded that Lloyd-George had these publications

in 1919 when the Treaty was drawm up and he gm@stiored whether it is possible

that he hadl read them amd fo reot them, In referring to war damages, il

Poincare stated that lshor wss obliged to emigrate during the reconstruction
period and that "in certain locelities emigrants are counted by thowands™,

He glso said "jar damages suf fered by spindles for combed wool and carded wool

are very important, Germany will be in a position to resume her full cspecity

of prwdunction for woolen spinning at least one or two years sooner than France™,
He then went on to say "o matter what may be the vitality of Framce, her
recuperation thus retarded aml dnlled by German intent does not menace tie
economic powar of any other nation aml our friends wonld be better prompted

in choosing less remote stbjects for their disquietude, Why did they not go

into the Ruhr with us? They would have understood better what are tie real
dengers of tomorrow, They could mot fail to find in the redombtable orgeniza-
tion of Gemen industry real reasons to disturb them™,

The French linister of Public Works, 1, Le Trocquer, made

g statement on July 14th which has attracted comment in the Press. He said in
briaef:

"Before the occupation the Ruhr furnished us fram 300,000
to 350,000 tons of coal per month, little compared to our monthly
needs of 5,000,000 tons. French national coal production was
2,700,000 tons per month in 1922 anl hes now increased to
3,500,000 tons, or an increase of 800,000 tons per month, By
increasing the Saar output by 100,000 tons per month this gives
a total monthly increase over 1922 of 900,000 tons. He considers,
therefore, that although the Ruhr now gives only 225,000 tons per
month, t'e situation is not rmch less satisfying, for by effort
France by her own mines ¢en hold her own as long as may be neces-
saxy anl from now on eny increased output of the Ruhr will permit
France to reduce imports, Without counting the putput of the coke
ovens of the metal industry, the tomnage distributed to consumers
last year can be estimated at 380,000 tons per month, To-dgy the
monthly average is 511,000 tons, a 507 increase over 1920 and 1921.
I have personal ressoms for looking confidently to the future as
far as coke is concermed, Speeking modestly I can state by abso-
lute certainty thet as long as Germany's attitude obliges us to
remain in the Ruhr we will maintain without variation the coke
tonnage distributed to our industries,™ He then said that these
ficures show that industrially France is campletely at her ease
ani while her Blast furmaces are being re-fired, her pressure upon
the Reich is resulting in the German metal industry being placed in
2 misersble position, "Ihe gare is wan for us becamss the industrial
power of France has increased aml has become more independent over a
difficult period during which we were obliged to make Germany capid-

nlate. We heve seized metallurgicsl products, precious gages whose
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‘ "yalue reaches many hunired of millions of gold markse We have not

yet reclised these, but this is a real wealth which is increasing
every day, A4dd to these seizures of marks requisition of products,
such as tirber anl dyestuffs anl you will understani that we have
the richt to sgy that we have in hanl genmine proluctive guaran-
teesy Besides there are the railways, tiey constitute a guarantee
singularly remunerative, for no railwsy in Burope is so pmwductive
as the Bheno-Westphalien line, The nurber of passengers has in-
cressed ten-fold in two months, traffic has gme from 29,000 to
52,000 trainlkilometres a day. J4g22in we can soy we have won the
geme, I resume, we have no cause for haste becaunse owr situvation
in fmwel is excellent and we are going to reduce our coel imports.
The situation in the occupied regions is getting better daily. If
they will only leave uws free to work, we are headed for victory.
Nevertieless, no matter what tiey do, mothing will discourage use
We wish to meke Germeny pey aml to have genuine end solid guvarantees
in hend, The most difficult part has already been done™,

_ Teking up Le Trocquer's statement point by iaoint, the
following are the facts.

Before the occupation of the Ruhr, taking the average for the
year 1922, Germany furnished France 896,000 tons of coel ani coke per month,
(coke in terms of coal:- 3 tons coke = 4 toms coal) anl pot 300,00 to 350,000
tons, The monthly mseds of 5,000,000 tons inc Inde coke; besides the figure is
rather higher than the real consumption for 1922, Average pmduction of France
(including Alsace-Lorraina, but excluding the Saar) in 1922 was 2,610,000 tons
ver month, For tle first five months of 1923, tle aversge production was
2,897,000 tons, (We have no later figures, but can't see ary reason to believe
that there wonld be a jump of over 600,000 toms per month in a month ard a half),
These are French official figures, compiled by lire Ie Trocquer's office, as are
the following regarding the Saar. Frarce received from the Saar in 1922 an
average of 294,500 tons per month, In the £irst five months of 1923, she received
an averaze of 117,000 tons per month, However, there was a strike in the Saar,
but deliveries hegan to increase in llay from almost nothing to 87,300 tons for
that month, (We have no figures for June or July, but it is difficult to believe
that deliveries have already exceeded the monthly average of 1922), Iir. Le
Trocquer is obviously using figures for coal in me place aml coal and col®
together in mother, thus establishing absolutely false comperisans. In this note
coal amd coke are counted tocether, For the first three months of the occupation
of the Ruhr deliveries fell to ealmost nothing, In April they began to pick up
a little. The average deliveries for February, March, April, lisgy and June
amounted to 238,800 tons per month, The deliveries for llgy erd June were 372,400
tons aml 452,770 tons respactively (coks in temms of cosl)s I see absolutely no
reason to believe they will be greater in July; in fact I doubt if they will be
as great, The June figwre is sbout 507 of the 1922 averace, In 1922, Frarce
imported an averace of 428,000 tonms of coke per month, mearly all from Germeny --
reparation account, In Jamvary 1923, she received from Germsny 263,700 tons,
shipped in December and Jamary before tle occupation. In February, lMarch,
dpril snd Mgy she received fram abroed .an average of 226,100 tons per month, of
which 86,500 tons per month from Germeny, Her imports of coke hegve been princi-
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. vally from Great Britain, Belgium, Holland end the United Statese (In lzy &he

received from the U,S, 102,200 tons of cosl am 76,700 tons of coke).

The coke

receipts from Germeny in ligy =md June 1923 were 173,900 tons axi 191,400 tons

respectively, We have no figwes imediately available as to French coke pro-
dvetion, but it is obviowms that Ie Trocquer's figure of 511,000 toms per month
over and above French production is nearly dowle the reality, wmless imports

from Englard and the United States have been emomously incressed since June lst,
France has been increasing her imports of coal to a large extent (particuvlarly
fran Englani and the United States).

these increases:

Importations of @English ani other coals into Germany,

Framce, Italy anl Belgium,

(In thousends of toms -- Coke in terms of coal,)

The figures on the following table ghow

M GERIATY FRANC JIo4LY BELGIUM
Buglish Total English Total: English Total Imglish Total
Coal Immorts Coal  Imports Coal Imports Cozl Imports
* X X ,

Avgust 1922 1,104,5  2,018,1 869,4  1,477.6 43546 45848 28843 x
September 1,128,1  2,107.,6 895.9  1,622.2 466,0 485,4 27644 x
QOctober 1,096,1 « 2,224.8 1,007,6 1,625.,6 523,4 55l.4 298.4 x
Novernber 70243 1,539,7 1,209,3 1,925,0 59346 x 517.,4 x
December 442,7  1,17049 1,327.4  2,055,5 55149 x 57746 =
Jemvary 1923 645.4  1,505.9 1,205.6 1,926 54241 X 42649 x
Febrvary  1,222.5  2,035.7 1,360,4  1,928.,4 67543 X 24,5 x
larch 2,266,4  3,371.3 1,812,1  2,150,7 788,2 % 61049 %
April 01,915,2 x 1,750,0 x  2,107,0 654,1 % 69943 x

liay 1,900,0 x 1,850,0% 2,416,0 68646 X 70843 x

x Estimated figures based on British export reports.

X No reparation deliveries are included in the total importse In the case of France
most of the imports other than those from Great Britain came from the Saar

ani from Belgium,
* German imports include deliveries from Polish Upper Silesia.

There will be noted a rather striking increase in the
French ani Belgian imports from Great Britein for tie three months preceding

the Ruhr occupatione
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. R Obviously, the intent of Le Trocquer's statement was pure
propaganda, L'Oeuvre had an article on the "Strange Calculations of I, ILe
Trocquer" and similar articles appeared in other French anl British papers.

Qn July 26th, Mr, Beldwin, when speaking before the Glasgow
Conservative Club, made the followinz statementss

"luding to foreign exchanges, lir, Baldwin said that
the first essential step to be taken to stzbilize foreign
markets was the settlement of the reparation question with

Germany, "
Referring to the Ruhr occupation, he said;

"The kind of occupation which is at present in force in
the Ruhr is exactly the same in intermatioml trade as if you
inserted the blade of your penknife into the works of your watch,
The whole intermationsl trade is a mechenism of extraordinary de-
licacy. 1Its function hefore the war was in such perfection anmd
with such sbsence of friction that few except those who occasionally
had especial knowledge of it were aware of its existence. People
are learning now at 2 gigentic price the elements of aconomics in
foreign excharge, The effect is that throughout Central Europe
the currency has gotten into such position =nd exchanges are of
such g natnre that there will be increasing difficulty in making
arrangements for pgyments abroad and conducting the elaments of
international trade, It is not so mweh that we have suffered
owing to the confusion in Central Europe as that we are beginning
to suffer., Unless an end is brought to the existing state of
things the time will come when it will be guite impossible for
repayments to be made from Central Europe for the ir import trade,
with the obvious rssult that there will be a corresponriing shortage
of the credits available in the reverse direction,s You will get
o check, an increasing check and a break in the whole of the in-
ternational trade that vsed to be dme both ways in that direc-
tion. The obvious result will be that the greatest suffering
will sccime to-cointride like our own that are depenient not only
upon their general trade but ultimately anl in the chiefest degree
on their export trade, Until some form of financial stability can
be obtained in Germany theye will be no reparations for anyont....
Whet the results of our first efforts will be to bring asbout the
settlament of reparations I cannot sgre I would only repeat here
that no effort on the part of the govermment will be spared to bring

gbout such o settlemenb.ccecescccsccsncsscccscccncccnannnns "

As Washington has a copy of the British draft reaply to the
Germen note, it spreers unmacessary to make any detsiled referemce to its con-
tents es confidentially commmicated to us here, oz the whole, we are informed
that the proposed British reply was fairly favo rably received by li, Poincarey
However, M, Poincare was irritated by the rather casual implication of Great
Britain to stop ™passive resistance" providing the balance of the British
terms were accepted by the Fremch, 1, Poincare felt that if the British were
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‘ in a position to stop ™passive resistance” it was clearly thair duty to do it
and mot incumbent upon them to attach terms to that acte The fact that the
British proposal contained no direct reference to interallied debts except
providing that such qwstions conld be taken up at a later date was displeasing
to I, Poimare ani 2lso to the Italians,

' The French reply to the British note is understood to be
conciliatory in tom@e It is understood to express courteous agreement with
the British views as to "the necessity of economic stabilization", ™normal trade
relations™ etce On specific points it expresses dissgreement amd on other
points reqmsts additionsl information. In other words, the French reply is
ohviously framed to prevent any rwpture of Franco-British relations and to keep
the gwestion in negotiation until France gains her Victory by forcing Germany
on its own initiative to give up passive resistance,.

The Belgian revly on the main points, it is uvnderstood, will
not vary much from the French reply, vize no conversation with Germny until
passive resigtance ceases and evacuation of the Ruhr only as Germn pgyments are
made, it is asserted there is mo divergence between the French amni Belgian notes.
Belgium, however, is understood to be ready to make concessions on the border ques-
tion of reparationse Belgium claims that her position is different from France's
"in thet she is not burdened with debts to Great Britain anl tl® United States™
ani therefore not concerned like t'e Fremch to keep the C bomls as an effective
part of Germany's liability until it is kmown rrecisely how much will be demanded
from France, A4ltogether Belgium has no reason to object to the nomination of a
comnission of experts anl to a certain extent is committed to technical measures
of control of German finaces and a system of economic guarantees which were sent
to the Allies, The position of Belgium is most difficult, From all sides we
gather that the Theunis Governmant feels forced to follow the French leed, but
is uging all its influence to prevemt any Franco-British rupture, W understand
that 1l, Theunis is continuing to exercise every pressure to bring about a meeting
between lir, Bgldwin amd 1, Poincere., M, Theunis has proposed that such meeting
be cmfined to 1, Poincare aml Mr, Bgldwin, feeling that by eliminating himself
from the meeting it would furnish an excuse for eliminating 1, Imssolini, whose
presence at such a meeting in the present extremely delicate position, he con-

siders hgarmful,

Faithfully yours,

JAL/DS 7‘,__ G . L'“'\

The Honorable

Benjamin Strong

Governor Federal Reserve Bank of I,Y,
Tew York City,.
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Paris, 17 August 1923.
18 rue de Tilsitte’

Personal & Confidentiale

My dear Ben:-

We enclose copies of the following inter-Allied carres-

pondence concerning the development of the reparation controversy during
the period June 13 to August 11, 1923, as reproduced in the Press and

collected from various sources., This correspondence is based on the
German proposal for settlement of June 7, 1925, addressed to the Govern-
ments of the United States of America, Great Britain, France, Belgium,
and Italy, viz:- ‘

Annex "A" - The British Note of Jume 13, 1923, addressed to
the French and Belgian Ambassadors in London.
Referred to as the "British Questionnaire",

Annex "B" - The French Note dated Jume 14, 1923 (but which
on account of the Belgian ministerial crisis was
not handed to Lord Curzon until July 6), address-
ed by the French Ambassador in London te the Brit-
ish Govermment, The French reply to the British
Note of June 13, 1923,

Amnex "C" - The Belgian Note of July 3, 1923, addressed by the
Belgian Ambassador in London to the British Govern-
ment, The Belgian reply to the British Note of
June 13, 1923.

Annex "D" - The British Note of July 20, 1923, addressed to the
French, Belgian, Italian and Japanese Ambassadors
in London. A proposed draft of a reply to be made
by all the Allies to the German note of Jumne 7, 1923,

Annex "E" -~ The Belgian Note of July 30, 1923, addressed by the
Belgian Ambassador in London to the British Govern-
ment, outlining the attitude of the Belgian Govern-
ment to the proposed British reply to the German
Government (Annex "D").

Annex "F" - The French Note of July 30, 1923, addressed by the
French Ambassador in London to the British Govern-
ment, outlining the attitude of the French Govern-
ment to the proposed British reply to the German
Govermment (Annex "D"),
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Annex "G" - The Italian Note of August 2, 1923, addressed
by the Italian Ambassador in London to the
British Govermment, outlining the attitude
of the Italian Government to the proposed Brit-
ish reply to the German Government (Annex "D").

Annex "H" - The Japanese Note dated Au gust 3, 1923, addressed
by the Japanese Ambassador in L ondon to the Brit-
ish Govermment, outlining the attitude of the
Japanese Govermment to the proposed British re-
ply to the German Govermment (Anunex "D"),

Annex "I" - The British Note of August 11, 1923, addressed by
the British Govermment to the French and Belgian
Ambassadors in London, being the expression of
the British Government's disappointment at the
replies of the French and Belgian Govermments.
(Annexes "E" and "F").

The British Govermment has just issued a White Book and
the French Govermment a Yellow Book, which give the full text of the Germmn
note of June 7, 1923, and all the correspondence between the Allies up te and
including Aucust 3, 1923; in other words, all of the annexes enclosed except
Anmnex "I", As soon as copies of the White and Yellow B ooks are secured they
will be forwardede.

The Cuno Government in Germany fell on August 11, 19235, and
was succeeded by the Stresemann Governmente The advent of the Stresemann

Government has occasioned some optimism in Germany. However, all reports
confirm the faect that the intermal situation in Germany is critical, and how
long the spirit of optimism can last remains to be seen, Rumors are rife of
an early attempt being made to separate the Rhineland Provinces from the
German State, On August 14, 1923, Dr. Strescmann made a speech to the fol-
lowing effect in the German Reichstag:

"Having paid a tribute to the work of his prede-
cessor, Dre. Cuno, the Chancellor went on to emphasize the
Parliamentary character of the new Cabinete There were,
he said, strained relations at home and abroad, and new
decisions would have to be taken. There was need for the
union of all constitutional parties, and he appealed for
that support independently of the party aspects of the
new Government. He warned foreign nations not to assume
that the present change of Cabinet was a sign of weakmess,
Just as the new Cabinet had been given the broadest Par-
liamentary basis of any so far, it should be the strongest
in opposition to any idea of the violation of Germanye.

Its success would depend upon the cooperation of the whole
country and while it was not unappreciative of local
particularism, fusion into uwnity was never more necessary
than now.
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. "In a warning passage directed to the Communist ben-
ches, Dr. Stresemann declared that those who imagined that
the present dircumstances gave them the right to combine
for the purpose of undermining the constitution would find
themselves confronted by the inflexible will of the Goveran-
ment to oppose violence with all its mighte The Government
had the means and fully intended to use them. It relied
upon public opinion to support it in maintaining public
order and security, since in a democratic age fights could
only be won by public opinione In parenthesis, the Chan-
cellor extended the same idea to the Ruhre. Hitherto, he
saidy the entire public opinion of Germany had ranged itself
with one accord against the violation of German rights om
the Ruhr and Rhine, Had Frarice and Belgium the support of
their public opinion to the same degree?

"Dr., Stresemann next went on to refer to the British
reply to France. How deep the sense of the injustice done
to Germany must be, he declared, when the British Note to
France brought this injustice publicly before the eyes of
the world in spite of the close relations of the Allies to
one another. The passive resistance of the German popula-
tion had its decpest roots in the comsciousness of its just
rights, which were now unequivocally recognized by the Bri-
tish Governments And though a solution of the Ruhr and
Rhine question was not to be immediately anticipated as the
result of these observations of the British Government, they
might assume that this manifestation of the British view
would not remain without echo in France and Belgium.

#"The Government, for its part, was gquite willing that
the legzalipy or illegality of the Ruhr occupation should be
submitted to an International Arbitration Court, and did not
doubt that any impartial decision would give back to Germany
the control of the Ruhr areae. They desired only to return
to work in the Ruhr, but work and fréedom were synonymous
terms. On the day on which control over the Ruhr were re-
stored to them all parties would strive to put an end to the
paralysis of this vital nerve of German industrye.

"Here Dre. Stresemann reiterated the conditions laid
down on former occasions on which Germany would abandon
passive resistance - the return of control to German hands,
the restoration of Treaty conditions on the Rhine, the
release of prisoners, and the repatriation of fugitives.
The restoration of normal conditions was also, he added,
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‘ "a necessary preliminary to the resumption of deliveries
in kinde

"Nevertheless, there could be no greater mistake
than to take the British Note as an excuse for political
lethargye They did not amnd could not know what political
consequences would ensue from this Note, or how and when
they would be visiblees Political activity was demanded
of them, but the best foreign political activity that
they could develop was order in the conditions at home,

"furning to home affairs, Dr. Stresemann outlined
the measures of taxation and loans for the purpose of
reorganizing German finance, and exhorted the country
to do its utmost to meke the gold loan a success so0 that
the progress of inflation might be stopped. It was
the only means by which this could be achieved. He also
foreshadowed measures for hastening the dispatch of food
supplies to the larger towns, and appealed ta the agra-
rians to increase production. While he was far from
regarding the food question only from the point of the
consumer, he declared war on all those who should jeopar-
dize the feeding of the people and the restoration of
healthy economic conditions.

"In an interesting passage Dr. Stresemann touched
upon the demands of the workers for "real wages" with
which he exmressed sympathy in view of the present de-
velopmentse But he uttered a warning to those who
thought that they could take the flourishing and pros-
perous Germany of pre-war days as their basis for calcu-
lating wages nowe If industrial wages were over-strained
there was a danger of Germany being umable to compete in
the world markets, and therewith would disappear the fa~-
vorable trade balance upon which depended Germany's abil-
ity to meet her international obligations and maintain
stable economic conditionse

"This passage brought forth a great storm of protest
from the Communists, which Dr. Stresemann mockingly as-
cribed to their disappointment at the failure of their
proposed general strike, In conclusion, he said that it
would be the task of the Reichsbank to support the Gov-
ernment in its economic and financial measures, a remark
that was taken in a good many quarters to foreshadow a
change in the personnel of the Bank."

During the last two weeks the fall in value of the French

and Belgian francs has been most markeds Considerable evidence has ex=-

isted of exports of capital from Belgium, due to lack of confidence in the
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Belgian frone which resulted in the adoption of stringent regulations in
Belgium concerning the control of foreign exchange transactiouns. In addi-
tion, the Belgian Govermment appealed to the French Govermment for support
for the Belgian franc. It is understood that certain measuwres have been
taken by French banks to this end, but we have no detailed information as
to the character of suport given, The most extraordinary articles, which
are not distinguished by any love for Great Britain, have appeared in the
French Presse It is stated that British machinations in some way account
for the depreciation of both the Fronch and Belgian francse It is pointed
out that when ll. Poincare took office the franec stood at 52 to the pound;
it is now about 83 A decided anti-British feeling is t@ be felt every-
where in France.

It is reported that both the French and Belgians intend
replying to the British Note of August 11, 1923 (See Annex "I"), It is
stated that the replies will be separate and that they will be despatched
within the next few dayse. The nature of these replies can be easily fore-
casted, and will, in our judgment, contribute little towards the desired
settlement. They, however, will have the advantage of continuing the ne-
gotiations and thus prevent any immediate danger of a rupture in negotia-
tionse

Faithfully yours,

7&-— . hy— G

JAL/AJG

Encls, 9.

The Honorable Benjamin Strong,
Governor, Fecderal Reserve Bank of New York,
New York Citye
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Paris, 18 rue de Tilsi tte
7 September 1923,
Personal & Confidential

liy dear Ben,

M, Theunis, the Belgian Prime Minister, has been

using every effort to bring about a meeting between lMr, Baldwin, who is
now at Aix-les-Bainsy and i, Poingaré. The Yrench tell us that M, Poincaré
expresses every willingness to meet lir, Baldwin and to talk over asolution
based on the premises of the past French position, Sir John Bradbury tells
us that Mr. Baldwin considers it useless to have any conversations without
some intimation from lir. Poincaré that the latter is prepared to modify his
past position, Under these circumstances all are extremely doubtful of any
meeting at this time.

In the meantime the program of the Stresemann Government
for stabilizing the mark has evaporated, The mark today is about 40,000,000
to the dollar; in other words, a fall of about 37,000,000 marks since Herr
Stresemann took the Government over from Herr Cuno, In a speech on August
31 before the Germsn Gongress of Industry and Commerce, Herr Stresemann made
the following reference to the internal and external policy of the Reich, viz:

"In the first place he protested against the accusation
that Germany has herself brought about her monetary collapses
He would regard the statesman who deliberatedly adopted such
a policy as the agent of a erime against his country,

The Government of the Reich would not hesitate to seize
the very substance of Germen wealth, The Chancellor was
confident that the industrial circles, whose representatives
were listening to him at that moment, would give their assis-
tance at this juncture not merely under constraint, but in
the conviction that such a measure was inevitable,

The Chancellor believed, moreover, that no reform of
Germen finance could be carried through until external
problems had been solved, The French Premier had maintained
that the occupation of the Ruhr was;a necessary means to
compel Germany to execute her obligations, which she had
hitherto evaded, On the questions of law and equity reised
in this connection, the Yermem people, strong in its good
faith, was ready to submit to the decision of an impartial
tribunal. As to the deliveries so far effected, Germany
had recently had the satisfaction of noting that their
total amount had been estimated, after an impartial examina-
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"tion, at a high figure than the sums credited to her
by the Reparation Commission, The Institute of Econo-
mics at Washington found, indeed, that from the Armis-
tice up to September 30, 1922, the total of Germany's
deliveries in kind amounted to at least 25 or 26
milliard gold marks, The Germen Government considers
that its total deliveries exceed 42 milliard marks.
The world was not looking to statesmen for a sterile
controversy on the past; the path of the future was
the one which would lead the nations to live amica&bly
side by side, and which, in place of the present finan-
cial chaos, would bring back that unwritten universal
commercial regime which is the bads of international
trade.

The last British Note contained some very remar-
kable suggestions, which pointed to & practical solution
of the problem,

Monsieur Poincaré, at Charleville, had also indi-
cated a pracgtical solution as the ultimate object of
his policy. The means to this end was to claim con-
crete pledges by way of security for the German repa-
ration deliveries, On June 10 and 12, 1923, the French
Government issued instructions to its Ambassadors in
London and Brussels, in which the concrete pledges men-
tioned were the guarantee of the Germsn railways and of
German industry, and the seizure of the German customs,

The principle of effectual guarantees to be given
as security for the Germen deliveries was implicitly
recognised in the Memorandum published on June 7 last by
the German Government, in which the taxing of Germéen
property and industry was contemplated, but, to the
Government's great regret, meither the Allies mnor any
single Allied Power had so far replied to this proposal,
They themselves, knew, however, that the offers contained
in this Memorandum represented the maximum effort of
which the German people was capable, They exceeded,
indeed, the value of the guarantees fixed by the Treaty
of Versailles, and immediately sacrificed as guarantees
the last resources which German private industry could
still consderate to its development,

The French Government had made many allusions to
Germeny's economic strength. We read in the Yellow
Book that the true wealth of Germany was not destroyed
and that her real resources and tax-paying capacity,
which lay in her industry, would remain intact in the
years to come, Now, it was a well-kmown fact that this
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"was an overestimate of Germany's economic strength,
and, that moreover, the alleged high profits of Ger-
many, as represented by the difidends paid by our
joint stock companies, were absurdly low - to take

an example, the dividends in the last financial year
of the Deutsche Bank did not amount to the price of a
tram fare in Berlin, Admitting that there were poss-
ibilities for the future development of German industry -
and he did not dispute it - it was necessary for the
Allies, after accepting the principles of the German
lMemorandum, to examine, conjointly with Germemny, a way
to make this last remaining resource the pivot of the
guarantees for the German reparation debt,

The present Government adhered to the offers made
by the preceding Government, For the freedom of Yermn
soil, the safeguarding of her sovereignty, and the con-
solidation of her position, the Government would not con-
sider it too great a sacrifice to offer, as a productive
pledge for the execution of Germeny's obligations, a part
of the ecanomic wealth of Germeny, If the French Govern-
ment would sincerely renounce its idea of obtaining con-
crete pledges as guarantee for the Germsn deliveries, after
a moratorium, it would certainly be able to find a2 basis of
understanding with the German Government.

But no distinction must be maintained between fe Rhine
and Ruhr on the one part and the Reich on the other part,
The seizure as pledge, even though temporary, of the Ruhr
territory and the taking over of the railways in Rhineland
and of private property and mines on the Rhine and the Ruhr,
upon which documents 23 and 25 of the Yellow Book relied
could not be regarded by Yermany as a possible basis for
the solution of the reparation question,

This particular way of solving the reparation problem
raised all the political difficulties as to international
relations with which the occupation of the Ruhr and the
Rhineland gquestion was fraught,

In Germany, there could be no international settlement
of the Rhineland question. The Rhinelanders had, within
the framework of the Reich constitution, the right to choose
in what form they elected to live within the Reich, and up
to the present, to go by the statements of the German elements
in Rhineland as a whole, they did not desire to modify in any
way their traditional loyalty to the Reich and Prussia.

The measure of Yermany's economic productive capacity
might be & matter for negotiations and compromise, but the

uesti G
q on of the Ugppan Rhineland was no matter for compromise,
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‘ "but a vital question: for every Germen worthy
of the name and for every German party, it consists
of preserving a Reich united within its frontiers,

He noted with satisfaction the French fremier's
assurance, in the documents published by this Goverm-
ment, that he was not pursuing any political motive,
end had no ulterior aims of annexation, This statement,
however, was not consistent with the solutions proposed,
sos long as the Rhine and Ruhr were, economically and po-
litically, under an exceptional regime, and so long as a
barrier was thus opposed to any practical solution which
Germany might accepte

If the political motives contained by implication in
the notes of the French Government were to disappear before
a mobilisation of economic resources, in which the Reich
would join with &ll its industrial strength, the way would
then be clear for the practical solution to which the
French Premier referred in his speech at Charleville,

For the German Govegnment to build on the disunion of

the Allies would be policy of "muddle-through". Germany
confined hersélf to hoping that by means of discussions
among the Allies, and also between the Allies and Germany,
it would be possible to reconcile the just demands of the
creditor States with such possibilities of economic ex-
pansion as would ensure to Germemy that very right to exis-
tence which the French Premier claimed for France.

The Chancellor concluded by pointing out the necessity
for solidarity between the nations., In the domain of poli-
tics, social and ethical, the war and the revolutions arising
out of it have caused serious internal disorders in all the
nations« The influences which were at work among the popu-
lations were fermented by the state of insecurity against
which the entire world was struggling. If the nations could
meet in a common aim, that aim should be to preserve the world
from further convulsions and to bring about a state of inter-
nationsl co-operation and goodwill,

He was proud to assert that the German people were filled
with a profound desire for peace, order and liberty, They
are now doing their utmost to realise this desire. He hoped
for a response to their appeal to those statesmen more power-
ful than themselves, upon whom they called to restore the old
order or things, For the solution of the pressing questions
now &t issue did not, in the long run, concern Germany aloge,
The security of the genmeral kultur of the nations was at stake,
and in its final choice of a solution Europe would show whether
it had decided for peace, progress and civilization, or for ruin
and chaos",
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. I had an informal conversation yesterday with Sir
John Bradbury who has just returned from Londone. IHe told me that, in
the judoment of tle British Govermment, the possibility of getting any
cash reparations or any deliveries in kind out of Germany, even provided
the latter today "bowed down" to the French, was over for a long period
of time, Three or four years' moratorium would have to be accorded, and
Germany itself could not be put on its feet (i.e. pay reparations) without
preliminary assistance of the London and New York money markets. The
intervention of the money markets would first be required to support a
gtabilized German currency and then loans would be required to balance the
German budget. ZHe expressed the opiniom that neither lNew York nor Londom
would, or should, lend support to the mark or make any advances on German
budgetary account without the soundest of termasn securities and the solemm-
est of promises on the part of Franoe to refrain from her past policy of
interference in German economic am financial life, He said that neither
London nor New York would, or should, until their first loans were repaid,
advance one cent to Germarny on account of reparation payments, He said
that the present position of the French was impossible and hothing was to
be done with them for the time being. He intimgted that his uovernment
intended following a policy of non=-interference up until the time when the
French would be "forced to pass the hat™ at which time France would also be
forced to accept certain of the British conditions before the London mgrket
would participatee.

In Sir John's Jjudgment, the Germen Govermment would not
be in g position to continue feeding the idle population in the occupied
territories for a much longer periode He said that the French theory, that
the stopping by the Reich of the feeding of the idle population would force
this population back into production and to self-suwpport, was fallaciouse.
Existing stocks of raw materials and working pit-head stocks of coal within
the Rulr had been depleted; it would take many months to re-establish the
same; the prosperity of the Rulr Basin was to a great extent dependent on
the prosperity of its economlc hinterland -~ non-occupied German territory.
Wwith the hinterland economically and financially demoralized, as would be the
case when Germany stopped feeding the idle population of the occupied areas,
the French armies of occupation would find themselves for months to come
occwying a densely populated starwing area, and would haveno other optiom
than to themselves feed this same population, the expenses of which would be
an unbeargble burden in the present Fremch financial position. While not
entirely adopting the faregoing Bradbury thesis, there are nevertheless
certain pointas in it which are impressive.

The Commigsion has Jjust received a cmfidential telephone
commmnicgtion from lI, Haguenin, the Commission's Chief Permanent Delegate in
Perlin, to the eifect that the latter intends coming to Par is within the next
three days to presant informmlly to the Commission ®certain considerations
which Herr Stresemarm has asked him to informally present to the different
Delegates™. e have no detailed information as to the importance of the
Haguenin vigit, but it is generally felt that Herr Stresemann has some plan
of settlement on which he desires to und out the Commissione Ms Delacroix
attaches a somewhat optimistic significance to the Haguenin visit, but ex~
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pressed himself as being fearful of the British attitude in the event

of the Stresemam proposels containing anything which would be acceptable
to the Freuch and Belgianse If anything really important develops from
the Haguenin visit we will cable it.

M. Delsoroix has just informally ami confidentially
handed us the enclosed memprandum (Exhibit A) which he sald coamtained his
personal views as to @ possible intervention of the United States in the
rep arat ion guestion. When he handed it to me he made no reference to my
transmitting it to Washington. He did give me the impression that he
himself was giving some ciroul at ion to the papere I purposely left him
with the impression tmt ny understand ing was that it was a paper he had
given me which might be of personal initerest to me alone.

.The salient point of his plan is at the end of the
memo randum under the capt ion "Intervention of the United States™. To sum up
brieflys M. Delacroix' thems is that the United States Govermment should
itself forthwith set up a body of experts to investigate and determine the
amowmts and means of collection of its foreign debtse An investigation of
this character would in turn necessitate an investigat ion of the credit
sides of the ledgers of the foreigm creditors which, in turm, would force
a determination of the sums due each country on accownt of reparat ions from
Germeny. Obviously, such determingtion could not be made without these
same experts investigating and passing judgment om the total amwnt of money
recoverable from Cermary on reparation zccount« In other words, under the
Delacrolix scheme, the impartiazl Awerican experts would by this indirect
metho d effectively fix the total German reparation bill, at a figure which
could not help but be accepted by Europe as an impartial and just finding.

Dur ing the last few weeks certain portions of the more
congervative European Press have been making references to "a solution™ bas-
ed on the genergl lines of the Delacroix schemee I, therefore, take it that
Mo Delacroix has been doing some "missionary work" on this plam. On the
foregoing account, I feel that it is of interest to transmit the foregolng
informat ion anl a copy of the scheme, While the scheme itself has points of
interest, it is obviously unsound and impossible from our American angle,

Faithfully yours,

JAL/AT: 7‘-—~ G- foog 0

Enclse. 1.

The Honorable Benjamin Strmg,
Governor , Federal Reserve park of New York,
Tlew York Citye
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Paris, 18 rue de Tilsitt,
14 Septemher 1923,

Personal & Confidential

My dear Ben,

M, Delacroix has just recently informed me that during
the latter part of the week beginning September 7 Herr Stresemann called
the French and Belgian Ambassadors in Berlin to a conference, and informed
them that the German financial position was rapidly becoming impossible,
and that his Government was having great and increasing difficulty in fin-
ding the money for feeding the idle population in the occupied areas,
According to li, Delacroix, Herr Stresemann said that on the foregoing
account he was disposed to consider taking measures to forthwith stop
passive resistance provided the French and Belgian Governments would submit
conerete demands not infringing on the territorial integrity of Germany,
Herr Stresemenn stated that he was disposed to offer as an immediate gua-
rantee of good faith on the part of the German Govermment, and as a2 partial
reparation payment, a 30 per cent share in all German industrial undertekings,
According to I, Delacroix, Herr Stresemann explained that due to the prewarious
political situation of his Government it was impossible for him in the present
temper of the German people to himself propose any definite and necessarily
radical plan of reparation payments which would necessarily involve a tremen-
dous increase in taxation and remain in control of the German Government.
Herr Stresemann therefore confidentially proposed that the plan be formulated
and ostensibly forced on him by the French and Belgian Govermments. He explained
at the same time that he could only preserve his internal position by stopping
passive resistance coincident with his acceptance of the proposed forced Franco-

Belgian plan,

M, Delacr oix in this same conversation stated that in his
opinion i, Poincaré had no definite plan to offer and was reluctant to pro-
pose one at this time, as any practical plan which could be proposed would
be so far short of the French people's hopes that it would seriously prejudice
M, Poincaré's internal French position. In M, Delacroix' view i, Poincaré will
probably be forged to await further German disintegration, with the idea thet
the Yerman Government which might then happen to be in power would be forced as
& last resort to unconditionally and formally give up passive resistance without
any prior commitments as to any reparation plan, I, Delacroix was far from
being optimistic of any fruitful and immediate results being reached in the
course of the present negotiations, which have been given so much publicity

in the Press,
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M. Barthou in a subsequent confidential conversation confirmed
the main lines of what M. Delacroix hal stated. M. Barthou, however, hoped
that the situstion would be clarified after the Stresemann speech of Sept-
ember 12 (see below), which had not at the time been made, and the expected
reply to Herr Stresemam's speech by M. Foincare at Boulogne on Septenber 13.
As a matter of fact, "« Polacars in the spsech which he made ab Boulogne on
September 13 omitted all reference to the Stresemamm speech of Septerber 12.
M. Barthou now tells us that while M, Poincare was far from willing to ac-
cept the Stresemam thesis as outlined in Herr Stresemann’s talks with the
French Ambassgdor and subsequently in his Sep temperl2 speech, he , M. Poin-
care, purposely refrained im the Boulogne speech from a public rejection
of it as he felt that Herr Stresemam was trying to spproach the rrench
point of view, and that a curt rejection at this time would only serve to
emparrass Herr Stresemamn's efforts for a settlement. NM. Barthou stated
that in his opinion the Reparation Comnission would be called upon within
the next few weeks to elgborate a reparation plam. IHe was worried about
the internzl Germen political situationes There are many rumors, and appar-
ently some growmds for the belief, that the Stresemam uovermment will be
short-lived. It is impossible at this moment to make any forecast as to who
will tske over the Govermment in the event Herr Stresemam falls and the
form of the new Govermment. On the foregoing account K. Bartlou (and prob-
ably M. Poifncare) is anxious that some basis of conversation be fowmd with-
out delay s¢ that the position of the Stresemam Govermment can be protect-
ede "The French Press in the last few days evidently under the inspiration
of the Quai d'Oraay, are referring to the "Poincare victory" as evidenced by
the "great concessions™ and "path to surrender" evidenged by the recent Stre-
semgun "concessions to the French point of view". This inspired newspaper
corment is evidemtly designed te prepare public opinion to face some new
French Government tactics if possible developments in the situation reguire
a change from past tactics.

Sir John Bradbuwry in s recent confidential conversation ex-
pressed himgelf as being out of patiemse wi th both the Cermm amd Franco-
Belgian positionse In his judgment "Herr Stresemamm is much more of a
politician than statesman", and that "the Stresemamn effort today is teo
effect a Franco-German line~up against the British reparation interests, as
well as against all outstanding interallied indebtedmess™. Basing his argu-
ments on economic principles, he ridiculed the practical reparation payment
value of the German 30 per cent. offer of partlcipation in their industry.

He also ridiculed eny other form of repsration paymemts that the Germam
Govermment would be able ‘to effect in the immediate future. He restated

his hope that the British Govermment while taklng the position of sympathe-
tically approving all efforts at direct Franco-German negotiations and agree-
ments would nevertheless hold to the past thesis: that in the end Germany can
only be protected from financial snd economic chaos by the active interven-
tion of London and Wew York banks in swport of a stabilized Germsm currency
gnd in = loam for bulencing the Germ@m budgete In hls opinion, neither sup-
port nor theloan would be forthcoming unless based on the soundest and

mo st business~like premisess In his Judgment, France would finally be forced
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to accept this basis, and them progress could be made., He was, however,
extremely pessimistic of the ability of the present German Govemment to
hold out and was fearful of the social and economic comseyuences which

might follow if the extremely radical Germg elements were to take over
power in Germarny on Herr Stresemann's falle.

As concerns the meeting between lir. Baldwin and M. Poin-

care vhich is now schedul ed for September 20th or 2lst in Paris, Sir

John Bradbury stated that this meeting was in no gense of the word “officisl",
q that there were no commitments on e ither side to discuss ary of the outstand-

ing questions, amd that the meeting would be, therefore, purely "social™"

in chargcter. It is assumed that those responsidble for arranging the meeting

compromised on the "social" form in the hope that by bd nging the two Prime

Linisters together om this basis there might be a chance of some constructive

results, notwithstanding the tenacity with vwhich each holds to his past posil-

tion, as reported omn the first page of our letter of September 7th.

The following is & sumnary qf a speech made by M. Poincare
on September 9th, 1925. This speech followed the conversations of the French
Anbgssgdor in Berl in with Herr Stresemamm as reported om the first page of
this lettern.

nThere appeaer to be abroad, and even in France, people
who find g little wearisome, the repetition of these dis-
courseés of which the object never varies aml of which the
conclusions remsin wchargesble. I shall be entirely ready
to change the thene when France shall have defimitely triumph-
. ed. . Until then neither ridicule nor menace will keep me from
rallying all gol citizems around the Fremch flag".

Themn turning to Germany, he recalled that more than
four years had elgpsed since the sisning of the peace, amd
that Franee was still waiting for Germay to pay whet she
owese Germany had forced France to seize gages, and after
France had entered the Ruhr Germany took an attitude fatal
to her own interests. Instead of co-operating with the
French in the Ruhr, Germmny has spent immense sums to omga-
nize & resistance which she believed would discourage rrance,
but which resiatance Irance has little by little overcoms,
and which now begins to fall of itself. When lMr, von Raumer
or the Finance Minister of the Reich Ir, Hilferdimg affirms
that Germany camnot recover financially until sfter the end
of the struggle in the Ruhr, we cam reply that if that is so,
they are the master of such recoverys They have only to stop
throwing milliards of marks into the Ruhr to encourage the
workers in idleness; they have only to leave the population
free to follow their own inclinations; the population only
desire to work and to reach an understanding with us.
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1. Poincgre then stated.

*] understand gquite well that the new Chancellor,
jir. Stresemam, now offers us other gages tham the Ruhr
and the railroads of the occupied regions. But we like
better the bird in the hand thax the ones in the bush.
The guarantees mentioned do not add axything to the gen-
ersl mortgage gliven by the Treaty of Versailles to the
Allies on 211 the property of the Germen statese We pre-
fer the positive sureties that we have in hand to these
theoretical rights, however extensive they may be. e
will not let go of these sureties against general gages
which may be excellent on paper but the product of which
would elude use We want realities, and we will not leave
'(mtil paidc" L

nAside from this Herr Stresemam declares with insist-
ence that a close collaboration between the complementary
industries of Germany and of France would be ane xcellent
preface to the settlement of reparations and of a definite
peace code. e, ourselves, would szy (is it not so, my
friends?) that the Chancellor puts the cart befors the horse.
Already, during the month o f December last, lire Cumo made me
the offer through his AmbssSador, of conversations with Ger-
nmgn industrials with the view of preparjng agreements with
French industrial s, and it is true that German producing
coal and we producing iron ore, the industries of the two
comtries will one day find it advantageous te reach agree-
ments. But the French ci‘izens who are the most interested in
these proposed economic conventions, have understood that be-
fore they cam be prppared it is necessary to permit the wov-
ermment of the Republic to obtain in the reparation problem,
certitudes and resultse. The guestion which dominates all
others, that which requires our greatest care, is in effect
that of the recovery of our devastated regions. When we
shall see that Germamy is sincerely resolved to settle that,
and to give us as security something other than promises,
we will see with open mind the possibility of concluding
economic treaties. But let Germarny commence by changing
her conduct and by slowing at last her good faith. Let
her renounce equivocations and evasionse Let her decide
once for gll to make serious efforts and to put herself in
position to pay her debts."

"Up to the present we do not notice that her intentions
have been very sensibly modifiedes The tone has changed, and

“after all that is some progress. But the song is almost the
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same« If the German Govermment would re-read the correspond=-
ence of Thiers with Saint-Vallier and Manteuffel it would
better understand how a nation which has the firm intention
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"to liberate itself should and mst act. Germany is
at the grossroads: if she wishes to save herself there
is st111 time; if she persists in her methods she will
bring upon herself catastrophes for which we will not
be responsible.”

Mr, Poincare spoke of the efforts of Germany
to take Verdum. He spoke also the eqrthguake which
has just visited Japan, anmd expressed sympathy with the
victims.

"Then l. Poincare spoke of the reparation problem,
of the duty of Germany to make reperation, amd of the will
of France to obtain her due. If Cermany had not refused
for four years to recognize this she would have spared
herself marny deceptiomns. Germaxy is responsible for the
existing economic distress, the uncertainty due to infla=-
tiom, the fall of the mark, znd the rise in prices.
Germany could have long ago assessed and collected produc-
tive taxes, reformed finance and govermment administration,
stabilized the mark, regularized production, and progressi-
vely freed herself from debt towards the Allies. Germary
feeling herself at the end of her resources is commencing
to take count of realities. But she nurses still some illu-
sions. 'Nevertheless the conditions which we have imposed
publicly are unchengeszblees They have been at numerous
times approved by both Fremch Chambers. It does not depend
either upon the present Govermment or upon any other Govern-
memt to modify them The Germens who believe that the presi-
dent of the Council is more exigeant than his cowmtry and
who hope for his fall are making = false calculation, which
is doubtless inspired by their old habits mnder the Empire.
With us thers is no guestion of master and subject. Ve are
a free democracys. 4 Govermment, no matter what it may be,
is only the interpreter of the sovereign people. Now, never
has the people had a will clearer or better expressed. Of
this will I hear the echoes ringing alweys, not only in the
devastated regions, but yesterday again at the other extre-
mity of ¥rance, in faithful and patriotic Brittary which wel -
comed me so demonstratively. What France wants is to be pzid.
ind she has taken the means to be. She is waiting until she
shall be given satisfaction. It is not she who will falter.”

The following is a translation of a speech made by Herr

Stresemam in Berlin on September 12,1923, which is referred to in this let-

ter:
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nThe megsures put in force by the uovermment, such as
the creation of a bank of issue to put in circulation a
money of wold V@lue will not bring about our salvation.
Frarkness is pr8feragble to illusion. Before the solution

of the exterior conflict the depreciation of the maxk
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"gcgmot be arrested, the recovery of the finances

of the Reich can not take place. It is for this reason
that the new German Cabinet has taken up the task of
solving the question of the Ruhr. It is clear that

this solution cammot be cobtained simply by the cont i-

mgt ion of passive resistance. In addition, my prede-
cessor, Dr. Cuno as he stated a number of times, never
said that our negotiations on the guestion of reparations
shoul d not comuence until after the evacuastion of the ter-
ritories newly occupied. The passive resistance had only
for its object the liberation of the territoryof the muhr.

The degisive point for Germeny is the question of the
sovereignty of the Rhineland and the recovery of freedam
in the territories of the Buhr. We are prepared for that,
to furnish substantial guarantees. The President of the
French Council recently declared that he preferred the
positive gages that Franee holds to rights more extensive
but theoretical. He added that the guarantees that I pre~
pose formpart of the mortgage provided for by the “Treaty
of Versailles. .

Now, that which I propose indiudes the immediate par-
ticipation of private property in these guarantees, and in
conse uence exceeds the provi sions of the Preaty of Versailles.
Also, a mortgage om private property constitutes a gage which
msy be realized upon, while the guarantees provided by the
Treaty of Versailles do note The creditors of the Reich,

I believe, may deem themselves satisfied if first lien mort-
gages on the property of the Federated States =nd on private
property, mortgages covering objects of real value capable
of being rapidly mobilized, are delivered to a consortium of
these creditorse.

In this mamer, france would be in a position to obtain
important payments immediately. This is certainly not a
'theoretical right' nor a 'general guarantee', but a real and
substantial gages. I repeat that these gages permit France to
optain a rgpid realization, and it may therefore be supposed
that the exigencies of France concerning the evacuation of
the Ruhr are satisfied.

To be able to realize this plan Germny rmust necessarily
be put in possessiona f the Ruhr, and her sovereignty over the
Rhineland clearly re-eatablished. If we obtain the guaranty
that the ter-itory of the Ruhr will be evacuated and the Rhine-
land re-established in its old rights, the question of passive
resistznce will be solved.

If we are guaranteed that anyone boram in the Rhineland will
have the right to return, then the possibility of working and
the joy of working will be returned to us.

Federal Reserve Bank of St. Louis
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"I hope in the possibility of such a settlement.
Franoe has repeated a number of times through the Presi-
dent of the Council that she does not propose anmy amnexa-
tion and that she does not think of remaining in the Ruhr.
England has certainly the same viewpoint, Belgium will
welcome the return to mormdl conditions, and we are
convinced that Italy will swport the same view.

For us it is a question of ascertaining if the German
economic situation can sumpport the charges which would
result from such an accord. I understand how critical the
present period is for our finances and our commerce, but
I can state with satisfaction that the persmalities
guiding our ecomomic 1life have offered me their collchora-
tion in the plan which I have just traced and have bound
themselves ‘o centime their ald to effect the desired
paymentse"

Faithfully yours,

7% L

JAL/AJC

The Honorable Benjamin Strong,
Governor, Federal Reserve Bank of New York,
New Yoxrk Citye
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UNITED STATES UNOFFICIAL DELEGATION
E REPARATION COMMISSION

Paris, 5§ December 1923.
18 rue de Tilsitt.

Dear Mr. Beyer:-

The list of letters shown in your letter of
November 20, which you state Governor Strong has received from
Mr. Logan tallies with our record----therefore, everything is
all right. Thanks, very much, indeed, for the attention you

have given to this matter.

Very truly yours,

/
-

-

(i//\,(:f{/ ler WM _ar_ ook

y & [
&{%@y to Mr. Logan.

George Beyer, Esq.,
Secretary to Governor Strong,
Federal Reserve Bank of New York,
15 Nassau Street,
Few York Citye.
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Paris, 14 December 1923.
18 rue de Tilsitt.

Personal & Confidential.

Wy dear Ben:-

I enclose copy of the confidential Report of the Financial
Committee of the League of Nations entitled the "Reconstruction of Hun-
gary™ which I feel may interest you.

The Report appears to be fairly sound; however, there are
some outstanding phases of the question which do not appear in the Re-
port, but which are of decided interest from the investment phase.

Lot wl Cw D e L8 T -

The French today, more or less in support of the Little En-
tente, are trying to insist that the principle of reparation payments be
maintained during the period of the amortization of the proposed loan by
the paynent of small annual amounts on account of reparations. The ¥French,
undoubtedly, have also in mind some fear of the repercussion of the Hunga-
rian arrangement{without reparationsj/on any possible plan of German set-
tlement. In my judgment, there is no connection, and even if there were,
insofar as Hungary is concerned, the banking world would not be justified
in putting up one cent on a loan for Eungarian reconstruction if in turm
one cent of such loan were to be paid out in meeting any Trianon Treaty
charges. 1t would be too ridiculcus.

I am very much pleased with our Govermment's agreement to
"scquiesce in the acceptance by American nationals of invitations extend-
ed by the Reparation Commission to participate in the work of the two pro-
posed committees™. I have great hopes that this will be & real construc-
tive act, and I would like to have your reaction and advice.

A Merry Christmas and A Happy New Year to you.
Faitufully yours,

o

JAL/AJG /
Encl s.

The Hon. Benjamin Strong,
Governor, Federal Reserve Bank of New York,
15 Nassau Street,
New York Citye.
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JAMES A. LOGAN UJr.

Paris, 28 December 1923.
18 rue de Tilsitt.

Personal and Confidential.

My dear Ben:-

As you probably know, both the Reparation Commission and the
League of Hations have been working on a scheme of reconstruction for Hun-
gary based on the general lines of the scheme of reconstruction now in force
in Austria, which involves a very considerable loan, as well as the accept-
ance by Hungary of an outside financial controler, or practically, financi-
al dictator, responsible to the Reparation Commission, the League of Na-
tions, and the bond holders of the proposed loan.

Due to Central European prejudices against Hungary, the plan
to date has met with considerable opposition, and there still remain many
details to be arranged before the plan is really on a business basis. The
arrangement of these details will perhaps take some weeks, Or aven months—-
there is even some likelihood that before anything definite is done the Ger-
man situation must be cleared up.

However, as a preliminary to all of this, there seems to be a
desire from all guarters to select an American to fill the office of finan-
cial dictator in Hungary when the plan is finally consummated. In general,
his functions will be similar to those now being exercised by Dr. Zimmermann
in Aystria. Zimmermann is a big, two-fisted fellow, a Dutchman, who was at
one time the llayor, or really the Business lianager, of Rotterdam. From all
the reports that I get he is doing a good job.

I have been receiving a number of informal inguiries as to a
suitable American for Hungary. Obviously, I don't want to appear in the
matter officially, or even semi-officially, for it is not my direct concern.
On the other hand, such friends of mine as Count B3ethlien, the Prime Minister
of Hungary, Sir Arthur Salter, Chief of the Hconomic Section of the League
of Nations, and iIr. Niemeyer of the British Treasury, have asked my perso-
nal adviee. 1 gather from all that their selection is centering on the name
of Harding, now Governor of the Federal Reserve Bank of Boston. Confiden-
tially, I also gather that Harding has been approached indirectly, and that
he has shown decided signs of nibbling at the bait. I don't know Harding,
but from his reputation he certainly must have all the techniczl equipment
necessary to do a good job. In addition however to technical equipment,
there must be mixed with this the Lualities of a two-fisted man, and above
all, a fellow who will exercise his two-fisted yualities in a tactful and
diplomatic way. Has Harding these qualities? If this yuestion is embarr-
assing to you, aon't unswer the letter, and I will understand. On the other
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hand, if he has these yualities, let me know. Under any and all circunstances
I will not use your name.

The position, if ever created, will be a most conspicuous
one, znd there is every chance for the fellow who gets it making a great inter-
national name for himself. #hile I know nothing about the salary, I presume
it would be somewhat in the neighborhood of that given to Zimmermann, which is
equivalent to about {18,000 per amnum cash, plus a furnished palace to live in,
and, I guess, servants, automobiles, and most of the upkeep of the palace. All
the latter, if translated into dollars, plus the basic salary, would make an
effective and substantial total. The foregoing is, however, only a guess on
my part as to this phase. I don't know how Harding is fixed himself, and there-
fore have no means of judging how important a factor this last phase would be
to him.

Hoping you have had the lerriest of Christmases, and that
you will have the Happiest of New Years, I remain,

Yours,

Fom o b

JAL/AJG

The Honorable Benjamin Strong,
Governor, Federal Reserve Bank of New York,
Kew York Citye.
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18, rue de Tilsitt, =3
Paris. R,
B 0 N June 12, 1924.

e

JAMES A. LOGAN UJR.

Dear Ben:-

I miss you very much indeed. The house is not the same without you.
However, those wonderful precents which you gave me are all on display and
they make a beautiful showing. You were a brick to me - bless your heart.
I have been on the go pretty much since you left. Last week I made a running
visit to Berlin and next week I am off for a short visit in Rome.

Basil Miles has written me about all your kindnesses concerning the
"Agent General" job. I don't know whether I will get it or not, but the in-
dications so far look fairly hopeful. I am for the best man, and if another
fellow i offered the job and accepts it,he will have my backing to the limit
in putting the Plan across.

The following may interest you cancerning the present status of
the Plan:

Due to the political situation here, we have not been able to make
very fast progress. The organization committees are all set up. Schacht and
Kindersley on the Bank Committee have about finished. The Railway Committee's
work is going along splendidly. No fifth member has been appointed and I
doubt if onme will be reauired, though there is a chance that some minor di-
vergence of views and detail as between the German and Allies representatives
may have to be arbitrated, in which case a £ifth manber will be brought in
for this specific purpose. The Industrial Debenture Committee is not making
very rapid progress. It is a great pity that Pirelli would not serve on this
Gommittee. No fifth member has yet been appointed but, in my judgment, one
will have to be appointed shortly to give this work some nguts®, as neither the
French nor Italian member has a poker heated to the necessary temperature.

I was informally approached with a view to suggesting a fifth member. Albert
Rathbome, who was over in Eurore amd wio preceded Boyden in my present job,

had a1l the necessary background and punch for the jobe. I informally approached
him but for personal reasons he felt that he could not touch it. There was

no cne else here immediately available that I would care to recommend, so for
the precent I have let the matter drop. 1f, when you get this letter, you
think of any good sound American here in Burope who could do this job, c2ble

me his name and if it is not too late I will try to have him drawn in.

I enclose copy of a "personal and confidential letter" which I have
just sent to Barthou concerning a recent visit I made to Berlin, also a letter
on the same subject to Bradbury. Somewhat similar letters, drafted in an en-
deavor to appeal to the particular psychology of the Italians and Belgians
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were sent to Salvago-Raggi and Delacroix. I feel that they portray fairly
accurately the political phase of the Bxperts! Report situation as it exists
today. I also intend seeing Herriot next week, who I know aquite well, and
have a little heart to heart talk with him. I thought it a pretty good plan
to send Barthou the letter which I did as he is a trimmer, wants to hold his
job, and therefore, I believe, will try and swing even further than Herriot
on the "conciliatory" and "settlement" thesis.

Bverything is going along finely and, as always, I remain an en-
thusiastic optimist on the suecess of your Report. I feel, however, that
it will not be put into effect at quite the early date we originally con-
templated, and that a real and decided success is largely dependent on the
conciliatory attitude of the Allies towards Germany. (In this cmnection
see the enclosed Barthou aml Bradbury letters) Now, my guess as to future
developments and dates would be about the followings:

(1) Herriot will be installed as Prime Minister of France June 16th.

(2) about July lst Herriot will go to London for a talk with Mac-
Donald. This meeting, I am advised, is practically arranged, and
it is an all important step in clearing the atmosphere by ad-
Justment of the political issues.

(3) The MacDonald-Herriot meeting, if successful, (which I believe
will be the case) may perhaps be succeeded by a full-dress meeting
somewhere of MacDonald, Herriot, Mussolini, Theunis, and possibly
Stresemann, where some agreement or pact will be formally adopted.
This full-dress meeting can perhaps be avoided by reaching the same
end through diplomatic channels or by the possible appointment of
substitutes for the Prime Ministers.

(4) By this time, or let us say roughly July 15th, the Reparation
Commission will receive the reports of the organization cormittees
and the German laws and decrees.

(5) About August 1lst the Commission should have disposed of the
organization comnittees' reports amd the German laws and decrees,

(6) About August 15th the laws and decrses will have been enacted
by the Reichstag.

(7) By September 1lst the systems of control, the banlt, industrial
and railway bonds business should be settled, and the whole plan
put into operation.

The foregoing is my best forecast of probable happenings, and is
based on the inclusion of all the most optimistic factorse. The M.1.C.U.M.
deliveries, as well as tl® status of the foreign loan, during the interval,
will occasion difficulties. I hope, however, these can all be met, However,
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from what I gather as to the present "feel" of the American markets on the
foreign loan question, there is same cause far concern,

I also anticipate that some time in the course of the foregoing
events there will be a meeting of the finance ministers to consider the
question of the division between the Allies, and other allotments, of the
anmual German payments., This meeting will not of course concern the
BReport itself, nor the Germans. However, it promises to be a fairly acri-
monious party and cne in which our claims position may have to come %o
the front. QConfidentially, I am pleased that Secretary Hughes will in all
probability be in Europe at this time, and therefore immediately available

for giving instructions as to the attitude to be taken.

With renewed expressions of my keen appreciation for your many
personal kindnesses to me, yowr charming gifts, and with affectionate re-

gards, I remain,

Honorable Benjamin F. Strong,

@overnor of the Federal Reserve Bank of New York,
New York City.

Btats-Unis d'Amerique.
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18, rue de Tilsitt, Paris,
June 6, 1924,

My dear Sir John:

I was sorry to find upon my return from Berlin that you had
already left for London., My Berlin visit of two days (June 3rd and 4th)
was interesting., The first day it looked as if the Nationalists were
going to forece themselves into the Ministry and with the condition that
Stresemamn would have t0 go. Stresemann, at noom on June 3d, told me
persmmally that he probably would have to get out of the Cabinet that
evening., However, it later developed that Marx had decided to get
along without the Nationalists amd that therefore Stresemann and prac=
tically the entire old Cabinet was to be retained., In addition to
Stresemann I also saw Marx, Luther and Sehacht.

Marx said that the Experts' Report would be accepted by
Germany at a very early date and that the two-thirds vote was practically
assured. At the same time, however, he intimated that if the necessary
two-thirds vote of the Reichstagz was not obtained, President Ebert would
dissolve the present Reichstag and call for new elections, He said the
present Parliament, with its strength in the Nationalists on the right
and the Communists on the extreme left,"™was the German reaction to the |
past Poincare policy,™ and that it was not representative of the present
feeling of the German people. He folt re-elections would not be mecessary
to obtain the two-thirds majority, provided the new French Governmant
would come out with some definite statement following the general lines
of Herriot's written and verbal statements in France sinse the elections,
A large element of the Nationzlist representation in the Reichstag would
vote for the report, considering the views of the larger industrial and
agrieultural people that the adoption of the Experts' Report was essential
to Gemmany's salvation.

Stresemamn rehearsed all of what Marx had said, but in much
more detail., I asked him if he would informally and confidentially plage
on paper & brief iddication of the kind of support the present German
Government needed to secure the two-thirds vote necessary for putting
the Experts' Report in effect. The enclosed Exhibit A is this memorandun,
whioh was handed me by the German Under Secretary of State for Foreign
Affairs. Stresemann stressed the first point on the emelosed exhibit, viz;
"Amnesty for @German political prisoners”. He stated that his pos ition
would be difficult and eritieal if at the time of the presentation of the
new laws to the Reichstag this question was posed by the Nationalist floor
leaders; but, if before such time, Herriot were to come out voluntarily
with the statement that he proposed to take some sati sfactory steps in
the direetion indicated, even if the release of most of the prisomners was
conditions on the German acceptance of the plan and ite actual going into
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offect on or before a certain given date, his (Stresemamn's) hand= wo ld be

80 strongthened as to assure the adoption of the plan by the Reichstag,

I did not cee the enclosure until after my last talk with Stresemanmn, and

the warious points which are emumerated were referred to in the most gensral
way by Stresemamn in his conversation with me., However, from my reading of
this memorandum, I was, ani I think you likewise will be struck by the

general reasonabléncss of the Stresemamn position. Stresemamn fully realizes
the uselessmness of the German Government formally attaching amy "conditions®
vhatsoever to the Gorman acceptamse of the Experts' plan. The memorandum

has becn drawn simply to show gertain phases which, if originated and handled
initially by the Allies, would have the rcgult of ctrengthening the hands

of the present Gorman Govermment to such an extent as to rractically assure

the early approval of the Experts' plar by the Reichstag. To sum up briefly,
Stresemann, as also lMarx, clearly convinced me that while they were favorable
to the plan of the Experts Committees Report, and while they were willing

to stand or fall by ity they nsvertheless were not overly-sanguine of successful
recults without some support being voluntarily advaneed by the Allies along the
lines indlcated in Exhibit A.

As to the question of the M.I.C.U.M. agrecments, Stressmann, ILuther
and Schacht referred to the difficulties at present being encountered by the
Gormae Government in finanec ing past deliveries, anmd also to the practical
impossibility of financing these deliveries for any extended poriod after June
15the Exhibit B is a cofifidential memorandum on this subject which Schact
sent to me after our infomal tallk,

Exhibit ¢ is a memorandum on the came subjeet which was sent to me
Just before I left by the German Under Secretary of State for Foreign Affairs,
Prom vhat I gathered from Luther and Schacht this subjeect is one which is
now being treat d at length -ith London. You are, therefore, probably better
informed on this phase than am I, However, the enclosed memoranda may bring
out certain points which will interest you.

I had a very plessant lunch with Lord d'Abermon who asked to be
remembered most kiindly to you. In his view, it was of the most wrgcnt import-
ance that the pringipal allied govermments, with a minimun delay, come out with
some formal agreement or pact unequivocally accep ting the Report of the Ixpert
Committees as the adopted settlement of the reparation question, He thought
a French Government under Herriot, and the German Govermment would sign sueh
a pacte An unequivocal asceeptance, with the Fremeh a party te it, would, in
his judgment, allay the present German susgpicion of the French attitude as
intaproted dy it from Poincare's somewhat nebulous reply to the Reparation
Commission, This vague response which so far, officially at least, continues
as tle formal French view, is affording very powerful ammmition to the
opponents of the Govermment. Lord d'Abermon was insistent on the necess ity
of speed in reaching sn interallied eoneclusion on the foregoing line. The remarks
of Lord d'Abernon were given to me for confidential communication to you, and I
fecl that my statement of what he said for you is correctly set down in this
letter. However, it was a personal
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and confidential communication from him to you, and as he has undoubtedly
taken the same question up through his regular chamels with yowr Government,
I would be gratified if you would cmsider this message a&s quite confidential,

I saw Fischer with Luther during our talk, and it developed that
there was perhaps some thought on the part of the German Government of
transmitting forthwith and formally to the Reparations Commission the drafts
of laws and decrees. Knowing your views on the inexpediency of too mueh
precipitation in formal submission, I voluntsered the suggestion (which was
accepted) that the best ends would bo served were the (German Govermment to
let you anl mysel £ look at these drafts, with an opportunity for informal
comment, before a definite decision concerning formal presentation was taken.
From what I gathered, we will have this chance probably the early part of
the next week, after yowr return from Lond on,

Aside from the foregoing point I was naturally most careful at
all times to maintain an attitudé of non-commital reserve om all the various
questions of polities, economics and policy mentioned by the Germans, and I
avoided being drawn into any discussion of, or expression of opinion upon
the various matters referred to in the exhibits or during the conversation.

The information above is sent in conformity with your request that
I advise you what I gleaned in Berlin, I would have cabled but the date
is too voluminous,

With kindest regards to Lady Bradbury, believe me, with warm
personal regards,

Very sincerely yours,

Sir John Bradbury.
Hotel Astoria,
Paris.
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<

600 prisoners

in Germany,

42 prisoners in

Francee

140 000 expelled,

Restoration of the

m-b;& A :‘ -

1,) Amnesty for German Political Prisoners

a) In the Germam view, all those actuated by unselfish
and ideal motives are to be regarded as political prisomers,
irrespective of the criminal stipulations which have been vio-
lated,. The number of prisoners in question cannot, of course,
be determined with accuracy, since the figures change almost
daily in consequemnce of discharges and fresh arrests, At the
beginning of llay the prisoners tried or to be tried were esti-
mated to number 600,

b) There are at the present time in French gaols (St, Martin
de Ré, Loos-les-Lille, Melun, Beaulieu, etc,) 42 Germsn prisomers
condemmed under French military law in the occupied territory,

At least transfer to German gaols in the ocoupied territory of
these German prisoners at present imprisomed in French territory,

in so far as they do not fall under paragraph a),

2,) Return of persons expelled,

The number of persons expelled together with their families,

is estimated at 140 000,

3.) Territory Occupied umder Treaty of Versailles,

S0 soon as the Dawes Report shall have been accepted and

Rhineland Agreement, accepted and carried out by all the Governments concermed

and a contractual basis restored as between Germemy and her
ereditors, this contractual bagis must be restored along the
whole lines This implies that the territory occupied by

vittue of the Treaty of Versailles must be restored to the
status corresponding with the terms of the Rhineland Agreement,
In particular, all ordinances decreed and all arrangements made
by the Rhineland Commission on agcount of the Ruhr sction wouwld

consequently have to be annuled,
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4,) The More Regently Oacupied Territory.

Military evacuation, The restoration of the status sub 3,) entails further

that the territories occupied over and above what is stipula-

ted in the Treaty of Versailles, namely,
a) the Ruhr district,
b) the bridgeheads of Dusseldorf-Ruhrort and Duisburg,
c¢) the spaces between the bridgeheads of Coblence
and Cologne as well between Coblence and lainz,
the harbours of Karlsruhe, llannheim,
Wesel and Emmerigh,
further Offenburg and Appenweier, be evacuated by
the armies of Oocupation,
For this evacuation a clear and umequivoeal period should

be fixed,




Translation

German industry suffers from an emormous lagk of cgp ital,
This lack of capital cannot be aided by the Reichsbank, which
cannot increase its paper mark circulation withoud danger to the
currency and also not through foreign coredits because only a
limited portion of industry is in position to pay back foreign
oredits in foreign money, The worst sufferer from the lack of capital
is the industry in the Ruhr district because it is burdened in addi-
tion by the llicum agreements,

The extension of the Micum agreememts on April 15th was
possible only because the railways bought and paid for in advance
from the mines anthracite coal fur future delivery., This was an
amount of fifty million gold Marks which made possible the extemsion
of the lMicum asgreements for two months, Meanwhile we have had the
miners! strike, Its settlement was possibly only through financial
sacrifices which industry ggain cannot bear out of its own resources,
It has therefore taken up for this purpose with certain public and
seni-public treasuries credits which amount to about the same sum as the
advances from the railways, Thus the fluid capital of the railways as
well as that of the treasuries mentioned has been exhausted, There are
nowhere existent any means of finaneing the lMicum agreements beyond June
15th, Thus June 15th is a oritical point in the coming negotiations,
In my personal view there are oniy two possibilities to continue beyond
ths date:

(1) either France renounces the Micum deliveries for a short
transitional period until the execution of the Dawes report by all
parties, or

(2) Germany receives an advance for the same period out of

the two hundred million dollars loan,

ed for FRASER
raser.stlouisfed.org/
| Reserve Bank of St. Louis




Both possibilities are contingent upon a fumdamental understanding

being reached between all parties conserned on the execution of the
Dawes report and upon the effective execution of the same being carried
out as soon as possible, In case an agreement on the settlement of the
Micum agreements is not reached in time, I envisage the greatest diffi-
culties arising on June 15th out of this question, I assume in this
conmegtion the agreement of all far-sighted supporters of the Dawes
plan that the Reichsbank can and must not finance the lMicum agreements
by means of the money-presses, if the new inflation connected therewith
is not completely to shake anew the economic basis of Germany for the

execution of the Dawes plan,

000
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]
: By the agreements of the M,I,C, UM, with the Bergbaulicher Verein
Brance and Belgiuwum have since the end of the passive resistance aecured for
themselves unpaid coal deliveries from the Ruhr district under the title of
reparation, They were originally concluded until the 15th of April, But

since at that date the Experts Report, though published, had not yet been

put .into exsoution, the coal industry was forced to sign the agreement for
another 2 months up to the 15th of June, They have since been carried out

at great cost to the industry and with severe danger to its very existence,

To day again the situation is much the same as of April 15th, since

the date of the practical execution of the Bxperts Reparation Scheme is

still wcertain, It must be feared, and there are in fact clear indicatioms,
that the M, I,C,U,M, on the 15th of June wWill ask for amother extension, But
the coal industry, after these prolonged deliveries at a rate of 1,7 million

tons a2 month unpaid for, is mo longer in a position to finanece further deli-

veries, oredits in Germany being exhausted and foreigm credits mot available,
The Germen Government again, as the Lxperts have clearly expressed in their
report, is not in a position to make any reparation payments without endan~-
gering their Budget and the stability of the exchange,

On the other hand it cannot be contemplated, that France on June 15th
will renmunce their Coal deliveries altogether, We must, therefore, look for
some means to finance such deliveries, The only way, We can see, is to base
any further deliveries in one form or another on the Reparation fund, which
will be available for the first year under the General Reparation Scheme,

Now the BExperts plan proposes to raise on reparation account for the
first year - principally for deliveries in kind =

1l milliard gold marks, i,e,

800 million G,M, out of the foreign loan
200 million G,M, out of the German railways,
Ingquiries in London have clearly shown, that foreign financiers would
not agree to spemd part of this foreign momey in advances for coal deliveries

under the licum agreements for french benefit outside the general reparation
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But ¢he same objection, obviously, does not apply to the

contribution of the German railways, since this money is coming from
German sourges, Here, therefore, a solution offers itself and there
are evidently two ways open to use this fund for the purpose in view:

1.) If the Allied Governments would give their consent, that
any outlay for further deliveries until the General Reparation Scheme
is definitely put into practice will be refunded out of these 200 million
GoM, Which under the Scheme eventually Will be contributed by the
German railways, it would probably be possible to finange advances to
the coal industry by bonds or bills secured on this 200 millions fumd.

But it is evident that these amounts will then have to be deducted later
from the Reparation deliveries of the first year.

The alternative would be, that the Yerman Government itself,
realising that the lMicum agreements can no longer be carried out by the
Ruhr industry wem without endangering their very existence, would make a
great effort and take on themselves the execution of the General Lxperts
Scheme before all other details have been arranged and accepted by all parties
and propose to start the payment of the railway contribution at a rate of
200 millions a year on June 1l5th, the amounts to be used for the payments
of further coal deliveries in accordance with the programme of the Reparation
Commission,

Such proposal in fact does mot mean antzhing less but a practical
acceptance of the Lxperts Scheme by Germany, For carrying out the financial
obligations wnder the Scheme must be considered a much more complete form
of acceptance, than merely working out and passing the negessary laws in
Parliament, :

Thus this last proposal would offer at the same time a guick solution
of the CGeneral Reparation question, it being understood that the German
Governments practical acceptance would make the whole Scheme in its entity
valid and binding on all parties pending agreement on details and the defi-

nite acceptance of the negessary laws in Parliament.
0po
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18, rue de Pilsitt,
Paris, R S
June 27, 1924,

JAMES A. LOGAN UJRr.

Dear Ben:-

The conference between Herriot and MacDonald in London last
Sunday was apparently fairly satisfactory although the conversation
was most general., However, agreements "en principe®™ on the following
points were reached: It was desired, if possible, not to have an
amendment of the Treaty of Versailles as this would lead to endless

negotiations and delay, but to adopt a protocol to be signed by
England, France, Italy, Belgium and Japsn and the minor Powers entit-
led to reparations to provide in substance as follows:

(1) That all these Powers accept unconditiomlly the Dawes
Report and agree to put it in force.

(2) Germany to accept the same and take necessary legislative
and executive acticon to put it in force.

(3) A reasonably early date to be fixed, and a certain number
-of days thereafter allowed for the Report to go into camnplete oper-
ation by all coantries,

(4) All sanctions to be withdrawn and not re-imposed except
far the wilful violation by Germany -f the terms of the Dawes Report
as therein provided for.

2 (5) A body, to be determined.upon, which will dec ide Germany's

defailt and when sanctions are to be imposed the Reparat ion Gommission
first to pass upon the question of defazult. No sanctions to be imposed
except after joint action and joint comsideration by the Allied Govern-

ments.

(6) 4ny disagreement as to the construction of the Dawes Report
to be decided by an arbitral tribunsl to be agreed upon. (The Finance
Committee of the League of Nations was tentatively considered as an
appropriate arbitral tribumel for this purpose)e

(7) 4 conference of the Powers above named to be held in London
on July 16th, 1924, Great Britain, France, Belgium and Italy to be
represented by their Prime Ministers, Japan by some representative to

A
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be decided upon, and the other countries by their diplomatic representatives
residing in London. -

(8} The British Government to isswe the invitations; an invitation to
be extended to the United States to be represented in some capacity as "they
are anxious to have such representations. It is believed it will be influen-
tial in the deliberations",

As you mow, our Government has accepted the invitation, and we are

to be represented by EKellozg, assisted by your humble servant. It promises
to be a most interesting affair and I am delighted that I have a front seat.

Bradbwy, in confidential conversaticn wi'chinI the last few days con-
cerning the set-up of persomnel for the controls contemplated by the Bxperts!
Report, stated that the present British attitude on this question was as
follows:

1, Agent General to be an American, He intimated that Dwight Morrow
was being pushed by the Qity, and that he had given certain intimations of
his willingness to accept if the job was offered to him., Now, at the risk of
it being mistakenly thought that my conclusions are influenced by personal
motives, I nevertheless venture the view that the appointment of any eminent
banker, and especially one from Wall Street, is not the best choice for this
post, in consideration of the present political psychology in Europe with its
strong socialistic and anti-capitalistic trend. There is already considerable
attack, only partly veiled, on the Experts' Plan upon the general grounds that
it represents the eapitalistic dictation of Wall Street and London City. In
my judgment, such eriticism would be erystallized and confirmed by a banker's
appointment from England or America. It will be remenbered that Poincare, Who
still remains a strong leader of the French minority, was particularly outspoken
about such influences. And what would Herriot's position be in the event of
an attack on this line® , The same situation holds in Belgium and Germany, and
to a somewhat less extent in Italy. Omnly yesterday both Barthou and Delacroix
volunteered the view that they hoped the bamking people of America and Londoh
would not insist as a quid pro quo for the loan on the appointment of a banker
as Agent General., They said there is a growing irritction in both countries
to the manoeuvres of the City and Wall Street, which they maintain are unwisely
directed at too much interference in Governmental affairs. I fully appreciate
Dwight's special and undoubted equipment for the job. He is a personal friend
of mine and for that reason I would like to see him get the job. I understand

that the argument advaneed for his being appointed is the effect that such
an appointment would have on the lo=n flotation in America. This argument,

we both know, is only partially founded, for as a matter of fact the American
investor bases his decision almost entirely on the name of the issuing houses,
and not on the name of  individuals. The issuing houses of course have a res-
ponsibility to the purchaser, but this responsibility can be protected by
gound security and the appointment of the banking representatives to positions
striotly charged with the handling of the securities such as trusteeships, etc.
fhe latter positions, are in my judgment, the appropriate ones for the bankers.
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I feel that the interjection of the banker into the post of Agent General for
the purpose of giving the necessary advertising to sell the loan, hardly
counterbalances the future political and social trouble incident to such an
appointment. The Plan will be difficult enough to work out without any handi-
cap of this nature.

(b) The Bank Commissioner to be 2 Dutchman or other neutral. According
to Bradbury, his Government first desired this appointment for a Britich
national, but in view of the controversy in the American and British press
congerning a dollar or sterling basis for the new bank, London ity considercd
the appointment of a neutral as better tactics.

{c) Railway Qommissicner to be a Frenchman.

éd) Practically all trusteeships contemplated by the Plan to be consol-
idated in a Joint Trusteeship, one a Belgian and one an Italian, thus providing
representation for nationals of these latter Powers. Bradbury, in strict con-
fidence, intima ted that such Joint Trusteeship would probably be further extend-
ed to include one Americamn, the necessity for such appointment being developed
at the time the forcign loan was floated, amd to meet the wishes at that time
of the money lenders.

(e) OCommissioner far cantrol of revenues to be of British nationality.

Now I do not want you to get the impression that I am opposed from
any personal motives to the appointment of Dwight Morrow. As I said before,
I am a personal friend of Dwight's and a great admirer of his attainments.
However, for the reasons stated, I feel his aprointment would be most short-
sighted policy for the banking fraternity as it would be misconstrued, and, in
my Jjudgment, would bring them out in the limelight as a target for future
criticism by the Continental politieians =-- in othear words, in a position which,
in my judgment, they would not want and which would give them sericus difficul-
ties in the future. I am also inclimed to feel that it would seriously jeop-
ardize the constructive results we all want to see reached, Confidentially,
I have put the matter wp quite honestly, as I see it, to Washington. I will
keep my mouth slut from now on and will loyally do whatever I am told to do
and in addition, under every and all circumstances, my back and full strength
is at the wheel direccted to pushing the whole plan forward. If Dwight, or
any other bhanker, is appointed, he need have no doubt as to my loyal cooper-
ation in the great responsibilities with which he will be faced.

liany thanks for your good letter of June 10th anmd for the extremely
interesting enclosure which I have destroyed. With affectionate regards,

I remain,
Faithfully yours,

Honorable Benjamin Strong, <
Governor of PFederal Reserve Bank of New York,

New York City, ot
Btats-Unis d'Amerique. €
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